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PART I

We have been under conservatorship since September 6, 2008. As conservator, the Federal Housing Finance
Agency (“FHFA”) succeeded to all rights, titles, powers and privileges of the company, and of any
shareholder, officer or director of the company with respect to the company and its assets. We describe the
conservatorship and its impact on our business under “Item 1—Business—Conservatorship, Treasury
Agreements, Our Charter and Regulation of Our Activities” below.

Because of the complexity of our business and the industry in which we operate, we have included in this
annual report on Form 10-K a glossary under “Part [I—Item 7—Management’s Discussion and Analysis of
Financial Condition and Results of Operations (“MD&A” )—Glossary of Terms Used in This Report.”

Item 1. Business

OVERVIEW

Fannie Mae is a government-sponsored enterprise (“GSE”) that was chartered by Congress in 1938 to support
liquidity and stability in the secondary mortgage market, where existing mortgage loans are purchased and
sold. We securitize mortgage loans originated by lenders in the primary mortgage market into mortgage-
backed securities that we refer to as Fannie Mae MBS, which can then be bought and sold in the secondary
mortgage market. We describe the securitization process under “Business Segments—Single-Family Credit
Guaranty Business—Mortgage Securitizations” below. We also participate in the secondary mortgage market
by purchasing mortgage loans (often referred to as “whole loans”) and mortgage-related securities, including
our own Fannie Mae MBS, for our mortgage portfolio. We also make other investments that increase the
supply of affordable housing. Under our charter, we may not lend money directly to consumers in the primary
mortgage market.

We are subject to government oversight and regulation. Our regulators include FHFA, the Department of
Housing and Urban Development (“HUD”), the Securities and Exchange Commission (“SEC”), and the
Department of the Treasury (“Treasury”). We reference the Office of Federal Housing Enterprise Oversight
(“OFHEQO”), FHFA’s predecessor, in this report with respect to actions taken by our safety and soundness
regulator prior to the creation of FHFA on July 30, 2008.

Although we are a corporation chartered by the U.S. Congress, and although our conservator is a

U.S. government agency and Treasury owns our senior preferred stock and a warrant to purchase our common
stock, the U.S. government does not guarantee, directly or indirectly, our securities or other obligations. Our
common stock is listed on the New York Stock Exchange (“NYSE”) and traded under the symbol “FNM.” We
describe the impact of our failure to satisfy one of the NYSE’s standards for continued listing of our common
stock under “Conservatorship, Treasury Agreements, Our Charter and Regulation of Our Activities—New York
Stock Exchange Listing” below. Our debt securities are actively traded in the over-the-counter market.

MARKET OVERVIEW

Mortgage and housing market conditions worsened progressively and dramatically through 2008 and credit
concerns and the liquidity crisis affected the general capital markets. The housing market downturn that began
in the second half of 2006 and progressed through 2007 significantly worsened in 2008. During 2008, the
nation experienced significant declines in new and existing home sales, housing starts and mortgage
originations. Overall housing demand decreased over the past year due to an economic recession that began in
December 2007 and a significant reduction in the availability of credit. Continued high housing supply due to
the slowdown in demand, low availability of credit, and increase in mortgage foreclosures put downward
pressure on home prices. Home prices declined approximately 9% in 2008, as measured from the fourth
quarter of 2007 to the fourth quarter of 2008 based on our home price index, which is the greatest decline
since our home price index’s inception in 1975. As a result of declining home values, many home values fell
below the amount of the mortgage owed on the home, leaving many borrowers unable to sell their homes or
refinance their mortgage loans. These challenging market and economic conditions caused a significant
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increase in mortgage delinquencies, defaults and foreclosures during 2008. Moreover, high housing supply and
increased job losses have started to put pressure on the rental housing market.

Our business operates within the U.S. residential mortgage market, and therefore, we consider the amount of
U.S. residential mortgage debt outstanding to be the best measure of the size of our overall market. As of
September 30, 2008, the latest date for which information was available, the amount of U.S. residential
mortgage debt outstanding was estimated by the Federal Reserve to be approximately $12.1 trillion (including
$11.2 trillion of single-family mortgages). Our mortgage credit book of business, which includes mortgage
assets we hold in our investment portfolio, our Fannie Mae MBS held by third parties and credit
enhancements that we provide on mortgage assets, was $3.1 trillion as of September 30, 2008, or
approximately 26% of total U.S. residential mortgage debt outstanding.

With weak housing activity and national home price declines, growth in total U.S. residential mortgage debt
outstanding slowed to an estimated annual rate of 0.5% in the first nine months of 2008 (the most recent
available data), compared with 7.7% over the first nine months of 2007, and 12.7% over the first nine months
of 2006. We expect residential mortgage debt outstanding to shrink by approximately 0.2% in 2009. See
“Item 1A—Risk Factors” for a description of the risks associated with the housing market downturn and
continued home price declines.

The continuing downturn in the housing and mortgage markets has been affected by, and has had an effect on,
challenging conditions that exist across the global financial markets. This adverse market environment
intensified in the second half of 2008 and was characterized by increased illiquidity in the credit markets,
wider credit spreads, lower business and consumer confidence, and concerns about corporate earnings and the
solvency of many financial institutions. Conditions in the financial services industry were particularly difficult.
In the second half of 2008, we and Freddie Mac were placed into conservatorship, Lehman Brothers Holdings
Inc. (“Lehman Brothers”) filed for bankruptcy, and a number of major U.S. financial institutions consolidated
or received financial assistance from the U.S. government. During 2008, the FDIC was appointed receiver for
25 U.S. banks. Real gross domestic product, or GDP, growth slowed to 1.3% in 2008 with a decline of 3.8%
in the fourth quarter. The unemployment rate increased from 4.9% at the end of 2007 to 7.2% at the end of
2008.

Since the second half of 2008, the U.S. government took a number of actions intended to strengthen market
stability, improve the strength of financial institutions, and enhance market liquidity. These actions included
the following:

e On July 30, 2008, Congress passed the Housing and Economic Recovery Act of 2008 (“HERA”) which,
among other things, authorized the Secretary of the Treasury to purchase GSE debt, equity and other
securities.

* On September 7, 2008, the Treasury Secretary announced a program to purchase GSE mortgage-backed
securities in the open market pursuant to its authority under HERA. Treasury began purchasing Fannie
Mae MBS under this program in September 2008. This authority expires on December 31, 2009.

* On September 19, 2008, the Federal Reserve Board announced enhancements to its existing liquidity
facilities, including plans to purchase from primary dealers short-term debt obligations issued by us,
Freddie Mac and the 12 Federal Home Loan Banks (“FHLBs”).

* On October 3, 2008, Congress passed the Emergency Economic Stabilization Act of 2008, or Stabilization
Act, which authorized the Secretary of the Treasury to establish a Troubled Assets Relief Program, or
TARP, to purchase up to $700 billion in troubled assets (including mortgage loans and mortgage-backed
securities) from financial institutions. As of February 13, 2009, Treasury had committed a total of
$305.8 billion under TARP, including $276.0 billion in capital investments in U.S. financial institutions.

* On October 7, 2008, the Federal Reserve Board announced the creation of a commercial paper funding
facility that would fund purchases of commercial paper of three-month maturity from eligible issuers in
an effort to provide additional liquidity to the short-term debt markets.



* On October 14, 2008, the Federal Deposit Insurance Corporation (“FDIC”) announced a temporary
liquidity guarantee program pursuant to which it would guarantee, until June 30, 2012, the senior debt
issued on or before June 30, 2009 by all FDIC-insured institutions and their holding companies, as well as
deposits in non-interest-bearing accounts held in FDIC-insured institutions.

