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Item 2.02 Results of Operationsand Financial Condition.

On August 9, 2005, Fannie Mae (formally, the Federal National Mortgage Association) filed a Form 12b-25 with the Securities and
Exchange Commission to report that it will not timely file its Quarterly Report on Form 10-Q for the quarter ended June 30, 2005.

The narrative portions of the Form 12b-25, copies of which are filed as Exhibit 99.1 to this report, are incorporated herein by referel

The information in this item shall be deemed "filed" for purposes of Section 18 of the Securities Exchange Act of 1934.

Item 7.01 Regulation FD Disclosure.

On May 18, 2005, Fannie Mae announced the addition of nine new officers to the company’s Finance division. The announcement,
of which is furnished as Exhibit 99.2 to this report, is incorporated herein by reference.

On June 27, 2005, Fannie Mae announced the appointment of a new chief audit executive. The announcement, a copy of which is
furnished as Exhibit 99.3 to this report, is incorporated herein by reference.

On August 9, 2005, Fannie Mae released a statement by Daniel H. Mudd, President and Chief Executive Officer of Fannie Mae. Tt
statement, a copy of which is filed as Exhibit 99.4 to this report, is incorporated herein by reference.

The information in this item, including the exhibits submitted herewith, shall not be deemed "filed" for purposes of Section 18 of the

Securities Exchange Act of 1934, nor shall it be deemed incorporated by reference in any disclosure document of Fannie Mae, exc
shall be expressly set forth by specific reference in such document.

Item 9.01 Financial Statements and Exhibits.

(c) Exhibits. The exhibit index filed herewith is incorporated herein by reference.
Exhibit 99.1 to this report shall be deemed "filed" for purposes of Section 18 of the Securities Exchange Act of 1934.

Exhibits 99.2, 99.3 and 99.4 to this report shall be not deemed "filed" for purposes of Section 18 of the Securities Exchange Act of |
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Exhibit 99.1

Narrative Portions of Form 12b-25 filed by Fannie Mae
August 9, 2005

Narrative

Fannie Mae (formally, the Federal National Mortgage Association) has determined that it is unable to file its Form 10-Q for the quz
ended June 30, 2005 by the August 9, 2005 due date or by August 15, 2005 and, accordingly, Fannie Mae is not requesting the fiv
extension permitted by the rules of the Securities and Exchange Commission (the “SEC”).

This notice and the attached explanation discuss the following matters:
» The process and potential timing of Fannie ’srestatement and -audit;
 Certain New York Stock Exchang“NYSE") listing standards relating to SEC filin
* Managemer sassessment of Fannie N sinternal control over financial reportir

 Certain accounting matters that may significantly impact the results of operations for second quarter 2005 and restated re:
operations for second quarter 2004 that Fannie Mae ultimately ri

 Certain key business and market issues that have impacted the cc
 Legislative developments to strengthen regulatory oversight of the government sponsored housing e
» A waiver from OFHEO permitting continued service by some of our director
» An update on our voluntary initiatives to enhance market discipline, liquidity and ¢
Fannie Mae's restatement and re-audit

Fannie Mae is not able to file a timely Form 10-Q because Fannie Mae has not completed its financial statements for the second «
of 2005. As previously announced, Fannie Mae is in the process of restating its historical financial statements and has determined
previously filed interim and audited financial statements for the periods from January 2001 through the second quarter of 2004 shol
longer be relied upon. More information regarding the matters discussed in this Form 12b-25 may be found ilKFeams&Mae file
with the SEC on March 18, 2005 and May 11, 2005.

On September 20, 2004, the Office of Federal Housing Enterprise Oversight (“OFHEQ”) delivered to the Board of Directors of Far
Mae a report on its special examination of Fannie Mae’s accounting policies and practices, which raised questions about Fannie M.
application of Financial Accounting Standard No. Adgounting for Nonrefundable Fees and Costs Associated with Originating or
Acquiring Loans and Initial Direct Costs of Leases (“FAS 91”) and Financial Accounting Standard No. 18&ounting for Derivative
Instruments and Hedging Activities (“FAS 133"). OFHEO subsequently notified Fannie Mae of additional accounting and internal contr
issues and questions the agency identified in its ongoing special examination. The issues and questions pertain to the following are
securities accounting, loan accounting, consolidations, accounting for commitments, practices to smooth certain income and expen
amounts, journal entry controls, systems limitations, and database modifications, as well as additional issues relating to FAS 91. Ol
September 27, 2004, Fannie Mae entered into an agreement with OFHEO to take a series of steps with respect to its accounting, ¢
organization and staffing, compensation, governance and internal controls. On March 7, 2005, Fannie Mae and OFHEO entered in
supplement to the September 27, 2004 agreement.

On December 15, 2004, the SEC's Office of the Chief Accountant advised Fannie Mae that it should restate its financial statemen
with the SEC to eliminate the use of hedge accounting, evaluate the accounting under FAS 91 and restate its financial stateme
the SEC if the amounts required for correction were material, and reevaluate the information prepared under generally accepte
principles (“GAAP”) and non-GAAP information that Fannie Mae previously provided to investors, particularly in view of the decisiol
that hedge accounting is not appropriate.

