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THE OBLIGATIONS OF THE FEDERAL NATIONAL MORTGAGE ASSOCIATION UNDER ITS
GUARANTY ARE OBLIGATIONS SOLELY OF THE CORPORATION AND ARE
NOT BACKED BY THE FULL FAITH AND CREDIT OF THE UNITED STATES.

THE CERTIFICATES ARE EXEMPT FROM THE REGISTRATION
REQUIREMENTS OF THE SECURITIES ACT OF 1933 AND ARE
"EXEMPTED SECURITIES” WITHIN THE MEANING OF THE
SECURITIES EXCHANGE ACT OF 1934.

The Guaranteed Mortgage Pass-Through Certificates (“Certificates”) are issued and guaran-
teed by the Federal National Mortgage Association (the “Corporation”), a corporation organized
and existing under the laws of the United States, under the authority pontained in Section
304(d) of the Federal National Mortgage Association Charter Act (12 U.S.C. 1716 et seq.).

Each Certificate offered hereby and by the Supplement related hereto will represent ah
undivided interest in a pool of mortgage loans (a “Pool”) to be formed by the Corporation. Each
Pool will consist of residential mortgage loans (“Mortgage Loans”) either previously owned by
the Corporation or purchased by it in connection with the formation of the Pool. Each Pool will
consist entirely of one of the following: (i} fixed-rate level instaliment Mortgage Loans, (ii)
fixed-rate growing equity Mortgage Loans that provide for scheduled annual increased pay-
ments, with the full amount of the increase applied to principal, (iii) fixed-rate graduated
payment Mortgage Loans having deferred interest features, (iv) conventional variable-rate
California Mortgage Loans, (v) other adjustable-rate Mortgage Loans, and (vi) fixed-rate
Mortgage Loans secured by multifamily projects consisting of five or more dwelling units, some of
which multifamily Mortgage Loans may have balloon payments or other irregular features or
characteristics.

Interests in each Pool will be evidenced by a separate issue of Certificates. Information
regarding the aggregate principal amount and characteristics of the related Pool (including the
type of Mortgage Loans in the Pool) will be furnished in a Supplement to this Prospectus at the
time of the identification of the Pool.

Unless the related Supplement to this Prospectus provides otherwise, Certificates evidencing
undivided interests in Pools formed on or after May 1, 1985, and containing Mortgage Loans of
the type described in (i), (ii), (iv), or (v) above, will be available in book-entry form only.

The Corporation will have certain contractual servicing responsibilities with respect to each
Pool. In addition, the Corporation will be obligated to distribute scheduled monthly installments
of principal and interest (adjusted to reflect the Corporation’s servicing and guaranty fee) to
Certificateholders, whether or not received. The Corporation also will be obligated to distribute to
Certificateholders the full principal balance of any foreclosed Mortgage Loan, whether or not such
principal balance is actually recovered,

The date of this Prospectus is November 27, 1985

Retawn this Prospectus for future reference. This Prospectus may not be used to consummate sales af
Certificates unless accompanied by a Prospectus Supplement.




No salesman, dealer, bank or other person has been authorized to give any information or to
make any representation other than those contained in this Prospectus and, if given or made, such
information or representation must not be relied upon as having been authorized by the
Corporation. This Prospectus does not constitute an offer to sell or a solicitation of an offer to buy
any securities other than the Certificates offered hereby and by the related Supplement nor an offer
of the Certificates to any person in any state or other jurisdiction in which such offer would be
unlawful.
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SUMMARY OF PROSPECTUS

The following summary of certain pertinent information is qualified in its entirety by
reference to the detailed information appearing elsewhere in this Prospectus and by reference to
the information with respect to each pool of residential mortgage loans {“Mortgage Loans’)
contained in the supplement to this Prospectus (a “Prospectus Supplement”) to be prepared in
connection with the issue of Guaranteed Mortgage Pass-Through Certificates (the “Certifi-
cates”) evidencing undivided interests in such pool of Mortgage Loans (“Pool”).

Title of Security Guaranteed Mortgage Pass-Through Certificates.

Issuer and Guarantor Federal National Mortgage Association (the “Corporation”), a
corporation organized and existing under the laws of the
United States. See "Federal National Mortgage Association”
and the remainder of the Prospectus following that section.
The obligations of the Corporation under its guaranty are
obligations solely of the Corporation and are not backed by,
nor entitled to, the full faith and credit of the United States.

