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PART 1

This Annual Report on Form 10-K includes forward-looking statements that are based on current expectations and are
subject to significant risks and uncertainties. These forward-looking statements are made as of the date of this Form
10-K. We undertake no obligation to update any forward-looking statement to reflect events or circumstances after the
date of this Form 10-K. Actual results might differ significantly from those described in or implied by such statements
due to various factors and uncertainties, including those described in the “BUSINESS — Forward-Looking Statements”
and “RISK FACTORS” sections of this Form 10-K.

Throughout this Form 10-K, we use certain acronyms and terms that are defined in the “GLOSSARY.”

ITEM 1. BUSINESS

Executive Summary

You should read this Executive Summary in conjunction with our MD&A and consolidated financial statements and
related notes for the year ended December 31, 2014.

Overview

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 mortgages originated by
mortgage lenders. In most instances, we package these mortgage 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 mortgage loans or lend money directly to consumers.

We support the U.S. housing market and the overall economy by: (a) providing America’s families with access to
mortgage funding at lower rates; (b) helping distressed borrowers keep their homes and avoid foreclosure; and (c)
providing consistent liquidity to the multifamily mortgage market, which includes providing financing for affordable
rental housing. We are also working with FHFA, our customers and the industry to build a stronger housing finance
system for the nation.

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. We are dependent upon the continued support of Treasury and FHFA in order to continue
operating our business. We cannot retain capital from the earnings generated by our business operations or return
capital to stockholders other than Treasury. For more information on the conservatorship and government support for
our business, see “Conservatorship and Related Matters.”

Consolidated Financial Results

Comprehensive income was $9.4 billion for 2014 compared to $51.6 billion for 2013. Comprehensive income for
2014 consisted of $7.7 billion of net income and $1.7 billion of other comprehensive income. The main drivers of our
results for 2014 include: (a) net interest income; (b) declines in the fair value of our derivatives; and (c¢) income from
settlements of lawsuits regarding our investments in certain non-agency mortgage-related securities. Our net income
for 2013 was substantially higher than in 2014 primarily because in 2013 we recorded a benefit for federal income
taxes of $23.3 billion from the release of the valuation allowance against our deferred tax assets. Our 2013 results also
benefited from larger home price appreciation.

Our total equity was $2.7 billion at December 31, 2014. Because our net worth was positive at December 31, 2014, we
are not requesting a draw from Treasury under the Purchase Agreement for the fourth quarter of 2014. Through
December 31, 2014, we have received aggregate funding of $71.3 billion from Treasury under the Purchase
Agreement, and have paid $91.0 billion in aggregate cash dividends to Treasury.

Sustainability and Variability of Earnings

The level of our earnings in 2013 and 2014 is not sustainable over the long term. Our 2013 financial results included a
very large benefit related to the release of the valuation allowance against our deferred tax assets. Our 2013 and 2014

8
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financial results included large amounts of income from settlements of representation and warranty claims arising out
of our loan purchases and settlements of non-agency mortgage-related securities litigation. We do not expect any
future settlements of representation and warranty claims related to our pre-conservatorship loan purchases to have a
significant effect on our financial results. Our 2013 financial results, particularly the level of loan loss provisioning,
benefited from a high level of home price appreciation. In addition, declines in the size of our mortgage-related
investments portfolio, as required by FHFA and the Purchase Agreement, will reduce our earnings over the long term.
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Our financial results are subject to significant earnings and net worth variability from period to period. This variability
can be driven by changes in interest rates, the yield curve, implied volatility, home prices, and mortgage spreads, as
well as other factors. For example, while derivatives are an important aspect of our strategy to manage interest-rate
risk, they increase the volatility of reported comprehensive income because fair value changes on derivatives are
included in comprehensive income, while fair value changes associated with several of the types of assets and
liabilities being economically hedged are not. As a result, there can be timing mismatches affecting current period
earnings, which may not be reflective of the underlying economics of our business.

Our Primary Business Objectives

Our primary business objectives are:

to support U.S. homeowners and renters by maintaining mortgage availability even when other sources of financing
are scarce and by providing struggling homeowners with alternatives that allow them to stay in their homes or avoid
foreclosure;

to reduce taxpayer exposure to losses by increasing the role of private capital in the mortgage market and reducing our
overall risk profile;

¢o0 build a commercially strong and efficient business enterprise to succeed in a to-be-determined “future state;” and
¢o support and improve the secondary mortgage market.

Our business objectives reflect direction that we have received from the Conservator, including the 2014 and 2015
Conservatorship Scorecards. For information on the Scorecards and the related 2014 Strategic Plan, see “Regulation
and Supervision — Legislative and Regulatory Developments — FHFA'’s Strategic Plan for Freddie Mac and Fannie Mae
Conservatorships.”

Supporting U.S. Homeowners and Renters

Maintaining Mortgage Availability

We maintain a consistent presence in the secondary mortgage market, and we are available to purchase mortgages
even when other sources of financing are scarce. By providing this consistent source of liquidity for mortgages, we
help provide our customers with confidence to continue lending even in difficult environments. In 2014, we
purchased, or issued other guarantee commitments for, $255.3 billion in UPB of single-family conforming mortgage
loans (representing approximately 1.2 million homes), compared to $422.7 billion in 2013 (representing
approximately 2.1 million homes). Origination volumes in the U.S. residential mortgage market declined significantly
during 2014, as compared to 2013, driven by a significant decline in the volume of refinance mortgages. We estimate
that we, Fannie Mae, and Ginnie Mae collectively guaranteed more than 90% of the single-family conforming
mortgages originated in 2014.

During 2014, our total multifamily new business activity was $28.3 billion in UPB, which provided financing for
nearly 1,800 multifamily properties (representing approximately 413,000 apartment units). Approximately 90% of the
units were affordable to families earning at or below the median income in their area. In 2013, our total multifamily
new business activity was $25.9 billion in UPB, which provided financing for nearly 1,600 multifamily properties
(representing approximately 388,000 apartment units).

Providing Struggling Homeowners with Alternatives that Allow Them to Stay in Their Homes or Avoid Foreclosure
We use a variety of borrower-assistance programs (such as HARP and HAMP) designed to provide struggling
borrowers with alternatives to help them stay in their homes. We establish guidelines for our servicers to follow and
provide them with default management programs to use in determining which type of borrower-assistance program
(i.e., one of our loan workout activities or our relief refinance initiative) would be expected to enable us to manage our
exposure to credit losses.

Our relief refinance initiative is a key program used to keep families in their homes. Our relief refinance initiative
includes HARP, which is the portion of the initiative for loans with LTV ratios above 80%. In 2014, we purchased or
guaranteed $27.3 billion in UPB of relief refinance loans, including $14.1 billion of HARP loans. In 2013, we
purchased or guaranteed $99.2 billion in UPB of relief refinance loans, including $62.5 billion of HARP loans. We
have purchased HARP loans provided to more than 1.3 million borrowers since the initiative began in 2009, including
approximately 82,000 borrowers during 2014. See “Table 49 — Single-Family Relief Refinance Loans” for more
information about the volume of relief refinance loans we have purchased.

10
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When a refinancing of a loan is not practicable, we require our servicer first to evaluate the loan for a repayment plan,
forbearance agreement, or loan modification, because the level of recovery on a loan that reperforms is often much
higher than for a loan that proceeds to a foreclosure or foreclosure alternative. Our servicers contact borrowers
experiencing hardship with a goal of helping them to stay in their homes or otherwise to avoid foreclosure. Across all
of our modification programs, we modified $12.8 billion in UPB of loans during 2014, compared to $17.4 billion in
2013. Since 2009, we have helped approximately 1,073,000 borrowers experiencing hardship to complete a loan
workout under these programs. When a home retention solution is not practicable, we require our servicers to pursue
foreclosure alternatives, such as short sales, before initiating foreclosure.

2 Freddie Mac
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The table below presents our completed workout activities for loans within our single-family credit guarantee
portfolio for the last five years.

Table 1 — Total Single-Family Loan Workout Voluniés

Excludes modification, repayment, and forbearance activities that have not been made effective, such as loans in
modification trial periods. As of December 31, 2014, approximately 24,000 borrowers were in modification trial
periods. These categories are not mutually exclusive and a loan in one category may also be included in another
category in the same period.

As shown in the table above, the volume of our workout programs declined in recent years (totaling approximately
120,000 in 2014, compared to 169,000 in 2012 and 275,000 in 2010). We attribute this decline to overall
improvements in the economy and mortgage market, including rising home prices, declining unemployment rates, and
declining serious delinquency rates. While we believe our borrower-assistance programs have been largely successful,
many borrowers still need assistance. See “MD&A — RISK MANAGEMENT — Credit Risk Overview — Single-Family
Mortgage Credit Risk Framework and Profile — Managing Problem Loans" for more information about loss mitigation
activities and our efforts to keep families in their homes. We continue our efforts relating to: (a) encouraging eligible
borrowers to refinance their mortgages under HARP; (b) assessing and developing additional plans for loss mitigation
strategies; and (c) developing and implementing a neighborhood stabilization initiative. In 2014:

We participated with FHFA and Fannie Mae in open forum meetings in certain cities to inform community leaders
about HARP eligibility criteria and benefits.

We worked with FHFA and Fannie Mae to develop neighborhood stabilization plans in certain cities. These plans
involve short sales and REO sales, including expanded auctions of properties. In these areas we also expanded: (a) our
efforts with locally-based private entities to facilitate REO dispositions; and (b) our first look opportunities, which
provide an initial period for REO properties to be purchased by owner occupants and non-profits dedicated to
neighborhood stabilization before we consider offers from investors.

We continued to work with FHFA and Fannie Mae to assess or pilot new strategies for loss mitigation, including
implementing a new temporary modification initiative targeted to assist troubled borrowers in certain cities.

Reducing Taxpayer Exposure to Losses

We are working diligently with FHFA to reduce the taxpayers' exposure to losses. We are reducing our credit risk by:
managing the performance of our servicers through our contracts with them;

ey
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transferring to private investors part of the credit risk of our New single-family book and our Multifamily mortgage
portfolio;

tmproving our returns on short sales and REO sales;

protecting our contractual rights with sellers;

pursuing our rights against mortgage insurers;

recovering losses on non-agency mortgage-related securities; and

reducing our mortgage-related investments portfolio over time.

As discussed above, many of our borrower-assistance programs, such as loan modifications, also help reduce our risk
of credit losses.

Managing the Performance of Our Servicers

We continue to face challenges in managing our mortgage credit risk. In 2014, the serious delinquency rate of our
single-family credit guarantee portfolio continued the trend of improvement of the past several years, declining to
1.88% as of December 31, 2014 (which is the lowest level since January 2009) from 2.39% as of December 31, 2013.
Despite this improvement, we still have a large number of seriously delinquent loans. We continue to face challenges
in resolving these loans, including general constraints on servicer capacity and court backlogs in states that require a
judicial foreclosure process. These situations generally extend the time it takes for seriously delinquent loans to be
modified, foreclosed upon, or otherwise resolved. The longer a loan remains delinquent, the more costs we incur. As
of December 31, 2014, approximately half of our seriously delinquent single-family loans had been delinquent for
more than one year.

The financial institutions that service our single-family loans (we refer to these institutions as "servicers") are required
to service loans on our behalf in accordance with our standards. If a servicer fails to do so, we have certain contractual
remedies, including the ability to require the servicer to pay us compensatory or other fees, repurchase a loan at its
current UPB, and/or reimburse us for the losses we realize on the loan. We also issue notices of defect to our servicers
for certain violations of our servicing standards. As of December 31, 2014, we had: (a) $0.4 billion of outstanding
repurchase requests for servicing related violations; and (b) an additional $0.2 billion of outstanding notices of defect,
based on the UPB of the related loans. We also recognized $335 million of compensatory fees in 2014, mostly for
failures to complete a foreclosure within our timelines.

During 2014, approximately $9.7 billion in UPB of our single-family loans were transferred from our primary
servicers to specialty servicers that specialize in workouts of problem loans. (This figure excludes transfers between
affiliated companies and assignments of servicing for newly originated loans.) A majority of the transfers were
facilitated by us as part of our efforts to assist troubled borrowers, increase problem loan workouts, and mitigate our
credit losses.

Transferring Credit Risk

We believe that using credit risk transfer transactions is a prudent way for us to manage our mortgage credit risk. We
are continuing to reduce our exposure to credit risk in our New single-family book through the use of STACR debt
note and ACIS (re)insurance transactions. In 2014, we completed seven STACR debt note transactions and three
ACIS (re)insurance transactions. These transactions transferred a portion of credit losses that could occur under
adverse home price scenarios (through a mezzanine credit loss position) on certain groups of loans in the New
single-family book from us to third-party investors. In 2014, we also completed 17 K Certificate transactions in which
we transferred the first loss position associated with the underlying multifamily loans to third-party investors. In
February 2015, we completed our first STACR debt note transaction that transfers a portion of the first loss position in
addition to mezzanine loss positions associated with the reference pool. We expect to complete additional such
STACR transactions in 2015.

Improving Our Returns on Short Sales and REO Sales

We use several strategies to mitigate our credit losses and improve our returns on short sale transactions and sales of
REO properties. When a seriously delinquent single-family loan cannot be resolved through a home retention solution
(e.g., a loan modification), we typically seek to pursue a short sale transaction. A short sale is preferable to a
foreclosure primarily because we: (a) avoid the costs we would otherwise incur to complete the foreclosure; and (b)
reduce the time needed to dispose of the property, reducing our exposure to maintenance, property taxes, and other
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expenses. However, some of our seriously delinquent loans ultimately proceed to foreclosure. In a foreclosure, we
typically acquire the underlying property (which we refer to as real estate owned, or REO), and later sell it, using the
proceeds of the sale to reduce our losses.

We implemented a number of changes in the past several years to increase the use of short sales and increase the
proceeds from REO sales. These changes include: (a) an initiative to repair a significant portion of our REO properties
prior to listing them for sale; and (b) changes to our process for evaluating the market value of the properties
underlying our impaired loans and for determining listing prices for our REO properties.

Protecting Our Contractual Rights with Sellers

We purchase mortgage loans from financial institutions that originate the loans (we refer to these institutions as
"sellers"). When we purchase loans, the sellers represent and warrant that the loans have been originated in
accordance with our

4 Freddie Mac
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underwriting standards. If we subsequently discover that these standards were not followed, we can exercise certain
contractual remedies to mitigate our actual or potential credit losses. These remedies may include requiring the seller
to repurchase the loan at its current UPB and/or to reimburse us for the losses we realized on the loan. As of
December 31, 2014 and 2013, we had $0.3 billion and $1.6 billion, respectively, of outstanding repurchase requests
with sellers, based on the UPB of the loans.

We seek remedies from both sellers and servicers in the normal course of business related to breaches of
representations and warranties for loans they sold to us or service for us. At times, this may include entering into
settlement agreements to resolve repurchase requests. In 2014, we recovered amounts with respect to $2.0 billion in
UPB of loans subject to our repurchase requests for selling and servicing violations, including $0.4 billion in UPB
related to settlement agreements.

Pursuing Our Rights Against Mortgage Insurers

We continue to pursue claims for coverage under mortgage insurance policies, a form of credit enhancement we use to
mitigate our credit loss exposure. Primary mortgage insurance is generally required for mortgages with LTV ratios
greater than 80%.

We received payments under primary and other mortgage insurance policies of $1.1 billion and $2.0 billion during
2014 and 2013, respectively. Although the financial condition of certain of our mortgage insurers has improved in
recent years, some have failed to fully meet their obligations and there remains a significant risk that others may fail to
do so. We expect to receive substantially less than full payment of our claims from two of our mortgage insurance
counterparties, as they are only permitted to make partial payments under orders from their respective regulators.

Our ability to manage our exposure to mortgage insurers is limited. While our mortgage insurers are operating below
our eligibility thresholds, we generally cannot revoke a mortgage insurer's status as an eligible insurer without FHFA
approval. In addition, we do not select the insurer that will provide the insurance on a specific loan. Instead, the
selection is made by the lender at the time the loan is originated.

Recovering Losses on Non-Agency Mortgage-Related Securities

We incurred substantial losses on our investments in non-agency mortgage-related securities in prior years. We are
working, in some cases in conjunction with other investors, to mitigate or recover our losses. In 2014, we and FHFA
reached settlements with a number of institutions which resulted in our recognition of $6.1 billion of income. Lawsuits
against other institutions are currently pending. See “NOTE 15: CONCENTRATION OF CREDIT AND OTHER
RISKS” for more information about our recent agreements with institutions that issued certain non-agency
mortgage-related securities.

Reducing Our Mortgage-Related Investments Portfolio Over Time

We are required to reduce the size of our mortgage-related investments portfolio over time pursuant to the Purchase
Agreement and FHFA regulation. We are particularly focused on reducing the balance of less liquid assets in this
portfolio. In 2014, the size of our mortgage-related investments portfolio declined by 11% or $52.6 billion, to $408.4
billion. Our less liquid assets accounted for $47.0 billion of this decline. Our less liquid assets are reduced through: (a)
liquidations (including scheduled repayments along with prepayments); (b) sales (including sales related to
settlements of non-agency mortgage-related securities litigation); and (c) securitizations.

In July 2014, pursuant to the 2014 Conservatorship Scorecard, we submitted a plan to FHFA to meet (even under
adverse market conditions) the portfolio reduction requirements of the Purchase Agreement. In October 2014, FHFA
requested that we revise the plan to provide that we would manage the UPB of the mortgage-related investments
portfolio so that it does not exceed 90% of the annual cap established by the Purchase Agreement. Under the revised
plan approved by FHFA, we may seek permission from FHFA to increase the plan's limit on the UPB of the
mortgage-related investments portfolio to 95% of the Purchase Agreement annual cap. FHFA has indicated that any
portfolio sales should be commercially reasonable transactions that consider impacts to the market, borrowers and
neighborhood stability.

For additional information, see “Limits on Investment Activity and Our Mortgage-Related Investments Portfolio.”
Building a Commercially Strong and Efficient Business Enterprise to Succeed in a To-Be-Determined “Future State”
We continue to take steps to build a stronger, profitable business model. Our goal is to strengthen the business model
so we can run our business efficiently and effectively in support of homeowners and taxpayers and, if required as part
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of a future state for the enterprise, be ready to return to private sector ownership.

Our Single-family Guarantee segment is focused on strengthening our business model by:

Better serving our customers: Our customers are our sellers, servicers, and investors/dealers. Based on feedback from
our customers, we are enhancing our processes and programs to improve their experience when doing business with
us. This includes providing seller/servicers with greater certainty that the loans they sell to us or service for us meet
our requirements, thereby reducing the number of repurchase requests we make to them and the amount of
compensatory fees they pay to us. We are providing greater certainty by enhancing the tools we make available to our
customers (including Loan Prospector, Loan Quality Advisor, and Home Value Explorer), and expanding and
leveraging the data standards of the Uniform Mortgage Data Program.

5 Freddie Mac

16



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

Table of Contents

Providing market leadership and innovation: We continue to develop innovative programs and services that benefit
our customers and leverage our existing capabilities and product offerings to better meet the needs of an evolving
mortgage market. We are doing this primarily by: (a) expanding access to credit for credit-worthy borrowers, such as
the recently announced initiative for loans with LTV ratios up to 97%; (b) continuing to execute our credit risk
transfer transactions and seeking to expand and refine our offerings of these transactions; and (c) continuing to work
with FHFA and Fannie Mae on enhancing the secondary mortgage market, including the development of a new
common securitization platform and a single (common) security. We completed ten credit risk transfer transactions in
2014 and three in 2013. Our 2014 transactions consisted of: (a) seven STACR debt note transactions that transferred
$4.9 billion in mezzanine credit risk to third parties associated with $147.5 billion in principal of loans in our New
single-family book; and (b) three ACIS transactions that transferred $0.7 billion in mezzanine credit risk to third
parties. The 2015 Conservatorship Scorecard sets a goal for us to complete credit risk transfer transactions for at least
$120 billion in UPB using at least two transaction types.

Managing the credit risk of the single-family credit guarantee portfolio: We are managing our credit risk by setting
our underwriting standards at a level commensurate with the long-term credit risk appetite of the company. We made
various changes to our credit policies in the last several years, including changes to improve our underwriting
standards, have purchased fewer loans with higher risk characteristics, and have assisted in improving our mortgage
tnsurers’ and lenders’ underwriting practices. The credit quality of the New single-family book reflects the impact of
these changes, as measured by original LTV ratios, credit scores, delinquency rates, credit losses, and the proportion
of loans underwritten with full documentation. However, in 2014 and 2013, as refinancing volumes have declined, the
composition of our loan purchase activity has been shifting to a higher proportion of home purchase loans, which
generally have higher original LTV ratios than loans sold to us during 2010 through 2012.

Reducing our credit losses: We continue to develop and implement plans intended to reduce our credit losses and
identify and address emerging mortgage credit risks. As part of our loss mitigation strategy, we sold certain seriously
delinquent loans during 2014. We also facilitated the transfer of servicing for certain groups of loans that were
delinquent or deemed to be at risk of default to servicers that we believe have the capabilities and resources necessary
¢o improve loss mitigation for those loans. We expect to execute similar loan sales and servicing transfers in 2015.
Our portfolio includes several types of mortgage products that contain terms which may result in scheduled increases
in monthly payments after specified initial periods (e.g., HAMP loans). A significant number of these will experience
payment changes in 2015. To help address this risk, we implemented a new principal reduction incentive for our
HAMP loans in January 2015.

Optimizing the economics of our single-family business: We seek to achieve strong economic returns on our
single-family credit guarantee portfolio while considering and balancing our: (a) housing mission and goals; (b) seller
diversification; and (c) security price performance (i.e., the trading value of our PCs relative to comparable Fannie
Mae securities in the market). However, economic returns on our guarantee activities are limited by, and subject to,
FHFA's oversight.

We are investing in the company, in particular our infrastructure and operations, by:

Improving our infrastructure: We continue to make strategic investments to maintain and improve our ability to
operate the company for the foreseeable future in conservatorship, and potentially afterwards. We are improving our
information technology to provide the necessary capabilities to meet our needs, the needs of the Conservator, and the
mortgage industry. We are investing to continuously address risk, especially in the information security area and the
recently deployed out-of-region disaster recovery capability. We are actively striving to operate our information
technology at world class levels by investing in capabilities that will support the future mortgage market while also
acting as good stewards of our technology assets by maintaining, standardizing and simplifying our existing
technology portfolio.

Strengthening our operations: We continue to strengthen and streamline our operations. We are conducting a
multi-year project focused on eliminating redundant control activities. We are also conducting detailed operational
control design reviews to identify ways to simplify our controls structure. We are improving our risk management
capabilities by further enhancing our three-lines-of-defense risk management framework. As part of this effort, we
have moved or are moving several key functions within the organization to better align business decision-making with
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the first line of defense. We believe these enhancements will improve our risk management effectiveness. Our
enhanced framework is designed to balance ownership of the risk by our business units with corporate oversight and
independent assessment. See “MD&A — RISK MANAGEMENT” for more information.

To Support and Improve the Secondary Mortgage Market
Under the direction of FHFA, we continue various efforts to build the infrastructure for a future housing finance

system, including the following:
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Common Securitization Platform: We continue to work with FHFA, Fannie Mae, and Common Securitization
Solutions, LLC (or CSS) on the development of a new common securitization platform. CSS is equally owned by us
and Fannie Mae, and was formed to build and operate the platform. We and FHFA expect this will be a multi-year
effort. In November 2014, we and Fannie Mae announced that a chief executive officer had been named for CSS.
Additionally, we and Fannie Mae each appointed two executives to the CSS Board of Managers and signed
governance and operating agreements for CSS.

Single-Security Initiative: FHFA is seeking ways to improve the liquidity of mortgage-backed securities issued by us

and Fannie Mae and reduce the disparities in trading value between our PCs and Fannie Mae's single-class

mortgage-backed securities. Part of this effort is the proposed single (common) security, which would be issued and
guaranteed by either Freddie Mac or Fannie Mae. The proposed single security would use the features of the current

Fannie Mae mortgage-backed security and the disclosure framework of the current Freddie Mac PC. One of the goals

for the proposed single security is for Freddie Mac PCs and Fannie Mae mortgage-backed securities to be fungible

with the single security to facilitate trading in a single TBA market for these securities. In August 2014, FHFA

requested public input on the single security project as further discussed in "Regulation and Supervision — Legislative
and Regulatory Developments — FHFA Request for Input on Proposed Single Security Structure." We continue to work
on a detailed implementation plan, and we expect that the implementation will be a multi-year effort.

Uniform Mortgage Data Program: We and Fannie Mae continue to collaborate with the industry to develop and

implement uniform data standards for single-family mortgages. This includes active support for the following

mortgage data standardization initiatives: (a) the Uniform Closing Disclosure Dataset; and (b) the Uniform Loan

Application Dataset. We have also made improvements to the Uniform Collateral Data Portal, which provides

standardized appraisal data for loans we purchase and provides our sellers with real-time feedback that is intended to

help them evaluate the quality of property appraisals.

