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PART I

This Form 10-K includes forward-looking statements that are based on current expectations and are subject to
significant risks and uncertainties. These forward-looking statements are made as of the date of this Form 10-K and

we undertake no obligation to update any forward-looking statement to reflect events or circumstances occurring

after the date of this Form 10-K. Actual results might differ significantly from those described in or implied by such
statements due to various factors and uncertainties, including those described in BUSINESS Forward-Looking
Statements, and RISK FACTORS in this Form 10-K. Throughout this Form 10-K, we use certain acronyms and terms
which are defined in the Glossary.

ITEM 1. BUSINESS
Conservatorship

We continue to operate under the direction of FHFA as our Conservator. We are also subject to certain constraints on
our business activities by Treasury due to the terms of, and Treasury s rights under, the Purchase Agreement. Our
ability to access funds from Treasury under the Purchase Agreement is critical to keeping us solvent. The
conservatorship and related matters have had a wide-ranging impact on us, including our regulatory supervision,
management, business, financial condition and results of operations.

As our Conservator, FHFA succeeded to all rights, titles, powers and privileges of Freddie Mac, and of any
stockholder, officer or director thereof, with respect to the company and its assets. FHFA, as Conservator, has directed
and will continue to direct certain of our business activities and strategies. FHFA has delegated certain authority to our
Board of Directors to oversee, and management to conduct, day-to-day operations. The directors serve on behalf of,
and exercise authority as directed by, the Conservator.

There is significant uncertainty as to whether or when we will emerge from conservatorship, as it has no specified
termination date, and as to what changes may occur to our business structure during or following our conservatorship,
including whether we will continue to exist. Our future structure and role are currently being considered by the Obama
Administration and Congress. We have no ability to predict the outcome of these deliberations. While we are not
aware of any current plans of our Conservator to significantly change our business model or capital structure in the
near-term, there are likely to be significant changes beyond the near-term that we expect to be decided by the Obama
Administration and Congress.

On February 11, 2011, the Obama Administration delivered a report to Congress that lays out the Administration s
plan to reform the U.S. housing finance market, including options for structuring the government s long-term role in a
housing finance system in which the private sector is the dominant provider of mortgage credit. The report
recommends winding down Freddie Mac and Fannie Mae, stating that the Obama Administration will work with
FHFA to determine the best way to responsibly reduce the role of Freddie Mac and Fannie Mae in the market and
ultimately wind down both institutions. The report states that these efforts must be undertaken at a deliberate pace,
which takes into account the impact that these changes will have on borrowers and the housing market.

The report states that the government is committed to ensuring that Freddie Mac and Fannie Mae have sufficient
capital to perform under any guarantees issued now or in the future and the ability to meet any of their debt
obligations, and further states that the Obama Administration will not pursue policies or reforms in a way that would
impair the ability of Freddie Mac and Fannie Mae to honor their obligations. The report states the Obama
Administration s belief that under the companies senior preferred stock purchase agreements with Treasury, there is
sufficient funding to ensure the orderly and deliberate wind down of Freddie Mac and Fannie Mae, as described in the
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Administration s plan.
For more information, see Executive Summary Long-Term Financial Sustainability and Future Status.

Our business objectives and strategies have in some cases been altered since we were placed into conservatorship, and
may continue to change. Based on our charter, public statements from Treasury and FHFA officials and guidance
from our Conservator, we have a variety of different, and potentially competing, objectives. Certain changes to our
business objectives and strategies are designed to provide support for the mortgage market in a manner that serves our
public mission and other non-financial objectives. However, these changes to our business objectives and strategies
may not contribute to our profitability. Some of these changes increase our expenses, while others require us to forego
revenue opportunities in the near-term. In addition, the objectives set forth for us under our charter and by our
Conservator, as well as the restrictions on our business under the Purchase Agreement, may adversely impact our
financial results, including our segment results. For example, our current business objectives reflect, in part, direction
given to us by the Conservator. These efforts are expected to help homeowners and the mortgage market and may help
to mitigate future credit losses. However, some of our activities are expected to have an adverse impact on our near-
and long-term financial results. The Conservator and Treasury also did not authorize us to engage in certain business
activities and transactions, including the sale of certain assets, which we

1 Freddie Mac
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believe may have had a beneficial impact on our results of operations or financial condition, if executed. Our inability
to execute such transactions may adversely affect our profitability, and thus contribute to our need to draw additional
funds under the Purchase Agreement.

In a letter to the Chairmen and Ranking Members of the Congressional Banking and Financial Services Committees
dated February 2, 2010, the Acting Director of FHFA stated that the focus of the conservatorship is on conserving
assets, minimizing corporate losses, ensuring Freddie Mac and Fannie Mae continue to serve their mission, overseeing
remediation of identified weaknesses in corporate operations and risk management, and ensuring that sound corporate
governance principles are followed. Specifically, the Acting Director of FHFA stated that minimizing our credit losses
is our central goal and that we will be limited to continuing our existing core business activities and taking actions
necessary to advance the goals of the conservatorship. The Acting Director stated that permitting us to engage in the
development of new products is inconsistent with the goals of the conservatorship. This directive could have an
adverse effect on our business and profitability in future periods.

We had a net worth deficit of $401 million as of December 31, 2010, and, as a result, FHFA, as Conservator, will
submit a draw request, on our behalf, to Treasury under the Purchase Agreement in the amount of $500 million. As a
result of draws under the Purchase Agreement, the aggregate liquidation preference of the senior preferred stock
increased from $1.0 billion as of September 8, 2008 to $64.2 billion as of December 31, 2010. Under the Purchase
Agreement, our ability to repay the liquidation preference of the senior preferred stock is limited and we may not be
able to do so for the foreseeable future, if at all. The aggregate liquidation preference of the senior preferred stock and
our related dividend obligations will increase further if we receive additional draws under the Purchase Agreement or
if any dividends or quarterly commitment fees payable under the Purchase Agreement are not paid in cash. The
amounts we are obligated to pay in dividends on the senior preferred stock are substantial and will have an adverse
impact on our financial position and net worth. We expect to make additional draws under the Purchase Agreement in
future periods.

Our annual dividend obligation on the senior preferred stock, based on the current liquidation preference, is

$6.4 billion, which is in excess of our annual historical earnings in all but one period. Continued cash payment of
senior preferred dividends, combined with potentially substantial quarterly commitment fees payable to Treasury
under the Purchase Agreement, will have an adverse impact on our future financial condition and net worth. The
payment of dividends on our senior preferred stock in cash reduces our net worth. For periods in which our earnings
and other changes in equity do not result in positive net worth, draws under the Purchase Agreement effectively fund
the cash payment of senior preferred dividends to Treasury.

For more information on our current business objectives, see Executive Summary Our Primary Business Objectives.
For more information on the conservatorship and government support for our business see Executive Summary
Government Support for Our Business and Conservatorship and Related Matters.

Executive Summary

You should read this Executive Summary in conjunction with our MD&A and consolidated financial statements and
related notes for the year ended December 31, 2010.

Overview
Freddie Mac is a GSE chartered by Congress in 1970 with a public mission to provide liquidity, stability, and
affordability to the U.S. housing market. We have maintained a consistent market presence since our inception,

providing mortgage liquidity in a wide range of economic environments. During the worst housing and financial crisis
since the Great Depression, we are working to support the recovery of the housing market and the nation s economy by
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providing essential liquidity to the mortgage market and helping to stem the rate of foreclosures. Taken together, we
believe our actions are helping communities across the country by providing America s families with access to
mortgage funding at low rates while helping distressed borrowers keep their homes and avoid foreclosure.

Summary of Financial Results

Our financial performance in 2010, including our net loss, continued to be impacted by the ongoing weakness in the
economy, including the mortgage market. Our total comprehensive income (loss) was $1.2 billion and $282 million
for the fourth quarter and full year of 2010, respectively, consisting of: (a) a net loss of $113 million and $14.0 billion,
respectively, reflecting significant provisions for credit losses; and (b) $1.3 billion and $14.3 billion of changes in
other comprehensive income (loss), respectively, primarily resulting from improved fair values on available-for-sale
securities recorded in AOCI.

Our total equity (deficit) was $(401) million at December 31, 2010 due to several contributing factors, including our
dividend payments on our senior preferred stock, which exceeded total comprehensive income (loss) for the fourth
quarter of 2010. To address our deficit in net worth, FHFA, as Conservator, will submit a draw request on our behalf
to Treasury under the Purchase Agreement for $500 million.

2 Freddie Mac
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During 2010, we paid cash dividends to Treasury of $5.7 billion on our senior preferred stock. We received cash
proceeds of $12.5 billion from draws under Treasury s funding commitment during 2010. These draws were driven in
large part by changes in accounting principles adopted on January 1, 2010, which resulted in a net decrease to total
equity (deficit) of $11.7 billion. As a result of these draws from Treasury under the Purchase Agreement during 2010,
the aggregate liquidation preference of Treasury s senior preferred stock increased to $64.2 billion at December 31,
2010. See Changes in Accounting Standards Related to Accounting for Transfers of Financial Assets and
Consolidation of VIEs for additional information related to our changes in accounting principles.

Our Primary Business Objectives

Under conservatorship, we are focused on: (a) meeting the needs of the U.S. residential mortgage market by making
home ownership and rental housing more affordable by providing liquidity to mortgage originators and, indirectly, to
mortgage borrowers; (b) working to reduce the number of foreclosures and helping to keep families in their homes,
including through our role in the MHA Program initiatives, including HAMP, and our relief refinance mortgage
initiative; (c) minimizing our credit losses; and (d) maintaining the credit quality of the loans we purchase and
guarantee. These objectives reflect, in part, direction we have received from the Conservator. We also have a variety
of different, and potentially competing, objectives based on our charter, public statements from Treasury and FHFA
officials, and other guidance from our Conservator. For more information, see Conservatorship and Related
Developments  Impact of Conservatorship and Related Actions on Our Business.

Providing Mortgage Liguidity and Conforming Loan Availability

We provide liquidity and support to the U.S. mortgage market in a number of important ways:

Our support enables borrowers to have access to a variety of conforming mortgage products, including the
prepayable 30-year fixed-rate mortgage which represents the foundation of the mortgage market.

Our support provides lenders with a constant source of liquidity. We estimate that we, Fannie Mae, and Ginnie
Mae collectively guaranteed approximately 89% of the single-family conforming mortgages originated during
2010.

Our consistent market presence provides assurance to our customers that there will be a buyer for their
conforming loans that meet our credit standards. We believe this provides market stability in difficult
environments.

We are an important counter-cyclical influence as we stay in the market even when other sources of capital have
pulled out, as evidenced by the events of the last three years.

During 2010, we guaranteed $384.6 billion in UPB of single-family conforming mortgage loans representing

1.8 million families who purchased homes or refinanced their mortgages. Relief refinance mortgages with LTV ratios
of 80% and above represented approximately 12% of our total single-family credit guarantee portfolio purchases in
2010. These mortgages comprised approximately 4% of our total single-family credit guarantee portfolio at
December 31, 2010.

Borrowers typically pay a lower interest rate on loans acquired or guaranteed by Freddie Mac, Fannie Mae, or Ginnie
Mae. Mortgage originators are generally able to offer homebuyers lower mortgage rates on conforming loan products,
including ours, in part because of the value investors place on GSE-guaranteed mortgage-related securities. Prior to
2007, mortgage markets were less volatile, home values were stable or rising, and there were many sources of
mortgage funds. We estimate that prior to 2007 the average effective interest rates on conforming single-family
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mortgage loans were about 30 basis points lower than on non-conforming loans. Since 2007, there have been fewer
sources of mortgage funds, and we estimate that interest rates on conforming loans, excluding conforming jumbo
loans, have been lower than those on non-conforming loans by as much as 184 basis points. In December 2010, we
estimate that borrowers were paying an average of 68 basis points less on these conforming loans than on
non-conforming loans. These estimates are based on data provided by HSH Associates, a third-party provider of
mortgage market data.

3 Freddie Mac
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Reducing Foreclosures and Keeping Families in Homes

During the current housing crisis, we are focused on reducing the number of foreclosures and helping to keep families
in their homes. In addition to our participation in HAMP, we introduced several new initiatives to help eligible
borrowers during this crisis, including our relief refinance mortgage initiative. In 2010, we helped more than

275,000 borrowers either stay in their homes or sell their properties and avoid foreclosure through our various
workout programs, including HAMP. Table 1 presents our recent single-family loan workout activities.

Table 1 Total Single-Family Loan Workout Voluméd

For the Three Months Ended
12/31/2010 09/30/2010 06/30/2010 03/31/2010 12/31/2009
(number of loans)

Loan modifications 37,203 39,284 49,562 44,228 15,805
Repayment plans 7,964 7,030 7,455 8,761 8,129
Forbearance agreements(® 5,945 6,976 12,815 8,858 8,780
Short sales and deed-in-lieu transactions 12,097 10,472 9,542 7,064 6,533
Total single-family loan workouts 63,209 63,762 79,374 68,911 39,247

(1) Based on actions completed with borrowers for loans within our single-family credit guarantee portfolio.
Excludes those modification, repayment, and forbearance activities for which the borrower has started the
required process, but the actions have not been made permanent, or effective, such as loans in the trial period
under HAMP. Also excludes certain loan workouts where our single-family seller/servicers have executed
agreements in the current or prior periods, but these have not been incorporated into certain of our operational
systems, due to delays in processing. These categories are not mutually exclusive and a loan in one category may
also be included within another category in the same period.

(2) Excludes loans with long-term forbearance under a completed loan modification. Many borrowers complete a
short-term forbearance agreement before another loan workout is pursued or completed. We only report
forbearance activity for a single loan once during each quarterly period; however, a single loan may be included
under separate forbearance agreements in separate periods.

We continue to execute a high volume of loan workouts. Recent highlights include the following:

We completed 275,256 single-family loan workouts during 2010, including 170,277 loan modifications and
39,175 short sales and deed-in-lieu transactions.

Based on information provided by the MHA Program administrator, our servicers had completed 107,073 loan
modifications under HAMP from the introduction of the initiative in 2009 through December 31, 2010 and, as
of December 31, 2010, 22,352 loans were in HAMP trial periods (this figure only includes borrowers who made
at least their first payment under the trial period).

In addition to these efforts, we continue to focus on assisting consumers through outreach and other efforts. These
efforts included: (a) meeting with borrowers nationwide in foreclosure prevention workshops; (b) launching the
Borrower Help Network to provide distressed borrowers with free one-on-one counseling; (c) opening Borrower Help
Centers in several cities nationwide to provide free counseling to distressed borrowers; and (d) in instances where
foreclosure has occurred, allowing affected families who qualify to rent back their homes for a limited period of time.

Table of Contents 12



Edgar Filing: FEDERAL HOME LOAN MORTGAGE CORP - Form 10-K

We have also increased our efforts to directly assist our servicers by increasing our servicing staff and placing on-site
specialists at many of our mortgage servicer locations.

For more information about HAMP, other loan workout programs, and our relief refinance mortgage initiative, and
other options to help eligible borrowers, see MD&A RISK MANAGEMENT Credit Risk  Mortgage Credit Risk
Portfolio Management Activities MHA Program and  Loan Workout Activities.

Minimizing Credit Losses

To help minimize the credit losses related to our guarantee activities, we are focused on:

pursuing a variety of loan workouts, including foreclosure alternatives, in an effort to reduce the severity of
losses we incur;

managing foreclosure timelines;
managing our inventory of foreclosed properties to reduce costs and maximize proceeds; and

pursuing contractual remedies against originators, lenders, servicers, and credit enhancement providers, as
appropriate.

We establish guidelines for our servicers and provide them with software tools to determine which loan workout
solution would be expected to provide the best opportunity for minimizing our credit losses based on each borrower s
qualifications. For example, if a borrower qualifies for a loan modification, this often provides us a better opportunity
to minimize credit losses than a foreclosure. We rely on our servicers to pursue the best alternative available based on
our guidelines and software tools.

Our servicers pursue repayment plans and loan modifications for borrowers facing financial or other hardships since
the level of recovery (if a loan reperforms) may often be much higher than with foreclosure or foreclosure alternatives.
In cases where this alternative is not possible or successful, a short sale transaction typically provides us with a
comparable or higher level of recovery than what we would receive through property sales from our REO inventory.
In large part, the benefit of

4 Freddie Mac
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short sales arises from the avoidance of costs we would otherwise incur to complete the foreclosure and dispose of the
property, including maintenance and other property expenses associated with holding REO property, legal fees,
commissions, and other selling expenses of traditional real estate transactions. The foreclosure process is a lengthy
one in many jurisdictions with significant associated costs to complete, including, in times of home value decline,
foregone recovery we might receive from an earlier sale. The nationwide average for completion of a foreclosure (as
measured from the date of the last scheduled payment made by the borrower) on our single-family delinquent loans,
excluding those underlying our Other Guarantee Transactions, was 448 days for the foreclosures we completed during
2010 and varied widely among jurisdictions. We expect that the growth in short sales will continue, in part due to our
recent initiatives, including offering incentives to servicers to complete short sales instead of foreclosures as well as
our implementation of HAFA.

We have contractual arrangements with our seller/servicers under which they agree to provide us with mortgage loans
that have been originated under specified underwriting standards. If we subsequently discover that contractual
standards were not followed, we can exercise certain contractual remedies to mitigate our credit losses. These
contractual remedies include the ability to require the seller/servicer to repurchase the loan at its current UPB or make
us whole for any credit losses realized with respect to the loan. As of December 31, 2010, the UPB of loans subject to
repurchase requests issued to our single-family seller/servicers was approximately $3.8 billion, and approximately
34% of these requests were outstanding for more than four months since issuance of our repurchase request. The
actual amount we expect to collect on these requests is significantly less than their UPB amounts primarily because
many of these requests are satisfied by reimbursement of our realized losses by seller/servicers, or may be rescinded in
the course of the contractual appeals process. During 2010 and 2009, we entered into agreements with certain
seller/servicers to release certain loans in their portfolio from repurchase obligations in exchange for one-time cash
payments. We may enter into similar agreements or seek other remedies in the future. See MD&A RISK
MANAGEMENT Credit Risk Institutional Credit Risk  Mortgage Seller/Servicers for further information on our
agreements with our seller/servicers.

Historically, our credit loss exposure has also been partially mitigated by mortgage insurance, which is a form of
credit enhancement. Primary mortgage insurance is required to be purchased, at the borrower s expense, for certain
mortgages with higher LTV ratios. We received payments under primary and other mortgage insurance of $1.8 billion
and $952 million in the years ended December 31, 2010 and 2009, respectively, to help mitigate our credit losses.

Maintaining the Credit Quality of New Loan Purchases and Guarantees

We continue to focus on maintaining underwriting standards that allow us to purchase and guarantee loans made to
qualified borrowers that we believe will provide management and guarantee fee income, over the long-term, that
exceeds our anticipated credit-related and administrative expenses on the underlying loans.

As of December 31, 2010, more than one-third of our single-family credit guarantee portfolio consisted of mortgage
loans originated in 2009 and 2010. The substantial majority of the single-family mortgages we purchased in 2010
were 30-year and 15-year fixed-rate mortgages. We believe the credit quality of the single-family loans we acquired in
2009 and 2010 (excluding relief refinance mortgages) is better than that of loans we acquired from 2005 through 2008
as measured by original LTV ratios, FICO scores, and income documentation standards. These newer loans have also
experienced significantly better serious delinquency trends at this stage in their lifecycle than loans acquired from
2006 through 2008. Early serious delinquency performance and home price declines have historically been indicators
of long-term credit performance.

We believe the improvement in credit quality we are experiencing is primarily the result of the combination of:

(a) changes in our underwriting guidelines implemented during 2009 and 2010; (b) fewer purchases in 2009 and 2010
of loans with higher-risk characteristics; (c) changes in mortgage insurers and lenders underwriting practices; and
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(d) an increase in the relative amount of refinance mortgages versus new purchase mortgages we acquired in 2009 and
2010. Approximately 80% of our purchases for the single-family credit guarantee portfolio in both 2010 and 2009
were refinance mortgages. Refinance mortgages typically lower the borrower s monthly mortgage payment, and
thereby reduce the risk that the borrower will default.

Table 2 presents the composition, loan characteristics, and serious delinquency rates of loans in our single-family
credit guarantee portfolio, by year of origination at December 31, 2010.

5 Freddie Mac
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Table 2 Single-Family Credit Guarantee Portfolio Data by Year of Origination

At December 31, 2010
Serious
% of Average Current Delinquency
Credit LTV
Portfolio® Score® Ratio® Rate®
Year of Origination
2010 18% 755 70% 0.05%
2009 21 755 70 0.26
2008 9 728 86 4.89
2007 11 707 104 11.63
2006 9 712 104 10.46
2005 10 719 91 6.04
2004 and prior 22 722 58 2.46
Total 100% 733 78 3.84

(1) Based on the UPB of the single-family credit guarantee portfolio.

(2) Based on FICO credit score of the borrower as of the date of loan origination.

(3) Current market values are estimated by adjusting the value of the property at origination based on changes in the
market value of homes since origination.

(4) See MD&A RISK MANAGEMENT Credit Risk Mortgage Credit Risk  Credit Performance Delinquencies f
further information about our reported serious delinquency rates.

