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$1,550,000,000 (Approximate)

:-"':\1 FannieMae.

Guaranteed REMIC Pass-Through Certificates
Fannie Mae REMIC Trust 2002-W2

Carefully consider the risk fac-
tors beginning on page 8 of this
prospectus. Unless you under-
stand and are able to tolerate
these risks, you should not invest
in the certificates.

The certificates, together with interest
thereon, are not guaranteed by the
United States and do not constitute a
debt or obligation of the United States
or any of its agencies or instrumentali-
ties other than Fannie Mae.

The certificates are exempt from regis-
tration under the Securities Act of
1933 and are “exempted securities”
under the Securities Exchange Act of
1934,

The Certificates

We, the Federal National Mortgage Association (“‘Fannie Mae™), will issue
and guaranty the certificates listed in the chart on this page.

Payments to Certificateholders

We will make monthly payments on the certificates. You, the investor, will
receive monthly payments on your certificates, including

* interest to the extent accrued as described in this prospectus, and

e principal to the extent available for payment.

The Fannie Mae Guaranty

We will guarantee that

e required payments of interest and principal on the certificates are paid to
investors on time, and

o the full principal balance of each class of certificates will be paid no later
than the related final distribution date set forth in the chart below.

The Trust and Its Assets

The trust will indirectly own two groups of fixed or adjustable rate, conven-
tional mortgage loans made to borrowers with blemished credit histories. The
mortgage loans will be secured by first liens on one- to four-family residential
properties as described in this prospectus.

Final
Original Class Principal Interest CUSIP Distribution
Class Group Balance(1) Type Interest Rate Type Number Date
AF1V ... .. 1 $100,000,000 SEQ (2) FLT/AFC 31392CEGS5 March 2026
AF1F ... .. 1 184,400,000 SEQ 3.588(3) FIX/AFC 31392CEH3 March 2026
AF2 ... 1 36,414,000 SEQ 4.510(3) FIX/AFC 31392CEJ 9 January 2027
AF3 ... 1 193,620,000 SEQ 5.127(3) FIX/AFC 31392CEK6 February 2030
AF4 ... .. 1 103,355,000 SEQ 5.900(3) FIX/AFC 31392CEL4 May 2031
AF5 ... 1 111,211,000 SEQ 6.000(4) FIX/AFC 31392CEM2 June 2032
AF6 ..., 1 81,000,000 NAS/SEQ 6.000(4) FIX/AFC 31392CENO May 2032
AFIO ...... 1 810,000,000(5) NTL (6) WAC/IO 31392CEPS June 2032
AV-1 oL 2 740,000,000 PT (7) FLT/AFC 31392CEQ3 June 2032
AVIO ...... 2 740,000,000(5) NTL (6) WAC/IO 31392CER1 June 2032
R ... 0 NPR 0 NPR 31392CES 9 June 2032
RM  ...... 0 NPR 0 NPR 31392CET7 June 2032
RL ... 0 NPR 0 NPR 31392CEU4 June 2032

(1) May vary by plus or minus 10%. See footnote on page 15 of this prospectus.
(2) During each interest accrual period, this class will bear interest at the applicable LIBOR-based floating rate plus a specified margin, calculated and subject to the limitations

as described in this prospectus.

(3) During each interest accrual period, this class will bear interest at the fixed rate specified above, subject to the limitations described in this prospectus.
(4) During each interest accrual period prior to the related optional termination date, this class will bear interest at the fixed rate specified above, subject to the limitations
described in this prospectus. During each subsequent interest accrual period, this class will bear interest at the sum of the fixed rate specified above plus 50 basis points,

subject to the limitations described in this prospectus.
) Notional balances. These classes are interest only classes.
) During each interest accrual period, this class will be entitled to receive interest in variable amounts calculated as described in this prospectus.
) During each interest accrual period prior to the related optional termination date, this class will bear interest at the applicable LIBOR-based floating rate plus a specified

margin, calculated and subject to the limitations as described in this prospectus. During each subsequent interest accrual period, this class will bear interest at the
applicable LIBOR-based floating rate plus twice the original specified margin, calculated and subject to the limitations as described in this prospectus.

Countrywide Securities Corporation, Deutsche Banc Alex. Brown and Greenwich Capital Markets, Inc. will offer the Group 1 and
Group 2 Classes in negotiated transactions at varying prices. Countrywide Home Loans, Inc. will retain the R, RM and RL Classes. We

expect the settlement date to be March 27, 2002.

COUNTRYWIDE SECURITIES CORPORATION

(LEAD DEALER)
DeuTscHE BANC ALEX. BROwN

March 11, 2002

(Co-DEALER)

GREENWICH CAPITAL MARKETS, INC.
(Co-DEALER)
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AVAILABLE INFORMATION

You should purchase the certificates only if you have read and understood this prospectus and
Fannie Mae’s current Information Statement dated March 30, 2001 and its supplements (the
“Information Statement’).

The Information Statement contains important financial and other information about Fannie
Mae which we are incorporating by reference in this prospectus. This means that we are disclosing
important information to you by referring to the Information Statement, so you should read it
together with this prospectus.

You can obtain the Information Statement by writing or calling us at:

Fannie Mae

3900 Wisconsin Avenue, N.W.

Area 2H-3S

Washington, D.C. 20016

(telephone 800-237-8627 or 202-752-6547).

In addition, this prospectus and the Information Statement, together with the class factors, are
available on our website located at http://www.fanniemae.com.

You can also obtain copies of this prospectus by calling or writing the dealers at:

Countrywide Securities Corporation
Prospectus Department

4500 Park Granada

Calabasas, California 91302
(telephone 800-669-6091)

Deutsche Banc Alex. Brown
Prospectus Department

1290 Avenue of the Americas
New York, NY 10104
(telephone 212-469-6936)

Greenwich Capital Markets, Inc.
Prospectus Department

600 Steamboat Road
Greenwich, Connecticut 06830
(telephone 203-622-2318)



REFERENCE SHEET

This reference sheet highlights information contained elsewhere in this prospectus. It
is not a summary of the transaction and does not contain complete information about the
certificates. You should purchase the certificates only after reading this prospectus in its
entirety and the Information Statement referred to on page 4.

General

e The certificates will represent ownership interests in the trust assets. The trust assets will
consist of two groups of conventional mortgage loans that are secured by first liens on one- to
four-family residential properties.

e The Group 1 Loans are first lien, fully amortizing and balloon payment loans that bear fixed
rates of interest, which fixed rates are subject to reduction in certain cases. The Group 1 Loans
have been originated in accordance with the underwriting criteria established by Countrywide
Home Loans, Inc. for borrowers with blemished credit histories.

e The Group 2 Loans are first lien, fully amortizing loans that bear adjustable rates of interest.
The Group 2 Loans have been originated in accordance with the underwriting criteria
established by Countrywide Home Loans, Inc. for borrowers with blemished credit histories.

e A substantial majority of the Group 1 and Group 2 Loans provide for the payment of
prepayment premiums as described in this prospectus. However, in no event will certificate-
holders be entitled to receive any of these prepayment premiums.

e The certificates related to each loan group will receive payments based generally on principal
and interest collected from mortgage loans in that loan group only.

Mortgage Loans

For information about the nature of the mortgage loans in the trust, see “The Mortgage Loan
Groups” in this prospectus. In addition, see Exhibit A hereto for a list of certain assumed mortgage
loan characteristics.
Class Factors

The class factors are numbers that, when multiplied by the initial principal balance of a
certificate, can be used to calculate the current principal balance of that certificate (after taking into
account distributions in the same month). We publish the class factors on or shortly after the
11th day of each month.
Settlement Date

We expect to issue the certificates on March 27, 2002.

Distribution Dates

We will make payments on the certificates on the 25th day of each calendar month, or the next
business day if the 25th day is not a business day.
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Book-Entry Certificates
We will issue the book-entry certificates through DTC, which will electronically track ownership
of the certificates and payments on them. We will issue physical certificates in registered, certificated

form.

We will issue the classes of certificates in the following forms:

DTC Book-Entry Physical

All Classes other than the R, RM and RL Classes
R, RM and RL Classes

Interest Payments

During each interest accrual period, the certificates will bear interest at the applicable interest
rates described in this prospectus.

Notional Classes

A notional class will not receive any principal. Its notional principal balance is the balance used to
calculate accrued interest. The notional principal balances will equal the percentages of the outstand-
ing balances of the classes specified below immediately before the related distribution date:

Class
AF-1I0...... 100% of the AF-1V, AF-1F, AF-2, AF-3, AF-4, AF-5 and AF-6 Classes
AV-IO...... 100% of the AV-1 Class

Principal Payments

We will pay principal on the certificates each month in an amount equal to the aggregate amount
of principal due on the mortgage loans during the period from and including the second day of the
prior calendar month to and including the first day of the month of distribution and certain additional
amounts of principal described in this prospectus.




Weighted Average Lives (years) *

HEP Prepayment Assumption

Group 1 Classes 0% 10% 23 % 35% 45%
AF-1V and AF-1F ... ... ... . .. 11.3 2.0 1.0 0.7 0.6
AF-2 19.4 4.3 2.0 1.4 1.1
AF-3 23.2 7.2 3.0 2.0 1.5
AF-4 26.9 12.9 5.0 3.0 2.3
AF-5 28.9 20.5 10.4 5.6 3.4
AF-6 .. 14.6 8.4 6.6 5.9 5.5
AF-TO .. 19.2 7.9 3. 2.5 1.9
CPR Prepayment Assumption
Group 2 Classes 0% 15% 30% 40% 50%
AV-1and AV-IO. ........ .. ... . 20.6 5.7 2.8 2.0 1.5

* Determined as specified under “Description of the Certificates— Weighted Average Lives of the Certificates” in
this prospectus. Assumes that neither the related optional clean-up call nor the Fannie Mae repurchase option is
exercised.




RISK FACTORS

We describe below some of the risks associated with an investment in the certificates. Because
each investor has different investment needs and a different risk tolerance, you should consult your
own financial and legal advisors to determine whether the certificates are a suitable investment for

you.

Suitability

The certificates may not be a suitable in-
vestment. The certificates are not a suitable
investment for every investor.

» Before investing, you should have suffi-
cient knowledge and experience to evalu-
ate the merits and risks of the certificates
and the information contained in this
prospectus.

* You should thoroughly understand the
terms of the certificates.

* You should be able to evaluate (either
alone or with the help of a financial advi-
sor) the economic, interest rate, and
other factors that may affect your
investment.

* You should have sufficient financial re-
sources and liquidity to bear all risks
associated with the certificates.

* You should investigate any legal invest-
ment restrictions that may apply to you.

You should exercise particular caution if
your circumstances do not permit you to hold
the certificates until maturity.

Investors whose investment activities are
subject to legal investment laws and regulations,
or to review by regulatory authorities, may be
unable to buy certain certificates. You should
get legal advice to determine whether your
purchase of the certificates is a legal investment
for you or is subject to any investment
restrictions.

Yield Considerations

A variety of factors can affect your yield.
Your effective yield on the certificates will de-
pend upon:

 the price you paid for the certificates;

e how quickly or slowly borrowers prepay
the mortgage loans;

 the extent to which amounts on deposit
in the prefunding account described be-
low are paid as principal of the certifi-
cates on or prior to the June 2002
distribution date;

« if and when the mortgage loans are liqui-
dated due to borrower defaults, casualties
or condemnations affecting the proper-
ties securing those loans;

e if and when mortgage loans are

repurchased;

 if and when the optional clean-up calls
are exercised; and

 the actual characteristics of the mortgage
loans.

Yields may be lower than expected due to
unexpected rate of principal payment. The ac-
tual yield on your certificates probably will be
lower than you expect:

e if you bought your certificates at a pre-
mium or purchased interest only certifi-
cates and principal payments are faster
than you expect, or

 if you bought your certificates at a dis-
count and principal payments are slower
than you expect.

Furthermore, in the case of interest only
certificates and certificates purchased at a pre-
mium, you could lose money on your investment
if prepayments occur at a rapid rate.

Even if the mortgage loans are prepaid at a
rate that on average is consistent with your
expectations, variations in the prepayment rate
over time could significantly affect your yield.
Generally, the earlier the payment of principal,
the greater the effect on the yield to maturity.
As a result, if the rate of principal prepayment
during any period is faster or slower than you
expect, a corresponding reduction or increase in
the prepayment rate during a later period may
not fully offset the impact of the earlier prepay-
ment rate on your yield.



We used certain assumptions concerning
the mortgage loans in preparing the tabular
information related to the certificates in this
prospectus. If the actual mortgage loan charac-
teristics differ even slightly from those assump-
tions, the weighted average life and yield of the
certificates will be affected.

You must make your own decision as to
the assumptions, including the principal
prepayment assumptions, you will use in
deciding whether to purchase the
certificates.

Timing of prepayments within any month
may adversely affect your yield. If in any month
either loan group experiences prepayment inter-
est shortfalls in excess of one-half of the ser-
vicer’s servicing fee related to that group for
that month, the interest payable on the classes
related to that loan group may be reduced to the
extent of the excess.

Unpredictable timing of last payment af-
fects yield on certificates. The actual final pay-
ment on the certificates may occur earlier, and
could occur much earlier, than the final distribu-
tion date listed on the cover of this prospectus.
If you assumed the actual final payment would
occur on the final distribution date, your yield
could be lower than you expect.

Delay classes have lower yields and market
values. Since certain classes do not receive inter-
est immediately following each interest accrual
period, these classes have lower yields and lower
market values than they would if there were no
such delay.

Additional Risk Factors
Certain Classes

Relating to

Application of net WAC cap to certain clas-
ses may adversely affect their yields. The inter-
est rates on the AF-1V, AF-1F, AF-2, AF-3,
AF-4, AF-5 and AF-6 Classes are subject to an
interest rate cap based on the net WAC of the
Group 1 Loans. The effect of this interest rate
cap may be especially pronounced in the case of
the AF-1V Class, whose interest rate adjusts
monthly on the basis of one-month LIBOR.
Similarly, the interest rate on the AV-1 Class is
subject to an interest rate cap based on the net
WAC of the Group 2 Loans. The amount by
which a certificateholder’s interest payment has

been reduced due to the net WAC cap will be
paid to the certificateholder (up to the net max-
imum rate for the Group 2 Loans, in the case of
the AV-1 Class) on future distribution dates to
the extent of available cash flow on the Group 1
or Group 2 Loans, as applicable. However, we
cannot assure you that available cash flow will
be adequate for this purpose. Our guaranty
does not cover the payment of any such
deficiencies.

Absence of correlation between one-month
LIBOR and the index applicable to the Group 2
Loans may adversely affect the yield on the
AV-1 Class. The interest rate on the AV-1 Class
adjusts monthly and is based on one-month
LIBOR. The interest rates on the Group 2
Loans generally adjust semi-annually based on
six-month LIBOR, which is referred to as the
loan index. However, with respect to approxi-
mately 99.12% of the Group 2 Loans included in
the statistical calculation pool, the interest rates
are initially fixed for a period of either two or
three years before they begin to adjust based on
the loan index. Because the loan index may
respond to different economic and market fac-
tors than one-month LIBOR, there is not neces-
sarily a correlation in movement between the
indices. For example, it is possible that the
interest rates on certain of the Group 2 Loans
may decline while the interest rate on the
AV-1 Class is stable or rising. In addition, al-
though it is possible that both the interest rates
on the Group 2 Loans and the interest rate on
the AV-1 Class may decline or increase during
the same period, because of the difference be-
tween interest rate adjustment periods for the
Group 2 Loans and the monthly adjustment
period for the AV-1 Class, interest rates on the
Group 2 Loans may decline or increase more
slowly than the interest rate on the AV-1 Class.

Prepayment Considerations and Risks

The rate of principal payments on the cer-
tificates depends on numerous factors and thus
cannot be predicted. 'The rate of principal pay-
ments on the certificates generally will depend
on the rate of principal payments on the mort-
gage loans. Principal payments on the mortgage
loans may occur as a result of scheduled amorti-
zation, balloon payments or prepayments.



It is highly unlikely that the mortgage loans
will prepay:

e at the rates we assume,

e at any constant prepayment rate until
maturity, or

e at the same rate.

Most of the Group 1 Loans require that the
borrower pay a prepayment premium, in most
cases equal to six months’ advance interest cal-
culated on the basis of the rate in effect at the
time of such prepayment on the amount prepaid
in excess of 20% of the original balance of such
mortgage loan, if the loan is prepaid in full or in
part during the first three or five years after
origination. Most of the Group 2 Loans require
that the borrower pay a prepayment premium of
the same amount if the loan is prepaid in full
during the first two or three years after
origination.

After the expiration of the applicable pre-
payment premium period, however, borrowers
may prepay the mortgage loans at any time
without paying a premium. In no event will
certificateholders be entitled to any portion of
any prepayment premiums paid by borrowers.

The mortgage loans contain ‘“due-on-sale”
clauses which generally provide that the lender
can require repayment in full if the borrower
sells the property that secures the mortgage
loan; however, the enforceability of such “due-
on-sale” clauses may be limited by applicable
law. In this way, property sales by borrowers can
affect the rate of prepayment.

In addition, borrowers often seek to refi-
nance their loans by obtaining new loans se-
cured by the same properties. Refinancing of
loans also affects the rate of prepayment. When
the level of prevailing interest rates declines
relative to the interest rates on fixed-rate mort-
gage loans, the rate of prepayment of those
loans is likely to increase, particularly in the
case of borrowers who have repaired their credit
standing. Because the Group 1 Loans bear fixed
interest rates (subject to reduction in the case of
the “credit comeback loans’), they can be ex-
pected to be sensitive to prevailing interest
rates.

Because a substantial portion of the loans
in each loan group are secured by mortgaged
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properties located in California, general eco-
nomic conditions there may affect the ability of
borrowers to repay their loans on time, whether
or not those conditions affect property values.
In addition, declines in the California residential
real estate market may reduce the values of
California properties and increase loan-to-value
ratios. In this case, prepayments could decrease
because borrowers might find it harder to refi-
nance their loans. Conversely, improvements in
the California residential real estate market may
increase the values of California properties and
reduce loan-to-value ratios. In this case, borrow-
ers could gain access to alternative financing
sources at lower rates with the result that pre-
payments could increase.

In general, prepayment rates may be influ-
enced by:

e the level of current interest rates relative
to the rates borne by the mortgage loans,

e homeowner mobility,
» existence of any prepayment premiums,

» the existence of any ‘“balloon payment”
feature,

e the general creditworthiness of borrow-
ers, including changes in borrowers’
credit status,

e borrower sophistication regarding the
benefits of refinancing,

e solicitation by competing lenders,
e repurchases of mortgage loans, and

e general economic conditions.

Because so many factors affect the prepay-
ment rate of a pool of mortgage loans, we cannot
estimate the prepayment experience of the
mortgage loans. Our Information Statement
contains the most recent mortgage loan prepay-
ment experience of our portfolio. You should
understand that this prepayment experience is
not indicative of any one pool of mortgage loans,
including this pool of mortgage loans.

Distribution of unspent funds in the
prefunding account will have the same effect on
the related certificates as borrower prepayments
of loans in the related loan groups. As de-
scribed in this prospectus, funds on deposit in
the prefunding account held in the trust will be
used to purchase additional Group 1 and
Group 2 Loans through May 31, 2002. Any



funds not so used will be paid on or before the
June 2002 distribution date:

e in the case of the Group 1 Loans, as
principal of the Group 1 Classes in the
order of their sequential payment alloca-
tion; and

e in the case of the Group 2 Loans, as
principal of the AV-1 Class.

Exercise of any optional clean-up call will
have the same effect on the related certificates as
borrower prepayments of loans in the related
loan groups. The servicer, subject to certain
conditions, has the option to purchase from the
trust all of the mortgage loans in any loan group
on or after the first distribution date when the
aggregate principal balance of the loans in that
loan group has been reduced to 10% or less of
the aggregate initial principal balance of the
certificates relating to that loan group. If the
servicer exercises this option for any loan group,
it will have the same effect on holders of the
classes related to that loan group as borrower
prepayments of the related loans.

Loans to borrowers with blemished credit
histories may be more likely to default and be
subject to repurchase. The Group 1 and
Group 2 Loans entail a greater degree of prepay-
ment risk associated with repurchases by the
servicer or Fannie Mae due to delinquencies
than mortgage loans made to borrowers without
blemished credit histories, and such mortgage
loans generally bear higher rates of interest than
mortgage loans made to borrowers without
blemished credit histories. The combination of
these factors is likely to result in rates of delin-
quency, foreclosure and bankruptcy that are
higher, and may be substantially higher, than
those experienced by mortgage loans made to
borrowers without blemished credit histories. As
a result, repurchases by the servicer or Fannie
Mae due to delinquency may occur at a higher
rate than would otherwise be the case, which
will have the same effect on investors as prepay-
ments in full of the related mortgage loans.

Limited availability of reliable prepayment
statistics for mortgage loans made to borrowers
with blemished credit histories. The availabil-
ity of reliable studies or statistics on the rate of
prepayment of mortgage loans made to borrow-
ers with blemished credit histories is limited.

11

These mortgage loans may prepay significantly
faster or slower than loans underwritten princi-
pally for borrowers without blemished credit
histories in changing interest rate environ-
ments. In addition, prepayment of mortgage
loans made to borrowers with blemished credit
histories also may be affected by other factors
including improvement in borrowers’ credit
status. Moreover, because the Group 1 and
Group 2 Loans were made to borrowers with
blemished credit histories, these loans may be
expected to experience a relatively higher rate of
delinquency and default than mortgage loans
underwritten to more stringent guidelines.

Repurchases due to breaches of representa-
tions will have the same effect as borrower pre-
payments. When we purchased the mortgage
loans from Countrywide Home Loans, Inc., it
made certain representations and warranties
concerning the mortgage loans. If there is a
material breach of these representations and
warranties, we may choose to repurchase the
affected loans. If we do, we will purchase the
mortgage loans at a price equal to their principal
balance plus accrued interest at the applicable
net mortgage interest rates. Our repurchase of
mortgage loans will have the same effect on the
related  certificateholders as  borrower
prepayments.

Purchases due to delinquency will have the
same effect as borrower prepayments. Either
Fannie Mae or, subject to certain conditions, the
servicer may purchase any mortgage loans that
are delinquent by more than 90 days. In such
event, the mortgage loans will be purchased at a
price equal to their principal balance (plus ac-
crued interest at the applicable net mortgage
interest rates). Purchase of mortgage loans will
have the same effect on the related certificate-
holders as borrower prepayments. Because in
the case of the Group 1 and Group 2 Loans the
underwriting standards applied to the borrowers
were less stringent than those typically applied
by Countrywide to non-blemished credit bor-
rowers, those mortgage loans may be expected
to experience a relatively higher rate of delin-
quency and default.

Reinvestment Risk

You may have to reinvest principal pay-
ments at a rate of return lower than that on your



certificates. Generally, a borrower may prepay
a mortgage loan at any time, although early
prepayment may be subject to a prepayment
premium as described above. As a result, we
cannot predict the amount of principal pay-
ments on the certificates. The certificates may
not be an appropriate investment for you if you
require a specific amount of principal on a regu-
lar basis or on a specific date. Because interest
rates fluctuate, you may not be able to reinvest
the principal payments on the certificates at a
rate of return that is as high as your rate of
return on the certificates. You may have to
reinvest those funds at a much lower rate of
return. You should consider this risk in light of
other investments that may be available to you.

Market and Liquidity Considerations

It may be difficult to resell your certificates
and any resale may occur on adverse terms.
We cannot be sure that a market for resale of
the certificates will develop. Further, if a market
develops, it may not continue or be sufficiently
liquid to allow you to sell your certificates. Even
if you are able to sell your certificates, the sale
price may not be comparable to similar invest-
ments that have a developed market. Moreover,
you may not be able to sell small or large
amounts of certificates at prices comparable to
those available to other investors.

A number of factors may affect the resale of
certificates, including:

* the method, frequency and complexity of
calculating principal and interest;
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» the characteristics of the mortgage loans;

e past and expected prepayment levels of
the mortgage loans and comparable
loans;

e the outstanding principal amount of the
certificates;

e the amount of certificates offered for re-
sale from time to time;

e any legal restrictions or tax treatment
limiting demand for the certificates;

 the availability of comparable securities;

 the level, direction and volatility of inter-
est rates generally; and

e general economic conditions.

Fannie Mae Guaranty Considerations

Any failure of Fannie Mae to perform its
guaranty obligations will adversely affect certifi-
cateholders. If we were unable to perform our
guaranty obligations, certificateholders would
receive only borrower payments and other re-
coveries on the mortgage loans. If that hap-
pened, delinquencies and defaults on the
mortgage loans could directly affect the amounts
that certificateholders would receive each
month.



GENERAL

The material under this heading summarizes certain features of the Certificates and is not
complete. You will find additional information about the Certificates in the other sections of this
prospectus as well as in the Trust Agreement. If we use a capitalized term in this prospectus without
defining it, you will find the definition of that term in the Information Statement or in the Trust
Agreement.

Structure. We, the Federal National Mortgage Association (“Fannie Mae”), a corporation
organized and existing under the laws of the United States under the authority contained in
Section 304 (d) of the Federal National Mortgage Association Charter Act (12 U.S.C. § 1716 et seq.),
will create the Fannie Mae REMIC Trust specified on the cover of this prospectus (the “Trust”) and
two separate trusts (the “Middle Tier Trust” and “Lower Tier Trust”) pursuant to a trust agreement
(the “Trust Agreement’”) dated as of March 1, 2002. We will execute the Trust Agreement in our
corporate capacity and as trustee (the “Trustee”). We will issue the Guaranteed REMIC Pass-
Through Certificates (the “Certificates” or “Classes’) pursuant to the Trust Agreement.