Description of Security Each Certificate will represent a fractional undivided interest in
a Pool of Mortgage Loans to be formed by the Corporation. A
Certificate will initially represent at least $25,000 unpaid
principal amount of Mortgage Loans. Unless the related
Supplement to this Prospeetus provides otherwise, Certificates
evidencing undivided interests in Pools formed on or after
May 1, 1985, and containing Mortgage Loans of the type
deseribed in (i), (ii), (iv) or (v) under “The Mortgage Pools”
below, will be available in book-entry form only and will not
be convertible to definitive form.

Interest Interest on each Mortgage Loan will be passed through monthly
to Certificateholders, commencing on the 25th day of the
month fellowing the month of initial issuance of the related
Certificates. For all Pools containing fixed-rate Mortgage
Loans (“Fixed-Rate Pools”), interest will be passed through
at a uniform Pass-Through Rate (or Accrual Rate in the case
of Fixed-Rate Pools containing graduated payment mortgage
loans), which will be specified in the Prospectus Supplement
and will not be greater than the lowest annual interest rate
borne by any Mortgage Loan in the related Pool, less a
specified minimum annual percentage representing com-
pensation for servicing and the Corporation’s guaranty and
less, in the case of Fixed-Rate Pools containing graduated
payment Mortgage Loans, deferred interest, which is added to
the principal balances of the underlying Mortgage Loans. For
Pools containing variable-rate Mortgage Loans ("VRM
Pools”), interest will be passed through on the basis of a
Weighted Average Pass-Through Rate, which is equal at any
time to the then-current weighted average of the Morigage
Interest Rates of all Mortgage Loans in the related VRM Pool,
less a specified fixed annual percentage representing com-
pensation for servicing and the Corporation’s guaranty. For
Pools containing adjustable-rate Mortgage Loans (“ARM
Pools”), interest will be passed through on each Mortgage
Loan at the interest rate at the time applieable thereto less (i)
the Corporation’s fixed servicing and guaranty fee applieable
to such Mortgage Loan and (ii) any deferred interest that is
added to the principal balance of such Mortgage Loan
pursuant to its terms. See "Yield Considerations.”

Principal (including ,

prepayments) Passed through monthly, commencing on the 25th day of the
month following the month of imtial issuance of the related
Certificates. See “Maturity and Prepayment Assumptions”
and “Description of Certificates ”
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Guaranty The Corporation is obligated to distribute scheduled monthly
installments of principal and interest (adjusted to reflect the
Corporation’s servicing and guaranty fee) on the Mortgage
Loans in a Pool, whether or not received. The Corporation is
also obligated to distribute to Certificateholders the full prin-
cipal balance of any foreclosed Mortgage Loan, whether or not
such principal balance is actually recovered. If the Corpo-
ration were unable to perform these guaranty obligations,
distributions to Certificateholders would consist solely of pay-
ments and other recoveries on Mortgage Loans and, accord-
ingly, delinquencies and defaults would affect monthly dis-
tributions to Certificateholders. See “Description of Certifi-
cates—The Corporation’s Guaranty.”

Servicing The Corporation will be responsible for servicing the Mortgage
Loans and will, in most cases, contract with mortgage lenders
to perform certain servicing functions on its behalf. See
“Description of Certificates—Servicing Through Lenders.”

The Mortgage Pools Each Pool will consist entirely of Mortgage Loans of only one of
the following types: (i) fixed-rate level instailment Mortgage
Loans, (ii} fixed-rate growing equity Mortgage Loans that
provide for scheduled annual increased payments, with the full
amount of the increase applied to prinecipal, (i1i) fixed-rate
graduated payment Mortgage Loans with deferred interest
features, (1v) eonventional variable-rate California Mortgage
Loans, (v) other adjustable-rate Mortgage Loans, and (vi)
fixed-rate Mortgage Loans secured by multifamily projects
consisting of five or more dwelling units, some of which
multifamily Mortgage Loans may have balloon payments or
other irregular features or characteristics. The Mortgage
Loans in each Pool will have unpaid principal balances
aggregating not less than $1,000,000. FEdch Mortgage Loan
will be secured by a first lien on a residential property and
each Mortgage Loan will meet the applicable standards set
forth under “Purchase Program.” Pool information as to the
type of Mortgage Loans (including whether such Mortgage
l.oans are conventional Mortgage Loans or are insured by the
Federal Housing Administration or guaranteed by the Veter-
ans Adminmistration), the aggregate principal balance of the
Mortgage Loans as of the Issue Date, the Pass-Through Rate
for Certificates evidencing interests in level installment
Fixed-Rate Pools, the then-current Weighted Average Pass-
Through Rate for Certificates evidencing interests in VRM
Pools, the Accrual Rate for Certificates evidencing interests in
graduated payment Fixed-Rate Pools, and the latest maturity
date of any Mortgage Loan will be contained in the related
Prospectus Supplement. For a VRM Pool or an ARM Pool, the
related Prospectus Suppiement will also contain information
respecting the index upon which adjustments are based, the
frequency of interest rate and payment adjustments and any
maximum or minimum limitations thereon, the Corporation’s
fixed guaranty and servicing fee, and, in the case of an ARM
Pool, whether the underlying Mortgage Loans contain provi-
sions for the deferral of interest.