During 2010, the guarantee-related revenue from the mortgage loans originated in 2009 and 2010 exceeded the

credit-related and administrative expenses associated with these loans. Credit-related expenses consist of our

provision for credit losses and REO operations expense. These new vintages are replacing the older vintages that have

a higher composition of mortgages with higher-risk characteristics. We currently expect that, over time, this should

positively impact the serious delinquency rates and credit expenses of our single-family credit guarantee portfolio. See
Table 19 Segment Earnings Composition Single-Family Guarantee Segment for an analysis of the contribution to

Segment Earnings by loan origination year.

Single-Family Credit Guarantee Portfolio

Since the beginning of 2008, on an aggregate basis, we recorded provision for credit losses associated with
single-family loans of approximately $62.3 billion, and an additional $4.7 billion in losses on loans purchased from
our PCs, net of recoveries. The majority of these losses are associated with loans originated in 2005 through 2008.
While loans we acquired in 2005 through 2008 will give rise to additional credit losses that we have not yet
provisioned for, we believe, as of December 31, 2010, that we have reserved for or charged-off the majority of the
total expected credit losses for these loans. Nevertheless, various factors, including continued high unemployment
rates or further declines in home prices, could require us to provide for losses on these loans beyond our current
expectations.

Table 3 provides certain credit statistics for our single-family credit guarantee portfolio. The UPB of our single-family
credit guarantee portfolio decreased 5% during 2010 to $1.81 trillion at December 31, 2010 from $1.90 trillion at
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December 31, 2009. Liquidations have significantly exceeded our new guarantee activity during 2010, which drove
the decline in UPB of this portfolio.

Table 3 Credit Statistics, Single-Family Credit Guarantee Portfolio

As of

12/31/2010  09/30/2010  06/30/2010  03/31/2010  12/31/2009
Payment status
One month past due 2.07% 2.11% 2.02% 1.89% 2.24%
Two months past due 0.78% 0.80% 0.77% 0.79% 0.95%
Seriously delinquent(D) 3.84% 3.80% 3.96% 4.13% 3.98%
Non-performing loans (in millions)® $ 115,478 $ 112,746 $ 111,758 $ 110,079 $ 98,689
Single-family loan loss reserve (in
millions)® $ 39,098 $ 37,665 $ 37,384 $ 35,969 $ 33,026
REO inventory (in units) 72,079 74,897 62,178 53,831 45,047
REO assets, net carrying value (in
millions) $ 6,961 $ 7,420 $ 6,228 $ 5411 $ 4,661

For the Three Months Ended
12/31/2010  09/30/2010  06/30/2010  03/31/2010  12/31/2009
(in units, unless noted)

Seriously delinquent loan additions(!) 113,235 115,359 123,175 150,941 166,459
Loan modifications® 37,203 39,284 49,562 44,228 15,805
Foreclosure starts ratio® 0.73% 0.75% 0.61% 0.64% 0.57%
REO acquisitions© 23,771 39,053 34,662 29,412 24,749
REO disposition severity ratio:(?)
California 43.9% 41.9% 42.0% 43.9% 44.4%
Florida 53.0% 54.9% 53.8% 56.2% 54.3%
Arizona 49.5% 46.6% 44.3% 45.3% 43.9%
Nevada 53.1% 51.6% 49.4% 50.7% 50.4%
Michigan 49.7% 49.2% 47.2% 47.6% 48.9%
Total U.S. 41.3% 41.5% 39.2% 40.5% 40.1%
Single-family credit losses (in
millions)(© $ 3,086 $ 4216 $ 3,851 $ 2907 $ 2,498

(1) See MD&A RISK MANAGEMENT Credit Risk  Mortgage Credit Risk  Credit Performance Delinquencies f

further information about our reported serious delinquency rates.

(2) Consists of the UPB of loans in our single-family credit guarantee portfolio that have undergone a TDR or that
are seriously delinquent.

(3) Consists of the combination of: (a) our allowance for loan losses on mortgage loans held for investment; and
(b) our reserve for guarantee losses associated with non-consolidated single-family mortgage securitization trusts
and other guarantee commitments.

(4) Represents the number of completed modifications under agreement with the borrower during the quarter.
Excludes forbearance agreements, repayment plans, and loans in the trial period under HAMP.

(5) Represents the ratio of the number of loans that entered the foreclosure process during the respective quarter
divided by the number of loans in the portfolio at the end of the quarter. Excludes Other Guarantee Transactions
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and mortgages covered under other guarantee commitments.

(6) Our REO acquisition volume temporarily slowed in the fourth quarter of 2010 due to delays in the foreclosure
process, including delays related to concerns about deficiencies in foreclosure documentation practices, and
reducing our credit losses for the period.

(7) Calculated as the amount of our losses recorded on disposition of REO properties during the respective quarterly
period, excluding those subject to repurchase requests made to our seller/servicers, divided by the aggregate UPB
of the related loans. The amount of losses recognized on disposition of the properties is equal to the amount by
which the UPB of the loans exceeds the amount of sales proceeds from disposition of the properties. Excludes
sales commissions and other expenses, such as property maintenance and costs, as well as related recoveries from
credit enhancements, such as mortgage insurance.

Our REO disposition severity ratio was impacted in the fourth quarter of 2010, particularly in the state of Florida, by
temporary suspensions of REO sales by us and our seller/servicers related to concerns about deficiencies in
foreclosure documentation practices. We believe that these suspensions caused our REO disposition severity ratio in
Florida to decline in the fourth quarter of 2010, as compared to the third quarter of 2010, while most other states
experienced an increase in this ratio for the same periods.

As shown in Table 3 above, the number of seriously delinquent loan additions declined in each quarter of 2010.
However, our single-family credit guarantee portfolio continued to experience a high level of serious delinquencies
and foreclosure starts, as compared to periods before 2009. The credit losses of our single-family credit guarantee
portfolio increased in 2010, compared to 2009, due in part to the ongoing weakness in the U.S. economy. Other
factors affecting credit losses during the year include:

Losses associated with an increase in the volume of foreclosures and foreclosure alternatives. These actions
related to efforts to resolve our significant inventory of seriously delinquent loans. This inventory accumulated
in prior periods, primarily during 2009, due to the lengthening in the foreclosure and modification timelines
caused by various suspensions of foreclosure transfers, process requirements for the implementation of HAMP,
and constraints in servicers capabilities to process large volumes of problem loans. Due to the length of time
necessary for servicers either to complete the foreclosure process or pursue foreclosure alternatives on seriously
delinquent loans still in our portfolio, we expect our credit losses will continue to rise even as the volume of new
serious delinquencies declines.

7 Freddie Mac
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The impact of certain loan groups within the single-family credit guarantee portfolio, such as those underwritten
with certain lower documentation standards and interest-only loans, as well as other 2005 through 2008 vintage
loans. These groups continue to be large contributors to our credit losses.

Continued declines in home prices in many geographic areas, based on our own index, which resulted in
continued high loss severity ratios on our dispositions of REO inventory.

Some of our loss mitigation activities create fluctuations in our delinquency statistics. For example, loans that we
report as seriously delinquent before they enter the HAMP trial period continue to be reported as seriously delinquent
until the modifications become effective and the loans are removed from delinquent status by our servicers. See
MD&A RISK MANAGEMENT  Credit Risk  Mortgage Credit Risk  Credit Performance Delinquencies for furthe
information about factors affecting our reported delinquency rates during 2010 and 2009.

Government Support for our Business

We are dependent upon the continued support of Treasury and FHFA in order to continue operating our business. Our
ability to access funds from Treasury under the Purchase Agreement is critical to keeping us solvent and avoiding the
appointment of a receiver by FHFA under statutory mandatory receivership provisions. While the conservatorship has
benefited us, we are subject to certain constraints on our business activities imposed by Treasury due to the terms of,
and Treasury s rights under, the Purchase Agreement and by FHFA, as our Conservator.

Under the Purchase Agreement, Treasury made a commitment to provide funding, under certain conditions, to

eliminate deficits in our net worth. The $200 billion cap on the funding commitment from Treasury will increase as
necessary to eliminate any net worth deficits during 2010, 2011, and 2012. We believe that the support provided by
Treasury pursuant to the Purchase Agreement currently enables us to maintain our access to the debt markets and to
have adequate liquidity to conduct our normal business activities, although the costs of our debt funding could vary.

On December 30, 2010, we received $100 million in funding from Treasury under the Purchase Agreement relating to
our net worth deficit as of September 30, 2010. The draws received during 2010 increased the aggregate liquidation
preference of the senior preferred stock to $64.2 billion at December 31, 2010 from $51.7 billion at December 31,
2009. To address our net worth deficit of $401 million as of December 31, 2010, FHFA, as Conservator, will submit a
draw request, on our behalf, to Treasury under the Purchase Agreement in the amount of $500 million. Upon funding
of the draw request: (a) our aggregate funding received from Treasury under the Purchase Agreement will increase to
$63.7 billion; and (b) the aggregate liquidation preference on the senior preferred stock owned by Treasury will
increase from $64.2 billion to $64.7 billion and the corresponding annual cash dividend owed to Treasury will
increase to $6.47 billion. We have paid cash dividends to Treasury of $10.0 billion to date, an amount equal to 16% of
our aggregate draws under the Purchase Agreement. As of December 31, 2010, our annual cash dividend obligation to
Treasury on the senior preferred stock exceeded our annual historical earnings in all but one period. As a result, we
expect to make additional draws in future periods.

Neither the U.S. government nor any other agency or instrumentality of the U.S. government is obligated to fund our
mortgage purchase or financing activities or to guarantee our securities or other obligations.

For more information on the Purchase Agreement, see Conservatorship and Related Matters.
Long-Term Financial Sustainability and Future Status

It is unlikely that we will generate net income or comprehensive income in excess of our annual dividends payable to
Treasury over the long term, although we may experience period-to-period variability in earnings and comprehensive
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income. As a result, there is uncertainty as to our long-term financial sustainability.

We expect to request additional draws under the Purchase Agreement in future periods. Over time, our dividend
obligation to Treasury will increasingly drive future draws. In addition, we are required under the Purchase Agreement
to pay a quarterly commitment fee to Treasury, which could also contribute to future draws if the fee is not waived in
the future. Treasury waived the fee for the first quarter of 2011, but it has indicated that it remains committed to
protecting taxpayers and ensuring that our future positive earnings are returned to taxpayers as compensation for their
investment. The amount of the quarterly commitment fee has not yet been established and could be substantial.

In addition, continued high levels of unemployment, adverse changes in home prices, interest rates, mortgage security
prices and spreads and other factors could lead to additional draws. For additional discussion of other factors that
could result in additional draws, see MD&A LIQUIDITY AND CAPITAL RESOURCES Capital Resources.

On February 11, 2011, the Obama Administration delivered a report to Congress that lays out the Administration s
plan to reform the U.S. housing finance market, including options for structuring the government s long-term role in a
housing finance system in which the private sector is the dominant provider of mortgage credit. The report
recommends winding down Freddie Mac and Fannie Mae, stating that the Obama Administration will work with
FHFA to determine the best way

8 Freddie Mac
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to responsibly reduce the role of Freddie Mac and Fannie Mae in the market and ultimately wind down both
institutions. The report states that these efforts must be undertaken at a deliberate pace, which takes into account the
impact that these changes will have on borrowers and the housing market.

The report states that the government is committed to ensuring that Freddie Mac and Fannie Mae have sufficient
capital to perform under any guarantees issued now or in the future and the ability to meet any of their debt
obligations, and further states that the Obama Administration will not pursue policies or reforms in a way that would
impair the ability of Freddie Mac and Fannie Mae to honor their obligations. The report states the Obama
Administration s belief that under the companies senior preferred stock purchase agreements with Treasury, there is
sufficient funding to ensure the orderly and deliberate wind down of Freddie Mac and Fannie Mae, as described in the
Administration s plan.

The report identifies a number of policy levers that could be used to wind down Freddie Mac and Fannie Mae, shrink
the government s footprint in housing finance, and help bring private capital back to the mortgage market, including
increasing guarantee fees, phasing in a 10% down payment requirement, reducing conforming loan limits, and
winding down Freddie Mac and Fannie Mae s investment portfolios, consistent with the senior preferred stock
purchase agreements.

These recommendations, if implemented, would have a material impact on our business volumes, market share, results
of operations and financial condition. We cannot predict the extent to which these recommendations will be
implemented or when any actions to implement them may be taken. However, we are not aware of any current plans
of our Conservator to significantly change our business model or capital structure in the near-term.

Changes in Accounting Standards Related to Accounting for Transfers of Financial Assets and Consolidation of
VIEs

In June 2009, the FASB issued two new accounting standards that amended the guidance applicable to the accounting
for transfers of financial assets and the consolidation of VIEs. Effective January 1, 2010, we adopted these new
accounting standards prospectively for all existing VIEs. The adoption of these two standards had a significant impact
on our consolidated financial statements and other financial disclosures beginning in the first quarter of 2010. As a
result of our adoption of these standards, our consolidated balance sheets reflect the consolidation of our single-family
PC trusts and certain of our Other Guarantee Transactions. This consolidation resulted in an increase to our assets and
liabilities of $1.5 trillion and a net decrease to total equity (deficit) as of January 1, 2010 of $11.7 billion.

Because our results of operations for the year ended December 31, 2010 (on both a GAAP and Segment Earnings
basis) include the activities of the consolidated VIEs, they are not directly comparable with the results of operations
for the years ended December 31, 2009 and 2008, which reflect the accounting policies in effect during that time (i.e.,
when the majority of the securitization entities were accounted for off-balance sheet).

See NOTE 2: CHANGE IN ACCOUNTING PRINCIPLES for more information regarding the new accounting
standards and the impact to our financial statements.

Consolidated Results 2010 versus 2009

Net loss was $14.0 billion and $21.6 billion for 2010 and 2009, respectively. Key highlights of our financial results for
2010 include:

Net interest income for 2010 decreased slightly to $16.9 billion from $17.1 billion in 2009, mainly due to a
decrease in the average balance of mortgage-related securities, partially offset by lower funding costs.
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Provision for credit losses for 2010 decreased to $17.2 billion from $29.5 billion for 2009. The provision for
credit losses in 2010 primarily reflects a substantial slowdown in the rate of growth of our non-performing
single-family loans. The provision for credit losses in 2009 reflected significant increases in non-performing
loans and serious delinquency rates in that period.

Non-interest income (loss) was $(11.6) billion for 2010, compared to $(2.7) billion for 2009. This decline was
primarily due to higher derivative losses, lower gains on investment securities, and a decrease in other income in
2010. Other income declined primarily due to a significant decrease in income recognized on our guarantee
activities, which was substantially eliminated as a result of our adoption of the new accounting standards for
consolidation of VIEs on January 1, 2010. These declines were partially offset by reduced impairments of
available-for-sale securities in 2010, compared to 2009.

Non-interest expense declined to $2.9 billion in 2010, compared to $7.2 billion in 2009, primarily due to lower
losses on loans purchased, which was substantially eliminated as a result of our adoption of the new accounting
standards for consolidation of VIEs on January 1, 2010.

Total comprehensive income (loss) was $282 million for 2010 compared to $(2.9) billion for 2009. Total
comprehensive income for 2010 reflects the net result of the $14.0 billion net loss for 2010, and an increase of

$14.3 billion in AOCI primarily resulting from fair value improvements on available-for-sale securities.

9 Freddie Mac
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We conduct business in the U.S. residential mortgage market and the global securities market under the direction of
our Conservator, FHFA, and under regulatory supervision of FHFA, the SEC, HUD, and Treasury. The size of the
U.S. residential mortgage market is affected by many factors, including changes in interest rates, home ownership
rates, home prices, the supply of housing and lender preferences regarding credit risk and borrower preferences
regarding mortgage debt. The amount of residential mortgage debt available for us to purchase and the mix of
available loan products are also affected by several factors, including the volume of mortgages meeting the
requirements of our charter (which is affected by changes in the conforming loan limit by FHFA), our own preference
for credit risk reflected in our purchase standards and the mortgage purchase and securitization activity of other
financial institutions. We conduct our operations solely in the U.S. and its territories, and do not generate any revenue
from or have assets in geographic locations outside of the U.S. and its territories.

Our charter forms the framework for our business activities, the initiatives we bring to market and the services we
provide to the nation s residential housing and mortgage industries. Our charter also determines the types of mortgage
loans that we are permitted to purchase. Our statutory mission as defined in our charter is to:

provide stability in the secondary market for residential mortgages;
respond appropriately to the private capital market;

provide ongoing assistance to the secondary market for residential mortgages (including activities relating to
mortgages for low- and moderate-income families, involving a reasonable economic return that may be less than
the return earned on other activities); and

promote access to mortgage credit throughout the U.S. (including central cities, rural areas, and other
underserved areas).

Our charter does not permit us to originate mortgage loans or lend money directly to consumers in the primary
mortgage market. We provide liquidity, stability and affordability to the U.S. housing market primarily by providing
our credit guarantee for residential mortgages originated by mortgage lenders and investing in mortgage loans and
mortgage-related securities. We use mortgage securitization as an integral part of our activities. Mortgage
securitization is a process by which we purchase mortgage loans that lenders originate, and pool these loans into
guaranteed mortgage securities that are sold in global capital markets, generating proceeds that support future loan
origination activity by lenders. The primary Freddie Mac guaranteed mortgage-related security is the single-class PC.
We also aggregate and resecuritize mortgage-related securities that are issued by us, other GSEs, HFAs, or private
(non-agency) entities, and issue other single-class and multiclass mortgage-related securities to third-party investors.
We also enter into other guarantee commitments for multifamily mortgage loans, certain HFA bonds under the HFA
initiative, and housing revenue bonds held by third parties.

Our charter limits our purchases of single-family loans to the conforming loan market. The conforming loan market is
defined by loans originated with UPBs at or below limits determined annually based on changes in FHFA s housing
price index, a method established and maintained by FHFA for determining the national average single-family home
price. Since 2006, the base conforming loan limit for a one-family residence has been set at $417,000 with higher
limits in certain high-cost areas. Higher limits also apply to two- to four-family residences. The conforming loan
limits are 50% higher for mortgages secured by properties in Alaska, Guam, Hawaii and the U.S. Virgin Islands.

Our charter generally prohibits us from purchasing first-lien single-family mortgages if the outstanding UPB of the
mortgage at the time of our purchase exceeds 80% of the value of the property securing the mortgage unless we have
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one of the following credit protections:

mortgage insurance from a mortgage insurer that we determine is qualified on the portion of the UPB of the
mortgage that exceeds 80%;

a seller s agreement to repurchase or replace any mortgage that has defaulted; or

retention by the seller of at least a 10% participation interest in the mortgage.
Under our charter, our mortgage purchase operations are confined, so far as practicable, to mortgages which we deem
to be of such quality, type and class as to meet generally the purchase standards of other private institutional mortgage
investors. This is a general marketability standard.
Our charter requirement for credit protection on mortgages with LTV ratios greater than 80% does not apply to
multifamily mortgages or to mortgages that have the benefit of any guarantee, insurance or other obligation by the
U.S. or any of its agencies or instrumentalities (e.g., the FHA, the VA or the USDA Rural Development).
Until June 2011, as part of the MHA Program, we may purchase single-family mortgages that refinance borrowers
whose mortgages we currently own or guarantee without obtaining additional credit enhancement in excess of that

already in
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place for any such loan, provided that the current LTV ratio of the loan at the time of refinance does not exceed 125%.
The relief refinance mortgage initiative is our implementation of this refinance program.

We also focus on maintaining underwriting standards that allow us to purchase and guarantee loans made to qualified
borrowers that we believe will provide management and guarantee fee income, over the long-term, that exceeds our
anticipated credit-related and administrative expenses on the underlying loans.

Our Business Segments

Our operations consist of three reportable segments, which are based on the type of business activities each performs
Single-family Guarantee, Investments, and Multifamily. Certain activities that are not part of a reportable segment are
included in the All Other category.

We evaluate segment performance and allocate resources based on a Segment Earnings approach. Beginning
January 1, 2010, we revised our method for presenting Segment Earnings to reflect changes in how management
measures and assesses the financial performance of each segment and the company as a whole. For more information
on our segments, including financial information, see MD&A CONSOLIDATED RESULTS OF OPERATIONS
Segment Earnings and NOTE 17: SEGMENT REPORTING.

Single-Family Guarantee Segment

The Single-family Guarantee segment reflects results from our single-family credit guarantee activities. In our
Single-family Guarantee segment, we purchase single-family mortgage loans originated by our seller/servicers in the
primary mortgage market. In most instances, we use the mortgage securitization process to package the purchased
mortgage loans into guaranteed mortgage-related securities. We guarantee the payment of principal and interest on the
mortgage-related security in exchange for management and guarantee fees.

Our Customers

Our customers are predominantly lenders in the primary mortgage market that originate mortgages for homeowners.
These lenders include mortgage banking companies, commercial banks, savings banks, community banks, credit
unions, HFAs, and savings and loan associations.

We acquire a significant portion of our mortgages from several large lenders. These lenders are among the largest
mortgage loan originators in the U.S. Due to the mortgage and financial market crisis during 2008 and 2009, a number
of larger mortgage originators failed or were acquired and, as a result, mortgage origination volume during 2010 was
concentrated in a smaller number of institutions. See RISK FACTORS Competitive and Market Risks for further
information. During 2010, three mortgage lenders (Wells Fargo Bank, N.A., Bank of America, N.A. and Chase Home
Finance LLC) each accounted for more than 10% of our single-family mortgage purchase volume and collectively
accounted for approximately 50% of our single-family mortgage purchase volume. Our top ten lenders accounted for
approximately 78% of our single-family mortgage purchase volume during 2010.

