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Management's Discussion and Analysis Introduction

MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

This Quarterly Report on Form 10-Q 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-Q. We undertake no obligation to update any forward-looking statement to reflect events or circumstances
after the date of this Form 10-Q. Actual results might differ significantly from those described in or implied by such
statements due to various factors and uncertainties, including those described in the “Forward-Looking Statements”
sections of this Form 10-Q, our Annual Report on Form 10-K for the year ended December 31, 2015, or 2015 Annual
Report, and our Quarterly Reports on Form 10-Q for the first and second quarters of 2016, the “Risk Factors” sections of
our 2015 Annual Report and our Quarterly Report on Form 10-Q for the first quarter of 2016, and the “Business” section
of our 2015 Annual Report.

Throughout this Form 10-Q, we use certain acronyms and terms that are defined in the “Glossary” of our 2015 Annual
Report and our Quarterly Report on Form 10-Q for the second quarter of 2016.

You should read the following MD&A in conjunction with our 2015 Annual Report and our condensed consolidated
financial statements and accompanying notes for the three and nine months ended September 30, 2016 included in
“Financial Statements.” Throughout this Form 10-Q, we refer to the three months ended September 30, 2016 and the
three months ended September 30, 2015 as “3Q 2016 and “3Q 2015,” respectively, and we refer to the nine months ended
September 30, 2016 and the nine months ended September 30, 2015 as “YTD 2016 and “YTD 2015,” respectively.
INTRODUCTION

Freddie Mac is a GSE chartered by Congress in 1970. Our public mission is to provide liquidity, stability, and
affordability to the U.S. housing market. We do this primarily by purchasing residential mortgage loans originated by
lenders. In most instances, we package these loans into mortgage-related securities, which are guaranteed by us and
sold in the global capital markets. We also invest in mortgage loans and mortgage-related securities. We do not
originate loans or lend money directly to borrowers.

We support the U.S. housing market and the overall economy by enabling America’s families to access mortgage loan
funding with better terms and by providing consistent liquidity to the multifamily mortgage market, which we do
primarily by providing financing for workforce housing. We have helped many distressed borrowers keep their homes
or avoid foreclosure. We are working with FHFA, our customers and the industry to build a better housing finance
system for the nation.

CONSOLIDATED FINANCIAL RESULTS

Comprehensive income (loss) was $2.3 billion in 3Q 2016 compared to $(0.5) billion in 3Q 2015. The increase in
comprehensive income was primarily driven by two market-related items, including an estimated:

Freddie Mac Form 10-Q 1
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Management's Discussion and Analysis Introduction

&1.4 billion increase resulting from changes in interest rates during 3Q 2016 compared to 3Q 2015; and

$1.2 billion increase resulting from spreads tightening during 3Q 2016 compared to spreads widening during 3Q
2015.

Our total equity was $3.5 billion at September 30, 2016. Because our net worth was positive we are not requesting a
draw from Treasury under the Purchase Agreement for 3Q 2016. Following payment of our dividend obligation of
$2.3 billion in December 2016, our cumulative senior preferred stock dividend payments will total $101.4 billion.
Under the Purchase Agreement, the payment of dividends does not reduce the outstanding liquidation preference of
the senior preferred stock, which remains $72.3 billion. The amount of available funding remaining under the
Purchase Agreement is $140.5 billion, and would be reduced by any future draws.

VARIABILITY OF EARNINGS

Our financial results are subject to significant earnings variability from period to period. This variability is primarily
driven by:

Interest-Rate Volatility — We hold assets and liabilities that expose us to interest-rate risk. Through our use of
derivatives, we manage our exposure to interest-rate risk on an economic basis to a low level as measured by our
models. However, the way we account for our financial assets and liabilities (i.e., some are measured at amortized
cost, while others are measured at fair value), including derivatives, creates volatility in our GAAP earnings when
interest rates fluctuate. Based upon the composition of our financial assets and liabilities, including derivatives, at
September 30, 2016, we generally recognize fair value losses in earnings when interest rates decline. This volatility
generally is not indicative of the underlying economics of our business. For information about the sensitivity of our
financial results to interest-rate volatility, see "Risk Management - Interest-Rate Risk and Other Market Risks."
Spread Volatility — The volatility of spreads (i.e., credit spreads, liquidity spreads, risk premiums, etc.), or OAS, is the
risk associated with changes in the excess of interest rates over benchmark rates. We hold assets and liabilities that
expose us to spread volatility, which may contribute to significant earnings volatility. For financial assets measured at
fair value, we generally recognize fair value losses when spreads widen. Conversely, for financial liabilities measured
at fair value, we generally recognize fair value gains when spreads widen.

The variability of earnings and the declining capital reserve required under the terms of the Purchase Agreement
(ultimately reaching zero in 2018) increase the risk of our having a negative net worth and thus being required to draw
from Treasury. We could face a risk of a draw for a variety of reasons, including if we were to experience a large
decrease in interest rates coupled with a large widening of spreads. In an effort to reduce the probability of a draw due
to changes in interest rates, we entered into certain structured transactions during the first half of 2016 that have
resulted in additional financial assets being recognized and measured at fair value. In addition, we continue to explore
other strategies and activities that may reduce the probability of a draw.

Freddie Mac Form 10-Q 2
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Management's Discussion and Analysis Introduction

CONSERVATORSHIP AND GOVERNMENT SUPPORT FOR OUR BUSINESS

Since September 2008, we have been operating in conservatorship, with FHFA acting as our Conservator. The
conservatorship and related matters significantly affect our management, business activities, financial condition, and
results of operations. Our future is uncertain, and the conservatorship has no specified termination date. We do not
know what changes may occur to our business model during or following conservatorship, including whether we will
continue to exist.

Our Purchase Agreement with Treasury and the terms of the senior preferred stock we issued to Treasury constrain
our business activities. The Purchase Agreement also requires our future profits to effectively be distributed to
Treasury, and we cannot retain capital from the earnings generated by our business operations (other than a limited
capital reserve amount that will decrease to zero in 2018) or return capital to stockholders other than Treasury.
Consequently, 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. We
believe that the support provided by Treasury pursuant to the Purchase Agreement currently enables us to have
adequate liquidity to conduct our normal business activities.

Freddie Mac Form 10-Q 3
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Management's Discussion and Analysis Key Economic Indicators | Single-family Home Prices

KEY ECONOMIC INDICATORS

The following graphs and related discussion present certain macroeconomic indicators that can significantly affect our
business and financial results.

SINGLE-FAMILY HOME PRICES

NATIONAL HOME PRICES

(December 2000 = 100)
COMMENTARY

Home prices continued to appreciate during 3Q 2016 and YTD 2016, increasing 0.9% and 6.5%, respectively,
compared to an increase of 0.8% and 6.3%, respectively, during 3Q 2015 and YTD 2015, based on our own
non-seasonally adjusted price index of single-family homes funded by loans owned or guaranteed by us or Fannie
Mae.

National home prices at September 30, 2016 surpassed their previous peak level of 167 reached in June 2006, based
on our index.

Freddie Mac Form 10-Q 4
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Management's Discussion and Analysis Key Economic Indicators | Interest Rates

INTEREST RATES
KEY MARKET INTEREST RATES

COMMENTARY

Both ending and average mortgage interest rates, as indicated by the 30-year PMMS rate, decreased during 3Q 2016
and YTD 2016.

The average 30-year PMMS rate was 3.45% and 3.59% during 3Q 2016 and YTD 2016, respectively, compared to
3.95% and 3.83% during 3Q 2015 and YTD 2015, respectively.

Quarterly ending longer-term interest rates, as indicated by the 10-year LIBOR and the 10-year Treasury rates,
increased during 3Q 2016, but still declined overall during YTD 2016.

Freddie Mac Form 10-Q 5
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Management's Discussion and Analysis Key Economic Indicators | Unemployment Rate

UNEMPLOYMENT RATE
UNEMPLOYMENT RATE AND JOB CREATION

Source: U.S. Bureau of Labor Statistics

COMMENTARY

An average of approximately 192,000 and 178,000 monthly net new jobs were added to the economy during 3Q 2016
and YTD 2016, respectively. The unemployment rate was relatively unchanged in 3Q 2016.

Freddie Mac Form 10-Q 6
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Management's Discussion and Analysis Consolidated Results of Operations | Comparison

CONSOLIDATED RESULTS OF OPERATIONS

You should read this discussion of our consolidated results of operations in conjunction with our condensed
consolidated financial statements and accompanying notes.

COMPARISON

The table below compares our consolidated results of operations for 3Q 2016 vs. 3Q 2015 and YTD 2016 vs. YTD
2015.

3Q 3Q YID  YTD
2016 2015 Chanee 2016 2015 ~ Change
(dollars in millions) $ % $ %
Net interest income $3,646 $3,743 $097 ) @3 )% $10,494 $11,359 $(865) (8 )%
Benefit (provision) for credit losses (113 ) 528 641 ) (121 Y% 1,129 1,884 (755 ) (40 Y%

Net interest income after benefit
(provision) for credit losses
Non-interest income (loss):
Gains (losses) on extinguishment of debt (92 ) 4 96 ) 2400)0% 266 ) (155 ) 11 )72 %
Derivative gains (losses) 36 ) 4,172) 4,136 (99 )% (6,655 ) (3,440 ) (3,215) 93 %
Net impairment of available-for-sale

securitiis recognized in earnings © )B4 )8 83 )% (138 ) @45 ) 107 (44 )%
Other gains on investment securities
recognized in earnings

3,533 4271 (738 ) (17 )% 11,623 13,243  (1,620) (12 )%

309 256 53 21 % 1,062 825 237 29 %

Other income (loss) 605 125 480 384 % 1,527 432 ) 1,959 (453)%
Total non-interest income (loss) 777 (3,841 ) 4,618 (120 Y% (4,470 ) (3,447 ) (1,023) 30 %
Non-interest expense:

Administrative expense (498 ) 465 ) @33 )17 % (1,421 ) (1,417 ) 4 )— %
REO operations expense 56 )16 ) 60 52 HYw (169 ) 243 ) 74 (30 Y%
Xirt“gfo;%rlylpgggigax CutContinuation - yg3 1 048 ) (45 )18 % (845 ) (705 ) (140 )20 %
Other expense (138 ) (270 ) 132 49 Yo (442 ) (1,234 ) 792 (64 )%
Total non-interest expense 985 ) (1,099 ) 114 (10 Y% (2,877 ) (3,599 ) 722 (20 Y%
%‘e‘ig:;esg";;:feitfore income tax 3325 (669 ) 3,994 (597 )% 4276 6,197  (1,921) (31 )%
Income tax (expense) benefit 996 ) 194 (1,190 ) (613 Y% (1,308 ) (1,979 ) 671 (34 Y%
Net income (loss) 2,329 (475 ) 2,804 (590 )% 2,968 4,218 (1,250) (30 Y%
Total other comprehensive income (loss),

net of taxes and reclassification 19 HY@6 )7 27 )% 275 (60 ) 335 (558)%
adjustments

Comprehensive income (loss) $2,310 $(501 ) $2,811 (561 )% $3,243 $4,158 $(915) (22 Y%
Key Drivers:

See "Net Interest Income," "Benefit (Provision) for Credit Losses," "Derivative Gains (Losses)," and "Other
Comprehensive Income (Loss)" for a discussion of those line items. Key drivers for other line items for 3Q 2016 vs.
3Q 2015 and YTD 2016 vs. YTD 2015 include:

Gains (losses) on extinguishment of debt

3Q 2016 vs. 3Q 2015 and YTD 2016 vs. YTD 2015 - Losses on extinguishment of debt increased primarily due to an
increase in the amount of losses recognized from the extinguishment of certain fixed-rate debt securities of
consolidated trusts. While our repurchase activity remained relatively flat during each comparative period, we
recognized increased losses
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Management's Discussion and Analysis Consolidated Results of Operations | Comparison

during the 2016 periods primarily due to larger declines in market interest rates between the time of issuance and
repurchase of certain debt securities of consolidated trusts.
Other gains on investment securities recognized in earnings
YTD 2016 vs. YTD 2015 - increased primarily due to the recognition of greater gains on our agency mortgage-related
securities classified as trading, as longer-term interest rates declined by a larger amount during YTD 2016 compared
to YTD 2015, partially offset by a decrease in realized gains, as we sold fewer non-agency mortgage-related securities
classified as available-for-sale during YTD 2016. Our sales of non-agency mortgage-related securities will continue to
vary as our portfolio that is saleable, based on a variety of criteria, has decreased.
Other income (loss)
3Q 2016 vs. 3Q 2015 - other income (loss) improved reflecting:
Gains on multifamily loans and commitments for which we elected the fair value option due to higher spread-related
*fair value gains during 3Q 2016. Spread-related fair value gains increased due to tightening of the K Certificate
benchmark spreads during 3Q 2016 compared to 3Q 2015 when the spreads widened; and
, Reduced lower-of-cost-or-fair-value adjustments as we reclassified fewer seriously delinquent single-family loans
from held-for-investment to held-for-sale during 3Q 2016; partially offset by
Losses on STACR debt notes carried at fair value driven by tightening spreads between STACR yields and
LIBOR during 3Q 2016 compared to gains as a result of widening spreads during 3Q 2015.
YTD 2016 vs. YTD 2015 - other income (loss) improved reflecting:
, Reduced lower-of-cost-or-fair-value adjustments as we reclassified fewer seriously delinquent single-family loans
from held-for-investment to held-for-sale during YTD 2016; and
Gains on multifamily mortgage loans and commitments for which we elected the fair value option due to both
increased interest rate-related and spread-related fair value gains. Interest rate-related fair value gains increased due
*to larger declines in longer-term interest rates during YTD 2016 compared to YTD 2015. Spread-related fair value
gains increased due to K Certificate benchmark spreads tightening during YTD 2016 compared to the spreads
widening during YTD 2015.
Other expense
3Q 2016 vs. 3Q 2015 and YTD 2016 vs. YTD 2015 - decreased primarily due to fewer reclassifications of seriously
delinquent single-family loans from held-for-investment to held-for-sale. See "Loan Reclassifications" below for the
effect of these loan reclassifications on pre-tax net income. This was partially offset by higher credit risk transfer
("CRT") expense which resulted from an increase in the outstanding cumulative volume of ACIS transactions.
The three items discussed below affected multiple line items on our consolidated results of operations.
LOAN RECLASSIFICATIONS
During 3Q 2016 and 3Q 2015, we reclassified $0.3 billion and $2.5 billion, respectively, in UPB of seriously
delinquent single-family mortgage loans from held-for-investment to held-for-sale. During YTD 2016 and YTD 2015,
we reclassified $3.8 billion and $10.6 billion, respectively, in UPB of such mortgage

*k
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Management's Discussion and Analysis Consolidated Results of Operations | Comparison

loans. The initial reclassifications of these loans affected several line items on our consolidated results of operations,
as shown in the table below.
3Q  3Q YTD YTD

(in millions) 2016 2015 2016 2015

Benefit for credit losses $59 $485 $632 $1,977

Other income (loss) - lower-of-cost-or-fair-value adjustment (65 ) (403 ) (799 ) (1,616)
Other expense - property taxes and insurance associated with these loans (10 ) (241 ) (150 ) (1,037 )
Effect on income before income tax (expense) benefit $(16) $(159) $(317) $(676 )

INTEREST-RATE RISK MANAGEMENT ACTIVITIES

We fund our business activities primarily through the issuance of unsecured other debt. The type of debt we issue is
based on a variety of factors including market conditions and our liquidity requirements.

