Prospectus

T

FNMA FEDERAL NATIONAL

MORTGAGE ASSOCIATION

.
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 1ssued 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
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Each Ceruficate offered hereby and by the Supplement related hereto will represent an undivided
interest 1n 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 previously owned by FNMA or purchased by
it 1n connection with the formation of the Pool. Each Pool will consist entirely of one of the following: (1)
fixed rate level instaliment conventional Mortgage Loans, (1) fixed rate level mstallment Mortgage Loans
that are insured by the Federal Housing Administration or guaranteed by the Veterans Administration, or
() fixed rate conventional growing equity Mortgage Loans that provide for scheduled annual increased
payments, with the full amount of the increase appled to pnncipal.

Interests in each Pool will be evidenced by a separate 1ssue of Certificates. Information regarding the
Pass-Through Rate with respect to an 1ssue and the aggregate principal amount and charactensucs of the
related Pool {(1including, without limitation, the type of Mortgage Loans in the Pool) will be furmished 1n a
Supplement to this Prospectus at the ime of the 1dentification 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 Certificateholders, whether or not received FNMA also will be
obligated to distnibute to Certificateholders the full principal balance of any foreclosed Mortgage Loan,
whether or not such principal balance is actually recovered.

The date of this Prospectus is June 1, 1983
Retain this Prospectus for future reference This Prospectus may not be used to consummate sales of
Certificates unless accompanied by a Prospectus Supplement.



Neo salesman, dealer, bank or other person has been authorized to give any information or to make
any representation other than those 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.
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SUMMARY OF PROSPECTUS

The following summary of certain pertinent information 1s qualified in 1ts entirety by reference 1o the detailed information appearing
elsewhere in this Prospectus and by reference to the iformation with respect to each pool of Mortgage Loans (a “Pool”) contained m
the supplement to this Prospectus (a “Prospectus Supplement™) to be prepared in connection with the 1ssue of Guaranteed Mortgage
Pass-Through Certificates (the “Certificates™) evidencing undivided interests 1z such Pool

Title of Securnity ............... Guaranteed Mortgage Pass-Through Cernficates

Issuer and Guarantor.. .. .. . . Federal Nauonal Mortgage Association (“FNMA” or the “corporation™), a corporation organized
and existing under the laws of the Uruted States See “Federal National Mortgage Assocation ™ The
obhigations of FNMA under 1ts guaranty are obligations solely of FNMA and are not backed by, nor
enutled to, the full faith and credit of the Unrted States

Description of Secunity ..... ..... Each Certificate will represent a fractional undivided interest in a Pool of Mortgage Loans to be
formed by FNMA. A Certificate will initially represent at least $25,000 unpaid pnincipal amount of
Mortgage Loans. The Ceruficates will be in fully registered form only

Interest ............... ... Interest at the Pass-Through Rate on each Mortgage Loan will be passed through monthly to
Ceruficateholders, commencing on the 25th day of the month following the month of 1utial 1ssuance
of the related Certificates. The Pass-Through Rate for a particular 1ssue of Certificates will be
specified n 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 mimmum annual percentage
representing compensation for servicng and FNMA’s guaranty. See “Yield Considerations >

Prnincipal (including pre-
payraents) e e Passed through monthly, commencing on the 25th day of the month following the month of mitial

1ssuance of the related Certificates. See “Matunty and Prepayment Assumptions” and “Descnption
of Certificates ™

FNMA Guaranty .. . .......... FNMAsoblgated 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 1s also
obligated to distnbute to Ceruficateholders the full principal balance of any foreclosed Mortgage
Loan, whether or not such principal balance 15 actually recovered If FNMA were unable to perform
these guaranty obligations, distnibutions to Certificateholders would consist solely of payments and
other recoveries on Mortgage Loans and, accordmgly, delinquencies and defaults would impact
moenthly distnbutions to Certificatehoiders

Servicng ........ .. .. ..... FNMA will be responsible for the servicing of the Mortgage Loans and will contract with mortgage
lenders to perform certain servicing funcuons on s behalf See “Description of Certifi-
cates—Servicing Through Lenders *

The Morgage Pools.. ....... ... .. .. Each Pool will consist entirely of Mortgage Loans of only one of the following types: (1) fixed rate
level installment conventional Mortgage Loans, (1) fixed rate level instaliment Mortgage Loans that
are insured by the Federal Housing Administration or guaranteed by the Veterans Administration,
or () fixed rate conventional growing equity Mortgage Loans that provide for scheduled annual
increased payments, with the full amount of the increase apphed to principal The Mortgage Loans
in each Pool will have unpaid prnincipal balances aggregating not less than $1,000,000 Each
Mortgage Loan will be secured by a first ien on a one-family or two- to four-family residenual
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 rano in excess of 95% wall
be included 1n any Pool Mortgage Loans comprising a Pool ether will be provided by FNMA from
its own portfolio or will be purchased pursuant to crtena set forth vnder “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 Pass-Through Rate and the latest matunity date of any
Mortgage Loan will be contained in the related Prospectus Supplement

FNMA Financial Results.. ... FNMA 1incurred substantial losses dunng 1981 and 1982 because its cost of borrowed funds was
significantly greater than the yield on its mortgage portfohlo  FNMA returned to profitability in the
first quarter of 1983 as the negative spread narrowed substantially and was more than offset by
increased ncome from other sources See “Selected Financial Data,” “Management’s Discussion
and Analysis of Financial Results—Annual Period and —Intenm Period” and “FNMA’s Spread on
Its Mortgage Portfolio” herein




THE MORTGAGE POOLS

FNMA has umplemented a program for: (a) the setung aside of fixed rate residential mortgage loans
(the “Mortgage Loans™) into separate pools ( the “Pools”) beaning disuncuve idenufication, and (b) the
1ssuance and sale of trust certficates of beneficial interest evidencing pro rata undivided ownership
interests 1 the Mortgage Loans comprising each separate Pool (the “Guaranteed Pass-Through
Centificates” or “Ceruficates”). The Mortgage Loans may be purchased by FNMA expressly for the Pools
or may be Mortgage Loans that have been held by FNMA in 1ts own portfolio. Each Pool will consist of
Mortgage Loans evidenced by promussory notes (the “Mortgage Notes”) secured by first mortgages or
deeds of trust (the *“Mortgages™) on one-family or two- to four-family residennal properties (the
“Mortgaged Properues™). A Pool will contain Mortgage Loans of only one of the following types: (1)
fixed rate level instaliment conventional (i.e., not insured or guaranteed by any U.S government agency)
Mortgage Loans (“Convenuonal Mortgage Loans™), (u) fixed rate level instaliment Morngage Loans that
are wnsured by the Federal Housing Admimstration or guaranteed by the Veterans Admimstrauon
(“FHA/VA Morgage Loans™), or (iu) fixed rate conventional growing equity Mortgage Loans that
provide for scheduled annual increased payments, with the full amount of the increase appled to principal
(*GEMs”). The Mortgage Loans purchased expressly for the Pools will be sold to FNMA by eligible
institutions that meet certain requirements set forth under “FNMA Purchase Program™ and are referred to
heremn as “Lenders ” No Pool will consist of Morgage Loans having an aggregate unpaid pnncipal
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 Elgibility” for a description of certain criterza apphicable to
the eligibility of Mortgage Loans for inclusion in Pools.

Interests in each Pool will be evidenced by a separate senes 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, alternauvely, for delayed delivery on a date not more than six
months after the date of execuunon of such contracts (plus an addiuonal six months 1if extended with
FNMA'’s consent during the initial six month penod ). By entering wnto such contracts, FNMA will obligate
nself to 1ssue Certificates to, or to the order of, the Lenders pamed 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 any Lender of its obligation # 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 1n each Pool to be held for the benefit of the holders of
Certificates (‘“‘Cernficateholders™ or “Holders") pursuant to the combined terms of a trust indenture
exccuted by FNMA m 1ts corporate capacity and in its capacity as Trustee (the Trust Indenture dated as of
November 1, 1981, as modified and amended by a Frst Supplemental Indenture dated as of February 15,
1982, and by a Second Supplemental Indenture dated as of October 1, 1982, being heren called the “Trust
Indenture”), and a supplement thereto for the related Issue ( the “Issue Supplement”) Certain capitalized
words or sentes of words in this Prospectus refer to and are further defined 1n the Trust Indenture FNMA
will be responsible for the admimstranon and servicing of the Mortgage Loans in the Pool, including the
supervision of the servicing actviues of Lenders, 1f appropnate, the collection and receipt of payments
from Lenders, and the remttance of distributions and certain reports to Ceruficateholders FNMA will be
entitled to recerve a fee for its guaranty obligations and 1ts services pursuant to the Trust Indenture. The
fee to FNMA for any Mortgage Loan (out of which 1t will compensate Lenders for servicing the Mortgage
Loans) will be equal to the difference between the annual interest rate borne by the Mortgage Loan and
the annual rate of interest paid to Ceruficateholders at the Pass-Through Rate for the related Pool.
FNMA will reserve the nght to remove the servicing responsibiity from a Lender at any time 1f 1t constders
such removal to be 1n the best interest of Certificateholders. In such event, FNMA will meet its obligatuon
to provide servicing etther by directly servicing the Mortgage Loans rtself or by finding a replacement
Lender that meets the eligibility standards.



FNMA'’s obligations with respect to the Mortgage Loans will be hmited 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, 1n 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 pnincipal amount of the Mortgage Loans m a Pool will decline monthly as principal
payments, including prepayments, are received, each Certificate Principal Balance {defined to be the
principal amount appearing on the face of the related Certificate or, subsequent to the first Distnbution
Date, the last amount reported to the Holder of such Certificate by FNMA as the principal balance
thereof) will also decline over tme See “Matunty 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 nterest 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 1n the related
Pool, less a specified mimmum 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 beanng
different Mortgage Interest Rates will not affect the return to Certificateholders

The effective yield to Ceruficateholders will be reduced shightly below the yield otherwise produced by
the applicable Pass-Through Rate because the distnbution 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 Morigage Loan 1s prepaid or otherwise hiquidated, the proceeds of such prepayment or
hquidation will, unless FNMA elects 1n 1ts discretion to make any distribution thereof 1 the following
month, be passed through to Ceruficateholders in the second month following the month of such
prepayment or other hqmdation Since FNMA will agree in each Ceruficate to distribute on each
Distribuuon Date to the Holder thereof an amount as to interest representing one month’s interest on the
Ceruficate Principal Balance, any prepayment or other hquidation of a Mortgage Loan and the timing of
the distribution of the proceeds thereof will have no effect on the interest return to Certificateholders

Assummng performance by FNMA of its obligations under its guaranty, the net effect of each
distribution respecting interest will be the pass-through to each Ceruficateholder of an amount which 15
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, Distnbutions on
Certtficates ”

MATURITY AND PREPAYMENT ASSUMPTIONS

The onginal matunties of substanually all of the Conventional Mortgage Loans mn each Pool are
expected to be between either 8 to 15 years or 20 to 30 years. The matunities of substantially all of the
FHA/VA Mortgage Loans at ongination are expected to be 30 years Each Mortgage Loan with an
original matunty of 30 years will provide for amortization of principal according to a schedule which, 1n
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 lugher Mortgage Interest Rates resulting 1n
slower amortization of principal A 15-year fully amoruzing Conventional Mortgage Loan would, 1 the
absence of prepayments, result in repayment of one-half of the onginal pnincipal amount by approximately
the 10th to 12th year, with huigher Mortgage Interest Rates resulting 1n slower amortization of principal.

A significant number of the Conventional Mortgage Loans and GEMs may provide by their terms that
in the event of the sale of all or some of the underlymg property the full unpaid principal balance of the
Mortgage Loan 1s 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 1ts nght to accelerate the matunty of the
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Convenuonal Mongage Loan or GEM mn such an event so long as accelerauon is permitted under
apphcable law unless 1t elects to repurchase such Mortgage Loan

The ability of morngage lenders and their assignees and transferees to enforce “due-on-sale” clauses
was addressed by the “Garn-St Germain Depository Insntutions Act of 1982,” which was passed by
Congress and signed 1nto law on October 15, 1982 Thus legisiation, subject to certain excepnons, pre-
empts state statutory and case law that prohubits the enforcement of “due-on-sale” clauses. Exempted
from this pre-empuon are mortgage loans (onginated other than by federal savings and loan associanons
and federal savings banks) that were made or assumed during the penod beginning on the date a state, by
statute or statewide court decision, prolubited 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 exempuon for such loans ends on QOctober 15, 1985 unless the state acts to
otherwise regulate these loans by that date In addiuon, prior to October 15, 1985, the Comptrolier of the
Currency and the Nauonal Credit Union Adminustrauon Board may regulate, as otherwise authorized,
such mortgage ioans onginated by lenders that they regulate. The legislanon also enumerates nine
crcumstances under which a lender may not enforce “due-on-sale” clauses, e.g., the creauon of a
subordinate encumbrance which does not relate to a transfer of nights of occupancy in the property, a
transfer by devise, descent, or operation of law on the death of a jont tenant or tenant by the enurery and
the granung of a leasehold interest of three years or less not containing an option to purchase

Convenuonal Mortgage Loans purchased by FNMA from November 10, 1980 to October 15, 1982 in
Junsdictions where, on the date of originauon, the law substanually restncted lenders from enforcing “due-
on-sale” provisions may provide that they are due and payable at the holder’s option at the end of seven
years. As described 1n “Descnpuon of Ceruficates—Collection and Other Servicing Procedures,” the Trust
Indenture provides that FNMA will exercise or refrain from exercising any such *“call opuion nder” mn a
manner that 1s consistent with then-current policies or practices employed by FNMA respecting
comparable mongage loans held in 1ts own portfolio

Past expenience of the Federal Housing Administration rel.aung to government-insured single-famuly
mortgage loans at vanous Interest rates with orginal matunues of 26 to 30 years indicates that, while some
of such mortgage loans remain outstanding until the scheduled matunity, a pool of 30-year FHA-1nsured
single-family mortgage loans will produce an average loan hfe of 12 years. A 12-year prepayment
assumption 1s the mortgage mdustry norm for quoung yelds and 1s used i most generally accepted yield
tables Based upon published information and FNMA’s own expernience, the rate of prepayments on 30-
year single-famuly loans has fluctuated significantly 1n recent years, including a substantial reduction 1n the
prepayment rate dunng 1980, 1981 and 1982, and a stgnuficant increase 1n the rate in the first three months
of 1983 FNMA believes such fiuctuanon 1s due 10 a number of factors, including general economic
conditions, montgage market interest rates and homeowner mobility, 2nd that such factors will affect the
prepayment experience for the Mortgage Loans 1n Pools Accordingly, FNMA cannot estimate what such
prepayment experience wil be or how 1t might compare to the FHA [2-year prepayment assumption
respecting msured mortgage loans See “Descnpuon of Ceruficates—Termination™ for a descripuon 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 1n the Pool on the
Issue Date

As set forth under “FNMA Purchase Program —Mortgage Loan Ehigibiity—GEMs” below, a GEM
provides for scheduled annual increases in the morigagor’s monthly payments. Since the addinonal
scheduled poruon of the monthly payments 1s applied to reduce the unpaid principal balance of a GEM,
the scheduled maturity of a GEM will be sigruficantly shorter than the 25- or 30-year term used as the basis
for calculatng the mual level instaliment of pnnctpal and interest applicable unnl the first adjustment.
No GEM which matures by 1ts terms more than 15 years subsequent to the date of 1ts ongtnation will be
eligible for inclusion 1n a Pool Since GEMs have not, unul recently, been oniginated 1n any appreciable
volume, there are no reliable data available regarding their prepayment expernence.
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FNMA PURCHASE PROGRAM

Set forth below 1s a descnipuion of certain aspects of FNMA'’s purchase program for mortgage loans
ehgible for inclusion n a Pool (the “Program™) The Prospectus Supplement to be prepared with respect
to each Issue will contain information on the Mortgage Loans 1n the Pool, mncluding nformation as to the
type of Mortgage Loans, the aggregate principal balance of the Mortgage Loans as of the Issue Date, the
Pas.-Through Rate and the latest matunity date of any Mortgage Loan

Lender Eligibility

FNMA will purchase Mortgage Loans from ehgible federally and state-chartered savings and loan
associations, mutual savings banks. commercial banks, credit unions and similar financial msttutions, the
deposits or accounts of which are msured by the Federal Savings and Loan Insurance Corporation
(“FSLIC”), the Federal Deposit Insurance Corporation (“FDIC”) or the Nauona! Credit Umion
Admunstration (“NCUA™). from certain other state-insured financial insututions and from certan
msttutions, pnncipally mortgage bankers, that are FNMA-approved mortgage sellers. FNMA, on an
individual nstitution basis, will determine whether such institutions will be approved as eligible Lenders
for the Program by applying certain cntena, which may include depth of mortgage origination experience,
serv cing experience, and financial capacity With respect to financtal capacity, FNMA requires eligible
Lenders who service Mortgage Loans under the Program to maintam net worth 1n an amount not less than
$250.000 plus 2% of the aggregate pnnecipal 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
Con ract. Also each Morngage Loan purchased for inclusion 1 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 Serviang
Guide may be amended from time to tume

Mortgage Loan Eligibility
General

The Mortgage Loans to be included in each Pool will be one- to four-family Morngage Loans on
residenual properiies These Mortgage Loans are permanent loans { as opposed to construction and land
development loans) secured by Mortgages on properties compnsed of one- to four-farmly dwelling umts,
including umits 1n condomintum projects, planned unit developments, and de nummus planned umnt
deveiopments Each Mortgage Loan will be documented by the appropriate FNMA/FHLMC Unform
Instrament 1n effect at the ume of ongination FHA or VA mortgage instrument or other instrument as
approved by FNMA. and will comply with all applicable federal and locai laws, mcluding laws relaung to
usury, equal credit opportunity and disciosure

There 1s no requirement that Mortgage Loans be payable on the first day cof the month 1n order to be
eligtble for inclusion 1n a Pool The Mortgage Loans must have had matuntes of not more than 30 years
from their date of ongination

Conventional Mortgage Loans

Pursuant to the requirements of the Selling and Servicing Guide, Conventional Mongage Loans must
be real estate loans with stated constant annual rates of interest, secured by first Mortgages on residential
properues. with principal balances which, at the ume of purchase by FNMA, did not exceed certain
federally imposed maximum principal balance hmrtations applicable to FNMA  In 1983, the maximum
dolla“ purchase limitauons for Conventional Mortgage Loans are as follows $108,300 for mortgages
securzd by single-family residences ($162,450 1n Alaska and Hawaii ); $138,500 for mortgages secured by
two-famuly residences ($207.750 in Alaska and Hawau), $167,200 for mortgages secured by three-family
restdences {$250,800 in Alaska and Hawan); and $207,900 for mortgages secured by four-farmly
residences ($311.850 1n Alaska and Hawau)
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No Conventional Mortgage Loan with a loan-to-value ratio 1n excess of 95% will be included 1n any
Pool. Conventional Mortgage Loans with loan-to-value rauos exceeding 80% must have the principal
amount of the indebtedness in excess of 75% of the appraised value of the Mortgaged Property insured by
a policy of pnmary mortgage guaranty wmsurance. Each mortgage insurer must be lcensed to transact a
mortgage guaranty lnsurance business in the state where the Mortgaged Property 1s located and be
acceptable to FNMA as a2 mortgage insurer As an alternauve to the requirement to obtamn mortgage
insurance for Convenuonal Mortgage Loans with loan-to-value rattos in excess of 80% ( but not 1n excess of
90%), Lenders may contract with FNMA to repurchase such Convenuonal Mortgage Loans at a price
equal to the unpaid pnincipal balance thereof in the event of default before the loan-to-value rato has been
reduced to 80% of the onginal value.