Qur Competition

Historically, our principal competitors have been Fannie Mae, Ginnie Mae and FHA, and other financial institutions
that retain or securitize mortgages, such as commercial and investment banks, dealers, and thrift institutions. Since
2008, most of our competitors, other than Fannie Mae and Ginnie Mae, have ceased their activities in the residential
mortgage securitization business or severely curtailed these activities relative to their previous levels. We compete on
the basis of price, products, the structure of our securities, and service.
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Ginnie Mae, which has become a more significant competitor since 2008, guarantees the timely payment of principal
and interest on mortgage-related securities backed by federally insured or guaranteed loans, primarily those insured by
FHA or guaranteed by VA. Ginnie Mae increased its share of the securitization market in 2010, in large part due to
favorable pricing of loans insured by FHA, the increase in the FHA loan limit and the availability, through FHA, of a
mortgage product for borrowers seeking greater than 80% financing who could not otherwise qualify for a
conventional mortgage.

The conservatorship, including direction provided to us by our Conservator, and the restrictions on our activities under
the Purchase Agreement may affect our ability to compete in the business of securitizing mortgages. On a number of
occasions, FHFA has directed us and Fannie Mae to confer and consider uniform approaches to particular issues and
problems, and FHFA has in a few cases directed the two GSEs to adopt common approaches. For example, in January
2011, FHFA announced that it has directed Freddie Mac and Fannie Mae to work on a joint initiative, in coordination
with HUD, to consider alternatives for future mortgage servicing structures and servicing compensation, including the
possibility of reducing or eliminating the minimum servicing fee for performing loans, or other structures. FHFA has
also directed Freddie Mac and Fannie Mae to discuss with FHFA and with each other, and wherever feasible to
develop consistent requirements, policies and processes for, the servicing of non-performing mortgages, and to discuss
joint standards for the evaluation of the servicing performance of servicers. It is possible that FHFA could require us
and Fannie Mae to take a common approach
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that, because of differences in our respective businesses, could place Freddie Mac at a competitive disadvantage to
Fannie Mae.

Overview of the Mortgage Securitization Process

Mortgage securitization is a process by which we purchase mortgage loans that lenders originate, and pool these loans
into mortgage securities that are sold in global capital markets, generating proceeds that support future purchases from
lenders. The following diagram illustrates how we support mortgage market liquidity when we create PCs through
mortgage securitizations. These PCs can be sold to investors or held by us:

The U.S. residential mortgage market consists of a primary mortgage market that links homebuyers and lenders and a
secondary mortgage market that links lenders and investors. We participate in the secondary mortgage market by
purchasing mortgage loans and mortgage-related securities for investment and by issuing guaranteed mortgage-related
securities. In the Single-family Guarantee segment, we purchase and securitize single-family mortgages, which are
mortgages that are secured by one- to four-family properties.

In general, the securitization and Freddie Mac guarantee process works as follows: 1) a lender originates a mortgage
loan to a borrower purchasing a home or refinancing an existing mortgage loan, 2) we purchase the loan from the

lender and place it with other mortgages that are pooled into a security that can be sold to investors, 3) the lender may
then use the proceeds from the sale to originate another mortgage loan, 4) we provide a credit guarantee, for a fee
(generally a small portion of the interest collected on the mortgage loan), to those who invest in the security, 5) the
borrower s monthly payment of mortgage principal and interest is passed through to the investors in the security, and

6) if the borrower stops making monthly payments because a family member loses a job, for example we step in and
make the applicable payments to investors in the security. In the event a borrower defaults on the mortgage, our

servicer works with the borrower to find a solution to help them stay in the home, if possible, through our many
different workout options, or we ultimately foreclose and sell the home.

The terms of single-family mortgages that we purchase or guarantee allow borrowers to prepay these loans, thereby
allowing borrowers to refinance their loans when mortgage rates decline. Because of the nature of long-term,
fixed-rate mortgages, borrowers are protected against rising interest rates, but are able to take advantage of declining
rates through refinancing. When a borrower prepays a mortgage that we have securitized, the outstanding balance of
the security owned by

12 Freddie Mac

Table of Contents 28



Edgar Filing: FEDERAL HOME LOAN MORTGAGE CORP - Form 10-K

Table of Contents

investors is reduced by the amount of the prepayment. Unscheduled reductions in loan principal, regardless of whether
they are voluntary or involuntary (e.g. foreclosure), result in prepayments of security balances. Consequently, the
owners of our guaranteed securities are subject to prepayment risk on the related mortgage loans, which is principally
that the investor will receive an unscheduled return of the principal, and therefore may not earn the rate of return
originally expected on the investment.

We guarantee these mortgage-related securities in exchange for compensation, which consists primarily of a
combination of management and guarantee fees paid on a monthly basis as a percentage of the UPB of the underlying
loans and initial upfront payments referred to as delivery fees. We may also make upfront payments to buy-up the
monthly management and guarantee fee rate, or receive upfront payments to buy-down the monthly management and
guarantee fee rate. These fees are paid in conjunction with the formation of a PC to provide for a uniform coupon rate
for the mortgage pool underlying the issued PC.

We enter into mortgage purchase volume commitments with many of our larger customers in order to have a supply of
loans for our guarantee business. These commitments provide for the lenders to deliver us a specified dollar amount of
mortgages during a specified period of time. Some commitments may also provide for the lender to deliver to us a
minimum percentage of their total sales of conforming loans. The purchase and securitization of mortgage loans from
customers under these longer-term contracts have pricing schedules for our management and guarantee fees that are
negotiated at the outset of the contract with initial terms that may range from one month to one year. We call these
transactions flow activity and they represent the majority of our purchase volumes. The remainder of our purchases
and securitizations of mortgage loans occurs in cash, or bulk, transactions for which purchase prices and management
and guarantee fees are negotiated on an individual transaction basis. Mortgage purchase volumes from individual
customers can fluctuate significantly. If a mortgage lender fails to meet its contractual commitment, we have a variety
of contractual remedies, which may include the right to assess certain fees. Our mortgage purchase contracts contain
no penalty or liquidated damages clauses based on our inability to take delivery of presented mortgage loans.
However, if we were to fail to meet our contractual commitment, we could be deemed to be in breach of our contract
and could be liable for damages in a lawsuit.

We seek to issue guarantees on our PCs with fee terms that we believe will, over the long-term, provide management
and guarantee fee income that exceeds our anticipated credit-related and administrative expenses on the underlying
loans. Our Single-family Guarantee segment is responsible for determining prices of our guarantee and delivery fees
based on our assessment of credit risk and loss mitigation related to single-family loans, including single-family loans
underlying our guaranteed mortgage-related securities. We vary our guarantee and delivery fee pricing for different
mortgage products and mortgage or borrower underwriting characteristics. We implemented several increases in
delivery fees that became effective in 2009 applicable to mortgages with certain higher-risk loan characteristics. We
announced additional delivery fee increases in the fourth quarter of 2010 that become effective March 1, 2011 (or
later, as outstanding contracts permit) for loans with higher LTV ratios. Given the uncertainty of the housing market
in 2009 and 2010, we entered into arrangements with certain existing customers at their renewal dates that allow us to
change credit and pricing terms more quickly than in the past.

For information on how we account for our securitization activities, sse NOTE 1: SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES and NOTE 2: CHANGE IN ACCOUNTING PRINCIPLES.

Securitization Activities
The types of mortgage-related securities we issue and guarantee include the following:

PCs;
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REMICs and Other Structured Securities; and
Other Guarantee Transactions.
PCs

Our PCs are pass-through securities that represent undivided beneficial interests in trusts that hold pools of mortgages
we have purchased. Holding single-family loans in the form of PCs rather than as unsecuritized loans gives us greater
flexibility in managing the composition of our mortgage portfolio, as it is generally easier to purchase and sell PCs
than unsecuritized mortgage loans, and allows more cost effective interest-rate risk management. For our fixed-rate
PCs, we guarantee the timely payment of principal and interest. For our ARM PCs, we guarantee the timely payment
of the weighted average coupon interest rate for the underlying mortgage loans. We also guarantee the full and final
payment of principal for ARM PCs; however, we do not guarantee the timely payment of principal on ARM PCs. We
issue most of

13 Freddie Mac
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our PCs in transactions in which our customers exchange mortgage loans for PCs. We refer to these transactions as
guarantor swaps. The following diagram illustrates a guarantor swap transaction:

Guarantor Swap

We also issue PCs in exchange for cash. The following diagram illustrates an exchange for cash in a cash auction of
PCs:

Cash Auction of PCs

Institutional and other fixed-income investors, including pension funds, insurance companies, securities dealers,
money managers, commercial banks and foreign central banks, purchase our PCs. Treasury and the Federal Reserve
have also purchased mortgage-related securities issued by us, Fannie Mae and Ginnie Mae under their purchase
programs. Treasury s purchase program ended in December 2009. The Federal Reserve s purchase program ended in
March 2010.

PCs differ from U.S. Treasury securities and other fixed-income investments in two ways. First, they can be prepaid at
any time. Homeowners have the right to prepay their mortgage at any time (known as the prepayment option), and
homeowner mortgage payments are passed through to the PC holder. Consequently, our securities implicitly have a
call option that significantly reduces the average life of the security from the contractual loan maturity. As a result, our
PCs generally provide a higher nominal yield than certain other fixed-income products. Second, PCs are not backed
by the full faith and credit of the United States, as are U.S. Treasury securities.

In addition, we seek to support the liquidity of the market for our PCs through a variety of activities, including
educating dealers and investors about the merits of PCs, and enhancing disclosures related to the collateral underlying
our securities.

REMICs and Other Structured Securities

We issue single-class and multiclass securities. Single-class securities involve the straight pass-through of all of the
cash flows of the underlying collateral to holders of the beneficial interests. Our principal multiclass securities qualify
for tax treatment as REMICs. Multiclass securities divide all of the cash flows of the underlying mortgage-related
assets into two or

14 Freddie Mac
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more classes designed to meet the investment criteria and portfolio needs of different investors by creating classes of
securities with varying maturities, payment priorities and coupons, each of which represents a beneficial ownership
interest in a separate portion of the cash flows of the underlying collateral. Usually, the cash flows are divided to
modify the relative exposure of different classes to interest-rate risk, or to create various coupon structures. The
simplest division of cash flows is into principal-only and interest-only classes. Other securities we issue can involve
the creation of sequential payment and planned or targeted amortization classes. In a sequential payment class
structure, one or more classes receive all or a disproportionate percentage of the principal payments on the underlying
mortgage assets for a period of time until that class or classes is retired, following which the principal payments are
directed to other classes. Planned or targeted amortization classes involve the creation of classes that have relatively
more predictable amortization schedules across different prepayment scenarios, thus reducing prepayment risk,
extension risk, or both.

Our REMICs and Other Structured Securities represent beneficial interests in pools of PCs and/or certain other types
of mortgage-related assets. We create these securities primarily by using PCs or previously issued REMICs and Other
Structured Securities as the underlying collateral. Similar to our PCs, we guarantee the payment of principal and
interest to the holders of tranches of our REMICs and Other Structured Securities. We do not charge a management
and guarantee fee for these securities if the underlying collateral is already guaranteed by us since no additional credit
risk is introduced. Because the collateral underlying nearly all of our single-family REMICs and Other Structured
Securities consists of other mortgage-related securities that we guarantee, there are no concentrations of credit risk in
any of the classes of these securities that are issued, and there are no economic residual interests in the related
securitization trust. The following diagram provides a general example of how we create REMICs and Other
Structured Securities.

REMICs and Other Structured Securities

We issue many of our REMICs and Other Structured Securities in transactions in which securities dealers or investors
sell us mortgage-related assets or we use our own mortgage-related assets (e.g., PCs and REMICs and Other
Structured Securities) in exchange for the REMICs and Other Structured Securities. Since the creation of REMICs and
Other Structured Securities allows for setting differing terms for specific classes of investors, our issuance of these
securities can expand the range of investors in our mortgage-related securities to include those seeking specific
security attributes. For REMICs and Other Structured Securities that we issue to third parties, we typically receive a
transaction, or resecuritization, fee. This transaction fee is compensation for facilitating the transaction, as well as
future administrative responsibilities.

15 Freddie Mac
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Other Guarantee Transactions

We also issue mortgage-related securities to third parties in exchange for non-Freddie Mac mortgage-related
securities. We refer to these as Other Guarantee Transactions. The non-Freddie Mac mortgage-related securities are
transferred to trusts that were specifically created for the purpose of issuing securities, or certificates, in the Other
Guarantee Transactions. The following diagram illustrates an example of an Other Guarantee Transaction:

Other Guarantee Transaction

Other Guarantee Transactions can generally be segregated into two different types. In one type, we purchase only
senior tranches from a non-Freddie Mac senior-subordinated securitization, place the senior tranches into
securitization trusts, and issue Other Guarantee Transaction certificates guaranteeing the principal and interest
payments on those certificates. In this type of transaction, our credit risk is reduced by the credit protections from the
related subordinated tranches, which we neither purchase nor guarantee. In the second type, we purchase single-class
pass-through securities, place them in securitization trusts and issue Other Guarantee Transaction certificates
guaranteeing the principal and interest payments on those certificates. Our single-family Other Guarantee Transactions
backed by single-class pass-through securities do not benefit from structural or other credit enhancement protections.

Although Other Guarantee Transactions generally have underlying mortgage loans with varying risk characteristics,
we do not issue tranches that have concentrations of credit risk beyond those embedded in the underlying assets, as all
cash flows of the underlying collateral are passed through to the holders of the securities and there are no economic
residual interests in the securitization trusts. Additionally, there may be other credit enhancements and structural
features retained by the seller, such as excess interest or overcollateralization, that provide credit protection to our
interests, and reduce the likelihood that we will have to perform under our guarantee of the senior tranches. In
exchange for providing our guarantee, we may receive a management and guarantee fee or other delivery fees, if the
underlying collateral is not already guaranteed by us.

In 2010 and 2009, we entered into transactions under Treasury s NIBP with HFAs, for the partial guarantee of certain
single-family and multifamily HFA bonds, which were Other Guarantee Transactions with significant credit
enhancement provided by Treasury. The securities issued by us pursuant to the NIBP were purchased by Treasury.
See NOTE 3: CONSERVATORSHIP AND RELATED MATTERS for further information.
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For information about the amount of mortgage-related securities we have issued, see Table 34 Freddie Mac
Mortgage-Related Securities. For information about the relative performance of mortgages underlying these securities,
refer toour MD&A RISK MANAGEMENT Credit Risk section.

PC Trust Documents

We establish trusts for all of our issued PCs pursuant to our PC master trust agreement. In accordance with the terms
of our PC trust documents, we have the option, and in some instances the requirement, to purchase specified mortgage
loans from the trust. We purchase these mortgages at an amount equal to the current UPB, less any outstanding
advances of principal on the mortgage that have been distributed to PC holders. From time to time, we reevaluate our
delinquent loan purchase practices and alter them if circumstances warrant. Our practice is to purchase mortgages that
are 120 days or more delinquent from pools underlying our PCs when:

the mortgages have been modified;
foreclosure sales occur;
the mortgages are delinquent for 24 months; or

the cost of guarantee payments to PC holders, including advances of interest at the PC coupon rate, exceeds the
expected cost of holding the nonperforming loans.

On February 10, 2010, we announced that we would purchase substantially all single-family mortgage loans that are
120 days or more delinquent underlying our issued PCs. This change in practice was made based on a determination
that the cost of guarantee payments to the security holders will exceed the cost of holding unsecuritized
non-performing loans on our consolidated balance sheets. The cost of holding unsecuritized non-performing loans on
our consolidated balance sheets was significantly affected by our January 1, 2010 adoption of amendments to certain
accounting standards and changing economics pursuant to which the recognized cost of purchasing most delinquent
loans from PC trusts was less than the recognized cost of continued guarantee payments to security holders. See

Executive Summary Changes in Accounting Standards Related to Accounting for Transfers of Financial Assets and
Consolidation of VIEs for additional information.

In accordance with the terms of our PC trust documents, we are required to purchase a mortgage loan (or, in some
cases, substitute a comparable mortgage loan) from a PC trust in the following situations:

if a court of competent jurisdiction or a federal government agency, duly authorized to oversee or regulate our
mortgage purchase business, determines that our purchase of the mortgage was unauthorized and a cure is not
practicable without unreasonable effort or expense, or if such a court or government agency requires us to

repurchase the mortgage;

if a borrower exercises its option to convert the interest rate from an adjustable-rate to a fixed-rate on a
convertible ARM; and

in the case of balloon-reset loans, shortly before the mortgage reaches its scheduled balloon-reset date.
The To Be Announced Market

Because our fixed-rate PCs are homogeneous, issued in high volume and highly liquid, they trade on a generic basis
by PC coupon rate, also referred to as trading in the TBA market. A TBA trade in Freddie Mac securities represents a
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contract for the purchase or sale of PCs to be delivered at a future date; however, the specific PCs that will be
delivered to fulfill the trade obligation, and thus the specific characteristics of the mortgages underlying those PCs, are
not known (i.e., announced ) at the time of the trade, but only shortly before the trade is settled. The use of the TBA
market increases the liquidity of mortgage investments and improves the distribution of investment capital available
for residential mortgage financing, thereby helping us to accomplish our statutory mission. The Securities Industry
and Financial Markets Association publishes guidelines pertaining to the types of mortgages that are eligible for TBA
trades.

Underwriting Requirements and Quality Control Standards

We use a process of delegated underwriting for the single-family mortgages we purchase or securitize. In this process,
our contracts with seller/servicers describe mortgage underwriting standards and the seller/servicers represent and
warrant to us that the mortgages sold to us meet these standards. In our contracts with individual seller/servicers, we
sometimes waive or modify selected underwriting standards. Through our delegated underwriting process, mortgage
loans and the borrowers ability to repay the loans are evaluated using several critical risk characteristics, including but
not limited to, the borrower s credit score and credit history, the borrower s monthly income relative to debt payments,
the original LTV ratio, the type of mortgage product and the occupancy type of the loan. We subsequently review a
sample of these loans and, if we determine that any loan is not in compliance with our contractual standards, we may
require the seller/servicer to repurchase that mortgage. In lieu of a repurchase, we may agree to allow a seller/servicer
to indemnify us against loss in the event of a default by the borrower or enter into some other remedy. During the year
ended December 31, 2010, we reviewed a
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significant number of loans that defaulted in order to assess the sellers compliance with our purchase contracts. For
more information on our seller/servicers repurchase obligations, including recent performance under those obligations,
see MD&A RISK MANAGEMENT Credit Risk Institutional Credit Risk Mortgage Seller/Servicers.

The majority of our single-family mortgage purchase volume is evaluated using automated underwriting software
tools, either our tool (Loan Prospector), the seller/servicers own tools, or Fannie Mae s tool. The percentage of our
single-family mortgage purchase flow activity volume evaluated by the loan originator using Loan Prospector prior to
being purchased by us was 39%, 45%, and 42% during 2010, 2009, and 2008, respectively. Since 2008, we have
added a number of additional credit standards for loans evaluated by other underwriting tools to improve the quality of
loans we purchase that are evaluated using these other tools. Consequently, we do not believe the use of a tool other
than Loan Prospector significantly increases our loan performance risk.

As discussed above, our charter requires that single-family mortgages with LTV ratios above 80% at the time of
purchase be covered by specified credit enhancements or participation interests. In addition, we employ other types of
credit enhancements to further manage certain credit risk, including pool insurance, indemnification agreements,
collateral pledged by lenders and subordinated security structures.

Loss Mitigation and Loan Workout Activities

Loan workout activities are a key component of our loss mitigation strategy for managing and resolving troubled
assets and lowering credit losses. Our single-family loss mitigation strategy emphasizes early intervention in seriously
delinquent mortgages and provides alternatives to foreclosure. Other single-family loss mitigation activities include
providing our single-family servicers with default management tools designed to help them manage non-performing
loans more effectively and to assist borrowers in retaining home ownership where possible, or facilitate foreclosure
alternatives when continued homeownership is not an option. Loan workouts are intended to reduce the number of
seriously delinquent mortgages that proceed to foreclosure and, ultimately, mitigate our total credit losses by reducing
or eliminating a portion of the costs related to foreclosed properties and avoiding the additional credit losses that we
would likely incur in a REO sale.

Our loan workouts include:

Repayment plans, which are contractual plans to make up past due amounts. They mitigate our credit losses
because they assist borrowers in returning to compliance with the original terms of their mortgages.

Loan modifications, which may involve changing the terms of the loan, or adding outstanding indebtedness,
such as delinquent interest, to the UPB of the loan, or a combination of both. We require our servicers to
examine the borrower s capacity to make payments under the new terms by reviewing the borrower s
qualifications, including income. Loan modifications either: (a) result in a concession to the borrower, such as a
reduction in interest rate; or (b) do not result in a concession to the borrower, such as those which add the past
due amounts to the balance of the loan, extend the term or a combination of both. Loan modifications that result
in a concession to the borrower are situations in which we do not expect to recover the full original principal or
interest due under the original loan terms. Such modifications are accounted for as TDRs. During 2010, we
granted principal forbearance but did not utilize principal forgiveness for our loan modifications.

Forbearance agreements, where reduced payments or no payments are required during a defined period. They

provide additional time for the borrower to return to compliance with the original terms of the mortgage or to
implement another loan workout.
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Short sales, in which the borrower, working with the servicer, sells the home and pays off part of the outstanding
loan, accrued interest and other expenses from the sale proceeds, in satisfaction of the full amount of the loan.