Fannie Mae’s Board of Directors and management are addressing the issues and questions raised by OFHEO. In addition, the Bc
designated a Special Review Committee to review the findings of OF-E&ptember 2004 special examination report and to condi
reviews required by the September 27, 2004 agreement. The review, led by former Senator Warren Rudman of the law firm of
Rifkind, Wharton & Garrison, is focused on: accounting issues, including accounting policies, procedures and controls; organizatior
structure and governance, including board oversight and management responsibilities and resources; and executive compe



Weiss continues its work as it examines these areas and other issues that may arise in the course of its review and is reportir

the Board. Fannie Mae and Paul, Weiss will report to OFHEO regarding each of these issues and Fannie Mae will continue to work
OFHEO to resolve these matters as part of the comgangoing internal reviews and its restatement process. Management is
undertaking a comprehensive review of accounting routines and controls, the financial reporting process and the application of gen
accepted accounting principles, which includes the issues OFHEO has identified described in this notice, as well as issues identifie
management and/or Deloitte & Touche LLP, the company’s independent auditor. Management, working with accounting consultant
develop a view on these issues, which then will be reviewed with the Audit Committee, Deloitte & Touche and OFHEO. Upon concl
of the issue review, the financial statements will be restated where necessary and submitted to Deloitte & Touche for completion of
audit. The company is committed to informing OFHEOQO, Paul, Weiss, and Deloitte & Touche of its work on these matters, including
company’s approach to completing the restatement, realigning financial control and audit functions and overhauling financial report
systems. The company is providing periodic updates to the SEC and the NYSE of its progress on the restatement. In addition, the
the U.S. Attorney’s Office for the District of Columbia are conducting ongoing investigations into these matters.

Restating our financial statements will require a substantial amount of time and resources because the restatement entails signific
complexities, including;

» acomprehensive review of Fannie Mae’s accounting practices, which are often complex in nature such as accounting for
derivatives or mortgage purchase and sale commitr

« obtaining or validating market values for a large volume of transactions, including all of our derivatives, commitments anc
securities at multiple points in time over the restatement p

» enhancing or developing new systems to track, value, and account for securities, commitments and derivatives; amortize
deferred price adjustments; account for Fannie’s guarantee obligations; and monitor and assess impail

* restating our financial statements for multiple interim and annual perioc

« deficiencies in Fannie Mae’s accounting controls during the restatement period that necessitate principally substantive at
testing procedures by our independent aut

Based on our current assessment, Fannie Mae believes that completion of its Annual Report on Form 10-K for the year ended
December 31, 2004, which will include Fannie Mae’s restated results, is not likely to occur prior to the second halFah2@96lae is
committed to devoting all resources necessary to complete the restatement as expeditiously as possible. However, because many
activities are sequential in nature, acceleration from this timeline is difficult.

NYSE listing standards

Under the listing standards of the NYSE, the NYSE may initiate a delisting proceeding when a listed company fails to file its Annu:
Report on Form 10-K with the SEC in a timely manner. The current standards allow for the NYSE to continue a listing for up to nine
months from the due date of the filinge(, until December 16, 2005 in the case of Fannie Mae’s 2004 Form 10-K filing), subject to
ongoing monitoring by the NYSE. The NYSE, in its sole discretion, may extend the listing for up to an additional three months,
on the company’s circumstances. Under the rules of the NYSE, Fannie Mae would have a right to a review of any decision to delist
committee of the NYSE Board of Directors. Fannie Mae is engaged in regular discussions with the NYSE staff regarding the status
restatement and continued listing through completion of the restatement. Until Fannie Mae is current with its SEC periodic reporting
requirements, the NYSE will identify Fannie Mae as a late filer on its website and will disseminate on the consolidated tape an
the company’s late-filer status.

Management’s assessment of internal control over financial reporting; Sarbanes-Oxley Act Section 404

On December 28, 2004, Fannie Mae reported that KPMG LLP, Fannie Mae’s independent auditor at that time, had notified Fannie
that there existed strong indicators of material weaknesses in internal control over financial reporting, specifically in the areas of FA
FAS 133, and the closing process for the third quarter of 2004. On that date, Fannie Mae also reported that it was expanding the s
internal investigations to look into the findings contained in the September 2004 report issued by OFHEO and the conclusions of th
SEC'’s Office of the Chief Accountant on its accounting practices.

In accordance with Section 404 of the Sarbanes-Oxley Act of 2002, Fannie Mae’s management has been assessing Fannie Mae’
control over financial reporting that existed as of December 31, 2004. Management also has been evaluating what changes in inter
control over financial reporting need to be implemented by Fannie Mae in order to address any identified control deficiencies. To de
company has identified control deficiencies in a number of areas, including: financial systems; staffing and expertise of internal aud
accounting departments; design and application of accounting policies; and financial reporting processes. Fannie Mae’s managem:
expects to conclude that some of these identified deficiencies are either material weaknesses, or significant deficiencies that in the
aggregate constitute material weaknesses. Management may uncover additional deficiencies as this assessment process col



Ma€s management has taken a number of steps in recent months to address control deficiencies, including reorganizing the com
finance area and hiring a new controller, a new chief audit executive and several new senior accounting officers. For information or
new officers, please see our Form 8-K filed with the SEC on January 21, 2005 and our Form 8-K we are filing today.

Management’s report on internal control over financial reporting to be included in Fannie Mae’s Annual Report on Form 10-K for tl
year ended December 31, 2004 will conclude that Fannir's internal control over financial reporting was ineffective as of
December 31, 2004 due to the presence of material weaknesses. Management will discuss in its report identified material weaknes
will address management’s plans for remediation. Management is uncertain whether Deloitte & Touche will be able to issue opinior
the effectiveness of Fannie Mae’s internal control over financial reporting as of December 31, 2004 or marsggenes#’for assessi
the effectiveness of Fannie Mae’s internal control over financial reporting as of December 31, 2004.