We currently favor a mix of shorter- and medium-term debt and derivatives to fund our business and manage
interest-rate risk. This funding mix is a less expensive method than relying more extensively on long-term debt.

The table below presents the effect of derivatives used in our interest-rate risk management activities on our
comprehensive income, after considering the accrual of periodic cash settlements (which is the economic equivalent of
interest expense). The estimated net interest rate effect on comprehensive income is essentially the derivative gains
(losses) attributable to financial instruments that are not measured at fair value.

o 3 3Q YTD YTD
(in billions) 2016 2015 2016 2015

Components of derivative gains (losses)

Derivative gains (losses) $— $@.1) $6.6) $(3.4)
Less: Accrual of periodic cash settlements 04)@©5 ) A3 )6 )
Derivative fair value changes $0.4 $(3.6) $(5.3) $(1.8)
Estimated Net Interest Rate Effect

Interest rate effect on derivative fair values $0.5 $(3.6) $(5.2) $(1.7)
Estimate of offsetting interest rate effect related to financial instruments measured at fair 05) 15 24 10
value

Income tax benefit (expense) — 0.7 1.0 0.2
Estimated Net Interest Rate Effect on Comprehensive income $— $(1.4) $(1.8) $(0.5)

As this table demonstrates, the estimated net effect of derivatives on our comprehensive income is volatile, and can be
significant. However, the estimated net interest rate effect during 3Q 2016 was minimal as the impact of a modest
increase in longer-term interest rates was offset by the impact of yield curve flattening. For information about the
sensitivity of our financial results to interest-rate volatility, see "Risk Management - Interest-Rate Risk and Other
Market Risks."

Freddie Mac Form 10-Q 9
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CHANGES IN SPREADS

Comprehensive income (loss) was affected by changes in spreads in amounts estimated to be $0.7 billion and $(0.5)
billion (after-tax) during 3Q 2016 and 3Q 2015, respectively, and $0.2 billion (after-tax) during both YTD 2016 and
YTD 2015. During 3Q 2016 and YTD 2016, spreads tightening on our agency and non-agency mortgage-related
securities and our multifamily mortgage loans and commitments measured at fair value resulted in an increase in
comprehensive income. During 3Q 2015, the negative effect on comprehensive income was primarily due to spreads
widening on these investments. During YTD 2015, spreads tightening on our agency and non-agency
mortgage-related securities was partially offset by spreads widening on our multifamily mortgage loans measured at
fair value, resulting in an increase in comprehensive income.

Freddie Mac Form 10-Q 10
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NET INTEREST INCOME

NET INTEREST YIELD ANALYSIS

The tables below present an analysis of interest-earning assets and interest-bearing liabilities.

(dollars in millions)

Interest-earning assets:
Cash and cash equivalents

Securities purchased under agreements to

resell
Mortgage-related securities:
Mortgage-related securities

Extinguishment of PCs held by Freddie Mac
Total mortgage-related securities, net

Non-mortgage-related securities

Loans held by consolidated trusts(!)

Loans held by Freddie Mac(!)
Total interest-earning assets
Interest-bearing liabilities:

Debt securities of consolidated trusts
including PCs held by Freddie Mac
Extinguishment of PCs held by Freddie Mac
Total debt securities of consolidated trusts

held by third parties

Other debt:

Short-term debt

Long-term debt

Total other debt

Total interest-bearing liabilities
Expense related to derivatives

Impact of net non-interest-bearing funding
Total funding of interest-earning assets

Net interest income/yield

3Q 2016 3Q 2015
Average Interest Average Average Interest Average
Balance Income Rate Balance Income Rate
(Expense)(D (Expense)()
$21,664 $15 0.28 % $11,849 $1 0.04 %
62,735 59 0.38 53,046 18 0.13
185,235 1,779 3.84 217,830 2,092 3.84
(88,066 ) (829 ) (3.76) (105,709 ) (951 ) (3.60)
97,169 950 391 112,121 1,141 4.07
15,671 26 0.67 8,738 4 0.17
1,654,288 13,602 3.29 1,601,069 14,032 3.51
131,945 1,395 4.23 156,248 1,563 4.00

$1,983,472 $16,047 3.24

$1,680,388 $(11,716 ) (2.79)
(88,066 ) 829 3.76
1,592,322 (10,887 ) (2.73)

81,057 (83 ) (0.40)
302,062 (1,384 ) (1.82)
383,119 (1467 ) (1.53)
1,975,441 (12,354 ) (2.50)

— 47 ) (0.01)

8,031 — 0.01

$1,983,472 $(12,401 ) (2.50)
$ 3,646 0.74

$1,943,071 $16,759 3.45

$1,621,197 $(12,315 ) (3.04)
(105,709 ) 951 3.60
1,515,488 (11,364 ) (3.00)

99,050 40 ) (0.16)
310,204 (1,559 ) (2.01)
409,254 (1,599 ) (1.56)

1,924,742 (12,963 ) (2.70)

— (53 ) (0.01)

18,329 — 0.03

$1,943,071 $(13,016 ) (2.68)
$3,743  0.77

(1) Loan fees, primarily consisting of amortization of delivery fees, included in interest income were $737 million
and $500 million for loans held by consolidated trusts and were $53 million and $80 million for loans held by
Freddie Mac during 3Q 2016 and 3Q 2015, respectively.

14
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YTD 2016 YTD 2015

Interest Interest
(dollars in millions) g;/;r r?f: Income g;/tzrage g:f;r I?f: Income l/i::;rage

(Expense)() (Expense)®)
Interest-earning assets:
Cash and cash equivalents $16,112 $31 026 % $12,458 $6 0.06 %
rSeescelilrltles purchased under agreements to 57.767 156 036 50.278 39 011
Mortgage-related securities:
Mortgage-related securities 193,492 5,546 3.82 231,969 6,728 3.87
Extinguishment of PCs held by Freddie Mac (96,388 ) (2,679 ) (3.71) (109,167 ) (3,002 ) (3.67)
Total mortgage-related securities, net 97,104 2,867 3.94 122,802 3,726 4.05
Non-mortgage-related securities 14,219 56 0.53 9,965 10 0.12
Loans held by consolidated trusts(!) 1,640,997 41,735 3.39 1,579,720 41,641 3.51
Loans held by Freddie Mac() 138,648 4318 4.15 161,628 4,792 3.95
Total interest-earning assets $1,964,847 $49,163 3.33 $1,936,851 $50,214 3.46

Interest-bearing liabilities:

Debt securities of consolidated trusts including

PCs held by Freddie Mac $1,665,226 $(36,606 ) (2.93) $1,600,556 $ (36,858 ) (3.07)
Extinguishment of PCs held by Freddie Mac (96,388 ) 2,679 3.71 (109,167 ) 3,002 3.67

Total debt securities of consolidated trusts 1.568.838  (33.927 ) (2.88) 1491380 (33.856 ) (3.03)

held by third parties

Other debt:

Short-term debt 85,995 (258 ) (0.39) 107,941 (114 ) (0.14)
Long-term debt 301,791 (4,338 ) (1.91) 320,506 (4,709 ) (1.96)
Total other debt 387,786 (4,596 ) (1.58) 428,447 (4,823 ) (1.50)
Total interest-bearing liabilities 1,956,624 (38,523 ) (2.62) 1,919,836 (38,679 ) (2.69)
Expense related to derivatives — (146 ) (0.01) — (176 ) (0.01)
Impact of net non-interest-bearing funding 8,223 — 0.01 17,015 — 0.02
Total funding of interest-earning assets $1,964,847 $(38,669 ) (2.62) $1,936,851 $(38,855 ) (2.68)
Net interest income/yield $10,494 0.71 $11,359 0.78

Loan fees, primarily consisting of amortization of delivery fees, included in interest income were $1.9 billion and
(1)$1.6 billion for loans held by consolidated trusts and were $184 million and $289 million for loans held by Freddie
Mac during YTD 2016 and YTD 2015, respectively.
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COMPONENTS OF NET INTEREST INCOME

The table below presents the components of net interest income.

3Q
2016
(dollars in millions)
Contractual net interest income:
Guarantee fee income $822
Guarantee fee income related to the Temporary 290
Payroll Tax Cut Continuation Act of 2011
Other contractual net interest income 1,635
Total contractual net interest income 2,749
Net amortization - loans and debt securities of 384

consolidated trusts
Net amortization - other assets and debt 60

Expense related to derivatives 47
Net interest income

Key Drivers:
Guarantee fee income (contractual)

3Q
2015

$663
246

1,944
2,853

808
135

) (33
$3,646 $3,743 $(97) (3 )% $10,494 $11,359

) 6

Change
$ %

$159 24 %
46 19 %

(309 ) (16)%
(104 ) 4 Y%

76 9 %

(75 ) (56)%
(11)%

YID  YTD
2016 2015
$2,212  $1,899
838 693
5219 6,336
8,269 8,928
2,191 2,190
180 417
(146 ) (176

) 30

Change
$ %

$313 16 %
145 21 %

(1,117) (18)%
(659 ) (7 )%
1 — %

(237 ) (57)%
(17)%
$(865) (8 )%

3Q 2016 vs. 3Q 2015 and YTD 2016 vs. YTD 2015 - increased during the 2016 periods due to higher average
contractual guarantee fee rates, reflecting the continued growth in the size of the Core single-family book, and a larger
overall single-family credit guarantee portfolio. Average contractual guarantee fees are generally higher on mortgage
loans in our Core single-family book compared to those in our Legacy single-family book.

Other contractual net interest income

3Q 2016 vs. 3Q 2015 and YTD 2016 vs. YTD 2015 - decreased during the 2016 periods primarily due to the
continued reduction in the balance of our mortgage-related investments portfolio pursuant to the portfolio limits
established by the Purchase Agreement and FHFA. See "Conservatorship and Related Matters - Reducing Our
Mortgage-Related Investments Portfolio Over Time" for a discussion of the key drivers of the decline in our

mortgage-related investments portfolio.
Net amortization of other assets and debt

3Q 2016 vs. 3Q 2015 and YTD 2016 vs. YTD 2015 - decreased during the 2016 periods primarily due to less
accretion of previously recognized other-than-temporary impairment. The decrease in accretion during the 2016
periods is due to a decline in the population of impaired securities as a result of our active disposition of these
securities and the recognition of less other-than-temporary impairment due to stabilized collateral performance.
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BENEFIT (PROVISION) FOR CREDIT LOSSES
The benefit (provision) for credit losses predominantly relates to single-family loans and includes components for
both collectively and individually impaired loans.

The table below presents the components of our benefit (provision) for credit losses.
3 3Q YTD YTD

2016 2015 Chanee 2016 2015 Chanee
(dollars in billions) $ % $ %
Provision for newly impaired loans $0.2) $(02) $— — % $(0.6) $(0.8) $0.2 (25 Y%
Amortization of interest rate concessions 0.2 0.3 0.1 ) 33 Y% 0.7 0.9 0.2 ) 22 Y%

Reclassifications of held-for-investment loans to
held-for-sale loans

Other, including changes in estimated default
probability and loss severity ©1) 1) — — %04 ©.2) 06 (300)%
Benefit (provision) for credit losses $(0.1) $0.5 $(0.6) (120)0% $1.1 $1.9 $(0.8) (42 Y%
Key Drivers:

3Q 2016 vs. 3Q 2015 - Benefit (provision) for credit losses changed to a provision in 3Q 2016 compared to a benefit
in 3Q 2015 primarily because:

Fewer seriously delinquent single-family loans were reclassified from held-for-investment to held-for-sale in 3Q
2016. During 3Q 2016, $0.3 billion in UPB of seriously delinquent single-family loans were reclassified to
held-for-sale, compared to $2.5 billion during 3Q 2015. See "Loan Reclassifications" for the effect of these loan
reclassifications on benefit (provision) for credit losses and pre-tax net income.

Management qualitatively increased the modeled estimate of incurred losses for mortgage loans during 3Q 2016 due
to several factors. Sales prices of foreclosed properties have not improved over the last few years as much as national
home price appreciation. Additionally, we have observed rising delinquency rates and increases in loan loss reserves
at several large financial institutions for certain consumer financing receivables, such as credit card receivables and
auto loans, which can be indicators for increases in mortgage loan defaults.

YTD 2016 vs. YTD 2015 - Benefit for credit losses declined in YTD 2016 compared to YTD 2015 primarily because
fewer seriously delinquent single-family loans were reclassified from held-for-investment to held-for-sale in YTD
2016. During YTD 2016, $3.8 billion in UPB of seriously delinquent single-family loans were reclassified to
held-for-sale, compared to $10.6 billion during YTD 2015. The smaller benefit for credit losses from the
reclassifications of loans was partially offset by improvements in estimated loss severity and probability of default
during YTD 2016 compared to YTD 2015.

