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MEANING OF THE SECURITIES EXCHANGE
ACT OF 1934.

The Guaranteed MBS Pass-Through Securities (the “Certificates”) are issued and guaranteed as
to timely distribution of principal and interest by the Federal National Mortgage Association, a
corporation organized and existing under the laws of the United States (the “Corporation” or ‘‘Fannie
Mae”). The Certificates represent beneficial ownership interegts in the principal and interest distribu-
tions on certain “fully modified pass-through” mortgage-backed securities (“GNMA Certificates”),
guaranteed as to timely distribution of principal and interest by the Government National Mortgage
Association (“GNMA”). The GNMA Certificates will be held for the Holders (as hereinafter defined)
of Certificates by Fannie Mae in its capacity as Trustee of the related Trust (the “Trust™). Al
Certificates relating to a particular Trust are hereinafter referred to as an “Issue.” The GNMA
Certificates represent beneficial interests in pools (“Pools™) of first lien, residential mortgage loans

(the “Mortgage Loans™).

Each Issue of Certificates will be issued pursuant toa Trust Agreement dated as of April 1, 1988,
executed by Fannie Mae in its corporate capacity and its capacity as Trustee, as supplemented by an
Issue Supplement to the Trust Agreement, dated as of the Issue Date specified in the Preliminary
Data Statement referred to in the attached SMBS Prospectus (collectively, the “Trust Agreement’’).
The Certificates will evidence the entire beneficial interest in the distributions of principal of and
interest on the underlying GNMA Certificates. Principal and interest will be distributed monthly on
the 25th day of each month (or if such 25th day is not a business day, on the first business day next
succeeding such 25th day, commencing in the month following the Issue Date) (each a “‘Distribution
Date”). The aggregate distributions of principal and interest required to be made by Fannie Mae on
each Distribution Date to Holders of Certificates will be calculated as described herein. The portion of
principal and interest to which the Holder of each Certificate is entitled will be equal to the percentage
obtained by dividing the original principal amount or «denomination” of such Certificate by the
aggregate original principal amount of all Certificates of the related Issue.

This Prospectus does not contain complete information regarding this offering
and should be read only in conjunction with the attached SMBS Prospectus.



THE GNMA CERTIFICATES

GNMA

The Government National Mortgage Association (“GNMA"") is a wholly owned corporate instru-
mentality of the United States within the Department of Housing and Urban Development. Sec-
tion 306(g) of Title III of the National Housing Act of 1934, as amended (the “Housing Act”),
authorizes GNMA to guarantee the timely payment of the principal of, and interest on, certificates
that are based on and backed by a pool of mortgage loans insured by the Federal Housing Administra-
tion (the “FHA”’) under the Housing Act or Title V of the Housing Act of 1949, or partially guaranteed
by the Department of Veterans Affairs (“VA”) under the Servicemen’s Readjustment Act of 1944, as
amended, or Chapter 37 of Title 38, United States Code.

Section 306(g) of the Housing Act provides that “‘the full faith and credit of the United States is
pledged to the payment of all amounts which may be required to be paid under any guaranty under
this subsection.” To meet its obligations under such guaranties, GNMA is authorized, under Sec-
tion 306(d) of the Housing Act, to borrow from the United States Treasury with no limitations as to

amount.

GNMA Certificates

Fach GNMA Certificate underlying an Issue of Certificates will be a “fully modified pass-
through” mortgage-backed security issued and serviced by a mortgage banking company or other
financial concern approved by GNMA as a seller-servicer of loans insured by the FHA and/or loans
partially guaranteed by the VA. Each of the Mortgage Loans will be a fixed-rate, fully amortizing
Mortgage Loan secured by a first mortgage or deed of trust on a one- to four-family residential
property. Although GNMA Certificates may be backed by 15-year Mortgage Loans, GNMA’s normal
requirements provide that at least 90% of the principal amount of a pool or loan package must consist
of Mortgage Loans with original maturities of at least 20 years. GNMA Certificates may be issued
under either or both of the GNMA I program (“GNMA I Certificates””) and the GNMA 1I program
(“GNMA II Certificates”). The holder of a GNMA Certificate has essentially the same rights with
respect to a GNMA Certificate issued under either program. However, there are certain differences

between the two programs. -

]