ffinancial Resuits The Corporation was profitable in the first nine months of 1985
after experiencing a loss for the comparable period in 1984, as
well as a loss for the year 1984. The Corporation operated
profitably in 1983 and incurred a loss in 1982. The primary
reason for the losses in those periods was the excess in the cost
of the Corporation’s cutstanding debt over the yield on its
mortgage portfolio (or “negative spread”). During the first
nine months of 1985 and in 1983, the Corporation’s negative
spread was substantially less than in the years 1984 and 1982,
and its impact was more than offset by income from other
sources, See “Selected Financial Data,” “Management’s Dis-
cussion and Analysis of Financial Results,” and "Mortgage
Portfolio Spread.”
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THE MORTGAGE POOLS

The Federal National Mortgage Association (the “Corporation”) has implemented a program
for (a) the setting aside of residential mortgage loans (the “Mortgage Loans”) into separate
pools (the “Pools”) bearing distinctive identification and (b) the issuance and sale of trust
certificates of beneficial interest evidencing pro rata undivided ownership interests in the
Mortgage Loans comprising each separate Pool (the “Guaranteed Pass-Through Certificates” or
“Certificates”). The Mortgage Loans may be purchased by the Corporation expressly for the Pools
or may be Mortgage Loans that have been held by the Corporation in its own portfolio. Each Pool
will consist of Mortgage Loans evidenced by promissory notes (the *Mortgage Notes”) secured by
first mortgages or deeds of trust (the “Mortgages”) on either one- to four-family residential
properties or multifamily projects consisting of five or more dwelling units, (the “Mortgaged
Properties”). A Pool will contain Mortgage Loans of only one of the following types: (i) fixed-
rate level payment Mortgage Loans ("Level Payment Mortgage Loans”), (ii) fixed-rate growing
equity Mortgage Loans that provide for scheduled annual increased payments, with the full
amount of the increase applied to principal (“"GEMs”), (iii) fixed-rate graduated payment
Mortgage Loans with deferred interest features (“GPMs”), (iv) conventional variable-rate
California Mortgage Loans (“VRMs”), (v) other adjustable-rate Mortgage Loans ("ARMs"),
and (vi) fixed-rate Mortgage Loans secured by multifamily projects consisting of five or more
dwelling units ("Multifamily Mortgage Loans”), some of which Multifamily Mortgage Loans may
have balloon payments or other irregular features or characteristics. The Mortgage Loans may be
either conventional Mortgage Loans (i.e., not insured or guaranteed by any United States
government agency) or Mortgage Loans that are either insured by the Federal Housing
Administration or guaranteed by the Veterans Administration (“Conventional Mortgage Loans”
and "FHA/VA Mortgage Loans,” respectively). The Mortgage Loans purchased expressly for the
Pools will be sold to the Corporation by eligible institutions that meet certain requirements set
forth under “Purchase Program” and are referred to herein as “Lenders " No Pool will consist of
Mortgage Loans having an aggregate unpaid principal balance of less than $1,000,000 on the first
day of the month of issuance of the related Certificates. See “Purchase Program—Mortgage Loan
Eligibility” for a description of certain criteria applicable to the eligibility of Mortgage Loans for
inclusion in Pools.

Interests in each Pool will be evidenced by a separate series of Certificates (an “Issue”). The
Corporation will acquire the Mortgage Loans that it has purchased expressly for Pools under
purchase contracts. By entering into such contracts, the Corporation will obligate itself to issue
Certificates to, or to the order of, the Lenders named in the contracts, upon delivery to the
Corporation of the required Mortgage Loans conforming to the Corporation's standards. The
Corporation will not insure or guarantee the performance by any Lender of its obligation to deliver
Mortgage Loans and, correspondingly, does not insure or guarantee the performance by any person
of any obligation to deliver Certificates.

