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“I feel great about Fannie Mae because I'm proud
of our mission and what we do. I'm proud of how
we do it, and I'm proud of the results it brings.”

KATRINA JONES
Fannie Mae Employee



At Fannie Mae, we are in the American Dream business.
Our Mission is to tear down barriers, lower costs, and

increase the opportunities for homeownership and
affordable rental housing for all Americans. Because
having a safe place to call home strengthens families,
communities, and our nation as a whole.
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FINANCIAL HIGHLIGHTS

Dollars in millions, except per common share amounts 2003 2002 % Change
For the Year
NEtINCOME. « o v ottt et e et e e e e e e e e e e e e e e e e e e $ 7,905 $ 4,619 71
Diluted earnings per commonshare.............. ... .o i 791 4.52 75
Cash dividends per commonshare ... 1.68 1.32 27
Mortgage PUIChases . . ... v vttt ettt e 572,852 370,641 55
MBS issues acquiredbyothers......... ..o 850,204 478,260 78
At December 31,
Mortgage portfolio, net. . .. ..ot $901,795 $801,043 13
TOtal @SSES . . oottt 1,009,569 887,515 14
Stockholders eqUity ... ..o vttt 22,373 16,288 37
Corecapital .. ..ottt 34,405 28,079 23
Excess of core capital over minimum capital ........... ... ... oL 2,885 877 229
Outstanding MBS ... ..o e 1,300,166 1,029,456 26
Year Ended December 31,
Other Performance Measures 2003 2002 % Change
Core business €arnings? . . ... ..outu ittt $ 7,306 $ 6,394 14
Core business earnings per diluted commonshare? .......................... 7.29 6.30 16
Core taxable-equivalent reVenUEs2 . ... ......vuenrenrenrenreieeeaneannnnns 14,794 11,896 24
Net interest margin, taxable-equivalentbasis? . ... ..........coiviiiiien... 1.20% 1.15% 4
Average effective guaranty feerate. ...t .202 .191 6
CreditlosS Tatio . . ..o vttt e .006 .005 20
Administrative eXpense ratio . . . ..o v uuue ettt et e 072 .072 -
Efficiency ratio. . .. ..ottt 9.9 10.2 (3)
Core return on average realized common equity? . ..........coovirenenenenn... 26.0 26.0 -

1 Unpaid principal balance of MBS guaranteed by Fannie Mae and held by investors other than Fannie Mae.
2 These measures are non-GAAP (generally accepted accounting principles) measures developed by management in conjunction with the adoption of FAS 133 to evaluate and assess the quality of Fannie Mae’s

earnings from its principal business activities on a c basis. Core b

earnings is presented on a net of tax basis and excludes changes in the time value of purchased options recorded under FAS 133
and includes purchased options premiums amortized over the original estimated life of the option and any acceleration of expense related to options extinguished prior to exercise. See 2003 Form 10-K

“Item 6—Selected Financial Data” and “Item 7—Management’s Discussion and Analysis of Financial Condition and Results of Operations—Core Business Earnings and Business Segment Results” for additional
information on these measures, including a reconciliation to comparable GAAP measures.
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LETTER TO SHAREHOLDERS

Dear Fellow Shareholder: 2003 was the best year ever for the
American housing market and for the nation’s number one
source of mortgage funds to buy or refinance a home.

I want to review Fannie Mae’s 2003 accomplishments with
you, and also share with you how we go about delivering results
— to you and to the American home buyer.

An outstanding year for Fannie Mae and its mission
Here are some of the highlights of Fannie Mae’s core business
results for 2003:!

= Total business volume grew by 68 percent for another
new record of $1.423 trillion.

= Total book of business grew by over 20 percent
to $2.199 trillion.

= Core taxable-equivalent revenue grew to $14.8 billion,
up over 24 percent.

m  Record core net interest income grew to $10.5 billion,
up almost 20 percent.

= Record guaranty fee income grew to $2.4 billion, up
nearly 33 percent.

= Core business earnings grew to $7.3 billion, up over 14 percent.

m  Credit-related expenses totaled $112 million
compared with $92 million in 2002.

= Core business diluted earnings per share grew by
over 15 percent — our 17th consecutive year of
double-digit growth.

As these numbers indicate, 2003 was a very good year for
the financial bottom line at Fannie Mae. The strength of our
financial results is especially gratifying given the extreme
financial market volatility over the past year, with interest
rates declining to 45-year lows in mid-June before rebounding
sharply over the balance of the summer.

For Fannie Mae, however, our business success derives
solely from our success in achieving our mission of expanding
homeownership and affordable housing. By this measure as
well, 2003 was an extraordinary year:

1 Our core business measures are non-GAAP (generally accepted accounting principles) financial measures
we use to evaluate our performance. See “Management’s Discussion and Analysis of Financial Condition
and Results of Operations — Core Business Earnings and Business Segment Results” in the Form 10-K
included in this report for more information about these measures.

®  We achieved the top-line goals for our ten-year American
Dream Commitment plan by reaching over $2 trillion in
financing to serve over 18 million underserved families
since 2000. We also made significant progress on the
wide range of goals within the plan.

= We provided $1.4 trillion in financing to help a record
10.4 million families, including over $246 billion to serve
more than 1.6 million minority families. This brought
us over 70 percent of the way toward our $700 billion
commitment to the Bush Administration’s Minority
Homeownership Initiative.

= For the tenth consecutive year we met our affordable
housing goals, as set by the U.S. Department of Housing and
Urban Development (HUD), even though the record wave
of home refinancing in America produced a high volume
of business that included fewer underserved families.

The power of housing in the American economy

Our record-breaking business and mission performance was
driven by the strongest housing and mortgage markets in
U.S. history. Housing sales hit record levels; mortgage interest
rates fell to 45-year lows, fueling a flurry of refinancing; and
mortgage originations hit a stunning $3.7 trillion, more than
a 40 percent increase from 2002. Thanks in great part to
Fannie Mae’s technology-driven innovations, our industry
handled this unprecedented surge in business with aplomb
and housing continued to be the star of the national economy.

Fannie Mae is at the center of a vital sector of the nation’s
economy, and the sector is growing. Thanks in large part to
the growth of the secondary mortgage market over the past
20 years, housing has not only maintained its equilibrium
through a series of economic downturns, it has become the
economy’s ballast.

During times of economic stress, such as the global credit
crunch of 1998 and just after the terrorist attacks of
September 11, 2001, Fannie Mae was able to boost the flow of
capital, keeping the mortgage market going, and making
housing finance a force for stability and liquidity.

FANNIE MAE 2003 ANNUAL REPORT



LETTER TO SHAREHOLDERS

Over the past few years, when workers faced massive layoffs,
and the U.S. financial markets lost much of their value, housing
not only survived the recession, it softened its effect. Housing
construction stayed strong, offsetting job losses in other sectors.
Families were able to access the wealth in their homes to see
themselves through tough times, which boosted consumer
spending and supported the economy.

Consumers were able to cut hundreds of dollars from their
monthly payments and lock into the cheapest mortgage
money we have seen in decades. They also readjusted their
personal balance sheets by cashing out some of the home
equity wealth they built up as the value of their homes
increased to pay down other higher cost debt.

Since the beginning of 2000, the residential mortgage market
(measured by total residential mortgage debt outstanding) has
expanded by over 50 percent. At the same time, homeowners
have gained $2.6 trillion in home equity wealth — a gain that
helped to offset the $3.2 trillion equity loss in the stock market.
In 2003 alone, homeowners tapped into about $130 billion of
their home equity wealth. They plowed 60 percent of it —
about $80 billion — back into the economy by fixing up their
homes and spending on other goods and services.

What has made this massive refinance boom possible? The
secondary mortgage market in America and its power to provide
low-cost housing finance to consumers in all places, at all
times, under all economic circumstances. Everyone involved in
Fannie Mae’s success — including you — should be justly proud
of this accomplishment, helping put the power of housing to
work for both homeowners and the American economy.

The First Principles of Fannie Mae and our mission

Given Fannie Mae’s unique role in the U.S. housing sector, the
mortgage industry, the financial markets, and in the plans of
American home buyers, it is important for us to return from
time to time to what I call the First Principles of Fannie Mae:
to describe to the world who we are, what we do, how we do
it, what are the results, and why they are important — to you
and to the country.

