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PART I — FINANCIAL INFORMATION

We continue to operate under the conservatorship that commenced on September 6, 2008, under the direction of FHFA as
our Conservator. The Conservator succeeded to all rights, titles, powers and privileges of Freddie Mac, and of any shareholder,
officer or director thereof, with respect to the company and its assets. The Conservator has delegated certain authority to our
Board of Directors to oversee, and management to conduct, business operations so that the company can continue to operate in
the ordinary course. The directors serve on behalf of, and exercise authority as directed by, the Conservator. See “BUSINESS
— Conservatorship and Related Matters” in our Annual Report on Form 10-K for the year ended December 31, 2013, or 2013
Annual Report, for information on the terms of the conservatorship, the powers of the Conservator, and related matters,
including the terms of our Purchase Agreement with Treasury.

This Quarterly Report on Form 10-Q includes forward-looking statements that are based on current expectations and are
subject to significant risks and uncertainties. These forward-looking statements are made as of the date of this Form 10-Q and
we undertake no obligation to update any forward-looking statement to reflect events or circumstances after the date of this
Form 10-Q. Actual results might differ significantly from those described in or implied by such statements due to various
factors and uncertainties, including those described in: (a) the “FORWARD-LOOKING STATEMENTS” sections of this Form
10-Q, our 2013 Annual Report, and our Quarterly Reports on Form 10-Q for the quarters ended March 31, 2014 and June 30,
2014, and (b) the “RISK FACTORS” and “BUSINESS” sections of our 2013 Annual Report.

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

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

You should read this MD&A in conjunction with our consolidated financial statements and related notes for the three and
nine months ended September 30, 2014 included in “FINANCIAL STATEMENTS” and our 2013 Annual Report.

EXECUTIVE SUMMARY
Overview

Freddie Mac is a GSE chartered by Congress in 1970 with a public mission to provide liquidity, stability, and
affordability to the U.S. housing market. We have maintained a consistent market presence since our inception, providing
essential mortgage liquidity in a wide range of economic environments. We are working to support the continued recovery of
the housing market and the nation’s economy by: (a) providing America’s families with access to mortgage funding at low rates
while helping distressed borrowers keep their homes and avoid foreclosure, where possible; and (b) providing consistent
liquidity to the multifamily mortgage market, which includes providing financing for affordable rental housing. At the same
time, we are working with FHFA, our customers and the industry to build a stronger housing finance system for the nation.

Conservatorship and Government Support for Our Business

We continue to operate in conservatorship that began in September 2008, under the direction of FHFA, as our
Conservator. The conservatorship and related matters continue to have a wide-ranging impact on us, including our
management, business, financial condition, and results of operations. There is significant uncertainty as to our future, as
conservatorship has no specified termination date, and it is unknown what changes may occur to our business model during or
following conservatorship, including whether we will continue to exist.

We are also subject to certain constraints on our business activities imposed by Treasury due to the terms of, and
Treasury’s rights under, the Purchase Agreement. We are dependent upon the continued support of Treasury and FHFA in order
to continue operating our business. We cannot over the long term build and retain capital from the earnings generated by our
business operations, or return capital to stockholders other than Treasury.

For more information on the conservatorship and government support for our business, including the Purchase
Agreement, see “BUSINESS — Conservatorship and Related Matters” and “NOTE 2: CONSERVATORSHIP AND RELATED
MATTERS" in our 2013 Annual Report.

Consolidated Financial Results

During the third quarter of 2014, home price growth continued to moderate compared to the first nine months of 2013.
Comprehensive income was $2.8 billion for the third quarter of 2014 compared to $30.4 billion for the third quarter of 2013.
Comprehensive income for the third quarter of 2014 consisted of $2.1 billion of net income and $0.7 billion of other
comprehensive income. Our results for the third quarter of 2014 include: (a) net interest income; (b) provision for credit losses;
and (c) settlements of lawsuits regarding our investments in certain residential non-agency mortgage-related securities. Our net
income for the third quarter of 2013 includes a benefit for federal income taxes of $23.9 billion that resulted from the release of
our valuation allowance against our net deferred tax assets. Our total equity was $5.2 billion at September 30, 2014. As a result
of our positive net worth at September 30, 2014, no draw is being requested from Treasury under the Purchase Agreement for
the third quarter of 2014. Through September 30, 2014, we have paid aggregate cash dividends to Treasury in an amount that
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exceeds our aggregate draws received under the Purchase Agreement by $16.8 billion. At September 30, 2014, our aggregate
funding received from Treasury under the Purchase Agreement was $71.3 billion.

