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PART | — FINANCIAL INFORMATION

This Quarterly Report on Form 10-Q includes forwdwdking statements, which may include expectatémsobjectives
related to our operating results, financial conditi business, capital management, remediationgaiifiéant deficiencies in
internal controls, credit losses, market share &nethds and other matters. You should not rely updal our forwardlooking
statements. Actual results might differ signifitaftom those described in or implied by such famvkboking statements due
to various factors and uncertainties, including gkalescribed in (i) “MANAGEMENT'S DISCUSSION ANDAANSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIC” or MD&A, “FORWARD-LOOKING STATEMENTS” and
“RISK FACTORS” in this Form 10-Q and in the complalsacaptioned sections of our Form 10 Registratsétatement filed
and declared effective by the Securities and Exgd&@ommission, or SEC, on July 18, 2008, or Remistr Statement, and
(i) the “BUSINESS” section of our Registration f&ment. These forward-looking statements are madd the date of this
Form 1(-Q and we undertake no obligation to update anwérd-looking statement to reflect events or circtamses after
the date of this Form 10-Q, or to reflect the ocence 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 chattbyeCongress in 1970 to stabilize the nation’&lesgial mortgage
markets and expand opportunities for homeownemshipaffordable rental housing. Our mission is wvjte liquidity,
stability and affordability to the U.S. housing ket We fulfill our mission by purchasing residehtinortgage loans and
mortgage-related securities in the secondary mgetgaarket. We are one of the largest purchaser®dfjage loans in the
U.S. We purchase mortgage loans and bundle thenmiottgage-related securities that can be soldvesitors. We can use
the proceeds to purchase additional mortgage lvansprimary market mortgage lenders, providingsthienders with a
continuous flow of funds. We also purchase mortdagas and mortgage-related securities for ouirrethportfolio. We
finance our purchases for our retained portfolid aranage associated interestie and other market risks primarily by isst
a variety of debt instruments and entering intovdgive contracts in the capital markets. See “CONB®ATED BALANCE
SHEETS ANALYSIS — Retained Portfolio” and “OUR POROLIOS” for a description and composition of ourtbalios.

Though we are chartered by Congress, our busiadaaded completely with private capital. We alamne responsible fc
making payments on our securities. Neither the goS8ernment nor any other agency or instrumentafitye
U.S. government is obligated to fund our mortgageeipase or financing activities or to guaranteesmaurities or other
obligations. Although the U.S. government’s abitibyprovide financial support to us has recenttyréased, this has not
changed our responsibility to fund our obligatiensesulted in any guarantee of our securitiestloeroobligations. See
“Legislative and Regulatory Matters.”

Recent Events

Since mid-June 2008, there has been a substaatilihe in the market price of our common stock. Tarket conditions
that have contributed to this price decline arelfiko affect our approach to raising new core tedjmcluding the timing,
amount, type and mix of securities we may issue héte committed to the Office of Federal HousingeFprise Oversight,
or OFHEDO, to raise $5.5 billion of new capital. Wenain committed to raising this capital given aygpiate market
conditions and will evaluate raising capital beytid amount depending on our needs and as mavkeitions mandate.

Our financial performance for the second quartdrijeveflecting the challenges that face the indudéaves us
capitalized at a level greater than the 20% mamgasnget capital surplus established by OFHEO\witld a greater surplus
above the statutory minimum capital requiremenve@ithe challenges facing the industry, we expetidke actions to
maintain our capital position above the mandatarget capital surplus. Accordingly, subject to amat by our board of
directors, we currently expect to reduce the dindlen our common stock in the third quarter of 2608 $0.25 to $0.05 or
less per share and to pay the full dividends atraotual rates on our preferred stock. In additiee,continue to review and
consider other alternatives for managing our capitduding issuing equity in amounts that coulddodstantial and
materially dilutive to our existing shareholdewrsjucing or rebalancing risk, slowing purchases autocredit guarantee
portfolio and limiting the growth or reducing thiees of our retained portfolio by allowing the paitb to run off and/or by
selling securities classified as trading or caraethir value under Statement of Financial AccoygnStandards, or
SFAS, No. 159 The Fair Value Option for Financial Assets and Final Liabilities, Including an Amendment of FASB
Statement No. 115,0r SFAS 159, or available-for-sale securities thr@ accretive to capital.g., fair value exceeds
amortized cost). We have retained and are worKkiitlyg fimancial advisors and we continue to engagdiscussions with
OFHEO and the U.S. Department of the Treasuryreadury, on these matters.
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Our liquidity position remains strong as a resfilt(a) our continued access to the debt markeasti@ctive spreads,
(b) our cash and investments portfolio of approxeha$70 billion and (c) an unencumbered agencytgage-related
securities portfolio of approximately $470 billiomhich could serve as collateral for additionalrbarings. Under stressful
market conditions, counterparties willing to pravilinding based on our unencumbered portfolio neayravailable or may
offer terms that are not attractive to the comp&nyJuly 13, 2008, the Board of Governors of thédfal Reserve System,
the Federal Reserve, granted the Federal Resenled&ew York the authority to lend to Freddie Mainecessary. Any
such lending would be at the discount rate chafgegrimary credit, or the primary credit rate, asullateralized by U.S.
government and federal agency securities. Thisoaiztition was intended to supplement the Treaswaxisting authority to
purchase obligations of Freddie Mac.

The Housing and Economic Recovery Act of 2008 vigises! into law on July 30, 2008. Division A of thégislation, th
Federal Housing Finance Regulatory Reform Act di@®r the Regulatory Reform Act, establishes a regulator for us,
the Federal Housing Finance Agency, or FHFA, withanced regulatory authorities relating, amongrattiags, to our
minimum and riskased capital levels and our business activitiesding portfolio investments, new products, mamagn
and operations standards, affordable housing gaatsexecutive compensation. The Regulatory Refechexpands the
circumstances under which we could be placed iatservatorship and also authorizes the FHFA toeplescinto
receivership under specified circumstances. ThaiRéy Reform Act also requires us to allocatéransfer certain amour
to: (a) the Secretary of the U.S. Department ofditayiand Urban Development, or HUD, to fund a Hogsirust Fund and
(b) a Capital Magnet Fund administered by the Sagref the Treasury. In addition, the Regulatosfdm Act provides the
Secretary of the Treasury with temporary authotitytjl December 31, 2009, to purchase any obligatend other securities
we issue under certain circumstances. See “Lenisland Regulatory Matters” for additional inforriaat concerning the
provisions of the Regulatory Reform Act and theitgmtial impact on us.

Market Overview

In the first six months of 2008, the single-famidsidential mortgage market has continued to egpee deterioration
that began during 2007. The various factors coutirilg to this deterioration have adversely affedadfinancial condition
and results of operations. Specifically, our estenaf nationwide home price changes, which medsumee values primarily
based on repeat home sales indicated home pritieeieof approximately 1% and 5%, in the three sindnonths ended
June 30, 2008, respectively, with significant voia across regions and metropolitan areas. Holice phanges are an
important market indicator for us because theyasgnt the general trend in value associated wétlsitigle-family mortgage
loans underlying our Mortgage Participation Cettifes, or PCs, and other mortgage-related secumtiehome prices
decline, the risk of borrower defaults generallyreases and the severity of credit losses alseasess. Forecasts of
nationwide home prices indicate a continued ovetline in 2008.

Other trends in the singkamily residential mortgage market also reflectweakening in the housing market. Since e
2006, the volume of new and existing home saleslbaned and increased inventories of unsold hdmage undermined
property values. Demand for investor properties sewbnd homes has also declined dramatically. Ariota single-family
conventional mortgage originations are expectarbtdinue to decline during 2008.

Credit concerns and resulting liquidity issues halge affected the financial markets. Since mid72@Be market for non-
agency mortgage-related securities has been chawstt by high levels of uncertainty, reduced desndhquidity and
significantly wider credit spreads. Non-agency mage-related securities, particularly those badkesubprime and
Alt-A mortgage products, have been subject to gasigency downgrades and significant price decliméise market. The
reduced liquidity in U.S. financial markets pronibthe Federal Reserve to take several significetidras during the first
half of 2008, including a series of reductionstia tiscount rate totaling 2.50%. In early March@8e Federal Reserve
expanded its securities lending program to alloimpry dealers to borrow U.S. Treasury securitie®day terms (rather
than only overnight) with a pledge of other sedesiby the borrower, including AAA-rated, privatsiier, residential
mortgage securities. The Federal Reserve hasdgflanding rates unchanged since May 2008; howevedjt and liquidity
concerns have continued to affect the market.

The rate reductions by the Federal Reserve havamadpact on other key market rates affectingassets and
liabilities, including generally reducing the retusn our cash and investments portfolio and lovgeauar cost of short-term
debt financing. In addition, the reduction in ratgsthe Federal Reserve caused mortgage intetestt@temporarily decline
early in 2008 and drove a surge in refinancingvitgtduring the first four months of 2008. Howevas, residential mortgage
rates rose during the remainder of the second gudinie pace of refinancing activity slowed, and th expected to also slow
the growth of new issuances for our guaranteeda@sStructured Securities portfolio during the secbalf of 2008.

The credit performance of mortgage products deteed during 2007 and 2008, most severely for soigpand
Alt-A mortgage products. The decline in credit penfiance of mortgages during 2008, particularly s mortgages, has
also impacted the ratings of certain monoline biasdrance providers, or monolines, which has neghtiaffected the

pricing
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of non-agency mortgage and asset-backed secuntthe market. We have direct and indirect exposoimaonolines and
recognized other-than-temporary impairment losskgad to some of these exposures during the sejquarter of 2008. See
“CONSOLIDATED BALANCE SHEETS ANALYSIS — Retained Pifolio” for additional information regarding our
exposure to monolines as well as mortgage-relatedriies backed by subprime and Alt-A loans. Cong@bout the
potential for higher delinquency rates and moreeseeredit losses have resulted in greater incsdasmortgage rates in the
non-conforming and subprime portions of the markitny lenders have tightened credit standardsemted to stop
originating certain types of mortgages and sevexatgage originators have exited the originatiosibess. Decreases in
home prices have also eroded the equity of manyebamers seeking to refinance. These factors haversely affected
many borrowers seeking alternative financing tineefce out of non-traditional and adjustable-ratetgages, or ARMs.

The multifamily mortgage market differs from theidential single-family market in several respettse likelihood that
a multifamily borrower will make scheduled paymeaisits mortgage is a function of the ability oéthroperty to generate
income sufficient to make those payments, whidiffiscted by rent levels and the percentage of abklunits that are
occupied. Strength in the multifamily market therefis affected by the balance between the sugpynd demand for rental
housing (both multifamily and single-family), whigéhturn is affected by employment, the number@frunits added to the
rental housing supply, rates of household formagiod the relative cost of owner-occupied housitgyaatives. Although
multifamily market fundamentals have been stronmirch of the nation, liquidity concerns and widezdit spreads have
spilled over from the single-family mortgage markeb the multifamily segment during 2008. Howewsg have continued
to support the multifamily housing market durindd8y making investments that we believe havectira expected
returns.

Summary of Financial Results for the Three and Sionths Ended June 30, 2008
Generally Accepted Accounting Principles, or GAAResults

Effective January 1, 2008, we adopted SFAS No. 1=ir Value Measurements,br SFAS 157, which defines fair
value, establishes a framework for measuring faiue in financial statements and expands requiiedasures about fair
value measurements. In connection with the adof@FAS 157, we changed our method for determittiegfair value of
our newly-issued guarantee obligations. Under SEBA the initial fair value of our guarantee obliga equals the fair
value of compensation received, consisting of mamsmnt and guarantee fees and other upfront comii@msa the related
securitization transaction, which is a practicgdedient for determining fair value. As a resulgpectively from January 1,
2008, we no longer record estimates of deferredsgai immediate, “day one” losses on most guarant@ar adoption of
SFAS 157 did not result in an immediate recognitibgain or loss, but the prospective change hpositive impact on our
financial results for the three and six months englene 30, 2008.

Also effective January 1, 2008, we adopted SFASd58e fair value option, which permits compart@eshoose to
measure certain eligible financial instrumentsaat¥alue that are not currently required to be sneed at fair value in order
to mitigate volatility in reported earnings causgdmeasuring assets and liabilities differently. Weally elected the fair
value option for certain available-for-sale mortgaglated securities and our foreign-currency deénatad debt. Upon
adoption of SFAS 159, we recognized a $1.0 bilafter-tax increase to our retained earnings atalgnl, 2008. We may
continue to elect the fair value option for certs@icurities to mitigate interest-rate aspects ofgoarantee asset and certain
non-hedge designated pay-fixed swaps.

Net income (loss) was $(821) million and $729 millifor the three months ended June 30, 2008 and, 28€pectively.
Net income (loss) was $(972) million and $596 raiilifor the six months ended June 30, 2008 and 2@8p@ectively. Ne
income decreased in the three and six months ehdexl30, 2008 compared to the same periods of 20@icjpally due to
increased losses on investment activity as wal@gased credit-related expenses, which conststegprovision for credit
losses and real estate owned, or REO, operatigrensg. These loss and expense items for the thdesixamonths ended
June 30, 2008 were partially offset by higher nétriest income and income on our guarantee oldigats well as lower
losses on certain credit guarantees and lowerdazsdéoans purchased due to our use of the praetipadient for
determining fair value under SFAS 157 and changesii operational practice of purchasing delinqueans out of PC
securitization pools.

Net interest income was $1.5 billion for the thmeenths ended June 30, 2008, compared to $793 mithiothe three
months ended June 30, 2007. Net interest income$&@shillion for the six months ended June 30,82@@mpared to
$1.6 billion for the six months ended June 30, 2@Gter the limitation on the growth of our retathportfolio expired, we
were able to purchase significant amounts of firad-agency mortgage-related securities at sigmifig wider spreads
relative to our funding costs during the three sixdnonths ended June 30, 2008. This action ngt loglped to serve our
mission, but benefited our customers and the sesgndortgage market. The increase in net intenestme and yield is also
due to significantly lower short-term interest sata our short-term borrowings and lower long-tértarest rates on our
long-term borrowings for the three and six monthdezl June 30, 2008. In addition, a higher propoemibshort-term
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debt, together with a lower proportion of floatirege securities within our retained portfolio cdmited to the improvement
in net interest income and net interest yield dythre three and six months ended June 30, 2008.

Non-interest income was $164 million and $895 milfor the three and six months ended June 30,,2868ectively,
compared to non-interest income of $1.5 billionboth the three and six months ended June 30, Z0@7decrease in non-
interest income in the second quarter of 2008 wiasgpily due to higher losses on investment agtj\dixcluding foreign-
currency related effects, which was partially oftsg gains on our guarantee asset, increased inoomer guarantee
obligation and higher management and guaranteeniacmcreased losses on investment activity dutiegsecond quarter of
2008 were primarily due to the impact of the inega interest rates on our investments classifgettading and security
impairments recognized on available-for-sale noerag mortgage-related securities backed by subpaimleAlt-A and othe
loans. Our investments classified as trading stesiincluded those securities for which we ele¢sé#dvalue accounting
under SFAS 159. The election of SFAS 159 for tteesririties provides income statement recognitioh@economic hedge
they provide against changes in the fair valuewfguarantee asset and our derivative portfolialteg from movements in
interest rates. Losses related to trading secsinitiere partially offset by gains on our guarangseaand our derivative
portfolio during the second quarter of 2008. Incameour guarantee obligation was $769 million ad@d4bmillion for the
three months ended June 30, 2008 and 2007, resggcind $1.9 billion and $904 million for the shonths ended June 30,
2008 and 2007, respectively. Our amortization cbme on our guarantee obligation has acceleratdwithree and six
months ended June 30, 2008 as compared to theZa0ieperiods in order to match our economic relé&ase risk on the
pools of mortgage loans we guarantee. Managemengaarantee income increased 28%, to $757 milborthfe three
months ended June 30, 2008 from $591 million ferttiree months ended June 30, 2007. Managemeguanantee income
increased to $1.5 billion, for the six months endede 30, 2008 from $1.2 billion for the six mongmsled June 30, 2007.
This reflects increases in the average balanceolPGs and Structured Securities of 14% and 15%ncannualized basis for
the three and six months ended June 30, 2008,atbsgdg. The increase also reflects higher avetatEd management and
guarantee fee rates for the three and six montihsdedune 30, 2008 compared to the same 2007 pelieds
“CONSOLIDATED RESULTS OF OPERATIONS — Non-Interéstome” for further discussion of our non-interest
income.

Our non-interest expenses for the three monthscehaiee 30, 2008 and 2007 totaled $3.5 billion ah8 $illion,
respectively. Our non-interest expenses for thergirths ended June 30, 2008 and 2007 totaled $bod fand $2.7 billion,
respectively. Credit-related expenses were $2l®ibibnd $0.5 billion for the three months endede)80, 2008 and 2007,
respectively. Credit-related expenses were $4ldbibnd $0.7 billion for the six months ended J80¢2008 and 2007,
respectively. For the three and six months ended 30, 2008, our provision for credit losses insesbdue to credit
deterioration in our singlé&amily credit guarantee portfolio, primarily dueit@reases in delinquency rates and higher se
of losses on a per-property basis. Credit detdi@mrdnas been largely driven by declines in honiegsrand regional
economic conditions as well as the effect of a Gigtomposition of nontraditional products in thertgage origination
market purchased prior to 2008. Nontraditional age products, such as interest-only and Alt-Adoamade up 20% to
30% of our mortgage purchase volume during 20062803 . Due to changes in underwriting practice reuldiced
originations in the market, these products madepgyoximately 7% to 10% of our mortgage purchademe during the six
months ended June 30, 2008. REO operations expareased as a result of an increase in markedbaste-downs of
REO property due to the decline in home pricesptamiwith higher volumes in REO inventory, partanly in the states of
California, Florida, Arizona, Virginia and Nevada.

Non-interest expense, excluding credit-related rgps, for the three and six months ended June088, tbtaled
$743 million and $1.4 billion, compared to $1.1ibit and $2.0 billion for the three and six monémsled June 30, 2007,
respectively. The decline in non-interest expeaseluding credit-related expenses, was primarily tiuthe reductions in
losses on certain credit guarantees and lossemaos purchased. Losses on certain credit guarami¢eesased to $— and
$15 million for the three and six months ended BMe2008, compared to $150 million and $327 milifor the three and s
months ended June 30, 2007, due to the change method for determining the fair value of our nguigdsued guarantee
obligation upon adoption of SFAS 157 that we addg#ective January 1, 2008. Losses on loans psethdecreased to
$120 million and $171 million for the three and siwnths ended June 30, 2008, compared to $264madind $480 million
for the three and six months ended June 30, 2@8pectively, due to changes in our operationaltipe@of purchasing
delinquent loans out of PC pools. See “CONSOLIDATEBESULTS OF OPERATIONS — Non-Interest Expenséd.esses
on Certain Credit Guaranteeend — Losses on Loans Purchasgdor additional information on the change in our
operational practice. Administrative expenses #at&l404 million for the three months ended June2808, down from
$442 million for the three months ended June 3072@s a percentage of our average total mortgagéofio,
administrative expenses declined to 7.4 basis pdantthe three months ended June 30, 2008, fr@rmd&sis points for the
three months ended June 30, 2007. Administratiperses totaled $801 million for the six months endlene 30, 2008,
down from $845 million for the six months endedd®®, 2007. As a percentage of our average totetyeme portfolio,
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administrative expenses declined to 7.5 basis pdamtthe six months ended June 30, 2008, fronb&s$s points for the six
months ended June 30, 2007.

For the three months ended June 30, 2008 and 2@0i&cognized effective tax rates of 56% and 1¥4pectively. For
the six months ended June 30, 2008 and 2007, vegmeed effective tax rates of 60% and (103)%, @epely. See
“NOTE 12: INCOME TAXES"to our consolidated financial statements for adddl information about how our effective
rate is determined.

Segment:
We manage our business through three reportabieestg:

* Investments
« Single-family Guarantee; an
* Multifamily.

