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PART I

We have been under conservatorship, with the Federal Housing Finance Agency (“FHFA”) acting as
conservator, since September 6, 2008. As conservator, FHFA succeeded to all rights, titles, powers and
privileges of the company, and of any shareholder, officer or director of the company with respect to the
company and its assets. The conservator has since delegated specified authorities to our Board of Directors
and has delegated to management the authority to conduct our day-to-day operations. We describe the
rights and powers of the conservator, key provisions of our agreements with the U.S. Department of the
Treasury (“Treasury”), and their impact on shareholders in “Conservatorship and Treasury Agreements.”

This report contains forward-looking statements, which are statements about matters that are not historical
facts. Forward-looking statements often include words like “expects,” “anticipates,” “intends,” “plans,”
“believes,” “seeks,” “estimates,” “would,” “should,” “could,” “may,” or similar words. Actual results could
differ materially from those projected in the forward-looking statements as a result of a number of factors
including those discussed in “Risk Factors” and elsewhere in this report. Please review “Forward-Looking
Statements” for more information on the forward-looking statements in this report.

» o«

» » o«

We provide a glossary of terms in “Management’s Discussion and Analysis of Financial Condition and Results
of Operations (“MD&A” )—Glossary of Terms Used in This Report.”

Item 1. Business

OVERVIEW

Fannie Mae is a government-sponsored enterprise that was chartered by Congress in 1938 to support liquidity,
stability and affordability in the secondary mortgage market, where existing mortgage-related assets are
purchased and sold. Our charter does not permit us to originate loans and lend money directly to consumers in
the primary mortgage market. Our most significant activities include providing market liquidity by securitizing
mortgage loans originated by lenders in the primary mortgage market into Fannie Mae mortgage-backed
securities, which we refer to as Fannie Mae MBS, and purchasing mortgage loans and mortgage-related
securities in the secondary market for our mortgage portfolio. We acquire funds to purchase mortgage-related
assets for our mortgage portfolio by issuing a variety of debt securities in the domestic and international
capital markets. We also make other investments that increase the supply of affordable housing. During 2010,
we concentrated much of our efforts on minimizing our credit losses by using home retention solutions and
foreclosure alternatives to address delinquent mortgages, starting with solutions, such as modifications, that
permit people to stay in their homes. When there is no lower-cost alternative, our goal is to move to
foreclosure expeditiously. We describe our business activities below.

As a federally chartered corporation, we are subject to extensive regulation, supervision and examination by
FHFA, and regulation by other federal agencies, including Treasury, the Department of Housing and Urban
Development (“HUD”), and the Securities and Exchange Commission (“SEC”).

Although we are a corporation chartered by the U.S. Congress, our conservator is a U.S. government agency,
Treasury owns our senior preferred stock and a warrant to purchase 79.9% of our common stock, and Treasury
has made a commitment under a senior preferred stock purchase agreement to provide us with funds under
specified conditions to maintain a positive net worth, the U.S. government does not guarantee our securities or
other obligations. Our common stock was delisted from the New York Stock Exchange and the Chicago Stock
Exchange on July 8, 2010 and since then has been traded in the over-the-counter market and quoted on the
OTC Bulletin Board under the symbol “FNMA.” Our debt securities are actively traded in the over-the-counter
market.

The conservatorship we have been under since September 2008, with FHFA acting as conservator, has no
specified termination date. There can be no assurance as to when or how the conservatorship will be
terminated, whether we will continue to exist following conservatorship, or what changes to our business
structure will be made during or following the conservatorship.



Since our entry into conservatorship, we have entered into agreements with Treasury that include covenants
that significantly restrict our business activities and provide for substantial U.S. government financial support.
We provide additional information on the conservatorship, the provisions of our agreements with the Treasury,
and its impact on our business below under “Conservatorship and Treasury Agreements” and “Risk Factors.”

RESIDENTIAL MORTGAGE MARKET

The U.S. Residential Mortgage Market

We conduct business in the U.S. residential mortgage market and the global securities market. In response to
the financial crisis and severe economic recession that began in December 2007, the U.S. government took a
number of extraordinary measures designed to provide fiscal stimulus, improve liquidity and protect and
support the housing and financial markets. Examples of these measures include: (1) the Federal Reserve’s
temporary programs to purchase up to $1.25 trillion of GSE mortgage-backed securities and approximately
$175 billion of GSE debt by March 31, 2010, which were intended to provide support to mortgage lending
and the housing market and to improve overall conditions in private credit markets; (2) the Administration’s
Making Home Affordable Program, which was intended to stabilize the housing market by providing
assistance to homeowners and preventing foreclosures; and (3) the first-time and move-up homebuyer tax
credits, enacted to help increase home sales and stabilize home prices. The homebuyer tax credits were
available for qualifying home purchases by buyers who entered into binding contracts by April 30, 2010.

Total U.S. residential mortgage debt outstanding, which includes $10.6 trillion of single-family mortgage debt
outstanding, was estimated to be approximately $11.5 trillion as of September 30, 2010, the latest date for
which information was available, according to the Federal Reserve. After increasing every quarter since record
keeping began in 1952 until the second quarter of 2008, single-family mortgage debt outstanding has been
steadily declining since then. We owned or guaranteed mortgage assets representing approximately 27.4% of
total U.S. residential mortgage debt outstanding as of September 30, 2010.

We operate our business solely in the United States and its territories, and accordingly, we generate no revenue
from and have no assets in geographic locations other than the United States and its territories.

Housing and Mortgage Market and Economic Conditions

During the fourth quarter of 2010, the United States economic recovery continued. The U.S. gross domestic
product, or GDP, rose by 3.2% on an annualized basis during the quarter after adjusting for inflation,
according to the Bureau of Economic Analysis advance estimate. The overall economy gained an estimated
128,000 jobs in the fourth quarter, with the private sector continuing its recent trend of moderate employment
growth throughout the quarter and into January 2011. The unemployment rate was 9.0% in January 2011,
compared with 9.6% in September 2010, based on data from the U.S. Bureau of Labor Statistics.

Housing activity rebounded modestly in the fourth quarter of 2010 after experiencing a pullback in the third
quarter. For all of 2010, home sales declined for the fourth time in the past five years, despite low mortgage
rates, reduced home prices and the first-time and move-up homebuyer tax credits that increased existing home
sales earlier in the year. Weak demand for homes, a weak labor market, strengthened lending standards in the
industry and elevated vacancy and foreclosure rates are the main obstacles to the housing recovery. Total
existing home sales fell by 4.8% in 2010 from 2009, according to data available through January 2011. Faced
with fierce competition from distressed sales, new home sales fared significantly worse, dropping by 14.2% in
2010, according to data available through January 2011, and accounting for just 5.5% of total home sales in
the fourth quarter of 2010, down from a peak of more than 19% at the beginning of 2005. After four
consecutive years of double-digit declines to an annual record low, total housing starts rose a modest 5.9% in
2010.



The table below presents several key indicators related to the total U.S. residential mortgage market.

Housing and Mortgage Market Indicators”

% Change
2010 2009 2008 2010 2009

Home sales (units in thousands). . . .......................... 5,229 5,530 5,398 54H% 2.4%

New home sales . . .. ...... ... 321 374 485 (14.2) (22.9)

Existing home sales . . ....... ... .. ... .. .. . .. .. .. ... 4,908 5,156 4913 4.8) 49
Home price depreciation based on Fannie Mae Home Price Index

CHPD) ) 3.D)% GB3ND% (103)% — —
Annual average fixed-rate mortgage interest rate™. .. ... ... ... ... 4.7% 5.0% 6.0% — —
Single-family mortgage originations (in billions) . . ... ............ $ 1,530 $ 1917 $ 1,580 (20.2) 213
Type of single-family mortgage origination:

Refinance share . . ....... .. ... ... .. ... ... . .. .. ... 65% 69% 52% — —

Adjustable-rate mortgage share . ............. ... ... ..... 5% 4% %  — —
Total U.S. residential mortgage debt outstanding (in billions)® . .. . . .. $11,459  $11,712  $11,915 22 1.7

M The sources of the housing and mortgage market data in this table are the Federal Reserve Board, the Bureau of the
Census, HUD, the National Association of Realtors, the Mortgage Bankers Association and FHFA. Homes sales data
are based on information available through January 2011. Single-family mortgage originations, as well as refinance
shares, are based on February 2011 estimates from Fannie Mae’s Economics & Mortgage Market Analysis Group.
The adjustable-rate mortgage share is based on mortgage applications data reported by the Mortgage Bankers
Association. Certain previously reported data may have been changed to reflect revised historical data from any or all
of these organizations.

) Calculated internally using property data information on loans purchased by Fannie Mae, Freddie Mac and other

third-party home sales data. Fannie Mae’s HPI is a weighted repeat transactions index, meaning that it measures
average price changes in repeat sales on the same properties. Fannie Mae’s HPI excludes prices on properties sold in
foreclosure. The reported home price depreciation reflects the percentage change in Fannie Mae’s HPI from the

fourth quarter of the prior year to the fourth quarter of the reported year.
G

=

Based on the annual average 30-year fixed-rate mortgage interest rate reported by Freddie Mac.