The maximum loan-to-value ratio at the ttme of purchase for a Convenuonal Mortgage Loan secured
by a first Mortgage on an owner-occupied property mncluding the unpaid principal balances of all
subordinate financing 1s 95% In the case of a Conventonal Mortgage Loan secured by a first Mortgage on
a non-owner occupied property, the maximum loan-to-value rauo mcluding the unpaid principal batances
of all subordinate financing is 90%. The maximum loan-to-value ratio for Mortgage Loans secured by non-
owner occupled propertes 1s generally 80% but may vary based on FNMA’s evaluation of the age of a
Mortgage Loan and 1ts expenience with the Lender from whom it purchases such Mortgage Loan.

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

Pursuant to the requirements of the Selling and Servicing Gude, each ehgible Lender that sells a
Conventional Mortgage Loan to FNMA for the purposes of the Program must assume responsibility for
underwnting such Conventional Mortgage Loan using FNMA’'s published critena for mortgage loan
underwriting, as from time to time 1n effect, as gmdelines After delivery of the Conventional Mortgage
Loans, FNMA will conduct reviews of the quality of credit and property underwnting used in the
ongmation of certain randomly selected Conventional Mortgage Loans.

-

GEMs

H

The foregoing descnption 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 instaliment
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 appiied to reduce the unpaid
principal balance of the GEM  All GEMs 1o a single Pool must have (1) scheduled payment increases of
the same percentage amount and (1) scheduled annua!l increases 1n monthly payments that occur within a
four-menth period The onginal monthly payment on a GEM must be based on erther a 25- or 30-year
level installment amortization schedule

FHA/VA Morigage Loans

Pursuant to the requirements of the Selling and Servicing Guide, FHA/VA Monigage Loans must be
real estate loans with stated constant annual rates of mterest, secured by first Mortgages on residential
properties. Each FHA/VA Mortgage Loan must be repayable in equal monthly installments that reduce
the pnncipal balance of the loan to zero at the end of the term The pnncipal 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 Mongage Loans, FNMA has imposed a maximum pnncipal balance limitaton of $135,000. In
addition, the unguaranteed poruon of the VA Mortgage Loan amount cannot be greater than 75% of the
lesser of (1) the purchase pnce of the property or (i1) the VA’s esumate of reasonable value For two- to
four-famly properties, such unguaranteed portion cannot be greater than 75% of the least of (1) above,
(1) above or the appraiser’s esumate of market vailue Each FHA/VA Mortgage Loan must be insured or
guaranteed by a valid and subsistung policy or guaranty 1n full force and effect. Ip addition, each FHA/VA
Mortgage Loan must have been onginated prior to the 12-month penod preceding FNMA’s purchase of
the Morigage Loan for inclusion 1n a Pool



DESCRIPTION OF CERTIFICATES

Each Issue of Ceruficates will be 1ssued pursuant to the Trust Indenture, which has been executed by
FNMA 1n uts 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 ume of the creation of such
Issue The Issue Supplement will set forth the spectfic terms of the Issue, such as the Pass-Through Rate
applicable thereto and the Issue Date The Issue Supplement will aiso contain any vananon from the basic
Trust Indenture applicable to a particular Issue, any such vanation also being described 1n the Prospectus
Supplement relaung to such Issue As set forth under “Legal Opinion,” the validuty of each Issue of
Ceruficates. 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 Certficates of such Issue

Morigage Loans not previously held in FNMA’s portfolio will be purchased pursuant 10 a Pool
Purchase Contract from FNMA-approved Lenders for cash or n exchange for Ceruficates in the related
Pool Such Mortgage Loans will be serviced for FNMA by FNMA-approved Lenders, normally the same
entity as the loan oniginator, pursuant to the terms of the Pool Purchase Contract, as supplemented by the
Selling and Servicing Guide, which 1s 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.,
Dallas, and Los Angeles, or from FNMA’s fiscal office 1n New York

The following summartes describe certain provisions of the Trust Indenture. These summanes do not
purport to be complete and are subject to, and qualified in their enurety by reference to, the more complete
provisions of the Trust Indenture ( aited herein as “TI"™)

General

The Ceruficates will be 1ssued n fully registered form only and will represent Fractional Undivided
Interests 1n the Trust Fund created pursuant to the Trust Indenture and Issue Supplement for each lssue
The Fracuonal Undivided Interest represented by a particular Certificate will be equal to the minal
principal denomination of such Ceruficate set forth on the face thereof divided by the aggregate Stated
Principal Balance® of the Mortgage Loans in the Pool (the “Pool Prncipal Balance™) as of the Issue Date,
which atso will be set forth on the face of the Ceruficate The Trust Fund for an Issue consists of {1) such
Mortgage Loans as from tme to ume are subject to the Trust Indenture and Issue Supplement, {n) such
payments or other recoveries on Mortgage Loans as from time to ume may be considered to be held by
FNMA for Ceruficateholders, (1) property acquired by foreclosure of Mortgage Loans or by deed 1n lieu
of foreclosure, and (1v) the interest of Certificateholders in the obliganon of FNMA to supplement
payments and other recovenies on Mortgage Loans to the extent necessary to make required distnbutions

1o Ceruficateholders

Ceruficates will not be 1ssued 1n imual principal denominations of less than $25,000. (TI Section
701) In addiion. Ceruficates may only be 1ssued in integral multiples of $5,000 1n excess of $25,000, with
the exception of one odd denomination that may be 1ssued for each Pool.

The Centtficates 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 Ceruficates and FNMA may require payment of a sum suffictent to cover any tax or other
governmental charge (TI Section 702)

'All references herein to the Stated Principal Balance of a Morigage Loan or to the aggregate Stated Principal
Balance of all Mortgage Loans 1n a Pool are to the pnncipal balance or aggregate pnncipal balance, as the case may
be. unlized by FNMA n calculatung the then outstanding princtpal balances of Certtficates  Such Stated Principal
Balances may differ from actual prnincipal balances for a number of reasons including supplemental payments by
FNMA on delinquent Mortgage Loans pursuant to 11s guaranty obhganons and delays in the distnbution of certain
Morigage Loan receipts
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Distnibutions of principal and interest on each Issue of Centificates will be made by FNMA on the
25th day of each month (the “Distribunon Date™) to the persons in whose names the Cenificates are
registered as of the close of business on the last day of the preceding month (the “Record Date”). The first
distnbution for each Issue of Certificates will be 1n the month following the month 1n which the Issue Date
occurs. Dhistnbuuons for each Issue will be made by check mailed to the address of the person enttled
thereto as 1t appears on the Certificate Register; provided, however, that the final distribution 1n 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 distribuuon

Transfer of Mortgage Loans to Pools

Each Mortgage Loan transferred to a Pool will be 1denufied in a Mortgage Loan Schedule appeanng
as an exhibit to the Issue Supplement for the related Issue of Certificates. Such Mortgage Loan Schedule
will include the following informauon as to each Mortgage Loan: the address of the Mortgaged Property,
the first payment date and original term, the ongnal prnincipal amount, the Issue Date Pnrcipal Balance,
the Mortgage Interest Rate, whether such Mortgage Loan is insured by the FHA or guaranteed by the VA,
and whether such Mortgage Loan 1s 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 behalf
of Certificateholders the original Mortgage Note, endorsed in blank, and a completed and executed
assignment 1o FNMA of the morigage instrument in suitable form for recording but not recorded. At 1ts
option, FNMA may choose to maimntain such documents with a custodian institution whose deposits or
accounts are wmsured by the FDIC or the FSLIC. FNMA will review the Morigage Loan Schedule pnior to
the 1ssuance of the Ceruficates and will conduct random spot checks to confirm the sufficiency of the
documents after wssuance of the Certificates.

Although the above procedures are mtended to protect the interests of the Holders of Ceruficates in
the Mortgage Loans in the related Pool, the law applicable to a liqudation, reorganization or similar
proceeding involving the assets of a Lender or of FNMA is unclear and as a result no opimon can be
rendered as to the status of Certificateholders’ interests 1n the event of any such proceeding. FNMA’s
guaranty would, however, by 1ts terms be available 1n the event of any such proceeding mnvolving the assets
of a Lender. "

t

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

Representations and Warranties of FNMA

With respect to each Mortgage Loan 1n a Pool, FNMA will represent and warrant that as of the Issue
Date of the related Certificates: (1) each Mortgage Loan 1s documented by appropnate FNMA/FHLMC
mortgage mstruments in effect at the ume of ongmation, FHA or VA mortgage instruments or other
mstruments approved by FNMA; (i1) the Mortgaged Property secunng each Mortgage Loan 1s improved
with a one- to four-family dwelling unit, including umits 1n a condomintum project, a planned unit
development or a de murumis planned unit development, () each Mortgage Loan at the ume it was made
compiied 1n all material respects with applicable state and federal laws, including usury, equal opportunity
and disclosure laws; (1v) each Mortgage Loan conforms to the applicable ehigibility requirements set forth
1n this Prospectus; (v) each Mortgage Loan at the ume 1t was made had an onginal term not exceeding 30
years and each Mortgage Loan bears mnterest at a constant annusal rate and, except for any GEM, provides
for payment of equal monthly installments; (vi) the information set forth in the Morngage Loan Schedule
15 true and correct 1n all matenal respects; ( vi1) immediately pnor to the transfer thereof, FNMA had good
and indefeasible title to such Morngage Loan, and immediately upon the assignment thereof, the Trustee
will have good and indefeasible utle to such Mortgage Loan; { vin) each onginal Mortgage was recorded
and, 1n the case of any Mortgage Note delivered to a custodian, an assignment 1n recordable form of the
related Mortgage to FNMA was delivered to the custodian; {1x) each Mortgage and Morigage Note 1s the
legal, valid and binding obligation of the maker thereof and 1s enforceabie 1n accordance with 1ts terms,
except only as such enforcement may be lmited by laws affecting the enforcement of creditors’ nghts
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generally; (X} each Mortgage Loan 1s secured by a first and paramount ien on the Mortgaged Property,
subject only to (1) the hens of cutrent real property taxes and assessments and (2) covenants, conditions
and restnicuons, nghts of way, easements and other matters of public record which are customanty
acceptable to morntgage lending insutunons generaily or to wiuch hke properues are commonly subject and
which do not matenally affect the value or marketability of the Mortgaged Property, and (x1) each
Mortgage Loan 1denufied 1n the Mortgage Loan Schedule as being insured by the FHA or guaranteed by
the VA 1s so insured or guaranteed on the Issue Date by a valid and subsisting policy or guaranty i1n full
force and effect on such date In addition, except for Pools consisung of Mortgage Loans previously held
by FNMA 1 1ts own ponfolilo, FNMA will represent and warrant that as of the Issue Date of the related
Ceruficates no Mortgage Loan 1s delinquent on the Issue Date to the extent of more than the monthly
nstallment of principal and interest due after the first day of the month pnor to the month of the Issue
Date The Prospectus Supplement 1o be prepared with respect to each Issue will state 1f the Pool consists
of Mortgage Loans previously held by FNMA m 1ts own portfolio.

Upon the discovery by FNMA of a breach of any representauon and warranty which matenally and
adversely affects the interests of Ceruficateholders 1n and to the related Mortgage Loan (or whach, in the
case of the Prospectus and Prospectus Supplement description of the related Pool, causes that descnipuon
to be matenally incorrect), FNMA 1s obligated, within 60 days of such discovery, either to cure such
breach in all matenal respects or 1o repurchase such Mortgage Loan from the Trust Fund at a price equal
1o 1ts Stated Principal Balance together with interest thereon at the Pass-Through Rate. In heu of any such
repurchase, FNMA may, at 1ts opuon, substitute a new Mortgage Loan for a defecuve Mortgage Loan;
provided, however, that no such subsutution may take place more than 120 days subsequent to the date of
the onginal i1ssue of the related Ceruficates and any such substutute Mortgage Loan must satsfy certamn
clhigibihity critena designed 10 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 pnncipal
balance of the subsutute Mortgage Loan (the substtute Morigage Loan may not be larger than the
Mortgage Loan 1t 1s replacing) will be passed through to Ceruficateholders.

Servicing Through Lenders

Pursuant to the Trust Indenture, FNMA 1s responsible for servicing and adminstening the Mortgage
Loans but, in 11s discretion, 1s permitted to contract with the onginator of each Mortgage Loan, or another
zhgible servicing insutution, to perform such functions under the supervision of FNMA as more fully
descnibed herein Any servicing contract or arrangement by FNMA with a Lender for the direct servicing
of Mortgage Loans 1s a contract solely between FNMA and that Lender and the Ceruficateholders are not
deemed to be parues thereto and have no claims, nghts, obligations, duties or habilines with respect to
such Lender (TI Secuion 5.01)

Lenders will be obhgated pursuant to the Selhng and Servicing Guide to perform dihigently 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 nght to remove
any Lender for cause at any ume 1t considers such removal to be 1n the best interest of Ceruficateholders
The duties performed by Lenders include general loan servicing responsibilines, collection and remittance
of principal and interest payments, administration of mortgage escrow accounts, collection of insurance
<laims and, if necessary, foreclosure.

For each Mortgage Loan, FNMA retains the difference in interest between the annual Mortgage
Interest Rate borne by the Mortgage Loan and the Pass-Through Rate on the Certificates See “Yield
Considerations ™ For example, 1f 2 Mortgage Loan with a 12 25% Mortgage Interest Rate 1s mcluded 1n a
Pool against which a Ceruficate with a 11.25% Pass-Through Rate 1s 1ssued, FNMA would be entitled to
recelve total compensauon of one percent per annum on the Mortgage Loan. FNMA 15 also enutled to
retain prepayment fees, late charges, assumption fees, interest float on advance payments, and sumtlar
charges to the extent they are collected from borrowers FNMA will compensate Lenders n an amount up
3, but never exceeding, the amount of interest retenuon described above, less a prescnbed mimmum
amount to be retained by FNMA for itself 1n consideration of 1ts guaranty obligations and servicing
rasponstbilities,
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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, distnibute to Certificateholders an amount equal to the total of
(1) the principal due on the Mortgage Loans n the related Pool dunng the penod beginning on the second
day of the month prior to the month of such distnbution and ending on the first day of such month of
distribution, {1) the Stated Princtpal Balance of any such Mortgage Loan which was prepaid n full during
the second month next preceding the month of such distnnbution (including as prepaid for thus 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 1t 1s delinguent, 10 whole
or 1n part, with respect to four consecutive installments of pnncipal and interest, or because of FNMA'’s
election to repurchase such Mortgage Loan under the circumstances described in the last paragraph under
*“Collecuon and QOther Servicing Procedures™ below), (in) the amount of any partial prepayment of a
Mortgage Loan received 1n 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
m connection with the previous distribution (or, respecting the first distribution, the Pool 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 full amount finally recoverable on account of such
Mortgage Loan has been received, whether or not such full amount 1s equal to the Stated Principal Balance
of the Mortgage Loan. FNMA may, m 1ts discretion, include with any distribution principal prepayments,
both full and parual, received during the month prior to the month of distribution but 1s 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 multiphed by
the Fractional Undivided Interest evidenced by such Holder’s Certificate.