Under the GNMA I program, monthly payments will be made directly by the GNMA issuer to the
registered holder of the GNMA I Certificate by the 15th calendar day of each month. Under the
GNMA I program an individual GNMA issuer assembles a pool of mortgage loans against which it
issues and markets GNMA I Certificates. All mortgage loans underlying a particular GNMA I Certifi-
cate must have the same annual interest rate, and the pass-through rate on each GNMA I Certificate
will be 0 5% per annum less than the annual interest rate on the mortgage loans included in the pool of

mortgage loans backing such GNMA I Certificate.

Under the GNMA II program, monthly payments will be made to the registered holder of the
GNMA I Certificate through Chemical Bank, as paying agent, no later than the 20th calendar day of
each month. Under the GNMA II program multiple issuer pools may be formed through the aggrega-
tion of loan packages of more than one GNMA issuer. Under this option, packages submitted by
various GNMA issuers for a particular issue date and pass-through rate are aggregated into a single
pool which backs a single issue of GNMA II Certificates. Each GNMA II Certificate issued under a
multiple issuer pool is backed by a proportionate interest in the entire pool rather than solely by the
loan package contributed by any one GNMA issuer. Single 18suer pools also may be formed under the
GNMA 1I program. Mortgages underlying a particular GNMA II Certificate may have annual interest
rates that vary from each other by up to 1%, and the pass-through rate on each GNMA II Certificate
will be between 0.5% and 1.5% per annum less than the highest annual interest rate on any mortgage
loan included in the pool of mortgage loans backing such GNMA II Certificate.



THE CERTIFICATES

The following summaries describe certain provisions of the Trust Agreement. Certain capitalized
terms in these summaries are used as defined in the Trust Agreement. These summaries do not
purport to be complete and are subject to, and qualified in their entirety by reference to, the more
complete provisions of the Trust Agreement.

Transfer of GNMA Certificates to Mega Trust

The GNMA Certificates transferred to a Trust will be identified in a Fannie Mae Security
Schedule appearing as an exhibit to the Issue Supplement for such Trust, and will be held for the
Holders of Certificates by Fannie Mae in its capacity as Trustee of the Trust.

Distributions on GNMA Certificates; Deposits in the Certificate Account

Fannie Mae will deposit or credit to an account (the *Certificate Account”) an amount equal to
the sum of the distributions of the principal and interest on the GNMA Certificates in the Trust as the
same are received. Amounts credited to the Certificate Account as of a Distnbution Date will be
available to be distributed to Holders on such date. Any reinvestment earnings on amounts so
deposited will be used by Fannie Mae to pay the expenses of the Trust and will not be included in the
calculation of amounts distributable to Certificateholders.

The Trust Agreement permits Fannie Mae as Trustee to maintain the Certificate Account either
(i) as & trust account with an eligible depository institution (which account may contain other funds
held by Fannie Mae in a trust capacity) or (ii) as part of Fannie Mae’s general assets, with appropriate
entries being made on its books and records designating the funds and investments credited to the
Trust.

As noted above, Fannie Mae, as Trustee, has the option to maintain the Certificate Account as
part of its general assets, by making appropriate entries on its books and records designating the
funds and investments credited to the Trust. Although Fannie Mae is required to hold all such funds
(and, upon deposit in the Certificate Account, the investment of such funds) for the account of
Certificateholders in the Trust, the law applicable to a liguidation, reorganization or similar proceed-
ing involving the assets of Fannie Mae is unclear and as a result no opinion can be rendered as to the
status of Certificateholders’ interest in such funds and jnvestments in the event of any such

proceeding.

Book-Entry Form

The Certificates will be issued, maintained and may be transferred by Holders (as defined below)
only on the book-entry system of the Federal Reserve Banks. Certificates will be issuable and transfer-
able in minimum denominations of $1,000 and integral multiples of $1 in excess thereof.