“ Information for 2010 is through September 30, 2010 and has been obtained from the Federal Reserve’s September

2010 mortgage debt outstanding release.

Home prices, which rose in the second quarter of 2010 when the home buyer tax credits were available, have
fallen since the tax credits’ expiration. We estimate that home prices on a national basis declined by
approximately 3.1% in both the second half of 2010 and in 2010 overall. We estimate that home prices have
declined by 20.5% from their peak in the third quarter of 2006. Our home price estimates are based on
preliminary data and are subject to change as additional data become available.

As a result of the increase in existing home sales in the fourth quarter of 2010 and the pause in foreclosures
triggered by the discovery of deficiencies in servicers’ foreclosure processes, the supply of unsold single-
family homes dropped during the quarter. According to the National Association of Realtors” December 2010
Existing Home Sales Report, there was an 8.1 month average supply of existing unsold homes as of
December 31, 2010, compared with a 10.6 month average supply as of September 30, 2010 and a 7.2 month
average supply as of December 31, 2009. Although the supply of unsold homes dropped in the fourth quarter,
the inventory of unsold homes remains above long-term average levels. The national average inventory/sales
ratio masks significant regional variation as some regions, such as Florida, struggle with large inventory
overhang while others, such as California, are experiencing nearly depleted inventories in some market
segments.

An additional factor weighing on the market is the elevated level of vacant properties, as reported by the
Census Bureau. While the inventory of vacant homes for sale and for rent appears to be stabilizing, according
to the Bureau of the Census Housing Vacancy Survey, vacancy rates remain significantly above their normal
levels and will continue to weigh down the market. The serious delinquency rate has trended down since



peaking in the fourth quarter of 2009 but has remained historically high, with an estimated four million loans
seriously delinquent (90 days or more past due or in the foreclosure process), based on the Mortgage Bankers
Association National Delinquency Survey. The shadow supply from these mortgages will also negatively affect
the market. According to the minutes of the December Federal Reserve Open Market Committee, members
expressed concern that the elevated supply of homes available for sale and the overhang of foreclosed homes
will contribute to further drops in home prices, reducing household wealth and thus restraining growth in
consumer spending. We provide information about Fannie Mae’s serious delinquency rate, which also
decreased during 2010, in “Executive Summary—Credit Performance.”

We estimate that total single-family mortgage originations decreased by 20.2% in 2010 to $1.5 trillion, with a
purchase share of 35% and a refinance share of 65%. For 2011, we expect an increase in mortgage rates will
likely reduce the share of refinance loans to approximately 35% and total single-family originations are
expected to decline to about $1.0 trillion.

Since the second quarter of 2008, single-family mortgage debt outstanding has been steadily declining due to
several factors including rising foreclosures, declining house prices, increased cash sales, reduced household
formation, and reduced home equity extraction. We anticipate another approximately 2% decline in single-
family mortgage debt outstanding in 2011. Total U.S. residential mortgage debt outstanding fell on an
annualized basis by approximately 2.4% in both the second and third quarters of 2010.

Despite signs of stabilization and improvement, one out of seven borrowers was delinquent or in foreclosure
during the fourth quarter of 2010, according to the Mortgage Bankers Association National Delinquency
Survey. The housing market remains under pressure due to the high level of unemployment, which was a
primary driver of the significant number of mortgage delinquencies and defaults in 2010. At the start of the
recession in December 2007, the unemployment rate was 5.0%, based on data from the U.S. Bureau of Labor
Statistics. The unemployment rate peaked at a 26-year high of 10.1% in October 2009, and remained as high
as 9.0% in January 2011. We expect the unemployment rate to decline modestly throughout 2011.

The most comprehensive measure of the unemployment rate, which includes those working part-time who
would rather work full-time (part-time workers for economic reasons) and those not looking for work but who
want to work and are available for work (discouraged workers), was 16.7% in December 2010, close to the
record high of 17.4% in October 2009.

The decline in house prices both nationally and regionally has left many homeowners with “negative equity”
in their homes, which means the principal balances on their mortgages exceed the current market value of
their homes. This provides an incentive for borrowers to walk away from their mortgage obligations and for
the loans to become delinquent and proceed to foreclosure. According to First American CoreLogic, Inc.
approximately 11 million, or 23%, of all residential properties with mortgages were in negative equity in the
third quarter of 2010. This potential supply also weighs on the supply/demand balance putting downward
pressure on both house prices and rents. See “Risk Factors” for a description of risks to our business
associated with the weak economy and housing market.

The multifamily sector improved during 2010 despite slow job growth. Multifamily fundamentals
strengthened, driven primarily by increases in non-farm payrolls and tenants renting rather than purchasing
homes due to uncertainty surrounding home values. Vacancy rates, which had climbed to record levels in
2009, have improved, and asking rents increased on a national basis. Preliminary third-party data suggest that
the rate of apartment vacancies held steady in the fourth quarter of 2010. Rents appear to have risen during
most of 2010, with overall rent growth up by an estimated 3%.

Vacancy rates and rents are important to loan performance because multifamily loans are generally repaid
from the cash flows generated by the underlying property. Improvements in these fundamentals helped to
stabilize property values during 2010 in a number of metropolitan areas.

Prolonged periods of high vacancies and negative or flat rent growth will adversely affect multifamily
properties’ net operating incomes and related cash flows, which can strain the ability of borrowers to make
loan payments and thereby potentially increase delinquency rates and credit expenses.



While national multifamily market fundamentals improved during 2010, certain local markets and properties
continue to exhibit weak fundamentals. As a result, we expect that our multifamily nonperforming assets will
increase in certain areas and we may continue to experience an increase in delinquencies and credit losses
despite generally improving market fundamentals. We expect the multifamily sector to continue to improve
modestly in 2011, even though unemployment levels remain elevated.

EXECUTIVE SUMMARY

Please read this Executive Summary together with our Management’s Discussion and Analysis of Financial
Condition and Results of Operations (“MD&A”) and our consolidated financial statements as of

December 31, 2010 and related notes. This discussion contains forward-looking statements that are based
upon management’s current expectations and are subject to significant uncertainties and changes in
circumstances. Please review “Forward-Looking Statements” for more information on the forward-looking
statements in this report and “Risk Factors” for a discussion of factors that could cause our actual results to
differ, perhaps materially, from our forward-looking statements. Please also see “MD&A—Glossary of Terms
Used in This Report.”

Our Mission

Our public mission is to support liquidity and stability in the secondary mortgage market and increase the
supply of affordable housing. In connection with our public mission, FHFA, as our conservator, and the
Obama Administration have given us an important role in addressing housing and mortgage market conditions.
As we discuss below and elsewhere in “Business,” we are concentrating our efforts on supporting liquidity,
stability and affordability in the secondary mortgage market and minimizing our credit losses from delinquent
loans.

Our Business Objectives and Strategy

Our Board of Directors and management consult with our conservator in establishing our strategic direction,
taking into consideration our role in addressing housing and mortgage market conditions. FHFA has approved
our business objectives. We face a variety of different, and potentially conflicting, objectives including:

* minimizing our credit losses from delinquent mortgages;
* providing liquidity, stability and affordability in the mortgage market;
 providing assistance to the mortgage market and to the struggling housing market;

* limiting the amount of the investment Treasury must make under our senior preferred stock purchase
agreement;

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

We therefore regularly consult with and receive direction from our conservator on how to balance these
objectives. Our pursuit of our mission creates conflicts in strategic and day-to-day decision-making that could
hamper achievement of some or all of these objectives.

We currently are concentrating our efforts on minimizing our credit losses. We use home retention solutions
and foreclosure alternatives to address delinquent mortgages, starting with solutions, such as modifications,
that permit people to stay in their homes. When there is no lower-cost alternative, our goal is to move to
foreclosure expeditiously. We also seek to minimize credit losses by actively managing our real estate owned
(“REQO”) inventory and by pursuing contractual remedies where third parties such as lenders or providers of
credit enhancement are obligated to compensate us for losses.

Along with our efforts to minimize credit losses, we continue our significant role of providing support for
liquidity and affordability in the mortgage market through our guaranty and capital markets businesses. In



2010, we continued our work to strengthen our book of business, acquiring loans with a strong overall credit
profile. We discuss the performance of single-family loans we acquired in 2009 and 2010 later in this
executive summary.

We will continue to need funds from Treasury as a result of ongoing adverse conditions in the housing and
mortgage markets, the deteriorated credit performance of loans in our mortgage credit book of business that
we acquired prior to 2009, the costs associated with our efforts pursuant to our mission, and the dividends we
are required to pay Treasury on the senior preferred stock. As a result of these factors, we do not expect to
earn profits in excess of our annual dividend obligation to Treasury for the indefinite future. Further, there is
significant uncertainty regarding the future of our company, as the Administration, Congress and our regulators
consider options for the future state of Fannie Mae, Freddie Mac and the U.S. government’s role in residential
mortgage finance.