This back-to-basics approach is particularly relevant and
useful right now as Congress considers legislation to strengthen
the financial regulator of Fannie Mae and our competitors,
Freddie Mac and the Federal Home Loan Banks.

Fannie Mae has made clear that we support having a strong,
credible, well-funded regulator because it is in the best interests
of housing, home buyers, and our company. At this writing,
Congress is still working on legislation. I believe any remaining
issues regarding our new regulator are bridgeable. I also believe
that the best way to build that bridge (and avoid harmful
unintended consequences) is to make sure that all of us —

investors, regulators, legislators, and employees — have a
sound understanding of the fundamentals of the secondary
mortgage market.

My goal is to give you, our investors, a greater understanding
of the Fannie Mae investment proposition — and to give
you a framework for understanding — and explaining — the
Fannie Mae public policy proposition.

Principle I: Fannie Mae is a private company

with a public mission

Fannie Mae is a purpose-driven company. All that we are, all
that we do, and all that we seek to become revolves around
an elementary proposition: that owning a home is a defining
element of the American Dream.

FRANKLIN D. RAINES
Chairman and
Chief Executive Officer
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Fannie Mae is an instrument of national policy

In 1968, the United States Congress reaffirmed its belief in
homeownership by re-chartering the Federal National
Mortgage Association as a private, shareholder-owned corporation
with the ability to pull in private capital from all over the
world to fulfill the public purpose of promoting affordable
housing and homeownership here in America.

Expanding homeownership has been an important public
policy goal for over three generations. The policy manifests
itself in a variety of ways (e.g., the tax code and the HUD
budget) and it rests on the knowledge that homeownership is
good for families, communities, the economy and thus the
nation, and should be supported and encouraged.

Fannie Mae’s mission is to ensure that America has a strong
mortgage market, one that makes funds widely available in all
communities, in all economic conditions, for lenders to lend
to home buyers. Through the hard work of our employees
and the capital of investors like you, we do an outstanding
job of accomplishing that mission, year in and year out.

Our people are mission-driven, diverse, and values oriented
Fannie Mae’s mission of expanding homeownership and
affordable housing to all Americans, especially to underserved
Americans, is a powerful motivating force for the approximately
5,000 Fannie Mae employees. Our high employee motivation
provides an important window into Fannie Mae’s success.

As one Fannie Mae employee recently put it: “Everyone at
Fannie Mae believes in what we do and they have such passion
in what they do and how they do it ... We are very driven
employees who truly believe in the mission and don’t want
anything to get in the way of achieving that mission.”

We also realized many years ago that in addition to having
mission-driven employees, we needed a diverse group of employees.
For us diversity is not a political luxury, it’s a practical necessity
given the realities of 21st century America.

Over the next two decades, the Hispanic population is
expected to grow by 75 percent, the African-American
population by 28 percent, and the Asian-American population
by 80 percent. In short, minority families will drive the housing
market. The so-called “emerging markets” of today will be the
surging markets of tomorrow. For us to succeed in an increas-
ingly diverse economy, we need a diverse set of voices, values, and
points of view to help us see and serve untapped markets.

Thanks to this longstanding, corporate-wide commitment
to diversity, women now make up half our work force and
nearly 39 percent of our officers. About 45 percent of our
employees are minorities, and minorities represent over
25 percent of our officers. Every year, our efforts in this area
are given high marks by outside observers.

“Best-in-class” corporate governance and disclosure

Another defining element of our company is that we are
committed to “best-in-class” corporate governance and financial
disclosure practices.

As a private company with a public mission, we have a
two-fold obligation: We have to demonstrate our value and
integrity both to the public we serve, and to the private
investors that supply the capital we raise. Before they entrust
us with their money, investors need to trust Fannie Mae.

Almost four years ago, Fannie Mae adopted a series of
voluntary initiatives that opened the books on our business in
ways that still are not matched by other financial companies.
When we announced these initiatives, Moody’s called them “a
new standard ... for the global financial market,” and said our
leadership “could prove difficult for other firms to ignore, and
could usher in a wave of enhanced financial risk disclosure.”

After problems came to light at Enron, we quickly adopted
other leading best practices, including expensing our stock
options, disclosing insider stock transactions in real time, and
having our CEO and CFO certify our financial statements.

In 2003, we took further steps to strengthen our leadership
on corporate governance and transparency:

= We became a Securities and Exchange Commission (SEC)
registrant. By completing the landmark registration
of our common stock with the SEC and filing the company’s
Form 10 and our first 10-K, we placed Fannie Mae
under the agency’s oversight and disclosure requirements
permanently.

= We enhanced disclosures related to our issuances of our
mortgage—backed securities.

= We also adopted a stronger code of conduct for our
management, employees, and board of directors, and
updated our board’s corporate governance policies to
reflect best practices and increase the board’s independence
from management.

Today, we meet or exceed the requirements of the
Sarbanes-Oxley Act and the New York Stock Exchange. The
Corporate Library — a tough judge of corporate governance
— named our board of directors the best “stakeholder
board,” citing “its explicit commitment to setting the standard
for outstanding corporate governance.” We also asked
Standard & Poor’s to examine and grade us. They gave us a
score of 9.0 out of 10, and said that our “corporate governance
practices are judged ... to be at a very strong level on a global
basis of comparison” and that our degree of financial disclosure
is “unavailable from other, similar financial institutions.”

A good measure of a company’s conscience and character
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can be found in how the company responds when it makes a
mistake. In late 2003, we discovered a series of computational
errors in our application of new accounting rules for mortgage
purchase commitments found in our October quarterly earnings
press release. Once we discovered the mistake, we promptly
announced and corrected it. We are certainly not happy that
the errors occurred, but I am proud of the way we handled the
situation. Fannie Mae strives to make our accounting systems
100 percent error free and we continuously review and
update our processes and procedures so that we can meet and
exceed the high standards of transparency and accuracy that
our investors expect and deserve.
0oo

So that’s who we are: a private company with a public
mission of expanding opportunities for homeownership and
affordable housing — one that takes our mission and high
standards of integrity very seriously. Which leads to the second
question to be addressed: What does Fannie Mae do?

THOMAS E. DONILON
Executive Vice President —

Law and Policy and Secretary
to the Board of Directors

DaANIEL H. MUDD
Vice Chairman and
Chief Operating Officer

TiMOTHY HOWARD
Vice Chairman and
Chief Financial Officer

Principle II: Fannie Mae creates a market-based

housing finance system

The second principle of Fannie Mae is that we help create a
market-based, consumer-oriented housing finance system. This
system arose as an alternative to the bank-based system that
existed before our creation, and which still exists in most
countries around the world.

Some historical background is in order.

Why the secondary mortgage market was created

In the mortgage market of the 1930s, most families borrowed
from their local savings and loan to buy their homes. Lending
institutions relied on bank deposits to fund mortgage lending.
Loan terms were less than ten years and at the end of

the term, a big balloon payment would come due that included
the entire remaining principal owed. When the Great
Depression hit, more than 1.5 million families lost their

homes — even though many never missed a mortgage payment.




LETTER TO SHAREHOLDERS

We are a private company with a public mission of expanding opportunities

for homeownership and affordable housing — one that takes our mission

and high standards of integrity very seriously.

When their mortgage term expired, many simply could not
obtain another mortgage from their local bank — so the
bank took the house.

In response, the federal government sought to solve these
problems and spur homeownership by expanding the supply
of reliable long-term mortgage financing.

One of the most important innovations was the introduction
by the Federal Housing Administration of the long-term,
fixed-rate, and fully-amortizing mortgage. And since many
financial institutions couldn’t — or wouldn’t — originate
these mortgages or keep them on their books, the government
created Fannie Mae in 1938 to provide a secondary market
for these mortgages.

The creation of this market-based — as opposed to bank-
based — system of mortgage financing proved to be a winning
strategy for the American homeowner, making the supply of
mortgage financing more dependable, making mortgages
more affordable, and spurring a dramatic rise in the national
homeownership rate. The creation of Fannie Mae mortgage-
backed securities in the early 1980s (where lenders bring
pools of mortgages to us for packaging into a security)
allowed banks to further spread the risk of mortgage financing
and marked an important step forward in the sophistication
and impact of the secondary mortgage market.