The Mortgage Loans in each Pool of fixed-rate Mortgage Loans other than GPMs will be held
for the benefit of the holders of Certificates (“Certificateholders” or “Holders”) pursuant to the
combined terms of a trust indenture, as amended, executed by the Corporation in its corporate
capacity and in 1ts capacity as Trustee (the Trust Indenture dated as of November 1, 1981, as
modified and amended by a First Supplemental Indenture dated as of February 15, 1982, a Second
Supplemental Indenture dated as of October 1, 1982, a Third Supplemental Indenture dated as of
August 1, 1983, a Fourth Supplemental Indenture dated as of May 1, 1984, a Fifth Supplemental
Indenture dated as of July 1 1954 and a Sixth Supplemental Indenture dated as of May 1, 1985,
being herein called the “Fized-Rate Trust Indenture”}, and a supplement thereto for the related
Issue (the “Issue Supplement”). The Mortgage Loans in each Pool of VRMs will be held for the
henefit of Certificateholders pursuant to the combined terms of an Issue Supplement and a Trust
Indenture dated as of July 1, 1982, as modified and amended by a First Supplemental Indenture
dated as of December 1, 1934 a Second Supplemental Indenture dated as of September 1, 1984, a
Third Supplemental Indenture dated as of February 1, 1985, and a Fourth Supplemental
Indenture dated as of August 1, 1985, each executed by the Corporation in its corporate capacity
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and in its capacity as Trustee (such Trust Indenture, as amended, being hereinafter called the
“VRM Trust Indenture”). The Mortgage Loans in each Pool of GPMs and ARMs will be held for
the benefit of the Certificateholders pursuant to the combined terms of an Issue Supplement and a
Trust Indenture dated as of July 1, 1984 (the "GPM Trust Indenture”) and a Trust Indenture
dated as of July 1, 1984, as modified and amended by a First Supplemental Indenture dated as of
May 1, 1985 (the “"ARM Trust Indenture”), respectively, each executed by the Corporation in its
corporate capacity and in its capacity as Trustee. The Fixed-Rate Trust Indenture, the YREM
Trust Indenture, the GPM Trust Indenture, and the ARM Trust Indenture are herein, collec-
tively, referred to as the “Trust Indenture” or “TI” where common terms and provisions are being
referred to or described. Certain capitalized words or series of words in this Prospectus refer to
and are further defined in the Trust Indenture. The Corporation will be responsible for the
administration and servicing of the Mortgage Loans in the Pool, including the supervision of the
servicing activities of Lenders, if appropriate, the collection and receipt of payments from
Lenders, and the remittance of distributions and certain reports to Certificateholders. The
Corporation will be entitled to receive a fee for its guaranty obligations and its services pursuant
to the Trust Indenture. The fee to the Corporation for any Mortgage Loan (out of which it will
compensate Lenders for servicing the Mortgage Loans) will, as to any Pool containing fixed-rate
Mortgage Loans (a “Fixed-Rate Pool”), be equal to the difference between the annual interest
rate borne by the Mortgage Loan and the annual rate of interest paid to Certificateholders at the
Pass-Through Rate for the related Fixed-Rate Pool or the Accrual Rate for Fixed-Rate Pools
containing GPMs (a “GPM Pool”). For any Pool containing ARMs or VRMs (an “ARM Pool” or
“VRM Pool”), the Corporation will similarly compensate itself from interest payments on the
underlying ARMs or VRMs in an amount, as to each ARM or VRM Pool, determinable from
information in the related Prospectus Supplement. The Corporation will reserve the right to
remove the servicing responsibility from a Lender at any time if it considers such removal to be in
the best interest of Certificateholders. In such event, the Corporation will meet its obligation to
provide servicing either by directly servicing the Mortgage Loans itself or by finding a
replacement Lender that meets the eligibility standards.

The Corporation’s obligations with respect to the Mortgage Loans will be limited to the
servicing responsibilities under the Trust Indenture, and, in the event of any delinquency in
payment or loss on any Mortgage Loan, its obligation to make supplemental payments in amounts
deseribed herein under “Description of Certificates—The Corporation’s Guaranty.”

Because the principal amount of the Mortgage Loans in a Pool will decline (with the
exception of Fixed-Rate Pools containing GPMs and certain ARM Pools that contain ARMs
providing for deferred interest) monthly as principal payments, including prepayments, are
received, each Certificate Principal Balance (defined as to any Certificate to be the principal
amount of Mortgage Loans in the related Pool evidenced thereby) will also decline over time. See

“Maturity and Prepayment Assumptions.”

YIELD CONSIDERATIONS

Effect of Delay

The effective yield to Certificateholders in all Pools will be reduced slightly below the yield
otherwise produced by the applicable Pass-Through Rate, Accrual Rate or Weighted Average
Pass-Through Rate because the distribution of interest that accrues from the first day of each
month will not be made until the 25th day of the month following the month of accrual.