Sustainability of Earnings

The level of earnings we have experienced in 2013 and 2014 is not sustainable over the long term. Our 2013 financial
results included a significant benefit related to the release of the deferred tax asset valuation allowance. As a result, we no
longer maintain a valuation allowance against our deferred tax asset. Additionally, our 2013 and 2014 financial results included
settlements of representation and warranty claims and of residential non-agency mortgage-related securities litigation. We do
not expect future settlements, if any, of representation and warranty claims related to pre-conservatorship loan originations to
have a significant effect on our financial results. Our recent financial results, particularly the level of loan loss provisioning,
also benefited significantly from strong home price appreciation, which is moderating. In addition, declines in the size of our
mortgage-related investments portfolio, as required by FHFA and the Purchase Agreement with Treasury, will reduce earnings
over the long term. Our financial results will also continue to be affected by changes in interest rates, yield curves, implied
volatility, and mortgage spreads (which impact both derivatives and mortgage-related securities held by us), and therefore are
subject to significant earnings and net worth variability from period to period.

Our Primary Business Objectives

Our business objectives reflect direction that we have received from the Conservator. We are focused on the following
primary business objectives: (a) reducing taxpayer exposure to losses by reducing and managing our overall risk profile,
especially to mortgage-related risks; (b) supporting U.S. homeowners and renters by providing lenders with a constant source
of liquidity for mortgage products even when other sources of financing are scarce; (c) building a commercially strong and
efficient business enterprise; and (d) positioning the company, in particular our people and infrastructure, to succeed in a to-be-
determined “future state.”

On May 13, 2014, FHFA issued its 2014 Strategic Plan and the 2014 Conservatorship Scorecard. The 2014 Strategic Plan
provides an updated vision for FHFA's implementation of its obligations as conservator of Freddie Mac and Fannie Mae (the
“Enterprises”), and establishes three reformulated strategic goals: (a) maintain, in a safe and sound manner, foreclosure
prevention activities and credit availability for new and refinanced mortgages to foster liquid, efficient, competitive and
resilient national housing finance markets; (b) reduce taxpayer risk through increasing the role of private capital in the
mortgage market; and (c) build a new single-family securitization infrastructure for use by the Enterprises and adaptable for use
by other participants in the secondary market in the future. The 2014 Conservatorship Scorecard establishes objectives and
performance targets and measures for 2014 for the Enterprises related to the strategic goals set forth in the 2014 Strategic Plan.
For more information, see "LEGISLATIVE AND REGULATORY MATTERS — FHFA's 2014 Strategic Plan for the
Conservatorships of Freddie Mac and Fannie Mae and the 2014 Conservatorship Scorecard" in our Form 10-Q for the quarter
ended June 30, 2014 and our current report on Form 8-K dated May 14, 2014.

Reducing Taxpayer Exposure to Losses by Reducing and Managing Our Overall Risk Profile, Especially to Mortgage-
Related Risks

We are working diligently with FHFA to reduce the taxpayers' exposure and improve the return on the taxpayers'
investment. We continue to actively manage and reduce the high credit risk related to our 2005-2008 Legacy single-family
book by: (a) providing homeowners with alternatives that allow them to stay in their homes; (b) maximizing the proceeds from
short sales and REO sales; (¢) actively managing our servicers; (d) pursuing our rights with our sellers; (e) enforcing our rights
with other counterparties; and (f) reducing our mortgage-related investments portfolio over time. The 2005-2008 Legacy
single-family book represented 14% of our single-family credit guarantee portfolio at September 30, 2014, but comprised 83%
of our credit losses in the first nine months of 2014. We are also continuing to reduce our exposure to credit risk in our New
single-family book with STACR debt note and ACIS transactions. These transactions shift a portion of the mezzanine credit
loss position on certain groups of loans in the New single-family book from us to third-party investors.

Providing Homeowners with Alternatives that Allow Them to Stay in Their Homes

We establish guidelines for our servicers to follow and provide them default management programs to use, in part, in
determining which type of loan workout would be expected to provide us with an opportunity to manage our exposure to credit
losses. Our servicers pursue repayment plans and loan modifications for borrowers facing financial or other hardships because
the level of recovery on a reperforming loan may often be much higher than would be the case with a foreclosure or a
foreclosure alternative. Since 2009, we have helped approximately 1,047,000 borrowers experiencing hardship complete a loan
workout. Under our loan workout programs, our servicers contact borrowers experiencing hardship with a goal of helping them
stay in their homes or avoid foreclosure. Across all of our modification programs, we modified $10.1 billion and $12.8 billion
in UPB of loans in the nine months ended September 30, 2014 and 2013, respectively. Our servicers seek and also facilitate the
completion of foreclosure alternatives when a home retention solution is not possible.