— 0.5 (0.5 ) (100)% 0.6 20 (14 ) (70 )%

Freddie Mac Form 10-Q 14

18



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

Management's Discussion and Analysis Consolidated Results of Operations | Derivative Gains (Losses)

DERIVATIVE GAINS (LOSSES)
Our sensitivity to interest rates on an economic basis remains low based on our models. Furthermore, our exposure to
earnings volatility resulting from our use of derivatives has recently decreased as we have rebalanced our derivative
portfolio in response to the declining interest-rate environment. We also entered into certain structured transactions
during the first half of 2016, which resulted in more financial assets being recognized and measured at fair value. We
continue to align our derivative portfolio with the changing duration of our hedged assets and liabilities. We believe
the impact of derivatives on our GAAP financial results should be considered in the context of our overall interest-rate
risk profile, including our PMVS and duration gap results. For more information about our interest-rate risk
management activities and the sensitivity of reported earnings to those activities, see “Risk Management - Interest-Rate
Risk and Other Market Risks.”
The table below presents the components of derivative gains (losses).
3Q YTD YTD
2016 Q2015 Change 2016 2015
(dollars in millions) $ % $ %
Fair value change in interest-rate swaps $541 $(4,693) $5,234 (112)% $(7,513) $(2,514) $(4,999) 199 %

Fair value change in option-based (235) 1,171 (1,406 ) (120)% 2,841 722 2119 293 %

Change

derivatives

Accrual of periodic cash settlements 416 ) (536 ) 120 22 Y% (1,326 ) (1,639 ) 313 (19 Y%
Fair value change in other derivatives 74 (114 ) 188 (165)% (657 ) (9 ) (648 ) 7,200 %
Derivative gains (losses) $(36) $(4,172) $4,136 (99 )% $(6,655) $(3,440) $(3,215) 93 %
Key Drivers:

3Q 2016 vs. 3Q 2015 - Derivative fair value losses declined during 3Q 2016 compared to 3Q 2015 primarily due to an
increase in longer-term interest rates during 3Q 2016, compared to a decrease in longer-term interest rates during 3Q
2015. The improvement in fair value was partially offset by losses in our receive-fixed swaps and option-based
derivatives. The 10-year par swap rate increased 6 basis points during 3Q 2016, while the 10-year par swap rate
declined 44 basis points during 3Q 2015.

YTD 2016 vs. YTD 2015 - We recognized derivative fair value losses during YTD 2016 and YTD 2015 primarily due
to declines in interest rates in both periods. The decline in fair value was partially offset by gains in our receive-fixed
swaps and option-based derivatives. The 10-year par swap rate declined 74 basis points and 28 basis points during
YTD 2016 and YTD 2015, respectively.

See "Our Business Segments - Investments - Market Conditions" for more information about par swap rates.
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OTHER COMPREHENSIVE INCOME (LOSS)
The following table presents the attribution of the other comprehensive income (loss) reported in our condensed
consolidated statements of comprehensive income.

3Q 3Q YTD YTD

2016 2015 Change 2016 2015 Chanee
(in millions) $ % $ %
Other (?o.mprehenswe income, excluding accretion and $336 $217 $119 55 % $948 $754 $194 26 %
reclassifications

Accretion due to significant increases in expected cash

flows on previously impaired available-for-sale securities (66 ) (108 ) 42 (39)% (235) (354) 119 (34 )%

Reclassifications from AOCI (289 ) (135) (154 ) 114 % (438 ) (460 )22 (5 )Y
Total other comprehensive income (loss) $(19) $(26) $7 27)% $275 $(60) $335 (558)%
Key Drivers:

Other comprehensive income, excluding accretion and reclassifications

3Q 2016 vs. 3Q 2015 - increased primarily due to unrealized gains from spreads tightening for our agency and
non-agency mortgage-related securities during 3Q 2016 compared to unrealized losses from spreads widening for
these securities during 3Q 2015. The increase attributable to spread changes was partially offset by unrealized losses
due to an increase in longer-term interest rates during 3Q 2016 compared to unrealized gains due to a decrease in
longer-term interest rates during 3Q 2015.

YTD 2016 vs. YTD 2015 - increased primarily due to a larger decline in longer-term interest rates during YTD 2016
compared to YTD 2015, which resulted in greater unrealized gains on our available-for-sale mortgage-related
securities. The increase attributable to interest rate changes was partially offset by less spread tightening for our
agency and non-agency mortgage-related securities during YTD 2016 compared to YTD 2015.

Accretion due to significant increases in expected cash flows on previously impaired available-for-sale securities

3Q 2016 vs. 3Q 2015 and YTD 2016 vs. YTD 2015 - decreased during the 2016 periods primarily due to a decline in
the population of impaired securities as a result of our active dispositions of these securities, coupled with less new
other-than-temporary impairment due to stabilized collateral performance.

Reclassifications from AOCI

3Q 2016 vs. 3Q 2015 - increased due to greater sales of agency and non-agency mortgage-related securities in an
unrealized gain position.
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CONSOLIDATED BALANCE SHEETS ANALYSIS
The table below compares our summarized consolidated balance sheets.
September 30, December 31

2016 2015 Change
(dollars in millions) $ %
Assets:
Cash and cash equivalents $ 3,940 $ 5,595 $(1,655) (30)%
Restricted cash and cash equivalents 19,131 14,533 4,598 32 %
Securities purchased under agreements to resell 55,673 63,044 (7,971 ) (13)%
Subtotal 78,744 83,772 (5,028 ) (6 Y
Investments in securities 115,393 114,215 1,178 1 %
Mortgage loans, net 1,782,436 1,754,193 28243 2 %
Accrued interest receivable 6,103 6,074 29 — %
Derivative assets, net 1,499 395 1,104 279 %
Real estate owned, net 1,272 1,725 453 ) (26)%
Deferred tax assets, net 18,730 18,205 525 3 %
Other assets 11,085 7,313 3,772 52 %
Total assets $2.015262 $1,985,892 $29370 1 %
Liabilities and Equity:
Liabilities:
Accrued interest payable $ 5,890 $6,183 $293 ) 5
Debt, net 1,999,841 1,970,269 29,572 2 %
Derivative liabilities, net 1,178 1,254 (76 ) (6 )%
Other liabilities 4,843 5,246 403 ) @8 Y
Total liabilities 2,011,752 1,982,952 28,800 1 %
Total equity 3,510 2,940 570 19 %
Total liabilities and equity $2,015,262 $1,985,892 $29,370 1 %

Key Drivers:

As of September 30, 2016 compared to December 31, 2015:

Cash and cash equivalents, restricted cash and cash equivalents, and securities purchased under agreements to resell
affect one another, so the changes in the balances should be viewed together. The combined balance as of September
30, 2016 decreased due to higher near term cash needs at December 31, 2015 for upcoming maturities and anticipated
calls of other debt. However, the amounts held by consolidated trusts increased primarily due to an increase in
prepayment proceeds. Our use of these proceeds is restricted by the provisions of the Master Trust Agreement as the
proceeds are trust assets that will be distributed to the holders of our debt securities of consolidated trusts shortly
following receipt.

Derivative assets, net increased primarily due to an increase in non-cash collateral posted by our derivative
counterparties. While we generally offset the obligation to return cash collateral against the fair value of our
derivative assets on our consolidated balance sheets, we do not offset non-cash collateral received against the fair
value of our derivative assets.

.Real estate owned, net continued to decline as we continued to sell our existing inventory. In addition, REO
acquisitions continue to decline due to fewer seriously delinquent loans (see "Our
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Business Segments - Single-Family Loan Performance"), due in part to sales of certain seriously delinquent loans, and
a large proportion of property sales to third parties at foreclosure.

Other assets increased primarily because of receivables from servicers. Lower mortgage interest rates during YTD
2016 caused an increase in prepayments, and thus, an increase in receivables from servicers. When a borrower
prepays, there is a brief delay before the servicer remits the payoff proceeds to us.

Total equity increased as a result of higher comprehensive income in 3Q 2016 than in the fourth quarter of 2015.
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OUR BUSINESS SEGMENTS

We have three reportable segments, which are based on the way we manage our business. Certain activities that are
not part of a reportable segment are included in the All Other category.

Single-family Guarantee - reflects results from our purchase, securitization, and guarantee of single-family loans and
the management of single-family mortgage credit risk.

Multifamily - reflects results from our purchase, securitization, and guarantee of multifamily loans and securities, our
investments in those loans and securities, and the management of multifamily mortgage credit risk.

Investments - reflects results from managing the company’s mortgage-related investments portfolio (excluding
multifamily investments, single-family seriously delinquent loans, and the credit risk of single-family performing
loans), treasury function, and interest-rate risk.

All Other - consists of material corporate-level activities that are infrequent in nature and based on decisions outside
the control of the management of our reportable segments.

SEGMENT EARNINGS

During the first and third quarters of 2016, we changed how we calculate certain components of our Segment Earnings
for our Single-family Guarantee, Multifamily, and Investments segments. Prior period results have been revised to
conform to the current period presentation. For more information on these changes and on our segment
reclassifications, see Note 11 in this Form 10-Q and Note 12 in our 2015 Annual Report.
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SEGMENT COMPREHENSIVE INCOME

The tables below show our comprehensive income by segment, including the All Other category.
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SINGLE-FAMILY GUARANTEE
MARKET CONDITIONS

The following graphs and related discussion present certain market indicators that can significantly affect the business
and financial results of our Single-family Guarantee segment.

U.S. Single-Family Originations

Source: Inside Mortgage Finance dated August 19, 2016 (latest available IMF purchase/refinance information).

Single-Family Serious Delinquency Rates

Source: National Delinquency Survey from the Mortgage Bankers Association. The rates are as of August 11, 2016
(latest available NDS information).

Commentary

Single-family loan origination volumes:

3Q 2016 vs. 3Q 2015 - increased to $580 billion in 3Q 2016 compared to $455 billion in 3Q 2015, driven by an
increase in refinancing activity due to continued low mortgage interest rates and continued home price appreciation.
Mortgage origination data from Inside Mortgage Finance as of October 28, 2016.

YTD 2016 vs. YTD 2015 - increased to $1,470 billion in YTD 2016 compared to $1,350 billion in YTD 2015.
Single-family serious delinquency (SDQ) rates in the U.S. continued to decline due to macroeconomic factors, such as
a stable labor market and continued home price appreciation.
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BUSINESS RESULTS

The following tables, graphs and related discussion present the business results of our Single-family Guarantee
segment.
New Business Activity

Single-Family Loan Purchases and Guarantees

(UPB in billions)

Percentage of Single-Family Loan Purchases and Guarantees by Loan Purpose
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Commentary

Our loan purchase and guarantee activity:

3Q 2016 vs. 3Q 2015 - increased due to higher refinance loan purchase volume as quarterly average mortgage interest
rates were lower in 3Q 2016 as compared to 3Q 2015.

On August 25, 2016, FHFA announced that Freddie Mac and Fannie Mae would be implementing a new refinance
offering aimed at borrowers with high LTV ratios. The new offering will not be available until October 2017. In the
interim, Freddie Mac and Fannie Mae have been directed to extend HARP through September 30, 2017.
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Single-Family Credit Guarantee Portfolio

Single-Family Credit Guarantee Portfolio
Commentary

The Core single-family book grew to 71% of the single-family credit guarantee portfolio at September 30, 2016
compared to 66% at December 31, 2015. The Core single-family book consists of loans that were originated since
2008, excluding HARP and other relief refinance loans.
The HARP and other relief refinance book represented 16% of the single-family credit guarantee portfolio at
September 30, 2016 compared to 18% at December 31, 2015.
The Legacy single-family book declined to 13% of the single-family credit guarantee portfolio at
September 30, 2016 compared to 16% at December 31, 2015, primarily as a result of liquidations.

We had 10.7 million loans in our single-family credit guarantee portfolio at both September 30, 2016 and December
31, 2015.
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Guarantee Fees

The average portfolio Segment Earnings guarantee fee rate recognizes upfront delivery fee income for the entire
portfolio over the contractual life of the related loans (usually 30 years) adjusted for actual prepayments, whereas the
average guarantee fee rate charged on new acquisitions recognizes these amounts over the estimated life of the related
loans using our expectations of prepayments and other liquidations.

Average Portfolio Segment Earnings Guarantee Fee Rate(!)

Average Guarantee Fee Rate Charged on New Acquisitions(!)

(1) Excludes the legislated 10 basis point increase in guarantee fees.
Commentary

Average portfolio Segment Earnings guarantee fee rates:

3Q 2016 vs. 3Q 2015 and YTD 2016 vs. YTD 2015 - increased primarily due to higher amortization of upfront fees
resulting from increased loan liquidations. Higher average contractual guarantee fees, reflecting the continued growth
in the size of the Core single-family book in our single-family credit guarantee portfolio, also contributed. Average
contractual guarantee fees are generally higher on mortgage loans in our Core single-family book compared to those
in our Legacy single-family book.

Average guarantee fee rate charged on new acquisitions:

3Q 2016 vs. 3Q 2015 and YTD 2016 vs. YTD 2015 - increased primarily due to changes in the product mix of our
single-family new business purchases as new acquisitions have included a relatively higher proportion of 30-year
fixed-rate mortgages which generally have higher guarantee fee rates.
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Credit Risk Transfer Activity

Since 2013, STACR debt note and ACIS transactions have been our principal methods of transferring a portion of the
expected credit losses and a significant portion of stress credit losses subsequent to loan acquisition in our Core
single-family book to third parties. The following charts present transactions that occurred during 3Q 2016 and the
cumulative amount of such transactions as of September 30, 2016 by loss position and the party holding each loss
position.

New STACR Debt Note and ACIS

Transactions during 3Q 2016()

(In billions)

Freddie Mac
Senior

$38.4

Freddie Mac ACIS STACR Debt Notes Reference Pool
Mezzanine $40.6

' $0.0

First Freddie Mac ACIS STACR Debt Notes
Loss $0.4 $0.0 $0.1
Cumulative STACR Debt Note and ACIS
Transactions as of September 30, 20161

(In billions)

Freddie Mac
Senior

$537.0

Freddie Mac ACIS STACR Debt Notes Reference Pool
Mezzanine $565.1

$1.7 $16.8

' $4.8

First Freddie Mac ACIS STACR Debt Notes
Loss $3.2 s0.5 309

(1) The amounts represent the UPB upon issuance of STACR debt notes and execution of ACIS transactions.
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We continued to transfer a portion of expected credit losses and a significant portion of stress credit losses to
third-party investors, insurers, and selected sellers through CRT transactions. During YTD 2016, we transferred a
portion of the expected credit losses and a significant portion of stress credit losses associated with $181.8 billion in
UPB of loans in our Core single-family book through STACR debt note, ACIS, seller indemnification, whole loan
security and Deep Mortgage Insurance CRT, or Deep M1, transactions. Deep MI transactions are described below.
The interest and premiums we pay on our issued STACR debt note and ACIS transactions effectively reduce the
guarantee fee income we earn on the PCs within the respective reference pools. Our expected guarantee fee income on
the PCs within the STACR and ACIS reference pools has been effectively reduced by approximately 33%, on
average, for all transactions executed through September 30, 2016. The amount of the effective reduction to our
overall guarantee fee income could change over time as we continue our credit risk transfer activities or if there are
changes in the economic or regulatory environment that affect the cost of executing these transactions. We expect that
the aggregate cost of our credit risk transfer activity will continue to increase as we enter into additional transactions.
Due to differences in accounting, there could be a significant lag in time between when we recognize a provision for
eredit losses and when we recognize the related recovery from our actual loss STACR debt note transactions. A credit
expense on a loan in a reference pool related to these transactions is
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recorded when it is probable that we have incurred a loss, while a recovery is recorded when an actual loss event
occurs.