Fixed-Rate Pools Not Containing GPMs

Each Fixed-Rate Pool not containing GPMs will consist of Mortgage Loans that bear simple
interest at fixed annual rates (“Mortgage Interest Rates”). Such a Fixed-Rate Pool may include
Mortgage Loans that bear different Mortgage Interest Rates. The Pass-Through Rate of interest
payable to Certificateholders of each such Issue will be equal to the lowest Mortgage Interest Rate
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borne by any Mortgage Loan in the related Pool, less a specified minimum annual percentage
representing compensation for servicing and the Corporation’s guaranty. Because the Pass-
Through Rate for an Issue will not be greater than the lowest Mortgage Interest Rate for the
related Pool, any disproportionate principal prepayments among Mortgage Loans bearing
different Mortgage Interest Rates will not affect the return to Certificateholders.

When a Mortgage Loan is prepaid or otherwise liquidated, the proceeds of such prepayment
or liquidation will, unless the Corporation elects in its discretion to make any distribution thereof
in the following month, be passed through to Certificateholders in the second month following the
month of such prepayment or other liquidation. Because the Corporation agrees to distribute on
each Distribution Date to each Certificateholder an amount as to interest representing one
month’s interest at the Pass-Through Rate on the Certificate Principal Balance, any prepayment
or other liquidation of a Mortgage Loan and the timing of the distribution of the proceeds thereof
will have no effect on the interest return to Certificateholders.

Assuming performance by the Corporation of its obligations under its guaranty, the net
effect of each distribution respecting interest will be the pass-through to each Certificateholder of
an amount that is equal to one month’s interest at the Pass-Through Rate on the Certificate
Principal Balance of such Holder’s Certificate. See “Deseription of Certificates—Payments on
Mortgage Loans; Distributions on Certificates.”

GPM Pools

A GPM Pool will consist of fixed-rate fully amortizing Mortgage Loans providing for
monthly payments that increase annually for a period of years (generally between three to
seven) and are level thereafter. During all or part of the period in which monthly payments are
increasing, those payments will not be sufficient to cover the full amount of interest on the GPM
at the Mortgage Interest Rate borne thereby. The amount of each such interest insufficiency will
be added to the principal balance of the GPM, which will accrue interest thereafter on this new
increased amount.

GPM Pools will have characteristics similar to Fixed-Rate Pools described above commencing
with the time at which payments are sufficient to cover interest on the principal balances of the
underlying GPMs. Prior to that time, the Certificates evidencing interests in GPM Pools will
provide for the monthly distribution of the scheduled interest payment on each Mortgage Loan in
the Pool less the Corporation’s servicing and guaranty fee attributable thereto, the amount of any
such fee being equal to the difference between the fixed Mortgage Interest Rate at which interest
accrues on the GPM and the Accrual Rate borne by the related Certificates.

The Prospectus Supplement relating to a GPM Pool will set forth the period over which
payments on the GPMs increase.

The Corporation’s guaranty of Certificates evidencing interests in GPM Pools will cover the
principal amount of each underlying GPM, including any portion thereof representing deferred
interest. The Corporation will, following the period (the *Deferred Interest Period”) during
which such payments are insufficient to cover interest at the Mortgage Interest Rate on their
then-outstanding principal balances, including deferred interest that has been added thereto,
also be obligated to distribute on each Distribution Date one month’s interest at the Acerual Rate
on the then-outstanding principal balances of the underlying GPMs. During the Deferred
Interest Period, the Corporation’s guaranty will cover, as to each underlying GPM, the amount of
each scheduled payment less the Corporation’s servicing and guaranty fee applicable thereto.

YRM Pools

A VRM Pool will be composed of California home Mortgage Loans which bear interest at
rates that will vary in response to a cost of funds index published by the Federal Home Loan Bank
of San Francisco, as described in the Prospectus Supplement. The interest rates will be adjusted
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periodically at uniform specified intervals. The Prospectus Supplement to be prepared with
respect to each Issue will specify the fixed annual percentage servicing fee or “"Spread” (out of
which the Corporation will compensate Lenders), which the Corporation will retain from interest
payments on Mortgage Loans 1n the related Pool. The resultant interest rate, equal as to each
Mortgage Loan to the related Mortgage Interest Rate less this fixed percentage servicing fee, is
the “Pass-Through Rate” for that Mortgage Loan. The Corporation has agreed in the VRM Trust
Indenture to pass through payments of interest on the Mortgage Loans in a Pool, whether or not
received, 1n an amount equal to one month’s interest at the then-current weighted average of the
Pass-Through Rates of all Mortgage Loans in that Pool (the "Weighted Average Pass-Through
Rate’) muitiplied by the Certificate Principal Balance as of the preceding Distribution Date (or,
respecting the initial distribution, as of the Issue Date). The Weighted Average Pass-Through
Rate as of the Issue Date as well as information regarding the original indexes, the initial
Mortgage Interest Rates and the then-current Mortgage Interest Rates of all Mortgage Loans in
a VRM Pool will also be set forth in the Prospectus Supplement. This Weighted Average Pass-
Through Rate will change with any changes in the underlying Mortgage Interest Rates and as
disproportionate payments of principal are made on Mortgage Loans bearing different Mortgage
Interest Rates.