Improve mortgage industry standards: We continue to: (a) develop approaches to reduce borrower costs for lender

placed insurance; (b) align mortgage insurer eligibility requirements; and (c) enhance our representation and warranty

framework that governs our contractual obligations with our seller/servicers. We announced changes in servicing
standards for situations in which servicers obtain property hazard insurance on properties securing single-family loans
we own or guarantee. As a result, beginning in June 2014, our seller/servicers may not receive compensation or other
payment from insurance carriers nor may they use their own or affiliated entities to insure or reinsure a property.

During 2014, we continued to develop counterparty risk management standards for mortgage insurers, including: (a)

revised eligibility requirements that include financial requirements under a risk-based framework; and (b) revised

master policies that provide greater certainty of coverage and facilitate timely claims processing. The revised
standards are designed to promote the ability of mortgage insurers to fulfill their intended role of providing private
capital to the mortgage market even under a stressful economic scenario. The revised master policies were

implemented in October 2014. FHFA published draft insurer eligibility requirements for public input during a

comment period that concluded in September 2014. We expect to publish new eligibility requirements in early 2015.
Improve the underwriting processes with our single-family sellers: We continued our initiative for enhanced
early-risk assessment by sellers through the use of Loan Prospector and Loan Quality Advisor, our automated
tools for use in evaluating the credit and product eligibility of loans and identifying non-compliance issues.

. We implemented requirements for our sellers and servicers in response to certain final rules from the CFPB.
We also used our loan sampling strategy, appeal requirements, alternative remedies for resolving repurchase
obligations, and our recently implemented standard timelines for reviews and appeals as part of our efforts to
enhance post-delivery quality control practices and our representation and warranty framework.

Our Business

Our Charter

Our charter forms the framework for our business activities. Our statutory mission as defined in our charter is to:

provide stability in the secondary market for residential mortgages;

respond appropriately to the private capital market;

provide ongoing assistance to the secondary market for residential mortgages (including activities relating to

mortgages for low- and moderate-income families, involving a reasonable economic return that may be less than the
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return earned on other activities); and
promote access to mortgage credit throughout the U.S. (including central cities, rural areas, and other underserved

areas).

Our charter does not permit us to originate mortgage loans or lend money directly to consumers in the primary
mortgage market. Our charter limits our purchase of single-family loans to the conforming loan market. Conforming
loans are loans originated with UPBs at or below limits determined annually based on changes in FHFA’s housing
price index. Since 2006, the base conforming loan limit for a one-family residence has been set at $417,000, and

higher limits have been established in
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certain “high-cost” areas (currently, up to $625,500 for a one-family residence). Higher limits also apply to two- to
four-family residences and to mortgages secured by properties in Alaska, Guam, Hawaii, and the U.S. Virgin Islands.
Our charter permits us to purchase first-lien single-family mortgages with LTV ratios at the time of our purchase of
less than or equal to 80%. Our charter also permits us to purchase first-lien single-family mortgages that do not meet
this criterion if we have one of the following credit protections:

mortgage insurance on the portion of the UPB of the mortgage that exceeds 80%;

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

retention by the seller of at least a 10% participation interest in the mortgage.

This charter requirement does not apply to multifamily mortgages or to mortgages that have the benefit of any
guarantee, insurance or other obligation by the U.S. or any of its agencies or instrumentalities (e.g., the FHA, the VA
or the USDA Rural Development). Additionally, as part of HARP, we purchase single-family mortgages that
refinance mortgages we currently own or guarantee without obtaining additional credit enhancement in excess of that
already in place for any such loan, even when the LTV ratio of the new loan is above 80%.

Overview of the Mortgage Securitization and Guarantee Process

Mortgage securitization is an integral part of our business activities. Mortgage securitization is a process where we
purchase mortgage loans that lenders originate, and then pool these loans into mortgage-related securities that can be
sold in global capital markets. Our primary single-family mortgage securitization and guarantee process involves the
issuance of single-class PCs and our primary multifamily mortgage securitization and guarantee process involves the
issuance of K Certificates. We also resecuritize mortgage-related securities that are issued by us, other GSEs, HFAs,
or private (non-agency) entities, and issue other single-class and multiclass mortgage-related securities to third-party
investors.

The following diagram illustrates how we support mortgage market liquidity when we create PCs through mortgage
securitizations. PCs can be sold to investors or held by us or our lender customers.

Mortgage Securitizations

For single-family loans, our securitization and guarantee process generally works as follows: (a) a lender originates a
mortgage loan to a borrower purchasing a home or refinancing an existing mortgage loan; (b) we purchase the loan
from the lender and place it with other mortgages into a security (this process is referred to as “pooling”); (c) we provide
a credit guarantee (for a fee) to those who invest in the security; (d) the borrower’s monthly payment of mortgage
principal and interest (net of a servicing fee and our management and guarantee fee) is passed through to the investors;
and (e) if the borrower stops making monthly payments, we make the applicable payments to the investors pursuant to
our guarantee.

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

We issue mortgage-related securities in the form of PCs, REMICs and Other Structured Securities, and Other
Guarantee Transactions. Each of these types of mortgage-related securities is discussed below.
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PCs

Our PCs are single-class pass-through securities that represent undivided beneficial interests in trusts that hold pools
of mortgages. For the fixed-rate PCs we currently issue, we guarantee the timely payment of principal and interest.

For our ARM PCs, we guarantee the timely payment of the weighted average coupon interest rate for the underlying
mortgage loans. We also guarantee the full and final payment of principal, but not the timely payment of principal, on
ARM PCs.

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

We issue most of our PCs in transactions in which our customers provide us with mortgage loans in exchange for PCs.
We refer to these transactions as guarantor swaps. The following diagram illustrates a guarantor swap transaction.
Guarantor Swap

We also issue PCs in transactions in which we purchase mortgage loans for cash and securitize them for retention in
our mortgage-related investments portfolio or to sell them to third parties. We may sell these PCs in a “cash auction,"
as illustrated in the following diagram.

Cash Purchase Process and Securitization of PCs

From time to time we undertake a variety of actions in an effort to support the liquidity and price performance of our
PCs relative to comparable Fannie Mae securities. These actions may include: (a) resecuritizing PCs into REMICs and
Other Structured Securities; (b) encouraging sellers to pool mortgages that they deliver to us into PC pools with a
larger and more diverse population of mortgages; (c) influencing the volume and characteristics of mortgages
delivered to us by tailoring our loan eligibility guidelines and by other means; and (d) engaging in portfolio purchase
and sale activities. See “Investments Segment — Market Presence and PC Support Activities” and “RISK FACTORS —
Competitive and Market Risks — A significant decline in the price performance of or demand for our PCs could have an
adverse effect on the volume and/or profitability of our new single-family guarantee business. The profitability of our
multifamily business could be adversely affected by a significant decrease in demand for K Certificates.” for additional
information about our efforts to support the liquidity and relative price performance of our PCs.
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REMICs and Other Structured Securities

Our REMICs and Other Structured Securities represent beneficial interests in pools of PCs and certain other types of
mortgage-related assets. We create these securities (which can be either single-class or multiclass) primarily by using
PCs or previously issued REMICs and Other Structured Securities as the underlying collateral.

Single-class securities involve the straight pass-through of all of the cash flows of the underlying collateral to holders
of the beneficial interests. Multiclass securities divide all of the cash flows of the underlying collateral into two or
more classes with varying maturities, payment priorities and coupons. Our primary multiclass securities qualify for tax
treatment as REMICs. We believe our issuance of these securities expands the range of investors in our
mortgage-related securities to include those seeking specific security attributes.

Similar to our PCs, we guarantee the payment of principal and interest to the holders of tranches of our REMICs and
Other Structured Securities. We do not charge a management and guarantee fee for these securities if the underlying
collateral is already guaranteed by us since no additional credit risk is introduced. The collateral underlying nearly all
of our single-family REMICs and Other Structured Securities consists of other mortgage-related securities that we
guarantee. All of the cash flows from the collateral underlying our single-family REMICs and Other Structured
Securities are generally passed through to investors in these securities. We do not issue tranches of securities in these
transactions that have concentrations of credit risk beyond those embedded in the underlying assets. The following
diagram provides a general example of how we create REMICs and Other Structured Securities.

REMICs and Other Structured Securities

We issue many of our REMICs and Other Structured Securities in transactions in which securities dealers or investors
sell us mortgage-related assets or we exchange our own mortgage-related assets (e.g., PCs and REMICs and Other
Structured Securities) for the REMICs and Other Structured Securities. For REMICs and Other Structured Securities
that we issue to third parties, we typically receive a transaction, or resecuritization, fee. This transaction fee is
compensation for facilitating the transaction, as well as future administrative responsibilities.

Other Guarantee Transactions

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

Other Guarantee Transactions are generally of two different types. In one type, we purchase only senior tranches from
a non-Freddie Mac senior-subordinated securitization, place the senior tranches into securitization trusts, and issue
Other Guarantee Transaction certificates guaranteeing the principal and interest payments on those certificates. In this
type of transaction, our credit risk is reduced by the structural credit protections from the related subordinated
tranches, which we do not issue or guarantee. In the second type, we purchase single-class pass-through securities,
place them in securitization trusts, and issue Other Guarantee Transaction certificates guaranteeing the principal and
interest payments on those certificates. Our Other Guarantee Transactions backed by single-class pass-through
securities do not benefit from structural or other credit enhancement protections. In exchange for providing our
guarantee on Other Guarantee Transactions, we receive a management and guarantee fee and/or other delivery fees.
Although Other Guarantee Transactions generally have underlying mortgage loans with varying risk characteristics,
we do not issue tranches that have concentrations of credit risk beyond those embedded in the underlying assets. All
of the cash flows from the underlying collateral are passed through to the investors in the securities, so there are no
economic residual interests in the related securitization trusts.

Our primary Other Guarantee Transactions are multifamily K Certificates. In substantially all of these transactions, we
guarantee only the most senior tranches of the securities. The expected credit risk associated with these loans is sold in
subordinated tranches to third-party investors. We do not issue or guarantee the subordinated tranches, which are
considered
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CMBS. However, we may purchase a portion of either the guaranteed certificates or the unguaranteed CMBS, based
on market conditions.

The following diagram provides an example of our K Certificate transactions.

K Certificate Transaction

In 2009 and 2010, we entered into transactions under Treasury’s NIBP with HFAs, which are classified as Other
Guarantee Transactions. See “NOTE 2: CONSERVATORSHIP AND RELATED MATTERS — Housing Finance
Agency Initiative” for further information.

Our Business Segments

We have three reportable segments, which are based on the type of business activities each performs: Single-family
Guarantee, Investments, and Multifamily. Certain activities that are not part of a reportable segment are included in
the All Other category. We evaluate segment performance and allocate resources based on a Segment Earnings
approach.

For more information on our segments, including financial information, see “MD&A
OF OPERATIONS — Segment Earnings” and “NOTE 13: SEGMENT REPORTING.”

We operate our business solely in the United States and its territories, and therefore we generate no revenue from and
have no long-lived assets in geographic locations outside the United States and its territories.

Single-Family Guarantee Segment

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

Single-Family Mortgage Market

The U.S. residential mortgage market consists of a primary mortgage market that links homebuyers and lenders (i.e.,
our sellers) and a secondary mortgage market that links lenders and investors. We participate only in the secondary
mortgage market. We do this primarily by purchasing mortgage loans and mortgage-related securities and by issuing
guaranteed mortgage-related securities. In the Single-family Guarantee segment, we purchase and securitize
“single-family mortgages,” which are mortgages that are secured by one- to four-family properties.

The size of the U.S. residential mortgage market is affected by many factors, including changes in interest rates, home
ownership rates, home prices, the supply of housing, lender preferences regarding credit risk, and borrower
preferences regarding mortgage debt. The amount of residential mortgage debt available for us to purchase and the
mix of available loan products are also affected by several factors, including the volume of mortgages meeting the
requirements of our charter, our own preference for credit risk reflected in our purchase standards, and the mortgage
purchase and securitization activity of other financial institutions.

Our Customers

Our customers in the Single-family Guarantee segment are predominantly: (a) lenders that originate mortgages for
homeowners and sell them to us; and (b) financial institutions that service these loans for us. These companies include
mortgage banking companies, commercial banks, community banks, credit unions, other non-depository financial
institutions, HFAs, and thrift institutions. Many of these companies are both sellers and servicers for us. In addition,
we view investors and dealers in our guaranteed mortgage-related securities and investors and counterparties in risk
transfer transactions as customers.

We acquire a significant portion of our mortgages from several lenders that are among the largest mortgage loan
originators in the U.S. Our top ten single-family sellers provided approximately 50% of our single-family purchase
volume

CONSOLIDATED RESULTS
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during 2014. Wells Fargo Bank, N.A. accounted for 13% of our single-family mortgage purchase volume and was the
only single-family seller that comprised 10% or more of our purchase volume during 2014.

A significant portion of our single-family mortgage loans is serviced by several large servicers. Our top two
single-family loan servicers, Wells Fargo Bank, N.A. and JPMorgan Chase Bank, N.A., serviced approximately 22%
and 12%, respectively, of our single-family mortgage loans as of December 31, 2014 and were the only servicers that
serviced more than 10% of our loans at that date. For additional information about servicer concentration risk and our
relationships with our seller/servicer customers, see “MD&A — RISK MANAGEMENT — Credit Risk Overview —
Institutional Credit Risk Profile — Single-Family Mortgage Seller/Servicers.”

Our Competition

The principal competitors of our Single-family Guarantee segment are Fannie Mae, Ginnie Mae (with FHA/VA), and
other financial institutions that retain or securitize mortgages, such as commercial and investment banks, dealers, and
thrift institutions. We compete on the basis of price, products, the structure of our securities, and service. Competition
to acquire single-family mortgages can also be significantly affected by changes in our credit standards. The
conservatorship, including direction provided to us by our Conservator, may affect our ability to compete. For more
information, see “RISK FACTORS — Conservatorship and Related Matters — Competition from banking and non-banking
companies may harm our business."

Guarantee Fees and Contractual Arrangements

We enter into mortgage loan purchase volume agreements with many of our single-family customers that outline the
terms under which we agree to purchase loans from them. For the majority of the mortgages we purchase, the
management and guarantee fees are not specified contractually. Instead, we bid for some or all of the lender's
mortgage loan volume on a monthly basis at a management and guarantee fee rate that we specify. Our mortgage loan
purchase volumes from individual customers can fluctuate significantly.

We seek to issue guarantees with fee terms that we believe are commensurate with the risks assumed and that will,
over the long-term: (a) provide management and guarantee fee income that exceeds our anticipated credit-related and
administrative expenses on the underlying loans; and (b) provide a return on the capital that would be needed to
support the related credit risk. However, we must obtain FHFA’s approval to implement across-the-board increases in
our guarantee fees. We do not have the ability to fully price for our credit risk at the loan level as our base fee does not
differentiate by LTV ratio and credit score. To compensate us for higher levels of risk in some mortgage products, we
charge upfront delivery fees above our base fees, which are calculated based on credit risk factors such as the
mortgage product type, loan purpose, LTV ratio and credit score. While we vary our guarantee and delivery fee
pricing for different customers, mortgage products, and mortgage or borrower underwriting characteristics based on
our assessment of credit risk, the seller may elect to buy, or originate, and then retain loans with better credit
characteristics. The sellers' decisions for loan retention, or sale to us, could result in our portfolio purchases having a
more adverse credit profile.

We implemented two across-the-board increases in guarantee fees in 2012. Effective April 1, 2012, at the direction of
FHFA, we and Fannie Mae increased the guarantee fee on single-family residential mortgages sold to us by 10 basis
points. Under the Temporary Payroll Tax Cut Continuation Act of 2011, the proceeds from this increase are being
remitted to Treasury on a quarterly basis to fund the payroll tax cut. We refer to this fee increase as the legislated 10
basis point increase in guarantee fees. In the fourth quarter of 2012, at the direction of FHFA, we and Fannie Mae
implemented a further increase in guarantee fees on single-family mortgages of an average of 10 basis points.
Securitization Activities

Our securitization activities primarily involve PCs, and REMICs and Other Structured Securities. We have not
completed an Other Guarantee Transaction in our Single-family Guarantee segment in several years. In order to
expand our alternatives for the transfer of mortgage credit risk to third party investors, we may resume issuing Other
Guarantee Transactions in our Single-family Guarantee segment in 2015. See "Our Business — Overview of the
Mortgage Securitization and Guarantee Process” for additional information about our securitization activities.
Single-Family PC Trust Documents

We establish trusts for all of our issued PCs pursuant to our PC master trust agreement. We use PC trusts to hold the
underlying mortgage loans separate and apart from our corporate assets. In accordance with the terms of our PC trust
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documents, we have the option, and in some instances the requirement, to remove specified mortgage loans from the
applicable trust. To remove these loans, we pay the trust an amount equal to the current UPB of the mortgage loan,
less any outstanding advances of principal that have been distributed to PC holders. Our payments to the trust are
distributed to the PC holders at the next scheduled payment date.

We have the option to remove a mortgage loan from a PC trust under certain circumstances to resolve an existing or
impending delinquency or default. Our practice generally has been to remove substantially all single-family mortgage
loans that are 120 days or more delinquent from our issued PCs. From time to time, we reevaluate our practice of
removing delinquent loans from PCs and alter it if circumstances warrant.

12 Freddie Mac
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The To Be Announced Market

Single-family fixed-rate PCs generally trade on a “generic” basis, also referred to as trading in the TBA market. A TBA
trade is a contract for the purchase or sale of PCs to be delivered at a future date; however, the specific PCs that will
be delivered are not known (i.e., “announced”) until shortly before the trade is settled. The use of the TBA market
increases the liquidity of mortgage investments and improves the distribution of investment capital available for
residential mortgage financing, thereby helping us to accomplish our statutory mission. The Securities Industry and
Financial Markets Association publishes guidelines pertaining to the types of mortgages that are eligible for TBA
trades. Certain of our PC securities are not eligible for TBA trades, such as those backed by relief refinance mortgages
with LTV ratios greater than 105%.

Other Guarantee Commitments

In certain circumstances, we provide a guarantee on mortgage-related assets held by third parties, in exchange for a
management and guarantee fee, without securitizing those assets. For example, we provide long-term standby
commitments to certain of our single-family customers, which obligate us to purchase seriously delinquent loans that
are covered by those commitments. From time to time, we have consented to the termination of our long-term standby
commitments and simultaneously entered into guarantor swap transactions with the same counterparty, issuing PCs
backed by many of the same mortgage loans.

Underwriting Requirements, Quality Control Standards, and the Representation and Warranty Framework

We use a process of delegated underwriting for the single-family mortgage loans we purchase or securitize. In this
process, our contracts with sellers describe mortgage eligibility and underwriting standards, and the sellers represent
and warrant to us that the mortgage loans sold to us meet these standards. In our contracts with individual sellers, we
may waive or modify selected underwriting standards. Through our delegated underwriting process, mortgage loans
and the borrowers’ ability to repay the loans are evaluated using a number of critical risk characteristics, including, but
not limited to: (a) the credit profile of the borrower (e.g., credit score, credit history, and monthly income relative to
debt payments); (b) the documentation level; (c) the number of borrowers; (d) the features of the mortgage itself; (e)
the purpose of the mortgage; (f) occupancy type; (g) the property type and market value; and (h) LTV ratio. Our
single-family loans are generally underwritten with a requirement for a maximum original LTV ratio of 95%. We
prescribe maximum LTV ratio limits of 80% for cash-out refinance loans and 90% for jumbo conforming mortgages,
but no maximum for fixed-rate HARP mortgages. In December 2014, we announced guidelines for mortgages with
LTV ratios up to 97% to serve a targeted segment of creditworthy borrowers. We expect to begin our purchase and
guarantee of mortgages under this initiative in March 2015.

The majority of our single-family mortgage purchase volume is evaluated using our proprietary automated
underwriting software (Loan Prospector), the sellers’ own software, or Fannie Mae’s proprietary software. We use
underwriting software and available data to help us identify loans with potential underwriting defects. The percentage
of our single-family mortgage purchase volume (acquired under purchase volume agreements and excluding HARP
and other relief refinance loans) evaluated by the loan originator using Loan Prospector prior to being purchased by us
was 47% and 45% during 2014 and 2013, respectively. We monitor the performance of loans delivered to us that were
underwritten using underwriting software other than Loan Prospector to determine whether their performance is in
line with our risk tolerance.

We review a sample of the loans we purchase to validate compliance with our underwriting standards. In addition, we
review many delinquent loans and loans that have resulted in credit losses, such as through foreclosure or short sale.
Beginning with loans delivered in 2013, in conjunction with our revised representation and warranty framework
discussed below, we began to make changes to reduce the time it takes to complete our quality control review after the
loan is delivered to us. We have implemented tools, such as our proprietary Quality Control Information Manager, to
provide greater transparency into our customer quality control reviews. We have also implemented a process of
targeted quality control sampling of loans with certain characteristics. We expect that further enhancements to these
systems and processes will continue in 2015.

If we discover that representations and warranties were breached (i.e., that contractual standards were not followed),
we can exercise certain contractual remedies to mitigate our actual or potential credit losses. These contractual
remedies may include the ability to require the seller/servicer to repurchase the loan at its current UPB, reimburse us
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for losses realized with respect to the loan after consideration of any other recoveries, and/or indemnify us.

At the direction of FHFA, we and Fannie Mae revised our representation and warranty framework for conventional
loans purchased by the GSEs on or after January 1, 2013. Under this revised framework, sellers are relieved of certain
repurchase obligations for loans that meet specific payment requirements. This includes, subject to certain exclusions,
loans with 36 months (12 months for relief refinance mortgages) of consecutive, on-time payments after we purchase
them. At the direction of FHFA, we announced certain additional changes to our representation and warranty
framework during 2014. These changes include providing repurchase relief on loans that: (a) have established an
acceptable payment history (i.e., no more than two 30-day delinquencies and no 60-day delinquencies in a 36 month
period); or (b) satisfactorily completed a review in our quality control process. We also made changes that provided
additional clarity around life-of-loan exclusions from repurchase relief. These changes are generally designed to
provide sellers with a higher degree of certainty and clarity regarding their repurchase
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exposure and liability on future sales of loans to us. It is possible that FHFA will require us to make further changes to
the framework.

We do not have our own mortgage loan servicing operation. Instead, our customers perform the primary servicing
function on our behalf. Our servicers are required to service loans in accordance with our standards. Under these
standards, we pay various incentives to servicers for completing workouts of problem loans. We also assess
compensatory fees if servicers do not achieve certain benchmarks with respect to servicing delinquent loans. Similar
to seller violations, we can require servicers to repurchase loans or provide alternative remedies in the case of
servicing violations. For certain servicing violations, we typically first issue a notice of defect and allow the servicer a
period of time to correct the problem. If the servicing violation is not corrected, we may issue a repurchase request.
For breaches of servicing violations related to loans that have proceeded through foreclosure and REO sale or other
workouts (e.g., short sales), we will accept reimbursement for realized credit losses in lieu of repurchase.

For more information, see “MD&A — RISK MANAGEMENT — Credit Risk Overview — Single-Family Mortgage Credit
Risk Framework and Profile,” “ — Institutional Credit Risk Profile — Single-Family Mortgage Seller/Servicers” and “RISK
FACTORS —Competitive and Market Risks — We face significant risks related to our delegated underwriting process for
single-family mortgages, including risks related to data accuracy and fraud. Recent changes to the process could
increase our risks.”

Credit Enhancements

Our charter requires that single-family mortgages with LTV ratios above 80% at the time of purchase be covered by
specified credit enhancements or participation interests. Primary mortgage insurance is the most prevalent type of
credit enhancement protecting our single-family credit guarantee portfolio, and is typically provided on a loan-level
basis. Generally, an insured loan must be in default and the borrower’s interest in the underlying property must have
been extinguished, such as through a short sale or foreclosure, before a claim can be filed under a primary mortgage
insurance policy. The mortgage insurer has a prescribed period of time within which to process a claim and make a
determination as to its validity and amount.

For some mortgage loans, we transfer a portion of the credit risk to various third parties in STACR and ACIS
transactions, or other credit enhancements, including:

{ender recourse, where we may require a lender to repurchase a loan upon default;

tndemnification agreements, where we may require a lender to reimburse us for realized credit losses; and

collateral pledged by lenders, and subordinated security structures.

Lender recourse and indemnification agreements are typically entered into contemporaneously with the purchase of a
mortgage loan as an alternative to requiring primary mortgage insurance or in exchange for a lower guarantee fee.
STACR and ACIS transactions are new types of credit risk transfer transactions we introduced in 2013. We have used
these risk transfer transactions to transfer a portion of credit losses that could occur under adverse home price
scenarios (through a mezzanine credit loss position) on certain groups of loans in our New single-family book from us
to third-party investors. In the STACR debt note transactions, we issue unsecured debt securities that reduce our
exposure to credit risk, as illustrated below:
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Risk Transfer - STACR® (Debt Issuance)

In a STACR debt note transaction, we create a reference pool consisting of recently acquired single-family mortgage
loans. We then create a hypothetical securitization structure with notional credit risk positions, or tranches (e.g., first
loss, mezzanine, and senior positions). The notional amounts of all positions are reduced based on scheduled principal
payments that occur in the reference pool. Unscheduled principal payments that occur in the reference pool are
allocated to the senior position only, unless certain specified events have occurred, in which case unscheduled
principal payments are also allocated to the mezzanine and/or first loss positions.