On February 11, 2011, Treasury and HUD released a report to Congress on reforming America’s housing
finance market. The report provides that the Administration will work with FHFA to determine the best way to
responsibly reduce Fannie Mae’s and Freddie Mac’s role in the market and ultimately wind down both
institutions. The report emphasizes the importance of proceeding with a careful transition plan and providing
the necessary financial support to Fannie Mae and Freddie Mac during the transition period. We discuss the
report’s recommendations for a new long-term structure for the housing finance system in more detail in
“Legislation and GSE Reform—GSE Reform.”

In the final quarter of 2010 we initiated a comprehensive review of our business processes, infrastructure and
organizational structure to assess the company’s readiness to operate effectively in the secondary mortgage
market of the future. We expect to implement the plan in phases with goals of providing value to our
customers, simplifying and standardizing our operating model, and reducing our costs.

To provide context for analyzing our consolidated financial statements and understanding our MD&A, we
discuss the following topics in this executive summary:

* Our 2010 financial performance;
* Actions we take to provide liquidity to the mortgage market;

* Our expectations regarding profitability, the book of business we have acquired since the beginning of
2009 and credit losses;

e Qur strategies and actions to reduce credit losses;

e QOur 2009 and 2010 credit performance;

» The servicer foreclosure process deficiencies discovered in 2010 and the related foreclosure pause;
e Qur liquidity position; and

e Qur outlook.

Summary of Our Financial Performance for 2010

Our financial results for 2010 reflect the continued weakness in the housing and mortgage markets, which
remain under pressure from high levels of unemployment and underemployment, and the impact of the
adoption of new accounting standards and the consolidation of the majority of our MBS trusts.

Effective January 1, 2010, we prospectively adopted new accounting standards on the transfers of financial
assets and the consolidation of variable interest entities. We refer to these accounting standards together as the
“new accounting standards.” In this report, we also refer to January 1, 2010 as the “transition date.”

Our adoption of the new accounting standards had a major impact on the presentation of our consolidated
financial statements. The new standards require that we consolidate the substantial majority of Fannie Mae
MBS trusts we guarantee and recognize the underlying assets (typically mortgage loans) and debt (typically



bonds issued by the trusts in the form of Fannie Mae MBS certificates) of these trusts as assets and liabilities
in our consolidated balance sheets.

Although the new accounting standards did not change the economic risk to our business, we recorded a
decrease of $3.3 billion in our total deficit as of January 1, 2010 to reflect the cumulative effect of adopting
these new standards. We provide a detailed discussion of the impact of the new accounting standards on our
accounting and financial statements in “Note 2, Adoption of the New Accounting Standards on the Transfers
of Financial Assets and Consolidation of Variable Interest Entities.” Upon adopting the new accounting
standards, we changed the presentation of segment financial information that is currently evaluated by
management, as we discuss in “Business Segment Results — Changes to Segment Reporting.”

We recognized a net loss of $14.0 billion for 2010, a net loss attributable to common stockholders of

$21.7 billion, which includes $7.7 billion in dividends on senior preferred stock paid to Treasury, and a diluted
loss per share of $3.81. In comparison, we recognized a net loss of $72.0 billion, a net loss attributable to
common stockholders of $74.4 billion, including $2.5 billion in dividends on senior preferred stock, and a
diluted loss per share of $13.11 in 20009.

The $58.0 billion decrease in our net loss for 2010 compared with 2009 was due primarily to:

* a $46.9 billion decrease in credit-related expenses, which consist of the provision for loan losses, the
provision for guaranty losses (collectively referred to as the “provision for credit losses”) plus foreclosed
property expense, due to the factors described below;

e a $9.1 billion decrease in net other-than-temporary impairments due to slower deterioration of the
estimated credit component of the fair value losses of Alt-A and subprime securities. In addition, net-
other-than temporary impairment decreased in 2010 compared with 2009 because, effective beginning in
the second quarter of 2009, we recognize only the credit portion of other-than-temporary impairment in
our consolidated statements of operations due to the adoption of a new other-than-temporary impairment
accounting standard;

* a $6.7 billion decrease in losses from partnership investments resulting primarily from the recognition, in
the fourth quarter of 2009, of $5.0 billion in other-than-temporary impairment losses on our federal low-
income housing tax credit (“LIHTC”) investments; and

* a $2.3 billion decrease in net fair value losses primarily due to lower fair value losses on risk
management derivatives.

Our credit-related expenses were $26.6 billion for 2010 compared with $73.5 billion for 2009. Our provision
for credit losses was substantially lower in 2010, primarily because there was neither a significant increase in
the number of seriously delinquent loans, nor a sharp decline in home prices. Therefore, we did not need to
substantially increase our total loss reserves in 2010. Another contributing factor was the insignificant amount
of fair value losses on acquired credit-impaired loans recognized in 2010, because only purchases of credit-
deteriorated loans from unconsolidated MBS trusts or as a result of other credit guarantees generate fair value
losses upon acquisition, due to our adoption of the new accounting standards. Additionally, on December 31,
2010, we entered into an agreement with Bank of America, N.A., and its affiliates, to address outstanding
repurchase requests for residential mortgage loans. Bank of America agreed, among other things, to a cash
payment of $1.3 billion, $930 million of which was recognized as a recovery of charge-offs, resulting in a
reduction to our provision for loan losses and allowance for loan losses, and $266 million as a reduction to
foreclosed property expense. For additional information on the terms of this agreement, see “Risk
Management — Credit Risk Management — Institutional Counterparty Credit Risk Management.”

We had a net worth deficit of $2.5 billion as of December 31, 2010 and $2.4 billion as of September 30, 2010,
compared with $15.3 billion as of December 31, 2009. Our net worth as of December 31, 2010 was negatively
impacted by the recognition of our net loss of $14.0 billion and the senior preferred stock dividends of

$7.7 billion. These reductions in our net worth were offset by our receipt of $27.7 billion in funds from
Treasury under our senior preferred stock purchase agreement with Treasury, a $3.3 billion cumulative effect
from the adoption of new accounting standards as of January 1, 2010, and a $3.1 billion reduction in



unrealized losses in our holdings of available-for-sale securities. Our net worth, which is the basis for
determining the amount that Treasury has committed to provide us under the senior preferred stock purchase
agreement, equals the “Total deficit” reported in our consolidated balance sheets. In February 2011, the Acting
Director of FHFA submitted a request to Treasury on our behalf for $2.6 billion to eliminate our net worth
deficit as of December 31, 2010. When Treasury provides the requested funds, the aggregate liquidation
preference on the senior preferred stock will be $91.2 billion, which will require an annualized dividend
payment of $9.1 billion. This amount exceeds our reported annual net income for each of the last nine years,
in most cases by a significant margin. Through December 31, 2010, we have paid an aggregate of

$10.2 billion to Treasury in dividends on the senior preferred stock.

Our total loss reserves, which reflect our estimate of the probable losses we have incurred in our guaranty
book of business, increased to $66.3 billion as of December 31, 2010 from $64.7 billion as of September 30,
2010, $61.4 billion as of January 1, 2010 and $64.9 billion as of December 31, 2009. Our total loss reserve
coverage to total nonperforming loans was 30.85% as of December 31, 2010, compared with 30.34% as of
September 30, 2010 and 29.98% as of December 31, 2009.

We recognized net income of $73 million for the fourth quarter of 2010, driven primarily by net interest
income of $4.6 billion and fair value gains of $366 million, which were partially offset by credit-related
expenses of $4.3 billion and administrative expenses of $592 million. Our fourth quarter results were
favorably impacted by the cash payment received from Bank of America, because it reduced our credit-related
expenses for the period. The net loss attributable to common stockholders, which includes $2.2 billion in
dividends on senior preferred stock, was $2.1 billion and our diluted loss per share was $0.37. In comparison,
we recognized a net loss of $1.3 billion, a net loss attributable to common stockholders of $3.5 billion and a
diluted loss per share of $0.61 for the third quarter of 2010. We recognized a net loss of $15.2 billion, a net
loss attributable to common stockholders of $16.3 billion and a diluted loss per share of $2.87 for the fourth
quarter of 2009.

Providing Mortgage Market Liquidity

We support liquidity and stability in the secondary mortgage market, serving as a stable source of funds for
purchases of homes and multifamily rental housing and for refinancing existing mortgages. We provide this
financing through the activities of our three complementary businesses: our Single-Family business (“Single-
Family”), our Multifamily Mortgage Business (“Multifamily,” formerly “Housing and Community
Development,” or “HCD”) and our Capital Markets group. Our Single-Family and Multifamily businesses
work with our lender customers to purchase and securitize mortgage loans customers deliver to us into Fannie
Mae MBS. Our Capital Markets group manages our investment activity in mortgage-related assets, funding
investments primarily through proceeds we receive from the issuance of debt securities in the domestic and
international capital markets. The Capital Markets group works with lender customers to provide funds to the
mortgage market through short-term financing and other activities, making short-term use of our balance sheet.
These financing activities include whole loan conduit transactions, early funding transactions, Real Estate
Mortgage Investment Conduit (“REMIC”) and other structured securitization activities, and dollar rolls, which
we describe in more detail in “Business Segments — Capital Markets Group.”