For more information regarding credit risk, see MD&A RISK MANAGEMENT Credit Risk, NOTE 5:
MORTGAGE LOANS AND LOAN LOSS RESERVES, and NOTE 6: INDIVIDUALLY IMPAIRED AND
NON-PERFORMING LOANS.

Investments Segment

The Investments segment reflects results from our investment, funding and hedging activities. In our Investments
segment, we invest principally in mortgage assets funded by debt issuances and hedged using derivatives. We are not
currently a substantial buyer or seller of mortgage assets, except for purchases of delinquent mortgages out of PC
pools.

Our Customers

Our customers for our debt securities predominantly include insurance companies, money managers, central banks,
depository institutions, and pension funds. Within the Investments segment, we buy securities through various market
sources. We also invest in performing single-family mortgage loans, a significant portion of which is from several
large lenders, as discussed in  Single-Family Guarantee Segment  Our Customers.
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QOur Competition

Historically, our principal competitors have been Fannie Mae and other financial institutions that invest in
mortgage-related securities and mortgage loans, such as commercial and investment banks, dealers, thrift institutions,
and insurance companies. The conservatorship, including direction provided to us by our Conservator, and the
restrictions on our activities under the Purchase Agreement has affected and will continue to affect our ability to
compete in the business of investing in mortgage-related securities and mortgage loans.

We compete for low-cost debt funding with Fannie Mae, the FHLBs and other institutions. Competition for debt
funding from these entities can vary with changes in economic, financial market and regulatory environments.

Assets

Historically, we have primarily been a buy-and-hold investor in mortgage-related securities and single-family
mortgage loans. We may sell assets to reduce risk, provide liquidity, and improve our returns. However, due to
limitations under the Purchase Agreement and those imposed by FHFA, our ability to acquire and sell mortgage assets
is significantly constrained. For more information, see Conservatorship and Related Matters and MD&A
CONSOLIDATED RESULTS OF OPERATIONS Segment Earnings  Segment Earnings-Results  Investments.

We may purchase assets for a variety of reasons, including to improve investment returns. We estimate our expected
investment returns using an OAS approach, which is an estimate of the yield spread between a given financial
instrument and a benchmark (LIBOR, agency or Treasury) yield curve. In this approach, we consider potential
variability in the instrument s cash flows resulting from any options embedded in the instrument, such as the
prepayment option. Additionally, in this segment we maintain a cash and other investments portfolio, comprised
primarily of cash and cash equivalents, non-mortgage-related securities, federal funds sold and securities purchased
under agreements to resell, to help manage our liquidity needs.

Debt Financing

We fund our investment activities by issuing short-term and long-term debt. The conservatorship, and the resulting
support we receive from Treasury, has enabled us to access debt funding on terms sufficient for our needs. The
support we received from the Federal Reserve through its debt purchase program, which was completed in March
2010, also contributed to our ability to access debt funding. While we believe that the support provided by Treasury
pursuant to the Purchase Agreement currently enables us to maintain our access to the debt markets and to have
adequate liquidity to conduct our normal business activities, the costs of our debt funding could vary due to the
uncertainty about the future of the GSEs and potential investor concerns about the adequacy of funding available
under the Purchase Agreement after 2012. Additionally, the Purchase Agreement limits the amount of indebtedness
we can incur.

For more information, see Conservatorship and Related Matters and MD&A LIQUIDITY AND CAPITAL
RESOURCES Liquidity.

Risk Management

Our Investments segment has responsibility for managing our interest rate risk and liquidity risk. Derivatives are an
important part of our strategy to manage certain risks. We use derivatives primarily to: (a) regularly adjust or
rebalance our funding mix in order to more closely match changes in the interest rate characteristics of our
mortgage-related assets; (b) hedge forecasted issuances of debt; (c) synthetically create callable and non-callable
funding; and (d) hedge foreign-currency exposure. For more information regarding our use of derivatives, see
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QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK and NOTE 12:
DERIVATIVES. For information regarding our liquidity management, see MD&A LIQUIDITY AND CAPITAL
RESOURCES.

PC Support Activities

Our PCs are an integral part of our mortgage purchase program. Our Single-family Guarantee segment purchases
many of our mortgages by issuing PCs in exchange for those mortgage loans in guarantor swap transactions. We also
issue PCs backed by mortgage loans that we purchased for cash. Our competitiveness in purchasing single-family
mortgages from our seller/servicers, and thus the volume and profitability of new single-family business, can be
directly affected by the relative price performance of our PCs and comparable Fannie Mae securities. We seek to
support the price performance of our PCs through a variety of strategies, including the purchase and sale of PCs and
other agency securities, as well as through the issuance of REMICs and Other Structured Securities. Our purchases
and sales of mortgage-related securities influence the relative supply and demand for these securities, and the issuance
of REMICs and Other Structured Securities helps support the price performance of our PCs. Depending upon market
conditions, including the relative prices, supply of and demand for PCs and comparable Fannie Mae securities, as well
as other factors, there may be substantial variability in any period in the total amount of securities we purchase or sell,
and in the success of our efforts to support the liquidity and price performance of our PCs. We may increase, reduce or
discontinue these or other related activities at any time, which could
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affect the liquidity of the market for PCs. For more information, see RISK FACTORS Competitive and Market Risks
Any decline in the price performance of or demand for our PCs could have an adverse effect on the volume and
profitability of our new single-family guarantee business.

Multifamily Segment

The Multifamily segment reflects results from our investments and guarantee activities in multifamily mortgage loans
and securities. Our new purchases of multifamily mortgage loans are primarily made for purposes of aggregation and
then securitization, which supports the availability of financing for multifamily properties. Our Multifamily segment
does not issue REMIC securities but does issue Other Structured Securities, Other Guarantee Transactions, and other
guarantee commitments. We also purchase non-agency CMBS for investment; however we have not purchased
significant amounts of non-agency CMBS for investment since 2008.

Prior to 2008, we principally purchased and held multifamily loans for investment purposes. Beginning in 2008, we
also began purchasing certain multifamily mortgages for securitization purposes. In 2010, we purchased $10.3 billion
of loans as part of our CME initiative and subsequently issued $6.4 billion of Other Guarantee Transaction
certificates. Subject to market conditions, we expect to continue purchasing multifamily loans as part of our further
expansion of the multifamily securitization business in 2011. We may also sell multifamily loans from time to time.

The multifamily property market is affected by general economic factors, such as employment rates, construction
cycles, and relative affordability of single-family home prices, all of which influence the supply and demand for
multifamily properties and pricing for apartment rentals. Our multifamily loan volume is largely sourced through
established institutional channels where we are generally providing post-construction financing to larger apartment
project operators with established performance records. Our lending decisions are primarily based on an assessment of
the property s ability to generate sufficient operating cash flows to support payment of debt service obligations as
measured by the expected DSCR.

Prior to 2010, our Multifamily segment also included investments in LIHTC partnerships formed for the purpose of
providing equity funding for affordable multifamily rental properties. In these investments, we provided equity
contributions to partnerships designed to sponsor the development and ongoing operations for low- and
moderate-income multifamily apartments. We planned to realize a return on our investment through reductions in
income tax expense that result from federal income tax credits and the deductibility of operating losses generated by
the partnerships. However, we no longer invest in these partnerships because we do not expect to be able to use the
underlying federal income tax credits or the operating losses generated from the partnerships as a reduction to our
taxable income because of our inability to generate sufficient taxable income or to sell these interests to third parties.
See NOTE 4: VARIABLE INTEREST ENTITIES for additional information.

Qur Customers

We acquire a significant portion of our multifamily mortgage loans from several large seller/servicers. Our top three
multifamily lenders, CBRE Capital Markets, Inc., Wells Fargo Multifamily Capital and Berkadia Commercial
Mortgage LLC, each accounted for more than 10%, and collectively represented approximately 44% of our

multifamily purchase volume during 2010.

We also enter into other guarantee commitments for multifamily mortgage loans, HFA bonds, and housing revenue
bonds held by third parties. By engaging in these activities, we provide liquidity to this sector of the mortgage market.

QOur Competition
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Historically, our principal competitors have been Fannie Mae, FHA, and other financial institutions that retain or
securitize multifamily mortgages, such as commercial and investment banks, dealers, thrift institutions, and insurance
companies. Since 2008, most of our competitors, other than Fannie Mae and FHA, have ceased their activities in the
multifamily mortgage business or severely curtailed these activities relative to their previous levels. Some market
participants began to re-enter the market on a limited basis in 2010. We compete on the basis of price, products,
structure and service.

Underwriting Requirements and Quality Control Standards

For our purchase or guarantee of multifamily mortgage loans, we rely significantly on pre-purchase underwriting,
which includes third-party appraisals and cash flow analysis. The underwriting standards we provide to our
seller/servicers focus on loan quality measurement based, in part, on the LTV ratio and DSCR at origination. The
DSCR is one indicator of future credit performance. The DSCR estimates a multifamily borrower s ability to service
its mortgage obligation using the secured property s cash flow, after deducting non-mortgage expenses from income.
The higher the DSCR, the more likely a multifamily borrower will be able to continue servicing its mortgage
obligation. Our standards for multifamily loans specify maximum original LTV ratio and minimum DSCR that vary
based on the loan characteristics, such as loan type (new acquisition or supplemental financing), loan term
(intermediate or longer-term), and loan features (interest-only or amortizing, fixed- or variable-rate). Since the
beginning of 2009, our multifamily loans are generally underwritten with
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requirements for a maximum original LTV ratio of 80% and a DSCR of greater than 1.25. In certain circumstances,
our standards for multifamily loans allow for certain types of loans to have an original LTV ratio over 80% and/or a
DSCR of less than 1.25, typically where this will serve our mission and contribute to achieving our affordable housing
goals. In cases where we commit to purchase or guarantee a permanent loan upon completion of construction or
rehabilitation, we generally require additional credit enhancements, since underwriting for these loans typically
requires estimates of future cash flows for calculating the DSCR that is expected after construction or rehabilitation is
completed. We previously allowed delegated underwriting of multifamily loans in limited circumstances for approved
lenders that deliver loans meeting targeted affordable housing goals criteria. Loans outside of certain criteria were
subject to our underwriting review prior to closing and all loans we acquired with delegated underwriting were
reviewed after closing for compliance with our underwriting guidelines. In addition, we required loss sharing or credit
enhancement on loans we acquired with delegated underwriting. In the fourth quarter of 2009, we announced that we
would discontinue such delegated underwriting, except for mortgages already in approved lenders pipelines.

We generally require multifamily seller/servicers to service mortgage loans they have sold to us in order to mitigate
potential losses. We do not oversee servicing with respect to multifamily loans underlying our Other Guarantee
Transactions as that task is performed by subordinated bondholders. For loans over $1 million and where we have
servicing oversight, servicers must generally submit an annual assessment of the mortgaged property to us based on
the servicer s analysis of financial and other information about the property. Because the activities of multifamily
seller/servicers are an important part of our loss mitigation process, we rate their performance regularly and may
conduct on-site reviews of their servicing operations in an effort to confirm compliance with our standards.

For loans for which we oversee servicing, if a borrower is in distress, we may offer a workout option to the borrower.
For example, we may modify the terms of a multifamily mortgage loan, which gives the borrower an opportunity to
bring the loan current and retain ownership of the property. These arrangements are made with the expectation that we
will recover our initial investment or minimize our losses. We do not enter into these arrangements in situations where
we believe we would experience a loss in the future that is greater than or equal to the loss we would experience if we
foreclosed on the property at the time of the agreement.

Conservatorship and Related Matters
Overview

We have been operating under conservatorship, with FHFA acting as our conservator, since September 6, 2008. The
conservatorship and related matters have had a wide-ranging impact on us, including our regulatory supervision,
management, business, financial condition and results of operations.

On September 7, 2008, the then Secretary of the Treasury and the then Director of FHFA announced several actions
taken by Treasury and FHFA regarding Freddie Mac and Fannie Mae. At that time, FHFA set forth the purpose and
goals of the conservatorship as follows: The purpose of appointing the Conservator is to preserve and conserve the
company s assets and property and to put the company in a sound and solvent condition. The goals of the
conservatorship are to help restore confidence in Fannie Mae and Freddie Mac, enhance their capacity to fulfill their
mission, and mitigate the systemic risk that has contributed directly to the instability in the current market. These
actions included the following:

placing us and Fannie Mae in conservatorship;

the execution of the Purchase Agreement, pursuant to which we issued to Treasury both senior preferred stock
and a warrant to purchase common stock; and
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the establishment of a temporary secured lending credit facility that was available to us until December 31,
2009, which was effected through the execution of a lending agreement (this agreement expired on
December 31, 2009).

We refer to the Purchase Agreement and the warrant as the Treasury Agreements.
Entry Into Conservatorship

Upon its appointment, FHFA, as Conservator, immediately succeeded to all rights, titles, powers and privileges of
Freddie Mac, and of any stockholder, officer or director of Freddie Mac with respect to Freddie Mac and its assets,
and succeeded to the title to all books, records and assets of Freddie Mac held by any other legal custodian or third
party. During the conservatorship, the Conservator delegated certain authority to the Board of Directors to oversee,
and management to conduct, day-to-day operations so that the company can continue to operate in the ordinary course
of business. The directors serve on behalf of, and exercise authority as directed by, the Conservator. We describe the
terms of the conservatorship and the powers of our Conservator in detail below under Supervision of our Business
During Conservatorship and Powers of the Conservator.

There is significant uncertainty as to whether or when we will emerge from conservatorship, as it has no specified
termination date, and as to what changes may occur to our business structure during or following our conservatorship,
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including whether we will continue to exist. While we are not aware of any current plans of our Conservator to
significantly change our business model or capital structure in the near-term, there are likely to be significant changes
beyond the near-term that we expect to be decided by the Obama Administration and Congress. Our future structure
and role will be determined by the Obama Administration and Congress. We have no ability to predict the outcome of
these deliberations. On February 11, 2011, the Obama Administration delivered a report to Congress that lays out the
Administration s plan to reform the U.S. housing finance market. The report recommends winding down Freddie Mac
and Fannie Mae. For more information, see Executive Summary Long-Term Financial Sustainability and Future
Status.

We receive substantial support from Treasury and FHFA, as our Conservator and regulator, and are dependent upon
their continued support in order to continue operating our business. Our ability to access funds from Treasury under
the Purchase Agreement is critical to: (a) keeping us solvent; (b) allowing us to focus on our primary business
objectives under conservatorship; and (c) avoiding the appointment of a receiver by FHFA under statutory mandatory
receivership provisions.

For a description of certain risks to our business relating to the conservatorship and Treasury Agreements, see RISK
FACTORS.

Impact of Conservatorship and Related Actions on Qur Business

We conduct our business under the direction of FHFA as our Conservator. While the conservatorship has benefited us
through, for example, improved access to the debt markets because of the support we receive from Treasury, we are
also subject to certain constraints on our business activities by Treasury due to the terms of, and Treasury s rights
under, the Purchase Agreement.

Our business objectives and strategies have in some cases been altered since we were placed into conservatorship, and
may continue to change. Based on our charter, public statements from Treasury and FHFA officials and guidance
from our Conservator, we have a variety of different, and potentially competing, objectives, including:

providing liquidity, stability and affordability in the mortgage market;

continuing to provide additional assistance to the struggling housing and mortgage markets;
reducing the need to draw funds from Treasury pursuant to the Purchase Agreement;
returning to long-term profitability; and

protecting the interests of taxpayers.

These objectives create conflicts in strategic and day-to-day decision making that will likely lead to suboptimal
outcomes for one or more, or possibly all, of these objectives. We regularly receive direction from our Conservator on
how to pursue these objectives, including direction to focus our efforts on assisting homeowners in the housing and
mortgage markets. Given the important role the Obama Administration and our Conservator have placed on Freddie
Mac in addressing housing and mortgage market conditions and our public mission, we may be required to take
additional actions that could have a negative impact on our business, operating results or financial condition. Because
we expect many of these objectives and related initiatives to result in significant costs, there is significant uncertainty
as to the ultimate impact these initiatives will have on our future capital or liquidity needs. Certain of these objectives
are expected to help homeowners and the mortgage market and may help to mitigate future credit losses. However,
some of our initiatives are expected to have an adverse impact on our near- and long-term financial results.
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Certain changes to our business objectives and strategies are designed to provide support for the mortgage market in a
manner that serves our public mission and other non-financial objectives, but may not contribute to profitability. Our
efforts to help struggling homeowners and the mortgage market, in line with our mission, may help to mitigate credit
losses, but in some cases may increase our expenses or require us to forego revenue opportunities in the near term. As
a result, in some cases the objectives of reducing the need to draw funds from Treasury and returning to long-term
profitability will be subordinated as we provide this assistance. There is significant uncertainty as to the ultimate
impact that our efforts to aid the housing and mortgage markets will have on our future capital or liquidity needs and
we cannot estimate whether, and the extent to which, costs we incur in the near term as a result of these efforts, which
for the most part we are not reimbursed for, will be offset by the prevention or reduction of potential future costs.

In a letter to the Chairmen and Ranking Members of the Congressional Banking and Financial Services Committees
dated February 2, 2010, the Acting Director of FHFA stated that the focus of the conservatorship is on conserving
assets, minimizing corporate losses, ensuring Freddie Mac and Fannie Mae continue to serve their mission, overseeing
remediation of identified weaknesses in corporate operations and risk management, and ensuring that sound corporate
governance principles are followed. Specifically, the Acting Director of FHFA stated that minimizing our credit losses
is our central goal and that we will be limited to continuing our existing core business activities and taking actions
necessary to advance the goals of the conservatorship. The Acting Director stated that permitting us to engage in new
products is inconsistent with the goals of the conservatorship. This could limit our ability to return to profitability in
future periods.
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The conservatorship has also impacted our investment activity. FHFA has stated that we will not be a substantial
buyer or seller of mortgages for our mortgage-related investments portfolio, except for purchases of delinquent
mortgages out of PC pools. FHFA also stated that, given the size of our current mortgage-related investments portfolio
and the potential volume of delinquent mortgages to be purchased out of PC pools, it expects that any net additions to
our mortgage-related investments portfolio would be related to that activity.

The Conservator and Treasury also did not authorize us to engage in certain business activities and transactions,
including the sale of certain assets, some of which we believe may have had a beneficial impact on our results of
operations or financial condition, if executed. Our inability to execute such transactions may adversely affect our
profitability, and thus contribute to our need to draw additional funds from Treasury. We believe that the support
provided by Treasury pursuant to the Purchase Agreement currently enables us to maintain our access to the debt
markets and to have adequate liquidity to conduct our normal business activities, although the costs of our debt
funding could vary.

Management is continuing its efforts to identify and evaluate actions that could be taken to reduce the significant
uncertainties surrounding our business, as well as the level of future draws under the Purchase Agreement; however,
our ability to pursue such actions may be limited by market conditions and other factors. Any actions we take will
likely require approval by FHFA and Treasury before they are implemented. In addition, FHFA, Treasury or Congress
may have a different perspective than management and may direct us to focus our efforts on supporting the mortgage
markets in ways that make it more difficult for us to implement any such actions.

These actions and objectives also create risks and uncertainties that we discuss in RISK FACTORS. For more
information on the impact of conservatorship and our current business objectives, sse NOTE 3:
CONSERVATORSHIP AND RELATED MATTERS and Executive Summary Our Primary Business Objectives.

Limits on Mortgage-Related Investments Portfolio Under the Purchase Agreement and by FHFA

Under the terms of the Purchase Agreement and FHFA regulation, our mortgage-related investments portfolio is
subject to a cap that decreases by 10% each year until the portfolio reaches $250 billion. As a result, the UPB of our
mortgage-related investments portfolio could not exceed $810 billion as of December 31, 2010 and may not exceed
$729 billion as of December 31, 2011.

Table 4 presents the UPB of our mortgage-related investments portfolio, for purposes of the limit imposed by the
Purchase Agreement and FHFA regulation. We disclose our mortgage assets on this basis monthly under the caption
Mortgage-Related Investments Portfolio Ending Balance in our Monthly Volume Summary reports, which are

available on our website and in current reports on Form 8-K we file with the SEC.

The UPB of our mortgage-related investments portfolio declined from December 31, 2009 to December 31, 2010,
primarily due to liquidations, partially offset by the purchase of $127.5 billion of seriously delinquent loans from PC
trusts.
Table 4 Mortgage-Related Investments Portfolid)
December 31, December 31,
2010 2009
(in millions)

Investments segment Mortgage investments portfolio $ 481,677 $ 597,827
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Single-family Guarantee segment  Single-family unsecuritized mortgage

loans® 69,766 10,743
Multifamily segment Mortgage investments portfolio 145,431 146,702
Total mortgage-related investments portfolio $ 696,874 § 755,272

(1) Based on UPB and excludes mortgage loans and mortgage-related securities traded, but not yet settled.
(2) Represents unsecuritized non-performing single-family loans for which the Single-family Guarantee segment is
actively pursuing a problem loan workout.

Supervision of our Business During Conservatorship

We experienced a change in control when we were placed into conservatorship on September 6, 2008. Under
conservatorship, we have additional heightened supervision and direction from our regulator, FHFA, which is also
acting as our Conservator. As Conservator, FHFA has succeeded to the powers of our Board of Directors and
management, as well as the powers of our stockholders. During the conservatorship, the Conservator delegated certain
authority to the Board of Directors to oversee, and management to conduct, day-to-day operations so that the company
can continue to operate in the ordinary course of business. The Conservator retains the authority to withdraw or revise
its delegations of authority at any time. The directors serve on behalf of, and exercise authority as directed by, the
Conservator.