We issue STACR debt notes (which relate to the mezzanine loss position) to investors. We are obligated to make
payments of principal and interest on the STACR debt notes. The principal balance of the STACR debt notes is
reduced (based on a fixed severity schedule) when certain specified credit events (such as a loan becoming 180 days
delinquent) occur on the loans in the reference pool. Principal reductions for the specified credit events will initially
occur on the first loss position (which is retained by us) until it is fully reduced before the STACR debt notes begin
participating in reductions to their principal balances relating to those events. The interest rate on STACR debt is
generally higher than on our other unsecured debt securities due to the potential for reductions to its principal balance.
In 2014 and 2013, we only issued STACR debt notes related to mezzanine loss positions with credit event reductions
based on fixed severity schedules. In 2015, we began issuing STACR debt notes that will transfer some of the credit
risk related to the first loss positions in addition to the mezzanine loss position, and expect to complete transactions
that provide reductions for credit events based on actual losses rather than fixed amounts.

In an ACIS transaction, we purchase one or more insurance policies (typically underwritten by a panel of insurers and
reinsurers) that obligate the counterparties to reimburse us for specified credit events (on a fixed severity schedule)
that occur on our non-issued mezzanine loss position of a STACR debt transaction. Under each insurance policy, we
pay monthly premiums that are determined based on the outstanding balance of the STACR debt reference pool. We
receive compensation from the insurance policy up to an aggregate limit when specified credit events (such as a loan
becoming 180 days delinquent) occur. In 2015, we expect to enter into such contracts for reimbursement of our actual
credit losses rather than fixed or scheduled amounts.

Our use of certain types of credit enhancements to reduce our exposure to mortgage credit risk generally increases our
exposure to institutional credit risk. See “MD&A — RISK MANAGEMENT — Credit Risk Overview — Institutional Credit
Risk Profile” for information about our counterparties that provide credit enhancement on loans in our single-family
credit guarantee portfolio, including our mortgage loan insurers.

Single-Family Loan Workouts and the MHA Program

Loan workout activities are a key component of our loss mitigation strategy for managing and resolving troubled
assets and lowering credit losses. Our loan workouts include:

Forbearance agreements, where reduced or no payments are required during a defined period, generally less than one
year. These agreements provide additional time for the borrower to return to compliance with the original terms of the
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mortgage or to implement another loan workout. During 2014, the average time period granted for completed
short-term forbearance agreements was between two and three months.

Repayment plans, which are contractual plans to make up past due amounts. These plans assist borrowers in
. returning to compliance with the original terms of their mortgages. During 2014, the average time period

granted for completed repayment plans was approximately four months.
Loan modifications, which may involve changing the terms of the loan, or adding outstanding indebtedness, such as
delinquent interest, to the UPB of the loan, or a combination of both. We have used principal forbearance but have not
used principal forgiveness for our loan modifications. Principal forbearance is a change to a loan’s terms to designate a
portion of the principal as non-interest-bearing and non-amortizing.
Foreclosure alternatives, which are short sale and deed in lieu of foreclosure transactions.
We participate in the MHA Program, which is designed to help in the housing recovery, promote liquidity and
housing affordability, expand foreclosure prevention efforts, and set market standards. Through our participation in
this program, we help borrowers maintain home ownership. Some of the key initiatives of this program include
HAMP and HARP, which are discussed below. We also maintain our non-HAMP standard loan modification and
streamlined modification initiatives discussed below. See “MD&A — RISK MANAGEMENT — Credit Risk Overview —
Single-Family Mortgage Credit Risk Framework and Profile — Managing Problem Loans" for additional information
about our loan workout activities, as well as HARP and our relief refinance initiative.
HAMP and Non-HAMP Modifications
Our primary loan modification programs are HAMP and our non-HAMP standard loan modification. Under these
programs, we offer loan modifications to struggling homeowners that reduce the monthly principal and interest
payments on their mortgages. Under HAMP, the goal is to reduce the borrower’s monthly mortgage payments to 31%
of gross monthly income. Both programs require that the borrower complete a trial period of at least three months
prior to receiving the modification. During the trial period, the borrower makes monthly payments based on the
estimated amount of the modification payments. If a borrower fails to complete the trial period, the loan is considered
for our other workout activities. HAMP is available for loans originated on or before January 1, 2009. The program is
currently scheduled to end with trial period plan effective dates on or before March 1, 2016 and modification effective
dates on or before September 1, 2016.
In July 2013, we implemented a streamlined modification initiative, which provides an additional modification
opportunity to certain borrowers. This modification requires a three-month trial period and offers eligible borrowers
the same mortgage terms as the non-HAMP standard modification, including an extension of the loan’s term to 480
months and a fixed interest rate.
Under HAMP, borrowers receive monthly incentive payments (in the form of credits) to reduce the principal balance
of their loans by up to $1,000 per year, for five years, as long as they are making timely payments under the modified
loan terms. Servicers are paid incentive fees for each completed HAMP modification and non-HAMP modification.
Unlike HAMP modifications, our non-HAMP standard and streamlined modifications do not provide for borrower
incentive payments. We bear the costs of these borrower incentive payments and servicer incentive fees, and are not
reimbursed by Treasury.
In January 2015, at the instruction of FHFA, we implemented a new $5,000 principal reduction incentive payable to
eligible borrowers who remain in good standing on their HAMP modified loans through the sixth anniversary of their
modification. In addition, we will require our servicers to offer such borrowers the opportunity to modify their loan by
reamortizing the unpaid principal balance over the remaining term of the loan, which could lower the borrowers’
monthly principal and interest payments and would further reduce the risk of borrower default. Treasury will pay the
$5,000 incentive for certain of our eligible HAMP modified loans, and we will pay the $5,000 incentive on our other
eligible HAMP modified loans. We expect to begin paying these incentives in late 2015. Our payment of these
incentives is not expected to have a significant effect on our earnings.
A borrower may only receive one HAMP modification. A loan may generally be modified twice (although only once
during a 12 month period) under our standard loan modification program or once under our streamlined modification
program.
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We are the compliance agent for Treasury for certain foreclosure avoidance activities under HAMP. Among other
duties, as the program compliance agent, we conduct examinations and review servicer compliance with the published
requirements for the program.

Relief Refinance Mortgage Initiative and the Home Affordable Refinance Program

Our relief refinance initiative (which includes HARP, the portion of our relief refinance initiative for loans with LTV
ratios above 80%) is a significant part of our effort to keep families in their homes. This initiative is designed to
provide eligible homeowners with loans already guaranteed by us an opportunity to refinance their mortgages on more
favorable terms, without obtaining new mortgage insurance in excess of what was already in place. Our relief
refinance initiative allows us to assist homeowners by employing one or more of the following: (a) a reduction in
payment; (b) a reduction in interest rate;

16 Freddie Mac

32



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

Table of Contents

(c) movement to a more stable mortgage product type (i.e., from an adjustable-rate mortgage to a fixed-rate
mortgage); or (d) a reduction in amortization term.
The relief refinance initiative (including HARP) was implemented in 2009 and originally permitted eligible borrowers
with Freddie Mac mortgages having LTV ratios up to 125% to refinance their mortgages. We subsequently
implemented a number of changes to the initiative including: (a) removing the 125% LTV ratio ceiling for fixed-rate
mortgages; and (b) relieving the lenders of certain representations and warranties on the original mortgage being
refinanced. Our relief refinance initiative (including HARP) is scheduled to end in December 2015.
Relief refinance mortgages (including HARP loans) generally present higher risk to us than other refinance loans we
have purchased since 2009 since: (a) underwriting procedures on these loans are more limited than other refinance
loans; (b) many of the loans have high LTV ratios; and (c) the new loan will generally have limited representations
and warranties compared to the original loan. However, relief refinance mortgages (including HARP loans) generally
have performed better than loans with similar characteristics remaining in our single-family credit guarantee portfolio
that were originated prior to 2009.
Investments Segment
The Investments segment reflects results from three primary activities: (a) managing the company’s mortgage-related
investments portfolio, excluding Multifamily segment investments and single-family seriously delinquent loans; (b)
managing the treasury function for the entire company, including funding and liquidity; and (c) managing interest-rate
risk for the entire company.
Our Investments segment is focused on:
Maintaining a presence in the agency mortgage-related securities market: Our activities in this market may include
outright purchases and sales, dollar roll transactions, and structuring activities (e.g., resecuritizing existing agency
securities into REMICs and selling some or all of the REMIC tranches).
Maintaining a portfolio of liquid mortgage assets consistent with our liquidity management guidelines: We evaluate
the liquidity of our investments based on two categories: (a) single-class and multiclass agency securities (excluding
certain structured agency securities collateralized by non-agency mortgage-related securities); and (b) assets that are
{ess liquid than the agency securities noted above (e.g., mortgage loans and non-agency mortgage-related securities).
We are focusing our efforts on reducing the balance of less liquid assets in the mortgage-related investments portfolio.
Our less liquid assets collectively represented $239.3 billion and $286.3 billion, or approximately 59% and 62% of the
UPB of the portfolio, at December 31, 2014 and 2013, respectively.
Managing the single-family performing loans obtained through our cash purchase program: In conjunction
with the single-family business, we purchase loans from lenders for cash and securitize the majority of them
into Freddie Mac agency securities. These agency securities may be sold to dealers or investors, or retained in
our Investments segment mortgage investments portfolio.
Managing single-family delinquent loans along with the single-family business: This includes removing seriously
delinquent loans from PC pools and selling loans, and could include other disposition strategies in the future.
Managing single-family reperforming loans and performing modified loans: This includes securitizing loans,
structuring the resulting securities and selling some or all of the tranches, and could include selling loans or other
disposition strategies in the future.
Reducing the balance of our non-agency mortgage-related securities through liquidations and sales, subject
to a variety of constraints, including market conditions.
Managing the treasury function for the entire company, including funding and liquidity, through the issuance of
short-term and long-term unsecured debt: We maintain a liquidity and contingency operating portfolio of cash and
non-mortgage investments for short-term liquidity management.
Managing the interest-rate risk for the entire company through the use of derivatives and unsecured debt.
Our Customers
Our unsecured debt securities and structured mortgage-related securities are initially purchased by dealers and
redistributed to their customers. The customers for our unsecured debt securities generally include insurance
companies, money managers, central banks, depository institutions, and pension funds. Our customers under our
mortgage loan cash purchase program are a variety of lenders, as discussed in “Single-Family Guarantee Segment — Our
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Customers.”

Our Competition

Our competitors are firms that invest in mortgage loans and mortgage-related assets, and issue corporate debt. As a
result, we have a variety of principal competitors, including Fannie Mae, REITS, supranationals (international
institutions that provide development financing for member countries), commercial and investment banks, dealers,
thrift institutions, insurance companies, and the FHLBs.
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Market Presence and PC Support Activities

From time to time, we may undertake various activities in an effort to support: (a) our presence in the agency
securities market; or (b) the liquidity and price performance of our PCs relative to comparable Fannie Mae securities.
These activities may include the purchase and sale of agency securities, purchases of loans, dollar roll transactions,
and the issuance of REMICs and Other Structured Securities. Depending upon market conditions, there may be
substantial variability in any period in the total amount of securities we purchase or sell. In some cases, purchasing or
selling agency securities could adversely affect the price performance of our PCs relative to comparable Fannie Mae
securities. While we may employ a variety of strategies in an effort to support the liquidity and price performance of
our PCs and may consider additional strategies, we may cease such activities if deemed appropriate. For more
information about our efforts to support the liquidity and relative price performance for PCs, see “Our Business —
Overview of the Mortgage Securitization and Guarantee Process.”

We incur costs in connection with our efforts to support our presence in the agency securities market or the liquidity
and price performance of our PCs, including by engaging in transactions that yield less than our target rate of return.
For more information, see “RISK FACTORS — Competitive and Market Risks — A significant decline in the price
performance of or demand for our PCs could have an adverse effect on the volume and/or profitability of our new
single-family guarantee business. The profitability of our multifamily business could be adversely affected by a
significant decrease in demand for K Certificates.”

Multifamily Segment

Our Multifamily segment provides liquidity to the multifamily market and supports a consistent supply of affordable
rental housing by purchasing and securitizing mortgage loans secured by properties with five or more units. The
Multifamily segment reflects results from our investment (both purchases and sales), securitization, and guarantee
activities in multifamily mortgage loans and securities. Our primary business model is to purchase multifamily
mortgage loans for aggregation and then securitization through issuance of multifamily K Certificates, which
generally allows us to transfer the expected credit risk of the loans to third-party investors.

Our Multifamily segment is focused on:

Continuing to provide stability to the multifamily mortgage market, particularly the market for affordable housing,
while meeting FHFA's Scorecard requirements relating to our new business volumes.

Maintaining a strong credit and capital management discipline.

The multifamily property market is affected by local and regional economic factors, such as employment rates,
construction cycles, preferences for homeownership versus renting, and relative affordability of single-family home
prices, all of which influence the supply and demand for multifamily properties and pricing for apartment rentals. Our
multifamily loan volume is largely sourced through established institutional channels where we are generally
providing post-construction financing to larger apartment project operators with established performance records.
Multifamily mortgages generally are without recourse to the borrower (i.e., the borrower is not liable for any
deficiency remaining after foreclosure and sale of the property), except in the event of fraud or certain other specified
types of default. Therefore, repayment of the mortgage depends on the ability of the underlying property to generate
cash flows sufficient to cover the related debt obligations. That, in turn, depends on conditions in the local rental
market, local and regional economic conditions, the physical condition of the property, the quality of property
management, and the level of operating expenses.

Our Customers

We acquire our multifamily mortgage loans from a network of approved sellers. A significant portion of our
multifamily mortgage loans are serviced by several of our large customers. Our top two multifamily sellers, CBRE
Capital Markets, Inc. and Berkadia Commercial Mortgage LLC, accounted for 20% and 15%, respectively, of our
multifamily new business volume for 2014. Our top ten multifamily sellers represented an aggregate of approximately
84% of our multifamily new business volume for 2014.

Our Competition

In the Multifamily segment, we compete on the basis of: (a) price; (b) products, including our use of certain
securitization structures; and (c) service. Our principal competitors are Fannie Mae, FHA, commercial and investment
banks, CMBS conduits, dealers, thrift institutions, and life insurance companies.
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Underwriting Requirements and Quality Control Standards

Our process and standards for underwriting multifamily mortgages differ from those used for single-family mortgages
as we use a prior approval underwriting approach. With this approach, we maintain our credit discipline by
completing our own underwriting and credit review for each newly-originated multifamily loan prior to purchasing or
guaranteeing it. This process includes review of third-party appraisals and cash flow analysis. Our underwriting
standards focus on loan quality measurement based, in part, on the LTV ratio and DSCR. The DSCR estimates a
multifamily borrower’s ability to service its mortgage obligation (both principal and interest) using the secured
property’s cash flow, after deducting non-mortgage expenses from income. The higher the DSCR, the more likely a
multifamily borrower will be able to continue servicing its mortgage
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obligation. Our standards for multifamily loans specify a maximum original LTV ratio and a minimum DSCR that
vary based on the loan characteristics, such as loan type (new acquisition or supplemental financing), loan term
(intermediate or longer-term), and loan features (interest-only or amortizing, fixed- or variable-rate). Our multifamily
loans are generally underwritten with requirements for a maximum original LTV ratio of 80% and a DSCR of greater
than 1.25 (which for interest-only and partial interest-only loans is based on an assumed monthly payment that reflects
amortization of principal). In certain circumstances, our standards for multifamily loans allow for certain types of
loans to have an original LTV ratio over 80% and/or a DSCR of less than 1.25, typically where this will serve our
mission and contribute to achieving our affordable housing goals. In addition to DSCR and LTV ratio, we consider
other qualitative factors, such as borrower experience and the strength of the local market, in the credit decision we
make on each loan.

Multifamily sellers make representations and warranties to us about the mortgage and about certain information
submitted to us in the underwriting process. We have the right to require that a seller repurchase a multifamily
mortgage for which there has been a breach of representation or warranty. However, because of our evaluation of
underwriting information for most multifamily properties prior to purchase, repurchases have been rare.

We generally require multifamily sellers to service mortgage loans they have sold to us to mitigate potential losses.
This includes property monitoring tasks beyond those typically performed by single-family servicers. We are the
master servicer for loans in our multifamily mortgage portfolio. In our securitizations (e.g., K Certificates), we
typically transfer the master servicing responsibilities for securitized loans to the trustees on behalf of the bondholders
in accordance with the securitization and trust documents. For unsecuritized loans over $1 million in our portfolio,
servicers must generally submit an annual assessment of the mortgaged property to us based on the servicer’s analysis
of the property as well as the borrower’s quarterly financial statements. In situations where a borrower or property is in
distress, the frequency of communications with the borrower may be increased. Because the activities of multifamily
seller/servicers are an important part of our loss mitigation process, we rate their performance regularly and may
conduct on-site reviews of their servicing operations in an effort to confirm compliance with our standards.

Loss Mitigation Activities

As discussed above, we primarily use subordination, such as in K Certificate transactions, to mitigate credit losses on
the loans we purchase or guarantee. For unsecuritized loans (for which we are the master servicer), we may offer a
workout option to a borrower in distress. For example, we may modify the terms of a multifamily mortgage loan (e.g.,
providing a short-term loan extension of up to 12 months), which gives the borrower an opportunity to bring the loan
current and retain ownership of the property. These arrangements are made with the expectation that we will recover
our initial investment or minimize our losses. We do not enter into these arrangements in situations where we believe
we would experience a loss in the future that is greater than or equal to the loss we would experience if we foreclosed
on the property at the time of the agreement. For many of our unsecuritized loans, we use other types of credit
enhancements that also help mitigate potential losses in the event of default.

Securitization Activities

We primarily securitize multifamily mortgage loans through Other Guarantee Transactions (i.e., K Certificates). To a
lesser extent, we provide guarantees of the payment of principal and interest on tax-exempt multifamily pass-through
certificates backed by multifamily housing revenue bonds. These housing revenue bonds are collateralized by
mortgage loans on low- and moderate-income multifamily housing developments. We refer to these transactions as
Other Structured Securities. In 2014, in order to expand our securitization activities for a broader number of investors,
we entered into other types of securitization transactions, including issuing PCs backed by multifamily mortgage
loans. See “Our Business — Overview of the Mortgage Securitization and Guarantee Process” for additional information
about our securitization activities.

From time to time, we may undertake various activities in an effort to support the liquidity of our K Certificates.
These activities are similar to those described above in “Investments Segment — Market Presence and PC Support
Activities.”

Other Guarantee Commitments

In certain circumstances, we provide our guarantee on mortgage-related assets held by third parties, in exchange for a
management and guarantee fee, without securitizing those assets. For example, we guarantee the payment of principal
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and interest on certain tax-exempt multifamily housing revenue bonds secured by low- and moderate-income
multifamily mortgage loans. In addition, we have issued guarantees under the TCLFP on securities backed by HFA
bonds as part of the HFA Initiative (certain of which are still outstanding). See “NOTE 2: CONSERVATORSHIP
AND RELATED MATTERS — Housing Finance Agency Initiative” for further information.

Conservatorship and Related Matters

Since September 2008, we have been operating in conservatorship, with FHFA acting as our Conservator. The
conservatorship and related matters continue to have wide-ranging effects on us, including our management, business
activities, financial condition and results of operations.

In connection with our entry into conservatorship, we entered into the Purchase Agreement with Treasury. Under the
Purchase Agreement, we issued to Treasury both senior preferred stock and a warrant to purchase common stock. We
refer to
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the Purchase Agreement and the warrant as the “Treasury Agreements.” The Treasury Agreements and the senior
preferred stock will continue to exist even if the conservatorship ends. The conservatorship, the Treasury Agreements
and the senior preferred stock materially limit the rights of our common and preferred stockholders (other than
Treasury as holder of the senior preferred stock) and have otherwise materially and adversely affected our common
and preferred stockholders. For more information, see “RISK FACTORS — Conservatorship and Related Matters.”
In May 2014, FHFA issued its 2014 Strategic Plan, which updated FHFA's vision for implementing its obligations as
Conservator of Freddie Mac and Fannie Mae and established three reformulated strategic goals. FHFA has also issued
its Conservatorship Scorecards for 2014 and 2015. The Conservatorship Scorecards establish objectives and
performance targets and measures for Freddie Mac and Fannie Mae related to the strategic goals set forth in the
Strategic Plan. For more information, see “Regulation and Supervision — Legislative and Regulatory Developments —
FHFA's Strategic Plan for Freddie Mac and Fannie Mae Conservatorships.”

We receive substantial support from Treasury and FHFA, and are dependent upon their continued support in order to
continue operating our business. This support includes our ability to access funds from Treasury under the Purchase
Agreement, which is critical to: (a) keeping us solvent; (b) allowing us to focus on our primary business objectives
under conservatorship; and (c) avoiding the appointment of a receiver by FHFA under statutory mandatory
receivership provisions. In recent years, the Federal Reserve has purchased significant amounts of mortgage-related
securities issued by us, Fannie Mae, and Ginnie Mae.

Supervision of Our Company During Conservatorship

FHFA has broad powers when acting as our Conservator, as discussed below under “Powers of the Conservator.” In
addition, under conservatorship, we are subject to heightened supervision and direction from FHFA, in its capacity as
our regulator.

The Conservator has delegated certain authority to the Board of Directors to oversee, and to management to conduct,
business operations so that the company can continue to operate in the ordinary course. The directors serve on behalf
of, and exercise authority as directed by, the Conservator. The Conservator retains the authority to withdraw or revise
its delegations of authority at any time. The Conservator also retains certain significant authorities for itself, and has
not delegated them to the Board. For more information on limitations on the Board’s authority during conservatorship,
see “DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE — Authority of the Board and
Board Committees.”

Impact of Conservatorship and Related Actions on Our Business

We conduct our business subject to the direction of FHFA as our Conservator. The conservatorship has benefited us
through, for example, enabling us to maintain access to the debt markets because of the support we receive from
Treasury. However, the Purchase Agreement and the terms of the senior preferred stock we issued to Treasury
constrain our business activities.

The Conservator continues to determine, and direct the efforts of the Board of Directors and management to address,
the strategic direction for the company. While the Conservator has delegated certain authority to management to
conduct business operations, many management decisions are subject to review and approval by FHFA and Treasury.
In addition, management frequently receives directions from FHFA on various matters involving day-to-day
operations.

Our current business objectives reflect direction we received from the Conservator (including the Conservatorship
Scorecards). At the direction of the Conservator, we have made changes to certain business practices that are designed
to provide support for the mortgage market in a manner that serves our public mission and other non-financial
objectives but may not contribute to our profitability. Certain of these objectives are intended to help homeowners and
the mortgage market and may help to mitigate future credit losses. Some of these initiatives impact our near- and
long-term financial results. Given our public mission and the important role the Administration and our Conservator
have placed on Freddie Mac in addressing housing and mortgage market conditions, we may be required to take
actions that could have a negative impact on our business, operating results or financial condition, and thus contribute
to a need for additional draws under the Purchase Agreement.

For more information on the impact of conservatorship and our current business objectives, see "Executive Summary
—Our Primary Business Objectives," "RISK FACTORS — Conservatorship and Related Matters — We are under the control
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of FHFA, and our business activities are subject to significant restrictions. We may be required to take actions that
materially adversely affect our business and financial results," and "NOTE 2: CONSERVATORSHIP AND
RELATED MATTERS."

Limits on Investment Activity and Our Mortgage-Related Investments Portfolio

Our mortgage-related investments portfolio consists of agency securities, single-family non-agency mortgage-related
securities, CMBS, housing revenue bonds, other multifamily securities, and single-family and multifamily
unsecuritized mortgage loans. Our ability to acquire and sell mortgage assets is significantly constrained by
limitations under the Purchase Agreement and those imposed by FHFA.

