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UNITED STATES SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q

x QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934.

For the quarterly period ended June 30, 2008
or

o TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934.

For the transition period from to
Commission File Number: 000-53330

Federal Home Loan Mortgage Corporation
(Exact name of registrant as specified in its charter)

Freddie Mac
Federally chartered corporation 52-0904874
(State or other jurisdiction of (LR.S. Employer
incorporation or organization) Identification No.)
8200 Jones Branch Drive, McLean, Virginia 22102-3110
(Address of principal executive offices) (Zip Code)

(703) 903-2000
(Registrant s telephone number, including area code)
Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. o Yes x No
Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,

or a smaller reporting company. See the definitions of accelerated filer, large accelerated filer and smaller reporting
company in Rule 12b-2 of the Exchange Act.
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Large accelerated filer o Accelerated filer o
Non-accelerated filer (Do not check if a smaller reporting company) x Smaller reporting company o

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act). o Yes xNo

As of July 28, 2008, there were 647,015,161 shares of the registrant s common stock outstanding.
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PART1 FINANCIAL INFORMATION

This Quarterly Report on Form 10-Q includes forward-looking statements, which may include expectations and
objectives related to our operating results, financial condition, business, capital management, remediation of
significant deficiencies in internal controls, credit losses, market share and trends and other matters. You should not
rely unduly on our forward-looking statements. Actual results might differ significantly from those described in or
implied by such forward-looking statements due to various factors and uncertainties, including those described in

(i) MANAGEMENT S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS, or MD&A, FORWARD-LOOKING STATEMENTS and RISK FACTORS in this Form 10-Q and in the
comparably captioned sections of our Form 10 Registration Statement filed and declared effective by the Securities
and Exchange Commission, or SEC, on July 18, 2008, or Registration Statement, and (ii) the BUSINESS section of
our Registration Statement. These forward-looking statements are made as of the date of this Form 10-Q and we
undertake no obligation to update any forward-looking statement to reflect events or circumstances after the date of
this Form 10-Q, or to reflect the occurrence of unanticipated events.

ITEM 2. MANAGEMENT S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

EXECUTIVE SUMMARY

Freddie Mac is a stockholder-owned company chartered by Congress in 1970 to stabilize the nation s residential
mortgage markets and expand opportunities for homeownership and affordable rental housing. Our mission is to
provide liquidity, stability and affordability to the U.S. housing market. We fulfill our mission by purchasing
residential mortgage loans and mortgage-related securities in the secondary mortgage market. We are one of the
largest purchasers of mortgage loans in the U.S. We purchase mortgage loans and bundle them into mortgage-related
securities that can be sold to investors. We can use the proceeds to purchase additional mortgage loans from primary
market mortgage lenders, providing these lenders with a continuous flow of funds. We also purchase mortgage loans
and mortgage-related securities for our retained portfolio. We finance our purchases for our retained portfolio and
manage associated interest-rate and other market risks primarily by issuing a variety of debt instruments and entering
into derivative contracts in the capital markets. See CONSOLIDATED BALANCE SHEETS ANALYSIS Retained
Portfolio and OUR PORTFOLIOS for a description and composition of our portfolios.

Though we are chartered by Congress, our business is funded completely with private capital. We alone are
responsible for making payments on our securities. Neither the U.S. government nor any other agency or
instrumentality of the U.S. government is obligated to fund our mortgage purchase or financing activities or to
guarantee our securities or other obligations. Although the U.S. government s ability to provide financial support to us
has recently increased, this has not changed our responsibility to fund our obligations or resulted in any guarantee of
our securities or other obligations. See Legislative and Regulatory Matters.

Recent Events

Since mid-June 2008, there has been a substantial decline in the market price of our common stock. The market
conditions that have contributed to this price decline are likely to affect our approach to raising new core capital
including the timing, amount, type and mix of securities we may issue. We have committed to the Office of Federal
Housing Enterprise Oversight, or OFHEOQ, to raise $5.5 billion of new capital. We remain committed to raising this
capital given appropriate market conditions and will evaluate raising capital beyond this amount depending on our
needs and as market conditions mandate.
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Our financial performance for the second quarter, while reflecting the challenges that face the industry, leaves us
capitalized at a level greater than the 20% mandatory target capital surplus established by OFHEO and with a greater
surplus above the statutory minimum capital requirement. Given the challenges facing the industry, we expect to take
actions to maintain our capital position above the mandatory target capital surplus. Accordingly, subject to approval
by our board of directors, we currently expect to reduce the dividend on our common stock in the third quarter of 2008
from $0.25 to $0.05 or less per share and to pay the full dividends at contractual rates on our preferred stock. In
addition, we continue to review and consider other alternatives for managing our capital including issuing equity in
amounts that could be substantial and materially dilutive to our existing shareholders, reducing or rebalancing risk,
slowing purchases into our credit guarantee portfolio and limiting the growth or reducing the size of our retained
portfolio by allowing the portfolio to run off and/or by selling securities classified as trading or carried at fair value
under Statement of Financial Accounting Standards, or SFAS, No. 159 The Fair Value Option for Financial Assets
and Financial Liabilities, Including an Amendment of FASB Statement No. 115, or SFAS 159, or available-for-sale
securities that are accretive to capital (i.e., fair value exceeds amortized cost). We have retained and are working with
financial advisors and we continue to engage in discussions with OFHEO and the U.S. Department of the Treasury, or
Treasury, on these matters.

1 Freddie Mac
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Our liquidity position remains strong as a result of: (a) our continued access to the debt markets at attractive spreads,
(b) our cash and investments portfolio of approximately $70 billion and (c) an unencumbered agency mortgage-related
securities portfolio of approximately $470 billion, which could serve as collateral for additional borrowings. Under
stressful market conditions, counterparties willing to provide funding based on our unencumbered portfolio may be
unavailable or may offer terms that are not attractive to the company. On July 13, 2008, the Board of Governors of the
Federal Reserve System, or the Federal Reserve, granted the Federal Reserve Bank of New York the authority to lend
to Freddie Mac if necessary. Any such lending would be at the discount rate charged for primary credit, or the primary
credit rate, and collateralized by U.S. government and federal agency securities. This authorization was intended to
supplement the Treasury s existing authority to purchase obligations of Freddie Mac.

The Housing and Economic Recovery Act of 2008 was signed into law on July 30, 2008. Division A of this
legislation, the Federal Housing Finance Regulatory Reform Act of 2008, or the Regulatory Reform Act, establishes a
new regulator for us, the Federal Housing Finance Agency, or FHFA, with enhanced regulatory authorities relating,
among other things, to our minimum and risk-based capital levels and our business activities, including portfolio
investments, new products, management and operations standards, affordable housing goals, and executive
compensation. The Regulatory Reform Act expands the circumstances under which we could be placed into
conservatorship and also authorizes the FHFA to place us into receivership under specified circumstances. The
Regulatory Reform Act also requires us to allocate or transfer certain amounts to: (a) the Secretary of the U.S.
Department of Housing and Urban Development, or HUD, to fund a Housing Trust Fund and (b) a Capital Magnet
Fund administered by the Secretary of the Treasury. In addition, the Regulatory Reform Act provides the Secretary of
the Treasury with temporary authority, until December 31, 2009, to purchase any obligations and other securities we
issue under certain circumstances. See Legislative and Regulatory Matters for additional information concerning the
provisions of the Regulatory Reform Act and their potential impact on us.

Market Overview

In the first six months of 2008, the single-family residential mortgage market has continued to experience
deterioration that began during 2007. The various factors contributing to this deterioration have adversely affected our
financial condition and results of operations. Specifically, our estimates of nationwide home price changes, which
measure home values primarily based on repeat home sales indicated home price declines of approximately 1% and
5%, in the three and six months ended June 30, 2008, respectively, with significant variation across regions and
metropolitan areas. Home price changes are an important market indicator for us because they represent the general
trend in value associated with the single-family mortgage loans underlying our Mortgage Participation Certificates, or
PCs, and other mortgage-related securities. As home prices decline, the risk of borrower defaults generally increases
and the severity of credit losses also increases. Forecasts of nationwide home prices indicate a continued overall
decline in 2008.

Other trends in the single-family residential mortgage market also reflect the weakening in the housing market. Since
early 2006, the volume of new and existing home sales has declined and increased inventories of unsold homes have
undermined property values. Demand for investor properties and second homes has also declined dramatically.
Annual total single-family conventional mortgage originations are expected to continue to decline during 2008.

Credit concerns and resulting liquidity issues have also affected the financial markets. Since mid-2007, the market for
non-agency mortgage-related securities has been characterized by high levels of uncertainty, reduced demand,
illiquidity and significantly wider credit spreads. Non-agency mortgage-related securities, particularly those backed by
subprime and Alt-A mortgage products, have been subject to rating agency downgrades and significant price declines
in the market. The reduced liquidity in U.S. financial markets prompted the Federal Reserve to take several significant
actions during the first half of 2008, including a series of reductions in the discount rate totaling 2.50%. In early
March 2008, the Federal Reserve expanded its securities lending program to allow primary dealers to borrow
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U.S. Treasury securities for 28 day terms (rather than only overnight) with a pledge of other securities by the
borrower, including AAA-rated, private-issuer, residential mortgage securities. The Federal Reserve has left key
lending rates unchanged since May 2008; however, credit and liquidity concerns have continued to affect the market.

The rate reductions by the Federal Reserve have had an impact on other key market rates affecting our assets and
liabilities, including generally reducing the return on our cash and investments portfolio and lowering our cost of
short-term debt financing. In addition, the reduction in rates by the Federal Reserve caused mortgage interest rates to
temporarily decline early in 2008 and drove a surge in refinancing activity during the first four months of 2008.
However, as residential mortgage rates rose during the remainder of the second quarter, the pace of refinancing
activity slowed, and this is expected to also slow the growth of new issuances for our guaranteed PCs and Structured
Securities portfolio during the second half of 2008.

The credit performance of mortgage products deteriorated during 2007 and 2008, most severely for subprime and
Alt-A mortgage products. The decline in credit performance of mortgages during 2008, particularly subprime
mortgages, has also impacted the ratings of certain monoline bond insurance providers, or monolines, which has
negatively affected the pricing

2 Freddie Mac
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of non-agency mortgage and asset-backed securities in the market. We have direct and indirect exposure to monolines
and recognized other-than-temporary impairment losses related to some of these exposures during the second quarter
of 2008. See  CONSOLIDATED BALANCE SHEETS ANALYSIS Retained Portfolio for additional information
regarding our exposure to monolines as well as mortgage-related securities backed by subprime and Alt-A loans.
Concerns about the potential for higher delinquency rates and more severe credit losses have resulted in greater
increases in mortgage rates in the non-conforming and subprime portions of the market. Many lenders have tightened
credit standards or elected to stop originating certain types of mortgages and several mortgage originators have exited
the origination business. Decreases in home prices have also eroded the equity of many homeowners seeking to
refinance. These factors have adversely affected many borrowers seeking alternative financing to refinance out of
non-traditional and adjustable-rate mortgages, or ARMs.

The multifamily mortgage market differs from the residential single-family market in several respects. The likelihood
that a multifamily borrower will make scheduled payments on its mortgage is a function of the ability of the property
to generate income sufficient to make those payments, which is affected by rent levels and the percentage of available
units that are occupied. Strength in the multifamily market therefore is affected by the balance between the supply of
and demand for rental housing (both multifamily and single-family), which in turn is affected by employment, the
number of new units added to the rental housing supply, rates of household formation and the relative cost of
owner-occupied housing alternatives. Although multifamily market fundamentals have been strong in much of the
nation, liquidity concerns and wider credit spreads have spilled over from the single-family mortgage market into the
multifamily segment during 2008. However, we have continued to support the multifamily housing market during
2008 by making investments that we believe have attractive expected returns.

Summary of Financial Results for the Three and Six Months Ended June 30, 2008
Generally Accepted Accounting Principles, or GAAP, Results

Effective January 1, 2008, we adopted SFAS No. 157, Fair Value Measurements, or SFAS 157, which defines fair
value, establishes a framework for measuring fair value in financial statements and expands required disclosures about
fair value measurements. In connection with the adoption of SFAS 157, we changed our method for determining the
fair value of our newly-issued guarantee obligations. Under SFAS 157, the initial fair value of our guarantee
obligation equals the fair value of compensation received, consisting of management and guarantee fees and other
upfront compensation, in the related securitization transaction, which is a practical expedient for determining fair
value. As a result, prospectively from January 1, 2008, we no longer record estimates of deferred gains or immediate,
day one losses on most guarantees. Our adoption of SFAS 157 did not result in an immediate recognition of gain or
loss, but the prospective change had a positive impact on our financial results for the three and six months ended
June 30, 2008.

Also effective January 1, 2008, we adopted SFAS 159 or the fair value option, which permits companies to choose to
measure certain eligible financial instruments at fair value that are not currently required to be measured at fair value
in order to mitigate volatility in reported earnings caused by measuring assets and liabilities differently. We initially
elected the fair value option for certain available-for-sale mortgage-related securities and our foreign-currency
denominated debt. Upon adoption of SFAS 159, we recognized a $1.0 billion after-tax increase to our retained
earnings at January 1, 2008. We may continue to elect the fair value option for certain securities to mitigate
interest-rate aspects of our guarantee asset and certain non-hedge designated pay-fixed swaps.

Net income (loss) was $(821) million and $729 million for the three months ended June 30, 2008 and 2007,
respectively. Net income (loss) was $(972) million and $596 million for the six months ended June 30, 2008 and
2007, respectively. Net income decreased in the three and six months ended June 30, 2008 compared to the same
periods of 2007, principally due to increased losses on investment activity as well as increased credit-related expenses,
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which consist of the provision for credit losses and real estate owned, or REO, operations expense. These loss and
expense items for the three and six months ended June 30, 2008 were partially offset by higher net interest income and
income on our guarantee obligation as well as lower losses on certain credit guarantees and lower losses on loans
purchased due to our use of the practical expedient for determining fair value under SFAS 157 and changes in our
operational practice of purchasing delinquent loans out of PC securitization pools.

Net interest income was $1.5 billion for the three months ended June 30, 2008, compared to $793 million for the three
months ended June 30, 2007. Net interest income was $2.3 billion for the six months ended June 30, 2008, compared
to $1.6 billion for the six months ended June 30, 2007. After the limitation on the growth of our retained portfolio
expired, we were able to purchase significant amounts of fixed-rate agency mortgage-related securities at significantly
wider spreads relative to our funding costs during the three and six months ended June 30, 2008. This action not only
helped to serve our mission, but benefited our customers and the secondary mortgage market. The increase in net
interest income and yield is also due to significantly lower short-term interest rates on our short-term borrowings and
lower long-term interest rates on our long-term borrowings for the three and six months ended June 30, 2008. In
addition, a higher proportion of short-term

3 Freddie Mac
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debt, together with a lower proportion of floating rate securities within our retained portfolio contributed to the
improvement in net interest income and net interest yield during the three and six months ended June 30, 2008.

Non-interest income was $164 million and $895 million for the three and six months ended June 30, 2008,
respectively, compared to non-interest income of $1.5 billion for both the three and six months ended June 30, 2007.
The decrease in non-interest income in the second quarter of 2008 was primarily due to higher losses on investment
activity, excluding foreign-currency related effects, which was partially offset by gains on our guarantee asset,
increased income on our guarantee obligation and higher management and guarantee income. Increased losses on
investment activity during the second quarter of 2008 were primarily due to the impact of the increase in interest rates
on our investments classified as trading and security impairments recognized on available-for-sale non-agency
mortgage-related securities backed by subprime and Alt-A and other loans. Our investments classified as trading
securities included those securities for which we elected fair value accounting under SFAS 159. The election of

SFAS 159 for these securities provides income statement recognition of the economic hedge they provide against
changes in the fair value of our guarantee asset and our derivative portfolio resulting from movements in interest rates.
Losses related to trading securities were partially offset by gains on our guarantee asset and our derivative portfolio
during the second quarter of 2008. Income on our guarantee obligation was $769 million and $474 million for the
three months ended June 30, 2008 and 2007, respectively and $1.9 billion and $904 million for the six months ended
June 30, 2008 and 2007, respectively. Our amortization of income on our guarantee obligation has accelerated in the
three and six months ended June 30, 2008 as compared to the same 2007 periods in order to match our economic
release from risk on the pools of mortgage loans we guarantee. Management and guarantee income increased 28%, to
$757 million for the three months ended June 30, 2008 from $591 million for the three months ended June 30, 2007.
Management and guarantee income increased to $1.5 billion, for the six months ended June 30, 2008 from $1.2 billion
for the six months ended June 30, 2007. This reflects increases in the average balance of our PCs and Structured
Securities of 14% and 15% on an annualized basis for the three and six months ended June 30, 2008, respectively. The
increase also reflects higher average total management and guarantee fee rates for the three and six months ended
June 30, 2008 compared to the same 2007 periods. See CONSOLIDATED RESULTS OF OPERATIONS
Non-Interest Income for further discussion of our non-interest income.