When a Mortgage Loan is prepaid or otherwise liquidated, the proceeds of such prepayment
or liqmdation will, unless the Corporation elects in its diseretion to make any distribution thereof
in the following month, be passed through to Certificateholders in the second month of such
prepayment or other liquidation Since the Corporation will agree in each Certificate to distribute
on each Distribution Date to the Holder thereof an amount as to mterest representing one
month’s interest at the then-current Weighted Average Pass-Through Rate on the related
Certificate Principal Balance, any prepayment or other liquidation of a Mortgage Loan and the
timing of the distribution of the proceeds thereof will have no effect on the interest return to
Certificateholders. o

Assuming performance by the Corporation of its obligations under its guaranty, the net
effect of each distribution respecting interest will be the pass-through to each Certificateholder of
an amount which is equal to one month’s interest at the then-current Weighted Average Pass-
Through Rate on the Certificate Principal Balance of such Holder’s Certificate. See “Deseription
of Certificates—Payments on Mortgage Loans; Distributions on Certificates.”

ARM Pools

An ARM Pool will contain Mortgage Loans that bear interest at rates that will vary in
response to a single specified index (such as then-prevailing yields on five-year Treasury
obligations) and will adjust periodically at uniform specified intervals. The actual Mortgage
Interest Rate at any time borne by an ARM will be equal to a specified percentage, or Margin,
over the index rate then applicable thereto. ARMs may or may not contain provisions limiting the
amount by which rates may be adjusted upward or downward and may or may not limit the
amount by which monthly payments may be increased or decreased to accommodate upward or
downward adjustments 1n interest. Certain ARMs may provide for periodic adjustments of
scheduled payments in order to fully amortize the Mortgage Loan by its stated maturity while
other ARMs may permit that maturity to be extended or shortened in accordance with the
portion of each payment that is applied to interest in accordance with the periodic interest rate
adjustments.

Where an ARM provides for limitations on the amount by which monthly payments may be
irereased or changes to the Mortgage Interest Rate of the ARM are made more frequently than
payment changes, it is possible that an increase in the rate of interest cannot be eovered by the
amount of the scheduled payment. In that case, the uncollected portion of interest will be
deferred and added to the principal balance of the Mortgage Loan.

Since the interest rates borne by Mortgage Loans in an ARM Pool will vary and since a
portion of the interest acerued thereon may be deferred and payable at a future time, Certificates
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evidencing interests in such Pools will not provide for the distribution of interest at a fixed Pass-
Through Rate. Rather, each Certificate issued with respect to an ARM Pool will provide for the
monthly pass-through of all interest payable on each Mortgage Loan in the Pool less the
Corporation’s servicing and guaranty fee. In some ARM Pools, the Corporation’s servicing and
guaranty fee may not be the same amount as to each ARM in the ARM Pool, but will rather be a
percentage amount as to each such ARM that, when subtracted from the related Margin, will
cause each ARM in the ARM Pool to float above the applicable index at a single uniform “security
spread” (the “Security Spread”). As a result, for such an ARM Pool, the rate at which interest
accrues to Certificateholders (the “Acecrual Rate”) at any time (other than the pericd immedi-
ately following origination during which an initial rate having no relationship to the index may
apply or during a period when a Mortgage Interest Rate minimum or maximum is applicable) on
each Mortgage Loan included therein will be equal to the then-applicable index plus the Security

Spread.

The Prospectus Supplement relating to an ARM Pool will contain information respecting the
index upon which adjustments are based, the Security Spread, if any, the frequency of interest
rate and payment adjustments and any maximum and minimum limitations thereon. The
Prospectus Supplement will also describe any provisions for deferred interest and will, to the
extent applicable, set forth the original rates of interest borne by the underlying Mortgage
Loans.