* On November 25, 2008, the Federal Reserve announced a new program to purchase up to $100 billion in
direct obligations of us, Freddie Mac, and the FHLBs, along with up to $500 billion in mortgage-backed
securities guaranteed by us, Freddie Mac and the Government National Mortgage Association (“Ginnie
Mae”). The Federal Reserve began purchasing our debt and MBS under this program in January 2009.

e On February 17, 2009, President Barack Obama signed into law the American Recovery and
Reinvestment Act of 2009 (“2009 Stimulus Act”), a $787 billion economic stimulus package aimed at
lifting the economy out of recession.

* On February 18, 2009, the Obama Administration announced the Homeowner Affordability and Stability
Plan (“HASP”) as part of the administration’s strategy to get the economy back on track. The
Administration announced that key components of the plan are (1) providing access to low-cost
refinancing for responsible homeowners suffering from falling home prices, (2) creating a $75 billion
homeowner stability initiative to reach up to three to four million at-risk homeowners and (3) supporting
low mortgage rates by strengthening confidence in Fannie Mae and Freddie Mac.

EXECUTIVE SUMMARY

We have been in conservatorship, with FHFA acting as our conservator, since September 6, 2008. As
conservator, FHFA succeeded to all rights, titles, powers and privileges of the company, and of any
shareholder, officer or director of the company with respect to the company and its assets. Following FHFA
placing us into conservatorship, a variety of factors that affect our business, results of operations, financial
condition, liquidity, net worth, corporate structure, management, business strategies and objectives, and
controls and procedures changed materially. We discuss the rights and powers of the conservator and the
provisions of our agreements with Treasury in more detail below under “Conservatorship, Treasury
Agreements, Our Charter and Regulation of Our Activities.”

Our “Executive Summary” presents the most significant factors on which management and the conservator
are focused in operating and evaluating our business and financial position and prospects, including recent
significant changes in our business operations and strategies. More specifically, we discuss:

* our business objectives and strategy, including the decision to make providing liquidity, stability and
affordability in the mortgage market the highest priority and, in particular, our focused efforts on
foreclosure prevention and helping homeowners;

 our 2008 results of operations, including our $58.7 billion loss for 2008 and our net worth deficit of
approximately $15.2 billion at year-end, resulting in a request from our conservator to Treasury for an
investment of this amount under the senior preferred stock purchase agreement;

e the recently announced Homeowner Affordability and Stability Plan, our role in that plan, and its
anticipated impact on us;

* the continuing deterioration of the performance of our mortgage credit book of business and the
potential additional pressure placed on that performance by our foreclosure prevention efforts;

* the funding challenges we experienced in 2008, the impact of debt market events on our debt maturity
profile and the resulting increase in our refinancing risk; and

* the likelihood that, in the future, we will need Treasury to make additional investments in the company
under the senior preferred stock purchase agreement.

For an explanation of terms we use in this executive summary without definition, please see our glossary of
terms included in “Part II—Item 7—MD&A—Glossary of Terms Used in This Report.”



Management of Our Business
Business Objectives and Strategy

FHFA, in its role as conservator, has overall management authority over our business but has delegated
specified oversight authorities to our Board of Directors. The conservator also has delegated authority to our
management to conduct our day-to-day operations. The Board of Directors and management are in
consultation with the conservator in establishing the strategic direction for the company, and the conservator
has approved the company’s current business objectives and strategy.

We face a variety of different, and potentially conflicting, objectives, including:
e providing liquidity, stability and affordability in the mortgage market;
* immediately providing additional assistance to this market and to the struggling housing market;

e limiting the amount of the investment Treasury must make under the senior preferred stock purchase
agreement in order to eliminate a net worth deficit;

e returning to long-term profitability; and
* protecting the interests of the taxpayers.

These objectives create conflicts in strategic and day-to-day decision-making that could lead to less than
optimal outcomes for one or more, or possibly all, of these objectives. For example, limiting the amount of
funds Treasury must invest in us pursuant to the senior preferred stock purchase agreement in order to
eliminate a net worth deficit could require us to constrain some of our business activities, including activities
that provide liquidity, stability and affordability to the mortgage market. Conversely, to the extent we increase
our efforts, or undertake new activities, to assist the mortgage market, our financial results are likely to suffer,
and we may be less effective in limiting Treasury’s future investments in us under the senior preferred stock
purchase agreement. We regularly consult with and receive direction from our conservator on how to balance
these objectives.

Currently, we are primarily focusing on:
* providing liquidity, stability and affordability in the mortgage market; and
* immediately providing additional assistance to this market and to the struggling housing market.

More specifically, in pursuit of these objectives, we have concentrated our efforts on keeping people in their
homes and preventing foreclosures. In addition, we have remained active in the secondary mortgage market
through our guaranty business. The essence of this strategy is to build liquidity and affordability in the
mortgage market, while efficiently creating and implementing successful foreclosure prevention approaches.
Currently, one of the principal ways in which we are focusing on these objectives is through our participation
in HASP, which we describe in more detail below. Focusing on these objectives is likely to contribute to
further deterioration in both our results of operations and our net worth, which in turn would both increase the
amount that Treasury will be required to invest in us under the senior preferred stock purchase agreement and
inhibit our ability to return to long-term profitability. We therefore consult regularly with our conservator on
how to balance these objectives against potentially competing considerations, such as limiting the amount of
Treasury’s investment in us and returning to long-term profitability.

Homeowner Affordability and Stability Plan

On February 18, 2009, the Obama Administration announced the Homeowner Affordability and Stability Plan.
HASP includes several different elements that impact and involve us:

* Loan Modification Program. Under HASP, we will offer to financially struggling homeowners loan
modifications that reduce their monthly principal and interest payments on their mortgages. This program
will be conducted in accordance with HASP requirements for borrower eligibility. The program seeks to
provide a uniform, consistent regime that servicers would use in modifying loans to prevent foreclosures.



Under the program, servicers that service loans held in Fannie Mae MBS trusts or in our portfolio will be
incented to reduce at-risk borrowers’ monthly mortgage payments to as little as 31% of monthly income,
which may be achieved through a variety of methods, including interest rate reductions, principal
forbearance and term extensions. Although HASP contemplates that some servicers will also make use of
principal reduction to achieve reduced payments for borrowers, we do not currently anticipate that
principal reduction will be used in modifying our loans. We will bear the full cost of these modifications
and will not receive a reimbursement from Treasury. Servicers will be paid incentive fees both when they
originally modify a loan, and over time, if the modified loan remains current. Borrowers whose loans are
modified through this program will also accrue monthly incentive payments that will be applied to reduce
their principal as they successfully make timely payments over a period of five years. Fannie Mae, rather
than Treasury, will bear the costs of these servicer and borrower incentive fees. As the details of this
program continue to develop, there may be additional incentive fees and other costs that we will bear.

* Program Administrator. We will play a role in administering HASP on behalf of Treasury. This will
include implementing the guidelines and policies within which the loan modification program will
operate, both for our own servicers and for servicers of non-agency loans that participate in the program.
We will also maintain records and track the performance of modified loans, both for our own loans, as
well as for loans of non-agency issuers that will participate in this program. Lastly, we will calculate and
remit the subsidies and incentive payments to non-agency borrowers, servicers and investors who
participate in the program. Treasury will reimburse us for the expenses we incur in connection with
providing these services.

o Streamlined Refinancing Initiative. Under HASP, we will help borrowers who have mortgages with
current loan-to-value ratios up to 105% to refinance their mortgages without obtaining new mortgage
insurance in excess of what was already in place. We have worked with our conservator and regulator,
FHFA, to provide us the flexibility to implement this element of HASP. Through the initiative, we will
offer this refinancing option only for qualifying mortgage loans we hold in our portfolio or that we
guarantee. We will continue to hold the portion of the credit risk not covered by mortgage insurance for
refinanced loans under this initiative. By March 4, 2009 we expect to release guidelines describing the
details of this initiative and we expect to implement this initiative in the second quarter of 2009 which
will bring efficiencies to the refinance process for lenders and borrowers.

