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PART I�FINANCIAL INFORMATION

Item 2.  Management�s Discussion and Analysis of Financial Condition and Results of Operations

You should read this Management�s Discussion and Analysis of Financial Condition and Results of Operations
(�MD&A�) in conjunction with our unaudited condensed consolidated financial statements and related notes, and the
more detailed information contained in our Annual Report on Form 10-K for the year ended December 31, 2007
(�2007 Form 10-K�). The results of operations presented in our interim financial statements and discussed in MD&A
are not necessarily indicative of the results that may be expected for the full year. Please refer to �Glossary of Terms
Used in This Report� in our 2007 Form 10-K for an explanation of key terms used throughout this discussion.

INTRODUCTION

Fannie Mae is a government-sponsored enterprise (�GSE�), owned by private shareholders (NYSE: FNM) and chartered
by Congress to support liquidity and stability in the secondary mortgage market. Our business includes three
integrated business segments�Single-Family Credit Guaranty (�Single-Family�), Housing and Community Development
(�HCD�), and Capital Markets�that work together to provide services, products and solutions to our lender customers and
a broad range of housing partners. Together, our business segments contribute to our chartered mission objectives,
helping to increase the total amount of funds available to finance housing in the United States and to make
homeownership more available and affordable for low-, moderate- and middle-income Americans. We also work with
our customers and partners to increase the availability and affordability of rental housing. Although we are a
corporation chartered by the U.S. Congress, the U.S. government does not guarantee, directly or indirectly, our
securities or other obligations. Our business is self-sustaining and funded exclusively with private capital.

Our Single-Family business works with our lender customers to securitize single-family mortgage loans into Fannie
Mae mortgage-backed securities (�Fannie Mae MBS�) and to facilitate the purchase of single-family mortgage loans for
our mortgage portfolio. Our HCD business works with our lender customers to securitize multifamily mortgage loans
into Fannie Mae MBS and to facilitate the purchase of multifamily mortgage loans for our mortgage portfolio. Our
HCD business also makes debt and equity investments to increase the supply of affordable housing. Our Capital
Markets group manages our investment activity in mortgage loans, mortgage-related securities and other investments,
our debt financing activity, and our liquidity and capital positions. We fund our investments primarily through
proceeds from our issuance of debt securities in the domestic and international capital markets.
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SELECTED FINANCIAL DATA

The selected financial data presented below is summarized from our condensed consolidated results of operations for
the three and six months ended June 30, 2008 and 2007, as well as from selected condensed consolidated balance
sheet data as of June 30, 2008 and December 31, 2007. This data should be read in conjunction with this MD&A, as
well as with the unaudited condensed consolidated financial statements and related notes included in this report and
with our audited consolidated financial statements and related notes included in our 2007 Form 10-K.

For the For the
Three Months Ended Six Months Ended

June 30, June 30,
2008 2007(1) 2008 2007(1)

(In millions, except per share amounts)

Statement of operations data:
Net interest income $ 2,057 $ 1,193 $ 3,747 $ 2,387
Guaranty fee income 1,608 1,120 3,360 2,218
Losses on certain guaranty contracts � (461) � (744)
Trust management income 75 150 182 314
Fair value gains (losses), net(2) 517 1,424 (3,860) 858
Other income (expenses), net(3) (889) (3) (1,059) 397
Credit-related expenses(4) (5,349) (518) (8,592) (839)
Net income (loss) (2,300) 1,947 (4,486) 2,908
Preferred stock dividends and issuance costs at
redemption (303) (118) (625) (253)
Net income (loss) available to common stockholders (2,603) 1,829 (5,111) 2,655

Per common share data:
Earnings (loss) per share:
Basic $ (2.54) $ 1.88 $ (5.11) $ 2.73
Diluted (2.54) 1.86 (5.11) 2.72
Weighted-average common shares outstanding:
Basic 1,025 973 1,000 973
Diluted 1,025 1,001 1,000 1,001
Cash dividends declared per common share $ 0.35 $ 0.50 $ 0.70 $ 0.90

New business acquisition data:
Fannie Mae MBS issues acquired by third parties(5) $ 137,731 $ 134,440 $ 293,433 $ 259,642
Mortgage portfolio purchases(6) 61,347 48,676 97,670 84,833

New business acquisitions $ 199,078 $ 183,116 $ 391,103 $ 344,475

2
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As of
June 30, December 31,

2008 2007(1)