Our non-interest expenses for the three months ended June 30, 2008 and 2007 totaled $3.5 billion and $1.5 billion,
respectively. Our non-interest expenses for the six months ended June 30, 2008 and 2007 totaled $5.6 billion and
$2.7 billion, respectively. Credit-related expenses were $2.8 billion and $0.5 billion for the three months ended

June 30, 2008 and 2007, respectively. Credit-related expenses were $4.3 billion and $0.7 billion for the six months
ended June 30, 2008 and 2007, respectively. For the three and six months ended June 30, 2008, our provision for
credit losses increased due to credit deterioration in our single-family credit guarantee portfolio, primarily due to
increases in delinquency rates and higher severity of losses on a per-property basis. Credit deterioration has been
largely driven by declines in home prices and regional economic conditions as well as the effect of a higher
composition of nontraditional products in the mortgage origination market purchased prior to 2008. Nontraditional
mortgage products, such as interest-only and Alt-A loans, made up 20% to 30% of our mortgage purchase volume
during 2006 and 2007. Due to changes in underwriting practice and reduced originations in the market, these products
made up approximately 7% to 10% of our mortgage purchase volume during the six months ended June 30, 2008.
REO operations expense increased as a result of an increase in market-based write-downs of REO property due to the
decline in home prices, coupled with higher volumes in REO inventory, particularly in the states of California,
Florida, Arizona, Virginia and Nevada.

Non-interest expense, excluding credit-related expenses, for the three and six months ended June 30, 2008 totaled
$743 million and $1.4 billion, compared to $1.1 billion and $2.0 billion for the three and six months ended June 30,
2007, respectively. The decline in non-interest expense, excluding credit-related expenses, was primarily due to the
reductions in losses on certain credit guarantees and losses on loans purchased. Losses on certain credit guarantees
decreased to $ and $15 million for the three and six months ended June 30, 2008, compared to $150 million and
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$327 million for the three and six months ended June 30, 2007, due to the change in our method for determining the
fair value of our newly-issued guarantee obligation upon adoption of SFAS 157 that we adopted effective January 1,
2008. Losses on loans purchased decreased to $120 million and $171 million for the three and six months ended
June 30, 2008, compared to $264 million and $480 million for the three and six months ended June 30, 2007,
respectively, due to changes in our operational practice of purchasing delinquent loans out of PC pools. See
CONSOLIDATED RESULTS OF OPERATIONS Non-Interest Expense Losses on Certain Credit Guarantees and
Losses on Loans Purchased, for additional information on the change in our operational practice. Administrative
expenses totaled $404 million for the three months ended June 30, 2008, down from $442 million for the three months
ended June 30, 2007. As a percentage of our average total mortgage portfolio, administrative expenses declined to
7.4 basis points for the three months ended June 30, 2008, from 9.2 basis points for the three months ended June 30,
2007. Administrative expenses totaled $801 million for the six months ended June 30, 2008, down from $845 million
for the six months ended June 30, 2007. As a percentage of our average total mortgage portfolio,

4 Freddie Mac
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administrative expenses declined to 7.5 basis points for the six months ended June 30, 2008, from 8.9 basis points for
the six months ended June 30, 2007.

For the three months ended June 30, 2008 and 2007, we recognized effective tax rates of 56% and 11%, respectively.
For the six months ended June 30, 2008 and 2007, we recognized effective tax rates of 60% and (103)%, respectively.
See NOTE 12: INCOME TAXES to our consolidated financial statements for additional information about how our
effective tax rate is determined.

Segments

We manage our business through three reportable segments:
Investments;
Single-family Guarantee; and
Multifamily.

Certain activities that are not part of a segment are included in the All Other category. We manage and evaluate the
performance of the segments and All Other using a Segment Earnings approach. Segment Earnings differs
significantly from, and should not be used as a substitute for, net income (loss) as determined in accordance with
GAAP. There are important limitations to using Segment Earnings as a measure of our financial performance. Among
them, our regulatory capital requirements are based on our GAAP results. Segment Earnings adjusts for the effects of
certain gains and losses and mark-to-fair-value items which, depending on market circumstances, can significantly
affect, positively or negatively, our GAAP results and which, in recent periods, have caused us to record GAAP net
losses. GAAP net losses will adversely impact our regulatory capital, regardless of results reflected in Segment
Earnings. For a summary and description of our financial performance on a segment basis, see CONSOLIDATED
RESULTS OF OPERATIONS Segment Earnings and NOTE 16: SEGMENT REPORTING in the accompanying
notes to our consolidated financial statements.

In managing our business, we present the operating performance of our segments using Segment Earnings. Segment
Earnings present our results on an accrual basis as the cash flows from our segments are earned over time. The
objective of Segment Earnings is to present our results in a manner more consistent with our business models. The
business model for our investment activity is one where we generally buy and hold our investments in
mortgage-related assets for the long term, fund our investments with debt and use derivatives to minimize interest rate
risk and generate net interest income in line with our return on equity objectives. We believe it is meaningful to
measure the performance of our investment business using long-term returns, not short-term value. The business
model for our credit guarantee activity is one where we are a long-term guarantor in the conforming mortgage
markets, manage credit risk and generate guarantee and credit fees, net of incurred credit losses. As a result of these
business models, we believe that this accrual-based metric is a meaningful way to present our results as actual cash
flows are realized, net of credit losses and impairments. We believe Segment Earnings provides us with a view of our
financial results that is more consistent with our business objectives, which helps us better evaluate the performance
of our business, both from period-to-period and over the longer term.

Table 1 presents Segment Earnings (loss) by segment and the All Other category and includes a reconciliation of
Segment Earnings (loss) to net income (loss) prepared in accordance with GAAP.

Table 1 Reconciliation of Segment Earnings (Loss) to GAAP Net Income (Loss)
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Segment Earnings (loss) after taxes:
Investments

Single-family Guarantee
Multifamily

All Other

Total Segment Earnings (loss), net of taxes

Reconciliation to GAAP net income (loss):

Derivative- and foreign-currency denominated debt-related
adjustments

Credit guarantee-related adjustments

Investment sales, debt retirements and fair value-related
adjustments

Fully taxable-equivalent adjustments

Total pre-tax adjustments
Tax-related adjustments

Total reconciling items, net of taxes

GAAP net income (loss)

Three Months
Ended
June 30,
2008 2007

Six Months Ended
June 30,

2008

(in millions)

$ 793 $ 571

(1,388) 129
118 84
144 (43)

(333) 741
527 471)
1,818 831
(3,096) (379)
(105) 97)
(856) (116)
368 104
(488) (12)

$ (821) $ 729

$ 906
(1,846)
216

140

(584)

(667)
1,644

(1,571)
(215)

(809)
421

(388)

$  (972)

2007

$ 1,085
353
209
(59

1,588

(1,553)
329

(310)
(190)

(1,724)
732

(992)

$ 59

Freddie Mac
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Investments Segment

Our Investments segment is responsible for our investment activity in mortgages and mortgage-related securities,
other investments, debt financing and managing our interest-rate risk, liquidity and capital positions. We invest
principally in mortgage-related securities and single-family mortgage loans through our mortgage-related investment
portfolio.

We seek to generate attractive returns on our portfolio of mortgage-related investments while maintaining a
disciplined approach to interest-rate risk and capital management. We seek to accomplish this objective through
opportunistic purchases, sales and restructurings of mortgage assets and repurchases of liabilities. Although we are
primarily a buy-and-hold investor in mortgage assets, we may sell assets to reduce risk, to respond to capital
constraints, to provide liquidity or to structure certain transactions in order to improve our returns. We estimate our
expected investment returns using an option-adjusted spread, or OAS, approach. Our Investments segment activities
may also include the purchase of mortgages and mortgage-related securities with less attractive investment returns and
with incremental risk in order to achieve our affordable housing goals and subgoals. Additionally, we maintain a cash
and non-mortgage-related securities investment portfolio in this segment to help manage our liquidity needs.

Investments segment performance highlights for the three and six months ended June 30, 2008:

Segment Earnings increased 39% to $793 million in the second quarter of 2008 versus $571 million in the
second quarter of 2007. For the six months ended June 30, 2008, Segment Earnings decreased 17% to
$906 million from $1.1 billion during the six months ended June 30, 2007.

Segment Earnings net interest yield increased 23 basis points in the second quarter of 2008, as compared to the
second quarter of 2007, due to the purchase of fixed-rate assets at significantly wider spreads relative to our
funding costs and the amortization of gains on certain futures positions that matured in March 2008. Segment
Earnings net interest yield decreased 3 basis points in the six months ended June 30, 2008 compared to the six
months ended June 30, 2007 due to spread compression between our floating rate assets and liabilities during the
first three months of 2008, which was mostly offset by wider spreads in the second quarter of 2008.

During the second quarter of 2008, we recognized security impairments in Segment Earnings of $142 million
associated with anticipated future principal credit losses on our non-agency mortgage-related securities.

Capital constraints and OAS levels that were not compelling early in the first quarter of 2008 became less
restrictive in the latter part of the first quarter and through the second quarter. Starting in March and continuing
through the second quarter of 2008, our net mortgage purchase commitments for the mortgage-related
investment portfolio were substantially higher than earlier in 2008 in response to substantially wider OAS. The
unpaid principal balance of our mortgage-related investment portfolio increased 9.8% to $728 billion at June 30,
2008 compared to $663 billion at December 31, 2007. Agency securities comprised approximately 67% of the
unpaid principal balance of the mortgage-related investment portfolio at June 30, 2008 versus 61% at

December 31, 2007.

In addition during March 2008, OFHEO reduced our mandatory target capital surplus to 20% allowing us to
take advantage of favorable investment opportunities. The ability to take advantage of favorable investment
opportunities not only helped to serve our mission, but also benefited our customers and the secondary mortgage
market during the second quarter of 2008. Also, effective March 1, 2008, we were no longer subject to the
voluntary growth limit of 2% annually on our retained portfolio.

We continued to be able to issue debt securities at attractive levels during the second quarter of 2008.
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Single-family Guarantee Segment

In our Single-family Guarantee segment, we securitize substantially all of the newly or recently originated
single-family mortgages we have purchased and issue mortgage-related securities called PCs that can be sold to
investors or held by us in our Investments segment. We guarantee the payment of principal and interest on our
single-family PCs, including those held in our retained portfolio, in exchange for management and guarantee fees,
which are paid on a monthly basis as a percentage of the underlying unpaid principal balance of the loans, and initial
upfront cash payments referred to as credit or delivery fees. Earnings for this segment consist of management and
guarantee fee revenues, including amortization of upfront payments, and trust management fees, less the related credit
costs (i.e., provision for credit losses) and operating expenses. Also included is the interest earned on assets held in the
Investments segment related to single-family guarantee activities, net of allocated funding costs.

Single-family Guarantee segment performance highlights for the three and six months ended June 30, 2008 and 2007:

Segment Earnings (loss) decreased to $(1.4) billion for the three months ended June 30, 2008 compared to
earnings of $129 million for the three months ended June 30, 2007. Segment Earnings (loss) decreased to
$(1.8) billion for the six months ended June 30, 2008 compared to earnings of $353 million for the six months
ended June 30, 2007.

Segment Earnings provision for credit losses for the Single-family Guarantee segment increased to $2.6 billion
for the three months ended June 30, 2008 from $469 million for the three months ended June 30, 2007. Segment

Earnings
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provision for credit losses for the Single-family Guarantee segment increased to $4.0 billion for the six months
ended June 30, 2008 from $758 million for the six months ended June 30, 2007.

Realized single-family credit losses for the three months ended June 30, 2008 were 18.1 basis points of the
average single-family credit guarantee portfolio, compared to 2.0 basis points for the three months ended
June 30, 2007. Realized single-family credit losses for the six months ended June 30, 2008 were 15.1 basis
points compared to 1.8 basis points for the six months ended June 30, 2007.

We implemented several delivery fee increases that were effective at varying dates between March and June
2008, or as our customers contracts permitted. These increases include an additional 25 basis point fee assessed
on all loans issued through flow-business channels, as well as higher or new delivery fees for certain mortgage
products and for mortgages deemed to be higher-risk based primarily on property type, loan purpose,
loan-to-value, or LTV ratio and/or borrower credit scores. We also implemented several changes in our
underwriting and eligibility criteria in early 2008 to reduce our credit risk, including requiring our
seller/servicers to deliver loans with larger down payments and higher credit scores, and limiting our acquisition
of certain higher-risk loan products, such as Alt-A loans.

The single-family credit guarantee portfolio increased by 9% and 15% on an annualized basis for the three
months ended June 30, 2008 and 2007, respectively.

Average rates of Segment Earnings management and guarantee fee income for the Single-family Guarantee
segment increased to 18.7 basis points for the three months ended June 30, 2008 compared to 17.9 basis points
for the three months ended June 30, 2007. Average rates of Segment Earnings management and guarantee fee
income for the Single-family Guarantee segment increased to 19.6 basis points for the six months ended

June 30, 2008 compared to 17.9 basis points for the six months ended June 30, 2007.

Multifamily Segment

Our Multifamily segment activities include purchases of multifamily mortgages for our retained portfolio and
guarantees of payments of principal and interest on multifamily mortgage-related securities and mortgages underlying
multifamily housing revenue bonds. The assets of the Multifamily segment include mortgages that finance
multifamily rental apartments. Our Multifamily segment also includes certain equity investments in various limited
partnerships that sponsor low- and moderate-income multifamily rental apartments, which benefit from low-income
housing tax credits, or LIHTC. These activities support our mission to supply financing for affordable rental housing.
Also included is the interest earned on assets held in our Investments segment related to multifamily guarantee
activities, net of allocated funding costs.

Multifamily segment performance highlights for the three and six months ended June 30, 2008 and 2007:

Segment Earnings increased 40% to $118 million for the three months ended June 30, 2008 versus $84 million
for the three months ended June 30, 2007. Segment Earnings increased 3% to $216 million for the six months
ended June 30, 2008 versus $209 million for the six months ended June 30, 2007.

Segment Earnings net interest income was $98 million for the three months ended June 30, 2008, an increase of
$4 million versus the three months ended June 30, 2007 as a result of an increase in interest income on mortgage
loans due to higher average balances, partially offset by a decrease in prepayment, or yield maintenance, fee
income. Segment Earnings net interest income was $173 million for the six months ended June 30, 2008, a
decline of $44 million versus the six months ended June 30, 2007.
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Mortgage purchases into our multifamily loan portfolio increased approximately 74% for the three months
ended June 30, 2008 to $4.2 billion from $2.4 billion for the three months ended June 30, 2007. Mortgage
purchases into our multifamily loan portfolio increased approximately 49% for the six months ended June 30,
2008 to $8.3 billion from $5.5 billion for the six months ended June 30, 2007.

Unpaid principal balance of our multifamily mortgage loan portfolio increased to $63.8 billion at June 30, 2008
from $57.6 billion at December 31, 2007 as market fundamentals continued to provide opportunities to purchase
loans to be held in our portfolio.

Segment Earnings provision for credit losses for the Multifamily segment totaled $7 million and $16 million for
the three and six months ended June 30, 2008, respectively. Segment Earnings provision for credit losses for the
Multifamily segment totaled $1 million and $4 million for the three and six months ended June 30, 2007,
respectively.

Capital Management

Our primary objective in managing capital is preserving our safety and soundness and having sufficient capital to
support our business and mission. We make investment decisions while considering our capital levels. OFHEO
monitors our capital adequacy using several capital standards. Beginning in January 2004, OFHEO directed us to
maintain a 30% mandatory target capital surplus above our statutory minimum capital requirement. On March 19,
2008, OFHEO reduced our mandatory target capital surplus to 20% above our statutory minimum capital requirement,
and in return we announced that
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we would begin the process to raise capital and maintain overall capital levels well in excess of requirements while the
mortgage markets recover. At June 30, 2008, our estimated regulatory core capital was $37.1 billion, which is an
estimated $8.4 billion in excess of our statutory minimum capital requirement and $2.7 billion in excess of the 20%
mandatory target capital surplus.

On May 14, 2008, we announced our commitment to raise $5.5 billion of new core capital through one or more
offerings, which will likely include both common or common equivalent and preferred securities. The timing, amount
and mix of securities to be offered will depend on a variety of factors, including prevailing market conditions and
approval by our board of directors. OFHEO has informed us that, upon completion of these offerings, our mandatory
target capital surplus will be reduced from 20% to 15%. OFHEO has also informed us that it intends a further
reduction of our mandatory target capital surplus from 15% to 10% upon the combination of completion of our SEC
registration process, which was completed on July 18, 2008, our completion of the remaining Consent Order
requirement (i.e., the separation of the positions of Chairman and Chief Executive Officer), our continued
commitment to maintain capital well above OFHEO s regulatory requirement and no material adverse changes to
ongoing regulatory compliance.

