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Research Update:

Freddie Mac 'AA-' Rating Placed On
CreditWatch Negative; Senior Unsecured Debt
Rating Affirmed

Rationale

On May 6, 2008, Standard & Poor's Ratings Services affirmed its

" AAA/ St abl e/ A-1+' senior unsecured debt rating on Freddie Mac and placed its
"AA-' risk to the governnment, subordinated debt, and preferred stock ratings
on Freddi e Mac on CreditWatch Negative

The action was a result of expected | ower earnings for 2008 and 2009 and
quarterly earnings volatility that is reaching beyond the tolerance for the
"AA-' rating. The weak residential nortgage cycle has now | asted much | onger
than originally anticipated, pushing the expectation for credit-rel ated
expenses hi gher.

Freddie Mac's | ower core earnings perfornmance, driven primarily by rising
credit-rel ated expenses, will continue to pressure capital neasures.
Credit-rel ated expenses are fast approaching a new peak for Freddie Mac. Its
core earnings capacity to withstand the higher credit costs for 2008 and 2009
is significantly lower, given its narrower net interest nargin.

Freddie Mac's capital position remains under pressure given the quarterly
GAAP | osses recently recorded, the expectation for credit-rel ated expenses to
remai n high, and the strong growth expectations for its core nortgage
busi ness. The level of capital comitnment to support the core business,
regardl ess of the continued reduction in the original 30%regulatory capita
surplus requirenent (which for Freddie Mac is now a 20% surpl us requirenent)
remai ns a key rating factor.

We assess Freddie Mac's capital |evel on a managed-assets basis, given
the credit guarantee it provides to its off-bal ance-sheet nortgage-backed
securities (MBS). So although Freddie Mac operated with a capital surplus
position above its regulatory mni mumrequirenent at year-end 2007, our view
of capital is less positive.

The ratings on Freddie Mac's senior unsecured debt reflect the conpany's
very strong business franchise, its status as a government-sponsored
enterprise (GSE), its status as a public-policy institution under our
government-related criteria, and its key role regarding liquidity in the US.
nortgage capital markets. The ratings also reflect the inmplicit U S.
government support of these securities, as it relates to Freddie Mac's charter
and governing | egislation. This support has been strengthened recently given
the nore pronminent liquidity role Freddie Mac has in the current dislocation
of nortgage liquidity in the secondary narkets. As a result, its market share
of new MBS issuance has soared during the past three quarters and the U S
Treasury has made the GSEs central to its economc policies.

The CreditWatch will be resolved shortly after Freddie Mac releases its
first-quarter operating results on May 14. At this tine we will factor in the
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key positive and negative trends affecting Freddie Mac's credit profile. This
will include a review of its first-quarter results and our expectation for
future quarterly earnings volatility. This review will also assess Freddie
Mac's capital strength and its comitnment to capital as well as the core
earnings and credit performance outl ook for the next year. The outcome wll
either be an affirmation of the '"AA-' ratings or a one-notch downgrade to
A
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Conplete ratings information is available to subscribers of RatingsDirect, the
real -ti ne Web-based source for Standard & Poor's credit ratings, research, and
risk analysis, at ww.ratingsdirect.com Al ratings affected by this rating
action can be found on Standard & Poor's public Wb site at

www. st andar dandpoors. com sel ect your preferred country or region, then
Ratings in the |l eft navigation bar, followed by Credit Ratings Search.
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