Portions of the Trust, the Middle Tier Trust and the Lower Tier Trust (the “Upper Tier
REMIC,” “Middle Tier REMIC” and “Lower Tier REMIC,” respectively) will each constitute a
“real estate mortgage investment conduit” (“REMIC”) under the Internal Revenue Code of 1986, as
amended (the “Code”).

e The Certificates (except the R, RM and RL Classes) will be, or will be backed by, the “regular
interests” in the Upper Tier REMIC.

e The R Class Certificate will be the “residual interest” in the Upper Tier REMIC.

e The interests in the Middle Tier REMIC other than the RM Class (the “Middle Tier Regular
Interests”) will be the “regular interests” in the Middle Tier REMIC.

e The RM Class will be the “residual interest” in the Middle Tier REMIC.

e The interests in the Lower Tier REMIC other than the RL Class (the “Lower Tier Regular
Interests’) will be the “regular interests” in the Lower Tier REMIC.

e The RL Class will be the ‘“residual interest” in the Lower Tier REMIC.

The assets of the Upper Tier REMIC will consist of the Middle Tier Regular Interests, and the assets
of the Middle Tier REMIC will consist of the Lower Tier Regular Interests. The assets of the Lower
Tier REMIC will consist of the Mortgage Loans. The Lower Tier Trust will also include funds held on
deposit in an account (the “Prefunding Account’). Prefunding Account funds in an aggregate amount
of up to $387,500,000 will be used through May 31, 2002 to purchase up to $202,500,000 of additional
Group 1 Loans and up to $185,000,000 of additional Group 2 Loans, with any funds not so used being
paid as principal of the Group 1 or Group 2 Certificates, as applicable, then entitled to payments of
principal on or before the Distribution Date in June 2002.

Fannie Mae Guaranty. We guarantee that we will pay to the Holders of Certificates:
 required installments of principal and interest on the Certificates on time, and

 the principal balance of each Class of Certificates no later than its Final Distribution Date,
whether or not we have received sufficient payments.

Our guaranty will not cover your receipt of interest carryover amounts. Investors will be entitled
to receive interest carryover amounts only to the extent available from the sources specified under the
heading “Description of the Certificates—Interest Payments” in this prospectus. Moreover, our
guaranty will not cover any excess prepayment interest shortfall amounts as described under the
heading “Description of the Certificates—Interest Payments—Excess Prepayment Interest
Shortfalls” in this prospectus.
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If we were unable to perform these guaranty obligations, Certificateholders would receive only the
amounts paid and other recoveries on the related Mortgage Loans. If that happened, delinquencies
and defaults on the Mortgage Loans would directly affect the amounts that the related Certificate-
holders would receive each month. Our guaranty is not backed by the full faith and credit of the United
States.

Characteristics of Certificates. The Group 1 and Group 2 Classes will be represented by one or
more certificates (the “DTC Certificates”) registered in the name of the nominee of The Depository
Trust Company (“DTC”) or any successor depository that we select or approve. We refer to the
nominee of DTC as the “Holder” or “Certificateholder” of the DTC Certificates. DTC will maintain
the DTC Certificates through its book-entry facilities. A Holder is not necessarily the beneficial owner
of a Certificate. Beneficial owners ordinarily will hold Certificates through one or more financial
intermediaries, such as banks, brokerage firms, and securities clearing organizations.

We will issue the R, RM and RL Certificates in fully registered, certificated form. The “Holder”
or “Certificateholder” of the R, RM or RL Certificate is its registered owner. The R, RM or RL
Certificate can be transferred at the corporate trust office of the transfer agent, or at the office of the
transfer agent in New York, New York. State Street Bank and Trust Company in Boston, Massachu-
setts (‘““State Street’’) will be the initial transfer agent. We may impose a service charge for any
registration of transfer of the R, RM or RL Certificate and may require payment to cover any tax or
other governmental charge.

The Holder of the R Class will receive the proceeds of any remaining assets of the Upper Tier
REMIC, the Holder of the RM Class will receive the proceeds of any remaining assets of the Middle
Tier REMIC, and the Holder of the RL Class will receive the proceeds of any remaining assets of the
Lower Tier REMIC, in each case only by presenting and surrendering the related Certificate at the
office of the paying agent. State Street will be the initial paying agent.

See “Description of the Certificates—Book-Entry Procedures” and “—Special Characteristics of
the R, RM and RL Class Certificates” in this prospectus.

Authorized Denominations. We will issue the Certificates (except the R, RM and RL Classes)
in minimum denominations of $1,000 and whole dollar increments above that amount. We will issue
the R, RM and RL Classes as single Certificates with no principal balances.

Distribution Dates. We will make monthly payments on the Certificates on the 25th day of each
calendar month, or the next business day if the 25th is not a business day. We refer to such date as a
“Distribution Date.” We will make the first payments to Certificateholders in the month after we issue
the Certificates.

Record Date. On each Distribution Date, we will make each monthly payment on the Certifi-
cates to Holders of record on the last day of the preceding month or, in the case of the initial
Distribution Date, to Holders of record on the date we issue the Certificates (expected to be March 27,
2002).

Class Factors. As soon as practicable following the eleventh calendar day of each month, class
factors (carried to eight decimal places) will be available for each Class of Certificates upon request.
When the factor is multiplied by the original principal balance (or notional principal balance) of a
Certificate of that Class, the product will equal the remaining principal balance (or notional principal
balance) of that Certificate after giving effect to the distribution of principal to be made on the
Distribution Date in the same month.

Optional Clean-up Calls; Fannie Mae Repurchase Option. Subject to certain conditions and
limitations described in the Sale and Servicing Agreement, Countrywide Home Loans Servicing LP
(the “Servicer”), in its capacity as servicer of the Mortgage Loans, may elect to purchase from the
Lower Tier REMIC all of the Group 1 or Group 2 Loans on or after the first Distribution Date when
the aggregate principal balance of the Group 1 or Group 2 Loans, as applicable, has been reduced to
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10% or less of the aggregate initial principal balance of the Certificates relating to the applicable loan
group (such first date with respect to a loan group, the related “Optional Termination Date). If the
Group 1 or Group 2 Loans are purchased in this way, it will have the same effect on the related
Certificates as a prepayment in full of the related Mortgage Loans.

In addition, we have the right to repurchase from the Certificateholders all of the Certificates
when the aggregate principal balance of all remaining Mortgage Loans is less than 1% of the aggregate
initial principal balance of all Certificates.

The applicable “Cut-off Date”” with respect to any Mortgage Loan means

o for each Mortgage Loan originated on or before March 1, 2002 and included in the Lower Tier
REMIC at the Settlement Date, March 1, 2002;

» for each Mortgage Loan originated after March 1, 2002 and included in the Lower Tier REMIC
at the Settlement Date, the origination date of that Mortgage Loan; and

e for each Mortgage Loan transferred to the Lower Tier REMIC subsequent to the Settlement
Date, the first day of the month in which that Mortgage Loan is transferred to the Lower Tier
REMIC, or if originated after that first day, the date of origination.

Fannie Mae Charter Considerations. The Mortgage Loans are covered by a mortgage insurance
policy in an amount sufficient to meet the requirements of Fannie Mae’s Charter and, in order to
mitigate our risks in issuing our guaranty of the Certificates, such additional amounts needed to bring
our loss exposure to a level acceptable to us. The above policy will not be an asset of any of the REMIC
Trusts and the Certificateholders are not entitled to any benefits related to this policy.

THE LOAN GROUPS*
General

The mortgage loans to be included in the Lower Tier REMIC will be divided into two loan groups
(the “Group 1 Loans” and “Group 2 Loans” and, collectively, the “Mortgage Loans’). On the
Settlement Date, it is expected that the Lower Tier REMIC will consist of at least $607,500,000 of
Group 1 Loans and $555,000,000 of Group 2 Loans, together with the Prefunding Account consisting
of up to $202,500,000 to purchase additional Group 1 Loans and up to $185,000,000 to purchase
additional Group 2 Loans. Purchases of additional Mortgage Loans using funds in the Prefunding
Account must be completed by May 31, 2002. The additional Group 1 and Group 2 Loans will be
substantially similar in all material respects to those Group 1 and Group 2 Loans, respectively,
included in the Statistical Calculation Pool described below.

We, the Servicer and Countrywide Home Loans, Inc. (“Countrywide’), in its capacity as seller of
the Mortgage Loans, will enter into a sale and servicing agreement, dated as of March 1, 2002 (the
“Sale and Servicing Agreement’).

Each Mortgage Loan is evidenced by a promissory note or similar evidence of indebtedness (a
“Mortgage Note”’) that is secured by a first mortgage or deed of trust on a one- to four-family
residential property. Each Mortgage Note requires the borrower to make monthly payments of
principal and interest. We refer to the property that secures repayment of a Mortgage Loan as the
“Mortgaged Property.”

No Mortgage Loan will have had a principal balance at origination of more than $300,700 if a
one-family property (or $451,050 if the property is located in Hawaii, the Virgin Islands, Alaska or

* Statistical information provided in this prospectus with respect to the Classes is based upon the assumed Original Class
Balances set forth in the table on the cover of this prospectus. However, statistical information provided in this prospectus
under the heading “The Loan Groups” with respect to the Mortgage Loans is based upon the Statistical Calculation Pool. In
addition, the amount of funds in the Prefunding Account has been calculated based upon assumed aggregate principal
balances for the Group 1 Loans and Group 2 Loans of $810,000,000 and $740,000,000, respectively.
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Guam) or $384,900, $465,200 or $578,150 if a two-, three- or four-family property, respectively (or
$577,350, $697,800 or $867,225, respectively, if the property is located in Hawaii, the Virgin Islands,
Alaska or Guam).

The Mortgage Loans will have been underwritten by Countrywide substantially in accordance
with its underwriting standards for loans made to borrowers with blemished credit histories as
described below under “—Countrywide’s Underwriting Standards for the Group 1 and Group 2
Loans.” As a result, it is possible that mortgage loans originated under these less stringent standards
would be more likely to experience delinquencies and defaults in the event of negative economic
conditions impacting the borrowers or the related mortgaged properties than mortgage loans
originated using underwriting guidelines for non-blemished credit borrowers.

The Statistical Calculation Pool

The statistical information presented under the headings “—The Group 1 Loans” and “—The
Group 2 Loans” below is based on the Statistical Calculation Pool as of March 1, 2002 (the
“Statistical Calculation Date”). The Statistical Calculation Pool includes those Mortgage Loans
originated or purchased by Countrywide and intended to be delivered to Fannie Mae for inclusion in
the Lower Tier REMIC through the Statistical Calculation Date. The statistical information is based
on the number of those Mortgage Loans as of the Statistical Calculation Date and their principal
balances as of the later of March 1, 2002 (after giving effect to the related scheduled payments due on
or before that date, whether or not received) and the respective dates of origination.

On the Settlement Date, it is expected that the Lower Tier REMIC will consist of Mortgage
Loans included in the Statistical Calculation Pool as well as Mortgage Loans originated by Country-
wide and delivered to Fannie Mae after the Statistical Calculation Date. However, it is possible that
certain Mortgage Loans in the Statistical Calculation Pool may prepay in full (or may otherwise be
removed from the Statistical Calculation Pool) and as a result may be excluded from the Lower Tier
REMIC on the Settlement Date. Nevertheless, it is expected that the respective Group 1 and Group 2
Mortgage Loans included in the Lower Tier REMIC on the Settlement Date will be substantially
similar in all material respects to the Group 1 or Group 2 Loans included in the Statistical Calculation
Pool described below.

The information set forth in the following sections has been provided by Countrywide. The sums
of the numbers in the principal balance and percentage columns in the following tables may not equal
the totals listed at the bottom of those columns due to rounding.

The Group 1 Loans

The Group 1 Loans will have fixed interest rates (subject to the interest rate reduction features
described below with respect to the Credit Comeback Loans) and will be secured by first liens on the
related Mortgaged Properties. The Group 1 Loans will be either fully amortizing Mortgage Loans or
Balloon Mortgage Loans. A “Balloon Mortgage Loan” is a Mortgage Loan providing for amortization
on the basis of an amortization schedule extending beyond its stated maturity with a disproportionate
payment due on a stated maturity date equal to the remaining principal balance of the Mortgage Loan.
The monthly payments for the Balloon Mortgage Loans in the Lower Tier REMIC generally are based
upon 30-year amortization schedules, with lump sum payments on the related dates of maturity (in
most cases, 15 years from origination). See ‘“Description of the Certificates—Maturity Considerations
and Final Distribution Dates” in this prospectus.

The Group 1 Loans will include “credit comeback loans” that provide borrowers the potential of
four mortgage rate reductions for good payment history during any one or more of the first four
consecutive 12-month periods following the origination date of the loan (“Credit Comeback Loans’).
Upon any such interest rate reduction, the amortization schedule for the related Mortgage Loan will
be recalculated by adjusting the scheduled principal and interest payments so that its principal balance
will be paid in full by its original stated maturity date. As a result, the scheduled principal payments on
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that Mortgage Loan will be increased to a limited extent during the periods following the interest rate
reduction. For purposes of interest payments made on the Group 1 Classes, including the calculation
of the Net WAC and the Net Mortgage Rate (both defined below) of the Group 1 Loans as well as
other Group 1 Loan interest rate calculations, each Credit Comeback Loan will be treated at all times
as having a mortgage interest rate that is equal to the related original note rate minus 1.50% (whether
or not the borrower actually qualifies for the rate reductions). As a result, reductions in mortgage
interest rates of Credit Comeback Loans due to improved borrower credit will have no effect on the
calculation of interest payable on the Group 1 Classes.

In addition, approximately 79.59% of the Group 1 Loans included in the Statistical Calculation
Pool are subject to prepayment premiums. In most cases, the prepayment premium will be equal to six
months’ advance interest calculated on the basis of the rate in effect at the time of such prepayment
on the amount prepaid in excess of 20% of the original balance of such Mortgage Loan, if the loan is
prepaid in full or in part during the first three or five years after origination. After the expiration of the
applicable prepayment period, however, borrowers may prepay the mortgage loans at anytime without
paying a premium. In no event will Certificateholders be entitled to any portion of any prepayment
premiums paid by borrowers.

Loan Programs

Aggregate

Number of Principal Percent of

Mortgage Balance Loan
Loan Program Loans Outstanding Group 1
Fixed Rate - 10 Year Maturity............. ..o ... 10 $ 434,985 0.08%
Fixed Rate - 15 Year Maturity .. ........................ 409 36,756,543 6.41
Fixed Rate - 20 Year Maturity .. ........................ 78 8,122,974 1.42
Fixed Rate - 25 Year Maturity .. ........................ 4 497,555 0.09
Fixed Rate - 30 Year Maturity .......................... 3,503 475,713,473 82.99
Fixed Rate - 30/15 Year - Balloon Mortgage Loan........ 324 32,202,244 5.62
Fixed Rate - 15 Year Maturity - Credit Comeback Loan. . . 20 1,679,353 0.29
Fixed Rate - 30 Year Maturity - Credit Comeback Loan. . . 132 17,799,706 3.11

4,480  $573,206,833  100.00%

Current Mortgage Loan Principal Balances (1)

Aggregate

Number of Principal Percent of
Current Mortgage Mortgage Balance Loan
Loan Principal Balances Loans Outstanding Group 1
$ 0.00t0$ 25,000 ... o\t 47 $ 948,029 0.17%
$ 25,000.01 t0 $ 50,000 . ..o\ ottt 380 15,116,200 2.64
$ 50,000.01t0 $ 75,000 . .o\ \oere 647 41,545,764 7.25
$ 75,000.01 t0 $100,000. . ...\ttt 753 66,080,481 11.53
$100,000.01 to $150,000 . ...\ \oorre e 1,176 144,673,917 95.24
$150,000.01 to $200,000 ... ..\ttt 787 136,180,173 23.76
$200,000.01 to $250,000 . ...\ttt 423 94,520,113 16.49
$250,000.01 to $300,000 . ...\ttt 247 67,674,549 11.81
$300,000.01 t0 $350,000 .. ...\ttt 17 5,335,642 0.93
$350,000.01 to $400,000 ... ..ottt 3 1,131,966 0.20

4,480 $573,206,833 100.00%

(1) As of the Statistical Calculation Date, the average current principal balance for the Group 1 Loans is expected to be
approximately $127,948.
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Mortgage Interest Rates (1)

Aggregate
Number of Principal Percent of
Mortgage Balance Loan
Mortgage Rates (%) Loans Outstanding Group 1
5.601- 6.000 ... ... 5 $ 897,713 0.16%
6.001- 6.500 ... ... . 18 3,210,117 0.56
6.501- 7.000 .. ... .. . 141 22,615,977 3.93
7.001- 7500 ... . . 312 52,154,019 9.10
7.501- 8.000 ... ..o 1,338 204,445,855 35.67
8.001- 8.500 . ... 652 86,940,169 15.17
8.501- 9.000 .. ... .. . 703 86,214,367 15.04
9.001- 9.500 . ... .. 369 40,632,094 7.09
9.501-10.000. ... .. ot 348 33,424,688 5.83
10.001-10.500. . ..ot 183 14,949,515 2.61
10.501-11.000. . . ..ot 167 12,524,272 2.18
11.001-11.500. . oo e 97 6,703,764 1.17
11.501-12.000. . ..o 96 5,951,635 1.04
12.001-12.500. . ..o 33 1,609,475 0.28
12.501-13.000. . ..ot 18 1,033,274 0.18
4,480 $573,206,833 100.00%

(1) As of the Statistical Calculation Date, the weighted average mortgage interest rate of the Group 1 Loans is expected to be
approximately 8.428% per annum. The mortgage interest rates in this table are mortgage interest rates at origination.
These mortgage interest rates do not reflect the 1.50% interest rate reduction for Credit Comeback Loans. In addition, as of
the Statistical Calculation Date, the Mortgage Interest Rates of the Credit Comeback Loans ranged from 8.3756% to
12.500%, with a weighted average mortgage interest rate of 9.171%.

Remaining Terms to Stated Maturity (1)

Aggregate
Number of Principal Percent of
Remaining Terms to Stated Mortgage Balance Loan
Maturity (months) Loans Outstanding Group 1
1-120 .o 13 $ 449,207 0.08%
121180 .o 757 70,891,837 12.37
181-300 .. i 154 13,853,274 2.42
B01-8360 . .. 3,556 488,012,515 85.14
4,480 $573,206,833 100.00%

(1) As of the Statistical Calculation Date, the weighted average remaining term of the Group 1 Loans is expected to be
approximately 333 months.
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Original Loan-to-Value Ratios* (1)

Aggregate
Original Number of Principal Percent of
Loan-to-Value Mortgage Balance Loan
Ratios (%) Loans Outstanding Group 1
50.00 or Less . ..o 269 $ 22,984,751 4.01%
50.01- 55.00. ... . 124 12,702,572 2.22
55.01- 60.00. ... ... i 178 20,577,246 3.59
60.01- 65.00. ... .. .. 256 30,170,821 5.26
65.01- T0.00. ... .. .o 506 65,345,870 11.40
T70.01- 75.00. .. .o 629 81,219,012 14.17
75.01- 80.00. ... o 1,169 157,690,416 27.51
80.01- 85.00. ... .. i 654 87,878,500 15.33
85.01- 90.00. ... ... 606 82,674,284 14.41
90.01- 95.00. ... it 81 11,248,510 1.96
95.01-100.00. . . ..ot 8 814,851 0.14

4,480 $573,206,833 100.00%

(1) As of the Statistical Calculation Date, the weighted average original loan-to-value ratio of the Group 1 Loans is expected to
be approximately 76.12%.

* The loan-to-value ratio of a first lien mortgage loan is equal to its principal balance at origination divided by the lesser of
the appraised value of the related mortgaged property at origination and, if applicable, the sales price at origination.

Documentation Program for Mortgage Loans (1)

Aggregate
Number of Principal Percent of
Mortgage Balance Loan
Type of Program Loans Outstanding Group 1
FULl DOC . . . oo e 3,798  $473,127,909 82.54%
Simple Doc ... . 131 19,965,846 3.48
Stated Income . ......... ... ... 551 80,113,079 13.98
Total. ... ... .. 4,480 $573,206,833 100.00%

“«

(1) For a description of Countrywide’s documentation programs, see “—Countrywide’s Underwriting Standards for the

Group 1 and Group 2 Loans” below.

Types of Mortgaged Properties

Aggregate
Number of Principal Percent of
Mortgage Balance Loan
Property Type Loans Outstanding Group 1
2-4 Units . ... 139 $ 20,513,020 3.58%
Low Rise Condominium ................................ 175 21,017,121 3.67
High Rise Condominium ................................ 8 825,084 0.14
Planned Unit Development.............................. 270 42,594,952 7.43
TUnit. .. 3,888 488,256,656 85.18
Total. . ... .. . 4,480 $573,206,833 100.00%
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Loan Purpose

Occupancy Type

Second Residence . .
Investor Property ..
Primary Residence .

State

Alabama...........
Arizona

Arkansas
California
Colorado

Connecticut........
Delaware
District of Columbia
Florida ............
Georgia
Hawaii
Idaho

Illinois

Kansas............
Kentucky..........
Louisiana..........

Maryland..........
Massachusetts
Michigan
Minnesota . ........

Purpose of Mortgage Loans

Aggregate
Number of Principal Percent of
Mortgage Balance Loan
Loans Outstanding Group 1
.................................... 424 $ 52,744,887 9.20%
.................................... 422 55,894,501 9.75
.................................... 3,634 464,567,446 81.05
.................................... 4,480  $573,206,833  100.00%
Occupancy Types (1)
Aggregate
Number of Principal Percent of
Mortgage Balance Loan
Loans Outstanding Group 1
.................................... 26 $ 2,374,457 0.41%
.................................... 139 11,479,914 2.00
.................................... 4,315 559,352,462 97.58
.................................... 4,480 $573,206,833 100.00%
(1) Based upon representations of the related borrowers at the time of origination.
Geographic Distribution of Mortgaged Properties
Aggregate
Number of Principal Percent of
Mortgage Balance Loan
Loans Outstanding Group 1
.................................... 47 $ 3,478,330 0.61%
.................................... 76 8,381,247 1.46
.................................... 26 2,060,639 0.36
.................................... 1,127 193,209,687  33.71
.................................... 88 12,781,231 2.23
.................................... 36 5,424,387 0.95
.................................... 15 1,597,182 0.28
.................................... 3 443,955 0.08
.................................... 398 41,764,393 7.29
.................................... 218 24,903,727 4.34
.................................... 67 14,268,556 2.49
.................................... 19 1,597,759 0.28
.................................... 74 7,836,341 1.37
.................................... 64 5,423,708 0.95
.................................... 19 1,269,180 0.22
.................................... 20 1,783,547 0.31
.................................... 36 2,976,782 0.52
.................................... 73 5,728,388 1.00
.................................... 8 672,196 0.12
.................................... 51 7,163,792 1.25
.................................... 117 19,804,888 3.46
.................................... 228 22,470,693 3.92
.................................... 41 5,220,369 0.91
.................................... 19 1,409,617 0.25

Mississippi



Aggregate

Number of Principal Percent of
Mortgage Balance Loan

State Loans Outstanding Group 1

MiSSOUTI. . ..o 89 $ 6,866,475 1.20%
Montana ............. .. .. . 6 532,363 0.09
Nebraska .. ... 9 1,024,677 0.18
Nevada........... 58 7,607,024 1.33
New Hampshire........... ... ... ... . . . . . . ... 39 5,696,359 0.99
New Jersey . ... 61 9,847,648 1.72
New MeXICO . ..ot 10 1,135,415 0.20
New York . ... 182 29,824,100 5.20
North Carolina............ .. ... 52 4,768,881 0.83
North Dakota........... ... 2 80,741 0.01
ORhio ..o 164 14,444,800 2.52
Oklahoma . ........ ... .. . i, 29 2,594,891 0.45
OregON . .o 42 5,305,703 0.93
Pennsylvania ........... .. .. .. ... .. . ... 164 15,322,411 2.67
Rhode Island ........... ... ... .. ... . . . . . ... 10 1,062,995 0.19
South Carolina.......... ... .. ... 31 2,839,390 0.50
South Dakota . ........ .. ... . . 1 299,616 0.05
TenNnNesSee . . ..ot 77 6,742,739 1.18
TeXas .. e 228 19,764,398 3.45
Utah ... 53 6,694,831 1.17
Vermont . ......... .. 3 436,799 0.08
Virginia . ... 109 15,226,385 2.66
Washington. ......... .. ... ... . . 118 16,833,464 2.94
West Virginia . ........ .. ... . 20 1,510,115 0.26
WISCOnSIN . ... 42 3,488,089 0.61
Wyoming . ... 11 1,585,930 0.28

Total. . ... ... 4,480 $573,206,833 100.00%

Credit Bureau Risk Score (1)

Aggregate
Number of Principal Percent of
Mortgage Balance Loan
Credit Bureau Risk Score Loans Outstanding Group 1
Greater than or equal to 621 ............................ 1,512 $201,476,780 35.15%
601-620 . ... . . 762 103,194,169 18.00
B81-600 . ... ... 774 98,133,758 17.12
B61-580 . ... 649 81,796,075 14.27
BA1-560 . ... 430 51,314,554 8.95
B21-540 . . .. 228 25,303,267 4.41
BO1-520 . ... 116 11,195,830 1.95
Less than or equal to 500 . ........... ... ... ............. 9 792,400 0.14
Total...... ... . 4,480 $573,206,833 100.00%

(1) As of the Statistical Calculation Date, the weighted average Credit Bureau Risk Score of the Group 1 Loans is expected to
be approximately 607. See “—Countrywide’s Underwriting Standards for the Group 1 and Group 2 Loans” below.
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The Group 2 Loans

All of the Group 2 Loans will be secured by first liens on the related Mortgaged Properties and
none of the Group 2 Loans will be a Balloon Mortgage Loan.

The Group 2 Loans will bear interest at rates that vary based generally upon the index described
below, and adjust at periodic intervals as described below. Subject to any applicable adjustment caps,
each mortgage interest rate at any time generally will be equal to the sum of a specified percentage and
the index level then applicable to that loan. The Group 2 Loans will provide for a maximum mortgage
interest rate. The Group 2 Loans also will provide for periodic adjustments of scheduled payments in
order to fully amortize by their respective stated maturities.