As of September 30, 2016, there has not been a significant number of loans in our STACR debt note reference pools
that have experienced a credit event. As a result, we experienced minimal write-downs on our STACR debt notes and
filed minimal claims for reimbursement of losses under our ACIS transactions.

In 3Q 2016, we announced a pilot of a new credit risk transfer offering called Deep MI, which is a credit enhancement
purchased by us that takes effect immediately upon the sale of the mortgage loan to Freddie Mac. The pilot
transaction provides additional coverage beyond primary mortgage insurance on 30-year fixed-rate mortgages with

LTV ratios between 80% and 95%. The pilot has a 6-month loan aggregation period which ends in the first quarter of
2017.
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Credit Enhancements

The table below provides information on the credit enhanced loans in our single-family credit guarantee portfolio by
book as of September 30, 2016. The table includes all types of single-family credit enhancements, including primary
mortgage insurance. See Note 4 for additional information about our single-family credit enhancements.
As of September 30, 2016
Percentage of

Coverage
Total Total Coverage Collateralized Remaining
(dollars in millions) Current Protected Remaining® Coverage Provided By
UPB UPBM Remaining® Credit Risk
Transfer
Transactions®)
Core single-family book $1,228,915 $567,381 $ 82,484 $ 17,049 25 %
HARP and other relief refinance book 275,857 29,967 8,208 — — %
Legacy single-family book 228,029 30,042 9,309 — — %
Total $1,732,801 $627,390 $ 100,001 $ 17,049 21 %

(1)Represents the UPB for which credit enhancements exist.
(2)Represents the amounts available for us to recover under the credit enhancements.
Collateralized coverage includes cash received by Freddie Mac upon issuance of STACR debt notes and
(3)unguaranteed whole loan securities, as well as cash and securities pledged for our benefit primarily related to ACIS
transactions.
Credit risk transfer transactions include STACR debt notes, ACIS insurance policies, seller indemnification
(4)agreements, whole loan securities, and Deep MI. The substantial majority of single-family loans covered by these
transactions were acquired after 2012.
Commentary

The Core single-family book had credit protection on 46% of total current UPB as of September 30, 2016 compared
t0 39% as of December 31, 2015. Credit protection increased primarily as a result of our ongoing credit risk transfer
transactions.

At September 30, 2016, as noted above, credit risk transfer transactions provided 25% of the coverage remaining on
our Core single-family book, an increase from 23% at December 31, 2015. The increase reflects additional CRT
transactions during 2016.
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Mortgage Loan Credit Risk
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Certain combinations of loan attributes can indicate a higher degree of credit risk, such as loans with both higher LTV
ratios and lower credit scores. The following table presents the combination of credit score and current LTV (CLTV)

ratio attributes of loans in our single-family credit guarantee portfolio.
September 30, 2016

(credit score)

Core single-family book:

<620

620 to 659

> 660

Not available
Total

Relief refinance book:

<620

620 to 659

> 660

Not available
Total

Legacy single-family book:

<620

620 to 659

> 660

Not available
Total

Freddie Mac Form 10-Q 29

CLTV <80
% SDQ
PortfoliRate
0.2 % 1.96%
1.5 0.92 %
59.3 0.14%
— 1.62%

61.0% 0.17%

0.6 % 1.61%
0.8 1.03%
10.2  0.30%
— 0.54 %

11.6% 0.41%

0.7 % 5.86%
1.3 4.25%
7.4 1.85%
0.2 4.79 %
9.6 % 2.53%

CLTV >80 to
100

% SDQ
PortfolRate

— % 3.714 %
02 120 %
96 022 %
0.1 328 %
99% 0.27 %

02% 291 %
03 205 %
25 102 %
— — %
3.0% 1.26 %

CLTV > 100

% SDQ
PortfolRate

— % 14.77%
— 588 %
0.1 158 %
— 689 %
0.1% 294 %

0.1% 4.53 %
0.1 336 %
1.1 179 %
— — %
1.3% 2.18 %

0.2% 11.84% 0.2% 19.03%

04 933 % 0.3
1.6 634 % 0.8
—  16.14% —

15.56 %
11.10%
18.37%

22% 7.60 % 1.3% 13.24%

All Loans

% SDQ
PortfoliRate
0.2 % 2.28%
1.7 0.97 %
69.0 0.15%
0.1 2.83%

71.0% 0.19%

09 % 2.18%
1.2 1.49 %
13.8 0.51%
— 0.38%

159% 0.67%

1.1 % 7.74%
2.0 5.75%
9.8 2.61%
0.2 5.43%

13.1% 3.53%

%

Modified
31 %
13 %
02 %
38 %
02 %
41 %
24 %
0.7 %
1.2 %
1.0 %
33.0 %
272 %
130 %
152 %
166 %
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Alt-A and Subprime Loans

While we refer to certain loans as subprime or Alt-A for purposes of the discussion below and elsewhere in this Form
10-Q, there is no universally accepted definition of subprime or Alt-A, and the classification of such loans may differ
from company to company. For example, some financial institutions may use credit scores to delineate certain
residential loans as subprime. We do not rely on these loan classifications to evaluate the credit risk exposure relating
to such loans in our single-family credit guarantee portfolio.

Participants in the mortgage market may characterize single-family loans based upon their overall credit quality at the
time of origination, generally considering them to be prime or subprime. While we have not historically characterized
the loans in our single-family credit guarantee portfolio as either prime or subprime, we monitor the amount of loans
we have guaranteed with characteristics that indicate a higher degree of credit risk. In addition, we estimate that
approximately $1.3 billion and $1.5 billion of security collateral underlying our other securitization products at
September 30, 2016 and December 31, 2015, respectively, were identified as subprime based on information provided
to us when we entered into these transactions.

Many mortgage market participants classify single-family loans with credit characteristics that range between their
prime and subprime categories as Alt-A because these loans have a combination of characteristics of each category,
may be underwritten with lower or alternative income or asset documentation requirements compared to a full
documentation loan, or both. Although we have discontinued new purchases of loans with lower documentation
standards, we continued to purchase certain amounts of such loans in cases where the loan was either purchased
pursuant to a previously issued guarantee, part of our relief refinance initiative, or part of another refinance loan
initiative and the pre-existing loan was originated under less than full documentation standards. In the event we
purchase a refinance loan and the original loan had been previously identified as Alt-A, such refinance loan may no
longer be categorized or reported as an Alt-A loan in this Form 10-Q and our other financial reports because the new
refinance loan replacing the original loan would not be identified by the seller/servicer as an Alt-A loan. As a result,
our reported Alt-A balances may be lower than would otherwise be the case had such refinancing not occurred. From
the time the relief refinance initiative began in 2009 to September 30, 2016, we have purchased approximately $34.0
billion of relief refinance loans that were previously categorized as Alt-A loans in our portfolio, including $0.4 billion
in 3Q 2016.

The table below contains information on Alt-A loans in our single-family credit guarantee portfolio.

September 30, 2016 December 31, 2015
e Y% SDQ % SDQ
(dollars in billions) UPB CLTV Modified Rate UPB CLTV Modified Rate
Alt-A $34.7 73 % 253 % 528% $402 77 % 23.1 % 6.32%

The UPB of Alt-A loans in our single-family credit guarantee portfolio declined during YTD 2016 primarily due to
borrowers refinancing into other mortgage products, foreclosure transfers, and other liquidation events. Significant
portions of the Alt-A loans in our portfolio are concentrated in Arizona, California, Florida, and Nevada.

Freddie Mac Form 10-Q 30

35



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

Management's Discussion and Analysis Our Business Segments | Single-Family Guarantee

Single-Family Loan Performance

Serious Delinquency Rates
Commentary

Serious delinquency rates continued to decline across our single-family credit guarantee portfolio during YTD 2016
due to the continued strong performance of loans in the growing Core single-family book, continued home price
appreciation, a stable labor market, continued loss mitigation and foreclosure activities for loans in the Legacy
single-family book, as well as sales of certain seriously delinquent loans.

As part of our strategy to mitigate losses and reduce our holdings of less liquid assets, we sold seriously delinquent
loans totaling $2.4 billion in UPB during YTD 2016. The sale of seriously delinquent loans during YTD 2016
contributed to a decline in the serious delinquency rate of the total single-family credit guarantee portfolio and the
Legacy single-family book. Absent these sales, the serious delinquency rate of the total single-family credit guarantee
portfolio and the Legacy single-family book would have been 1.18% and 3.96% as of September 30, 2016,
respectively.
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Delinquency rates declined to 1.30% and 0.39% for loans one month and two months past due, respectively, as of
September 30, 2016 compared to 1.37% and 0.42%, respectively, as of December 31, 2015.
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Credit Performance

The table below contains certain credit performance metrics of our single-family credit guarantee portfolio.
3Q0 3Q YTD YTD

(dollars in millions) 2016 2015 2016 2015

Charge-offs, gross $461 $680 $1,516 $4,483
Recoveries (115) (177 ) (395 ) (547 )
Charge-offs, net 346 503 1,121 3,936
REO operations expense 56 116 169 243
Total credit losses $402 $619 $1,290 $4,179
Total credit losses (in bps) 9.2 145 99 329

Ratio of total loan loss reserves (excluding reserves for TDR concessions) to
annualized net charge-offs for single-family loans
Ratio of total loan loss reserves to annualized net charge-offs for single-family loans 9.7 8.2
The table below summarizes the carrying value for individually impaired single-family loans on our consolidated
balance sheets for which we have recorded a specific reserve.

September 30, September 30,

35 29

2016 2015
. e Loan Loan
(dollars in millions) Amount Amount
Count Count
TDRs, at January 1 512,253 $85,960 539,590 $94,401
New additions 32,581 4,482 44439 6,176

Repayments and reclassifications to held-for-sale (45,334 )(8,863 )(52,947 )(10,695 )
Foreclosure transfers and foreclosure alternatives (8,856 )(1,261 )(14,625)(2,304 )

TDRs, at September 30, 490,644 80,318 516,457 87,578
Loans impaired upon purchase 8,266 583 10,327 747
Total impaired loans with specific reserve 498,910 80,901 526,784 88,325
Allowance for loan losses (11,910) (14,847 )
Net investment, at September 30, $68,991 $73,478
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The table below presents information about the UPB of single-family TDRs and non-accrual loans on our
consolidated balance sheets.
September December

(in millions) 30,2016 31,2015

TDRs on accrual status $78,891 $82,026
Non-accrual loans 16,719 22,460
Total TDRs and non-accrual loans $95,610 $104,486

Loan loss reserves associated with:

TDRs on accrual status $10,245 $12,105
Non-accrual loans 2,303 2,677

Total $12,548 $14,782
(in millions) YTD YTD
2016 2015

Foregone interest income on TDRs and non-accrual loans®  $ 1,720  $2,172

(I)Represents the amount of interest income that we would have recognized for loans outstanding at the end of each
period, had the loans performed according to their original contractual terms.

Commentary

As of September 30, 2016, 64% of the loan loss reserves for single-family mortgage loans related to interest rate
concessions provided to borrowers as part of loan modifications.

Most of our modified single-family loans, including TDRs, were current and performing at September 30, 2016.

We expect our loan loss reserves associated with existing single-family TDRs to continue to decline over time as
borrowers continue to make monthly payments under the modified terms and interest-rate concessions are amortized
into earnings.

Charge-offs, net were lower in the 2016 periods compared to the 2015 periods due to:

3Q 2016 vs. 3Q 2015 - decreased REO acquisition and foreclosure alternative volumes due to fewer seriously
delinquent loans, due in part to sales of certain seriously delinquent loans, and a large proportion of property sales to
third parties at foreclosure;

YTD 2016 vs. YTD 2015 - decreased REO acquisition and foreclosure alternative volumes and our initial adoption of
an FHFA advisory bulletin on January 1, 2015 that changed when we deem a loan to be uncollectible, which
increased charge-offs by $1.9 billion during YTD 2015.

$See Note 4 for information on our single-family loan loss reserves.
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Loss Mitigation Activities

Loan Workout Activity

(UPB in billions, number of loan workouts in thousands)
Commentary

Our loan workout activity declined consistent with the decline in the number of delinquent loans in the single-family
credit guarantee portfolio as the economy continues to improve.
As aresult of the pending expiration of HAMP, borrowers must submit final modification applications on or before

December 30, 2016. However, our Standard and Streamlined Modification programs will continue to be available into
2017.
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REO Activity

The table below presents a summary of our single-family REO activity.

(dollars in millions)

Beginning balance — REO

Additions

Dispositions

Ending balance — REO

Beginning balance, valuation allowance
Change in valuation allowance

Ending balance, valuation allowance
Ending balance — REO, net
Commentary

3Q 2016 3Q 2015 YTD 2016 YTD 2015
Number Number Number Number

of Amount of Amount of Amount of Amount
Properties Properties Properties Properties

13284 $1,394 19484 $2,034 17,004 $1,774 25768 $2,684
398 397 5278 516 12,770 1229 18,303 1,761
(5,085) (503 ) (6,982) (696 ) (17,589) (1,715 ) (26,291) (2,591 )
12,185 1,288 17,780 1,854 12,185 1288 17,780 1,854

a7 ) 56 ) 52 ) (126 )
1 (a1 ) 36 59

(16 ) 67 ) (16 ) 67 )
$1,272 $1,787 $1,272 $1,787

Our REO inventory declined in the 2016 periods as compared to the 2015 periods primarily due to REO dispositions
exceeding our acquisitions. REO acquisitions continue to decline due to fewer seriously delinquent loans, due in part
to sales of certain seriously delinquent loans, and a large proportion of property sales to third parties at foreclosure.
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FINANCIAL RESULTS

The table below presents the components of the Segment Earnings and comprehensive income for our Single-family
Guarantee segment.