FNMA Guaranty

FNMA’s obligation described above to distnibute amounts representing scheduled pnncipal and
interest, whether or not received, and 1ts obligation to distribute the full principal amount of any foreclosed
or otherwise finally hquidated Mortgage Loan, whether or not such prnncipal amount 1s actually recovered,
constitute FNMA’s guaranty obligations in respect of the Certificates. If FNMA were unable to perform
such obligations, distnbutions to Certificateholders would consist solely of payments and other recovenes
on Morngage Loans and, accordingly, dehinquencies and defaults would impact monthly distnbutions to
Ceruficateholders.

Reports to Certificateholders

With respect to each distnbution, FNMA will cause to be forwarded to each Ceruficateholder a
statement setung forth the following information:

(1) the amount due on the Certtficate on account of scheduled principal;

(1) the amount due on the Certificate on account of interest;
(ni) the amount, if any, due on the Certificate on account of unscheduled principal;
(1v) the total of the cash distribution on the Certificate; and

(v) the Certificate Pnincipal Balance of the Ceruficate after giving effect to such distribution.
Within a reasonable penod of tume after the end of each calendar year, FNMA will furmish to each
Person who at any ume dunng the calendar year was a Certificateholder a statement contauung the

informauon set forth 1n ttems (1)— (1) above, in summary form for such calendar vear, or for any portion
thereof during whuch such Person was a Certficateholder.
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Servicing Compensation and Payment of Certain Expenses by FNMA

As compensation for 1ts acuvities and obligations under the Trust Indenture, FNMA will be enutled to
retain the amounts appiicable to interest which are not required to be distributed to Cernficateholders as
descnbed above. In addition, FNMA 15 entitled to retain any amounts by which the proceeds of the
hiqudauon of a Mortgage Loan exceed (1) the pnncipal balance of that Mortgage Loan and (u) interest
thereon at the Pass-Through Rate FNMA will pay all expenses incurred by 1t 1n connecuon with its
servicing acuvities, including, without limitation, the fees to Lenders, and 1s not entitled to reimbursement
therefor out of the Trust Fund

Additional servicing compensauon 1n the form of prepayment charges, assumpuon fees, late payment
charges or otherwise will be retained by FNMA

Coliection and Other Servicing Procedures

FNMA 1s responsible for servicing the Mortgage Loans 1n each Pool and may, as set forth above,
conduct such servicing through Lenders or through other FNMA-approved mortgage servicers In
connection with 1ts servicing activities, FNMA has ful} power and authonty to do or cause to be done any
and all thigs as 1t may deem necessary or appropnate in 1ts sole discreuon, mcluding the foreclosure or
comparable conversion of a defaulted Mortgage Loan In lieu of undertaking any such foreclosure,
FNMA may, mn 1its discretion and wrthout obligation, repurchase from the Trust Fund any Mortgage Loan
which 1s delinquent, 1n whole or 1n part, as 1o four consecutive instaliments of principal and mterest 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 distrtbuted to Ceruficateholders 1n the same
manner as full prepayments of Mortgage Loans See “Descnpuon of Ceruficates — Payments on
Mongage Loans; Distributions on Ceruficates ™ ( TI Sectuons 5.01 and 5.03)

Subject to the following paragraph and to the extent consistent with then-current polictes of FNMA
respecing mortgage loans held in 1ts own portfolio, FNMA 1n 1ts discretion may enforce or waive
enforcement of any of the terms of any Mortgage Loan or enter into an agreement for the modificauon of
any of the terms of any Mortgage Loan, or take any action or reframn from taking any action 1n Servicing
any Mortgage Loan In such connection, FNMA may walve any prepayment charge, assumption fee or
late payment charge or may exercise or refrain from exeraising any “cail option rider”; provided, however,
that any decision to exercise or reframn from exercising any “call option nider” 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 consideratton of the ownership status of the related Mortgage Loan.

In connection with the transfer or prospecuve transfer of ntle to a Mortgaged Property, FNMA 1s
obligated to accelerate the matunty of the related Mortgage Loan where that Mortgage Loan contains a
“due-on-sale” clause permuting acceleration under those condrions unless FNMA 1s restnicted by law
from enforcing the “due-on-sale” clause or FNMA elects to withdraw such Morntgage Loan from the Pool
See “Matunty and Prepayment Assumptions ™

In the event that, for any reason, FNMA is not obligated to accelerate the matunty of a Convenuonal
Mortgage Loan or GEM upon the transfer, or prospective transfer, of title to the underlying Morigaged
Property, FNMA may enter 1nto a transaction by which the obligor 1s released from liability on the related
Mortgage Loan and the transferee assumes such liability; provided, however, that no such transaction shall
(1) be entered into which would not have been entered into had the Mortgage Loan been held in FNMA’s
own portfolio or (u) 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 apphcable Pass-Through Rate,
any Mortgage Loan respecung which the underlying Monigaged Property 1s transferred, or proposed to be
transferred, under arcumstances permitung FNMA to accelerate the matunity of such Mortgage Loan
pursuant to the terms of any “due-on-sale” clause contamned therein.
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Certain Matters Regarding FNMA

The Trust Indenture provides that FNMA may not resign from 1ts obligations and dutes thereunder,
except upon determinauon 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 duues 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 1ts
other duties and responstbilities under the Trust Indenture. In the event that FNMA 1s unable to fulfill its
conunuing guaranty obligations, the Trust Indenture may be modified to provide for monthly distributons
to be made from then available Mortgage Loan payments and other recoveries 1n a manner similar to
practices and procedures followed n the servicing of whole loans for mstitutional investors. (TI Secuon
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 Cenificateholders for any action taken or for
reframung from the taking of any action in good faith pursuant to such Trust Indenture, or for errors in
Jjudgment; provided, however, that neither FNMA nor any such person will be protected against any
habulity which would otherwise be impaosed by reason of willful misfeasance, bad faith or gross negligence
or by reason of wiilful disregard of obligations and dutes.

in addinon, the Trust Indenture provides that FNMA 1s not under any obligation to appear in,
prosecute or defend any legal action which 1s not incidental to 1ts responsibibities under the Trust Indenture
and whuich 1n 1ts opinion may involve 1t 1n any expense or hability. FNMA may, however, 1n its discreuon
undertake any such legal action which 1t may deem necessary or desirabie in the interests of the
Ceruficateholders. In such event, the legal expenses and costs of such actuon and any lhability resulung
therefrom will be expenses, costs and liabihties of FNMA which will not be rexmbursable to FNMA out of
the Trust Fund. (TI Secton 8.02)

Any corporation 1nto which FNMA may be merged or consolidated, or any corporation resulting from
any merger, conversion or consolidation to which FNMA 1s 2 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) .

t

Events of Default

Events of Default under the Trust Indenture will consist of (1) any faillure by FNMA to distnbute to
Certificateholders any required payment which continues unremedied for 15 days after the giving of
written notice of such fature to FNMA by the Holders of Ceruficates evidencing Fracuonal Undivided
Interests aggregatng not less than 5% of the related Trust Fund; (u) any faillure by FNMA duly 1o observe
or perform 1n any material respect any other of 1ts covenants or agreements in the Trust Indenture which
failure continues unremedied for 60 days after the giving of wnitten 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 {1t) certain events of insolvency, readjustment of debt, marshalling of assets and
liabthities or similar proceedings and certain actions by or agamnst FNMA mdicating 1ts insolvency,
reorganization or mability to pay uts obliganons (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 wnting, terminate all of the obligations and duties of FNMA as Trustee and 1n
1its corporate capacity under the Trust Indenture i respect of such Issue {other than its guaranty
obligatons descrnibed above which continue notwithstanding any such termination) and name and
appoint, 1n writing, a successor to succeed to all such responsibilities, dunes and obligations of FNMA
thereunder (other than FNMA's guaranty obhgations) and to the legal utle to the Mortgage Loans held in
such Trust Fund. (TI Section 9.03)
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Amendment

The Trust Indenture as 1t relates to any Issue may be amended by FNMA, without the consent of or
notice to any of the Ceruficateholders, for one or more of the following purposes. (1) 10 add to the
covenants of FNMA, (u) to evidence the succession of znother party or parties t0 FNMA and the
assumpuon by such successor or successors of the obligauons of FNMA thereunder 1 its corporate
capacity or in 11s capacity as Trustee or 1n both such capacities; (u1) to eliminate any night reserved to or
conferred upon FNMA 1n 1ts corporate capacity, (1v) to make provisions for the purpose of cunng any
ambiguity or correcting or supplemenung any provision 1n the Trust Indenture or any Issue Supplement,
provided such provisions do not adversely affect the interests of any Ceruficateholder; or (v) 10 modify the
Trust Indenwure under the circumstances and for the purposes set forth 1n the final sentence of the first
paragraph under “Certan 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 Ceruficates evidencing Fractional Undivided Interests aggregaung not less than 66% of the
related Trust Fund so as 10 waive compliance by FNMA with any terms of the Trust Indenture or related
Issue Supplement, or to allow FNMA to elimmate, 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
Ceruficateholders, terminate or modify the guaranty obligations of FNMA or reduce the percentages of
Ceruficates the Holders of which are required to consent to any warver or amendments. In addiion, no
warver or amendment shall, without the consent of each Certificateholder affected thereby, reduce in any
manner the amount of, or delay the uming of, payments recerved on Mortgage Loans which are required
to be distnbuted on any Cernficate (TI Section 11 02)

List of Certificateholders

With respect 1o each Pool. in the event that Holders of Ceruficates evidencing Fractional Undrvided
Interests aggregaung not less than 5% of the related Trust Fund notify FNMA 1n wriung that they desire 10
communicate with other Ceruficateholders of that Trust Fund, accompanied by a copy of the proposed
commurnication, then, within five business days after receipt of such noufication, FNMA will afford access
to such Certificateholders during normal business hours to the most recent list of Ceruficateholders m such
Pool {TI Section 12.02)

Termination

The Trust Indenture as 1t relates to each Issue terminates upon the final payment or iquidation of the
last Mortgage Loan remamning in the related Pool and distnbuton of all proceeds thereof. The Trust
Indenture as 1t relates to each Issue will terminate also upon repurchase by FNMA, at 1ts opuon. of all
temaining Mornigage Loans in the related Pool at a pnce equal 1o 100% of the Stated Pnincipal Balance
thereof together with one month’s interest thereon at the Pass-Through Rate (TI Section 1001) The
exercise of such opuon will effect early renrement of the Certificates of that Issue, but FNMA’s nght to
repurchase is subject to the aggregate principal balance of the Mortgage Loans ai the ume of repurchase
being less than ten percent { 10%) of the Pool Principal Balance on the Issue Date In no event, however,
wiil the trust relaung to each Pool as created by the Trust Indenture continue beyond the exptrauon of 21
years from the death of the last survivor of five persons named in the Trust Indenture For each Issue,
FNMA will give wntten nouce of terminauon of the Trust Indenture as 1t relates to such Issue 10 each
affected Ceruficateholder. and the final distribution will be made only upon surrender and cancellaton of
the Ceruficates at an office of FNMA spectfied n the notice of terminanon ( TI Section 10 01)

FEDERAL TAX ASPECTS

Taxation of Certificateholders

Rulings effecuve for Certficates 1ssued on or before May 17, 1984 with respect 10 Pools consisting
exclusively of either Conventional Morgage Loans, FHA/VA Mortgage Loans or GEMs have been
received from the Internal Revenue Service as to certain Federal income tax consequences of investments
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in the Cernficates. FNMA 1s currently seeking to have these rulings amended by removal of the hmitanon
of the effecuve penod

Pursuant to the Internal Revenue Service rulings, a Pool will not be classified as an associauon taxable
as a corporation, but will be classified as a trust of which the Certificateholders of the respecuve Pool are
the owners under Subpart E of subchapter J of the Internal Revenue Code of 1954, as amended (the
“Code”) Each Ceruficateholder will be treated as the owner of a pro rata undivided mterest 1o the
ordinary income and corpus of the trust attributable to that parucular 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, Ceruficateholders of a parucular series will be required to report on their Federal income
tax returns their pro rata share of the enure income from the Mortgage Loans 1n that parucular Pool,
including imterest, 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 secton 162 or section
212 of the Code, Certificateholders will be enutled to deduct the servicing fee paid to FNMA. Ceruficate-
holders using the cash method of accounung must take mnto account their pro rata share of imncome and
deducnons as and when coliected or paid. Certificateholders using the accrual method of accounung must
take mto account thewr pro rata share of income and deductions as they become due.

Ceruficateholders must report their ratable share of any onginal issue discount income realized on the
purchase of each of the Morigage Loans as ordinary income, consistent with their methods of accounting.
The special rules of sections 1232 and 1232A of the Code will be applicable to the Cenrtificateholders’
proporuonate share of the discounts on any Morngage Loans mn the Pool that are obligauons of
corporations, or of governments or their poliucal subdivisions, if, and to the extent that, the other
condinons for the application of that section are met. With respect to any undivided interest in a Mortgage
Loan purchased at a premium, the Ceruficateholder will be entitled to a deducuon for amortizauon under
the special rules of section 171 of the Code Ceruficateholders are advised to consult with their tax advisors
as 10 whether premium or discount results either from the miual acqusinon of Centificates or thereafier,
mncluding premium and discount resulung 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
Ceruficates Ceruficateholders may be required to report annually as ordinary income their pro rata share
of any such discount but may not be permutted to deduct annually their pro rata share of any such
premium Such prermum may be deductble only upon sale or final distnbution n respect of the
Ceruficates, and then only as a short- or long-term capital loss, depending upon how long the Ceruficates
have been held

With respect to Pools consisting exclustvely of either Convenuonal Mongage Loans, FHA/VA
Montgage Loans or GEMs, the Internal Revenue Service has also ruled, effecuve for Certificates issued on

or before May 17, 1984, as follows:

1 A Ceruficate owned by a “domesuc building and loan associaton” within the meamng of
section 7701(a)(19) of the Code 1s considered as represenung “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
1s {or, from the proceeds of the loan, will become) the type of real property descnibed in that section
of the Code.

2 A Ceruficate owned by a thnft msutution descnibed 1n section 593(a) of the Code 15
considered as representing “qualifying real property loans” within the meamng of section 593(d) of

the Code

3. A real estate investment trust that owns a Certificate 1s considered as owning a “real estate
asset” within the meaning of secuon 856(c){5)(A) of the Code, and interest income will be
considered “interest on obligations secured by mortgages on real property” within the meamng of
section 856(c)(3)(B) of the Code.
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4 A Cerutficate owned by a “domestc building and loan association” within the meaning of
section 7701(¢a)( 19} of the Code 1s considered as representing “qualifying real property loans” within
the meaning of secuon 593(d) of the Code, provided the real property underlying the mortgages 1s
(or, from the proceeds of the loan, will become) the type of real property described 1n that section of
the Code

FNMA will furnish to each Certificateholder with each distnbution a statement setung forth the
amount of such distnibution allocable to principal and to interest In addiuon, FNMA will furnush, within a
reasonable ume after the end of each calendar vyear, to each Ceruficateholder at any time dunng such year
information necessary to enable the Certificateholder to prepare its tax return  Ceruficateholders residing
mn states or localiues which impose intangible property or income taxes are advised to consult their own tax
advisors as to the status of the Ceruficates and the income thereon.

Withholding

Under section 301 of the Tax Equity and Fiscal Responsibility Act of 1982, PL 97-248, Congress
required certain statutonty designated payors of interest to withhold ten percent of the amount of such
interest distributed to nonexempt recipients, commencing with distributions of iterest 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 Certficateholder an amount equal to ten percent of
the 1nterest component of such payment

LEGAL OPINION

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

ERISA CONSIDERATIONS

On May I3, 1982, the Department of Labor issued a final regulaton (29 CF R § 2550 40lb-1 ),
effective June 17, 1982. which provides that in the case where an empioyee benefit plan (“plan’} subject
to the Employee Retirement Income Secunty 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 ceruficate and all of its nights with respect to such ceruficate under
applicable law. but do not, solely by reason of the plan’s holding of such certificate, include any of the
morigages underlying such ceruficate. Under the regulation, the term “guaranteed governmental
mortgage pool ceruficate™ 15 specifically defined to include a mortgage pool ceruficate with respect to
which 1nterest and principal payable pursuant to the certificate are guaranteed by FNMA The effect of
such regulation 1s to make clear that the sponsor (that 1s. the entty which organizes and services the pool,
in this case FNMA). the trustee. and other persons providing services with respect to the mortgages in the
pool would not be subject to the fiduciary responsibility provisions of Title I of ERISA nor be engaged 1n a
prohibited transacuon under Section 4975 of the Code, merely by reason of the plan’s mvestment 1n a
certificate FNMA has been advised by us counsel, Brown, Wood. Ivey, Mitchell & Petty that, on the basis
of the final regulation and class exempuons previously 1ssued by the Department of Labor, the acquisition
and holdings of the Ceruficates by plans are not prohibited either by ERISA or the Code
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FNMA

FNMA 1s a federally charntered and prnivately owned corporation orgamized and exisung under the
Federal National Mortgage Association Charter Act (12 US.C. §1716 er seq.) (the “Charter Act”). It 1s
the nauon’s largest supplier of residential mortgage funds, with a portfolio of more than $71.3 bilhion of
mortgage loans as of March 31, 1983 FNMA was originally established i 1938 as a United States
government agency to provide supplemental hquidity to the mortgage market and was transformed 1nto a
stockholder-owned and privately managed corporation by legislanon enacted 1n 1968

FNMA provides funds to the mortgage market pnmarily by purchasing home mortgage loans from
local lenders, thereby replenishing their funds for addinonal lending. FINMA acquires funds to purchase
home morigage loans from many capital market 1nvestors that may not ordinanily invest in morigages,
thereby expanding the total amount of funds available for housing. Operaung nationwide, FNMA helps
to redistribute mortgage funds from capital-surplus to capital-short areas.