Under the Purchase Agreement and FHFA regulation, the UPB of our mortgage-related investments portfolio is
subject to a cap that decreases by 15% each year until the cap reaches $250 billion. As a result, the UPB of our
mortgage-related investments portfolio could not exceed $470 billion as of December 31, 2014 and may not exceed
$399 billion as of December
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31, 2015. Our 2014 Retained Portfolio Plan provides for us to manage the UPB of the mortgage-related investments
portfolio so that it does not exceed 90% of the annual cap established by the Purchase Agreement, subject to certain
exceptions. For more information on the plan, see “Executive Summary — Our Primary Business Objectives — Reducing
Taxpayer Exposure to Losses — Reducing Our Mortgage-Related Investments Portfolio Over Time.” The reduction in
the mortgage-related investments portfolio will result in a decline in income from this portfolio over time.
The table below presents the UPB of our mortgage-related investments portfolio, for purposes of the limit imposed by
the Purchase Agreement and FHFA regulation. See "Table 21 — Composition of Segment Mortgage Portfolios and
Credit Risk Portfolios" for more information on the composition of the table below.
Table 2 — Mortgage-Related Investments Portfolio

December 31, 2014 December 31, 2013

More Liquid Less Liquid Total More Liquid Less Liquid Total

(in millions)
Investments segment — Mortgage
investments portfolio:
Single-family unsecuritized

$— $82.778  $82.778  $— $84.411  $84.411
mortgage loans
Freddie Mac mortgage-related 5 ¢, 7,363 158.215 156,438 8,809 165,247
securities
Non-agency mortgage-related 44230 44230  — 64524 64,524
securities
Non-Freddie Mac agency 16,341 — 16,341 16,889 — 16,889

mortgage-related securities
Total Investments segment —
Mortgage investments portfolio
Single-family Guarantee segment —
Single-family unsecuritized

167,193 134,371 301,564 173,327 157,744 331,071

. . 28.738 28738 _ 37.726 37.726
seriously delinquent mortgage

loans

Multifamily segment — Mortgage , ), 76.201 78.112 1411 90.816 92,227

investments portfolio
Total mortgage-related
investments portfolio
Percentage of total
mortgage-related investments 41 % 59 % 100 % 38 % 62 % 100 %
portfolio

Mortgage-related investments
portfolio cap

$169,104 $239,310 $408,414 $174,738 $286,286 $461,024

$469,625 $552,500

We evaluate the liquidity of the assets in our mortgage-related investments portfolio based on two categories:

(a) single-class and multiclass agency securities (excluding certain structured agency securities collateralized by
non-agency mortgage-related securities); and (b) assets that are less liquid than the agency securities noted above.
Assets that we consider to be less liquid than agency securities include unsecuritized single-family and multifamily
mortgage loans, certain structured agency securities collateralized with non-agency mortgage-related securities, and
our investments in non-agency mortgage-related securities.

The UPB of our mortgage-related investments portfolio was $408.4 billion at December 31, 2014, a decline of $52.6
billion (or 11%) compared to $461.0 billion at December 31, 2013. Our less liquid assets accounted for $47.0 billion
of this decline, primarily due to liquidations and our efforts to reduce these assets. We sold $16.5 billion of less liquid
assets in 2014 (including sales related to settlements of non-agency mortgage-related securities litigation). In addition,
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we securitized $7.0 billion of single-family reperforming and modified loans in 2014. These amounts do not include
sales of mortgage loans we purchased for cash and subsequently securitized. The sales of less liquid assets noted
above included a pilot transaction in which we sold approximately $0.6 billion in UPB of seriously delinquent
unsecuritized single-family loans. In January 2015, we received FHFA approval to execute additional such sales. We
plan to continue reducing the balance of our less liquid assets, although we also continue to add certain of these assets
to our mortgage-related investments portfolio as part of our business strategies (e.g., removal of seriously delinquent
loans from PC pools and acquisitions of mortgage loans purchased for cash).

Powers of the Conservator

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

Under the GSE Act, the Conservator may take any actions it determines are necessary to put us in a safe and solvent
condition and appropriate to carry on our business and preserve and conserve our assets and property. The
Conservator’s powers include the ability to transfer or sell any of our assets or liabilities (subject to certain limitations
and post-transfer notice provisions) without any approval, assignment of rights or consent of any party. The GSE Act,
however, provides that mortgage loans and mortgage-related assets that have been transferred to a Freddie Mac
securitization trust must be held by the Conservator for the beneficial owners of the trust and cannot be used to satisfy
our general creditors. For more information on the GSE Act, see "Regulation and Supervision."

Treasury Agreements and Senior Preferred Stock

Treasury entered into several agreements with us in connection with our entry into conservatorship, as described
below.
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Purchase Agreement

On September 7, 2008, we, through FHFA, in its capacity as Conservator, entered into the Purchase Agreement with
Treasury. The Purchase Agreement was subsequently amended and restated on September 26, 2008, and further
amended on May 6, 2009, December 24, 2009, and August 17, 2012. Pursuant to the Purchase Agreement, we issued
to Treasury: (a) one million shares of Variable Liquidation Preference Senior Preferred Stock (with an initial
liquidation preference of $1 billion), which we refer to as the senior preferred stock; and (b) a warrant to purchase, for
a nominal price, shares of our common stock equal to 79.9% of the total number of shares of our common stock
outstanding. The senior preferred stock and warrant were issued to Treasury as an initial commitment fee in
consideration of Treasury's commitment to provide funding to us under the Purchase Agreement. The terms of the
senior preferred stock and warrant are summarized in separate sections below. We did not receive any cash proceeds
from Treasury as a result of issuing the senior preferred stock or the warrant. However, deficits in our net worth have
made it necessary for us to make substantial draws on Treasury’s funding commitment under the Purchase Agreement.
As aresult, the aggregate liquidation preference of the senior preferred stock has increased to $72.3 billion at
December 31, 2014. Under the Purchase Agreement, our ability to repay the liquidation preference of the senior
preferred stock is limited and we will not be able to do so for the foreseeable future, if at all. As of December 31,
2014, the amount of available funding remaining under the Purchase Agreement was $140.5 billion. This amount will
be reduced by any future draws.

The Purchase Agreement provides for us to pay a quarterly commitment fee to Treasury. However, pursuant to the
August 2012 amendment to the Purchase Agreement, as long as the net worth sweep dividend provisions described
below under "Senior Preferred Stock" remain in form and content substantially the same, no periodic commitment fee
under the Purchase Agreement will be set, accrue or be payable. Treasury had previously waived the fee for all prior
quarters.

The Purchase Agreement provides that, on a quarterly basis, we generally may draw funds up to the amount, if any, by
which our total liabilities exceed our total assets, as reflected on our GAAP balance sheet for the applicable fiscal
quarter (referred to as the deficiency amount), provided that the aggregate amount funded under the Purchase
Agreement may not exceed Treasury’s commitment. The Purchase Agreement provides that the deficiency amount will
be calculated differently if we become subject to receivership or other liquidation process. The deficiency amount may
be increased above the otherwise applicable amount upon our mutual written agreement with Treasury. In addition, if
the Director of FHFA determines that the Director will be mandated by law to appoint a receiver for us unless our
capital is increased by receiving funds under the commitment in an amount up to the deficiency amount (subject to the
maximum amount that may be funded under the agreement), then FHFA, in its capacity as our Conservator, may
request that Treasury provide funds to us in such amount. The Purchase Agreement also provides that, if we have a
deficiency amount as of the date of completion of the liquidation of our assets, we may request funds from Treasury in
an amount up to the deficiency amount (subject to the maximum amount that may be funded under the agreement).
Any amounts that we draw under the Purchase Agreement will be added to the liquidation preference of the senior
preferred stock. No additional shares of senior preferred stock are required to be issued under the Purchase
Agreement.

The Purchase Agreement has an indefinite term and can terminate only in limited circumstances, which do not include
the end of the conservatorship. Treasury's consent is required for a termination of the conservatorship other than in
connection with receivership. For more information on the Purchase Agreement, see “NOTE 2: CONSERVATORSHIP
AND RELATED MATTERS — Purchase Agreement and Warrant — Termination Provisions,” “— Waivers and Amendment
and “— Third-party Enforcement Rights.”

Senior Preferred Stock

Shares of the senior preferred stock have a liquidation preference that is subject to adjustment. Dividends that are not
paid in cash for any dividend period will accrue and be added to the liquidation preference. In addition, any amounts
we draw under the Purchase Agreement are added to the liquidation preference.

Treasury, as the holder of the senior preferred stock, is entitled to receive cumulative quarterly cash dividends, when,
as and if declared by our Board of Directors. Under the August 2012 amendment to the Purchase Agreement, our
dividend obligation each quarter is the amount, if any, by which our Net Worth Amount at the end of the immediately
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preceding fiscal quarter, less the applicable Capital Reserve Amount, exceeds zero. For more information regarding
our net worth sweep dividend, see “NOTE 2: CONSERVATORSHIP AND RELATED MATTERS.”

The senior preferred stock is senior to our common stock and all other outstanding series of our preferred stock, as
well as any capital stock we issue in the future, as to both dividends and rights upon liquidation. We are not permitted
to redeem the senior preferred stock prior to the termination of Treasury’s funding commitment under the Purchase
Agreement. For more information on the senior preferred stock, including the limited circumstances under which we
may make payments to reduce the liquidation preference, see “NOTE 11: STOCKHOLDERS’ EQUITY — Issuance of
Senior Preferred Stock.”

Common Stock Warrant

The warrant gives Treasury the right to purchase shares of our common stock equal to 79.9% of the total number of
shares of our common stock outstanding on a fully diluted basis on the date of exercise. The warrant may be exercised
in whole or in part at any time on or before September 7, 2028.
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Covenants Under the Treasury Agreements

The Purchase Agreement and warrant contain covenants that significantly restrict our business activities. For example,
the Purchase Agreement provides that, until the senior preferred stock is repaid or redeemed in full, we may not,
without the prior written consent of Treasury:

pay dividends on or repurchase our equity securities (other than the senior preferred stock or warrant);

tssue any additional equity securities (except in limited instances);

sell, transfer, lease or otherwise dispose of any assets, other than dispositions for fair market value in limited
circumstances including: (a) if the transaction is in the ordinary course of business, consistent with past practice, or
(b) in one transaction or a series of related transactions if the assets have a fair market value individually or in the
aggregate of less than $250 million; and

tssue any subordinated debt.

The Purchase Agreement also requires us to reduce the amount of mortgage assets we own, as described in "Limits on
Investment Activity and our Mortgage-Related Investments Portfolio." Under the Purchase Agreement, we also may
not incur indebtedness that would result in the par value of our aggregate indebtedness exceeding 120% of the amount
of mortgage assets we are permitted to own on December 31 of the immediately preceding calendar year.

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

For more information on the covenants in the Purchase Agreement and the warrant, see “NOTE 2:
CONSERVATORSHIP AND RELATED MATTERS — Purchase Agreement and Warrant — Purchase Agreement
Covenants” and “— Warrant Covenants.”

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. We are also subject to certain regulation by other government agencies.

Federal Housing Finance Agency

FHFA is an independent agency of the federal government responsible for oversight of the operations of Freddie Mac,
Fannie Mae and the FHLBs.

Under the GSE Act, FHFA has safety and soundness authority that is comparable to, and in some respects, broader
than that of the federal banking agencies. FHFA is responsible for implementing the various provisions of the GSE
Act that were added by the Reform Act.

Receivership

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

Certain aspects of conservatorship and receivership operations of Freddie Mac, Fannie Mae and the FHLBs are
addressed in an FHFA rule. Among other provisions, the rule indicates that FHFA generally will not permit payment
of securities litigation claims during conservatorship and that claims by current or former shareholders arising as a
result of their status as shareholders would receive the lowest priority of claim in receivership. In addition, the rule
indicates that administrative expenses of the conservatorship will also be deemed to be administrative expenses of a
subsequent receivership and that capital distributions may not be made during conservatorship, except as specified in
the rule.

Capital Standards
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FHFA suspended capital classification of us during conservatorship in light of the Purchase Agreement. The existing
statutory and FHFA-directed regulatory capital requirements are not binding during the conservatorship. These capital
standards are described in "NOTE 18: REGULATORY CAPITAL." Under the GSE Act, FHFA has the authority to
increase our minimum capital levels or to establish additional capital and reserve requirements for particular purposes.
Pursuant to an FHFA rule, FHFA-regulated entities are required to conduct annual stress tests to determine whether
such companies have sufficient capital to absorb losses as a result of adverse economic conditions. Under the rule,
Freddie Mac is required to: (a) conduct annual stress tests using scenarios specified by FHFA that reflect a minimum
of three sets of economic
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and financial conditions (baseline, adverse, and severely adverse); and (b) publicly disclose the results of the stress
test under the “severely adverse” scenario. In April 2014, we disclosed the results of the first annual stress test.

For additional information, see “MD&A — LIQUIDITY AND CAPITAL RESOURCES — Capital Resources, the
Purchase Agreement, and the Dividend Obligation on the Senior Preferred Stock.”

New Products

The GSE Act requires the enterprises to obtain the approval of FHFA before initially offering any product (including
new mortgage products), subject to certain exceptions. The GSE Act also requires us to provide FHFA with written
notice of any new activity that we consider not to be a product. While FHFA has published an interim final rule on
prior approval of new products, it has stated that permitting us to engage in new products is inconsistent with the goals
of conservatorship and instructed us not to submit such requests under the interim final rule. This could have an
adverse effect on our business and profitability in future periods.

Affordable Housing Goals

We are subject to annual affordable housing goals. We view the purchase of mortgage loans that are eligible to count
toward our affordable housing goals to be a principal part of our mission and business, and we are committed to
facilitating the financing of affordable housing for low- and moderate-income families. In light of these goals, we may
make adjustments to our mortgage loan sourcing and purchase strategies, which could potentially increase our credit
losses. These strategies could include entering into purchase and securitization transactions with lower expected
economic returns than our typical transactions. In February 2010, FHFA stated that it does not intend for us to
undertake uneconomic or high risk activities in support of the housing goals nor does it intend for the state of
conservatorship to be a justification for withdrawing our support from these market segments.

If the Director of FHFA finds that we failed to meet a housing goal and that achievement of the housing goal was
feasible, the Director may require the submission of a housing plan with respect to the housing goal. The housing plan
must describe the actions we would take to achieve the unmet goal in the future. FHFA has the authority to take
actions against us, including issuing a cease and desist order or assessing civil money penalties, if we: (a) fail to
submit a required housing plan or fail to make a good faith effort to comply with a plan approved by FHFA; or (b) fail
to submit certain mortgage purchase data, information or reports as required by law. See “RISK FACTORS — Legal and
Regulatory Risks — We may make certain changes to our business in an attempt to meet our housing goals and
subgoals.”

FHFA has established four goals and one subgoal for single-family owner-occupied housing, one multifamily
affordable housing goal, and one multifamily affordable housing subgoal. Three of the single-family housing goals
and the subgoal target purchase money mortgages for: (a) low-income families; (b) very low-income families; and/or
(c) families that reside in low-income areas. The single-family housing goals also include one that targets refinancing
mortgages for low-income families. The multifamily affordable housing goal targets multifamily rental housing
affordable to low-income families. The multifamily affordable housing subgoal targets multifamily rental housing
affordable to very low-income families.

The single-family goals are expressed as a percentage of the total number of eligible mortgages underlying our total
single-family mortgage purchases. The multifamily goals are expressed in terms of minimum numbers of units
financed.

The single-family goals are measured by comparing our performance with: (a) the actual share of the market that
meets the criteria for each goal; and (b) a benchmark level established by FHFA. If our performance on a
single-family goal falls short of the benchmark, we still could achieve the goal if our performance meets or exceeds
the actual share of the market that meets the criteria for the goal for that year.

Affordable Housing Goals for 2014

FHFA’s affordable housing goals for Freddie Mac for 2014 are set forth below.

Table 3 — Affordable Housing Goals for 2014

Goals for 2014
Single -family purchase money goals (benchmark levels):
Low-income 23 %
Very low-income 7 %
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Low-income areas(! 18 %
Low-income areas subgoal 11 %
Single -family refinance low-income goal (benchmark level) 20 %
Multifamily low-income goal (in units) 200,000
Multifamily low-income subgoal (in units) 40,000

FHFA annually sets the benchmark level for the low-income areas goal based on the benchmark level for the
low-income areas subgoal, plus an adjustment factor reflecting the additional incremental share of mortgages for

( )low— and moderate-income families in designated disaster areas in the three most recent years for which such data
are available. For 2014, FHFA set the benchmark level at 18%.
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We expect to report our performance with respect to the 2014 affordable housing goals in March 2015. At this time,
based on preliminary information, we believe we met three of our single-family goals and both multifamily goals for
2014, but believe we failed to meet the FHFA benchmark level for the other single-family goals. In such cases, FHFA
regulations allow us to achieve a goal if our qualifying share matches that of the market, as measured by the Home
Mortgage Disclosure Act. Because the Home Mortgage Disclosure Act data for 2014 will not be released until
September 2015, FHFA will not be able to make a final determination on our performance until that time. If we fail to
meet both the FHFA benchmark level and the market level, we may enter into discussions with FHFA concerning
whether these goals were infeasible under the terms of the GSE Act, due to market and economic conditions and our
financial condition.
Affordable Housing Goals for 2015 to 2017
In August 2014, FHFA issued a proposed rule that would establish housing goals for Freddie Mac and Fannie Mae for
2015 through 2017. FHFA requested comment on all aspects of the proposed rule. Under FHFA’s proposal: (a) the
benchmark levels for our single-family goals could increase; (b) the number of units for both of our multifamily goals
would increase; and (c) FHFA would establish a new subgoal related to small multifamily properties affordable to
low-income families. We cannot predict the content of any final rule concerning affordable housing goals, or the
impact any such final rule would have on our business or operations.
Affordable Housing Goals and Results for 2013 and 2012
FHFA has determined that we achieved two of our five single-family affordable housing goals and both multifamily
goals in 2013, and did not achieve the other three single-family goals. We achieved all of our housing goals for 2012.
Our performance on the goals, as determined by FHFA, is set forth below.
Table 4 — Affordable Housing Goals and Results for 2013 and 2012

Market Market

Goals for Level f Results for Goals for Level f Results for
evel for 2012 evel for 2012

2013 2013 2013 2012
Single-family purchase money

goals (benchmark levels):

Low-income 23 % 24.0 % 21.8 % 23 % 26.6 % 24.4 %
Very low-income 7 % 6.3 % 5.5 % 7 % 1.7 % 7.1 %
Low-income areas(! 21 % 22.1 % 20.0 % 20 % 20.5 % 20.6 %
Low-income areas subgoal 11 % 14.2 % 12.3 % 11 % 13.6 % 114 %

Single-family refinance

low-income goal (benchmark 20 % 24.3 % 24.1 % 20 % 22.3 % 22.4 %

level)

Multifamily low-income goal 5 5, N/A 254,628 225,000 N/A 298,529

(in units)

Multifamily low-income 50,000 N/A 56,752 59,000 N/A 60,084
subgoal (in units)
FHFA annually sets the benchmark level for the low-income areas goal based on the benchmark level for the
low-income areas subgoal, plus an adjustment factor reflecting the additional incremental share of mortgages for
( )low— and moderate-income families in designated disaster areas in the three most recent years for which such data
are available. For 2013 and 2012, FHFA set the benchmark level at 21% and 20%, respectively.
FHFA did not require us to submit a housing plan for the goals we did not achieve in 2013.
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 the UPB
of total new business purchases, and allocate or transfer such amount to: (a) HUD to fund a Housing Trust Fund
established and managed by HUD; and (b) a Capital Magnet Fund established and managed by Treasury. FHFA has
the authority to suspend our allocation upon finding that the payment would contribute to our financial instability,
cause us to be classified as undercapitalized or prevent us from successfully completing a capital restoration plan. In
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November 2008, FHFA suspended the requirement to set aside or allocate funds for the Housing Trust Fund and the
Capital Magnet Fund. In December 2014, FHFA terminated the suspension and directed us to begin making
contributions to the funds, in accordance with the following terms and conditions:
The amount we will set aside each fiscal year, commencing with fiscal year 2015, will be based on our total
new business purchases during such fiscal year; and
Within 60 days after the end of each fiscal year commencing with fiscal year 2015, we will allocate or otherwise
transfer the amount set aside. However, if we have made a draw under the Purchase Agreement during that fiscal year
or if such allocation or transfer will cause us to have to make a draw, then we will not make an allocation or transfer
and the amount set aside for that fiscal year will be reversed.
We are prohibited from passing through the costs of the allocations (e.g., through increased charges or fees) to the
originators of the mortgages that we purchase.
Prudential Management and Operations Standards
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FHFA has established prudential standards relating to the management and operations of Freddie Mac, Fannie Mae,
and the FHLBs. The standards address a number of business, controls, and risk management areas. The standards
specify the possible consequences for any entity that fails to meet any of the standards or otherwise fails to comply
(including submission of a corrective plan, limits on asset growth, increases in capital, limits on dividends and stock
redemptions or repurchases, a minimum level of retained earnings or any other action that the FHFA Director
determines will contribute to bringing the entity into compliance with the standards). A failure to meet any standard
also may constitute an unsafe or unsound practice, which may form the basis for FHFA to initiate an administrative
enforcement action. On a periodic basis, we conduct self-assessments of our compliance with these standards. Issues
identified in previous self-assessments have either been remediated or are in process of remediation.

Portfolio Activities

The GSE Act provides FHFA with power to regulate the size and content of our mortgage-related investments
portfolio. The GSE Act requires FHFA to establish, by regulation, criteria governing portfolio holdings to ensure the
holdings are backed by sufficient capital and consistent with the enterprises’ mission and safe and sound operations.
FHFA has adopted the portfolio holdings criteria established in the Purchase Agreement, as it may be amended from
time to time, for so long as we remain subject to the Purchase Agreement.

See “Conservatorship and Related Matters — Limits on Investment Activity and Our Mortgage-Related Investments
Portfolio” for additional information on restrictions on our portfolio activities.

Anti-Predatory Lending

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

Subordinated Debt

FHFA directed us to continue to make interest and principal payments on our subordinated debt, even if we fail to
maintain required capital levels. As a result, the terms of any of our subordinated debt that provide for us to defer
payments of interest under certain circumstances, including our failure to maintain specified capital levels, are no
longer applicable. See “NOTE 18: REGULATORY CAPITAL — Subordinated Debt Commitment” for more information
regarding subordinated debt.

Risk Retention

In October 2014, six agencies, including FHFA, issued a rule that generally requires a securitizer of asset-backed
securities to retain no less than five percent of the credit risk of the assets underlying such securities. A provision in
the rule indicates that our fully guaranteed securitizations generally will satisfy the risk retention requirements for so
long as we are in conservatorship or receivership and receiving federal financial support. However, this provision will
not apply to our securitization structures that are not fully guaranteed, and we will have to meet the rule’s requirements
with respect to such structures using other compliance options. The requirements of the final risk retention rule will
apply to: (a) new residential mortgage securitizations issued beginning in December 2015; and (b) new multifamily
securitizations issued beginning in December 2016.

Proposed Financial Eligibility Requirements for Seller/Servicers

In January 2015, FHFA proposed new minimum financial eligibility requirements for seller/servicers of Freddie Mac
and Fannie Mae. FHFA stated that the proposed minimum financial requirements will ensure the safe and sound
operation of us and Fannie Mae and further FHFA’s goal of fostering liquid, efficient, competitive and resilient
national housing finance markets. FHFA will engage with servicing industry participants, regulators and other
stakeholders to obtain their feedback on, and improve their understanding of, the proposed requirements. FHFA stated
that it anticipates finalizing the requirements in the second quarter of 2015, and anticipates that the requirements will
be effective six months after they are finalized.

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

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

Consumer Financial Protection Bureau

The CFPB regulates consumer financial products and services. The CFPB adopted a number of final rules in early
2013 relating to mortgage origination, finance, and servicing practices. The rules generally went into effect in January
2014. The rules include an ability-to-repay rule, which requires mortgage originators to make a reasonable and good
faith determination that a borrower has a reasonable ability to repay the loan according to its terms. This rule provides
certain protection from liability for originators making loans that satisfy the definition of a qualified mortgage. The
ability-to-repay rule applies to most loans acquired by Freddie Mac, and for such loans covered by the rule, FHFA has
directed us and Fannie Mae to limit our single-family acquisitions to loans that generally would constitute qualified
mortgages under applicable CFPB regulations. The directive generally restricts us and Fannie Mae from acquiring
loans that are: (a) not fully amortizing; (b) have a term greater than 30 years; or (c) have points and fees in excess of
3% of the total loan amount.

Securities and Exchange Commission

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

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

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

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

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

Legislative and Regulatory Developments

We discuss certain significant legislative and regulatory developments below. For more information regarding these
and other legislative and regulatory developments that could affect our business, see “RISK FACTORS —
Conservatorship and Related Matters” and “— Legal and Regulatory Risks.”

Legislation Related to Freddie Mac and its Future Status

Our future structure and role will be determined by the Administration and Congress, and there are likely to be
significant changes beyond the near-term.

Congress held hearings and considered legislation on the future state of Freddie Mac, Fannie Mae and the housing
finance system during 2014. A number of bills were introduced in Congress in 2014 relating to the future status of
Freddie Mac, Fannie Mae, and the secondary mortgage market. None of the bills was considered by the full Senate or
the full House of Representatives, although one of them (the “Housing Finance Reform and Taxpayer Protection Act of
2014,” also known as the Johnson-Crapo bill) was approved by the Senate Banking Committee in May 2014. Several
of the bills considered by Congress (including the Johnson-Crapo bill) would have placed us into receivership and
materially affected our business prior to our eventual liquidation.

Since these bills were not enacted prior to the adjournment of the 113t Congress, they would need to be reintroduced
in the 114t Congress that began in January 2015 in order to be considered further. We do not know whether that will
occur. However, it is likely that similar or new bills related to Freddie Mac, Fannie Mae and the future of the
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mortgage finance system will be introduced and considered in the 114t Congress. We cannot predict whether any of
such bills will be enacted.

On January 27, 2015, the “Pay Back the Taxpayers Act of 2015 was introduced in the House Financial Services
Committee. This bill would prohibit contributions by us and Fannie Mae to the Housing Trust Fund and the Capital
Market Fund while we are in conservatorship or receivership. For more information, see “Federal Housing Finance
Agency — Affordable Housing Allocations.”