3Q 3Q YTD YTD

2016 2015  Change 2016 2015  Change
(dollars in millions) $ % $ %
Guarantee fee income $1,641 $1,283 $358 28 % $4,427 $3,864 $563 15 %
Benefit (provision) for credit losses 297 )25 ) (172) 138 % 113 642 ) 755 (118)%
Other non-interest income (loss) 6 338 (332) (98 )% 131 207 (76 ) 37 Y%
Administrative expense 330 )@09 Y@l )7 % (939 )@O38 )1 )— %
REO operations expense %9 ) @ais )s9 30)H)% (177 ) (248 ) 71 29 Y%
Other non-interest expense 311 ) (198 ) (113 )57 % (832 ) (568 ) (264 ) 46 %
Segment Earnings before income tax expense 650 871 221) 25 Y% 2,723 1,675 1,048 63 %
Income tax expense (153 ) (280 ) 127 (45 )% (833 ) (535 ) (298) 56 %
Segment Earnings, net of taxes 497 591 %4 ) (16 )% 1,890 1,140 750 66 %
;I;ital other comprehensive income (loss), net of a ) — 1 ) NA ( ) (1 ) — _ g
Total comprehensive income $496  $591  $(95) (16 )% $1,889 $1,139 $750 66 %
Key Drivers:

Guarantee fee income

3Q 2016 vs. 3Q 2015 and YTD 2016 vs. YTD 2015 - increased primarily due to higher amortization of upfront fees
resulting from increased loan liquidations. Higher average contractual guarantee fee rates, reflecting the continued
growth in the size of the Core single-family book, also contributed.

Benefit (provision) for credit losses

3Q 2016 vs. 3Q 2015 - (provision) increased primarily due to a change in management’s outlook of the probability of
default. Management qualitatively increased the modeled estimate of incurred losses for mortgage loans during 3Q
2016 due to several factors. Sales prices of foreclosed properties have not improved over the last few years as much as
national home price appreciation. Additionally, we have observed rising delinquency rates and increases in loan loss
reserves at several large financial institutions for certain consumer financing receivables, such as credit card
receivables and auto loans, which can be indicators for increases in mortgage loan defaults.

YTD 2016 vs. YTD 2015 - changed from a (provision) to a benefit due to improvements in severity during YTD 2016
as compared to worsening severity during YTD 2015.

Other non-interest income (loss)

3Q 2016 vs. 3Q 2015 - declined during 3Q 2016 primarily due to fair value losses on STACR debt notes, as spreads
between STACR yields and LIBOR tightened in 3Q 2016, compared to fair value gains in 3Q 2015 when spreads
widened.

Other non-interest expense

3Q 2016 vs. 3Q 2015 and YTD 2016 vs. YTD 2015 - increased primarily due to higher credit risk transfer expense
reflecting higher outstanding cumulative volumes in the 2016 periods than in the 2015 periods.

Freddie Mac Form 10-Q 37

42



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

Management's Discussion and Analysis Our Business Segments | Multifamily

MULTIFAMILY
MARKET CONDITIONS

The following graphs and related discussion present certain market indicators that can significantly affect the business
and financial results of our Multifamily segment.

K Certificate Benchmark Spreads

Source: Independent dealers

Apartment Vacancy Rates and Change in Effective Rents
Source: REIS, Inc.

Commentary

The profitability of our K Certificate transactions (as measured by gains and losses on sales of mortgage loans) is
affected by the change in K Certificate benchmark spreads during the period between our commitment to purchase a
loan and execution of the K Certificate transaction. These spread impacts contribute to our earnings variability which
we try to manage through the size of our securitization pipeline of held-for-sale mortgage loans.

K Certificate benchmark spreads tightened during 3Q 2016, ending at 70 bps, which had a positive effect on K
Certificate profitability.

During 3Q 2016, the rate of increase in effective rents fell, while vacancy rates were unchanged. We expect that,
wiven the elevated levels of new construction, vacancy rates will increase slowly in the upcoming quarters, putting
downward pressure on rent growth.
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BUSINESS RESULTS

The following graphs and related discussion present the business results of our Multifamily segment.
New Business Activity

Multifamily New Business Activity

(UPB in billions)

Commentary

We have a goal under the 2016 Conservatorship Scorecard to maintain the dollar volume of multifamily new business
activity at or below a production cap, which was increased by FHFA during 3Q 2016 from $35 billion to $36.5
billion. For purposes of determining our performance under the goal, business activity associated with certain targeted
loan types is excluded from this production cap. Reclassifications between new business activity subject to the
production cap and new business activity not subject to the production cap may occur during 2016.

The dollar amount of our multifamily new business volumes increased during 3Q 2016 compared to 3Q 2015 and
during YTD 2016 compared to YTD 2015, primarily due to an increase in overall multifamily market originations as
a result of strong demand for apartments.
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Approximately two-thirds of our multifamily new business activity during YTD 2016 counted towards the 2016
Scorecard production cap, and the remaining one-third was not subject to the production cap.
Our multifamily new business activity outstanding commitments were $14 billion and $17 billion, as of September

80, 2016 and September 30, 2015, respectively. The September 30, 2016 amount includes loan purchase commitments
for which we have elected the fair value option.
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Multifamily Portfolio

Total Multifamily Portfolio

Multifamily Mortgage Investments Portfolio

Commentary

Our total multifamily portfolio grew during 3Q 2016 due to an increase in the guarantee portfolio, which was
primarily attributable to our securitization of loans in K Certificate transactions.

Our securitization pipeline of held-for-sale loans was $15.3 billion at September 30, 2016, a reduction from the
elevated levels in recent quarters. This balance decreased slightly during 3Q 2016 as our securitization of loans into K
Certificates and other securitization products outpaced our 3Q 2016 held-for-sale mortgage loan purchase volume.
The decline in less liquid assets during YTD 2016 was primarily due to continued runoff of our held-for-investment
mortgage loan and CMBS portfolios. In addition, less liquid assets declined as a result of securitization of certain of
our held-for-investment mortgage loans.

Our multifamily delinquency rate at September 30, 2016 was 0.01%.
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Credit Risk Transfer Activity

New K Certificate Issuances

(UPB in billions)

Average Guarantee Fee Rate Charged on New K Certificates
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Commentary

Our K Certificate issuance volume increased during 3Q 2016 compared to 3Q 2015 as well as YTD 2016 compared to
YTD 2015 as we continued to reduce our securitization pipeline, which was elevated in recent quarters as a result of
the record origination volume in the multifamily market during 2015 as well as strong YTD 2016 purchase volume.
While we may purchase portions of our newly issued K Certificates or the unguaranteed subordinated securities, to
date we have not purchased any of the unguaranteed securities that are in the first loss position nor do we currently
hold any in our portfolio.

In addition to the credit risk we transferred on K Certificates, we transferred a large majority of expected and stress
eredit losses associated with $0.5 billion of additional loans during 3Q 2016 through other securitization products,
such as small balance loan securitizations.

The average guarantee fee rate on newly issued K Certificates increased during YTD 2016 compared to YTD 2015,
primarily due to lower levels of subordination.
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FINANCIAL RESULTS

The table below presents the components of the Segment Earnings and comprehensive income for our Multifamily
segment.

3Q 3Q YTD YTD

2016 2015 Chanee 2016 2015 Change
(dollars in millions) $ % $ %
Net interest income $255 $270 $(15) (6 Y% $791  $793 $2 ) — %
Guarantee fee income 134 87 47 54 % 366 239 127 353 %
Benefit (provision) for credit losses 8 — 8 N/A 19 20 a Haeo )%
i(r}ligl;élosses) on loans and other non-interest 551 9o 450 499 % 1666 178 1488 836 %
Derivative gains (losses) 205  (502) 707 (141 )% (878 ) 7 (885 ) (12,643)%
Administrative expense @ )@ )OO )11 9 (255 ) (240) (15 ) 6 %
Other non-interest expense (10 ) (13 ) 3 23 Yo 43 ) @6 )@ )19 %
Ezﬁérflint Earnings before income tax (expense) 1,054 (146 ) 1200 (822 )% 1.666 961 705 73 %
Income tax (expense) benefit (310 ) 43 (353) (821 )% (510 ) (307 ) (203 ) 66 %
Segment Earnings, net of taxes 744 (103 ) 847 (822 )% 1,156 654 502 77 %
;I;ital other comprehensive income (loss), net of 46 19 27 142 % 56 (108) 164 (152 )%
Total comprehensive income (loss) $790 $(84) $874 (1,040)% $1,212 $546 $666 122 %
Key Drivers:

Guarantee fee income

3Q 2016 vs. 3Q 2015 and YTD 2016 vs. YTD 2015 - increased primarily due to higher average multifamily guarantee
portfolio balances as a result of ongoing issuances of K Certificates.

Gains (losses) on loans and other non-interest income, derivative gains (losses), and total other comprehensive income
(loss) are evaluated together as they are collectively driven by a combination of spread-related and interest rate-related
fair value changes. We use derivatives in the Multifamily segment to economically offset interest rate-related fair
Vvalue changes of certain assets. The fair value changes of these economically hedged assets are included in gains
(losses) on loans and other non-interest income and total other comprehensive income (loss). These changes and the
interest rate-related derivative fair value changes that are included in derivative gains (losses) largely offset each other
and, as a result, there is minimal net impact on total comprehensive income for the Multifamily segment from interest
rate-related derivatives.

3Q 2016 vs. 3Q 2015 and YTD 2016 vs YTD 2015 - increased due to spread-related fair value changes. During 3Q
2016 and YTD 2016 K Certificate benchmark spreads and available-for-sale CMBS spreads tightened, leading to
larger gains than compared to 3Q 2015 and YTD 2015 when these spreads widened.
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INVESTMENTS
MARKET CONDITIONS

The following graphs present the par swap rate curves as of the end of each comparative period. As our derivatives
and floating-rate debt are generally LIBOR-based, changes in par swap rates can significantly affect the business and
financial results of our Investments segment.

Par Swap Rate Curves

Sources: BlackRock

Commentary

Longer-term interest rates (e.g., 2-year and 10-year rates) declined during 3Q 2015, YTD 2015 and YTD 2016,
resulting in lower fair values for our pay-fixed interest rate swaps and higher fair values for our receive-fixed interest
rate swaps, certain of our option contracts, and the vast majority of our investments in securities. Conversely,
longer-term interest rates generally increased during 3Q 2016, resulting in higher fair values for our pay-fixed interest
rate swaps and lower fair values for our receive-fixed interest rate swaps, certain of our option contracts, and the vast
majority of our investments in securities.
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BUSINESS RESULTS

The following tables, graphs and related discussion present the business results of our Investments segment.
Investing Activity

The following graphs present the Investments segment's total investments portfolio and the composition of its
mortgage investments portfolio by liquidity category.

Investments Portfolio
Mortgage Investments Portfolio

Commentary

We continue to reduce the size of our mortgage investments portfolio in order to comply with the mortgage-related
tnvestments portfolio year-end limits. The balance of our mortgage investments portfolio declined 8.0% from
December 31, 2015 to September 30, 2016.

Although the balance of our non-mortgage-related assets portfolio was elevated at December 31, 2015, due to higher
near-term cash needs, the balance of this portfolio increased 1.1% from December 31, 2015 to September 30, 2016,
primarily due to an increase in prepayment proceeds received by the custodial account. These proceeds are invested
prior to being distributed to the holders of our debt securities of consolidated trusts shortly following receipt.

The percentage of less liquid assets relative to our total mortgage investments portfolio declined from 38.8% at
December 31, 2015 to 34.6% at September 30, 2016, primarily due to repayments, sales and securitizations of our less
liquid assets. We actively reduced the size of our less liquid assets
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during YTD 2016 by selling $7.7 billion of non-agency mortgage-related securities and enhancing the liquidity of
$5.7 billion of single-family reperforming loans and performing modified loans through securitization. Our strategy
related to securitization of less liquid assets is to initially retain all of the resulting mortgage-related securities and
then resecuritize a portion of these securities with some of the resulting interests being sold to third parties.

The overall liquidity of our mortgage investments portfolio continued to improve as our less liquid assets decreased at
a faster pace than the overall decline of our mortgage investments portfolio.
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Net Interest Yield and Average Balances

Net Interest Yield & Average Investments Portfolio Balance
Commentary

Net Interest Yield

3Q 2016 vs. 3Q 2015 and YTD 2016 vs. YTD 2015 - declined 44 basis points and 40 basis points, respectively,
primarily due to higher hedging costs from an increase in amortization of upfront cash paid for swaptions, coupled
with a reduction in the balance of our higher yielding mortgage-related assets due to repayments. The upfront cash
paid for swaptions is amortized on a straight-line basis and reclassified from derivative gains (losses) into net interest
income. The increase in amortization is due to an increase in upfront cash paid for swaptions to hedge our increased
exposure to mortgage prepayment risk due to the continued low interest rate environment. The increase in
amortization is partially offset by gains recognized in derivative gains (losses).

Average Investments Portfolio Balance

The average investments portfolio balances for the 2016 periods declined compared to the 2015 periods primarily due
to the repayment and sale of non-agency mortgage-related securities and the repayment of certain reperforming loans
and performing modified loans, partially offset by an increase in our purchase of loans for our securitization pipeline
and U.S. Treasury securities, which are classified as non-mortgage-related assets. The overall decline in our average
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investments portfolio balance is consistent with our efforts to comply with the mortgage-related investments portfolio
year-end limits.
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Funding Activity

We fund our business activities primarily through the issuance of unsecured other debt. The table below summarizes
this activity.

(Par value in millions) 3Q2016 3Q2015 YTD?2016 YTD 2015
Discount notes and Reference Bills:

Beginning balance $68,099 $93,149 $104,088 $134,670
Issuances 107,355 128,189 319,298 307,746
Maturities (106,104 ) (116,854 ) (354,036 ) (337,932 )
Ending balance 69,350 104,484 69,350 104,484
Callable debt:

Beginning balance 109,394 110,191 107,675 107,070
Issuances 31,473 26,438 103,540 91,657
Repurchases — — — —

Calls (37,204 ) (32,837 ) (107,177 ) (93,378 )
Maturities (505 ) (2,015 ) (880 ) (3,572 )
Ending balance 103,158 101,777 103,158 101,777
Non-callable debt:

Beginning balance 189,126 204,508 194,372 206,393
Issuances 19,661 9,895 40,402 30,252
Repurchases — — — 217 )
Maturities (23,474 ) (19,053 ) (49,461 ) (41,078 )
Ending balance 185,313 195,350 185,313 195,350
Total other debt (D $357,821 $401,611 $357,821 $401,611

a )Activity and balances disclosed in the table above exclude collateralized borrowings, including securities sold
under agreements to repurchase, and certain other debt issued by other segments (e.g., STACR debt notes).
Commentary

The outstanding balance of our other debt continues to decline as we require less debt to fund our business operations
due to the decline in the balance of our mortgage-related investments portfolio.