Certificates may be held of record only by entities eligible to maintain book-entry accounts with a
Federal Reserve Bank. Such entities whose names appear on the book-entry records of a Federal
Reserve Bank as the entities for whose accounts Certificates have been deposited are herein referred
to as “Holders.” A Holder is not necessarily the beneficial owner of a Certificate. Beneficial owners
will ordinarily hold Certificates through one or more financial intermediaries, such as banks, broker-
age firms and securities clearing organizations. A Holder that is not the beneficial owner of a Certifi-
cate, and each other financial intermediary in the chain to the beneficial owner, will have the
responsibility of establishing and maintaining accounts for its respective customers. The rights of the
beneficial owner of a Certificate with respect to Fannie Mae and the Federal Reserve Banks may be
exercised only through the Holder thereof. Fannie Mae and the Federal Reserve Banks will have no
direct obligation to a beneficial owner of a Certificate that is not also the Holder of the Certificate. A
Federal Reserve Bank will act only upon the instructions of the Holder in recording transfers of a

Certificate.

A Fiscal Agency Agreement between Fannie Mae and the Federal Reserve Bank of New York
makes generally applicable to the Certificates (i) regulations governing Fannie Mae’s use of the book-



entry system, contained in 24 C.FR. Part 81, Subpart E, and (ii) such procedures, insofar as applicable,
as may from time to time be established by regulations of the United States Department of the
Treasury governing United States securities, as now set forth in Treasury Department Circular
Number 300, 31 C.ER Part 306 (other than Subpart 0). The Certificates are also governed by
applicable operating circulars and letters of the Federal Reserve Banks.

Distributions on Certificates

On or about the fifth business day of each month, Fannie Mae will aggregate the amount of
principal reported to be receivable on the GNMA I Certificates during such month on the basis of
published GNMA factors for such month. For any GNMA I Certificate for which a factor is not
available at such time and for all GNMA II Certificates, Fannie Mae will calculate the amount of
scheduled payments of principal distributable in respect of such GNMA Certificates during such
month on the basis of the assumed amortization schedules of the underlying Mortgage Loans. The
amortization schedules will be prepared on the assumption that: (i) each of the Mortgage Loans
underlying e single GNMA Certificate had an original term to maturity of 360 months (except in the
case of GNMA Certificates backed by 15-year Mortgage Loans) and has a remaining term to maturity
equal to the remaining term to maturity of the latest maturing Mortgage Loan underlying such
GNMA Certificate at the origination of such GNMA Certificate; (ii) each Mortgage Loan underlying a
GNMA I Certificate bears an interest rate 0.5% per annum in excess of the pass-through rate of such
GNMA I Certificate; and (iii) each Mortgage Loan underlying a GNMA II Certificate bears an interest
rate 1.5% per ennum in excess of the pass-through rate of such GNMA II Certificate. All such
amounts, whether reported in GNMA factors or calculated by Fannie Mae, will be reflected in the
Mega Trust Factors (as defined herein) for the related Issue for the Distribution Date in such month
and will be distributed to Holders of such Issue of Certificates on the following Distribution Date,
whether or not received. There will also be reflected in such Mega Trust Factors and distributable as
principal on such Distribution Date the excess of (a) the distributions of principal of the GNMA
Certificates received during the month prior to the month of such Distribution Date, over (b) the
amounts of principal calculated as distributable previously in accordance with the GNMA factors and
the assumed amortization schedules specified above.

On each Distribution Date, Fannie Mae will, respecting each Trust, distribute to Holders of
Certificates their respective Percentage Interests (&5 defined below) in the principal distributions
(calculated as described above} and interest distributions on the underlying GNMA Certificates.
Distributions on any Distribution Date will be made to Holders of record on the prior Record Date (the
close of business on the last day of the immediately preceding month). The Percentage Interest
evidenced by a Certificate in principal and interest distributions on the underlying GNMA Certificates
is equal to the percentage equivalent of a fraction the numerator of which is the principal denomina-
tion of such Certificate and the denominator of which is the aggregate of the principal denominations

of all Certificates of the related Issue.