Certain activities that are not part of a segmeatigcluded in the All Other category. We manage evaluate the
performance of the segments and All Other usinggnfnt Earnings approach. Segment Earnings dgfgnificantly from,
and should not be used as a substitute for, netriaqloss) as determined in accordance with GAARrd@ are important
limitations to using Segment Earnings as a measiuser financial performance. Among them, our regaoy capital
requirements are based on our GAAP results. SegRanings adjusts for the effects of certain gaimg losses and mark-to-
fair-value items which, depending on market circtanses, can significantly affect, positively or atgely, our GAAP
results and which, in recent periods, have causdd tecord GAAP net losses. GAAP net losses wlifleasely impact our
regulatory capital, regardless of results refleiteSegment Earnings. For a summary and descripfiour financial
performance on a segment basis, see “CONSOLIDATESW®R TS OF OPERATIONS — Segment Earnings” and
“NOTE 16: SEGMENT REPORTING” in the accompanyinge®to our consolidated financial statements.

In managing our business, we present the operpérfigrmance of our segments using Segment EarnBeggnent
Earnings present our results on an accrual basiseasash flows from our segments are earned ower The objective of
Segment Earnings is to present our results in axgramore consistent with our business models. Tissnbss model for our
investment activity is one where we generally bogt hold our investments in mortgage-related ageetbe long term, fund
our investments with debt and use derivatives tuinmize interest rate risk and generate net inténestme in line with our
return on equity objectives. We believe it is meagfful to measure the performance of our investrbasiness using long-
term returns, not short-term value. The businesdanfor our credit guarantee activity is one wheeeare a long-term
guarantor in the conforming mortgage markets, mamagdit risk and generate guarantee and credif fext of incurred
credit losses. As a result of these business modelbelieve that this accrub&sed metric is a meaningful way to presen
results as actual cash flows are realized, netegfitlosses and impairments. We believe Segmemtitiggs provides us with
view of our financial results that is more congist&ith our business objectives, which helps usgbetvaluate the
performance of our business, both from period-téepeand over the longer term.

Table 1 presents Segment Earnings (loss) by segmeérthe All Other category and includes a rec@tmin of Segment
Earnings (loss) to net income (loss) prepared @o@@ance with GAAP.

Table 1 — Reconciliation of Segment Earnings (Los$p GAAP Net Income (L0osS)

Three Months Ended Six Months Ended
June 30, June 30,
2008 2007 2008 2007
(in millions)
Segment Earnings (loss) after tax
Investment: $ 79¢ $ 571 $ 90€ $ 1,08t
Single-family Guarantes (1,38¢) 12¢ (1,84€) 35¢
Multifamily 11¢ 84 21€ 20¢
All Other 144 (43) 14C (59)
Total Segment Earnings (loss), net of ta (33%) 741 (584) 1,58¢
Reconciliation to GAAP net income (los:
Derivative- and foreigi-currency denominated de-related adjustmen 527 (477) (667) (1,559
Credit guarante-related adjustmen 1,81¢ 831 1,64« 32¢
Investment sales, debt retirements and fair \-related adjustmen (3,096 (379 (1,579 (310
Fully taxableequivalent adjustmen (109 (97) (215) (190
Total pre-tax adjustment (85€) (11¢) (809) (1,729
Tax-related adjustmen 36¢€ 104 421 732
Total reconciling items, net of tax (48¢) (12) (38€) (992)
GAAP net income (loss $ (82) $ 72¢ $ (972 $ 59€
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Investments Segme

Our Investments segment is responsible for ourstment activity in mortgages and mortgage-relagsdisties, other
investments, debt financing and managing our isteae risk, liquidity and capital positions. Weést principally in
mortgage-related securities and single-family magtgloans through our mortgage-related investmenfotio.

We seek to generate attractive returns on ourgirtbf mortgage-related investments while maintagra disciplined
approach to interest-rate risk and capital manageriée seek to accomplish this objective througharfunistic purchases,
sales and restructurings of mortgage assets andctegses of liabilities. Although we are prima@lyuy-andaold investor it
mortgage assets, we may sell assets to reduceaigkspond to capital constraints, to provideiligy or to structure certain
transactions in order to improve our returns. Warese our expected investment returns using aiomadjusted spread, or
OAS, approach. Our Investments segment activitiag afso include the purchase of mortgages and egetgelated
securities with less attractive investment retung with incremental risk in order to achieve difioralable housing goals a
subgoals. Additionally, we maintain a cash and nmtgage-related securities investment portfolithis segment to help
manage our liquidity needs.

Investments segment performance highlights fothhee and six months ended June 30, 2008:

* Segment Earnings increased 39% to $793 milliohénsiecond quarter of 2008 versus $571 million énsiacond
quarter of 2007. For the six months ended Jun@@18, Segment Earnings decreased 17% to $906 mitioon
$1.1 billion during the six months ended June 3m72

« Segment Earnings net interest yield increased 23 lpdints in the second quarter of 2008, as coeaptar the second
quarter of 2007, due to the purchase of fixed-aatets at significantly wider spreads relativeuofonding costs and
the amortization of gains on certain futures posgithat matured in March 2008. Segment Earningsterest yield
decreased 3 basis points in the six months endesl 3, 2008 compared to the six months ended Jyr2087 due to
spread compression between our floating rate aasétfiabilities during the first three months @08, which was
mostly offset by wider spreads in the second quaft2008.

 During the second quarter of 2008, we recognizedritg impairments in Segment Earnings of $142ionllassociate
with anticipated future principal credit lossesaur nor-agency mortgac-related securities

« Capital constraints and OAS levels that were natpelling early in the first quarter of 2008 becades restrictive in
the latter part of the first quarter and through $lecond quarter. Starting in March and contintfingugh the second
quarter of 2008, our net mortgage purchase commisrfer the mortgage-related investment portfolarev
substantially higher than earlier in 2008 in resgmto substantially wider OAS. The unpaid principglance of our
mortgage-related investment portfolio increased®t8 $728 billion at June 30, 2008 compared to #EB®N at
December 31, 2007. Agency securities comprisedoairpetely 67% of the unpaid principal balance & thortgage-
related investment portfolio at June 30, 2008 v&&lP6 at December 31, 20(

* In addition during March 2008, OFHEO reduced oundory target capital surplus to 20% allowingasake
advantage of favorable investment opportunitie® dtility to take advantage of favorable investnoggortunities nc
only helped to serve our mission, but also bengfiter customers and the secondary mortgage maukieigcthe
second quarter of 2008. Also, effective March 10&0ve were no longer subject to the voluntary dholimit of 2%
annually on our retained portfoli

* We continued to be able to issue debt securitiesti@ctive levels during the second quarter of&2

Single-family Guarantee Segment

In our Single-family Guarantee segment, we seagrisubstantially all of the newly or recently onigfed single-family
mortgages we have purchased and issue mortgadeerskecurities called PCs that can be sold to toveer held by us in
our Investments segment. We guarantee the payrherinoipal and interest on our single-family P@sluding those held
in our retained portfolio, in exchange for managet@nd guarantee fees, which are paid on a moh#sis as a percentage
of the underlying unpaid principal balance of tbaris, and initial upfront cash payments referreastoredit or delivery fees.
Earnings for this segment consist of managemengaadantee fee revenues, including amortizatiompéifont payments, ar
trust management fees, less the related credi ¢bet, provision for credit losses) and operating expsnélso included is
the interest earned on assets held in the Investnsegment related to single-family guarantee #ietsy net of allocated
funding costs.

Single-family Guarantee segment performance higldifor the three and six months ended June 3@ 206 2007:

» Segment Earnings (loss) decreased to $(1.4) bilbothe three months ended June 30, 2008 comparearnings of
$129 million for the three months ended June 3072@egment Earnings (loss) decreased to $(118)rbfbr the six
months ended June 30, 2008 compared to earnir®@58f million for the six months ended June 30, 2!

« Segment Earnings provision for credit losses fer3imgle-family Guarantee segment increased to l§iién for the
three months ended June 30, 2008 from $469 milboithe three months ended June 30, 2007. Segnaenirigs
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provision for credit losses for the Single-family&@antee segment increased to $4.0 billion fosthenonths ended
June 30, 2008 from $758 million for the six monéimsled June 30, 200

* Realized single-family credit losses for the thmeenths ended June 30, 2008 were 18.1 basis pditiie average
single-family credit guarantee portfolio, compated®.0 basis points for the three months ended 30n2007.
Realized singldamily credit losses for the six months ended B®e2008 were 15.1 basis points compared to 1.8
points for the six months ended June 30, 2!

« We implemented several delivery fee increaseswkat effective at varying dates between March ame 2008, or as
our customers’ contracts permitted. These increiasfsde an additional 25 basis point fee assessall loans issued
through flow-business channels, as well as higheew delivery fees for certain mortgage producis ar mortgages
deemed to be higher-risk based primarily on proptgrie, loan purpose, loan-to-value, or LTV rati@#or borrower
credit scores. We also implemented several changas underwriting and eligibility criteria in dgr2008 to reduce
our credit risk, including requiring our seller/gieers to deliver loans with larger down paymemtd higher credit
scores, and limiting our acquisition of certainte¢-risk loan products, such Alt-A loans.

« The single-family credit guarantee portfolio incsed by 9% and 15% on an annualized basis for tke thonths
ended June 30, 2008 and 2007, respecti

« Average rates of Segment Earnings management ardrgae fee income for the Single-family Guarastgment
increased to 18.7 basis points for the three maanided June 30, 2008 compared to 17.9 basis doirtise three
months ended June 30, 2007. Average rates of Sédfaemngs management and guarantee fee inconted@ingle-
family Guarantee segment increased to 19.6 bagisspfor the six months ended June 30, 2008 condptaré?7.9 basis
points for the six months ended June 30, 2!

Multifamily Segmer

Our Multifamily segment activities include purchas¥ multifamily mortgages for our retained poritfohnd guarantees
of payments of principal and interest on multifamiortgage-related securities and mortgages uridgripultifamily
housing revenue bonds. The assets of the Multifasgigment include mortgages that finance multifamahtal apartments.
Our Multifamily segment also includes certain eguitvestments in various limited partnerships #$@insor low- and
moderate-income multifamily rental apartments, Wwhienefit from low-income housing tax credits, #HTLC. These
activities support our mission to supply financfogaffordable rental housing. Also included is thierest earned on assets
held in our Investments segment related to multifaguarantee activities, net of allocated fundausts.

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

» Segment Earnings increased 40% to $118 milliotferthree months ended June 30, 2008 versus $8dmidr the
three months ended June 30, 2007. Segment Ealincrgaised 3% to $216 million for the six monthseshdune 30,
2008 versus $209 million for the six months endaeteJ30, 2007

« Segment Earnings net interest income was $98 mifbo the three months ended June 30, 2008, aaaserof
$4 million versus the three months ended June @07 2s a result of an increase in interest incomemaortgage loans
due to higher average balances, partially offsed dgcrease in prepayment, or yield maintenaneant®me. Segme
Earnings net interest income was $173 million Far $ix months ended June 30, 2008, a decline ofi§Hidn versus
the six months ended June 30, 2(

« Mortgage purchases into our multifamily loan pditfancreased approximately 74% for the three msmthded
June 30, 2008 to $4.2 billion from $2.4 billion fte three months ended June 30, 2007. Mortgaghases into our
multifamily loan portfolio increased approximat@l9% for the six months ended June 30, 2008 to I$i8i8n from
$5.5 billion for the six months ended June 30, 2!

« Unpaid principal balance of our multifamily mortgalpan portfolio increased to $63.8 billion at J30¢ 2008 from
$57.6 billion at December 31, 2007 as market furetatals continued to provide opportunities to pusehl@ans to be
held in our portfolio

< Segment Earnings provision for credit losses ferNhultifamily segment totaled $7 million and $16llioh for the
three and six months ended June 30, 2008, respbctifegment Earnings provision for credit lossedlie
Multifamily segment totaled $1 million and $4 milii for the three and six months ended June 30,,266@ectively

Capital Management

Our primary objective in managing capital is pregeg our safety and soundness and having suffigapital to support
our business and mission. We make investment desisvhile considering our capital levels. OFHEO itays our capital
adequacy using several capital standards. Begirinidgnuary 2004, OFHEO directed us to maintaiQ% &andatory target
capital surplus above our statutory minimum cap#guirement. On March 19, 2008, OFHEO reducedmamdatory target
capital surplus to 20% above our statutory minimaapital requirement, and in return we announcet tha
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we would begin the process to raise capital andhtaiai overall capital levels well in excess of riggments while the
mortgage markets recover. At June 30, 2008, oimattd regulatory core capital was $37.1 billiohjeh is an estimated
$8.4 billion in excess of our statutory minimum itaprequirement and $2.7 billion in excess of 2886 mandatory target
capital surplus.

On May 14, 2008, we announced our commitment &erdib.5 billion of new core capital through onenare offerings,
which will likely include both common or common égglent and preferred securities. The timing, am@und mix of
securities to be offered will depend on a varidtfaators, including prevailing market conditionsdsapproval by our board
of directors. OFHEO has informed us that, upon detign of these offerings, our mandatory targetitehgurplus will be
reduced from 20% to 15%. OFHEO has also informetthaisit intends a further reduction of our mandatarget capital
surplus from 15% to 10% upon the combination of plation of our SEC registration process, which saspleted on
July 18, 2008, our completion of the remaining Gomirder requirement.¢., the separation of the positions of Chairman
and Chief Executive Officer), our continued comn@trhto maintain capital well above OFHEOEgulatory requirement a
no material adverse changes to ongoing regulatmmptiance.

The sharp decline in the housing market and viiatii financial markets continue to adversely affeur capital,
including our ability to manage to our regulatoapital requirements and the 20% mandatory targetatasurplus. Factors
that could adversely affect the adequacy of ouitabp future periods include our ability to exéecapital raising
transactions; GAAP net losses; continued declindsme prices; increases in our credit and intesgstrisk profiles;
adverse changes in interest-rates, the yield curwmplied volatility; adverse OAS changes; impaémts of non-agency
mortgage-related securities; downgrades of non@gerortgage-related securities (with respect tallegry risk-based
capital); counterparty downgrades; legislativeegyulatory actions that increase capital requirementhanges in accounti
practices or standards.

Under current OFHEO regulations, the regulatorly biased capital standard in particular is highlys#ive to underlying
drivers, including house price changes (based ddEIFs all transaction index); downgrades of nonrayemortgage-
related securities; counterparty downgrades; rethportfolio growth; the duration, term and optiltyeof our funding and
hedging instruments; and other factors. While weeHastorically met the risk-based capital stand#rdre is a significant
possibility that continued adverse developmentgliation to one or more of these underlying drivaasld cause us to fail to
meet this standard. If we were not to meet thelesked capital standard, we would be classifi¢tiadercapitalized” by
OFHEO. See “ITEM 1. BUSINESS — REGULATION AND SUPERSION — Office of Federal Housing Enterprise
Oversight — Capital Standards and Dividend Resrist’ and “ITEM 13. FINANCIAL STATEMENTS AND
SUPPLEMENTARY DATA — AUDITED CONSOLIDATED FINANCIALSTATEMENTS AND ACCOMPANYING
NOTES— NOTE 9: REGULATORY CAPITAL — Classification” inur Registration Statement for information regarding
potential actions OFHEO may seek to take in thanewnder the Regulatory Reform Act, FHFA is cleargvith developing
risk-based capital requirements by regulation. iieire of the requirements FHFA may eventually agopsuant to this
authority is currently uncertain.

Also affecting our capital position was our adoptaf SFAS 159 on January 1, 2008. Our electiomeffair value option
allows us to better reflect, in the financial staéats, the economic offsets that exist relatetktns that were not previously
recognized at fair value with changes in fair valeféected in our consolidated statements of incoivie expect our adoption
of the fair value option will reduce the impactinfferest-rate changes on our net income (lossktapdal levels. However,
since changes in OAS affect the gains (lossestimdur mortgageelated trading portfolio and guarantee assetadoptior
of SFAS 159 will increase the impact of OAS changresiet income (loss) and capital. For a furthecassion of our
adoption of SFAS 159 see “NOTE 1: SUMMARY OF SIGNIANT ACCOUNTING POLICIES — Change in Accounting
Principles” to our consolidated financial statenseBteginning in the first quarter of 2008, we @i&id our use of cash flow
hedge accounting relationships to include heddiegchanges in cash flows associated with our fetedassuances of debt.
We expect this accounting strategy will reduceefiect of interest-rate changes on our capital.alge employed this
accounting strategy while maintaining our disciptirapproach to interest-rate risk management. S&JE 10:
DERIVATIVES” to our consolidated financial statem&ffor additional information about our derivativdessignated as cash
flow hedges.

We expect to take actions to maintain our capitaitppn above the OFHEO-directed mandatory targgilss.
Accordingly, subject to approval by our Board ofdgitors, we currently expect to reduce the divideméur common stock
in the third quarter of 2008 from $0.25 to $0.03ems per share and to pay the full dividends atreatual rates on our
preferred stock. In addition, we continue to revivd consider other alternatives for managing apital including issuing
equity in amounts that could be substantial ancerraly dilutive to our existing shareholders, rethg or rebalancing risk,
slowing purchases into our credit guarantee paotfahd limiting the growth or reducing the sizeoof retained portfolio by
allowing the portfolio to run off and/or by sellirsgcurities classified as trading or carried at¥alue under SFAS 159 or
available-for-sale securities that are accretivestoital (i.e., fair value exceeds amortized cost). We haverrethand are
working with financial advisors and we continuestgyage in discussions with OFHEO and the Treasuthese matters.
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Our ability to execute any of these actions orrthéfectiveness may be limited and we might noabke to manage to our
regulatory capital requirements and the mandatmget capital surplus. If we are not able to martaghe mandatory target
capital surplus, OFHEO may, among other thingsk s@eequire us to (a) submit a plan for remediato (b) take other
remedial steps. In addition, OFHEO has discretioretiuce our capital classification by one lev€@HFHEO determines that
we are engaging in conduct that could result iapd depletion of core capital or determines thatvalue of property subje
to mortgage loans we hold or guarantee has dectsagaficantly. See “PART Il — ITEM 1A. RISK FACTRS” in this
Form 10-Q and “ITEM 1. BUSINESS — REGULATION AND SERVISION — Office of Federal Housing Enterprise
Oversight —Capital Standards and Dividend Restrictidrend “ITEM 13. FINANCIAL STATEMENTS AND
SUPPLEMENTARY DATA — AUDITED CONSOLIDATED FINANCIALSTATEMENTS AND ACCOMPANYING
NOTES— NOTE 9: REGULATORY CAPITAL — Classification” inur Registration Statement for information regarding
additional potential actions OFHEO may seek to ti@inst us. See “Legislative and Regulatory MattetGovernment
Sponsored Enterprise, or GSE, Oversight Legislationthis Form 10-Q for information regarding thehanced regulatory
authorities FHFA now possesses.

Fair Value Results

Our consolidated fair value measurements are a eoemt of our risk management processes, as wealigesdtimates ¢
the changes in fair value to calculate our PoxifMiarket Value Sensitivity, or PMVS, and duraticapgneasures.

During the three months ended June 30, 2008, thedlue of net assets, before capital transactimmained unchanged
compared to a $0.7 billion increase during theghm®nths ended June 30, 2007.

Our attribution of changes in the fair value of assets relies on models, assumptions and othesuragaent techniques
that evolve over time. The following attribution dfanges in fair value reflects our current estindtthe items presented |
a pre-tax basis) and excludes the effect of retamsapital and administrative expenses.

During the three months ended June 30, 2008, @estment activities increased fair value by apprately $6.7 billion,
resulting from a higher core spread income andarease in fair value of approximately $1.9 billattributable to net
mortgage-to-debt OAS tightening. Core spread incomeur retained portfolio is a fair value estimatehe net current
period accrual of income from the spread betweerigage-related investments and debt, calculateghawption-adjusted
basis.

During the three months ended June 30, 2007, @estment activities decreased fair value by appnaiely $0.8 billion
This estimate includes declines in fair value giragimately $1.4 billion attributable to the netdening of mortgage-to-debt
OAS.

The impact of mortgage-to-debt OAS tightening dgitine three months ended June 30, 2008 increasaxlittent fair
value of our investment activities. Due to thd sélatively wide OAS levels for purchases durihg period, there is a
likelihood that, in future periods, we will be altiterecognize core spread income from our investraetivities at a higher
spread level than historically. We estimate thatlie three months ended June 30, 2008, we wilig®ize core spread
income at a net mortgage-to-debt OAS level of axiprately 140 to 160 basis points in the long runcempared to
approximately 25 to 35 basis points estimatedHerthree months ended June 30, 2007. As markettmorsdchange, our
estimate of expected fair value gains from OAS ialap change, leading to significantly different fealue results.