Because the Conservator succeeded to the powers, including voting rights, of our stockholders, who therefore do not
currently have voting rights of their own, we do not expect to hold stockholders meetings during the conservatorship,

nor will we prepare or provide proxy statements for the solicitation of proxies.
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Our Board of Directors and Management During Conservatorship

While in conservatorship, we can, and have continued to, enter into and enforce contracts with third parties. The
Conservator continues to work with the Board of Directors and management to address and determine the strategic
direction for the company.

The Conservator instructed the Board of Directors that it should consult with and obtain the approval of the
Conservator before taking action in the following areas:

actions involving capital stock, dividends, the Purchase Agreement, increases in risk limits, material changes in
accounting policy, and reasonably foreseeable material increases in operational risk;

the creation of any subsidiary or affiliate or any substantial transaction between Freddie Mac and any of its
subsidiaries or affiliates, except for transactions undertaken in the ordinary course (e.g., the creation of a
REMIC, REIT, or similar vehicle);

matters that relate to conservatorship, such as, but not limited to, the initiation and material actions in connection
with significant litigation addressing the actions or authority of the Conservator, repudiation of contracts,
qualified financial contracts in dispute due to our conservatorship, and counterparties attempting to nullify or
amend contracts due to our conservatorship;

actions involving hiring, compensation and termination benefits of directors and officers at the executive vice
president level and above (including, regardless of title, executive positions with the functions of Chief
Operating Officer, Chief Financial Officer, General Counsel, Chief Business Officer, Chief Investment Officer,
Treasurer, Chief Compliance Officer, Chief Risk Officer and Chief/General/Internal Auditor);

actions involving the retention and termination of external auditors and law firms serving as consultants to the
Board of Directors;

settlements in excess of $50 million of litigation, claims, regulatory proceedings or tax-related matters;
any merger with or purchase or acquisition of a business involving consideration in excess of $50 million; and

any action that in the reasonable business judgment of the Board of Directors at the time that the action is taken
is likely to cause significant reputational risk.

Government Support for Our Business During Conservatorship

We receive substantial support from Treasury and FHFA, as our Conservator and regulator, and are dependent upon
their continued support in order to continue operating our business. This support includes our ability to access funds
from Treasury under the Purchase Agreement. Since being placed into conservatorship, we also received support from
Treasury and the Federal Reserve under their programs to purchase mortgage-related securities and, in the case of the
Federal Reserve, debt securities. Treasury s program ended in December 2009 and the Federal Reserve s program
ended in March 2010.

Powers of the Conservator

Under the GSE Act, the conservatorship provisions applicable to Freddie Mac are based generally on federal banking
law. As discussed below, FHFA has broad powers when acting as our conservator. For more information on the GSE
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Act, see Regulation and Supervision.

General Powers of the Conservator

Upon its appointment, the Conservator immediately succeeded to all rights, titles, powers and privileges of Freddie
Mac, and of any stockholder, officer or director of Freddie Mac with respect to Freddie Mac and its assets. The
Conservator also succeeded to the title to all books, records and assets of Freddie Mac held by any other legal
custodian or third party.

Under the GSE Act, the Conservator may take any actions it determines are necessary and appropriate to carry on our
business, support public mission objectives, and preserve and conserve our assets and property. The Conservator s
powers include the ability to transfer or sell any of our assets or liabilities (subject to certain limitations and
post-transfer notice provisions for transfers of qualified financial contracts, as defined below under Special Powers of
the Conservator  Security Interests Protected; Exercise of Rights Under Qualified Financial Contracts ) without any
approval, assignment of rights or consent of any party. The GSE Act, however, provides that mortgage loans and
mortgage-related assets that have been transferred to a Freddie Mac securitization trust must be held for the beneficial
owners of the trust and cannot be used to satisfy our general creditors.

Under the GSE Act, in connection with any sale or disposition of our assets, the Conservator must conduct its
operations to maximize the NPV return from the sale or disposition of such assets, to minimize the amount of any loss
realized, and to ensure adequate competition and fair and consistent treatment of offerors. The Conservator is required
to maintain a full accounting of the conservatorship and make its reports available upon request to stockholders and
members of the public.
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We remain liable for all of our obligations relating to our outstanding debt and mortgage-related securities. FHFA has
stated that our obligations will be paid in the normal course of business during the conservatorship.

Special Powers of the Conservator

Disaffirmance and Repudiation of Contracts

Under the GSE Act, the Conservator may disaffirm or repudiate contracts (subject to certain limitations for qualified
financial contracts) that we entered into prior to its appointment as Conservator if it determines, in its sole discretion,
that performance of the contract is burdensome and that disaffirmance or repudiation of the contract promotes the
orderly administration of our affairs. The GSE Act requires FHFA to exercise its right to disaffirm or repudiate most
contracts within a reasonable period of time after its appointment as Conservator. The Conservator has advised us that
it has no intention of repudiating any guarantee obligation relating to Freddie Mac s mortgage-related securities
because it views repudiation as incompatible with the goals of the conservatorship. We can, and have continued to,
enter into, perform and enforce contracts with third parties.

Limitations on Enforcement of Contractual Rights by Counterparties

The GSE Act provides that the Conservator may enforce most contracts entered into by us, notwithstanding any
provision of the contract that provides for termination, default, acceleration, or exercise of rights upon the
appointment of, or the exercise of rights or powers by, a conservator.

Security Interests Protected; Exercise of Rights Under Qualified Financial Contracts

Notwithstanding the Conservator s powers under the GSE Act described above, the Conservator must recognize legally
enforceable or perfected security interests, except where such an interest is taken in contemplation of our insolvency

or with the intent to hinder, delay or defraud us or our creditors. In addition, the GSE Act provides that no person will
be stayed or prohibited from exercising specified rights in connection with qualified financial contracts, including
termination or acceleration (other than solely by reason of, or incidental to, the appointment of the Conservator),

rights of offset, and rights under any security agreement or arrangement or other credit enhancement relating to such
contract. The term qualified financial contract means any securities contract, commodity contract, forward contract,
repurchase agreement, swap agreement, and any similar agreement as determined by FHFA by regulation, resolution

or order.

Avoidance of Fraudulent Transfers

Under the GSE Act, the Conservator may avoid, or refuse to recognize, a transfer of any property interest of Freddie
Mac or of any of our debtors, and also may avoid any obligation incurred by Freddie Mac or by any debtor of Freddie
Mac, if the transfer or obligation was made: (a) within five years of September 6, 2008; and (b) with the intent to
hinder, delay, or defraud Freddie Mac, FHFA, the Conservator or, in the case of a transfer in connection with a
qualified financial contract, our creditors. To the extent a transfer is avoided, the Conservator may recover, for our
benefit, the property or, by court order, the value of that property from the initial or subsequent transferee, other than
certain transfers that were made for value, including satisfaction or security of a present or antecedent debt, and in
good faith. These rights are superior to any rights of a trustee or any other party, other than a federal agency, under the
U.S. bankruptcy code.

Modification of Statutes of Limitations
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Under the GSE Act, notwithstanding any provision of any contract, the statute of limitations with regard to any action
brought by the Conservator is: (a) for claims relating to a contract, the longer of six years or the applicable period
under state law; and (b) for tort claims, the longer of three years or the applicable period under state law, in each case,
from the later of September 6, 2008 or the date on which the cause of action accrues. In addition, notwithstanding the
state law statute of limitation for tort claims, the Conservator may bring an action for any tort claim that arises from
fraud, intentional misconduct resulting in unjust enrichment, or intentional misconduct resulting in substantial loss to
us, if the state s statute of limitations expired not more than five years before September 6, 2008.

Suspension of Legal Actions

Under the GSE Act, in any judicial action or proceeding to which we are or become a party, the Conservator may
request, and the applicable court must grant, a stay for a period not to exceed 45 days.

Treatment of Breach of Contract Claims
Under the GSE Act, any final and unappealable judgment for monetary damages against the Conservator for breach of
an agreement executed or approved in writing by the Conservator will be paid as an administrative expense of the

Conservator.
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Attachment of Assets and Other Injunctive Relief

Under the GSE Act, the Conservator may seek to attach assets or obtain other injunctive relief without being required
to show that any injury, loss or damage is irreparable and immediate.

Subpoena Power

The GSE Act provides the Conservator, with the approval of the Director of FHFA, with subpoena power for purposes
of carrying out any power, authority or duty with respect to Freddie Mac.

Treasury Agreements

The Reform Act granted Treasury temporary authority (through December 31, 2009) to purchase any obligations and
other securities issued by Freddie Mac on such terms and conditions and in such amounts as Treasury may determine,
upon mutual agreement between Treasury and Freddie Mac. Pursuant to this authority, Treasury entered into several
agreements with us, as described below.

Purchase Agreement and Related Issuance of Senior Preferred Stock and Common Stock Warrant

Purchase Agreement

On September 7, 2008, we, through FHFA, in its capacity as Conservator, and Treasury entered into the Purchase
Agreement. The Purchase Agreement was subsequently amended and restated on September 26, 2008, and further
amended on May 6, 2009 and December 24, 2009. Pursuant to the Purchase Agreement, on September 8, 2008 we
issued to Treasury: (a) one million shares of Variable Liquidation Preference Senior Preferred Stock (with an initial
liquidation preference of $1 billion), which we refer to as the senior preferred stock; and (b) a warrant to purchase, for
a nominal price, shares of our common stock equal to 79.9% of the total number of shares of our common stock
outstanding on a fully diluted basis at the time the warrant is exercised, which we refer to as the warrant. The terms of
the senior preferred stock and warrant are summarized in separate sections below. We did not receive any cash
proceeds from Treasury as a result of issuing the senior preferred stock or the warrant. However, deficits in our net
worth have made it necessary for us to make substantial draws on Treasury s funding commitment under the Purchase
Agreement. As a result, the aggregate liquidation preference of the senior preferred stock has increased from

$1.0 billion as of September 8, 2008 to $64.2 billion at December 31, 2010 (this figure reflects the receipt of funds
requested in the draw to address our net worth deficit as of September 30, 2010). Our dividend obligation on the
senior preferred stock, based on that liquidation preference, is $6.42 billion, which exceeds our annual earnings in all
but one period.

The senior preferred stock and warrant were issued to Treasury as an initial commitment fee in consideration of the
initial commitment from Treasury to provide up to $100 billion (subsequently increased to $200 billion) in funds to us
under the terms and conditions set forth in the Purchase Agreement. Under the Purchase Agreement, the $200 billion
maximum amount of the commitment from Treasury will increase as necessary to accommodate any cumulative
reduction in our net worth during 2010, 2011 and 2012. If we do not have a capital surplus (i.e., positive net worth) at
the end of 2012, then the amount of funding available after 2012 will be $149.3 billion ($200 billion funding
commitment reduced by cumulative draws for net worth deficits through December 31, 2009). In the event we have a
capital surplus at the end of 2012, then the amount of funding available after 2012 will depend on the size of that
surplus relative to cumulative draws needed for deficits during 2010 to 2012, as follows:

If the year-end 2012 surplus is lower than the cumulative draws needed for 2010 to 2012, then the amount of
available funding is $149.3 billion less the surplus.
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If the year-end 2012 surplus exceeds the cumulative draws for 2010 to 2012, then the amount of available
funding is $149.3 billion less the amount of those draws.

In addition to the issuance of the senior preferred stock and warrant, we are required under the Purchase Agreement to
pay a quarterly commitment fee to Treasury. Under the Purchase Agreement, the fee is to be determined in an amount
mutually agreed to by us and Treasury with reference to the market value of Treasury s funding commitment as then in
effect, and reset every five years. We may elect to pay the quarterly commitment fee in cash or add the amount of the
fee to the liquidation preference of the senior preferred stock. Treasury may waive the quarterly commitment fee for
up to one year at a time, in its sole discretion, based on adverse conditions in the U.S. mortgage market. The fee was
originally scheduled to commence on March 31, 2010, but was delayed until March 31, 2011 pursuant to an
amendment to the Purchase Agreement. Treasury waived the fee for the first quarter of 2011, but has indicated that it
remains committed to protecting taxpayers and ensuring that our future positive earnings are returned to taxpayers as
compensation for their investment. Treasury stated that it would reevaluate whether the quarterly commitment fee
should be set in the second quarter of 2011. Absent Treasury waiving the commitment fee in the second quarter of
2011, this quarterly commitment fee will begin accruing on April 1, 2011 and must be paid each quarter for as long as
the Purchase Agreement is in effect. The amount of the fee has not yet been determined and could be substantial.
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The Purchase Agreement provides that, on a quarterly basis, we generally may draw funds up to the amount, if any, by
which our total liabilities exceed our total assets, as reflected on our GAAP balance sheet for the applicable fiscal
quarter (referred to as the deficiency amount), provided that the aggregate amount funded under the Purchase
Agreement may not exceed Treasury s commitment. The Purchase Agreement provides that the deficiency amount will
be calculated differently if we become subject to receivership or other liquidation process. The deficiency amount may
be increased above the otherwise applicable amount upon our mutual written agreement with Treasury. In addition, if
the Director of FHFA determines that the Director will be mandated by law to appoint a receiver for us unless our
capital is increased by receiving funds under the commitment in an amount up to the deficiency amount (subject to the
maximum amount that may be funded under the agreement), then FHFA, in its capacity as our Conservator, may
request that Treasury provide funds to us in such amount. The Purchase Agreement also provides that, if we have a
deficiency amount as of the date of completion of the liquidation of our assets, we may request funds from Treasury in
an amount up to the deficiency amount (subject to the maximum amount that may be funded under the agreement).
Any amounts that we draw under the Purchase Agreement will be added to the liquidation preference of the senior
preferred stock. No additional shares of senior preferred stock are required to be issued under the Purchase
Agreement. As a result, the expiration on December 31, 2009 of Treasury s temporary authority to purchase
obligations and other securities issued by Freddie Mac did not affect Treasury s funding commitment under the
Purchase Agreement.

Under the Purchase Agreement, our ability to repay the liquidation preference of the senior preferred stock is limited
and we may not be able to do so for the foreseeable future, if at all. The amounts payable for dividends on the senior
preferred stock are substantial and will have an adverse impact on our financial position and net worth. The payment
of dividends on our senior preferred stock in cash reduces our net worth. For periods in which our earnings and other
changes in equity do not result in positive net worth, draws under the Purchase Agreement effectively fund the cash
payment of senior preferred dividends to Treasury. It is unlikely that, over the long-term, we will generate net income
or comprehensive income in excess of our annual dividends payable to Treasury, although we may experience
period-to-period variability in earnings and comprehensive income. As a result, we expect to make additional draws in
future periods.

The Purchase Agreement provides that the Treasury s funding commitment will terminate under any of the following
circumstances: (a) the completion of our liquidation and fulfillment of Treasury s obligations under its funding
commitment at that time; (b) the payment in full of, or reasonable provision for, all of our liabilities (whether or not
contingent, including mortgage guarantee obligations); and (c) the funding by Treasury of the maximum amount of

the commitment under the Purchase Agreement. In addition, Treasury may terminate its funding commitment and
declare the Purchase Agreement null and void if a court vacates, modifies, amends, conditions, enjoins, stays or
otherwise affects the appointment of the Conservator or otherwise curtails the Conservator s powers. Treasury may not
terminate its funding commitment under the Purchase Agreement solely by reason of our being in conservatorship,
receivership or other insolvency proceeding, or due to our financial condition or any adverse change in our financial
condition.

The Purchase Agreement provides that most provisions of the agreement may be waived or amended by mutual
written agreement of the parties; however, no waiver or amendment of the agreement is permitted that would decrease
Treasury s aggregate funding commitment or add conditions to Treasury s funding commitment if the waiver or
amendment would adversely affect in any material respect the holders of our debt securities or Freddie Mac mortgage
guarantee obligations.

In the event of our default on payments with respect to our debt securities or Freddie Mac mortgage guarantee
obligations, if Treasury fails to perform its obligations under its funding commitment and if we and/or the Conservator
are not diligently pursuing remedies in respect of that failure, the holders of these debt securities or Freddie Mac
mortgage guarantee obligations may file a claim in the United States Court of Federal Claims for relief requiring
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Treasury to fund to us the lesser of: (a) the amount necessary to cure the payment defaults on our debt and Freddie
Mac mortgage guarantee obligations; and (b) the lesser of: (i) the deficiency amount; and (ii) the maximum amount of
the commitment less the aggregate amount of funding previously provided under the commitment. Any payment that
Treasury makes under those circumstances will be treated for all purposes as a draw under the Purchase Agreement
that will increase the liquidation preference of the senior preferred stock.

The Purchase Agreement has an indefinite term and can terminate only in limited circumstances, which do not include
the end of the conservatorship. The Purchase Agreement therefore could continue after the conservatorship ends.

Issuance of Senior Preferred Stock

Shares of the senior preferred stock have a par value of $1, and have a stated value and initial liquidation preference
equal to $1,000 per share. The liquidation preference of the senior preferred stock is subject to adjustment. Dividends
that are not paid in cash for any dividend period will accrue and be added to the liquidation preference of the senior
preferred stock. In addition, any amounts Treasury pays to us pursuant to its funding commitment under the Purchase
Agreement and any quarterly commitment fees that are not paid in cash to Treasury nor waived by Treasury will be
added to the liquidation
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preference of the senior preferred stock. As described below, we may make payments to reduce the liquidation
preference of the senior preferred stock in limited circumstances.

Treasury, as the holder of the senior preferred stock, is entitled to receive, when, as and if declared by our Board of
Directors, cumulative quarterly cash dividends at the annual rate of 10% per year on the then-current liquidation
preference of the senior preferred stock. Through December 31, 2010, we have paid cash dividends of $10.0 billion at
the direction of the Conservator. If at any time we fail to pay cash dividends in a timely manner, then immediately
following such failure and for all dividend periods thereafter until the dividend period following the date on which we
have paid in cash full cumulative dividends (including any unpaid dividends added to the liquidation preference), the
dividend rate will be 12% per year.

The senior preferred stock is senior to our common stock and all other outstanding series of our preferred stock, as
well as any capital stock we issue in the future, as to both dividends and rights upon liquidation. The senior preferred
stock provides that we may not, at any time, declare or pay dividends on, make distributions with respect to, or
redeem, purchase or acquire, or make a liquidation payment with respect to, any common stock or other securities
ranking junior to the senior preferred stock unless: (a) full cumulative dividends on the outstanding senior preferred
stock (including any unpaid dividends added to the liquidation preference) have been declared and paid in cash; and
(b) all amounts required to be paid with the net proceeds of any issuance of capital stock for cash (as described in the
following paragraph) have been paid in cash. Shares of the senior preferred stock are not convertible. Shares of the
senior preferred stock have no general or special voting rights, other than those set forth in the certificate of
designation for the senior preferred stock or otherwise required by law. The consent of holders of at least two-thirds of
all outstanding shares of senior preferred stock is generally required to amend the terms of the senior preferred stock
or to create any class or series of stock that ranks prior to or on parity with the senior preferred stock.

We are not permitted to redeem the senior preferred stock prior to the termination of Treasury s funding commitment
set forth in the Purchase Agreement; however, we are permitted to pay down the liquidation preference of the
outstanding shares of senior preferred stock to the extent of: (a) accrued and unpaid dividends previously added to the
liquidation preference and not previously paid down; and (b) quarterly commitment fees previously added to the
liquidation preference and not previously paid down. In addition, if we issue any shares of capital stock for cash while
the senior preferred stock is outstanding, the net proceeds of the issuance must be used to pay down the liquidation
preference of the senior preferred stock; however, the liquidation preference of each share of senior preferred stock
may not be paid down below $1,000 per share prior to the termination of Treasury s funding commitment. Following
the termination of Treasury s funding commitment, we may pay down the liquidation preference of all outstanding
shares of senior preferred stock at any time, in whole or in part. If, after termination of Treasury s funding
commitment, we pay down the liquidation preference of each outstanding share of senior preferred stock in full, the
shares will be deemed to have been redeemed as of the payment date.

Issuance of Common Stock Warrant

The warrant gives Treasury the right to purchase shares of our common stock equal to 79.9% of the total number of
shares of our common stock outstanding on a fully diluted basis on the date of exercise. The warrant may be exercised
in whole or in part at any time on or before September 7, 2028, by delivery to us of: (a) a notice of exercise;

(b) payment of the exercise price of $0.00001 per share; and (c) the warrant. If the market price of one share of our
common stock is greater than the exercise price, then, instead of paying the exercise price, Treasury may elect to
receive shares equal to the value of the warrant (or portion thereof being canceled) pursuant to the formula specified in
the warrant. Upon exercise of the warrant, Treasury may assign the right to receive the shares of common stock
issuable upon exercise to any other person.

As of February 24, 2011, Treasury has not exercised the warrant.
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Covenants Under Treasury Agreements

The Purchase Agreement and warrant contain covenants that significantly restrict our business activities. For example,
as a result of these covenants, we can no longer obtain additional equity financing (other than pursuant to the Purchase
Agreement) and we are limited in the amount and type of debt financing we may obtain.