Fannie Mae has not yet filed its Quarterly Report on Form 10-Q for the quarter ended September 30, 2004, its Annual Report on |
10-K for the year ended December 31, 2004 or its Quarterly Report on Form 10-Q for the quarter ended March 31, 2005. Managen
believes that Fannie Mae will be unable to file future quarterly reports on Form 10-Q for 2005 or its Annual Report on Form 10-K fo
year ended December 31, 2005 by their respective SEC dea

Failure to file the Form 10-K in a timely manner will result in a material weakness for purposes of management’s report on interna
control over financial reporting as of December 31, 2005. Additional material weaknesses are likely to exist as of year-end 2005 du
magnitude of material weaknesses that currently exist and the significant remediation efforts that will be ongoing throughout the ye:
Accordingly, management is likely to conclude that internal control over financial reporting was ineffective as of December 31, 200t
Management is uncertain whether Deloitte & Touche will be able to issue opinions on the effectiveness of Fannie Mae’s internal co
over financial reporting as of December 31, 2005 or management’s process for assessing the effectiveness of Bameimdaentro
over financial reporting as of December 31, 2005.

The information provided in this notice and the attached explanation includes fdoaking statements, including statements regar
the restatement of Fannie Mae’s financial statements for prior periods and the timing and impact thereof, management’'s assessme
Fannie Maesinternal control over financial reporting, the future performance of our Portfolio Investment and Credit Guaranty Bt
achievement of our capital restoration plan, our future approach to managing credit risk and our portfolio and future administrative
expenses. Statements that are not historical facts, including statements about Fannie Mae’s beliefs and expectations, are forward-|
statements. These statements are based on beliefs and assumptions by the company’s management, and on information currently
to management. Forward-looking statements speak only as of the date they are made, and the company undertakes no obligation
publicly any of them in light of new information or future events. A number of important factors could cause actual results to differ
materially from those contained in any forward-looking statement. Examples of such factors include, but are not limited to, the timin
nature of the final resolution of the accounting issues discussed in this notice and those raised by OFHEO in the course of its speci
examination discussed in this notice, the outcome of the review being conducted by independent counsel on behalf of treBoarmpany
of Directors and of OFHEO’s ongoing special examination, the outcome of pending litigation, the factors discussed in this notice an
attached explanation, and the reactions of the marketplace to the foregoing.

Explanation Referred to in Part IV, Item (3) of Form 12b-25

Fannie Mae is required by Part 1V, Item (3) of Form 12b-25 to provide as part of this filing this explanation regarding whether the r
of operations it expects to report for the second quarter of 2005 will reflect significant changes from results of operations for the sec
quarter of 2004. Because of the restatement aaddé-process described above, Fannie Mae is unable to provide a reasonable e:
either its second quarter 2005 results of operations or its restated second quarter 2004 results of operations. Accordingly, Fannie N
cannot at this time estimate what significant changes will be reflected in its second quarter 2005 results of operations from its resta
second quarter 2004 results of operations. Presented below is a discussion of certain accounting matters that may significantly imp
results of operations for second quarter 2005 and restated results of operations for second quarter 2004 that Fannie Mae ultimately
followed by a discussion of certain key business and market issues that have impacted the company and an update on certain regt
matters.

Accounting Matters

FAS 133 and FAS91. The SEC has determined that Fannie Mae’s accounting practices did not comply in material respects with the
accounting requirements of FAS 133 and FAS 91. As a result of the SEC’s findings, Fannie Mae will restate its prior period financia
results.

In its Form 12b-25 filed with the SEC on November 15, 2004, Fannie Mae estimated that a loss of hedge accounting under FAS 1
its derivatives (other than mortgage commitments, which are discussed below) could result in recording into earnings a net cumulat
after-tax loss of approximately $9.0 billion as of September 30, 2004. Fannie Mae estimates that this net cumulative after-tax loss v
approximately $8.4 billion as of December 31, 2004. Fannie Mae does not anticipate reporting its 2005 results until some time after
restatement and re-audit process is complete. Fannie Mae's restated financial statements also will reflect corrections as a result of
company’s misapplication of FAS 91. Fannie Mae is working to determine the effect of the misapplications of FAS 133 and FAS 91
including the effect on each prior reporting period. The company expects that the impact of the misapplication of FAS 133 will t
to Fannie Ma'’s previously reported results for many, if not all, periods and will vary substantially from period to period base



amount and types of derivatives held and fluctuations in interest rates and volatility.

Issues raised by OFHEO announced on February 23, 2005; ongoing accounting Feaiene Mae announced on February 23, 2005
that OFHEO notified the company’s Board of Directors and management of additional accounting matters the agency identified in i
ongoing special examination. A list of these matters appears in the current report on Form 8-K Fannie Mae filed on that date.

As discussed above, management is undertaking, as part of the restatement, a comprehensive review of accounting routines and
the financial reporting process and the application of generally accepted accounting principles, including those identified by OFHEC
announced on February 23, 2005. As issues raised by OFHEQ'’s ongoing special examination or management’s review are resolve
management, they will be reviewed with the Audit Committee of Fannie Mae’s Board of Directors, Deloitte & Touche and OFHEO. |
conclusion of the issue review, the financial statements will be restated where necessary and submitted to Deloitte & Touche for
completion of its audit.