The Corporation’s guaranty of Certificates evidencing interests in ARM Pools will cover the
principal of each underlying Mortgage Loan, including any portion thereof representing
deferred interest. Its guaranty of interest will cover all interest due and payable by the
mortgagor (net of the Corporation’s servicing and guaranty fee). The Corporation will also agree
to add to the amount of interest accompanying the prepayment of an underlying Mortgage Loan
any amount by which such interest is less than one month’s interest at the Accrual Rate on the
prepaid principal balance thereof. As a consequence, the timing of the prepayment of a Mortgage
Loan wili have no effect on the interest return to Certificateholders.

MATURITY AND PREPAYMENT ASSUMPTIONS

The original maturities of substantially all of the Conventional Level Payment Mortgage
Loans are expected to be between either eight to 15 years or 20 to 30 years. The maturities of
substantially all of the FHA/VA Level Payment Mortgage Loans at origination are expected to
be 30 years. Each Level Payment Mortgage Loan with an original maturity of 30 years will
provide for amortization of principal according to a schedule that, in the absence of prepayments,
would result in repayment of one-half of the original principal amount of such Mortgage Loan by
approximately the 23rd to 27th year, with higher Mortgage Interest Rates resulting in slower
amortization of principal. A 15-year fully amortizing Level Payment Mortgage Loan would, in
the absence of prepayments, result in repayment of one-half of the original principal amount by
approximately the 10th to 12th year, with higher Mortgage Interest Rates resulting in slower
amortization of principal,

A significant number of the Conventional Mortgage Loans may provide by their terms that
1n the event of the sale of all or some of the underlying property the full unpaid principal balance
of the Mortgage Loan is due and payable at the option of the holder. FHA/VA Mortgage Loans
contain no such “due-on-sale” provisions. As set forth under “Description of Certifi-
cates—Collection and Other Servicing Procedures,” the Trust Indenture requires the Corporation
to exercise its right to accelerate the maturity of a Conventional Mortgage Loan other than a
VRM in such an event so long as acceleration is permitted under applicable law unless it elects to

repurchase such Mortgage Loan.

The ability of mortgage lenders and their assignees and transferees to enforce “due-on-sale”
clauses was addressed by the “Garn-St Germain Depository Institutions Act of 1982,” which was
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passed by Congress and signed into law on October 15, 1982. This legislation, subject to certain
exceptions, pre-empts state statutory and case law that prohibits the enforcement of "due-on-
sale” clauses. Exempted from this pre-emption are mortgage loans (originated other than by
federally chartered lenders) that were made or assumed during the period beginning on the date
a state, by statute or statewide court decision, prohibited the exercise of “due-on-sale” clauses
and ending on October 15, 1982 (the “window period”). Mortgage lenders, however, may require
any successor or transferee of the borrower to meet customary credit standards. The exemption
for such loans ended on October 15, 1985 unless the state acted to otherwise regulate these loans
by that date. Several states have passed legislation extending the assumability of the mortgage
loans that were made or assumed during the window period. In the case of those states, "due-on-
sale” clauses in loans made or assumed during the window period will not be enforced in
accordance with the provisions of the applicable state legislation. The federal legislation also
enumerates nine circumstances under which a lender may not enforce “due-on-sale” clauses, e.g.,
the creation of a subordinate encumbrance that does not relate to a transfer of rights of
occupancy in the property, a transfer by devise, descent, or operation of law on the death of a
joint tenant or tenant by the entirety, and the granting of a leasehold interest of three years or
less not contalning an option to purchase.

Conventional Mortgage Loans purchased by the Corporation from November 10, 1980, to
October 15, 1982, in jurisdictions where, on the date of origination, the law substantially
restricted lenders from enforcing “due-on-sale” provisions may provide that they are due and
payable at the holder's option at the end of seven years. As described in "Deseription of
Certificates— Collection and Other Servicing Procedures,” the Trust Indenture provides that the
Corporation will exercise or refrain from exercising any such “call option rider” in a manner that
is consistent with then-current policies or practices employed by the Corporation respecting
comparable mortgage loans held in its own portfolio.

Past experience of the Federal Housing Administration ("FHA") relating to government-
insured single-family mortgage loans at various interest rates with original maturities of 26 to 30
vears indicates that, while some of such mortgage loans remain outstanding until the scheduled
maturity, a pool of 30-year FHA-insured single-family mortgage loans will produce an average
loan life of 12 years. A 12-year prepayment assumption is the mortgage industry norm for
quoting yields and is used in most generally accepted yield tables. Based upon published
information and the Corporation’s own experience, the rate of prepayments on 30-year single-
family loans has fluetuated significantly in recent years, including a substantial reduection in the
prepayment rate during 1980, 1981, and 1982, and a significant increase in the rate in 1983 and
1984 and the first nine months of 1985. The Corporation believes such fluctuation is due to a
number of factors, including general economic conditions, mortgage market interest rates, and
homeowner mobility, and that such factors will affect the prepayment experience for the
Mortgage Loans in Pools. Accordingly, the Corporation cannot estimate what such prepayment
experience will be or how it might compare to the FHA 12-year prepayment assumption
respecting insured mortgage loans. See “"Description of Certificates—Termination” for a
description of the Corporation’s option to repurchase the Mortgage Loans in any Pool when the
aggregate principal balance thereof becomes less than 10 percent of the aggregate principal
balance of the Mortgage Loans in the Pool on the Issue Date.