Purchase Agreement Covenants

The Purchase Agreement provides that, until the senior preferred stock is repaid or redeemed in full, we may not,
without the prior written consent of Treasury:

declare or pay any dividend (preferred or otherwise) or make any other distribution with respect to any Freddie
Mac equity securities (other than with respect to the senior preferred stock or warrant);

redeem, purchase, retire or otherwise acquire any Freddie Mac equity securities (other than the senior preferred
stock or warrant);
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sell or issue any Freddie Mac equity securities (other than the senior preferred stock, the warrant and the
common stock issuable upon exercise of the warrant and other than as required by the terms of any binding
agreement in effect on the date of the Purchase Agreement);

terminate the conservatorship (other than in connection with a receivership);

sell, transfer, lease or otherwise dispose of any assets, other than dispositions for fair market value: (a) to a
limited life regulated entity (in the context of a receivership); (b) of assets and properties in the ordinary course
of business, consistent with past practice; (c) in connection with our liquidation by a receiver; (d) of cash or cash
equivalents for cash or cash equivalents; or (e) to the extent necessary to comply with the covenant described
below relating to the reduction of our mortgage-related investments portfolio;

issue any subordinated debt;
enter into a corporate reorganization, recapitalization, merger, acquisition or similar event; or

engage in transactions with affiliates unless the transaction is: (a) pursuant to the Purchase Agreement, the

senior preferred stock or the warrant; (b) upon arm s length terms; or (c) a transaction undertaken in the ordinary
course or pursuant to a contractual obligation or customary employment arrangement in existence on the date of
the Purchase Agreement.

These covenants also apply to our subsidiaries.

The Purchase Agreement also provides that we may not own mortgage assets with UPB in excess of: (a) $900 billion
on December 31, 2009; or (b) on December 31 of each year thereafter, 90% of the aggregate amount of mortgage
assets we are permitted to own as of December 31 of the immediately preceding calendar year, provided that we are
not required to own less than $250 billion in mortgage assets. Under the Purchase Agreement, we also may not incur
indebtedness that would result in the par value of our aggregate indebtedness exceeding 120% of the amount of
mortgage assets we are permitted to own on December 31 of the immediately preceding calendar year. The mortgage
asset and indebtedness limitations are determined without giving effect to any change in the accounting standards
related to transfers of financial assets and consolidation of VIEs or any similar accounting standard. Therefore, these
limitations were not affected by our implementation of the changes to the accounting standards for transfers of
financial assets and consolidation of VIEs, under which we consolidated our single-family PC trusts and certain of our
Other Guarantee Transactions in our financial statements as of January 1, 2010.

In addition, the Purchase Agreement provides that we may not enter into any new compensation arrangements or
increase amounts or benefits payable under existing compensation arrangements of any named executive officer or
other executive officer (as such terms are defined by SEC rules) without the consent of the Director of FHFA, in
consultation with the Secretary of the Treasury.

As of February 24, 2011, we believe we were in compliance with the covenants under the Purchase Agreement.
Warrant Covenants

The warrant we issued to Treasury includes, among others, the following covenants: (a) we may not permit any of our
significant subsidiaries to issue capital stock or equity securities, or securities convertible into or exchangeable for
such securities, or any stock appreciation rights or other profit participation rights; (b) we may not take any action to

avoid the observance or performance of the terms of the warrant and we must take all actions necessary or appropriate
to protect Treasury s rights against impairment or dilution; and (c) we must provide Treasury with prior notice of
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specified actions relating to our common stock, such as setting a record date for a dividend payment, granting
subscription or purchase rights, authorizing a recapitalization, reclassification, merger or similar transaction,
commencing a liquidation of the company or any other action that would trigger an adjustment in the exercise price or
number or amount of shares subject to the warrant.

As of February 24, 2011, we believe we were in compliance with the covenants under the warrant.
Effect of Conservatorship and Treasury Agreements on Existing Stockholders

The conservatorship, the Purchase Agreement and the senior preferred stock and warrant issued to Treasury have
materially limited the rights of our common and preferred stockholders (other than Treasury as holder of the senior
preferred stock) and had the following adverse effects on our common and preferred stockholders:

the rights and powers of the stockholders are suspended during the conservatorship, and our common
stockholders do not have the ability to elect directors or to vote on other matters;

because we are in conservatorship, we are no longer managed with a strategy to maximize stockholder returns.
In a letter to the Chairmen and Ranking Members of the Congressional Banking and Financial Services
Committees dated February 2, 2010, the Acting Director of FHFA stated that the focus of the conservatorship is
on conserving assets, minimizing corporate losses, ensuring Freddie Mac and Fannie Mae continue to serve their
mission, overseeing
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remediation of identified weaknesses in corporate operations and risk management, and ensuring that sound
corporate governance principles are followed;

the senior preferred stock ranks senior to the common stock and all other series of preferred stock as to both
dividends and distributions upon dissolution, liquidation or winding up of the company;

the Conservator has eliminated dividends on Freddie Mac common and preferred stock (other than dividends on

the senior preferred stock) during conservatorship. In addition, the Purchase Agreement prohibits the payment of
dividends on common or preferred stock (other than the senior preferred stock) without the prior written consent
of Treasury; and

the warrant provides Treasury with the right to purchase shares of our common stock equal to up to 79.9% of the
total number of shares of our common stock outstanding on a fully diluted basis on the date of exercise for a
nominal price, thereby substantially diluting the ownership in Freddie Mac of our common stockholders at the
time of exercise. Until Treasury exercises its rights under the warrant, or its right to exercise the warrant expires
on September 7, 2028 without having been exercised, the holders of our common stock continue to have the risk
that, as a group, they will own no more than 20.1% of the total voting power of the company. Under our charter,
bylaws and applicable law, 20.1% is insufficient to control the outcome of any vote that is presented to the
common stockholders. Accordingly, existing common stockholders have no assurance that, as a group, they will
be able to control the election of our directors or the outcome of any other vote after the time, if any, that the
conservatorship ends.

As described above, the conservatorship and Treasury Agreements also impact our business in ways that indirectly
affect our common and preferred stockholders. By their terms, the Purchase Agreement, senior preferred stock and
warrant will continue to exist even if we are released from the conservatorship. For a description of the risks to our
business relating to the conservatorship and Treasury Agreements, see RISK FACTORS.

Regulation and Supervision

In addition to our oversight by FHFA as our Conservator, we are subject to regulation and oversight by FHFA under
our charter and the GSE Act, which was modified substantially by the Reform Act. We are also subject to certain
regulation by other government agencies.

Federal Housing Finance Agency

FHFA is an independent agency of the federal government responsible for oversight of the operations of Freddie Mac,

Fannie Mae and the FHLBs. The Director of FHFA is appointed by the President and confirmed by the Senate for a

five-year term, removable only for cause. In the discussion below, we refer to Freddie Mac and Fannie Mae as the
enterprises.

The Federal Housing Finance Oversight Board, or the Oversight Board, is responsible for advising the Director of
FHFA with respect to overall strategies and policies. The Oversight Board consists of the Director of FHFA as
Chairperson, the Secretary of the Treasury, the Chair of the SEC and the Secretary of HUD.

Under the GSE Act, FHFA has safety and soundness authority that is comparable to, and in some respects, broader
than that of the federal banking agencies. The GSE Act also provides FHFA with powers that, even if we were not in
conservatorship, include the authority to raise capital levels above statutory minimum levels, regulate the size and
content of our mortgage-related investments portfolio, and approve new mortgage products.
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FHFA is responsible for implementing the various provisions of the GSE Act that were added by the Reform Act. In
general, we remain subject to existing regulations, orders and determinations until new ones are issued or made.

Receivership

Under the GSE Act, FHFA must place us into receivership if FHFA determines in writing that our assets are less than
our obligations for a period of 60 days. FHFA has notified us that the measurement period for any mandatory
receivership determination with respect to our assets and obligations would commence no earlier than the SEC public
filing deadline for our quarterly or annual financial statements and would continue for 60 calendar days after that date.
FHFA has also advised us that, if, during that 60-day period, we receive funds from Treasury in an amount at least
equal to the deficiency amount under the Purchase Agreement, the Director of FHFA will not make a mandatory
receivership determination.

In addition, we could be put into receivership at the discretion of the Director of FHFA at any time for other reasons,
including conditions that FHFA has already asserted existed at the time the then Director of FHFA placed us into
conservatorship. These include: (a) a substantial dissipation of assets or earnings due to unsafe or unsound practices;
(b) the existence of an unsafe or unsound condition to transact business; (c) an inability to meet our obligations in the
ordinary course of business; (d) a weakening of our condition due to unsafe or unsound practices or conditions;

(e) critical undercapitalization; (f) the likelihood of losses that will deplete substantially all of our capital; or (g) by
consent.
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On July 9, 2010, FHFA published in the Federal Register a proposed rule to codify certain terms of conservatorship
and receivership operations for Fannie Mae, Freddie Mac and the FHLBs. FHFA noted that among the key issues
addressed in the proposed rule are the status and priority of claims and the relationships among various classes of
creditors and equity-holders under conservatorships or receiverships. The Acting Director of FHFA stated that
publication of this rule for comment has no impact on the current conservatorship operations and is not a reflection of
the condition of Freddie Mac, Fannie Mae, or the FHLBs.

Capital Standards

FHFA has suspended capital classification of us during conservatorship in light of the Purchase Agreement. The
existing statutory and FHFA-directed regulatory capital requirements are not binding during the conservatorship. We
continue to provide submissions to FHFA on both minimum and risk-based capital. FHFA continues to publish
relevant capital figures (minimum capital requirement, core capital, and GAAP net worth) but does not publish our
critical capital, risk-based capital or subordinated debt levels during conservatorship.

On October 9, 2008, FHFA also announced that it will engage in rule-making to revise our minimum capital and
risk-based capital requirements. The GSE Act provides that FHFA may increase minimum capital levels from the
existing statutory percentages either by regulation or on a temporary basis by order. On February 8, 2010, FHFA
issued a notice of proposed rulemaking setting forth procedures and standards for such a temporary increase in
minimum capital levels. FHFA may also, by regulation or order, establish capital or reserve requirements with respect
to any product or activity of an enterprise, as FHFA considers appropriate. In addition, under the GSE Act, FHFA
must, by regulation, establish risk-based capital requirements to ensure the enterprises operate in a safe and sound
manner, maintaining sufficient capital and reserves to support the risks that arise in their operations and management.
In developing the new risk-based capital requirements, FHFA is not bound by the risk-based capital standards in effect
prior to the amendment of the GSE Act by the Reform Act.

Our regulatory minimum capital is a leverage-based measure that is generally calculated based on GAAP and reflects
a 2.50% capital requirement for on-balance sheet assets and 0.45% capital requirement for off-balance sheet
obligations. Pursuant to regulatory guidance from FHFA, our minimum capital requirement was not automatically
affected by our January 1, 2010 adoption of new accounting standards for transfers of financial assets and
consolidation of VIEs. Specifically, upon adoption of these new accounting standards, FHFA directed us, for purposes
of minimum capital, to continue reporting our PCs held by third parties and other aggregate off-balance sheet
obligations using a 0.45% capital requirement. Notwithstanding this guidance, FHFA reserves the authority under the
GSE Act to raise the minimum capital requirement for any of our assets or activities.

For additional information, see MD&A LIQUIDITY AND CAPITAL RESOURCES Capital Resources and
NOTE 18: REGULATORY CAPITAL. Also,see RISK FACTORS Legal and Regulatory Risks for more
information.

New Products

The GSE Act requires the enterprises to obtain the approval of FHFA before initially offering any product, subject to
certain exceptions. The GSE Act provides for a public comment process on requests for approval of new products.
FHFA may temporarily approve a product without soliciting public comment if delay would be contrary to the public
interest. FHFA may condition approval of a product on specific terms, conditions and limitations. The GSE Act also
requires the enterprises to provide FHFA with written notice of any new activity that we or Fannie Mae consider not
to be a product.
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On July 2, 2009, FHFA published an interim final rule on prior approval of new products, implementing the new
product provisions for us and Fannie Mae in the GSE Act. The rule establishes a process for Freddie Mac and Fannie
Mae to provide prior notice to the Director of FHFA of a new activity and, if applicable, to obtain prior approval from
the Director if the new activity is determined to be a new product. On August 31, 2009, Freddie Mac and Fannie Mae
filed joint public comments on the interim final rule with FHFA. FHFA has stated that permitting us to engage in new
products is inconsistent with the goals of conservatorship and has instructed us not to submit such requests under the
interim final rule. This could have an adverse effect on our business and profitability in future periods. We cannot
currently predict when or if FHFA will permit us to engage in new products under the interim final rule, nor when the
rule will be finalized.

Affordable Housing Goals

We are subject to annual affordable housing goals. In light of these housing goals, we may make adjustments to our
mortgage loan sourcing and purchase strategies, which could further increase our credit losses. These strategies could
include entering into some purchase and securitization transactions with lower expected economic returns than our
typical transactions. Prior to 2010, we at times relaxed some of our underwriting criteria to obtain goal-qualifying
mortgage loans and made additional investments in higher risk mortgage loan products that we believed were more
likely to serve the borrowers targeted by the goals.
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If the Director of FHFA finds that we failed to meet a housing goal and that achievement of the housing goal was
feasible, the GSE Act states that the Director may require the submission of a housing plan with respect to the housing
goal for approval by the Director. The housing plan must describe the actions we would take to achieve the unmet
goal in the future. FHFA has the authority to take actions against us, including issuing a cease and desist order or
assessing civil money penalties, if we: (a) fail to submit a required housing plan or fail to make a good faith effort to
comply with a plan approved by FHFA; or (b) fail to submit certain data relating to our mortgage purchases,
information or reports as required by law. See RISK FACTORS Legal and Regulatory Risks.

Affordable Housing Goals for 2010 and 2011

Effective beginning calendar year 2010, the Reform Act requires that FHFA establish, by regulation, four
single-family housing goals, one multifamily special affordable housing goal and requirements relating to multifamily
housing for very low-income families.

On September 14, 2010, FHFA published in the Federal Register a final rule establishing new affordable housing
goals for Freddie Mac and Fannie Mae for 2010 and 2011. The final rule was effective on October 14, 2010. The rule
establishes four goals and one subgoal for single-family owner-occupied housing, one multifamily special affordable
housing goal, and one multifamily special affordable housing subgoal. Three of the single-family housing goals and
the subgoal target purchase money mortgages for: (a) low-income families; (b) very low-income families; and/or

(c) families that reside in low-income areas. The single-family housing goals also include one that targets refinancing
mortgages for low-income families. The multifamily special affordable housing goal targets multifamily rental
housing affordable to low-income families. The multifamily special affordable housing subgoal targets multifamily
rental housing affordable to very low-income families. In addition, the rule states that Freddie Mac and Fannie Mae
must continue to report on their acquisition of mortgages involving low-income units in small (5- to 50-unit)
multifamily properties.

Our housing goals for 2010 and 2011 are set forth in Table 5 below.

Table 5 Affordable Housing Goals for 2010 and 2011

Goals for 2010 and 2011

Single-family purchase money goals (benchmark levels):

Low-income 27%
Very low-income 8%
Low-income areas(! 24%
Low-income areas subgoal 13%
Single-family refinance low-income goal (benchmark level) 21%
Multifamily low-income goal 161,250 units
Multifamily very low-income subgoal 21,000 units

(1) FHFA will annually set the benchmark level for the low-income areas goal based on the benchmark level for the
low-income areas subgoal, plus an adjustment factor reflecting the additional incremental share of mortgages for
moderate-income families in designated disaster areas in the most recent year for which such data is available. For
2010, FHFA set the benchmark level for the low-income areas goal at 24%.

The single-family goals are expressed as a percentage of the total number of eligible mortgages underlying our total

single-family mortgage purchases. The multifamily goals are expressed in terms of minimum numbers of units
financed.
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With respect to the single-family goals, the rule includes: (a) an assessment of performance as compared to the actual
share of the market that meets the criteria for each goal; and (b) a benchmark level to measure performance. Where
our performance on a single-family goal falls short of the benchmark for a goal, we still could achieve the goal if our
performance meets or exceeds the actual share of the market that meets the criteria for the goal for that year. For
example, if the actual market share of mortgages to low-income families relative to all mortgages originated to finance
owner-occupied single-family properties is lower than the 27% benchmark rate, we would still satisfy this goal if we
achieve that actual market percentage.

The rule makes a number of changes to the previous counting methods for goals credit, including prohibiting housing
goals credit for purchases of private-label securities. However, the rule allows credit under the low-income refinance
goal for permanent MHA Program loan modifications. The rule also states that FHFA does not intend for the
enterprises to undertake economically adverse or high-risk activities in support of the goals, nor does it intend for the
enterprises state of conservatorship to be a justification for withdrawing support from these important market
segments.

In addition, as noted in the rule, FHFA expects to take future regulatory action to address the housing goals treatment
of purchases of multifamily loans that aid the conversion of properties that have affordable rents to properties that
have less affordable, market rate rents. FHFA also may solicit further comments on how the housing goals can further
promote sustainable homeownership and how multifamily subordinate liens can be structured to benefit low-income
residents.

We expect to report our performance with respect to the 2010 affordable housing goals in March 2011. At this time,
based on preliminary information, we believe we did not achieve certain of the goals for 2010. We and FHFA are in
discussions concerning whether achievement of such goals was infeasible under the terms of the GSE Act, due to
market and
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economic conditions and our financial condition. For more information, sse EXECUTIVE COMPENSATION
Compensation Discussion and Analysis Executive Management Compensation Program  Determination of the
Performance-Based Portion of 2010 Deferred Base Salary.

We anticipate that the difficult market conditions and our financial condition will continue to affect our affordable

housing activities in 2011. See also RISK FACTORS Legal and Regulatory Risks. However, we view the purchase of
mortgage loans that are eligible to count toward our affordable housing goals to be a principal part of our mission and
business and we are committed to facilitating the financing of affordable housing for low- and moderate-income

families.

Duty to Serve Underserved Markets

The GSE Act establishes a duty for Freddie Mac and Fannie Mae to serve three underserved markets (manufactured
housing, affordable housing preservation and rural areas) by developing loan products and flexible underwriting
guidelines to facilitate a secondary market for mortgages for very low-, low- and moderate-income families in those
markets. Effective for 2010, FHFA is required to establish a manner for annually: (a) evaluating whether and to what
extent Freddie Mac and Fannie Mae have complied with the duty to serve underserved markets; and (b) rating the
extent of compliance.

On June 7, 2010, FHFA published in the Federal Register a proposed rule regarding the duty of Freddie Mac and
Fannie Mae to serve the underserved markets. Comments were due on July 22, 2010. We provided comments on the
proposed rule to FHFA, but we cannot predict the contents of any final rule that FHFA may release, or the impact that
the final rule will have on our business or operations.

Affordable Housing Goals and Reported Results for 2009 and 2008

Prior to 2010, we were subject to affordable housing goals related to mortgages for low- and moderate-income
families, low-income families living in low-income areas, very low-income families and families living in defined
underserved areas. These goals were set as a percentage of the total number of dwelling units underlying our total
mortgage purchases. The goal relating to low-income families living in low-income areas and very low-income
families was referred to as the special affordable housing goal. This special affordable housing goal also included a
multifamily annual minimum dollar volume target of qualifying multifamily mortgage purchases. In addition, from
2005 to 2009, we were subject to three subgoals that were expressed as percentages of the total number of mortgages
we purchased that financed the purchase of single-family, owner-occupied properties located in metropolitan areas.

Our housing goals and results for 2009 and 2008 are set forth in Table 6 below.

Table 6 Affordable Housing Goals and Reported Results for 2009 and 2008
Year Ended December 31,
2009 2008

Goal Results Goal Results

Housing goals and actual results:

Low- and moderate-income goal® 43% 44.7% 56% 51.5%
Underserved areas goal®®) 32 26.8 39 37.7
Special affordable goal@®) 18 17.8 27 23.1
Multifamily special affordable volume target (in billions)® $ 4.60 $ 3.69 $3.92 $ 7.49
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Home purchase subgoals and actual results:

Low- and moderate-income subgoal@® 40% 48.4% 47% 39.3%
Underserved areas subgoal@(3) 30 27.9 34 30.3
Special affordable subgoal® 14 20.6 18 15.1

(1) An individual mortgage may qualify for more than one of the goals or subgoals. Each of the goal and subgoal
percentages and each of our percentage results is determined independently and cannot be aggregated to
determine a percentage of total purchases that qualifies for these goals or subgoals.

(2) These 2008 goals and subgoals were determined to be infeasible.

(3) FHFA concluded that achievement by us of this 2008 goal was feasible, but challenging. Accordingly, FHFA
decided not to require us to submit a housing plan.

(4) These 2009 goals were determined to be infeasible.

(5) FHFA concluded that achievement by us of these 2009 goals and subgoals was feasible, but decided not to require
us to submit a housing plan.

Affordable Housing Allocations

The GSE Act requires us to set aside in each fiscal year an amount equal to 4.2 basis points for each dollar of the UPB
of total new business purchases, and allocate or transfer such amount to: (a) HUD to fund a Housing Trust Fund
established and managed by HUD; and (b) a Capital Magnet Fund established and managed by Treasury. FHFA has
the authority to suspend our allocation upon finding that the payment would contribute to our financial instability,
cause us to be classified as undercapitalized or prevent us from successfully completing a capital restoration plan. In
November 2008, FHFA advised us that it has suspended the requirement to set aside or allocate funds for the Housing
Trust Fund and the Capital Magnet Fund until further notice.
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Prudential Management and Operations Standards

The GSE Act requires FHFA to establish prudential standards, by regulation or by guideline, for a broad range of
operations of the enterprises. These standards must address internal controls, information systems, independence and
adequacy of internal audit systems, management of interest rate risk exposure, management of market risk, liquidity
and reserves, management of asset and investment portfolio growth, overall risk management processes, investments
and asset acquisitions, management of credit and counterparty risk, and recordkeeping. FHFA may also establish any
additional operational and management standards the Director of FHFA determines appropriate.