Each of the Group 2 Loans will have a mortgage interest rate that is subject to adjustment on the
first day of the month specified in the related Mortgage Note (each such date, an “Adjustment Date’)
generally to equal the sum, rounded to the nearest 0.125% (or, in some cases, rounded up to the next
highest 0.125%), of:

e the average of the London interbank offered rates for six-month U.S. dollar deposits in the
London market, most recently published in The Wall Street Journal 45 days prior to (or in
some cases on the first business day of the month immediately preceding the month of) the
Adjustment Date (the “Mortgage Index’),

plus
* a fixed percentage amount specified in the related Mortgage Note (the “Gross Margin”);

provided, however, that the mortgage interest rate for substantially all of the Group 2 Loans will not
increase or decrease by more than 2.00% on any Adjustment Date (the “Periodic Rate Cap”), with the
exception of the initial Adjustment Date for certain of the 2/28 Loans and 3/27 Loans (each defined
below), which are subject to a different initial Periodic Rate Cap as set forth in the related Mortgage
Note. Substantially all of the Group 2 Loans will have been originated with mortgage interest rates less
than the sum of the then-current Mortgage Index and the related Gross Margin. If the rate referred to
in the first bullet point above ceases to be published in The Wall Street Journal or becomes
unavailable for any reason, then the holder of the related Mortgage Note will select a new index based
on comparable information.

Each “2/28 Loan” and “3/27 Loan” will have a fixed interest rate for approximately 24 and
36 months, respectively, after origination before the fixed rate becomes subject to adjustment based on
the Mortgage Index described in the immediately preceding paragraph.

Substantially all of the Group 2 Loans will provide that over the life of each such loan the
mortgage interest rate will in no event be more than the initial mortgage interest rate plus 7.00%.
Effective with the first payment due on a Group 2 Loan after each related Adjustment Date, the
monthly payment will be adjusted to an amount which will fully amortize the outstanding principal
balance of the Group 2 Loan over its remaining term.

In addition, approximately 88.61% of the Group 2 Loans included in the Statistical Calculation
Pool are subject to prepayment premiums. In most cases, the prepayment premium will be equal to six
months’ advance interest calculated on the basis of the rate in effect at the time of such prepayment
on the amount prepaid in excess of 20% of the original balance of such Mortgage Loan, if the loan is
prepaid in full or in part during the first two or three years after origination. After the expiration of
the applicable prepayment period, however, borrowers may prepay the mortgage loans at anytime
without paying a premium. In no event will Certificateholders be entitled to any portion of any
prepayment premiums paid by borrowers.
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Loan Program

Six-Month LIBOR .. ..
2/28 Loan . ...........
3/27Loan ............

Current Mortgage
Loan Principal Balances

$ 0.00 to $ 25,000
$ 25,000.01 to $ 50,000
$ 50,000.01 to $ 75,000
$ 75,000.01 to $100,000
$100,000.01 to $150,000
$150,000.01 to $200,000
$200,000.01 to $250,000
$250,000.01 to $300,000
$300,000.01 to $350,000
$350,000.01 to $400,000
$400,000.01 to $450,000

Loan Programs

Aggregate
Number of Principal Percent of
Mortgage Balance Loan

Loans Outstanding Group 2

................................ 64 $ 5,161,836 0.88%
................................ 2,936 392,753,128 66.88
................................ 1,334 189,352,101 32.24

................................ 4,334 $587,267,065 100.00%

Current Mortgage Loan Principal Balances (1)
Aggregate
Number of Principal Percent of
Mortgage Balance Loan

Loans Outstanding Group 2

................................ 42 $ 788,223 0.13%
................................ 266 10,576,450 1.80
................................ 602 38,361,495 6.53
................................ 664 58,285,786 9.92
............................... 1,135 140,461,562 23.92
............................... 820 142,540,632 24.27
............................... 498 111,037,612 18.91
............................... 291 79,825,758 13.59
............................... 12 3,875,560 0.66
............................... 3 1,108,987 0.19
............................... 1 405,000 0.07

................................ 4,334 $587,267,065 100.00%

(1) As of the Statistical Calculation Date, the average current principal balance for the Group 2 Loans is expected to be

approximately $135,502.
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Mortgage Interest Rates (1)

Aggregate

Number of Principal Percent of
Mortgage Balance Loan

Mortgage Rates (%) Loans Outstanding Group 2

5.001- 5500 . ... 1 $ 149,655 0.03%
5.601- 6.000 ... ... 10 1,911,062 0.33
6.001- 6.500 ... ... . 24 3,863,185 0.66
6.501- 7.000 .. ... .. . 264 46,034,305 7.84
7.001- 7500 ... . . 443 74,030,164 12.61
7.501- 8.000 ... ..o 728 116,737,204 19.88
8.001- 8.500 . ... 681 100,423,923 17.10
8.501- 9.000 .. ... .. . 684 90,278,001 15.37
9.001- 9.500 . ... .. 489 57,180,932 9.74
9.501-10.000. ... .. ot 458 48,595,914 8.27
10.001-10.500. . ..ot 229 21,422,681 3.65
10.501-11.000. . . ..ot 160 13,733,390 2.34
11.001-11.500. . oo e 77 7,019,772 1.20
11.501-12.000. . ..o 45 3,683,405 0.61
12.001-12.500. . ..o 32 1,833,171 0.31
12.501-13.000. . ..ot 9 470,302 0.08

TOtAL. ..o e e 4,334 $587,267,065  100.00%

(1) As of the Statistical Calculation Date, the weighted average mortgage rate of the Group 2 Loans is expected to be
approximately 8.481% per annum.

Remaining Terms to Stated Maturity (1)

Aggregate
Number of Principal Percent of
Remaining Terms to Stated Mortgage Balance Loan
Maturity (months) Loans Outstanding Group 2
1-120 .o 8 $ 199,696 0.03%
121180 .o 1 124,017 0.02
181-300 .. i 122 7,414,033 1.26
B01-8360 . .. 4,203 579,529,319 98.68
Total. ... ... ... o 4,334 $587,267,065 100.00%

(1) As of the Statistical Calculation Date, the weighted average remaining term of the Group 2 Loans is expected to be
approximately 357 months.

24



Original Loan-to-Value Ratios* (1)

Aggregate

Original Number of Principal Percent of
Loan-to-Value Mortgage Balance Loan
Ratios (%) Loans Outstanding Group 2
50.00 or Less . ..o 132 $ 13,000,930 2.21%
50.01- 55.00. ... . 60 7,022,241 1.20
55.01- 60.00. ... ... i 109 11,702,896 1.99
60.01- 65.00. ... .. .. 202 22,370,049 3.81
65.01- T0.00. ... .. .o 359 42,264,921 7.20
T70.01- 75.00. .. .o 566 74,048,841 12.61
75.01- 80.00. ... o 1,377 191,804,320 32.66
80.01- 85.00. ... .. i 636 91,103,644 15.51
85.01- 90.00. ... ... 780 116,866,030 19.90
90.01- 95.00. ... it 111 16,917,283 2.88
95.01-100.00. . . ..ot 2 165,910 0.03

) P 4,334  $587,267,065  100.00%

(1) As of the Statistical Calculation Date, the weighted average original loan-to-value ratio of the Group 2 Loans is expected to
be approximately 79.15%.

The loan-to-value ratio of a first lien mortgage loan is equal to its principal balance at origination divided by the lesser of
the appraised value of the related mortgaged property at origination and, if applicable, the sales price at origination.

*

Documentation Program for Mortgage Loans (1)

Aggregate
Number of Principal Percent of
Mortgage Balance Loan
Type of Program Loans Outstanding Group 2
FULl DOC . . . oo e 3,534  $466,666,978 79.46%
Stated Income . ......... ... ... 722 109,458,506 18.64
Simple Doc ... . 78 11,141,580 1.90
Total. ... ... .. 4,334 $587,267,065 100.00%

“«

(1) For a description of Countrywide’s documentation programs, see “—Countrywide’s Underwriting Standards for the

Group 1 and Group 2 Loans” below.

Types of Mortgaged Properties

Aggregate
Number of Principal Percent of
Mortgage Balance Loan
Property Type Loans Outstanding Group 2
TUnit. .. 3,592 $475,051,263 80.89%
Planned Unit Development.............................. 345 56,131,997 9.56
Low Rise Condominium ................................ 253 34,003,769 5.79
2-4 Units .. ..o 130 19,726,134 3.36
High Rise Condominium ................................ 14 2,353,901 0.40
Total. . ... .. . 4,334 $587,267,065 100.00%
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Loan Purpose

Occupancy Type

Second Residence . .
Investor Property ..
Primary Residence .

State

Alabama...........
Alaska ............
Arizona ...........
Arkansas ..........
California .........
Colorado ..........
Connecticut........
Delaware ..........
District of Columbia
Florida ............
Georgia ...........
Hawaii ............
Idaho .............
Ilinois ............

Kentucky..........
Louisiana..........

Maryland..........
Massachusetts .. ...
Michigan ..........

Purpose of Mortgage Loans

Aggregate
Number of Principal Percent of
Mortgage Balance Loan
Loans Outstanding Group 2
.................................... 1,274 $174,095,601 29.65%
.................................... 398 52,040,521 8.86
.................................... 2,662 361,130,943 61.49
.................................... 4,334  $587,267,065  100.00%
Occupancy Types (1)
Aggregate
Number of Principal Percent of
Mortgage Balance Loan
Loans Outstanding Group 2
.................................... 22 $ 2,680,358 0.46%
.................................... 164 14,068,760 2.40
.................................... 4,148 570,517,947  97.15
.................................... 4,334 $587,267,065 100.00%
(1) Based upon representations of the related borrowers at the time of origination.
Geographic Distribution of Mortgaged Properties
Aggregate
Number of Principal Percent of
Mortgage Balance Loan
Loans Outstanding Group 2
.................................... 14 $ 1,357,238 0.23%
.................................... 3 630,593 0.11
.................................... 128 14,418,081 2.46
.................................... 16 1,114,558 0.19
.................................... 1,144 911,043,581 35.94
.................................... 145 21,743,930 3.70
.................................... 47 6,311,007 1.07
.................................... 5 503,783 0.09
.................................... 1 174,902 0.03
.................................... 231 26,370,020 4.49
.................................... 145 17,436,519 2.97
.................................... 20 3,537,979 0.60
.................................... 40 3,110,267 0.53
.................................... 165 21,618,627 3.68
.................................... 97 8,342,228 1.42
.................................... 15 1,467,649 0.25
.................................... 46 3,951,367 0.67
.................................... 46 4,075,782 0.69
.................................... 33 3,090,497 0.53
.................................... 3 264,144 0.04
.................................... 73 11,706,360 1.99
.................................... 128 20,859,266 3.55
.................................... 258 25,607,624 4.36
.................................... 44 5,724,001 0.97

Minnesota . ........



Aggregate

Number of Principal Percent of
Mortgage Balance Loan
State Loans Outstanding Group 2
MISSISSIPPL .« v et ettt e 13 $ 1,018,914 0.17%
MiSSOUTI. . ..o 102 9,849,402 1.68
Montana .......... .. 10 920,412 0.16
Nebraska . ... ..o 8 730,997 0.12
Nevada........... 51 7,345,791 1.25
New Hampshire........... ... ... ... . . . . . . ... 14 1,962,001 0.33
New Jersey . ... 84 13,000,139 2.21
New MEXICO . ..ottt e 28 2,836,744 0.48
New York . ... 76 14,029,750 2.39
North Carolina............ .. ... 72 7,648,120 1.30
North Dakota........... ... 1 107,460 0.02
ORhio ..o 140 13,074,140 2.23
Oklahoma . ........ ... .. . i, 42 2,648,603 0.45
OregON . .o 63 7,469,927 1.27
Pennsylvania ........... .. .. .. ... .. . ... 117 11,032,755 1.88
Rhode Island ........... ... ... .. ... . . . . . ... 30 3,408,291 0.58
South Carolina............. .. ... 14 1,459,075 0.25
South Dakota . ........ .. ... . . 2 119,770 0.02
TenNnNesSee . . ..ot 104 9,928,907 1.69
TeXas .. e 196 20,409,810 3.48
Utah ... 75 10,008,142 1.70
Virginia . ... 50 7,816,846 1.33
Washington. ......... .. ... ... . . 141 21,402,802 3.64
West Virginia . ........ .. ... . 8 650,120 0.11
WISCOnSIN . ... 41 3,488,321 0.59
Wyoming . ... 5 439,826 0.07
Total. . ... ... 4,334 $587,267,065 100.00%
Credit Bureau Risk Score(1)
Aggregate
Number of Principal Percent of
Mortgage Balance Loan
Credit Bureau Risk Score Loans Outstanding Group 2
621 or Greater .......... ... 1,515 $218,630,747 37.23%
601 — 620 . ... 629 86,816,700 14.78
B81 — 600 . ... 608 84,402,316 14.37
561 — 580 ... 622 81,679,214 13.91
BA1 - 860 ... 505 63,230,781 10.77
B21 = B840 .. 294 33,087,721 5.63
501 = 520 .. 144 18,237,741 3.11
Less than or equal to 500 . ........ ... ... ... ............. 17 1,181,845 0.20
Total. . ... ... . 4,334 $587,267,065 100.00%

(1) As of the Statistical Calculation Date, the weighted average Credit Bureau Risk Score of the Group 2 Loans is expected to
be approximately 606. See “—Countrywide’s Underwriting Standards for the Group 1 and Group 2 Loans” below.
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Mortgage Interest Rate Life Cap (1)

Aggregate
Number of Principal Percent of
Mortgage Balance Loan

Mortgage Interest Rate Life Cap (%) Loans Outstanding Group 2

11.001-11.500 ..ot 2 $ 265,910 0.05%
11.501-12.000 . ..o 7 1,338,603 0.23
12.001-12.500 ..ot 19 2,887,471 0.49
12.501-13.000 ...t 71 11,099,945 1.89
13.001-13.500 ..o 122 19,332,944 3.29
13.501-14.000 . ..ot 355 59,051,996 10.06
14.001-14.500 ...t 451 73,894,442 12.58
14.501-15.000 .. ..ot 687 108,479,913 18.47
15.001-15.500 ..ot 647 92,958,883 15.83
156.501-16.000 ... ..o 635 81,946,164 13.95
16.001-16.500 ... .ot 437 50,339,695 8.57
16.501-17.000 ... .ot 417 43,170,782 7.35
17.001-17.500 ... 211 19,731,492 3.36
17.501-18.000 . ..ot 133 11,883,352 2.02
18.001-18.500 ..ottt 67 6,086,686 1.04
18.501-19.000 . ..o 36 2,710,962 0.46
19.001-19.500 ...t 29 1,655,289 0.28
19.501-20.000 . ...t 8 432,635 0.07

) P 4,334  $587,267,065  100.00%

(1) As of the Statistical Calculation Date, the weighted average mortgage interest rate life cap of the Group 2 Loans is expected
to be approximately 15.281% per annum.

Mortgage Interest Rate Life Floor (1)

Aggregate
Number of Principal Percent of
Mortgage Balance Loan
Mortgage Interest Rate Life Floor (%) Loans Outstanding Group 2
5.000 0T LeSS . oo vv et 1 $ 51,937 0.01%
5.001- 6.000 . ... ... 22 2,973,729 0.51
6.001- 7.000 . ... .. 302 51,150,363 8.71
7.001- 8.000 .. ... i 1,198 193,082,751 32.88
8.001- 9.000 . ... .. 1,381 191,174,714 32.55
9.001-10.000 . .....o i 914 102,958,841 17.53
10.001-11.000 ... 363 33,438,263 5.69
11.001-12.000 . ..o 114 10,206,987 1.74
12.001-13.000 . ..o 39 2,229,481 0.38
Total. ... ... 4,334 $587,267,065 100.00%

(1) As of the Statistical Calculation Date, the weighted average mortgage interest rate life floor of the Group 2 Loans is
expected to be approximately 8.454% per annum.
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Hybrid ARMs (1) — Next Rate Adjustment

Aggregate
Number of Principal Percent of
Mortgage Balance Loan

Next Interest Adjustment Date Loans Outstanding Group 2

March 2002 ... .. ... . . 28 $ 1,458,623 0.25%
April 2002 .. ... 67 4,058,735 0.70
May 2002 . ... 75 4,712,739 0.81
June 2002 ... .. 23 1,195,808 0.21
July 2002 . ... 1 18,357 0.00
August 2002 ... .. .. 5 394,739 0.07
September 2002 . ... ... .. .. 1 60,173 0.01
December 2002 .. ... ... .. .. 1 161,911 0.03
June 2003 .. ... 2 232,298 0.04
July 2008 . ... 12 1,429,924 0.25
August 2003 .. ... .. 12 1,384,136 0.24
September 2003 .. ... ... ... 29 4,197,376 0.72
October 2003 . ... ... ... . 34 4,827,642 0.83
November 2003 . ... ... .. 100 12,302,461 2.11
December 2003 . ....... ... ... ... 362 49,465,615 8.50
January 2004 ... ... 987 140,847,419 24.20
February 2004 ........ ... . ... . . . ... 671 93,898,036 16.13
March 2004 ... .. ... 517 70,979,687 12.19
April 2004 .. ... 9 1,127,450 0.19
June 2004 ... 1 85,685 0.01
July 2004 . ... 3 420,306 0.07
August 2004 .. ... 5 625,167 0.11
September 2004 .. ... ... ... 6 1,003,262 0.17
October 2004 . ... ... ... 4 604,799 0.10
November 2004 ....... ... . ... . ... 21 3,115,030 0.54
December 2004 .. ... ... . ... 123 17,105,898 2.94
January 2005 ... ... 672 97,068,015 16.68
February 2005 ........ ... . ... . . .. ... 232 32,652,645 5.59
March 2005 ... .. ... 262 36,158,693 6.21
April 2005 .. ... 5 612,800 0.11

Total. . ... ... 4,270 $582,105,229 100.00%

(1) Hybrid ARMs consist of 2/28 Loans and 3/27 Loans.
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Non-Hybrid ARMs (1) — Next Rate Adjustment

Aggregate
Number of Principal Percent of
Mortgage Balance Loan
Next Interest Adjustment Date Loans Outstanding Group 2
March 2002 . ... .. . e 10 $ 854,495 16.55%
April 2002 . . ... e 20 1,711,379 33.15
May 2002 ... ... e 21 1,152,974 22.34
dJune 2002 ... 6 746,129 14.45
July 2002 . ... . 4 480,928 9.32
August 2002 ... ... 2 113,930 2.21
September 2002 .......... ... ... 1 102,000 1.98
Total ... . .. 64 $5,161,836 100.00%
(1) Non-Hybrid ARMs consist of Six-Month LIBOR Loans.
Mortgage Interest Rate Margin (1)
Aggregate
Number of Principal Percent of
Mortgage Balance Loan
Mortgage Interest Rate Margin (%) Loans Outstanding Group 2
2.001-3.000. ... . 5 $ 564,070 0.10%
3.001-4.000. ... .. 14 2,104,180 0.36
4.001-5.000. . ... . 183 27,012,891 4.60
5.001-6.000. . ... .. . 1,147 160,398,344 27.31
6.001-7.000. ... . . 1,928 264,678,981 45.07
T.001-8.000. ... ..o e 966 122,555,172 20.87
8.001-9.000. ... . . . 91 9,953,426 1.69
Total. . ... .. . 4,334 $587,267,065 100.00%

(1) As of the Statistical Calculation Date, the weighted average mortgage interest rate margin of the Group 2 Loans is expected

to be approximately 6.476% per annum.

Initial Periodic Mortgage Interest Rate Cap

Aggregate
Number of Principal Percent of
Mortgage Balance Loan
Initial Periodic Mortgage Interest Rate Cap (%) Loans Outstanding Group 2
1000 . .. 16 $ 1,487,672 0.25%
1500 . 2,924 386,734,641 65.85
2.000. ... . 324 48,548,931 8.27
3000 . ... 1,069 150,423,949 25.61
4000 . . . 1 71,871 0.01
Total. ... ... ... 4,334 $587,267,065 100.00%
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Subsequent Periodic Mortgage Interest Rate Cap

Aggregate
Number of Principal Percent of
Mortgage Balance Loan
Subsequent Periodic Mortgage Interest Rate Cap (% ) Loans Outstanding Group 2
1000 . . 434 $ 59,704,625 10.17%
1500 . 3,900 527,562,439 89.83
Total. . ... . . 4,334 $587,267,065 100.00%

Anti-Predatory Lending Guidelines

Prior to our purchasing the Mortgage Loans, we conducted a review of Countrywide’s origination
practices and procedures and a statistical sample of the Group 1 and Group 2 Loans for compliance
with our anti-predatory lending guidelines. Countrywide has made representations and warranties to
us that all the Mortgage Loans were originated in compliance with our anti-predatory lending
guidelines. Notwithstanding our due diligence, if any Mortgage Loan fails to meet our anti-predatory
lending guidelines, it will be repurchased.

Countrywide’s Underwriting Standards for the Group 1 and Group 2 Loans
The information in this section was provided by Countrywide.

Prior to the funding or purchase of any mortgage loan, Countrywide underwrites that loan in
accordance with Countrywide’s underwriting standards. In general, the Group 1 and Group 2 Loans
were underwritten centrally by a specialized group of underwriters who are familiar with the unique
characteristics of mortgage loans made to borrowers with blemished credit histories.

Countrywide’s underwriting standards are primarily intended to evaluate the value and adequacy
of the mortgaged property as collateral for the proposed mortgage loan and the borrower’s credit
standing and repayment ability. On a case by case basis, Countrywide may determine that, based upon
compensating factors, a prospective borrower not strictly qualifying under the underwriting risk
category guidelines described below warrants an underwriting exception. Compensating factors may
include low loan-to-value ratio, low debt-to-income ratio, stable employment and time in the same
residence. It is expected that a significant number of the Group 1 and Group 2 Loans will have been
originated based on such underwriting exceptions.

Each prospective borrower completes an application which includes information with respect to
the applicant’s assets, liabilities, income, credit history and employment history, as well as certain
other personal information. If the loan-to-value ratio is greater than 70%, Countrywide generally
verifies the source of funds for any down payment; Countrywide does not verify the source of such
funds if the loan-to-value ratio is 70% or less. Countrywide requires an independent credit bureau
report on the credit history of each applicant in order to evaluate the applicant’s ability to repay. The
report typically contains information relating to such matters as credit history with local and national
merchants and lenders, installment debt payments and any record of defaults, bankruptcy, reposses-
sion, suits or judgments.

After obtaining all applicable employment, credit and property information, Countrywide uses a
debt-to-income ratio to assist in determining whether the prospective borrower has sufficient monthly
income available to support the payments of principal and interest on the mortgage loan in addition to
other monthly credit obligations. The “debt-to-income ratio” is the ratio of the borrower’s total
monthly credit obligations to the borrower’s gross monthly income. The maximum monthly debt-to-
income ratio varies depending upon a borrower’s credit grade and documentation level (as described
below) but does not generally exceed 60%. Variations in the monthly debt-to-income ratios limit are
permitted based on compensating factors.
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Countrywide’s underwriting standards are applied in accordance with applicable federal and state
laws and regulations and require an independent appraisal of the mortgaged property prepared on a
Uniform Residential Appraisal Report (Form 1004). Each appraisal includes a market data analysis
based on recent sales of comparable homes in the area and, where deemed appropriate, replacement
cost analysis based on the current cost of constructing a similar home and generally is required to have
been made not earlier than 180 days prior to the date of origination of the mortgage loan. Every
independent appraisal is reviewed by a Countrywide representative before the loan is funded, and an
additional field review appraisal is generally performed in connection with loan amounts over $350,000
or 80% or higher loan-to-value ratios. A field review appraisal is an exterior examination of the
premises by the appraiser to determine that the property is in acceptable condition and the appraised
value is reasonable. In most cases, properties that are not in at least average condition (including
properties requiring major deferred maintenance) are not acceptable as collateral for mortgage loans
originated under these guidelines. The maximum loan amount varies depending upon a borrower’s
credit grade and documentation level. Variations in maximum loan amount limits are permitted based
on compensating factors.

Countrywide’s underwriting standards permit first mortgage loans with loan-to-value ratios at
origination of up to 100% and second mortgage loans with combined loan-to-value ratios at origination
of up to 100% depending on the program, type and use of the property, documentation level,
creditworthiness of the borrower and debt-to-income ratio.

Countrywide requires title insurance on all the mortgage loans. Countrywide also requires that fire
and extended coverage casualty insurance be maintained on the mortgaged property in an amount at
least equal to the principal balance of the loan or the replacement cost of the mortgaged property,
whichever is less.

While Countrywide’s underwriting guidelines place primary reliance on a borrower’s ability to
repay, Countrywide may require lower loan-to-value ratios as a loss mitigation tool. Borrowers who
qualify generally have blemished payment histories, higher debt-to-income ratios and may have a
record of major derogatory credit items such as outstanding judgments or prior bankruptcies.
Countrywide’s mortgage loan underwriting guidelines establish the maximum permitted loan-to-value
ratio for each loan type based upon these and other risk factors with more risk factors requiring lower
loan-to-value ratios.

Countrywide underwrites or originates mortgage loans pursuant to alternative sets of underwrit-
ing criteria under its Full Documentation Loan Program (the “Full Doc Program’), Simple Docu-
mentation Loan Program (the “Simple Doc Program’) and Stated Income Loan Program (the
“Stated Income Program’). Under each of the underwriting programs, Countrywide verifies the loan
applicant’s sources of income (except under the Stated Income Program), calculates the amount of
income from all sources indicated on the loan application, reviews the credit history of the applicant,
calculates the debt-to-income ratio to determine the applicant’s ability to repay the loan, and reviews
the appraisal of the mortgaged property for compliance with Countrywide’s underwriting standards.

The Simple Doc Program is an alternative documentation program. Under the Simple Doc
Program, acceptable documentation of income consists of six months’ income verification. In the case
of self-employed individuals, acceptable alternative documentation consists of a profit and loss
statement supported by a record of bank statements. Maximum loan-to-value ratios and maximum
loan amounts are generally lower than those permitted under the Full Doc Program.