Fannie Mae Guaranty

In the Trust Agreement, Fannie Mae guarantees to the Holders of Certificates that (i) the amount
distributed by Fannie Mae in respect thereof on each Distribution Date will include an amount as to
interest which is equal to one month'’s interest on the unpaid principal balance of the Certificates at
the pass-through rate borne by the underlying GNMA Certificates and (ii} principal will be distributed
on each Distribution Date in an amount calculated as described above, the aggregate of such principal
distributions over the life of the Certificates being equal to the onginal principal amount of the

Certificates.

Information to Holders

With respect to each distribution on the Certificates, Fannie Mae will cause to be forwarded to
each Holder thereof a statement setting forth the total cash distribution on such Distribution Date
with respect to the Certificates held by such Holder together with information as to the allocation
thereof as between principal and interest. Within a reasonable period of time after the end of each



calendar year, Fannie Mae will furnish to each Holder who at any time during the calendar year wasa
Holder such information as shall be required pursuant to the Internal Revenue Code of 1986, as

amended (the ‘“Code’’), and interpretations thereof.

Certain Matters Regarding Fannie Mae

The Trust Agreement provides that Fannie Mae may not resign from its obligations and duties
thereunder, except upon determination that those duties are no longer permissible under applicable
law. No such resignation will become effective until a successor has assumed Fannie Mae’s obligations
and duties under the Trust Agreement; provided, however, that no successor will succeed to Fennie
Mae’s guaranty obligations described above. Fannie Mae will continue to be responsible under its
guaranty notwithstanding any termination of its other duties and responsibilities under the Trust
Agreement. See “‘Rights Upon Event of Default™ below. -

The Trust Agreement also provides that neither Fannie Mae nor any director, officer, employee, or
agent of Fannie Mae will be under any liability to any Trust or to Holders for any action taken, or for
refraining from the taking of any action, in goed faith pursuant to the Trust Agreement or for errors
in judgment; provided, however, that neither Fannie Mae nor any such person will be protected
ageinst any liability that would otherwise be imposed by reason of willful misfeasance, bad faith or
gross negligence or by reason of willful disregard of obligations and duties.

In addition, the Trust Agreement provides that Fannie Mae is not under any obligation to appear
in, prosecute, or defend any legal action that is not incidental to its responsibilities-under the Trust
Agreement and that in its opinion may invelve it in any expense or liability. Fannie Mae may, however,
in its discretion undertake any such legal action that it may deem necessary or desirable in the
interests of the Holders. In such event, the legal expenses and costs of such action will be expenses and
costs of Fannie Mae that will not be reimbursable to Fannie Mae out of any Trust.

Any corporation into which Fannie Mae may be merged or consolidated, or any corporation
resulting from any merger, conversion, or consolidation to which Fannie Mae is a party, or any
corporation succeeding to the business of Fannie Mae, will be the successor to Fannie Mae under the

terms of the Trust Agreement. .

Events of Default K

Events of Default under the Trust Agreement will consist of (i) any failure by Fannie Mae to
distribute to Holders any required payment that continues unremedied for 15 days after the giving of
written notice of such failure to Fannie Mae by the Holders of Certificates evidencing Percentage
Interests aggregating not less than five percent of the related Trust; (ii) any failure by Fannie Mae
duly to observe or perform in any material respect any other of its covenants or agreements in the
Trust Agreement, which failure continues unremedied for 60 days after the giving of written notice to
Fannie Mae by the Holders of Certificates evidencing Percentage Interests aggregating not less than
95% of the related Trust; and (iii) certain events of insolvency, readjustment of debt, marshalling of
assets and habilities, or similar proceedings and certain actions by or against Fannie Mae indicating
its insolvency, reorganization, or inability to pay its obligations.

Rights Upon Event of Default

Aslong as an Event of Default under the Trust Agreement for any Trust remains unremedied, the
Holders of Certificates evidencing Percentage Interests aggregating not less than 25% of such Trust
may, in writing, terminate all of the obligations and duties of Fannie Mae as Trustee and in its
corporate capacity under the Trust Agreement in respect of such Trust (other than its guaranty
obligations described above which continue notwithstanding any such termination) and name and
appoeint, in writing, a successor trustee that will succeed to all such responsibilities, duties, and
obligations of Fannie Mae thereunder (other than Fannie Mae’s guaranty obligations) and to the iegal
title to the GNMA Certificates held in such Trust.