Of the issues raised by OFHEO, we believe the accounting for mortgage purchase and sale commitments, including the applicatic
Financial Accounting Standard No. 149nendments of Statement 133 on Derivative Instruments and Hedging Activities (“FAS 149"),
has the most significant potential impact on Fannie Mae’s previously reported results of operations. Fannie Mae believes that it mis
hedge accounting to certain forward commitments to purchase or sell mortgage assets, which are derivatives under FAS 149. We ¢
continuing to evaluate the extent of the accounting errors, the cumulative earnings impact of any necessary restatement, and the ir
each restated period. Fannie Mae will also re-substantiate the fair value of these commitments, covering a significant volume of ind
transactions. If these commitments do not qualify for hedge accounting, since the July 1, 2003 adoption of FAS 149, we believe the
maximum potential impact would be a net cumulative after-tax loss of approximately $2.4 billion as of December 31, 2004.

As discussed in the Form 12b-25 for the first quarter of 2005, Fannie Mae has determined that it misapplied generally accepted
accounting principles relating to the classification of its investments in debt and equity securities under Financial Accounting Stand:
No. 115,Accounting for Certain Investments in Debt and Equity Securities (“FAS 115"). As a result, Fannie Mae must reclassify secu
previously classified as “held-to-maturity” and discontinue use of the held-to-maturity category until two years after the last
miscategorized transaction. Based on our preliminary assessment, Fannie Mae expects to reclassify held-to-maturity securities to t
“available-for-sale” category and record all unrealized gains and losses for those securities, net of taxes, for each reporting period i
shareholders’ equity as a component of accumulated other comprehensive income (“AOCI”). AOCI will vary substantially from peric
period as a result of this reclassification, primarily due to changes in interest rates. The reclassification to available-for-sale will not
material impact on minimum capital (principally because AOCI is not included in the minimum capital calculation) and will have no
impact on earnings. As part of our ongoing accounting review, Fannie Mae is evaluating whether it will be required to reclassify a p
of these securities as “trading,” which, if and to the extent reclassified, would require Fannie Mae to record unrealized gains and los
those securities for each period through earnings.

Fannie Mae is continuing its review of accounting policies and practices, including its review of policies and practices relating to tt
areas described above. Further, any conclusions reached during the accounting policy review are subject to further review in the cc
the restatement and Deloitte & Touche’s re-audit.

Key Businessand Market | ssues

Fannie Mae is a shareholder-owned corporation chartered by the U.S. Congress to increase the availability and affordability of
homeownership in America. In accordance with our charter, we seek to achieve this mission objective by providing and maintaining
liquidity in the secondary mortgage market. Our two primary businesses—our Portfolio Investment business and our Credit Guaran
business—each contribute to this liquidity function, and together serve to increase the total amount of funds available to finance
for low-, moderate- and middle-income Americans.

Our businesses are significantly affected by the dynamics of our underlying market—the secondary market for residential mortgac
outstanding. These dynamics include the total amount of mortgage debt outstanding, the volume and composition of mortgage
and the level of competition for mortgage assets among investors. Generally, the level of competition in our market has intensified |
recent years, and our market remained extremely competitive in the second quarter of 2005.

While market dynamics in the second quarter presented challenges for each of our businesses, which are described below, we wi
to achieve a number of important business objectives during this period:

» Our measures of credit risk remained at historically low le

» Our average duration gap, a measure of interest rate risk in our Portfolio Investment business, remained at minus one m
zero for each month of the second que

« We remain the largest single holder of multifamily mortgage debt (including mo-related securities



» We remained the largest agency issuer of mor-related securities, which continued to support the liquidity of our sect
« The pricing of our debt instruments remained attractive in the second quar
» We have been largely successful in retaining customers through a period of significant organizational uncertainty ant
Credit Guaranty Business
Single-family

Our Single-family business continued to be affected by a marked shift in the composition of mortgage originations. Adjustable-rate
mortgage ‘(ARM”) originations declined slightly in the second quarter, but remained elevated by historical standards and continued t
exceed what would be indicated by the difference between short- and long-term mortgage rates. Originations of interest-only ARMz
(where borrowers are required to pay only interest, and not principal, for a defined initial term) remained near historic highs in the s
quarter. We believe that the sustained increase in ARM and hybrid-ARM originations reflects consumers’ use of these products to
maintain payment affordability in the face of rapid home price appreciation in many markets.

Additionally, in the second quarter of 2005 originations of lower credit quality loans, loans with limited or no documentation, and Io
to fund investor properties (where the owner is not the primary resident) remained substantially higher than historical norms. The pl
label securities market continued to be a significant source of financing for these mortgages. Private label issuance also continued
characterized by high levels of “layered risk” mortgages (for example, an interest-only ARM made to a borrower with blemished cre
finance an investment property).

We have maintained a disciplined approach to credit risk in this environment. Our current assessment of the pricing and unde
risk in certain non-traditional mortgage products led to a decline in our market share of mortgage-related securities issuance in the
quarter—to 23.9 percent compared with 29.4 percent in 2004 and 45.0 percent in 2003. We will continue to evaluate the risk and pi
dynamics in this market and run our business in accordance with our risk disciplines. Credit quality in our single-family business ha
remained strong, reflecting the benefit of our disciplined approach to credit risk management and the continued strength of the hou
market.