Under the Stated Income Program, the borrower’s employment and income sources must be
stated on the borrower’s application. The borrower’s income as stated must be reasonable for the
related occupation and such determination as to reasonableness is subject to the loan underwriter’s
discretion. However, the borrower’s income as stated on the application is not independently verified.
Maximum loan-to-value ratios are generally lower than those permitted under the Full Doc Program.
Except as otherwise stated above, the same mortgage credit, consumer credit and collateral related
underwriting guidelines apply.

32



Under the Full Doc, Simple Doc and Stated Income Programs, various risk categories are used to
grade the likelihood that the borrower will satisfy the repayment conditions of the mortgage loan.
These risk categories establish the maximum permitted loan-to-value ratio, debt-to-income ratio and
loan amount, given the borrower’s credit history, the occupancy status of the mortgaged property and
the type of mortgaged property. In general, higher debt-to-income ratios and more (or more recent)
major derogatory credit items such as outstanding judgments or prior bankruptcies result in a loan
being assigned to a higher credit risk category.

Countrywide’s underwriting guidelines for mortgage loans made to borrowers with blemished
credit histories utilize credit categories to grade the likelihood that the mortgagor will satisfy the
repayment conditions of the mortgage loans. In general, a credit category is assigned by evaluating a
borrower’s consumer credit history, mortgage history, time since bankruptcy, and time since foreclo-
sure or notice of default. The credit categories establish guidelines for determining maximum
allowable loan-to-value ratios, debt-to-income ratios and loan amounts for a given mortgage loan. A
summary of the credit categories for the Group 1 and Group 2 Loans is set forth below.

Credit Category: 51.53% of the Group 1 Loans and 47.71% of the Group 2 Loans in the Statistical
Calculation Pool
Loan-to-Value Ratio: Maximum of 100%
Debt-to-Income Ratio: Maximum of 50%
Loan Amount: Maximum of $500,000
Consumer Credit History: Credit Bureau Risk Score must be greater than or equal to 600,
unless no delinquencies of 30 days in the past 12 months in which case the Credit Risk Bureau
Score shall be greater than or equal to 580. If no Credit Bureau Risk Score is available, then no
more than 4 delinquencies of 30 days in the past 12 months.
Mortgage History: No more than 1 delinquency of 30 days during the past 12 months.
Bankruptcy: At least 3 years since discharge/dismissal.
Foreclosure /Notice of Default (NOD): At least 3 years since foreclosure/INOD released.

Credit Category: 24.01% of the Group 1 Loans and 22.71% of the Group 2 Loans in the Statistical
Calculation Pool
Loan-to-Value Ratio: Maximum of 90%
Debt-to-Income Ratio: Maximum of 55%
Loan Amount: Maximum of $500,000
Consumer Credit History: Credit Bureau Risk Score must be greater than or equal to 570,
unless no delinquencies of 30 days in the past 12 months in which case the Credit Risk Bureau
Score shall be greater than or equal to 560. If no Credit Bureau Risk Score is available, then no
more than 6 delinquencies of 60 days in the past 12 months.
Mortgage History: No more than 2 delinquencies of 30 days during the past 12 months.
Bankruptcy: At least 2 years since discharge/dismissal.
Foreclosure /Notice of Default (NOD): At least 3 years since foreclosure/INOD released.
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Credit Category: 14.76% of the Group 1 Loans and 16.76% of the Group 2 Loans in the Statistical
Calculation Pool
Loan-to-Value Ratio: Maximum of 85%
Debt-to-Income Ratio: Maximum of 55%
Loan Amount: Maximum of $350,000
Consumer Credit History: Credit Bureau Risk Score must be greater than or equal to 550,
unless no delinquencies of 30 days in the past 12 months in which case the Credit Risk Bureau
Score shall be greater than or equal to 540. If no Credit Bureau Risk Score is available, then no
more than 10 delinquencies of 30 days, 4 delinquencies of 60 days, and 2 delinquencies of 90 or
more in the past 12 months.
Mortgage History: No more than 4 delinquencies of 30 days during the past 12 months, or no
more than 2 delinquencies of 30 days and 1 delinquency of 60 days in the past 12 months.
Bankruptcy: Chapter 13 Bankruptcy must be dismissed at least 2 years prior to funding.
Chapter 13 Bankruptcy must be discharged at least 1 year prior to funding. Chapter 7 Bankruptcy
must be discharged/dismissed at least 1 year prior to funding.
Foreclosure /Notice of Default (NOD): At least 2 years since foreclosure/INOD released.

Credit Category: 7.48% of the Group 1 Loans and 9.91% of the Group 2 Loans in the Statistical
Calculation Pool
Loan-to-Value Ratio: Maximum of 80%
Debt-to-Income Ratio: Maximum of 55%
Loan Amount: Maximum of $350,000
Consumer Credit History: The preferred minimum Credit Bureau Risk Score is 500. If no
Credit Bureau Risk Score is available, then no more than 8 delinquencies of 60 days, 4 delinquen-
cies of 90 days or more in the past 12 months.
Mortgage History: No more than 1 delinquency of 90 days during the past 12 months.
Bankruptcy: At least 1 year since discharge/dismissal.
Foreclosure /Notice of Default (NOD): At least 1 year since foreclosure/NOD released.

Credit Category: 1.96% of the Group 1 Loans and 2.54% of the Group 2 Loans in the Statistical
Calculation Pool
Loan-to-Value Ratio: Maximum of 70%
Debt-to-Income Ratio: Maximum of 55%
Loan Amount: Maximum of $300,000
Consumer Credit History: The preferred minimum Credit Bureau Risk Score is 500. If no
Credit Bureau Risk Score is available, then no more than 12 delinquencies of 60 days, and
8 delinquencies of 90 days or more in the past 12 months.
Mortgage History: No more than 2 delinquencies of 90 days during the past 12 months.
Bankruptcy: Chapter 13 Bankruptcy must be discharged/dismissed, or paid-off through
escrow at funding. Chapter 7 Bankruptcy must be discharged/dismissed at least 1 day prior to
funding.
Foreclosure /Notice of Default (NOD): None at time of funding.
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Credit Category: 0.26% of the Group 1 Loans and 0.37% of the Group 2 Loans in the Statistical
Calculation Pool
Loan-to-Value Ratio: Maximum of 65%
Debt-to-Income Ratio: Maximum of 55%
Loan Amount: Maximum of $250,000
Consumer Credit History: The preferred minimum Credit Bureau Risk Score is 500. If no
Credit Bureau Risk Score is available, then no more than 12 delinquencies of 60 days, and
8 delinquencies of 90 days or more in the past 12 months.
Mortgage History: Notice of default is acceptable at funding.
Bankruptcy: Chapter 13 Bankruptcy must be discharged/dismissed, or paid-off through
escrow at funding. Chapter 7 Bankruptcy must be discharged/dismissed at least 1 day prior to
funding.
Foreclosure / Notice of Default (NOD): Notice of default is acceptable at funding.

The loan-to-value ratios, debt-to-income ratios, and loan amounts stated above are maximum
levels for a given credit grade category. There are additional restrictions on loan-to-value ratios, debt-
to-income ratios, and loan amounts depending on, but not limited to, the occupancy status of the
mortgaged property, the type of mortgaged property, and the documentation program.

The “Credit Bureau Risk Score” is a statistical credit score obtained by Countrywide in
connection with the loan application to help assess a borrower’s credit-worthiness. Credit Bureau Risk
Scores are generated by models developed by a third party and are made available to mortgage lenders
through three national credit bureaus. The models were derived by analyzing data on consumers in
order to establish patterns which are believed to be indicative of the borrower’s probability of default.
The Credit Bureau Risk Scores are based on a borrower’s historical credit data, including, among
other things, payment history, delinquencies on accounts, levels of outstanding indebtedness, length of
client history, types of credit, and bankruptcy experience. Credit Bureau Risk Scores range from
approximately 250 to approximately 900, with higher scores indicating an individual with a more
favorable credit history compared to an individual with a lower score. However, a Credit Bureau Risk
Score purports only to be a measurement of the relative degree of risk a borrower represents to a
lender, i.e., that a borrower with a higher score is statistically expected to be less likely to default in
payment than a borrower with a lower score. In addition, it should be noted that Credit Bureau Risk
Scores were developed to indicate a level of default probability over a two-year period which does not
correspond to the life of a mortgage loan. Furthermore, Credit Bureau Risk Scores were not developed
specifically for use in connection with mortgage loans, but for consumer loans in general. Therefore, a
Credit Bureau Risk Score does not take into consideration the effect of mortgage loan characteristics
on the probability of repayment by the borrower.

In determining a Credit Bureau Risk Score for a particular borrower, Countrywide attempts to
obtain Credit Bureau Risk Scores from each of the three national credit bureaus that produce such
scores. Although different scores may be available from each of the three national credit bureaus for a
particular borrower, Countrywide will use only one score in its determination of whether to underwrite
a mortgage loan, based on the following methodology: if scores are available from each of the three
national credit bureaus, Countrywide will disregard the highest and lowest scores, and use the
remaining score; and if scores are available from only two of the three national credit bureaus,
Countrywide will use the lower of the two scores. If only one score is available, Countrywide will follow
its No Credit Score guidelines. For loans with more than one applicant, Countrywide will use the
Credit Bureau Risk Score of the applicant contributing the highest percentage of the total qualifying
income.

The Credit Bureau Risk Scores set forth above were obtained at either the time of origination of
the Mortgage Loan or more recently. The Credit Bureau Risk Score is used as an aid to, not a
substitute for, the underwriter’s judgment.
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DESCRIPTION OF THE CERTIFICATES

Book-Entry Procedures

DTC. DTC is a limited-purpose trust company organized under the laws of the State of New
York and is a member of the U.S. Federal Reserve System, a “clearing corporation” within the
meaning of the New York Uniform Commercial Code and a ‘“clearing agency” registered under
Section 17A of the Securities Exchange Act of 1934, as amended. DTC holds securities for DTC
participants and facilitates the clearance and settlement of transactions between DTC participants
through electronic book-entry changes to accounts of DT'C participants.

Title to DTC Certificates. The DTC Certificates will be registered at all times in the name of the
nominee of DTC. Under its normal procedures, DTC will record the amount of DTC Certificates held
by each firm which participates in the book-entry system of DTC (each, a “DTC Participant”),
whether held for its own account or on behalf of another person.

A “beneficial owner” or an “investor’” is anyone who acquires a beneficial ownership interest in
the DTC Certificates. As an investor, you will not receive a physical certificate. Instead, your interest
will be recorded on the records of the brokerage firm, bank, thrift institution or other financial
intermediary (a ‘“financial intermediary’) that maintains an account for you. In turn, the record
ownership of the financial intermediary that holds your DTC Certificates will be recorded by DTC. If
the intermediary is not a DTC Participant, the record ownership of the intermediary will be recorded
by a DTC Participant acting on its behalf. Therefore, you must rely on these various arrangements to
record your ownership of the DTC Certificates and to relay the payments to your account. You may
transfer your beneficial ownership interest in the DT'C Certificates only under the procedures of your
financial intermediary and of DTC Participants. In general, ownership of DTC Certificates will be
subject to the prevailing rules, regulations and procedures governing the DTC and DTC Participants.

Method of Payment. We will direct payments on the DTC Certificates to DTC in immediately
available funds. In turn, DTC will credit the payments to the accounts of the appropriate DTC
Participants, in accordance with the DTC’s procedures. These procedures currently provide for
payments made in same-day funds to be settled through the New York Clearing House. DTC
Participants and financial intermediaries will direct the payments to the investors in DTC Certificates
that they represent.

Holding Through International Clearing Systems. Beneficial interests in the DTC Certificates
may be held through organizations participating in the international clearing systems described below.
Electronic securities and payment transfer, processing, depositary and custodial arrangements among
these systems and DTC, either directly or indirectly through custodians and depositaries, may enable
beneficial interests in the DT'C Certificates to be issued, held and transferred among these systems as
described below. Special procedures among these systems allow clearance and settlement of beneficial
interests in certain securities traded across borders in the secondary market. Cross-market transfers of
beneficial interests in the DTC Certificates may be cleared and settled using these procedures.
However, we can give no assurance that cross-market transfers of beneficial interests in the DTC
Certificates will be possible.

Each relevant system has its own separate operating procedures and arrangements with partici-
pants and accountholders that govern the relationship between them and such system and to which we
are not and will not be a party. The clearing systems may impose fees in respect of the maintenance
and operation of the accounts in which beneficial interests in the DTC Certificates are maintained.

If beneficial interests in the DTC Certificates are cleared and settled through more than one
clearing system, time zone differences may result in the securities account of an investor in one system
being credited during the settlement processing day immediately following the settlement date of the
other system and the cash account being credited for value on the settlement date but only being
available as of the day following that settlement date.
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Although clearing systems have procedures to facilitate transfers of beneficial interests in
securities among their respective participants and accountholders, we understand that they are under
no obligation to perform or continue to perform those procedures, which may be modified or
discontinued at any time. We will have no responsibility for the performance by any system, or their
respective direct or indirect participants or accountholders, of their respective obligations under the
results and procedures governing their operations.

Euroclear and Clearstream. The Euroclear System (‘“Euroclear”) was created in 1968 to hold
securities for its participants and to clear and settle transactions between its participants through
simultaneous electronic book-entry delivery against payment. Euroclear is operated by Morgan
Guaranty Trust Company of New York, Brussels office (“Morgan’), and all Euroclear securities
clearance and cash accounts are with Morgan. They are governed by the terms and conditions
governing the use of Euroclear and the related operating procedures of Euroclear, and applicable
Belgian law. Clearstream Banking, société anonyme (“‘Clearstream’), was incorporated in 1970 under
the laws of Luxembourg as a limited liability company. A participant’s overall contractual relations
with Clearstream are governed by the general terms and conditions, related operating rules and
procedures and applicable Luxembourg law.

Euroclear and Clearstream each hold securities for their customers and facilitate the clearance
and settlement of securities transactions by electronic book-entry transfer between their respective
account holders. Euroclear and Clearstream have established an electronic bridge between their two
systems across which their respective participants may settle trades with each other.

Interest Payments
Categories of Classes

For the purpose of interest payments, the Classes will be categorized as follows:
Interest Type* Classes

Group 1 Classes

Floating Rate AF-1V

Fixed Rate AF-1F, AF-2, AF-3, AF-4, AF-5 and AF-6
Available Funds AF-1V, AF-1F, AF-2, AF-3, AF-4, AF-5 and AF-6
Weighted Average Coupon  AF-10

Interest Only AF-10

Group 2 Classes

Floating Rate AV-1

Available Funds AV-1

Weighted Average Coupon  AV-IO

Interest Only AV-10

No Payment Residual R, RM and RL
* See “—Class Definitions and Abbreviations” below.

General. We will pay interest on the Certificates at the applicable interest rates or in the
applicable amounts described in this prospectus subject to the limitations specified below. We will
calculate interest, in the case of all Classes other than the Floating Rate Classes, on the basis of an
assumed 360-day year consisting of twelve 30-day months and, in the case of the Floating Rate
Classes, on the basis of an assumed 360-day year and the actual number of days elapsed in the
applicable Interest Accrual Period. We will pay interest monthly on each Distribution Date, beginning
in April 2002.

Subject to the limitations specified below, interest to be paid on each Certificate on a Distribution
Date will consist of the interest accrued during the related Interest Accrual Period on the related
Certificate’s outstanding principal balance (or notional principal balance) immediately prior to that
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Distribution Date; provided, however, that in the case of the first Interest Accrual Period, we will pay
only 29 days’ interest on the Floating Rate Classes.

There are certain circumstances that could reduce the amount of interest to be paid to you. See
“—FExcess Prepayment Interest Shortfalls” below.

Interest Accrual Periods. Interest to be distributed on a Distribution Date will accrue on the
Certificates during the applicable one-month periods set forth below (each, an “Interest Accrual
Period”).

Classes Interest Accrual Period
All interest-bearing Classes other than the Calendar month preceding the month in
Floating Rate Classes (the “Delay which the Distribution Date occurs
Classes’)
Floating Rate Classes One-month period beginning on the 25th

day of the month preceding the month
in which the Distribution Date occurs
(other than the initial Interest Accrual
Period, which is the 29-day period
beginning on March 27, 2002)

See “Risk Factors—Yield Considerations—Delay classes have lower yields and market values” in this
prospectus.

Notional Classes. The AF-I0 and AV-IO Classes are Notional Classes and, accordingly, will not
have principal balances. During each Interest Accrual Period, the Notional Classes will be entitled to

receive interest on their notional principal balances in the amounts described under “—7The Group 1
Classes—The AF-10 Class” and “—The Group 2 Classes—The AV-I0 Class” below.

Although a Notional Class will not have a principal balance and will not be entitled to any
principal payments, a class factor for that Class will be available upon request. References in this
prospectus to the principal balances of the Certificates generally shall refer also to the notional
principal balances of the Notional Classes.

The Group 1 Classes

The Group 1 Sequential Classes. On each Distribution Date, we will pay interest on each of the
AF-1V, AF-1F, AF-2, AF-3, AF-4, AF-5 and AF-6 Classes (collectively, the “Group 1 Sequential
Classes”) in an amount equal to one-month’s interest at the applicable annual rate described below
(each such amount, the related “Group 1 Sequential Class Current Interest Amount”).

For purposes of calculating the Group 1 Sequential Class Current Interest Amount for each of the
Group 1 Sequential Classes for any Distribution Date, interest will accrue (except as noted in the
following sentence) at an annual rate equal to the lesser of

e in the case of the AF-1V Class, One-Month LIBOR (calculated as described below under
“—Calculation of One-Month LIBOR”’) plus 9 basis points or, in the case of the other Group 1
Sequential Classes, the applicable fixed rate shown on the cover of this prospectus

and
e the Net WAC of the Group 1 Loans for that Distribution Date.

On each Distribution Date after the Group 1 Optional Termination Date, we will pay interest on
the AF-5 and AF-6 Classes at an annual rate equal to the lesser of

» the sum of the applicable fixed rate shown on the cover of this prospectus plus 50 basis points
and
e the Net WAC of the Group 1 Loans for that Distribution Date.
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The “Net WAC” of the Group 1 Loans for any Distribution Date means the weighted average of
the Net Mortgage Rates of the Group 1 Loans weighted on the basis of the principal balances of the
Group 1 Loans as of the first day of the month immediately preceding the month in which that
Distribution Date occurs (after giving effect to scheduled payments of principal due on or before that
date). The “Net Mortgage Rate” of a Group 1 Loan for any date means the original mortgage interest
rate for that loan reduced by the applicable Trust Expense Rate (defined herein); provided, however,
that in the case of any Credit Comeback Loan, the rate thus obtained is reduced by an additional
1.50%. The weighted average Trust Expense Rate for the initial Distribution Date with respect to the
Group 1 Loans in the Statistical Pool is expected to be approximately 1.8905%.

In addition, on each Distribution Date we will pay to the Group 1 Sequential Classes, pro rata, the
aggregate Group 1 Sequential Class Interest Carryover Amount (defined below) for that Distribution
Date to the extent of amounts that would otherwise have been payable as interest on the AF-I0O Class
on that Distribution Date if there had been no Group 1 Sequential Class Interest Carryover Amount
payable on that Distribution Date. This pro rata payment will be based on the ratio of

e the Group 1 Sequential Class Interest Carryover Amount for each of the related Classes for that
Distribution Date

to
 the aggregate Group 1 Sequential Class Interest Carryover Amount for that Distribution Date.

The “Group 1 Sequential Class Interest Carryover Amount’ means, with respect to each of the
Group 1 Sequential Classes and any Distribution Date, the sum of

e the excess of the amount of interest that the applicable Class would have been entitled to
receive had the interest rate for that Class not been calculated based on the Net WAC of the
Group 1 Loans for that Distribution Date over the related Group 1 Sequential Class Current
Interest Amount for that Distribution Date

plus

e the unpaid portion of any such excess from prior Distribution Dates (and interest thereon at
the then current interest rate for that Class, without giving effect to the Net WAC cap for that
Distribution Date).

The AF-IO Class. On each Distribution Date, we will pay interest on the AF-IO Class in an
amount equal to the excess, if any, of:

e interest for the related Interest Accrual Period calculated at the Net WAC of the Group 1 Loans
for that Distribution Date

over

e the aggregate amount of interest actually paid on the Group 1 Sequential Classes on that
Distribution Date.

The Group 2 Classes

The AV-1 Class. On each Distribution Date, we will pay interest on the AV-1 Class in an amount
equal to one-month’s interest at the annual rate described below (the “AV-1 Class Current Interest
Amount”).

For purposes of calculating the AV-1 Class Current Interest Amount for any Distribution Date,
interest will accrue on the AV-1 Class as follows:

¢ during each Interest Accrual Period on or prior to the Group 2 Optional Termination Date, the
least of (i) One-Month LIBOR (calculated as described below under “—Calculation of One-
Month LIBOR”) plus 13 basis points, (ii) the Net WAC of the Group 2 Loans for the related
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Distribution Date and (iii) the Net Maximum Rate of the Group 2 Loans for the related
Distribution Date

and

e during each Interest Accrual Period after the Group 2 Optional Termination Date, the least of
(i) One-Month LIBOR plus 26 basis points, (ii) the Net WAC of the Group 2 Loans for the
related Distribution Date and (iii) the Net Maximum Rate of the Group 2 Loans for the related
Distribution Date.

The “Net WAC” of the Group 2 Loans for any Distribution Date means the weighted average of
the Net Mortgage Rates of the Group 2 Loans in effect on, and weighted on the basis of the principal
balances of the Group 2 Loans as of, the first day of the month immediately preceding the month in
which that Distribution Date occurs (after giving effect to scheduled payments of principal due on or
before that date). The “Net Mortgage Rate” of a Group 2 Loan for any date means the mortgage
interest rate for that loan in effect on that date reduced by the applicable Trust Expense Rate (defined
herein) and adjusted to reflect the accrual of interest on an actual/360 basis. The weighted average
Trust Expense Rate with respect to the Group 2 Loans in the Statistical Pool for the initial
Distribution Date is expected to be approximately 1.9127%.

The “Net Maximum Rate” of the Group 2 Loans for any Distribution Date means the weighted
average of the maximum mortgage interest rates of the Group 2 Loans, weighted on the basis of the
principal balances of the Group 2 Loans as of the first day of the month immediately preceding the
month in which that Distribution Date occurs (after giving effect to scheduled payments of principal
due on that date), reduced by the weighted average Trust Expense Rate for the Group 2 Loans and
adjusted to reflect the accrual of interest on an actual/360 basis.

In addition, on each Distribution Date we will pay to the AV-1 Class the AV-1 Class Interest
Carryover Amount (defined below) to the extent of amounts that would otherwise have been payable
as interest on the AV-IO Class on that Distribution Date as if there had been no AV-1 Class Interest
Carryover Amount on that Distribution Date (but in no event in excess of the Net Maximum Rate).

The “AV-1 Class Interest Carryover Amount” means, for any Distribution Date, the sum of

» the excess of the amount of interest that the AV-1 Class would have been entitled to receive had
the interest rate for that Class not been calculated based on the Net WAC of the Group 2 Loans
for that Distribution Date over the AV-1 Class Current Interest Amount for that Distribution
Date

plus

» the unpaid portion of any such excess from prior Distribution Dates (and interest thereon at
the then current interest rate for the AV-1 Class, without giving effect to the Net WAC cap for
that Distribution Date, but not in excess of the Net Maximum Rate of the Group 2 Loans for
that Distribution Date).

The AV-I0 Class. On each Distribution Date, we will pay interest on the AV-IO Class in an
amount equal to the excess, if any, of:

* interest for the related Interest Accrual Period calculated at the Net WAC of the Group 2 Loans
for that Distribution Date

over

e the interest actually paid on the AV-1 Class on that Distribution Date.

Excess Prepayment Interest Shortfalls

When a borrower prepays all or a portion of a Mortgage Loan between scheduled monthly
payment due dates, the borrower pays interest on the amount prepaid only to the date of prepayment.
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In order to mitigate the effect of any such shortfall in interest payments to Certificateholders on any
Distribution Date, one-half of the servicing fee with respect to the Group 1 or Group 2 Loans, as
applicable, otherwise payable to the Servicer for that month will, to the extent of the interest shortfall,
be included in the payment of interest to the related Certificateholders on that Distribution Date as
“compensating interest.” Prepayment interest shortfall amounts in excess of compensating interest on
a Distribution Date for any Loan Group will be covered by amounts otherwise payable on the Interest
Only Class related to that Loan Group. Remaining prepayment interest shortfall amounts, after giving
effect to the foregoing coverage, will reduce the current interest amount otherwise due to each Class in
the related Group, pro rata, based on the proportion that the amount of current interest otherwise
payable on that Distribution Date to that Class bears to the aggregate amount of current interest
otherwise payable on that Distribution Date to all Classes in the related Group.

Calculation of One-Month LIBOR

General. The “Index Determination Date” for each Floating Rate Class means the second
business day before the first day of each Interest Accrual Period (or, in the case of the initial Interest
Accrual Period, March 25, 2002). For purposes of calculating One-Month LIBOR, the term “business
day” means a day on which banks are open for dealing in foreign currency and exchange in London
and New York City.

We are responsible for calculating One-Month LIBOR on each Index Determination Date using
the method described below. The Index value that we calculate on each Index Determination Date and
the interest rate that we determine for each Floating Rate Class for the related Interest Accrual Period
will be final and binding, absent manifest error. You may obtain each such interest rate by telephoning
us in Washington, D.C. at 800-237-8627 or 202-752-65417.

Calculation Method. We will calculate One-Month LIBOR on each Index Determination Date
based on the Interest Settlement Rate of the British Bankers’ Association (“BBA”) for one-month
U.S. dollar deposits. The “Interest Settlement Rate” is found on Telerate Page 3750 as of 11:00 a.m.
(London time) on that date. Currently, it is based on rates quoted by 16 BBA-designated banks as
being, in their view, the offered rate at which these deposits are being quoted to prime banks in the
London interbank market. The Interest Settlement Rate is calculated by eliminating the four highest
rates and the four lowest rates, averaging the eight remaining rates, carrying the percentage result to
six decimal places and rounding to five decimal places.