Portfolio Activities

The GSE Act requires FHFA to establish, by regulation, criteria governing portfolio holdings to ensure the holdings
are backed by sufficient capital and consistent with the enterprises mission and safe and sound operations. In
establishing these criteria, FHFA must consider the ability of the enterprises to provide a liquid secondary market
through securitization activities, the portfolio holdings in relation to the mortgage market and the enterprises
compliance with the prudential management and operations standards prescribed by FHFA.

On December 28, 2010, FHFA issued a final rule adopting the portfolio holdings criteria established in the Purchase
Agreement, as it may be amended from time to time, for so long as we remain subject to the Purchase Agreement.

See NOTE 3: CONSERVATORSHIP AND RELATED MATTERS Impact of the Purchase Agreement and FHFA
Regulation on the Mortgage-Related Investments Portfolio for additional information on restrictions to our portfolio
activities.

Anti-Predatory Lending

Predatory lending practices are in direct opposition to our mission, our goals and our practices. We have instituted
anti- predatory lending policies intended to prevent the purchase or assignment of mortgage loans with unacceptable
terms or conditions or resulting from unacceptable practices. These policies include processes related to the delivery,
validation and certification of loans sold to us. In addition to the purchase policies we have instituted, we promote
consumer education and financial literacy efforts to help borrowers avoid abusive lending practices and we provide
competitive mortgage products to reputable mortgage originators so that borrowers have a greater choice of financing
options.

Subordinated Debt

FHFA directed us to continue to make interest and principal payments on our subordinated debt, even if we fail to
maintain required capital levels. As a result, the terms of any of our subordinated debt that provide for us to defer
payments of interest under certain circumstances, including our failure to maintain specified capital levels, are no
longer applicable. In addition, the requirements in the agreement we entered into with FHFA in September 2005 with
respect to issuance, maintenance, and reporting and disclosure of Freddie Mac subordinated debt have been suspended
during the term of conservatorship and thereafter until directed otherwise. See NOTE 18: REGULATORY CAPITAL
Subordinated Debt Commitment for more information regarding subordinated debt.

Department of Housing and Urban Development
HUD has regulatory authority over Freddie Mac with respect to fair lending. Our mortgage purchase activities are

subject to federal anti-discrimination laws. In addition, the GSE Act prohibits discriminatory practices in our
mortgage purchase activities, requires us to submit data to HUD to assist in its fair lending investigations of primary
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market lenders with which we do business and requires us to undertake remedial actions against such lenders found to
have engaged in discriminatory lending practices. In addition, HUD periodically reviews and comments on our
underwriting and appraisal guidelines for consistency with the Fair Housing Act and the anti-discrimination
provisions of the GSE Act.

Department of the Treasury

Treasury has significant rights and powers with respect to our company as a result of the Purchase Agreement. In
addition, under our charter, the Secretary of the Treasury has approval authority over our issuances of notes,
debentures and substantially identical types of unsecured debt obligations (including the interest rates and maturities
of these securities), as well as new types of mortgage-related securities issued subsequent to the enactment of the
Financial Institutions Reform, Recovery and Enforcement Act of 1989. The Secretary of the Treasury has performed
this debt securities approval function by coordinating GSE debt offerings with Treasury funding activities. In addition,
our charter authorizes Treasury to purchase Freddie Mac debt obligations not exceeding $2.25 billion in aggregate
principal amount at any time.

The Reform Act granted the Secretary of the Treasury authority to purchase any obligations and securities issued by
us and Fannie Mae until December 31, 2009 on such terms and conditions and in such amounts as the Secretary may
determine, provided that the Secretary determined the purchases were necessary to provide stability to the financial
markets, prevent
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disruptions in the availability of mortgage finance, and protect taxpayers. See Conservatorship and Related Matters
Treasury Agreements.

Securities and Exchange Commission

We are subject to the financial reporting requirements applicable to registrants under the Exchange Act, including the
requirement to file with the SEC annual reports on Form 10-K, quarterly reports on Form 10-Q and current reports on
Form 8-K. Although our common stock is required to be registered under the Exchange Act, we continue to be exempt
from certain federal securities law requirements, including the following:

Securities we issue or guarantee are exempted securities under the Securities Act and may be sold without
registration under the Securities Act;

We are excluded from the definitions of government securities broker and government securities dealer under
the Exchange Act;

The Trust Indenture Act of 1939 does not apply to securities issued by us; and

We are exempt from the Investment Company Act of 1940 and the Investment Advisers Act of 1940, as we are
an agency, authority or instrumentality of the U.S. for purposes of such Acts.

Legislative and Regulatory Developments
Dodd-Frank Act

The Dodd-Frank Act, which was signed into law on July 21, 2010, significantly changed the regulation of the
financial services industry, including by creating new standards related to regulatory oversight of systemically
important financial companies, derivatives, capital requirements, asset-backed securitization, mortgage underwriting,
and consumer financial protection. The Dodd-Frank Act will directly affect the business and operations of Freddie
Mac by subjecting us to new and additional regulatory oversight and standards, including with respect to our activities
and products. We may also be affected by provisions of the Dodd-Frank Act and implementing regulations that affect
the activities of banks, savings institutions, insurance companies, securities dealers, and other regulated entities that
are our customers and counterparties.

At this time, it is difficult to assess fully the impact of the Dodd-Frank Act on Freddie Mac and the financial services
industry. Implementation of the Dodd-Frank Act is being accomplished through numerous rulemakings, many of
which are still in process. The final effects of the legislation will not be known with certainty until these rulemakings
are complete. The Dodd-Frank Act also mandates the preparation of studies on a wide range of issues, which could
lead to additional legislation or regulatory changes.

Recently initiated rulemakings that may have an impact on Freddie Mac include the following:

The Financial Stability Oversight Council has published a notice of proposed rulemaking inviting public
comment on the criteria that will inform the Council s designation of nonbank financial companies as subject to
enhanced supervision and prudential standards pursuant to the provisions of the Dodd-Frank Act, as well as the
Council s processes and procedures for such designation. If Freddie Mac is so designated, it would be subject to
Federal Reserve supervision and to prudential standards that may include risk-based capital and leverage
requirements, liquidity requirements, resolution plan and credit exposure reporting requirements, concentration
limits, contingent capital requirements, enhanced public disclosures, short-term debt limits, and overall risk

Table of Contents 70



Edgar Filing: FEDERAL HOME LOAN MORTGAGE CORP - Form 10-K

management requirements, as well as other requirements and restrictions.

The U.S. Commodity Futures Trading Commission, or CFTC, and the SEC recently published a proposed rule
regarding certain definitions in the Dodd-Frank Act, including the definitions of swap dealer and major swap
participant. If Freddie Mac is deemed to be a major swap participant, FHFA, in consultation with the CFTC and
the SEC, will be required to establish new rules with respect to our activities as a major swap participant
regarding capital requirements, and margin requirements for certain derivatives transactions. In addition,

Freddie Mac would be required to register with the CFTC and to comply with certain business conduct

standards and reporting requirements. Even if we are not deemed a major swap participant, we could become
subject to new rules related to clearing, trading, and reporting requirements for derivatives transactions.

We continue to review and assess the impact of these proposals. For more information, see RISK FACTORS Legal
and Regulatory Risks  The Dodd-Frank Act and related regulation may adversely affect our business activities and
financial results.

SEC Regulation on Disclosure for Asset-Backed Securities

On January 20, 2011, the SEC adopted a rule requiring issuers of asset-backed securities to disclose specified
information concerning fulfilled and unfulfilled repurchase requests relating to the assets backing such securities,
including certain historical information. This disclosure will first be required to be reported by February 14, 2012

(containing
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information covering the three year period ended December 31, 2011), with subsequent filings due each quarter
thereafter. While we are assessing the rule s impact on us, we currently believe compliance with the disclosure
requirements will likely present significant operational challenges for us.

Conforming Loan Limits

On September 30, 2010, Congress temporarily extended the current higher loan limits in certain high-cost areas
through September 30, 2011. The higher loan limits in certain high-cost areas were set to expire on December 31,
2010. Actual conforming loan limits are established by FHFA for each county (or equivalent) and the loan limits for
specific high-cost areas may be lower than the maximum amounts. For a further discussion of conforming loan limits,
see Our Business.

Energy Loan Tax Assessment Programs

A number of states have enacted laws allowing localities to create energy loan assessment programs for the purpose of
financing energy efficient home improvements. These programs are typically denominated as Property Assessed
Clean Energy, or PACE, programs. While the specific terms may vary, these laws generally treat the new energy
assessments like property tax assessments, which generally create a new lien to secure the assessment that is senior to
any existing first mortgage lien. These laws could have a negative impact on Freddie Mac s credit losses, to the extent
a large number of borrowers obtain this type of financing.

On July 6, 2010, FHFA announced that it had determined that certain of these programs present significant safety and
soundness concerns that must be addressed by the GSEs. FHFA directed Freddie Mac and Fannie Mae to waive the
uniform mortgage document prohibitions against senior liens for any homeowner who obtained a PACE or PACE-like
loan with a first priority lien before July 6, 2010 and, in addressing PACE programs with first liens, to undertake
actions that protect their safe and sound operation.

On August 31, 2010, we released a new directive to our seller/servicers in which we reinforced our long-standing
requirement that mortgages sold to us must be and remain in the first-lien position, while also providing guidance on
our requirements for refinancing loans that were originated with PACE obligations before July 6, 2010.

We are subject to lawsuits relating to PACE programs. See  NOTE 21: LEGAL CONTINGENCIES for additional
information. Legislation has been introduced in the Senate and the House of Representatives that would require

Freddie Mac and Fannie Mae to adopt standards that support PACE programs.

For more information regarding legislative and regulatory developments that could impact our business, see RISK
FACTORS Legal and Regulatory Risks.

Employees

At February 11, 2011, we had 5,231 full-time and 78 part-time employees. Our principal offices are located in
McLean, Virginia.

Available Information
SEC Reports

We file reports and other information with the SEC. In view of the Conservator s succession to all of the voting power
of our stockholders, we do not expect to prepare or provide proxy statements for the solicitation of proxies from
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stockholders during the conservatorship. We make available free of charge through our website at
www.freddiemac.com our annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports on

Form 8-K, and all other SEC reports and amendments to those reports as soon as reasonably practicable after we
electronically file the material with, or furnish it to, the SEC. In addition, materials that we filed with the SEC are
available for review and copying free of charge at the SEC s Public Reference Room at 100 F Street, N.E.,
Washington, D.C. 20549. The public may obtain information on the operation of the Public Reference Room by
calling the SEC at 1-800-SEC-0330. The SEC also maintains an internet site (www.sec.gov) that contains reports,
proxy and information statements, and other information regarding companies that file electronically with the SEC.

We are providing our website addresses and the website address of the SEC here or elsewhere in this annual report on
Form 10-K solely for your information. Information appearing on our website or on the SEC s website is not
incorporated into this annual report on Form 10-K.

Information about Certain Securities Issuances by Freddie Mac

Pursuant to SEC regulations, public companies are required to disclose certain information when they incur a material
direct financial obligation or become directly or contingently liable for a material obligation under an off-balance
sheet arrangement. The disclosure must be made in a current report on Form 8-K under Item 2.03 or, if the obligation
is incurred in connection with certain types of securities offerings, in prospectuses for that offering that are filed with
the SEC.
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Freddie Mac s securities offerings are exempted from SEC registration requirements. As a result, we are not required
to and do not file registration statements or prospectuses with the SEC with respect to our securities offerings. To
comply with the disclosure requirements of Form 8-K relating to the incurrence of material financial obligations, we
report our incurrence of these types of obligations either in offering circulars (or supplements thereto) that we post on
our website or in a current report on Form 8-K, in accordance with a no-action letter we received from the SEC staff.
In cases where the information is disclosed in an offering circular posted on our website, the document will be posted
on our website within the same time period that a prospectus for a non-exempt securities offering would be required to
be filed with the SEC.

The website address for disclosure about our debt securities is www.freddiemac.com/debt. From this address,
investors can access the offering circular and related supplements for debt securities offerings under Freddie Mac s
global debt facility, including pricing supplements for individual issuances of debt securities.

Disclosure about our off-balance sheet obligations pursuant to some of the mortgage-related securities we issue can be
found at www.freddiemac.com/mbs. From this address, investors can access information and documents about our
mortgage-related securities, including offering circulars and related offering circular supplements.

Forward-Looking Statements

We regularly communicate information concerning our business activities to investors, the news media, securities
analysts and others as part of our normal operations. Some of these communications, including this Form 10-K,

contain forward-looking statements, including statements pertaining to the conservatorship, our current expectations
and objectives for our efforts under the MHA Program and other programs to assist the U.S. residential mortgage
market, future business plans, liquidity, capital management, economic and market conditions and trends, market

share, the effect of legislative and regulatory developments, implementation of new accounting standards, credit

losses, internal control remediation efforts, and results of operations and financial condition on a GAAP, Segment
Earnings, and fair value basis. Forward-looking statements are often accompanied by, and identified with, terms such
as objective, expect, trend, forecast, anticipate, believe, intend, could, future, and similar phrases. Tl
not historical facts, but rather represent our expectations based on current information, plans, judgments, assumptions,
estimates, and projections. Forward-looking statements involve known and unknown risks and uncertainties, some of
which are beyond our control. Actual results may differ significantly from those described in or implied by such
forward-looking statements due to various factors and uncertainties, including those described in the RISK FACTORS
section of this Form 10-K and:

the actions FHFA, Treasury, the Federal Reserve, the Obama Administration, Congress, and our management
may take;

the impact of the restrictions and other terms of the conservatorship, the Purchase Agreement, the senior
preferred stock, and the warrant on our business, including our ability to pay the dividend on the senior preferred
stock;

our ability to maintain adequate liquidity to fund our operations, including following changes in any support
provided to us by Treasury or FHFA;

changes in our charter or applicable legislative or regulatory requirements, including any restructuring or
reorganization in the form of our company, including whether we will remain a stockholder-owned company or
continue to exist and whether we will be wound down or placed under receivership, regulations under the GSE
Act, the Reform Act, or the Dodd-Frank Act, changes to affordable housing goals regulation, reinstatement of
regulatory capital requirements, or the exercise or assertion of additional regulatory or administrative authority;
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changes in the regulation of the mortgage and financial services industries, including changes caused by the
Dodd-Frank Act, or any other legislative, regulatory, or judicial action at the federal or state level;

the extent to which borrowers participate in the MHA Program and other initiatives designed to help in the
housing recovery and the impact of such programs on our credit losses, expenses, and the size and composition
of our mortgage-related investments portfolio;

the impact of any deficiencies in foreclosure documentation practices and related delays in the foreclosure
process;

the ability of our financial, accounting, data processing, and other operating systems or infrastructure, and those
of our vendors to process the complexity and volume of our transactions;

changes in accounting or tax standards or in our accounting policies or estimates, and our ability to effectively
implement any such changes in standards, policies, or estimates;

changes in general regional, national, or international economic, business, or market conditions and competitive
pressures, including changes in employment rates and interest rates, and changes in the federal government s

fiscal and monetary policy;

changes in the U.S. residential mortgage market, including changes in the rate of growth in total outstanding
U.S. residential mortgage debt, the size of the U.S. residential mortgage market, and home prices;
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our ability to effectively implement our business strategies, including our efforts to improve the supply and

liquidity of, and demand for, our products;

our ability to recruit and retain executive officers and other key employees;

our ability to effectively identify and manage credit, interest-rate, operational, and other risks in our business,

including changes to the credit environment and the levels and volatilities of interest rates, as well as the shape

and slope of the yield curves;

the effects of internal control deficiencies and our ability to effectively identify, assess, evaluate, manage,

mitigate, or remediate control deficiencies and risks, including material weaknesses and significant deficiencies,

in our internal control over financial reporting and disclosure controls and procedures;

incomplete or inaccurate information provided by customers and counterparties;

consolidation among, or adverse changes in the financial condition of, our customers and counterparties;

the failure of our customers and counterparties to fulfill their obligations to us, including the failure of

seller/servicers to meet their obligations to repurchase loans sold to us in breach of their representations and

warranties;

changes in our judgments, assumptions, forecasts, or estimates regarding the volume of our business and spreads
we expect to earn;

the availability of options, interest-rate and currency swaps, and other derivative financial instruments of the
types and quantities, on acceptable terms, and with acceptable counterparties needed for investment funding and

risk management purposes;

changes in pricing, valuation or other methodologies, models, assumptions, judgments, estimates and/or other
measurement techniques, or their respective reliability;

changes in mortgage-to-debt OAS;

the potential impact on the market for our securities resulting from any future sales by the Federal Reserve or
Treasury of Freddie Mac debt and mortgage-related securities they have purchased;

adverse judgments or settlements in connection with legal proceedings, governmental investigations, and IRS
examinations;

volatility of reported results due to changes in the fair value of certain instruments or assets;
the development of different types of mortgage servicing structures and servicing compensation;
preferences of originators in selling into the secondary mortgage market;

changes to our underwriting requirements or investment standards for mortgage-related products;
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investor preferences for mortgage loans and mortgage-related and debt securities compared to other
investments;

borrower preferences for fixed-rate mortgages or adjustable-rate mortgages;

the occurrence of a major natural or other disaster in geographic areas in which our offices or portions of our
total mortgage portfolio are concentrated;

other factors and assumptions described in this Form 10-K, including in the MD&A section;

our assumptions and estimates regarding the foregoing and our ability to anticipate the foregoing factors and
their impacts; and

market reactions to the foregoing.

We undertake no obligation to update any forward-looking statements we make to reflect events or circumstances
occurring after the date of this Form 10-K.

ITEM 1A. RISK FACTORS

Before you invest in our securities, you should know that making such an investment involves risks, including the

risks described below and in BUSINESS, MD&A, and elsewhere in this Form 10-K. These risks and uncertainties
could, directly or indirectly, adversely affect our business, financial condition, results of operations, cash flows,
strategies and/or prospects.

Conservatorship and Related Matters

The future status and role of Freddie Mac could be materially adversely affected by legislative and regulatory
action that alters the ownership, structure and mission of the company.

Future legislation will likely materially affect the role of the company, our business model, our structure and future
results of operations. Some or all of our functions could be transferred to other institutions, and we could cease to
exist as a stockholder-owned company or at all. If any of these events were to occur, our shares could further diminish
in value, or
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cease to have any value, and there can be no assurance that our stockholders would receive any compensation for such
loss in value.

On February 11, 2011, the Obama Administration delivered a report to Congress that lays out the Administration s
plan to reform the U.S. housing finance market, including options for structuring the government s long-term role in a
housing finance system in which the private sector is the dominant provider of mortgage credit. The report
recommends winding down Freddie Mac and Fannie Mae, stating that the Obama Administration will work with
FHFA to determine the best way to responsibly reduce the role of Freddie Mac and Fannie Mae in the market and
ultimately wind down both institutions. The report identifies a number of policy levers that could be used to wind
down Freddie Mac and Fannie Mae, shrink the government s footprint in housing finance, and help bring private
capital back to the mortgage market, including increasing guarantee fees, phasing in a 10% down payment
requirement, reducing conforming loan limits, and winding down Freddie Mac and Fannie Mae s investment
portfolios, consistent with the senior preferred stock purchase agreements. For more information, see BUSINESS
Executive Summary Long-Term Financial Sustainability and Future Status.

In addition to legislative actions, FHFA has expansive regulatory authority over us, and the manner in which FHFA
will use its authority in the future is unclear. FHFA could take a number of regulatory actions that could materially
adversely affect our company, such as changing or reinstating our current capital requirements, which are not binding
during conservatorship.

The conservatorship is indefinite in duration and the timing, conditions and likelihood of our emerging from
conservatorship are uncertain. Even if the conservatorship is terminated, we would remain subject to the Purchase
Agreement, senior preferred stock and warrant.

FHFA has stated that there is no exact time frame as to when the conservatorship may end. Termination of the
conservatorship (other than in connection with receivership) also requires Treasury s consent under the Purchase
Agreement. There can be no assurance as to when, and under what circumstances, Treasury would give such consent.
There is also significant uncertainty as to what changes may occur to our business structure during or following our
conservatorship, including whether we will continue to exist. It is possible that the conservatorship will end with us
being placed into receivership.

As discussed above, on February 11, 2011, the Obama Administration delivered a report to Congress that lays out the
Administration s plan to reform the U.S. housing finance market. The report recommends winding down Freddie Mac
and Fannie Mae. For more information, see BUSINESS Executive Summary Long-Term Financial Sustainability
and Future Status.

In addition, Treasury has the ability to acquire almost 80% of our common stock for nominal consideration by
exercising the warrant we issued to it pursuant to the Purchase Agreement. Consequently, the company could
effectively remain under the control of the U.S. government even if the conservatorship was ended and the voting

rights of common stockholders restored. The warrant held by Treasury, the restrictions on our business contained in

the Purchase Agreement and the senior status of the senior preferred stock issued to Treasury under the Purchase
Agreement, if the senior preferred stock has not been redeemed, also could adversely affect our ability to attract new
private sector capital in the future should the company be in a position to seek such capital. Moreover, our draws

under Treasury s funding commitment, the senior preferred dividend obligation, and commitment fees paid to Treasury
could permanently impair our ability to build independent sources of capital.