Treasury has announced that it expects to issue guidelines for the national loan modification program,
including our loan modification program described above, by March 4, 2009. Given that the nature of both the
loan modification and streamlined refinance programs is unprecedented and the details of these programs are
still under development at this time, it is difficult for us to predict the full extent of our activities under the
programs and how those will impact us, the response rates we will experience, or the costs that we will incur.
However, to the extent that our servicers and borrowers participate in these programs in large numbers, it is
likely that the costs we incur associated with modifications of loans held in our portfolio or in Fannie Mae
MBS trusts as well as the borrower and servicer incentive fees associated with them, will be substantial, and
these programs would therefore likely have a material adverse effect on our business, results of operations,
financial condition and net worth.

We expect that our efforts under HASP will replace the previously announced Streamlined Modification
Program.



Other Programs to Provide Stability and Affordability Through Our Homeowner Assistance and

Foreclosure Prevention Initiatives

In addition to our expected efforts under HASP, and in light of our objectives and strategy, during 2008 and
2009 (and prior to the announcement of HASP), we adopted or expanded a variety of initiatives designed to
provide assistance to homeowners and prevent foreclosures, including the initiatives listed in the following table.

Initiative

Description

Objective

Suspension of Foreclosures (effective
11/26/08—1/31/09, 2/17/09—3/6/09)
and Suspension of Evictions (effective
11/26/08—3/6/09)

Suspension of foreclosure sales and
of evictions of occupants (renters or
owners) of single-family homes we
own

To aid borrowers facing foreclosure
(or tenants of properties subject to
foreclosure). During the suspension
period, we engaged in a concentrated
effort to implement foreclosure
prevention measures. We have now
extended these periods through
March 6, 2009 to allow us to
implement the recently announced
HASP

New and Amended Single-Family
Trust Documents (announced
12/8/08)

Trust documents govern how and
when a loan can be purchased out of
an MBS trust. New and revised trust
documents provide greater flexibility
to help borrowers with loans
securitized into our MBS trusts by
extending permitted forbearance and
repayment plan periods for loans in
most trusts and permitting earlier
removal of delinquent loans from
trusts created on or after January 1,
2009

To provide servicers with added
flexibility in designing workouts, and
to help delinquent borrowers stay in
homes

HomeSaver Advance (announced
6/16/08)

Provides an unsecured loan to
qualified borrowers to cure the
payment defaults on a first mortgage
loan. Originally available only to
borrowers who had missed three or
more payments; now available for
any qualified borrower regardless of
number of payments missed

To help delinquent borrowers bring
mortgages current (without requiring
the purchase of a loan out of an MBS
trust). Removing the requirement for
three missed payments permits
servicers to assist qualified borrowers
earlier in the process

National REO Rental Program
(announced 1/13/09)

Permits existing, qualified renters to
lease the property at market rate while
the property is marketed for sale or
provides financial assistance for the
tenant’s transition to new housing
should they choose to vacate the

property

To provide continued housing
opportunity for qualified renters in
Fannie Mae-owned foreclosed
properties to stay in their homes,
while the property is marketed, and
to promote neighborhood stabilization

“Second Look™ Program (initiated
10/08)

Review of seriously delinquent loans
by our personnel to confirm that the
borrower has been contacted and that
workout options have been offered
before a foreclosure sale is completed

To confirm that all workout options
are explored for seriously delinquent
borrowers and limit foreclosures

Reminder to servicers of availability
of pre-foreclosure sales and deeds-in-
lieu of foreclosure as a foreclosure
alternative (preexisting)

Permits the sale (pre-foreclosure or
“short” sale) or transfer (deed-in-lieu)
of the home without completing a
foreclosure sale

To permit earlier sales of the home in
order to avoid potential adverse
impact of further declines in home
value and terminate further mortgage
costs

The principal purposes of these initiatives are: to help stabilize the mortgage market; to limit foreclosures and
keep people in their homes; and to help stabilize communities.

The actions we are taking and the initiatives we have introduced to assist homeowners and limit foreclosures are
significantly different from our historical approach to delinquencies, defaults and problem loans. In addition,




many of these efforts are relatively new and are being applied more broadly and in ways that we have not
previously applied them. As a result, it will take time for us to assess and provide statistical information both on
the relative success of these efforts and their effect on our results of operations and financial condition. Our early
experience indicates that a number of our programs may not be achieving results either as rapidly as we had
expected or in the ways that we had expected, and we are working with our conservator to reassess these
programs in order to both help us best fulfill our objective of helping homeowners and the mortgage market, and
to determine their effectiveness and priority with respect to the recently announced HASP. As we assess these
programs, we may expand, eliminate or modify these programs in the future. We have included data relating to
our borrower loss mitigation activities for 2008 and prior periods in “Part [I—Item 7—Risk Management—
Credit Risk Management—Mortgage Credit Risk Management.”

Because approximately 92% of our guaranty book of business is made up of single-family conventional
mortgage loans that we own or that are in guaranteed Fannie Mae MBS and because the number of seriously
delinquent loans is significantly higher for our single-family mortgage credit guaranty book, we have focused
our credit loss reduction and foreclosure prevention efforts primarily on these single-family conventional
loans. The recently announced HASP is consistent with that focus. We have developed a variety of options for
providing assistance, rather than relying on a “one size fits all” approach, in recognition that no single solution
will resolve the varied problems facing homeowners who currently need assistance or who may need
assistance in the future. As we implement these new initiatives, however, we face a variety of challenges that
have limited the early success of our initiatives.

One challenge we face is the current unpredictability of consumer behavior. As a result, in introducing new
programs, we have little historical data that we can use either as a basis for predicting consumer impact,
response and acceptance rates, or to identify consumer behavior that is not consistent with historical patterns.
To address this challenge, we monitor and assess on a regular basis both our workout initiatives and our
understanding of borrowers’ needs in the current market environment so that we will be in a position to offer
solutions designed to have the highest possible success rate.

A second challenge we face is the stress that the current market environment has placed on servicer resources.
Because we implement all of our homeowner assistance programs through servicers and depend on them to
implement our initiatives effectively, limitations on servicer capacity and capabilities can significantly limit
both the success of our initiatives and the amount of flexibility that can be offered within and among various
initiatives. We therefore are focusing our efforts on accommodating servicers’ resource constraints by creating
and offering streamlined solutions for borrowers that are relatively easy both to explain and to implement. We
also have increased the number of our own personnel that we place onsite in the offices of our largest
servicers in order to enhance the servicers’ capacity in the face of their increasingly heavy workload.

Third, we are experiencing challenges in creating initiatives that will permit homeowners who face debt
pressure from a variety of sources in addition to mortgage loan payments to manage all of their debt payments
successfully. Other types of consumer debt and obligations arise from a variety of sources, including second
mortgages, credit card debt, loans to purchase an automobile, property insurance, and real estate taxes.
Because we generally only have the ability to affect a homeowner’s obligations relating to his or her first lien
mortgage loan, we expect that, in many cases, we may not be able to offer sufficient assistance to permit the
homeowner to continue to meet all existing obligations.

Finally, we believe that, during the current crisis, one of the key elements for successfully assisting
homeowners and preventing foreclosures is to reach troubled and potentially troubled borrowers earlier in the
delinquency process. We are working to develop effective ways to achieve this earlier intervention, which we
believe is necessary to accelerate positive change in the current mortgage market.

Before the modification of a loan that is held in an MBS trust becomes effective, we generally purchase the
loan from the trust. When we do, we are required by generally accepted accounting principles (“GAAP”) to
record the loan on our consolidated balance sheet at its current market value, rather than the loan amount, and
recognize a loss for any difference between the loan amount and the market value of the loan. As we work
aggressively to assist homeowners and implement the loan modification provisions of HASP, we expect that
the number of loans we modify will increase substantially during 2009 and beyond. Some portion of the loans



that we permanently modify will not thereafter perform successfully but instead will again default, resulting in
a foreclosure or requiring further modification at a later time.