If we are unable to use the method described above, we will calculate One-Month LIBOR using
the quotations for one-month U.S. dollar deposits offered by the principal London office of each of the
Reference Banks (as defined below) as of 11:00 a.m. (London time) on each Index Determination
Date. We may rely on these quotations as they appear on the Reuters Screen LIBO Page (as defined in
the International Swap Dealers Association, Inc. Code of Standard Wording, Assumptions and
Provisions for Swaps, 1986 Edition). Alternatively, we may obtain them directly from the Reference
Banks.

Under this method, One-Month LIBOR is calculated on each Index Determination Date as
follows:

e If at least two Reference Banks are making quotations, One-Month LIBOR for the next
Interest Accrual Period shall be the arithmetic mean of those quotations (rounded upwards, if
necessary, to the nearest /2 of 1%).

e Otherwise, One-Month LIBOR for the next Interest Accrual Period shall be the One-Month
LIBOR that was determined on the previous Index Determination Date or the Reserve Interest
Rate, whichever is higher.

The “Reserve Interest Rate” means the annual rate that we determine as the arithmetic mean
(rounded upwards, if necessary, to the nearest '/s2 of 1%) of the one-month U.S. dollar lending rates
that New York City banks (which we select) are then quoting to the principal London offices of at
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least two of the Reference Banks. If we cannot establish the arithmetic mean, then the Reserve
Interest Rate is the lowest one-month U.S. dollar lending rate that New York City banks (which we
select) are then quoting to leading European banks. The term “Reference Bank” means a leading
bank (that we do not control either solely or with a third party) which engages in Eurodollar deposit
transactions in the international Eurocurrency market.

Principal Payments

Categories of Classes

For the purpose of payments of principal, the Classes will be categorized as follows:

Principal Type* Classes

Group 1 Classes

Sequential Pay AF-1V, AF-1F, AF-2, AF-3, AF-4, AF-5
and AF-6

NAS AF-6

Notional AF-10

Group 2 Classes

Pass-Through AV-1

Notional AV-IO

No Payment Residual R, RM and RL

* See “—Class Definitions and Abbreviations” below.

Principal Distribution Amount

We will pay principal on the Certificates on each Distribution Date in an amount (the “Principal
Distribution Amount’) equal to the aggregate of the following principal amounts:

the principal portion of any scheduled monthly payment on a Mortgage Loan (including a
balloon payment on a Balloon Mortgage Loan), whether or not received,

the principal balance of any Mortgage Loan that was liquidated or prepaid in full during the
related Due Period,

the principal balance of any Mortgage Loan that has been repurchased during the related Due
Period as described in “The Trust Agreement—Collection and Other Servicing Procedures” in
this prospectus,

the amount of any partial prepayment of any Mortgage Loan received during the related Due
Period, and

in the case of any Distribution Date on or prior to the June 2002 Distribution Date, any funds
in the Prefunding Account not used to purchase additional loans.

The “Due Period” for any Distribution Date means the period from and including the second day of
the prior calendar month to and including the first day of the month in which that Distribution Date
occurs.

We will make principal prepayments (including liquidation proceeds) as long as the servicer gives
us information about them in time for the published factors to reflect these payments. See “Reference
Sheet—Class Factors.” If we do not receive the information on time, we will pay such principal
payments on the next Distribution Date.
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Group 1 Classes
On each Distribution Date, we will pay that portion of the Principal Distribution Amount
attributable to the Group 1 Loans as principal of the Group 1 Classes in the following priority:

(i) to the AF-6 Class, the Lockout Percentage (defined below) of the AF-6 Class |nas
Specified Percentage (defined below) of such amount for that Distribution Date; Class

(ii) concurrently, to the AF-1V and AF-1F Classes, pro rata (or
35.1617440225% and 64.8382559775%, respectively), until their principal balances
are reduced to zero; and Sequential Pay

Classes
(iii) sequentially, to the AF-2, AF-3, AF-4, AF-5 and AF-6 Classes, in that
order, until their principal balances are reduced to zero.
The “AF-6 Class Specified Percentage” for any Distribution Date will be calculated by dividing
 the outstanding principal balance of the AF-6 Class
by

 the aggregate outstanding principal balance of the AF-1V, AF-1F, AF-2, AF-3, AF-4, AF-5 and
AF-6 Classes.

The “Lockout Percentage” for any Distribution Date in the periods specified below will be as
follows:

Distribution Date Lockout Percentage
April 2002 through March 2005 ........................... 0%
April 2005 through March 2007 ........................... 45%
April 2007 through March 2008 ........................... 80%
April 2008 through March 2009 ........................... 100%
April 2009 and thereafter ........... ... ... ... ... ... ...... 300%

The AV-1 Class
On each Distribution Date, we will pay that portion of the Principal Distribution }

Pass-Through

Amount attributable to the Group 2 Loans as principal of the AV-1 Class, until its »ciass

principal balance is reduced to zero.
Class Definitions and Abbreviations

Classes of Certificates fall into different categories. The following chart identifies and generally
defines the categories of Classes specified on the cover of this prospectus.

Abbreviation  Category of Class Definition
PRINCIPAL TYPES
NAS Non- Is designed to receive no principal payments prior to a designated
Accelerated date and thereafter to receive an increasing percentage of principal

payments in subsequent months.

NTL Notional Has no principal balance and bears interest on its notional principal
balance. The notional principal balance is used to determine interest
payments on an Interest Only Class that is not entitled to principal.

NPR No Payment Receives no payments of principal.
Residual
PT Pass-Through Receives principal payments in direct relation to scheduled

payments on the underlying Mortgage Loans.

SEQ Sequential Pay  Receives principal payments in a prescribed sequence but without a
predetermined schedule.
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Abbreviation

Category of Class

INTEREST TYPES

AFC Available Receives as interest all or a portion of the scheduled interest
Funds payments made on the Mortgage Loans. However, this amount may
be insufficient on any Distribution Date to cover fully the accrued
and unpaid interest on the Certificates of this Class at its specified
interest rate for the related Interest Accrual Period.
FIX Fixed Rate Has an interest rate that is fixed throughout the life of the class.
FLT Floating Rate Has an interest rate that resets periodically based upon a designated
index and that varies directly with changes in the index.
10 Interest Only Receives some of the scheduled interest payments made on the
Mortgage Loans but no principal. Interest Only Classes have a
notional principal balance. A notional principal balance is the
amount used as a reference to calculate the amount of interest due
on an Interest Only Class.
NPR No Payment Receives no payments of interest.
Residual

WAC Weighted Has an interest rate that represents an effective weighted average
Average interest rate that may change from period to period.
Coupon

Special Characteristics of R, RM and RL Class Certificates

The R, RM and RL Classes will not have principal balances and will not bear interest. If any
assets of the Upper Tier REMIC, Middle Tier REMIC or the Lower Tier REMIC remain after the
principal balances of the Group 1 and Group 2 Classes are reduced to zero, we will pay the Holder of
the R Class Certificate the proceeds from the Upper Tier REMIC, will pay the Holder of the RM Class
Certificate the proceeds from the Middle Tier REMIC, and will pay the Holder of the RL Class
Certificate the proceeds from the Lower Tier REMIC. We do not expect that any material assets will
remain in the Upper Tier REMIC, the Middle Tier REMIC or the Lower Tier REMIC.

No R, RM or RL Class Certificate may be transferred to a “disqualified organization” or to
anyone acting on behalf of a disqualified organization. The term “transfer” can include any transfer of
record ownership or of beneficial ownership, whether as a result of a sale, gift, pledge, default, or
otherwise. The term “disqualified organization” includes the United States, any state or other political
subdivision, any foreign government, any international organization, or any agency or instrumentality
of any of them (other than certain taxable instrumentalities), any cooperative organization furnishing
electric energy or providing telephone service to persons in rural areas, or any organization (other
than a farmers’ cooperative) that is exempt from federal income tax, unless such organization is
subject to a tax on unrelated business income. Each person or entity to which an R, RM or RL Class
Certificate is transferred will be required to execute an affidavit, acceptable to us, stating that:

e the transferee is a “U.S. Person” (as defined below) or a foreign person subject to United
States income taxation on a net basis on income derived from that Certificate;

e if the transferee is a partnership for U.S. federal income tax purposes, each person or entity
that holds an interest (directly, or indirectly through a pass-through entity) in the partnership
is a U.S. Person or a foreign person subject to United States income taxation on a net basis on
income derived from that Certificate;

e the transferee is not a disqualified organization,

e it is not acquiring the R, RM or RL Class Certificate for the account of a disqualified
organization,
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* it consents to any amendment of the Trust Agreement that we deem necessary (upon the
advice of our counsel) to ensure that the R, RM and RL Class Certificates will not be owned
directly or indirectly by a disqualified organization,

e it is not acquiring the R, RM or RL Class Certificate to avoid or impede the assessment or
collection of tax,

e it understands that it may incur tax liabilities in excess of any cash that it will receive on the R,
RM or RL Class Certificate,

e it intends to pay taxes on the R, RM or RL Class Certificate as they become due, and

e it will not transfer the R, RM or RL Class Certificate unless it has received from the new
transferee an affidavit containing these same representations and it does not have actual
knowledge that this other affidavit is false.

See “Certain Federal Income Tax Consequences— Taxation of Beneficial Owners of the Residual
Certificates—Sales and Other Dispositions of Residual Certificates—Residual Certificates Transferred
to or Held by Disqualified Organizations” in this prospectus. The transferee also must deliver a
properly executed Internal Revenue Service Form W-9 (or, if applicable a Form W-8ECI) with its
taxpayer identification number. In addition, if a pass-through entity (including a nominee) holds an
R, RM or RL Class Certificate, it may be subject to additional taxes if a disqualified organization is a
record holder in the entity.

No R, RM or RL Class Certificate may be transferred to any person that is not (i) a “U.S.
Person” or (ii) a foreign person subject to United States income taxation on a net basis on income
derived from the Residual Certificate. The term “U.S. Person” means

* a citizen or resident of the United States,

* a corporation, partnership or other entity created under the laws of the United States or any of
the states or the District of Columbia,

* an estate the income of which is subject to U.S. federal income tax regardless of the source of its
income, or

e atrust if a court within the United States can exercise primary supervision over its administra-
tion and one or more U. S. Persons have the authority to control all substantial decisions of the
trust.

Under regulations issued by the Treasury Department (the “Regulations”), if a “noneconomic
residual interest” is transferred, the transfer will be disregarded for all federal tax purposes unless no
significant purpose of the transfer is to impede the assessment or collection of tax. The R, RM or
RL Classes will constitute noneconomic residual interests under the Regulations.

Under the Regulations, the phrase “a significant purpose of the transfer to impede the assessment
or collection to tax”” means that the transferor of the R, RM or RL Class Certificate had “improper
knowledge” at the time of the transfer. In other words, the transferor knew, or should have known,
that the transferee would be unwilling or unable to pay taxes due on its share of the taxable income of
the REMIC trust. A transferor is presumed not to have improper knowledge if two conditions are met.
First, the transferor conducts, at the time of the transfer, a reasonable investigation of the financial
condition of the transferee and, based on the results, finds that the transferee has historically paid its
debts as they come due and finds no significant evidence to indicate that the transferee will not
continue to pay its debts as they come due in the future. Second, the transferee makes certain
representations to the transferor in the affidavit relating to disqualified organizations discussed above.
The Treasury Department has proposed an amendment to the Regulations that would add a third
condition, effective February 4, 2000. According to the proposed amendment, a transferor of a R, RM
or RL Class Certificate would be presumed not to have improper knowledge only if the present value of
the anticipated tax liabilities associated with holding the R, RM or RL Class Certificate is less than or
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equal to the present value of the sum of (i) any consideration given to the transferee to acquire the
Residual Certificate, (ii) expected future distributions on the R, RM or RL Class Certificate, and
(iii) anticipated tax savings associated with holding the R, RM or RL Class Certificate as the REMIC
trust generates losses. The application of the proposed amendment to an actual transfer is uncertain,
and you should consult your own tax advisor regarding its effect on the transfer of a R, RM or RL
Class Certificate.

The IRS has since issued a Revenue Procedure creating a safe harbor that may be used for
transfers of non-economic residual interests pending the finalization of the proposed amendment.
Under this safe harbor, a transferor of a non-economic residual interest will be presumed not to have
improper knowledge if, in addition to meeting the two conditions contained in the Regulations, either
(i) the terms of the proposed amendment are complied with or (ii) the transferee’s gross assets
exceed $100 million and its net assets exceed $10 million (in each case, at the time of the transfer and
at the close of each of the transferee’s two fiscal years preceding the year of transfer), the transferee is
an “‘eligible corporation” as defined in section 860L(a) (2) of the Code, the transferee agrees in
writing that any subsequent transfer of the residual interest will be to an eligible corporation and will
comply with the safe harbor, and the facts and circumstances known to the transferor do not
reasonably indicate that the taxes associated with the residual interest will not be paid. The Revenue
Procedure contains additional details regarding its application and you should consult your own tax
advisor regarding the application of this safe harbor to an actual transfer of a Residual Certificate.

The Holder of the R Class Certificate will be considered to be the holder of the “residual interest”
in the REMIC constituted by the Upper Tier REMIC, the Holder of the RM Class Certificate will be
considered to be the holder of the “residual interest” in the REMIC constituted by the Middle Tier
REMIC, and the Holder of the RL Class Certificate will be considered to be the holder of the “residual
interest” in the REMIC constituted by the Lower Tier REMIC. See “Certain Federal Income Tax
Consequences—REMIC Elections and Special Tax Attributes” below. Pursuant to the Trust Agree-
ment we will be obligated to provide to the Holder or Holders of the R, RM and RL Class Certificates
(i) information needed to prepare federal income tax returns and (ii) any reports regarding the R,
RM or RL Class Certificate that may be required under the Code.

Structuring Assumptions

Pricing Assumptions. Except where otherwise noted, the information in the tables related to the
Certificates in this prospectus has been prepared on the basis of (i) the assumed characteristics of the
Mortgage Loans set forth in this prospectus under “The Loan Groups” and on Exhibit A to this
prospectus, and (ii) the following assumptions (collectively, the “Pricing Assumptions™):

e the Group 1 Loans prepay at the HEP levels specified in the related tables;
e the Group 2 Loans prepay at the percentages of CPR specified in the related tables;

e the scheduled amortization for all Mortgage Loans is based upon their gross interest rates and
no interest rate reductions occur on the Credit Comeback Loans;

e none of the Mortgage Loans ever becomes a delinquent Mortgage Loan;
e the settlement date for the sale of the Certificates occurs on March 27, 2002;

e the entire amount of the Prefunding Account is used on the Settlement Date to purchase
additional Group 1 and Group 2 Loans in the amounts described in this prospectus;

¢ each Distribution Date for the Certificates occurs on the 25th day of the related month;

e the Servicer does not exercise any of its optional clean-up calls and we do not exercise our
repurchase option;

e the assumed value for Six-Month LIBOR is 2.18%;
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e the assumed value for One-Month LIBOR is 1.90%; and

» the assumed initial interest rates for the AF-1V Class and the AV-1 Class are 1.99% and 2.03%,
respectively.

Prepayment Assumptions. Prepayments of mortgage loans commonly are measured relative to
a prepayment standard or model. The models used in this prospectus are the ‘“Home Equity
Prepayment” or “HEP” model for the Group 1 Loans and the constant prepayment model (“CPR”)
for the Group 2 Loans (each, the “Prepayment Assumption™).

CPR represents an assumed constant rate of prepayment each month, expressed as an annual
rate, relative to the then outstanding principal balance of a pool of new mortgage loans. Thus, “0%
CPR” means no prepayments, “30% CPR” means an annual prepayment rate of 30%, and so forth.
HEP assumes that a pool of loans prepays in the first month of the life of the loans at a constant
prepayment rate that corresponds in CPR to one-tenth of the given HEP percentage and increases by
an additional one-tenth each month thereafter until the tenth month, where it remains at a CPR equal
to the given HEP percentage. For example, a 23% HEP assumes a CPR of 2.3% for the mortgage loans
in the first month of the life of the mortgage loans and an additional 2.3% CPR each month thereafter
until the tenth month. Beginning in the tenth month and in each month thereafter during the life of
the mortgage loans, 23% HEP assumes a CPR of 23% each month.

These models do not purport to be historical descriptions of the prepayment experience of any pool
of mortgage loans or predictions of the anticipated rates of prepayment of any pools of mortgage loans,
including the Mortgage Loans. It is highly unlikely that the Group 1 or Group 2 Loans will prepay at
rates consistent with the assumptions made in this prospectus until maturity or that all of the Group 1
or Group 2 Loans will prepay at the same rate.

Yield Tables

General. The tables below illustrate the sensitivity of the pre-tax corporate bond equivalent
yields to maturity of the applicable Classes to various constant percentages of HEP or constant levels
of CPR, as applicable, and, where specified, to various assumed purchase prices. We calculated the
yields set forth in the tables by

e determining the monthly discount rates that, when applied to the assumed streams of cash
flows to be paid on the applicable Classes, would cause the discounted present values of the
assumed streams of cash flows to equal the assumed aggregate purchase prices of those Classes,
and

e converting the monthly rates to corporate bond equivalent rates.

These calculations do not take into account variations in the interest rates at which you could reinvest
distributions on the Certificates. Accordingly, these calculations do not illustrate the return on any
investment in the Certificates when reinvestment rates are taken into account.

We cannot assure you that

» the pre-tax yields on the applicable Certificates will correspond to any of the pre-tax yields
shown here or

» the aggregate purchase prices of the applicable Certificates will be as assumed.

In addition, it is unlikely that One-Month LIBOR will correspond to the level assumed in the
Pricing Assumptions. Furthermore, because some of the Mortgage Loans are likely to have remaining
terms to maturity shorter or longer than those assumed and interest rates higher or lower than those
assumed, the principal payments on the related Certificates are likely to differ from those assumed.
This would be the case even if all the Group 1 Loans prepay at the indicated constant percentages of
HEP and all the Group 2 Loans prepay at the indicated constant levels of CPR. Moreover, it is
unlikely that
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e the Group 1 Loans will prepay at a constant percentage of HEP, or the Group 2 Loans will
prepay at a constant level of CPR, until maturity,

e all of the Group 1 or Group 2 Loans will prepay at the same rate, or
e the level of One-Month LIBOR will remain constant.

The AF-1I0 and AV-IO Classes. The yields on the AF-IO and AV-IO Classes will be very
sensitive to the rate of principal payments (including prepayments) of the related Mort-
gage Loans. The Mortgage Loans generally require the payment of a prepayment penalty
as described in this prospectus. On the basis of the assumptions described below and
assumed purchase prices of 3.46572% and 12.31919% for the AF-IO and AV-IO Classes,
respectively, the yield to maturity on the AF-IO and AV-IO Classes would be 0% if
prepayments of the related Mortgage Loans were to occur at a constant rate of 23% HEP,
in the case of the Group 1 Loans, or a constant level of 30% CPR, in the case of the Group 2
Loans, assuming no optional clean-up calls are exercised. If the actual prepayment rate of
the related Mortgage Loans were to exceed the level specified for as little as one month
while equaling such level for the remaining months, the investors in the AF-I0O and AV-IO
Classes would lose money on their initial investments.

The information shown in the yield tables has been prepared on the basis of the Pricing
Assumptions and the additional assumptions specified below.

Sensitivity of the AF-IO Class to Prepayments

Yield to Call*
HEP Prepayment Assumption

Pricef 0% 10% 23 % 35% 45 %

20% ... 99.4%  73.9%  40.0% 11.6% (11.5)%
2% ... 71.2%  52.3%  20.4% (6.5)%  (289)%
30% ... 62.9%  38.4% 8.0% (182)% (40.4)%

Yield to Maturity* *
HEP Prepayment Assumption

Pricet 0% 10% 23 % 35% 45%

20% ..o 99.4% 73.9%  40.0% 11.6% (11.5)%
2% ..o 77.2%  52.3%  20.4% (6.5)%  (28.9)%
3.0% ..o 62.9%  38.4% 8.0% (182)% (40.4)%

* Assumes that the related optional clean-up call is exercised.
** Assumes that neither the related optional clean-up call nor the Fannie Mae repurchase option is
exercised.
+ The prices do not include accrued interest. Accrued interest has been added to the prices in
calculating the yields set forth in the tables above.

Sensitivity of the AV-IO Class to Prepayments

Yield to Call*
CPR Prepayment Assumption

Pricef 0% 15% 30% 40% 50%

TD5% oo 64.8% 44.9%  21.5% 2.1% (21.0)%
85% .o 56.6% 37.2%  13.8% (5.7)%  (29.0)%
95% ... 50.2%  31.2% 77%  (12.1)%  (35.5)%
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Yield to Maturity* *
CPR Prepayment Assumption

Pricet 0% 15% 30% 40% 50%

TH5% oo 64.8% 44.9%  23.2% 7.3% (10.1)%
85% ..o 56.6% 37.3%  16.1% 0.6% (16.3)%
95% ... 50.2%  31.3%  10.6% (4.6)% (12.1)%

* Assumes that the related optional clean-up call is exercised.
** Assumes that neither the related optional clean-up call nor the Fannie Mae repurchase option is
exercised.
+ The prices do not include accrued interest. Accrued interest has been added to the prices in
calculating the yields set forth in the tables above.

Weighted Average Lives of the Certificates

The “weighted average life” of a Certificate refers to the average length of time, weighted by
principal, that will elapse from the time we issue the Certificate until we pay you the full amount of
outstanding principal. We determine the weighted average life of a Certificate by:

(a) multiplying the amount of the reduction, if any, of the principal balance of the
Certificate from one Distribution Date to the next Distribution Date by the number of years from
the Settlement Date to the second such Distribution Date,

(b) summing the results, and

(¢) dividing the sum by the aggregate amount of the reductions in principal balance of the
Certificate referred to in clause (a).

The weighted average lives of the Certificates will be influenced by, among other factors, the rate
at which principal payments are made on the related Mortgage Loans. For the purpose of the
preceding sentence, principal payments include scheduled payments, balloon payments, principal
prepayments, liquidations due to default, casualty and condemnation, payments made pursuant to
optional repurchases of delinquent Mortgage Loans or pursuant to optional clean-up calls and
payments made pursuant to our guaranty of payment. It is currently our intention to exercise our
option to repurchase Mortgage Loans (including Balloon Mortgage Loans) that are delinquent, in
whole or in part, with respect to three consecutive installments of principal and interest as described
below. We cannot give any assurance that we will not change this policy. The interaction of the above
factors may result in differing principal prepayment speeds and the effects on any Class may vary at
different times during the life of that Class. Accordingly, we cannot give any assurance as to the
weighted average life of any Class.

Maturity Considerations and Final Distribution Dates

We expect the original maturities of substantially all of the Mortgage Loans to be between 10 and
30 years. Except for the Balloon Mortgage Loans, each Mortgage Loan will provide for amortization of
principal according to a schedule that, in the absence of prepayments, would result in repayment of the
Mortgage Loan by its maturity date. Each Balloon Mortgage Loan provides for monthly payments,
which generally are based upon a 30 year amortization schedule with a lump sum payment equal to the
unpaid principal balance of the Balloon Mortgage Loan on its maturity date (generally 15 years from
origination).

The “Final Distribution Date” for a particular Class is the date by which the principal balance is
required to be fully paid and is specified on the cover of this prospectus. The Final Distribution Date
of the respective Classes will be determined so that distributions on the Mortgage Loans will be
sufficient to retire the related Certificates on or before their Final Distribution Date without the
necessity of any call on our guaranty.
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Decrement Tables

The following tables indicate the percentages of the original principal balances of the specified
Classes that would be outstanding after each of the dates shown at various percentages of HEP and
various levels of CPR, as applicable, and the corresponding weighted average lives of the specified
Classes. The table has been prepared on the basis of the Pricing Assumptions.

It is unlikely that all the Mortgage Loans:
e will have the interest rates or remaining terms to maturity assumed, or

e will prepay at any constant percentage of the related HEP or any constant CPR level, as
applicable.