Advantages of a market-based, consumer-oriented system
Fannie Mae is still here to deliver the most popular mortgage
in history — the 30-year, fixed-rate loan — and to help make
it affordable. Banks were not designed for that role. Their
appetite for holding mortgages varies dramatically according
to the attractiveness of other investment options available to
them. They rely primarily on short-term deposits to fund
mortgages; consequently they prefer to invest in relatively
short-term home loans or loans with an adjustable rate.
The long-term, fixed-rate, prepayable mortgage product is
a perfect fit for Fannie Mae, however. Here’s why.

First, we raise capital nationwide and from all over the
world, from a wide range of investors. This not only vastly
expands the pool of mortgage funds available, it also frees

housing from local and even national economic and business

cycles. Every year, Fannie Mae moves billions of dollars from
international capital markets into American housing. In fact,
overseas investors buy 30 percent of our debt.

Second, because we can raise capital from a wide range of
investors, we can raise it in a wide range of durations, including
long-term funding. That makes it possible for us to fund
long-term mortgages.

We can sell callable debt to help hedge our portfolio and
keep it balanced in case interest rates change and home buyers
refinance their mortgages. We can also purchase financial
instruments called derivatives that, in effect, synthetically
transform our variable-rate debt into fixed-rate debt, and
our non-callable debt into callable debt.

Fannie Mae does not trade or speculate in derivatives to
make money, like many other financial firms do. As a leading
expert on derivatives, Professor Christopher Culp of the
University of Chicago, has written, “Not only does Fannie Mae
successfully use derivatives to reduce the costs and risks of its
portfolio business, but Fannie Mae also provides a textbook
example for the conservative management ...[and] proper
disclosure of derivatives and risk management activities.”

In short, we use derivatives for one overriding purpose: to
disperse the risk of interest rate changes so that we can fund
long-term, fixed-rate mortgages that give the consumer the
right to refinance at any time.

Banks, on the other hand, still typically prefer to finance
short-term, floating-rate mortgages, which is why these
mortgages make up over half of the jumbo market (for
loans above our loan limit) but only 15 percent of our
conforming market.

Seventy to 80 percent of American homeowners finance
their homes with fixed-rate mortgages. Everything about our
business — including the use of derivatives — is designed to
handle these consumer-friendly mortgages and manage their risk.

The third advantage we provide is cost savings for
consumers. The evidence can be found every week in the
mortgage rate charts in most Saturday newspapers. You'll
notice there that the conforming loans we finance typically
cost from 25 to 50 basis points less than jumbo loans. In any
given week, these savings typically run as much as $20,000
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over the life of the mortgage. In 2003, it reached as high as
$26,800. And in times of turmoil in the financial markets,
it can go dramatically higher.

Consumers recognize the benefits we provide and act
accordingly, as demonstrated by this graph:

DisTrRIBUTION OF CONVENTIONAL LOANS CLOSED FOR
PURCHASE BY LOAN AMOUNT IN 2003
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Source: Federal Housing Finance Board, Monthly Interest Rate Survey

This illustrates that mortgage originations rise and peak
around average home prices and then fall, as homes get more
expensive. But then, loan originations suddenly spike to nearly
their highest levels right at our loan limit, and then fall off
again right after our loan limit. Why is that? It is because
buyers of more expensive homes are doing everything possible
to come under the loan limit and benefit from the savings we
deliver, even taking out a second smaller loan at a higher rate.

AVERAGE ANNUAL EFFECTIVE INTEREST RATES

FOR 30-YEAR FIXED-RATE MORTGAGE LoANS
by Loan Amount Relative to Conforming Loan Limit, 1999 — 2003
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How do we know that it is the loan limit and not other
factors such as size or prepayment rates that make a difference?
It is because the interest rate jump occurs right at the loan
limit. And it always does. Each time the loan limit moves, the
interest rate jump moves with it.

All of this strengthens the Fannie Mae investment propo-
sition, because being the low-cost provider of the most popular,
consumer-friendly mortgage product ever created means we
can usually grow faster than the market, and we have.

How Fannie Mae lowers mortgage costs
It’s clear that Fannie Mae lowers mortgage rates — but how?
It starts — but does not end — with our charter.

First, our charter signifies that the government places a
high value on our mission of expanding homeownership and
affordable housing. In addition to having an independent
financial regulator, we also have oversight from HUD, the
Treasury Department, two Congressional subcommittees,
and the SEC. Investors in our debt securities appreciate this
oversight and charge us a little bit less for borrowing their
money because of it.

Second, we can sell our debt and mortgage-backed securities
in large volumes to a wide range of investors all over America
and the world. That increases their value and lowers the yield
we have to pay out.

Third, our charter matches our capital to our risks. While
our minimum capital requirement differs from that of banks,
our single asset — residential mortgages — is less risky
than the wide range of assets held by banks, and our charter
requires us to carry mortgage insurance on loans with less
than 20 percent equity. At the same time, our risk-based
capital rule insures that our capital requirement is aligned
with our risk profile.

Then we take these charter benefits and add to them by
keeping our credit ratings exceptionally high; our credit losses
and overhead exceptionally low; our securities exceptionally
liquid; our company exceptionally transparent; and our
portfolio well-balanced and substantially hedged to handle
interest rate changes.

All of this — our charter benefits boosted by our business
practices — lowers our funding costs. So in turn, we can
finance lower-cost mortgages, and still turn a profit, as our
charter intends.

The international appeal of our model

The United States’ market-based, consumer-oriented housing
finance system is the envy of the world. Housing experts
from Europe to Asia admire our ability to use private
companies to attract private capital to finance homeownership.
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They appreciate the advantages of affordable, consumer-
friendly, long-term fixed-rate, prepayable mortgages —
and how extremely rare these loans are outside of the
United States.

In Canada, for example, borrowers typically receive a
fixed rate only for the first one to five years, and they face a
prepayment penalty equal to three months interest. In Spain
only about 10 percent of the market is fixed rate.

A recent report on Britain’s property market showed that
more than half the homeowners surveyed would convert
to a fixed-rate mortgage if the opportunity arose. Chancellor
of the Exchequer Gordon Brown is reviewing whether vari-
able-rate mortgages have contributed to housing booms and
busts by exposing homeowners to interest rate swings that
create sudden leaps in mortgage payments. He has a team
investigating the creation of a market for long-term,
fixed-rate mortgages.

At the same time, European mortgage lenders have
proposed that the European Union create a new European
Mortgage Finance Agency. A senior official of Japan’s
Government Housing Loan Corporation has stated his
desire for his organization to “become more and more like
Fannie Mae.” And Egypt’s Minister of Finance has written
to us expressing his admiration of Fannie Mae as a “leader
in developing the most efficient and liquid mortgage
backed securities market in the world” and asking for our
help in setting up a similar “mortgage securitization
entity in Egypt.”

I have met many such government officials and financial
executives seeking to establish secondary markets in their
own countries. They all ask me the same question: “How do
you do it?” Let me tell you what I tell them.

Principle III: Fannie Mae uses private enterprise

and private capital

The third principle of Fannie Mae is that we accomplish our
mission through private enterprise and private capital. We have
a fairly simple business model and we pursue a disciplined
growth strategy. This allows us to deliver results to both
home buyers and shareholders.

A simple business model — but complex accounting
Fannie Mae manages one principal asset, in one country, through
two lines of business.

First, we have a mortgage portfolio investment business,
a business we have been in since our founding in 1938. In
this business, we sell debt securities to raise cash. We use
that cash to purchase mortgages and mortgage-backed securities
from lenders or in the open market from other investors.

Then we make money from the spread. That is our net
interest income.

Second, we have a mortgage credit guaranty business.

In this business, lenders bring us a group of mortgages with
similar characteristics, such as interest rate and loan term,
having run the loans through our underwriting technology
(or their own) to assess their risk of default. We package

the loans into a security and guarantee the payment of the
principal and interest if the loans should default. We then
give the security back to the lender, which he can hold or
sell on the open market at a better price because it has our
guarantee. For providing our guaranty, we charge the lender
a fee, which is priced principally in relation to the lifetime risk
of the loans. This business produces our guaranty fee income.

The simplicity of our business model can be seen in our
core business earnings, which is also simple.

We have only three revenue lines.

First, there is core net interest income from our portfolio
investment business. You get this by multiplying the average
investment balance by our net interest margin.