For a discussion of various factors that may adversely affect the success of our homeowner assistance and
foreclosure prevention programs, as well as our financial condition and results of operations, refer to
“Item 1A—Risk Factors.”

Providing Mortgage Market Liquidity

In addition to our borrower support efforts, our work to support lenders and provide mortgage market liquidity
includes the following:

* Ongoing provision of liquidity to the mortgage markets. During the fourth quarter of 2008, we
purchased or guaranteed an estimated $113.3 billion in new business, measured by unpaid principal
balance, consisting primarily of single-family mortgages and provided financing for approximately
468,000 conventional single-family loans. Our purchase of approximately $35.0 billion of new and
existing multifamily loans during 2008 helped to finance approximately 577,000 multifamily units.

* Cancellation of planned delivery fee increase. In October 2008, we canceled a planned 25 basis point
increase in our adverse market delivery charge on mortgage loans.

e Partnership with Federal Home Loan Bank of Chicago. On October 7, 2008, we announced that we had
entered into an agreement with the Federal Home Loan Bank of Chicago under which we have committed
to purchase 15-year and 30-year fixed-rate mortgage loans that the Bank has acquired from its member
institutions through its Mortgage Partnership Finance® (MPF®) program, which helps make affordable
mortgages available to working families across the country. This arrangement is designed to allow us to
expand our efforts to a broader market and provide additional liquidity to the mortgage market while
prudently managing risk.

* Reduced fees for our real estate mortgage investment conduits (“REMICs”). In September 2008, we
reduced the fees for our REMICs by 15%.

* Relaxing restrictions on institutions holding principal and interest payments on our behalf in response to
an FDIC rule change. In October 2008, the FDIC announced a rule change that lowered our risk of loss
if a party holding principal and interest payments on our behalf in custodial depository accounts failed. In
response to this rule change, we curtailed or reversed actions we had been taking for several months prior
to October to reduce our risk. These prior actions included reducing the amount of our funds permitted to
be held with mortgage servicers, requiring more frequent remittances of funds and moving funds held
with our largest counterparties from custodial accounts to trust accounts.

Summary of Our Financial Results for 2008

We recorded a net loss of $58.7 billion and a diluted loss per share of $24.04 for 2008. Our results for 2008
were driven primarily by escalating credit-related expenses, consisting primarily of additions to our combined
loss reserves; significant fair value losses; investment losses from other-than-temporary impairment; and a
non-cash charge of $21.4 billion in the third quarter of 2008 to establish a partial deferred tax asset valuation
allowance. These results reflect the substantial challenges in the housing, mortgage and capital markets during
2008 and particularly during the second half of 2008, as well as the deepening economic recession and

extremely challenging financial environment, both of which significantly intensified during the fourth quarter
of 2008.

For the fourth quarter of 2008, we recorded a net loss of $25.2 billion and a diluted loss per share of $4.47,
compared with a net loss of $29.0 billion and a diluted loss per share of $13.00 for the third quarter of 2008.
The $3.8 billion decrease in our net loss for the fourth quarter of 2008 compared with the third quarter of
2008 was driven principally by our establishment during the third quarter of a deferred tax asset valuation
allowance of $21.4 billion, more than offsetting the increase in fair value losses in our Capital Markets group
to $12.3 billion during the fourth quarter of 2008, compared with $3.9 billion during the third quarter of 2008.



Our mortgage credit book of business increased to $3.1 trillion as of December 31, 2008 from $2.9 trillion as
of December 31, 2007, as we have continued to perform our chartered mission of helping provide liquidity to
the mortgage markets. Our estimated market share of new single-family mortgage-related securities issuances
was 41.7% for the fourth quarter of 2008, compared with 42.2% for the third quarter of 2008 and an average
estimated market share of 45.4% for the year. Our estimated market share of new single-family mortgage-
related securities issuances decreased during the second half of 2008 from the levels we achieved during the
first half of 2008 primarily due to changes in our pricing and eligibility standards, which reduced our
acquisition of higher risk loans, as well as changes in the eligibility standards of the mortgage insurance
companies, which further reduced our acquisition of loans with high loan-to-value ratios and other high-risk
features. In addition, the estimated market share of new single-family mortgage-related securities issuances
that were guaranteed by Ginnie Mae (which primarily guarantees securities backed by FHA insured loans)
increased significantly during 2008. The cumulative effect of these changes contributed to a reduction in our
mortgage acquisitions during the second half of 2008, compared with the first half of the year.

We provide more detailed discussions of key factors affecting changes in our results of operations and
financial condition in “Part [I—Item 7—MD&A—Consolidated Results of Operations,” “Part II—Item 7—
MD&A—Business Segment Results,” “Part I[I—Item 7—MD&A—Consolidated Balance Sheet Analysis,”
“Part II—Item 7—MD&A—Supplemental Non-GAAP Information—Fair Value Balance Sheets,” and
“Part II—Item 7—MD&A—Risk Management—Credit Risk Management—Mortgage Credit Risk
Management—Mortgage Credit Book of Business.”

Credit Overview

We expect economic conditions and falling home prices to continue to negatively affect our credit
performance in 2009, which will cause our credit losses to increase. Further, if economic conditions continue
to decline, more borrowers will be unable to make their monthly mortgage payments, resulting in increased
delinquencies and defaults, sharper declines in home prices and higher credit losses.

The credit statistics presented in Table 1 illustrate the deterioration in the credit performance of mortgage
loans in our single-family guaranty book of business in 2007, and on a quarterly basis in 2008.

Table 1: Credit Statistics, Single-Family Guaranty Book of Business""

2008 2007
Q4 Q3 Q2 Q1 Total Total
(Dollars in millions)

As of the end of each period:

Serious delinquency rate® .. ................ 2.42% 1.72% 1.36% 1.15% 2.42% 0.98%
On-balance sheet nonperforming loans®. . .. ... .. $20,484  $14,148  $11,275  $10,947 $20,484  $10,067
Off-balance sheet nonperforming loans™® .. ... ... $98,428  $49,318  $34,765  $23,983  $98,428  $17,041
Foreclosed pro;)erty inventory (number of

properties)™© L 63,538 67,519 54,173 43,167 63,538 33,729

During the period:

Loan modifications (number of properties)” . . . . . . 6,276 5262 10,190 11,521 33,249 26,421
HomeSaver Advance problem loan workouts

(number of properties)™® .. ... .. ... ... 25,783 27267 16,742 1,151 70,943 —
Foreclosed pro;)erty acquisitions (number of

properties)® . ... 20,998 29,583 23,963 20,108 94,652 49,121
Single-family credit-related expenses®. ... ... ... $11,917  $ 9215 $5339 $ 3254 $29725 $ 5,003
Single-family credit losses"® ... .. ... ... ... .. $ 2,197 $ 2,164 $ 1249 § 857 $ 6467 $ 1,331

' The single-family guaranty book of business consists of single-family mortgage loans held in our mortgage portfolio,
single-family Fannie Mae MBS held in our mortgage portfolio, single-family Fannie Mae MBS held by third parties,



and other credit enhancements that we provide on single-family mortgage assets. Excludes non-Fannie Mae
mortgage-related securities held in our investment portfolio for which we do not provide a guarantee.
@

-~

Calculated based on number of loans. We include all of the conventional single-family loans that we own and that
back Fannie Mae MBS in the calculation of the single-family delinquency rate.
G

=

Represents the total amount of nonaccrual loans, troubled debt restructurings, and first-lien loans associated with
unsecured HomeSaver Advance loans inclusive of troubled debt restructurings and HomeSaver Advance first-lien
loans on accrual status. A troubled debt restructuring is a modification to the contractual terms of a loan that results
in a concession to a borrower experiencing financial difficulty.