Multifamily

In the second quarter, Fannie Mae’s multifamily business continued to be affected by intense competition for loans backed by
multifamily properties, resulting in generally lower expected risk-adjusted returns on available assets and a substantially lower prop
of loans available in the secondary market that met our credit and return requirements. However, we believe that real estate fundar
showed notable signs of improvement in the second quarter. The “echo boom” sector of the population is approaching prime apartr
renting age of 25-29, a large number of whom live in rental units. Additionally, over two million jobs were added nationally in 2004,
which expands the population of potential renters. As a result of these and other fundamentals, vacancy rates have declined in rec
months and rental prices have increased. While supply is on the increase, we do not believe that it will pose a significant issue to g
improving conditions in the market.

Our multifamily business maintained its disciplined approach to investing capital in this environment. Our purchasing discipline als
continued to contribute to credit risk measures that remained extremely low by historical standards.

Portfolio I nvestment Business

Management will measure the success of the Portfolio Investment business by our ability to maintain liquidity in the secondary mc
market through the purchase or sale of assets, by the effectiveness of our risk management, and by the total return that we genera
shareholders over time. We have maintained a disciplined approach to managing our portfolio, purchasing mortgage assets when ¢
between our cost of funds and the yield on mortgage assets is attractive and when supply is available in the market. At times, sellir
will provide a more attractive long-term economic return for shareholders, while simultaneously supporting our liquidity function. Th
previously announced reclassification of securities from held-to-maturity to available-for-sale will facilitate additional sales from the
mortgage portfolio.

Competition for mortgage assets remained strong in the second quarter, resulting in extremely narrow option-adjusted mortgage
spreads—the difference between our expected yield on mortgage assets and the cost of funds used to purchase those assets. Thit
particularly evident in the pricing of traditional fixed-rate 15- and/88r products. As in the first quarter, competition for mortgage ¢
significantly curtailed economically attractive purchase opportunities, while increasing the number of economically attractive op
to sell mortgage assets from our portfolio. Consequently, we have sold an increased amount of mortgage assets from our portf
months. The $29.8 billion of assets sold from our portfolio in the second quarter were primarily traditional 15-year and 30-year mort
related securitie:



In the second quarter, and in the first six months of 2005, liquidations and portfolio sales exceeded purchases, leading to annualiz
portfolio declines of 23.7 percent and 20.2 percent for each period, respectively.

Fannie Mae’s capital restoration plan, finalized with OFHEO in February 2005, defines the management of “total balance sheet si:
reducing the portfolio principally through normal mortgage liquidati@sstne of the key elements that will contribute to the achieve
of our capital goal. To the extent that economically attractive opportunities to purchase mortgage assets emerge while our capital p
effect, our ability to capitalize on these opportunities may be constrained by the capital restoration plan, depending in part upon OF
assessment of our progress at a given point in time towards meeting our capital surplus goal by September 30, 2005, or maintainin
thereafter.

Market dynamics have also affected the composition of assets in our portfolio. The proportion of floating rate assets in our portfoli
continued to increase in the second quarter due to the changing composition of mortgage originations, the diminished availability o
rate product that met our criteria for economic returns, and sales from our portfolio that have almost exclusively comprised 15- and
year fixed rate product. Floating rate assets generally have much lower prepayment ris-year fixed rate mortgages; this is reflected
in the lower yield associated with floating rate assets and results in tighter initial purchase spreads. As a result of lower prepaymen
higher proportion of floating rate assets serves to lessen the overall levels of interest rate risk in our portfolio.

We have maintained our disciplined approach to managing interest rate risk in our portfolio. Our portfolio’s duration gap, a princip:
measure of interest rate risk, has not exceeded plus or minus one month for six months, despite interest rate volatility that has resu
10-year Treasury yields ranging from a high of 4.64 to a low of 3.89 in 2005.

Administrative Expenses

Administrative expenses totaled an estimated $512 million and $952 million for the second quarter and first six months of 2005,

respectively, compared to an estimated $384 million, $767 million, and $1.511 billion for the second quarter, first six months, al

of 2004, respectively. Costs associated with the restatement process and related regulatory examinations, investigations and relate
litigation significantly increased administrative expenses through the second quarter of 2005. These costs totaled $102 million and
$147 million for the second quarter and first six months of 2005, respectively. Based on our current projections, we estimate restate
related costs, including costs associated with technology investments, our litigation defense and our investigations and agreement
OFHEO, will total over $420 million for full year 2005. In addition, we continue to incur costs related to a core infrastructure system:
project (a multi-year project initiated in 2001 to re-engineer the systems supporting oufaimtyeyuaranty business) because of sy:
design issues that require significant enhancement and reconfiguration. We anticipate that these restatement-related costs and our
infrastructure system project will have a substantial impact on administrative expenses until their completion.

L egislative Developments

The U.S. Congress is considering legislation to strengthen regulatory oversight of the government sponsored housing enterprises
support these efforts as part of restoring the market'’s trust and confidence in Fannie Mae, which, in turn, is critical to our ability to fi
our mission of raising capital to finance affordable housing.

The banking committees of both the Senate and House of Representatives have considered GSE regulatory oversight legislation
the current session of Congress. Separate bills concerning regulatory oversight are under consideration in the Senate and the Hou
Representatives that address key elements of the GSE’s business and regulation including regulatory structure, capital standards,
receivership, scope of GSE activities, affordable housing goals, portfolio composition and expanded regulatory oversight over GSE
officers and directors.