Beginning in 2009, we introduced a variety of borrower-assistance programs, including HAMP, to help keep families in
their homes. Our relief refinance initiative, including HARP (which is the portion of our relief refinance initiative for loans with
LTV ratios above 80%), is another key program used by our seller/servicers to help keep families in their homes. In the nine
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months ended September 30, 2014 and 2013, we purchased or guaranteed $21.6 billion and $86.6 billion in UPB of relief
refinance loans, respectively, which included $11.6 billion and $54.9 billion in UPB of HARP loans, respectively. We have
purchased HARP loans provided to more than 1.3 million borrowers since the initiative began in 2009, including approximately
67,000 borrowers during the nine months ended September 30, 2014. See “Table 33 — Single-Family Relief Refinance Loans”
for more information about the volume of our relief refinance purchases.

As of September 30, 2014, the borrower’s monthly payment for all of our completed HAMP modifications was reduced
on average by an estimated $500 at the time of modification, which amounts to an average of $6,000 per year, and a total of
$1.6 billion in annual reductions (these amounts are calculated by multiplying the number of completed modifications by the
average reduction in monthly payment, and have not been adjusted to reflect the actual performance of the loans following
modification).

The table below presents our single-family loan workout activities for the last five quarterly periods.
Table 1 — Total Single-Family Loan Workout Volumes”

Number of loans
(000)

45 -
40
35
30
25

20

3Q2013 4Q 2013 1Q 2014 2Q2014 3Q2014

Loan modifications

J Forbearance agreements

Repayment plans

Short sales and deed-in-lieu of foreclosure transactions

(1) Based on workouts completed with borrowers for loans within our single-family credit guarantee portfolio. Excludes those modification, repayment,
and forbearance activities for which the borrower has started the required process, but the actions have not been made permanent or effective, such as
loans in modification trial periods. As of September 30, 2014, approximately 23,000 borrowers were in modification trial periods, including
approximately 20,000 borrowers in trial periods for our non-HAMP modification programs. Also excludes certain loan workouts where our single-
family seller/servicers have executed agreements in the current or prior periods, but that have not been incorporated into certain of our operational
systems due to delays in processing. These categories are not mutually exclusive and a loan in one category may also be included within another
category in the same period. Forbearance agreements exclude loans with long-term forbearance under a completed loan modification. Many borrowers
enter into a short-term forbearance agreement before another loan workout is pursued or completed. We only report forbearance activity for a single
loan once during each quarterly period within the year; however, a single loan may be included under separate forbearance agreements in separate
periods.

As shown in the table above, the volume of our workout programs declined in recent quarterly periods, which we
attribute to overall improvements in the mortgage market as evidenced by rising home prices and declining serious delinquency
rates. While we believe our home retention programs have been largely successful, many borrowers still need our assistance.
See “RISK MANAGEMENT — Credit Risk — Mortgage Credit Risk — Single-Family Mortgage Credit Risk” for more
information about loss mitigation activities and our efforts to keep families in their homes, including through our loan
modification initiatives and our relief refinance mortgage initiative. Under the 2014 Conservatorship Scorecard, FHFA set goals
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for us relating to: (a) encouraging eligible borrowers to refinance their mortgages under HARP; and (b) assessing and
developing additional plans for loss mitigation strategies. In June 2014, FHFA announced that it would begin a nationwide
outreach campaign. This campaign includes open forum meetings with participation from us and Fannie Mae, in certain cities,
to inform community leaders about HARP eligibility criteria and benefits.

Under the 2014 Conservatorship Scorecard, FHFA set a goal for us to develop and implement a plan for targeted sales of
non-performing loans and REO properties that facilitate neighborhood stabilization, especially in markets that have been
hardest hit by the housing downturn. In 2014, we worked with FHFA and Fannie Mae to develop a plan for both short sales and
REO sales, including expanded auctions of properties, in certain cities that were hardest hit by the housing crisis. In these areas
we have also: (a) expanded our efforts with locally-based private entities to facilitate REO dispositions; and (b) expanded our
first look opportunities, which provide an initial period for REO properties to be purchased by owner occupants and non-profits
dedicated to neighborhood stabilization before permitting investors to make offers. We are also assessing or piloting other new
strategies for loss mitigation with FHFA and Fannie Mae, including implementing a temporary new modification initiative
targeted to assist troubled borrowers in certain cities.

Maximizing the Proceeds from Short Sales and REQ Sales

In cases where repayment plans and loan modifications are not possible or not successful, a short sale transaction
typically provides us with a comparable or higher level of recovery than a foreclosure and subsequent property sale from our
REO inventory. In large part, the benefit of a short sale is that we: (a) avoid the costs we would otherwise incur to complete the
foreclosure; and (b) reduce the time needed to dispose of the property, and thus reduce our exposure to maintenance, property
taxes, and other expenses associated with holding REO property.