Second, there is guaranty fee income from our credit guaranty
business. You get this by multiplying our average outstanding
mortgage-backed securities by our average effective guaranty fee.

Third, there is a relatively small amount of fee and other
income that we get from a variety of other services we provide,
such as technology fees lenders pay us for using our automated
underwriting system.

Add these three lines together, and you get our total revenue.

Our expenses are equally simple and straightforward.

We have credit-related expenses — that is, the cost of managing
defaulted loans and foreclosed properties. We have administra-
tive expenses, such as salaries, buildings, processing costs, and
the utility bill. On occasion, we have debt extinguishment —
the cost of debt buybacks, which is part of our portfolio
management.

Those are our expenses. And the difference between our
revenue and our expenses is our pre-tax core business earnings.

DisTRIBUTION OF 2003 PRE-Tax CORE BUsinNEss EARNINGS*

Federal income taxes
$2.5 billion

25%

Capital
$5.5 billion
18%

Dividends
$1.8 billion

“The distribution of our reported pre-tax earnings of $10.7 billion under GAAP were: $2.8 billion (26 percent)
federal income taxes; $1.8 billion (17 percent) in dividends and $6.1 billion (57 percent) in capital.
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Those pre-tax core business earnings go to three places.
In 2003, for example, about 25 percent went to taxes. Over
56 percent went to increase our capital base. And the remaining
18 percent went to shareholders as dividends.

Some people look at our books and say our business
and results are much more complicated than that.

But it is not the business and the results that are
complicated. It is the accounting that is complicated.
Under new financial accounting standards such as Financial
Accounting Standard (“FAS”) No. 133 and Financial
Accounting Standard No. 149, we have to assign a mark-to-
market value to certain aspects of our business, but not oth-
ers. This leads to large unrealized gains and losses in reported
GAAP results.

FANNIE MAE’s GAAP NeT INCOME
AND CORE BUsINEss EARNINGS

($ in millions)

$2,800

$2,400

FAS 133 was adopted on
January 1, 2001

$2,000

$1,600

$1,200

$800 —

Core*

$400 —

$0
1994 1995 1996 1997 1998 1999 2000 2001 2002 2003

*Excludes certain effects of FAS 133. See “Management’s Discussion and Analysis of Financial Condition
and Results of Operations — Core Business Earnings and Business Segment Results” in the Form 10-K
included in this report.

The result as you can see above is to add unrealized
volatility to our reported earnings. But that volatility still

averages out over time to equal our core business earnings.

Disciplined growth
Fannie Mae places a high premium on strong and consistent
financial performance under all market conditions. The fact
that we have been able to deliver strong results in both of
the past two years, despite a soft economy and historic levels
of interest rate volatility is a testament to our disciplined
growth model.

Fannie Mae’s disciplined growth approach brings the
interests of our shareholders and the interests of home buyers
into perfect alignment. By growing our earnings and providing

you with a good return, we can grow our capital — which
allows us to grow our business and bring the benefits of the
secondary market to more families.

Our disciplined approach to growth also means that we
respond to market conditions. When mortgages are attractively
priced, we speed up our portfolio acquisitions, either buying
whole loans or MBS. When the market does not offer the
return we seek — such as when high investor demand drives
up mortgage prices — we may slow our portfolio growth.
However, slower portfolio growth means faster growth in our
outstanding MBS owned by others. This, too, delivers a steady
flow of funds to the primary mortgage market and contributes
to the growth of our overall book of business.

To strengthen our financial discipline even more, in July
2003 we announced a new series of objectives. They are:

(1) to maintain a stand-alone “risk-to-the-government” credit
rating from Standard & Poor’s of at least AA-, and a
stand-alone “bank financial strength” credit rating from
Moody’s of at least A-, on a scale in which A is the highest;

(2) to sufficiently capitalize and hedge our mortgage portfolio
and credit guaranty business so that each is able to
withstand internal or external “stress tests” set to at least
AA/Aa standard; and,

(3) to keep our mortgage prepayment and credit risk low
enough that over time our core business earnings are less
variable than the median of all AA/Aa and AAA/Aaa
companies in the S&P 500.

In addition, in our portfolio investment business, we
established a tighter portfolio duration gap policy between our
assets and liabilities of plus or minus six months substantially
all of the time (previously, it was two-thirds of the time). During
one of the most volatile interest rate movements in history,
our portfolio’s duration gap remained within the target
range throughout the year.

Principle IV: We lead the market in our mission

and our business

Having explained who we are, what we do, and how we do it,
it is fair to ask, “What are the end results of our efforts?”

We expect you, our investors, to receive a fair — and in
most years very attractive — return for entrusting us with
your capital.

The individual homeowner receives lower mortgage costs
(as discussed earlier) but also more consumer-friendly
mortgage choices.

Ten years ago, for example, the typical conforming mortgage
required a down payment of 10 to 20 percent, and low-down
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payment mortgages were considered too risky. But then we
helped to standardize the 3 to 5 percent down payment loan,
brought it to global capital markets, and made it available

to lenders and communities nationwide. Now low-down
payment loans are commonplace. And we just adopted a new
variance in our underwriting standards that will make the
$500 down payment loan widely available as well.

Our market leadership in mortgage technology also brings
real benefit to the consumer. For example, by standardizing
our automated underwriting technology and making it
available to lenders nationwide, we have cut the typical loan
application approval process down to a few minutes and
cut approximately $1,000 off the loan origination cost. That
$1,000 savings is equivalent to a huge down payment assistance
program. This technology also helps smaller lenders to offer
big-bank mortgage services without the big-bank overhead,
expanding competition in the mortgage industry.

Bringing capital to where it would not go by itself

One of the greatest benefits of America’s secondary mortgage
market is its ability to pull housing capital into underserved
communities. By working with a wide range of lenders

and housing partners, Fannie Mae helps bring low-cost,
consumer-friendly financing to people and places where it
would not go by itself.

In 1994, we pledged to provide $1 trillion in capital to ten
million underserved families by the end of 2000. Thanks to
our housing and industry partners, we met that goal early.

Then in 2000, we launched our American Dream
Commitment, a pledge to provide $2 trillion in capital to
18 million underserved families by the year 2010, including
$400 billion targeted specifically for minority families (later
raised to $700 billion in response to President Bush’s
Minority Homeownership Initiative).

After four of the strongest years in housing and mortgage
finance history, we’ve already surpassed the top-line goals of
this commitment. But our work is far from complete.

So in January 2004, we announced our Expanded American
Dream Commitment and pledged significant new resources
to tackle America’s toughest housing challenges. Our new
commitment has three main goals.

First, we will expand access to homeownership for six
million first-time home buyers in the next ten years, including
1.8 million minority first-time home buyers. We also will
help raise the national minority homeownership rate from
49 percent to 55 percent, with the ultimate goal of closing
it entirely.

Second, we will help new and long-term homeowners
stay in their homes through a series of initiatives, and
commit $15 billion to preserve affordable rental housing and
$1.5 billion to support the revitalization of public housing
communities.

Third, we will increase the supply of affordable housing
and support community development activities in at least
1,000 neighborhoods across the country through our
American Communities Fund, and through targeted investments
like Low-Income Housing Tax Credits that help finance
affordable rental housing.

It is because of initiatives like our Trillion Dollar
Commitment and our American Dream Commitment that
we have exceeded our HUD affordable housing goals for ten
consecutive years. And we have increased our financing of
mortgages to African Americans by over 400 percent and to
Hispanic Americans by 470 percent in the past ten years,
compared with a 205 percent increase in overall financing.
Our Expanded American Dream Commitment will help us
do even more.

That leads to the last question in this discussion: “Why is
what Fannie Mae does still important?”

Principle V: As the American Dream grows, so do we

Some economists have questioned whether the American Dream
needs to grow anymore. They suggest that our nation is over-
invested in housing. And they ask whether Fannie Mae’s role
in expanding homeownership is needed anymore.

The fact is, the demand for housing capital continues to
grow because this country continues to grow. Based on census
data, we project there will be 30 million more Americans by
the end of the decade, both immigrants and native-born.
Applying headship rates — that is, the rate at which population
creates households — those 30 million Americans will create
13 to 15 million new households that will need a place to

Fannie Mae’s disciplined growth approach brings the interests of our shareholders

and the interests of home buyers into perfect alignment. By growing our earnings and

providing you with a good return, we can grow our capital — which allows us to grow

our business and bring the benefits of the secondary market to more families.
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live. Given this growth, the home builders project a need for
1.6 million new homes to be constructed each year.