Legislative provisions now under consideration would regulate the amount and composition of our portfolio investments and woulc
enable the regulator to require substantial reductions in those investments. Additional provisions under consideration would increa:s
regulator’s authority to require us to maintain higher capital levels and to approve new business activities, and would modify our
affordable housing goals. The bill passed by the House Financial Services Committee requires that a specified percentage of our p
placed in a fund to support affordable housing.

The enactment into law of the various legislative provisions under consideration, depending on their final terms and on how they v
applied by our regulator within the scope of its authority, could have a material adverse effect on future earnings, shareholder retur
ability to fulfill our mission, and ability to recruit and retain qualified officers and directors. It is also possible that in the legislativ
provisions that go beyond the elements described above and that further alter Fannie Mae’s charter and ability to fulfill its affordabls
housing mission could be enacted.

We cannot predict the prospects for the enactment, timing or content of any legislation or its impact on our financial prospects.

Waiver from OFHEO for Continued Board Service



On April 6, 2005, OFHEO issued new corporate governance standards. Under these standards, members of Fannie Mae’s Board
Directors may not serve on the Board longer than 10 years unless the Director of OFHEO waives the limit for good cause. Over the
three years, several of Fannie Mae’s Board members will reach this limit. In order to retain the valued services of these directors ar
ensure orderly transition in Fannie MaBoard membership, Fannie Mae sought and was granted a waiver by the Director of OFt
permits Fannie Mae to stagger the transition of these directors off our Board through 2008.

Voluntary Initiatives to Enhance M arket Discipline, Liquidity and Capital

In October 2000, Fannie Mae adopted a package of voluntary initiatives to enhance market discipline, liquidity, and capital. The si
initiatives were:

« Issuance of publicly-traded subordinated debt in an amount that, together with our equity, would equal or exceed four perce
on-balance sheet ass:

» Maintenance of at least three months of liquidity to ensure the company can meet all of its obligations in any period of time
which it does not have access to the debt markets and compliance with the Basel Committee on Banking Supervision’s 14
principles for sound liquidity manageme

« Implementation and disclosure of the results of a risk-based capital streShitestas superseded by OFHEQO’s implementation
of a quarterly ris-based capital classification syst

* New interest rate risk disclosur
« New credit risk disclosure
 Public disclosure of an annual rating assessing the risk to the government or the independent financial strength of |

Fannie Mae is not issuing publicly traded subordinated debt securities or providing certain of these disclosures, as it continues to w
through the restatement and re-audit of its financial statements. Fannie Mae is currently in discussions with OFHEO regarding the
subordinated debt voluntary commitment, as well as reviewing all of the commitments. These discussions anticipate OFHEQO's ove
and enforcement of these commitments going forward, and entail the evaluation of the effectiveness of the voluntary commitments
whether new or enhanced commitments would better serve the stated purpose of the October 2000 agreement to ensure market di
liquidity and capital.
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Fannie M ae Announces New Officersin Finance Division as Company Moves Forward with
Reorganization Plan

WASHINGTON, DC— Fannie Mae (FNM/NYSE) today announced the addition of nine new officers to
the company’s Finance division. Eight of the new officers are in the Controller’s Office, which is one of -
areas in the Finance division. The Controller’s Office, led by Senior Vice President and Controller Davic
Hisey who joined Fannie Mae in January, includes four major functions: Financial Controls and System
Financial Reporting, Accounting Operations, and Valuation and Price Verification.

“This is the first phase of implementing a very significant reorganization, which the Board has approvec
Reorganizing and strengthening our finance area is a top priority as we progress through the rauitv, re
and restatement process,” said Fannie Mae board member H. Patrick Swygert. “We are addressing
departmental roles and responsibilities, lines of reporting, segregation of duties, and independence anc
alignment of functions,” he continued. Swygert chairs the Board’s Compliance Committee, which was
formed to monitor and coordinate compliance with the agreements reached between Fannie Mae’s Boz
Directors and the company’s safety and soundness regulator, the Office of Federal Housing Enterprise
Oversight (OFHEO) on September 27, 2004, and supplemented on March 7, 2005.

“This reorganization will put the company on a strong path towards the future, creating a very solid
foundation for the company’s controls and operations,” said Fannie Mae Chairman Steve Ashley. “As w
make these changes, we are working very closely with OFHEO. Adding new talent and implementing
stronger financial controls are important steps in fulfilling the company’s commitments.”

(more)
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The new officers are:

R. Scott Blackley, C.P.A., Senior Vice President — Accounting Policy: Blackley will join Fannie Mae in June
from America Online, Inc., where he was vice president, accounting policy and assistant controller. Previot
he was a partner at KPMG LLP, and technical expert on derivatives, business combinations and revenue
recognition. Blackley was also a professional accounting fellow in the Office of the Chief Accountant of the
Securities and Exchange Commission (SEC) from June 2000 to May 2002. Blackley will report directly to
Fannie Ma’s Chief Financial Office

Mary B. Doyle, C.P.A., Senior Vice President — Financial Controls and Systems: Doyle returns to Fannie M
in June. Doyle was a director at Fannie Mae from 1993 to 1995, and was responsible for tax reporting
Mae mortgage-backed and structured securities, including initial transaction modeling, setup and review. S
2002, she has been vice president of corporate accounting for Sallie Mae. At Sallie Mae, she oversaw a re
engineering of the compargfoan accounting systems. From 1995 to 2002, she was a senior manager/p

tax at Arthur Anderson LLI

Gregory H. Kozich, C.P.A., Senior Vice President — Accounting: Kozich joined Fannie Mae this month from
PricewaterhouseCoopers, LLP where he was a lead partner with over 17 years of banking, capital markets
investment management industry experience. He has led the resolution of complex technical accounting,
auditing and operational matters relating to financial instruments, with an emphasis on derivatives and
mortgag-backed security accountil