The sharp decline in the housing market and volatility in financial markets continue to adversely affect our capital,
including our ability to manage to our regulatory capital requirements and the 20% mandatory target capital surplus.
Factors that could adversely affect the adequacy of our capital in future periods include our ability to execute capital
raising transactions; GAAP net losses; continued declines in home prices; increases in our credit and interest-rate risk
profiles; adverse changes in interest-rates, the yield curve or implied volatility; adverse OAS changes; impairments of
non-agency mortgage-related securities; downgrades of non-agency mortgage-related securities (with respect to
regulatory risk-based capital); counterparty downgrades; legislative or regulatory actions that increase capital
requirements or changes in accounting practices or standards.

Under current OFHEO regulations, the regulatory risk based capital standard in particular is highly sensitive to
underlying drivers, including house price changes (based on OFHEO s all transaction index); downgrades of
non-agency mortgage-related securities; counterparty downgrades; retained portfolio growth; the duration, term and
optionality of our funding and hedging instruments; and other factors. While we have historically met the risk-based
capital standard, there is a significant possibility that continued adverse developments in relation to one or more of
these underlying drivers could cause us to fail to meet this standard. If we were not to meet the risk-based capital
standard, we would be classified as undercapitalized by OFHEO. See ITEM 1. BUSINESS REGULATION AND
SUPERVISION  Office of Federal Housing Enterprise Oversight Capital Standards and Dividend Restrictions and
ITEM 13. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA AUDITED CONSOLIDATED
FINANCIAL STATEMENTS AND ACCOMPANYING NOTES NOTE 9: REGULATORY CAPITAL
Classification in our Registration Statement for information regarding potential actions OFHEO may seek to take in
that event. Under the Regulatory Reform Act, FHFA is charged with developing risk-based capital requirements by
regulation. The nature of the requirements FHFA may eventually adopt pursuant to this authority is currently
uncertain.

Also affecting our capital position was our adoption of SFAS 159 on January 1, 2008. Our election of the fair value
option allows us to better reflect, in the financial statements, the economic offsets that exist related to items that were
not previously recognized at fair value with changes in fair value reflected in our consolidated statements of income.
We expect our adoption of the fair value option will reduce the impact of interest-rate changes on our net income
(loss) and capital levels. However, since changes in OAS affect the gains (losses) on both our mortgage-related
trading portfolio and guarantee asset, our adoption of SFAS 159 will increase the impact of OAS changes on net
income (loss) and capital. For a further discussion of our adoption of SFAS 159 see NOTE 1: SUMMARY OF
SIGNIFICANT ACCOUNTING POLICIES Change in Accounting Principles to our consolidated financial
statements. Beginning in the first quarter of 2008, we initiated our use of cash flow hedge accounting relationships to
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include hedging the changes in cash flows associated with our forecasted issuances of debt. We expect this accounting
strategy will reduce the effect of interest-rate changes on our capital. We also employed this accounting strategy while
maintaining our disciplined approach to interest-rate risk management. See NOTE 10: DERIVATIVES to our
consolidated financial statements for additional information about our derivatives designated as cash flow hedges.

We expect to take actions to maintain our capital position above the OFHEO-directed mandatory target surplus.
Accordingly, subject to approval by our Board of Directors, we currently expect to reduce the dividend on our
common stock in the third quarter of 2008 from $0.25 to $0.05 or less per share and to pay the full dividends at
contractual rates on our preferred stock. In addition, we continue to review and consider other alternatives for
managing our capital including issuing equity in amounts that could be substantial and materially dilutive to our
existing shareholders, reducing or rebalancing risk, slowing purchases into our credit guarantee portfolio and limiting
the growth or reducing the size of our retained portfolio by allowing the portfolio to run off and/or by selling
securities classified as trading or carried at fair value under SFAS 159 or available-for-sale securities that are accretive
to capital (i.e., fair value exceeds amortized cost). We have retained and are working with financial advisors and we
continue to engage in discussions with OFHEO and the Treasury on these matters.
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Our ability to execute any of these actions or their effectiveness may be limited and we might not be able to manage to
our regulatory capital requirements and the mandatory target capital surplus. If we are not able to manage to the
mandatory target capital surplus, OFHEO may, among other things, seek to require us to (a) submit a plan for
remediation or (b) take other remedial steps. In addition, OFHEO has discretion to reduce our capital classification by
one level if OFHEO determines that we are engaging in conduct that could result in a rapid depletion of core capital or
determines that the value of property subject to mortgage loans we hold or guarantee has decreased significantly. See
PARTII ITEM I1A. RISK FACTORS in this Form 10-Q and ITEM 1. BUSINESS REGULATION AND
SUPERVISION  Office of Federal Housing Enterprise Oversight  Capital Standards and Dividend Restrictions and
ITEM 13. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA AUDITED CONSOLIDATED
FINANCIAL STATEMENTS AND ACCOMPANYING NOTES NOTE 9: REGULATORY CAPITAL
Classification in our Registration Statement for information regarding additional potential actions OFHEO may seek
to take against us. See Legislative and Regulatory Matters  Government Sponsored Enterprise, or GSE, Oversight
Legislation in this Form 10-Q for information regarding the enhanced regulatory authorities FHFA now possesses.

Fair Value Results

Our consolidated fair value measurements are a component of our risk management processes, as we use daily
estimates of the changes in fair value to calculate our Portfolio Market Value Sensitivity, or PMVS, and duration gap
measures.

During the three months ended June 30, 2008, the fair value of net assets, before capital transactions, remained
unchanged compared to a $0.7 billion increase during the three months ended June 30, 2007.

Our attribution of changes in the fair value of net assets relies on models, assumptions and other measurement
techniques that evolve over time. The following attribution of changes in fair value reflects our current estimate of the
items presented (on a pre-tax basis) and excludes the effect of returns on capital and administrative expenses.

During the three months ended June 30, 2008, our investment activities increased fair value by approximately

$6.7 billion, resulting from a higher core spread income and an increase in fair value of approximately $1.9 billion
attributable to net mortgage-to-debt OAS tightening. Core spread income on our retained portfolio is a fair value
estimate of the net current period accrual of income from the spread between mortgage-related investments and debt,
calculated on an option-adjusted basis.

During the three months ended June 30, 2007, our investment activities decreased fair value by approximately
$0.8 billion. This estimate includes declines in fair value of approximately $1.4 billion attributable to the net widening
of mortgage-to-debt OAS.

The impact of mortgage-to-debt OAS tightening during the three months ended June 30, 2008 increased the current
fair value of our investment activities. Due to the still relatively wide OAS levels for purchases during the period,
there is a likelihood that, in future periods, we will be able to recognize core spread income from our investment
activities at a higher spread level than historically. We estimate that for the three months ended June 30, 2008, we will
recognize core spread income at a net mortgage-to-debt OAS level of approximately 140 to 160 basis points in the
long run, as compared to approximately 25 to 35 basis points estimated for the three months ended June 30, 2007. As
market conditions change, our estimate of expected fair value gains from OAS may also change, leading to
significantly different fair value results.

During the three months ended June 30, 2008, our credit guarantee activities, including our single-family whole loan

credit exposure, decreased fair value by an estimated $6.2 billion. This estimate includes an increase in the
single-family guarantee obligation of approximately $7.2 billion, primarily attributable to a declining credit
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environment.

Our credit guarantee activities increased fair value by an estimated $1.8 billion during the three months ended
June 30, 2007. This increase includes the receipt of cash primarily related to management, guarantee and other
up-front fees. This increase also includes a fair value increase related to our single-family guarantee asset of
approximately $1.8 billion, primarily attributable to an increase in interest rates during the three months ended
June 30, 2007. These increases were partially offset by an increase in the fair value of our single-family guarantee
obligation of approximately $0.6 billion.

See CONSOLIDATED FAIR VALUE BALANCE SHEETS ANALYSIS for additional information regarding
attribution of changes in the fair value of net assets for the six months ended June 30, 2008.

Legislative and Regulatory Matters
Government Sponsored Enterprise, or GSE, Oversight Legislation

The Regulatory Reform Act was signed into law on July 30, 2008. This Act consolidates regulation of Freddie Mac

and Federal National Mortgage Association, or Fannie Mae, or the enterprises, and the Federal Home Loan Banks, or
FHLBs, into a single new regulator, FHFA. FHFA is an independent agency of the federal government responsible for
oversight of the operations of the enterprises and the FHLBs. OFHEO will remain in existence for a transition period

of up to one year.
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FHFA has a Director appointed by the President and confirmed by the Senate for a five-year term, removable only for
cause. The Regulatory Reform Act authorizes the Director of OFHEO on the date of enactment to act for all purposes
and with the full powers of the Director of FHFA until such Director is appointed and confirmed.

The Regulatory Reform Act also establishes the Federal Housing Finance Oversight Board, or the Oversight Board
which is responsible for advising the Director of FHFA with respect to overall strategies and policies. The Oversight
Board consists of the Director of FHFA as Chairperson, the Secretary of the Treasury, the Chairman of the SEC and
the Secretary of HUD.

The Regulatory Reform Act gives our regulator substantial authority to assess our safety and soundness and to
regulate our portfolio investments, including requiring reductions in those investments, consistent with our mission
and safe and sound operations. The Act also includes provisions that increase the regulator s authority to change our
minimum and risk-based capital levels and to regulate our business activities. In addition, the Act requires us to make
certain contributions to affordable housing funds administered by the Secretary of HUD and the Secretary of the
Treasury.

Given the recent enactment of this Act and the fact that FHFA has considerable discretion in implementing its
provisions, including through rulemaking proceedings and the issuance of orders, we cannot predict the impacts that
the Act and FHFA s exercise of its authority under the Act will have on our business, financial position or results of
operations. However, to the extent the Act or regulations or orders issued by FHFA pursuant to the Act may, for
example, increase our capital requirements, limit our portfolio and new product activities, increase our affordable
housing goals, or limit our ability to attract and retain senior executives, we anticipate that the impact could be
materially adverse. Certain of the more significant provisions of the Act are summarized below.

Capital

FHFA may increase minimum capital levels from the existing statutory percentages either by regulation or on a
temporary basis by order. FHFA may also, by regulation or order, establish capital or reserve requirements with
respect to any product or activity of an enterprise, as FHFA considers appropriate. In addition, FHFA must, by
regulation, establish risk-based capital requirements to ensure the enterprises operate in a safe and sound manner,
maintaining sufficient capital and reserves to support the risks that arise in their operations and management. The Act
provides FHFA with greater authority to take additional remedial actions as an enterprise s capital levels decline.

Portfolio Activities

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

FHFA may make temporary adjustments to the established portfolio standards by issuing an order to a particular
enterprise, such as during times of economic distress or market disruption. In addition, FHFA must monitor the
portfolio of each enterprise and may, by order, require an enterprise on such terms and conditions as FHFA
determines appropriate to dispose of, or to acquire, any asset if FHFA determines such action is consistent with certain
statutory purposes and the enterprises authorizing statutes.

New Products
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The Regulatory Reform Act requires the enterprises to obtain the approval of FHFA before initially offering any new
product. Excluded from the product review process are automated loan underwriting systems of the enterprises in
existence on July 30, 2008, including upgrades; any modification to mortgage terms and conditions or underwriting
criteria relating to mortgages purchased or guaranteed, as long as the modifications do not change the underlying
transaction to include services or financing other than residential mortgage financing; and any other activities that are
substantially similar to the activities described above or that have previously been approved by FHFA. The Act
provides for a public comment process on requests for approval of new products. FHFA may temporarily approve a
product without soliciting public comment if delay would be contrary to the public interest. FHFA may condition
approval of a product on specific terms, conditions and limitations. The standards for FHFA s approval of a new
product are that the product is authorized by the enterprise s charter, is in the public interest and is consistent with the
safety and soundness of the enterprise or the mortgage finance system.

Prudential Management and Operations Standards

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

If an enterprise or a FHLB fails to comply with the standards, FHFA could require submission of a plan to correct the
deficiency. If the enterprise fails to submit an acceptable plan, or fails in any material respect to carry out an accepted
plan, FHFA must order correction of the deficiency and may impose certain growth restrictions, require an increase in
the ratio of core capital to assets and require other actions. FHFA must take one or more of these actions if FHFA
determines that an enterprise has failed to meet a standard, the deficiency has not been corrected, and the enterprise
underwent extraordinary growth, as defined by the Director of FHFA, during the 18-month period before the date of
failure to meet a standard.

Affordable Housing Goals

Under the Regulatory Reform Act, the annual affordable housing goals previously established by HUD and in place
for 2008 remain in effect for 2009, except that within 270 days from July 30, 2008, FHFA must review the 2009
housing goals to determine the feasibility of such goals in light of current market conditions and, after seeking public
comment for up to 30 days, FHFA may make appropriate adjustments to the 2009 goals consistent with market
conditions.

Effective beginning calendar year 2010, the Regulatory Reform Act replaces the existing annual affordable housing
goals with the requirement that FHFA establish the following annual affordable housing goals by regulation:

Single-family Housing Goals

FHFA must establish goals for the purchase of conventional, conforming, single-family, owner-occupied,
purchase money mortgages financing housing for each of the following: (i) low-income families, (ii) families
that reside in low-income areas and (iii) very low-income families. The goals must be established as a
percentage of total single-family dwelling units financed by single-family purchase money mortgages.

FHFA must also establish a goal for the purchase of conventional, conforming, single-family, owner-occupied
refinance mortgages given to pay off or prepay an existing mortgage on the same property for low-income
families. The goals must be established as a percentage of total single-family dwelling units refinanced by
mortgage purchases.

In addition to the above goals, FHFA has discretion to establish additional requirements for mortgages on
single-family, owner-occupied rental housing units.

Multifamily Special Affordable Housing Goal

FHFA must establish a goal, by either unit or dollar volume, for the purchase of mortgages that finance dwelling
units affordable to low-income families, and also requirements for mortgages that finance dwelling units
affordable to very low-income families. FHFA has discretion to establish additional requirements for mortgages
on smaller multifamily properties.

The Regulatory Reform Act allows an enterprise to petition FHFA for a reduction in any goal or subgoal at any time,
and authorizes FHFA to reduce the level of the goal or subgoal only if market and economic conditions or the
financial condition of the enterprise require such a reduction, or if efforts to meet the goal would result in the
constraint of liquidity, over-investment in certain market segments or other consequences contrary to the intent of the
goals or the public purposes of the enterprises.
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The Regulatory Reform Act requires FHFA to establish annual goals targets, by regulation, for each goal described
above. In establishing the single-family targets, FHFA must take into consideration national housing needs; economic,
housing and demographic conditions, including expected market developments; the performance and effort of the
enterprises toward achieving the housing goals in previous years; the size of the purchase money conventional or
refinance conventional mortgage market, as applicable; the ability of the enterprise to lead the industry in making
mortgage credit available; the need to maintain the sound financial condition of the enterprises; and the prior three
years of information under the Home Mortgage Disclosure Act of 1975 for conventional, conforming, single-family,
owner-occupied purchase money and refinance mortgages, as applicable.

In establishing the multifamily target, FHFA must take into consideration national multifamily credit needs and the
ability of the enterprises to provide additional liquidity and stability for the multifamily market, the performance and
effort of the enterprises towards achieving the housing goals in previous years, the size of the multifamily market, the
ability of the enterprises to lead the industry in making multifamily mortgage credit available, the availability of
public subsidies, and the need to maintain the sound financial condition of the enterprises.

FHFA may change annual targets, by regulation, to reflect market conditions and subsequent available data. The
targets cannot consider segments of the market that are inconsistent with safety and soundness, unauthorized for
purchase by the enterprises pursuant to regulation or, for single-family targets, contrary to good lending practices.

In addition, the Regulatory Reform Act creates a duty to serve underserved markets requiring the enterprises to
provide leadership to the market in developing loan products and flexible underwriting guidelines to facilitate a

secondary market for
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mortgages on manufactured homes, for affordable housing preservation, and for housing in rural areas. FHFA must
establish, by regulation effective beginning 2010, a manner for evaluating compliance with the duty to serve
underserved markets and for rating the extent of compliance, and include the evaluation and rating in FHFA s annual
report to Congress.