In 2010, we purchased or guaranteed approximately $856 billion in loans, measured by unpaid principal
balance, which includes approximately $217 billion in delinquent loans we purchased from our single-family
MBS trusts. Our purchases and guarantees financed approximately 2,712,000 single-family conventional loans,
excluding delinquent loans purchased from our MBS trusts, and approximately 306,000 units in multifamily
properties.

Our mortgage credit book of business — which consists of the mortgage loans and mortgage-related securities
we hold in our investment portfolio, Fannie Mae MBS held by third parties and other credit enhancements that
we provide on mortgage assets — totaled $3.1 trillion as of September 30, 2010, which represented
approximately 27.4% of U.S. residential mortgage debt outstanding on September 30, 2010, the latest date for
which the Federal Reserve has estimated U.S. residential mortgage debt outstanding. We remained the largest
single issuer of mortgage-related securities in the secondary market, with an estimated market share of new



single-family mortgage-related securities of 49.0% during the fourth quarter of 2010 and 44.0% for the full
year. In comparison, our estimated market share of new single-family mortgage-related securities issuances
was 44.5% in the third quarter of 2010 and 38.9% in the fourth quarter of 2009. If the Federal Housing
Administration (“FHA”) continues to be the lower-cost option for some consumers, and in some cases the only
option, for loans with higher loan-to-value (“LTV”) ratios, our market share could be adversely impacted if the
market shifts away from refinance activity, which is likely to occur when interest rates rise. In the multifamily
market, we remain a constant source of liquidity, guaranteeing an estimated 20.1% of multifamily mortgage
debt outstanding as of September 30, 2010, the latest date for which the Federal Reserve has estimated
mortgage debt outstanding for multifamily residences.

Our Expectations Regarding Profitability, the Single-Family Loans We Acquired Beginning in 2009, and
Credit Losses

In this section we discuss our expectations regarding the profitability, performance and credit profile of the
single-family loans we have purchased or guaranteed since the beginning of 2009, shortly after entering into
conservatorship in late 2008, and our expected single-family credit losses. We refer to loans we have
purchased or guaranteed as loans that we have “acquired.”

 Since the beginning of 2009, we have acquired single-family loans that have a strong overall credit profile
and are performing well. We expect these loans will be profitable, by which we mean they will generate
more fee income than credit losses and administrative costs, as we discuss in “Expected Profitability of
Our Single-Family Acquisitions” below. For further information, see “Table 2: Single-Family Serious
Delinquency Rates by Year of Acquisition” and “Table 3: Credit Profile of Single-Family Conventional
Loans Acquired.”

* The vast majority of our realized credit losses in 2009 and 2010 on single-family loans are attributable to
single-family loans that we purchased or guaranteed from 2005 through 2008. While these loans will give
rise to additional credit losses that we have not yet realized, we estimate that we have reserved for the
substantial majority of the remaining losses.

Factors that Could Cause Actual Results to be Materially Different from Our Estimates and Expectations

In this discussion, we present a number of estimates and expectations regarding the profitability of single-
family loans we have acquired, our single-family credit losses, and our draws from and dividends to be paid to
Treasury. These estimates and expectations are forward-looking statements based on our current assumptions
regarding numerous factors, including future home prices and the future performance of our loans. Our future
estimates of these amounts, as well as the actual amounts, may differ materially from our current estimates
and expectations as a result of home price changes, changes in interest rates, unemployment, direct and
indirect consequences resulting from failures by servicers to follow proper procedures in the administration of
foreclosure cases, government policy, changes in generally accepted accounting principles (“GAAP”), credit
availability, social behaviors, other macro-economic variables, the volume of loans we modify, the
effectiveness of our loss mitigation strategies, management of our REO inventory and pursuit of contractual
remedies, changes in the fair value of our assets and liabilities, impairments of our assets, or many other
factors, including those discussed in “Risk Factors” and “MD&A — Forward-Looking Statements.” For
example, if the economy were to enter a deep recession during this time period, we would expect actual
outcomes to differ substantially from our current expectations.

Expected Profitability of Our Single-Family Acquisitions

While it is too early to know how loans we have acquired since January 1, 2009 will ultimately perform,
given their strong credit risk profile, low levels of payment delinquencies shortly after their acquisition, and
low serious delinquency rate, we expect that, over their lifecycle, these loans will be profitable. Table 1
provides information about whether we expect loans we acquired in 1991 through 2010 to be profitable, and
the percentage of our single-family guaranty book of business represented by these loans as of December 31,
2010. The expectations reflected in Table 1 are based on the credit risk profile of the loans we have acquired,



which we discuss in more detail in “Table 3: Credit Profile of Single-Family Conventional Loans Acquired”
and in “Table 40: Risk Characteristics of Single-Family Conventional Business Volume and Guaranty Book of
Business.” These expectations are also based on numerous other assumptions, including our expectations
regarding home price declines set forth below in “Outlook.” As shown in Table 1, we expect loans we have
acquired in 2009 and 2010 to be profitable. If future macroeconomic conditions turn out to be significantly
more adverse than our expectations, these loans could become unprofitable. For example, we believe that these
loans would become unprofitable if home prices declined more than 20% from their December 2010 levels
over the next five years based on our home price index, which would be an approximately 36% decline from
their peak in the third quarter of 2006.

Table 1: Expected Lifetime Profitability of Single-Family Loans Acquired in 1991 through 2010

Percentage of
Single-Family Guaranty
Expectation for Book of Business

Acquisition Year Profitability as of December 31, 2010

2001 [ Profitable ]
2002 [ Profble ] 2%

2003

Break-even J

2005 1
2006
2007
2008 J

2009

2010 [ Profitable ]

2004

> 39%

40%

As Table 1 shows, the key years in which we acquired loans that we expect will be unprofitable are 2005
through 2008, and the vast majority of our realized credit losses in 2009 and 2010 to date are attributable to
these loans. Loans we acquired in 2004 were originated under more conservative acquisition policies than
loans we acquired from 2005 through 2008; however, we expect them to perform close to break-even because
these loans were made as home prices were rapidly increasing and therefore suffered from the subsequent
decline in home prices.

Loans we have acquired since the beginning of 2009 comprised over 40% of our single-family guaranty book
of business as of December 31, 2010. Our 2005 to 2008 acquisitions are becoming a smaller percentage of our
guaranty book of business, having decreased from 50% of our guaranty book of business as of December 31,
2009 to 39% as of December 31, 2010.
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Performance of Our Single-Family Acquisitions

In our experience, an early predictor of the ultimate performance of loans is the rate at which the loans
become seriously delinquent within a short period of time after acquisition. Loans we acquired in 2009 have
experienced historically low levels of delinquencies shortly after their acquisition. Table 2 shows, for single-
family loans we acquired in each year from 2001 to 2009, the percentage that were seriously delinquent (three
or more months past due or in the foreclosure process) as of the end of the fourth quarter following the
acquisition year. Loans we acquired in 2010 are not included in this table because a substantial portion of
them were originated so recently that they could not yet have become seriously delinquent. As Table 2 shows,
the percentage of our 2009 acquisitions that were seriously delinquent as of the end of the fourth quarter
following their acquisition year was more than nine times lower than the average comparable serious
delinquency rate for loans acquired in 2005 through 2008. Table 2 also shows serious delinquency rates for
each year’s acquisitions as of December 31, 2010. Except for the most recent acquisition years, whose serious
delinquency rates are likely lower than they will be after the loans have aged, Table 2 shows that the serious
delinquency rate as of December 31, 2010 generally tracks the trend of the serious delinquency rate as of the
end of the fourth quarter following the year of acquisition. Below the table we provide information about the
economic environment in which the loans were acquired, specifically home price appreciation and
unemployment levels.
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Table 2: Single-Family Serious Delinquency Rates by Year of Acquisition

13.6%
12.8%
12.0%
11.2%
10.4%
9.6%
8.8%
8.0%
7.2%
6.4%

SDQ Rate

5.6%
4.8%
4.0%
3.2%
2.4%
1.6%
0.8%
0.0%

H SDQ Rate as of December 31, 2010

SDQ Rate as of end of 4th quarter following
acquisition year

2001 2002 2003 2004 2005

2006 2007 2008 2009 *

2001 2002 2003 2004 2005

2006 2007 2008 2009 2010

rate @

Home Price
Appreciation"

6.3 % 7.5% 7.6% 10.7% 11.5%

Unemployment

4.7 % 5.8% 6.0% 5.5% 5.1%

27%  (4.D)% (103)% 3. 7NH% GB.D)%

4.6% 4.6% 5.8% 9.3% 9.6%

* For 2009, the serious delinquency rate as of December 31, 2010 is the same as the serious delinquency rate as of the
end of the fourth quarter following the acquisition year.
M Based on Fannie Mae’s HPI, which measures average price changes based on repeat sales on the same properties. For
2010, the data show an initial estimate based on purchase transactions in Fannie-Freddie acquisition and public deed
data available through the end of January 2011. Previously reported data has been revised to reflect additional
available historical data. Including subsequently available data may lead to materially different results.