For more information, see “RISK FACTORS — Conservatorship and Related Matters — The future status and role of
Freddie Mac are uncertain.”
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FHFA’s Strategic Plan for Freddie Mac and Fannie Mae Conservatorships

In May 2014, FHFA issued its 2014 Strategic Plan and the 2014 Conservatorship Scorecard. The 2014 Strategic Plan
updated FHFA's vision for implementing its obligations as Conservator of Freddie Mac and Fannie Mae (the
“Enterprises”). The 2014 Conservatorship Scorecard established objectives and performance targets and measures for
2014 for the Enterprises related to the strategic goals set forth in the 2014 Strategic Plan. On January 14, 2015, FHFA
issued the 2015 Conservatorship Scorecard, which establishes objectives and performance targets and measures for
2015 for the Enterprises related to the strategic goals set forth in the 2014 Strategic Plan.

The 2014 Strategic Plan established three reformulated strategic goals for the conservatorships of Freddie Mac and
Fannie Mae:

Maintain, in a safe and sound manner, foreclosure prevention activities and credit availability for new and refinanced
mortgages to foster liquid, efficient, competitive and resilient national housing finance markets.

Reduce taxpayer risk through increasing the role of private capital in the mortgage market.

Build a new single-family securitization infrastructure for use by the Enterprises and adaptable for use by other
participants in the secondary market in the future.

As part of the first goal, the 2014 Strategic Plan describes various steps related to increasing access to mortgage credit
for credit-worthy borrowers. The 2014 Strategic Plan provides for the Enterprises to continue to play an ongoing role
in supporting multifamily housing needs, particularly for low-income households. The plan states that FHFA will
continue to impose a production cap on Freddie Mac’s and Fannie Mae’s multifamily businesses.

The second goal focuses on ways to transfer risk to private market participants and away from the Enterprises in a
responsible way that does not reduce liquidity or adversely impact the availability of mortgage credit. The second goal
provides for us to increase the use of single-family credit risk transfer transactions, continue using credit risk transfer
transactions in the multifamily business and continue shrinking our mortgage-related investments portfolio consistent
with the requirements in the Purchase Agreement, with a focus on selling less liquid assets.

The third goal includes the continued development of the Common Securitization Platform. FHFA refined the scope
of this project to focus on making the new shared system operational for Freddie Mac’s and Fannie Mae’s existing
single-family securitization activities. The third goal also provides for the Enterprises to work towards the
development of a single (common) security.

We continue to align our resources and internal business plans to meet the goals and objectives provided to us by
FHFA.

For information about the 2014 Conservatorship Scorecard, and our performance with respect to it, see “EXECUTIVE
COMPENSATION — Compensation Discussion and Analysis.” For information about the 2015 Conservatorship
Scorecard, see our current report on Form 8-K filed on January 15, 2015.

FHFA Request for Input on Proposed Single Security Structure

In August 2014, FHFA published a request for input on the proposed structure for a single security that would be
issued and guaranteed by Freddie Mac or Fannie Mae. FHFA requested comment on all aspects of the proposed
structure. Under FHFA’s proposal, the single security would leverage the enterprises’ existing security structures, and
would encompass many of the pooling features of the current Fannie Mae mortgage backed security and most of the
disclosure framework of the current Freddie Mac PC. FHFA stated that its goal for the proposed single security
structure is for legacy Freddie Mac PCs and legacy Fannie Mae mortgage backed securities to be fungible with the
single security for purposes of fulfilling TBA contracts. FHFA also stated that the development of the single security
will be a multi-year effort, and that FHFA, Freddie Mac and Fannie Mae will continue to seek input and work with
stakeholders throughout the process to achieve the goal of improving overall secondary mortgage market liquidity
while mitigating any risk of market disruption.

FHFA Request for Input on Guarantee Fees

In June 2014, FHFA published a request for input on the guarantee fees that we and Fannie Mae charge lenders.
FHFA’s request for input included questions related to guarantee fee policy and implementation regarding the optimum
level of guarantee fees required to protect taxpayers and implications for mortgage credit availability. We cannot
predict what changes, if any, FHFA will require us to make to our guarantee fees as a result of this request.

FHFA Advisory Bulletin
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In April 2012, FHFA issued Advisory Bulletin AB 2012-02, “Framework for Adversely Classifying Loans, Other Real
Estate Owned, and Other Assets and Listing Assets for Special Mention” (the “Advisory Bulletin”), which is applicable
to Fannie Mae, Freddie Mac and the FHLBs. The Advisory Bulletin establishes guidelines for adverse classification
and identification of specified single-family and multifamily assets and off-balance sheet credit exposures. The
Advisory Bulletin indicates that this regulatory guidance considers and is generally consistent with the Uniform Retail
Credit Classification and Account Management Policy issued by the federal banking regulators in June 2000.
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Among other requirements, the Advisory Bulletin requires that we classify the portion of an outstanding single-family
loan balance in excess of the fair value of the underlying property, less costs to sell and adjusted for any credit
enhancements, as a “loss” no later than when the loan becomes 180 days delinquent, except in certain specified
circumstances (where our servicers are actively working with the borrowers on alternatives to allow them to stay in
their homes and our data supports that the loans are not yet uncollectible). The Advisory Bulletin also requires us to
charge off the portion of the loan classified as a “loss.” Prior to our adoption of the charge-off provisions of the
Advisory Bulletin, we deemed a loan uncollectible at the time of foreclosure or other liquidation event (such as a
deed-in-lieu of foreclosure or a short sale).

In May 2013, FHFA issued an additional Advisory Bulletin clarifying the implementation timeline for AB 2012-02,
requiring that: (a) the asset classification provisions of AB 2012-02 should be implemented by January 1, 2014; and
(b) the charge-off provisions of AB 2012-02 should be implemented no later than January 1, 2015. Effective January
1, 2014, we implemented the asset classification provisions of AB 2012-02, and we provide FHFA with this
information on a quarterly basis. Effective January 1, 2015, we implemented the charge-off provisions.

Our adoption of the Advisory Bulletin did not have a material effect on our financial position or results of operations.
As a result of our implementation of the Advisory Bulletin as of January 2015, our allowance for loan losses on the
affected loans was eliminated and the corresponding recorded investment was reduced by the amount charged off.
Employees

At February 5, 2015, we had 4,957 full-time and 50 part-time employees. Our principal offices are located in McLean,
Virginia.

Available Information

SEC Reports

We file reports and other information with the SEC. In view of the Conservator’s succession to all of the voting power
of our stockholders, we have not prepared or provided proxy statements for the solicitation of proxies from
stockholders since we entered into conservatorship, and do not expect to do so while we remain in conservatorship.
We make available free of charge through our website at www.freddiemac.com our annual reports on Form 10-K,
quarterly reports on Form 10-Q, current reports on Form 8-K, and all other SEC reports and amendments to those
reports as soon as reasonably practicable after we electronically file the material with, or furnish it to, the SEC. In
addition, materials that we file with the SEC are available for review and copying at the SEC’s Public Reference Room
at 100 F Street, N.E., Washington, D.C. 20549. The public may obtain information on the operation of the Public
Reference Room by calling the SEC at 1-800-SEC-0330. The SEC also maintains an internet site (www.sec.gov) that
contains reports, proxy and information statements, and other information regarding companies that file electronically
with the SEC.

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

Information about Certain Securities Issuances by Freddie Mac

Pursuant to SEC regulations, public companies are required to disclose certain information when they incur a material
direct financial obligation or become directly or contingently liable for a material obligation under an off-balance
sheet arrangement. The disclosure must be made in a current report on Form 8-K under Item 2.03 or, if the obligation
is incurred in connection with certain types of securities offerings, in prospectuses for that offering that are filed with
the SEC.

Freddie Mac’s securities offerings are exempted from SEC registration requirements. As a result, we do not file
registration statements or prospectuses with the SEC with respect to our securities offerings. To comply with the
disclosure requirements of Form 8-K relating to the incurrence of material financial obligations, we report these types
of obligations either in offering circulars (or supplements thereto) that we post on our website or in a current report on
Form 8-K, in accordance with a “no-action” letter we received from the SEC staff. In cases where the information is
disclosed in an offering circular posted on our website, the document will be posted within the same time period that a
prospectus for a non-exempt securities offering would be required to be filed with the SEC.
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The website address for disclosure about our debt securities is www.freddiemac.com/debt. From this address,
investors can access the offering circular and related supplements for debt securities offerings under Freddie Mac’s
global debt facility, including pricing supplements for individual issuances of debt securities. Similar information
about our STACR debt securities is available at www.freddiemac.com/creditriskofferings.

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

We regularly communicate information concerning our business activities to investors, the news media, securities
analysts, and others as part of our normal operations. Some of these communications, including this Form 10-K,
contain “forward-looking statements.” Examples of forward-looking statements include, but are not limited to,
statements pertaining to
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the conservatorship, our current expectations and objectives for our single-family, multifamily, and investment
businesses, our loan workout initiatives and other 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 are not historical fact:
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” section of this
Form 10-K, and:

the actions the U.S. government (including FHFA, Treasury, and Congress) may take, or require us to take, including
¢o further support the housing recovery or to implement FHFA’s Conservatorship Scorecards and other objectives for
us and Fannie Mae;

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;

our ability to maintain adequate liquidity to fund our operations;

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;

the success of our efforts to mitigate our losses on our Legacy single-family books and our investments in non-agency
mortgage-related securities;

the success of our strategy to transfer mortgage credit risk through STACR debt note, ACIS and other credit risk
transfer transactions;

our ability to maintain the security of our operating systems and infrastructure (e.g., against cyber attacks);

changes in economic and market conditions, including changes in employment rates, interest rates, yield curves,
mortgage and debt spreads, and home prices;

changes in the U.S. residential mortgage market, including changes in the supply and type of mortgage products (e.g.,
refinance versus purchase, and fixed-rate versus ARM);

our ability to effectively execute our business strategies, implement new initiatives, and improve efficiency;

the adequacy of our risk management framework;

our ability to manage mortgage credit risks, including the effect of changes in underwriting and servicing practices;
our ability to manage interest-rate and other market risks, including the availability of derivative financial instruments
needed for 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-K, 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-K.
ITEM 1A. RISK FACTORS

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

Conservatorship and Related Matters

LT3 LT3
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The future status and role of Freddie Mac are uncertain.

Our future is uncertain. It is likely that future legislative or regulatory action will materially affect our role, business
model, structure, and results of operations. Some or all of our functions could be transferred to other institutions, and
we could cease to exist as a stockholder-owned company or at all. If any of these events were to occur, our shares
could further diminish

30 Freddie Mac

60



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

Table of Contents

in value, or cease to have any value, and there can be no assurance that our stockholders would receive any
compensation for such loss in value.

Several bills were introduced in Congress in 2013 and 2014 concerning the future status of Freddie Mac, Fannie Mae,
and the mortgage finance system, including bills which provided for the wind down of Freddie Mac and Fannie Mae.
The Administration has recommended reducing the role of Freddie Mac and Fannie Mae and ultimately winding down
both companies.

The conservatorship is indefinite in duration. The timing and likelihood of our emerging from conservatorship are
uncertain, as are the circumstances under which that might occur. Termination of the conservatorship (other than in
connection with receivership) also requires Treasury’s consent under the Purchase Agreement. There can be no
assurance about whether, and under what circumstances, Treasury would give such consent. It is possible that the
conservatorship will end with us being placed into receivership. Even if the conservatorship is terminated, we would
remain subject to the Purchase Agreement and the senior preferred stock. In addition, because Treasury holds a
warrant to acquire almost 80% of our common stock for nominal consideration, the company could effectively remain
under the control of the U.S. government even if the conservatorship is ended and the voting rights of common
stockholders are restored.

During 2013 and 2014, a number of lawsuits were filed against the U.S. government challenging certain government
actions related to the conservatorship (including actions taken in connection with the imposition of conservatorship)
and the Purchase Agreement. This may add to the uncertainty surrounding our future.

For more information, see “BUSINESS — Regulation and Supervision — Legislative and Regulatory Developments,” “ITEM
3. LEGAL PROCEEDINGS,” and “NOTE 17: LEGAL CONTINGENCIES.”

We may request additional draws under the Purchase Agreement in future periods.

We may request additional draws under the Purchase Agreement in future periods. The need for any such future draws
will be determined by a variety of factors that could adversely affect our net worth or our ability to generate
comprehensive income, including the following:

declines in home prices;

the success of our foreclosure prevention and loss mitigation efforts;

adverse changes in interest rates, yield curves, implied volatility or mortgage spreads, which could affect derivatives
and mortgage-related securities held by us and increase realized and unrealized losses recorded in earnings or AOCI;
the required reductions in the size of our mortgage-related investments portfolio or reductions of higher yielding
assets, and other limitations on our investment activities that reduce our earnings capacity;

restrictions on our single-family guarantee activities that could reduce our income from these activities;

restrictions on the volume of multifamily business we may conduct or other limits on multifamily business activities
that could reduce our income from these activities;

adverse changes in our liquidity or funding costs, or limitations in our access to public debt markets;

changes in accounting practices or guidance;

effects of the MHA Program and other government initiatives, including any future requirements to forgive the
principal amount of loans, which could increase the likelihood of prepayment of mortgages and potentially reduce our
net interest income;

changes in housing or economic conditions, legislation, or other factors that affect our assessment of our ability to
realize our net deferred tax asset, and cause us to establish a valuation allowance against our net deferred tax asset;
changes in business practices resulting from legislative and regulatory developments or direction from our
Conservator; or

reductions in corporate tax rates resulting in an inability to realize our net deferred tax asset at its current book value.
We cannot retain capital from the earnings generated by our business operations, as a result of the net worth sweep
dividend. This increases the likelihood of draws in future periods, particularly as the permitted Capital Reserve
Amount (which is $1.8 billion for 2015) declines over time. Any future draws we take will reduce the amount of
available funding remaining under the Purchase Agreement, which was $140.5 billion as of December 31, 2014.
Additional draws and corresponding increases in the already substantial liquidation preference of our senior preferred
stock ($72.3 billion as of December 31, 2014), along with the limited flexibility we have to redeem it, may add to the
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uncertainty regarding our long-term financial sustainability.

We are under the control of FHFA, and our business activities are subject to significant restrictions. We may be
required to take actions that materially adversely affect our business and financial results.

We may be required to undertake activities that are unprofitable, difficult to implement, expose us to additional credit
and other risks, or otherwise adversely affect our business and financial results over the short- or long-term. We are
under the
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control of FHFA, as our Conservator, and are not managed to maximize stockholder returns. FHFA determines our
strategic direction. FHFA has required us to make changes to our business that have adversely affected our financial
results, and could require us to make additional changes at any time. Other agencies of the U.S. government and
Congress also could require us to take actions that adversely affect our business and financial results.

FHFA may require us to provide additional support for the mortgage market in a manner that serves our public
mission, but that adversely affects our financial results, such as investing in the common securitization platform or
engaging in more expensive foreclosure prevention efforts. From time to time, FHFA and Treasury have prevented us
from engaging in business activities or transactions that we believe would benefit our business and financial results,
and may do so in the future. FHFA may require us to engage in activities that are operationally difficult to implement,
such as building the common securitization platform, implementing the single (common) security, and other initiatives
under the Conservatorship Scorecards. FHFA could also take a number of actions that could materially adversely
affect us, such as limiting the amount of securities we could sell or further limiting the size of our mortgage-related
investments portfolio.

We currently face a variety of different, and potentially competing, business objectives and FHFA-mandated activities

(e.g., the initiatives we are pursuing under the Conservatorship Scorecards). It may be difficult for us to devote
sufficient resources and management attention to these multiple priorities, some of which present significant
operational challenges to us. See “BUSINESS — Executive Summary — Our Primary Business Objectives” for more
information.

The Purchase Agreement and terms of the senior preferred stock include significant restrictions on our ability to
manage our business, including limitations on the amount of indebtedness we may incur, the size of our
mortgage-related investments portfolio, and the circumstances in which we may pay dividends, transfer certain assets,
raise capital, and pay down the liquidation preference of the senior preferred stock. These limitations could have a
material adverse effect on our future results of operations and financial condition. As a result of the net worth sweep
dividend provisions of the senior preferred stock, we cannot retain capital from the earnings generated by our business
operations or return capital to stockholders other than Treasury. The Purchase Agreement prohibits us from taking a
variety of actions without Treasury's consent. Treasury has the right to withhold its consent for any reason and is not
required to consider any particular factors, including whether or not management believes that the transaction would
benefit the company. The warrant held by Treasury, the restrictions on our business under the Purchase Agreement,
and the senior status and net worth dividend provisions of the senior preferred stock also could adversely affect our
ability to attract new private sector capital in the future should the company be in a position to do so.

Our regulator may, and in some cases must, place us into receivership, which would result in the liquidation of our
assets; if this occurs, there may not be sufficient funds to pay the claims of the company, repay the liquidation
preference of our preferred stock, or make any distribution to the holders of our common stock.

We could be put into receivership at the discretion of the Director of FHFA at any time for a number of reasons set
forth in the GSE Act. In addition, FHFA could be required to place us in receivership if Treasury is unable to provide
us with funding requested under the Purchase Agreement to address a deficit in our net worth. Treasury might not be
able to provide the requested funding if, for example, the U.S. government were shut down or reached its borrowing
limit. For more information, see "BUSINESS — Regulation and Supervision — Federal Housing Finance Agency —
Receivership."

A receivership would terminate the conservatorship. The appointment of FHFA as our receiver would terminate all
rights and claims that our stockholders and creditors may have against our assets or under our charter arising as a
result of their status as stockholders or creditors, other than the potential ability to be paid upon our liquidation. Unlike
conservatorship, the purpose of which is to conserve our assets and return us to a sound and solvent condition, the
purpose of receivership is to liquidate our assets and resolve claims against us. Bills considered by Congress in 2013
and 2014 provided for Freddie Mac to eventually be placed into receivership.

If our assets were liquidated, there is no assurance that there would be sufficient proceeds to pay the secured and
unsecured claims of the company, repay the liquidation preference of any series of our preferred stock or make any
distribution to the holders of our common stock. If we are placed into receivership and do not or cannot fulfill our
guarantee to the holders of our mortgage-related securities, such holders could become unsecured creditors of ours
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with respect to claims made under our guarantee. Only after paying the secured and unsecured claims of the company,
the administrative expenses of the receiver and the liquidation preference of the senior preferred stock would any
liquidation proceeds be available to repay the liquidation preference of any other series of preferred stock. Finally,
only after the liquidation preference of all series of preferred stock is repaid would any liquidation proceeds be
available for distribution to the holders of our common stock.

If we are placed into receivership or no longer operate as a going concern, our basis of accounting would change to
liquidation-based accounting. Under the liquidation basis of accounting, assets are stated at their estimated net
realizable value and liabilities are stated at their estimated settlement amounts, which could adversely affect our
financial results. In addition, the amounts in AOCI would be reclassified to earnings.
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The conservatorship and investment by Treasury have had, and will continue to have, a material adverse effect on our
common and preferred stockholders.

The market price for our common stock and publicly traded classes of preferred stock declined substantially after we
entered into conservatorship. As a result, the investments of our common and preferred stockholders lost substantial
value, which they may never recover. Our shares could further diminish in value, and may not have any value in the
long-term.

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

No voting rights during conservatorship. The rights and powers of our stockholders are suspended during the
conservatorship and our common stockholders do not have the ability to elect directors or to vote on other matters.
Our future profits will effectively be distributed to Treasury. Under the Purchase Agreement and the terms of the
senior preferred stock, we are required to pay quarterly dividends to Treasury equal to the amount, if any, by which
our Net Worth Amount exceeds a permitted Capital Reserve Amount that decreases to zero over time. Accordingly,
our future profits will effectively be distributed to Treasury. Therefore, the holders of our common stock and
non-senior preferred stock will not receive benefits that would otherwise flow from any such future profits.

Priority of Senior Preferred Stock. The senior preferred stock ranks senior to the common stock and all other series of
preferred stock as to both dividends and distributions upon dissolution, liquidation or winding up of the company.
Dividends have been eliminated. The Conservator has eliminated dividends on Freddie Mac common and preferred
stock (other than dividends on the senior preferred stock) during the conservatorship. In addition, under the Purchase
Agreement, dividends may not be paid to common or preferred stockholders (other than on the senior preferred stock)
without the consent of Treasury, regardless of whether we are in conservatorship.

Warrant may substantially dilute investment of current stockholders. If Treasury exercises its warrant to purchase
shares of our common stock equal to 79.9% of the total number of shares outstanding on a fully diluted basis, the
ownership interest in the company of our then existing common stockholders will be substantially diluted. Existing
common stockholders have no assurance that, as a group, they will be able to control the election of our directors or
the outcome of any other vote after the time, if any, that the conservatorship ends and the voting rights of the common
stockholders are restored.

Competitive and Market Risks

Our level of earnings in recent periods is not sustainable over the long term.

The level of our earnings in 2013 and 2014 is not sustainable over the long term. Our 2013 financial results included a
very large benefit related to the release of the valuation allowance against our deferred tax assets. Our 2013 and 2014
financial results included large amounts of income from settlements of representation and warranty claims arising out
of our loan purchases and settlements of non-agency mortgage-related securities litigation. We do not expect any
future settlements of representation and warranty claims related to our pre-conservatorship loan purchases to have a
significant effect on our financial results. Our 2013 financial results, particularly the level of loan loss provisioning,
also benefited from a high level of home price appreciation.

In addition, declines in the size of our mortgage-related investments portfolio, as required by FHFA and the Purchase
Agreement, will reduce our earnings over the long term. We are subject to significant limitations on our investment
activity, including a requirement to reduce the size of our mortgage-related investments portfolio, and significant
constraints on our ability to purchase or sell mortgage assets. These limitations will reduce the earnings capacity of
our mortgage-related investments portfolio. In addition, many of our mortgage investments do not trade in a liquid
secondary market. In some cases, the size of our holdings relative to normal market activity is large enough that, if we
were to attempt to sell a significant quantity of these assets, market pricing could be significantly disrupted and the
price we ultimately realize may be materially lower than the value at which we carry these investments on our
consolidated balance sheets. We can provide no assurance that the cap on our mortgage-related investments portfolio
will not, over time, force us to sell mortgage assets at unattractive prices or that our current strategies will not have an
adverse impact on our business or financial results. For more information, see “BUSINESS — Conservatorship and
Related Matters — Limits on Investment Activity and Our Mortgage-Related Investments Portfolio.”
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Due to the reduced earnings capacity of our mortgage-related investments portfolio, we will have to place greater
emphasis on our guarantee activities to generate revenue. However, our ability to generate revenue through guarantee
activities may be limited for a number of reasons. We may be required to adopt business practices that help serve our
public mission and other non-financial objectives, but that may negatively affect our future financial results. We must
obtain FHFA'’s approval to implement across-the-board increases in our guarantee fees, and there can be no assurance
FHFA will approve any such increase requests in the future. The combination of the restrictions on our business
activities and our potential inability to generate sufficient revenue through our guarantee activities to offset the effects
of those restrictions may have an adverse effect on our results of operations and financial condition.
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Our single-family credit guarantee and multifamily mortgage portfolios are subject to mortgage credit risks, including
mortgage credit risk relating to off-balance sheet arrangements; credit costs related to these risks could adversely
affect our financial results.

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

(c) other guarantee commitments, including long-term standby commitments and liquidity guarantees.

We expect our single-family credit losses to remain elevated in the near term in part due to the substantial number of
delinquent and underwater (i.e., where the borrower's debt on the property is greater than its market value) mortgage
loans in our single-family credit guarantee portfolio that will likely be resolved. We also continue to have significant
amounts of mortgage loans in our single-family credit guarantee portfolio with certain characteristics, such as Alt-A
loans, interest-only loans, option ARM loans, loans with original LTV ratios greater than 90%, and loans to borrowers
with credit scores less than 620 at the time of origination, that expose us to greater credit risk than other types of
mortgage loans. See “Table 45 — Certain Higher-Risk Categories in the Single-Family Credit Guarantee Portfolio” for
more information.

Our loan loss reserves may not reflect the total of all future credit losses we will ultimately incur with respect to the
single-family and multifamily mortgage loans we currently own or guarantee. Pursuant to GAAP, our reserves only
reflect probable losses we believe we have already incurred as of the balance sheet date. Accordingly, it is likely that
the credit losses we ultimately incur on the loans we currently own or guarantee will exceed the amounts we have
already reserved for such loans. If we were to experience another recession or another sharp drop in home prices, it is
possible that the credit losses we ultimately incur related to such an event could be larger, perhaps substantially larger,
than our current loan loss reserves.

We use certain credit enhancements (e.g., mortgage insurance and risk transfer transactions) to mitigate some of our
potential credit losses. However, such credit enhancements may provide less protection than we expect. Our ability to
use certain types of risk transfer transactions (and the cost to us of doing so) could change rapidly, depending on
market conditions. Some of our risk transfer transactions (e.g., STACRs and ACIS) are new, and it is uncertain if
there will be adequate demand for these products over the long term. For more information, see "NOTE 4:
MORTGAGE LOANS AND LOAN LOSS RESERVES — Credit Protection and Other Forms of Credit Enhancement."
For more information on our mortgage credit risk with respect to single-family and multifamily loans and our use of
credit enhancements, see “MD&A — RISK MANAGEMENT — Credit Risk Overview — Single-Family Mortgage Credit
Risk Framework and Profile" and " — Multifamily Mortgage Credit Risk Profile.”