During the three months ended June 30, 2008, eglitqyuarantee activities, including our sinfgenily whole loan cred
exposure, decreased fair value by an estimatedifiédh. This estimate includes an increase indimgle-family guarantee
obligation of approximately $7.2 billion, primaribttributable to a declining credit environment.

Our credit guarantee activities increased fair @ddy an estimated $1.8 billion during the three theended June 30,
2007. This increase includes the receipt of cashapily related to management, guarantee and afprdront fees. This
increase also includes a fair value increase tkat®ur singlefamily guarantee asset of approximately $1.8 hilliprimarily
attributable to an increase in interest rates dpitie three months ended June 30, 2007. Thesasegevere partially offset
by an increase in the fair value of our single-fgrguarantee obligation of approximately $0.6 bifi

See “CONSOLIDATED FAIR VALUE BALANCE SHEETS ANALYS3” for additional information regarding
attribution of changes in the fair value of netedisgor the six months ended June 30, 2008.
Legislative and Regulatory Matters
Government Sponsored Enterprise, or GSE, Oversigagislation

The Regulatory Reform Act was signed into law oly 3@, 2008. This Act consolidates regulation ofditie Mac and
Federal National Mortgage Association, or FannieeMa the enterprises, and the Federal Home LoakBar FHLBs, into
a single new regulator, FHFA. FHFA is an independgmency of the federal government responsibl@v¥ersight of the
operations of the enterprises and the FHLBs. OFMEQemain in existence for a transition periodugf to one year.
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FHFA has a Director appointed by the Presidentcamdirmed by the Senate for a five-year term, reatde only for
cause. The Regulatory Reform Act authorizes theddir of OFHEO on the date of enactment to achfigpurposes and wi
the full powers of the Director of FHFA until suElirector is appointed and confirmed.

The Regulatory Reform Act also establishes the Fdousing Finance Oversight Board, or the Ovéatsigpard which
is responsible for advising the Director of FHFAtwiespect to overall strategies and policies. @kiersight Board consists
of the Director of FHFA as Chairperson, the Secyeté the Treasury, the Chairman of the SEC andSieretary of HUD.

The Regulatory Reform Act gives our regulator saibgal authority to assess our safety and soundarebso regulate ol
portfolio investments, including requiring reductioin those investments, consistent with our misaied safe and sound
operations. The Act also includes provisions thatéase the regulator’s authority to change ouirmim and risk-based
capital levels and to regulate our business ais/itn addition, the Act requires us to make ¢ertantributions to affordab
housing funds administered by the Secretary of HldD the Secretary of the Treasury.

Given the recent enactment of this Act and the tfeatt FHFA has considerable discretion in implenmgnits provisions,
including through rulemaking proceedings and tsaeasice of orders, we cannot predict the impactdiieaAct and FHFA's
exercise of its authority under the Act will hawe @ur business, financial position or results aéragions. However, to the
extent the Act or regulations or orders issued H¥ & pursuant to the Act may, for example, increagecapital
requirements, limit our portfolio and new productisties, increase our affordable housing goatdimit our ability to attrac
and retain senior executives, we anticipate theirtipact could be materially adverse. Certain efrtiore significant
provisions of the Act are summarized below.

Capital

FHFA may increase minimum capital levels from tRisting statutory percentages either by regulatioon a temporary
basis by order. FHFA may also, by regulation oreoréstablish capital or reserve requirements reisipect to any product or
activity of an enterprise, as FHFA considers appad@. In addition, FHFA must, by regulation, edistbrisk-based capital
requirements to ensure the enterprises operatsafeaand sound manner, maintaining sufficienttahpnd reserves to
support the risks that arise in their operatiorss management. The Act provides FHFA with greatéhauity to take
additional remedial actions as an enterprise’stablgivels decline.

Portfolio Activities

The Regulatory Reform Act requires FHFA to estdhlsy regulation, criteria governing retained palitf holdings to
ensure the holdings are backed by sufficient chpitd consistent with the enterprisesssion and safe and sound operati
In establishing these criteria, FHFA must consttierability of the enterprises to provide a liga&tondary market through
securitization activities, the portfolio holdingsrielation to the mortgage market and the entergrisompliance with the
prudential management and operations standarderitred by FHFA.

FHFA may make temporary adjustments to the estaddiportfolio standards by issuing an order toréiqudar
enterprise, such as during times of economic distog market disruption. In addition, FHFA must ribanthe portfolio of
each enterprise and may, by order, require anmigeron such terms and conditions as FHFA detexsrappropriate to
dispose of, or to acquire, any asset if FHFA deteesisuch action is consistent with certain stayuparposes and the
enterprises’ authorizing statutes.

New Product:

The Regulatory Reform Act requires the enterprisesbtain the approval of FHFA before initially efing any new
product. Excluded from the product review processaaitomated loan underwriting systems of the prigss in existence on
July 30, 2008, including upgrades; any modificatiomortgage terms and conditions or underwritirigeda relating to
mortgages purchased or guaranteed, as long asadfiéications do not change the underlying transecto include services
or financing other than residential mortgage finagrand any other activities that are substantiithilar to the activities
described above or that have previously been apprby FHFA. The Act provides for a public commertqgess on requests
for approval of new products. FHFA may temporasipprove a product without soliciting public commérmtelay would be
contrary to the public interest. FHFA may conditegproval of a product on specific terms, cond#iand limitations. The
standards for FHFA'’s approval of a new productthed the product is authorized by the enterprishater, is in the public
interest and is consistent with the safety and doass of the enterprise or the mortgage finandersys

Prudential Management and Operations Stand:

The Regulatory Reform Act requires FHFA to estdbpsudential standards, by regulation or by gurdglfor a broad
range of operations of the enterprises. These atdadnust address internal controls, informaticgstesys, independence and
adequacy of internal audit systems, managemenmnterfdst rate risk, management of market risk, difpiand reserves,
management of asset and investment portfolio gromérall risk management processes, investmentasset acquisitions,
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management of credit and counterparty risk, androdeeping. FHFA may also establish any additiaperational and
management standards the Director of FHFA detesrappropriate.

If an enterprise or a FHLB fails to comply with teiandards, FHFA could require submission of a fdatorrect the
deficiency. If the enterprise fails to submit acemtable plan, or fails in any material respeadoy out an accepted plan,
FHFA must order correction of the deficiency andyrimapose certain growth restrictions, require aréase in the ratio of
core capital to assets and require other actiadBAFmMust take one or more of these actions if FHiefermines that an
enterprise has failed to meet a standard, theidetig has not been corrected, and the enterprderwent extraordinary
growth, as defined by the Director of FHFA, durthg 18-month period before the date of failure tetra standard.

Affordable Housing Goal

Under the Regulatory Reform Act, the annual affotddousing goals previously established by HUD ianglace for
2008 remain in effect for 2009, except that witBitD days from July 30, 2008, FHFA must review tB82housing goals to
determine the feasibility of such goals in lightcofrent market conditions and, after seeking putdimment for up to
30 days, FHFA may make appropriate adjustmentse®009 goals consistent with market conditions.

Effective beginning calendar year 2010, the ReguwyaReform Act replaces the existing annual affbiddousing goals
with the requirement that FHFA establish the foilogvannual affordable housing goals by regulation:

Single-family Housing Goals

» FHFA must establish goals for the purchase of cotieeal, conforming, single-family, owner-occupiguirchase
money mortgages financing housing for each of dtlewing: (i) low-income families, (ii) families it reside in low-
income areas and (iii) very low-income familieselgoals must be established as a percentage b$itugée-family
dwelling units financed by sin¢-family purchase money mortgag

« FHFA must also establish a goal for the purchasmo¥entional, conforming, single-family, owneceupied refinanc
mortgages given to pay off or prepay an existingtgage on the same property for low-income familidee goals
must be established as a percentage of total -family dwelling units refinanced by mortgage pursbs

* In addition to the above goals, FHFA has discretmastablish additional requirements for mortgamesinglefamily,
owner-occupied rental housing uni

Multifamily Special Affordable Housing Goal

* FHFA must establish a goal, by either unit or dollelume, for the purchase of mortgages that fieashwelling units
affordable to low-income families, and also requiests for mortgages that finance dwelling units@féble to very
low-income families. FHFA has discretion to estsibladditional requirements for mortgages on smaildtifamily
properties

The Regulatory Reform Act allows an enterprisedttipn FHFA for a reduction in any goal or subgatany time, and
authorizes FHFA to reduce the level of the goaudrgoal only if market and economic conditionsher financial condition
of the enterprise require such a reduction, offifres to meet the goal would result in the constraf liquidity, over-
investment in certain market segments or otheremunsnces contrary to the intent of the goals optiiic purposes of the
enterprises.

The Regulatory Reform Act requires FHFA to estdblisnual goals targets, by regulation, for eact described above.
In establishing the single-family targets, FHFA iade into consideration national housing needsnemic, housing and
demographic conditions, including expected marlestetbpments; the performance and effort of therpritees toward
achieving the housing goals in previous yearssibe of the purchase money conventional or refieamnventional
mortgage market, as applicable; the ability oféhterprise to lead the industry in making mortgargelit available; the need
to maintain the sound financial condition of théegprises; and the prior three years of informatiader the Home Mortgay
Disclosure Act of 1975 for conventional, conformisggle-family, owner-occupied purchase money r&ficiance
mortgages, as applicable.

In establishing the multifamily target, FHFA muakée into consideration national multifamily credéeds and the ability
of the enterprises to provide additional liquidatyd stability for the multifamily market, the peritance and effort of the
enterprises towards achieving the housing gogbsewmious years, the size of the multifamily markleg ability of the
enterprises to lead the industry in making multifgmmortgage credit available, the availabilitymiblic subsidies, and the
need to maintain the sound financial conditionhef énterprises.

FHFA may change annual targets, by regulationefiect market conditions and subsequent availaaia. d he targets
cannot consider segments of the market that aongistent with safety and soundness, unauthoregurchase by the
enterprises pursuant to regulation or, for singleify targets, contrary to good lending practices.

In addition, the Regulatory Reform Act creates tydo serve underserved markets requiring the priges to provide
leadership to the market in developing loan proslacid flexible underwriting guidelines to facileed secondary market for
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mortgages on manufactured homes, for affordablsihgypreservation, and for housing in rural aré&#-A must establish,
by regulation effective beginning 2010, a mannerfaluating compliance with the duty to serve usdesed markets and
for rating the extent of compliance, and include ¢valuation and rating in FHFA'’s annual repor€tingress.

Affordable Housing Allocatior

The Regulatory Reform Act requires each enteriaset aside, in each fiscal year, an amount equaP basis points of
the unpaid principal balance of total new busimmsshases, and to allocate or transfer (1) 65%ucti amounts to the
Secretary of HUD to fund the Housing Trust Fundgpam to be established and managed by the SecddtaiyD, and
(2) 35% of such amounts to the Capital Magnet Rortk established and managed by the Secretang dfreasury. FHFA
must suspend the allocation of an enterprise upaing that the payment is contributing, or woutnhtribute, to the financi
instability of the enterprise; is causing, or woaalise, the enterprise’s capital to be classifeedralercapitalized; or is
preventing, or would prevent, the enterprise frarocgssfully completing a capital restoration pRIHFA must promulgate
regulations prohibiting the enterprises from pagsin the cost of contributions through increaseat@bs or fees or decrea:
premiums, or in any other manner, to the origiratdfrmortgages purchased or securitized by themige.

Loan Limits

The Regulatory Reform Act allows increases in dghmily conforming loan limits based on changeshie hew housin
price index established by FHFA, beginning Jandarg009. Consistent with existing OFHEO Examinat@guidance,
“Conforming Loan Limit Calculations,” decreases Wwbhe accumulated and would offset any future iases in the housing
price index so that loan limits do not decreasenfy@ar-to-year. In high-cost areas — where 115%®fmedian home price
exceeds the otherwise applicable conforming laait i— the Regulatory Reform Act increases the lbaits to the lesser of
(i) 115% of the median house price or (i) 150%h& conforming loan limit, currently $625,500. Thigh-cost provisions o
loan limits become effective January 1, 2009 wihnentémporary authority for purchases of high-coah granted by the
Economic Stimulus Act of 2008 expires.

Executive Compensatic

The Regulatory Reform Act provides FHFA with exéoeicompensation authority that extends beyondttibority
OFHEO possessed.

In determining whether executive compensation foeaterprise executive officer is prohibited untter “reasonable and
comparable” standard contained in existing law, BHd-authorized to take into account any factoritsiders relevant,
including any wrongdoing on the part of the exaaubfficer, such as any fraudulent act or omissimeach of trust or
fiduciary duty, any violation of law, rule, regulan, order, or written agreement, and insider alwisie respect to the
enterprise. A determination by FHFA that terminate@mpensation is prohibited would override anytay contractual
provisions, even if such provisions had been presfioapproved.

FHFA is also authorized to require an enterpriseitbhold, or place in escrow, a payment, transfedisbursement of
compensation pending review of the reasonablemess@mparability of such compensation. The ReguyaReform Act
amends the enterprises’ charters expressly to lptahe transfer, disbursement or payment of corepéan to any executive
officer or entry into an agreement with an exeautifficer for matters being reviewed by FHFA unigauthority to prohib
compensation that is not reasonable and comparable.

In addition, FHFA is authorized to prohibit or linby regulation or order, certain golden paractauné indemnification
payments to an affiliated party of the enterpriése Director is to prescribe, by regulation, thetrs to be considered in
limiting golden parachute and indemnification payse

FHFA Enforcement Authorit

The Regulatory Reform Act expands the groundsssuing both permanent and temporary cease-and-deséss
against the enterprises and affiliated partieat¢tude grounds such as unsafe or unsound practibesamounts of civil
money penalties FHFA may impose are increased aniisy. In addition, FHFA has new authority tarreve certain
affiliated parties of the enterprises and to pratiiem from further participation in the industfjhe Regulatory Reform Act
also provides expanded authority to enforce therdffble housing goals.

Conservatorship and Receivership

The Regulatory Reform Act replaces the conservhaipnsrovisions previously applicable to the entegmvith
conservatorship and receivership provisions baseérmlly on federal banking law. The RegulatorydRef Act expands the
grounds for which an enterprise may be placeddntwservatorship, establishes the grounds for wéiichnterprise may be
placed into receivership, and provides for appoarttrof FHFA as conservator or receiver. FHFA hasabmpowers when
acting as conservator or receiver of an enterpfise&onservator, FHFA may take such actions aslmayecessary for
restoring the enterprise to a sound and solverdition, and appropriate to carry on the businegh®fenterprise and to
conserve the assets and property of the enterpiseeceiver, FHFA must liquidate and proceed &ize upon the assets of
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an enterprise in such manner as FHFA deems apptepimcluding through the sale of assets, thrahghransfer of assets
a limited-life regulated entity which succeedshe tharter of the enterprise and operates in aanoedwith the charter and
other applicable laws, or through the exercisetbéorights and privileges granted FHFA.

As either conservator or receiver, FHFA has thegraw take over the assets of an enterprise andigpeith all the
powers of the shareholders, directors and offioéthe enterprise. In addition, among other povesrsonservator or receiv
FHFA may replace management, transfer or sell aagtaor liability of an enterprise in default with@ny approval,
assignment or consent with respect to such traosfeale, and repudiate contracts entered into fwiappointment if, in the
sole discretion of FHFA, FHFA determines such cacts to be burdensome and determines repudiatibpreimote the
orderly administration of affairs. The Regulatorgf®&m Act contains special provisions applicablegovice contracts,
leases, contracts for the purchase of real propedyqualified financial contracts such as forwardtracts, repurchase
agreements and swap agreements.

Temporary Treasury Authority to Purchase GSE Obioges and Securities

The Regulatory Reform Act grants the Secretarheffreasury authority to purchase any obligatiowssecurities
issued by the enterprises until December 31, 2008uch terms and conditions and in such amouritseaSecretary may
determine, provided that the Secretary determimegtrchases are necessary to provide stabilttyetéinancial markets,
prevent disruptions in the availability of mortgdgence, and protect taxpayers. The Secretarymoagngage in open
market purchases of the common stock of an enserpmithe absence of an agreement with the erder@nd the enterprises
are not required to issue obligations or securtegbe Secretary without mutual agreement.

In connection with exercising this temporary pusghauthority, the Secretary of the Treasury mussicer the need for
preferences regarding payments to the governnieritslon maturity or disposal of the enterpriseigdtions and securities
purchased; the enterprise’s plan for orderly redionf private market funding or capital marketess; the probability of
the enterprise fulfilling the terms of the obligats and securities, including repayment; the needdintain the status of the
enterprise as a private shareholder-owned commantyrestrictions on the use of enterprise resouneelsiding limits on
dividend payments and executive compensation. guRtory Reform Act also grants FHFA temporanhatity to
approve, disapprove or modify executive compensdtiotop executive officers for which compensatinast be disclosed
publicly pursuant to the SEC’s Regulation S-K. Thasthorities of both FHFA and Treasury expire @c@&nber 31, 2009.

Temporary Consultative Requirement Between theciireof FHFA and the Chairman of the Federal Reserv

The Regulatory Reform Act requires FHFA to consuith, and consider the views of, the Chairman effederal
Reserve regarding the risks posed by the entegpidsthe financial system prior to issuing any g or final regulations,
orders, or guidelines with respect to prudentiahageement and operations standards, safe and sparations, capital
requirements and portfolio standards. In additiba,Regulatory Reform Act requires consultatiorarding any decision to
place an enterprise into conservatorship or recglive. To facilitate the consultative process,Regulatory Reform Act
requires periodic sharing of information betweerFHAHand the Federal Reserve regarding the capgagta and liabilities,
financial condition and risk management practidethe enterprises and any information relatedrtaricial market stability.
This consultative requirement expires Decembe2809.

Composition of Board of Directors

The Regulatory Reform Act eliminates the five Pdestial appointees from the boards of directorthefenterprises,
leaving 13 shareholder-elected members, and alfg#¥A to determine that a different number of boaembers is
appropriate. The Regulatory Reform Act leaves atelthe requirements for having board members thenmome building,
mortgage lending, and real estate industries and &n organization representing consumer or comminterests.

Temporary Increase in Conforming Loan Limits

On February 13, 2008, the President signed intat@nEconomic Stimulus Act of 2008, which includetemporary
increase in conventional conforming loan limitsttapply to the GSEs as well as the Federal Housdmginistration, or
FHA. The law raises the conforming loan limits feortgages originated in certain high-cost areamflaly 1, 2007 through
December 31, 2008 to the higher of the applicaB@BZonforming loan limits, set at $417,000 for @arigage secured by a
one-unit, single-family residence, or 125% of thedmn house price for a geographic area, not teezk§729,750 for a
one-unit, single-family residence. We began acogptiese “conforming-jumbo” mortgages for secuatiizn as PCs and
purchases into our retained portfolio in April 20@8ir purchases of these loans into our total ragegportfolio for the three
months ended June 30, 2008 totaled $471 milliamjpaid principal balance. We have experienced asmé competition in
the mortgage finance market during the first h&f2@08 with respect to this product. Given markmtditions and
competition especially from FHA, we do not anti¢ggaurchasing material amounts of conforming jumpbauct in 2008.
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Voluntary, Temporary Growth Limi

In response to a request by OFHEO on August 1, ,200@&nnounced that we would voluntarily and teragbyr limit the
growth of our retained portfolio to 2% annually.r@stent with OFHEQ'’s February 27, 2008 announceroktihe removal
of the growth limit on March 1, 2008, the growtit has expired.

Risk-based Capital

On June 10, 2008, OFHEO announced two rule chaongésss severity calculations under OFHEQ's risised capital
regulation. These changes became effective onZain2008 for our third quarter 2008 risk-based tedysubmission.
According to OFHEOQ, these rule changes correcagedeficiencies in the formulas used to calcutete-based capital. The
first change was implemented because certain Bsity equations resulted in the GSEs recordinditgrinstead of losses
on foreclosed mortgages during the calculatiorhefrisk-based capital requirement. Unaltered, dke severity equations
overestimated GSE recoveries for defaulted goventigearanteed and low LTV ratio mortgages. Thoseltse were not
consistent with the risk-based capital regulatind eesulted in significant reductions to the rigsised capital requirements of
the GSEs. The second change was implemented betteugsor treatment of FHA insurance associatet gingle-family
mortgages with an LTV below 78% is inconsistentwatirrent law. According to OFHEO, implementatidritese rule
changes would have increased our risk-based capgalrement by $5.4 billion at December 31, 2086 they been in effect
at that time.