Paul A. Noring C.P.A., Senior Vice President — Finance: Noring joined Fannie Mae this month from
PricewaterhouseCoopers, LLP where he was most recently a lead audit engagement partner. At
PricewaterhouseCoopers, Noring developed extensive experience in derivatives risk management operati
understanding best practice control and business process environments surrounding financial instrument
accounting, fa-value measurements and allowance for loan loss methodo

(more)
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JamesKelly Ardrey, Jr., C.P.A., Vice President for AsseAccounting: Ardrey joins Fannie Mae at the end of
May from SunTrust, where he served as controller, and subsequently CFO, for two affiliated broker/dealer:
SunTrust Capital Markets and SunTrust Securities. Ardrey has 15 years of experience in accounting, regul
reporting, derivatives accounting policy and Sarb-Oxley documentation and compliar

Patricia Black, Vice President for Financial Controls: Black joined Fannie Mae this month from BearingPoir
Inc., where she has been a senior manager in the financial services consulting group since 2000. She join
BearingPoint in 1996 and has managed and developed consulting projects for financial services compi
aconcentration in lending. Black was an analyst with The Prudential Home Mortgage Company from 1992.
1996

Nigel D. Brazier, Vice President and Business Unit Controller: Prior to joining Fannie Mae this month, Braz
was senior vice president for business development with Select Portfolio Servicing, Inc., where he alsa
senior vice president for planning and analysis from 2001-2002. Brazier was employed with General Electr
their GE Capital Mortgage Services division from 1-2001, holding various finance and audit positi

JamesW. Horne, C.M.T ., Vice President for Accounting Systems: Horne joined Fannie Mae this month fror
BearingPoint, Inc., where he has been a senior manager in the financial services consulting group since 2
Horne has over 17 years of experience in financial services technology and spent five years as vice presid
and chief information officer of the Mortgage Bankers Association where he co-founded the Mortgage Indu
Standards Maintenance Organization (MISMO). Horne is also a Faculty Fellow of the Mortgage Bankers
Association School of Mortgage Banki



* Nicholas Radesca, C.P.A., Vice President for Financial Reporting: Radesca joined Fannie Mae in March. Pri
to joining the company, he was director for external reporting with the Del Monte Foods Company where h
was responsible for the company’s annual report, SEC filings, and corporate accounting policies. From 19
through 2002, Radesca was the vice president of financial reporting for Providian Financial Cor

(more)
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“Strengthening the ControllesOffice is another link in the chain. We are rebuilding Fannie Mae one |
atime. We will have better checks and balances, a better distribution of key responsibilities, and improv
oversight and controls,” said Daniel H. Mudd, interim Chief Executive Officer. “This new team of
accounting executives will help ensure that we remain a strong business partner for the housing indust
are better able to fulfill our housing mission.”

HH#

Fannie Mae is a New York Sock Exchange company. It operates pursuant to a federal charter. Fannie Mae has

pledged through its “American Dream Commitment” to expand access to homeownership for millions of first-time
home buyers; help raise the minority homeownership rate to 55 percent; make homeownership and rental housin
success for millions of families at risk of losing their homes; and expand the supply of affordable housing where it
needed most. Since 1968, Fannie Mae has provided $6.3 trillion of mortgage financing for 63 million families. Mol
information about Fannie Mae can be found on the Internet at http://www.fanniemae.com.
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Fannie Mae Announces New Chief Audit Executive

WASHINGTON, DC— Fannie Mae (FNM/NYSE) President and Chief Executive Officer Daniel H. Mudc
today announced that S. Jean Hinrichs would join the company in July as Senior Vice President, Intern
Audit, assuming the chief audit executive position. Hinrichs will report directly to the Audit Committee o
the Board of Directors.

“A sound and effective internal audit function will ensure that internal audit activity is compliant with all
professional and ethical standards as the company moves through the reaudit and restatement proces:
Stephen B. Ashley, Fannie Mae’s Chairman of Boatdah brings to Fannie Mae a solid base of knowl
and experience, along with the acumen and expertise to lead the way as Fannie Mae develops a qualit
assurance and improvement program that covers all aspects of the internal audit activity.”

Hinrichs will be responsible for conducting a thorough risk assessment and then designing, developing.
executing a comprehensive audit program that is responsive to the operational, financial, control and o
risks within the company. She will also prepare and present the annual audit plan to the Audit Committe
provide periodic updates on the status and overall operation of the audit department, and inform and ac
the Audit Committee and top management.

Hinrichs also will be responsible for interacting with Deloitte & Touche LLP, (the company’s independer
external auditors) as well as with Fannie Mae’s safety and soundness regulator, the Office of Federal
Housing Enterprise Oversight (OFHEO), regarding Internal Audit’s activities.

(more)
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“Working with the senior management team, Jean will assume a leadership role in ensuring that Fannie
upholds the highest professional standards of documentation and controls throughout the company,” sz
Mudd. “Jean’s experience as a senior risk management executive and audit professional will be a
complement to the strong senior leadership team that we are committed to putting in place in Fannie M
Finance area,” he added.