Amendment

The Trust Agreement as it relates to any Trust may be amended by Fannie Mae and the Trustee
without the consent of the Holders, to cure any ambiguity, to correct or supplement any provisions
therein or to make any other provisions with respect to matters or questions arising under the Trust
Agreement provided such provisions do not adversely affect the interests of any Holder.

The Trust Agreement as it relates to any Trust may also be amended by Fannie Mae with the
consent of the Holders of Certificates evidencing Percentage Interests aggregating not less than 66%
for the purpose of adding any provisions to the Trust Agreement or of modifying in any manner the
rights of the Holders of Certificates. However, no amendment may, without the consent of all Holders,
reduce the percentages of Certificates the Holders of which are required to consent to any amend-
ment. In addition, no amendment shall, without the censent of each Holder affected thereby, reduce in
any manner the amount of, or delay the timing of, payments received on the GNMA Certificates that
are required to be distributed on any Certificate or meodify the guaranty obligations of Fannie Mae.

Termination

The Trust Agreement as it relates to each Trust terminates upon the distribution to Holders of all
amounts required to be distributed. In no event, however, will any Trust continue beyond the expira-
tion of 21 years from the death of the last survivor of the person named in the Trust Agreement.
Fannie Mae will not at any time have an option to repurchase any or all GNMA Certificates in any
Trust and thereby retire the Certificates.

MARGINABILITY; REPURCHASE AGREEMENTS

The Certificates are “exempted securities” for purposes of the margin rules of the Board of
Governors of the Federal Reserve System and the New York Stock Exchange and transactions in the
Certificates, including repurchase agreements, are treated under such rules in the same manner as

transactions in MBS Certificates.

CERTAIN FEDERAL INCOME TAX CONSEQUENCES

Dewey Ballantine, special tax counsel to Fannie Mae, have delivered an opinion to Fannie Mae
+hat each Trust will not be classified as an association’taxable as a corporation, but will be classified as
a trust of which the beneficial owners of the Certificates (the “Owners”) are the owners under
Subpart E of Part I of Subchapter J of the Code. Accordingly, each Owner will be treated as the owner
of & pro rata undivided interest in the Mortgage Loans underlying the GNMA Certificates.

LEGAL OPINION

Any purchaser of Certificates will be furnished upon request an opinion by the General Counsel
or Deputy General Counsel of the Corporation as to the validity of the Certificates and the Trust
Agreement.

ERISA CONSIDERATIONS

The Department of Labor issued a final regulation on November 13, 1986, which provides that in
the case where an employee benefit plan (“‘plan’) subject to the Employee Retirement Income
Security Act of 1974 (“ERISA”) acquires a “guaranteed governmental mortgage pool certificate”
then, for purposes of the fiduciary responsibility provisions of ERISA and the prohibited transaction
provisions of the Code, the plan’s assets include the certificate and all of its rights with respect to such
certificate under applicable law, but do not, solely by reason of the plan’s holding of such certificate,
include any of the mortgages underlying such certificate. Under the regulation, the term “‘guaranteed
governmental mortgage pool certificate’ is specifically defined to include a certificate “backed by, or
evidencing an interest in specified mortgages or participation interests therein”’ and with respect to
which interest and principal payable pursuant to the certificate are guaranteed by Fannie Mae. The



effect of such regulation is to make clear that the sponsor (that is, the entity that organizes and
services the trust, in this case Fannie Mae), the trustee, and other persons, in providing services with
respect to the mortgages in the trust, would not be subject to the fiduciary responsibility provisions of
Title I of ERISA, nor be subject to the prohibited transaction provisions of section 4975 of the Code,
merely by reason of the plan’s investment in a certificate. At the time this Labor Department
regulation was originally issued, certificates similar to the Certificates were not in existence. However,
Fannie Mae has been advised by its counsel, Brown & Wood, that the Certificates qualify as “guaran-
teed governmental mortgage pool certificates,” and thus the acquisition and holding of the Certifi-
cates by plans would not be prohibited either by ERISA or related provisions of the Code.