We believe our REO disposition and short sale severity ratios in the nine months ended September 30, 2014 benefited
from improved market conditions as well as changes made since 2012 to our process for evaluating the market value of
impaired loan collateral and determining the list price for our REO properties when we offer them for sale. In addition, we
believe that our REO disposition ratios have been positively affected by our efforts to repair a greater number of these
properties prior to listing them for sale than in the past.

Actively Managing our Servicers

We continue to face challenges with respect to the performance of certain of our single-family servicers in managing our
seriously delinquent loans. Our servicers represent and warrant to us that loans serviced on our behalf will be serviced in
accordance with our servicing contract. These contractual obligations provide us with remedies for breaches in servicing. These
contractual remedies include the ability to require the servicer to pay compensatory or other fees, repurchase the loan at its
current UPB, and/or reimburse us for losses realized. Beginning in 2013, we increased our review of servicing related
violations, which included issuing notices of defect to our servicers for certain violations of our servicing standards. As of
September 30, 2014, we had: (a) $0.4 billion of outstanding repurchase requests for servicing related violations; and (b) an
additional $0.2 billion of outstanding notices of defect, with our servicers, based on the UPB of the related loans. We also
recognized $292 million of compensatory fees in the nine months ended September 30, 2014, primarily for servicer failures to
complete a foreclosure within our timelines.

The serious delinquency rate of our single-family credit guarantee portfolio declined to 1.96% as of September 30, 2014
(which is the lowest level since January 2009) from 2.39% as of December 31, 2013, continuing the trend of improvement that
began in 2010. However, we continue to have a large population of seriously delinquent loans, many of which have been
delinquent for more than one year; these loans tend to be more challenging to resolve. As of September 30, 2014, we held
investments in $33.2 billion of seriously delinquent single-family mortgage loans, approximately half of which have been
delinquent for more than one year.

Foreclosures generally take longer to complete in states where a judicial foreclosure is required, compared to other states.
As of September 30, 2014, our serious delinquency rates for the aggregate of those states that require a judicial foreclosure and
those not requiring a judicial foreclosure were 2.72% and 1.33%, respectively. During the nine months ended September 30,
2014, the average time to foreclose on properties in states that require a judicial foreclosure was 1,025 days compared to 661
days in those states not requiring a judicial foreclosure for loans in our single-family credit guarantee portfolio, excluding those
underlying our Other Guarantee Transactions. These averages are based on the loans that completed foreclosure during the
period.

During the nine months ended September 30, 2014, excluding transfers between affiliated companies and assignments of
servicing for newly originated loans, approximately $8.5 billion in UPB of loans in our single-family credit guarantee portfolio
were transferred from our primary servicers to specialty servicers that specialize in workouts of problem loans. Approximately
$5.4 billion in UPB of loans in these transfers were facilitated by us as part of our efforts to assist troubled borrowers,
maximize foreclosure alternatives, increase problem loan workouts, and mitigate our credit losses.

Pursuing Our Rights with Qur Sellers

We have contractual arrangements with our sellers under which, when they sell us mortgage loans, they represent and
warrant that those loans have been originated in accordance with specified underwriting standards. If we subsequently discover
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that the representations and warranties were breached (i.e., that underwriting standards were not followed), we can exercise
certain contractual remedies to mitigate our actual or potential credit losses. These remedies include the ability to require the
seller to repurchase the loan at its current UPB and/or reimburse us for losses realized. In 2013, we substantially achieved the
goal set for us (in the 2013 Conservatorship Scorecard) to complete our requests for remedies for breaches of seller
representations and warranties related to pre-conservatorship loan activity. As a result, there has been a decline in our exposure
to single-family mortgage seller/servicers for repurchase obligations arising from breaches of representations and warranties
made to us for loans they underwrote and sold to us. As of September 30, 2014 and December 31, 2013, we had $0.4 billion
and $1.6 billion, respectively, of outstanding repurchase requests with sellers, based on UPB of the loans.

We continue to seek remedies from seller/servicers in the normal course of business related to breaches of representations
and warranties for loans they sold to us or service for us. In the nine months ended September 30, 2014, we recovered amounts
from seller/servicers with respect to $1.7 billion in UPB of loans subject to our repurchase requests for selling and servicing
violations, including $0.4 billion in UPB related to settlement agreements. Approximately 19% of the $1.7 billion in UPB
associated with resolved repurchase requests in the nine months ended September 30, 2014 were satisfied by the
reimbursement of losses (excluding amounts related to settlement agreements).

In May 2014, at the direction of FHFA, we announced certain changes to our representation and warranty framework for
loans acquired on and after July 1, 2014. On October 20, 2014, FHFA announced an agreement in principle concerning changes
to Freddie Mac's and Fannie Mae’s representation and warranty frameworks. See “LEGISLATIVE AND REGULATORY
MATTERS — FHFA Announcements Concerning Representation and Warranty Framework and High LTV Mortgage Loans.”