“

=

Represents unpaid principal balance of nonperforming loans in our outstanding and unconsolidated Fannie Mae MBS
held by third parties, including first-lien loans associated with unsecured HomeSaver Advance loans that are not
seriously delinquent.

G

N

Reflects the number of single-family foreclosed properties we held in inventory as of the end of each period.
®

N

Includes deeds in lieu of foreclosure.
@

=

Modifications include troubled debt restructurings and other modifications to the contractual terms of the loan that do
not result in concessions to the borrower. A troubled debt restructuring involves some economic concession to the
borrower, and is the only form of modification in which we do not expect to collect the full original contractual
principal and interest amount due under the loan, although other resolutions and modifications may result in our
receiving the full amount due, or certain installments due, under the loan over a period of time that is longer than the
period of time originally provided for under the loans.

@

=

Represents number of first-lien loans associated with unsecured HomeSaver Advance loans.
©

=

Consists of the provision for credit losses and foreclosed property expense.
19 Consists of (a) charge-offs, net of recoveries and (b) foreclosed property expense for the reporting period. Interest
forgone on single-family nonperforming loans in our mortgage portfolio is not reflected in our credit losses total. In
addition, other-than-temporary impairment losses resulting from deterioration in the credit quality of our mortgage-
related securities and accretion of interest income on single-family loans subject to SOP 03-3 are excluded from

credit losses.

Through December 31, 2008, our Alt-A loans, as well as certain other higher risk loans, loans on properties in
particular states, and loans originated in 2006 and 2007, contributed disproportionately to our worsening credit
statistics. At this time, however, we are observing higher delinquency rates across our broader guaranty book
of business as well.

Net Worth and Fair Value Deficit
Net Worth and Fair Value Deficit Amounts

Under our senior preferred stock purchase agreement with Treasury, Treasury generally has committed to provide
us funds of up to $100 billion, on a quarterly basis, in the amount, if any, by which our total liabilities exceed our
total assets, as reflected on our consolidated balance sheet, prepared in accordance with GAAP, for the applicable
fiscal quarter. On February 18, 2009, in connection with the announcement of HASP, Treasury announced that it
is amending the senior preferred stock purchase agreement with us to (1) increase its funding commitment from
$100 billion to $200 billion, and (2) increase the size of our mortgage portfolio allowed under the agreement by
$50 billion to $900 billion, with a corresponding increase in the allowable debt outstanding. In connection with
announcing Treasury’s planned amendments to the senior preferred stock purchase agreement, Secretary Geithner
stated that “Fannie Mae and Freddie Mac are critical to the functioning of the housing finance system in this
country and play a key role in making mortgage rates affordable and maintaining the stability and liquidity of our
mortgage market” and that “[t]he increased funding will provide forward-looking confidence in the mortgage
market and enable Fannie Mae and Freddie Mac to carry out ambitious efforts to ensure mortgage affordability
for responsible homeowners.” Because an amended agreement has not been executed as of the date of this report,
the following discussion of the senior preferred stock purchase agreement, as well as references to that agreement
throughout this report, refer to the terms of the existing agreement, without reflecting these changes. We describe
the terms of the senior preferred stock purchase agreement in more detail in “Conservatorship, Treasury
Agreements, Our Charter and Regulation of Our Activities—Treasury Agreements.”
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As a result of our net loss for the year ended December 31, 2008, our net worth (defined as the amount by which
our total assets exceed our total liabilities, as reflected on our consolidated balance sheet prepared in accordance
with GAAP), had a deficit of $15.2 billion as of December 31, 2008, a decrease of $59.3 billion from our net
worth of $44.1 billion as of December 31, 2007. As of December 31, 2008, our fair value deficit (which
represents a negative fair value of our net assets), as reflected in our consolidated non-GAAP fair value balance
sheet, was $105.2 billion, a decrease of $142.5 billion from the fair value of our net assets as of December 31,
2007. The amount that Treasury will invest in us under the senior preferred stock purchase agreement is
determined based on our GAAP balance sheet, rather than our non-GAAP fair value balance sheet. There are
significant differences between our GAAP balance sheet and our non-GAAP fair value balance sheet, which we
describe in greater detail in “Part [I—Item 7—MD&A—Supplemental Non-GAAP Information—Fair Value
Balance Sheets.”

If current trends in the housing and financial markets continue or worsen, we expect that we also will have a
net worth deficit in future periods, and therefore will be required to obtain additional funding from Treasury
pursuant to the senior preferred stock purchase agreement.

Request for Treasury Investment

Under the Regulatory Reform Act, FHFA must place us into receivership if the Director of FHFA makes a
written determination that our assets are, and during the preceding 60 days have been, less than our
obligations. FHFA has notified us that the measurement period for such a determination begins no earlier than
the date of the SEC filing deadline for our quarterly and annual financial statements and continues for a
period of 60 days after that date. FHFA also has advised us that, if we receive an investment from Treasury
during that 60-day period in order to eliminate our net worth deficit as of the prior period end in accordance
with the senior preferred stock purchase agreement, the Director of FHFA will not make a mandatory
receivership determination. The Director of FHFA submitted a request on February 25, 2009 to Treasury for
$15.2 billion on our behalf under the terms of the senior preferred stock purchase agreement in order to
eliminate our net worth deficit as of December 31, 2008. FHFA requested that Treasury provide the funds on
or prior to March 31, 2009.

Significance of Net Worth Deficit, Fair Value Deficit and Combined Loss Reserves

Our net worth deficit, which is derived from our consolidated GAAP balance sheet, includes the combined
loss reserves of $24.8 billion that we recorded in our consolidated balance sheet as of December 31, 2008.
Our non-GAAP fair value balance sheet presents all of our assets and liabilities at fair value as of the balance
sheet date, based on assumptions and management judgment, as described in more detail in “Part [I—Item 7—
MD&A—Supplemental Non-GAAP Information—Fair Value Balance Sheets” and “Part II—Item 7—
MD&A—-~Critical Accounting Policies and Estimates.” “Fair value” represents the price that would be received
to sell an asset or paid to transfer a liability in an orderly transaction between market participants at the
measurement date. This is also sometimes referred to as the “exit price.” In determining fair value, we use a
variety of valuation techniques and processes, which are described in more detail in “Part [I—Item 7—
MD&A—-Ceritical Accounting Policies and Estimates—Fair Value of Financial Instruments.” In general, fair
value incorporates the market’s current view of the future, and that view is reflected in the current price of the
asset or liability. However, future market conditions may be different from what the market has currently
estimated and priced into these fair value measures.

Neither our combined loss reserves, as reflected on our consolidated GAAP balance sheet, nor our estimate of
the fair value of our guaranty obligations, which we disclose in our consolidated non-GAAP fair value balance
sheet, reflects our estimate of the future credit losses inherent in our existing guaranty book of business. Rather,
our combined loss reserves reflect only probable losses that we believe we have already incurred as of the
balance sheet date, while the fair value of our guaranty obligation is based not only on future expected credit
losses over the life of the loans underlying our guarantees as of December 31, 2008, but also on the estimated
profit that a market participant would require to assume that guaranty obligation. Because of the severe
deterioration in the mortgage and credit markets, there is significant uncertainty regarding the full extent of future
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credit losses in the mortgage industry as a whole, as well as to any participant in the industry. Therefore, we are
not currently providing guidance or other estimates of the credit losses that we will experience in the future.

Liquidity
We fund our purchases of mortgage loans primarily from the proceeds from sales of our debt securities. In
September 2008, Treasury made available to us two additional sources of funding: the Treasury credit facility

and the senior preferred stock purchase agreement, as described below in “Conservatorship, Treasury
Agreements, Our Charter and Regulation of Our Activities—Treasury Agreements.”