In addition, the diverse remaining terms to maturity of the Mortgage Loans could produce slower
or faster principal payments than indicated in the table at the specified percentages of HEP or
specified levels of CPR, as applicable. This would be the case even if the weighted average maturities
of the Mortgage Loans are identical to the weighted average maturities specified in the Pricing
Assumptions.
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Percent of Original Principal Balances Outstanding

AF-1V and AF-1F Classes AF-2 Class AF-3 Class AF-4 Class
HEP Prepayment HEP Prepayment HEP Prepayment HEP Prepayment
Assumption Assumption Assumption Assumption
Date 0% 10% 23% 35% 45% 0% 10% 23% 35% 45% 0% 10% 23% 35% 45% 0% 10% 23% 35% 45%
Initial Percent......... 100 100 100 100 100 100 100 100 100 100 100 100 100 100 100 100 100 100 100 100
March 2003 ........... 97 76 47 20 0 100 100 100 100 80 100 100 100 100 100 100 100 100 100 100
March 2004 ........... 94 47 0 0 0 100 100 35 0 0 100 100 100 41 0 100 100 100 100 87
March 2005 ........... 91 21 0 0 0 100 100 0 0 0 100 100 45 0 0 100 100 100 47 0
March 2006 ........... 87 0 0 0 0 100 97 0 0 0 100 100 2 0 0 100 100 100 0 0
March 2007 ........... 84 0 0 0 0 100 0 0 0 0 100 90 0 0 0 100 100 44 0 0
March 2008 ........... 80 0 0 0 0 100 0 0 0 0 100 66 0 0 0 100 100 5 0 0
March 2009 ........... 75 0 0 0 0 100 0 0 0 0 100 46 0 0 0 100 100 0 0 0
March 2010 ........... 72 0 0 0 0 100 0 0 0 0 100 33 0 0 0 100 100 0 0 0
March 2011 ........... 68 0 0 0 0 100 0 0 0 0 100 20 0 0 0 100 100 0 0 0
March 2012 ........... 64 0 0 0 0 100 0 0 0 0 100 7 0 0 0 100 100 0 0 0
March 2013 ........... 59 0 0 0 0 100 0 0 0 0 100 0 0 0 0 100 89 0 0 0
March 2014 ........... 54 0 0 0 0 100 0 0 0 0 100 0 0 0 0 100 67 0 0 0
March 2015 ........... 48 0 0 0 0 100 0 0 0 0 100 0 0 0 0 100 46 0 0 0
March 2016 ........... 41 0 0 0 0 100 0 0 0 0 100 0 0 0 0 100 26 0 0 0
March 2017 ........... 24 0 0 0 0 100 0 0 0 0 100 0 0 0 0 100 2 0 0 0
March 2018 ........... 18 0 0 0 0 100 0 0 0 0 100 0 0 0 0 100 0 0 0 0
March 2019 ........... 12 0 0 0 0 100 0 0 0 0 100 0 0 0 0 100 0 0 0 0
March 2020 ........... 4 0 0 0 0 100 0 0 0 0 100 0 0 0 0 100 0 0 0 0
March 2021 ........... 0 0 0 0 0 73 0 0 0 0 100 0 0 0 0 100 0 0 0 0
March 2022 ........... 0 0 0 0 0 4 0 0 0 0 100 0 0 0 0 100 0 0 0 0
March 2023 ........... 0 0 0 0 0 0 0 0 0 0 87 0 0 0 0 100 0 0 0 0
March 2024 ........... 0 0 0 0 0 0 0 0 0 0 72 0 0 0 0 100 0 0 0 0
March 2025 ........... 0 0 0 0 0 0 0 0 0 0 55 0 0 0 0 100 0 0 0 0
March 2026 ........... 0 0 0 0 0 0 0 0 0 0 37 0 0 0 0 100 0 0 0 0
March 2027 ........... 0 0 0 0 0 0 0 0 0 0 17 0 0 0 0 100 0 0 0 0
March 2028 ........... 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 89 0 0 0 0
March 2029 ........... 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 43 0 0 0 0
March 2030 ........... 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0
March 2031 ........... 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0
March 2032 ........... 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0
Weighted Average
Life (years)** ...... 11.3 20 1.0 0.7 0.6 194 43 20 14 11 232 72 3.0 20 15 269 129 50 3.0 23
AF-5 Class AF-6 Class AF-10+ Class AV-1 and AV-IOt Classes
HEP Prepayment HEP Prepayment HEP Prepayment CPR Prepayment
Assumption Assumption Assumption Assumption
Date 0% 10% 23% 35% 45% 0% 10% 23% 35% 45% 0% 10% 23% 35% 45% 0% 15% 30% 40% 50%
Initial Percent......... 100 100 100 100 100 100 100 100 100 100 100 100 100 100 100 100 100 100 100 100
March 2003 ........... 100 100 100 100 100 100 100 100 100 100 99 91 81 72 64 99 84 69 60 50
March 2004 ........... 100 100 100 100 100 100 100 100 100 100 98 81 62 46 35 98 71 48 35 25
March 2005 ........... 100 100 100 100 65 100 100 100 100 100 97 72 47 30 19 97 60 33 21 12
March 2006 ........... 100 100 100 79 19 99 95 88 82 76 95 64 36 19 10 96 50 23 13 6
March 2007 ........... 100 100 100 40 0 99 90 78 67 56 94 57 27 12 6 95 42 16 7 3
March 2008 ........... 100 100 100 23 0 97 82 63 47 30 93 50 21 8 3 94 36 11 4 1
March 2009 ........... 100 100 79 14 0 96 72 47 30 16 91 45 16 5 2 93 30 8 3 1
March 2010 ........... 100 100 71 14 0 90 49 20 12 9 89 39 12 3 1 92 25 5 2 *
March 2011 ........... 100 100 58 13 0 84 34 8 3 5 87 35 9 2 * 90 21 4 1 *
March 2012 ........... 100 100 46 9 0 78 23 3 1 3 85 30 7 1 * 88 17 2 1 *
March 2013 ........... 100 100 35 6 0 72 15 1 * 1 83 27 5 1 * 87 15 2 * *
March 2014 ........... 100 100 27 4 0 66 10 1 * 1 80 23 4 1 * 85 12 1 * *
March 2015 ........... 100 100 20 2 0 59 7 * * * 78 20 3 * * 83 10 1 * *
March 2016 ........... 100 100 15 1 0 53 4 * * * 75 18 2 * * 80 8 1 * *
March 2017 ........... 100 100 10 1 0 38 2 * * * 67 14 1 * * 78 7 * * *
March 2018 ........... 100 89 8 1 0 34 1 * * * 65 12 1 * * 75 6 * * *
March 2019 ........... 100 77 6 * 0 30 1 * * * 62 11 1 * * 72 5 * * *
March 2020 ........... 100 66 4 * 0 26 1 * * * 59 9 1 * * 69 4 * * *
March 2021 ........... 100 56 3 * 0 22 * * * * 56 8 * * * 65 3 * * *
March 2022 ........... 100 47 2 * 0 18 * * 0 * 52 7 * * * 61 2 * * *
March 2023 ........... 100 40 2 * 0 14 * * 0 * 49 5 * * * 57 2 * * *
March 2024 ........... 100 33 1 * 0 11 * * 0 * 45 5 * * * 52 1 * * *
March 2025 ........... 100 27 1 * 0 8 * * 0 * 41 4 * * * 47 1 * * *
March 2026 ........... 100 21 1 * 0 6 * * 0 * 36 3 * * * 42 1 * * *
March 2027 ........... 100 17 * * 0 4 * 0 0 * 31 2 * * * 36 1 * * *
March 2028 ........... 100 12 * * 0 2 * 0 0 * 25 2 * * * 30 * * * *
March 2029 ........... 100 8 * * 0 1 * 0 0 * 19 1 * * * 22 * * * *
March 2030 ........... 93 5 * * 0 * * 0 0 * 13 1 * * * 15 * * * *
March 2031 ........... 42 2 * * 0 * * 0 0 * 6 * * * * 6 * * * *
March 2032 ........... 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0
Weighted Average
Life (years)** ...... 289 20.5 104 56 34 146 84 6.6 59 b5 192 79 39 25 19 206 57 28 20 15

T In the case of a Notional Class, the Decrement Table indicates the percentage of the original notional principal balance
outstanding.
* Indicates an outstanding balance greater than 0% and less than 0.5% of the original principal balance.
** Determined as specified under “—Weighted Average Lives of the Certificates” above.
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THE TRUST AGREEMENT

We summarize below certain provisions of the Trust Agreement not discussed elsewhere in this
prospectus. Certain capitalized terms that we use in these summaries are defined in the Trust
Agreement. These summaries are, by definition, not complete. If there is ever a conflict between the
information in this prospectus and the actual terms of the Trust Agreement, the terms of the Trust
Agreement will prevail.

Transfer of Mortgage Loans to the Lower Tier REMIC

The Trust Agreement will contain a mortgage loan schedule that will identify the Mortgage Loans
that are being transferred to the Lower Tier REMIC. As Trustee, we will hold, on behalf of the
Certificateholders, the original Mortgage Notes, endorsed in blank, and assignments of the mortgage
instruments to us in recordable form. Usually assignments are in a form suitable for recording but they
are not recorded. However, a blanket assignment may be used for the transfer of a large number of
Mortgage Loans, even if the properties are not located in the same recording jurisdiction. We may
change these document custody requirements at any time, as long as we determine that any such
change will not have a materially adverse effect on the interests of Certificateholders.

Servicing Through Countrywide Home Loans Servicing LP

Pursuant to the Sale and Servicing Agreement, we have contracted with the Servicer to service
and administer the Mortgage Loans as more fully described below. The Sale and Servicing Agreement
is a contract solely among Fannie Mae, the Servicer and Countrywide. Certificateholders will not be
deemed to be parties to it and will have no claims, rights, obligations, duties, or liabilities with respect
to the Servicer.

The Servicer will be obligated to perform diligently all services and duties customary to the
servicing of mortgages. We will monitor the Servicer’s performance and we have the right to remove
the Servicer for cause at any time we consider its removal to be in the best interest of Certificate-
holders. The duties performed by the Servicer include general loan servicing responsibilities, collection
and remittance of principal and interest payments, administration of mortgage escrow accounts,
collection of insurance claims, and, if necessary, foreclosure.

Each month, an amount calculated based on the principal balance of each related Mortgage Loan
will be retained to pay various Trust expenses, including servicing payable to the Servicer, mortgage
insurance fees and amounts to compensate us for providing our guaranty (together, for any Mortgage
Loan, the “Trust Expense Rate”). In addition, in the case of the Credit Comeback Loans, any
amounts received in respect of interest in excess of the related Net Mortgage Rates will be payable to
Countrywide in its capacity as seller of the Mortgage Loans. Moreover, the Servicer is entitled to
retain a portion of the proceeds of the liquidation of a Mortgage Loan that exceeds (i) the principal
balance of that Mortgage Loan, (ii) interest owed through the end of the month of such liquidation at
the Net Mortgage Rate and (iii) any compensation owed to Fannie Mae. We will pay all expenses
incurred in connection with servicing activities, including, without limitation, the fees to the Servicer,
and we are not entitled to be reimbursed for such expenses out of the assets of the Lower Tier REMIC.
Prepayment fees, late charges, assumption fees and similar charges, to the extent they are collected
from borrowers, will be retained by the Servicer as additional servicing compensation.

Distributions on Mortgage Loans; Deposits in the Certificate Account

We will deposit or credit to one or more accounts (collectively, the “Certificate Account’) an
amount equal to the sum of the amounts collected as principal and interest on the Mortgage Loans as
these amounts are received.

Any amounts deposited into the Certificate Account on a Distribution Date will be available to
pay (i) interest accrued and distributable on the Certificates on that date and (ii) principal of the
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Certificates reflected in the class factors. We will not include any reinvestment earnings on amounts in
the Certificate Account when we calculate payments to Certificateholders.

The Trust Agreement permits us, as Trustee, to maintain the Certificate Account in one of two
ways:

e as a trust account with an eligible depository institution (which account may contain other
funds that we hold in a trust capacity), or

e as part of our general assets (with appropriate credit entries to the applicable REMIC trust).

We are required to hold all such appropriately credited funds in our general accounts (and all
funds in the Certificate Account that we have invested) for the benefit of the related Certificate-
holders. Nevertheless, if a liquidation, reorganization or similar proceeding involving our assets were
to occur, it is not clear what law would be applicable. As a result, we cannot render a legal opinion
about the Certificateholders’ rights to those funds in the event of a proceeding of this type.

Reports to Certificateholders

We will make available the class factors for each Class of Certificates on or shortly after the 11th
calendar day of each month. If you multiply the class factor for a Class of Certificates by the original
principal balance (or original notional principal balance) of that Class of Certificates, you will obtain
the current principal balance (or current notional principal balance) of that Class of Certificates, after
giving effect to the current month’s principal payment.

We will provide each Certificateholder with a statement of the total principal and interest paid on
that Holder’s Certificates with respect to each Distribution Date. After the end of each calendar year,
we will also furnish to each person who was a Certificateholder at any time during that year any
information required by the Internal Revenue Service.

We, or a special agent that we engage, will make all the necessary numerical calculations.

Collection and Other Servicing Procedures

In connection with its servicing activities, the Servicer has full power and authority to do or cause
to be done any and all things it may deem necessary or appropriate, including the foreclosure or
comparable conversion of a defaulted Mortgage Loan. Subject to certain conditions and limitations
described in the Sale and Servicing Agreement, the Servicer may, in its discretion and without
obligation, purchase from the Lower Tier REMIC any Mortgage Loan that has become more than 90
days delinquent, in whole or in part. Fannie Mae will have a similar option to repurchase delinquent
Mortgage Loans. The purchase price will be equal to the principal balance of the delinquent Mortgage
Loan together with accrued interest at the applicable Net Mortgage Rate. We will pay the purchase
price to Certificateholders in the same manner as full prepayments of Mortgage Loans. See “Descrip-
tion of the Certificates—Principal Payments’ in this prospectus.

With respect to each Mortgage Loan, Countrywide makes certain warranties to Fannie Mae
concerning the following matters:

* the recordation of the original Mortgage,
 the validity of the Mortgage Loan as a first lien on the Mortgaged Property, and
e compliance by the Mortgage Loan with applicable state and federal laws.

In the event of a material breach of any warranty or a material defect in the Mortgage Loan
documentation, we may withdraw the defective Mortgage Loan from the Lower Tier REMIC at a price
equal to its principal balance together with interest thereon at the applicable Net Mortgage Rate.
Alternatively, we may, at our option, substitute a new Mortgage Loan for a defective Mortgage Loan.
Any substitute Mortgage Loan must meet certain criteria to ensure that the substitute Mortgage Loan
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will not alter the general characteristics of the Mortgage Loans. No such substitution may take place
more than two years after we issue the Certificates. We will pass through to Certificateholders as
principal the amount, if any, by which the principal balance of the defective Mortgage Loan exceeds
the principal balance of the substitute Mortgage Loan.

Subject to the limitations discussed below, the Servicer may:

» enforce or waive enforcement of any term of any Mortgage Loan,
e enter into an agreement to modify any term of any Mortgage Loan, or

 take any action or refrain from taking any action in servicing any Mortgage Loan.

The Trust Agreement prohibits certain other modifications, such as reducing the mortgage
interest rate or principal amount or extending the term of a Mortgage Loan. However, the Servicer is
authorized to waive any prepayment charge, assumption fee, or late payment charge.

In connection with the transfer or prospective transfer of title to a Mortgaged Property securing
any Mortgage Loan, the Servicer has undertaken to accelerate the maturity of the related Mortgage
Loan if it contains a “due-on-sale” clause that permits acceleration under those conditions (unless
applicable law prohibits enforcing the “due-on-sale” clause).

If for any reason the Servicer does not have to accelerate the maturity of a Mortgage Loan upon
the transfer, or prospective transfer, of title to the related Mortgaged Property, the Servicer may enter
into a transaction which releases the borrower from liability on the related Mortgage Loan and
imposes such liability on the transferee; provided, however, that no such transaction shall provide for
reduction of the mortgage interest rate.

Certain Matters Regarding Fannie Mae

We may not resign from our duties under the Trust Agreement unless a change in law requires it.
Even then, our resignation would not become effective until a successor has assumed our duties under
the Trust Agreement. In no event, however, would any successor take over our guaranty obligations.
Even if our other duties under the Trust Agreement should terminate, we would still be obligated
under that guaranty. In the event that we are unable to fulfill our continuing guaranty obligations, the
Trust Agreement may be modified to provide for monthly distributions to be made from then-available
Mortgage Loan payments and other recoveries in a manner similar to practices and procedures
followed in the servicing of whole loans for institutional investors. See “—Rights upon Event of
Default” below.

We are not liable under the Trust Agreement to the Lower Tier REMIC, the Middle Tier REMIC,
the Trust or to Certificateholders for our errors in judgment or for anything we do, or do not do, in
good faith. This also applies to our directors, officers, employees and agents. Nevertheless, neither we
nor they will be protected from liability if it results from willful misfeasance, bad faith or gross
negligence or as a result of a willful disregard of duties.

The Trust Agreement also provides that we are free to refuse involvement in any legal action that
we think will expose us to expense or liability unless the action is related to our duties under the Trust
Agreement. On the other hand, we may decide to participate in legal actions if we think our
participation would be in the interests of the Certificateholders. In this case, we will pay our legal
expenses and costs.

If we merge or consolidate with another corporation, the successor corporation will be our
successor under the Trust Agreement and will assume all of our obligations under the Trust
Agreement, including our guaranty obligations.
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Events of Default
Any of the following will be considered an “Event of Default” under the Trust Agreement:

« if we fail to pay Certificateholders of any Class any required amount and our failure continues
uncorrected for 15 days after Certificateholders owning at least 5% of that Class have given us
written notice;

« if we fail in a material way to fulfill any of our obligations under the Trust Agreement and our
failure continues uncorrected for 60 days after Certificateholders owning at least 25% of any
Class have given us written notice; or

« if we become insolvent or unable to pay our debts or if other events of insolvency occur.

Rights upon Event of Default

If one of the Events of Default under the Trust Agreement has occurred and continues
uncorrected, Certificateholders who own at least 25% of any Class have the right to terminate, in
writing, all of our obligations under the Trust Agreement. These obligations include our duties as
trustee as well as in our corporate capacity. However, our guaranty obligations will continue in effect.
The same proportion of Certificateholders also may appoint, in writing, a successor to assume all of
our terminated obligations. This successor will take legal title to the Mortgage Loans and other assets
of the Lower Tier Trust, the Middle Tier Trust and the Trust.

Amendment

We may amend the Trust Agreement, without notifying the Certificateholders or obtaining their
consent, for any of the following purposes:

e to add to our duties;

* to evidence that another party has become our successor and has assumed our duties under the
Trust Agreement as Trustee or in our corporate capacity or both;

e to eliminate any of our rights in our corporate capacity under the Trust Agreement;

e to cure any ambiguity or correct or add to any provision in the Trust Agreement, so long as no
Certificateholder is adversely affected; or

e to modify the Trust Agreement to maintain the legal status of the Lower Tier REMIC, the
Middle Tier REMIC and the Upper Tier REMIC as REMICs.

If Certificateholders who own at least 66% of each Class give their consent, we may amend the
Trust Agreement to eliminate, change or add to its terms or to waive our compliance with any of those
terms. Nevertheless, we may not terminate or change our guaranty obligations or reduce the
percentage of Certificateholders who must give their consent to the types of amendments listed in the
previous sentence. In addition, unless each affected Certificateholder consents, no amendment may
reduce or delay the funds that we must pay on any Certificate. Similarly, unless all affected Holders of
any residual interest give their consent, no amendment may adversely affect their rights.

Termination

The Trust Agreement will terminate when the last Mortgage Loan remaining in the Lower Tier
REMIC has been paid off or liquidated, and the proceeds of that loan have been paid to Certificate-
holders. The Trust Agreement also will terminate if the Servicer exercises all of the optional clean-up
calls or if we exercise our option to repurchase all of the Certificates. The purchase price for such
optional purchase will equal the outstanding principal balance of each Mortgage Loan (including one
month’s interest at the Net Mortgage Rate).
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Subject to certain conditions and limitations described in the Sale and Servicing Agreement, the
Servicer may exercise the optional clean-up calls if the aggregate principal balance of the Mortgage
Loans remaining in any of the Group 1 or Group 2 Loans is 10% or less of the aggregate initial
principal balance of the Certificates relating to the applicable loan group.

We may not exercise our option to repurchase the Certificates unless the aggregate principal
balance of the remaining Mortgage Loans is less than one percent of the aggregate principal balance of
all the Mortgage Loans as of the applicable Cut-off Date.

If the Servicer exercises one or more of the optional clean-up calls, the Certificates related to the
affected loan group or groups will be retired. In no event, however, will the Lower Tier Trust, the
Middle Tier Trust and the Trust continue beyond the expiration of 21 years from the death of the last
survivor of the persons named in the Trust Agreement. We will notify each affected Certificateholder
in writing of the termination of the Trust Agreement, and will make the final payment to each person
entitled to it.

CERTAIN FEDERAL INCOME TAX CONSEQUENCES

The Certificates and payments on the Certificates are not generally exempt from taxation.
Therefore, you should consider the tax consequences of holding a Certificate before you acquire one.
The following discussion describes certain U.S. federal income tax consequences to beneficial owners
of Certificates. The discussion is general and does not purport to deal with all aspects of federal
taxation that may be relevant to particular investors. This discussion may not apply to your particular
circumstances for one of the following, or other, reasons:

e This discussion is based on federal tax laws in effect as of the date of this prospectus. Changes
to any of these laws after the date of this prospectus may affect the tax consequences discussed
below.

e This discussion addresses only Certificates acquired at original issuance and held as “capital
assets” (generally, property held for investment).

e This discussion does not address tax consequences to beneficial owners subject to special rules,
such as dealers in securities, certain traders in securities, banks, tax-exempt organizations, life
insurance companies, persons that hold Certificates as part of a hedging transaction or as a

position in a straddle or conversion transaction, or persons whose functional currency is not the
U.S. dollar.

» This discussion does not address taxes imposed by any state, local or foreign taxing jurisdiction.
Further, although the AV-1 Class Certificates resemble variable rate debt instruments, the tax
treatment of these Certificates can differ from the tax treatment of such an investment. For these
reasons, you should consult your own tax advisors regarding the federal income tax consequences of
holding and disposing of Certificates as well as any tax consequences arising under the laws of any
state, local or foreign taxing jurisdiction.

The topics in this discussion are addressed in the order of the following captions:

« REMIC Elections and Special Tax Attributes

e Treatment of the Group 1 and Group 2 Classes

e Taxation of Beneficial Owners of Regular Certificates
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e Taxation of the Interest Carryover Amounts

» Taxation of Beneficial Owners of the Residual Certificates
» Taxes on the REMICs

e Reporting and Other Administrative Matters

e Backup Withholding

e Foreign Investors

REMIC Elections and Special Tax Attributes

We will elect to treat the Lower Tier REMIC, the Middle Tier REMIC and the Upper Tier
REMIC as REMICs under the Code. Qualification as a REMIC requires ongoing compliance with
certain conditions. Arnold & Porter, special tax counsel to Fannie Mae, will deliver its opinion to
Fannie Mae that, assuming compliance with the Trust Agreement, the Lower Tier REMIC, the
Middle Tier REMIC and the Upper Tier REMIC will be treated as REMICs for federal income tax
purposes. The Lower Tier Regular Interests will be designated as the “regular interests” and the
RL Class Certificate will be designated as the “‘residual interest” in the Lower Tier REMIC. The
Middle Tier REMIC Regular Interests will be designated as the “regular interests” and the RM
Class Certificate will be designated as the “residual interest” in the Middle Tier REMIC. The R Class
will be designated as the “residual interest” in the Upper Tier REMIC. (The R Class Certificate, the
RM Class Certificate and the RL Class Certificate are each referred to herein as a “Residual
Certificate” and, together, as the “Residual Certificates.”)

The Upper Tier REMIC will be taxed as if it had issued 10 regular interests, one corresponding to
each of the AF-1V, AF-1F, AF-2, AF-3, AF-4, AF-5, AF-6, AF-I0, AV-1 and AV-IO Classes. Each of
these regular interests will be entitled to receive interest and principal payments at the times and in
the amounts equal to those made to the Class to which it corresponds, except that the interest rate on
these regular interests will be determined without regard to the Group 1 Sequential Class Interest
Carryover Amount and the AV-1 Class Interest Carryover Amount. A beneficial owner of an AF-1V,
AF-1F, AF-2, AF-3, AF-4, AF-5, AF-6 or AV-1 Class Certificate will be treated for federal income tax
purposes as the beneficial owner of a pro rata interest in the corresponding regular interest. Any excess
of the amount of interest actually payable to an AF-1V, AF-1F, AF-2, AF-3, AF-4, AF-5, AF-6 or AV-1
Class Certificate over the amount of interest payable on the corresponding regular interest will be
deemed to have been received pursuant to a notional principal contract as discussed below. See
“—Taxation of the Interest Carryover Amounts” below. Each of the remaining regular interests,
corresponding to the AF-IO and AV-I0 Classes, will be taxed as if it were entitled to receive interest
payments at the times and in the amounts equal to those made to the Class to which it corresponds,
except that the interest rate on such regular interest will be determined without regard to the Group 1
Sequential Class Interest Carryover Amount or the AV-1 Class Interest Carryover Amount. Any
excess of the amount of interest payable on this REMIC regular interest over the amount of interest
payable to the AF-I0 or AV-10 Class (whichever corresponds to such REMIC regular interest) will be
deemed to have been paid by such Class pursuant to a notional principal contract as discussed below.
See “—Taxation of the Interest Carryover Amounts” below. For purposes of this discussion, each of
the regular interests issued by the Upper Tier REMIC is referred to as a “Regular Certificate” and,
together, as “Regular Certificates.”

Because the Lower Tier REMIC, the Middle Tier REMIC and the Upper Tier REMIC will
qualify as REMICs, the Regular and Residual Certificates will be “regular or residual interests in a
REMIC” within the meaning of section 7701(a) (19) (C) (xi) of the Code and ‘real estate assets”
within the meaning of section 856(c) (5) (B) of the Code. If at any time during a calendar year less
than 95% of the assets of the Lower Tier REMIC consist of “qualified mortgages,” then the portion of
the Regular and Residual Certificates that are qualifying assets under those sections during the
calendar year may be limited to the portion of the assets of the Lower Tier REMIC that are “qualified
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mortgages.” Similarly, income on the Regular and Residual Certificates will be treated as “interest on
obligations secured by mortgages on real property” within the meaning of section 856(c) (3) (B) of
the Code, subject to the same limitation as set forth in the preceding sentence. In general, a Mortgage
Loan or an additional Group 1 or Group 2 Loan will be a “qualified mortgage” if it is “principally
secured by an interest in real property” within the meaning of section 860G (a) (3) of the Code. The
assets of the Lower Tier REMIC will include (i) the Mortgage Loans, (ii) additional Group 1 and
Group 2 Loans purchased through the Prefunding Account and (iii) payments on the Mortgage Loans
and additional Mortgage Loans held pending distribution on the Regular and Residual Certificates and
any reinvestment income thereon.

Regular and Residual Certificates held by a financial institution (as referred to in sec-
tion 582(c)(2) of the Code) will be treated as evidences of indebtedness for purposes of sec-
tion 582 (c) (1) of the Code. Regular Certificates will also be “qualified mortgages” within the meaning
of section 860G (a) (3) of the Code with respect to other REMICs and “permitted assets” within the
meaning of section 860L(c) (1) of the Code with respect to financial asset securitization investment
trusts.