Affordable Housing Allocations

The Regulatory Reform Act requires each enterprise to set aside, in each fiscal year, an amount equal to 4.2 basis
points of the unpaid principal balance of total new business purchases, and to allocate or transfer (1) 65% of such
amounts to the Secretary of HUD to fund the Housing Trust Fund program to be established and managed by the
Secretary of HUD, and (2) 35% of such amounts to the Capital Magnet Fund to be established and managed by the
Secretary of the Treasury. FHFA must suspend the allocation of an enterprise upon finding that the payment is
contributing, or would contribute, to the financial instability of the enterprise; is causing, or would cause, the
enterprise s capital to be classified as undercapitalized; or is preventing, or would prevent, the enterprise from
successfully completing a capital restoration plan. FHFA must promulgate regulations prohibiting the enterprises from
passing on the cost of contributions through increased charges or fees or decreased premiums, or in any other manner,
to the originators of mortgages purchased or securitized by the enterprise.

Loan Limits

The Regulatory Reform Act allows increases in single-family conforming loan limits based on changes in the new
housing price index established by FHFA, beginning January 1, 2009. Consistent with existing OFHEO Examination
Guidance, Conforming Loan Limit Calculations, decreases would be accumulated and would offset any future
increases in the housing price index so that loan limits do not decrease from year-to-year. In high-cost areas where
115% of the median home price exceeds the otherwise applicable conforming loan limit the Regulatory Reform Act
increases the loan limits to the lesser of (i) 115% of the median house price or (ii) 150% of the conforming loan limit,
currently $625,500. The high-cost provisions on loan limits become effective January 1, 2009 when the temporary
authority for purchases of high-cost loans granted by the Economic Stimulus Act of 2008 expires.

Executive Compensation

The Regulatory Reform Act provides FHFA with executive compensation authority that extends beyond the authority
OFHEO possessed.

In determining whether executive compensation for an enterprise executive officer is prohibited under the reasonable
and comparable standard contained in existing law, FHFA is authorized to take into account any factors it considers
relevant, including any wrongdoing on the part of the executive officer, such as any fraudulent act or omission, breach
of trust or fiduciary duty, any violation of law, rule, regulation, order, or written agreement, and insider abuse with
respect to the enterprise. A determination by FHFA that termination compensation is prohibited would override any
contrary contractual provisions, even if such provisions had been previously approved.

FHFA is also authorized to require an enterprise to withhold, or place in escrow, a payment, transfer or disbursement
of compensation pending review of the reasonableness and comparability of such compensation. The Regulatory
Reform Act amends the enterprises charters expressly to prohibit the transfer, disbursement or payment of
compensation to any executive officer or entry into an agreement with an executive officer for matters being reviewed
by FHFA under its authority to prohibit compensation that is not reasonable and comparable.

In addition, FHFA is authorized to prohibit or limit, by regulation or order, certain golden parachute and
indemnification payments to an affiliated party of the enterprises. The Director is to prescribe, by regulation, the
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factors to be considered in limiting golden parachute and indemnification payments.
FHFA Enforcement Authority

The Regulatory Reform Act expands the grounds for issuing both permanent and temporary cease-and-desist orders
against the enterprises and affiliated parties to include grounds such as unsafe or unsound practices. The amounts of
civil money penalties FHFA may impose are increased substantially. In addition, FHFA has new authority to remove
certain affiliated parties of the enterprises and to prohibit them from further participation in the industry. The
Regulatory Reform Act also provides expanded authority to enforce the affordable housing goals.

Conservatorship and Receivership

The Regulatory Reform Act replaces the conservatorship provisions previously applicable to the enterprise with
conservatorship and receivership provisions based generally on federal banking law. The Regulatory Reform Act
expands the grounds for which an enterprise may be placed into conservatorship, establishes the grounds for which an
enterprise may be placed into receivership, and provides for appointment of FHFA as conservator or receiver. FHFA
has broad powers when acting as conservator or receiver of an enterprise. As conservator, FHFA may take such
actions as may be necessary for restoring the enterprise to a sound and solvent condition, and appropriate to carry on
the business of the enterprise and to conserve the assets and property of the enterprise. As receiver, FHFA must
liquidate and proceed to realize upon the assets of

12 Freddie Mac
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an enterprise in such manner as FHFA deems appropriate, including through the sale of assets, through the transfer of
assets to a limited-life regulated entity which succeeds to the charter of the enterprise and operates in accordance with
the charter and other applicable laws, or through the exercise of other rights and privileges granted FHFA.

As either conservator or receiver, FHFA has the power to take over the assets of an enterprise and operate with all the
powers of the shareholders, directors and officers of the enterprise. In addition, among other powers as conservator or
receiver, FHFA may replace management, transfer or sell any asset or liability of an enterprise in default without any
approval, assignment or consent with respect to such transfer or sale, and repudiate contracts entered into prior to
appointment if, in the sole discretion of FHFA, FHFA determines such contracts to be burdensome and determines
repudiation will promote the orderly administration of affairs. The Regulatory Reform Act contains special provisions
applicable to service contracts, leases, contracts for the purchase of real property and qualified financial contracts such
as forward contracts, repurchase agreements and swap agreements.

Temporary Treasury Authority to Purchase GSE Obligations and Securities

The Regulatory Reform Act grants the Secretary of the Treasury authority to purchase any obligations and securities
issued by the enterprises until December 31, 2009 on such terms and conditions and in such amounts as the Secretary
may determine, provided that the Secretary determines the purchases are necessary to provide stability to the financial
markets, prevent disruptions in the availability of mortgage finance, and protect taxpayers. The Secretary may not
engage in open market purchases of the common stock of an enterprise in the absence of an agreement with the
enterprise, and the enterprises are not required to issue obligations or securities to the Secretary without mutual
agreement.

In connection with exercising this temporary purchase authority, the Secretary of the Treasury must consider the need
for preferences regarding payments to the government; limits on maturity or disposal of the enterprise obligations and
securities purchased; the enterprise s plan for orderly resumption of private market funding or capital market access;
the probability of the enterprise fulfilling the terms of the obligations and securities, including repayment; the need to
maintain the status of the enterprise as a private shareholder-owned company; and restrictions on the use of enterprise
resources, including limits on dividend payments and executive compensation. The Regulatory Reform Act also
grants FHFA temporary authority to approve, disapprove or modify executive compensation for top executive officers
for which compensation must be disclosed publicly pursuant to the SEC s Regulation S-K. These authorities of both
FHFA and Treasury expire on December 31, 2009.

Temporary Consultative Requirement Between the Director of FHFA and the Chairman of the Federal Reserve

The Regulatory Reform Act requires FHFA to consult with, and consider the views of, the Chairman of the Federal
Reserve regarding the risks posed by the enterprises to the financial system prior to issuing any proposed or final
regulations, orders, or guidelines with respect to prudential management and operations standards, safe and sound
operations, capital requirements and portfolio standards. In addition, the Regulatory Reform Act requires consultation
regarding any decision to place an enterprise into conservatorship or receivership. To facilitate the consultative
process, the Regulatory Reform Act requires periodic sharing of information between FHFA and the Federal Reserve
regarding the capital, assets and liabilities, financial condition and risk management practices of the enterprises and
any information related to financial market stability. This consultative requirement expires December 31, 2009.

Composition of Board of Directors
The Regulatory Reform Act eliminates the five Presidential appointees from the boards of directors of the enterprises,

leaving 13 shareholder-elected members, and allows FHFA to determine that a different number of board members is
appropriate. The Regulatory Reform Act leaves in place the requirements for having board members from the home
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building, mortgage lending, and real estate industries and from an organization representing consumer or community
interests.

Temporary Increase in Conforming Loan Limits

On February 13, 2008, the President signed into law the Economic Stimulus Act of 2008, which includes a temporary
increase in conventional conforming loan limits that apply to the GSEs as well as the Federal Housing Administration,
or FHA. The law raises the conforming loan limits for mortgages originated in certain high-cost areas from July 1,
2007 through December 31, 2008 to the higher of the applicable 2008 conforming loan limits, set at $417,000 for a
mortgage secured by a one-unit, single-family residence, or 125% of the median house price for a geographic area, not
to exceed $729,750 for a one-unit, single-family residence. We began accepting these conforming-jumbo mortgages
for securitization as PCs and purchases into our retained portfolio in April 2008. Our purchases of these loans into our
total mortgage portfolio for the three months ended June 30, 2008 totaled $471 million in unpaid principal balance.
We have experienced increased competition in the mortgage finance market during the first half of 2008 with respect
to this product. Given market conditions and competition especially from FHA, we do not anticipate purchasing
material amounts of conforming jumbo product in 2008.

13 Freddie Mac
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Voluntary, Temporary Growth Limit

In response to a request by OFHEO on August 1, 2006, we announced that we would voluntarily and temporarily limit
the growth of our retained portfolio to 2% annually. Consistent with OFHEO s February 27, 2008 announcement of the
removal of the growth limit on March 1, 2008, the growth limit has expired.

Risk-based Capital

On June 10, 2008, OFHEO announced two rule changes for loss severity calculations under OFHEO s risk-based
capital regulation. These changes became effective on June 25, 2008 for our third quarter 2008 risk-based capital
submission. According to OFHEO, these rule changes correct certain deficiencies in the formulas used to calculate
risk-based capital. The first change was implemented because certain loss severity equations resulted in the GSEs
recording profits instead of losses on foreclosed mortgages during the calculation of the risk-based capital
requirement. Unaltered, the loss severity equations overestimated GSE recoveries for defaulted
government-guaranteed and low LTV ratio mortgages. Those results were not consistent with the risk-based capital
regulation and resulted in significant reductions to the risk-based capital requirements of the GSEs. The second
change was implemented because the prior treatment of FHA insurance associated with single-family mortgages with
an LTV below 78% is inconsistent with current law. According to OFHEO, implementation of these rule changes
would have increased our risk-based capital requirement by $5.4 billion at December 31, 2006 had they been in effect
at that time.

Mission and Affordable Housing Goals

In March 2008, we reported to HUD that we did not achieve two home purchase subgoals (the low- and
moderate-income subgoal and the special affordable housing subgoal) for 2007. We believe that achievement of these
two home purchase subgoals was infeasible in 2007 under the terms of the Federal Housing Enterprises Financial
Safety and Soundness Act of 1992, or the GSE Act, and accordingly submitted an infeasibility analysis to HUD. In
April 2008, HUD notified us that it had determined that, given the declining affordability of the primary market since
2005, the scope of market turmoil in 2007, and the collapse of the non-agency, or private label, secondary mortgage
market, the availability of subgoal-qualifying home purchase loans was reduced significantly and therefore
achievement of these subgoals was infeasible. Consequently, we will not submit a housing plan to HUD.

In 2008, we expect that the market conditions discussed above and the tightened credit and underwriting environment
will continue to make achieving our affordable housing goals and subgoals challenging.

14 Freddie Mac

Table of Contents 32



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

Table of Contents

SELECTED FINANCIAL DATA AND OTHER OPERATING MEASURES®

At or for the Six
Months Ended June 30, At or for the Year Ended December 31,
2008 2007 2007 2006 2005 2004 2003

(dollars in millions, except share-related amounts)
ne Statement

\terest income $ 2,327 $ 1,564  $ 3,099 $ 3412 % 4,627 $ 8,313 $ 8,5
nterest income

895 1,472 194 2,086 1,003 (2,723) 5
nterest expense (5,648) (2,743) (9,270) (3,216) (3,100) (2,378) 2,1
icome (loss)
e cumulative
- of change in
nting principle (972) 596 (3,094) 2,327 2,172 2,603 4,8
1lative effect of
e in accounting
ple, net of taxes (59)
1come (loss) (972) 596 (3,094) 2,327 2,113 2,603 4,8
1come (loss)
\ble to common
holders $ (1,476) $ 405 $ (3,503) $ 2,051 $ 1,890 $ 2,392 $ 4,5
ngs (loss) per
10n share before
lative effect of
e in accounting

ple:

$ (228 $ 062 % 537 $ 3.01 $ 282 % 347 % 6.
>d (2.28) 0.61 (5.37) 3.00 2.81 3.46 6.
ngs (loss) per
10n share after
lative effect of
e in accounting
ple:

$ (2.28) $ 062 % 537 $ 3.01 $ 273 % 347 % 6.
>d (2.28) 0.61 (5.37) 3.00 2.73 3.46 6.
ends per
10n share $ 0.50 $ 1.00 $ 1.75 $ 191 % 152 $ 120 % 1.
hted average
10n shares
inding (in
ands):

646,603 657,103 651,881 680,856 691,582 689,282 687,0

>d 646,603 659,365 651,881 682,664 693,511 691,521 688,6
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1ce Sheet Data

assets $ 879,043 $ 814,118 $ 794,368 $ 804,910 798,609 779,572 $
r debt, due

1 one year 326,303 267,919 295,921 285,264 279,764 266,024
r debt, due after

ear 505,013 478,295 438,147 452,677 454,627 443,772
rdinated debt,

fter one year 4,496 5,227 4,489 6,400 5,633 5,622
her liabilities 30,152 37,867 28,911 33,139 31,945 32,720
rity interests in

lidated

liaries 131 282 176 516 949 1,509
holders equity 12,948 24,528 26,724 26,914 25,691 29,925
olio Balances®

ned portfolio®  $ 791,798 $ 712,136 $ 720,813 $ 703,959 710,346 653,261 $
PCs and

tured Securities

14 1,823,803 1,592,524 1,738,833 1,477,023 1,335,524 1,208,968
mortgage

lio 2,201,694 1,952,949 2,102,676 1,826,720 1,684,546 1,505,531
S

n on average

(5) (0.2)% 0.1% 0.4)% 0.3% 0.3% 0.3%
n on common

y(0) (51.5) 4.2 (21.0) 9.8 8.1 94
n on total

(1) (9.8) 4.6 (11.5) 8.8 7.6 8.6
end payout ratio

mmon stock® N/A 163.7 N/A 63.9 56.9 34.9
y to assets

) 2.4 3.2 34 3.3 3.5 3.8
rred stock to core

1 ratio(10) 38.0 20.0 37.3 17.3 13.2 13.5

(1)

2

3)

)

See ITEM 2. FINANCIAL INFORMATION SELECTED FINANCIAL DATA AND OTHER OPERATING
MEASURES in our Registration Statement for information regarding accounting changes impacting periods
prior to January 1, 2008.
Represent the unpaid principal balance and exclude mortgage loans and mortgage-related securities traded, but
not yet settled. Effective in December 2007, we established a trust for the administration of cash remittances
received related to the underlying assets of our PCs and Structured Securities issued. As a result, for December
2007 and each period in 2008, we report the balance of our mortgage portfolios to reflect the publicly-available
security balances of our PCs and Structured Securities. For periods prior to December 2007, we report these
balances based on the unpaid principal balance of the underlying mortgage loans. We reflected this change as an
increase in the unpaid principal balance of our retained portfolio by $2.8 billion at December 31, 2007.
The retained portfolio presented on our consolidated balance sheets differs from the retained portfolio in this
table because the consolidated balance sheet caption includes valuation adjustments and deferred balances. See
CONSOLIDATED BALANCE SHEETS ANALYSIS Table 15 Characteristics of Mortgage Loans and
Mortgage-Related Securities in our Retained Portfolio for more information.
Includes PCs and Structured Securities that are held in our retained portfolio. See OUR PORTFOLIOS
Table 49 Freddie Mac s Total Mortgage Portfolio and Segment Portfolio Composition for the composition of
our total mortgage portfolio. Excludes Structured Securities for which we have resecuritized our PCs and
Structured Securities. These resecuritized securities do not increase our credit-related exposure and consist of
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single-class Structured Securities backed by PCs, Real Estate Mortgage Investment Conduits, or REMICs, and
principal-only strips. The notional balances of interest-only strips are excluded because this line item is based on
unpaid principal balance. Includes other guarantees issued that are not in the form of a PC, such as long-term
standby commitments and credit enhancements for multifamily housing revenue bonds.

(5) Ratio computed as annualized net income (loss) divided by the simple average of the beginning and ending
balances of total assets.

(6) Ratio computed as annualized net income (loss) available to common stockholders divided by the simple
average of the beginning and ending balances of stockholders equity, net of preferred stock (at redemption
value).

(7) Ratio computed as annualized net income (loss) divided by the simple average of the beginning and ending
balances of stockholders equity.

(8) Ratio computed as common stock dividends declared divided by net income available to common stockholders.
Ratio is not computed for periods in which net income (loss) available to common stockholders was a loss.

(9) Ratio computed as the simple average of the beginning and ending balances of stockholders equity divided by
the simple average of the beginning and ending balances of total assets.

(10) Ratio computed as preferred stock, at redemption value divided by core capital. See NOTE 9: REGULATORY
CAPITAL to our consolidated financial statements for more information regarding core capital.

15 Freddie Mac
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CONSOLIDATED RESULTS OF OPERATIONS

The following discussion of our consolidated results of operations should be read in conjunction with our consolidated
financial statements including the accompanying notes. Also see CRITICAL ACCOUNTING POLICIES AND
ESTIMATES for more information concerning our more significant accounting policies and estimates applied in
determining our reported financial position and results of operations.