Enforcing Our Rights with Other Counterparties

We continue to pursue claims for coverage under mortgage insurance policies. We use mortgage insurance, which is a
form of credit enhancement, to mitigate our credit loss exposure. Primary mortgage insurance is generally required to be
purchased at loan origination, typically at the borrower’s expense, for mortgages with LTV ratios greater than 80%, from an
insurer that is typically selected by the lender.

We received payments under primary and other mortgage insurance of $1.0 billion and $1.6 billion during the nine
months ended September 30, 2014 and 2013, respectively. Although the financial condition of certain of our mortgage insurers
has improved in recent quarters, there is still significant risk that some of these counterparties may fail to fully meet their
obligations. We expect to receive substantially less than full payment of our claims from one of our top five mortgage insurance
counterparties, as it is only permitted to partially pay claims under orders from its regulator.

Our ability to manage our exposure to mortgage insurers is limited as: (a) certain of our mortgage insurers are operating
below our eligibility thresholds; and (b) our ability to revoke a mortgage insurer's status as an eligible insurer requires FHFA
approval under certain circumstances. We consider the collectability of our claims against our mortgage insurers when
determining the carrying amount of our receivables and estimating our loan loss reserves on our consolidated balance sheets.

Aligning mortgage insurer eligibility requirements is a key component of the 2014 Conservatorship Scorecard and the
2014 Strategic Plan. We are developing counterparty risk management standards for mortgage insurers, in conjunction with
Fannie Mae, at the direction of FHFA, consisting of the following: (a) revised eligibility requirements, which include financial
requirements under a risk-based framework; and (b) revised master policies that provide greater certainty of coverage and
facilitate timely claims processing. The revised standards are designed to provide that mortgage insurers are able to withstand a
stress economic scenario and fulfill their intended role of providing private capital to the mortgage market. Revised master
policies with our mortgage insurance counterparties were implemented on October 1, 2014. FHFA published draft eligibility
requirements for public input during a comment period that concluded on September 8, 2014. We expect to publish new
eligibility requirements by the end of 2014, which will become effective 180 days after the publication date. Approved insurers
that do not fully comply with the new financial requirements would be given a transition period of up to two years from the
publication date.

At the direction of our Conservator, we are also working to enforce our rights as an investor with respect to the non-
agency mortgage-related securities we hold, and are engaged in various efforts, in some cases in conjunction with other
investors, to mitigate or recover losses on our investments in these securities. In the nine months ended September 30, 2014, we
and FHFA reached settlements with a number of institutions pursuant to which we recognized $6.1 billion in our consolidated
statement of comprehensive income. Lawsuits against a number of other institutions are currently pending. See “NOTE 15:
CONCENTRATION OF CREDIT AND OTHER RISKS” for more information about our recent agreements with non-agency
mortgage-related security issuers.
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Reducing Our Mortgage-Related Investments Portfolio Over Time

In July 2014, pursuant to the 2014 Conservatorship Scorecard, we submitted a plan to FHFA to meet (even under adverse
market conditions) the portfolio reduction requirements of the Purchase Agreement. The plan is also designed to implement the
other strategies discussed under "Investment Segment Strategies" below. In October 2014, FHFA requested that we revise the
submitted plan to provide that we would manage the UPB of the mortgage-related investments portfolio so that it does not
exceed 90% of the annual cap established by the Purchase Agreement. Under the revised plan requested by FHFA, we would be
able to seek permission in writing with a documented basis for exception from FHFA to increase the plan's limit on the UPB of
the mortgage-related investments portfolio to 95% of the Purchase Agreement annual cap. Under the plan (and as set forth in
the 2014 Conservatorship Scorecard), we are focused on reducing the less liquid assets in our mortgage-related investments
portfolio. The plan has not been approved by FHFA. The Scorecard provides that any sales of less liquid assets should be
economically sensible transactions that consider impacts to the market and neighborhood stability.

From December 31, 2013 to September 30, 2014, the size of our mortgage-related investments portfolio declined by 10%
or $47.4 billion, to $413.6 billion. Our less liquid assets accounted for $40.8 billion of this decline. Our less liquid assets are
reduced through: (a) liquidations (e.g. prepayments); (b) sales (including sales related to settlements of non-agency mortgage-
related securities); and (c) securitizations. For additional information on our less liquid assets, see “Limits on Investment
Activity and Our Mortgage-Related Investments Portfolio.”