Mission and Affordable Housing Goal

In March 2008, we reported to HUD that we did nehiiave two home purchase subgoals (the low- ancenabetincome
subgoal and the special affordable housing subd@aB007. We believe that achievement of theseltarme purchase
subgoals was infeasible in 2007 under the terntBeofederal Housing Enterprises Financial SafetiySoundness Act of
1992, or the GSE Act, and accordingly submitteihéeasibility analysis to HUD. In April 2008, HUDotified us that it had
determined that, given the declining affordabitifthe primary market since 2005, the scope of etaitkrmoil in 2007, and
the collapse of the non-agency, or private laledpadary mortgage market, the availability of sudgalifying home
purchase loans was reduced significantly and tbezefchievement of these subgoals was infeasibles&juently, we will
not submit a housing plan to HUD.

In 2008, we expect that the market conditions dised above and the tightened credit and underg/gétinvironment will
continue to make achieving our affordable housioglgjand subgoals challenging.
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SELECTED FINANCIAL DATA AND OTHER OPERATING MEASURE S®@

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 shar-related amounts)

Income Statement Date

Net interest incom $ 2327 $ 156¢ $ 3,09 $ 3412 $ 4627 $ 831l: $ 859
Non-interest income (los: 89t 1,472 194 2,08¢ 1,00 (2,727 532
Non-interest expens (5,64%) (2,747 (9,270 (3,21¢) (3,100 (2,37¢) (2,127
Net income (loss) before cumulative effect of chant

accounting principl (972) 59¢€ (3,099 2,327 2,172 2,608 4,80¢
Cumulative effect of change in accounting principiet

of taxes — — — — (59 — —
Net income (loss (972) 59€ (3,099 2,321 2,11z 2,60: 4,80¢
Net income (loss) available to common stockholi $ (1,47¢) $ 408 $ (3509 $ 2051 $ 189 $ 2392 $ 4,59

Earnings (loss) per common share before cumulative
effect of change in accounting princip
Basic $ (2.2¢) $ 0.6z $ (5.37) $ 3.01 $ 282 % 347 % 6.6¢
Diluted (2.2¢) 0.61 (5.37) 3.0C 2.81 3.4€ 6.67
Earnings (loss) per common share after cumulafiieze
of change in accounting principl

Basic $ (22 $ 06z $ (537 $ 3.01 $ 27: % 347 $ 6.6€

Diluted (2.2¢) 0.61 (5.37) 3.0C 2.7¢ 3.4€ 6.67
Dividends per common sha $ 05C $ 1.0C $ 178 $ 191 $ 152 $ 12C $ 1.04
Weighted average common shares outstanding (in

thousands)

Basic 646,60 657,102 651,88 680,85¢ 691,58: 689,28 687,09¢

Diluted 646,60: 659,36! 651,88 682,66« 693,51 691,52: 688,67!
Balance Sheet Dat:
Total asset $ 879,04! $ 814,11t $ 794,36¢ $ 804,91( $ 798,60¢ $ 779,57. $ 787,96.
Senior debt, due within one ye 326,30: 267,91¢ 295,92: 285,26 279,76« 266,02¢ 279,18(
Senior debt, due after one y¢ 505,01: 478,29! 438,14° 452,67" 454,62" 443,77 438,73¢
Subordinated debt, due after one y 4,49¢ 5,227 4,48¢ 6,40(C 5,63: 5,62z 5,61:
All other liabilities 30,152 37,867 28,91! 33,13¢ 31,94¢ 32,72( 32,09«
Minority interests in consolidated subsidiar 131 282 17€ 51€ 94¢ 1,50¢ 1,92¢
Stockholder’ equity 12,94¢ 24,52¢ 26,72« 26,91« 25,69 29,92t 30,40¢
Portfolio Balances®
Retained portfolic® $ 791,79¢ $ 712,13t $ 720,81¢ $ 703,95¢ $ 710,34t $ 653,26: $ 645,76
Total PCs and Structured Securities iss®) 1,823,80: 1,592,52. 1,738,83. 1,477,02. 1,335,552 1,208,96i 1,162,06!
Total mortgage portfolit 2,201,69. 1,952,94° 2,102,67! 1,826,721 1,684,541 1,505,53. 1,414,70(
Ratios
Return on average ass®) (0.2% 0.1% (0.4% 0.3% 0.3% 0.3% 0.6%
Return on common equi(® (51.5) 4.2 (21.0 9.8 8.1 9.4 17.7
Return on total equit(™ 9.9 4.€ (11.5) 8.8 7.6 8.6 15.€
Dividend payout ratio on common sta(®) N/A 163.7 N/A 63.¢ 56.¢ 34.¢ 15.€
Equity to assets rati®) 24 3.2 34 3.3 3.5 3.8 4.0
Preferred stock to core capital ra®0 38.C 20.C 7.E 17.c 13.2 13.5 14.2

(1) See “ITEM 2. FINANCIAL INFORMATION — SELECTED FINAICIAL DATA AND OTHER OPERATING MEASURES” in our Resgiration
Statement for information regarding accounting gfesnmpacting periods prior to January 1, 2(

(2) Represent the unpaid principal balance and exchaltgage loans and mortgage-related securitieedrdalit not yet settled. Effective in December
2007, we established a trust for the administradiocash remittances received related to the upiderbssets of our PCs and Structured Securities
issued. As a result, for December 2007 and eadbgir 2008, we report the balance of our mortgagefolios to reflect the publiclavailable securit
balances of our PCs and Structured Securitiesp&aods prior to December 2007, we report thesertzals based on the unpaid principal balance of the
underlying mortgage loans. We reflected this chaagyan increase in the unpaid principal balaneriofetained portfolio by $2.8 billion at
December 31, 200°

(3) The retained portfolio presented on our consoldi@ance sheets differs from the retained podfinlithis table because the consolidated balaneet
caption includes valuation adjustments and defdseddnces. See “CONSOLIDATED BALANCE SHEETS ANALYSH— Table 15 — Characteristics
of Mortgage Loans and Mortge-Related Securities in our Retained Portl” for more information

(4) Includes PCs and Structured Securities that agkihelur retained portfolio. See “OUR PORTFOLIOSTFable 49 — Freddie Mac’s Total Mortgage
Portfolio and Segment Portfolio Composition” foetbomposition of our total mortgage portfolio. Exad¢s Structured Securities for which we have
resecuritized our PCs and Structured Securitiees@hesecuritized securities do not increase @dliterelated exposure and consist of single-
class Structured Securities backed by PCs, ReateEBtortgage Investment Conduits, or REMICs, aridcgpal-only strips. The notional balances of
interest-only strips are excluded because thisitema is based on unpaid principal balance. Incdunther guarantees issued that are not in the ddan
PC, such as lor-term standby commitments and credit enhancementadtifamily housing revenue bonc

(5) Ratio computed as annualized net income (lossyldivby the simple average of the beginning andngridialances of total asse

(6) Ratio computed as annualized net income (loss)aaito common stockholders divided by the singuerage of the beginning and ending balanc
stockholder’ equity, net of preferred stock (at redemption val

(7) Ratio computed as annualized net income (lossyiei/by the simple average of the beginning andngnidialances of stockhold’ equity.

(8) Ratio computed as common stock dividends declargéded! by net income available to common stockh@dRatio is not computed for periods in
which net income (loss) available to common stoddkérs was a los:

(9) Ratio computed as the simple average of the begjnand ending balances of stockholders’ equitydgidiby the simple average of the beginning and
ending balances of total asse¢

(10) Ratio computed as preferred stock, at redemptituevdivided by core capital. See “NOTE 9: REGULATORAPITAL” to our consolidated financi
statements for more information regarding coretedy
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CONSOLIDATED RESULTS OF OPERATIONS

The following discussion of our consolidated reswolt operations should be read in conjunction with consolidated
financial statements including the accompanyings.ofiso see “CRITICAL ACCOUNTING POLICIES AND
ESTIMATES” for more information concerning our more signifitaocounting policies and estimates applied inrdaténg
our reported financial position and results of apiens.

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 incom $ 1,52¢ $ 79% $2327 $ 1,564
Non-interest income
Management and guarantee incc 757 591 1,54¢ 1,21¢
Gains (losses) on guarantee a: 1,114 82C (280) 297
Income on guarantee obligati 76¢ 474  1,93¢ 904
Derivative gains (losse(t) 115 31¢ (130) (20€)
Gains (losses) on investment activ (3,329) (540) (2,109) (522)
Unrealized gains (losses) on fore-currency denominated debt recorded at fair v 56¢ — (81€) —
Gains (losses) on debt retirem: (29) 89 27€ 96
Recoveries on loans impaired upon purct 121 72 347 107
Foreigr-currency gains (losses), r — (339 — (530)
Other income 75 58 122 107
Non-interest incomt 164 1,54¢ 89t 1,472
Non-interest expens (3,54%) (1,51¢9) (5,64¢) (2,74%)
Income (loss) before income tax (expense) be (1,8572) 82: (2,42¢) 292
Income tax (expense) bene 1,031 (94) 1,45/ 303
Net income (loss $ (821)) $ 72¢ % (972 $ 59€

(1) Includes derivative gains (losses) on foreign-auryeswaps of $(48) million and $332 million for ttteee months ended June 30, 2008 and 2007,
respectively, and $1,189 million and $530 milliam the six months ended June 30, 2008 and 200pectsely. Also includes derivative gains (losses)
of $(490) million and $(297) million on forei-currency denominated rece-fixed swaps for the three and six months ended 30n2008, respectivel

Net Interest Income

Table 3 presents an analysis of net interest incamkiding average balances and related yieldsegbon assets and
incurred on liabilities.

Table 3 — Net Interest Income/Yield and Average Baince Analysis

Three Months Ended June 30

2008 2007
Interest Interest
Average Income  Average Average Income  Average

Balance®@ (Expense)d Rate Balance®@ (Expense)® Rate
(dollars in millions)

Interest-earning assets:

Mortgage loan®® $ 8981:$ 1,32 58% % 67,99 % 1,07¢ 6.32%
Mortgage-related securitie 664,72° 8,38( 5.04 648,02: 8,78¢ 5.42
Total retained portfolic 754,54( 9,70(C 5.14 716,01° 9,85¢ 5.51
Investment(® 54,06! 40C 2092 49,10¢ 634 5.11
Securities purchased under agreements to resefededal funds sol 20,66( 12C 2.32 24,88 332 5.3¢
Total interes-earning asset 829,26 10,22( 4.9 790,01( 10,82 5.47

Interest-bearing liabilities:

Shor-term deb 240,11¢ (1,637 (2.70 172,59: (2,249 (5.1¢)
Long-term debt® 569,44 (6,71 (4.7)) 581,48: (7,33)) (5.09
Total debt securitie 809,56: (8,34 (4.1)) 754,07: (9,580 (5.07)
Due to PC investor — — — 9,061 (121) (5.32)
Total interes-bearing liabilities 809,56 (8,34¢) (4.1) 763,13! (9,70)) (5.09)
Expense related to derivativ — (343 (0.19) — (331) (0.17)
Impact of net no-interes-bearing funding 19,69¢ — 0.1C 26,87t — 0.1¢
Total funding of intere-earning asset $ 829,26: (8,69) (4.18) $ 790,01( (10,037 (5.0¢€)
Net interest incomelyiel 1,52¢ 0,72 793 0.41
Fully taxable-equivalent adjustmen(®) 105 0.0% 99 0.0t
Net interest incomelyield (fully taxat-equivalent basis $ 1,63 0.8C $ 892 0.4€

16 Freddie Mac




Table of Contents

Six 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 loan{) $ 87,05:$ 2,568 58% $ 67,28t $ 2,141 6.3€6%
Mortgage-related securitie 646,72¢ 16,51: 5.11 645,93 17,33t 5.37
Total retained portfolic 733,77¢ 19,07¢ 5.2C 713,22¢ 19,47¢ 5.4€
Investment«(4) 46,75¢ 79¢ 3.3¢ 48,92« 1,257 5.11
Securities purchased under agreements to resefededal funds sol 17,54¢ 241 2.74 25,684 681 5.3C
Total interes-earning asset 798,08: 20,11¢ 5.04 787,83¢ 21,41« 5.4%

Interest-bearing liabilities:

Shor-term debi 222,38! (3,68)) (3.27) 171,92: (4,457) (5.1¢)
Long-term deb(® 553,86¢ (13,4360 (4.8 580,81 (14,507  (4.99
Total debt securitie 776,25¢ (17,117 (4.40) 752,73! (18,964 (5.09)
Due to PC investor — — — 8,36/ (224) (5.39
Total interes-bearing liabilities 776,25¢ (17,117 (4.40 761,09¢ (29,18¢) (5.09)
Expense related to derivativ — (672) (0.17) — (662) (0.17)
Impact of net no-interes-bearing funding 21,82¢ — 0.12 26,73t — 0.17
Total funding of intere-earning asse $ 798,08: (17,789 (4.45) $ 787,83« (19,850 (5.0%)
Net interest incomelyiel 2,321 0.5¢ 1,56¢ 0.4C
Fully taxable-equivalent adjustmen(®) 212  0.0¢ 194 0.0t
Net interest incomelyield (fully taxat-equivalent basis $ 2,53¢ 0.6t $ 1,75¢ 0.4t

(1) Excludes mortgage loans and mortc-related securities traded, but not yet setl

(2) For securities in our retained portfolio and cast savestment portfolios, we calculated averagareds based on their unpaid principal balance plus
their associated deferred fees and coe.g., premiums and discounts), but excluded the efientark-to-fair-value changes

(3) Non-performing loans, where interest income is recogghihen collected, are included in average balal

(4) Consist of cash and cash equivalents an-mortgag-related securities

(5) Includes current portion of lo-term debt

(6) The determination of net interest incomelyieldl¢ftidaxable-equivalent basis), which reflects fulixable-equivalent adjustments to interest income,
involves the conversion of tax-exempt sources @frgst income to the equivalent amounts of inténestme that would be necessary to derive the same
net return if the investments had been subjeatdome taxes using our federal statutory tax ra@5e6.

Net interest income and net interest yield on by fiaixable-equivalent basis increased during theetfand six months
ended June 30, 2008 compared to the three andasithsiended June 30, 2007. During the latter Halieofirst quarter of
2008 and continuing into the second quarter of 20Q8idity concerns in the market resulted in mtaeorable investment
opportunities for agency mortgage-related secsraitewider spreads. In response, we increasedurahg@se activities
resulting in an increase in the average balanoaiointerest-earning assets. The increases imterest income and net
interest yield on a fully taxable-equivalent bagis primarily attributable to purchases of fixetkrassets at significantly
wider spreads relative to our funding costs. Ntgrast income and net interest yield for the tlane@ six months ended
June 30, 2008 also benefited from funding fixe@-sets with a higher proportion of short-termt deh steep yield curve
environment as well as replacing higher cost la@rgatdebt with lower cost issuances. Altering th& afiour debt funding
between longer- and shorterrm debt is consistent with our overall investmmaanagement framework. As market condit
change, we can change the mix of debt we use tbdunretained portfolio, both floating- and fixeate assets. During the
first and second quarters of 2008, our shemntr funding balances increased significantly. \&feksto manage interest rate |
by attempting to substantially match the duratibaracteristics of our assets and liabilities. Teoatplish this, we use an
integrated strategy that involves asset and lighflortfolio management, including the use of daties for purposes of
rebalancing the portfolio and maintaining low PM¥i&d duration gap. The increases in net interesniigcand net interest
yield on a fully ta-equivalent basis during the six months ended JOn2@08 were partially offset by the impact of deialg
interest rates because our floating rate asseds fieester than our shotérm debt during the first quarter of 2008. As suteof
the creation of the securitization trusts in Decendf 2007, due to PC investors interest expensevsrecorded in trust
management fees within other income on our conastdiistatements of income. See “Non-Interest Incen@ther Income
for additional information about due to PC investimterest expense.

Non-Interest Income
Management and Guarantee Incon

Table 4 provides summary information about managermied guarantee income. Management and guarartesé
consists of contractual amounts due to us (reflgdiuy-ups and buy-downs to base management amdrjea fees) as well
as amortization of certain pre-2003 deferred cradlit buydown fees received by us that were recorded asrddfasncome a
a component of other liabilities. Post-2002 credid buyeown fees are reflected as increased income oragiesr obligatiol
as the guarantee obligation is amortized.
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Table 4 — Management and Guarantee Incom@)

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 $ 77¢ 175 $ 62¢ 16.1 $ 1,653t 17.E $ 1,227 16.C
Amortization of credit and bi-down fees included in other liabilitit (21) (0.5 (38) (1.0 11 0.1 (8) _(0.7)
Total management and guarantee inct $ 757 17.C$ 591 15.1 $ 154€ 17.€ $ 1,21¢ 15.C
Unamortized balance of credit and Fdown fees included in other liabilities, at perend ~ $ 408 $ 451 $ 40: $ 451

(1) Consists of management and guarantee fees retatddissued and outstanding guarantees, inclutioge issued prior to adoption of Financial
Interpretation No. 45;Guarantor’'s Accounting and Disclosure RequiremeftisGuarantees, Including indirect Guaranteesmdébtedness of Others,
an interpretation of FASB Statements No. 5, 57 Hditland rescission of FASB Interpretation No. 3, 'FIN 45, in January 2003, which did not require
the establishment of a guarantee as

The primary drivers affecting management and guaeaimcome are the average balance of our PCstamcti8ed
Securities and changes in management and guarfaeteates. Contractual management and guaranteénfdede
adjustments to the contractual rates for buy-usbary-downs, whereby the contractual management and ige&réee rate
adjusted for up-front cash payments we make (byysupeceive (buy-down) at guarantee issuance.aerage rates of
management and guarantee income are also affegtide Inix of products we issue, competition in nednricing and
customer preference for buy-up and buy-down febe.Majority of our guarantees are issued undeomest “flow” channel
contracts, which have fixed pricing schedules for management and guarantee fees for periods tf ape year. The
remainder of our purchase and guarantee secuigtizat mortgage loans occurs through “bufidirchasing with manageme
and guarantee fees negotiated on an individuadaction basis. Given the volatility in the credénket during the three and
six months ended June 30, 2008, we will continugldeely monitor the pricing of our management gudrantee fees as w
as our delivery fee rates and make adjustments appropriate.

Management and guarantee income increased fontée and six months ended June 30, 2008 compatkd three and
six months ended June 30, 2007, primarily reflectin increase in the average PCs and Structuredities balances of 14
and 15%, respectively, on an annualized basis aVkeage contractual management and guaranteetécfrrahe three and
six months ended June 30, 2008 was higher thathtbe and six months ended June 30, 2007, primduigyto an increase in
buy-up activity as well as the impact of higher mg@&ment and guarantee fees on purchases of mottgage including
interest-only loans, guaranteed in the last hafG7 that remain in the portfolio. Our managensamt guarantee fee rates
are generally higher on nontraditional loans, sagimterest-only mortgages, than our fee rateBxed-rate mortgages. We
experienced a significant decrease in purchasemabiirough bulk channels as well as declines irc¢meposition of non-
traditional loans underlying our newly-issued gméeas during the six months ended June 30, 2008.

Gains (Losses) on Guarantee Asset

Upon issuance of a guarantee of securitized asgetsecord a guarantee asset on our consolidataeddgasheets
representing the fair value of the management aiadagtee fees we expect to receive over the lituoPCs or Structured
Securities. Guarantee assets are recognized irecton with transfers of PCs and Structured Seesrthat are accounted
as sales under SFAS No. 148¢ccounting for Transfers and Servicing of Finarickssets and Extinguishment of Liabilities,
a replacement of Financial Accounting Standardsrpar FASB, Statement No. 12%dditionally, we recognize guarantee
assets for PCs issued through our guarantor sveapam and for certain Structured Transactionswhaissue to third partie
in exchange for non-agency mortgage-related séesiribubsequent changes in the fair value of thedwcash flows of our
guarantee asset are reported in the current pgrothe as gains (losses) on guarantee asset.