Table 2 Summary Consolidated Statements of Income GAAP Results

Three Months
Ended Six Months Ended
June 30, June 30,
2008 2007 2008 2007
(in millions)
Net interest income $ 1,529 % 793 $ 2327 $ 1,564
Non-interest income:
Management and guarantee income 757 591 1,546 1,219
Gains (losses) on guarantee asset 1,114 820 (280) 297
Income on guarantee obligation 769 474 1,938 904
Derivative gains (losses)() 115 318 (130) (206)
Gains (losses) on investment activity (3,327) (540) (2,108) (522)
Unrealized gains (losses) on foreign-currency denominated debt
recorded at fair value 569 (816)
Gains (losses) on debt retirement (29) 89 276 96
Recoveries on loans impaired upon purchase 121 72 347 107
Foreign-currency gains (losses), net (333) (530)
Other income 75 58 122 107
Non-interest income 164 1,549 895 1,472
Non-interest expense (3,545) (1,519) (5,648) (2,743)
Income (loss) before income tax (expense) benefit (1,852) 823 (2,426) 293
Income tax (expense) benefit 1,031 (94) 1,454 303
Net income (loss) $ @®1 $ 729 $ ©72) $ 59

(1) Includes derivative gains (losses) on foreign-currency swaps of $(48) million and $332 million for the three
months ended June 30, 2008 and 2007, respectively, and $1,189 million and $530 million for the six months
ended June 30, 2008 and 2007, respectively. Also includes derivative gains (losses) of $(490) million and
$(297) million on foreign-currency denominated receive-fixed swaps for the three and six months ended June 30,
2008, respectively.

Net Interest Income
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Table 3 presents an analysis of net interest income, including average balances and related yields earned on assets and
incurred on liabilities.

Table 3 Net Interest Income/Yield and Average Balance Analysis

Three Months Ended June 30,

2008 2007
Interest Interest
Average Income  Average Average Income Average

Balance(? (Expense))  Rate Balance(? (Expense))  Rate
(dollars in millions)

Interest-earning assets:

Mortgage loans® $ 89813 $ 1,320 588% $ 67,994 $ 1,075 6.32%
Mortgage-related securities 664,727 8,380 5.04 648,023 8,784 5.42
Total retained portfolio 754,540 9,700 5.14 716,017 9,859 5.51
Investments® 54,061 400 2.92 49,106 634 5.11

Securities purchased under
agreements to resell and federal

funds sold 20,660 120 2.32 24,887 332 5.33

Total interest-earning assets 829,261 10,220 4.93 790,010 10,825 5.47

Interest-bearing liabilities:

Short-term debt 240,119 (1,637) (2.70) 172,592 (2,249) (5.16)

Long-term debt®) 569,443 (6,711) 4.71) 581,482 (7,331) (5.04)

Total debt securities 809,562 (8,348) 4.11) 754,074 (9,580) (5.07)

Due to PC investors 9,061 (121) (5.32)

Total interest-bearing liabilities 809,562 (8,348) “4.11) 763,135 (9,701) (5.07)

Expense related to derivatives (343) (0.17) (331) (0.17)

Impact of net non-interest-bearing

funding 19,699 0.10 26,875 0.18

Total funding of interest-earning

assets $ 829,261 (8,691) 4.18) $ 790,010 (10,032) (5.06)

Net interest income/yield 1,529 0.75 793 0.41

Fully taxable-equivalent

adjustments(® 105 0.05 99 0.05

Net interest income/yield (fully

taxable-equivalent basis) $ 1,634 0.80 $ 892 0.46
16 Freddie Mac
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Interest-earning assets:
Mortgage loans®)
Mortgage-related securities

Total retained portfolio
Investments®)

Securities purchased under
agreements to resell and federal
funds sold

Total interest-earning assets

Interest-bearing liabilities:
Short-term debt
Long-term debt®)

Total debt securities
Due to PC investors

Total interest-bearing liabilities
Expense related to derivatives
Impact of net non-interest-bearing
funding

Total funding of interest-earning
assets

Net interest income/yield
Fully taxable-equivalent
adjustments(©®

Net interest income/yield (fully
taxable-equivalent basis)

Average

Six Months Ended June 30,

2008
Interest
Income

Balance(? (Expense))

$ 87,052 §

646,724
733,776
46,758

17,548

798,082

222,385

553,869

776,254

776,254

21,828

$ 798,082

$

2,563
16,513

19,076
799
241

20,116

(3,681)

(13,436)
17,117)

17,117)
(672)

(17,789)
2,327

212

2,539

Average
Rate

5.89%
5.11

5.20
3.38
2.74
5.04

(3.27)

(4.85)

(4.40)

(4.40)

(0.17)

0.12

(4.45)
0.59

0.06

0.65

Average

2007
Interest
Income

Balance(? (Expense)D
(dollars in millions)

$ 67,288
645,938

713,226
48,924
25,684

787,834

171,921

580,814

752,735

8,364

761,099

26,735

$ 787,834

(1) Excludes mortgage loans and mortgage-related securities traded, but not yet settled.
(2) For securities in our retained portfolio and cash and investment portfolios, we calculated average balances based
on their unpaid principal balance plus their associated deferred fees and costs (e.g., premiums and discounts), but
excluded the effect of mark-to-fair-value changes.
(3) Non-performing loans, where interest income is recognized when collected, are included in average balances.

(4) Consist of cash and cash equivalents and non-mortgage-related securities.

(5) Includes current portion of long-term debt.
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$

$

2,141
17,335

19,476
1,257
681
21,414
(4,457)
(14,507)

(18,964)
(224)

(19,188)
(662)

(19,850)
1,564

194

1,758

Average
Rate

6.36%
5.37

5.46
5.11
5.30
543
(5.16)
(4.99)

(5.03)
(5.35)

(5.03)
(0.17)

0.17

(5.03)
0.40

0.05

0.45
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(6) The determination of net interest income/yield (fully taxable-equivalent basis), which reflects fully
taxable-equivalent adjustments to interest income, involves the conversion of tax-exempt sources of interest
income to the equivalent amounts of interest income that would be necessary to derive the same net return if the
investments had been subject to income taxes using our federal statutory tax rate of 35%.

Net interest income and net interest yield on a fully taxable-equivalent basis increased during the three and six months
ended June 30, 2008 compared to the three and six months ended June 30, 2007. During the latter half of the first
quarter of 2008 and continuing into the second quarter of 2008, liquidity concerns in the market resulted in more
favorable investment opportunities for agency mortgage-related securities at wider spreads. In response, we increased
our purchase activities resulting in an increase in the average balance of our interest-earning assets. The increases in
net interest income and net interest yield on a fully taxable-equivalent basis are primarily attributable to purchases of
fixed-rate assets at significantly wider spreads relative to our funding costs. Net interest income and net interest yield
for the three and six months ended June 30, 2008 also benefited from funding fixed-rate assets with a higher
proportion of short-term debt in a steep yield curve environment as well as replacing higher cost long-term debt with
lower cost issuances. Altering the mix of our debt funding between longer- and shorter-term debt is consistent with
our overall investment management framework. As market conditions change, we can change the mix of debt we use
to fund our retained portfolio, both floating- and fixed-rate assets. During the first and second quarters of 2008, our
short-term funding balances increased significantly. We seek to manage interest rate risk by attempting to
substantially match the duration characteristics of our assets and liabilities. To accomplish this, we use an integrated
strategy that involves asset and liability portfolio management, including the use of derivatives for purposes of
rebalancing the portfolio and maintaining low PMVS and duration gap. The increases in net interest income and net
interest yield on a fully tax-equivalent basis during the six months ended June 30, 2008 were partially offset by the
impact of declining interest rates because our floating rate assets reset faster than our short-term debt during the first
quarter of 2008. As a result of the creation of the securitization trusts in December of 2007, due to PC investors
interest expense is now recorded in trust management fees within other income on our consolidated statements of
income. See Non-Interest Income Other Income for additional information about due to PC investors interest
expense.

Non-Interest Income

Management and Guarantee Income

Table 4 provides summary information about management and guarantee income. Management and guarantee income
consists of contractual amounts due to us (reflecting buy-ups and buy-downs to base management and guarantee fees)
as well as amortization of certain pre-2003 deferred credit and buy-down fees received by us that were recorded as
deferred income as a component of other liabilities. Post-2002 credit and buy-down fees are reflected as increased

income on guarantee obligation as the guarantee obligation is amortized.

17 Freddie Mac
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Table 4 Management and Guarantee Inconid)

Three Months Ended June 30, Six Months Ended June 30,
2008 2007 2008 2007
Amount Rate Amount Rate Amount Rate Amount Rate

(dollars in millions, rates in basis points)

Contractual management and

guarantee fees $ 778 175 $ 629 16.1 $ 1,535 175 $ 1,227 16.0
Amortization of credit and

buy-down fees included in other

liabilities (21) (0.5) (38) (1.0) 11 0.1 (8) (0.1)

Total management and guarantee
income $ 757 170 $ 591 151 $ 1,546 176  $ 1,219 15.9

Unamortized balance of credit

and buy-down fees included in

other liabilities, at period end $ 403 $ 451 $ 403 $ 451

(1) Consists of management and guarantee fees related to all issued and outstanding guarantees, including those
issued prior to adoption of Financial Interpretation No. 45, Guarantor s Accounting and Disclosure Requirements
for Guarantees, Including indirect Guarantees of Indebtedness of Others, an interpretation of FASB Statements
No. 5, 57 and 107 and rescission of FASB Interpretation No. 34, or FIN 45, in January 2003, which did not
require the establishment of a guarantee asset.

The primary drivers affecting management and guarantee income are the average balance of our PCs and Structured
Securities and changes in management and guarantee fee rates. Contractual management and guarantee fees include
adjustments to the contractual rates for buy-ups and buy-downs, whereby the contractual management and guarantee
fee rate is adjusted for up-front cash payments we make (buy-up) or receive (buy-down) at guarantee issuance. Our
average rates of management and guarantee income are also affected by the mix of products we issue, competition in
market pricing and customer preference for buy-up and buy-down fees. The majority of our guarantees are issued
under customer flow channel contracts, which have fixed pricing schedules for our management and guarantee fees
for periods of up to one year. The remainder of our purchase and guarantee securitization of mortgage loans occurs
through bulk purchasing with management and guarantee fees negotiated on an individual transaction basis. Given the
volatility in the credit market during the three and six months ended June 30, 2008, we will continue to closely
monitor the pricing of our management and guarantee fees as well as our delivery fee rates and make adjustments
when appropriate.

Management and guarantee income increased for the three and six months ended June 30, 2008 compared to the three
and six months ended June 30, 2007, primarily reflecting an increase in the average PCs and Structured Securities
balances of 14% and 15%, respectively, on an annualized basis. The average contractual management and guarantee
fee rate for the three and six months ended June 30, 2008 was higher than the three and six months ended June 30,
2007, primarily due to an increase in buy-up activity as well as the impact of higher management and guarantee fees
on purchases of mortgage loans, including interest-only loans, guaranteed in the last half of 2007 that remain in the
portfolio. Our management and guarantee fee rates are generally higher on nontraditional loans, such as interest-only
mortgages, than our fee rates for fixed-rate mortgages. We experienced a significant decrease in purchase volume
through bulk channels as well as declines in the composition of non-traditional loans underlying our newly-issued
guarantees during the six months ended June 30, 2008.
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Gains (Losses) on Guarantee Asset

Upon issuance of a guarantee of securitized assets, we record a guarantee asset on our consolidated balance sheets
representing the fair value of the management and guarantee fees we expect to receive over the life of our PCs or
Structured Securities. Guarantee assets are recognized in connection with transfers of PCs and Structured Securities
that are accounted for as sales under SFAS No. 140, Accounting for Transfers and Servicing of Financial Assets and
Extinguishment of Liabilities, a replacement of Financial Accounting Standards Board, or FASB, Statement No. 125.
Additionally, we recognize guarantee assets for PCs issued through our guarantor swap program and for certain
Structured Transactions that we issue to third parties in exchange for non-agency mortgage-related securities.
Subsequent changes in the fair value of the future cash flows of our guarantee asset are reported in the current period
income as gains (losses) on guarantee asset.

The change in fair value of our guarantee asset reflects:

reductions related to the management and guarantee fees received that are considered a return of our recorded
investment in our guarantee asset; and

changes in the fair value of management and guarantee fees we expect to receive over the life of the related PC
or Structured Security.

The fair value of future management and guarantee fees is driven primarily by expected changes in interest rates that
affect the estimated life of mortgages underlying our PCs and Structured Securities and related discount rates used to
determine the net present value of the cash flows. For example, an increase in interest rates generally slows the rate of
prepayments and extends the life of our guarantee asset and increases the fair value of future management and
guarantee fees. Our valuation methodology for our guarantee asset uses market-based information, including market
values of interest-only securities, to determine the fair value of future cash flows associated with our guarantee asset.
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Table 5 Attribution of Change Gains (Losses) on Guarantee Asset

Three Months
Ended Six Months Ended
June 30, June 30,
2008 2007 2008 2007
(in millions)
Contractual management and guarantee fees $ (7200 $ (553) $ (1,409) $ (1,076)
Portion related to imputed interest income 243 130 458 257
Return of investment on guarantee asset @77 (423) 951) (819)
Change in fair value of management and guarantee fees 1,591 1,243 671 1,116
Gains (losses) on guarantee asset $ 1,114 $ 820 $ (280) $ 297

Contractual management and guarantee fees represent cash received in the current period related to our PCs and
Structured Securities with an established guarantee asset. A portion of these cash receipts is attributed to imputed
interest income on our guarantee asset. Contractual management and guarantee fees increased for the three and six
months ended June 30, 2008 compared to the three and six months ended June 30, 2007, respectively, primarily due to
increases in the average balance of our PCs and Structured Securities issued.

The increases in the fair values of management and guarantee fees for the three and six months ended June 30, 2008
and 2007 were primarily driven by higher market valuations for interest-only mortgage securities, used to value our
guarantee asset resulting from increases in interest rates during these periods. The fair value change during the second
quarter of 2008, as compared to the second quarter of 2007, was higher due to a larger increase in interest rates
combined with higher average balances during the second quarter of 2008. The increases in the fair values of
management and guarantee fees were less significant during the six months ended June 30, 2008, compared to the six
months ended June 30, 2007 due to a larger increase in interest rates during the 2007 period than during the 2008
period.

Income on Guarantee Obligation

Upon issuance of our guarantee, we record a guarantee obligation on our consolidated balance sheets representing the
fair value of our obligation to perform under the terms of the guarantee. Our guarantee obligation primarily represents
our performance and other related costs, which consist of estimated credit costs, including estimated unrecoverable
principal and interest that will be incurred over the expected life of the underlying mortgages backing PCs, estimated
foreclosure-related costs, and estimated administrative and other costs related to our guarantee. Our guarantee
obligation is amortized into income using a static effective yield determined at inception of the guarantee based on
forecasted repayments of the principal balances. The static effective yield is periodically evaluated and adjusted when
significant changes in economic events cause a shift in the pattern of our economic release from risk. For example,
certain market environments may lead to sharp and sustained changes in home prices or prepayment rates of
mortgages, leading to the need for an adjustment in the static effective yield for specific mortgage pools underlying
the guarantee. When a change is required, a cumulative catch-up adjustment, which could be significant in a given
period, will be recognized and a new static effective yield will be used to determine our guarantee obligation
amortization.
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Effective January 1, 2008, we began estimating the fair value of our newly-issued guarantee obligations at their
inception using the practical expedient provided by FIN 45, as amended by SFAS 157. Using this approach, the initial
guarantee obligation is recorded at an amount equal to the fair value of the compensation received in the related
guarantee transactions, including upfront delivery and other fees. As a result, we no longer record estimates of

deferred gains or immediate day one losses on most guarantees. All unamortized amounts recorded prior to January 1,
2008 will continue to be deferred and amortized using existing amortization methods. This change had a significant
positive impact on our financial results for the three and six months ended June 30, 2008.

Table 6 provides information about the components of income on guarantee obligation.