Moreover, while the national homeownership rate is above
68 percent — and nearly 76 percent for white, non-Hispanic
families — slightly less than 50 percent of minority families own
their homes, so there is enormous demand expected here as
well. Not to mention a terrible gap in equal opportunity to close.

If you factor in the projected growth in households,
homeownership rates, home purchases and debt-to-equity,
we project that the demand for housing capital will
double this decade, growing by an average of 8-10 percent
per year and reaching $11-$14 trillion compared to $7 trillion
today. That is why it is so critical for the nation to avoid
steps that could reduce the supply of housing capital.

It’s these types of numbers that lead us to believe that
housing is set for another strong year and another strong
decade. And as the nation’s chief supplier of funds for
American families to buy homes, Fannie Mae’s prospects
are also bright.

Owning a home is the best — and most available — path
to building long-term financial security. We estimate that a
family that put $10,000 down on a $100,000 home in 1990
would clear almost $79,000 in equity wealth today if the
home merely appreciated at the national rate over that period.
Meanwhile, that same $10,000 invested in an S&P 500 stock
index fund would have produced only $21,000 in capital
gains, and less after taxes.

In addition, according to a recent study by the Consumer
Federation of America, homeownership is the main path to
wealth creation for lower-income and minority families.
While home equity represented 42 percent of net wealth for
homeowners in general, the percentage rises to 52 percent for
African Americans, 63 percent for Hispanic Americans, and
80 percent for low-income families. Thus, closing the minority
homeownership gap is the best way to help close the enormous
wealth gap between white and minority Americans, which
totals several trillion dollars.

Conclusion

I have covered a lot of ground in this letter. I hope I've furthered
your understanding of your purpose-driven company by
setting forth the first principles of Fannie Mae and a cohesive
picture of how they work together. In summary:

First, Fannie Mae is an instrument of the national policy
that promotes homeownership because it is good for families,
communities, and the nation.

Second, Fannie Mae helps create a market-based, consumer-
oriented housing finance system that is designed to deliver the
consumer’s favorite mortgage option at an affordable price.

Third, Fannie Mae expands homeownership through
private enterprise and private capital.

Fourth, Fannie Mae leads the market to expand home-
ownership.

Finally, as the American Dream grows, so does Fannie Mae.

You — the shareholder — are a vital link in the long
chain that leads to more families realizing that Dream. We
thank you for believing in the Dream, and in us.

y

FRANKLIN D. RAINES
Chairman and Chief Executive Officer

FANNIE MAE 2003 ANNUAL REPORT

11



12

SHAREHOLDER VALUE

Powered by the unprecedented demand for housing credit in America,
Fannie Mae delivered exceptional growth and financial performance in
2003, while taking significant steps to further strengthen our financial
and risk disciplines and to position our company for the future. Our
2003 financial results, and our performance during the past decade that
you see reflected in the following exhibits, clearly demonstrate the
disciplined approach to growth that continues to define our company.

The Growth of Our Business

The tangible benefits that we deliver to the nation’s home-
owners have translated into strong and consistent growth in
our book of business — gross mortgage portfolio plus
outstanding mortgage-backed securities we guarantee that
are held by other investors. During the past decade, our book
of business has grown from $661 billion to nearly $2.2 trillion
— representing a compound annual growth rate of
approximately 13 percent. In 2003, our total book of business
grew by 20.6 percent, as historically low mortgage rates
spurred record refinancing activity.

Book or BUSINESS
($ in millions)
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GROSS MORTGAGE PORTFOLIO
($ in millions)
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Our gross mortgage portfolio has grown at an annualized
rate of nearly 17 percent during the past decade, to approxi-
mately $898 billion at year-end 2003. We follow a disciplined
approach to growing our portfolio — purchasing mortgage
assets when supply is available in the market and when the
spreads between mortgage yields and our funding costs are
favorable. In 2003, our portfolio grew by 13.1 percent.

Our Outstanding Mortgage-Backed Securities (MBS) balance
has grown at an annualized rate of nearly 11 percent during
the past decade, to approximately $1.3 trillion at year-end
2003. In recent years, our balance of Outstanding MBS

has grown rapidly as lower mortgage rates have spurred a
tremendous wave of mortgage refinancings. In 2003,
outstanding MBS grew by 26.3 percent.

*MBS held by investors other than Fannie Mae.

OUuTSTANDING MBS*
($ in millions)
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The Drivers of Our Core Business Earnings®

CoRrEe NET INTEREST INCOME*
($ in millions)
$15,000
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$5,000

$0
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Our core net interest income has grown at an annualized rate
of 15.3 percent during the past decade. In 2003, core net
interest income grew by almost 20 percent to $10.5 billion.
This increase was driven by a five basis point increase in

Fannie Mae’s net interest margin to 1.20 percent and a rise in
the company’s average net investment balance.

*Our core business measures are non-GAAP (generally accepted accounting principles) financial measures
we use to evaluate our performance. See “Management’s Discussion and Analysis of Financial Condition
and Results of Operations — Core Business Earnings and Business Segment Results” in the Form 10-K
included in this report for more information about these measures.

Our guaranty fee income has grown at an annualized rate of
9.6 percent during the past decade. In 2003, guaranty fee
income rose 32.8 percent to $2.4 billion. The increase was
driven by a rise in the average effective guaranty rate and
significant growth in average outstanding MBS. In 2003,
Fannie Mae’s average effective guaranty fee rate was

20.2 basis points.

GUARANTY FEE INCOME
($ in millions)
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CREDIT-RELATED LOSSES
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Credit-related losses remained at historically low levels in 2003,
as interest rates remained low and U.S. economic growth
improved. Losses in 2003 totaled $123 million, nearly
one-half the total 10 years earlier thanks to the strength of
the housing market, our efficient loss mitigation process,
and extensive use of credit enhancements to share credit risk.
As a percentage of the average mortgage credit book of
business, credit-related losses were 0.6 basis points in 2003.

FANNIE MAE 2003 ANNUAL REPORT
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Our Strengthened Capital Position

Our strong capital position is a function of our core capital, Core CAPITAL PLUS SUBORDINATED DEBT AND Loss ALLOWANCE*
allowance for losses, and outstanding subordinated debt. ($ in millions)
Core capital, which excludes the accumulated other compre- $50,000 M Core Capital Subordinated Debt [l Loss Allowance
hensive income component of stockholders’ equity, rose to $45,000 |
$34.4 billion at December 31, 2003. Core capital is the basis for $40,000 _
, .. . . $35,000
the company’s statutory minimum capital requirement. In 2003, $30,000 -
Fannie Mae fulfilled its Voluntary Initiative to strengthen the $25,000
company’s capital adequacy and further assure investors that $20,000
Fannie Mae is one of the best-capitalized financial institutions $15,000
in the world relative to the risks we take, by completing the $10,000 . l I I
issuance of $12.5 billion of subordinated debt. Subordinated $5,0gg .
debt serves as an important supplement to Fannie Mae’s 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003

equity capital, although it is not a component of core capital.

*Includes net tized ding subordi d debt associated with October 2000
Voluntary Initiative. Issuances prior to 2001 have been excluded.

Fostering Shareholder Returns

Our first priority is to reinvest earnings so we can fulfill our mission

to provide liquidity to the residential mortgage market. We also maintain
a healthy cushion of capital above our minimum and risk-based capital
requirements. Once those priorities are met we return capital to our
shareholders through a combination of dividends and share repurchases.

D1vipeENDS PER COMMON SHARE Continuing our record of annual dividend increases, Fannie Mae
$2.00 increased the dividend on its common stock by 27.3 percent,
$1.75 from $1.32 in 2002 to $1.68 in 2003. This marks the 19"
$1.50 consecutive year in which we have increased our dividend
and reflects the Board of Directors’ confidence in the
$1.25 strength and sustainability of Fannie Mae’s business
$1.00 performance.
$0.75
$0.50
$0.25
$0.00
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Fannie Mae’s Board of Directors authorized the repurchase SHARE REPURCHASES
of up to 5 percent of the total shares of common stock (Shares in millions)
outstanding as of December 31, 2002. In 2003, we repurchased 50

21.3 million shares of common stock and expect to complete
the balance of the repurchase authorization within the 40

next two years. 30

20
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“Everybody wins if we can increase minority
homeownership, so together we’re taking on the
challenge of getting more people into homes.”