@ Based on the average national unemployment rates for each month reported in the labor force statistics current
population survey (CPS), Bureau of Labor Statistics.

Credit Profile of Our Single-Family Acquisitions

Single-family loans we purchased or guaranteed from 2005 through 2008 were acquired during a period when
home prices were rising rapidly, peaked, and then started to decline sharply, and underwriting and eligibility
standards were more relaxed than they are now. These loans were characterized, on average and as discussed
below, by higher LTV ratios and lower FICO credit scores than loans we have acquired since January 1, 2009.
In addition, many of these loans were Alt-A loans or had other higher-risk loan attributes such as interest-only
payment features. As a result of the sharp declines in home prices, 29% of the loans that we acquired from
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2005 through 2008 had mark-to-market LTV ratios that were greater than 100% as of December 31, 2010,
which means the principal balance of the borrower’s primary mortgage exceeded the current market value of
the borrower’s home. This percentage is higher when second lien loans secured by the same properties that
secure our loans are included. The sharp decline in home prices, the severe economic recession that began in
December 2007 and continued through June 2009, and continuing high unemployment and underemployment
have significantly and adversely impacted the performance of loans we acquired from 2005 through 2008. We
are taking a number of actions to reduce our credit losses. We discuss these actions and our strategy below in
“Our Strategies and Actions to Reduce Credit Losses on Loans in our Single-Family Guaranty Book of
Business” and in “MD&A — Risk Management — Credit Risk Management — Single-Family Mortgage
Credit Risk Management.”

In 2009, we began to see the effect of actions we took, beginning in 2008, to significantly strengthen our
underwriting and eligibility standards and change our pricing to promote sustainable homeownership and
stability in the housing market. As a result of these changes and other market conditions, we reduced our
acquisitions of loans with higher-risk loan attributes. The loans we have purchased or guaranteed since
January 1, 2009 have had a better credit risk profile overall than loans we acquired in 2005 through 2008, and
their early performance has been strong. Our experience has been that loans with stronger credit risk profiles
perform better than loans without stronger credit risk profiles. For example, one measure of a loan’s credit risk
profile that we believe is a strong predictor of performance is LTV ratio, which indicates the amount of equity
a borrower has in the underlying property. As Table 3 demonstrates, the loans we have acquired since

January 1, 2009 have a strong credit risk profile, with lower original LTV ratios, higher FICO credit scores,
and a product mix with a greater percentage of fully amortizing fixed-rate mortgage loans than loans we
acquired from 2005 through 2008.

Table 3: Credit Profile of Single-Family Conventional Loans Acquired”
Acquisitions from 2009  Acquisitions from 2005

through 2010 through 2008
Weighted average loan-to-value ratio at origination . ............... 68% 73%
Weighted average FICO credit score at origination. . . .............. 762 722
Fully amortizing, fixed-rate loans. . . . ......... ... ... ... .... 95% 86%
Al-A Toans™ .. 1% 14%
Interest-only . ... ... .. 1% 12%
Original loan-to-value ratio > 90 . ........................... 5% 11%

FICO credit score << 620 . . .. ... .t * 5%

*  Represent less than 0.5% of the total acquisitions.
" Loans that meet more than one category are included in each applicable category.

2 Newly originated Alt-A loans acquired in 2009 and 2010 consist of the refinance of existing Alt-A loans.

Improvements in the credit risk profile of our 2009 and 2010 acquisitions over acquisitions in prior years
reflect changes that we made to our pricing and eligibility standards, as well as changes that mortgage insurers
made to their eligibility standards. In addition, FHA’s role as the lower-cost option for some consumers for
loans with higher LTV ratios has also reduced our acquisitions of these types of loans. The credit risk profile
of our 2009 and 2010 acquisitions has been influenced further by a significant percentage of refinanced loans,
which generally perform well as they demonstrate a borrower’s desire to maintain homeownership. In 2010
our acquisitions of refinanced loans included a significant number of loans under the Refi Plus™ initiative,
which involves refinancing existing, performing Fannie Mae loans with current LTV ratios up to 125%, and
possibly lower FICO credit scores, into loans that reduce the borrowers’ monthly payments or are otherwise
more sustainable. A substantial portion of the refinances with higher LTV ratios were done as part of the
Home Affordable Refinance Program (“HARP”), which is for loans on primary residences with current LTV
ratios in excess of 80% and up to 125%. Due to the volume of HARP loans, the LTV ratios at origination for
our 2010 acquisitions are higher than for our 2009 acquisitions. However, the overall credit profile of our 2010
acquisitions remained significantly stronger than the credit profile of our 2005 through 2008 acquisitions.
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Whether the loans we acquire in the future exhibit an overall credit profile similar to our acquisitions since
January 1, 2009 will depend on a number of factors, including our future eligibility standards and those of
mortgage insurers, the percentage of loan originations representing refinancings, our future objectives, and
market and competitive conditions.

Beginning in 2008, we made changes to our pricing and eligibility standards and underwriting that were
intended to more accurately reflect the risk in the housing market and to significantly reduce our acquisitions
of loans with higher-risk attributes. These changes included the following:

¢ Established a minimum FICO credit score and reduced maximum debt-to-income ratio for most loans;

e Limited or eliminated certain loan products with higher-risk characteristics, including discontinuing the
acquisition of newly originated Alt-A loans, except for those that represent the refinancing of an existing
Alt-A Fannie Mae loan (we may also continue to selectively acquire seasoned Alt-A loans that meet
acceptable eligibility and underwriting criteria; however, we expect our acquisitions of Alt-A mortgage
loans to continue to be minimal in future periods);

e Updated our comprehensive risk assessment model in Desktop Underwriter®, our proprietary automated
underwriting system, and implemented a comprehensive risk assessment worksheet to assist lenders in the
manual underwriting of loans;

¢ Increased our guaranty fee pricing to better align risk and pricing;
e Updated our policies regarding appraisals of properties backing loans; and

 Established a national down payment policy requiring borrowers to have a minimum down payment (or
minimum equity, for refinances) of 3%, in most cases.

If we had applied our current pricing and eligibility standards and underwriting to loans we acquired in 2005
through 2008, our losses on loans acquired in those years would have been lower, although we would still
have experienced losses due to the rise and subsequent sharp decline in home prices and increased
unemployment.

Expectations Regarding Credit Losses

The single-family credit losses we realized in 2009 and 2010, combined with the amounts we have reserved
for single-family credit losses as of December 31, 2010, total approximately $110 billion. The vast majority of
these losses are attributable to single-family loans we purchased or guaranteed from 2005 through 2008.

While loans we acquired in 2005 through 2008 will give rise to additional credit losses that we have not yet
realized, we estimate that we have reserved for the substantial majority of the remaining losses. While we
believe our results of operations have already reflected a substantial majority of the credit losses we have yet
to realize on these loans, we expect that defaults on these loans and the resulting charge-offs will occur over a
period of years. In addition, given the large current and anticipated supply of single-family homes in the
market, we anticipate that it will take years before our REO inventory approaches pre-2008 levels.

We show how we calculate our realized credit losses in “Table 14: Credit Loss Performance Metrics.” Our
reserves for credit losses consist of (1) our allowance for loan losses, (2) our allowance for accrued interest
receivable, (3) our allowance for preforeclosure property taxes and insurance receivables, and (4) our reserve
for guaranty losses (collectively, our “total loss reserves”), plus the portion of fair value losses on loans
purchased out of MBS trusts reflected in our consolidated balance sheets that we estimate represents
accelerated credit losses we expect to realize. For more information on our reserves for credit losses, please
see “Table 11: Total Loss Reserves.”

The fair value losses that we consider part of our reserves are not included in our “total loss reserves.” The
majority of the fair value losses were recorded prior to our adoption of the new accounting standards in 2010.
Upon our acquisition of credit-impaired loans out of unconsolidated MBS trusts, we recorded fair value loss
charge-offs against our reserve for guaranty losses to the extent that the acquisition cost of these loans
exceeded their estimated fair value. We expect to realize a portion of these fair value losses as credit losses in
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the future (for loans that eventually involve charge-offs or foreclosure), yet these fair value losses have already
reduced the mortgage loan balances reflected in our consolidated balance sheets and have effectively been
recognized in our consolidated statements of operations through our provision for guaranty losses. We consider
these fair value losses as an “effective reserve,” apart from our total loss reserves, to the extent that we expect
to realize them as credit losses in the future.

As a result of the substantial reserving for and realizing of our credit losses to date, we have drawn a
significant amount of funds from Treasury through December 31, 2010. As our draws from Treasury for credit
losses abate, we expect our draws instead to be driven increasingly by dividend payments to Treasury.