We face significant risks related to our delegated underwriting process for single-family mortgages, including risks
related to data accuracy and mortgage fraud. Recent changes to the process could increase our risks.

We use a process of delegated underwriting for the single-family mortgages we purchase or securitize. In this process,
our contracts with sellers describe mortgage eligibility and underwriting standards, and the sellers represent and
warrant to us that the mortgages they sell to us meet these standards. We do not independently verify most of the
information that is provided to us before we purchase a loan. This exposes us to the risk that one or more of the parties
involved in a transaction (such as the borrower, seller, broker, appraiser, title agent, loan officer, lender or servicer)
will misrepresent the facts about the underlying property, borrower, or loan, or otherwise engage in fraud. While we
review a sample of these loans to determine if they are in compliance with our contractual standards, there can be no
assurance that this will detect any misrepresented facts or deter mortgage fraud, or otherwise reduce our exposure to
these risks. We are also exposed to fraud by third parties in the mortgage servicing function, particularly with respect
to sales of REO properties, short sales, and other dispositions of non-performing assets.

In 2013 and 2014, we significantly revised our representation and warranty framework by relieving sellers of certain
repurchase obligations in specific cases. We may face greater exposure to credit and other losses under this revised
framework because our ability to seek recovery or repurchase from the seller is more limited. As a result of these
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changes to the framework, it is critical that we identify breaches of representations and warranties early in the life of
the loan. This represents a significant change in practice and presents a number of operational and systems challenges.
We have not fully implemented systems and processes designed to do this. Once fully implemented, there is a risk that
such systems and processes will not enable us to identify all breaches within the accelerated timelines. For more
information, see “BUSINESS — Our Business — Our Business Segments — Single-Family Guarantee Segment —
Underwriting Requirements, Quality Control Standards, and the Representation and Warranty Framework.”
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We are exposed to significant credit risk related to the subprime, Alt-A, and option ARM loans that back the
non-agency mortgage-related securities we hold in our mortgage-related investments portfolio.

Our investments in non-agency mortgage-related securities include securities that are backed by subprime, Alt-A, and
option ARM loans. We also hold non-agency mortgage-related securities backed by manufactured housing loans and
home equity lines of credit. The credit performance of the loans underlying these non-agency mortgage-related
securities has declined since 2007, and although it has stabilized in recent periods, it remains weak. Our net income
could be adversely affected if the population of non-agency mortgage-related securities that we intend to sell were to
change or increase, as we would be required to immediately recognize in earnings any unrealized losses on such
securities. This population could change or increase for a number of reasons, including as a result of changes in
economic condition or our plans for the securities.

Since 2007, our net worth has at times been adversely affected by declines in the fair value of these investments. We
may experience additional fair value declines and losses in the future due to a number of factors, including increased
delinquency and loss rates on the underlying loans. The quality of the servicing performed on the underlying loans can
significantly affect the performance of these securities, including the timing and amount of losses incurred on the
underlying loans and thus the timing and amount of losses we recognize on our securities. Our ability to influence
servicing performance is limited. In addition, there is a general lack of transparency in the market for the non-agency
mortgage-related securities we hold, and the information disclosed by the trustees of the trusts that issued these
securities is often not sufficient to allow us to adequately analyze decisions made by servicers that may directly affect
the cash flows on such securities. The servicing of the loans is significantly concentrated among several specialty
servicers, which may increase this risk. These specialty servicers are non-depository financial institutions, and may
not have the same financial strength, internal controls or operational capacity as depository servicers. Any credit
enhancements covering these securities may not prevent us from incurring losses.

For more information, see “MD&A — CONSOLIDATED BALANCE SHEETS ANALYSIS — Investments in Securities,”
"RISK MANAGEMENT — Credit Risk Overview — Single-Family Mortgage Credit Risk Framework and Profile," and "—
Institutional Credit Risk Profile — Agency and Non-Agency Mortgage-Related Security Issuers."

Declines in U.S. home prices or other adverse changes in the U.S. housing market could negatively impact our
business and financial results.

Our financial results and business volumes can be negatively affected by declines in home prices and other adverse
changes in the housing market. Although the single-family housing market improved in 2014, our credit losses
remained high compared to levels before 2009, in part because home prices have experienced significant cumulative
declines in many geographic areas since 2006. While we currently believe that home price growth rates will continue
to moderate gradually during the near term and will return towards growth rates that are consistent with long-term
historical averages (approximately 2 to 5 percent per year), there can be no assurance that this will occur.

We prepare internal forecasts of future home prices, which we use for certain business activities, including:

(a) hedging prepayment risk; (b) estimating expected costs of new guarantee business; and (c) conducting portfolio
activities. If future home prices are lower than our forecasts, this could cause the return we earn on new single-family
guarantee business to be less than expected. In addition, home price changes that differ from our forecasts could affect
prepayments and cause us to incorrectly hedge prepayment risk. This could also result in higher losses due to
other-than-temporary impairments on our investments in non-agency mortgage-related securities (which would be
recognized in earnings) or fair value declines on our investments in non-agency mortgage-related securities (which
would be recognized in AOCI). For more information, see “MD&A — CONSOLIDATED BALANCE SHEETS
ANALYSIS — Investments in Securities.”

Our business volumes (i.e., mortgage loan purchases and guarantee issuances) are closely tied to the rate of growth in
total outstanding U.S. residential mortgage debt, the size of the U.S. residential mortgage market, and the amount of
new mortgage originations. Total residential mortgage debt declined approximately 0.3% in the first nine months of
2014 (the most recent data available) compared to a decline of approximately 1% in 2013.

While the multifamily market has experienced strong rent growth and occupancy trends in the past five years, these
trends are not likely to continue at their current pace as apartment fundamentals are already very favorable, with
vacancy rates near their lowest level since 2001. New supply of multifamily housing has been increasing in recent
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periods and could potentially outpace demand, which could result in excess supply and rising vacancy rates. Any
softening of multifamily markets could cause delinquencies and credit losses relating to our multifamily activities to
increase beyond our current expectations.

We could incur significant losses in the event of a major natural disaster or other catastrophic event.

We own or guarantee mortgage loans and own REO properties throughout the United States. A major natural or
environmental disaster or similar catastrophic event in a regional geographic area of the United States could damage
or destroy residential real estate underlying mortgage loans we own or guarantee, or negatively affect the ability of
homeowners to continue to make payments on mortgage loans we own or guarantee. In turn, this could increase our
serious delinquency rates and average loan loss severity in the affected region, which could have a material adverse
effect on our business and financial
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results. Such an event could also damage or destroy REO properties we own. We may not have insurance coverage for
some of these catastrophic events.

We depend on our institutional counterparties to provide services that are critical to our business, and our financial
results may be adversely affected if one or more of our counterparties do not meet their obligations to us.

We face the risk that one or more of the institutional counterparties that has entered into a business contract or
arrangement with us may fail to meet its obligations to us. Our important institutional counterparties include
seller/servicers, mortgage insurers, insurers and reinsurers in ACIS transactions, bond insurers, and counterparties to
derivatives and short-term lending and other funding transactions.

A significant failure by a major institutional counterparty could harm our business and financial results in a variety of
ways, as many of our major counterparties provide several types of services to us. The concentration of our exposure
to our counterparties remains high, and we continue to face challenges in reducing our risk concentrations with
counterparties. Efforts we take to reduce exposure to financially weak counterparties could concentrate our exposure
to other counterparties, and increase our costs and reduce our revenue. Challenging market conditions have, at times,
adversely affected the liquidity and financial condition of our counterparties, and some of our major counterparties
have failed. Similar events may occur in future periods. Many of our counterparties are subject to increasingly
complex regulatory requirements and oversight, which place additional stress on their resources.

Our business could be adversely affected if counterparties to derivatives and short-term lending and other transactions
fail to meet their obligations to us.

We have significant exposure to institutions in the financial services industry relating to derivatives, funding,
short-term lending, securities and other transactions. These transactions are critical to our business, including our
ability to: (a) manage interest rate and other risks related to our investments in mortgage-related assets; (b) fund our
business operations; and (c) service our customers. In addition, we face the risk of operational failure of any of the
clearing members, exchanges, clearinghouses, or other financial intermediaries we use to facilitate these transactions.
If a clearing member or clearinghouse were to fail, we could experience losses related to any collateral we had posted
with such clearing member or clearinghouse to cover initial or variation margin. Similarly, if our counterparties in
short-term lending transactions fail, we have exposure to losses if the transaction is unsecured or the value of the
collateral posted to us is insufficient. We believe most of our derivative portfolio and cash and other investments
portfolio counterparties are exposed to fiscally troubled European countries. It is possible that continued adverse
developments in the Eurozone could significantly affect such counterparties. In turn, this could adversely affect their
ability to meet their obligations to us.

For more information, see “MD&A — RISK MANAGEMENT — Credit Risk Overview — Institutional Credit Risk Profile —
Cash and Other Investments Counterparties” and “— Derivative Counterparties.”

Our financial results may be adversely affected if mortgage seller/servicers fail to perform their repurchase and other
obligations to us.

Our servicers perform the primary servicing function on our behalf with respect to single-family loans. Our servicers
play an active role in our loss mitigation efforts, as we rely on them to perform loan workout activities as well as
foreclosures on loans that they service for us. A decline in their performance could affect the overall quality of our
credit performance (including by missing opportunities for repayment plans and mortgage modifications), which
could significantly affect our ability to mitigate credit losses.

Our credit losses could increase to the extent that our servicers do not fully perform their servicing obligations in a
timely manner. The risk of such a decline in performance remains high due to a number of factors, including the
continued high volume of seriously delinquent loans and the fact that the servicing function has become significantly
more complex since the onset of the housing and economic downturn. We could be adversely affected if our servicers
lack appropriate controls, experience a failure in their controls, or experience an operating disruption in their ability to
service mortgage loans (including as a result of legal or regulatory actions or ratings downgrades). Any efforts we take
to attempt to improve our servicers’ performance (such as requiring that they pay us compensatory fees for
underperformance) could adversely affect our relationships with such servicers, many of which also sell loans to us.
If a servicer does not fulfill its servicing obligations (including its repurchase or other responsibilities), we may seek
to recover the amounts that such servicer owes us, such as by attempting to sell the applicable mortgage servicing
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rights to a different servicer and applying the proceeds to such owed amounts. However, we face the risk that we
might not receive a sufficient price for the mortgage servicing rights or that we may be unable to find buyers who are
willing to assume the representations and warranties of the former servicer and who have sufficient capacity to service
the affected mortgages. This option may be difficult to accomplish with respect to our larger seller/servicers due to the
operational and capacity challenges presented by transfers of large servicing portfolios.

We require seller/servicers to make certain representations and warranties regarding the loans they sell to us and/or
service for us. If loans are sold to us in breach of those representations and warranties, we may have the contractual
right to require the seller/servicer to repurchase those loans from us. We also may have other contractual remedies,
including the right
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to be indemnified against losses on the loans. We have similar rights and remedies with respect to loans that
seller/servicers service on our behalf. If a seller/servicer does not satisfy its contractual obligations to us with respect
to a loan, we will be subject to the full range of credit risks if the loan fails to perform, including the risk that a
mortgage insurer may deny or rescind coverage on the loan (if the loan is insured) and the risk that we will incur
credit losses on the loan through the workout or foreclosure process. It may be difficult, expensive, and
time-consuming to enforce (through the exercise of contractual remedies, including legal proceedings) a
seller/servicer's repurchase obligations, in the event a seller/servicer fails to perform such obligations.

During 2013 and 2014, we entered into a number of agreements with sellers to resolve certain existing and future
repurchase obligations, and we may enter into additional agreements with sellers or servicers in the future. The
amounts we receive under any such agreements may be less than the losses we ultimately incur on the underlying
loans.

If, as we expect, origination volume remains low and there is a change in the mix of originations (refinance vs.
purchase) in 2015, the competitive and financial pressures on single-family sellers and servicers could increase,
thereby increasing our counterparty risk with respect to these entities.

Over the last several years, our exposure to non-depository and smaller financial institutions has increased. We are
acquiring a greater portion of our single-family business volume directly from these types of institutions. In addition,
specialty servicers (i.e., companies that specialize in servicing troubled loans) service a large share of our
single-family loans, and many of these specialty servicers are non-depository financial institutions. These
non-depository and smaller financial institutions may not have the same financial strength, internal controls or
operational capacity as our large single-family mortgage seller and servicer counterparties (which are depository
institutions). As a result, we face increased risk that these counterparties could fail to perform their obligations to us.
In particular, non-depository servicers have experienced rapid growth in their servicing portfolios in the last several
years. This could expose us to increased risks in the event that the rapid growth results in operational strains that
adversely affect their servicing performance or weakens their financial strength. Certain non-depository specialty
servicers, particularly subsidiaries and/or affiliates of Ocwen Financial Corp., have recently been the subject of
significant adverse regulatory scrutiny, and Ocwen’s credit rating has been downgraded.

Our seller/servicers also have a significant role in servicing loans in our multifamily mortgage portfolio. We are
exposed to the risk that multifamily seller/servicers could come under financial pressure, which could potentially
cause degradation in the quality of the servicing they provide us, including their monitoring of each property’s
financial performance and physical condition.

For more information, see “MD&A — RISK MANAGEMENT — Credit Risk Overview
Single-family Mortgage Seller/Servicers” and “— Multifamily Mortgage Seller/Servicers.”

Our losses could increase if more of our mortgage or bond insurers become insolvent or fail to perform their
obligations to us.

We are unlikely to receive full payment of our claims from several of our mortgage insurers (that insure some of the
single-family mortgages we purchase or guarantee) and bond insurers (that insure certain of the non-agency
mortgage-related securities we hold), as they are insolvent or are not paying us in full for claims under mortgage and
bond insurance policies. Instead, a significant portion of their claims are generally recorded by us as deferred payment
obligations. It is possible that these companies may never pay us in full for our claims. For more information, see
“NOTE 15: CONCENTRATION OF CREDIT AND OTHER RISKS — Mortgage Insurers” and “— Bond Insurers.”
We also remain exposed to the risk that some of our other mortgage or bond insurance counterparties could become
insolvent or fail to fully perform their obligations to us. The weakened financial condition and liquidity position of
many of these other counterparties increases the risk that they will fail to fully reimburse us for claims under the
insurance policies.

As a guarantor, we remain responsible for the payment of principal and interest if a mortgage insurer fails to meet its
obligations to reimburse us for claims. Thus, if any of our mortgage insurers fails to fulfill its obligations, we could
experience increased credit losses. In addition, if a regulator determined that a mortgage insurer lacked sufficient
capital to pay all claims when due, the regulator could take action that might affect the timing and amount of claim
payments made to us. A regulator could also restrict an insurer's ability to write new business.

Institutional Credit Risk Profile —
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In the event a mortgage insurer falls out of compliance with regulatory capital requirements, it may attempt various
strategies (such as a corporate restructuring or raising additional capital) designed to enable it to continue to write new
business. There can be no assurance that any such restructuring or recapitalization will enable payment in full of all of
our claims in the future.

A mortgage insurer may make business decisions that could increase the risk that the insurer would be unable to fully
perform its obligations to us. For example, an insurer could improperly forecast the risks associated with a given
group of loans, which could lead the insurer to charge lower prices for insuring those loans than are necessary to cover
the risk. Over the long term, this could result in the insurer not having sufficient financial resources to pay all claims
when due.

If a bond insurer were to become insolvent, it is likely that we would not fully collect our claims from the insurer and
that payment of such claims could be delayed significantly. This would affect our ability to recover certain unrealized
losses on our
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investments in non-agency mortgage-related securities. We evaluate the expected recovery from primary bond
insurance policies as part of our impairment analysis for our investments in securities. If a bond insurer’s performance
with respect to its obligations on our investments in securities is worse than expected, this could contribute to
additional net impairment of those securities.

For more information, see “MD&A — RISK MANAGEMENT — Credit Risk Overview — Institutional Credit Risk Profile —
Mortgage Insurers” and “— Bond Insurers.”

The loss of business volume could result in a decline in our market share and revenues.

Our business depends on our ability to acquire a steady flow of mortgage loans. We purchase a significant percentage
of our single-family mortgages from several large mortgage originators. Similarly, we acquire a significant portion of
our multifamily mortgage loans from several large lenders.

We enter into mortgage purchase commitments with many of our single-family customers that are typically less than
one year in duration. The loss of business from any one of our major lenders could adversely affect our market share
and our revenues.

Our charter requires that single-family mortgages with LTV ratios above 80% at the time of purchase be covered by
mortgage insurance or other credit enhancements. If the availability of mortgage insurance for loans with LTV ratios
above 80% is reduced, we may be restricted in our ability to purchase or securitize such loans. This could reduce our
overall volume of new business.

Competition from banking and non-banking companies may harm our business.

Competition in the secondary mortgage market combined with a decline in the amount of residential mortgage debt
outstanding may make it more difficult for us to purchase mortgages. Furthermore, competitive pricing pressures may
make our products less attractive in the market and negatively affect our financial results. Increased competition from
Fannie Mae, Ginnie Mae, FHA/VA, and new entrants may alter our product mix, lower our volumes, and reduce our
revenues on new business.

We also compete with other financial institutions that retain or securitize mortgages, such as commercial and
investment banks, dealers, thrift institutions, and insurance companies. In recent years, FHFA took a number of
actions designed to encourage these other financial institutions to increase their activities in the mortgage market (e.g.,
increasing our guarantee fees in 2012), and could take additional actions in the future.

Because of these actions and given that our base fees charged for our guarantee do not vary for differing LTV ratios or
credit scores, there is a risk that financial institutions may buy, or originate, and then retain loans on their balance
sheet, or otherwise seek to structure financial transactions that result in our loan purchases having a higher proportion
of lower credit scores and higher LTV ratios. While we compensate ourselves for higher levels of risk through
charging of upfront delivery fees, the seller may elect to retain loans with better credit characteristics, which could
result in us having lower overall purchase volumes, revenues, and returns (as a result of a more adverse credit risk
profile).

FHFA is also Conservator of Fannie Mae, our primary competitor, and FHFA’s actions as Conservator of both
companies could affect competition between us and Fannie Mae. It is possible that FHFA could require us and Fannie
Mae to take a uniform approach that, because of differences in our respective businesses, could place Freddie Mac at a
competitive disadvantage to Fannie Mae. FHFA may also prevent us from taking actions that could provide us with a
competitive advantage.

We could be prevented from competing efficiently and effectively by competitors who use their patent portfolios to
prevent us from using necessary business processes and products, or require us to pay significant royalties to use those
processes and products.

As multifamily market fundamentals have improved over recent years, more life insurers, banks, CMBS conduits, and
other market participants have increased their activities in the multifamily market, and as a result we have faced
increased competition. In addition, FHFA may take actions that could encourage further competition.

Our activities may be adversely affected by limited availability of financing and increased funding costs.

The amount, type and cost of our unsecured funding, including financing from other financial institutions and the
capital markets, directly affects our interest expense and results of operations. A number of factors could make such
financing more difficult to obtain, more expensive or unavailable on any terms, or could cause spreads to widen, both

75



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

domestically and internationally, including:
changes in U.S. government support for us;
reduced demand for our debt securities;
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competition for debt funding from other debt issuers; and

other market factors.

Our ability to obtain funding in the public unsecured debt markets or by pledging mortgage-related and other
securities as collateral to other institutions could cease or change rapidly, and the cost of available funding could
increase significantly, due to changes in market interest rates, market confidence, operational risks and other factors.
We may incur costs, including potentially higher funding costs, for our liquidity management practices and
procedures. There can be no assurance that such practices and procedures would provide us with sufficient liquidity to
meet our ongoing cash obligations under all circumstances. In particular, we believe that our liquidity contingency
plans may be difficult or impossible to execute during a liquidity crisis or period of significant market turmoil. If we
cannot access the unsecured debt markets, our ability to repay maturing indebtedness and fund our operations could be
eliminated or significantly impaired, as our alternative sources of liquidity (e.g., cash and other investments) may not
be sufficient to meet our liquidity needs.

We make extensive use of the Federal Reserve's payment system in our business activities. The Federal Reserve
requires that we fully fund accounts at the Federal Reserve Bank of New York to the extent necessary to cover cash
payments on our debt and mortgage-related securities each day, before the Federal Reserve Bank of New York, acting
as our fiscal agent, will initiate such payments. Although we seek to maintain sufficient intraday liquidity to fund our
activities through the Federal Reserve's payment system, we have limited access to cash once the debt markets are
closed for the day. Insufficient cash may cause our account to be overdrawn, potentially resulting in penalties and
reputational harm.

Prolonged wide spreads on long-term debt could cause us to reduce our long-term debt issuances and increase our
reliance on short-term and callable debt issuances. This increased reliance could increase rollover risk (i.e., the risk
that we may be unable to refinance our debt when it becomes due) and result in a greater use of derivatives. This
greater use of derivatives could increase the volatility of our comprehensive income.

Our mortgage-related investments portfolio has contracted significantly since we entered into conservatorship. A
significant portion of the assets remaining in the portfolio are those we consider to be less liquid, and our ability to use
these assets as a significant source of liquidity (for example, through sales or use as collateral in secured lending
transactions) is limited.

We pay net worth sweep dividends to Treasury on the senior preferred stock on a quarterly basis. The amount of the
net worth sweep dividend could vary substantially from quarter to quarter for a number of reasons, including as a
result of non-cash changes in net worth. It is possible that, due to non-cash increases in net worth, the amount of our
dividend for a quarter could exceed the amount of available cash, which could have an adverse effect on our financial
results.

Changes in U.S. Government Support

Treasury supports us through the Purchase Agreement and Treasury’s ability to purchase up to $2.25 billion of our
obligations under its permanent statutory authority. Unlike certain of our competitors, we do not have access to the
Federal Reserve's discount window. Changes or perceived changes in the U.S. government’s support of us could have a
severe negative effect on our access to the unsecured debt markets and our debt funding costs. While we believe that
the support provided by Treasury pursuant to the Purchase Agreement currently enables us to maintain our access to
the unsecured debt markets and to have adequate liquidity to conduct our normal business activities, our access to the
unsecured debt markets and the costs of our debt funding could be adversely affected by a number of factors,
including: (a) uncertainty about the future of the GSEs; (b) debt investors' concerns that the risk of receivership is
increasing; and (c) future draws that significantly reduce the amount of available funding remaining under the
Purchase Agreement. For more information, see “MD&A — LIQUIDITY AND CAPITAL RESOURCES — Capital
Resources, the Purchase Agreement, and the Dividend Obligation on the Senior Preferred Stock.”

Demand for Debt Funding

If investor demand for our debt securities were to decrease, our liquidity, business, and results of operations could be
materially adversely affected. The willingness of domestic and foreign investors to purchase and hold our debt
securities can be influenced by many factors, including changes in the world economy, changes in foreign-currency
exchange rates, regulatory and political factors, as well as the availability of and investor preferences for other
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investments. If investors were to divest their holdings or reduce their purchases of our debt securities, our funding

costs could increase and our business activities could be curtailed. The market for our debt securities may become less
liquid as the size of our mortgage-related investments portfolio declines, as we will be issuing fewer debt securities.

This could lead to a decrease in demand for our debt securities and an increase in our funding costs.

Competition for Debt Funding

We compete for debt funding with Fannie Mae, the FHLBs, and other institutions. Competition for debt funding from

these entities can vary with changes in economic, financial market, and regulatory environments. Increased

competition for debt funding may result in a higher cost to finance our business, which could negatively affect our

financial results. See “MD&A — LIQUIDITY AND CAPITAL RESOURCES — Liquidity — Other Debt Securities” for a
description of our debt
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issuance programs. Our funding costs and liquidity contingency plans may also be affected by changes in the amount
of, and demand for, debt issued by Treasury.

Any downgrade in the credit ratings of the U.S. government would likely be followed by a downgrade in our credit
ratings. A downgrade in the credit ratings of our debt could adversely affect our liquidity and other aspects of our
business.

Nationally recognized statistical rating organizations play an important role in determining the availability and cost of
funding by means of the ratings they assign to issuers and their debt. Our credit ratings are important to our liquidity.
We currently receive ratings from three nationally recognized statistical rating organizations (S&P, Moody’s, and
Fitch) for our unsecured debt. These ratings are primarily based on the support we receive from Treasury, and
therefore are affected by changes in the credit ratings of the U.S. government. Any downgrade in the credit ratings of
the U.S. government would be expected to be followed by or accompanied by a downgrade in our credit ratings. In
addition to a downgrade in the credit ratings of or outlook on the U.S. government, a number of other events could
adversely affect our debt credit ratings, including actions by governmental entities, changes in government support for
us, future GAAP losses, and additional draws under the Purchase Agreement. Any such downgrades could lead to
major disruptions in the mortgage and financial markets and to our business due to lower liquidity, higher borrowing
costs, lower asset values, and higher credit losses, and could cause us to experience net losses and net worth deficits.
For more information, see “MD&A — LIQUIDITY AND CAPITAL RESOURCES — Liquidity — Credit Ratings.”
A significant decline in the price performance of or demand for our PCs could have an adverse effect on the volume
and/or profitability of our new single-family guarantee business. The profitability of our multifamily business could
be adversely affected by a significant decrease in demand for K Certificates.