Although the Secretary of the Treasury of the Unied States has discretionary authonty to lend
FNMA up to $2.25 bilion outstanding at any time, neither the United States nor any agency thereof is
obligated to finance FNMA's operatons or to assist FNMA 1n any other manner.

The principal office of FNMA 1s located at 3900 Wisconsin Avenue, N.W., Washington, D.C. 26016,
and there are five regional offices located in Atianta, Georgia; Chicago, lliinois; Dallas, Texas; Los
Angeles, California; and Philadelphia, Pennsylvama. FNMA also maintains a fiscal office at 100 Wall
Street, New York, New York 10005,

Copies of FNMA’s annual report and quarterly financial statements, as well as other financial
mformation, are avatlable from John Meehan, Senior Vice President—Finance and Treasurer, 100 Wall
Street, New York, New York 10005 (Telephone: 212-425-9002) or Paul Paquun, Director of Investor
Relations, FNMA, 3900 Wisconsin Avenue, N.W., Washington, D.C. 20016 (Telephone: 202-537-7115)
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CAPITALIZATION

The following table sets forth the capitalization of FNMA as of March 31, 1983.

Bonds, Notes and Debentures( 1):

Due within one year

Short-term notes, net of unamortized discount...............

Debentures.......................

Mortgage-backed bonds..........c.ccevveererreeeeveenneeeneenen,

Total due within one year

Due after one year

Debcnturcs ...................................

Moftgage-backed DONAS ... et

Capital debentures, net of unamortized discount ...........

Convertible capital debentures................. eesvevassnsseisaseners

Total due after one year..

Total Bonds, Notes and Debentures...............

* Total Stockholders® Equity

SNEsessesersserattteettectesninesrennssrassencactasssntentares

Average
Maturity

4 mos.
5 mos.

7 mos.

. 3 mos.

_6.yrs. 11 mos.

. 6 mos.

Average
Annual
Cost

9.60%
11.16%
8.48%

11.61%
8.60%
10.36%
4.43%

Outstanding

{Dollars in
thousands)

$ 9,993,255
14,464,900
13,445

24,471,600

44,574,435
456,678
1,509,599
34,358

46,575,070
$71,046,670
e

$ 1,216,610

(1) All 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 convértible capital debentures which were
issued under Section 304(e) and the mortgage-backed bonds which were issued under Section 304(d).

See “Corporate Indebtedness” for a description of certain limitations a

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 summanzed or denved from the audited
financial statements. The financial data for the three months ended March 31, 1982 and 1983 are
unaudited and include, 1n the opinion of management, all adjustments { consisung only of normai recurnng

accruals) necessary for a fair presentanon.

Condensed Statements of Operations (1)
(Dollars w muliions, except per share amounts)

Three Months
For The Year Ended December 31, Ended March 31,
1978 1979 1980 1981(2) 1982 1982 1983
Interest MArgIn ... cooeces e+ e e $ 369 § 322 § 21 § (463) & (506) § (137) % (29)
Commument, guaranty, and other fees... .. .. .. 106 60 68 125 301 75 57
Gain (loss) on sales of mongages .. ..... .. .. .. — (2) -_ — 44 | 30
Other eXPenses. ... ccoee cv cevceee ve cer v vr vrer on s (75) (81) (63) (22) (96) (18) (30)
Income (loss) before Federal income
taxes and extraordmary item . .. .. cveer e - 400 29% 26 (360) {257) (79 28
Prowvision for Federal income taxes ........ ... . 191 137 12 (170) (123) (36) i3
Income {loss) before extraordinary tem ... . 209 162 14 (190) (134) {43) 15
Extraordinary item. gain on early retirement of
debt{3). e e s i it 4 e e e s — — — — 29 — —
Net ncome (foss) .. .. .. $ 209 § 162 $ 14 § (190) § (105) $ (43) % 15
Earmungs ( loss ) per share
Before extraordinary item:
Pnmary ... . cocee e e . 3 381 § 281 $ 24 $(322) $(2200 $ (72 § .23
Fullydduted. ... . ool o v oes e 347 268 =23 (322) (220) (72) 22
Net ,
POmary oo oo ocn ce e e 381 281 b4 (322) (172) (72) 23
Fully diluted. 347 268 23 (322) (172) (72) 2
Cash dividends per share 115 1.28 1.12 40 .16 04 04
Condensed Balance Sheets (1)
{Doilars 1n millions)
At December 31, At March 31,
1978 1979 1980 1981 1982 1982 1983
Assets
Morigage portfolio, net $42010  $49,655 $55,742 $59.846  $69,714 $60,991 $71.310
Other assets. 1,355 1,424 2,426 2,052 3,753 1,659 3,847
Total assets. .. ... $43,365 $51,079  $58,168  $61,898 $73,467  $62,650  $75,157
Liabiliues
Bonds, notes and debentures
Duewithinoneyear .. ... . . .. . c.cc..... § 9,018 $13,087  $15,542 $17,365 £25,781 $16,657  $24,472
Due afterone year. ... ..o« e . 31,826 35116 39,338 41,186 43,833 42,478 46,575
Other habilines ... ... . . o o o w 1,159 1,375 1,831 2,104 2,650 2,317 2,893
Total habibtes ... .. ... © cvoveeee . 42,003 49,578 56,711 60,655 72,264 61,452 73,940
Stockholders' equury . . 1,362 1,501 1,457 1,243 1,203 1,198 1,217
Total Lhabiities and stockholders’ equty.. .. ... $43,365  $51,079  $58,168  $61,898 £73,467  $62,650  $75,157
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Condensed Statements of Changes in Financial Position
(Dollars 1n millions)

Three Months
Ended March 31,
1982 1983
Funds Provided
Operations . e e e e e 5 (73) $ 4
Proceeds from issuance of debentures and bonds. . . . ... .. et e 5,372 5,830
Mortgage repayments, less discount amortized . .. ... ves o s s 229 1,340
Sales of mortgages, excludmg gains and losses . ... .. .. e e e e e — 1,684
Otherutems ... ..... . e e e e e e 88 303
Total funds provided  ....... ... .. ......... e et e e s 5,616 9,161
Funds Apphed
Debentures and bonds reured ... ... e U, 2,306 3,059
Morigage purchases including refinancings, less discount ... .. ..., . . e 1,518 4,719
Morgage refinancings . ....... ....... e e e e (157) (65)
Decrease in short-termnotes ... ... ... ... ... .. . 2,487 1,341
Dwidendspard .. ..., ..., . ... .. . 2 3
Total fundsapplied .. ... ..... ... e et e 6 156 9,057
Increase (decrease ) in cash and marketable secuniies .. ... .. e e e e {540) 104
Beginming balance, cash and marketable secunives . .. ........ ... .. ... 1,066 2,453
Ending balance, cash and marketable secunties. ... . e e $ 526 £ 2,557

(1) Data for years 1978 through 1981 have been reclassified to achieve comparabihity

{2) Results for the year ended December 31, 1981 include a $42.0 million reduction 1n the allowance
for loan losses effected in the second quarter. There was also a decrease 1n the rate of providing for losses
on conventional loans which resulted 1n 2 reduction 1n the loss provision of $8 3 million dunng 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 1nio a nontaxable transaction which resulted in the 1ssuance
of 6.3 mullion shares of 1ts common stock 1n exchange for $101 million of 1ts long-term debentures, which
were retired
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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 mn the private capital markets
and purchasing FHA/VA and conventional fixed rate loans for its portfolio, primanly from mortgage
banks. Although the average matunty of the debt portfolio was much shorter than the average life of the
mortgage portfolio, the combined effect of a relatively stable interest rate environment and FNMA’s
ability to borrow funds at favorabie rates allowed FNMA to establish a record of mcreasing profitabiliry

By 1979, the economic environment in which FNMA had done business for over a decade was
changing. Interest rates, parucularly short-term rates, started to rise, reaching unprecedented levels 1n
1980, and again 1n 1981. Bond equivalent yields on twelve-month Treasury bills reached yearly highs of
15.94 percent in March 1980 and 16.80 percent in August 1981; the average annual bond equivalent yield
for 1980 and 1981 was 12.05 percent and 14.84 percent, respecuvely FNMA’s average borrowing costs
for new funds increased from 10.72 percent 1n 1979 to 13.37 percent 1n 1980, then rose to 16.22 percent in
1981 Given the mismatch of the corporanon’s assets and Liabiliies, the gradual 1ncrease 1n net yield on
the mortgage portfolio resuiung 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 negauve interest margin of $462.9 million 1in 1981.

It became clear that the methods by which profitability had been achieved 1n the past were not suited
to the pnmary and secondary housing markets of the 1980s. Beginming 1n the second half of 1981 a new
management team implemented a wide range of strategic and operating changes, which were designed to
allow FNMA 1o take a more active role mn the secondary market and to reduce its exposure to 1nterest rate
fluctvations. To reduce its interest rate exposure, FNMA' developed mortgage-backed securities and
diversified the types of mortgages 1t purchases by creating a secondary market for adjustable rate, builder
buydown and second mortgages. FNMA sought 10 offset the effect of 1ts large portfolio of low yielding
mortgages by introducing 1ts Resale/Refinance Program and Increasing commutment fees, especially for
opuonal and standby commutments New channels were opened for acquinng mortgages, such as the
negotiated, mandatory delivery, parucipation and rmarket rate standby commitment programs, while
optional delivery fixed rate commmiments were sigmficantly reduced In additon, the corporauon
streamlined the admmustrauve procedures by which 1t conducts business with lenders and launched an
aggressive markeung program to attract new customers FNMA also successfully sought iegislauon that
removed constramts on Its ability to issue subordinated debentures; authorized it to add to its equity by
1ssuing preferred stock; and gave 1t a status for Federal income tax purposes more comparable to that of
other financial wnstitutions.

This discussion and analysis illustrates the effect of these strategic and operaung changes to date on
the corporauon’s sources of revenues, mortgage portfolio and financing activities These activities have
begun to reduce the corporaton’s exposure 10 interest rate fluctuations, although the fixed rate portfolio
still leaves the corporation sensitive to sharp tncreases in interest rates

Results of Operations

FNMA incurred a net loss of $104.9 mullion 1n 1982 ($133.8 million excluding the extraordinary gain
from the debt/equity exchange in September ), compared with a net loss of $190.4 million 1n 1981 ($217.0
million excluding the effect of a reduction i the provision and allowance for conventional loan losses).
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In 1980, the corporation’s net Icome was $14.2 millon The per share net loss in 1982 was $1 72 ($2 20
before extraordinary gamn 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 negatve 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 1t improved steadily each month through
December, due to declining borrowing costs and monthly increases 1n the net yield on the morigage
portfolio  See “FNMA'’s Spread on Its Mortgage Portfolio ”

Interest earned on marketable securities was $232 1 milbon 1n 1982, compared with $140 0 million
and $121.5 millon for 1981 and 1980, respectively, reflecting the increased hiquidity 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 milhon 1n
1981 to $506 5 mullion 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
\nterest rates to issue significant volumes of lower cost debt  As a result of an aggressive purchase policy in
1982, the corpoeration acquired a large volume of higher yielding mortgages and raised the net yield on the
mortgage portfolio 87 basts 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 i 1982 to
$263 9 mullion; of this amount, 64 percent or $170 1 million was received in conjunction with negotiated
(ransactions, an appreach to mortgage purchases that FNMA started late 10 1981. Guaranty fees from
mortgage-backed securnties outstanding totaled $16.1 milhion 1n 1982, which was the first full year of this
program. FNMA expects guaranty fees to develop into a stable source of sigmficant revenue in future
periods as the volume of outstanding mortgage-backed securties Increases. These revenues will help
reduce the volatihty of FNMA earnings Finally, gains on sales of morigages added $44 4 milion 1n
cevenue for 1982, compared with $152 thousand and $42 thousand n 1981 and 1980, respectively. Sales
activity will contimue to play an important role 1n attaiming FNMA’s corporate objectives to produce a
better asset/debt maturity match and to increase market hiquidity for mortgage-backed secunties

In 1982, cash dividends were $ 16 per share, compared with per share cash dividends of $.40 and
$1 12 n 1981 and 1980, respectively.

The Mortgage Portfolio

Dunng 1982, as mentioned above, FNMA sought to improve mortgage portfoho performance
through purchasing large volumes of higher yielding mortgages and expanding 1ts mortgage market to
include adjustable rate, builder buydown and second mortgages. The corporation’s objectives are 10
reduce vulnerability to interest rate fluctvations and to tmprove the spread on 1ts mortgage portfolio,
striking a balance between earnings and reduced refinancing risk

A total of $22 1 billion of mortgage purchase commitments were issued 1n 1982 compared with $9.5
billion and $8.1 billion issued durng 1981 and 1980, respectuvely In 1982, negotiated transactions
supplanted the auction process as the pnmary channel for 1ssung commitments, accounting for 62 percent

24



of all commitments. Commytments 1ssued for adjustable rate mortgages accounted for 27 percent of total
commitment volume in 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 billion and $3.3
billion at year-end 1981 and 1980, respectuvely

FNMA purchased a total of $15.1 billion of morgages in 1982 at an average net weld of 15.00
percent, compared with $6 1 illion at an average net yield of 15.38 percent 1n 1981 and $8.1 billion at an
average net yield of 12.27 percent mn 1980. The spread between the net purchase vield and the cost of debt
1ssued 1n 1982 increased to 218 basis points, compared with a negative 84 basis points n 1981 and a
negative 111 basis pomnts in 1980 On December 31, 1982, the net morngage portfoho was $69.7 bilhion,
compared with $59.8 billion and $55.7 billion on December 31, 1981 and 1980, respecuvely.

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

Mortgage repayment activity exhubited httle change during 1982 Principal repayments provide a
source of funds for new morigage purchases, and, when older lower yrelding loans are prepaid, allow the
net yield on portfolio to nse. In 1980, principal repayments totaled $1.6 billion. In 1981, they declined to
$1.1 billion, then m 1982 increased shightly to $1.2 billion. Management believes that the rapid rise 1n
interest rates dunng the pertod under review together with reduced housing market activity significantly
slowed the payofl of exisung mortgages In addition, the assumable feature of government-backed
morigages and the exsstence of laws 1n some states prolubiung enforcement of conventional morigage
*“due-on-sale” clauses contnibuted 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 1n most states after October 15, 1982. See “Matunty and Prepayment Assumptions.”

-

Financing Activities

Despite its losses and negative spread, FNMA continued to enjoy access to pnvate 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 matunues 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 bilhon at 16 22 percent in 1981 and $29.2 billion at 13.37 percent in 1980. As a result
of the improvement 1n 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 hall The average matunty 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 matunty was 2 years, 1l months.

The major reason for FNMA’s finanaial difficulty dunng the penod under review was the mismatch in
the matunity structures of the mortgage and debt portfolios With the average matunty of the debt
portfolio sigmificantly less than the average life of the mortgage portfolio, the average cost of debt 1s 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 ligher cost and shorter-term debt. At
the beginning of 1980 the average cost of debt was 8.81 percent and the average matunty was 3 years, 3
months By the end of 1982, 54 percent of this debt had been replaced, contributing to an mcrease in the
cost of debt to 11.38 percent and a decrease 1n maturity to 2 years, 3 months.