Under Hinrichs, Fannie Mae’s internal audit department will provide oversight to Fannie Mae’s operatin
units and test their compliance with corporate standard operating procedures and other operating polici
and corporate accounting policies. Hinrichs will also work with the controller, chief compliance and ethi
officer and the chief risk officer to satisfy the requirements of Sarbanes-Oxley, and work in partnership
company executives to design and implement cost-effective procedures and tests to ensure that intern:
controls are effective, eliminating redundant or inefficient procedures where necessary.

Hinrichs was formerly with Barclays Global Investors in San Francisco from 1997 through 208én&e
as Managing Director, Internal Auditing from 1997-1999 and established a global internal audit function
Barclays. She was then promoted to Managing Director, Risk, a role she held until 2004. In this capacit
she managed a large team of professionals responsible for legal, compliance, credit and market risk,
operational risk, audit, insurance, and corporate security. From 1993 to 1996, Hinrichs was vice preside
and general auditor of the Federal Reserve Bank of San Francisco.

Hinrichs received a bachelor of science in business administration, management, and masters of busin
administration in business analysis and marketing from San Francisco State University. She is a certifie
internal auditor and a certified fraud examiner.

HH##

Fannie Mae is a New York Sock Exchange Company. It operates pursuant to a federal charter. Fannie Mae has

pledged through its American Dream Commitment to expand access to homeowner ship for millions of first-time home
buyers; help raise the minority homeownership rate to 55 percent; make homeownership and rental housing a su
for millions of families at risk of losing their homes; and expand the supply of affordable housing where it is neede
most. More information about Fannie Mae can be found on the Internet at http://www.fanniemae.com
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Statement from Daniel H. Mudd
President and Chief Executive Officer, Fannie Mae
August 9, 2005

Last December, the SEC required Fannie Mae to restate our prior financial statements to eliminate the use of
accounting and, to the extent material, to correct for errors in our accounting for deferred purchase price

adjustments. Our safety and soundness regulator, OFHEO, also raised questions with respect to our account
which has led us to undertake a comprehensive review of our accounting policies and practices. Today, in ou
Form 12b-25 filing, Fannie Mae provided details on this work and several relevant implications of the restater

Completing this restatement is Fannie Mawimberene corporate priority, and we are moving forward. The €

is led by a top executive team — interim Chief Financial Officer Rob Levin, our new Controller, David Hisey, al
our Executive Vice President for Regulatory Agreements and Restatement, Mike Williams — working with our
independent auditor, Deloitte & Touche, LLP. All of these activities either report directly to the Board of Direct
Audit Committee or to me. This process involves every line of business and entails a comprehensive review (
accounting practices, including those related to derivatives, mortgage purchase and sale commitments, and
investment securities, among others.

The restatement begins with a reevaluation of all of our accounting policies and practices. Then, coupled witt
known issues and any further issues we identify in the process, we will implement new accounting procedure
develop new systems, and install new routines and controls. We will then move to the stage of reprocessing
historical transactions, and to a lesser degree, even where the accounting policy is unchanged, we will have 1
demonstrate the accuracy of the accounting we used for those practices. This will produce a coauulitefraH
aspects of our financial statements. Finally, while Deloitte & Touche already has begun certain pieces of t
the firm will only be able to audit the portions of our financial statements requiring restatement once we have
completed all of our work described above. We are undertaking aspects of this effort simultaneously whereve
possible, but much of the work has to occur in sequence; some of the activities, such as developing and
implementing new systems, are long duration projects by their very nature.

We are leaving no stone unturned. To accomplish this, we have to obtain and validate market values for a lar
volume of transactions including all of our derivatives, commitments and securities at multiple points in time c
the restatement period. To illustrate the breadth of this undertaking, we estimate we will need to record over ¢
million lines of journal entries, determine hundreds of thousands of commitment prices and securities values,
verify some 20,000 derivative prices.

As our normal business operations continue, we also are committing every available resource to the restatern
This year we expect that over 30 percent of our employees will spend over half their time on it, and many mol
involved. In addition, we are bringing some 1,500 consultants on board by year’s end to help with the restatel
We have organized lines of accountability, a Project Management Office, regular review and reporting anc
Board oversight. Altogether, we project devoting six to eight million labor hours to the restatement. We also a
investing over $100 million in technology projects to enhance or create new systems related to accounting an
reporting. We are fortunate to begin with a talented, committed group of employees. We also have had great
success in recruiting a strong team and have significantly increased the size of our Controllers De



From the beginning of this effort, | have said that we will put as much time, manpower and resources into the
restatement as the restatement needs, and we will not be done until we are confident we have done it right. \
we do not believe the restatement will be completed until sometime during the second half of 2006, our goal i
get our restatement right and to complete it as efficiently and expeditiously as possible.

Finally, as we also disclosed in our Form 12b-25 today, as we work through our restatement and review, Fan
Mae is engaged in regular discussions with the staff of the New York Stock Exchange regarding the status of
restatement and continued listing through completion of the restatement.

We are committed and determined to get this work done, get it right, and continue on the path of restoring inv
market and public confidence in Fannie Mae.

HHEH

Fannie Mae is a New York Sock Exchange Company. It operates pursuant to a federal charter. Fannie Mae has pledged through its

American Dream Commitment to expand access to homeowner ship for millions of first-time home buyers; help raise the minority
homeownership rate to 55 percent; make homeownership and rental housing a success for millions of families at risk of losing their
homes; and expand the supply of affordable housing where it is needed most. More information about Fannie Mae can be found or
Internet athttp://www.fanniemae.cc.