Our Strategies and Actions to Reduce Credit Losses on Loans in our Single-Family Guaranty Book of
Business

To reduce the credit losses we ultimately incur on our single-family guaranty book of business, we are
focusing our efforts on the following strategies:

* Reducing defaults to avoid losses that otherwise would occur;

 Efficiently managing timelines for home retention solutions, foreclosure alternatives, and foreclosures;
* Pursuing foreclosure alternatives to reduce the severity of the losses we incur;

e Managing our REO inventory to reduce costs and maximize sales proceeds; and

* Pursuing contractual remedies from lenders and providers of credit enhancement, including mortgage
insurers.

We refer to actions taken by our servicers with borrowers to resolve the problem of existing or potential
delinquent loan payments as “workouts,” which include our home retention solutions and foreclosure
alternatives discussed below. As “Table 4: Credit Statistics, Single-Family Guaranty Book of Business”
illustrates, our single-family serious delinquency rate decreased to 4.48% as of December 31, 2010 from
5.38% as of December 31, 2009. This decrease is primarily the result of workouts and foreclosed property
acquisitions completed during the year and reflects our work with servicers to reduce delays in determining
and executing the appropriate approach for a given loan. During 2010, we completed approximately 772,000
workouts and foreclosed property acquisitions. The decrease is also attributable to our acquisition of loans
with stronger credit profiles in 2010. Serious delinquency rates declined in 2010 and, as of September 30,
2010, we experienced the first year-over-year decline in our serious delinquency rate since 2007. This
year-over-year decline continued as of December 31, 2010. We expect serious delinquency rates will continue
to be affected in the future by home price changes, changes in other macroeconomic conditions, and the extent
to which borrowers with modified loans again become delinquent in their payments.

Reducing Defaults. We are working to reduce defaults through improved servicing, refinancing initiatives and
solutions that help borrowers retain their homes, such as modifications.

e Improved Servicing. Our mortgage servicers are the primary point of contact for borrowers and perform
a vital role in our efforts to reduce defaults and pursue foreclosure alternatives. We seek to improve the
servicing of our delinquent loans through a variety of means, including increasing our resources for
managing the oversight of servicers, increasing our communications with servicers, and holding servicers
accountable for following our requirements. We are also working with some of our servicers to test and
implement high-touch protocols for servicing our higher risk loans, including lowering the ratio of loans
per servicer employee, prescribing borrower outreach strategies to be used at earlier stages of delinquency,
and providing distressed borrowers a single point of contact to resolve issues.

* Refinancing Initiatives. Through our Refi Plus™ initiative, which provides expanded refinance
opportunities for eligible Fannie Mae borrowers, we acquired or guaranteed approximately 659,000 loans
in 2010 that helped borrowers obtain more affordable monthly payments now and in the future or a more
stable mortgage product (for example, by moving from an adjustable-rate mortgage to a fixed-rate
mortgage). These refinancing activities may help prevent future delinquencies and defaults. Loans
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refinanced through the Refi Plus initiative in 2010 reduced our borrowers’ monthly mortgage payments by
an average of $149.

* Home Retention Solutions. Our home retention solutions are intended to help borrowers stay in their
homes and include loan modifications, repayment plans and forbearances. We provide information on our
home retention solutions completed during 2010 in Table 4. Please also see “Risk Management—Credit
Risk Management—Single-Family Mortgage Credit Risk Management—Management of Problem Loans
and Loan Workout Metrics” for a discussion of our home retention strategies.

Managing Timelines. We believe that repayment plans, short-term forbearances and loan modifications can
be most effective in preventing defaults when completed at an early stage of delinquency. Similarly, we
believe that our foreclosure alternatives are more likely to be successful in reducing our loss severity if they
are executed expeditiously. Accordingly, it is important for servicers to work with delinquent borrowers early
in the delinquency to determine whether home retention solutions or foreclosure alternatives will be viable
and, where no workout is viable, to reduce delays in proceeding to foreclosure.

Pursuing Foreclosure Alternatives. 1If we are unable to provide a viable home retention solution for a
problem loan, we seek to offer foreclosure alternatives and complete them in a timely manner. These
foreclosure alternatives are primarily preforeclosure sales, which are sometimes referred to as “short sales,” as
well as deeds-in-lieu of foreclosure. These alternatives are intended to reduce the severity of our loss resulting
from a borrower’s default while permitting the borrower to avoid going through a foreclosure. We provide
information about the volume of foreclosure alternatives we completed during 2010 in Table 4.

Managing Our REO Inventory. Since January 2009, we have strengthened our REO sales capabilities by
significantly increasing the number of resources in this area, and we are working to manage our REO
inventory to reduce costs and maximize sales proceeds. As Table 4 shows, in 2010 we increased our
dispositions of foreclosed single-family properties by 51% as compared with 2009, while our acquisition of
properties increased by 80%. Given the large number of seriously delinquent loans in our single-family
guaranty book of business and the large current and anticipated supply of single-family homes in the market,
we expect it will take years before our REO inventory approaches pre-2008 levels.

Pursuing Contractual Remedies. 'We conduct reviews of delinquent loans and, when we discover loans that
do not meet our underwriting and eligibility requirements, we make demands for lenders to repurchase these
loans or compensate us for losses sustained on the loans. We also make demands for lenders to repurchase or
compensate us for loans for which the mortgage insurer rescinds coverage. We increased the volume of our
repurchase requests in 2010 as compared with 2009, and we expect the number of repurchase requests we
make in 2011 to remain high. During 2010, lenders repurchased from us or reimbursed us for losses on
approximately $8.8 billion in loans, measured by unpaid principal balance, pursuant to their contractual
obligations. In addition, as of December 31, 2010, we had outstanding requests for lenders to repurchase from
us or reimburse us for losses on $5.0 billion in loans, of which 30% had been outstanding for more than

120 days.

These dollar amounts represent the unpaid principal balance of the loans underlying the repurchase requests,
not the actual amounts we have received or requested from the lenders. When lenders pay us for these
requests, they pay us either to repurchase the loans or else to make us whole for our losses in cases where we
have acquired and disposed of the property underlying the loans. Make-whole payments are typically for less
than the unpaid principal balance because we have already recovered some of the balance through the sale of
the REO. As a result, our actual cash receipts relating to these outstanding repurchase requests are
significantly lower than the unpaid principal balance of the loans.

We entered into an agreement on December 31, 2010, with Bank of America, N.A., BAC Home Loans
Servicing LP, and Countrywide Home Loans, Inc., each of which is an affiliate of Bank of America
Corporation. The agreement addresses outstanding repurchase requests on loans with an unpaid principal
balance of approximately $3.9 billion delivered to Fannie Mae by affiliates of Countrywide Financial
Corporation (collectively, “Countrywide”), with which Bank of America Corporation merged in 2008. For
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more information regarding this agreement, please see “MD&A—Risk Management—Credit Risk
Management—Institutional Counterparty Credit Risk Management.”

We are also pursuing contractual remedies from providers of credit enhancement on our loans, including
mortgage insurers. We received proceeds under our mortgage insurance policies for single-family loans of
$1.9 billion for the fourth quarter of 2010. Please see “Risk Management—Credit Risk Management—
Institutional Counterparty Credit Risk Management” for a discussion of our repurchase and reimbursement
requests and outstanding receivables from mortgage insurers, as well as the risk that one or more of these
counterparties fails to fulfill its obligations to us.

While the actions we have taken to stabilize the housing market and minimize our credit losses have been
undertaken with the goal of reducing our future credit losses below what they otherwise would have been, it is
difficult to predict how effective these actions ultimately will be in reducing our credit losses and, in the
future, it may be difficult to measure the impact our actions ultimately have on our credit losses.

Credit Performance

Table 4 presents information for each quarter of 2010 and for 2009 about the credit performance of mortgage
loans in our single-family guaranty book of business and our loan workouts. The workout information in Table
4 does not reflect repayment plans and forbearances that have been initiated but not completed, nor does it
reflect trial modifications that have not become permanent.