ANGELO MozILO
Chairman and CEO
COUNTRYWIDE FINANCIAL CORPORATION




Because of Fannie Mae’s Mission.

Since 1969, Countrywide has been focused on reducing the barriers to home-

ownership and lowering costs for borrowers. Fannie Mae shares this vision,

and together we’re working harder than ever before to make homeownership

accessible to more Americans.

“When we started, we offered one product;
today we offer 180, many designed with
Fannie Mae, to make homeownership more
obtainable for more people. Right now only
50 percent of minority families own homes.
The task for companies like Countrywide is
moving it from 50 percent to 80 percent.
Fannie Mae is invaluable in helping to reach
this goal. Our unifying mission is to close

the gap in minority homeownership.”

As Mozilo notes, “You can’t quantify
the emotional impact of homeownership
in people’s lives.” So as long as there is a gap
in minority and non-minority homeowner-
ship rates, Fannie Mae and Countrywide
will continue to make sure all Americans
have the chance to realize the dream

of homeownership.

FANNIE MAE 2003 ANNUAL REPORT
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“Fannie Mae is critically important to us and to all kinds
of organizations that create affordable housing.”

BART HARVEY
Chairman and CEO
THE ENTERPRISE FOUNDATION



Because of Fannie Mae’s Mission.

“The mission of the Enterprise Foundation is to help make affordable housing
available for millions of Americans. There’s a huge lack of affordable housing — on the
order of over five million households with very low income levels alone. Add moderate-

and middle-income people and it’s not difficult to see the enormous strain.

That’s why our partnership with Fannie Mae
is so valuable. Fannie Mae goes way beyond
the minimum requirements of what they
have to do by saying this is a critical part of
their mission and outreach — looking for
every possible way and every possible partner
to solve this issue of affordable housing in
the country today. That is something special.
It starts with Fannie Mae’s leadership and
with their mission.

Fannie Mae is flexible, creative, and most
of all, has the willingness and commitment.

Since our first partnership with Fannie Mae

in 1987, together we have provided over a
billion dollars in affordable rental housing
to help reach those households with very
low income levels.

It’s a wonderful achievement — a real
public/private partnership that has evolved
over time, served the neediest in our country,
and done in a way that everyone can be proud

of. I think together, we’re just beginning.”

FANNIE MAE 2003 ANNUAL REPORT
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“Without Fannie Mae, we would be
on the outside looking in.”

GREG ST. ETIENNE
Chief Operating Officer
LIBERTY BANK AND TRUST
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Because of Fannie Mae’s Mission.

“Without Fannie Mae, we would have less credibility with our constituents
because they would be getting their basic need of owning a home met by someone
else. Our talk would ring hollow because we would be saying to them, we’re

here to help you build your economic capacity, we’re here to give you support
with your financial needs, yet we’re not there for the largest component of

your wealth building.

Fannie Mae levels the playing field and
allows us to compete with larger lenders.
Because of Fannie Mae we are able to help
more customers with the biggest purchase of
their lives. They offered technology that
allowed us to be more efficient so we can
handle more capacity with fewer resources.

Before Fannie Mae, using manual under-
writing, we would only be able to approve
60 percent of mortgage loan applications —
that was it. Today, with the aid of Fannie Mae’s

Desktop Underwriter, we are able to approve

80 percent of applications. DU also helps us

provide borrowers with a roadmap that gives
a list of things to work on, if at first we can’t
approve them.

At Liberty Bank, we’re here to facilitate
the accumulation of wealth for our customers.
Fannie Mae furthers that mission because
wealth building is homeownership, and that

makes our job that much easier.”

FANNIE MAE 2003 ANNUAL REPORT
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“The American Dream is about owning a home. Fannie Mae
and our local bank helped make it possible for us.”

HARVEY AND BEVERLY LEWIS
Homeowners



Because of Fannie Mae’s Mission.

“We always wanted to be homeowners but were worried about the home-buying
process. We didn’t think we'd ever own a home. We didn’t have good credit,

but it wasn’t real bad. Through our lender, we got a Fannie Mae product that
was perfect for us. We made a low down payment and, after two years of making
payments on time, we were told our interest rate would go down. And they
stood by their word, because that’s what happened to us.”

“When we finally had the keys to our new “Owning your own home — it’s a feeling
home in our hands, Beverly started jumping  of accomplishment. Fannie Mae gives
up and down. Tears were coming out of her hope to people who want to attain the
eyes. She was so happy. And I cried a little bit American Dream of homeownership. We're
too,” stated Harvey Lewis. “It was a dream truly thankful”
come true. It’s a wonderful feeling.”

“We couldn’t wait to move in,” Beverly
Lewis said. “In fact, we moved in the same day;,
even before all of our furniture was delivered,

and slept on the floor that first night.”

FANNIE MAE 2003 ANNUAL REPORT
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“I look forward to coming to work every day
because I know we make a difference.”

EDNA FIGUEROA
Fannie Mae Employee




Because of Fannie Mae’s Mission.

“I really enjoy the diversity at Fannie Mae. I think we strive to look like America

— to look like the people that we serve. I see it in our workforce who are really

diverse and really engaged in accomplishing our mission. I see it in the work

being done with our lender partners to make sure that we create solutions that

work for all different kinds of potential homeowners.

People here are very in tune with the
mission, because our mission is very clear.
Our mission is to develop solutions that
are available to all Americans — those that
are underserved, those who have been over-
looked and overcharged. As an immigrant
myself, I see that happening every day. It’s
about extending homeownership opportunities
for the underserved segment — minorities,
immigrants, for those that if Fannie Mae
were not there, would not be able to get into
a home. Without Fannie Mae, a lot of people

would not have access to homeownership.

For a lot of immigrants, it wouldn’t feel like
complete citizenship without owning a home.
It doesn’t stop there. There are so many
benefits associated with homeownership and

that’s why we work very hard in making it a
reality. It is the impact that it has to our
families, our communities, and to the country
as a whole. So, it’s not just getting into a
home that’s important, but all of the benefits

that come along with it.”

FANNIE MAE 2003 ANNUAL REPORT



26

“What I do counts in helping people to
get into homes of their own.”

BiLL CRAGG
Fannie Mae Employee




Because of Fannie Mae’s Mission.

“Our mission is to help put people into homes of their own wherever they live

throughout the country. We are all here as a team working to benefit people

regardless of race, gender, creed, age, sexual orientation — none of that matters

when you’re purchasing a home. And it doesn’t matter when you’re working

here at Fannie Mae.

Why is the work important? We feel that
anybody who wants to own a home should
have that opportunity. And whatever way
Fannie Mae can help do that, we try. We
put liquidity into the mortgage market so
lenders can do their job of lending money
to potential homeowners. We could not do
what we do without our lender partners.
They are essential to us.

Our technology has helped to streamline
the entire mortgage process. What used to
take weeks takes minutes now. This saves

our lenders money that then lowers the cost

for the borrower. One of the goals of our
expanded American Dream Commitment is
to help lenders reduce the cost of originating
a mortgage by an additional $500 and
enhancing the mortgage process to be more
efficient, more effective, and more transparent
for all borrowers.