Supporting U.S. Homeowners and Renters by Providing Lenders with a Constant Source of Liquidity for Mortgage
Products even when Other Sources of Financing are Scarce

We maintain a consistent market presence by providing lenders with a constant source of liquidity for mortgage products
even when other sources of financing are scarce. This liquidity provides our customers with confidence to continue lending
even in difficult environments. In the nine months ended September 30, 2014 and 2013, we purchased or issued other guarantee
commitments for $184.3 billion and $359.6 billion in UPB of single-family conforming mortgage loans, respectively,
representing approximately 884,000 and 1,753,000 homes, respectively. Origination volumes in the U.S. residential mortgage
market declined significantly during the nine months ended September 30, 2014, as compared to the nine months ended
September 30, 2013, driven by a significant decline in the volume of refinance mortgages. We attribute this decline to higher
average mortgage interest rates in the nine months ended September 30, 2014 compared to the nine months ended September
30, 2013. Many borrowers have already refinanced their loans in recent years at relatively low interest rates, and thus may be
less likely to do so in the future. We estimate that we, Fannie Mae, and Ginnie Mae collectively guaranteed approximately 90%
of the single-family conforming mortgages originated in the nine months ended September 30, 2014.

During the nine months ended September 30, 2014, our multifamily new business activity totaled $14.1 billion, and
provided financing for 934 properties amounting to approximately 214,000 apartment units. Approximately 90% of the units
were affordable to families earning at or below the median income in their area.

Under the 2014 Conservatorship Scorecard, FHFA set several goals for us relating to increasing access to single-family
mortgage credit for creditworthy borrowers. These goals include continuing to improve, and provide additional clarity
regarding, our representation and warranty framework. FHFA is also working with Freddie Mac and Fannie Mae to develop
responsible guidelines for mortgages with loan-to-value ratios between 95% and 97% to serve a targeted segment of
creditworthy borrowers.

Building a Commercially Strong and Efficient Business Enterprise

Single-Family Guarantee Segment Strategies

Our single-family business is our largest business line. We continue to take steps to build a stronger, profitable business
model for our ongoing business. Our goal is to strengthen the business model in order to run our business efficiently and
effectively in support of homeowners and taxpayers and, if required as part of a future state for the enterprise, to be able to
promptly return to private sector ownership. Our Single-family Guarantee segment is focused on strengthening our business
model by:

» Leveraging the fundamentals: We are leveraging our existing product offerings to better meet the needs of an evolving
mortgage market. This includes working to reduce repurchase requests and penalties, in the form of fees, by providing
greater certainty for seller/servicers that the loans they sell to us or service for us meet our requirements. We are doing
this by enhancing the tools we make available to our customers (including Loan Prospector, Loan Quality Advisor,
and Home Value Explorer), and expanding and leveraging the data standards of the Uniform Mortgage Data Program.
We intend to continue to simplify, streamline, and strengthen our operations, while keeping pace with regulatory
requirements, such as those implemented under the Dodd-Frank Act.

*  Better serving our customers: Our customers are our sellers, servicers, and investor/dealers. Based on feedback we
have received directly from our customers through our Customer Advisory Boards, surveys, and ongoing
conversations, we are enhancing our processes and programs to improve our customers’ experience when doing
business with us.
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Managing the credit risk of the single-family credit guarantee portfolio: We are managing our credit risk by setting our
underwriting standards at a level commensurate with the long-term credit risk appetite of the company. We use a
process of delegated underwriting for the single-family mortgages we purchase or securitize. In this process, our
contracts with seller/servicers describe our mortgage eligibility and underwriting standards, and the seller/servicers
represent and warrant to us that the mortgages sold to us meet these standards. Beginning in 2009, we have made
various changes to our credit policies, including changes to improve our underwriting standards, have purchased fewer
loans with higher risk characteristics, and have assisted in improving our mortgage insurers’ and lenders’ underwriting
practices. As a result, the credit quality of the New single-family book is significantly better than that of the
2005-2008 Legacy single-family book, as measured by original LTV ratios, FICO scores, delinquency rates, credit
losses, and the proportion of loans underwritten with full documentation. However, in recent quarters, as refinancing
volumes have declined, the composition of our loan purchase activity has been shifting to a higher proportion of home
purchase loans, which generally have higher original LTV ratios than loans sold to us during 2010 through 2012.
During these same quarters, the average borrower credit scores in our loan purchase activity have declined.

Transferring the credit risk of the single-family credit guarantee portfolio: We consider credit risk transfer transactions
to be a prudent way to manage risk in our business. In addition to three credit risk transfer transactions completed in
2013, we completed seven credit risk transfers in the first nine months of 2014, consisting of: (a) five STACR debt
note transactions that transferred $3.9 billion in risk to third parties; and (b) two ACIS transactions that transferred
$554 million in risk to third parties. While these credit risk transfer transactions have been relatively small compared
to our overall mortgage credit risk exposure, we believe they have attracted broad interest in the market. We will
continue to seek to expand and refine our offerings of credit risk transfer transactions in the future. The 2014
Conservatorship Scorecard includes a goal for us to complete credit risk transfer transactions for $90 billion in UPB
using at least one transaction type in addition to STACR debt note transactions. We believe we have met this
Scorecard goal.