(Dollars in millions)

Balance sheet data:
Investments in securities:
Trading $ 99,562 $ 63,956
Available-for-sale 245,226 293,557
Mortgage loans:
Loans held for sale 6,931 7,008
Loans held for investment, net of allowance 411,300 396,516
Total assets 885,918 879,389
Short-term debt 240,223 234,160
Long-term debt 559,279 562,139
Total liabilities 844,528 835,271
Preferred stock 21,725 16,913
Total stockholders� equity 41,226 44,011

Regulatory capital data:
Core capital(7) $ 46,964 $ 45,373
Total capital(8) 55,568 48,658

Book of business data:
Mortgage portfolio(9) $ 754,116 $ 727,903
Fannie Mae MBS held by third parties(10) 2,252,282 2,118,909
Other guarantees(11) 31,812 41,588

Mortgage credit book of business $ 3,038,210 $ 2,888,400

Guaranty book of business(12) $ 2,898,207 $ 2,744,237

For the For the
Three Months Ended Six Months Ended

June 30, June 30,
2008 2007(1) 2008 2007(1)

Ratios:
Return on assets ratio(13)* (1.20)% 0.86% (1.16)% 0.62%
Return on equity ratio(14)* (50.3) 22.6 (43.9) 16.6
Equity to assets ratio(15)* 4.6 4.8 4.8 4.8
Dividend payout ratio(16) N/A 26.8 N/A 33.1
Average effective guaranty fee rate (in basis
points)(17) 26.3bp 21.5bp 27.9bp 21.6bp
Credit loss ratio (in basis points)(18) 17.5bp 4.0bp 15.1bp 3.7bp
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  (1) Certain prior period amounts have been reclassified to conform to the current period presentation.

  (2) Consists of the following: (a) derivatives fair value gains (losses), net; (b) trading securities gains (losses), net;
(c) hedged mortgage assets gains (losses), net; (d) debt foreign exchange gains (losses), net; and (e) debt fair
value gains (losses), net.

  (3) Consists of the following: (a) investment gains (losses), net; (b) debt extinguishment gains (losses), net;
(c) losses from partnership investments; and (d) fee and other income.

  (4) Consists of provision for credit losses and foreclosed property expense.

  (5) Unpaid principal balance of Fannie Mae MBS issued and guaranteed by us during the reporting period less:
(a) securitizations of mortgage loans held in our portfolio during the reporting period and (b) Fannie Mae MBS
purchased for our investment portfolio during the reporting period.

3
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  (6) Unpaid principal balance of mortgage loans and mortgage-related securities we purchased for our investment
portfolio during the reporting period. Includes mortgage-related securities acquired through the extinguishment
of debt and capitalized interest.

  (7) The sum of (a) the stated value of outstanding common stock (common stock less treasury stock); (b) the stated
value of outstanding non-cumulative perpetual preferred stock; (c) paid-in capital; and (d) our retained earnings.
Core capital excludes accumulated other comprehensive income (loss).

  (8) The sum of (a) core capital and (b) the total allowance for loan losses and reserve for guaranty losses, less (c) the
specific loss allowance (that is, the allowance required on individually impaired loans).

  (9) Unpaid principal balance of mortgage loans and mortgage-related securities held in our portfolio.

(10) Unpaid principal balance of Fannie Mae MBS held by third-party investors. The principal balance of
resecuritized Fannie Mae MBS is included only once in the reported amount.

(11) Includes single-family and multifamily credit enhancements that we have provided and that are not otherwise
reflected in the table.

(12) Unpaid principal balance of: mortgage loans held in our mortgage portfolio; Fannie Mae MBS (whether held in
our mortgage portfolio or held by third parties); and other credit enhancements that we provide on mortgage
assets. Excludes non-Fannie Mae mortgage-related securities held in our investment portfolio for which we do
not provide a guaranty. The principal balance of resecuritized Fannie Mae MBS is included only once in the
reported amount.

(13) Annualized net income (loss) available to common stockholders divided by average total assets during the
period.

(14) Annualized net income (loss) available to common stockholders divided by average outstanding common equity
during the period.

(15) Average stockholders� equity divided by average total assets during the period.

(16) Common dividends declared during the period divided by net income (loss) available to common stockholders
for the period.

(17) Annualized guaranty fee income as a percentage of average outstanding Fannie Mae MBS and other guarantees
during the period.

(18) Annualized (a) charge-offs, net of
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