The change in fair value of our guarantee assketatef

 reductions related to the management and guarfedeeeceived that are considered a return ofemorded
investment in our guarantee asset;

» changes in the fair value of management and gusedaes we expect to receive over the life of éhated PC or
Structured Security

The fair value of future management and guararges is driven primarily by expected changes irr@sterates that affe
the estimated life of mortgages underlying our BGd Structured Securities and related discouns taged to determine the
net present value of the cash flows. For examplénerease in interest rates generally slows tteeabprepayments and
extends the life of our guarantee asset and inesaghe fair value of future management and guagdetss. Our valuation
methodology for our guarantee asset uses marketdhafrmation, including market values of interesty securities, to
determine the fair value of future cash flows agged with our guarantee asset.
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Table 5— Attribution of Change — Gains (Losses) on Guarantee Ass

Three Months Ended Six Months Ended

June 30, June 30,
2008 2007 2008 2007
(in millions)
Contractual management and guarantee $ (720) $ (55%) $(1,409 $(1,07¢)
Portion related to imputed interest inco 245 13C 45¢ 257
Return of investment on guarantee a 477) (423  (95)) (819)
Change in fair value of management and guaranes 1,591 1,24:% 671 1,11¢
Gains (losses) on guarantee a $1,11¢ $ 82C $ (280 $ 297

Contractual management and guarantee fees repessinteceived in the current period related toRfts and Structure
Securities with an established guarantee assebrifop of these cash receipts is attributed to iraginterest income on our
guarantee asset. Contractual management and gemfass increased for the three and six monthsdehdee 30, 2008
compared to the three and six months ended Jur08d, respectively, primarily due to increasethmaverage balance of
our PCs and Structured Securities issued.

The increases in the fair values of managemengaadantee fees for the three and six months endexl 30, 2008 and
2007 were primarily driven by higher market valoas for interest-only mortgage securities, usedhtae our guarantee
asset resulting from increases in interest rateisglthese periods. The fair value change duriegsércond quarter of 2008,
compared to the second quarter of 2007, was hidireto a larger increase in interest rates combiigtdhigher average
balances during the second quarter of 2008. Theases in the fair values of management and guserdees were less
significant during the six months ended June 3082@ompared to the six months ended June 30, @0870 a larger
increase in interest rates during the 2007 pehad turing the 2008 period.

Income on Guarantee Obligatio

Upon issuance of our guarantee, we record a gusgafligation on our consolidated balance sheptgsenting the fair
value of our obligation to perform under the teiwhshe guarantee. Our guarantee obligation primagipresents our
performance and other related costs, which coofisstimated credit costs, including estimated coverable principal and
interest that will be incurred over the expectéel dif the underlying mortgages backing PCs, estth&treclosure-related
costs, and estimated administrative and other cektted to our guarantee. Our guarantee obligadiamortized into income
using a static effective yield determined at int@pbf the guarantee based on forecasted repayroktite principal
balances. The static effective yield is periodicalaluated and adjusted when significant changesdnomic events caus:
shift in the pattern of our economic release frisk.r-or example, certain market environments neag to sharp and
sustained changes in home prices or prepaymemstoataortgages, leading to the need for an adjustinghe static
effective yield for specific mortgage pools undartythe guarantee. When a change is required, aletine
catch-up adjustment, which could be significard igiven period, will be recognized and a new seifiective yield will be
used to determine our guarantee obligation amaidiza

Effective January 1, 2008, we began estimatindahesalue of our newly-issued guarantee obligatianhtheir inception
using the practical expedient provided by FIN 46amended by SFAS 157. Using this approach, thieliguarantee
obligation is recorded at an amount equal to tirevedue of the compensation received in the relafearantee transactions,
including upfront delivery and other fees. As autesve no longer record estimates of deferred gainmmediate “day one”
losses on most guarantees. All unamortized amoantsded prior to January 1, 2008 will continudéodeferred and
amortized using existing amortization methods. Thiange had a significant positive impact on owariicial results for the
three and six months ended June 30, 2008.

Table 6 provides information about the componehtsame 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 t
Static effective yielc $ 681 $414 $1,261 $791
Cumulativecatct-up 88 60 677 ALALE
Total income on guarantee obligati $ 76¢ $474 $1,93¢ $904

Amortization income increased for the three andsdnths ended June 30, 2008, compared to the dmeksix months
ended June 30, 2007. This increase is due to ghehiguarantee obligation balances recognized(7 28 a result of
significant market risk premiums, including thobkattresulted in significant day one losség (, where the fair value of the
guarantee obligation at issuance exceeded thedhie of the guarantee and credit enhancemenetktssets), (2) higher
cumulative catch-up adjustments for the three anchenths ended June 30, 2008 and (3) higher aedratances of our
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PCs and Structured Securities. The cumulative eapcadjustments recognized during the six montlleedune 30, 2008
were principally due to significant declines in heprices and, to a lesser extent, increases irgagetprepayment speeds
related to pools of mortgage loans issued durir@f2ihd 2007. These cumulative catch-up adjustnagatsecorded to
provide a pattern of revenue recognition that issistent with our economic release from risk antebaligns with the
timing of the recognition of losses on the poolsmafitgage loans we guarantee.

Derivative Overviev

Table 7 presents the effect of derivatives on amsolidated financial statements, including noti@racontractual
amounts of our derivatives and our hedge accoumtagsifications.

Table 7 — Summary of the Effect of Derivatives on &8ected Consolidated Financial Statement Captions

Consolidated Balance Sheet

June 30, 200¢ December 31, 200°
Notional Fair Value AOCI Notional Fair Value AOCI
Description Amount @ (Pre-Tax) @ (Net of Taxes)® Amount () (Pre-Tax) @ (Net of Taxes)®
(in millions)
Cash flow hedge— open $ 15,20( $ 34t % 221 $ — $ — $ —
No hedge designatic 1,289,82 6,34( — 1,322,88. 4,79(C —
Subtotal 1,305,02 6,68t 221 1,322,88. 4,79C —
Balance related to closed cash flow hec — — (3,639 — — (4,059
Subtotal 1,305,02 6,68t (3,41¢) 1,322,88. 4,79( (4,059
Derivative interest receivable (payable), 99¢ 1,65¢
Trade/settle receivable (payable), (85) —
Derivative collateral (held) posted, r (8,067 (6,204)
Total $1,305,02° $ (469) $ (3,41¢) $1,322,88 $ 24F $ (4,059)

Consolidated Statements of Incom

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
Description (Losses) Gains (Losses®  (Losses) Gains (Losses®  (Losses) Gains (Losses®  (Losses) Gains (Losses®
(in millions)
Cash flow hedge— open(®) $ — 3 7% — 3 — $ — $ 4 3 — 3 =
No hedge designatic 11E — 31€ — (130) — (20€) —
Total $ 115 $ 7% 31 $ — $ (130 $ 4 $ (206 $ —

(1) Notional or contractual amounts are used to cateule periodic settlement amounts to be receivexhiol and generally do not represent actual ans
to be exchanged. Notional or contractual amourgshat recorded as assets or liabilities on our @laeted balance shee

(2) The value of derivatives on our consolidated badastteets is reported as derivative assets, netexnditive liability, net, and includes derivativeerest
receivable or (payable), net, trade/settle recéévab(payable), net and derivative cash collatérald) or posted, ne

(3) Derivatives that meet specific criteria may be arded for as cash flow hedges. Changes in thes&ie of the effective portion of open qualifyingst
flow hedges are recorded in AOCI, or accumulatégiotomprehensive income, net of taxes. Net defeyains and losses on closed cash flow hedges
(i.e., where the derivative is either terminated or sigleated) are also included in AOCI, net of taxesil the related forecasted transaction affects
earnings or is determined to be probable of notoat.

(4) Hedge accounting gains (losses) arise when thedhie change of a derivative does not exactlyetfise fair value change of the hedged item
attributable to the hedged risk, and is a compoatather income in our consolidated statemenia@ime. For further information, see “NOTE 10:
DERIVATIVES” to our consolidated financial statemel

(5) For all derivatives in qualifying hedge accountietationships, the accrual of periodic cash seteisis recorded in net interest income on our
consolidated statements of income and those amauatsot included in the table. For derivativesinajualifying hedge accounting relationships, the
accrual of periodic cash settlements is recordetenivative gains (losses) on our consolidatedestants of income

Beginning in the first quarter of 2008, we begasigieating certain derivative positions as cash fltadges of changes in
cash flows associated with our forecasted issuamfcesbt consistent with our risk management gdal¢he periods
presented prior to 2008, we only elected cash fiedge accounting relationships for certain commitisi&o sell mortgage-
related securities. We expect this expanded heclgeuating strategy will reduce volatility in ourregplidated statements of
income going forward. For a derivative accountadafoa cash flow hedge, changes in fair valueeperted in AOCI, net of
taxes, on our consolidated balance sheets to teateake hedge is effective. The ineffective partid changes in fair value
reported as other income on our consolidated statsof income. We record changes in the fair vahauding periodic
settlements, of derivatives not in hedge accourrgfefionships as derivative gains (losses) oncousolidated statements of
income. See “NOTE 10: DERIVATIVES” to our consolidd financial statements for additional informatadyout our
derivatives designated as cash flow hedges.

Derivative Gains (Losse:

Table 8 provides a summary of the notional or @sitral amounts and the gains and losses relatdetiteatives that we
not accounted for in hedge accounting relationstidgsivative gains (losses) represents the chamfgari value of derivative
not accounted for in hedge accounting relationshgrause the derivatives did not qualify for, ordigenot elect to pursue,
hedge accounting, resulting in fair value changasdrecorded to earnings. Derivative gains (lgsaks®
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includes the accrual of periodic settlements foivdtives that are not in hedge accounting relatgms. Although derivative
are an important aspect of our management of siteage risk, they will generally increase the vititg of reported net
income (loss), particularly when they are not acted for in hedge accounting relationships.

Table 8 — Derivatives Not in Hedge Accounting Relanships

Notional or
Contractual Amount Derivative Gains (Losses
June 30, Three Months Ended June 3( Six Months Ended June 3(
2008 2007 2008 2007 2008 2007
(in millions)
Call swaptions
Purchasel $ 213,89 $236,75: $ (2,547 $ (1,169 %  69¢ $ (1,72)
Written 1,50 3,40( 27 48 21 5C
Put swaptions
Purchasel 21,178 19,32t 72 244 (59) 23€
Written 38,15( 2,60( (93) (144 (90) (14¢€)
Receiv«-fixed swaps
Foreigr-currency denominate 14,99:  21,05( (490) (399 (297) (500)
U.S. dollar denominate 230,06 193,60° (7,209 (3,106)  2,29¢ (2,74))
Total receiv-fixed swaps 245,05: 214,65 (7,699 (3,500 2,00z (3,247
Pay-fixed swaps 395,87: 284,92° 11,25¢ 4,531 (3,879 4,052
Futures 147,29 113,00( (154) (70) 492 (51)
Foreigr-currency swap® 15,35: 22,70¢ (48) 332 1,18¢ 53C
Forward purchase and sale commitme 63,51 54,78 (243 (66) 26¢ (71)
Other® 148,02:  35,71¢ (102) 17 (72) 22
Subtotal 1,289,82° 987,87. 482 224 582 (339)
Accrual of periodic settlement
Receivifixed swaps® 64€ (37) 721 (95)
Pay-fixed swaps (1,11¢) 158 (1,595 303
Foreigr-currency swap 101 (25) 15¢ (77)
Other 2 1 4 2
Total accrual of periodic settlemer (367) 94 (712) 13z
Total $1,289,82° $987,87: $ 11E $ 31€ $ (130 $ (200

(1) Foreign-currency swaps are defined as swaps inhithie net settlement is based on one leg calcuiatadoreign-currency and the other leg calculated
in U.S. dollars

(2) Consists of basis swaps, certain og-based contracts (including written options), insi-rate caps, swap guarantee derivatives and creuadiges.

(3) Includes imputed interest on z-coupon swaps

We use receive- and pay-fixed swaps to adjustritegdst-rate characteristics of our debt fundingriter to more closely
match changes in the interest-rate characteristiosir mortgage-related assets. During the secaader of 2008, fair value
gains on our pay-fixed swaps of $11.3 hillion cdntted to an overall gain recorded for derivativEse gains were partially
offset by losses on our receifiged swaps of $7.7 billion as swap interest rateseased. Additionally, we use swaptions
other option-based derivatives to adjust the charistics of our debt in response to changes ire#pected lives of
mortgage-related assets in our retained portfdl® losses on our purchased call swaptions, whioteased during the
second quarter of 2008, compared to the secondeyudr2007, were primarily attributable to incriegsswap interest rates,
partially offset by an increase in implied voldyilduring the second quarter of 2008.

During the six months ended June 30, 2008, we rézed a smaller derivative loss as compared tsithenonths ended
June 30, 2007. On a year-to-date basis for 20@8shbrter term swap interest rates declined respitti a loss on our pay-
fixed swap positions, partially offset by gainsaur receivefixed swaps. The decrease in shorter term swapestteates on
yearto-date basis for 2008, combined with an incréas®latility resulted in a gain related to our poased call swaptions
for the six months ended June 30, 2008.

Effective January 1, 2008, we elected the fair @aption for our foreign-currency denominated désta result of this
election, foreign-currency translation gains argké&s and fair value adjustments related to ourdgiereurrency denominated
debt are recognized on our consolidated statenoéimisome as unrealized gains (losses) on foreigneacy denominated
debt recorded at fair value. Prior to January D8@ranslation gains and losses on our foreignecisly denominated debt
were recorded in foreign-currency gains (losse=f)and changes in value related to market movemesTes not recognized.
We use a combination of foreign-currency swapsfarglgn-currency denominated receive-fixed swapsedge the changes
in fair value of our foreign-currency denominatexbtirelated to fluctuations in exchange rates atatést rates, respectively.
Derivative gains (losses) on foreign-currency swapee $(48) million and $1.2 billion for the thrard six months ended
June 30, 2008, respectively, compared to $332anillind $530 million for the three and six monthdezhJune 30, 2007,
respectively. These amounts were offset by fainegains (losses) related to translation of $88aniand $(1.1) billion for
the three and six months ended June 30, 2008,atdsglg, and $(333) million and $(530) million ftine three and six mont
ended June 30, 2007, respectively, on our foreigreacy denominated debt. In addition, the interatd component of the
derivative losses of $490 million and $297 milli@m the three and six months
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ended June 30, 2008, respectively, on foreign-oayrelenominated receive-fixed swaps largely offisatket value
adjustments gains included in unrealized gainsésson foreign-currency denominated debt recoatiégir value of
$481 million and $310 million for the three and siwnths ended June 30, 2008, respectively.“Serealized Gains
(Losses) on Foreign-Currency Denominated Debt Rismat Fair Value’and NOTE 1: “SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES” to our consolidated financithtements for additional information about ouctts to adopt
the fair value option for foreign-currency denontathdebt. See “ITEM 13. FINANCIAL STATEMENTS AND
SUPPLEMENTARY DATA — AUDITED CONSOLIDATED FINANCIALSTATEMENTS AND ACCOMPANYING
NOTES— NOTE 11: DERIVATIVES” in our Registration Statentdor additional information about our derivatives

Gains (Losses) on Investment Activity

Gains (losses) on investment activity includes gjaind losses on certain assets where changes walia¢ are recognize
through earnings, gains and losses related to,salpairments and other valuation adjustments. & 8ldummarizes 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 securit®) $(2,279) $ 20 $(1,309) $ 45
Gains (losses) on sale of mortgage Ic® (5) 3 66 2C
Gains (losses) on sale of availe-for-sale securitie 38 (249) 258 (215)
Security impairments on availa-for-sale securitie (1,040 (294 (1,11) (350)
Lower-of-cos-or-fair-value adjustment (41) (20) (8) (22)
Total gains (losses) on investment acti $(3,329) $(540 $(2,10¢) $(522)

(1) Includes mark-to-fair value adjustments recordeddoordance with Emerging Issues Task Force, oF F38-20,‘Recognition of Interest Income and
Impairment on Purchased Beneficial Interests andeBeial Interests That Continue to Be Held by arisferor in Securitized Financial Ass” on
securities classified as trading of $(7) milliord$(2) million for the three months ended June28®8 and 2007, respectively and $(327) million and
$(3) million for the six months ended June 30, 2888 2007, respectively. Prior period amounts Hmeen revised to conform to the current period
presentation

(2) Represent gains (losses) on mortgage loans salohinection with securitization transactio

Gains (Losses) on Trading Securities

We recognized net losses on trading securitiethivthree and six months ended June 30, 2008,nagated to net gains
for the three and six months ended June 30, 200 da@uary 1, 2008, we implemented fair value opgiccounting and
transferred approximately $90 billion in securitipemarily ARMs and fixed-rate PCs, from availalite-sale securities to
trading securities significantly increasing oursdttes classified as trading. The unpaid principallance of our securities
classified as trading was approximately $157 hillé&a June 30, 2008 compared to approximately $lidrbat December 31,
2007. The increased balance in our trading podafimgether with an increase in interest rates dumuterd to losses on trading
securities of $2.3 billion and $1.3 billion for titee and six months ended June 30, 2008, resphctrhese losses were
partially offset by gains on our interest-only seties.

Gains (Losses) on Sale of Available-For-Sale Sé&esri

We recognized net gains on the sale of availabtesdite securities for the second quarter of 208&ompared to net
losses during the second quarter of 2007. Duriegstitond quarter of 2008, we sold $1.2 billioneafsoned securities,
primarily consisting of obligations of states aradifical subdivisions, which generated a net gdi47 million. During the
second quarter of 2007, we entered into structuramgsactions and sales of seasoned securitiesumithid principal balanc
of $21.4 billion generating net losses recognizedains (losses) on investment activity becausesébarities sold had lower
coupon rates than those available in the markibteatime of sale.

We recognized net gains on the sale of availablesdte securities for the six months ended June(®IB,2as compared
net losses for the six months ended June 30, ZD@thg the six months ended June 30, 2008, we edhfeto structuring
transactions and sales of seasoned securitiesmithid principal balances of $20 billion, primardgnsisting of PCs and
Structured Securities, which generated a net ga#2@1 million. These sales occurred principallyidg the earlier months
of the first quarter of 2008 when market conditiarese favorable and were driven in part by our nieemaintain our
mandatory target capital surplus. We were not regluio sell these securities. However, in an effortnprove our capital
position in light of the unanticipated extraordipnanarket conditions that began in the latter hAB@07, we strategically
selected blocks of securities to sell, the majarityvhich were in a gain position. These sales ceduhe assets on our
balance sheet against which we are required todagial. In addition, the net gains on these sale@gased our retained
earnings, further improving our capital positioruring the six months ended June 30, 2007, we siditbillion of PCs and
Structured Securities, which generated a net [6$232 million.
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Security Impairments on Available-For-Sale Secesiti

During the second quarter of 2008 and 2007, werdetbother-than-temporary impairments related vestments in
available-for-sale securities of $1.0 billion arzD$ million, respectively. Of the impairments reozgd during the second
quarter of 2008, $826 million related to non-agesegurities backed by subprime or Alt-A and otleanks, primarily due to
recent deterioration in the performance of theatetal underlying these securities. The primanytrdoutors to the
deteriorating performance were negative delinquéreryds that continued, and in several cases aatede Our securities
backed by second lien subprime loans suffered agumeced decline in credit enhancement levels. Adsdributing to these
impairments were credit enhancements related talimenbond insurance provided by one monoline aividual securities
in an unrealized loss position where we have deterdnthat it is both probable a principal and iagtrshortfall will occur on
the insured securities and that in such a case thaubstantial uncertainty surrounding the inssiability to pay all future
claims. In making this determination we consideadditional qualitative factors, such as the moreiravailability of
capital, ability to generate new business, pendagglatory actions, ratings agency actions, secprites, credit default
swap levels traded on the insurer and our own flaghanalysis. We also recognized impairment chauafeb214 million
related to our short-term available-for-sale norrigege-related securities with $8.9 billion of uitbgrincipal balance, as
management could no longer assert the positivatibdehold these securities to recovery. The degitd impair these
securities is consistent with our consideratiosalés of securities from the cash and investmaortfofio as a contingent
source of liquidity. During the three months endade 30, 2007, security impairments on availabteséde securities
included $291 million in mortgage-related secusiti@pairments attributed to agency mortgage-relagedrities in an
unrealized loss position that we did not have titerit to hold to a forecasted recovery. Of the€1$8illion of impairments,
$279 million related to securities where the dwratf the unrealized loss prior to impairment wesager than 12 months.