To replace the medium-term and long-term debt that was called or matured during the 2016 periods, we issued a
combination of callable and non-callable debt. During 3Q 2016 compared to 3Q 2015, our issuances of callable and
non-callable debt increased, while our issuances of discount notes decreased. The increase in term debt issuances
offsets an increased amount of outstanding debt that was nearing maturity.
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Debt Composition

The following graphs present our other debt by contractual maturity date and earliest redemption date. The earliest
redemption date refers to the earliest call date for callable debt and the contractual maturity date for all other debt.
Contractual Maturity Date as of September 30, 2016

Earliest Redemption Date as of September 30, 2016

Commentary

We continued to rely on a mix of short-term and medium-term debt issuances to meet our overall funding needs. Our
effective short-term debt percentage, which represents the percentage of our total other debt (including the par value
of our STACR debt notes and collateralized borrowings that are excluded from the graphs above) that is expected to
mature within one year, increased to 44.1% as of September 30, 2016 compared to 41.3% as of December 31, 2015.
Our short-term debt issuances provide us with overall lower funding costs relative to our medium-term and
longer-term debt. In October 2016, amendments to the SEC rules that govern money market mutual funds became
effective. These amendments make certain structural and operational reforms to address the risks of investor
withdrawals from money market funds. These amendments do not apply to mutual funds that invest solely in debt
issued or guaranteed by the U.S. government or its agencies and instrumentalities, including GSEs. As a result, the
demand for government and agency debt has increased, which has contributed to the improvement in our short-term
debt spreads during 2016.
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Our callable debt provides us with the option to repay the outstanding principal balance of the debt prior to its
contractual maturity date. As of September 30, 2016, $86 billion of the outstanding $103 billion of callable debt may
be called within one year.
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FINANCIAL RESULTS

The table below presents the components of the Segment Earnings and comprehensive income for our Investments

segment.
YTD YTD

3Q

2016 3Q 2015 Change 2016 2015 Change
(dollars in millions) $ % $ %
Net interest income $532 $923 $(391 ) (42 )% $1,886 $3,125 $(1,239) (40 )%
Net 1@Palrment (?f avz.nlable—.for—sale 94 109 A5 ) (14 )% 224 39 8 ) (30 )%
securities recognized in earnings
Derivative gains (losses) 613 (2,950 ) 3,563 (121)% (3,385 ) (1,221 ) (2,164 ) 177 %
Losses on trading securities (203 ) (103 ) (100 )97 % (12 ) (329 ) 317 (96 Y%
Other non-interest income 664 703 39 )G )Y 1,404 1,905 (501 ) (26 Y%
Administrative expense @9 ) (76 ) @3 ) 4 % (227 ) (239 ) 12 6 )
Other non-interest expense — — — N/A A3 ) (2 ) )50 %
(Sffgﬁﬁﬁéfﬁiﬁé?ﬁs before income tax 1,621 (1,394 ) 3,015 (216)% (113 ) 3,561 (3,674 ) (103)%
Income tax (expense) benefit (533 ) 431 964 ) (224)% 35 (1,137 ) 1,172 (103)%
Segment Earnings, net of taxes 1,088 (963 ) 2,051 (213)% (78 ) 2,424 (2,502 ) (103)%
Total other comprehensive income (loss), 64 ) (45 )y (19 )42 % 220 2 198 900 %
net of tax
Total comprehensive income (loss) $1,024 $(1,008) $2,032 (202)% $142  $2,446 $(2,304) (94 Y%
Key Drivers:

Net interest income

3Q 2016 vs. 3Q 2015 and YTD 2016 vs. YTD 2015 - decreased primarily due to higher hedging costs from an
increase in amortization of upfront cash paid for swaptions, coupled with a reduction in the balance of our higher
yielding mortgage-related assets due to repayments. The increase in amortization is due to an increase in upfront cash
paid for swaptions to hedge our increased exposure to mortgage prepayment risk due to the continued low interest rate
environment. The increase in amortization is partially offset by gains recognized in derivative gains (losses).
Derivative gains (losses)

3Q 2016 vs. 3Q 2015 - improved as we recognized derivative gains during 3Q 2016 compared to derivative losses
during 3Q 2015, primarily as a result of an increase in longer-term interest rates during 3Q 2016 and a decrease in
longer-term interest rates during 3Q 2015. See "Consolidated Results of Operations - Derivative Gains (Losses)" for
additional information.

YTD 2016 vs. YTD 2015 - worsened as we recognized larger derivative losses due to a larger decline in longer-term
interest rates during YTD 2016 compared to YTD 2015. See "Consolidated Results of Operations - Derivative Gains
(Losses)" for additional information.

L osses on trading securities

3Q 2016 vs. 3Q 2015 - increased primarily due to losses from an increase in longer-term interest rates during 3Q 2016
compared to gains from a decrease in longer-term interest rates during 3Q 2015. The changes attributable to interest
rates were partially offset by gains from spreads
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tightening for our agency securities during 3Q 2016 compared to losses from spreads widening for our agency
securities during 3Q 2015.

YTD 2016 vs. YTD 2015 - decreased primarily due to a larger decline in longer-term interest rates during YTD 2016
compared to YTD 2015, which resulted in greater gains on our trading securities. These changes attributable to
interest rates were partially offset by less spread tightening for our agency securities.

Other non-interest income

YTD 2016 vs. YTD 2015 - decreased primarily due to a decline in sales of available-for-sale non-agency
mortgage-related securities in an unrealized gain position and less accretion of previously recognized
other-than-temporary impairment, partially offset by an increase in sales of agency mortgage-related securities in an
unrealized gain position. The volume of our sales of non-agency mortgage-related securities will continue to vary as
our portfolio that is saleable, based on a variety of criteria, has decreased.

Other comprehensive income (loss)

YTD 2016 vs. YTD 2015 - increased primarily due to a decline in sales of available-for-sale non-agency
mortgage-related securities in an unrealized gain position, which resulted in less unrealized gains being reclassified
from accumulated other comprehensive income to other non-interest income. While we recognized greater unrealized
gains as a result of a larger interest rate decline, these gains were largely offset by less unrealized gains as a result of
less spread tightening on our agency and non-agency mortgage-related securities and greater unrealized losses due to
the movement of a larger number of premium securities towards their maturities.
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RISK MANAGEMENT

Risk is an inherent part of our business activities. We are exposed to four major types of risk: credit risk, interest-rate
and other market risks, liquidity risk, and operational risk.

For more discussion of these and other risks facing our business and our risk management framework, see "MD&A -
Risk Management" and "Risk Factors" in our 2015 Annual Report and Form 10-Q for the first quarter of 2016, and
"Liquidity and Capital Resources" in this report and in our 2015 Annual Report. See below for updates since our 2015
Annual Report and our Forms 10-Q for the first and second quarters of 2016.

CREDIT RISK

INSTITUTIONAL CREDIT RISK

Sellers and Servicers

In our single-family guarantee business, we do not originate loans or have our own loan servicing operation. Instead,
we rely on our seller and servicer counterparties to perform the primary loan origination and loan servicing functions
on our behalf.

We have significant exposure to non-depository and smaller depository financial institutions who act as sellers and
servicers in our single-family business. These institutions may not have the same financial strength or operational
capacity, or be subject to the same level of regulatory oversight, as our largest mortgage seller or servicer
counterparties. The financial performance of these companies has been under stress and many of them reported a net
loss in recent quarters. If their weak financial performance persists, it could affect available servicing capacity in the
market, which eventually could lead to higher operational risk and higher credit losses for Freddie Mac.

For more information about counterparty risk associated with sellers and servicers, see Note 12 in this Form 10-Q and
"Risk Factors - Credit Risks - We are exposed to institutional credit risk with respect to our business counterparties.
Our financial results may be adversely affected if one or more of our counterparties fail to meet their obligations to
us" in our 2015 Annual Report.

Mortgage Insurers

On August 15, 2016, American International Group, Inc. announced that it had entered into an agreement to sell 100%
of its interest in United Guaranty Corporation to Arch Capital Group Ltd. Because Arch US Mortgage Insurance, a
subsidiary of Arch Capital Group Ltd., and United Guaranty Corporation are both approved mortgage insurers,
Freddie Mac will evaluate the effect on the combined entity’s financial strength when considering the planned
acquisition. The transaction is also subject to other required approvals.

On October 23, 2016, Genworth Financial, Inc. announced that it had entered into an agreement to be acquired by
China Oceanwide Holdings Group Co., Ltd. Because Genworth Mortgage Insurance Corporation, a subsidiary of
Genworth Financial, Inc., is an approved mortgage insurer, Freddie Mac will evaluate the financial strength of China
Oceanwide Holdings Group Co., Ltd. when considering the planned acquisition. The transaction is also subject to
other required approvals. For more information about counterparty risk associated with mortgage insurers, see Note
12.
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OPERATIONAL RISK
OPERATIONAL RISK UPDATE RELATING TO MASTER TRUST AGREEMENTS

As previously disclosed, the company identified that some of its operational procedures were not sufficiently detailed
to comply with certain obligations under its Master Trust Agreements, which are amended from time to time. During
2016, we have made significant progress to correct the deficiencies in these operational procedures including
developing the capability to record separate, individual receipts and payments in the custodial account to reflect
transactions between the company and the trusts, rather than netting amounts due to and due from the trusts.

Past practices led to a build-up in the custodial account of funds that belonged to the company. This build-up totaled
approximately $19 billion as of June 30, 2016. We withdrew approximately $8 billion of this amount during 3Q 2016,
and anticipate withdrawing the vast majority of the remainder during 4Q 2016. We have also established processes to
withdraw company funds from the custodial account on a regular basis as new amounts are received. For more
information, see “MD&A -Risk Management - Operational Risk” in our 2015 Annual Report.
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INTEREST-RATE RISK AND OTHER MARKET RISKS
Our business segments have embedded exposure to interest-rate risk and other market risks. Interest-rate risk is
consolidated and primarily managed by the Investments segment, while spread risk is owned and managed by each
individual business segment. Interest-rate risk and other market risks can adversely affect future cash flows, or
economic value, as well as earnings and net worth.
The majority of our interest-rate risk comes from our investments in mortgage-related assets (securities and loans),
non-mortgage-related assets and other debt. Our primary goal in managing interest-rate risk is to reduce the amount of
change in the value of our future cash flows due to future changes in interest rates. We use models to analyze possible
future interest-rate scenarios, along with the cash flows of our assets and liabilities over those scenarios.
Our primary interest-rate risk measures are duration gap and Portfolio Market Value Sensitivity, or PMVS. PMVS
measures are estimates of the amount of average potential pre-tax loss in the market value of our net assets due to
parallel (PMVS-L) and non-parallel (PMVS-YC) changes in LIBOR. Our duration gap and PMVS estimates are
determined using models that involve our judgment of interest-rate and prepayment assumptions. While we believe
that PMVS and duration gap are useful risk management tools, they should be understood as estimates rather than as
precise measurements.
Our PMVS and duration gap measures do not fully reflect the potential effect of negative index values across all of
our floating rate assets and liabilities. See “Risk Factors - Negative values for certain interest rate indices could have an
adverse effect on our operational and interest-rate risk management processes” in our Form 10-Q for the first quarter of
2016 for additional information. During the second half of 2Q 2016, we incorporated the effect of negative interest
rate index values for the majority of our floating rate assets and liabilities. We are in the process of assessing the effect
of negative interest rate index values for the remaining population of our floating rate assets. Incorporating the effect
of the negative interest rate index values on the remaining population could result in significant percentage changes in
the disclosed duration gap and PMVS levels. However, we do not believe any such percentage changes would
represent an exposure to interest-rate risk that would be material to the company's financial condition or results of
operations.
The table below provides duration gap, estimated point-in-time and minimum and maximum PMVS-L and PMVS-YC
results, and an average of the daily values and standard deviation. The table below also provides PMVS-L estimates
assuming an immediate 100 basis point shift in the LIBOR yield curve. The interest-rate sensitivity of a mortgage
portfolio varies across a wide range of interest rates.

PMVS-YC PMVS-L

(in millions) 25 bps l?)gs égg
Assuming shifts of the LIBOR yield curve:

September 30, 2016 $ 10 $— $—
December 31, 2015 $ 12 $50 $186

Freddie Mac Form 10-Q 57

62



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

Management's Discussion and Analysis Risk Management | Interest-Rate Risk and Other Market Risks

3Q 2016 3Q 2015
DuratiBMVS-YC PMVS-L DuratBMVS-YC PMVS-L

(duration gap in months, dollars in millions) Gap 25 bps S0bps  Gap 25 bps 50 bps

Average 0.1 $ 6 $ 14 01 $ 9 $ 72

Minimum 04)$ — $ — ©04)$ — $ 26

Maximum 06 $ 21 $ 68 08 $ 23 $ 173

Standard deviation 02 $ 4 $ 17 03 $ 6 $ 29
YTD 2016 YTD 2015

DuratiBMVS-YC PMVS-L DuratiBMVS-YC PMVS-L

(duration gap in months, dollars in millions) Gap 25 bps S0bps  Gap 25 bps 50 bps

Average 01 $ 6 $ 21 02 $ 20 $ 97
Minimum 04)$ — $ — ©04)$ — $ 23
Maximum 07 $ 31 $ 92 1.0 $ 47 $ 250
Standard deviation 02 $ 5 $ 22 03 $ 12 $ 43

Derivatives enable us to reduce our interest-rate risk exposure. The table below shows that the PMVS-L risk levels,
assuming a 50 basis point shift in the LIBOR yield curve for the periods presented, would have been higher if we had
not used derivatives.

PMVS-L (50 bps)

(in millions) Before After Effect of
DerivatilXsrivatives Derivatives
September 30, 2016 $3,106 $§ — $ (3,106 )

December 31, 2015 $3,373 $ 50 $@3,323 )
While we manage our interest-rate risk exposure on an economic basis to a low level as measured by our models, the
accounting treatment for our financial assets and liabilities (i.e., some are measured at amortized cost, while others are
measured at fair value), including derivatives, creates volatility in our earnings when interest rates fluctuate. Based
upon the composition of our financial assets and liabilities, including derivatives, at September 30, 2016, we generally
recognize fair value losses in earnings when interest rates decline. The table below presents the estimated adverse net
effect on pre-tax earnings of certain immediate shifts in interest rates. These estimates are essentially the derivative
gains (losses) attributable to financial instruments that are not measured at fair value that we would expect to
experience as a result of the shifts in interest rates. The methodology used to calculate these figures is consistent with
the methodology used to calculate our PMVS-YC and PMVS-L metrics above.