Optimizing the economics of the single-family credit guarantee portfolio: We strive to achieve the highest economic
returns on our portfolio while considering and balancing our: (a) customer diversification; (b) housing mission and
goals; and (c) customers' liquidity needs. However, economic returns on our guarantee activities are limited by, and
subject to, FHFA's oversight. We also align our mortgage-related securities offerings and disclosures with customer
needs and investor demand to balance the achievement of the above objectives while considering the relative
performance of our securities in the market.

Investments Segment Strategies

Our Investments segment is a key business operation, which has certain objectives in 2014, including:

Maintaining a presence in the agency mortgage-related securities market: Our activities in this market may include
outright purchases and sales, dollar roll transactions, and structuring activities (e.g., resecuritizing existing agency
securities into REMICs and selling some or all of the tranches).

Maintaining a portfolio of liquid securities consistent with our liquidity management guidelines: In managing our
mortgage-related investments, we evaluate the liquidity of our investments based on two categories: (a) single-class
and multiclass agency securities (excluding certain structured agency securities collateralized by non-agency
mortgage-related securities); and (b) assets that are less liquid than the agency securities noted above. We are focusing
our efforts on reducing the balance of less liquid assets in the mortgage-related investments portfolio. Our more liquid
assets collectively represented $168.1 billion and $174.7 billion at September 30, 2014 and December 31, 2013,
respectively, or approximately 41% and 38% of UPB of the portfolio at September 30, 2014 and December 31, 2013,
respectively.

Managing the single-family performing loans obtained through our cash purchase program: In conjunction with the
single-family business, we purchase loans from lenders for cash and securitize the majority of these loans into Freddie
Mac agency securities that may be sold to dealers or investors, or retained in our Investments segment mortgage
investments portfolio as agency securities.

Managing single-family reperforming loans and performing modified loans: This includes securitizing loans,
structuring the resulting securities and selling some or all of the tranches, and could include selling loans or other
disposition strategies in the future.

Managing single-family delinquent loans along with the single-family business: This includes removing seriously
delinquent loans from PC pools and selling loans, and could include other disposition strategies in the future.
Reducing the overall balance of our holdings of non-agency mortgage-related securities through liquidations and sales,
subject to a variety of constraints, including market conditions.

Managing the treasury function, including funding and liquidity, for the overall company, through the issuance of
short-term and long-term unsecured debt: We maintain a liquidity and contingency operating portfolio of cash and
non-mortgage investments for short-term liquidity management.
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*  Managing the interest-rate risk for the overall company through the use of derivatives and unsecured debt.

Multifamily Segment Strategies

Our Multifamily business is a key business operation focusing on financing multifamily rental housing. We provide
financing for affordable housing for renters nationwide and are a consistent source of liquidity to the multifamily mortgage
market. We maintain a strong credit and capital management discipline, which we believe generates appropriate risk-adjusted
returns on our business for taxpayers. We accomplish this primarily by focusing on our business model of purchasing,
aggregating, and securitizing mortgage loans in order to transfer the expected credit risk associated with the loans to third-party
investors. The Multifamily business model aligns with the objective that private investors absorb the first and predominant
losses before any taxpayer exposure. We plan to continue to provide and support a consistent supply of affordable rental
housing while reducing our exposure to credit risk through securitization.

The 2014 Conservatorship Scorecard includes a goal for us to maintain the dollar volume of new multifamily business
activity for 2014 at or below the 2013 cap of $25.9 billion, excluding certain targeted loan types, such as those that support
affordable housing. Additionally, the 2014 Conservatorship Scorecard set a goal for us to assess the economics and feasibility
of adopting additional types of risk transfer structures and of increasing the amount of risk transferred in current risk transfer
structures (i.e., K Certificate transactions). For this purpose, risk is broadly defined to include, but is not limited to, credit,
counterparty or aggregation risk. During the nine months ended September 30, 2014, we settled K Certificate transactions of
$12.9 billion in UPB.

Positioning the Company, in Particular Our People and Infrastructure, to Succeed in a To-Be-Determined “Future State”

Development of a New Secondary Mortgage Market

Under the direction of FHFA, we continue various efforts to build the infrastructure for a future housing finance system,
including the following:

*  Common Securitization Platform: We continue to work with FHFA and Fannie Mae on the development of a new
common securitization platform. In October 2013, Common Securitization Solutions, LLC (or CSS, which is equally
owned by us and Fannie Mae) was formed to build and operate the platform. As part of the 2014 Conservatorship
Scorecard, FHFA set certain goals relating to the continued development of the common securitization platform. We and
FHFA expect this will be a multi-year effort. In addition, the 2014 Strategic Plan provides for us and Fannie Mae to
work towards the development of a single (common) security as part of this effort. In August 2014, FHFA requested
public input on the single security project as further discussed in "LEGISLATIVE AND REGULATORY MATTERS —
FHFA Request for Input on Proposed Single Security Structure.”" In November 2014, we and Fannie Mae announced
that a chief executive officer has been named for CSS. Additionally, we and Fannie Mae each appointed two executives
to the CSS Board of Managers and signed governance and operating agreements for CSS.