During the six months ended June 30, 2008 and 200 Tecorded impairments related to investmengvailable-forsale
securities of $1.1 billion and $350 million, respeely. Of the impairments recognized during thersionths ended June 30,
2008, $826 million related to non-agency securitiasked by subprime or Alt-A and other loans asudised above. Of the
remaining $285 million, the majority, $214 milliorelated to impairments of our available-for-sab&mortgage-related
securities during the three months ended June@®IB &here we did not have the intent to hold toradasted recovery.
During the six months ended June 30, 2007, secnipairments on available-for-sale securities ideld $347 million in
impairments attributed to agency mortgage-relagedisties in an unrealized loss position that wkrdit have the intent to
hold to a forecasted recovery.

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

We elected the fair value option for our foreignremcy denominated debt effective January 1, 28@8ordingly,
foreign-currency exposure is now a component ogalized gains (losses) on foreign-currency denoteéhdebt recorded at
fair value. Prior to that date, translation gaind &sses on our foreign-currency denominated webé reported in foreign-
currency gains (losses), net in our consolidatatestents of income. We manage the foreign-currerpgsure associated
with our foreign-currency denominated debt throtlthuse of derivatives. For the three months eddeé 30, 2008, we
recognized fair value gains of $569 million on éeneign-currency denominated debt primarily duandncrease in interest
rates and the U.S. dollar strengthening relatiihéoEuro. However, the U.S. dollar weakened nadatid the Euro during the
six months ended June 30, 2008, contributing tar@cwgnition of fair value losses of $816 million our foreign-currency
denominated debt. SéPerivative Gains (Losses)for additional information about how we mitigateaciges in the fair
value of our foreign-currency denominated debt Sing derivatives. Se#-oreign-Currency Gains (Losses), Ne¢hd
“NOTE 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIESto our consolidated financial statements for
additional information about our adoption of SFAR1

Gains (Losses) on Debt Retirements

Gains (losses) on debt retirement were $(29) miliad $276 million during the three and six morghded June 30,
2008, respectively, compared to gains of $89 nmlbmd $96 million during the three and six monthdesl June 30, 2007,
respectively. During the six months ended Jun&B808, we recognized gains due to the increased déwall activity,
primarily involving our debt with coupon levels tliacrease at pre-determined intervals, which ¢eddins upon retirement
and write-offs of previously recorded interest exgeduring the first quarter of 2008.

Recoveries on Loans Impaired upon Purche

Recoveries on loans impaired upon purchase reprédsenecapture into income of previously recogdiltessses on loans
purchased and provision for credit losses assatiaith purchases of delinquent loans from our P@sStructured Securiti
in conjunction with our guarantee activities. Remies occur when a ngoerforming loan is repaid in full or when at the¢
of foreclosure the estimated fair value of the aegliproperty, less costs to sell, exceeds theg/icgyvalue of the loan. For
impaired loans where the borrower has made reqpiagchents that return the loan to less than 90 dalysquent, the
recovery amounts are instead accreted into int@restne over time as periodic payments are received
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During the three months ended June 30, 2008 and, 208 recognized recoveries on loans impaired ygwohase of

$121 million and $72 million, respectively. Duritige six months ended June 30, 2008 and 2007, wegmexed recoveries on
loans impaired upon purchase of $347 million and7$dillion, respectively. The volume and magnitafieecoveries were
greater during the three and six months ended 30n2008 than during the three and six months eddad 30, 2007, since
the initial losses on impaired loans purchasedndu2i007 were principally based on market valuatibias were more severe
in the last half of 2007 due to liquidity and magg credit concerns. In addition, our purchaséspéired loans were greater
during 2007 than in 2008 due to our change in pradéh December 2007 to delay our optional repusehat delinquent loans
underlying our PCs.

Foreign-Currency Gains (Losses), Net

We manage the foreign-currency exposure assocmthabur foreign-currency denominated debt throtlghuse of
derivatives. We elected the fair value option fmeign-currency denominated debt effective Jan@aB008. Prior to this
election, gains and losses associated with thégiomaurrency exposure of our foreign-currency deimated debt were
recorded as foreign-currency gains (losses), netiirconsolidated statements of income. With traptidn of SFAS 159,
foreign-currency exposure is now a component oéalized gains (losses) on foreign-currency denotaéhdebt recorded at
fair value. Because the fair value option is pratipe, prior period amounts have not been reclessiSeé Derivative Gains
(Losses)"and“Unrealized Gains (Losses) on Foreign-Currency Demmated Debt Recorded at Fair Valuahd “NOTE 1:
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES” to ouconsolidated financial statements for additional
information.

For the three and six months ended June 30, 208Te@ognized net foreign-currency translation lsgs@marily related
to our foreign-currency denominated debt of $33ioni and $530 million, respectively, as the U.8llar weakened relative
to the Euro during the period. During the samequkrihese losses were offset by an increase of 88{an and
$530 million, respectively, in the fair value oféign-currency-related derivatives recorded indgive gains (losses).

Other Income

Other income primarily consists of resecuritizatfeas, trust management income, fees associathdwivicing and
technology-related products, including Loan Progme®, fees related to multifamily loans (including apption and other
fees) and various other fees received from mortgaiggnators and servicers. Resecuritization fees@venues we earn
primarily in connection with the issuance of Stured Securities for which we make a REMIC electiohere the underlying
collateral is provided by third parties. These faesalso generated in connection with the creatfanterest-only and
principal-only strips as well as other Structuret&ities. Trust management fees represent therMeesarn as administrator,
issuer and trustee, net of related expenses, vghiochto December 2007, was reported as due toR€stors, a component
net interest income.

Non-Interest Expense

Table 10 summarizes the components of non-intesgstnse.

Table 10 — Non-Interest Expense

Three Months Ended Six Months Ended
June 30, June 30,
2008 2007 2008 2007
(in millions)
Administrative expense
Salaries and employee bene $ 241 $ 227 $ 472 $ 44C
Professional service 55 104 127 19z
Occupancy expens 18 16 33 30
Other administrative expens 90 95 16¢ 182
Total administrative expens 404 442 801 84t
Provision for credit losse 2,531 447 3,771 69t
REO operations expen 26E 16 4732 30
Losses on certain credit guarant — 15C 15 327
Losses on loans purchas 12C 264 171 48C
LIHTC partnership: 10¢ 13E 22 245
Minority interests in earnings of consolidated sdiasies 5 9 8 18
Other expense 10€ 56 17¢ 10E
Total nor-interest expens $3,54¢ $1,51¢ $5,64¢ $2,74%

Administrative Expense

Administrative expenses decreased slightly forttinee and six months ended June 30, 2008, compathd three and
six months ended June 30, 2007, primarily dueridaction in our use of consultants. As a percentdghe average total
mortgage portfolio, administrative expenses dedlitee7.4 basis points and 7.5 basis points fothhee and six months
ended June 30, 2008, respectively, from 9.2 basigpand 8.9 basis points for the three and sinthmended June 30, 2007,
respectively
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Provision for Credit Losse

Our credit loss reserves reflect our best estimaft@scurred losses. Our reserve estimate inclpdejgctions related to
strategic loss mitigation initiatives, includindnagher rate of loan modifications for troubled lmawers, and projections of
recoveries through repurchases by seller/servifedisfaulted loans due to failure to follow contresd underwriting
requirements at the time of the loan originatioor @serve estimate also reflects our best projeaf defaults. However, tl
unprecedented deterioration in the national housiagket and the uncertainty in other macroecondaaitors makes
forecasting of default rates increasingly impreci®eese estimates require significant judgmentsadhelr parties could arri
at different conclusions as to the likelihood ofigas defaults and severity outcomes. The inahitityealize the anticipated
benefits of our loss mitigation plans, a lower iz rate of seller/servicer repurchases or defatds and severity that
exceed our current projections would cause ouekbs be significantly higher than those curreatlfimated. Although
significant flooding occurred in certain statedhie midwestern U.S. during the second quarter 682@e do not believe this
had a significant impact on our mortgage portfalial it did not have a meaningful impact on oumeates of incurred loss
of June 30, 2008.

The provision for credit losses increased for tire¢ and six months ended June 30, 2008, compathd three and six
months ended June 30, 2007, respectively, as emttiweakening in the housing market affected aglsifamily portfolio.
For the three and six months ended June 30, 2088ceorded additional reserves for credit lossesunrsingle-family
portfolio as a result of:

« increased estimates of incurred losses on mortigages that are expected to experience higher defatels based on
their year of origination, particularly those origied during 2006 and 2007 and also based on proghe; particularly
Alt-A and intere~-only mortgage product:

< an observed increase in delinquency rates andefteptage of loans that transition from delinqueiocy
foreclosure; ani

 increases in the estimated severity of lossespar-@roperty basis, driven in part by declinesamie sales and home
prices. The states with the largest declines indpnices and highest increases in severity of fosggude California,
Florida, Nevada, Arizona, Virginia, Maryland andd{igan.

We expect our provisions for credit losses to rentmégh for the remainder of 2008 and the extentdurdtion of high
credit costs in future periods will depend on a banof factors, including changes in property vaJuegional economic
conditions, third-party mortgage insurance coveiayd recoveries and the realized rate of selletitsmarrepurchases. We
may further increase our singlamily loan loss reserves in future periods as tamthl losses are incurred, particularly rele
to mortgages originated in 2006 and 2007. Loanpuvehased during 2006 and 2007 represent 36% afrthaid principal
balance of our single-family credit guarantee mhidfand approximately 16% of the unpaid principalance of singléamily
loans that we hold in our retained portfolio. Thisra significant lag in time from the implementattiof loss mitigation
activities and the final resolution of delinquerdmgage loans as well as the disposition of nomperihg assets. As indicat
by the significant increase in our loan loss reseturing the second quarter of 2008, we expectloarge-offs will continue
to increase in the remainder of 2008.

REO Operations Expens

The increase in REO operations expense for the thmd six months ended June 30, 2008, as compathd three and
six months ended June 30, 2007, was due to inaéasiee number of singlamily property additions to our REO balanct
148% and 132%, respectively, as well as decliningls-family REO property values. The decline imt@prices, which has
been both rapid and dramatic in certain geographieas, combined with our higher REO inventonyahak, resulted in an
increase in the market-based writedowns of REO¢hvtotaled $118 million and $232 million for the¢h and six months
ended June 30, 2008, respectively. REO expensénaliszased due to higher real estate taxes, maintencosts and net
losses on sales experienced during the three amdasiths ended June 30, 2008 as compared to te dmd six months
ended June 30, 2007. We expect REO operations sggercontinue to increase in the remainder of 2868ingle-family
REO volume increases and home prices decline.

Losses on Certain Credit Guarante

Losses on certain credit guarantees consist od$ocognized upon the issuance of PCs in guarswig transactions.
Prior to January 1, 2008, our recognition of logz@sertain guarantee contracts occurred due t@aeyr a combination of
several factors, including long-term contract pricfor our flow business, the difference in ovetahsaction pricing versus
pool-level accounting measurements and, less gignily, efforts to support our affordable housimggsion. Upon adoption
of SFAS 157, our losses on certain credit guaranté generally relate to our efforts to meet affiordable housing goals.
See “CRITICAL ACCOUNTING POLICIES AND ESTIMATES —dir Value Measurements” for information concerning
the change in initial recognition of fair valueafr guarantee obligations.
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Effective January 1, 2008, upon the adoption of SHA7, which amended FIN 45, we estimate the fdirevof our
newly-issued guarantee obligations as an amoural éguhe fair value of compensation received,lsile of all rights
related to the transaction, in exchange for ouraniae. As a result, we no longer record estimafteeferred gains or
immediate “day one” losses on most guaranteesudmortized amounts recorded prior to January 08 24l continue to
be amortized using existing amortization methodss Thange had a significant positive impact onfmancial results for
the three and six months ended June 30, 2008hEdhtee and six months ended June 30, 2007, wgnized losses of
$150 million and $327 million, respectively, onteén guarantor swap transactions entered into duha period and we
deferred gains of $365 million and $650 millionspectively, on newly-issued guarantees entereddimtimg those periods.

Losses on Loans Purchase

Losses on non-performing loans purchased from thitgage pools underlying PCs and Structured Séesigiccur when
the acquisition basis of the purchased loan exctedsstimated fair value of the loan on the dafguochase. Effective
December 2007, we made certain operational chaogesirchasing delinquent loans from PC pools, Whsignificantly
reduced the volume of our delinquent loan purchastse period and consequently the amount of asgds on loans
purchased for the three and six months ended Jur2088. We made these operational changes in trdistter reflect our
expectations of future credit losses and in comaiéten of our capital requirements. For the thremths ended June 30, 20
as a result of increases in delinquency ratesasfdainderlying our PCs and Structured Securitidoan increasing efforts to
reduce foreclosures, the number of loan modificetincreased significantly as compared to the dusirter of 2008. When a
loan is modified, we generally exercise our repasehoption and hold the modified loan in our retdiportfolio. The
increase in modifications during the second quart@008 resulted in higher losses than duringfitise quarter of 2008. See
“Recoveries on Loans Impaired upon Purchasel “CREDIT RISKS — Table 42 — Changes in LoanscRased Under
Financial Guarantees” for additional informatioroabthe impacts from non-performing loans on onaficial results.

During the three and six months ended June 30,,2868narket-based valuation of nperforming loans continued to
adversely affected by the expectation of higheadkfcosts and reduced liquidity in the single-figrmortgage market.
However, our losses on loans purchased decrea8eddb$120 million during the three months endedeJ8®, 2008
compared to $264 million during the three monthdeghJune 30, 2007 due to our reduced volume ofiregbéoan purchase
during 2008. Losses on loans purchased decrea8&dd®171 million during the six months ended J8Be2008 compared
to $480 million during the six months ended June2807.

Income Tax (Expense) Benef

For the three months ended June 30, 2008 and 2@)i&ported an income tax (expense) benefit of Billion and
$(94) million, respectively. For the six months eddlune 30, 2008 and 2007, we reported an incom{exaense) benefit of
$1.5 billion and $303 million, respectively. SeeONE 12: INCOME TAXES” to our consolidated financ&htements for
additional information.

Segment Earnings

Our operations consist of three reportable segmesiich are based on the type of business actviigeh performs —
Investments, Single-family Guarantee and Multifgmilhe activities of our business segments areribestin
“EXECUTIVE SUMMARY — Segments’ Certain activities that are not part of a segtrage included in the All Other
category; this category consists of certain unalied corporate items, such as remediation andiotsting costs, costs
related to the resolution of certain legal matterd certain income tax items. We manage and ewapeaformance of the
segments and All Other using a Segment Earningsapp. Segment Earnings is calculated for the satgiyy adjusting net
income (loss) for certain investment-related atiggiand credit guarantee-related activities. SegtEarnings differs
significantly from, and should not be used as a8ulte for, net income (loss) before cumulativieeff of change in
accounting principle or net income (loss) as deiteechin accordance with GAAP. There are importanitations to using
Segment Earnings as a measure of our financiabpeaince. Among them, our regulatory capital reqmésts are based on
our GAAP results. Segment Earnings adjusts foeffects of certain gains and losses and mark-teviue items which,
depending on market circumstances, can signifigaftect, positively or negatively, our GAAP resuéind which, in recent
periods, have caused us to record GAAP net lo&&8P net losses will adversely impact our regulatoapital, regardless
of results reflected in Segment Earnings. Also,defmition of Segment Earnings may differ from 8anmeasures used by
other companies. However, we believe that the ptaien of Segment Earnings highlights the redutis1 ongoing
operations and the underlying results of the seggriara manner that is useful to the way we maagkeevaluate the
performance of our business. See “NOTE 16: SEGMEREPORTING” to our consolidated financial statemdatsmore
information regarding our segments and the adjustsngsed to calculate Segment Earnings.

In managing our business, we present the operpérfgrmance of our segments using Segment Earrsggnent
Earnings presents our results on an accrual basheacash flows from our segments are earnedtioner The objective of
Segment Earnings is to present our results in angramore consistent with our business models. Tisenbss model for
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our investment activity is one where we generally bnd hold our investments in mortgage-relatedtagsr the long term,
fund our investments with debt and use derivatisesinimize interest rate risk and generate netr@gt income in line with
our return on equity objectives. We believe it isamingful to measure the performance of our investrbusiness using
long-term returns, not short-term value. The bussnaodel for our credit guarantee activity is oferg we are a long-term
guarantor in the conforming mortgage markets, mamagdit risk and generate guarantee and credif fext of incurred
credit losses. As a result of these business modeldelieve that this accruaksed metric is a meaningful way to presen
results as actual cash flows are realized, netegfitlosses and impairments. We believe Segmemtitiges provides us with
view of our financial results that is more congsist&ith our business objectives, which helps usgbetvaluate the
performance of our business, both from period-teepleand over the longer term.

Investments Segmelt

Through our Investments segment, we seek to genat@asictive returns on our mortgage-related imaeat portfolio
while maintaining a disciplined approach to intémege risk and capital management. We seek tomaplish this objective
through opportunistic purchases, sales and restings of mortgage assets. Although we are primaribuy-and-hold
investor in mortgage assets, we may sell assdtstdano longer expected to produce desired retornsduce risk, respond
capital constraints, provide liquidity or structurertain transactions that improve our returns.eAténate our expected
investment returns using an OAS approach.

Table 11 presents the Segment Earnings of our imesgs segment.

Table 11 — Segment Earnings and Key Metrics — Invésients

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

(dollars in millions)
Segment Earning:

Net interest incom $ 1,481 $ 99C $ 1,780 $ 1,892
Non-interest income (los: (125) 30 (110 54
Non-interest expenst
Administrative expense (130) (139 (261) (261)
Other norinterest expens ) (8 (16) (15)
Total nor-interest expens (137) (141) (277) (276€)
Segment Earnings before income tax expt 1,21¢ 87¢ 1,39: 1,67
Income tax expens (42€) (309) (487) (585)
Segment Earnings, net of tax 793 571 90€ 1,08t
Reconciliation to GAAP net income (los:
Derivative- and foreigrcurrency denominated de-related adjustmen 53C (464) (659 (1,54%)
Credit guarante-related adjustmen — — — 1
Investment sales, debt retirements and fair \-related adjustmen (3,09¢) (379) (1,577 (310)
Fully taxable-equivalent adjustmet (105) 97) (215) (290)
Tax-related adjustmen 1,004 394 992 842
Total reconciling items, net of tax (1,667) (546) (1,445 (1,2072)
GAAP net income (loss $ B8749 $ 25 $ (54) $ (119
Key metrics— Investments
Growth:
Purchases of securiti— Mortgagerelated investment portfolic1)(2)
Guaranteed PCs and Structured Secur $ 91,05« $29,23¢ $112,59¢ $ 56,31:
Non-Freddie Mac mortga(related securities
Agency mortgag-related securitie 24,68¢ 3,52( 34,07 4,83:
Non-agency mortgag¢-related securitie 1,022  24,82¢ 1,884 52,55¢
Total purchases of securiti— Mortgage-related investment portfoli $116,76¢ $57,58: $148,55! $113,69¢
Growth rate of mortgac-related investment portfolio (annualize 46.“% (2.0% 19.5% 1.8%
Return:
Net interest yiel— Segment Earnings bas 0.8(% 0.57% 0.5(% 0.55%

(1) Based on unpaid principal balance and excludesgage-related securities traded, but not yet sett
(2) Exclude Singl-family mortgage loans

Segment Earnings for our Investments segment inece$i222 million in the second quarter of 2008 carag to the
second quarter of 2007. For the Investments segrBegiment Earnings net interest income increas@dl Bdllion and our
Segment Earnings net interest yield increased 23 lpaints for the second quarter of 2008 comptodlde second quarter
2007. The increases in Segment Earnings net intei@sme and net interest yield were primarily énvby fixed-rate assets
purchased at significantly wider spreads relativeur funding costs, as well as the amortizatiogaifs on certain futures
positions that matured in March 2008. Partiallyseffing the increase in Segment Earnings for ougdiments segment was
the recognition of security impairments during seeond quarter of 2008 of $142 million associatét anticipated future
principal losses on our non-agency mortgage-rels¢edrities compared to security impairments ofrfilion in the second
quarter of 2007. Security impairments that refleqiected or realized credit principal losses are
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realized immediately pursuant to GAAP and in Segri@mnings. In contrast, non-credit related segumitpairments are not
included in Segment Earnings. These non-creditagélsecurity impairments are deferred and amorfizedpectively into
Segment Earnings on a straight-line basis ovenffaaes for securities in the retained portfolio aver three years for
securities in the cash and investments portfolio.