FNMA’s basic financing strategy duning 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 maturites
and thereby reduce the mismatch between assets and habiliues In the fourth quarter of 1982, the
corporation 1ssued $10 billion of debentures with matuniues of 7 years or more. FNMA iast sold
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significant amounts of debt 1n this marturity range 1n 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 1ssued, compared with $10 8
billion with an average matunty of 3 years, 7 months i the second half The average matunty of
debentures 1ssued 1in 1982 was 3 years, compared with 3 years, 7 months and 4 vears, for debentures issued
in 1981 and 1980, respecuvely

In September 1982, FNMA exchanged 6.3 mullion shares of its common stock for approximately
$100 6 million of uts debentures which were reured, thereby increasing the total number of shares
outstanding to 65 4 million The exchange of stock for debt enhanced FNMA’s caputal position, thereby
supporung the corporaton’s aggressive mortgage purchase program

Mortgage-Backed Securities

In 1982, FNMA issued a total of $14 0 bilhion 1n guaranteed mortgage-backed secunties (“MBS”™),
which represented approximately 27 percent 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 1ssues and
attendant guaranty fees 1s posiuve Insututuonal investors and pension funds are expected to continue to be
important sources of demand for MBS 1ssues since they have expressed interest in investing in housing by
acquinng this type of security

INTERIM PERIOD

Three Months Erded March 31, 1983

Net income for the first quarter of 1983 was $15 0 million or 22 cents per share, compared with a net
loss of $42 8 million or 72 cents per share for the first quarter of 1982

The net yield on mortgage purchases during the first quarter of 1983 was 12 83 percent, compared
with a net yield of 15 82 percent in the first quarter of 1982 The net yield on the mortgage portfolio was
10 69 percent at March 31. 1983, compared with 10 73 percent at December 31, 1982 and 10 00 percent at
March 31. 1982 Despute the favorable impact of purchases, the net portfolio yield declined dunng the first
three months of 1983 because of decreases in indexes on adjustable rate mortgages, sales of mortgages in
mortgage-backed security form and hquidauons of high yielding mortgages However, the increase from
the first quarter of 1982 of 69 basis points was substannal

Debt 1ssued during the fi.ot quarter of 1983 had an average cost of 9 81 percent, compared with an
average cost of 14 64 percent in the first quarter of 1982 The total cost of debt outstanding dechned to
11 19 percent at March 3, 1983 from 11.38 percent at December 31, 1982 and 11 51 percent at March 31,
1982

The 1ncrease 1n portfolio yield as compared to the first quarter of 1982, combined with the moderate
decrease mn the average cost of outstanding debt, produced a sigmificant improvement 1n spread from the
first quarter of 1982 to the first quarter of 1983 Dunng March 1983, the spread was a negative 44
percent. compared with a negauve 70 percent dunng December 1982, and a negatuve 1 44 percent during
March 1982 The dramatic improvement n the spread was the primary cause of the decrease mn the
negauve interest margin from $137 0 mullion 1n the first quarter of 1982 1o $29 4 million 1n the first quarter
of 1983

Total other income was $87 0 mullion 1n the first three months of 1983, compared with $75 5 mullion in
the comparable 1982 period Gain on sales of mortgages increased from $0 8 milion to $30 3 million, as
sales acuvity increased from $0 3 billion to §1 7 bilhon Morngage-backed secunity guaranty fees increased
from 51 3 milhion 1o $10 6 milhon, as secunues outstanding increased from $2 § billion at March 31, 1982
to $18 2 bilhon at March 31, 1983, Commutment fees decreased from $69 7 million to $39.8 million, due
primanly to a decline 1n the average fee rate on negonated transactions.
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FNMA'’S SPREAD ON ITS MORTGAGE PORTFOLIO

FNMA'’s profitability depends 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 aate Spread
(In millions)
December 1978 $42,010 8.38% 9.10% 7.86% 7.99% 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

April 61,573 10.04. 14.52 11.19 11.56 (1.52)

May 62,383 10.12 14.46 11.29 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)

1983

January 70,853 10.76 10.18 11.51 11.26 (.50)

February 71,238 10.74 9.78 11.44 11.17 (.43)

March 71,310 10.71 9.75 11.44 11.15 (.44)

* Average effective yield on portfolio is calculated for the month shown and converted to an annual interest rate using, as the
numerator, the interest income plus the amortized discount iess servicing fees and, as the denominator, the average ou i
unpaid principal balance of the mortgage portfolio less unamortized discount. Similarly, the average cost of bonds and debentures
and aggregate indebtedness is calculated using actual expense and the average outstanding applicable indebtedness during the
month. The average cost of short-term indebtedness is the average original issue cost computed on a 365-day basis.

Approximately $14.5 billion principal amount of bonds and debentures (original term of one year or
longer) mature during the twelve months following March 31, 1983.

Principal Weighted Principal Welghted

. Maturity Date Amount Average Cost Maturity Date - Amount Average Cost
(In millions) (In millions )

1983 1983 |
April 11 $1,397 9.16% November 29 $ 385 9.54%
May 10 1,550 15.22 December 12 600 8.24
June 10 800 7.51 Other 1,603 11.56
July 11 1,000 10.91 1984
August 10 1,000 9.76 January 10 500 14.11
September 12 950 8.09 February 10 1,300 12.48
October 10 1,000 9.30 March 12 600 9.55
November 10 1,500 15.09 Other 293 9.41

Continued improvement in the spread and a return to a positive spread will depend upon FNMA’s
ability to increase the yield on its mortgage portfolio and to refinance maturing borrowings at lower rates.
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HISTORY AND BUSINESS

FNMA was incorporated on February 10, 1938 pursuant to Tule III of the National Housing Act
FNMA was then a wholly owned government corporation that borrowed operating funds almost entirely
from the United States Treasury Its business pnmanly 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
maintaimng a secondary market for such morigages. Title Il was revised on August 2, 1954 and called the
Federal Nanonal Mortgage Associauon Charter Act Under the new Charter Act, FNMA became a mixed-
ownership corporate instrumentality of the Umited States In connecuon with 1ts secondary market
operations, FNMA issued non-voung common stock to the mstitutions from which 1t 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 1n effect
prior to September 1, 1968, empowered FNMA to (1) conduct secondary market operauons in FHA-
msured and VA-guaranteed home mortgages consisung of purchases and sales of such mortgages
(“*Secondary Market Operations™), (2) perform special assistance functions in the purchase of mortgages
as authonzed by the President of the United States or by the Congress to assist in financing home
mortgages in instances where established home financing facilittes were mnadequate (“Special Assistance
Funcuons™) and (3) manage and liqudate certain mortgages (“*Management and Liquidating Func-

tions™}

Pursuant to amendments to the Charter Act enacted tn the Housing and Urban Development Act of
1968 (the *1968 Act”), FNMA was, as of September 1, 1968, paruuoned into two separate and distinct
corporations One, Government National Mortgage Association (“GNMA™), 1s a wholly owned corporate
mstrumentality of the United States within the Department of HUD GNMA retained all of the assets and
habilities acquired and incurred under the Special Assistance Functions and Management and Liguidaung
Functions carnied on by the predecessor corporation prior to the effective date of the 1968 Act

The second, FNMA. now consututed as a federally chanered corporation, retained the assets and
liabiliues related 1o the Secondary Market Operations pnior to the effective date of the 1968 Act The 1968
Act changed each share of outstanding non-votung common stock of FNMA, par value $100 per share, into
one share of voung common stock without par value and authonzed FNMA to 1ssue 1ts common stock to
the public The 1968 Act also provided for a transinonal period for FNMA'’s stockholders to assume
control of the corporation. and all preferred stock theretofore held by the Secretary of the Treasury was
reured as of September 30, 1968 Accordingly, the enure equrty iterest In FNMA became, and 1s now,
publicly owned

Government Supervision

Although the 1968 Act eltminated all federal ownership interest 1n FNMA, 1t did not terminate the
significant government regulation of the corporation Under the Charter Act, approval of the Secretanes of
the Treasury and HUD 1s required for FNMA’s 1ssuance of 1ts obligations; however, the Secretary of HUD
has delegated the authonty to approve the i1ssuance of FNMA debt instruments to the Secretary of the
Treasury The Secretanes of both the Treasury and HUD have approved the 1ssuance and guaranty by
FNMA of the Ceruficates described herein and in the Prospectus Supplement

With regard to FNMA's issuance of debt instruments, the Charter Act speafically provides that the
aggregate amount of the corporation’s general obligations (under Secuon 304(b)) shall not exceed, at any
one nume, fifieen umes the sum of capual, capital surplus, general surplus, reserves and undistributed
earnings of FNMA unless a greater rano 1s fixed by the Secretary of HUD The Secretary of HUD hasg
mcreased this rauo to thirty to one Regulations adopted by HUD provide that, in the event of a reduction
in the caputal of FNMA, FNMA’s debt 10 capral rano will automaucally tncrease to such figure as 1s
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necessary to include all obligatons outstanding pursuant to Section 304(b) of the Charter Act. The
Certificates described heremn and 1n the Prospectus Supplement are authorized by Section 304(d) of the
Charter Act, and, as such, are not subject to any Charter Act limitauons as to the maximum amount which
may be 1ssued or outstanding at any ume.

In addiuon to specific enumerated powers, including those descnibed above, the Secretary of HUD 15
granted general regulatory power over FNMA under Section 309(h) of the Charter Act with authonty to
promulgate rules and regulauons 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 nauonal goal of providing adequate housing for low- and moderate-income familjes, but
with a reasonable economic return to FNMA.

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

Although ten members of FNMA'’s fifteen member Board of Directors are elected by the holders of
FNMA common stock, the remaining five members are appomted by the President of the Umited States.
One such appointed director 1s required o be from each of the home building, mortgage lending, and real
estate industnies Any member of the Board of Directors, including a member eiected 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 privileges and immunities that 1t would not otherwise enjoy. For instance, secunties issued
by FNMA are deemed to be “exempt secunities” under laws admumstered by the Securiues and Exchange
Comnussion to the same extent as secuntes that are obhgauons of, or guaranteed as to principal and
interest by, the United States. Accordingly, no registrauon statement or other document with respect to the
Ceruficates offered hereby and by the Prospectus Supplement has been filed with the Securities and
Exchange Commussion.

As descnibed i “Corporate Indebtedness,” the corporation has the authonty to borrow up to $2.25
bilhon from the Secretary of the Treasury. Any such borrowing would be withun the Secretary’s discrenon
and FNMA has not used this facility since 1ts transition fromi government control.

FNMA 1s exempt from all taxation by any state or by any county, municipality or local taxing
authornity except for real property taxes FNMA 1s not exempt from payment of federal corporate income
taxes. Also, FNMA may conduct 1ts business without regard to any qualification or similar statute in any
state of the Umted States, including the Distnict of Columbia, the Commonwealth of Puerto Rico and the
territones and possesstons of the United States

MORTGAGE PORTFOLIO

General

The pnncipal activity of FNMA consists of the purchase of mortgages, pnmarnly on residential
properties, meeting certamn eligibility requirements established by statute and by FNMA. Substantially all
of such purchases are made by FNMA pursuant to forward purchase commutments 1ssued by FNMA.
Under such commitments, FNMA agrees 1n advance 1o purchase a specified dollar amount of loans at an
agreed price See “Mortgage Portfoho—Commtments” below.

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

FNMA’s mortgage loan purchases are based on 1ts 1ssuance 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 (wo percent, for these commitments depending on market conditions, the type of mortgage loan,
and the length and charactensucs of the commitment

ENMA offers both mandatory and optional delivery commutments Under mandatory delivery
commitments, lenders are obligated to sell mortgages to the corporation. These commitments ental lower
ENMA fees and are most often used for loans already closed Under optional delivery commitments, the
actual sale of mortgages to FNMA 1s at the discretion of the lender. If interest rates move upward, lenders
holding this type of commitment generally dehver newly closed loans to FNMA; when rates move
downward, lenders are free to sell to other investors at lower yields.

The following table sets forth FNMA’s mortgage commitment activity 1n connection with both
FNMA'’s portfolio and mortgage-backed secunties

FNMA Mortgage Commitments
(Dollars in millions)

Three
Months

For the Year Ended December 31, Ended

March 31,
Commitments Issued E?_ 129; Pﬂ El;l 1_98;2 1;98_3
Portfolio
Home: Government insured or guaranteed .. $ 9,119 § 5,698 $5570 $2971 § 923 § 63
Conventional. Fixed rate.. . ... . .. 9,829 4,441 2,511 4927 13,405 2,855
Adjustable rate ... .. — — — 1,360 6,024 688
Second trust. ... ..... — — — 213 1,745 363
Total home moOrtgages...... .oooeee veeee - 18,948 10,139 8,081 9471 22,097 3,969
Project government insured...... . oo oo oot 11 40 2 — 9 6
Total portfolio ... ... . vre s .$18,959 $10,179 $8,083 §$9,471 $22,106 $3,975
Mortgage-backed secunties ... .ooes i oo § — 5 — [ — $3,259 §$15,517 $5,142
At December 31, At
March 31,
Commitments Ouistanding 1978 _1&9 lﬂ 1_._92 1_9'2 1983
Portfohio

Home: Government insured or guaranteed .... $ 3,902 § 3,243 $2,246 $ 920 § 44 § 16
Conventional. Fixed rate. ... ... ... 5,258 3,111 1,008 1,468 4,016 2,875
Adjustable rate ... ....... — — — 1,279 3,331 3,148
Second trust .......ceeee -t — — — 31 206 134
Total home MOTtEABES.....cveeeeiiererrerssnn 9,160 6,354 3,254 3,698 7,597 6,173
Project government 1nSUred......oooevvvees wvnines 25 55 24 19 9 14
Total portfolio.... ... weies vee o o $ 9,185 § 6,409 $3,278 $3,717 $7,606 36,187
Mortgage-backed securties. ... ... o e .5 — $ — $— $2,555  $2,331 §2,746
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Mortgage Purchase Activity

As descnibed above, FNMA currently purchases conventional morntgages 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 parucipations 1n
such loans. With the exception of $5.3 billon of FHA-nsured project loans, all of the mongage loans
purchased by FNMA and held m 1ts portfolio are secured by residenual one- to four-famuly properues.
Since FHA-msured and VA-guaranteed loans are, because of their government backing, essenually risk-
free from a credit standpoint, FNMA's basic eligibility critenion for their purchase 1s simply the FHA
insurance or the VA guaranty Because conventional loans have no federal government backing, FNMA
has established certain ehgibulity cniteria for their purchase 1n an effort 1o mimimize the nsk of loss from
mortgagor defaults. As shown by the table under “Conventional Mortgage (Whole Loan) Portfolio”
below, FNMA has experienced an exwremely low level of losses on 1ts conventional mortgage portfolio.
FNMA believes that its favorable experience to date results from a number of factors, imncluding 1ts
purchase eligibility requirements and loan underwriung cnteria as well as inflationary pressures which
have tended to increase the market value of the homes secunng its portfolio loans.

Generally, FNMA requires that the unpaid principal amount of each convenuonal mortgage
purchased by it (i) not be greater than 80 percent of the appraised value of the mongaged property, or
(i1) if 1t is greater than 80 percent, that the excess over 75 percent be insured by an acceptable mortgage
nsurance company for so long as the pnncipal balance of the loan is greater than 80 percent of such
onginal appratsed value (or of the appraised value as determined by a subsequent appraisal). Morntgage
insurance is not requred on mortgages with loan-to-value ratios greater than 80 percent if the morigage
seller either retains a participation 1n 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 remattance of
pnacipal and interest payments, admimstratuon of escrow accounts, collection of insurance claims and, 1if
necessary, foreclosure. In the first three months of 1983, mortgage banking companies accounted for 39
percent of FNMA'’s purchases, savings and loan association$ for 27 percent, investment bankers for 27
percent, banks for 5 percent, and others for 2 percent.

Conventional mortgage loans may not be purchased by FNMA if their pnncipal balance at the time
of purchase exceeds $108,300, except for loans secured by properues in Alaska and Hawan or by two- to
four-family dwelling units, where hugher maximums apply. Loans eligible for insurance by the FHA are
subject 1o statutory maximum amount hmitations, and FNMA 1mposes maximum amount limitations on

loans guaranteed by the VA. Maximum pnncipal 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
underwnung guidelines established by FNMA. These guidelines are designed to assess the credit-
worthiness of the monigagor as well as to assure that the value of the mortgaged home 15 sufficient to secure
the morigage loan. These guwidelines are changed from ume to ume by FNMA, and FNMA may dewviate
from them respecung particular loans if other considerauons warrant doing so.