GAAP

FV-YC GAAP FV-L
100

(in millions) 25 bps 50 bps bps

September 30, 2016 $ 411  $965 $1,953

December 31, 2015 $ 635 $1,630 $3,573

Our adverse exposures under these interest-rate scenarios as of September 30, 2016 declined compared to December
31, 2015 as we have rebalanced our derivative portfolio in response to the declining interest-rate environment. We
increased our use of receive-fixed swaps as the duration of our financial assets declined, including those measured at
amortized cost. We also entered into certain structured transactions during the first half of 2016, which resulted in
additional financial assets being recognized and measured at fair value.
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LIQUIDITY AND CAPITAL RESOURCES

OTHER DEBT ACTIVITIES

Debt securities that we issue are classified either as debt securities of consolidated trusts held by third parties or other
debt. We issue other debt to fund our operations. Competition for funding can vary with economic, financial market,
and regulatory environments.

The table below summarizes the par value of other debt securities we issued or paid off, including regularly scheduled
principal payments, payments resulting from calls, and payments for repurchases. We repurchase, call, or exchange
our outstanding debt securities from time to time for a variety of reasons, including managing our funding
composition and supporting the liquidity of our debt securities.

(dollars in millions) 3Q 2016 3Q 2015 YTD 2016 YTD 2015
Beginning balance $381,548  $417,461  $418,021  $454,029
Issued during the period:

Short-term:

Amount $136,108  $136,034  $354,281  $315,591
Weighted-average effective interest rate() 0.23 % 0.11 % 0.27 % 0.09 %
Long-term:

Amount $52,494 $29,360 $149,164  $119,063

Weighted-average effective interest rate!) 1.28 % 1.58 % 1.36 % 1.41 %
Total issued:

Amount $188,602  $165394  $503,445  $434,654
Weighted-average effective interest rate(!) 0.52 % 0.37 % 0.59 % 0.45 %
Paid off during the period:

Short-term:

Amount $(134,494) $(116,854) $(390,354) $(337,932)
Weighted-average effective interest rate) 0.23 % 0.07 % 0.25 % 0.07 %
Long-term:

Amount $(54,120 ) $(54,196 ) $(149,576) $(138,946)
Weighted-average effective interest rate) 1.67 % 1.48 % 1.77 % 1.43 %
Total paid off:

Amount $(188,614) $(171,050) $(539,930) $(476,878)
Weighted-average effective interest rate™) 0.65 % 0.52 % 0.67 % 0.47 %
Ending balance $381,536  $411,805  $381,536  $411,805

(1) Effective interest rate is weighted based on par value.

We continue to rely on short-term and medium-term other debt to meet our overall funding needs. Medium-term other
debt is classified as long-term in the table above. Issuances and pay-offs of our short-term other debt increased during
YTD 2016 compared to YTD 2015 as we continued to utilize overnight discount notes as a more cost effective tool to
manage our intra-day liquidity needs. Our long-term other debt issuances increased during the 2016 periods compared
to the 2015 periods, as we replaced called and matured debt with new callable and non-callable debt. Our outstanding
other debt balance continues to decline as we reduce our indebtedness along with the decline in our mortgage-related
investments portfolio.

Freddie Mac Form 10-Q 59

64



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

Management's Discussion and Analysis Liquidity and Capital Resources

DEBT SECURITIES OF CONSOLIDATED TRUSTS
The table below shows the issuance and extinguishment activity for the debt securities of our consolidated trusts.

(in millions) 3Q 2016 3Q 2015 YTD 2016 YTD 2015
Beginning balance $1,548,673 $1,473,961 $1,513,089 $1,440,325
New issuances 117,841 98,676 275,750 278,743
Newly-issued debt securities retained at issuance (21,863 ) (27,390 ) (61,737 ) (71,981 )
Net new issuances to third parties 95,978 71,286 214,013 206,762
Additional issuances of securities 36,768 37,199 115,913 100,079
Total issuances 132,746 108,485 329,926 306,841
Extinguishments, net (107,301 ) (85,554 ) (268,897 ) (250,274 )
Ending balance $1,574,118 $1,496,892 $1,574,118 $1,496,892

Debt securities of our consolidated trusts represent our liability to third parties that hold beneficial interests in our
consolidated securitization trusts. Our exposure on debt securities of consolidated trusts is limited to the guarantee we
provide on the payment of principal and interest on these securities, as the primary source of repayment of these debt
securities comes from the cash flows of the mortgage loans that back the securities. At September 30, 2016, our
estimated exposure (including the amounts that are due to Freddie Mac for debt securities of consolidated trusts that
we purchased) to these debt securities is recognized as the allowance for credit losses on mortgage loans held by
consolidated trusts. See Note 4 for details on our allowance for loan losses.

LIQUIDITY AND CONTINGENCY OPERATING PORTFOLIO

The investments in our Liquidity and Contingency Operating Portfolio are important to our cash flow, collateral
management, and asset and liability management and our ability to provide liquidity and stability to the mortgage
market. The table below summarizes the balances in our Cash and Other Investments Portfolio, which includes the
Liquidity and Contingency Operating Portfolio.

September 30, 2016 December 31, 2015

;ﬁuldlty Total Cash Liquidity Total Cash
(in billions) Contingelhs%)dlal Other(D and Other Continge%sct(}/()dlal Other(D and Other

ccount Investments ccount Investments
Operating . Operating .
) Portfolio . Portfolio

Portfolio Portfolio
Cash and cash equivalents $39 $ — $— $39 $54 $ — $02 $56
Restricted cash and cash equivalents — 19.0 0.1 19.1 — 14.5 — 14.5
rse‘;‘;‘;lr‘tles purchased under agreements to 4 156 g 557 484 148 04 636
Non-mortgage related investments 214 — 2.2 23.6 162 — 1.0 17.2
Total $62.4 $368 $3.1 $ 1023 $70.0 $293 $ 1.6 $ 1009

Consists of amounts related to collateral held by us from OTC derivative counterparties, and investments in
(1)unsecured agency debt that we may not otherwise invest in, other than to pledge as collateral to our counterparties
when our derivatives are in a liability position.
Our non-mortgage-related investments in the Liquidity and Contingency Operating Portfolio consist of U.S. Treasury
securities and other investments that we could sell to provide us with an additional source
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of liquidity to fund our business operations. We also maintain non-interest-bearing deposits at the Federal Reserve
Bank of New York.

CASH FLOWS
We evaluate our cash flow performance by comparing the net cash flows from operating and investing activities to the
net cash flows required to finance those activities. The following graphs present the results of these activities for YTD
2015 and YTD 2016.
Operating Cash Flows Investing Cash Flows Financing Cash Flows
2015 2016 2015 2016 2015 2016

Commentary

Cash provided by operating activities increased $10.5 billion primarily due to the following:

Increase in net sales of mortgage loans acquired as held-for-sale, primarily due to an increase in the volume of our
multifamily securitizations. This increase was partially offset by a decrease in our net interest income.

Cash provided by investing activities decreased $58.4 billion primarily due to the following:

Increase in net purchases of investment securities, primarily due to more investment securities being retained from our
agency resecuritizations;

Decrease in net proceeds received from loans acquired as held-for-investment, primarily due to an increase in loan
purchases;

Increase in cash collateral posted to our derivative counterparties due to greater derivative losses resulting from larger
declines in longer-term interest rates; and

{ncrease in advances to lenders.

Cash used in financing activities decreased $52.2 billion primarily due to the following:

Increase in net proceeds received from the issuance of debt securities of consolidated trusts held by third parties due
to an increase in the volume of our single-family PC issuances for cash.

CAPITAL RESOURCES

Our entry into conservatorship resulted in significant changes to the assessment of our capital adequacy and our
management of capital. Since our entry into conservatorship, Treasury and FHFA have taken a number of actions that
affect our cash requirements and our ability to fund those requirements. Under the Purchase Agreement, Treasury
made a commitment to provide us with funding, under certain conditions, to eliminate deficits in our net worth.
Obtaining funding from Treasury pursuant to its commitment under the Purchase Agreement enables us to avoid being
placed into receivership by FHFA. The amount of
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available funding remaining under the Purchase Agreement is $140.5 billion. This amount will be reduced by any
future draws.

At September 30, 2016, our assets exceeded our liabilities under GAAP; therefore, no draw is being requested from
Treasury under the Purchase Agreement. Based on our Net Worth Amount at September 30, 2016 and the 2016
Capital Reserve Amount of $1.2 billion, our dividend obligation to Treasury in December 2016 will be $2.3 billion.
Under the Purchase Agreement, the payment of dividends does not reduce the outstanding liquidation preference of
the senior preferred stock. As a result of the net worth sweep dividend on the senior preferred stock, our future profits
will effectively be distributed to Treasury, and we cannot retain capital from the earnings generated by our business
operations (other than a limited capital reserve amount that will decrease to zero in 2018) or return capital to
stockholders other than Treasury.

In June 2016, FASB issued a new Accounting Standards Update (ASU 2016-13) related to the measurement of credit
losses on financial instruments that will be effective as of January 1, 2020, with early adoption permitted as of January
1, 2019. This Update replaces the incurred loss impairment methodology in current GAAP with a methodology that
reflects lifetime expected credit losses. While we are still evaluating the effect that the adoption of this Update will
have on our financial results, it will increase (perhaps substantially) our provision for credit losses in the period of
adoption. As our capital reserve will decline to zero in 2018, this Update increases the risk that we will need to request
a draw from Treasury for the period of adoption.

The table below presents activity related to our net worth during the last five quarters and YTD 2016.

C 2Q 4Q YTD
(in millions) 3Q 2016 2016 1Q 2016 2015 3Q 2015 2016
Beginning balance $2,133  $1,000 $2,940 $1,299 $5,713 $2,940
Comprehensive (loss) income 2,310 1,133 (200 ) 1,641 (501 ) 3,243
Capital draw from Treasury — — — — — —
Senior preferred stock dividends declared 933 ) — (1,740 ) — (3,913 ) (2,673 )
Total equity / net worth $3,510 $2,133 $1,000 $2,940 $1,299 $3,510

Aggregate draws under Purchase Agreement $71,336 $71,336 $71,336 $71,336 $71,336 $71,336
Aggregate cash dividends paid to Treasury ~ $99,138 $98,205 $98,205 $96,465 $96,465 $99,138
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CONSERVATORSHIP AND RELATED MATTERS
REDUCING OUR MORTGAGE-RELATED INVESTMENTS PORTFOLIO OVER TIME
The table below presents the UPB of our mortgage-related investments portfolio for purposes of the portfolio limits
imposed by the Purchase Agreement and by FHFA.
September 30, 2016 December 31, 2015

Securitiz—atit)n Securitiz—atifn

. es .. es
Pipeline Pipeline

(dollars in
millions)
Investments
segment -
Mortgage
investments
portfolio:
Single-family
unsecuritized
loans
Performing loans $— $14,875 $— $14,875 $— $10,041 $— $10,041
Reperforming
loans and
performing
modified loans
Total
single-family
unsecuritized
loans

Freddie Mac
mortgage-related 131,481 — 5,204 136,685 135,869 — 6,076 141,945
securities

Non-agency

mortgage-related — — 17,217 17,217 — — 27,754 27,754
securities
Non-Freddie Mac
agency
mortgage-related
securities

Total

Investments
segment -
Mortgage
investments
portfolio
Single-family — — 14,420 14,420 — — 19,501 19,501
Guarantee

segment -

Liquid s Liquid Total Liquid s Liquid Total

— — 60,270 60,270 — — 67,036 67,036

— 14,875 60,270 75,145 — 10,041 67,036 77,077

10,003 — — 10,003 12,958 — — 12,958

141,484 14,875 82,691 239,050 148,827 10,041 100,866 259,734
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Single-family
unsecuritized
seriously
delinquent loans
Multifamily
segment -
unsecuritized
loans and
mortgage-related
securities

Total
mortgage-related
investments
portfolio
Percentage of
total
mortgage-related 48 % 10 % 42 % 100 % 45 % 9 % 46 % 100
investments

portfolio

Mortgage-related

investments

portfolio cap at

December 31, $339,304 $399,181
2016 and
December 31,
2015

90% of
mortgage-related
investments
portfolio cap at
December 31,
2016 and
December 31,
2015M

6,901 15,280 32,463 54,644 7,304 19,563 40,809 67,676

$148,385 $30,155 $129,574 $308,114 $156,131 $29,604 $161,176 $346,911

(1)Represents the amount that we manage to under our Retained Portfolio Plan, subject to certain exceptions.
The decline in our mortgage-related investments portfolio during YTD 2016 was primarily due to repayments,
partially offset by net purchases of single-family loans for our securitization pipeline.
While we continued to purchase new single-family seriously delinquent loans, we reduced the size of our less liquid
assets through the following:
Sales of $10.2 billion of less liquid assets, including $7.7 billion in UPB of non-agency mortgage-related
securities and $2.4 billion in UPB of seriously delinquent unsecuritized single-family loans;
Securitizations of $1.3 billion in UPB of less liquid multifamily loans; and
Securitizations of $5.7 billion in UPB of single-family reperforming loans and performing modified loans, thereby
enhancing their liquidity. Our strategy related to securitization of less liquid assets is to
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initially retain all of the resulting mortgage-related securities and then resecuritize a portion of these securities with
some of the resulting interests being sold to third parties.
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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 and to certain regulation by other government agencies. Furthermore, regulatory
activities by other government agencies can affect us indirectly, even if we are not directly subject to such agencies’
regulation or oversight. For example, regulations that modify requirements applicable to the purchase or servicing of
mortgages can affect us.

AFFORDABLE HOUSING ALLOCATIONS

The GSE Act requires us to set aside in each fiscal year an amount equal to 4.2 basis points of each dollar of total new
business purchases, and pay this amount to certain housing funds. During 3Q 2016 and YTD 2016, we completed
$128 billion and $313 billion, respectively, of new business purchases subject to this requirement and accrued $54
million and $131 million, respectively, of related expense. We expect to pay this amount (and any additional amounts
accrued based on our new business purchases during the remainder of 2016) in February 2017. We are prohibited
from passing through these costs to the originators of the loans that we purchase.