Segment Earnings for our Investments segment desile®l 79 million in the six months ended June B08Zompared
to the six months ended June 30, 2007. Addition&lggment Earnings net interest income decreasEzi iillion and our
Segment Earnings net interest yield decreasedi8 paisits for the six months ended June 30, 2008pewed to the six
months ended June 30, 2007. These decreases \weegilyrdue to spread compression between ourifigatite assets and
liabilities during the first quarter of 2008. A¢ea declined in the first quarter of 2008, our filog rate assets reset faster than
our floating rate debt. Declining rates also cdnttéd to an increase in net interest expense opayfixed swaps that was
only partially offset by floating rate debt thatet. The decreases in Segment Earnings net inteceshe and net interest
yield were mostly offset by purchases of fixed r@isets at significantly wider spreads relativeunfunding costs as well i
the amortization of gains on certain futures posgithat matured in March 2008. Also contributioghte decrease in
Segment Earnings for our Investment segment warettagnition of security impairments during the signths ended
June 30, 2008, of $144 million associated with@pdited future principal losses on our non-agenoytgage-related
securities compared to $1 million of security imp@énts recognized during the six months ended 30n2007.

In the three and the six months ended June 30, 200&nnualized growth rates of our mortgage-edlatvestment
portfolio were 46.9% and 19.5%, respectively, coragdo (2.0)% and 1.8% for the three and six moatiged June 30,
2007. The unpaid principal balance of our mortgeajated investment portfolio increased from $663lton at
December 31, 2007 to $728.0 billion at June 308200e overall increase in the unpaid principahhak of our mortgage-
related investment portfolio was primarily due tommfavorable investment opportunities for ageresyusities, due to
liquidity concerns in the market, during the latteif of the first quarter and continuing into tecond quarter. In response,
our net purchase commitment activity increasedidenably as we deployed capital at favorable OA&I® In addition, as
of March 1, 2008, the voluntary growth limit on aetained portfolio is no longer in effect and agrivarch, OFHEO
reduced our mandatory target capital surplus fr@fb 30 20%, allowing us to take advantage of thaserfable investment
opportunities.

We held $74.1 billion of non-Freddie Mac agency tgage-related securities and $212.7 billion of agency mortgage-
related securities as of June 30, 2008 compar8d@ billion of non-Freddie Mac agency mortgadetes securities and
$233.8 hillion of non-agency mortgage-related séiegras of December 31, 2007.

At June 30, 2008 and December 31, 2007, we hekkiments of $85.6 billion and $101.3 billion, regpely, of non-
agency mortgage-related securities backed by suledoans. In addition to the contractual interestrpents, we receive
substantial monthly remittances of principal repapis on these securities, which totaled more tiapilfon and $15 billior
during the three and six months ended June 30,,288pectively, representing a return on our inmestt in these securities.
These securities include significant credit enharer#, particularly through subordination, and 918d 400% of these
securities were investment grade at June 30, 200®acember 31, 2007, respectively. The unrealizesks, net of tax, on
these securities are included in AOCI and tota®® $illion and $5.6 billion at June 30, 2008 aretBmber 31, 2007,
respectively. We believe that the declines in ¥alues for these securities are mainly attributadigecreased liquidity and
larger risk premiums in the mortgage market.

We also invested in non-agency mortgage-relategrgies backed by Alt-A and other loans in our ngade-related
investment portfolio. We have classified these gées as Alt-A if the securities were labeled dsAwhen sold to us or if
we believe the underlying collateral includes angigant amount of Alt-A loans. We have classifigdl7.6 billion and
$51.3 billion of our single-family non-agency matge-related securities as Alt-A and other loankiae 30, 2008 and
December 31, 2007, respectively. In addition todbetractual interest payments, we receive subiatanonthly remittances
of principal repayments on these securities, wkitaled more than $2 billion and $4 billion duritige three and six months
ended June 30, 2008, respectively, representietuanron our investment in these securities. We iasused our purchases
on credit-enhanced, senior tranches of these siesuyrivhich provide additional protection due tbatdination. 98% and
100% of these securities were investment graderat 30, 2008 and December 31, 2007, respectivbly uhrealized losses,
net of tax, on these securities are included in A& totaled $7.3 billion and $1.7 billion at JB®& 2008 and
December 31, 2007, respectively. The declinesiinvédues for these securities are mainly attriblgdo decreased liquidity
and larger risk premiums in the mortgage market. "“€®NSOLIDATED BALANCE SHEETS ANALYSIS— Retained
Portfolio” for additional information regarding oorortgage-related securities.

Single-Family Guarantee Segment

Through our Single-family Guarantee segment, w& seéssue guarantees that we believe offer atrabbng-term
returns relative to anticipated credit costs whilélling our mission to provide liquidity, stalifly and affordability in the
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residential mortgage market. In addition, we seeknprove our share of the total residential maytgaecuritization market
by enhancing customer service and increasing thanaof business with our customers.

Table 12 presents the Segment Earnings of our &fiaghily Guarantee segment.

Table 12 — Segment Earnings and Key Metrics — SingtFamily Guarantee

Three Months Ended Six Months Ended
June 30, June 30,
2008 2007 2008 2007
(in millions)
Segment Earning:
Net interest incom(®) $ 58 $ 17¢ $ 13t $ 347
Nor-interest income
Management and guarantee incc 84C 704 1,73t 1,381
Other norinterest incom(®) 102 28 207 50
Total nor-interest income 942 73z 1,942 1,431
Non-interest expenst
Administrative expense (212) (209) (41€) (408)
Provision for credit losse (2,630 (469) (3,979 (75¢)
REO operations expen (265 (16) 479 (30
Other norinterest expens (29) (19) (48) (40)
Total nor-interest expens (3,136) (719) (4,916) (1,236)
Segment Earnings (loss) before income tax exp (2,13 19¢ (2,839 542
Income tax (expense) bene 747 (69) 992 (189)
Segment Earnings (loss), net of ta (1,389 12¢ (1,84¢) 353
Reconciliation to GAAP net income (los:
Credit guarante-related adjustmen 1,822 83:¢ 1,64¢ 33C
Tax-related adjustmen (63¢) (299 (577) (117)
Total reconciling items, net of tax 1,18¢ 54C 1,071 Zilg
GAAP net income (loss $ (204 $ 665 $ (779 $ 56€
Key metrics— Single-family Guarantee
Balances and Growth (in billions, except rat
Average securitized balance of sir-family credit guarantee portfoli@ $ 1,764 $ 1,551 $ 1,74¢ $ 1,527
Issuance— Single-family credit guarantee? $ 13z $ 11€ $ 24F $ 232
Fixec-rate product— Percentage of issuanc® 90.(% 78.€% 91.2% 76.£%
Liquidation rate— Single-family credit guarantees (annualized rée4 20.8% 16.2% 18.% 15.8%
Credit:
Delinquency rat(®) 0.95% 0.42%
Delinquency transition raf(®) 22.8% 13.8%
REO inventory increase, net (number of ur 3,61( 61C 7,63t 1,47¢
Single-family credit losses, in basis points (annualiz 18.1 2.0 15.1 1.8
Market:
Single-family mortgage debt outstanding (total U.S. markebillions) () $11,227 $10,86: $11,227 $10,86:
3C-yearfixed mortgage rat®) 6.1% 6.4% 6.0% 6.3%

(2) In connection with the use of securitization trufststhe underlying assets of our PCs and Strudt@ecurities in December 2007, we began recording
trust management income in non-interest incomestimanagement income represents the fees we eadwagistrator, issuer and trustee. Previously,
the benefit derived from interest earned on priakcgnd interest cash flows between the time theywemitted to us by servicers and the date of
distribution to our PCs and Structured Securitielsiérs was recorded to net interest inco

(2) Based on unpaid principal balan

(3) Excludes fixe-rate Structured Securities backed by-Freddie Mac issued mortge-related securities
(4) Includes termination of lor-term standby commitment

(5) Represents the percentage of single-family loamsiircredit guarantee portfolio, based on loan towhich are 90 days or more past due at period end
and excluding loans underlying Structured Transasti Se¢'CREDIT RISKS— Mortgage Credit Ri<” for a description of our Structured Transactic

(6) Calculated based on all loans that have been eppag 90 days or more delinquent or in forecloButke preceding year, which have subsequently
transitioned to REO. The rate does not reflectolibes events, such as sl-sales andeecin-lieu transactions

(7) U.S. single-family mortgage debt outstanding aslafch 31, 2008 for 2008 and June 30, 2007 for 2@@tirce: Federal Reserve Flow of Funds
Accounts of the United States of America dated Jyr008.

(8) Based on Freddie Mac’s Primary Mortgage Market 8yror PMMS. Represents the national average mgetgammitment rate to a qualified borrower

exclusive of the fees and points required by thelée. This commitment rate applies only to convarl financing on conforming mortgages with LTV
ratios of 80% or les:

Segment Earnings (loss) for our Single-family Gatea segment declined to a loss of $(1.4) billimntie three months
ended June 30, 2008 compared to Segment Earnirgf26fmillion for the three months ended June 8072 Segment
Earnings (loss) for our Single-family Guaranteensegt declined to a loss of $(1.8) billion for the months ended June 30,
2008 compared to Segment Earnings of $353 millaritfe six months ended June 30, 2007. These dsal@ilect an
increase in credit-related expenses due to higklerqliency rates, higher volumes of non-performagams and foreclosures,
higher severity of losses on a per-property basisaadecline in home prices and other regional @t conditions. The
decline in Segment Earnings for this segment ferttinee and six months ended June 30, 2008 waallyaoffset by an
increase in Segment Earnings management and gearagbme as compared to the three and six montedieJune 30,
2007. The increase in Segment Earnings managememjumrantee income for this segment for the tAneksix months
ended June 30, 2008 is primarily due to higherayebalances of the single-family credit guarapta¢folio and higher
delivery and credit fee amortization. Amortizatiofupfront fees increased as a result of cumulative
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catch-up adjustments recognized for the three anah@nths ended June 30, 2008. These cumulativhagi adjustments
result in a pattern of revenue recognition thaigsistent with our economic release from risk #edtiming of the
recognition of losses on pools of mortgage loanguarantee.

Table 13 below provides summary information abagr8ent Earnings management and guarantee incortfeef&ingle-
family Guarantee segment. Segment Earnings manageme guarantee income consists of contractualataalue to us
related to our management and guarantee fees hasaahortization of credit fees.

Table 13 — Segment Earnings Management and Guarargdncome — 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 $ 70€ 15.¢ $ 61C 155 $ 141¢F 16.C $ 1,19¢ 15.5
Amortization of upfront fees included in other liéies 132 2.8 94 2.4 32C 3.€ 18t 2.4
Total Segment Earnings management and guarantemé 84C 18.7 704 17.¢  1,73¢ 19.6 1,381 17.¢

Adjustments to reconcile to consolidated GA/
Reclassification between net interest income andagament and guarantee

fee@® 54 6 94 7
Credit guarante-related adjustment? (15€) (13¢ (317) (200)
Multifamily management and guarantee incc®) 19 16 34 31

Management and guarantee income, G/ $ 757 $ 591 $ 1,54¢ $ 1,21¢

(1) Management and guarantee fees earned on mortgageheld in our retained portfolio are reclassifi@dn net interest income within the Investments
segment to management and guarantee fees withBirigée-family Guarantee segment. Buy-up and buyrdfees are transferred from the Single-
family Guarantee segment to the Investments segi

(2) Primarily represent credit fee amortization adjuestis.

(3) Represents management and guarantee income reedgalated to our Multifamily segment that is matluded in our Sing-family Guarantee segme

For the three months ended June 30, 2008 and g@®annualized growth rates of our single-familgdit guarantee
portfolio were 8.8% and 14.6%, respectively. Fa& $ix months ended June 30, 2008 and 2007, theabred growth rates
of our single-family credit guarantee portfolio weé.5% and 15.8%, respectively. Our mortgage psekalumes are
impacted by several factors, including originatimiumes, mortgage product and underwriting trendsjpetition, customer-
specific behavior and contract terms. Single-farmilgrtgage purchase volumes from individual custenean fluctuate
significantly. Despite these fluctuations, we expma share of the overall single-family mortgagevgitization market to
remain high in the remainder of 2008 as compargddent years, as mortgage originators have géyégiitened their
credit standards, causing conforming mortgage tihé predominant product in the market for thegtand six months
ended June 30, 2008. We have seen improvemerite oredit quality of mortgages delivered to usGo&

We have recently implemented several increaseslinetly fees, which are paid at the time of se@atiion. These
increases include an additional 25 basis poinagsessed on all loans purchased or guaranteedthflow-business
channels, as well as higher or new upfront feesdorain mortgages deemed to be higlgc-based on product type, prope
type, loan purpose, LTV ratio and/or borrower cradbres. Upfront fees are recognized in Segmemtifigs contractual
management and guarantee fee income. For GAAPnietem fees paid after January 1, 2003 are aneattés part of
income on guarantee obligation. We expect theseases in delivery fees, once fully implementedhwitntract renewals,
coupled with increases in market share, to havesdipe impact on our operations. Given the valgtih the credit market
during the three and six months ended June 30,, 2088vill continue to closely monitor the pricin§ar management and
guarantee fees as well as our delivery fee ratésrake adjustments when appropriate.

We have also made changes to our underwriting goetefor loans delivered to us for purchase ousgzation in order
to reduce our credit risk exposure for new busin€lese changes include reducing purchases of agasgwith LTV ratios
over 95%, and limiting combinations of higher-ridikaracteristics in loans we purchase, includingehwith reduced
documentation. As with fee increases, in some daiseling commitments under existing customer cantgranay delay the
effective dates of underwriting adjustments foreaigd of months.

Our Segment Earnings provision for credit lossedte Singlefamily Guarantee segment increased to $2.6 biftiorthe
three months ended June 30, 2008, compared td#ioh for the three months ended June 30, 200%. &gment Earnings
provision for credit losses for the Single-family&antee segment increased to $4.0 billion fosthenonths ended June 30,
2008, compared to $0.8 billion for the six monthded June 30, 2007, due to continued credit detdidm in our single-
family credit guarantee portfolio, primarily reldtéo 2006 and 2007 loan purchases. Mortgages isingte-family credit
guarantee portfolio purchased by us in 2006 and 2@@e higher delinquency rates, higher transitaes to foreclosure, as
well as higher loss severities on a peoperty basis than our historical experiences.@avision for credit losses is based
our estimate of incurred losses inherent in bothretained mortgage loan portfolio and our credit
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guarantee portfolio using recent historical perfante, such as trends in delinquency rates, rebange-off experience,
recoveries from credit enhancements and othemiatggation activities.

The delinquency rate on our single-family crediaigantee portfolio, representing those loans whier98 days or more
past due and excluding loans underlying Structlirathsactions, increased to 93 basis points asn& 30, 2008 from
65 basis points as of December 31, 2007. Incréagdinquency rates occurred in all product tyfoeghe three months
ended June 30, 2008, but were most significaninterest-only, Alt-A and ARM mortgages. Although Wwelieve that our
delinquency rates remain low relative to conformimgn delinquency rates of other industry partinoisawe expect our
delinquency rates will continue to rise in 2008.

The impact of the weak housing market was firstlent during 2007 in areas of the country where ypleyment rates
have been relatively high, such as the North Cerggaon. However, we have also experienced sigaifi increases in
delinquency rates and REO activity in the West,theaist and Southeast regions during the six mamttied June 30, 2008,
compared to the six months ended June 30, 200fcudarly in the states of California, Florida, Nela and Arizona. The
West region represents approximately 26% of our REQuisitions during the six months ended June€308, based on the
number of units. The highest concentration in thestWegion is in the state of California. At Jue 3008, our REO
inventory in California represented approximatedy@of our total REO inventory. California has acctad for an increasing
amount of our credit losses and it comprised agprately 30% of our total credit losses in the thmeenths ended June 30,
2008.

During the six months ended June 30, 2008, oulesifagnily credit guarantee portfolio also continuedexperience
increases in the rate at which loans transitioneah fdelinquency to foreclosure. The increase isetgelinquency transition
rates, compared to our historical experience, leas Iprogressively worse for mortgage loans purchbgeis during 2006
and 2007. This trend is, in part, due to the ineeeaf non-traditional mortgage loans, such asésteonly and
Alt-A mortgages, as well as an increase in estithaterent LTV ratios for mortgage loans originatieding those years. For
the three months ended June 30, 2008, single-farhdyge-offs, gross, were $722 million compare#iitd4 million for the
three months ended June 30, 2007. Single-familygehaffs, gross, increased $970 million to $1.Hdilfor the six months
ended June 30, 2008 as compared to $207 milliothéosix months ended June 30, 2007, primarilytduke increase in the
volume of REO acquisitions as well as continue@detation in the real estate market. In addititvere has also been an
increase in the average charge-offs, on a per propasis, during the three and six months endeé 30, 2008 compared to
the three and six months ended June 30, 2007.

Multifamily Segment

Through our Multifamily segment, we seek to gererdtractive returns on our investments in multifpmmortgage loan
while fulfilling our mission to provide stabilityral liquidity for the financing of affordable rentabusing nationwide. We al
seek to issue guarantees that we believe offexctitte long-term returns relative to anticipateeldit costs. Prior to 2008, we
have not typically securitized multifamily mortgag®ecause our multifamily loans are typically &rgustomized, non-
homogenous loans, that are not as conducive taigeation as single-family loans and the marketrfaultifamily
securitizations is relatively illiquid. Accordinglye typically hold multifamily loans for investmipurposes. Beginning in
2008, we have increased our guarantee securitizafimultifamily mortgages and we expect to furtimerease our
multifamily mortgage guarantee activity in the renagr of 2008, as market conditions permit.
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Table 14 presents the Segment Earnings of our fdodtly segment.

Table 14 — Segment Earnings and Key Metrics — Mulfamily

Three Months Ended Six Months Ended
June 30, June 30,
2008 2007 2008 2007
(dollars in millions)

Segment Earning:

Net interest incom $ 98 $ 94 $ 17z $ 217
Nor-interest income
Management and guarantee incc 17 16 34 30
Other norinterest incom« 7 5 15 9
Total nor-interest incom 24 21 49 39
Non-interest expenst
Administrative expense (49) (49) (98) (94)
Provision for credit losse () (1) (16) 4
REO operations expen — — — —
LIHTC partnerships (10¢) (13%) (22%) (249)
Other norinterest expens Q)] (8) (9) (12)
Total nor-interest expens (169) (193 (349) (353
Segment Earnings (loss) before income tax be (47) (78) (12€) 97
LIHTC partnerships tax bene 14¢ 13t 29¢ 218
Income tax benef 1€ 27 44 33
Segment Earnings, net of tax 11¢ 84 21€ 20¢
Reconciliation to GAAP net incom
Derivative-related adjustmen 3 (@) (14) (8)
Credit guarante-related adjustmen 4) 2 4) 2
Tax-related adjustmen 2 3 6 4
Total reconciling items, net of tax (5 (6) (12) (6)
GAAP net income $ 11% $ 78 $ 204 $ 202
Key metrics— Multifamily:
Balances and Growtt
Average balance of Multifamily loan portfol® $62,70¢ $47,01¢  $60,75¢ $46,41¢
Average balance of Multifamily guarantee portfc®) 13,20¢ 7,762 12,274 7,90¢
Purchase— Multifamily loan portfolio(®) 4,18¢ 2,40¢ 8,252 5,52¢
Purchase— Multifamily guarantee portfolic®) 1,10¢ 10€ 3,481 12€
Liquidation rate— Multifamily loan portfolio (annualized rat¢ 7.% 12.4% 6.9% 13.8%
Credit:
Delinquency rat(2) 0.04% 0.05% 0.04% 0.05%
Allowance for loan losse $ 78 $ 31 $ 78 $ 31

(1) Based on unpaid principal balan
(2) Based on net carrying value of mortgages 90 daysase delinquent or in foreclosui

Segment Earnings for our Multifamily segment insexh$34 million, or 40%, for the three months endlete 30, 2008
compared to the three months ended June 30, 2@8@ndy due to a decrease in non-interest expdns€l C losses
decreased $27 million for the three months ended 30, 2008 compared to the three months ended3yr2907. Provision
for credit losses for our Multifamily segment inased $6 million for the three months ended Jun2B08 compared to the
three months ended June 30, 2007, primarily d@edi@ht increase in the amount of impaired loanthé second quarter of
2008. Loan purchases into the Multifamily loan faivo were $4.2 billion for the three months endeche 30, 2008, a 74%
increase compared to the three months ended Ju2®3D, as we continue to provide stability andiiéty for the financing
of rental housing nationwide.