During the second half of 2008, we began to experience significant deterioration in our access to the unsecured
debt markets, particularly for long-term and callable debt, and in the yields on our debt as compared with
relevant market benchmarks. These conditions, which became especially pronounced in October and November
2008, have had, and are continuing to have, adverse effects on our business and results of operations. Several
factors contributed to the reduced demand for our debt securities, including continued severe market disruptions,
market concerns about our capital position and the future of our business (including its future profitability, future
structure, regulatory actions and agency status) and the extent of U.S. government support for our business.

On November 25, 2008, the Federal Reserve announced that it would purchase up to $100 billion in direct
obligations of us, Freddie Mac and the FHLBs, and up to $500 billion in MBS guaranteed by us, Freddie Mac
and Ginnie Mae. Since that time, the Federal Reserve has been supporting the liquidity of our debt as an active
and significant purchaser of our long-term debt in the secondary market, and we have experienced noticeable
improvement in spreads and in our access to the debt markets in January and February 2009. However, this
recent improvement may not continue or may reverse. In addition, while distribution of recent issuances to
international investors has been consistent with our distribution trends prior to mid-2007, we continue to
experience reduced demand from international investors, particularly foreign central banks, compared with the
historically high levels of demand we experienced from these investors between mid-2007 and mid-2008.

Because consistent demand for both our debt securities with maturities greater than one year and our callable
debt was low between July and November 2008, we were forced to rely increasingly on short-term debt to
fund our purchases of mortgage loans, which are by nature long-term assets. As a result, we will be required
to refinance, or “roll over,” our debt on a more frequent basis, exposing us to an increased risk, particularly
when market conditions are volatile, that demand will be insufficient to permit us to refinance our debt
securities as necessary and to risks associated with refinancing under adverse credit market conditions. Further,
we expect that our “roll over,” or refinancing, risk is likely to increase substantially as we approach year-end
2009 and the expiration of the Treasury credit facility. See “Part [I—Item 7—MD&A—Liquidity and Capital
Management—Liquidity Management—Debt Funding—Debt Funding Activity” for more information on our
debt funding activities and risks posed by our current market challenges, and “Item 1A—Risk Factors” for a
discussion of the risks to our business posed by our reliance on the issuance of debt to fund our operations.

The Treasury credit facility and the senior preferred stock purchase agreement may provide additional sources
of funding in the event that we cannot adequately access the unsecured debt markets. On February 25, 2009,
the Director of FHFA submitted a request to Treasury on our behalf for $15.2 billion in funding under the
terms of the senior preferred stock purchase agreement in order to eliminate our net worth deficit as of
December 31, 2008. There are limitations on our ability to use either of these sources of funding, however,
and we describe these limitations in “Part [I—Item 7—MD&A—Liquidity and Capital Management—
Liquidity Management—Liquidity Contingency Plan.”

In addition, although our liquidity contingency plan anticipates that we would use specified alternative sources
of liquidity to the extent that we are unable to access the unsecured debt markets, we have uncertainty
regarding our ability to execute on our liquidity contingency plan in the current market environment. See
“Part II—Item 7—MD&A—Liquidity and Capital Management—Liquidity Management—Liquidity
Contingency Plan” for a description of our liquidity contingency plan and the current uncertainties regarding
that plan.
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Outlook
During the fourth quarter of 2008, our outlook for 2009 worsened.

Overall Market Conditions: ~We expect that the current crisis in the U.S. and global financial markets will
continue, which will continue to adversely affect our financial results throughout 2009. We expect the
unemployment rate to continue to increase as the economic recession continues. We expect to continue to
experience home price declines and rising default and severity rates, all of which may worsen as
unemployment rates continue to increase and if the U.S. continues to experience a broad-based recession. We
expect mortgage debt outstanding to shrink by approximately 0.2% in 2009. We continue to expect the level
of foreclosures and single-family delinquency rates to increase further in 2009.

Home Price Declines: Following a decline of approximately 9% in 2008, we expect that home prices will
decline another 7% to 12% on a national basis in 2009. We now expect that we will experience a peak-to-
trough home price decline of 20% to 30%, rather than the 15% to 19% decline we predicted last year. These
estimates contain significant inherent uncertainty in the current market environment, due to historically
unprecedented levels of uncertainty regarding a variety of critical assumptions we make when formulating
these estimates, including: the effect of actions the federal government may take with respect to national
economic recovery; the impact of those actions on home prices, unemployment, and the general economic
environment; and the rate of unemployment and/or wage decline. Because of these uncertainties, the actual
home price decline we experience may differ significantly from these estimates. We also expect significant
regional variation in home price decline percentages, with steeper declines in certain areas such as Florida,
California, Nevada and Arizona.

Our estimate of a 7% to 12% home price decline for 2009 compares with a home price decline of approximately
12% to 18% using the S&P/Case-Schiller index method, and our 20% to 30% peak-to-trough home price decline
estimate compares with an approximately 33% to 46% peak-to-trough decline using the S&P/Case-Schiller index
method. Our estimates differ from the S&P/Case-Schiller index in two principal ways: (1) our estimates weight
expectations for each individual property by number of properties, whereas the S&P/Case-Schiller index weights
expectations of home price declines based on property value, such that declines in home prices on higher priced
homes will have a greater effect on the overall result; and (2) our estimates do not include sales of foreclosed
homes because we believe that differing maintenance practices and the forced nature of the sales make them less
representative of market values, whereas the S&P/Case-Schiller index includes foreclosed property sales. The S&P/
Case-Schiller comparison numbers shown above are calculated using our models and assumptions, but modified to
use these two factors (weighting of expectations based on property value and the inclusion of foreclosed property
sales). In addition to these differences, our estimates are based on our own internally available data combined with
publicly available data, and are therefore based on data collected nationwide, whereas the S&P/Case-Schiller index
is based only on publicly available data, which may be limited in certain geographies. Our comparative
calculations to the S&P/Case-Schiller index provided above are not modified to account for this data pool
difference.

Credit Losses and Loss Reserves: 'We continue to expect our credit loss ratio (which excludes SOP 03-3 fair
value losses and HomeSaver Advance fair value losses) in 2009 will exceed our credit loss ratio in 2008. We
also expect a significant increase in our SOP 03-3 fair value losses as we increase the number of loans we
repurchase from MBS trusts in order to modify them. In addition, we expect significant continued increases in
our combined loss reserves through 2009.

Liquidity:  Although our access to the debt markets has improved noticeably since late November 2008, we
expect continued pressure on our access to the debt markets throughout 2009 at economically attractive rates.
Further, we expect the pressure will become increasingly great as we approach the expiration of the Treasury
credit facility at the end of 2009. Pressure on our ability to access the debt markets at attractive rates,
particularly our ability to issue long-term debt at attractive rates, increases our borrowing costs as well as our
“roll over” risk, limits our ability to grow and to manage our market and liquidity risk effectively, and
increases the likelihood that we may need to borrow under the Treasury credit facility.
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Uncertainty Regarding our Future Status and Profitability: ~We expect that we will experience adverse financial
effects because of our strategy of concentrating our efforts on keeping people in their homes and preventing
foreclosures, including our efforts under HASP, while remaining active in the secondary mortgage market. In
addition, future activities that our regulators, other U.S. government agencies or Congress may request or require
us to take to support the mortgage market and help borrowers may contribute to further deterioration in our
results of operations and financial condition. In a statement issued on September 7, 2008, the then-Secretary of
the Treasury stated that there is a consensus that we and Freddie Mac pose a systemic risk and that we could not
continue in our then-current form.

BUSINESS SEGMENTS

We are organized in three complementary business segments: Single-Family Credit Guaranty, Housing and
Community Development, and Capital Markets. The table below displays net revenues, net income (loss) and
total assets for each of our business segments for the years ended December 31, 2008, 2007 and 2006.