The price performance of our PCs relative to comparable Fannie Mae securities is one of Freddie Mac’s more
significant risks and competitive issues, with both short- and long-term implications. Our PCs are an integral part of
our mortgage purchase program. Our competitiveness in purchasing single-family mortgages from our seller/servicers,
and thus the volume and/or profitability of our new single-family guarantee business, can be directly affected by the
price performance of our PCs relative to comparable Fannie Mae securities.

The profitability of our securitization financing and our ability to compete for mortgage purchases are affected by the
price differential between PCs and comparable Fannie Mae securities. Freddie Mac fixed-rate PCs provide for faster
scheduled monthly remittance of mortgage principal and interest payments to investors than Fannie Mae fixed-rate
securities. However, our PCs have typically traded at prices below the level that we believe reflects the full value of
their faster monthly remittance cycle, resulting in a pricing discount relative to comparable Fannie Mae securities.
This difference in relative pricing creates an economic incentive for sellers to conduct a disproportionate share of their
single-family business with Fannie Mae and negatively affects the financial performance of our business.

There may not be a liquid market for our PCs, which could adversely affect the price performance of PCs and our
single-family market share. A significant reduction in our market share, and thus in the volume of mortgage loans that
we securitize, or a reduction in the trading volume of our PCs, could further reduce the liquidity of our PCs. While we
may employ a variety of strategies in an effort to support the liquidity and price performance of our PCs and may
consider additional strategies, any such strategies may fail or adversely affect our business, or we may cease such
activities if deemed appropriate. In addition, we believe the liquidity-related price differences between our PCs and
comparable Fannie Mae securities are, in part, the result of factors that are largely outside of our control. (For
example, the level of the Federal Reserve’s purchases of agency mortgage-related securities could affect the demand
for and values of our PCs.) Thus, while we may employ strategies in an effort to address the liquidity-related price
differences, we believe the strategies currently available to us may not reduce or eliminate these price differences over
the long-term. A curtailment of mortgage-related investments portfolio purchases, sales, or retention activities may
result in a decline in the volume and/or profitability of our new single-family guarantee business, lower
comprehensive income, and an accelerated decline in the size of our total mortgage portfolio.

In certain circumstances, we compensate customers for the difference in price between our PCs and comparable
Fannie Mae securities by reducing our guarantee fees, and this could adversely affect the volume and/or profitability
of our new single-family guarantee business. We also incur costs in connection with our efforts to support the liquidity
and price performance of our PCs, including by engaging in transactions that yield less than our target rate of return.
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For more information, see “BUSINESS — Our Business — Our Business Segments — Single-Family Guarantee Segment —
Securitization Activities” and “— Investments Segment — Market Presence and PC Support Activities.”

In accordance with FHFA’s 2014 Strategic Plan and the 2014 and 2015 Conservatorship Scorecards, we are working
towards the development of a single (common) security, which is designed to reduce the price performance disparities
between Freddie Mac mortgage-related securities and Fannie Mae mortgage-related securities. This initiative is
complex and involves significant cost and operational risk, and may require us to align our business processes more
closely with those of Fannie Mae. There can be no assurance that this initiative will succeed in reducing the trading
value disparities.

Our current Multifamily business model is highly dependent on our ability to finance purchased loans through
securitization into K Certificates. A significant decrease in demand for K Certificates could have an adverse impact on
the
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profitability of the Multifamily business to the extent that our holding period for the loans increases and we are
exposed to credit and market risks for a longer period of time. We employ a variety of strategies in an effort to support
the liquidity of our K Certificates, and may consider additional strategies if deemed appropriate. From time to time,
we purchase and sell both guaranteed K Certificates and related unguaranteed CMBS through our mortgage-related
investments portfolio.

Changes in interest rates could negatively affect the fair value of financial assets and liabilities, our results of
operations and net worth.

Our investment activities and credit guarantee activities expose us to interest rate and other market risks, including
prepayment risk. Changes in interest rates could adversely affect our net interest yield, the value of our mortgage
assets and derivatives, and the prepayment rate on mortgage loans we own or guarantee. We incur costs in connection
with our efforts to manage these risks.

Our financial results can be significantly affected by changes in interest rates and changes in yield curves, especially
results driven by financial instruments that are measured at fair value for accounting purposes either through earnings
or in AOCI. These instruments include derivatives, trading securities, available-for-sale securities, loans held-for-sale,
and loans and debt with the fair value option elected. In particular, while fair value changes in derivatives from
fluctuations in interest rates, yield curves, and implied volatility affect comprehensive income, fair value changes in
several of the types of assets and liabilities being economically hedged do not affect comprehensive income.
Therefore, there can be timing mismatches affecting current period earnings, which may not be reflective of the
economics of our business. When interest rates decrease, pay-fixed swaps decrease in value and receive-fixed swaps
increase in value (with the opposite being true when interest rates increase).

Changes in interest rates may affect mortgage and debt spreads and also affect prepayment projections, thus
potentially affecting the fair value of our assets, including our investments in mortgage-related assets. When interest
rates fall, borrowers are more likely to prepay their mortgage loans by refinancing them at a lower rate. An increased
likelihood of prepayment on the mortgages underlying our mortgage-related securities may adversely affect the value
of these securities.

Increases in interest rates could increase other-than-temporary impairments on our investments in non-agency
mortgage-related securities. Higher interest rates can result in a reduction in the benefit from expected structural credit
enhancements on these securities.

When interest rates increase, our credit losses from loans with adjustable payment terms (e.g., ARM loans) may
increase as borrower payments increase at their reset dates, which increases the borrower’s risk of default. Rising
interest rates may also reduce the opportunity for these borrowers to refinance into a fixed-rate loan. Many borrowers
may have additional debt obligations (such as home equity lines of credit and second liens) that also have adjustable
payment terms. Increases in a borrower's payment on these other debt obligations (due to rising interest rates or a
change in amortization) may increase the risk that the borrower may default on a loan we own or guarantee.

Interest rates can fluctuate for a number of reasons, including changes in the fiscal and monetary policies of the
federal government and its agencies. Federal Reserve policies directly and indirectly influence the yield on our
interest-earning assets and the cost of our interest-bearing liabilities. Interest rates can also fluctuate as a result of
geopolitical events or changes in general economic conditions, including events or conditions that alter investor
demand for Treasury or other fixed-income securities.

Changes in OAS could materially affect our results of operations and net worth.

Changes in market conditions, including changes in interest rates, liquidity, prepayment and/or default expectations,
and the level of uncertainty in the market for a particular asset class may cause fluctuations in OAS. Our financial
results and net worth can be significantly affected by changes in OAS, especially results driven by financial
instruments that are measured at fair value for accounting purposes either through earnings or in AOCI. These
instruments include trading securities, available-for-sale securities, loans held-for-sale, and loans with the fair value
option elected. A widening of the OAS on a given asset, which is typically associated with a decline in the current fair
value of that asset, may cause significant fair value losses, and may adversely affect our near-term financial results
and net worth. Conversely, a narrowing or tightening of the OAS is typically associated with an increase in the current
fair value of that asset, but may reduce the number of attractive investment opportunities in mortgage loans and
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mortgage-related securities, and could increase the cost of our activities to support our market presence and the price
performance of our PCs. Consequently, a tightening of the OAS may adversely affect our future financial results and
net worth.

While wider spreads might create favorable investment opportunities, we are limited in our ability to take advantage
of any such opportunities due to various restrictions on our mortgage-related investments portfolio activities. See
“BUSINESS — Conservatorship and Related Matters — Limits on Investment Activity and Our Mortgage-Related
Investments Portfolio.”

Negative publicity causing damage to our reputation could adversely affect our business, financial results or net
worth.

Negative public opinion could adversely affect our ability to keep and attract customers or otherwise impair our
customer relationships, adversely affect our ability to obtain financing, impede our ability to hire and retain qualified
personnel, hinder our business prospects, or adversely affect the trading price of our securities. Perceptions regarding
the practices of our competitors, counterparties, and vendors, or the financial services and mortgage industries as a
whole, may also adversely
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affect our reputation. Damage to the reputation of third parties with whom we have important relationships may also
impair market confidence in our business operations. In addition, negative publicity could expose us to greater
regulatory scrutiny or adverse regulatory or legislative changes, and could affect changes that may occur to our
business structure during or following conservatorship, including whether we will continue to exist.

Our efforts to reduce foreclosures, modify loan terms and refinance mortgages may adversely affect our financial
results.

The servicing alignment initiative, MHA Program (which includes HAMP and HARP), and other loss mitigation
activities are key components of our strategy for managing and resolving troubled assets and lowering credit losses.
However, our loss mitigation strategies may not be successful and our credit losses may remain high. The costs we
incur related to loan modifications and other activities have been, and will likely continue to be, significant. For
example, with respect to our non-HAMP loan modifications, we bear the full cost of the monthly payment reductions
related to modifications of loans we own or guarantee, and all applicable servicer incentive fees.

We could be required or elect to make changes to our loss mitigation activities that could make these activities more
costly to us, both in terms of credit expenses and the cost of implementing and conducting the activities. For example,
we could be required to use principal forgiveness to achieve reduced payments for borrowers. This could further
increase our costs, as we could bear some or all of the costs of such reductions.

Many loans are in the trial period of HAMP or our non-HAMP loan modification programs. A number of these loans
will fail to complete the applicable trial period or qualify for our other loss mitigation programs. For these loans, the
trial period will have effectively delayed the foreclosure process and could increase our losses.

Many of our HAMP loans have provisions for the interest rates, which initially were set at a below-market rate, to
increase gradually until they reach the market rate that was in effect at the time of the modification. This increase in
payments may increase the risk that these borrowers will default.

Mortgage modification initiatives, particularly any future focus on principal forgiveness, which at present we do not
offer to borrowers, have the potential to change borrower behavior and mortgage underwriting. Principal reductions
may create an incentive for borrowers who are current to become delinquent in order to receive a principal reduction.
This incentive, coupled with continued high volumes of underwater mortgages, could significantly affect borrower
attitudes towards homeownership, the commitment of borrowers to making their mortgage payments, the way the
market values residential mortgage assets, the way in which we conduct business and, ultimately, our financial results.
Depending on the type of loss mitigation activities we pursue, those activities could result in accelerating or slowing
prepayments on our PCs and REMICs and Other Structured Securities, either of which could affect the pricing of such
securities or the earnings from mortgage-related assets we hold in our Investments segment mortgage investments
portfolio. In addition, loss mitigation activities may adversely affect our ability to securitize and sell the loans subject
to those activities (e.g., modified single-family mortgage loans).

Due to the impact of HARP and other refinance initiatives of Freddie Mac and Fannie Mae on prepayment
expectations, we could experience declines in the fair values of certain agency security investments classified as
available-for-sale or trading and lower net interest yields over time on other mortgage-related investments.
Furthermore, HARP and similar programs make it harder to estimate prepayments, which could adversely affect our
ability to hedge our mortgage-related investments.

We are devoting significant internal resources to the implementation of the servicing alignment initiative and the
MHA Program. The costs we incur related to these initiatives have been, and will likely continue to be, significant.
The size and scope of these efforts may also limit our ability to pursue other business opportunities or corporate
initiatives.

For more information on our loss mitigation activities, see “BUSINESS — Our Business — Our Business Segments —
Single-Family Guarantee Segment — Single-Family Loan Workouts and the MHA Program” and “MD&A — RISK
MANAGEMENT — Credit Risk Overview — Single-Family Mortgage Credit Risk Framework and Profile — Managing
Problem Loans.”

We have incurred, and will continue to incur, expenses and we may otherwise be adversely affected by delays and
deficiencies in the single-family foreclosure process.
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We have been, and will likely continue to be, adversely affected by delays and deficiencies in the foreclosure process.
The average length of time for foreclosure of a Freddie Mac loan significantly increased since the onset of the housing
and economic downturn, particularly in states that require a judicial foreclosure process, and may further increase.
Delays in the foreclosure process could cause our expenses to increase for a number of reasons. For example,
properties awaiting foreclosure could deteriorate until we acquire ownership of them. This would increase our
expenses to repair and maintain the properties. Such delays may also adversely affect the values of, and our losses on,
the non-agency mortgage-related securities we hold. Delays in the foreclosure process may also adversely affect
trends in home prices regionally or nationally, which could adversely affect our financial results.

It is possible that mortgage insurance claims could be reduced or denied if servicers do not follow proper procedures
in addressing seriously delinquent borrowers, including if servicers do not complete foreclosures within required
timelines.
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Delays in the foreclosure process could create fluctuations in our single-family credit statistics. For example, delays
could temporarily increase the number of seriously delinquent loans that remain in our single-family mortgage
portfolio, which could result in higher reported serious delinquency rates and a larger number of non-performing loans
than would otherwise have been the case.

We may experience further losses relating to our assets that could materially adversely affect our financial results,
liquidity and net worth.

We experienced significant losses relating to certain of our assets in recent years, including from significant declines
in market value, impairments of our investment securities, declines in the value of REO properties and impairments on
other assets. We may experience additional losses relating to our assets, including those that are currently AAA-rated,
and the fair values of our assets may decline in the future. This could adversely affect our financial results, liquidity,
and net worth. We may decide to pursue certain mortgage-related investments portfolio strategies for economic
reasons that could result in the immediate recognition of losses, such as paying a premium to repurchase debt or
engaging in certain asset structuring activities that result in the write-off of premiums.

We had a net deferred tax asset of $19.5 billion as of December 31, 2014. In future periods we will continue to
evaluate our ability to realize the net deferred tax asset. If future events significantly alter our current outlook, we may
need to reestablish the valuation allowance. In addition, a reduction in corporate tax rates would result in a reduction
in the net realizable value of our net deferred tax asset. If this occurs, we would incur additional income tax expense
and might require additional draws under the Purchase Agreement, which could be significant. For more information,
see "MD&A — CONSOLIDATED BALANCE SHEETS ANALYSIS — Deferred Tax Assets."

There may not be an active, liquid trading market for our equity securities.

Our common stock and the publicly traded classes of our preferred stock trade exclusively on the OTCQB
Marketplace. Trading volumes on the OTCQB Marketplace can fluctuate significantly, and may not be stable, which
could make it difficult for investors to execute transactions in our securities and could cause declines or volatility in
the prices of our equity securities.

Changes in our accounting policies, as well as estimates we make, could materially affect how we report our financial
condition or results of operations.

Our accounting policies are fundamental to understanding our financial condition and results of operations. Certain of
our accounting policies, as well as estimates we make, are “critical,” as they are both important to the presentation of our
financial condition and results of operations and require management to make particularly difficult, complex or
subjective judgments and estimates, often regarding matters that are inherently uncertain. Actual results could differ
from our estimates and the use of different judgments and assumptions related to these policies and estimates could
have a material impact on our consolidated financial statements. Because our financial statements involve estimates
for amounts that are large, even a small change in our assumptions or methodology for making estimates can have a
significant effect on the results for a reporting period. For a description of our critical accounting policies, see “MD&A —
CRITICAL ACCOUNTING POLICIES AND ESTIMATES.”

From time to time, the FASB and the SEC change the financial accounting and reporting guidance that governs the
preparation of our financial statements. The implementation of new or revised accounting guidance could result in
material adverse effects to our net worth and result in or contribute to the need for additional draws under the Purchase
Agreement. In addition, FHFA may require us and Fannie Mae to have the same independent public accounting firm.
Either of these events could significantly increase our expenses and require a substantial time commitment of
management.

Operational Risks

Our business may be adversely affected if we are unable to hire and retain qualified employees.

Our performance is largely dependent on the talents and efforts of highly skilled individuals. Our ability to recruit and
retain executives and other employees with the necessary skills to conduct our business has at times in the past been,
and may in the future be, adversely affected by the actions taken by Congress, Treasury, and the Conservator (e.g.,
significant restrictions on compensation), or other government agencies, the uncertainty regarding the duration of the
conservatorship, the potential for future legislative or regulatory actions that could significantly affect our existence
and our role in the secondary mortgage market, and negative publicity concerning the GSEs. We face competition
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from inside and outside the financial services industry for qualified employees. An improving economy may put
additional pressures on turnover, as more attractive opportunities become available to our employees. Accordingly, we
may not be able to retain or replace executives or other employees with the requisite institutional knowledge and the
technical, operational and other key skills needed to conduct our business effectively.

Issues related to the MERS System could delay or disrupt foreclosure activities and could have an adverse effect on
our business.

The MERS® System is an electronic registry that is widely used by seller/servicers, Freddie Mac, and other
participants in the mortgage finance industry to maintain records of beneficial ownership of mortgages. The MERS
System is owned and operated by MERSCORP Holdings, Inc., a privately held company, the shareholders of which
include a number of

43 Freddie Mac

86



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

Table of Contents

organizations in the mortgage industry (including Freddie Mac). A significant portion of the loans we own or
guarantee are registered in the MERS System.

Numerous lawsuits have been filed challenging foreclosures conducted using the MERS System. It is possible that
adverse judicial decisions, regulatory proceedings or action, or legislative action could: (a) prevent us from using the
MERS System, (b) delay or disrupt foreclosure of mortgages that are registered on the MERS System, or (c) create
additional requirements for the transfer of mortgages. Any of these developments could increase our costs or
otherwise adversely affect our business. For example, we could be required to transfer mortgages out of the MERS
System.

We could also be adversely affected if MERSCORP Holdings and its subsidiaries fail to apply prudent and effective
controls and to comply with legal and other requirements in the foreclosure process.

Weaknesses in internal control over financial reporting and in disclosure controls and procedures could result in errors
and inadequate disclosures, and affect operating results.

Our business could be adversely affected by control deficiencies or failures. Control deficiencies could result in errors
in our financial statements, lead to inadequate or untimely disclosures, and affect operating results. For information
about management's conclusion that our disclosure controls and procedures are ineffective and the related material
weakness in internal control over financial reporting, see “CONTROLS AND PROCEDURES.”

There are a number of factors that may impede our efforts to establish and maintain effective disclosure controls and
procedures and internal control over financial reporting, including: (a) the nature of the conservatorship and our
relationship with FHFA; (b) the complexity of, and significant changes in, our business activities and related GAAP
requirements; (c) employee and management turnover; (d) internal corporate reorganizations; (e) data quality; and (f)
servicing-related issues.

Effectively designed and operating internal control over financial reporting provides only reasonable assurance that
material errors in our financial statements will be prevented or detected on a timely basis. A failure to maintain
effective internal control over financial reporting increases the risk of a material error in our reported financial results
and a delay in our financial reporting timeline.

We face risks and uncertainties associated with the models that we use for financial accounting and reporting
purposes, to make business decisions, and to manage risks. Market conditions have raised these risks and
uncertainties.

We face risk associated with our use of models for financial accounting and reporting purposes and for managing
business risks. First, there is inherent uncertainty associated with model results. Second, we could fail to properly
implement, operate, or use our models. Either of these situations could adversely affect our financial statements,
financial and risk-related disclosures, and ability to manage risks.

Models are inherently imperfect predictors of actual results. We use market-based information to construct our
models. However, it can take time for data providers to prepare information, and thus the most recent information may
not be available for use with the model. When market conditions change quickly and in unforeseen ways, there is an
increased risk that our models are not representative of current market conditions. For example, models may not fully
capture the effect of certain economic events or government policies, which makes it more difficult to assess model
performance and requires a higher degree of management judgment. Our models may not perform as well in situations
for which there are few or no recent historical precedents. We have adjusted our models in response to recent events,
but there remains considerable uncertainty about model results. Our models rely on various assumptions that may be
invalid, including that historical experience can be used to predict future results.

We face the risk that we could fail to implement, operate, adjust or use our models properly. We may fail to code a
model correctly or we could use incorrect data. The complexity and interconnectivity of our models create additional
risk regarding the accuracy of model output.

We use third-party models for certain purposes. While the use of such models may reduce risk (e.g., where no internal
model is available), it may expose us to additional risk, as third parties typically do not provide us with proprietary
information regarding their models. We also may have little or no control over the process by which the models are
adjusted or changed. As a result, we may not fully account for the risks associated with the use of such models.
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Management often needs to exercise judgment to interpret or adjust modeled results to take into account new
information or changes in conditions. The dramatic changes in the housing and credit capital markets in recent years
have required frequent adjustments to our models and the application of greater management judgment in the
interpretation and adjustment of the results produced by our models. This further increases both the uncertainty about
model results and the risk of errors in the implementation, operation, or use of the models.

We face the risk that the valuations, risk metrics, amortization results, loan loss reserve estimations, and security
impairment charges produced by our models may be different from actual results, which could adversely affect our
business results, cash flows, net worth, business prospects, and future financial results.

We also face the risk that we could make poor business decisions in areas where model results are an important factor,
including loan purchases, securitizations and sales of loans, purchases and sales of securities, funding strategy,
management
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and guarantee fee pricing, interest-rate risk management, market risk management, credit risk management,
quality-control sampling strategies for loans in our single-family credit guarantee portfolio, and representation and
warranty and other settlements with our counterparties. Furthermore, any strategies we employ to attempt to manage
the risks associated with our use of models may not be effective. See “MD&A — CRITICAL ACCOUNTING POLICIES
AND ESTIMATES” and “QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK —
Interest-Rate Risk and Other Market Risks” for more information on our use of models.

A failure in our operational systems or infrastructure, or those of third parties, could impair our liquidity, disrupt our
business, damage our reputation, and cause losses.

We face significant levels of operational risk due to a variety of factors, including the complexity of our business
operations and the amount of change to our core systems required to keep pace with regulatory and other
requirements.

Shortcomings or failures in our internal processes, people or systems could lead to impairment of our liquidity,
financial and economic loss, errors in our financial statements, disruption of our business, liability to customers,
further legislative or regulatory intervention, or reputational damage. We have certain legacy systems that require
manual support and intervention, which may lead to heightened risk of system failures.

Our business is highly dependent on our ability to process a large number of transactions on a daily basis and manage
and analyze significant amounts of information, much of which is provided by third parties. The transactions we
process are complex and are subject to various legal, accounting, and regulatory standards. The types of transactions
we process and the standards relating to those transactions can change rapidly in response to external events, such as
the implementation of government-mandated programs and changes in market conditions. Our financial, accounting,
data processing, or other operating systems and facilities may fail to operate properly or become disabled, adversely
affecting our ability to process these transactions. Our systems may contain design flaws. The information provided
by third parties may be incorrect, or we may fail to properly manage or analyze it. The inability of our systems to
accommodate an increasing volume of transactions or new types of transactions or products could constrain our ability
to pursue new business initiatives or improve existing business activities.

We also face increased operational risk due to the magnitude and complexity of the new initiatives we are
undertaking, including our efforts to help build a new housing finance system (such as the development of the
common securitization platform). Some of these initiatives require significant changes to our operational systems. In
some cases, the changes must be implemented within a short period of time. Our legacy systems may also create
increased operational risk for these new initiatives. Internal corporate reorganizations (e.g., relating to our
implementation of an enhanced three-lines-of-defense risk management framework) may also increase our operational
risk, particularly during the period of implementation.

Our employees could act improperly for their own gain and cause unexpected losses or reputational damage. While we
have processes and systems in place designed to prevent and detect fraud, there can be no assurance that such
processes and systems will be successful.

Most of our key business activities are conducted in our offices in Virginia and represent a concentrated risk of
people, technology, and facilities. As a result, a power outage or other infrastructure disruption in the area near our
offices could significantly adversely affect our ability to conduct normal business operations. A terrorist event or
natural disaster in the area near our offices could have a similar impact. Any measures we take to mitigate this risk
may not be sufficient to respond to the full range of events that may occur.

The threat landscape in cyber security is changing rapidly and growing in sophistication. We may not be able to
protect our systems with complete assurance or fully protect the confidentiality of our information from cyber attack
and other unauthorized access, disclosure, and disruption.

Our operations rely on the secure receipt, processing, storage, and transmission of confidential and other information
in our computer systems and networks and with our business partners. Like many corporations and government
entities, from time to time we have been, and likely will continue to be, the target of attempted cyber attacks.
Although we devote significant resources to protecting our various systems and processes, there is no assurance that
our security measures will provide fully effective security. Our computer systems, software, and networks may be
vulnerable to cyber attack, unauthorized access, supply chain disruptions, computer viruses or other malicious code, or
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other attempts to harm them or misuse or steal confidential information. If one or more of such events were to occur,
this potentially could jeopardize or result in the unauthorized disclosure, misuse or corruption of confidential and
other information (including information of borrowers, our customers or our counterparties), or otherwise cause
interruptions or malfunctions in our operations or the operations of our customers or counterparties. This could result
in significant losses or reputational damage, adversely affect our relationships with our customers and counterparties,
negatively affect our competitive position, and otherwise harm our business. We could also face regulatory action. We
might be required to expend significant additional resources to modify our protective measures or to investigate and
remediate vulnerabilities or other exposures, and we might be subject to litigation and financial losses that are not
fully insured. In addition, there can be no assurance that business partners, counterparties and governmental
organizations are adequately protecting the confidential and other information that we share with them. As a result, a
cyber
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attack on their systems and networks, or breach of their security measures, may result in harm to our business and
business relationships.