LEGISLATIVE AND REGULATORY DEVELOPMENTS

CAP INCREASE FOR NEW MULTIFAMILY BUSINESS

On August 18, 2016, FHFA announced an increase to the 2016 multifamily lending cap for Freddie Mac and Fannie
Mae under the 2016 Conservatorship Scorecard from $35 billion to $36.5 billion, effective immediately. The
adjustment is based on increased estimates of the overall size of the 2016 multifamily finance market.
AFFORDABLE HOUSING GOALS AND RESULTS FOR 2015

In October 2016, FHFA informed us that it had reviewed our performance with respect to the affordable housing goals
for 2015, and preliminarily determined that we achieved three of our five single-family affordable housing goals and
all three of our multifamily goals. Our performance on the goals, as preliminarily determined by FHFA, is set forth
below.

Market Preliminary
Goals for level
Results for
2015 for 2015
2015
Single-family purchase money goals (benchmark levels):
Low-income 24 % 23.6% 22.3 %
Very low-income 6 % 5.8 % 5.4 %
Low-income areas 19 % 19.8% 19.0 %
Low-income areas sub-goal 14 % 15.2% 14.5 %
Single-family refinance low-income goal (benchmark level) 21 % 22.5% 22.8 %
Multifamily low-income goal (in units) 300,000 N/A 379,042
Multifamily very low-income subgoal (in units) 60,000 N/A 76,935

Multifamily small property low-income subgoal (in units) 6,000 N/A 12,801
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OFF-BALANCE SHEET ARRANGEMENTS

We enter into certain business arrangements that are not recorded on our consolidated balance sheets or that may be
recorded in amounts that differ from the full contract or notional amount of the transaction and that may expose us to
potential losses in excess of the amounts recorded on our consolidated balance sheets. For a description of our
off-balance sheet arrangements, see "MD&A - Off-Balance Sheet Arrangements” in our 2015 Annual Report. See
Note 3 for more information on our off-balance sheet securitization activities and other guarantees.

We have certain off-balance sheet arrangements related to our securitization activities involving guaranteed loans and
mortgage-related securities, though most of our securitization activities are on-balance sheet. Our off-balance sheet
arrangements related to these securitization activities primarily consist of K Certificates. We also have off-balance
sheet arrangements related to certain other securitization products and other mortgage-related guarantees. Our
maximum potential off-balance sheet exposure to credit losses relating to these securitization activities and guarantees
is primarily represented by the UPB of the underlying loans and securities, which was $156.3 billion and $127.3
billion at September 30, 2016 and December 31, 2015, respectively.
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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-Q,
contain “forward-looking statements.” Examples of forward-looking statements include, but are not limited to,
statements pertaining to the conservatorship, our current expectations and objectives for the Single-family Guarantee,
Multifamily, and Investments segments of our business, our efforts to assist the housing market, our liquidity and
capital management, economic and market conditions and trends, our market share, the effect of legislative and
regulatory developments and new accounting guidance, the credit quality of loans we own or guarantee, and our
results of operations and financial condition on a GAAP, Segment Earnings and fair value basis. Forward-looking
statements involve known and unknown risks and uncertainties, some of which are beyond our control.
Forward-looking statements are often accompanied by, and identified with, terms such as “objective,” “expect,” “possible,”
“trend,” “forecast,” “anticipate,” “believe,” “intend,” “could,” “future,” “may,” “will,” and similar phrases. These statements a
historical facts, but rather represent our expectations based on current information, plans, judgments, assumptions,
estimates, and projections. 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”
sections of our Form 10-Q for the first quarter of 2016 and our 2015 Annual Report, and:
The actions the U.S. government (including FHFA, Treasury, and Congress) may take, or require us to take, including
to support the housing markets or to implement FHFA’s Conservatorship Scorecards and other objectives for us;
The effect of the restrictions on our business due to the conservatorship and the Purchase Agreement, including our
dividend obligation on the senior preferred stock;
Changes in our Charter or in applicable legislative or regulatory requirements (including any legislation
affecting the future status of our company);
Changes in the fiscal and monetary policies of the Federal Reserve, including any changes to its policy of maintaining
sizable holdings of mortgage-related securities and any future sales of such securities;
Changes in economic and market conditions, including changes in employment rates, interest rates, spreads, and home
prices;
Changes in the U.S. residential mortgage market, including changes in the supply and type of loan products (e.g.,
refinance vs. purchase, and fixed-rate vs. ARM);
The success of our efforts to mitigate our losses on our Legacy single-family book and our investments in non-agency
mortgage-related securities;
The success of our strategy to transfer mortgage credit risk through STACR debt note, ACIS, K Certificate and other
credit risk transfer transactions;
Our ability to maintain adequate liquidity to fund our operations;
Our ability to maintain the security of our operating systems and infrastructure (e.g., against cyberattacks);
Our ability to effectively execute our business strategies, implement new initiatives, and improve efficiencys;
The adequacy of our risk management framework;
Our ability to manage mortgage credit risks, including the effect of changes in underwriting and servicing practices;

EEINT3
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Our ability to limit or manage our exposure to interest-rate volatility and spread volatility, including the availability of
derivative financial instruments needed for interest-rate risk management purposes;

Changes or errors in the methodologies, models, assumptions, and estimates we use to prepare our financial
statements, make business decisions, and manage risks;

Changes in investor demand for our debt or mortgage-related securities (e.g., single-family PCs and multifamily K
Certificates);

€Changes in the practices of loan originators, investors and other participants in the secondary mortgage market; and
Other factors and assumptions described in this Form 10-Q, our Forms 10-Q for the first and second quarters of 2016
and our 2015 Annual Report, including in the “MD&A” section.

Forward-looking statements speak only as of the date they are made, and 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-Q.
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FREDDIE MAC

CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS) (UNAUDITED)

(in millions, except share-related amounts)

Interest income

Mortgage loans

Investments in securities

Other

Total interest income

Interest expense

Expense related to derivatives

Net interest income

Benefit (provision) for credit losses

Net interest income after benefit (provision) for credit losses
Non-interest income (loss)

Gains (losses) on extinguishment of debt

Derivative gains (losses)

Net impairment of available-for-sale securities recognized in earnings
Other gains on investment securities recognized in earnings
Other income (loss)

Non-interest income (loss)

Non-interest expense

Salaries and employee benefits

Professional services

Occupancy expense

Other administrative expense

Total administrative expense

Real estate owned operations expense

Temporary Payroll Tax Cut Continuation Act of 2011 expense
Other expense

Non-interest expense

Income (loss) before income tax (expense) benefit

Income tax (expense) benefit

Net income (loss)

Other comprehensive income (loss), net of taxes and reclassification
adjustments:

Changes in unrealized gains (losses) related to available-for-sale securities
Changes in unrealized gains (losses) related to cash flow hedge relationships

Changes in defined benefit plans

Total other comprehensive income (loss), net of taxes and reclassification

adjustments

Comprehensive income (loss)

Net income (loss)

Undistributed net worth sweep and senior preferred stock dividends
Net income (loss) attributable to common stockholders

Net income (loss) per common share — basic and diluted

YTD YTD
3Q2016 3Q 2015 2016 2015
$14,997 $15,595 $46,053 $46,433
976 1,145 2,923 3,736
74 19 187 45
16,047 16,759 49,163 50,214
(12,354 ) (12,963 ) (38,523 ) (38,679 )
47 ) (53 ) (146 ) (176 )
3,646 3,743 10,494 11,359
(113 ) 528 1,129 1,884
3,533 4,271 11,623 13,243

(92 ) 4 266 ) (155 )
(36 ) (4,172 ) (6,655 ) (3,440 )
C ) (54 ) (138 ) (245 )

309 256 1,062 825

605 125 1,527 432 )
77 (3,841 ) (4470 ) (3,447 )
(248 ) 231 ) (727 ) (742 )
(129 ) (130 ) (347 ) @61 )
a3 Has4 )@l ) (40 )
(108 ) (90 ) 306 ) (274 )
(498 ) 465 ) (1,421 ) (1,417 )
(56 ) (116 ) (169 ) (243 )
(293 ) (248 ) (845 ) (705 )
(138 ) (270 ) (442 ) (1,234 )
(985 ) (1,099 ) (2,877 ) (3,599 )
3,325 (669 ) 4,276 6,197
(996 ) 194 (1,308 ) (1,979 )

2,329 475 ) 2,968 4,218

47 ) (61 ) 181 (218 )
29 35 95 132
(1 ) — ¢! ) 26

(19 ) (26 ) 275 (60 )

$2,310  $(501 ) $3,243  $4,158
$2,329  $(475 ) $2,968 $4,218
(2,310 ) — (3,243 ) (4,659 )
$19 $475 ) $(275 ) $441 )
$0.01 $(0.15 ) $(0.09 ) $(0.14 )
3,234 3,234 3,234 3,235
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Weighted average common shares outstanding (in millions) — basic and
diluted

The accompanying notes are an integral part of these condensed consolidated financial statements.
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FREDDIE MAC
CONDENSED CONSOLIDATED BALANCE SHEETS (UNAUDITED)
September December

30, 31,
(in millions, except share-related amounts) 2016 2015
Assets
Cash and cash equivalents (Note 12) $3,940 $5,595
Restricted cash and cash equivalents (Notes 3, 12) 19,131 14,533
Securities purchased under agreements to resell (Notes 3, 8) 55,673 63,644
Investments in securities, at fair value (Note 5) 115,393 114,215

Mortgage loans held-for-sale (Notes 3, 4) (includes $15,018 and $17,660 at fair value) 18,646 24,992
Mortgage loans held-for-investment (Notes 3, 4) (net of allowance for loan losses of
$13.356 and $15.331) 1,763,790 1,729,201

Accrued interest receivable (Note 3) 6,103 6,074
Derivative assets, net (Notes 7, 8) 1,499 395

Real estate owned, net (Note 3) 1,272 1,725
Deferred tax assets, net (Note 10) 18,730 18,205
Other assets (Notes 3, 16) 11,085 7,313
Total assets $2,015,262 $1,985,892
Liabilities and equity

Liabilities

Accrued interest payable (Note 3) $5,890 $6,183
Debt, net (Notes 3, 6) (includes $6,448 and $7,184 at fair value) 1,999.841 1,970,269
Derivative liabilities, net (Notes 7, 8) 1,178 1,254
Other liabilities (Notes 3, 16) 4,843 5,246
Total liabilities 2,011,752 1,982,952
Commitments and contingencies (Notes 3, 7, and 14)

Equity (Note 9)

Senior preferred stock, at redemption value 72,336 72,336
Preferred stock, at redemption value 14,109 14,109

Common stock, $0.00 par value, 4,000,000,000 shares authorized, 725,863,886 shares
issued and 650,046,828 shares and 650,045,962 shares outstanding

Additional paid-in capital — —

Retained earnings (accumulated deficit) (80,478 ) (80,773 )
AOCI, net of taxes, related to:

Available-for-sale securities (includes $708 and $778, related to net unrealized gains on

securities for which other-than-temporary impairment has been recognized in earnings) 1,921 1,740

Cash flow hedge relationships (526 ) (621 )
Defined benefit plans 33 34

Total AOCI, net of taxes 1,428 1,153
Treasury stock, at cost, 75,817,058 shares and 75,817,924 shares (3,885 ) (3,885 )
Total equity (See Note 9 for information on our dividend obligation to Treasury) 3,510 2,940

Total liabilities and equity $2,015,262 $1,985,892

The table below presents the carrying value and classification of the assets and liabilities of consolidated VIEs on our
consolidated balance sheets.

September December

30, 31,
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(in millions) 2016 2015
Consolidated Balance Sheet Line Item
Assets: (Note 3)

Mortgage loans held-for-sale $199 $1,403
Mortgage loans held-for-investment 1,666,352 1,625,184
All other assets 47,140 37,305
Total assets of consolidated VIEs $1,713,691 $1,663,892
Liabilities: (Note 3)

Debt, net $1,621,782 $1,556,121
All other liabilities 4,841 4,769

Total liabilities of consolidated VIEs  $1,626,623 $1,560,890
The accompanying notes are an integral part of these condensed consolidated financial statements.
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FREDDIE MAC
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(UNAUDITED)

(in millions)

Net cash provided by (used in) operating activities

Cash flows from investing activities

Purchases of trading securities

Proceeds from sales of trading securities

Proceeds from maturities of trading securities

Purchases of available-for-sale securities

Proceeds from sales of available-for-sale securities

Proceeds from maturities of available-for-sale securities

Purchases of held-for-investment mortgage loans

Proceeds from sales of mortgage loans held-for-investment

Repayments of mortgage loans held-for-investment

(Increase) decrease in restricted cash

Net proceeds from dispositions of real estate owned and other recoveries
Net (increase) decrease in securities purchased under agreements to resell
Derivative premiums and terminations and swap collateral, net

Changes in other assets (Note 16)

Net cash provided by investing activities

Cash flows from financing activities

Proceeds from issuance of debt securities of consolidated trusts held by third parties
Repayments and redemptions of debt securities of consolidated trusts held by third parties
Proceeds from issuance of other debt

Repayments of other debt

Payment of cash dividends on senior preferred stock

Changes in other liabilities

Net cash used in financing activities

Net (decrease) increase in cash and cash equivalents

Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of period

Supplemental cash flow information

Cash paid for:

Debt interest

Income taxes

Non-cash investing and financing activities (Note 4)

YTD YTD
2016 2015
$5,053  $(5,443)
(70,690 ) (33,987 )
45,650 12,851
18,602 15,585

(21,988 ) (5,025 )
17,009 16,364
11,412 16,099
(120,753) (92,535)
2,605 1,647
245,212 233,586
(4,598 ) (6,573 )
2,023 2,990
7,971 13,165
(6,528 ) (1,888 )
(20,711 ) (8,634 )
105,216 163,645

178,727 129,086
(251,296) (245,624
504,447 437,415
(541,125 (479,494
(2,673 ) (5,510 )
(4 ) (3 )
(111,924 (164,130
(1,655 ) (5,928 )
5,595 10,928

$3,940  $5,000

$46,399 $45,839
1,834 910

The accompanying notes are an integral part of these condensed consolidated financial statements.
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Freddie Mac is a GSE chartered by Congress in 1970. Our public mission is to provide liquidity, stability, and
affordability to the U.S. housing market. We are regulated by FHFA, the SEC, HUD, and Treasury, and are currently
operating under the conservatorship of FHFA. For more information on the roles of FHFA and Treasury, see Note 2 in
this Form 10-Q and in our Annual Report on Form 10-