Table 4: Credit Statistics, Single-Family Guaranty Book of Business"

2010 2009
Full Full
Year Q4 Q3 Q2 Q1 Year

(Dollars in millions)

As of the end of each period:

Serious delinquency rate® . ........... 4.48% 4.48% 4.56% 4.99% 5.47% 5.38%
Nonperforming loans® ... ..... ... .. $212,858  $212,858  $212,305 $217,216  $222,892  $ 215,505
Foreclosed property inventory:
Number of properties . ............. 162,489 162,489 166,787 129,310 109,989 86,155
Carrying value . . .. ............... $ 14955 $ 14,955 $ 16,394 $ 13,043 $ 11,423 $ 8,466
Combined loss reserves™ . . ... ...... .. $ 60,163 $ 60,163 $ 58451 $ 59,087 $ 58,900 $ 62,312
Total loss reserves™ ... ............. $ 64469 $ 64469 $ 63,105 $ 64,877 $ 66479 $ 62,848

During the period:

Foreclosed property (number of properties):

Acquisitions® . .. ... L 262,078 45,962 85,349 68,838 61,929 145,617

DiSpositions. . . ... ... (185,744)  (50,260)  (47,872)  (49,517)  (38,095)  (123,000)
Credit-related expenses'” . ... ......... $ 26420 $ 4064 $ 5559 $ 4871 $ 11,926 $ 71,320
Credit losses® .. ....... ... ... ..... $ 23,133 $ 3,111 $ 8037 $ 6923 $ 5062 $ 13,362

Loan workout activity (number of loans):

Home retention loan workouts® . . ... ... 440,276 89,691 113,367 132,192 105,026 160,722
Preforeclosure sales and deeds-in-lieu of

foreclosure . .. ............ ..., 75,391 15,632 20,918 21,515 17,326 39,617
Total loan workouts . . .. ............. 515,667 105323 134285 153,707 122,352 200,339

Loan workouts as a percentage of our
delinquent loans in our guaranty book of
business'? . ... 37.30% 30.47% 37.86% 41.18% 31.59% 12.24%

" QOur single-family guaranty book of business consists of (a) single-family mortgage loans held in our mortgage
portfolio, (b) single-family mortgage loans underlying Fannie Mae MBS, and (c) other credit enhancements that we
provide on single-family mortgage assets, such as long-term standby commitments. It excludes non-Fannie Mae
mortgage-related securities held in our mortgage portfolio for which we do not provide a guaranty.
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) Calculated based on the number of single-family conventional loans that are three or more months past due and loans
that have been referred to foreclosure but not yet foreclosed upon, divided by the number of loans in our single-
family conventional guaranty book of business. We include all of the single-family conventional loans that we own
and those that back Fannie Mae MBS in the calculation of the single-family serious delinquency rate.

) Represents the total amount of nonperforming loans, including troubled debt restructurings and HomeSaver Advance

first-lien loans, which are unsecured personal loans in the amount of past due payments used to bring mortgage loans
current, that are on accrual status. A troubled debt restructuring is a restructuring of a mortgage loan in which a
concession is granted to a borrower experiencing financial difficulty. We generally classify loans as nonperforming
when the payment of principal or interest on the loan is two months or more past due.

“

=

Consists of the allowance for loan losses for loans recognized in our consolidated balance sheets and the reserve for
guaranty losses related to both single-family loans backing Fannie Mae MBS that we do not consolidate in our
consolidated balance sheets and single-family loans that we have guaranteed under long-term standby commitments.
Prior period amounts have been restated to conform to the current period presentation. The amounts shown as of
March 31, 2010, June 30, 2010, September 30, 2010 and December 31, 2010 reflect a decrease from the amount
shown as of December 31, 2009 as a result of the adoption of the new accounting standards. For additional
information on the change in our loss reserves see “Consolidated Results of Operations—Credit-Related Expenses—
Provision for Credit Losses.”

G

NG

Consists of (a) the combined loss reserves, (b) allowance for accrued interest receivable, and (c) allowance for
preforeclosure property taxes and insurance receivables.
©

N9

Includes acquisitions through deeds-in-lieu of foreclosure.
a

=

Consists of the provision for loan losses, the provision (benefit) for guaranty losses and foreclosed property expense.
@

=

Consists of (a) charge-offs, net of recoveries and (b) foreclosed property expense; adjusted to exclude the impact of
fair value losses resulting from credit-impaired loans acquired from MBS trusts and HomeSaver Advance loans.
©

=

Consists of (a) modifications, which do not include trial modifications or repayment plans or forbearances that have
been initiated but not completed; (b) repayment plans and forbearances completed and (c) HomeSaver Advance first-
lien loans. See “Table 44: Statistics on Single-Family Loan Workouts” in “Risk Management—Credit Risk
Management” for additional information on our various types of loan workouts.

19 Calculated based on annualized problem loan workouts during the period as a percentage of delinquent loans in our
single-family guaranty book of business as of the end of the period.

We provide additional information on our credit-related expenses in “Consolidated Results of Operations—
Credit-Related Expenses” and on the credit performance of mortgage loans in our single-family book of
business and our loan workouts in “Risk Management—Credit Risk Management—Single-Family Mortgage
Credit Risk Management.”

Servicer Foreclosure Process Deficiencies and Foreclosure Pause

In the fall of 2010, a number of our single-family mortgage servicers temporarily halted foreclosures in some
or all states after discovering deficiencies in their processes and the processes of their lawyers and other
service providers relating to the execution of affidavits in connection with the foreclosure process.
Deficiencies include improperly notarized affidavits and affidavits signed without appropriate knowledge and
review of the documents. These foreclosure process deficiencies have generated significant concern and are
currently being investigated by various government agencies and by the attorneys general of all fifty states.
This has resulted in new foreclosure laws and court rules in several states that we anticipate will increase costs
and may lengthen the time to foreclose.

We have directed our servicers and certain of the law firms that handle foreclosure processes for our mortgage
servicers to review their policies and procedures relating to the execution of affidavits, verifications and other
legal documents in connection with the foreclosure process. We are also addressing concerns that have been
raised regarding the practices of some law firms that handle the foreclosure process for our mortgage servicers
in Florida. In the case of one firm under investigation by the Florida attorney general’s office, we terminated
the firm’s handling of Fannie Mae matters and moved all Fannie Mae matters pending with the firm to other
firms. We have also served a termination notice on a second Florida law firm handling foreclosure related
matters for us. We have expanded the list of law firms that our servicers may use to process foreclosures in
Florida.
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The Acting Director of FHFA issued statements on October 1 and October 13, 2010 regarding servicers’
foreclosure processing issues. We are currently coordinating with FHFA regarding appropriate corrective
actions consistent with the four-point policy framework issued by FHFA on October 13, 2010. Under this
framework, servicers are required to: (1) review their processes and verify that all documents are in
compliance with legal requirements; (2) remediate problems identified through this review in an appropriate,
timely and sustainable manner; (3) report suspected fraudulent activity; and (4) without delay, proceed to
foreclose on mortgage loans that have no problems relating to process, on which the borrower has stopped
payment, and for which home retention solutions and foreclosure alternatives have been unsuccessful.

Due to the servicer affidavit issues, we temporarily suspended certain eviction proceedings and the closing of
some REO sales. On November 24, 2010, we authorized the scheduling and closing of REO sale transactions
to resume. Effective January 18, 2011, we issued instructions to counsel to proceed with scheduling and
completing the eviction actions previously placed on hold.

Although the foreclosure pause has negatively affected our serious delinquency rates, credit-related expenses
and foreclosure timelines, we cannot yet predict the full extent of its impact. The foreclosure pause also could
negatively affect housing market conditions and delay the recovery of the housing market. Some servicers
have lifted the foreclosure pause in certain jurisdictions, while continuing the pause in others. At this time, we
cannot predict how long the pause on foreclosures will last, how many of our loans will be affected by it or its
ultimate impact on our business or the housing market. See “Risk Factors” for further information about the
potential impact of the servicer foreclosure process deficiencies and the foreclosure pause on our business,
results of operations, financial condition and liquidity position.

Liquidity
In response to the strong demand that we experienced for our debt securities during 2010, we issued a variety
of non-callable and callable debt securities in a wide range of maturities to achieve cost-efficient funding and

to extend our debt maturity profile. In particular, we issued a significant amount of long-term debt during this
period, which we then used to repay maturing debt and prepay more expensive callable long-term debt.

We believe that our ready access to long-term debt funding during 2009 and 2010 has been primarily due to
the actions taken by the federal government to support us and the financial markets. Accordingly, we believe
that continued federal government support of our business and the financial markets, as well as our status as a
GSE, are essential to maintaining our access to debt funding. Changes or perceived changes in the
government’s support could materially and adversely affect our ability to refinance our debt as it becomes due,
which could have a material adverse impact on our liquidity, financial condition, results of operations and
ability to continue as a going concern. Demand for our debt securities could decline in the future, as the
Administration, Congress and our regulators debate our future. Despite the conclusion of the Federal Reserve’s
program to purchase agency debt and MBS during the first quarter of 2010, as of the date of this filing,
demand for our long-term debt securities continues to be strong. See “MD&A—Liquidity and Capital
Management—Liquidity Management” for more information on our debt funding activities and “Risk Factors”
for a discussion of the risks to our business posed by our reliance on the issuance of debt securities to fund
our operations.

Outlook

Overall Market Conditions. We expect weakness in the housing and mortgage markets to continue in 2011.
The high level of delinquent mortgage loans will result in the foreclosure of troubled loans, which is likely to
add to the excess housing inventory. Home sales are unlikely to rise before the unemployment rate improves.
In addition, the servicer foreclosure process deficiencies described above create uncertainty for potential home
buyers, because foreclosed homes account for a substantial part of the existing home market. Thus, widespread
concerns about foreclosure process deficiencies could suppress home sales in the near term and interfere with
the housing recovery.