At March 31, 1983, substanually all of FNMA’s mortgage portfolio consisted of fixed rate mortgage
loans. Substanually all of such loans provide for level monthly installments of pnncipal and interest, such
installments consisting pnimanly of interest dunng the early and middle years, with the major portion of
the original pnincipal balance being payable dunng the years immediately preceding maturity. The great
majonty of such loans had onginal matunues of not less than 25 years (generally 30 years for simgie-
family loans and 40 years for loans secured by projects). At March 31, 1983, the weighted average dollar
life (based on the underlying amomization schedules and assuming no prepayments) of the mortgage
loans tn FNMA’s mortgage portfolio was approximately 25 years, and the weighted average yield (net of
servicing ) was 10.69 percent.
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The following table sets forth the composition of FNMA’s mortgage loan portfolio, 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)
Three
Months
Ended
March 31,
1978 1979 1980 1981 1982 1983
Unpaid Principal Balances At End of Period
Home: Government insured or guaranteed. $26,054.6  $29,381.7 = $33416.7  $34,550.7 $33,742.3 $33,1130
Conventional: Fixed rate ................. 11,524.4 16,106.0 18,358.0 21,153.2 27,7896 29,289.4
Adjustable rate........ - - - - 106.8 3,331.9 3,997.0
Second trust............. - — — 175.3 1,635.5 1,970.6
Project government insured ..........c.coeeerenncn. 5,736.3 5,609.1 5,551.9 5,425.9 5,314.4 5,296.0
Total unpaid balance ................ $43,315.3 $51,096.8 $57,326.6 $61,411.9 $71,813.7 $73,666.0
Avenae yield net of servicing.............oouunen. 8.39% 8.75% 9.24% 9.85% 10.73% 10.69%
Purchases During Period
Home: Government insured or guaranteed. $ 6,619.9 § 5,387.8 $ 5272.5 $ 2,2840 $ 901.1 $ 773
Conventional: Fixed rate ................ 5,681.7 5,410.2 2,801.8 3,544.3 9,442.9 3,815.0
Adjustable rate........ - — — 106.8 3,210.0 750.0
Second trust............. — -— -— 175.9 1,552.3 426.6
Project government insured ............occeervereen. 29 9.2 26.8 1.9 9.5 2.6
Total mortgages purchased....... $12,304.5 $10,807.2 $ 8,101.1 $ 6.112.9(1) $15,115.8(1) $ 5,071.5(1)
Average net yield on mortgages purchased. 9.09% 10.11% 12.27% 15.38% 15.00% 12.83%
Repayments During Period .
Home: Government insured or guaranteed. $ 2,472.5 § 2,060.7 §$ 1,343.3 $ 1,252.1 ‘ $ 1,263.6 $ 6114 ’
Conventional: Fixed rate.................. 754.3 827.9 549.2 740.5 909.6 702.1
Adjustable rate........ -— — —_ - 289 106.0
Second trust............. - - — 6 92.1 91.5
Project government insured ..............c.o.ucce.n. 129.9 1 15.3. 84.0 127.1 121.0 210
Total morigage repayments...... $ 3,356.7 $ 30039 $ 19765 $ 2,120.3(1) $ 2,415.2(1) $ 1,532.0(1)
Sales During Period ‘
Home: Government insured or guaranteed. § — $ - § - § - $ 5182 $ 1052
Conventional: Fixed rate.................. : - g 6 8.6 1,896.9 1,613.1
Adjustable rate - -_ - — —_ —
Second trust —_— -— —_ — — —
Project government insured ..............ccooene.. 9.0 21.1 -— .8 - —
Total sales........ccccovnenrvcrnreennaenen. $ 90 $ 218 § 6 H 9.4 $ 2,415.1 $ 1,718.3

(1) Includes $630 million, $617 million and $65 million principal amount of mortgage loans which
were refinanced under FNMA’s resale/refinance policy in 1981, 1982 and the first quarter of 1983,

respectively.
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As shown by the table, the level of principal payments as a percentage of FNMA’s mortgage portfolio
decreased markedly 1n 1980, 1981 and 1982. Ths decrease, which resulted in FNMA’s keeping lower
yielding mortgages on 1ts books, reduced significantly the increase 1n yield on 1ts mortgage portfolio which,
under more normal conditions, FNMA would otherwise have expected to realize. In additton, FNMA was
forced to rely more heavily on high cost borrowings to finance new mortgage purchases and to refund
matunng indebtedness.

FNMA believes that the sigmificant reduction 1n principal paydowns dunng these penods was due
primarily to the high interest rate environment. Because of the substanually increased cost of new
financing, a major portion of home sales was financed through so-called “creative” financing wherein the
existing morigage was 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 1n conventional mortgages purchased by FNMA pursuant to
commtments 1ssued on and after November 10, 1980 and 1n conventonal mortgages covenng properties
whose sale has been faciitated by “wraparound” or second mortgages made by insututional lenders.
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 onginated or assumed during certamn periods prior to October 15, 1982, FNMA has been
unable to prevent assumptions on a major poruon of its portfolio. (See “Descripuon of Cerufi-
cates—Collection and Other Servicing Procedures™ for a descnpuon of FNMA’s policy for Mortgage
Loans 1n Pools.)

Since all of the loans iIn FNMA’s portfolio are prepayable by the borrower (1n some cases with a small
penalty), the recent moderation 1n interest rates has resulted 1n a significant increase in prepayments of the
high rate loans in FNMA’s mortgage portfolio in the first three months of 1983 This moderauon 1n rates
has also affected FNMA’s yeld on its adjustable rate mortgages

Conventional Mortgage (Whole Loan) Portfolio

The porifolio of convenuonal 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 $31.6 bilhon of such loans and on March
31, 1983 this portfolio approximated $24.2 billion. The loss and delinquency experience on this portfolio 1s
summanzed 1n the following tables. These tables exciude whole loans purchased and serviced by FNMA
in summary format for which such staustics are not currently available

Loss Experience

Three
Months
Year Ended December 31, Ended
March 31,
1978 1979 1980 1981 1982 1983
(Dollars in millions )

Pnncapal Balance(1l) ... ... ... . $11,3839 $15,864 5 $18,060.3 $20,268 9 $24,567.1 $24,236.9
Net Losses for the Penod(2) ... $ 4 by 8 $ 9 b 8 ) 1.6 $ 6
Net Loss Rauo(3)... .. ... 00035% 0 0050% 0 0050% 0 0039% 0 0065% 0 0092%

Total Number of Loans{1)}........ 308,627 395,903 435,355 472,414 539,465 537,044

Total Number of Foreclosures for
the Penod. ... oo oo et 323 219 368 606 1,270 610

Percent Foreclosed(3)... .... ... 01047% 00553% 0 0845% 0.1283% 02354% 04543%

(1) At end of penod.

(2) Net losses are determined by subtracting from the proceeds reahzed 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 1s annualized and based on amounts at the end of the penod.
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Delinquency Experience
(% of Portfolio By Number of Loans)

) At December 31, At
Period of March 31,
Delinguency 98 1 1m0 1w 198 198
One MONth......ccueecieeeeerereerrersrerereessaeesens 2.9% 2.9% 2.7% 2.9% 3.3% 2.8%
Two months........ 4 .5 .5 5 Vi 7
Three or more months ........ccceeercerereennn _2 __2 _1 _2 __Zi _41
TOtAL.c.cocoreeeerreerrerrrrereessnesnneenessasenes 3.5% 3.6% 3.3% 3.6% 4.3% 3.9%

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.

Mortgage Purchase Policies

Since 1981, FNMA has instituted a number of policies designed to make FNMA'’s mortgage portfolio
more responsive to fluctuations in prevailing interest rates and to better match its borrowing costs. These
policies have had a favorable short-term effect on FNMA’s operations and are expected to be of
considerable importance in the future in insulating FNMA from the risks associated with rising interest
rates. They include:

® Purchase of Adjustable 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 $4.1 billion of ARMs, has outstanding commitments totalling $3.1
billion as of March 31, 1983 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 income realized on its mortgage portfolio.

® 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 existing 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 existing loan as part of a financing package. As of March 31, 1983, $2.3 billion
resale/refinance loans have been made by FNMA and, of that amount, $1.0 billion or 43%, represents
newly loaned money.

® Second Mortgages. Substantially all of the loans 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 prior 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 March 31, 1983, FNMA had
purchased $2.2 billion of second mortgages and had commitments to purchase $0.1 billion.
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® Guaranteed Mortgage Pass-Through Certificates. In November 1981, FNMA began issuing
guaranteed mortgage pass-through certificates 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 GEMs in October and November 1982, respectively. As of March 31,
1983, $18.7 billion of guaranteed mortgage pass-through certificates have been issued and $18.2 billion are
outstanding. The FNMA lenders either hold the certificates or sell them to private investors. In addition,
FNMA pools mortgages from its own portfolio or purchases mortgages from lenders in exchange for cash,
assembles the mortgages in a pool, and sells the related certificates pursuant to public offerings. These
securities, which are modeled after the highly successful GNMA mortgage-backed security program
(which applies only to U.S. government-backed mortgages), are playing a significant role in FNMA’s
operations. FNMA receives fees for its origination, servicing and guaranty of certificates, a portion of
which is 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 guarantees timely payment of loans in certificate pools, it absorbs the
ultimate credit risk on all loans in these pools. This risk may be offset somewhat to the extent 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 $71.3 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 March 31, 1983 the maturity profile of FNMA’s bonds and
debentures that were originally issued with a maturity of one year or longer.

Weighted Average
Maturing Within Principal Amount Cost
(In millions)
One year $14,478 11.16%
One to tWO YEars ..........cevverrecnnene. 13,199 11.62
Two to three years .........cceeeennennn. 11,946 12.13
Three to four years..........cceeuruaen. 7,414 11.42
Four to five years..............c.cu....... 7,762 11.60
Over five years 6,274 10.26

At March 31, 1983, FNMA had short-term notes outstanding aggregating $10.3 billion at face
amount. Such notes had a weighted average term to maturity of 132 days at such date and a weighted
average cost of 9.60%.
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All of the outstanding indebtedness of FNMA consists of general. unsecured obligations 1ssued and
outstanding under Secuon 304(b) of the Charter Act except the subordinated capital debentures
{(1ncluding the convertible capital debentures), which were 1ssued under Section 304(e). and the
morigage-backed bonds, which were 1ssued under Section 304(d). Secuon 304(b) provides that the
aggregate amount of obhgations outstanding thereunder shall not exceed, at any one time, fifteen times the
sum of the capital (including. for this purpose, capital debentures), capital surplus, general surplus,
reserves and undistributed earnings of FNMA unless a greater rauo 1s fixed by the Secretary of HUD The
Secretary of HUD has increased this ratio to 30-1 Regulatuons adopted by HUD provide that this
increased ratio 1s, in the event of a reduction in FNMA’s capual, further automatcally increased to such
rauo as shall be necessary to include all obligations outstanding pursuant o Section 304(b) At March 31
1983, this debt to capital rano was 25 0'1 compared with a rauo of 23 1.1 at March 3i, 1982

Issuances of indebtedness pursuant to Section 304(b) are also subject to the condition that. at the time
of any such 1ssuance, the aggregate amount of indebtedness outstanding under such Section 304(b). after
giving effect to the indebtedness being issued, 1s not greater than FNMA'’s ownership, free from any Liens
or encumbrances, of cash, mortgages or other secunty holdings and obligations, parucipations, or other
investments. Unlike the debt 1o capital rano limitation described above, this Section 304(b) hmitation 1s
statutory and may not be waived or vaned by the Secretary of HUD.

Secion 304(d) of the Charter Act, pursuant to which the mortgage-backed bonds and the
Guaranteed Mortgage Pass-Through Ceruficates are outstanding, contains no limrtation 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 umes 10 make debt service payments on the
securities Mortgage-backed bonds outstanding in the amount of $421,124,000 at March 31. 1983 are
guaranteed by GNMA pursuant to Secuon 306(g) of the Nauonal Housing Act, and are thus backed by
the full faith and credu of the United States

Section 304(c) of the Charter Act authorizes the Secretary of the Treasury, as a public debt
transaction, to purchase obliganons of FNMA up to a maximum of $2.25 billion outstanding at any one
ume 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 obliganons of
FNMA, he 1s under no requirement o 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 borrowmg acuwvity and outstanding borrowings at face
amounts, the respective costs of borrowings and average matuntes.

FNMA Debt
Three
Months
Ended
March 31,
1978 197 1980 1981 1982 1983
(Dollars in millions)
Short-Term Notes
Issued dunng penod
—AMOUNL ....creeret cerveceercrerernns $ 9,621 510,567 $17,654 $30,185 $34,196 $ 3,182
O 1 SO 3.28% 11.75% 1429% 16.56% 12.31% 8.71%
—Average Maturity—Days...._.. 185 198 152 98 129 225
Outstandng at end of penod
—AMOUDL ...ocrieirarrirsienieeemeens $ 4357 $6593 §$ 8578 § 9,189 $11,752 $10,292
111 SOOI 925% 12.09% 14.68% 1547% 10.48% 9.60%
—Average Matunty—Days ...... 129 108 92 57 141 132
Bonds and Debentures
Issued dunng peniod
—AMOUNL .t $10 400 £10,056 $11,500 §$10,221 $20,785 § 5,833
—COSt e et 8 69% 9.71% 12.05% 1526% 13.62% 10.39%
—Average Matwrnty—Months... 53 57 48 43 36 60
Qutstanding at end of penod
—AMOUNL.....oorrereneriereerereerennnens $36,628 341,831 $46.604 $49,560 $58,301 $61,074
—CO8t ettt 7.90% B.33% 932% 10.71% 11.55% 11.44%
—Average Matunty—Months... 50 45 - 41 36 32 33
Total Debt ,
Issued duning penod !
—AMOUNT ..corierrmnrrrreiarcree e $20,021 $20,623  $29,154 340,406 $54,981 §$ 9,015
—COSt ettt 849% 10.72% 1337% 16.22% 12.82% 9.81%
—Average Maturnity—Months... 30 31 22 13 16 42
Outstanding at end of period
—AMOUNL ..ccce verrmrrrrenrserrss ereans $40,985 $48.424 §55,182 $58,749 $70.053 $71,366
—COSt et 8.05% 8.81% 10.11% 11.42% 1138% 11.19%
—Average Maturity—Months. . 45 39 35 31 27 29
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MANAGEMENT

The senior officers of FNMA, their ages as of March 31, 1983 and business expenence are as follows

David 0 Maxwell, 52, has been Chairman of the Board of Directors and Chief Executive Officer since
May 1981 He served bniefly as the corporation’s President and Chief Operaung Officer from February
1981 unul his elecuon to his present position Prior to his employment with the corporation, Mr Maxwell
was Chairman of the Board and Chief Execunve Officer of Ticor Mortgage Insurance Company

Robert J Mylod, 43, has been President and Chief Operanng Officer since January 1983, Prior to his
employment with the corporanon, Mr Mylod was Prestdent of Advance Mortgage Corporauon

Caryl S Bernstein, 49, has been Execuuve Vice President since February 1982, Secretary since July
1981, and General Counsel since May 1981 Mrs Bernstein was Semor Vice President from May 198!
until her election as Executive Vice President Prior to her employment with the corporation, Mrs.
Bernstein held a number of posiuons with the Overseas Private Investment Corporation (OPIC), a US
government agency that encourages private 1nvestment 1n less developed countries and insures against
certain nsks mvolved 1n such overseas investments Mrs. Bernstein’s most recent ntle at OPIC was Vice
President for Insurance

Stuart A McFarland, 35, has been Execunive Vice President and Chief Planming Officer since
November 1982 Mr McFarland was the corporation’s Execuuve Vice President—Operauons from May
1981 unul his election to his present posinon Prior to his employment with the corporation, Mr
McFarland held a number of posiuons with Ticor Mortgage Insurance Company, most recently that of
President

Arthur P Solomon. 43, has been Executive Vice President and Chief Financial Officer since February
1982  Pnor to his employment with the corporation, Mr Solomon was Semior Vice President of Seraco
Enterprises. a subsidiary of Sears, Roebuck & Co., engaged 1n real estate and financial services Mr
Solomon also was a Professor in the Department of Urban Studies and Planming at the Massachusetts
Insutute of Technology and Execunve Director of the MIT/Harvard Joint Center for Urban Studies from
1971 unul 1980

Richard R Betchley, 33. has been Senior Vice President-—Marketing and Regional Activines since
February 1982 Prnor to his employment with the corporation, Mr Beichley was the Manager, Southern
California Bond & Money Market Headquarters for Crocker National Bank Mr Bertchley held a number
of general management positions with Crocker Nauonal Bank, where he was employed from December
1975 unul January 1982

Linda Parke Gallagher, 38, has been Senior Vice President—Corporate Affarrs since February 1983.
Ms Galiagher was Executive Director of the Alliance to Save Energy, a pubhic policy energy conservaton
organizauon, from September 1978 to February 1983 She served 1n this capacity as a loaned execuuve
from AT&T, where she had directed the Washington office of AT&T Long Lines

F G Gosling, 57. has been Semor Vice President—Administration since February 1982 From 1973
until assuming his present position, Mr Gosling was the corporation’s Vice President for Admimstration.

J Donald Khink. 46, has been Senior Vice President for Mortgage Secunties and Negouated
Transactions since June 1982 Mr Khnk was the corporanon’s Vice President for Mortgage Marketng
from August 1981 unul February 1982, when he was elected Vice President for Mortgage Secunues and
Negouated Transacuons Pnor to his employment with the corporation, Mr Klink was employed by
Coast Federal Savings and Loan Association for seven years, where he held the positon of Senior Vice
President in charge of morigage banking

Robert J Mahn. 55, has been Senior Vice President—Mortgage Operauons since February 1982 Mr
Mahn was the corporation’s Vice President and Controlier from Apnl 1969 until June 1981, when he was
elected Vice President—Mortgage Operauons

John J Meehan. 38. has been Sentor Vice President—Finance and Treasurer since February 1982.
Mr Meehan was the corporanon’s Vice President--Finance and Treasurer from May 198! until his
election to his present posiion  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 March 31, 1983 and their

backgrounds are as follows:

Principal Occupation

Member and Age and Business Experience

President and Chatrman of the
Board, Butler Housing Corpo-
ranon, a home buwiding com-
pany, 1956 to present; Chairman
of the Board, Bullard Homes
Corporation, a home buwlding
company, President and Chair-
man of the Board of BHC Hous-
g, Inc, a home building corpo-
rate subsidiary of Butler Hous-
g Corporation; President, Na-
tional Associatnion of Home-
bulders, 1980

Merrill Butler{2)—58 .... ...

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

James B. Coles{2)—41 . ...

President and Director, Globe
Corporaton, a banking, real es-
tate and investment company,
1975 to present

Chairman of the Board and Chief
Executive Officer, The Midland
Company and uts subsidiaries,
financing and 1nsunng of manu-
factured housing, December
1980 1o present, President and
Chief Executive Officer, 1961 to
December 1980

Pantner, Latham, Watkins & Hulls,
a law frm pracucing n
Washington, D C, llinois and
Califorrua, 1978 to present, Sec-
retary, Department of Housing
& Urban Development, 1975 1o
1977

Bert A Getz(2)—45 .. ..

Joseph P Hayden—353. ...

Carla A Hills—49 .. .. .

Pnvate Consultant, Chairman of
the Board of Directors and
Chief Executive Officer, FNMA,
January 1971 1o May 1981

A Cakley Hunter{3)—66.