Table 6 Income on Guarantee Obligation

Three Months
Ended Six Months Ended
June 30, June 30,
2008 2007 2008 2007

(in millions)

Amortization income related to:

Static effective yield $ 681 $ 414 $ 1,261 $ 791
Cumulative catch-up 88 60 677 113
Total income on guarantee obligation $ 769 $ 474 $ 1,938 $ 904

Amortization income increased for the three and six months ended June 30, 2008, compared to the three and six
months ended June 30, 2007. This increase is due to (1) higher guarantee obligation balances recognized in 2007 as a
result of significant market risk premiums, including those that resulted in significant day one losses (i.e., where the
fair value of the guarantee obligation at issuance exceeded the fair value of the guarantee and credit
enhancement-related assets), (2) higher cumulative catch-up adjustments for the three and six months ended June 30,
2008 and (3) higher average balances of our
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PCs and Structured Securities. The cumulative catch-up adjustments recognized during the six months ended June 30,
2008 were principally due to significant declines in home prices and, to a lesser extent, increases in mortgage
prepayment speeds related to pools of mortgage loans issued during 2006 and 2007. These cumulative catch-up
adjustments are recorded to provide a pattern of revenue recognition that is consistent with our economic release from
risk and better aligns with the timing of the recognition of losses on the pools of mortgage loans we guarantee.

Derivative Overview

Table 7 presents the effect of derivatives on our consolidated financial statements, including notional or contractual
amounts of our derivatives and our hedge accounting classifications.

Table 7 Summary of the Effect of Derivatives on Selected Consolidated Financial Statement Captions

Consolidated Balance Sheets

June 30, 2008 December 31, 2007
Fair Fair
Notional Value AOCI Notional Value AOCI
(Net of (Net of
Description Amount®  (Pre-Tax)?®?  Taxes)® Amount®  (Pre-Tax)®  Taxes)®

(in millions)

Cash flow hedges open $ 15,200 $ 345 $ 221§ $ $

No hedge designation 1,289,827 6,340 1,322,881 4,790

Subtotal 1,305,027 6,685 221 1,322,881 4,790

Balance related to closed

cash flow hedges (3,639) (4,059)
Subtotal 1,305,027 6,685 (3,418) 1,322,881 4,790 (4,059)
Derivative interest

receivable (payable), net 998 1,659

Trade/settle receivable

(payable), net (85)

Derivative collateral

(held) posted, net (8,067) (6,204)

Total $ 1,305,027 $ 469) $ (3,418) $ 1322881 $ 245  $ (4,059)

Consolidated Statements of Income
Three Months Ended June 30, Six Months Ended June 30,
2008 2007 2008 2007
Derivative Hedge Derivative Hedge Derivative Hedge Derivative Hedge
Gains Accounting Gains Accounting Gains Accounting Gains Accounting
Gains Gains Gains Gains
Description (Losses) (Losses)® (Losses) (Losses)® (Losses) (Losses)® (Losses) (Losses)®
(in millions)
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Cash flow hedges

open® $ $ 7 % $ $ $ 4 5 $
No hedge

designation 115 318 (130) (206)
Total $ 115 § 7 $ 318 § $ (1300 $ 4 $ (2060 $

(1) Notional or contractual amounts are used to calculate the periodic settlement amounts to be received or paid and
generally do not represent actual amounts to be exchanged. Notional or contractual amounts are not recorded as
assets or liabilities on our consolidated balance sheets.

(2) The value of derivatives on our consolidated balance sheets is reported as derivative assets, net and derivative
liability, net, and includes derivative interest receivable or (payable), net, trade/settle receivable or (payable), net
and derivative cash collateral (held) or posted, net.

(3) Derivatives that meet specific criteria may be accounted for as cash flow hedges. Changes in the fair value of the
effective portion of open qualifying cash flow hedges are recorded in AOCI, or accumulated other comprehensive
income, net of taxes. Net deferred gains and losses on closed cash flow hedges (i.e., where the derivative is either
terminated or redesignated) are also included in AOCI, net of taxes, until the related forecasted transaction affects
earnings or is determined to be probable of not occurring.

(4) Hedge accounting gains (losses) arise when the fair value change of a derivative does not exactly offset the fair
value change of the hedged item attributable to the hedged risk, and is a component of other income in our
consolidated statements of income. For further information, see NOTE 10: DERIVATIVES to our consolidated
financial statements.

(5) For all derivatives in qualifying hedge accounting relationships, the accrual of periodic cash settlements is
recorded in net interest income on our consolidated statements of income and those amounts are not included in
the table. For derivatives not in qualifying hedge accounting relationships, the accrual of periodic cash
settlements is recorded in derivative gains (losses) on our consolidated statements of income.

Beginning in the first quarter of 2008, we began designating certain derivative positions as cash flow hedges of
changes in cash flows associated with our forecasted issuances of debt consistent with our risk management goals. In
the periods presented prior to 2008, we only elected cash flow hedge accounting relationships for certain
commitments to sell mortgage-related securities. We expect this expanded hedge accounting strategy will reduce
volatility in our consolidated statements of income going forward. For a derivative accounted for as a cash flow
hedge, changes in fair value are reported in AOCI, net of taxes, on our consolidated balance sheets to the extent the
hedge is effective. The ineffective portion of changes in fair value is reported as other income on our consolidated
statements of income. We record changes in the fair value, including periodic settlements, of derivatives not in hedge
accounting relationships as derivative gains (losses) on our consolidated statements of income. See  NOTE 10:
DERIVATIVES to our consolidated financial statements for additional information about our derivatives designated
as cash flow hedges.

Derivative Gains (Losses)

Table 8 provides a summary of the notional or contractual amounts and the gains and losses related to derivatives that
were not accounted for in hedge accounting relationships. Derivative gains (losses) represents the change in fair value
of derivatives not accounted for in hedge accounting relationships because the derivatives did not qualify for, or we
did not elect to pursue, hedge accounting, resulting in fair value changes being recorded to earnings. Derivative gains
(losses) also
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includes the accrual of periodic settlements for derivatives that are not in hedge accounting relationships. Although
derivatives are an important aspect of our management of interest-rate risk, they will generally increase the volatility
of reported net income (loss), particularly when they are not accounted for in hedge accounting relationships.

Table 8 Derivatives Not in Hedge Accounting Relationships

Call swaptions:

Purchased

Written

Put swaptions:

Purchased

Written

Receive-fixed swaps
Foreign-currency denominated
U.S. dollar denominated

Total receive-fixed swaps

Pay-fixed swaps

Futures

Foreign-currency swaps())
Forward purchase and sale
commitments

Other®

Subtotal

Accrual of periodic settlements:

Receive-fixed swaps®
Pay-fixed swaps
Foreign-currency swaps
Other

Total accrual of periodic settlements

Total

Notional or

Contractual Amount

June 30,

2008 2007
213,897 $ 236,752
1,500 3,400
21,175 19,325
38,150 2,600
14,993 21,050
230,061 193,607
245,054 214,657
395,874 284,927
147,291 113,000
15,353 22,709
63,512 54,783
148,021 35,719
1,289,827 987,872
$ 1,289,827 $ 987,872

Three Months
Ended June 30,

2008

2007

(in millions)

$ (2,542)
27

72
93)

(490)
(7,204)

(7,694)
11,259

(154)

(43)

(243)
(102)

482

648
(1,118)

101

2
(367)

$ 115

$ (1,168)
48

244
(144)

(394)
(3,106)

(3,500)
4,531

(70)
332

(66)
17

224
37)
155
(25)
1
94

$ 318

$

$

Derivative Gains (Losses)

Six Months Ended
June 30,
2008 2007
698 $ (1,721)
21 50
(53) 236
(90) (146)
(297) (500)
2,299 (2,741)
2,002 (3,241)
(3,874) 4,053
493 (€28
1,189 530
268 (71)
(72) 22
582 (339)
721 (95)
(1,595) 303
158 77
4 2
(712) 133
(130) $ (206)

(1) Foreign-currency swaps are defined as swaps in which the net settlement is based on one leg calculated in a
foreign-currency and the other leg calculated in U.S. dollars.
(2) Consists of basis swaps, certain option-based contracts (including written options), interest-rate caps, swap
guarantee derivatives and credit derivatives.

(3) Includes imputed interest on zero-coupon swaps.
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We use receive- and pay-fixed swaps to adjust the interest-rate characteristics of our debt funding in order to more
closely match changes in the interest-rate characteristics of our mortgage-related assets. During the second quarter of
2008, fair value gains on our pay-fixed swaps of $11.3 billion contributed to an overall gain recorded for derivatives.
The gains were partially offset by losses on our receive-fixed swaps of $7.7 billion as swap interest rates increased.
Additionally, we use swaptions and other option-based derivatives to adjust the characteristics of our debt in response
to changes in the expected lives of mortgage-related assets in our retained portfolio. The losses on our purchased call
swaptions, which increased during the second quarter of 2008, compared to the second quarter of 2007, were primarily
attributable to increasing swap interest rates, partially offset by an increase in implied volatility during the second
quarter of 2008.

During the six months ended June 30, 2008, we recognized a smaller derivative loss as compared to the six months
ended June 30, 2007. On a year-to-date basis for 2008, the shorter term swap interest rates declined resulting in a loss
on our pay-fixed swap positions, partially offset by gains on our receive-fixed swaps. The decrease in shorter term
swap interest rates on a year-to-date basis for 2008, combined with an increase in volatility resulted in a gain related to
our purchased call swaptions for the six months ended June 30, 2008.

Effective January 1, 2008, we elected the fair value option for our foreign-currency denominated debt. As a result of
this election, foreign-currency translation gains and losses and fair value adjustments related to our foreign-currency
denominated debt are recognized on our consolidated statements of income as unrealized gains (losses) on
foreign-currency denominated debt recorded at fair value. Prior to January 1, 2008, translation gains and losses on our
foreign-currency denominated debt were recorded in foreign-currency gains (losses), net and changes in value related
to market movements were not recognized. We use a combination of foreign-currency swaps and foreign-currency
denominated receive-fixed swaps to hedge the changes in fair value of our foreign-currency denominated debt related
to fluctuations in exchange rates and interest rates, respectively. Derivative gains (losses) on foreign-currency swaps
were $(48) million and $1.2 billion for the three and six months ended June 30, 2008, respectively, compared to

$332 million and $530 million for the three and six months ended June 30, 2007, respectively. These amounts were
offset by fair value gains (losses) related to translation of $88 million and $(1.1) billion for the three and six months
ended June 30, 2008, respectively, and $(333) million and $(530) million for the three and six months ended June 30,
2007, respectively, on our foreign-currency denominated debt. In addition, the interest-rate component of the
derivative losses of $490 million and $297 million for the three and six months
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ended June 30, 2008, respectively, on foreign-currency denominated receive-fixed swaps largely offset market value
adjustments gains included in unrealized gains (losses) on foreign-currency denominated debt recorded at fair value of
$481 million and $310 million for the three and six months ended June 30, 2008, respectively. See Unrealized Gains
(Losses) on Foreign-Currency Denominated Debt Recorded at Fair Value and NOTE 1: SUMMARY OF
SIGNIFICANT ACCOUNTING POLICIES to our consolidated financial statements for additional information about
our election to adopt the fair value option for foreign-currency denominated debt. See ITEM 13. FINANCIAL
STATEMENTS AND SUPPLEMENTARY DATA AUDITED CONSOLIDATED FINANCIAL STATEMENTS
AND ACCOMPANYING NOTES NOTE 11: DERIVATIVES in our Registration Statement for additional
information about our derivatives.

Gains (Losses) on Investment Activity
Gains (losses) on investment activity includes gains and losses on certain assets where changes in fair value are
recognized through earnings, gains and losses related to sales, impairments and other valuation adjustments. Table 9

summarizes the components of gains (losses) on investment activity.

Table 9 Gains (Losses) on Investment Activity

Three Months
Ended Six Months Ended
June 30, June 30,
2008 2007 2008 2007
(in millions)
Gains (losses) on trading securities(!) $ 2279 $ 20 $ (1,308 $ 45
Gains (losses) on sale of mortgage loans® ®) 3 66 20
Gains (losses) on sale of available-for-sale securities 38 (249) 253 (215)
Security impairments on available-for-sale securities (1,040) (294) (1,111) (350)
Lower-of-cost-or-fair-value adjustments 41 20) (8) (22)
Total gains (losses) on investment activity $ (3,327) $ 5400 $ (2,108) $ (522)

(1) Includes mark-to-fair value adjustments recorded in accordance with Emerging Issues Task Force, or EITF,
99-20, Recognition of Interest Income and Impairment on Purchased Beneficial Interests and Beneficial Interests
That Continue to Be Held by a Transferor in Securitized Financial Assets on securities classified as trading of
$(7) million and $(2) million for the three months ended June 30, 2008 and 2007, respectively and $(327) million
and $(3) million for the six months ended June 30, 2008 and 2007, respectively. Prior period amounts have been
revised to conform to the current period presentation.

(2) Represent gains (losses) on mortgage loans sold in connection with securitization transactions.

Gains (Losses) on Trading Securities

We recognized net losses on trading securities for the three and six months ended June 30, 2008, as compared to net
gains for the three and six months ended June 30, 2007. On January 1, 2008, we implemented fair value option
accounting and transferred approximately $90 billion in securities, primarily ARMs and fixed-rate PCs, from

available-for-sale securities to trading securities significantly increasing our securities classified as trading. The
unpaid principal balance of our securities classified as trading was approximately $157 billion at June 30, 2008
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compared to approximately $12 billion at December 31, 2007. The increased balance in our trading portfolio together
with an increase in interest rates contributed to losses on trading securities of $2.3 billion and $1.3 billion for the three
and six months ended June 30, 2008, respectively. These losses were partially offset by gains on our interest-only
securities.

Gains (Losses) on Sale of Available-For-Sale Securities

We recognized net gains on the sale of available-for-sale securities for the second quarter of 2008, as compared to net
losses during the second quarter of 2007. During the second quarter of 2008, we sold $1.2 billion of seasoned
securities, primarily consisting of obligations of states and political subdivisions, which generated a net gain of

$47 million. During the second quarter of 2007, we entered into structuring transactions and sales of seasoned
securities with unpaid principal balances of $21.4 billion generating net losses recognized in gains (losses) on
investment activity because the securities sold had lower coupon rates than those available in the market at the time of
sale.

We recognized net gains on the sale of available-for-sale securities for the six months ended June 30, 2008, as
compared to net losses for the six months ended June 30, 2007. During the six months ended June 30, 2008, we
entered into structuring transactions and sales of seasoned securities with unpaid principal balances of $20 billion,
primarily consisting of PCs and Structured Securities, which generated a net gain of $201 million. These sales
occurred principally during the earlier months of the first quarter of 2008 when market conditions were favorable and
were driven in part by our need to maintain our mandatory target capital surplus. We were not required to sell these
securities. However, in an effort to improve our capital position in light of the unanticipated extraordinary market
conditions that began in the latter half of 2007, we strategically selected blocks of securities to sell, the majority of
which were in a gain position. These sales reduced the assets on our balance sheet against which we are required to
hold capital. In addition, the net gains on these sales increased our retained earnings, further improving our capital
position. During the six months ended June 30, 2007, we sold $31.1 billion of PCs and Structured Securities, which
generated a net loss of $132 million.
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Security Impairments on Available-For-Sale Securities

During the second quarter of 2008 and 2007, we recorded other-than-temporary impairments related to investments in
available-for-sale securities of $1.0 billion and $294 million, respectively. Of the impairments recognized during the
second quarter of 2008, $826 million related to non-agency securities backed by subprime or Alt-A and other loans,
primarily due to recent deterioration in the performance of the collateral underlying these securities. The primary
contributors to the deteriorating performance were negative delinquency trends that continued, and in several cases
accelerated. Our securities backed by second lien subprime loans suffered a pronounced decline in credit enhancement
levels. Also contributing to these impairments were credit enhancements related to monoline bond insurance provided
by one monoline on individual securities in an unrealized loss position where we have determined that it is both
probable a principal and interest shortfall will occur on the insured securities and that in such a case there is
substantial uncertainty surrounding the insurer s ability to pay all future claims. In making this determination we
considered additional qualitative factors, such as the monoline s availability of capital, ability to generate new
business, pending regulatory actions, ratings agency actions, security prices, credit default swap levels traded on the
insurer and our own cash flow analysis. We also recognized impairment charges of $214 million related to our
short-term available-for-sale non-mortgage-related securities with $8.9 billion of unpaid principal balance, as
management could no longer assert the positive intent to hold these securities to recovery. The decision to impair
these securities is consistent with our consideration of sales of securities from the cash and investments portfolio as a
contingent source of liquidity. During the three months ended June 30, 2007, security impairments on
available-for-sale securities included $291 million in mortgage-related securities impairments attributed to agency
mortgage-related securities in an unrealized loss position that we did not have the intent to hold to a forecasted
recovery. Of these $291 million of impairments, $279 million related to securities where the duration of the unrealized
loss prior to impairment was greater than 12 months.