We expect that single-family default and severity rates, as well as the level of single-family foreclosures, will
remain high in 2011. Despite the initial signs of multifamily sector improvement, we expect multifamily
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charge-offs to remain commensurate with 2010 levels throughout 2011. All of these conditions as well as our
single-family serious delinquency rate may worsen if the unemployment rate increases on either a national or
regional basis. We expect our overall business volume in 2011 will be lower than in 2010 as a result of our
expectations that, in 2011 (1) residential mortgage debt outstanding will continue to decline, (2) total
originations will decline, and (3) the portion of originations represented by refinancings will decline.
Approximately 78% of our single-family business in 2010 consisted of refinancings.

Home Price Declines. We expect that home prices on a national basis will decline slightly, with greater
declines in some geographic areas than others, before stabilizing later in 2011, and that the peak-to-trough
home price decline on a national basis will range between 21% and 26%. These estimates are based on our
home price index, which is calculated differently from the S&P/Case-Shiller U.S. National Home Price Index
and therefore results in different percentages for comparable declines. These estimates also contain significant
inherent uncertainty in the current market environment regarding a variety of critical assumptions we make
when formulating these estimates, including the effect of actions the federal government has taken and may
take with respect to the national economic recovery; the management of the Federal Reserve’s MBS holdings;
and the impact of those actions on home prices, unemployment and the general economic and interest rate
environment. Because of these uncertainties, the actual home price decline we experience may differ
significantly from these estimates. We also expect significant regional variation in home price declines and
stabilization.

Our 21% to 26% peak-to-trough home price decline estimate corresponds to an approximate 32% to 40%
peak-to-trough decline using the S&P/Case-Shiller index method. Our estimates differ from the S&P/Case-
Shiller index in two principal ways: (1) our estimates weight expectations by number of properties, whereas
we believe the S&P/Case-Shiller index weights expectations based on property value, causing home price
declines on higher priced homes to have a greater effect on the overall result; and (2) our estimates attempt to
exclude sales of foreclosed homes because we believe that differing maintenance practices and the forced
nature of the sales make foreclosed home prices less representative of market values, whereas we believe the
S&P/Case-Shiller index includes foreclosed homes sales. The S&P/Case-Shiller comparison numbers are
calculated using our models and assumptions, but modified to account for weighting based on property value
and the impact of foreclosed property sales. In addition to these differences, our estimates are based on our
own internally available data combined with publicly available data, and are therefore based on data collected
nationwide, whereas the S&P/Case-Shiller index is based on publicly available data, which may be limited in
certain geographic areas of the country. Our comparative calculations to the S&P/Case-Shiller index provided
above are not modified to account for this data pool difference. We are working on enhancing our home price
estimates to identify and exclude a greater portion of foreclosed home sales. When we begin reporting these
enhanced home price estimates, we expect that some period to period comparisons of home prices may differ
from those determined using our current estimates.

Credit-Related Expenses and Credit Losses. We expect that our credit-related expenses will remain high in
2011 and that our credit losses will increase in 2011 as compared to 2010. We describe our credit loss outlook
above under “Our Expectations Regarding Profitability, the Single-Family Loans We Acquired Beginning in
2009, and Credit Losses.”

Uncertainty Regarding our Long-Term Financial Sustainability and Future Status. There is significant
uncertainty in the current market environment, and any changes in the trends in macroeconomic factors that
we currently anticipate, such as home prices and unemployment, may cause our future credit-related expenses
and credit losses to vary significantly from our current expectations. Although Treasury’s funds under the
senior preferred stock purchase agreement permit us to remain solvent and avoid receivership, the resulting
dividend payments are substantial. Given our expectations regarding future losses, which we describe above
under “Our Expectations Regarding Profitability, the Single-Family Loans We Acquired Beginning in 2009,
and Credit Losses,” we do not expect to earn profits in excess of our annual dividend obligation to Treasury
for the indefinite future. As a result of these factors, there is significant uncertainty as to our long-term
financial sustainability.
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In addition, there is significant uncertainty regarding the future of our company, including how long we will
continue to be in existence, the extent of our role in the market, what form we will have, and what ownership
interest, if any, our current common and preferred stockholders will hold in us after the conservatorship is
terminated. We expect this uncertainty to continue. In December 2009, while announcing amendments to the
senior preferred stock purchase agreement and to Treasury’s preferred stock purchase agreement with Freddie
Mac, Treasury noted that the amendments “should leave no uncertainty about the Treasury’s commitment to
support [Fannie Mae and Freddie Mac] as they continue to play a vital role in the housing market during this
current crisis.” Treasury and HUD’s February 11, 2011 report to Congress on reforming America’s housing
finance market provides that the Administration will work with FHFA to determine the best way to
responsibly wind down both Fannie Mae and Freddie Mac. The report emphasizes the importance of providing
the necessary financial support to Fannie Mae and Freddie Mac during the transition period. We cannot predict
the prospects for the enactment, timing or content of legislative proposals regarding long-term reform of the
GSEs. Please see “Legislation and GSE Reform” for a discussion of recent legislative reform of the financial
services industry, and proposals for GSE reform, that could affect our business and “Risk Factors” for a
discussion of the risks to our business relating to the uncertain future of our company.

MORTGAGE SECURITIZATIONS

We support market liquidity by securitizing mortgage loans, which means we place loans in a trust and Fannie
Mae MBS backed by the mortgage loans are then issued. We guarantee to the MBS trust that we will
supplement amounts received by the MBS trust as required to permit timely payment of principal and interest
on the trust certificates. In return for this guaranty, we receive guaranty fees.

Below we discuss (1) two broad categories of securitization transactions: lender swaps and portfolio
securitizations; (2) features of our MBS trusts; (3) circumstances under which we purchase loans from MBS
trusts; and (4) single-class and multi-class Fannie Mae MBS.

Lender Swaps and Portfolio Securitizations

We currently securitize a majority of the single-family and multifamily mortgage loans we acquire. Our
securitization transactions primarily fall within two broad categories: lender swap transactions and portfolio
securitizations.

Our most common type of securitization transaction is our “lender swap transaction.” Mortgage lenders that
operate in the primary mortgage market generally deliver pools of mortgage loans to us in exchange for
Fannie Mae MBS backed by these mortgage loans. A pool of mortgage loans is a group of mortgage loans
with similar characteristics. After receiving the mortgage loans in a lender swap transaction, we place them in
a trust that is established for the sole purpose of holding the mortgage loans separate and apart from our
assets. We deliver to the lender (or its designee) Fannie Mae MBS that are backed by the pool of mortgage
loans in the trust and that represent an undivided beneficial ownership interest in each of the mortgage loans.
We guarantee to each MBS trust that we will supplement amounts received by the MBS trust as required to
permit timely payment of principal and interest on the related Fannie Mae MBS. We retain a portion of the
interest payment as the fee for providing our guaranty. Then, on behalf of the trust, we make monthly
distributions to the Fannie Mae MBS certificateholders from the principal and interest payments and other
collections on the underlying mortgage loans. The structured securitization transactions we describe below in
“Business Segments—Capital Markets—Securitization Activities” involve a process that is very similar to the
process involved in our lender swap securitizations.

In contrast to our lender swap securitizations, in which lenders deliver pools of mortgage loans to us that we
immediately place in a trust for securitization, our “portfolio securitization transactions” involve creating and
issuing Fannie Mae MBS using mortgage loans and mortgage-related securities that we hold in our mortgage
portfolio.
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Features of Our MBS Trusts

We serve as trustee for our MBS trusts, each of which is established for the sole purpose of holding mortgage
loans separate and apart from our assets. Our MBS trusts hold either single-family or multifamily mortgage
loans or mortgage-related securities. Each trust operates in accordance with a trust agreement or a trust
indenture. Each MBS trust is also governed by an issue supplement documenting the formation of that MBS
trust, the identification of its related assets and the issuance of the related Fannie Mae MBS. The trust
agreement or the trust indenture, together with the issue supplement and any amendments, are considered the
“trust documents” that govern an individual MBS trust.

In 2010 we established a new multifamily master trust agreement that governs our multifamily MBS trusts
formed on or after October 1, 2010. The new master trust agreement provides greater flexibility in certain
servicing activities related to multifamily mortgage loans held in an MBS trust formed on or after that date.

Purchases of Loans from our MBS Trusts

Under the terms of our MBS trust documents, we have the option or, in some instances, the obligation, to
purchase mortgage loans that meet specific criteria from an MBS trust. In particular, we have the option to
purchase a loan from an MBS trust if the loan is delinquent as to four or more consecutive monthly payments.
Our acquisition cost for these loans is the unpaid principal balance of the loan plus accrued interest.

In deciding whether and when to purchase a loan from a single-family MBS trust, we consider a variety of
factors, including: our legal ability or obligation to purchase loans under the terms of the trust documents; our
mission and public policy; our loss mitigation strategies and the exposure to credit losses we face under our
guaranty; our cost of funds; the impact on our results of operations; relevant market yields; the accounting
impact; the administrative costs associated with purchasing and holding the loans; counterparty exposure to
lenders that have agreed to cover losses associated with delinquent loans; general market conditions; our
statuto