Principal, Dianne Ingels and Asso-
ciates, an independent real es-
tate broker, investor and con-
sultant, 1977 to present, Presi-
dent, Ingels Company, 1976 to
1977, Chauman, Colorado
Spnngs Urban Renewal Com-
mission, 1974 to 1976

Dianne E Ingels(2)—41 ...
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First
Became
Director

1981

1981

1981

i 1969

1982

1970

1981

Other
Directorships(1)

Commoeodore Corporaton

Anzona Banewest Corporation

The Midiand Company; First Na-
tional Cincinnat Corporauon

Amencan Aurhnes, Inc; Coming
Glass Works; International Busi-
ness Machines Corporauon; The
Signal Compames, Inc., Standard
01 Company of Califorma

Thnft Insttunons Short-Term Li-
quidity Fund, Inc; Stewart Infor-
mauon Services Corporation



John E Krout—63 . ... .

JamesE Lyon(2)—55 . ...

Dawvid O Maxwell —52 ...

James ] O’Leary—68 .. ..

John M O’Mara—55 .....

Samuel J Simmons—355 ..

Charrman of the Board, German-

town Savings Bank, a mural
savings bank, 1977 10 present;
President, Germantown Savings
Bank, 1971 10 1978

Chairman of the Board and Chief

Execuuve Officer, River Qaks
Bank and Trust Company, a
commercial bank and trust com-
pany; Chairman of the Board of
River Qaks Financial Corpo-
raton, and Ruska Instrument
Corporanon

Chairman of the Board of Direc-

tors and Chief Executive Officer,
FNMA, May 1981 to present;
President and Chief Operaung
Officer, FNMA, February to
May 1981, Chairman of the
Board and Chief Executive Offi-
cer, Ticor Mortgage Insurance
Company, private mortgage in-
surance, 1973 to February 1981

Economic Consultant to United

States Trust Company, a com-
mercial bank and trust com-
pany, May 1979 10 present, Vice
Chairman, United States Trust
Company, unul May 1979

Semor Vice President, Wertheim

and Co, a secunues business,
July 1981 to present; Vice Presi-
dent, Merrill Lynch Whate Weld
Capital Markets Group, a secu-
nues business, 1978 1o July
1981; First Vice President,
White Weld & Co, Inc., 1974-
1978

Housing and Real Estate Con-

sultant, May 1981 to present,
President, Nauonal Center for
Housing Management, a non-
profit research and traiming or-
gamzation, 1972 to May 1981

Richard C Van Dusen—57 Execunve Partner, Dickinson,

Mallory Walker—43 .. ., ..

Wnght, Moon, Van Dusen &
Freeman, a Detroit law firm

President, Walker & Dunlop, a

mortgage banking and real es-
tate company, 1976 to present

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 Corporanocn, TICOR,
Prnimark Corporaton
1981

(1) Companies with a class of secunues registered pursuant to Section 12 of the Secunues 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) Appownted by the President of the United States

(3) As of the annual meeung of FNMA’s stockholders on May 19, 1983, Mr Hunter retired from the
Board and was replaced by Robert ] Mylod, FNMA'’s President and Chief Operating Officer
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ACCOUNTANTS

The financial statements of Federal National Mortgage Association included herein have been
examined by Peat, Marwick, Mitchell & Co., independent certified public accountants, to the extent and
for the periods indicated 1n their report thereon. Such financial statements have been mncluded 1n rehiance
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 Nauonal Mongage Association:

We have exarmned the balance sheets of Federal Nauonal Mortgage Association as of December 31,
1982 and 1981, and the related statements of operations and retained earmings, and of changes in financial
position for each of the years in the three-year peniod ended December 31, 1982 Qur examinations were
made 1n accordance with generally accepted auditing standards and. accordingly, included such tests of the
accounting records and such other audiung procedures as we considered necessary in the circumstances

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

PEAT, MarRWICK, MITCHELL & CO

Washington, D C
January 21, 1983
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G FEDERAL NATIONAL MORTGAGE ASSOCIATION

BALANCE SHEETS
Assets
Decewber 31,
1982 1981
{Dollars in thousands)
Mortgage portfolio, Det.. ...ttt 869,713,984  $£59,845,826
O 1.1« U OOy SY SO P T UO R 22,622 18,880
U.S. Government and Federal Agency secunties at cost (market value of
$631.7 mullion 1n 1982 and $409.2 milion 1n 1981) ..o 630,869 415,024
Federal fUndS... ..ottt ee s se e eeeaese st e m e et semeee e 1,799,100 632,150
Accrued INerest TECEIVADIE .......oo.e e ee et 687,709 510,002
Federal income taxes refundable............o.ovoovieceemeieee oo s 330,505 271,585
Accounts recervable and other assets........o.ocooeooeveveeeee e eeeee e e eres s 61,861 90,379
Acquired property and foreclosure claims, less allowance for losses of
$4.1 million in 1982 ($3.0 millton m 1981 ..o, 168,961 76,288
Unamortized debeniure 1851€ COSES......cuvresiiecreecorereeerereeesrmssessssssssssneesesssnn 51,092 37,435
TOUAL ASSEIS.....cooirrcrerereene e sesssas e e s sns s esosse e s seeeesese st sesbamen e e ees $73,466,703 $61,897,569
Liabilities and Stockholders’ Equity
Liabilities:
Bonds, notes and debentures, net:
Due Within One Year....... .ot oo eees $25,780,576 $17,364,845
e DUe after ORe YEAT oottt e e eeseassse e ssessnenn. 43,833,062 41,185,713
" 69,613,638 58,550,558
Accrued 1nterest payable ...........ooooiieeeeveeeeeeee e remrrrensenens 1,724,274 1,369,323
Montgagors’ escrow deposits, exclusive of approximately $548.3
million held by servicers in 1982 ($562.8 mullion 1n 1981) ............. 266,231 257,377
Deferred Federal INCOME 1AXES .......covureeiviicseceriee e e eeeresseesesssssmsaesens 488,194 410,694
Other HabLlies. . ..oucvveeeece et eee e s s ss e ee e 171,037 66,367
Total L1abilities ....o....oooeeeeeee et e e 72,263,374 60,654,319
Stockholders’ Equity:
Common stock, $6.25 stated wvalue, no maximum author-
1zatton—65,650,117 shares 1ssued (59,317,854 shares in 1981) ..... 410,313 370,737
Addituonal paid-1n €apital ... 305,750 270,673
Retamed SarmIngs ... ....oeeiveeeceimnieiinii e ve s esers s en e eae s nenne 489,161 603,735
1,205,224 1,245,145
Less Treasury stock, at cost—208,926 Shares.........o.oeeeeeveeeeeeeeeeeennn, 1,895 1,895
Total Stockholders’ EQUITY.......coovouieees oo eeeeee e 1,203,329 1,243,250
Total Liabilities and Stockholders” EQUITY .......oveeeoeemeeeeeeeeee e $73,466,703 $61,897,569

See Notes to Financal Statements

=
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FEDERAL NATIONAIL MORTGAGE ASSOCIATION
STATEMENTS OF OPERATIONS AND RETAINED EARNINGS

Year Ended December 31,
1982 1981 1980
{Dollars i thousands,
except per share amounts )
Interest income
Mortgage portfolio... ... oo v veies i s e 86,806,975 85,596,791 $5.013,359
Lessservicing fees. ... . .. s s ot 217,984 202,622 190,186
6,588,991 5,394,169 4,823,173
Marketable SECUTTIES .. .. vviies e e e oot e e vene 232,123 139,998 121,486
Total interest Income. .. oo v vov e v cve evereee e .. 6,821,114 5,534,167 4,944,659
Interest on borrowings and related costs.. ... ... ... ccoovecres eee e M 5,997,097 4,923,619
Interest margin ... .. .. ... ... s e e (506,456)  (462,930) 21,040
Other income.
Commutment fees .. ... .. . . o ot e e e 263,913 112,561 58,631
Gain on sales of mortgages... .. ... oo et et e 44,405 152 42
Guaranty fees ... ... .. . it et e e s s e —————— 16,124 326 —
Other ... oo i ot it et et s e e e e e e o 20,617 11,883 9,434
Total other income ... ..o . oo os e e 345,059 124,922 68,107
Other expenses
AdMINISIAIVE .o ot it e vt e e ot e ee e e e e - o 60,067 49,462 44,139
Provision forlosses .. ... oo et et e e e, 35,700 {27.600) 18,600
Total other expenses.. .. ... cov oo ccvveven . 95,767 21,862 62,739
Income (loss) before Federal income taxes and extraordinary
TEML ciit vt 4 e e et e e e s e e e e e (257.164) (359.870) 26 408
Provision for Federal income taxes
Currently refundable .. .. .. .. ... .. . ... (200900)  (271,300) (138,300)
Deferred. ... .. . . ol e 77,500 101,800 150,500
(123,400)  (169.500) 12,200
Income (loss} before extraordinary item. .. .. .. e e (133,764)  (190,370) 14,208
Extraordinary item- gain on early renrement ofdebt v e 28,899 — —
Netincome (loss) .. .. ... ... . e e e e e e . (104.865)  (190,370) 14,208
Retained earmings at begmnmgofyear e e e e 603,735 817,748 869,499
498,870 627,378 883,707
Less cash dividends declared ...... ... ..o oo 9,709 23.643 65,959
Retained earmings atend of year... .. ... . ... .. . . ... .. § 489,161 § 603,735 § 817,748
Average number of shares outstanding, in thousands .. ... . ... 60.927 59,109 58,887
Per share
Earmings(loss) before extraordinary item:
Pnmary.. e e e e et e e e e e e e . B (2.20) § (322) § .24
Fully dlluted e et e e er e ah e e e (220) {3.22) 23
Net earnings (loss)
Primary. ... .. . L s et e e (172) {3.23) .24
Fully diuted .. .. . . . . ol {172) (3.22) .23
Cashdividends .. .. . ... . . o s e 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 Hem......ccccevvevvvnnnne 3 (133,764) 3% (190,370) % 14,208
Items not ( providing ) using funds:
Interest capitalized on graduated payment mortgages,
4 V=] S OO (116,342) (102,111) (105,811)
Provision for deferred Federal income taxes, net ........... 77,500 101,800 150,500
Provision fOT JOSSES.......cccrrerverernreranssseersrsraeseraeraceacessinsias 35,700 (27,600) 18,600
Funds provided by (appled to) operations before
exXtraordInary M ...cocevveeeerereeeerrnnsereessnssaceseceas (136,906) (218,281) 77,497
Extraordinary gain—No funds effect.......coeoiriinnincrennn, — — —
Proceeds from 1ssuance of debentures and bonds .................. 20,743,135 10,236,006 11,480,157
Increase In ShOTT-tEIIN NOTES ..cvecveereerrrnrrrarersnsnreemreesesssassssonass 2,342,988 714,575 1,904,824
Mortgage repayments, less discount amortized........cvuvreenanrens 1,224,576 1,052,168 1,630,143
Foreclosure claims collected ... ......ooooimmiiieeerveeeecsenresaneeas 289,063 230,684 176,077
Saies of mortgages, excluding gains and losses ..o 2,071,297 9,340 571
Net increase 1n stockholders’ equity resulting from debt
exchange and debenture CORVErSIONS.........ccocceeerescecersesnenes 103,552 5 8,646
Increase 1n accrued interest payable/receivable, net.............. 138,727 39,815 259,283
Oher IEMS, DEL.......cveoeceaerererrereorcsnrreressessamercesareresarasassassans 94,412 (86,185) (163,410)
Total funds provided..........cccrmeeesciieciiiiiiines 26,870,844 11,978,127 15,373,788
Funds Apphed:
Debentures and bonds retired. ..o -12,044,363 7,265,815 6,727,052
Mortgage purchases inciuding refinancings, less discount ....., 14,047,268 5,903,936 7,786,417
MoOTtgage refiNANCINGS .oves covee cervere seerrrecerenceeeceresmsssassnas ' (617,033)  (630,490) —
Dividends Paid........ .. cecvecneinrnrnies st 9,709 23,643 65,959
Total funds applied ... ... .o 25,484,307 12,562,904 14,579,428
Increase (decrease) 1n cash and marketable securities...........ovee.. 1,386,537 (584,777) 794,360
Cash and marketable securities, beginming of year.... coccvvvee veer one 1,066,054 1,650,831 856,471
Cash and marketable secunties, end of year.... cooeorivvciiinnans $ 2,452,591 § 1,066,054 § 1,650,831

See Notes to Financial Statements
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STATEMENT OF SIGNIFICANT ACCOUNTING POLICIES

The corporation operates in the residential mortgage finance industry Its accounting policies conform
to generally accepted accounting principles The following 1s a description of sigmificant accounung
policies and pracuces

Mortgage Portfolio and Purchase Discount

Mortgages acquired for investment are carned at their unpaid principal balances less unamoruzed
discount. Discount 1s recognized as income using an amortizatuon method which produces a level yield
over the estimated life of the related mortgages.

Allowance for Losses

In order to recogmze losses which may be sustained due to defaults on conventional mortgages, the
corporation maintains an allowance for losses which 1s estabhished by charges to income when the
mortgages are acquired In 1981, the corporatuon 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 1n interest rate futures to hedge agaimnst fluctuations 1n
Interest rates which affect the cost of planned borrowings Results of futures acuvity are deferred and
amortized 1o nterest expense over the lives of the hedged borrowings There were no open posttions at
December 31, 1982

Commitment Fees

Commiutment fees are generally recognized as income upon the execunon 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 recogmized as income using an amortizatuon method which produces a level
yield over the estimated hife of the related mortgages

Income Taxes

Certain 1ncome and expense items are recogmzed in different penods for financial and mmcome tax
reporung purposes Provisions for deferred mcome taxes are made for such uming differences which
pertain principally to purchase discount, the loss on sales of mortgages, and the provision for losses on

conventional mortgages

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

Fully diluted earmings per share are computed on the assumpuion that all outstanding convertble
capital debentures were converted at the beginning of the year, after increasing earmuings for the related
interest expense, net of Federal income taxes

Reclassifications

Reclassifications and changes in format have been made 1n the Balance Sheet and Statement of
Operations for 1962 The Statements for 1981 and 1980 have been conformed to achieve comparabulity.
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INCOME TAXES

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

1982 1981 1980
(Dollars 1o millions )
Losses on sales of participation interests in MOItEAZES ..cvurrrvererens 5 — $ 359 $ 979
Amortization of purchase discount................ ererererae s eaeensane e e 713 489 511
Provision for losses—conventonal MOTTEALES ...ccverrrercrcmsrcmeracins 0.8 197 (4.0)
ONEL IEEIMIS o ceecvaecneeerne srvsmmre e reacremreasstasesssssssasasn e e e rara st easarnanss _ 54 (2.7) 5.5
Total deferred Federal income tax expense ............ $775 $101.8 $150.5

The Internal Revenue Service has completed 1ts audits of the corporanon’s Federal income tax returns
for the years 1976-1978, and all 1ssues have been resolved Audits of the corporation’s Federal mncome 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 matenal 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-ume employees of the corporation are covered by the non-contributory Federal
National Mortgage Association Reurement Plan or the contributory Civil Service Retirement Law.
Pension expenses for these plans were $8 million and $.2 mullion, respectively, for the year ended
December 31, 1982 ($2.5 million and $.3 million 1n 1981, and $2.6 mullion and $.3 million in 1980). The
corporation makes annual contributions to the pians equali to the amounts accrued for pension expense,
which mncludes, as to the corporation’s defined benefit pensjon plan, amortization over 10 years of
unfunded past service costs or actuanal surplus Accumulated plan benefits and plan assets for the
corporation’s defined benefit pension plan at January 1 are presented below:

1982 1981

(Dollars in millions)
Actuarial present value of accumulated plan benefits:

VESIEA ... coeeet crrerereies ceeeesnerasseesseesatersns sorarnesannesans §41 ¥ 37
NONVESIEA ooc. oot it ciiies e veee eramesesmmenoene aeee oan 18 2.6
Total accumulated benefits ......ccoecvieeeeee. £ 59 563

Net assets avatlable for benefits ... .ooci covveeericcnnnnaennee $23.1 $18.0

The annual rate of return assumed and the actuanal present value rate for determining accumulated
plan benefits were changed tn 1982 to 7.5 percent from 6 O percent in 1981. These changes were made to
reflect current expectations as to future plan experience and had the effect of reducing the annual pension
expense by $1 6 million and the actuarial present value of accumulated plan benefits by $2.1 million.
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NOTES TO FINANCIAL STATEMENTS — Continued

MoRTGAGE PorTFOLIO, NET

The mortgage portfolio balances consist of the following components’

Home mortgages.
First mortgages:

Government msured or guaranteed.
Whole loans.......... covveeevee oo, . b eeeeeees tresreees svre eeeeene vee vees

Convenuonal adjustable rate

Wholeloans. .. .. ... . i e e s
PaTtICIPATIONS ... cocc. cos o et e eeeeraenins seee cvrvree sererseesoe .

Second mortgages.

Whole loans ... ... .o ioe s sl s e
Participations....... ... ... ..

Project mortgages

Governmentinasured ... .. oo e s s
Conventional ... ... ... ... ... .. ...

Total unpaid principal balance . ..
Less:
Unamornzed discount... ... ..