Treatment of the Group 1 and Group 2 Classes

Except as provided below, a beneficial owner of an AF-1V, AF-1F, AF-2, AF-3, AF-4, AF-5, AF-6,
AF-10, AV-1 or AV-IO Class Certificate will be treated

 as holding an undivided interest in a REMIC regular interest, and

e as having entered into a notional principal contract.

Consequently, each beneficial owner of an AF-1V, AF-1F, AF-2, AF-3, AF-4, AF-5, AF-6, AF-10, AV-1
or AV-I0 Class Certificate will be required to report its pro rata share of income accruing with respect
to the corresponding REMIC regular interest, as discussed under “—Taxation of Beneficial Owners of
Regular Certificates” below. In addition, each beneficial owner of an AF-1V, AF-1F, AF-2, AF-3, AF-4,
AF-5, AF-6, AF-10, AV-1 or AV-IO Class Certificate will be required to report its pro rata share of net
income with respect to the notional principal contract and will be permitted to recognize its share of a
net deduction with respect to the notional principal contract, subject to the discussions under
“_Taxation of the Interest Carryover Amounts” below. You should consult your own tax advisor
regarding the consequences to you in light of your particular circumstances of taxing separately the
two components comprising each AF-1V, AF-1F, AF-2, AF-3, AF-4, AF-5, AF-6, AF-10, AV-1 or
AV-IO Class Certificate (that is, the corresponding REMIC regular interest and the notional principal
contract).

Allocations

A beneficial owner of an AF-1V, AF-1F, AF-2, AF-3, AF-4, AF-5, AF-6 or AV-1 Class Certificate
must allocate its cost to acquire that Certificate between the corresponding REMIC regular interest
and the notional principal contract based on their relative fair market values. When a beneficial owner
of an AF-1V, AF-1F, AF-2, AF-3, AF-4, AF-5, AF-6 or AV-1 Class Certificate sells or disposes of the
Certificate, the beneficial owner must allocate the sale proceeds between the corresponding REMIC
regular interest and notional principal contract based on their relative fair market values and must
treat the sale or other disposition of the Certificate as a sale or other disposition of a pro rata portion
of the corresponding REMIC regular interest and the notional principal contract.

Because a beneficial owner of an AF-IO or AV-IO Class Certificate generally will be deemed to
have received a premium for entering into a notional principal contract, a beneficial owner of an
AF-10 or AV-10 Class Certificate may have a basis in the corresponding REMIC regular interest that
is greater than the beneficial owner’s basis in the AF-I0 or AV-10 Class Certificate itself. Further, in
connection with a sale or disposition of an AF-I0 or AV-I0 Class Certificate, the beneficial owner may
be deemed to have paid a termination payment to the new holder, in which case the beneficial owner
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may be treated as having received an amount for the corresponding REMIC regular interest that is
greater than the amount received for the AF-IO or AV-IO Class Certificate itself. In any case, when a
beneficial owner of an AF-I0 or AV-I0 Class Certificate sells or disposes of the AF-IO or AV-I0 Class
Certificate, the beneficial owner must treat the sale or other disposition of the Certificate as a sale or
other disposition of a pro rata portion of the corresponding REMIC regular interest and the
corresponding notional principal contract.

We intend to report income and expense with respect to all Certificates as if the notional principal
contract corresponding to each Certificate had only a nominal value, relative to the value of the
corresponding REMIC regular interest, as of the Settlement Date. See “—Taxation of the Interest
Carryover Amounts” below. Each notional principal contract is difficult to value, and the Internal
Revenue Service (IRS) could assert that the value of a notional principal contract as of the
Settlement Date is greater (or perhaps, less) than the value we will use for information reporting
purposes. If, for example, the IRS were to assert successfully that the notional principal contract
corresponding to a Class had a higher value as of the Settlement Date, a greater portion of the
purchase price for that Class would be allocated to the notional principal contract and a lesser portion
would be allocated to the corresponding REMIC regular interest, which could result in differences in
the beneficial owner’s timing and character of income, gains, deductions and losses with respect to
that Class. See “—Taxation of Beneficial Owners of Regular Certificates” and “—Taxation of the
Interest Carryover Amounts” below. You therefore should consider the tax consequences to you if the
IRS were to assert a different value for the notional principal contract corresponding to each of the
AF-1V, AF-1F, AF-2, AF-3, AF-4, AF-5, AF-6, AF-10, AV-1 and AV-IO Classes.

It is possible that, with respect to certain Classes, the corresponding notional principal contract
provides no value, in which case the full purchase price of such a Class should be allocated to the
corresponding REMIC regular interest. In such a case, a beneficial owner of the Class would not be
treated as entering into a notional principal contract and the federal income tax consequences to the
beneficial owner would be determined without regard to the discussion under the caption “—Taxation
of the Interest Carryover Amounts” below.

Tax Attributes

Although the AF-1V, AF-1F, AF-2, AF-3, AF-4, AF-5, AF-6, AF-IO, AV-1 and AV-IO Class
Certificates will represent beneficial ownership in REMIC regular interests, which are afforded certain
tax attributes under the Code (see “— REMIC Elections and Special Tax Attributes” above), the
interest in the corresponding notional principal contract represented by an AF-1V, AF-1F, AF-2,
AF-3, AF-4, AF-5, AF-6, AF-10, AV-1 or AV-IO Class Certificate will not constitute:

* a ‘“real estate asset” within the meaning of section 856 (c) (5) (B) of the Code,

e a “qualified mortgage” within the meaning of section 860G (a) (3) of the Code or a “permitted
investment” within the meaning of section 860G (a) (5) of the Code, or

e an asset described in section 7701 (a) (19) (C) (xi) of the Code.

Income received under the notional principal contract will not constitute income described in section
856(c) (3) (B) with respect to a real estate investment trust.

Taxation of Beneficial Owners of Regular Certificates

For federal income tax purposes, the Regular Certificates will be treated as debt instruments
issued by a REMIC on the date the Certificates are first sold to the public (the “Settlement Date’)
and not as ownership interests in the Trust or its assets. Interest, original issue discount and market
discount with respect to a Regular Certificate will represent ordinary income to the beneficial owner of
the Certificate (a “Regular Owner”’). A Regular Owner must report interest on a Regular Certificate
using an accrual method of accounting, regardless of whether it otherwise reports income using a cash
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method of accounting. Rules regarding original issue discount and market discount are discussed
below.

Treatment of Original Issue Discount

The REMIC regular interests corresponding to the Notional Classes will be issued with “original
issue discount” (“OID’’) within the meaning of section 1273 (a) of the Code and certain other Classes
of Regular Certificates may be issued with OID. A Regular Owner must include in gross income the
sum of the “daily portions” of OID on its Regular Certificate for each day during its taxable year on
which it held the Certificate, generally in advance of receipt of the cash attributable to that income.
We will supply to Holders, brokers and middlemen information with respect to the OID accruing on
the Regular Certificates. We will supply this information at the time and in the manner required by
the IRS.

Definition of Original Issue Discount

In general, a Regular Certificate will be considered to be issued with OID equal to the excess, if
any, of its “stated redemption price at maturity” over its “issue price.” The issue price of a Regular
Certificate is the initial price at which a substantial amount of the Regular Certificates was sold. The
issue price also includes any accrued interest attributable to the period before the Settlement Date.
The stated redemption price at maturity of a Regular Certificate generally is its stated principal
amount, plus an amount equal to the excess (if any) of the interest payable on the first Distribution
Date over the interest that accrues for the period from the Settlement Date to the first Distribution
Date. The stated redemption price at maturity with respect to a Regular Certificate corresponding to a
Notional Class, however, is equal to the sum of all distributions to be made to that Regular Certificate.

Notwithstanding the general definition, OID on a Regular Certificate will be treated as zero if the
discount is less than 0.25% of the stated redemption price at maturity of the Certificate multiplied by
its weighted average life. The weighted average life of a Regular Certificate is apparently computed for
this purpose as the sum, for all distributions included in the stated redemption price at maturity of the
Certificate, of the amounts determined by multiplying (i) the number of complete years (rounding
down for partial years) from the Settlement Date until the date on which each such distribution is
expected to be made under the assumption that the Mortgage Loans prepay at a specified rate by
(ii) a fraction, the numerator of which is the amount of such distribution and the denominator of
which is the Regular Certificate’s stated redemption price at maturity. If OID is treated as zero under
this rule, the actual amount of OID must be allocated to the principal distributions on the Regular
Certificate and, when each principal distribution is received, gain equal to the discount allocated to
that distribution will be recognized. The prepayment assumptions that will be used in determining the
rate of accrual of OID will be as follows:

Certificate Group Prepayment Assumption
1 23% HEP
2 30% CPR

See “Description of the Certificates—Structuring Assumptions— Prepayment Assumptions’ in this
prospectus. No representation is made as to whether the Mortgage Loans will prepay at either of those
rates or any other rate.

Daily Portions of Original Issue Discount

For Regular Certificates considered to be issued with OID, the daily portions of OID will be
determined as follows. A calculation will first be made of the portion of OID that accrued during each
“accrual period.” OID accruing during any accrual period will then be allocated ratably to each day
during the period to determine the daily portion of OID.
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Final regulations issued by the Treasury Department relating to the tax treatment of debt
instruments with OID (the “OID Regulations’) provide that for purposes of measuring the accrual of
OID on a debt instrument, a holder of the debt instrument may use an accrual period of any length, up
to one year, as long as each distribution of principal or interest occurs on either the final day or the
first day of an accrual period. We will report OID based on accrual periods of one month, beginning on
a Distribution Date and ending on the day before the next Distribution Date.

The portion of OID treated as accruing for any accrual period will equal the excess, if any, of

(i) the sum of (A) the present values of all the distributions remaining to be made on the
Regular Certificate, if any, as of the end of the accrual period and (B) the distribution
made on the Regular Certificate during the accrual period of amounts included in the
stated redemption price at maturity, over

(ii) the adjusted issue price of the Regular Certificate at the beginning of the accrual period.
The present value of the remaining distributions will be calculated based on the following:

* the yield to maturity of the Regular Certificate, calculated as of the Settlement Date, giving
effect to the applicable prepayment assumption,

e events (including actual prepayments) that have occurred prior to the end of the accrual
period,

e the prepayment assumption, and

* in the case of Floating Rate or Weighted Average Coupon Classes, an assumption that the value
of the index upon which the variable rate is based remains the same as its value on the
Settlement Date over the entire life of the Regular Certificates.

The adjusted issue price of a Regular Certificate at any time will equal the issue price of the
Regular Certificate, increased by the aggregate amount of previously accrued OID with respect to the
Regular Certificate, and reduced by the amount of any distributions made on the Regular Certificate
as of that time of amounts included in the stated redemption price at maturity.

The Code requires that the prepayment assumption be determined in the manner prescribed in
Treasury regulations. To date, no such regulations have been promulgated. The legislative history of
this Code provision indicates that the regulations will provide that the assumed prepayment rate must
be the rate used by the parties in pricing the particular transaction. Fannie Mae believes that the
prepayment assumption described above is consistent with this standard. Fannie Mae makes no
representation, however, that the Mortgage Loans will prepay at either of the rates reflected in the
prepayment assumption described above or at any other rate. Each investor must make its own
decision as to the appropriate prepayment assumption to be used in deciding whether or not to
purchase any of the Certificates. See ‘“Description of the Certificates—Maturity Considerations and
Final Distribution Dates” and “—Decrement Tables” in this prospectus.

Weighted Average Coupon Classes

The Regular Certificates may pay interest based on a weighted average of the interest rates on the
Mortgage Loans and may not qualify as “variable rate debt instruments” under the OID Regulations.
Under the OID Regulations, a debt instrument that provides for a variable rate of interest but that
does not qualify as a variable rate debt instrument is a contingent payment debt instrument. The
regulations governing contingent payment debt instruments do not apply, however, to regular interests
in a REMIC. For information reporting purposes with respect to the Regular Certificates, we intend to
compute the accruals of interest and OID by applying the principles of the OID Regulations applicable
to variable rate debt instruments.
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Subsequent Holders’ Treatment of Original Issue Discount

If a Regular Certificate is issued with OID and a subsequent holder purchases the Regular
Certificate at a cost of less than its remaining stated redemption price at maturity, that holder also will
be required to include in income the daily portion of OID with respect to the Regular Certificate for
each day it holds the Regular Certificate. If the cost of the Regular Certificate to the subsequent holder
exceeds the adjusted issue price of the Regular Certificate, however, the holder can reduce the daily
accruals by an amount equal to the product of (i) the daily portion and (ii) a constant fraction. The
numerator of the constant fraction is the excess of the purchase price over the adjusted issue price of
the Regular Certificate, and the denominator is the sum of the daily portions of OID on the Regular
Certificate for all days on or after the day of purchase.

Regular Certificates Purchased at a Premium

If a Regular Owner purchases a Regular Certificate for an amount (net of accrued interest)
greater than its remaining stated redemption price at maturity, the Owner will have premium with
respect to the Regular Certificate (a ‘“Premium Certificate””) in the amount of the excess. Such a
purchaser need not include in income any remaining OID and may elect, under section 171(c) (2) of
the Code, to treat the premium as “amortizable bond premium.”

If a Regular Owner makes this election, the amount of any interest payment that must be included
in the Regular Owner’s income for each period ending on a Distribution Date will be reduced by the
portion of the premium allocable to the period based on the Premium Certificate’s yield to maturity.
In addition, the legislative history of the Tax Reform Act of 1986 states that premium should be
amortized under principles analogous to those governing the accrual of market discount (as discussed
below under “—Regular Certificates Purchased with Market Discount’). The election will also apply
to all bonds (as well as all REMIC regular interests) the interest on which is not excludible from gross
income (‘“‘fully taxable bonds’) held by the Regular Owner at the beginning of the first taxable year to
which the election applies and to all fully taxable bonds thereafter acquired by it. A Regular Owner
may revoke the election only with the consent of the IRS.

If the election is not made, (i) a Regular Owner must include the full amount of each interest
payment in income as it accrues, and (ii) the premium must be allocated to the principal distributions
on the Premium Certificate and, when each principal distribution is received, a loss equal to the
premium allocated to the distribution may be recognized. Any tax benefit from the premium not
previously recognized will be taken into account in computing gain or loss upon the sale or disposition
of the Premium Certificate.

Regular Certificates Purchased with Market Discount

A Regular Owner that purchases a Regular Certificate at a price that is less than the remaining
stated redemption price at maturity of the Regular Certificate (or in the case of a Regular Certificate
issued with OID, less than the adjusted issue price of the Certificate) has market discount with respect
to the Certificate in the amount of the difference. In general, three consequences arise if a Regular
Owner acquires a Regular Certificate with market discount. First, the Regular Owner must treat any
principal payment with respect to a Regular Certificate acquired with market discount as ordinary
income to the extent of the market discount that accrued while the Regular Owner held the Certificate.
Second, the Regular Owner must treat gain on the disposition or retirement of such a Certificate as
ordinary income under the circumstances discussed below under “—Sales and Other Dispositions of
Regular Certificates.” Third, a Regular Owner that incurs or continues indebtedness to acquire a
Regular Certificate at a market discount may be required to defer the deduction of all or a portion of
the interest on the indebtedness until the corresponding amount of market discount is included in
income. Alternatively, a Regular Owner may elect to include market discount in income on a current
basis as it accrues, in which case the three consequences discussed above will not apply. If a Regular
Owner makes this election, the Regular Owner must also apply the election to all debt instruments the
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Regular Owner acquires on or after the beginning of the first taxable year to which the election applies.
A Regular Owner may revoke the election only with the consent of the IRS.

The legislative history to the Tax Reform Act of 1986 states that market discount on a Regular
Certificate may be treated as accruing in proportion to remaining accruals of OID, if any, or, if none,
in proportion to remaining distributions of interest on a Regular Certificate. A beneficial owner may
instead elect to determine the accrual of market discount under a constant yield method. We will make
available to Holders information necessary to compute the accrual of market discount, in the manner
and form as required by the IRS.

Notwithstanding the above rules, market discount on a Regular Certificate will be considered to
be zero if the discount is less than 0.25% of the remaining stated redemption price at maturity of the
Certificate multiplied by its weighted average remaining life. Weighted average remaining life
presumably would be calculated in a manner similar to weighted average life, taking into account
payments (including prepayments) prior to the date of acquisition of the Regular Certificate by the
subsequent purchaser. If market discount on a Regular Certificate is treated as zero under this rule,
the actual amount of market discount must be allocated to the remaining principal distributions on
the Regular Certificate and, when each principal distribution is received, gain equal to the discount
allocated to that distribution will be recognized.

Special Election

For any Regular Certificate acquired on or after April 4, 1994, the OID Regulations permit a
Regular Owner to elect to include in gross income all “interest” that accrues on the Regular Certificate
by using a constant yield method. For purposes of the election, the term “interest” includes stated
interest, acquisition discount, OID, de minimis OID, market discount, de minimis market discount
and unstated interest, as adjusted by any amortizable bond premium or acquisition premium. You
should consult your own tax advisor regarding the time and manner of making and the scope of the
election and the implementation of the constant yield method.

Sales and Other Dispositions of Regular Certificates

Upon the sale, exchange, retirement or other disposition of a Regular Certificate, the beneficial
owner generally will recognize gain or loss equal to the difference between the amount realized upon
the disposition and the beneficial owner’s adjusted basis in the Certificate. In addition, the Code
requires the recognition of gain upon the “constructive sale of an appreciated financial position.” In
general, a constructive sale of an appreciated financial position occurs if a taxpayer enters into certain
transactions or series of transactions with respect to a financial instrument that have the effect of
substantially eliminating the taxpayer’s risk of loss and opportunity for gain with respect to the
financial instrument. These provisions only apply to the Notional Classes.

The adjusted basis of a Regular Certificate generally will equal the cost of the Regular Certificate
to the beneficial owner, increased by any OID or market discount included in the beneficial owner’s
gross income with respect to the Regular Certificate and reduced by distributions previously received
by the beneficial owner of amounts included in the Regular Certificate’s stated redemption price at
maturity and by any premium that has reduced the beneficial owner’s interest income with respect to
the Regular Certificate.

The gain or loss, if any, will be capital gain or loss, provided the Regular Certificate is held as a
“capital asset” (generally, property held for investment) within the meaning of section 1221 of the
Code and none of the following apply. First, gain that might otherwise be capital gain will be treated as
ordinary income to the extent that the gain does not exceed the excess, if any, of (i) the amount that
would have been includible in the income of the Regular Owner had income accrued at a rate equal to
110% of the “applicable Federal rate” (generally, an average of current yields on Treasury securities)
as of the date of purchase over (ii) the amount actually includible in the Regular Owner’s income.
Second, gain recognized by a Regular Owner who purchased a Regular Certificate at a market discount
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will be taxable as ordinary income in an amount not exceeding the portion of the market discount that
accrued during the period the Regular Certificate was held by the Regular Owner, reduced by any
market discount includible in income under the rules described above under “—Regular Certificates
Purchased with Market Discount.” Third, any gain or loss resulting from a sale or exchange described
in section 582 (c) of the Code (which generally applies to banks) will be taxable as ordinary income or
loss.

Termination

In general, no special tax consequences will apply to a Regular Owner upon the termination of the
Trust by virtue of the final payment or liquidation of the last mortgage loan remaining in the Lower
Tier REMIC.

Taxation of the Interest Carryover Amounts

The beneficial owners of an AF-1V, AF-1F, AF-2, AF-3, AF-4, AF-5, AF-6, AF-10, AV-1 or
AV-10 Class Certificate will be treated as having entered into “notional principal contracts” within
the meaning of Treasury Department Regulations promulgated under section 446 of the Code (the
“NPC Regulations”). Pursuant to these notional principal contracts, a beneficial owner of an AF-1V,
AF-1F, AF-2, AF-3, AF-4, AF-5 or AF-6 Class Certificate will be treated as agreeing to pay a premium
to the beneficial owners of the AF-IO Certificates for the right to receive the Group 1 Sequential Class
Interest Carryover Amount with respect to the AF-1V, AF-1F, AF-2, AF-3, AF-4, AF-5 or AF-6
Certificate (as the case may be), and the beneficial owners of the AV-1 Class Certificate will be treated
as agreeing to pay a premium to the beneficial owners of the AV-10 Certificates for the right to receive
the AV-1 Class Interest Carryover Amount. A beneficial owner of an AF-1V, AF-1F, AF-2, AF-3,
AF-4, AF-5, AF-6, AF-10, AV-1 or AV-IO Class Certificate will be treated as having entered into the
notional principal contract on the date the beneficial owner acquires the Certificate.

Treatment of Payments under the Notional Principal Contract

Under the NPC Regulations, the premium that is deemed to have been paid for the notional
principal contract must be amortized over the life of the AF-1V, AF-1F, AF-2, AF-3, AF-4, AF-5, AF-6
or AV-1 Class (as the case may be), taking into account the declining balance of such Class. For
information reporting purposes, we intend to amortize the premium under a constant yield method,
similar to that used to amortize OID. You should consult your tax advisor regarding the method for
amortizing this premium.

Any payment made to the AF-1V, AF-1F, AF-2, AF-3, AF-4, AF-5, AF-6 or AV-1 Class will be
treated as a periodic payment under the NPC Regulations. To the extent that the periodic payments
for any year exceeds the amount of the premium amortized in that year, such excess shall represent
net income for that year in the case of a beneficial owner of an AF-1V, AF-1F, AF-2, AF-3, AF-4,
AF-5, AF-6 or AV-1 Class Certificate (and a net deduction for that year in the case of a beneficial
owner of an AF-IO or AV-I0 Class Certificate). Conversely, to the extent that the amount of the
premium amortized in any year exceeds the periodic payments for that year, such excess shall
represent a net deduction for that year in the case of a beneficial owner of an AF-1V, AF-1F, AF-2,
AF-3, AF-4, AF-5, AF-6 or AV-1 Class Certificate (and net income for that year in the case of a
beneficial owner of an AF-IO or AV-IO Class Certificate). Although not clear, net income or a net
deduction should be treated as ordinary income or as an ordinary deduction.

A beneficial owner’s ability to recognize a net deduction with respect to a notional principal
contract is limited under section 67 of the Code in the case of (i) estates and trusts, and
(ii) individuals owning an interest in an AF-1V, AF-1F, AF-2, AF-3, AF-4, AF-5, AF-6, AF-10, AV-1
or AV-IO Class Certificate directly or through an investment in a “pass-through entity” (other than in
connection with such individual’s trade or business). Pass-through entities include partnerships,
S corporations, grantor trusts, and non-publicly offered regulated investment companies, but do not
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include estates, nongrantor trusts, cooperatives, real estate investment trusts and publicly offered
regulated investment companies. Generally, such a beneficial owner can recognize a net deduction only
to the extent that these costs, when aggregated with certain of the beneficial owner’s other miscellane-
ous itemized deductions, exceed 2% of the beneficial owner’s adjusted gross income. For this purpose,
an estate or nongrantor trust computes adjusted gross income in the same manner as in the case of an
individual, except that deductions for administrative expenses of the estate or trust that would not
have been incurred if the property were not held in such trust or estate are treated as allowable in
arriving at adjusted gross income. In addition, section 68 of the Code may provide for certain
limitations on itemized deductions otherwise allowable for a beneficial owner who is an individual.
Further, such a beneficial owner may not be able to recognize a net deduction with respect to the
notional principal contract in computing the beneficial owner’s alternative minimum tax liability.

Special Consequences for Beneficial Owners of AF-IO or AV-IO Class Certificates

Payments that are deemed to have been made by the AF-1I0 or AV-IO Class to the AF-1V, AF-1F,
AF-2, AF-3, AF-4, AF-5, AF-6 or AV-1 Class (as the case may be) pursuant to the notional principal
contract will be made through an “outside reserve fund” described in the Regulations, which will not
be an asset of the Lower Tier REMIC, Middle Tier REMIC or Upper Tier REMIC for tax purposes.
This outside reserve fund will be funded with interest payments on the REMIC regular interest
corresponding to the AF-IO and AV-IO Classes, and the beneficial owners of the AF-I0 and AV-10
Class Certificates will be treated for federal income tax purposes as the beneficial owners of their
allocable share of this outside reserve fund. As a result, a beneficial owner of an AF-IO or AV-IO Class
Certificate will be required to accrue income with respect to interest payments on the corresponding
REMIC regular interest and will be entitled to a net deduction with respect to payments made from
the outside reserve fund as follows: a beneficial owner of an AF-IO Class will be entitled to a net
deduction with respect to payments made from the outside reserve fund to fund the Group 1
Sequential Class Interest Carryover Amount, and a beneficial owner of an AV-I0 Class will be entitled
to a net deduction with respect to payments made from the outside reserve fund to fund the AV-1
Class Interest Carryover Amount. Therefore, if your ability to recognize a net deduction with respect
to the notional principal contract were limited, you could be required to accrue more interest income
than the amount of interest actually distributed on your AF-I0O or AV-I0 Class Certificate. You should
consult your own tax advisor regarding your ability to recognize a net deduction with respect to a
notional principal contract, regardless of whether you hold an AF-1V, AF-1F, AF-2, AF-3, AF-4, AF-5,
AF-6, AF-10, AV-1 or AV-IO Class Certificate.