If there were no Fannie Mae, there would
be a lot less homeownership. It would be a
privilege of the few instead of a right of us all.
I’'m proud of what I do because I know I am

2]

contributing to helping people get into homes.
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Competitive Analysis

PAMELA JOHNSON
Senior Vice President and
Single-Family Credit Officer



VicTorR H. ASHE*
Resident Fellow

Institute of Politics
Kennedy School

of Government

Harvard University

An educational institution
Cambridge, Massachusetts

ANNE M. MULCAHY
Chairman and Chief
Executive Officer
Xerox Corporation

A global document
solutions company
Stamford, Connecticut

ANN M. KAPPLER
Senior Vice President
and General Counsel

LinpA K. KNIGHT
Senior Vice President
and Treasurer

RICHARD S. LAWCH
Senior Vice President
Multifamily Business
and Customer Solutions

THOMAS A. LAWLER
Senior Vice President
Corporate Financial
Strategies

HARrROLD LEWIS
Senior Vice President
Specialty Lending

STEPHEN B. ASHLEY
Chairman and Chief
Executive Officer

The Ashley Group

A group of commercial
and multifamily real
estate companies
Rochester, New York

Jor K. PICKETT

Former Chairman and
Chief Executive Officer
HomeSide International Inc.
A mortgage banking company
Jacksonville, Florida

ROBERT A. LEWIS
Senior Vice President
Enterprise Information
Operations

THOMAS A. LUND
Senior Vice President and
Chief Acquisitions Officer

ANTHONY F. MARRA
Senior Vice President and
Deputy General Counsel

ANDREW McCORMICK
Senior Vice President
Portfolio Transactions

DANA MOORE
Senior Vice President
Risk and Asset
Management

MoiLry H. BORDONARO*
Principal

The Gallatin Group

A strategic consulting
and public affairs firm
Portland, Oregon
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LESLIE RAHL

President and Founder
Capital Market Risk
Advisors, Inc.

A financial advisory firm
New York, New York

ZACH OPPENHEIMER
Senior Vice President
Single-Family
Mortgage Business —
Eastern Business Center

WiLLIAM M. PuGH
Senior Vice President
Enterprise Systems
Management

MICHAEL A. QUINN
Senior Vice President
Mission and Markets

SAMPATH RAjAPPA
Senior Vice President
Operations Risk

KENNETH M. DUBERSTEIN
Chairman and Chief
Executive Officer
The Duberstein Group, Inc.
An independent strategic
planning and consulting
company

Washington, D.C.

TAYLOR C. SEGUE, IIT*
Howard and Howard

A law firm

Bloomfield Hills, Michigan

THOMAS P. GERRITY
Professor of Management
The Wharton School
University of Pennsylvania
An educational institution
Philadelphia, Pennsylvania

H. PATRICK SWYGERT
President

Howard University

An educational institution
Washington, D.C.

* Appointed by the President of the United States.

DoNALD M. REMY
Senior Vice President
and Deputy General
Counsel

REBECCA SENHAUSER
Senior Vice President
Human Resources

JAYNE J. SHONTELL
Senior Vice President
Investor Relations

LEANNE G. SPENCER
Senior Vice President
and Controller

Davip N. VotH
Senior Vice President
Dedicated Channel
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PHILLIP J. WEBER
Senior Vice President
American Communities
Fund

ANN MARIE
TALLMAN-WHEELOCK
Senior Vice President
Single-Family Mortgage
Business — Western
Business Center

BARRY ZIGAS

Senior Vice President
National Community
Lending Center
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Book of business: Includes gross mortgage
portfolio and outstanding MBS.

Business volume: Mortgages and mortgage-
backed securities purchased for portfolio plus
MBS issues acquired by other investors.

Callable debt: A debt security whose issuer has
the right to redeem the security at a specified
price on or after a specified date, prior to its
stated final maturity.

Charge-off: The write-off of the portion of
principal, interest, and selling cost due on a loan
that is determined to be uncollectible.

Common stock: A security that represents
ownership in a company but gives no legal claim
to a definite dividend or to a return of capital.

Conventional mortgage: A mortgage loan that is
not insured or guaranteed by the federal
government.

Core capital: Total stockholders equity excluding
accumulated other comprehensive income (AOCI).
Represents a regulatory measure of capital.

Core taxable-equivalent revenues: Total revenues
adjusted to reflect the benefits of tax-exempt
income and investment tax credits based on
applicable federal income tax rates and the
amortization of purchased options expense.

Credit loss ratio: The ratio of credit-related losses
to the average mortgage credit book of business.

Credit-related expenses: The sum of foreclosed
property income or expense plus the provision
for losses.

Credit-related losses: The sum of foreclosed
property income or expense plus charge-offs.

Debt security: A security in which the issuing
company agrees to repay the principal (typically,
the original amount borrowed) and make
interest payments according to an agreed-upon
schedule.

Default: The failure of a borrower to comply
with the terms of a note or the provisions of a
mortgage or contract.

Delinquency: An instance in which payment on
a mortgage loan has not been made by the due
date.

Derivative: A financial instrument which derives
its value from an underlying index and a
notional amount of principal.

Duration: The weighted-average life of the
present value of a security’s future cash flows. It
measures the sensitivity of a security’s value to
interest rate changes.

Efficiency ratio: Total administrative expenses
divided by total core taxable-equivalent
revenues. A common method of expressing a
corporation’s operating efficiency.

GLOSSARY

Forbearance: The lender’s postponement of
legal action when a borrower is delinquent in
payment. It is usually granted when a borrower
makes satisfactory arrangements to bring
overdue mortgage payments up to date.

Foreclosure: The legal process by which property
that is mortgaged as security for a loan may be
sold to pay a defaulting borrower’s loan.

Gross mortgage portfolio: Unpaid principal
balance of mortgages held in portfolio, excluding
the effect of unrealized gains or losses on
available-for-sale securities, deferred balances,
and the allowance for loan losses.

Guaranty fee income: Compensation paid by a
lender to Fannie Mae for the guarantee of timely
payments of principal and interest to MBS
security holders.

Interest rate swap: A derivative transaction
between two parties in which each agrees to
exchange payments tied to different interest
rates or indices for a specified period of time,
generally based on a notional amount

of principal.

Loan servicing: The tasks a lender performs to
protect a mortgage investment, including
collecting monthly payments from borrowers
and dealing with delinquencies.

Loan-to-value (LTV) ratio: The relationship
between the dollar amount of a borrower’s
mortgage loan divided by the value of

the property.

Loss mitigation: Activities designed to reduce

either the likelihood of the corporation suffering
financial losses on a loan or the final dollar value
of those losses in the event of a borrower default.

Mandatory delivery commitment: An agreement
that a lender will deliver loans or securities by a
certain date at agreed-upon terms.

Mortgage-backed security (MBS): A Fannie Mae
security that we issue and guarantee as to the
timely payment of the principal and interest and
represents an undivided interest in a group of
mortgages. Interest payments and principal
repayments from the individual mortgage loans
are grouped and paid out to the MBS holders.

Mortgage-related securities: Beneficial interests
in pools of mortgage loans or in other
mortgage-related securities. These securities
may be issued by Fannie Mae or by others.

MBS issues acquired by other investors:
Lender-originated MBS issues less MBS purchased
by Fannie Mae’s mortgage portfolio. Also referred
to as MBS issues (Formerly referred to as net
MBS issues). Does not include Fannie Mae-
originated MBS, which generally are immaterial
and disclosed in a footnote.

Mortgage credit book of business: Mortgages
and MBS we own, outstanding MBS, and other
contractual arrangements or guarantees.
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Multifamily housing: A building with more than
four residential rental units or a group of such
buildings constituting a single property.

Nonperforming asset: An asset such as a
mortgage that is not currently accruing interest.

Notional principal amount: The hypothetical
amount on which derivative transactions are
based. The notional principal amount in a
derivative transaction generally is not paid or
received by either party but is the amount on
which interest payments are calculated.

Option-embedded debt: Callable debt or debt
instruments linked with derivatives that create
effectively callable debt.

Outstanding MBS: MBS held by investors other
than Fannie Mae.

Preferred stock: Stock that takes priority over
common stock with regard to dividends and
liquidation rights. Preferred stockholders
typically have no voting rights.

Real Estate Mortgage Investment Conduit
(REMIC): A security that represents a beneficial
interest in a trust having multiple classes of
securities. The securities of each class entitle
investors to cash flows structured differently
from the payments on the underlying mortgages.

Risk-based capital: The amount of capital
required to absorb losses throughout a
hypothetical ten-year period marked by severely
adverse credit and interest rate conditions,

plus an additional amount for management
and operations risk.

Secondary mortgage market: The market in
which residential mortgages or mortgage
securities are bought and sold.

Security: A financial instrument showing
ownership of equity (such as common stock),
indebtedness (such as a debt security), a group
of mortgages (such as MBS), or potential
ownership (such as an option).

Serious delinquency: A single-family mortgage
that is 90 days or more past due, or a multifamily
mortgage that is two months or more past due.