During the six months ended June 30, 2008 and 2007, we recorded impairments related to investments in
available-for-sale securities of $1.1 billion and $350 million, respectively. Of the impairments recognized during the
six months ended June 30, 2008, $826 million related to non-agency securities backed by subprime or Alt-A and other
loans as discussed above. Of the remaining $285 million, the majority, $214 million, related to impairments of our
available-for-sale non-mortgage-related securities during the three months ended June 30, 2008 where we did not have
the intent to hold to a forecasted recovery. During the six months ended June 30, 2007, security impairments on
available-for-sale securities included $347 million in impairments attributed to agency mortgage-related securities in
an unrealized loss position that we did not have the intent to hold to a forecasted recovery.

Unrealized Gains (Losses) on Foreign-Currency Denominated Debt Recorded at Fair Value

We elected the fair value option for our foreign-currency denominated debt effective January 1, 2008. Accordingly,
foreign-currency exposure is now a component of unrealized gains (losses) on foreign-currency denominated debt
recorded at fair value. Prior to that date, translation gains and losses on our foreign-currency denominated debt were
reported in foreign-currency gains (losses), net in our consolidated statements of income. We manage the
foreign-currency exposure associated with our foreign-currency denominated debt through the use of derivatives. For
the three months ended June 30, 2008, we recognized fair value gains of $569 million on our foreign-currency
denominated debt primarily due to an increase in interest rates and the U.S. dollar strengthening relative to the Euro.
However, the U.S. dollar weakened relative to the Euro during the six months ended June 30, 2008, contributing to
our recognition of fair value losses of $816 million on our foreign-currency denominated debt. See Derivative Gains
(Losses) for additional information about how we mitigate changes in the fair value of our foreign-currency
denominated debt by using derivatives. See Foreign-Currency Gains (Losses), Net and NOTE 1: SUMMARY OF
SIGNIFICANT ACCOUNTING POLICIES to our consolidated financial statements for additional information about
our adoption of SFAS 159.
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Gains (Losses) on Debt Retirements

Gains (losses) on debt retirement were $(29) million and $276 million during the three and six months ended June 30,
2008, respectively, compared to gains of $89 million and $96 million during the three and six months ended June 30,
2007, respectively. During the six months ended June 30, 2008, we recognized gains due to the increased level of call
activity, primarily involving our debt with coupon levels that increase at pre-determined intervals, which led to gains
upon retirement and write-offs of previously recorded interest expense during the first quarter of 2008.

Recoveries on Loans Impaired upon Purchase

Recoveries on loans impaired upon purchase represent the recapture into income of previously recognized losses on
loans purchased and provision for credit losses associated with purchases of delinquent loans from our PCs and
Structured Securities in conjunction with our guarantee activities. Recoveries occur when a non-performing loan is
repaid in full or when at the time of foreclosure the estimated fair value of the acquired property, less costs to sell,
exceeds the carrying value of the loan. For impaired loans where the borrower has made required payments that return
the loan to less than 90 days delinquent, the recovery amounts are instead accreted into interest income over time as
periodic payments are received.
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During the three months ended June 30, 2008 and 2007, we recognized recoveries on loans impaired upon purchase of
$121 million and $72 million, respectively. During the six months ended June 30, 2008 and 2007, we recognized
recoveries on loans impaired upon purchase of $347 million and $107 million, respectively. The volume and
magnitude of recoveries were greater during the three and six months ended June 30, 2008 than during the three and
six months ended June 30, 2007, since the initial losses on impaired loans purchased during 2007 were principally
based on market valuations that were more severe in the last half of 2007 due to liquidity and mortgage credit
concerns. In addition, our purchases of impaired loans were greater during 2007 than in 2008 due to our change in
practice in December 2007 to delay our optional repurchase of delinquent loans underlying our PCs.

Foreign-Currency Gains (Losses), Net

We manage the foreign-currency exposure associated with our foreign-currency denominated debt through the use of
derivatives. We elected the fair value option for foreign-currency denominated debt effective January 1, 2008. Prior to
this election, gains and losses associated with the foreign-currency exposure of our foreign-currency denominated debt
were recorded as foreign-currency gains (losses), net in our consolidated statements of income. With the adoption of
SFAS 159, foreign-currency exposure is now a component of unrealized gains (losses) on foreign-currency
denominated debt recorded at fair value. Because the fair value option is prospective, prior period amounts have not
been reclassified. See Derivative Gains (Losses) and Unrealized Gains (Losses) on Foreign-Currency Denominated
Debt Recorded at Fair Value and NOTE 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES to our
consolidated financial statements for additional information.

For the three and six months ended June 30, 2007, we recognized net foreign-currency translation losses primarily
related to our foreign-currency denominated debt of $333 million and $530 million, respectively, as the U.S. dollar
weakened relative to the Euro during the period. During the same period, these losses were offset by an increase of
$332 million and $530 million, respectively, in the fair value of foreign-currency-related derivatives recorded in
derivative gains (losses).

Other Income

Other income primarily consists of resecuritization fees, trust management income, fees associated with servicing and
technology-related products, including Loan Prospector®, fees related to multifamily loans (including application and
other fees) and various other fees received from mortgage originators and servicers. Resecuritization fees are revenues
we earn primarily in connection with the issuance of Structured Securities for which we make a REMIC election,
where the underlying collateral is provided by third parties. These fees are also generated in connection with the
creation of interest-only and principal-only strips as well as other Structured Securities. Trust management fees
represent the fees we earn as administrator, issuer and trustee, net of related expenses, which prior to December 2007,
was reported as due to PC investors, a component of net interest income.

Non-Interest Expense
Table 10 summarizes the components of non-interest expense.
Table 10 Non-Interest Expense
Three Months Ended Six Months Ended
June 30, June 30,
2008 2007 2008 2007

(in millions)
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Administrative expenses:

Salaries and employee benefits $ 241 $ 227 $ 472 $ 440
Professional services 55 104 127 193
Occupancy expense 18 16 33 30
Other administrative expenses 90 95 169 182
Total administrative expenses 404 442 801 845
Provision for credit losses 2,537 447 3,777 695
REO operations expense 265 16 473 30
Losses on certain credit guarantees 150 15 327
Losses on loans purchased 120 264 171 480
LIHTC partnerships 108 135 225 243
Minority interests in earnings of consolidated subsidiaries 5 9 8 18
Other expenses 106 56 178 105
Total non-interest expense $ 3,545 $ 1,519 $ 5,648 $ 2,743

Administrative Expenses

Administrative expenses decreased slightly for the three and six months ended June 30, 2008, compared to the three
and six months ended June 30, 2007, primarily due to a reduction in our use of consultants. As a percentage of the
average total mortgage portfolio, administrative expenses declined to 7.4 basis points and 7.5 basis points for the three
and six months ended June 30, 2008, respectively, from 9.2 basis points and 8.9 basis points for the three and six
months ended June 30, 2007, respectively.
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Provision for Credit Losses

Our credit loss reserves reflect our best estimates of incurred losses. Our reserve estimate includes projections related
to strategic loss mitigation initiatives, including a higher rate of loan modifications for troubled borrowers, and
projections of recoveries through repurchases by seller/servicers of defaulted loans due to failure to follow contractual
underwriting requirements at the time of the loan origination. Our reserve estimate also reflects our best projection of
defaults. However, the unprecedented deterioration in the national housing market and the uncertainty in other
macroeconomic factors makes forecasting of default rates increasingly imprecise. These estimates require significant
judgments and other parties could arrive at different conclusions as to the likelihood of various defaults and severity
outcomes. The inability to realize the anticipated benefits of our loss mitigation plans, a lower realized rate of
seller/servicer repurchases or default rates and severity that exceed our current projections would cause our losses to
be significantly higher than those currently estimated. Although significant flooding occurred in certain states in the
midwestern U.S. during the second quarter of 2008, we do not believe this had a significant impact on our mortgage
portfolio and it did not have a meaningful impact on our estimates of incurred loss as of June 30, 2008.

The provision for credit losses increased for the three and six months ended June 30, 2008, compared to the three and
six months ended June 30, 2007, respectively, as continued weakening in the housing market affected our
single-family portfolio. For the three and six months ended June 30, 2008, we recorded additional reserves for credit
losses on our single-family portfolio as a result of:

increased estimates of incurred losses on mortgage loans that are expected to experience higher default rates
based on their year of origination, particularly those originated during 2006 and 2007 and also based on
product-type, particularly Alt-A and interest-only mortgage products;

an observed increase in delinquency rates and the percentage of loans that transition from delinquency to
foreclosure; and

increases in the estimated severity of losses on a per-property basis, driven in part by declines in home sales and
home prices. The states with the largest declines in home prices and highest increases in severity of losses
include California, Florida, Nevada, Arizona, Virginia, Maryland and Michigan.

We expect our provisions for credit losses to remain high for the remainder of 2008 and the extent and duration of
high credit costs in future periods will depend on a number of factors, including changes in property values, regional
economic conditions, third-party mortgage insurance coverage and recoveries and the realized rate of seller/servicer
repurchases. We may further increase our single-family loan loss reserves in future periods as additional losses are
incurred, particularly related to mortgages originated in 2006 and 2007. Loans we purchased during 2006 and 2007
represent 36% of the unpaid principal balance of our single-family credit guarantee portfolio and approximately 16%
of the unpaid principal balance of single-family loans that we hold in our retained portfolio. There is a significant lag
in time from the implementation of loss mitigation activities and the final resolution of delinquent mortgage loans as
well as the disposition of nonperforming assets. As indicated by the significant increase in our loan loss reserve during
the second quarter of 2008, we expect our charge-offs will continue to increase in the remainder of 2008.

REO Operations Expense

The increase in REO operations expense for the three and six months ended June 30, 2008, as compared to the three
and six months ended June 30, 2007, was due to increases in the number of single-family property additions to our
REO balance of 148% and 132%, respectively, as well as declining single-family REO property values. The decline in
home prices, which has been both rapid and dramatic in certain geographical areas, combined with our higher REO
inventory balance, resulted in an increase in the market-based writedowns of REO, which totaled $118 million and
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$232 million for the three and six months ended June 30, 2008, respectively. REO expense also increased due to
higher real estate taxes, maintenance costs and net losses on sales experienced during the three and six months ended
June 30, 2008 as compared to the three and six months ended June 30, 2007. We expect REO operations expense to
continue to increase in the remainder of 2008, as single-family REO volume increases and home prices decline.

Losses on Certain Credit Guarantees

Losses on certain credit guarantees consist of losses recognized upon the issuance of PCs in guarantor swap
transactions. Prior to January 1, 2008, our recognition of losses on certain guarantee contracts occurred due to any one
or a combination of several factors, including long-term contract pricing for our flow business, the difference in
overall transaction pricing versus pool-level accounting measurements and, less significantly, efforts to support our
affordable housing mission. Upon adoption of SFAS 157, our losses on certain credit guarantees will generally relate
to our efforts to meet our affordable housing goals. See CRITICAL ACCOUNTING POLICIES AND ESTIMATES
Fair Value Measurements for information concerning the change in initial recognition of fair value of our guarantee
obligations.
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Effective January 1, 2008, upon the adoption of SFAS 157, which amended FIN 45, we estimate the fair value of our
newly-issued guarantee obligations as an amount equal to the fair value of compensation received, inclusive of all
rights related to the transaction, in exchange for our guarantee. As a result, we no longer record estimates of deferred
gains or immediate day one losses on most guarantees. All unamortized amounts recorded prior to January 1, 2008
will continue to be amortized using existing amortization methods. This change had a significant positive impact on
our financial results for the three and six months ended June 30, 2008. For the three and six months ended June 30,
2007, we recognized losses of $150 million and $327 million, respectively, on certain guarantor swap transactions
entered into during the period and we deferred gains of $365 million and $650 million, respectively, on newly-issued
guarantees entered into during those periods.

Losses on Loans Purchased

Losses on non-performing loans purchased from the mortgage pools underlying PCs and Structured Securities occur
when the acquisition basis of the purchased loan exceeds the estimated fair value of the loan on the date of purchase.
Effective December 2007, we made certain operational changes for purchasing delinquent loans from PC pools, which
significantly reduced the volume of our delinquent loan purchases in the period and consequently the amount of our
losses on loans purchased for the three and six months ended June 30, 2008. We made these operational changes in
order to better reflect our expectations of future credit losses and in consideration of our capital requirements. For the
three months ended June 30, 2008, as a result of increases in delinquency rates of loans underlying our PCs and
Structured Securities and our increasing efforts to reduce foreclosures, the number of loan modifications increased
significantly as compared to the first quarter of 2008. When a loan is modified, we generally exercise our repurchase
option and hold the modified loan in our retained portfolio. The increase in modifications during the second quarter of
2008 resulted in higher losses than during the first quarter of 2008. See Recoveries on Loans Impaired upon Purchase
and CREDIT RISKS Table 42 Changes in Loans Purchased Under Financial Guarantees for additional information
about the impacts from non-performing loans on our financial results.

During the three and six months ended June 30, 2008, the market-based valuation of non-performing loans continued
to be adversely affected by the expectation of higher default costs and reduced liquidity in the single-family mortgage
market. However, our losses on loans purchased decreased 55% to $120 million during the three months ended

June 30, 2008 compared to $264 million during the three months ended June 30, 2007 due to our reduced volume of
impaired loan purchases during 2008. Losses on loans purchased decreased 64% to $171 million during the six
months ended June 30, 2008 compared to $480 million during the six months ended June 30, 2007.

Income Tax (Expense) Benefit

For the three months ended June 30, 2008 and 2007, we reported an income tax (expense) benefit of $1.0 billion and
$(94) million, respectively. For the six months ended June 30, 2008 and 2007, we reported an income tax (expense)
benefit of $1.5 billion and $303 million, respectively. See NOTE 12: INCOME TAXES to our consolidated financial
statements for additional information.

Segment Earnings

Our operations consist of three reportable segments, which are based on the type of business activities each performs

Investments, Single-family Guarantee and Multifamily. The activities of our business segments are described in
EXECUTIVE SUMMARY Segments. Certain activities that are not part of a segment are included in the All Other

category; this category consists of certain unallocated corporate items, such as remediation and restructuring costs,

costs related to the resolution of certain legal matters and certain income tax items. We manage and evaluate

performance of the segments and All Other using a Segment Earnings approach. Segment Earnings is calculated for

the segments by adjusting net income (loss) for certain investment-related activities and credit guarantee-related
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activities. Segment Earnings differs significantly from, and should not be used as a substitute for, net income (loss)
before cumulative effect of change in accounting principle or net income (loss) as determined in accordance with
GAAP. There are important limitations to using Segment Earnings as a measure of our financial performance. Among
them, our regulatory capital requirements are based on our GAAP results. Segment Earnings adjusts for the effects of
certain gains and losses and mark-to-fair-value items which, depending on market circumstances, can significantly
affect, positively or negatively, our GAAP results and which, in recent periods, have caused us to record GAAP net
losses. GAAP net losses will adversely impact our regulatory capital, regardless of results reflected in Segment
Earnings. Also, our definition of Segment Earnings may differ from similar measures used by other companies.
However, we believe that the presentation of Segment Earnings highlights the results from ongoing operations and the
underlying results of the segments in a manner that is useful to the way we manage and evaluate the performance of
our business. See  NOTE 16: SEGMENT REPORTING to our consolidated financial statements for more information
regarding our segments and the adjustments used to calculate Segment Earnings.

In managing our business, we present the operating performance of our segments using Segment Earnings. Segment
Earnings presents our results on an accrual basis as the cash flows from our segments are earned over time. The
objective of Segment Earnings is to present our results in a manner more consistent with our business models. The
business model for
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our investment activity is one where we generally buy and hold our investments in mortgage-related assets for the
long term, fund our investments with debt and use derivatives to minimize interest rate risk and generate net interest
income in line with our return on equity objectives. We believe it is meaningful to measure the performance of our
investment business using long-term returns, not short-term value. The business model for our credit guarantee
activity is one where we are a long-term guarantor in the conforming mortgage markets, manage credit risk and
generate guarantee and credit fees, net of incurred credit losses. As a result of these business models, we believe that
this accrual-based metric is a meaningful way to present our results as actual cash flows are realized, net of credit
losses and impairments. We believe Segment Earnings provides us with a view of our financial results that is more
consistent with our business objectives, which helps us better evaluate the performance of our business, both from
period-to-period and over the longer term.

Investments Segment

Through our Investments segment, we seek to generate attractive returns on our mortgage-related investment portfolio
while maintaining a disciplined approach to interest-rate risk and capital management. We seek to accomplish this
objective through opportunistic purchases, sales and restructurings of mortgage assets. Although we are primarily a
buy-and-hold investor in mortgage assets, we may sell assets that are no longer expected to produce desired returns to
reduce risk, respond to capital constraints, provide liquidity or structure certain transactions that improve our returns.
We estimate our expected investment returns using an OAS approach.