Business Segment Summary Financial Information
For the Year Ended December 31,

2008 2007 2006
(Dollars in millions)

Net revenues:‘"

Single-Family Credit Guaranty . ................ ... uuunnnn... $ 9434 $ 7,062 $ 6,079
Housing and Community Development. . . ......... ... ... ....... 476 425 510
Capital Markets . . .. ... 7,526 3,718 5,432

Total . ..o $ 17,436 $11,205  $12,021

Net income (loss):

Single-Family Credit Guaranty . ............... ... ... uuunnno.. $(27,101) $ (858) $ 2,044
Housing and Community Development. . .. ........ .. ... .. ... ..... (2,189) 157 338
Capital Markets . . .. ... (29,417) (1,349) 1,677

Total . . . o $(58,707)  $(2,050) $ 4,059

As of December 31,
2008 2007 2006
(Dollars in millions)

Total assets:

Single-Family Credit Guaranty . ...................... $ 24,115 $ 23,356 $ 15,777
Housing and Community Development . ... ............. 10,994 15,094 14,100
Capital Markets . ............ .. ... ... ... .. ... ... 877,295 840,939 814,059

Total ... .. $912,404  $879,389  $843,936

" Includes net interest income, guaranty fee income, trust management income, and fee and other income.

For information on the results of operations of our business segments, see “Part [I—Item 7—MD&A—
Business Segment Results.”

Single-Family Credit Guaranty Business

Our Single-Family Credit Guaranty, or Single-Family, business works with our lender customers to securitize
single-family mortgage loans into Fannie Mae MBS and to facilitate the purchase of single-family mortgage
loans for our mortgage portfolio. Single-family mortgage loans relate to properties with four or fewer
residential units. Revenues in the segment are derived primarily from guaranty fees received as compensation
for assuming the credit risk on the mortgage loans underlying single-family Fannie Mae MBS and on the
single-family mortgage loans held in our portfolio.
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The aggregate amount of single-family guaranty fees we receive in any period depends on the amount of
Fannie Mae MBS outstanding during that period and the applicable guaranty fee rates. The amount of Fannie
Mae MBS outstanding at any time is primarily determined by the rate at which we issue new Fannie Mae
MBS and by the repayment rate for the loans underlying our outstanding Fannie Mae MBS. Other factors
affecting the amount of Fannie Mae MBS outstanding are the extent to which we purchase loans from our
MBS trusts because of borrower defaults (with the amount of these purchases affected by rates of borrower
defaults on the loans and the extent of loan modification programs in which we engage) and the extent to
which servicers repurchase loans from us at our request because there was a breach in the representations and
warranties provided upon delivery of the loans.

Mortgage Securitizations

Our most common type of securitization transaction is referred to as a “lender swap transaction.” Mortgage
lenders that operate in the primary mortgage market generally deliver pools of mortgage loans to us in
exchange for Fannie Mae MBS backed by these loans. After receiving the loans in a lender swap transaction,
we place them in a trust that is established for the sole purpose of holding the loans separate and apart from
our assets. We serve as trustee for the trust. We deliver to the lender (or its designee) Fannie Mae MBS that
are backed by the pool of mortgage loans in the trust and that represent an undivided beneficial ownership
interest in each of the loans. We guarantee to each MBS trust that we will supplement amounts received by
the MBS trust as required to permit timely payment of principal and interest on the related Fannie Mae MBS.
We retain a portion of the interest payment as the fee for providing our guaranty. Then, on behalf of the trust,
we make monthly distributions to the Fannie Mae MBS certificateholders from the principal and interest
payments and other collections on the underlying mortgage loans. For more information on our MBS trusts,
see “Part [I—Item 7—MD&A—Off-Balance Sheet Arrangements and Variable Interest Entities.”

We issue both single-class and multi-class Fannie Mae MBS. Single-class Fannie Mae MBS refers to Fannie
Mae MBS where the investors receive principal and interest payments in proportion to their percentage
ownership of the MBS issuance. Multi-class Fannie Mae MBS refers to Fannie Mae MBS, including REMICs,
where the cash flows on the underlying mortgage assets are divided, creating several classes of securities, each
of which represents a beneficial ownership interest in a separate portion of cash flows. Terms to maturity of
some multi-class Fannie Mae MBS, particularly REMIC classes, may match or be shorter than the maturity of
the underlying mortgage loans and/or mortgage-related securities. As a result, each of the classes in a multi-
class Fannie Mae MBS may have a different coupon rate, average life, repayment sensitivity or final maturity.
We also issue structured Fannie Mae MBS, which are multi-class Fannie Mae MBS or single-class Fannie
Mae MBS that are resecuritizations of other single-class Fannie Mae MBS.

MBS Trusts

Each of our single-family MBS trusts operates in accordance with a trust agreement or an indenture. In most
instances, a single-family MBS trust is also governed by an issue supplement documenting the formation of
that MBS trust and the issuance of the Fannie Mae MBS by that trust. In December 2008, we established a
new single-family master trust agreement that governs our single-family MBS trusts formed on or after
January 1, 2009 and amended and restated our previous 2007 master trust agreement in order to provide
greater flexibility to help borrowers with loans securitized in our MBS trusts. The trust agreements or the trust
indenture, together with the issue supplement and any amendments, are the “trust documents” that govern an
individual MBS trust.

In accordance with the terms of our single-family MBS trust documents, we have the option or, in some
instances, the obligation, to purchase specified mortgage loans from an MBS trust. Our acquisition cost for
these loans is the unpaid principal balance of the loan plus accrued interest. We generally purchase from the
MBS trust any loan that we intend to modify prior to the time that the modification becomes effective. After
we purchase the loan, we generally work with the borrower to modify the loan. Because we have established
and are implementing a variety of strategies designed to permit modification of both whole loans that we own
and loans in our MBS trusts, we expect that the number of loans we purchase from our MBS trusts will
increase significantly. In the current market environment, an increase in the loans we purchase from our MBS
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trusts also will increase our losses because we are required by GAAP to record these loans on our balance
sheet at their market value, rather than at the loan amount, and recognize a loss for the difference between the
loan amount and the market value of the loan.

In deciding whether and when to purchase a loan from an MBS trust, we consider a variety of factors,
including our legal ability or obligation to purchase loans under the terms of the trust documents; our mission
and public policy; our loss mitigation strategies and the exposure to credit losses we face under our guaranty;
our cost of funds; relevant market yields; the administrative costs associated with purchasing and holding the
loan; counterparty exposure to lenders that have agreed to cover losses associated with delinquent loans;
general market conditions; our statutory obligations under our Charter Act; and other legal obligations such as
those established by consumer finance laws. The weight we give to these factors may change in the future
depending on market circumstances and other factors. Refer to “Part II—Item 7—MD&A—Critical
Accounting Policies and Estimates—Fair Value of Financial Instruments—Fair Value of Loans Purchased with
Evidence of Credit Deterioration” and “Part [I—Item 7—MD&A—Consolidated Results of Operations—
Credit-Related Expenses—Provision Attributable to SOP 03-3 and HomeSaver Advance Fair Value Losses” for
a description of our accounting for delinquent loans purchased from MBS trusts and the effect of these
purchases on our 2008 financial results.

Mortgage Acquisitions

We acquire single-family mortgage loans for securitization or for our investment portfolio through either our
flow or bulk transaction channels. In our flow business, we enter into agreements that generally set
agreed-upon guaranty fee prices for a lender’s future delivery of individual loans to us over a specified time
period. Our bulk business generally consists of transactions in which a defined set of loans are to be delivered
to us in bulk, and we have the opportunity to review the loans for eligibility and pricing prior to delivery in
accordance with the terms of the applicable contracts. Guaranty fees and other contract terms for our bulk
mortgage acquisitions are typically negotiated on an individual transaction basis.