Stockholders’ equity: The sum of proceeds
from the issuance of stock, accumulated other
comprehensive income (net of tax), and
retained earnings less amounts paid to
repurchase common or preferred shares.

Total capital: Core capital plus the total
allowance for loan losses and guaranty liability
for MBS, less any specific loss allowances.
Represents a regulatory measure of capital.

Underwriting: The process of evaluating a loan
application to determine the risk involved for
the lender. It involves an analysis of the
borrower’s ability and willingness to repay the
debt, and of the value of the property.

UPB: Unpaid principal balance.



Washington Office

3900 Wisconsin Avenue, N.W.
Washington, DC 20016

(202) 752-7000
www.fanniemae.com
www.efanniemae.com

Regional Locations

Atlanta, Georgia
(404) 380-6000

Chicago, Illinois
(312) 368-6200

Philadelphia, Pennsylvania
(215) 575-1400

Dallas, Texas
(972) 773-4663

Pasadena, California
(626) 396-5100

Partnership and
Satellite Offices

ALABAMA
Alabama Partnership Office
(205) 297-3630

ARIZONA
Arizona Partnership Office
(602) 744-6840

CALIFORNIA

Bay Area Partnership Office
(415) 277-3360

Central Valley Partnership Office
(916) 341-1240

Los Angeles Partnership Office
(213) 580-0160

COLORADO
Colorado Partnership Office
(303) 291-6260

CONNECTICUT
Connecticut Partnership Office
(860) 244-1240

DELAWARE
Delaware Partnership Office
(302) 429-2900

DisTRICT OF COLUMBIA
Washington, D.C. Partnership Office
(202) 752-7950

FANNIE MAE OFFICES

FLORIDA

Central Florida Partnership Office
(407) 487-5900

North Florida Partnership Office
(850) 577-5940

South Florida Partnership Office
(305) 603-2300

GEORGIA
Atlanta Partnership Office
(404) 589-3300

IpAHO
Idaho Satellite Office
(208) 345-1058

ILLINOIS
Chicago Partnership Office
(312) 368-8815

INDIANA
Indiana Partnership Office
(317) 639-7915

Towa
Towa Partnership Office
(515) 697-3720

KENTUCKY
Kentucky Partnership Office
(859) 226-5140

LOUISIANA

Baton Rouge Satellite Office
(225) 922-4338

Louisiana Partnership Office
(504) 636-4200

MARYLAND
Baltimore Partnership Office
(410) 659-1205

MASSACHUSETTS
Massachusetts Partnership Office
(617) 345-8040

MICHIGAN
Michigan Partnership Office
(313) 596-6730

MINNESOTA
Minnesota Partnership Office
(651) 726-0900

MISSISSIPPI
Mississippi Partnership Office
(601) 592-1040

MISSOURI

Kansas City Partnership Office
(816) 360-3600

St. Louis Partnership Office
(314) 444-3460

MONTANA

Billings Satellite Office
(406) 259-7049

Montana Partnership Office
(406) 443-6940

NEBRASKA
Nebraska Partnership Office
(402) 479-7700

NEVADA
Nevada Partnership Office
(702) 765-7600

NEW HAMPSHIRE
Northern New England
Partnership Office
(603) 222-5400

NEW JERSEY
New Jersey Partnership Office
(973) 848-2300

NEW MEXICO
New Mexico Partnership Office
(505) 848-3530

NEW YORK

New York Partnership Office
(917) 322-8960

Western and Central New York
Partnership Office

(716) 858-4220

NORTH CAROLINA
North Carolina Partnership Office
(704) 344-6960

NORTH DAKOTA
North Dakota Partnership Office
(701) 530-2560

Ounio

Central and Southern Ohio
Partnership Office

(614) 222-8940

Northern Ohio Partnership Office
(216) 241-4015

OKLAHOMA
Oklahoma Partnership Office
(405) 552-2000
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OREGON
Oregon Partnership Office
(503) 552-6060

PENNSYLVANIA

Northeastern and Central
Pennsylvania Partnership Office
(570) 830-4360

Pittsburgh Partnership Office
(412) 288-3560

RHODE ISLAND
Rhode Island Partnership Office
(401) 276-2116

SOoUTH CAROLINA
South Carolina Partnership Office
(803) 212-1057

SouTH DAKOTA
South Dakota Partnership Office
(605) 782-2540

TENNESSEE
Nashville Partnership Office
(615) 252-4160

TEXAS

Border Region Partnership Office
(210) 228-3840

Dallas/Ft. Worth Partnership Office
(214) 397-1020

Houston Partnership Office

(832) 397-4410

San Antonio Partnership Office
(210) 228-3800

UTAH
Utah Partnership Office
(801) 715-6860

VIRGINIA
Northern Virginia Partnership Office
(703) 276-4700

WASHINGTON
Washington Partnership Office
(206) 839-1541

WISCONSIN
Wisconsin Partnership Office
(414) 274-3150

WYOMING
Wyoming Partnership Office
(307) 432-5501
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COMMON STOCK INFORMATION (Unaudited)

About Fannie Mae Common Stock
Fannie Mae common stock (FNM) is publicly traded on the
New York, Chicago, and Pacific stock exchanges.

At December 31, 2003, approximately 970 million shares
were outstanding. At December 31, 2003, Fannie Mae had
approximately 25,000 common shareholders of record.
Based on the number of requests for proxies and quarterly
reports, the corporation estimates that approximately
385,000 additional shareholders held shares through banks,
brokers, and nominees.

Common Stock Performance

(New York Stock Exchange Composite Price)

Quarterly stock performance data for 2003 and 2002 are
provided in the following table.

2003 2002
Quarter High Low High Low
Ist $70.40  $58.40 $83.75  $75.08
2nd 75.84 65.30 84.10 72.00
3rd 72.07 60.11 77.55 58.85
4th 75.95 68.47 72.12 61.45

TeEN-YEAR COMMON STOCK PERFORMANCE
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Dividends

Fannie Mae considers a number of factors when reviewing its
dividend policy, including available capital under applicable
capital requirements, reinvestment opportunities, market
expectations, and the dividend policies of other large companies
with similar growth prospects. Since 1994, Fannie Mae has
increased its dividend annually.

Shareholder Information

Investors can learn more about Fannie Mae by visiting
www.fanniemae.com/ir where both current and historical
financial information such as annual reports, and quarterly
and monthly financials is available. The Web site includes
a section for investors who are interested in Fannie Mae’s
current issues, Fannie Mae’s executive speeches, and direct
investment in Fannie Mae stock.

Another section of the site enables investors to access
“Fannie Mae at a Glance,” which is a presentation that provides
an overview of Fannie Mae’s business and our industry.

Investor questions about Fannie Mae can be e-mailed

to Fannie Mae’s investor relations department at
investor_relations1 @fanniemae.com. For written correspondence,
contact Jayne Shontell, Senior Vice President, Investor
Relations, Fannie Mae, 3900 Wisconsin Avenue, NW,
Washington, DC 20016. You also may call 202-752-7000

for more information.

Fannie Mae will provide, without charge, copies of its most
recent Annual Report on Form 10-K upon request. Call
1-800-FNM-2-YOU (1-800-366-2968) for a hard copy

of investor-related material.

Direct Stock Purchase Program

The DirectSERVICE™ Investment Program for Fannie Mae
provides an easy and affordable alternative for current share-
holders and first-time investors to invest in Fannie Mae stock.

To request program materials, visit our Web site at:
www.fanniemae.com/ir/direct, or call 1-888-BUY-FANNIE.
The DirectSERVICE Investment Program is offered and
administered by Equiserve Trust Company N.A.

Transfer Agent and Registrar

Equiserve Trust Company, N.A. serves as our transfer agent
and registrar. Questions from registered shareholders on
dividends, lost or stolen certificates, address changes, and
other account matters should be directed to Equiserve at
1-800-910-8277 or Fannie Mae Shareholder Services, c/o
Equiserve Trust Company, N.A., P.O. Box 43069, Providence, RI
02940-3069.

Notice of Annual Meeting

The 2004 Annual Meeting of Fannie Mae shareholders will
take place at the Park Hyatt Chicago, 800 N. Michigan Avenue,
Chicago, Illinois. The meeting is scheduled for Tuesday,

May 25, beginning at 10:00 a.m. (local time).
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