Table 11 presents the Segment Earnings of our Investments segment.
Table 11 Segment Earnings and Key Metrics Investments
Three Months Ended Six Months Ended
June 30, June 30,
2008 2007 2008 2007

(dollars in millions)

Segment Earnings:

Net interest income $ 1,481 $ 990 $ 1,780 $ 1,892
Non-interest income (loss) (125) 30 (110) 54
Non-interest expense:

Administrative expenses (130) (133) (261) (261)
Other non-interest expense (7 ) (16) (15)
Total non-interest expense (137) (141) 277) (276)
Segment Earnings before income tax expense 1,219 879 1,393 1,670
Income tax expense (426) (308) (487) (585)
Segment Earnings, net of taxes 793 571 906 1,085

Reconciliation to GAAP net income (loss):
Derivative- and foreign-currency denominated

debt-related adjustments 530 (464) (653) (1,545)
Credit guarantee-related adjustments 1
Investment sales, debt retirements and fair

value-related adjustments (3,096) (379) (1,571) (310)
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Fully taxable-equivalent adjustment (105) 97 (215) (190)
Tax-related adjustments 1,004 394 992 842

Total reconciling items, net of taxes (1,667) (546) (1,447) (1,202)
GAAP net income (loss) $ @874 $ 25 $ 541) % (117)

Key metrics Investments:

Growth:

Purchases of securities Mortgage-related investment
portfolio:(H@)

Guaranteed PCs and Structured Securities $ 91,054 $ 29,238 $ 112,598 $ 56,313
Non-Freddie Mac mortgage-related securities:

Agency mortgage-related securities 24,688 3,520 34,071 4,832
Non-agency mortgage-related securities 1,024 24,825 1,884 52,553
Total purchases of securities Mortgage-related

investment portfolio $ 116,766 $ 57,583 $ 148,553 $ 113,698
Growth rate of mortgage-related investment portfolio

(annualized) 46.9% (2.0)% 19.5% 1.8%
Return:

Net interest yield Segment Earnings basis 0.80% 0.57% 0.50% 0.53%

(1) Based on unpaid principal balance and excludes mortgage-related securities traded, but not yet settled.
(2) Exclude Single-family mortgage loans.

Segment Earnings for our Investments segment increased $222 million in the second quarter of 2008 compared to the
second quarter of 2007. For the Investments segment, Segment Earnings net interest income increased $491 million
and our Segment Earnings net interest yield increased 23 basis points for the second quarter of 2008 compared to the
second quarter of 2007. The increases in Segment Earnings net interest income and net interest yield were primarily
driven by fixed-rate assets purchased at significantly wider spreads relative to our funding costs, as well as the
amortization of gains on certain futures positions that matured in March 2008. Partially offsetting the increase in
Segment Earnings for our Investments segment was the recognition of security impairments during the second quarter
of 2008 of $142 million associated with anticipated future principal losses on our non-agency mortgage-related
securities compared to security impairments of $1 million in the second quarter of 2007. Security impairments that
reflect expected or realized credit principal losses are
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realized immediately pursuant to GAAP and in Segment Earnings. In contrast, non-credit related security impairments
are not included in Segment Earnings. These non-credit related security impairments are deferred and amortized
prospectively into Segment Earnings on a straight-line basis over five years for securities in the retained portfolio and
over three years for securities in the cash and investments portfolio.

Segment Earnings for our Investments segment decreased $179 million in the six months ended June 30, 2008
compared to the six months ended June 30, 2007. Additionally, Segment Earnings net interest income decreased
$112 million and our Segment Earnings net interest yield decreased 3 basis points for the six months ended June 30,
2008 compared to the six months ended June 30, 2007. These decreases were primarily due to spread compression
between our floating rate assets and liabilities during the first quarter of 2008. As rates declined in the first quarter of
2008, our floating rate assets reset faster than our floating rate debt. Declining rates also contributed to an increase in
net interest expense on our pay-fixed swaps that was only partially offset by floating rate debt that reset. The decreases
in Segment Earnings net interest income and net interest yield were mostly offset by purchases of fixed rate assets at
significantly wider spreads relative to our funding costs as well as the amortization of gains on certain futures
positions that matured in March 2008. Also contributing to the decrease in Segment Earnings for our Investment
segment was the recognition of security impairments during the six months ended June 30, 2008, of $144 million
associated with anticipated future principal losses on our non-agency mortgage-related securities compared to

$1 million of security impairments recognized during the six months ended June 30, 2007.

In the three and the six months ended June 30, 2008, the annualized growth rates of our mortgage-related investment
portfolio were 46.9% and 19.5%, respectively, compared to (2.0)% and 1.8% for the three and six months ended
June 30, 2007. The unpaid principal balance of our mortgage-related investment portfolio increased from

$663.2 billion at December 31, 2007 to $728.0 billion at June 30, 2008. The overall increase in the unpaid principal
balance of our mortgage-related investment portfolio was primarily due to more favorable investment opportunities
for agency securities, due to liquidity concerns in the market, during the latter half of the first quarter and continuing
into the second quarter. In response, our net purchase commitment activity increased considerably as we deployed
capital at favorable OAS levels. In addition, as of March 1, 2008, the voluntary growth limit on our retained portfolio
is no longer in effect and during March, OFHEO reduced our mandatory target capital surplus from 30% to 20%,
allowing us to take advantage of these favorable investment opportunities.

We held $74.1 billion of non-Freddie Mac agency mortgage-related securities and $212.7 billion of non-agency
mortgage-related securities as of June 30, 2008 compared to $47.8 billion of non-Freddie Mac agency
mortgage-related securities and $233.8 billion of non-agency mortgage-related securities as of December 31, 2007.

At June 30, 2008 and December 31, 2007, we held investments of $85.6 billion and $101.3 billion, respectively, of
non-agency mortgage-related securities backed by subprime loans. In addition to the contractual interest payments, we
receive substantial monthly remittances of principal repayments on these securities, which totaled more than $7 billion
and $15 billion during the three and six months ended June 30, 2008, respectively, representing a return on our
investment in these securities. These securities include significant credit enhancement, particularly through
subordination, and 91% and 100% of these securities were investment grade at June 30, 2008 and December 31, 2007,
respectively. The unrealized losses, net of tax, on these securities are included in AOCI and totaled $9.5 billion and
$5.6 billion at June 30, 2008 and December 31, 2007, respectively. We believe that the declines in fair values for these
securities are mainly attributable to decreased liquidity and larger risk premiums in the mortgage market.

We also invested in non-agency mortgage-related securities backed by Alt-A and other loans in our mortgage-related
investment portfolio. We have classified these securities as Alt-A if the securities were labeled as Alt-A when sold to
us or if we believe the underlying collateral includes a significant amount of Alt-A loans. We have classified

$47.6 billion and $51.3 billion of our single-family non-agency mortgage-related securities as Alt-A and other loans at
June 30, 2008 and December 31, 2007, respectively. In addition to the contractual interest payments, we receive
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substantial monthly remittances of principal repayments on these securities, which totaled more than $2 billion and
$4 billion during the three and six months ended June 30, 2008, respectively, representing a return on our investment
in these securities. We have focused our purchases on credit-enhanced, senior tranches of these securities, which
provide additional protection due to subordination. 98% and 100% of these securities were investment grade at

June 30, 2008 and December 31, 2007, respectively. The unrealized losses, net of tax, on these securities are included
in AOCI and totaled $7.3 billion and $1.7 billion at June 30, 2008 and December 31, 2007, respectively. The declines
in fair values for these securities are mainly attributable to decreased liquidity and larger risk premiums in the
mortgage market. See  CONSOLIDATED BALANCE SHEETS ANALYSIS Retained Portfolio for additional
information regarding our mortgage-related securities.

Single-Family Guarantee Segment
Through our Single-family Guarantee segment, we seek to issue guarantees that we believe offer attractive long-term
returns relative to anticipated credit costs while fulfilling our mission to provide liquidity, stability and affordability in

the
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residential mortgage market. In addition, we seek to improve our share of the total residential mortgage securitization
market by enhancing customer service and increasing the volume of business with our customers.

Table 12 presents the Segment Earnings of our Single-family Guarantee segment.
Table 12 Segment Earnings and Key Metrics Single-Family Guarantee
Three Months Ended Six Months Ended
June 30, June 30,
2008 2007 2008 2007

(in millions)

Segment Earnings:

Net interest income() $ 58 $ 179 $ 135 $ 347
Non-interest income:

Management and guarantee income 840 704 1,735 1,381
Other non-interest income(! 103 28 207 50
Total non-interest income 943 732 1,942 1,431
Non-interest expense:

Administrative expenses (212) (209) (416) (408)
Provision for credit losses (2,630) (469) (3,979) (758)
REO operations expense (265) (16) 473) (30)
Other non-interest expense (29) (19) (48) (40)
Total non-interest expense (3,136) (713) (4,916) (1,236)
Segment Earnings (loss) before income tax expense (2,135) 198 (2,839) 542
Income tax (expense) benefit 747 (69) 993 (189)
Segment Earnings (loss), net of taxes (1,388) 129 (1,846) 353
Reconciliation to GAAP net income (loss):

Credit guarantee-related adjustments 1,822 833 1,648 330
Tax-related adjustments (638) (293) (577) (117)
Total reconciling items, net of taxes 1,184 540 1,071 213
GAAP net income (loss) $ (04 $ 669 $ (775 $ 566

Key metrics  Single-family Guarantee:
Balances and Growth (in billions, except rate):
Average securitized balance of single-family credit

guarantee portfolio $ 1,764 $ 1,551 $ 1,746 $ 1,522
Issuance Single-family credit guaranteé$) $ 132 $ 118 $ 245 $ 232
Fixed-rate products  Percentage of issuancéd) 90.0% 78.6% 91.3% 76.8%
Liquidation rate  Single-family credit guarantees

(annualized rate)@® 20.8% 16.2% 18.9% 15.8%
Credit:
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Delinquency rate®) 0.93% 0.42%

Delinquency transition rate(® 22.8% 13.8%

REO inventory increase, net (number of units) 3,610 610 7,635 1,475
Single-family credit losses, in basis points (annualized) 18.1 2.0 15.1 1.8
Market:

Single-family mortgage debt outstanding (total U.S.

market, in billions)(? $ 11,227 $ 10,862 $ 11,227 $ 10,862
30-year fixed mortgage rate(® 6.1% 6.4% 6.0% 6.3%

(1) In connection with the use of securitization trusts for the underlying assets of our PCs and Structured Securities in
December 2007, we began recording trust management income in non-interest income. Trust management
income represents the fees we earn as administrator, issuer and trustee. Previously, the benefit derived from
interest earned on principal and interest cash flows between the time they were remitted to us by servicers and the
date of distribution to our PCs and Structured Securities holders was recorded to net interest income.

(2) Based on unpaid principal balance.

(3) Excludes fixed-rate Structured Securities backed by non-Freddie Mac issued mortgage-related securities.

(4) Includes termination of long-term standby commitments.

(5) Represents the percentage of single-family loans in our credit guarantee portfolio, based on loan count, which are
90 days or more past due at period end and excluding loans underlying Structured Transactions. See CREDIT
RISKS Mortgage Credit Risk for a description of our Structured Transactions.

(6) Calculated based on all loans that have been reported as 90 days or more delinquent or in foreclosure in the
preceding year, which have subsequently transitioned to REO. The rate does not reflect other loss events, such as
short-sales and deed-in-lieu transactions.

(7) U.S. single-family mortgage debt outstanding as of March 31, 2008 for 2008 and June 30, 2007 for 2007. Source:
Federal Reserve Flow of Funds Accounts of the United States of America dated June 5, 2008.

(8) Based on Freddie Mac s Primary Mortgage Market Survey, or PMMS. Represents the national average mortgage
commitment rate to a qualified borrower exclusive of the fees and points required by the lender. This
commitment rate applies only to conventional financing on conforming mortgages with LTV ratios of 80% or
less.

Segment Earnings (loss) for our Single-family Guarantee segment declined to a loss of $(1.4) billion for the three
months ended June 30, 2008 compared to Segment Earnings of $129 million for the three months ended June 30,
2007. Segment Earnings (loss) for our Single-family Guarantee segment declined to a loss of $(1.8) billion for the six
months ended June 30, 2008 compared to Segment Earnings of $353 million for the six months ended June 30, 2007.
These declines reflect an increase in credit-related expenses due to higher delinquency rates, higher volumes of
non-performing loans and foreclosures, higher severity of losses on a per-property basis and a decline in home prices
and other regional economic conditions. The decline in Segment Earnings for this segment for the three and six
months ended June 30, 2008 was partially offset by an increase in Segment Earnings management and guarantee
income as compared to the three and six months ended June 30, 2007. The increase in Segment Earnings management
and guarantee income for this segment for the three and six months ended June 30, 2008 is primarily due to higher
average balances of the single-family credit guarantee portfolio and higher delivery and credit fee amortization.
Amortization of upfront fees increased as a result of cumulative

29 Freddie Mac

Table of Contents 63



Edgar Filing: FEDERAL HOME LOAN MORTGAGE CORP - Form 10-Q
Table of Contents
catch-up adjustments recognized for the three and six months ended June 30, 2008. These cumulative catch-up

adjustments result in a pattern of revenue recognition that is consistent with our economic release from risk and the
timing of the recognition of losses on pools of mortgage loans we guarantee.

Table 13 below provides summary information about Segment Earnings management and guarantee income for the
Single-family Guarantee segment. Segment Earnings management and guarantee income consists of contractual

amounts due to us related to our management and guarantee fees as well as amortization of credit fees.

Table 13 Segment Earnings Management and Guarantee Income Single-Family Guarantee

Three Months Ended June 30, Six Months Ended June 30,
2008 2007 2008 2007
Average Average Average Average

Amount Rate  Amount Rate Amount Rate Amount Rate
(dollars in millions, rates in basis points)

Contractual management and

guarantee fees $ 708 15.8 $ 610 155 $ 1,415 16.0 $ 1,196 15.5
Amortization of upfront fees
included in other liabilities 132 2.9 94 2.4 320 3.6 185 2.4

Total Segment Earnings
management and guarantee
income 840 18.7 704 17.9 1,735 19.6 1,381 17.9

Adjustments to reconcile to
consolidated GAAP:
Reclassification between net
interest income and
management and guarantee

fee() 54 6 94 7
Credit guarantee-related

adjustments® (156) (135) (317) (200)
Multifamily management and

guarantee income® 19 16 34 31

Management and guarantee
income, GAAP $ 757 $ 591 $ 1,546 $ 1,219

(1) Management and guarantee fees earned on mortgage loans held in our retained portfolio are reclassified from net
interest income within the Investments segment to management and guarantee fees within the Single-family
Guarantee segment. Buy-up and buy-down fees are transferred from the Single-family Guarantee segment to the
Investments segment.

(2) Primarily represent credit fee amortization adjustments.

(3) Represents management and guarantee income recognized related to our Multifamily segment that is not included
in our Single-family Guarantee segment.
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For the three months ended June 30, 2008 and 2007, the annualized growth rates of our single-family credit guarantee
portfolio were 8.8% and 14.6%, respectively. For the six months ended June 30, 2008 and 2007, the annualized
growth rates of our single-family credit guarantee portfolio were 9.5% and 15.8%, respectively. Our mortgage
purchase volumes are impacted by several factors, including origination volumes, mortgage product and underwriting
trends, competition, customer-specific behavior and contract terms. Single-family mortgage purchase volumes from
individual customers can fluctuate significantly. Despite these fluctuations, we expect our share of the overall
single-family mortgage securitization market to remain high in the remainder of 2008 as compared to recent years, as
mortgage originators have generally tightened their credit standards, causing conforming mortgages to be the
predominant product in the market for the three and six months ended June 30, 2008. We have seen improvements in
the credit quality of mortgages delivered to us in 2008.

We have recently implemented several increases in delivery fees, which are paid at the time of securitization. These
increases include an additional 25 basis point fee assessed on all loans purchased or guaranteed through flow-business
channels, as well as higher or new upfront fees for certain mortgages deemed to be higher-risk based on product type,
property type, loan purpose, LTV ratio and/or borrower credit scores. Upfront fees are recognized in Segment
Earnings contractual management and guarantee fee income. For GAAP presentation fees paid after January 1, 2003
are amortized as part of income on guarantee obligation. We expect these increases in delivery fees, once fully
implemented with contract renewals, coupled with increases in market share, to have a positive impact on our
operations. Given the volatility in the credit market during the three and six months ended June 30, 2008, we will
continue to closely monitor the pricing of our management and guarantee fees as well as our delivery fee rates and
make adjustments when appropriate.

We have also made changes to our underwriting guidelines for loans delivered to us for purchase or securitization in
order to reduce our credit risk exposure for new business. These changes include reducing purchases of mortgages
with LTV ratios over 95%, and limiting combinations of higher-risk chara