A GEM provides for scheduled annual increases in the mortgagor’s monthly payments.
Because the additional scheduled portion of the monthly payments is applied to reduce the unpaid
principal balance of a GEM, the scheduled maturity of a GEM will be significantly shorter than
the 25- or 30-year term used as the basis for calculating the initial level installment of principal
and interest applicable until the first adjustment. No GEM that matures by its terms more than
15 years subsequent to the Issue Date of the related Certificates will be eligible for inclusion in a
Pool. Because GEMs have not, until recently, been originated in any appreciable volume, there
are no reliable data available regarding their prepayment experience.
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As set forth above under "Yield Considerations,” GPMs provide for payments that inerease
annually for a period of years (generally between three and seven) and then amortize on a level
payment basis to their stated maturity Because the principal amount of a GPM will increase
during its Deferred Interest Period, the time at which one-half of the principal amount of a GPM
will be paid in accordanece with its amortization schedule will be longer than for a Level Payment
Mortgage Loan bearing a similar Mortgage Interest Rate. The maturities of substantially all
VRMs at origination are expected to be thirty years, but the maturity of each Mortgage Loan
may at the option of the mortgagor be increased to a term not in excess of forty years in the
event of certain increases in the Mortgage Interest Rate. ARMs vary substantially as to their
terms and it is impossible to generalize other than that, because of their adjustable feature, ARMs
may be less subject to prepayment than fixed-rate Mortgage Loans should interest rates decline
below levels prevailing at origination. Because both GPMs and ARMs have not been originated in
quantity until recent periods, there are, like GEMs, no reliable data available regarding their

prepayment experience.

PURCHASE PROGRAM

Set forth below is a description of certain aspects of the Corporation’s purchase program for
mortgage loans eligible for inclusion in a Pool (the “Program”). The Prospectus Supplement to be
prepared with respect to each Issue will contain information on the Mortgage Loans in the Pool,
including information as to the type of Mortgage Loans, the aggregate principal balance of the
Mortgage Loans as of the Issue Date, for Fixed-Rate Pools the Pass-Through Rate or Accrual
Rate, whichever is applicable, for VRM Pools the initial Weighted Average Pass-Through Rate,
and the latest maturity date of any Mortgage Loan.

€
1.

Lender Eligibility

The Corporation will purchase Mortgage Loans from eligible federally and state-chartered
savings and loan associations, mutual savings banks, commercial banks, credit unions, and similar
financial institutions, the deposits or accounts of which are insured by the Federal Savings and
Loan Insurance Corporation (“"FSLIC”), the Federal Deposit Insurance Corporation ("FDIC”), or
the National Credit Union Administration ("NCUA”), from certain other state-insured financial
institutions and from certain institutions, principally mortgage bankers, that are mortgage
sellers approved by the Corporation. The Corporation, on an individual institution basis, will
determine whether such institutions will be approved as eligible Lenders for the Program by
applying certain criteria, which may include depth of mortgage origination experience, servicing
experience, and financial capacity. Approved Lenders will be party with the Corporation to a
Mortgage Selling and Servicing Contract. Also, each Mortgage Loan purchased for inclusion in a
Pool will be subject to and must comply with the terms of a Selling and Servicing Guide applicable
to the Program. The Selling and Servicing Guide may be amended from time to time.

Mortgage Loan Eligibility
General

The Mortgage Loans to be included in each Pool will be Mortgage Loans on residential
properties These Mortgage Loans are permanent loans (as opposed to construction and land
development loans) secured by Mortgages on properties comprised of (i) one- to four-family
dwelling units, including units in condominium projects, planned unit developments, and de
manvmas planned unit developments or (ii) multifamily projects consisting of five or more
dwelling units. The Prospectus Supplement to be prepared with respect to each Issue backed by
Multifamily Mortgage Loans will deseribe the eligibility criteria for such loans, which will differ
in certain respects from the criteria described below, Each Mortgage Loan will be documented by
the appropria