Allowance forlosses ... ... .o i .
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December 31,
1982 1981

(Dollars i1t millions )

$33,730 $34,551
12 —
33,742 34,551
24,662 20,167
3,127 986
27,789 21,153
2,775 102
557 5
3,332 107
382 —
1,254 175
1.636 175
5,284 5,426
3] -
5,315 5.426
71,814 61,412
1,872 1,463
128 1063
$69.714 $59,846
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FEDERAL NATIONAL MORTGAGE ASSOCIATION
NOTES TO FINANCIAL STATEMENTS —Continued

BoNDS, NOTES AND DEBENTURES, NET
Bonds, notes and debentures consist of the followmng:

December 31,

1982 1981
(Dollars i millions )

Due within one year
Short-term notes—net of $418 million discount in 1982 ($198 milhion 1o

LOBT) couvereeeseeremeeentscasenssessaes s sasss s s e h bbb e R R e $11,334 $ 8,991
DDEDEIIIIITES oveeeeereoveaeorsansesesentasensasssmsseseemsaessesn st smmnmers b s dsRart e r e et et s sememesm bt o0 14,434 8,255
Mortgage-backed DONAS .......vrrmeieeiniiirtm e 13 119

Total due WIthID ONE YEAT .coeeveeeceeceerrerssrssarsrmsee e e esssatacssamnsansses 25,781 17,365

Due after one year:
DDEBEILLTES ...vveeeeeeeecerrerees ceeestsssestascessoscossmecesbastabassssssartsssessnssasssnansrsnssaransss 41,825 39,472
Mortgage-backed DONAS ...t 464 428
Capital debentures—net of $21 million discount 1n 1982 ..oerieereemeeicenne 1,509 1,250
Convertible capital dEeDENIUIES ....couvievrmeerrarreerm s ss s s rara e s senss 35 36
Total due after ONE YEAT .ceeeeeeeereeccemcsisnsssmeresmsssnsnsstasemssesrassasnss 43,833 41,186

$69,614 $58,551

Short-term notes are general obligations of the corporation. These notes are 1ssued 1n both discount
and interest-bearing form. Maturities range up to 360 days, and denominatons range from $5,000 to
$1,000,000 with a mimmum ongmal purchase of $50,000. The corporation had shori-term notes
outstanding of $11 8 bilhon 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 bilbion 1n 1982;1n 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 S5 percent, respectively These rates represent the effective average cost computed on a 365-day
basis including commussion, and for 1982, the effect of related hedging acuvity. The average remaining
terms were approximately 141 and 57 days at December 31, 1982 and 1981, respectively. The average
aggregate amount of notes outstanding dunng 1982 was £9.0 buhon at an average cost of 13.27 percent;
dunng 1981, 1t was $8 8 billion at an average cost of 16.6 percent

The corporation has a $300 mullion line of credit with a group of commercial banks. The total amount
15 available to FNMA on the same day. Interest on any borrowings 1s calculated at the pnme rate used by
Coptinental Ilinois National Bank and Trust Company of Chicago. The credit agreement is terminable by
either party on the anmiversary date with 45 days prior wntten nouce.

Section 304(c) of the FNMA Charter Act authorizes the Secretary of the Treasury, as a pubhc debt
transaction, to purchase obligations of the corporanon up to a maximum of $2.25 billion outstanding at
any one ume The interest rate on such obligauons 1s to be based upon the average rate on outstanding
marketable obhigations of the Unted States as of the last day of the month preceding the date of making
such purchases

The corporauon did not utilize the commercial line of credit or the Treasury borrowing authonty 1n
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: o
1983 ...iiiiine v —% § — 10.34% $10,047
1984 ..o - 11.53 12,225 11.21 10,425
1985 , 12.42 12,350 1159 8,950
1986 toriessasemersasasonne 11.72 7,600  10.82 4,800
1987..... verirssesaneiiisansanens » 11.59 5,150 9.21 2,150
19881992 ......conmeiiievcsseresenns 10.55 4,346 10.12 2,900
1993-1997 7.10 154 ) - —
1998-200'1 etvsarasasssaraesteiriseranes . — . 7.10 200
: o 11.72 41,825 10.82 39,472
Mortgage-backed Bonds:
1983 . -_— 8.47 12
1984 ..., 7.30 24 7.16 23
1985 ....... : e 6.76 34 6.61 34 ¢
1986........ 6.33 77 6.28 76
15 S TR 9.08 13 9.00 12
1988-1992 ......ccoovevivvririiireienne . 8.76 256 8.70 248
19931997 ... 10.37 ' 32 9.00 20
1998-2001 ................. 1285 28 9.00 .3
8.50 464 - 8.04 , 428
Capital Debentures: : : :
1985 ... ecuecieriersressoneseniestsienss 1.70 500 . 11.70 500
1986 ...orreriterreccinreeeeneeeneesesenienns 8.15 300 8.15 300
1989 ...t 15.25 200 _ —
1997 et 7.40 250 7.40 ; 250
2002 ..t 8.20 280 8.20 200
1,530 1,250
Less Discount.......................... (21) -
10.12 1,509 9.43 1,250
Convertible Capital‘ Debentures: -.
1996......... teseesbarnienissiaprntnsnsnrsbensainnns .- 438 35 4.38 36
TOtal ..o, 11.62%  $43,83 10.74% $41,186
P

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 in certain events. Such debentures are redeemable, at the option Q
of the corporation, at par.
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The 7.40 percent and 8.20 percent capital debentures, due in 1997 and 2002, are redeemable at par, 1
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 corporauon’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 1ssuance of any common stock of the corporation In addiuon, no debt mstrument may be
ssued without the approval of the Secretary of the Treasury. The maximum amount of the corporation’s
general obligauons (those neither subordinated nor secured) outstanding at any one time may not exceed
30 umes the sum of 1ts stockhelders’ equity and outstanding subordinated obligations. Subordinated
obligatons include the caprtal debentures and the convertible capital debentures. The secured obhigations,
mortgage-backed bonds, of which $477 mullion were outstanding at December 31, 1982 and $547 million
at December 31, 1981, were 1ssued pursuant to authonty contained in the Charter Act to 1ssue and sell
securittes based upon mortgages set aside from the corporation’s portfoho. There is no Limitation on the
amount of such obligations that may be outstanding. Under the provisions of a Trust Indenture entered
mto as of May 15, 1970 with Government National Mortgage Association (“GNMA™), as amended, $428
milhon 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 pnncipal and interest by GNMA. Trust
assets of approximately $867 million at December 31, 1982 and $947 mullion at December 31, 1981,
consisung 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 1n the accompanymg balance sheets. Interest earned on trust assets exceeds bond

interest requirements.

Annual matunues 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 tn excess of stated value of newly issued shares of common stock and net proceeds 1n
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 summanzed as follows:

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

Additional

Shares Common Pawd-m Treasury
{Dollars and shares 1 thousands) Outstanding Stock Capital Stock
Balance, January 1, 1980.......ccocoviiiiiiins e 58,666 $367.966 $264,793 $£1,895
Conversion of convertible debentures.. .......ccccocoeeeeen ... 443 2,769 5,877 —
Balance, December 31, 1980....oociveeeiiie e eeeies e . 59,109 370,735 270,670 1,895
Conversion of converuble debentures........coeeveveeeveeeenn.n.. —_ 2 3 —
Balance, December 31, 198) .o cevcveeeeees eeeen s 59,109 370,737 270,673 1,895
Conversion of convertible debentures..........cceeveereeeeeen.... 41 259 565 —_
Shares 1ssued 1n exchange for outstanding debentures.... 6,291 39,317 34,512 —
Balance, December 31, 1982 ..oemvevves e ceeeeeeeeeeean e 65,441 3$410,313  $305,750 51,895
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In September 1982, FNMA entered into a nontaxable transaction which resulted 1 the 1ssuance of 6 3
muliton shares of 11s common stock tn exchange for $101 mithion of 1ts long-term debentures, which were
reured. Had this transaction and all conversions of convertible debentures dunng the year taken place on
January 1, 1982, the net loss per share for 1982 would have been $1.56 ($2 00 before extraordinary rem)

In 1982, the corporation adopted a performance share plan that makes awards 10 officers for three
four-year penods starting 1n 1982, 1983 and 1984, provided certamn financial goals are anarned.
Accordingly, 181,000 conungent performance shares ( generally to be paid, if earned, half 1n cash and half
1n stock ) were awarded for the 1982-85 penod Not more than 200,000 shares of common stock will be
distributed under the Plan

COMMITMENTS AND CONTINGENCIES

Portfolio

The corporation had oustanding 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 corporaton also ssues commutments under which delivery of mortgages 1s optional at the
discreuon of the seiler The corporation had $0 4 billion of such commitments (including $0 1 bihon
relatng 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 morigages 1o 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 bulion at December 31,1981 The
yield on market-rate commutments and conversions of standby commitments 1s set on the date of
conversion

Mortgage-Backed Securities

The corporation packages pools of mortgages n pass-through secunties (“FNMA Mortgage-Backed
Ceruficates”) and guarantees the payment of principal and interest The outstanding pnincipal balance of
the pools was $14 5 billion at December 31, 1982 compared with $0 7 billion at December 31, 1981.
These secunuies represent interests primanly m fixed rate mortgages held 1n trust by FNMA The pools of
mortgages are not assets of FNMA, nor are the outstanding securities Labilities of the corporation. FNMA
as issuer and guarantor of the morigage-backed securines 1s obligated to disburse scheduled monthly
installments of prnincipal and interest, whether or not such amounts have actually been received,
unscheduled principal payments when recerved, and the full pnincipal balance upon hiquidation of any
foreclosed mortgage whether or not such principal balance 1s recovered Either FNMA or the participanng
lender from whom the mortgages were acquired can assume the foreclosure loss nsk on the mortgages 1n a
pool. FNMA establishes by charges to income a hiability for esnmated foreclosure losses for the securities
on which the corporauon has assumed the nsk of loss The outstanding principal balance of mortgage-
backed secuniues on which FNMA has the foreclosure loss nsk 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 mullion at December 31, 1982 and $0.8 million at December 31, 1981.

At December 31, 1982, the corporation had commitments outstanding to 1ssue 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 bilhon at December 31, 1981 At December 31, 1982 the corporation
also had $0 | bilhon in outstanding mandatory delivery commitments to 1ssue guaranteed mortgage-
backed secunities. compared with $0 3 billion at December 31, 198]
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UNAUDITED INTERIM PERIOD RESULTS OF OPERATIONS

The following unaudited results of operations include, 1n the opinion of management, all adjustments
(consisung only of normal recurning accruals) necessary for a fair statement of the results of operations for
such penods

1982 Quarter Ended
December September Ju_ng March
{Dollars in thousands,
except per share amounts )

INTETESt MATEIN «..vcveeceeeeececrenceaereesaesessrasreresnsensns $ (77,464} 5(144,514) 3$(147.454) $(137,024)
COMMILMENL FELS ..vvveeeeeaeecaneemeeeece st ete o serasssaaass 57,070 56,845 80,333 69,665
Gain (loss) on sales of MOTTZALES ....coevvevevecreernernanes 18,259 22,943 2,398 805
GUATABLY FEES ...ovverirrercemree e rees e smse s nee s rmssasanes 7,613 4,624 2,611 1,276
Other INCOME .....oceveceeeerreee e e reerrsereses e e sneerenenaes 5,539 6,950 4,400 3,728
OLher EXPEDSES....cc.crerveemreresssmsnerreremrcaremsemracessssssses (31,083) {24,771) (22,233) (17,680)
Loss before Federal tncome taxes and extraor-

AIDATY MM coveerreeecereeeecrete e reeseesseseaeseneessensasanasneneas (20,066) (77.923) (79,945) (79,230)
Federal iNCOME TAXES.......ccvvrecrurrseenmenvrsesrseesoraseerenns (14,400)(a) (35,800) (36,800) {36,400)
Loss before extraordinary tem ... {5,666) (42,123) (43,145) (42,830)
Extraordinary item: Gain on early retirement of

L] 13 S USSP B - 28,899(b) — —
INELIOSS «oveeiererssrrrsnerrereeemrema st eassroeests s et sa e eseeanen § (5666) § (13,224) § (43,145) § (42,830)
Per share:

Loss before extraordimnary item (C)...ccoceeecnene. 5 (09) § {(71) % (.73) § {(.72)

INEL1OSS (€ coveerrerrnreres sresmrenes coereaceemeeaeseameeneas (.09) (.22) (73) (.72)

Cash dividends..... .oooveoereereeeeereeee e .04 04 .04 .04

' 1981 Quarter Ended
December September ._l_u_n_e_ m
{Dollars in thousands,
except per share amounts)

INLETESt TNALEIN .ocveceeneeaeeraraees sreereeseraresnes sorvassesnrnns $(172,713) $(173,620) § (81,296) § (35,301)
COMMILMENT TEES vevvvee ceerereees + cee enrerees resssreassrerass 57,793 31,865 16,638 6,265
Gain (loss) on sales of MOrtgages .......ccooccevecinanan, 371 (73) (146) —
Guaranty fees .......cce. cocenveerrncennsenrenas cerreeerereens 326 —_ — —
Other INCOMIE .ot iitteieiiaes eme eivrssssennneeseeessasnes 4,687 4071 1,753 1,372
O1her EXPenses.......ccex corvreerrrinressrs svrvsrsvarssssrasrssans (21,312) (14,057) 27,455(d) (13,948)
Loss before Federal income taxes.... cocoeee vev vvvueeenes {130,848) (151,814) (35,596) (41,612)
Federal income taxes........ .cccocees o e {60,1G0) {72,300) (17,160) (20,000)
INELLOSS oot ceeemceeae s e eassaee $(70,748) % (79,514) § (18,496) $ (21,612)
Per share:

INELLOSS.. cooiiiiiciiirieeans cvees cerreesseesievreeresessesenes F (1200 § (134) § (.31) % (.37

Cash dividends.......cceeceveceict cevvves cervrvvrvens e .04 04 16 .16

{a)} Federal legislauon that atters FNMA's tax status to give 1t a tax loss carryback and carryforward treatment for operanng
losses comparabie to that of other finanaal msttutons ( 10-year carryback and 5-year carryforward ) was enacted i October 1982.
This legislauon gives FNMA access to refunds not otherwise avadlable Federal income taxes recorded in the fourth quarter include
an appropnate adjustment for this change 1o circumstances

{b) In September 1982, the corporation entered into a nontaxable transaction which resulted 1n the 1ssuance of 6.3 million shares
of 1ts common stock 1n exchange for $101 muliion of 1ts long-term debentures, which were reared
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(¢} The total of the four quarters does not equal the amount for the year since the amount for each peniod 1s independently
calcuiated based on the weighted average number of shares outstanding dunng that penod

(d) Results for the second quarter of 198! and year ended December 31, 1981 include a $42 0 mullion reduction 1 the
allowance for loan losses There was also a decrease wn the rate of providing for losses on conventional loans which resulted 1n a
reduction 1 the loss proviston of $1 O million 1n the second quarner, $3 2 million i the thurd quarter and $4 1 miliion m the fourth
quarter of 1981 Exclusive of these reductons the 1981 second quarter, third quarter, fourth quarter and yeariy loss would have been
$40 9 muhion, $81 2 million. $73 3 mullion and $217 0 mulhion or § 69, $1 37, §i 24, and $3 67 per share, respectively

UNAUDITED FINANCIAL DaTa ApJUSTED FOR EFFECTS OF CHANGING PRICES

The corporanon 1s subject to a requirement, promulgated by the Financial Accounting Standards
Board (FASB), that nt provide supplementary financial informanon which 1s intended to disclose the
impact of changing prices (inflaton) on 1ts financial condition and the resuits of operations As a financial
msutution, the corporation does not maintamn inventories or sigmficant amounts of plant and equipment
Accordingly, the adjustments to income required by the statement are not matenal 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 1n purchasing power of its net monetary assets. For FNMA, the
defimtion of net monetary assets includes wirtually all assets and labiliues of the corporation Net
monetary assets are, therefore. approximately equivalent to stockholders’ equity The loss from decline 1n
purchasing power 1s required to be measured by restating net monetary assets in constant dollars using the
Consumer Price Index for All Urban Consumers

In accordance with the FASB statement, an unaudited five-year comparnson of the impact of changing
prices on certain financial data 1s shown below
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Financial Data Adjusted for Effects of Changing Prices

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

Interest margin:

As reported $(506) $(463). § 21
In constant dollars (1) (506) (491) 25
Net income (loss):
As reported. (105) (190) 14
In constant dollars (1) (105) . (202) 17
Net monetary assets at end of year: :
As reported...... 1,164 1,204 1,419
In constant dollars (1). 1,143 1,232 1,585
Loss in purchasing power of
average net MONELary aSSetS......oceuereursuausnsencs 49 125 197
Per share:
Fully diluted earnings (loss):
As reported (1.72) (3.22) 23
In constant dollars (1) (1.72) (3.42) 27
Cash dividends:
As reported........... .16 .40 1.12
In constant dollars (1). .16 42 1.31
Year-end market price:
As reported. - 24.50 8.50 11.88
In constant dollars (1) ...c.coeereresnenescssivese 2406 - 8.70 13.28

Average consumer price indeX..........cooecueesenserns - 2.891 2.724 2.468
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(1) Constant dollars are computed by reference to the Consumer Price Index for All Urban Consumers and are expressed in

average 1982 dollars.
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