Disposition of the Notional Principal Contract

Any amount that is considered to be allocated to the notional principal contract in connection
with the sale or other disposition of an AF-1V, AF-1F, AF-2, AF-3, AF-4, AF-5, AF-6, AF-10, AV-1 or
AV-10 Class Certificate as described under “REMIC Election and Special Tax Attributes—Treatment
of the Group 1 and Group 2 Classes—Allocations” above will be considered a “termination payment”
under the NPC Regulations. Under the NPC Regulations, a beneficial owner of an AF-1V, AF-1F,
AF-2, AF-3, AF-4, AF-5, AF-6, AF-10, AV-1 or AV-IO Class Certificate will have gain or loss from the
disposition of the notional principal contract equal to (i) the sum of the unamortized portion of any
premium received or deemed to have been received by the beneficial owner upon entering into the
notional principal contract and any termination payment it receives or is deemed to have received, less
(ii) the sum of the unamortized portion of any premium paid or deemed to have been paid by the
beneficial owner upon entering into the notional principal contract and any termination payment it
makes or is deemed to have made. The gain or loss should be capital gain or loss, provided the notional
principal contract is a capital asset to the beneficial owner. The ability to deduct capital losses is
subject to limitations.
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Taxation of Beneficial Owners of the Residual Certificates
Daily Portions

Except as indicated below, a beneficial owner of a Residual Certificate (a ‘“Residual Owner’)
generally will be required to report its daily portion of the taxable income or net loss of the related
REMIC for each day during a calendar quarter that the Residual Owner owns the Residual Certificate.
For this purpose, the related REMIC is the REMIC in which the Residual Certificate represents a
residual interest. The daily portion is determined by allocating to each day in the calendar quarter its
ratable portion of the taxable income or net loss of the REMIC for the quarter and then allocating that
amount among the Residual Owners with respect to that REMIC in accordance with their percentage
interests on that day. Daily portions of income or loss allocated to a Residual Owner will be treated as
ordinary income or loss. A Residual Owner must continue to report its daily portion of the taxable
income or net loss of the related REMIC until no Regular Certificates of any class are outstanding,
even though the Residual Owner may have received full payment of any stated interest and principal
on the Residual Certificate.

Taxable Income or Net Loss of the REMICs

The taxable income or net loss of each REMIC will be the income from the “qualified mortgages”
it holds and any reinvestment earnings less deductions allowed to the REMIC. In general, a Mortgage
Loan will be a “qualified mortgage” to the Lower Tier REMIC if the Mortgage Loan is “principally
secured by an interest in real property’”” within the meaning of section 860G (a) (3) of the Code. The
Lower Tier Regular Interests will be “qualified mortgages” to the Middle Tier REMIC, and the Middle
Tier Regular Interests will be “qualified mortgages” to the Upper Tier REMIC.

The taxable income or net loss for a given calendar quarter will be determined in the same manner
as for an individual having the calendar year as the taxable year and using the accrual method of
accounting, with the following modifications and limitations:

e A deduction will be allowed for accruals of interest (including any OID, but without regard to
the investment interest limitation in section 163(d) of the Code) on the REMIC’s regular
interests (but not its residual interest).

e Market discount equal to any excess of the total principal balances of the qualified mortgages
over the REMIC’s basis in these mortgages generally will be included in income by the REMIC
as it accrues under a constant yield method, taking into account the prepayment assumption
described above.

o If a REMIC is treated as having acquired qualified mortgages at a premium, the premium also
will be amortized using a constant yield method.

e No item of income, gain, loss or deduction allocable to a prohibited transaction (see ‘“—Taxes
on the REMICs—Prohibited Transactions” below) will be taken into account.

e« A REMIC generally may not deduct any item that would not be allowed in calculating the
taxable income of a partnership by virtue of section 703 (a) (2) of the Code.

e The limitation on miscellaneous itemized deductions imposed on individuals by section 67 of
the Code will not be applied at the REMIC level to any administrative fees, such as servicing
and guaranty fees. (See, however, “—Pass-Through of Servicing and Guaranty Fees to
Individuals” below.)

e No deduction will be allowed for any expenses incurred in connection with the formation of the
REMICs and the issuance of the Regular and Residual Certificates.

e Any gain or loss to a REMIC from the disposition of any asset, including a qualified mortgage
or “permitted investment” as defined in section 860G (a) (5) of the Code, will be treated as
ordinary gain or loss.
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A REMIC’s basis in qualified mortgages is the aggregate of the issue prices of all the Regular and
Residual Certificates in the REMIC on the Settlement Date. If, however, the amount of any class of
Regular or Residual Certificates that is sold is not substantial, then the fair market value of all the
Regular or Residual Certificates in that class as of the date of this prospectus should be substituted for
the issue price. For a discussion of the manner in which we intend to allocate, for tax information
reporting purposes, the issue price of a Certificate between the issue price of the related REMIC
regular interest and the value of the corresponding notional principal contract, see “—REMIC
Elections and Special Tax Attributes—Treatment of the Group 1 and Group 2 Classes—Allocations”
above. If the deductions allowed to a REMIC exceed its gross income for a calendar quarter, the excess
will be a net loss for the REMIC for that calendar quarter.

For purposes of determining the taxable income or net loss of each REMIC, OID will be calculated
by taking into account the following. First, because all the Lower Tier Regular Interests will be issued
to the Middle Tier REMIC, the Lower Tier Regular Interests will be treated as a single debt
instrument because they will be issued to a single holder in a single transaction. Likewise, because all
the Middle Tier Regular Interests will be issued to the Upper Tier REMIC, the Middle Tier Regular
Interests will be treated as a single debt instrument because they will be issued to a single holder in a
single transaction. Second, the Middle Tier REMIC will elect to include in gross income all interest
that accrues on the Lower Tier Regular Interests by using a constant yield method, and the Upper
Tier REMIC will elect to include in gross income all interest that accrues on the Middle Tier Regular
Interests by using a constant yield method. See “—Taxation of Beneficial Owners of Regular
Certificates—Special Election” above.

A Residual Owner may be required to recognize taxable income without being entitled to receive a
corresponding amount of cash. This could occur, for example, if the qualified mortgages are considered
to be purchased by the REMIC at a discount, some or all of the regular interests in the REMIC are
issued at a discount, and the discount included as a result of a prepayment on a qualified mortgage
that is used to pay principal on the regular interests in the REMIC exceeds the REMIC’s deduction
for unaccrued original issue discount relating to the regular interests in the REMIC. Taxable income
may also be greater in earlier years because interest expense deductions, expressed as a percentage of
the outstanding principal amount of the regular interests, may increase over time as the earlier classes
of regular interests are paid, whereas interest income of the REMIC from each mortgage loan,
expressed as a percentage of the outstanding principal amount of that mortgage loan, may remain
constant over time.

Basis Rules and Distributions

A Residual Owner has an initial basis in the Residual Certificate equal to the amount paid for the
Residual Certificate. The basis is increased by amounts included in the income of the Residual Owner
and decreased by distributions and by any net loss taken into account with respect to the Residual
Certificate. A distribution on a Residual Certificate to a Residual Owner is not included in gross
income to the extent it does not exceed the Residual Owner’s basis in the Residual Certificate
(adjusted as described above) and, to the extent it exceeds the adjusted basis of the Residual
Certificate, is treated as gain from the sale of the Residual Certificate.

A Residual Owner is not allowed to take into account any net loss for a calendar quarter to the
extent the net loss exceeds the Residual Owner’s adjusted basis in its Residual Certificate as of the
close of that calendar quarter (determined without regard to that net loss). Any loss disallowed by
reason of this limitation may be carried forward indefinitely to future calendar quarters and, subject to
the same limitation, may be used only to offset income from that Residual Certificate.

Treatment of Excess Inclusions

Any excess inclusions with respect to a Residual Certificate are subject to certain special tax rules.
All taxable income with respect to a Residual Certificate will constitute excess inclusions.
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Any excess inclusions cannot be offset by losses from other activities. For Residual Owners that
are subject to tax only on unrelated business taxable income (as defined in section 511 of the Code),
an excess inclusion of the Residual Owner is treated as unrelated business taxable income. With
respect to variable contracts (within the meaning of section 817 of the Code), a life insurance
company cannot adjust its reserve to the extent of any excess inclusion, except as provided in
regulations. If a Residual Owner is a member of an affiliated group filing a consolidated income tax
return, the taxable income of the affiliated group cannot be less than the sum of the excess inclusions
attributable to all residual interests in REMICs held by members of the affiliated group. For purposes
of the alternative minimum tax, taxable income does not include excess inclusions, the alternative
minimum taxable income cannot be less than excess inclusions, and excess inclusions are disregarded
in computing the alternative tax net operating loss deduction. For a discussion of the effect of excess
inclusions on certain foreign investors that own a Residual Certificate, see “—Foreign Investors—
Residual Certificates” below.

If a Residual Certificate is held by a real estate investment trust, the aggregate excess inclusions
with respect to the Residual Certificate reduced (but not below zero) by the real estate investment
trust taxable income (within the meaning of section 857 (b) (2) of the Code, excluding any net capital
gain) would, under regulations yet to be prescribed, be allocated among the shareholders of the trust in
proportion to the dividends received by the shareholders from the trust, and any amount so allocated
would be treated as an excess inclusion with respect to the Residual Certificate as if held directly by
the shareholder. Similar rules would apply in the case of regulated investment companies, common
trust funds and certain cooperatives that hold a Residual Certificate.

Pass-Through of Servicing and Guaranty Fees to Individuals

A Residual Owner who is an individual will be required to include in income a share of the
administrative fees of the related REMIC, including the servicing and guaranty fees imposed at the
level of the mortgage loans. See, for example, “The Trust Agreement—Servicing Through Country-
wide Home Loans Servicing LP” in this prospectus. Such a Residual Owner will be entitled to deduct
these fees subject to sections 67 and 68 of the Code, as in the case of a net deduction with respect to a
notional principal contract. See “—Taxation of the Interest Carryover Amounts—Treatment of
Payments under the Notional Principal Contract” above. In addition, such a Residual Owner may not
be able to deduct any portion of such fees in computing the Residual Owner’s alternative minimum tax
liability. A Residual Owner’s share of such fees generally will be determined by (i) allocating the
amount of such expenses for each calendar quarter on a pro rata basis to each day in the calendar
quarter, and (ii) allocating the daily amount among the Residual Owners with respect to the REMIC
in proportion to their respective holdings on that day. Similar rules apply in the case of (i) estates and
trusts, and (ii) individuals owning an interest in a Residual Certificate through an investment in a
“pass-through entity.” Pass-through entities include partnerships, S corporations, grantor trusts and
non-publicly offered regulated investment companies, but do not include estates, trusts other than
grantor trusts, cooperatives, real estate investment trusts and publicly offered regulated investment
companies.

Sales and Other Dispositions of the Residual Certificates

Upon the sale, exchange or other disposition of a Residual Certificate, the Residual Owner
generally will recognize gain or loss equal to the difference between the amount realized upon the
disposition and the Residual Owner’s adjusted basis in the Certificate. The adjusted basis of a
Residual Certificate is determined as described above under “—Basis Rules and Distributions.”
Except as provided in section 582 (c¢) of the Code, the gain or loss, if any, will be capital gain or loss,
provided the Certificate is held as a capital asset.

If a Residual Owner sells or otherwise disposes of a Residual Certificate at a loss, the loss will not
be recognized if, within six months before or after the sale or other disposition of the Residual
Certificate, the Residual Owner purchases another residual interest in any REMIC or any interest in a
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taxable mortgage pool (as defined in section 7701 (i) of the Code) comparable to a residual interest in
a REMIC. The disallowed loss would be allowed upon the sale or other disposition of the other residual
interest (or comparable interest) if the rule referred to in the preceding sentence does not apply to
that sale or other disposition. While this rule may be modified by Treasury regulations, no such
regulations have yet been published.

Residual Certificates Transferred to or Held by Disqualified Organizations

Section 860E (e) of the Code imposes a substantial tax, payable by the transferor (or, if a transfer
is through a broker, nominee, or other middleman as the transferee’s agent, payable by that agent)
upon any transfer of a Residual Certificate to a “disqualified organization.” A transfer includes any
transfer of record or beneficial ownership, whether pursuant to a purchase, a default under a secured
lending agreement or otherwise. The term ‘“‘disqualified organization” is defined above under
“Description of the Certificates—Special Characteristics of R, RM and RL Class Certificates.” A
transferor of the Residual Certificate (or an agent of a transferee of the Residual Certificate, as the
case may be) will be relieved of this tax liability if (i) the transferee furnishes to the transferor (or the
transferee’s agent) an affidavit that the transferee is not a disqualified organization, and (ii) the
transferor (or the transferee’s agent) does not have actual knowledge that the affidavit is false at the
time of the transfer.

In addition, a tax may be imposed upon a pass-through entity (including a regulated investment
company, real estate investment trust, common trust fund, partnership, trust, estate and nominee and
certain cooperatives) that owns a Residual Certificate if the pass-through entity has a disqualified
organization as a record holder. For this purpose, all interests in an electing large partnership are
treated as held by disqualified organizations. No such tax will be imposed on a pass-through entity for
a period with respect to an interest therein owned by a disqualified organization if (i) the record
holder of the interest furnishes to the pass-through entity an affidavit that it is not a disqualified
organization, (ii) during that period, the pass-through entity has no actual knowledge that the
affidavit is false and (iii) the entity is not an electing large partnership.

Other Transfers of the Residual Certificates

A transfer of a Residual Certificate that has tax avoidance potential is disregarded for federal
income tax purposes if the transferee is not a U.S. Person (a “Non-U.S. Person”), unless the
transferee’s income from the Certificate is otherwise subject to U.S. income tax. A transfer of a
Residual Certificate has tax avoidance potential unless, at the time of the transfer, the transferor
reasonably expects that, for each excess inclusion, the related REMIC will pay to the transferee an
amount that will equal at least 30% of the excess inclusion, and that each amount will be paid at or
after the time at which the excess inclusion accrues and not later than the close of the calendar year
following the calendar year of accrual. Certain transfers by a Non-U.S. Person to a U.S. Person or
another Non-U.S. Person are also disregarded if the transfer has the effect of allowing the transferor
to avoid tax on accrued excess inclusions. See “Description of the Certificates—Special Characteris-
tics of R, RM and RL Class Certificates” for a discussion of additional provisions applicable to
transfers of the Residual Certificates.

Amounts Paid to a Transferee of the Residual Certificates

The federal income tax consequences of any consideration paid to a transferee on the transfer of a
Residual Certificate are unclear. You should consult your own tax advisor regarding the tax conse-
quences of receiving such consideration.
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Termination

Although the matter is not entirely free from doubt, it appears that a Residual Owner will be
entitled to a loss if:

 the related REMIC terminates by virtue of the final payment or liquidation of the last mortgage
loan remaining in the Lower Tier REMIC and

» the Residual Owner’s adjusted basis in the Residual Certificate at the time the termination
occurs exceeds the amount of cash distributed to the Residual Owner in liquidation of its
interest.

The amount of the loss will equal the amount by which the Residual Owner’s adjusted basis exceeds
the amount of cash distributed to the Residual Owner in liquidation of its interest.

Taxes on the REMICs

Neither the Upper Tier REMIC, the Middle Tier REMIC nor the Lower Tier REMIC will be
subject to federal income tax except with respect to income from prohibited transactions and in
certain other instances described below. It is not anticipated that the Upper Tier REMIC, the Middle
Tier REMIC or the Lower Tier REMIC will engage in any transactions that will give rise to a tax on
either the Upper Tier REMIC, the Middle Tier REMIC or the Lower Tier REMIC. In any event,
pursuant to our guaranty obligation, we will make distributions on the Certificates without offset or
deduction for any tax imposed on the Upper Tier REMIC, the Middle Tier REMIC or the Lower Tier
REMIC.

Prohibited Transactions

The Code imposes a tax on a REMIC equal to 100% of the net income derived from “prohibited
transactions.” In general, the term ‘“prohibited transaction” means the disposition of a qualified
mortgage other than pursuant to certain specified exceptions, the receipt of investment income from a
source other than a qualified mortgage or certain other permitted investments, the receipt of

compensation for services, or the disposition of a “cash flow investment” as defined in section
860G (a) (6) of the Code.

Contributions to a REMIC after the Startup Day

The Code imposes a tax on a REMIC equal to 100% of the value of any property contributed to
the REMIC after the “startup day” (generally the same as the Settlement Date). Exceptions are
provided for cash contributions to a REMIC if made (i) during the three-month period beginning on
the startup day, (ii) to a qualified reserve fund by a holder of a residual interest, (iii) in the nature of
a guarantee, or (iv) to facilitate a qualified liquidation or clean-up call.

Net Income from Foreclosure Property

The Code imposes a tax on a REMIC equal to the highest corporate rate on “net income from
foreclosure property.” The terms “foreclosure property” (which includes property acquired by deed in
lieu of foreclosure) and “net income from foreclosure property”’ are defined by reference to the rules
applicable to real estate investment trusts. Generally, foreclosure property would be treated as such
until the close of the third taxable year following the taxable year in which the acquisition occurs, with
possible extensions. Net income from foreclosure property generally means gain from the sale of
foreclosure property that is inventory property and gross income from foreclosure property other than
qualifying rents and other qualifying income for a real estate investment trust, net of deductions
directly connected with the production of such income.
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Reporting and Other Administrative Matters

For purposes of the administrative provisions of the Code, the Upper Tier REMIC, the Middle
Tier REMIC and the Lower Tier REMIC will each be treated as a partnership and the Residual
Owners in each REMIC will be treated as partners. We will prepare, sign and file federal income tax
returns for the Upper Tier REMIC, the Middle Tier REMIC and the Lower Tier REMIC, which
returns are subject to audit by the IRS. We do not intend to register the Upper Tier REMIC, the
Middle Tier REMIC or the Lower Tier REMIC as a tax shelter pursuant to section 6111 of the Code.
We will also act as the tax matters partner for the Upper Tier REMIC, the Middle Tier REMIC and
the Lower Tier REMIC, either as a beneficial owner of the Residual Certificates or as a fiduciary for
the Residual Owners. Each Residual Owner, by the acceptance of a Residual Certificate, agrees that we
will act as its fiduciary in the performance of any duties required of it in the event that it is a tax
matters partner.

Within a reasonable time after the end of each calendar year, we will furnish to each Holder that
received a distribution during that year a statement setting forth the portions of any distributions that
constitute interest distributions, OID and any other information as is required by Treasury regulations
and, with respect to Holders of the Residual Certificates, information necessary to compute the daily
portions of the taxable income (or net loss) of the related REMIC for each day during that year.

If, with respect to the related REMIC, there is more than one Residual Owner for a taxable year,
each Residual Owner is required to treat items on its return consistently with the treatment on the
return of the REMIC, unless the Residual Owner either files a statement identifying the inconsistency
or establishes that the inconsistency resulted from incorrect information received from the REMIC.
The IRS may assert a deficiency resulting from a failure to comply with the consistency requirement
without instituting an administrative proceeding at the REMIC level.

Backup Withholding

Distributions of interest and principal, as well as distributions of proceeds from the sale of
Certificates, may be subject to the “backup withholding tax” under section 3406 of the Code if
recipients of the distributions fail to furnish to the payor certain information, including their taxpayer
identification numbers, or otherwise fail to establish an exemption from this tax. Any amounts
deducted and withheld from a distribution to a recipient would be allowed as a credit against the
recipient’s federal income tax. Certain penalties may be imposed by the IRS on a recipient of
distributions required to supply information who does not do so in the proper manner.

Foreign Investors

Distributions made on a Certificate (other than a Residual Certificate) to, or on behalf of, a
beneficial owner that is a Non-U.S. Person generally will be exempt from U.S. federal income and
withholding taxes, provided (a) the beneficial owner is not subject to U.S. tax as a result of a
connection to the United States other than ownership of the Certificate, (b) the beneficial owner signs
a statement under penalties of perjury that certifies that the beneficial owner is a Non-U.S. Person,
and provides the name and address of the beneficial owner, and (c¢) the last U.S. Person in the chain
of payment to the beneficial owner receives the statement from the beneficial owner or a financial
institution holding on its behalf and does not have actual knowledge that the statement is false. You
should be aware that the IRS might take the position that this exemption does not apply to a
beneficial owner that also owns 10% or more of the Residual Certificates or of the voting stock of
Fannie Mae, or to a beneficial owner that is a “controlled foreign corporation” described in section
881(c) (3) (C) of the Code.

71



LEGAL INVESTMENT CONSIDERATIONS

If you are an institution whose investment activities are subject to legal investment laws and
regulations or to review by certain regulatory authorities, you may be subject to restrictions on
investment in certain Classes of the Certificates. If you are a financial institution that is subject to the
jurisdiction of the Comptroller of the Currency, the Board of Governors of the Federal Reserve
System, the FDIC, the Office of Thrift Supervision, the NCUA or other federal or state agencies with
similar authority, you should review any applicable rules, guidelines and regulations prior to purchas-
ing the Certificates. You should also review and consider the applicability of the Federal Financial
Institutions Examination Council Supervisory Policy Statement on Securities Activities (to the
extent adopted by their respective federal regulators), which, among other things, sets forth guidelines
for financial institutions investing in certain types of mortgage related securities, including securities
such as the Certificates. In addition, you should consult your regulators concerning the risk-based
capital treatment of any Certificate.

Pursuant to the Secondary Mortgage Market Enhancement Act of 1984 (“SMMEA”), securities
that we issue or guarantee (such as the Certificates) will be legal investments for entities created
under the laws of the United States or any state whose authorized investments are subject to state
regulation to the same extent as obligations issued or guaranteed as to principal and interest by the
United States or any agency or instrumentality thereof. Under SMMEA, if a state enacted legislation
prior to October 4, 1991 specifically limiting the legal investment authority of any such entities with
respect to securities that we issue or guaranty, such securities will constitute legal investments for such
entities only to the extent provided in such legislation. Certain states have adopted such legislation
prior to the October 4, 1991 deadline. You should consult your own legal advisors in determining
whether and to what extent the Certificates constitute legal investments or are subject to restrictions
on investment.

LEGAL OPINION

If you purchase Certificates, we will send you, upon request, an opinion of our General Counsel
(or one of our Deputy General Counsels) as to the validity of the Certificates and the Trust
Agreement.

ERISA CONSIDERATIONS

The Employee Retirement Income Security Act of 1974, as amended (“ERISA”), and Sec-
tion 4975 of the Code impose certain requirements on employee benefit plans subject to ERISA (such
as employer-sponsored retirement plans) and on other types of benefit plans and arrangements
subject to section 4975 of the Code (such as individual retirement accounts). ERISA and the Code
also impose these requirements on certain entities in which the benefit plans or arrangements that are
subject to ERISA and the Code invest. We refer to these plans, arrangements and entities as “Plans.”
Any person who is a fiduciary of a Plan is also subject to requirements imposed by ERISA and the
Code. Before a Plan invests in any Certificates, the Plan fiduciary must consider whether the
governing instruments for the Plan would permit the investment, whether the Certificates would be a
prudent and appropriate investment for the Plan under its investment policy and whether such an
investment might result in a prohibited transaction under ERISA or the Code for which no exemption
is available.

The U.S. Department of Labor issued a final regulation covering the acquisition by a Plan of a
“guaranteed governmental mortgage pool certificate,” defined to include certificates which are
“backed by, or evidencing an interest in, specified mortgages or participation interests therein” and
are guaranteed by Fannie Mae as to the payment of interest and principal. Under the regulation,
investment by a Plan in a “guaranteed governmental mortgage pool certificate” does not cause the
assets of the Plan to include the mortgages underlying the certificate or cause the sponsor, trustee and
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other servicers of the mortgage pool to be subject to the fiduciary responsibility provisions of ERISA
or section 4975 of the Code in providing services with respect to the mortgages in the pool. At the time
the regulation was originally issued, certificates similar to the Certificates did not exist. However, we
have been advised by our counsel, Sidley Austin Brown & Wood LLP, that the Certificates qualify
under the definition of “guaranteed governmental mortgage pool certificates” and, as a result, the
purchase and holding of Certificates by Plans will not cause the underlying mortgage loans or the
assets of Fannie Mae to be subject to the fiduciary requirements of ERISA or to the prohibited
transaction requirements of ERISA and the Code.

PLAN OF DISTRIBUTION AND RELATED MATTERS

General. We will acquire the Mortgage Loans from Countrywide in exchange for the Certificates
pursuant to the Sale and Servicing Agreement. The Dealers, which have been retained by Country-
wide, propose to offer the Certificates (other than the R, RM and RL Classes) directly to the public
from time to time in negotiated transactions at varying prices to be determined at the time of sale. The
Dealers may effect the transactions to or through other dealers.

Selling Restrictions. The Certificates may be offered or sold only where it is legal to do so. Each
Dealer has represented and agreed that it will comply with all applicable laws and regulations in each
jurisdiction in which it offers, sells or delivers Certificates or distributes this prospectus or any other
offering material. Each Dealer also has agreed to comply with certain selling restrictions relating to
certain countries. We and the Dealers may modify selling restrictions at any time.

With respect to the United Kingdom, each Dealer has represented and agreed as follows:

(1) it has not offered or sold Certificates that have an original maturity of one year or more and,
prior to six months after the issue date of the Certificates, will not offer or sell any of the Certificates
to persons in the United Kingdom except to persons whose ordinary activities involve them in
acquiring, holding, managing or disposing of investments (as principal or agent) for the purposes of
their businesses or otherwise in circumstances which have not resulted and will not result in an offer to
the public in the United Kingdom within the meaning of the Public Offers of Securities Regulations
1995;

(2) it has complied and will comply with all applicable provisions of the Financial Services Act
1986 with respect to anything it has done in relation to the Certificates in, from or otherwise involving
the United Kingdom; and

(3) it has only issued or passed on, and will only issue or pass on, in the United Kingdom any
document received by it in connection with an issue of Certificates to a person who is of a kind
described in Article 11(3) of the Financial Services Act 1986 (Investment Advertisements) (Exemp-
tions) Order 1996 (as amended) or is a person to whom such documents may otherwise lawfully be
issued or passed on.

LEGAL MATTERS
Sidley Austin Brown & Wood LLP will provide legal representation for Fannie Mae. Sidley Austin

Brown & Wood LLP will also provide legal representation to Countrywide, the Servicer and the
Dealers.
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No dealer, salesman or other person has been
authorized to give any information or to make any
representations in connection with this offering
other than those contained in this prospectus and
the Information Statement and, if given or made,
such information or representations must not be
relied upon as having been authorized. This pro-
spectus and the Information Statement do not
constitute an offer to sell or a solicitation of an
offer to buy any of the Certificates offered hereby in
any state to any person to whom it is unlawful to
make such offer or solicitation in such state. The
delivery of this prospectus and the Information
Statement at any time does not imply that the
information contained herein or therein is correct
as of any time subsequent to the date hereof or
thereof.
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