We expect to make additional draws under the Purchase Agreement in future periods, which will adversely affect
our future results of operations and financial condition.
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It is unlikely that we will generate net income or comprehensive income in excess of our annual dividends payable to
Treasury over the long-term, which will lead us to require additional draws under the Purchase Agreement. A variety
of factors could lead us to make additional draws under the Purchase Agreement in the future, including:

dividend obligations on the senior preferred stock, which are cumulative and accrue at an annual rate of 10% (or
12% in any quarter in which dividends are not paid in cash) until all accrued dividends are paid in cash and
which at their current level exceed our annual historical earnings in all but one period;

future losses, driven by ongoing weak economic conditions, which could cause, among other things, continued
high provision for credit losses, increased REO operations expense and additional unrealized losses on the

non-agency mortgage-related securities we hold;

required reductions in the size of our mortgage-related investments portfolio and other limitations on our
investment activities that reduce the earnings capacity of our investment activities;
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pursuit of public mission-oriented objectives that could produce suboptimal financial returns, such as our efforts
under the MHA Program, the continued use or expansion of foreclosure suspensions, and other foreclosure
prevention efforts, including any future requirements to reduce the principal amount of loans;

adverse changes in interest rates, the yield curve, implied volatility or mortgage-to-debt OAS, which could
reduce net interest income and increase realized and unrealized mark-to-fair-value losses recorded in earnings or
AOCIT;

limitations in our access to the public debt markets, or increases in our debt funding costs;
establishment of a valuation allowance for our remaining deferred tax asset;

limitations on our ability to develop new products;

changes in business practices and requirements resulting from legislative or regulatory developments;
changes in accounting practices or standards; and

the quarterly commitment fee we must pay to Treasury under the Purchase Agreement (Treasury has waived the
fee for the first quarter of 2011). The amount of the fee has not yet been established and could be substantial.
Treasury has indicated that it remains committed to protecting taxpayers and ensuring that our future positive
earnings are returned to taxpayers as compensation for their investment.

Under the Purchase Agreement, the $200 billion cap on Treasury s funding commitment will increase as necessary to
accommodate any cumulative reduction in our net worth during 2010, 2011 and 2012. Although additional draws
under the Purchase Agreement will allow us to remain solvent and avoid mandatory receivership, they will also
increase the liquidation preference of, and the dividends we owe on, the senior preferred stock. Based on the aggregate
liquidation preference of the senior preferred stock of $64.2 billion as of December 31, 2010, Treasury is entitled to
annual cash dividends of $6.42 billion, which exceeds our annual historical earnings in all but one period. Increases in
the already substantial liquidation preference and senior preferred dividend obligation, along with limited flexibility to
redeem the senior preferred stock, will adversely affect our results of operations and financial condition and add to the
significant uncertainty regarding our long-term financial sustainability.

Our business objectives and strategies have in some cases been significantly altered since we were placed into
conservatorship, and may continue to change, in ways that negatively affect our future financial condition and
results of operations.

FHFA, as Conservator, has directed the company to focus on managing to a positive stockholders equity. At the
direction of the Conservator, we have made changes to certain business practices that are designed to provide support
for the mortgage market in a manner that serves our public mission and other non-financial objectives but may not
contribute to our goal of managing to a positive stockholders equity. Some of these changes have increased our
expenses or caused us to forego revenue opportunities. For example, FHFA has directed that we implement various
initiatives under the MHA Program. We expect to incur significant costs associated with the implementation of these
initiatives and we cannot currently estimate whether, or the extent to which, costs incurred in the near term from these
initiatives may be offset, if at all, by the prevention or reduction of potential future costs of serious delinquencies and
foreclosures due to these initiatives. The Conservator and Treasury have also not authorized us to engage in certain
business initiatives and transactions, including the purchase or sale of certain assets, which we believe may have had a
beneficial impact on our results of operations or financial condition, if executed. Our inability to execute such
initiatives and transactions may adversely affect our profitability. Other agencies of the U.S. government, as well as
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Congress, also have an interest in the conduct of our business. We do not know what actions they may request us to
take.

In view of the conservatorship and the reasons stated by FHFA for its establishment, it is likely that our business
model and strategic objectives will continue to change, possibly significantly, including in pursuit of our public
mission and other non-financial objectives. Among other things, we could experience significant changes in the size,
growth and characteristics of our guarantee and investment activities, and we could further change our operational
objectives, including our pricing strategy in our core mortgage guarantee business. Accordingly, our strategic and
operational focus may not always be consistent with the generation of net income. It is possible that we will make
material changes to our capital strategy and to our accounting policies, methods, and estimates. It is also possible that
the company could be restructured and its statutory mission revised. In addition, we may be directed to engage in
initiatives that are operationally difficult or costly to implement.

In a letter to the Chairmen and Ranking Members of the Congressional Banking and Financial Services Committees

dated February 2, 2010, the Acting Director of FHFA stated that minimizing our credit losses is our central goal and
that we will be limited to continuing our existing core business activities and taking actions necessary to advance the
goals of the conservatorship. The Acting Director stated that FHFA does not expect we will be a substantial buyer or
seller of mortgages for our mortgage-related investments portfolio, except for purchases of delinquent mortgages out
of PC pools. The Acting
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Director also stated that permitting us to engage in new products is inconsistent with the goals of the conservatorship.
These restrictions could also adversely affect our financial results in future periods.

As our Conservator, FHFA possesses all of the powers of our stockholders, officers and directors. During the
conservatorship, the Conservator has delegated certain authority to the Board of Directors to oversee, and
management to conduct, day-to-day operations so that the company can continue to operate in the ordinary course of
business. FHFA has the ability to withdraw or revise its delegations of authority and override actions of our Board of
Directors at any time. The directors serve on behalf of, and exercise authority as directed by, the Conservator. In
addition, FHFA has the power to take actions without our knowledge that could be material to investors and could
significantly affect our financial performance.

FHFA is also Conservator of Fannie Mae, our primary competitor, and FHFA s actions as Conservator of both
companies could affect competition between us and Fannie Mae. On a number of occasions, FHFA has directed us
and Fannie Mae to confer and consider uniform approaches to particular issues and problems, and FHFA has in a few
cases directed the two GSEs to adopt common approaches. For example, in January 2011, FHFA announced that it has
directed Freddie Mac and Fannie Mae to work on a joint initiative, in coordination with HUD, to consider alternatives
for future mortgage servicing structures and servicing compensation, including the possibility of reducing or
eliminating the minimum servicing fee for performing loans, or other structures. FHFA has also directed Freddie Mac
and Fannie Mae to discuss with FHFA and with each other, and wherever feasible to develop consistent requirements,
policies and processes for, the servicing of non-performing mortgages, and to discuss joint standards for the
evaluation of the servicing performance of servicers. We cannot predict the impact on our business of these actions or
any similar actions FHFA may require us and Fannie Mae to take in the future. It is possible that FHFA could require
us and Fannie Mae to take a common approach that, because of differences in our respective businesses, could place
Freddie Mac at a competitive disadvantage to Fannie Mae.

These changes and other factors could have material adverse effects on, among other things, our portfolio growth, net
worth, credit losses, net interest income, guarantee fee income, net deferred tax assets, and loan loss reserves, and
could have a material adverse effect on our future results of operations and financial condition. In light of the
significant uncertainty surrounding these changes, there can be no assurances regarding when, or if, we will return to
profitability.

We are subject to significant limitations on our business under the Purchase Agreement that could have a material
adverse effect on our results of operations and financial condition.

The Purchase Agreement includes significant restrictions on our ability to manage our business, including limitations
on the amount of indebtedness we may incur, the size of our mortgage-related investments portfolio and the
circumstances in which we may pay dividends, raise capital and pay down the liquidation preference on the senior
preferred stock. In addition, the Purchase Agreement provides that we may not enter into any new compensation
arrangements or increase amounts or benefits payable under existing compensation arrangements of any executive
officers without the consent of the Director of FHFA, in consultation with the Secretary of the Treasury. In deciding
whether or not to consent to any request for approval it receives from us under the Purchase Agreement, Treasury has
the right to withhold its consent for any reason and is not required by the agreement to consider any particular factors,
including whether or not management believes that the transaction would benefit the company. The limitations under
the Purchase Agreement could have a material adverse effect on our future results of operations and financial
condition.

Our regulator may, and in some cases must, place us into receivership, which would result in the liquidation of our

assets and terminate all rights and claims that our stockholders and creditors may have against our assets or under
our charter; if we are liquidated, there may not be sufficient funds to pay the secured and unsecured claims of the
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company, repay the liquidation preference of any series of our preferred stock or make any distribution to the
holders of our common stock.

Under the GSE Act, FHFA must place us into receivership if FHFA determines in writing that our assets are less than
our obligations for a period of 60 days. FHFA has notified us that the measurement period for any mandatory
receivership determination with respect to our assets and obligations would commence no earlier than the SEC public
filing deadline for our quarterly or annual financial statements and would continue for 60 calendar days after that date.
FHFA has also advised us that, if, during that 60-day period, we receive funds from Treasury in an amount at least
equal to the deficiency amount under the Purchase Agreement, the Director of FHFA will not make a mandatory
receivership determination.

In addition, we could be put into receivership at the discretion of the Director of FHFA at any time for other reasons,
including conditions that FHFA has already asserted existed at the time the then Director of FHFA placed us into
conservatorship. These include: a substantial dissipation of assets or earnings due to unsafe or unsound practices; the
existence of an unsafe or unsound condition to transact business; an inability to meet our obligations in the ordinary
course of business; a weakening of our condition due to unsafe or unsound practices or conditions; critical
undercapitalization; the likelihood of losses that will deplete substantially all of our capital; or by consent. A
receivership would terminate the conservatorship. The appointment of FHFA (or any other entity) as our receiver
would terminate all rights and claims that our stockholders and creditors may have against our assets or under our
charter arising as a result of their status as
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stockholders or creditors, other than the potential ability to be paid upon our liquidation. Unlike a conservatorship, the
purpose of which is to conserve our assets and return us to a sound and solvent condition, the purpose of a
receivership is to liquidate our assets and resolve claims against us.

In the event of a liquidation of our assets, there can be no assurance that there would be sufficient proceeds to pay the
secured and unsecured claims of the company, repay the liquidation preference of any series of our preferred stock or
make any distribution to the holders of our common stock. To the extent that we are placed in receivership and do not
or cannot fulfill our guarantee to the holders of our mortgage-related securities, such holders could become unsecured
creditors of ours with respect to claims made under our guarantee. Only after paying the secured and unsecured claims
of the company, the administrative expenses of the receiver and the liquidation preference of the senior preferred
stock, which ranks senior to our common stock and all other series of preferred stock upon liquidation, would any
liquidation proceeds be available to repay the liquidation preference on any other series of preferred stock. Finally,
only after the liquidation preference on all series of preferred stock is repaid would any liquidation proceeds be
available for distribution to the holders of our common stock. The aggregate liquidation preference on the senior
preferred stock owned by Treasury was $64.2 billion as of December 31, 2010. The liquidation preference will
increase further if we make additional draws under the Purchase Agreement, if we do not pay dividends owed on the
senior preferred stock in cash or if we do not pay the quarterly commitment fee to Treasury under the Purchase
Agreement.

We have a variety of different, and potentially competing, objectives that may adversely affect our financial results
and our ability to maintain positive net worth.

Based on our charter, public statements from Treasury and FHFA officials and guidance from our Conservator, we
have a variety of different, and potentially competing, objectives. These objectives include providing liquidity,
stability and affordability in the mortgage market; continuing to provide additional assistance to the struggling
housing and mortgage markets; reducing the need to draw funds from Treasury pursuant to the Purchase Agreement;
returning to long-term profitability; and protecting the interests of the taxpayers. These objectives create conflicts in
strategic and day-to-day decision making that will likely lead to suboptimal outcomes for one or more, or possibly all,
of these objectives. Current portfolio investment and mortgage guarantee activities, liquidity support, and loan
modification and foreclosure forbearance initiatives, including our efforts under the MHA Program, are intended to
provide support for the mortgage market in a manner that serves our public mission and other non-financial objectives
under conservatorship, but may negatively impact our financial results and net worth.

We have experienced significant management changes and internal reorganizations which could increase our
control risks and have a material adverse effect on our ability to do business and our results of operations.

Since September 2008, we have had numerous changes in our senior management and governance structure, including
FHFA becoming our Conservator, a reconstituted Board of Directors, three changes in our Chief Executive Officer,
three changes in our Chief Financial Officer and a new Chief Operating Officer (who resigned in February 2011). We
have recently experienced several significant internal reorganizations. The magnitude of these changes and the short
time interval in which they have occurred, particularly during the ongoing housing and economic crisis, add to the
risks of control failures, including a failure in the effective operation of our internal control over financial reporting or
our disclosure controls and procedures. Control failures could result in material adverse effects on our financial
condition and results of operations.

This turnover of key management positions could further harm our financial performance and results of operations.

Management attention may be diverted from regular business concerns by these and future reorganizations and the
need to operate under the framework of conservatorship.
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The conservatorship and uncertainty concerning our future may have an adverse effect on the retention and
recruitment of management and other valuable employees.

Our ability to recruit, retain, and engage management and other valuable employees with the necessary skills to
conduct our business may be adversely affected by the conservatorship, the uncertainty regarding its duration, the
potential for future legislative or regulatory actions that could significantly affect our existence and our role in the
secondary mortgage market, and the negative publicity concerning the GSEs. The actions taken by Treasury and the
Conservator to date, or that may be taken by them or other government agencies in the future, may have an adverse
effect on the retention and recruitment of senior executives, management, and other valuable employees. For example,
we are subject to restrictions on the amount and type of compensation we may pay our executives under
conservatorship. The Conservator has also directed us to maintain individual salaries and wage rates for all employees
at 2010 levels for 2011 (except in the case of promotions or significant changes in responsibilities). In addition,
statutory and regulatory requirements restricting executive compensation at institutions that have received federal
financial assistance, even if not expressly applicable to us, may be interpreted by FHFA or Treasury as limiting the
compensation that we are able to provide to our executive officers and other employees. Although we have established
compensation programs designed to help retain key employees, we are not currently in a
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position to offer employees financial incentives that are equity-based and, as a result of this and other factors relating
to the conservatorship that may affect our attractiveness as an employer, we may be at a competitive disadvantage
compared to other potential employers. Uncertainty about the future of the GSEs affects all of our operations and
heightens the risks related to retention of management and other valuable employees. A recovering economy is likely
to put additional pressures on turnover in 2011, as other attractive opportunities may become available to people we
want to retain. Accordingly, we may not be able to retain or replace executives or other employees with key skills, and
may lose institutional knowledge, that could adversely affect our ability to conduct our business effectively. We may
also face increased operational risk if key employees leave the company.

The conservatorship and investment by Treasury has had, and will continue to have, a material adverse effect on
our common and preferred stockholders.

Prior to our entry into conservatorship, the market price for our common stock declined substantially. After our entry
into conservatorship, the market price of our common stock continued to decline (to less than $1 per share for an
extended period immediately following our entry into conservatorship, and again following the delisting of our
common stock from the NYSE at the direction of FHFA). As a result, the investments of our common and preferred
stockholders lost substantial value, which they may never recover. There is significant uncertainty as to what changes
may occur to our business structure during or following our conservatorship, including whether we will continue to
exist. Therefore, it is likely that our shares could further diminish in value, or cease to have any value.

The conservatorship and investment by Treasury has had, and will continue to have, other material adverse effects on
our common and preferred stockholders, including the following:

No voting rights during conservatorship. The rights and powers of our stockholders are suspended during the
conservatorship and our common stockholders do not have the ability to elect directors or to vote on other
matters.

No longer managed to maximize stockholder returns. Because we are in conservatorship, we are no longer
managed with a strategy to maximize stockholder returns. In a letter to the Chairmen and Ranking Members of
the Congressional Banking and Financial Services Committees dated February 2, 2010, the Acting Director of
FHFA stated that the focus of the conservatorship is on conserving assets, minimizing corporate losses, ensuring
Freddie Mac and Fannie Mae continue to serve their mission, overseeing remediation of identified weaknesses
in corporate operations and risk management, and ensuring that sound corporate governance principles are
followed.

Priority of Senior Preferred Stock. The senior preferred stock ranks senior to the common stock and all other
series of preferred stock as to both dividends and distributions upon dissolution, liquidation or winding up of the
company.

Dividends have been eliminated. The Conservator has eliminated dividends on Freddie Mac common and
preferred stock (other than dividends on the senior preferred stock) during the conservatorship. In addition,
under the terms of the Purchase Agreement, dividends may not be paid to common or preferred stockholders
(other than on the senior preferred stock) without the consent of Treasury, regardless of whether or not we are in
conservatorship.

Warrant may substantially dilute investment of current stockholders. If Treasury exercises its warrant to
purchase shares of our common stock equal to 79.9% of the total number of shares of our common stock
outstanding on a fully diluted basis, the ownership interest in the company of our then existing common
stockholders will be substantially diluted. It is possible that stockholders, other than Treasury, will not own
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more than 20.1% of our total common stock for the duration of our existence. Under our charter, bylaws and
applicable law, 20.1% is insufficient to control the outcome of any vote that is presented to the common
stockholders. Accordingly, existing common stockholders have no assurance that, as a group, they will be able
to control the election of our directors or the outcome of any other vote after the time, if any, that the
conservatorship ends.

Competitive and Market Risks

Our investment activity is significantly limited under the Purchase Agreement and by FHFA, which will likely
reduce our earnings from investment activities and result in greater reliance on our guarantee activities to generate
revenue.

We are subject to significant limitations on our investment activity, which will adversely affect the earnings capacity
of our mortgage-related investments portfolio. These limitations include: (a) a requirement to reduce the size of our
mortgage-related investments portfolio; and (b) significant constraints on our ability to purchase or sell mortgage
assets.

Under the terms of the Purchase Agreement and FHFA regulation, our mortgage-related investments portfolio is
subject to a cap that decreases by 10% each year until the portfolio reaches $250 billion. As a result, the UPB of our
mortgage-related investments portfolio could not exceed $810 billion as of December 31, 2010 and may not exceed
$729 billion as of December 31, 2011. Treasury has stated it does not expect us to be an active buyer to increase the
size of our mortgage-related investments portfolio, but also does not expect that active selling will be necessary to
meet the required portfolio reduction targets. In addition, FHFA has stated that, given the size of our current
mortgage-related investments portfolio and
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the potential volume of delinquent mortgages to be purchased out of PC pools, it expects that any net additions to our
mortgage-related investments portfolio would be related to that activity. Therefore, our ability to take advantage of
opportunities to purchase or sell mortgage assets at attractive prices has been, and likely will continue to be, limited.
In addition, notwithstanding the expectations expressed by Treasury and FHFA regarding future selling activity, we
can provide no assurance that the cap on our mortgage-related investments portfolio will not, over time, force us to
sell mortgage assets at unattractive prices, particularly given the potential in coming periods for continued high
volumes of loan modifications and purchases of seriously delinquent loans, both of which result in the purchase of
mortgage loans from our PCs for our mortgage-related investments portfolio.

These limitations will reduce the earnings capacity of our mortgage-related investments portfolio business and require
us to place greater emphasis on our guarantee activities to generate revenue. However, under conservatorship, our
ability to generate revenue through guarantee activities may be limited, as we may be required to adopt business
practices that provide support for the mortgage market in a manner that serves our public mission and other
non-financial objectives, but that may negatively impact our future financial results. The combination of the
restrictions on our business activities under the Purchase Agreement and FHFA regulation, combined with our
potential inability to generate sufficient revenue through our guarantee activities to offset the effects of those
restrictions, may have an adverse effect on our results of operations and financial condition. There can be no assurance
that the current profitability levels on our new single-family business would be sufficient to attract new private sector
capital in the future, should the company be in a position to seek such capital.

We are subject to mortgage credit risks, including mortgage credit risk relating to off-balance sheet arrangements;
increased credit costs related to these risks could adversely affect our financial condition and/or results of
operations.

Mortgage credit risk is the risk that a borrower will fail to make timely payments on a mortgage we own or guarantee,
exposing us to the risk of credit losses and credit-related expenses. We are primarily exposed to mortgage credit risk
with respect to the single-family and multifamily loans that we hold on our consolidated balance sheets. We are also
exposed to mortgage credit risk with respect to securities and guarantee arrangements that are not reflected as assets
on our consolidated balance sheets. These relate primarily to: (a) Freddie Mac mortgage-related securities backed by
multifamily loans; (b) certain single-family Other Guarantee Transactions; and (c) other guarantee commitments,
including long-term standby commitments.

Factors that affect the level of our mortgage credit risk include the credit profile of the borrower, home prices, the
features of the mortgage loan, the type of property securing the mortgage, and local and regional economic conditions,
including unemployment rates. We continue to face significant mortgage credit risk, and our credit losses will likely
increase in the near term and remain significantly above historical levels for the foreseeable future due to the
substantial number of mortgage loans in our single-family credit guarantee portfolio on which borrowers owe more
than their home is currently worth, as well as the substantial backlog of seriously delinquent loans.

While mortgage interest rates remained low in 2010, many borrowers may not have been able to refinance into lower
interest mortgages due to substantial declines in home values, market uncertainty and continued high unemployment
rates. Therefore, there ca