*  Uniform Mortgage Data Program: We and Fannie Mae continue to collaborate with the industry to develop and
implement uniform data standards for single-family mortgages. The 2014 Conservatorship Scorecard set a goal for us to
provide active support for the following mortgage data standardization initiatives: (a) the Servicing Data and
Technology Initiative; (b) the Uniform Closing Disclosure Dataset; and (c) the Uniform Loan Application Dataset. We
have also made improvements to our Uniform Collateral Data Portal, which provides us standardized appraisal data for
loans we purchase and provides our sellers with real-time feedback that is intended to help them evaluate the quality of
property appraisals.

*  Lender placed insurance standards: As part of the servicing alignment initiative, we and Fannie Mae announced changes
in servicing standards for situations in which servicers obtain property hazard insurance on properties securing single-
family loans we own or guarantee. As a result, effective June 1, 2014, our seller/servicers may not receive compensation
or other payment from insurance carriers nor may they use their own or affiliated entities to insure or reinsure a
property. The 2014 Conservatorship Scorecard includes a goal for us to continue to develop approaches to reduce
borrower costs for lender placed insurance.

In addition, in the first nine months of 2014, we worked to help our seller/servicers improve their underwriting processes
for loans that they sell to us, including the following:

*  We continued our initiative for enhanced early-risk assessment by seller/servicers through the use of Loan Prospector
and Loan Quality Advisor, our automated tools for use in evaluating the credit and product eligibility of loans and
identifying non-compliance issues;

*  We implemented requirements for our seller/servicers in response to certain final rules from the Consumer Financial
Protection Bureau, including rules concerning the requirements for borrowers' ability to repay and high-cost mortgages.
See “BUSINESS — Legislative and Regulatory Developments — Dodd-Frank Act” in our 2013 Annual Report for
further information on the final rules;

8 Freddie Mac



Table of Contents

*  We adhered to recently implemented standard timelines, appeal requirements, and alternative remedies for resolution of
repurchase obligations as part of our efforts to enhance post-delivery quality control practices and transparency
associated with our new representation and warranty framework; and

*  We continued to execute our loan review sampling strategy, specifically focusing on newly purchased mortgage loans,
to evaluate compliance with our standards.

Investing in Human Capital, Technology and Other Resources

We continue to make strategic investments to maintain and improve our ability to operate the company for the foreseeable
future in conservatorship and potentially afterwards. Our human capital risks have stabilized over the last two years. However,
the possibility remains that we may experience increased turnover again in the future as the Administration and Congress
continue to debate our future business model.

Our information technology risk continues to decline. We are investing each year to maintain our technology and are
focused on standardizing and simplifying the technology portfolio. We continue to focus on emerging information security
risks. We are reviewing our information technology architecture design with a focus on simplifying our information technology
environment. We are also improving our out-of-region disaster recovery capabilities.

Streamlining, Simplifving and Strengthening Operations

We continue to strengthen our operations. We are conducting a multi-year project focused on simplifying our control
structure and eliminating redundant control activities. In 2013, we modified our risk and control assessment framework to
increase our emphasis on risk management. We are also conducting detailed operational control design reviews to identify ways
to simplify our controls structure. We are improving our risk management capabilities by further enhancing our three-lines-of-
defense risk management framework. Our enhanced three-lines-of-defense risk management framework is designed to balance
ownership of the risk by our business segments with corporate oversight and independent assessment. See "RISK
MANAGEMENT — Operational Risks" for more information.

Mortgage Market and Economic Conditions
Overview

The U.S. real gross domestic product rose by 3.5% on an annualized basis during the third quarter of 2014, compared to
increases of 4.6% in the second quarter of 2014 and 4.5% in the third quarter of 2013, according to the Bureau of Economic
Analysis. The national unemployment rate was 5.9% in September 2014, compared to 6.1% in June 2014 and 6.7% in March
2014, based on data from the U.S. Bureau of Labor Statistics. An average of approximately 227,000 monthly net new jobs
(non-farm) were added to the economy during the nine months ended September 30, 2014, which shows evidence of continued
improvements in the economy and the labor market. The average interest rate on new 30-year fixed-rate conforming mortgages
tr