We rely on third parties for certain important functions. Any failures by those vendors and service providers could
disrupt our business operations.

At times, we outsource certain key functions to external parties, including some that are critical to financial reporting,
our mortgage-related investment activity, and mortgage loan underwriting. We may enter into other key outsourcing
relationships in the future. If one or more of these key external parties were not able to perform their functions at all
for a period of time, perform them at an acceptable service level, or handle increased volumes, our business operations
could be constrained, disrupted, or otherwise negatively affected. Our use of vendors also exposes us to the risk of
losing intellectual property or confidential information and to other harm. Our ability to monitor the activities or
performance of vendors may be constrained, which makes it difficult for us to assess and manage the risks associated
with these relationships.

Legal and Regulatory Risks

Legislative or regulatory actions could adversely affect our business activities and financial results.

We face significant risks related to legislative or regulatory actions, in addition to those discussed above in
“Conservatorship and Related Matters — The future status and role of Freddie Mac are uncertain.” We operate in a highly
regulated industry and are subject to heightened supervision from FHFA, as our Conservator. Our compliance systems
and programs may not be adequate to ensure that we are in compliance with all legal and other requirements. We
could incur fines or other negative consequences for inadvertent or unintentional violations.

Our business may be directly adversely affected by future legislative and regulatory actions at the federal, state, and
local levels. Legislative or regulatory actions, including actions by FHFA as Conservator, could affect us in a number
of ways, including by imposing significant additional compliance and other costs on us, limiting our business
activities and diverting management attention or other resources. Judicial actions at the federal, state, or local level
could have a similar effect. For example, we could be negatively affected by legislative, regulatory or judicial action
that: (a) changes the foreclosure process of any individual state; (b) limits or otherwise adversely affects the rights of a
holder of a first lien on a mortgage (such as through granting priority rights in foreclosure proceedings for homeowner
associations); (c) expands the responsibilities of (and costs to) servicers for maintaining vacant properties prior to
foreclosure; or (d) permits or requires principal reductions, such as allowing local governments to use eminent domain
to seize mortgage loans and forgive principal on the loans. Our business could also be adversely affected by any
modification, reduction, or repeal of the federal income tax deductibility of mortgage interest payments.

The Dodd-Frank Act significantly changed the regulation of the mortgage and financial services industries and could
continue to affect us in substantial ways. For example, the Dodd-Frank Act and related regulatory changes could cause
or require us to make further changes to our business practices, such as practices related to mortgage underwriting and
servicing. The Dodd-Frank Act establishes new standards and requirements related to asset-backed securities,
including recently finalized rules requiring sponsors of securitization transactions to retain a portion of the underlying
loans’ credit risk. These standards and requirements could adversely affect us, including by establishing additional
requirements for securitization structures that are not fully guaranteed.

Legislation or regulatory actions could indirectly adversely affect us to the extent such legislation or actions affect the
activities of banks, savings institutions, insurance companies, derivative counterparties, securities dealers, and other
regulated entities that constitute a significant portion of our customers or counterparties, or to the extent that they
modify industry practices. Legislative or regulatory provisions that remove incentives for these entities to purchase
our securities or enter into derivatives or other transactions with us could have a material adverse effect on our
business results and financial condition. The Dodd-Frank Act and related current and future regulatory changes may
continue to significantly change the business practices of our customers and counterparties, and it is possible that any
such changes will adversely affect our business and financial results. For example, changes in business practices
resulting from the Dodd-Frank Act and related regulatory changes could have a negative effect on the volume of
mortgage originations or could modify or remove incentives for financial institutions to sell mortgage loans to us,
either of which could adversely affect the number of mortgages available for us to purchase or guarantee.
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U.S. banking regulators have substantially revised the capital and liquidity requirements applicable to banking
organizations, based on the Basel III standards developed by the Basel Committee on Banking Supervision. Phase-in
of the new bank capital and liquidity requirements will take several years and there is significant uncertainty about the
extent to which implementation of the new requirements by banking organizations may affect us. For example, the
emerging regulatory framework could decrease demand for our securities and/or affect competition in the market for
mortgage originations and servicing, with possible adverse consequences for our business results and financial
condition.

We may make certain changes to our business in an attempt to meet our housing goals and subgoals.

We may make adjustments to our mortgage loan sourcing and purchase strategies in an effort to meet our housing
goals and subgoals, including relaxing some of our underwriting standards and the expanded use of targeted initiatives
to reach
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underserved populations. For example, we may purchase loans that offer lower expected returns on our investment
and potentially increase our exposure to credit losses. Doing so could cause us to forgo other purchase opportunities
that we would expect to be more profitable. If our current efforts to meet the goals and subgoals prove to be
insufficient, we may need to take additional steps that could potentially adversely affect our profitability. FHFA has
not yet published a final rule with respect to our duty to serve underserved markets. However, it is possible that we
could also make changes to our business in the future in response to this duty. If we do not meet our housing goals or
duty to serve requirements, and FHFA finds that the goals or requirements were feasible, we may become subject to a
housing plan that could require us to take additional steps that could potentially adversely affect our profitability.

We are involved in legal proceedings that could result in the payment of substantial damages or otherwise harm our
business.

We are a party to various claims and other legal proceedings. We also have been, and in the future may be, involved in
government investigations and regulatory proceedings and IRS examinations. In addition, certain of our former
officers are involved in legal proceedings for which they may be entitled to reimbursement by us for costs and
expenses of the proceedings. We may be required to establish reserves and to make substantial payments in the event
of adverse judgments or settlements of any such claims, proceedings, investigations or examinations. Any legal
proceeding, governmental investigation, or IRS examination issue, even if resolved in our favor, could result in
negative publicity or cause us to incur significant legal and other expenses. Furthermore, the costs (including
settlement costs) related to these legal proceedings and governmental investigations and examinations may differ from
our expectations and exceed any amounts for which we have reserved or require adjustments to such reserves. These
various matters could divert management’s attention and other resources from the needs of the business. In addition, a
number of lawsuits have been filed against the U.S. government relating to conservatorship and the Purchase
Agreement that could adversely affect us. See “LEGAL PROCEEDINGS” and “NOTE 17: LEGAL CONTINGENCIES”
for information about these various pending legal proceedings.

ITEM 1B. UNRESOLVED STAFF COMMENTS

None.

ITEM 2. PROPERTIES

Our principal offices consist of four office buildings we own in McLean, Virginia, comprising approximately

1.3 million square feet.

ITEM 3. LEGAL PROCEEDINGS

We are involved as a party to a variety of legal proceedings arising from time to time in the ordinary course of
business. See “NOTE 17: LEGAL CONTINGENCIES” for more information regarding our involvement as a party to
various legal proceedings.

Litigation Against the U.S. Government Concerning Conservatorship and the Purchase Agreement

Between June and September 2013, and in February 2014, a number of lawsuits were filed against the U.S.
government and, in some cases, the Secretary of the Treasury and the then Acting Director of FHFA. These lawsuits
challenge certain government actions related to the conservatorship (including actions taken in connection with the
imposition of conservatorship) and the Purchase Agreement. Several of the lawsuits seek to invalidate the net worth
sweep dividend provisions of the senior preferred stock, which were implemented pursuant to the August 2012
amendment to the Purchase Agreement. These cases were filed in the U.S. Court of Federal Claims, the U.S. District
Court for the District of Columbia, and the U.S. District Court for the Southern District of Iowa. It is possible that
additional similar lawsuits will be filed in the future.

On September 30, 2014, the U.S. District Court for the District of Columbia entered an order dismissing all but one of
the cases in that Court. The plaintiffs subsequently filed notices of appeal of the Court’s decision. In addition, on
October 31, 2014, the plaintiffs in the one remaining case filed a notice of voluntary dismissal.

On February 3, 2015, the U.S. District Court for the Southern District of Iowa entered an order dismissing the case in
that Court.

Freddie Mac is not a party to any of these lawsuits. However, a number of other lawsuits have been filed against
Freddie Mac concerning the August 2012 amendment to the Purchase Agreement. See “NOTE 17: LEGAL
CONTINGENCIES — Litigation Concerning the Purchase Agreement” for information on the lawsuits filed against
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Freddie Mac. Pershing Square Capital Management, L.P. (“Pershing”) is a plaintiff in one of the lawsuits filed against
Freddie Mac. Pershing has filed reports with the SEC, most recently in March 2014, indicating that it beneficially
owned more than 5% of our common stock. We do not know Pershing's current beneficial ownership of our common
stock. For more information, see “SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND
MANAGEMENT AND RELATED STOCKHOLDER MATTERS — Security Ownership.”
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It is not possible for us to predict the outcome of these lawsuits (including the outcome of any appeal), or the actions
the U.S. government (including Treasury and FHFA) might take in response to any ruling or finding in any of these
lawsuits or any future lawsuits. However, it is possible that we could be adversely affected by these events, including,
for example, by changes to the Purchase Agreement, or any resulting actual or perceived changes in the level of U.S.
government support for our business.

Litigation Concerning Housing Trust Fund

On July 9, 2013, plaintiffs filed a lawsuit in the U.S. District Court for the Southern District of Florida styled Samuels
et al. vs. FHFA and DeMarco. Freddie Mac is not a party to this lawsuit. In the lawsuit, plaintiffs challenged FHFA’s
November 2008 decision to suspend Freddie Mac’s and Fannie Mae’s payments to an affordable housing trust fund
managed by HUD. (In December 2014, FHFA terminated this suspension and directed Freddie Mac and Fannie Mae
to begin making contributions to the fund, commencing with fiscal year 2015.) See “BUSINESS — Regulation and
Supervision — Federal Housing Finance Agency — Affordable Housing Allocations” for more information. In October
2013, FHFA moved to dismiss the complaint and shortly thereafter plaintiffs filed an amended complaint. Plaintiffs’
amended complaint alleged that FHFA’s actions in ordering Freddie Mac and Fannie Mae to suspend payments to the
trust fund, and FHFA’s failure to review its decision to suspend payments once Freddie Mac and Fannie Mae’s financial
circumstances changed, violated the Administrative Procedure Act. The plaintiffs asked that the Court, among other
items, vacate and set aside FHFA’s decision to indefinitely suspend payments by Fannie Mae and Freddie Mac to the
trust fund, and order FHFA to instruct Freddie Mac and Fannie Mae to proceed as if FHFA’s suspension of payments
to the trust fund had never taken place. Plaintiffs also sought reasonable attorneys’ fees and costs. On December 6,
2013, FHFA filed a motion to dismiss the plaintiffs’ amended complaint, which plaintiffs opposed. On September 29,
2014, the Court issued an order granting FHFA’s motion to dismiss the amended complaint. To our knowledge, none
of the plaintiffs filed a timely notice of appeal of the District Court’s decision.

ITEM 4. MINE SAFETY DISCLOSURES

Not applicable.

PART II

ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED

STOCKHOLDER MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES

Market Information

Our common stock, par value $0.00 per share, trades on the OTCQB Marketplace, operated by the OTC Markets
Group Inc., under the ticker symbol “FMCC.” As of February 5, 2015, there were 650,043,899 shares of our common
stock outstanding.

The table below sets forth the high and low bid information for our common stock on the OTCQB Marketplace for the
indicated periods and reflects inter-dealer prices, without retail mark-up, mark-down, or commission, and may not
necessarily represent actual transactions.

Table 5 — Quarterly Common Stock Information

High Low
2014 Quarter Ended
December 31 $2.50 $1.44
September 30 4.58 2.56
June 30 4.78 3.63
March 31 6.00 2.63
2013 Quarter Ended
December 31 $3.24 $1.26
September 30 1.65 0.98
June 30 5.00 0.67
March 31 1.44 0.27
Holders

As of February 5, 2015, we had 1,818 common stockholders of record.
Dividends and Dividend Restrictions
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We did not pay any cash dividends on our common stock during 2014 or 2013. Our payment of dividends is subject to
the following restrictions:

Restrictions Relating to the Conservatorship
The Conservator has prohibited us from paying any dividends on our common stock or on any series of our preferred

stock (other than the senior preferred stock). FHFA has instructed our Board of Directors that it should consult with
and obtain
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the approval of FHFA before taking actions involving dividends. In addition, FHFA has adopted a regulation
prohibiting us from making capital distributions during conservatorship, except as authorized by the Director of
FHFA.

Restrictions Under the Purchase Agreement

The Purchase Agreement prohibits us and any of our subsidiaries from declaring or paying any dividends on Freddie
Mac equity securities (other than with respect to the senior preferred stock or warrant) without the prior written
consent of Treasury.

Restrictions Under the GSE Act

Under the GSE Act, FHFA has authority to prohibit capital distributions, including payment of dividends, if we fail to
meet applicable capital requirements. Under the GSE Act, we are not permitted to make a capital distribution if, after
making the distribution, we would be undercapitalized, except the Director of FHFA may permit us to repurchase
shares if the repurchase is made in connection with the issuance of additional shares or obligations in at least an
equivalent amount and will reduce our financial obligations or otherwise improve our financial condition. If FHFA
classifies us as undercapitalized, we are not permitted to make a capital distribution that would result in our being
reclassified as significantly undercapitalized or critically undercapitalized. If FHFA classifies us as significantly
undercapitalized, approval of the Director of FHFA is required for any capital distribution; the Director may approve a
capital distribution only if the Director determines that the distribution will enhance the ability of the company to meet
required capital levels promptly, will contribute to the long-term financial safety-and-soundness of the company, or is
otherwise in the public interest. Our capital requirements have been suspended during conservatorship.

Restrictions Under our Charter

Without regard to our capital classification, we must obtain prior written approval of FHFA to make any capital
distribution that would decrease total capital to an amount less than the risk-based capital level or that would decrease
core capital to an amount less than the minimum capital level. As noted above, our capital requirements have been
suspended during conservatorship.

Restrictions Relating to Subordinated Debt

During any period in which we defer payment of interest on qualifying subordinated debt, we may not declare or pay
dividends on, or redeem, purchase or acquire, our common stock or preferred stock. Our qualifying subordinated debt
provides for the deferral of the payment of interest for up to five years if either: (a) our core capital is below 125% of
our critical capital requirement; or (b) our core capital is below our statutory minimum capital requirement, and the
Secretary of the Treasury, acting on our request, exercises his or her discretionary authority pursuant to Section 306(c)
of our charter to purchase our debt obligations. FHFA has directed us to make interest and principal payments on our
subordinated debt, even if we fail to maintain required capital levels. As a result, the terms of any of our subordinated
debt that provide for us to defer payments of interest under certain circumstances, including our failure to maintain
specified capital levels, are no longer applicable.

Restrictions Relating to Preferred Stock

Payment of dividends on our common stock is also subject to the prior payment of dividends on our 24 series of
preferred stock and one series of senior preferred stock, representing an aggregate of 464,170,000 shares and
1,000,000 shares, respectively, outstanding as of December 31, 2014. Payment of dividends on all outstanding
preferred stock, other than the senior preferred stock, is subject to the prior payment of dividends on the senior
preferred stock. We paid dividends on the senior preferred stock during 2014 at the direction of the Conservator, as
discussed in “MD&A — LIQUIDITY AND CAPITAL RESOURCES — Capital Resources, the Purchase Agreement, and
the Dividend Obligation on the Senior Preferred Stock™ and “NOTE 11: STOCKHOLDERS’ EQUITY — Dividends
Declared.” We did not declare or pay dividends on any other series of preferred stock outstanding in 2014.

Recent Sales of Unregistered Securities

The securities we issue are “exempted securities” under the Securities Act of 1933. As a result, we do not file
registration statements with the SEC with respect to offerings of our securities.

Following our entry into conservatorship, we suspended the operation of, and ceased making grants under, equity
compensation plans. Previously, we had provided equity compensation under these plans to employees and members
of our Board of Directors. Under the Purchase Agreement, we cannot issue any new options, rights to purchase,
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participations, or other equity interests without Treasury’s prior approval. However, grants outstanding as of the date of
the Purchase Agreement remain in effect in accordance with their terms. No stock options were exercised during the
three months ended December 31, 2014. See “NOTE 11: STOCKHOLDERS’ EQUITY” for more information.

Issuer Purchases of Equity Securities

We did not repurchase any of our common or preferred stock during 2014. Additionally, we do not currently have any
outstanding authorizations to repurchase common or preferred stock. Under the Purchase Agreement, we cannot
repurchase our common or preferred stock without Treasury’s prior consent, and we may only purchase or redeem the
senior preferred stock in certain limited circumstances set forth in the certificate of designation of the senior preferred
stock.
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Transfer Agent and Registrar
Computershare Trust Company, N.A.

P.O. Box 43078

Providence, RI 02940-3078

Telephone: 781-575-2879
https://www-us.computershare.com/investor

50 Freddie Mac

99



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

Table of Contents

ITEM 6. SELECTED FINANCIAL DATA
The selected financial data presented below should be reviewed in conjunction with MD&A and our consolidated
financial statements and related notes.
Table 6 — Selected Financial Data
At or For The Year Ended December 31,
2014 2013 2012 2011 2010
(dollars in millions, except share-related amounts)
Statements of Comprehensive Income

Data

Net interest income $14,263 $16,468 $17,611 $18,397 $16,856
(Provision) benefit for credit losses (58 ) 2,465 (1,890 ) (10,702 ) (17,218 )
Non-interest income (loss) (113 ) 8,519 (4,083 ) (10,878 ) (11,588 )
Non-interest expense (3,090 ) (2,089 ) (2,193 ) (2,483 ) (2,932 )
Income tax (expense) benefit (3,312 ) 23,305 1,537 400 856

Net income (loss) 7,690 48,668 10,982 (5,266 ) (14,025 )
Comprehensive income (loss) 9,426 51,600 16,039 (1,230 ) 282

Net loss attributable to common
stockholders()

Net loss per common share — basic and
diluted

Cash dividends per common share — — — — —
Weighted average common shares

outstanding (in millions) — basic and 3,236 3,238 3,240 3,245 3,249
diluted

(2,336 ) (3,531 ) (2,074 ) an7e4 ) (19,774 )

(0.72 ) (1.09 ) (0.64 ) (3.63 ) (6.09 )

Balance Sheets Data

Mortgage loans held-for-investment, at

amortized cost by consolidated trusts ~ $1,558,094  $1,529,905  $1,495,932  $1,564,131 $1,646,172
(net of allowances for loan losses)

Total assets 1945539 1966061  1989.856 2147216  2.261.780
Debt securities of consolidated trusts | 17g 473 | 4330984 1419524 1471437 1,528,648
held by third parties

Other debt 450,069 506,767 547518 660,546 713,940

All other liabilities 13.346 12.475 13.987 15.379 19,593

Total stockholders’ equity (deficit) 2,651 12,835 8,827 (146 ) (401 )

Portfolio Balances - UPB
Mortgage-related investments portfolio $408,414 $461,024 $557,544 $653,313 $696,874

Total Freddie Mac mortgage-related — c2; 000 1500511 1,562,040  1.624.684 1712.918

securities®

Total mortgage portfolio 1,910,106 1,914,661 1,956,276 2,075,394 2,164,859
TDRs on accrual status 82,908 78,708 66,590 45,254 27,517
Non-accrual loans 33,130 43,457 63,005 76,575 88,988
Ratios®

Return on average assets) 0.4 % 2.5 % 0.5 % (0.2 Y% (0.6 )%
Allowance for loans losses as percentage

of mortgage loans, 1.3 1.4 1.8 2.2 2.1
held-for-investment®)

Equity to assets ratio(®) 0.4 0.5 0.2 — 0.2 )
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For a discussion of the change in the manner in which the senior preferred stock dividend is determined and how it
(1)affects net income (loss) attributable to common stockholders beginning in the fourth quarter of 2012, see “NOTE 1:
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES — Earnings Per Common Share.”
(2)See ‘‘Table 37 — Freddie Mac Mortgage-Related Securities’” for the composition of this line item.
The dividend payout ratio on common stock is not presented because the amount of cash dividends per common
share is zero for all periods presented. The return on common equity ratio is not presented because the simple
average of the beginning and ending balances of total stockholders’ equity, net of preferred stock (at redemption
value) is less than zero for all periods presented.
Ratio computed as net income (loss) divided by the simple average of the beginning and ending balances of total
assets.
Ratio computed as the allowance for loan losses divided by the total recorded investment of held-for-investment
mortgage loans.
Ratio computed as the simple average of the beginning and ending balances of total stockholders’ equity (deficit)
divided by the simple average of the beginning and ending balances of total assets.

3)

“)
)
(6)
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION

AND RESULTS OF OPERATIONS

You should read this MD&A in conjunction with "BUSINESS" and our consolidated financial statements and related
notes for the year ended December 31, 2014.

MORTGAGE MARKET AND ECONOMIC CONDITIONS, AND OUTLOOK

Mortgage Market and Economic Conditions

Overview

The U.S. real gross domestic product rose by 2.5% during 2014, measured on a fourth quarter to fourth quarter basis,
compared to an increase of 3.1% in 2013, according to the Bureau of Economic Analysis. The national unemployment
rate was 5.6% in December 2014, compared to 6.7% and 7.9% in December 2013 and December 2012, respectively,
based on data from the U.S. Bureau of Labor Statistics. An average of approximately 246,000 and 194,000 monthly
net new jobs (non-farm) were added to the economy during 2014 and 2013, respectively, which shows evidence of
continued improvements in the economy and the labor market. The average interest rate on new 30-year fixed-rate
conforming mortgages averaged 4.2% in 2014, compared to 4.0% in 2013, based on our weekly Primary Mortgage
Market Survey. Average long-term mortgage interest rates were slightly higher in 2014 and led to a significant decline
in the volume of single-family mortgage refinance activity in the market in 2014 compared to 2013.

Table 7 — Mortgage Market Indicators

Year Ended December 31,

2014 2013 2012
Home sale units (in thousands)) 5,365 5,519 5,028
National home price change® 52 % 9.3 % 6.0 %
Single-family originations (in billions)®) $1,240 $1,890 $2,120
ARM share® 18 % 14 % 11 %
Refinance share®) 60 % 73 % 84 %
U.S. single-family mortgage debt outstanding (in billions)©®  $9,855 $9,887 $9,983
U.S. multifamily mortgage debt outstanding (in billions)© $969 $932 $895

Consists of sales of new and existing homes in the U.S. Source: National Association of Realtors news release
(1)dated January 23, 2015 (sales of existing homes) and U.S. Census Bureau news release dated January 27, 2015
(sales of new homes).

Calculated internally using estimates of changes in single-family home prices by state, which are weighted using
the property values underlying our single-family credit guarantee portfolio to obtain a national index. The rate for
each year presented incorporates property value information on loans purchased by both Freddie Mac and Fannie
Mae through December 31, 2014. The percentage change will be subject to revision based on more recent purchase
information. Other indices of home prices may have different results, as they are determined using different pools
of mortgage loans and calculated under different conventions than our own.

3) Source: Inside Mortgage Finance estimates of originations of single-family first-and second liens dated January 30,

2015.

) ARM share of the dollar amount of total mortgage applications. Source: Mortgage Bankers Association’s Mortgage

Applications Survey. Data reflect annual average of weekly figures.

Refinance share of the number of conventional mortgage applications. Source: Mortgage Bankers Association’s

Mortgage Applications Survey. Data reflect annual average of weekly figures.

©6) Source: Federal Financial Accounts of the United States dated December 11, 2014. The outstanding amounts for
2014 presented above reflect balances as of September 30, 2014.

Single-Family Housing Market

Home prices increased on a national basis in 2014 and 2013 (based on our index), though some localities continued to

be affected by weakness in their housing market and experienced declines in home values during these periods. Home

price appreciation, on a national basis, moderated in 2014, with our nationwide index registering approximately a

5.2% increase from December 2013 to December 2014, compared to a 9.3% increase from December 2012 to
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December 2013. These estimates were based on our own non-seasonally-adjusted price index of one-family homes
funded by mortgage loans owned or guaranteed by us or Fannie Mae. Other indices of home prices may have different
results, as they are determined using home prices relating to different pools of mortgage loans and calculated under
different conventions than our own.

Based on data from the National Association of Realtors, sales of existing homes in 2014 were 4.93 million,
decreasing 3% from 5.09 million in 2013. Based on data from the U.S. Census Bureau and HUD, sales of new homes
in 2014 were approximately 435,000, increasing 1.4% from approximately 429,000 in 2013.

The serious delinquency rate of our single-family loans declined during both 2014 and 2013 and was 1.88% as of
December 31, 2014. The Mortgage Bankers Association reported in its National Delinquency Survey that serious
delinquency rates on all single-family loans in the survey declined to 4.65% as of September 30, 2014 (the latest
information available), from 5.41% at December 31, 2013.

Based on the latest available National Delinquency Survey data, we estimate that we owned or guaranteed
approximately 23% of the single-family mortgages outstanding in the U.S. at September 30, 2014, based on number of
loans, and we estimate
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