Mortgage Servicing

The servicing of the mortgage loans that are held in our mortgage portfolio or that back our Fannie Mae MBS
is performed by mortgage servicers on our behalf. Typically, lenders who sell single-family mortgage loans to
us service these loans for us. We require lenders to obtain our approval before selling servicing rights and
obligations to other servicers.

Our mortgage servicers typically collect and deliver principal and interest payments, administer escrow
accounts, monitor and report delinquencies, perform default prevention activities, evaluate transfers of
ownership interests, respond to requests for partial releases of security, and handle proceeds from casualty and
condemnation losses. Our mortgage servicers are the primary point of contact for borrowers and perform a key
role in the effective implementation of our homeownership assistance initiatives, negotiation of workouts of
troubled loans, and loss mitigation activities. If necessary, mortgage servicers inspect and preserve properties
and process foreclosures and bankruptcies. Because we delegate the servicing of our mortgage loans to
mortgage servicers and do not have our own servicing function, our ability to actively manage troubled loans
that we own or guarantee may be limited. For more information on our homeownership assistance initiatives
and a discussion of the risks associated with them, refer to “Item 1A—Risk Factors” and “Part II—Item 7—
MD&A—Risk Management—Credit Risk Management—Mortgage Credit Risk Management—Problem Loan
Management and Foreclosure Prevention.”

We compensate servicers primarily by permitting them to retain a specified portion of each interest payment
on a serviced mortgage loan as a servicing fee. Servicers also generally retain prepayment premiums,
assumption fees, late payment charges and other similar charges, to the extent they are collected from
borrowers, as additional servicing compensation. We also compensate servicers for negotiating workouts on
problem loans.
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Refer to “Item 1A—Risk Factors” and “Part [I—Item 7—MD&A—Risk Management—Credit Risk
Management—Institutional Counterparty Credit Risk Management” for a discussion of the risks associated
with a default by a mortgage servicer and how we seek to manage those risks.

Housing and Community Development Business

Our Housing and Community Development, or HCD, business works with our lender customers to securitize
multifamily mortgage loans into Fannie Mae MBS and to facilitate the purchase of multifamily mortgage
loans for our mortgage portfolio. Multifamily mortgage loans relate to properties with five or more residential
units, which may be apartment communities, cooperative properties or manufactured housing communities.
Our HCD business also makes federal low-income housing tax credit (“LIHTC”) partnership, debt and equity
investments to increase the supply of affordable housing. Revenues in the segment are derived from a variety
of sources, including the (1) guaranty fees received as compensation for assuming the credit risk on the
mortgage loans underlying multifamily Fannie Mae MBS and on the multifamily mortgage loans held in our
portfolio, (2) transaction fees associated with the multifamily business and (3) bond credit enhancement fees.
HCD’s investments in rental housing projects eligible for LIHTC and other investments generate both tax
credits and net operating losses that may reduce our federal income tax liability. Other investments in rental
and for-sale housing generate revenue and losses from operations and the eventual sale of the assets. As
described in “Part [I—Item 7—MD&A—Critical Accounting Policies and Estimates—Deferred Tax Assets,”
we concluded that it is more likely than not that we would not generate sufficient taxable income in the
foreseeable future to realize all of our deferred tax assets. As a result, we are not currently making new
LIHTC investments other than pursuant to commitments existing prior to 2008.

Mortgage Securitizations

Our HCD business generally creates multifamily Fannie Mae MBS in the same manner as our Single-Family
business creates single-family Fannie Mae MBS. See “Single-Family Credit Guaranty Business—Mortgage
Securitizations” for a description of a typical lender swap securitization transaction.

MBS Trusts

Each of our multifamily MBS trusts operates in accordance with a trust agreement or an indenture. In most
instances, a multifamily MBS trust is also governed by an issue supplement documenting the formation of that
MBS trust and the issuance of the Fannie Mae MBS by that trust. In January 2009, we established a new
multifamily master trust agreement that governs our multifamily MBS trusts formed on or after February 1,
2009 and amended and restated our previous 2007 master trust agreement to (i) establish specific criteria for
the segregation and maintenance by our loan servicers of collateral reserve accounts, (ii) provide greater
flexibility in dealing with defaulted loans held in a MBS trust, and (iii) make changes to our multifamily MBS
trusts to conform with our single-family MBS trusts.

In accordance with the terms of our multifamily MBS trust documents, we have the option or, in some
instances, the obligation, to purchase specified mortgage loans from an MBS trust. Our acquisition cost for
these loans is the unpaid principal balance of the loan plus accrued interest. We generally purchase from the
MBS trust any loan that we intend to modify prior to the time that the modification becomes effective. We
typically exercise our option to purchase a loan from a multifamily MBS trust if the loan is delinquent, in
whole or in part, as to four or more consecutive monthly payments. After we purchase the loan, we generally
work with the borrower to modify the loan.

Mortgage Acquisitions

Our HCD business acquires multifamily mortgage loans for securitization or for our investment portfolio
through either our flow or bulk transaction channels, in substantially the same manner as described under
“Single-Family Credit Guaranty Business—Mortgage Acquisitions.”
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Mortgage Servicing

As with the servicing of single-family mortgages, described under “Single-Family Credit Guaranty Business—
Mortgage Servicing,” multifamily mortgage servicing is typically performed by the lenders who sell the
mortgages to us. In contrast to our single-family mortgage servicers, however, many of those lenders have
agreed, as part of the multifamily delegated underwriting and servicing relationship we have with these
lenders, to accept loss sharing under certain defined circumstances with respect to mortgages that they have
sold to us and are servicing. Thus, multifamily loss sharing obligations are an integral part of our selling and
servicing relationships with multifamily lenders. Consequently, transfers of multifamily servicing rights are
infrequent and are carefully monitored by us to enforce our right to approve all servicing transfers. As a seller-
servicer, the lender is also responsible for evaluating the financial condition of property owners, administering
various types of agreements (including agreements regarding replacement reserves, completion or repair, and
operations and maintenance), as well as conducting routine property inspections.

Affordable Housing Investments

Our HCD business helps to expand the supply of affordable housing by investing in rental and for-sale
housing projects. Most of these are LIHTC investments. Our HCD business also makes equity investments in
rental and for-sale housing, and participates in specialized debt financing. These investments are consistent
with our focus on serving communities and improving access to affordable housing. As described in “Part II—
Item 7—MD&A—Critical Accounting Policies and Estimates—Deferred Tax Assets,” we concluded that it is
more likely than not that we would not generate sufficient taxable income in the foreseeable future to realize
all of our deferred tax assets. As a result, we are currently recognizing only a small amount of tax benefits
associated with tax credits and net operating losses in our financial statements. As a result of our tax position,
we did not make any new LIHTC investments in 2008 other than pursuant to commitments existing prior to
2008. As we are limited in our use of the tax benefits related to our LIHTC investments, we will consider
selling LIHTC investments, as we did in 2007 and 2008, if we conclude that the economic return from selling
these investments is greater than the benefits we would receive from continuing to hold these investments. In
addition, we have limited our new equity and specialized debt investments in 2008 as a result of unfavorable
real estate market conditions.

For additional information regarding our investments in LIHTC partnerships and their impact on our financial
results, refer to “Part II—Item 7—MD&A—Consolidated Results of Operations—Losses from Partnership
Investments” and “Part II—Item 7—MD&A—Off-Balance Sheet Arrangements and Variable Interest Entities.”

Capital Markets Group

Our Capital Markets group manages our investment activity in mortgage loans, mortgage-related securities and
other investments, our debt financing activity, and our liquidity and capital positions. We fund our investments
primarily through proceeds we receive from our issuance of debt securities in the domestic and international
capital markets.

Our Capital Markets group generates most of its revenue from the difference, or spread, between the interest
we earn on our mortga