Segment Earnings for our Multifamily segment insegh$7 million, or 3%, for the six months endedeJ&6, 2008
compared to the six months ended June 30, 2007aphndue to higher LIHTC partnership tax benefidancome tax
benefit, higher non-interest income and lower naefiest expense, partially offset by a decreasetiinterest income.
LIHTC partnership tax benefit increased $25 millfonthe six months ended June 30, 2008 compar#tktsix months
ended June 30, 2007 as we began to see the bieoefinew fund investments entered into during 200%re have been no
new LIHTC investments in 2008. Provision for crddgses for our Multifamily segment increased $iian for the six
months ended June 30, 2008 compared to the siximenided June 30, 2007. The net interest incortteso$egment
declined $44 million for the six months ended J88e2008, compared to the six months ended Jun208Q, due to
significantly lower yield maintenance fee incomedatlines in loan refinancing activity. Loan pursésa into the Multifamil
loan portfolio were $8.3 billion for the six monteaded June 30, 2008, a 49% increase when comiuatieel six months
ended June 30, 2007.
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CONSOLIDATED BALANCE SHEETS ANALYSIS

The following discussion of our consolidated bakasbeets should be read in conjunction with ousaclidated financial
statements, including the accompanying notes. 8és0“CRITICAL ACCOUNTING POLICIES AND ESTIMATES” fo
more information concerning our more significant@mting policies and estimates applied in deteimgiour reported
financial position.

Retained Portfolio

We are primarily a buy-and-hold investor in mortgagsets. We invest principally in mortgage loarsraortgage-
related securities, which consist of securitieaéskby us, Fannie Mae and the Government Natiomatddge Association,
Ginnie Mae, and other financial institutions. Wéerdo these investments that are recorded onansatidated balance sheet
as our retained portfolio.

Table 15 provides detail regarding the mortgagadand mortgage-related securities in our retaguetfolio.

Table 15 — Characteristics of Mortgage Loans and Magage-Related Securities in our Retained Portfolio

June 30, 200¢ December 31, 200
Fixed Variable Fixed Variable
Rate Rate Total Rate Rate Total
(in millions)
Mortgage loans
Single-family @
Conventional @
Amortizing $2362. $ 1,128 $ 24,74¢ $ 20,461 $ 1,26€ $ 21,727
Interes-only 37¢ 814 1,192 24€ 1,43¢ 1,68(
Total conventiona 24,00( 1,942 25,94: 20,707 2,70C 23,40%
RHS/FHA/VA 1,252 — 1,252 1,182 — 1,182
Total single-family 25,25: 1,94 27,19 21,88¢ 2,70C 24,58¢
Multifamily ®) 59,74 4,08t 63,82¢ 53,11/ 4,45¢ 57,56¢
Total mortgage loar 84,99¢ 6,027 91,02:% 75,00 7,15¢ 82,15¢
PCs and Structured Securiti®)(4)
Single-family 314,48: 96,77¢ 411,26 269,89¢ 84,41¢ 354,31:
Multifamily 267 2,37¢ 2,64¢ 2,522 137 2,65¢
Total PCs and Structured Securit 314,75( 99,157 413,90° 272,41¢ 84,55 356,97!(
Non-Freddie Mac mortgacrelated securities®)
Agency mortgag-related securities®)
Fannie Mae
Single-family 37,27: 35,43¢ 72,707 23,14( 23,04: 46,18:
Multifamily 661 134 79t 75¢ 162 922
Ginnie Mae:
Single-family 42¢ 163 592 46¢ 181 64¢
Multifamily 48 — 49 82 — 82
Total agency mortga-related securitie 38,41 35,73: 74,14% 24,44¢ 23,381 47,83¢
Non-agency mortgag-related securities
Single-family:
Subprime® 464 85,16( 85,62¢ 49¢ 100,82° 101,32!
Alt-A and othel® 3,46¢€ 44,10¢ 47,571 3,76z 47,551 51,31:
Commercial mortga¢-backed securitie 25,45; 39,38¢ 64,83¢ 25,70¢ 39,09 64,80«
Obligations of states and political subdivisic®) 13,25 48 13,29¢ 14,87( 65 14,93t
Manufactured housin®) 1,197 201 1,39¢ 1,25( 222 1,472
Total nor-agency mortgac-related securitie(20 43,82t 168,90( 212,72! 46,08¢ 187,76( 233,84¢
Total unpaid principal balance of retained portit $481,98. $309,81! 791,79t $417,95¢ $302,85:  720,81:
Premiums, discounts, deferred fees, impairmentspéid principal balances an
other basis adjustmer 383 (655)
Net unrealized losses on mortg-related securities, p-tax (30,859 (10,11¢)
Allowance for loan losses on mortgage loans -for-investment (46€) (256)
Total retained portfolio per consolidated balaneets $760,86( $709, 78!

(1) Variable-rate single-family mortgage loans and mage-related securities include those with a cohied coupon rate that, prior to contractual
maturity, is either scheduled to change or is slifechange based on changes in the composititreainderlying collateral. Single-family mortgage
loans also include mortgages with balloon/resetigions.

(2) Includes $1.6 billion and $2.2 billion as of Jure 3008 and December 31, 2007, respectively, ofgage loans categorized as Alt-A due solely to
reduced documentation standards at the time ofdogmation. Although we do not categorize ourgbfamily loans into prime or subprime, we
recognize that certain of the mortgage loans inretained portfolio exhibit higher risk charactéos. Total single-family loans include $1.3 biliiat
both June 30, 2008 and December 31, 2007, of la#hshigher-risk characteristics, which we defirel@ans with original LTV ratios greater than 90%
and borrower credit scores less than 620 at the ¢éihdloan origination. See “CREDIT RISKS — Mortga@eedit Risk — Table 37 — Characteristics of
Single-Family Mortgage Portfoli” for more information on LTV ratios and credit scai

(3) Variable-rate multifamily mortgage loans include only thésans that, as of the reporting date, have a cctu@hcoupon rate that is subject to chat

(4) For our PCs and Structured Securities, we are sutmieghe credit risk associated with the undedyimortgage loan collatere

(5) Agency mortgage-related securities are generaliys@parately rated by nationally recognized staéiktating organizations, but are viewed as hadng
level of credit quality at least equivalent to -agency mortgac-related securitieAAA -ratedor equivalent
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(6) Single-family non-agency mortgage-related secwriti@cked by subprime residential loans includeifigmt credit enhancements, particularly through
subordination. For information about how these gées are rated, see “Table 16 — Investments inikable-for-Sale Non-Agency Mortgage-Related
Securities backed by Subprime Loans and Alt-A atfte©Loans in our Retained Portfolio,” “Table 22Ratings of Available-For-Sale Non-Agency
Mortgage-Related Securities backed by Subprime £@adune 30, 2008” and “Table 23 — Ratings of amé-For-Sale Non-Agency Mortgage-
Related Securities backed by Subprime Loans at 30n2008 and July 28, 20"

(7) Single-family non-agency mortgage-related securitiecked by Alt-A and other mortgage loans inclsideificant credit enhancements, particularly
through subordination. For information about hoesth securities are rated, see “Table 16 — Investiervailable-For-Sale Non-Agency Mortgage-
Related Securities backed by Subprime Loans ané\Altd Other Loans in our Retained Portfolio,” “TeB4 — Ratings of Available-For-Sale Non-
Agency Mortgage-Related Securities backed by Airdl Other Loans at June 30, 2008” and “Table 25atings of Available-For-Sale Non-Agency
Mortgage-Related Securities backed Alt-A and Other Loans at June 30, 2008 and July 28, ”

(8) Consist of mortgage revenue bonds. Approximatet @hd 67% of these securities held at June 30, 2888ecember 31, 2007, respectively, were
AAA -ratedas of those dates, based on the lowest ratingadlai

(9) At June 30, 2008 and December 31, 2007, 33% and BEpectively, of mortgage-related securities bddiky manufactured housing bonds were rated
BBB- or above, based on the lowest rating availdbte the same dates, 93% of manufactured housindsbhad credit enhancements, including
primary monoline insurance that covered 23% ofrtfamufactured housing bonds. At June 30, 2008 ame@mker 31, 2007, we had secondary
insurance on 73% and 72% of these bonds that vegreowered by the primary monoline insurance, respely. Approximately 3% and 28% of these
mortgage-related securities were backed by manufeatthousing bonds AAA-rated at June 30, 2008 aexkber 31, 2007, respectively, based on the
lowest rating available

(10) Credit ratings for most non-agency mortgage-relatsmirrities are designated by no fewer than twiomalty recognized statistical rating organizations
Approximately 75% and 96% of total non-agency magggrrelated securities held at June 30, 2008 acdrbiger 31, 2007, respectively, were
AAA -ratedas of those dates, based on the lowest ratingadlai

The unpaid principal balance of our retained ptidfmcreased by $71.0 billion to $791.8 billionkatne 30, 2008
compared to December 31, 2007. The unpaid prinbipiaince of the mortgagetated securities held in our retained portf
increased by $62.1 billion during the six monthdexhJune 30, 2008, while the balance of mortgaaeslincreased by
$8.9 billion over the same period. The overall @ase in the unpaid principal balance of our rethpm@tfolio was primarily
due to more favorable investment opportunitiesafipency securities given a broad market declineedrby a lack of liquidit
in the market during the latter half of the firstagter and continuing into the second quartereponse, our net purchase
activity increased considerably as we deployedtabat favorable OAS levels. As of March 1, 2008 #oluntary growth
limit on our retained portfolio is no longer in et. Additionally, our mandatory target capitalgus was reduced by
OFHEO to 20% from 30% above our statutory minimwpital requirement on March 19, 2008.

Included in our retained portfolio are mortgagenavith higher risk characteristics and mortgadateel securities
backed by subprime loans and Alt-A and other loarduded in our Alt-A loans are monthly treasumeeage, or MTA,
loans that are indexed to the moving average oae-@enstant Maturity Treasury.

Single-Family Mortgage Loans Held in Our Retained Portiiol

We generally do not classify our investments imkaffamily mortgage loans within our retained palitf as either prime
or subprime; however, we recognize that there adgage loans in our retained portfolio with highiek characteristics. W
estimate that there are $1.3 billion at both JUhe2B08 and December 31, 2007, of loans with higis&rcharacteristics,
which we define as loans with original LTV ratioggter than 90% and FICO scores less than 62@ aintle of loan
origination.

Non-Agency Mortgage-Related Securities Backed by SirprLoans

Participants in the mortgage market often chare@eingle-family loans based upon their overatdir quality at the
time of origination, generally considering themb®prime or subprime. There is no universally ategdefinition of
subprime. The subprime segment of the mortgageeharknarily serves borrowers with poorer credigipant histories and
such loans typically have a mix of credit charastis that indicate a higher likelihood of defaattd higher loss severities
than prime loans. Such characteristics might inelagombination of high LTV ratios, low credit sesor originations using
lower underwriting standards such as limited odooumentation of a borrower’s income.

At June 30, 2008 and December 31, 2007, we hekekiments of $85.6 billion and $101.3 billion, regpesly, of non-
agency mortgage-related securities backed by suledoans in our retained portfolio. In additiorthe contractual interest
payments, we receive substantial monthly remittamégrincipal repayments on these securities, vtotaled more than
$7 billion and $15 billion during the three and sionths ended June 30, 2008, respectively, repirgesmreturn on our
investment in these securities. These securitidade significant credit enhancement, particuléinipugh subordination, and
91% and 100% of these securities were investmeategat June 30, 2008 and December 31, 2007, resgecOf the
securities rated below investment grade by at leastrating agency, 87% are rated as investmededrg at least one other
rating agency. The unrealized losses, net of taxhese securities are included in AOCI and tot&@é billion and
$5.6 billion at June 30, 2008 and December 31, 2@¥pectively. We believe that the declines invalues for these
securities are mainly attributable to decreasaddity and larger risk premiums in the mortgage kear

Non-Agency Mortgage-Related Securities Backed by Ala#d Other Loans

Many mortgage market participants classify singlaify loans with credit characteristics that rabgéveen their prime
and subprime categories as Alt-A. Although theneasiniversally accepted definition of Alt-A, indosparticipants have
used this classification principally to describarie for which the underwriting process has beeastlined in order to redu
the documentation requirements of the borrowetlowaalternative documentation. We have classiffegse securities as
Alt-A if the securities were labeled Alt-A when sold to us or if we believe the underlyindateral include:
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a significant amount of Alt-A loans. We have cléissi $47.6 billion and $51.3 billion of our singlamily non-agency
mortgage-related securities as AliaAd other loans at June 30, 2008 and Decembe0BZ, Bespectively. Of these securil
$20.5 billion and $21.3 billion are backed by AItMTA loans at June 30, 2008 and December 31, 2@3pectively. In
addition to the contractual interest payments, @geive substantial monthly remittances of principalyments on these
Alt-A and other securities, which totaled more ti$2nbillion and $4 billion during the three and sonths ended June 30,
2008, respectively, representing a return on ougstment in these securities. We have focused unghpses on credit-
enhanced, senior tranches of these securitieshvgnavide additional protection due to subordinatiof these securities,
98% and 100% were investment grade at June 30, 20d®ecember 31, 2007, respectively. The unrahlzEses, net of
tax, on these securities are included in AOCI aaléd $7.3 billion and $1.7 billion at June 3002@nd December 31,
2007, respectively. We believe the declines inalues for these securities are mainly attribitabldecreased liquidity and
larger risk premiums in the mortgage market.

Table 16 provides an analysis of investments inl@via-for-sale non-agency mortgage-related sdesritacked by
subprime loans and Alt-A and other loans in ouairetd portfolio at June 30, 2008.
Table 16 — Investments in Available-For-Sale Non-Agncy Mortgage-Related Securities backed by Subprimieoans
and Alt-A and Other Loans in our Retained Portfolio

As of June 30, 200t

Unpaid Gross Current
Principal Amortized Unrealized  Collateral Original June 30,200  Current Investment
Non-agency mortgag-related securities backed by Balance Cost Losses  Delinquency® 9% AAA @ % AAA % AAA ®  Grade @

(dollars in millions)
Subprime loans

First lien $ 84,72( $ 84,33. $ (14,29() 31% 100% 55% 55% 91%

Second lier 897 72¢ (307) 9% 100% — — 58%
Total non-agency mortgage-related securities, tthcke

by subprime loan $ 85,61: $ 85,061 $ (14,597 31% 100% 55% 55% 91%
Alt-A and other loans

Alt-A $ 43,090 $ 42,86¢$ (9,879 15% 100% 98% 94% 97%

Other®) 4,47¢ 4,47¢ (1,382 100% 19% 19% 89%
Total non-agency mortgage-related securities, lwhcke

by Alt-A and other loan $ 4757. % 47,34 $ (11,26)) 10(% 91% 87% 97%

(1) Determined based on loans that are 60 days or pastedue that underlie the securities and basegiwmicing data reported for June 30, 2C

(2) Reflects the composition of the portfolio that We%A -rated as of the date of our acquisition of the egclbased on the lowest rating availat

(3) Reflects the AA/-rated composition of the securities as of JulyZZ®8, based on the lowest rating availa

(4) Reflects the composition of these securities withdit ratings BBB- or above as of July 28, 200&duhon unpaid principal balance and the lowestgati
available.

(5) Includes securities backed by FHA/VA mortgage, h-equity lines of credit and other residential loe
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Table 17 summarizes amortized cost, estimated/ddires and corresponding gross unrealized gaingerss unrealized
losses for available-for-sale securities and esgohéair values for trading securities by majorwség type held in our
retained portfolio.

Table 17 — Available-for-Sale Securities and Tradig Securities in our Retained Portfolio

Gross Gross
Unrealized Unrealized
Amortized Cost Gains Losses Fair Value
June 30, 2008 (in millions)
Retained portfolio
Available-for-sale mortgac-related securities
Freddie Mac $ 287,35: $ 1,85t $ (3,73]) $285,47¢
Subprime 85,06 — (14,597 70,46¢
Commercial mortga¢-backed securitie 64,874 28 (3,56%) 61,337
Alt-A and othel 47,34¢ 8 (11,267) 36,09t
Fannie Mae 44,647 37t (34¢) 44,67¢
Obligations of states and political subdivisic 13,32( 43 (77€) 12,58
Manufactured housin 1,07C 10C (48) 1,12z
Ginnie Mae 422 19 (1) 44C
Total availabl-for-sale mortgac-related securitie $ 544,09¢ $ 2,428 $ (34,32) $512,19°
Trading mortgag-related securities
Freddie Mac $ 129,84
Fannie Mag 29,49(
Ginnie Mae 201
Other __ 58
Total trading mortgac-related securitie $ 159,59
December 31, 200
Retained portfolio
Available-for-sale mortgac-related securities
Freddie Mac $ 346,56¢ $ 2,981 $ (2,587 $346,96°
Subprime 101,27¢ 12 (8,589 92,70¢t
Commercial mortga¢-backed securitie 64,96t 51E (682) 64,79¢
Alt-A and othel 51,45¢ 15 (2,549 48,92¢
Fannie Mae 45,68¢ 518 (344) 45,857
Obligations of states and political subdivisic 14,78 14€ (35)) 14,57¢
Manufactured housin 1,14¢ 131 (12 1,26¢
Ginnie Mae 54E 19 (2) 562
Total availabl-for-sale mortgac-related securitie $ 626,43 $ 4,332 $(15,100 $615,66!
Trading mortgag-related securities
Freddie Mac $ 12,21¢
Fannie Mae 1,697
Ginnie Mae 17t
Other 1
Total trading mortgac-related securitie $ 14,08¢
June 30, 200}
Retained portfolio
Available-for-sale mortgac-related securities
Freddie Mac $ 342,30¢ $ 852 $ (7,857 $335,30¢
Subprime 118,67( 66 (57) 118,67
Commercial mortga¢-backed securitie 56,66+ 53 (2,909 54,81«
Alt-A and othel 55,82¢ 49 (413 55,46¢
Fannie Mae 42,89« 213 (83%) 42,27:
Obligations of states and political subdivisic 14,06% 14E (239 13,974
Manufactured housin 1,102 13C ) 1,23(
Ginnie Mae 617 14 (9 622
Total availabl-for-sale mortgac-related securitie $ 632,14 $ 1,527 $(11,30Y) $622,36:
Trading mortgag-related securities
Freddie Mac $ 10,40:
Fannie Mae 1,47¢
Ginnie Mae 19¢
Total trading mortgac-related securitie $ 12,07t

At June 30, 2008, our gross unrealized losses aitade-for-sale mortgage-related securities wé 3 billion. The
main components of these losses are gross unme#dizees of $29.4 billion related to non-agencytgewge-related securities
backed by subprime, Alt-A and other loans and corsiaemortgage-backed securities. We believe thesé unrealized
losses on non-agency mortgage-related securitibenat 30, 2008, were principally a result of deseediquidity and larger
risk premiums in the non-agency mortgage markdtsédurities in an unrealized loss position ardueatad to determine if
the impairment is other-than-temporary. The evaduadf these securities considers all availablerimiation, including cash
flow analyses based on default and prepayment getgum.
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Other-Than-Temporary Impairments

Of our $212.7 billion in non-agency mortgage-rafasecurities in our available-for-sale portfoliaJahe 30, 2008, we
have identified securities backed by subprime altebfand other loans with $2.3 billion of unpaidmripal balance that are
probable of incurring a contractual principal aieirest loss due to significant recent deterioraitiotne performance of the
underlying collateral of these securities and redkted to the performance of credit enhancemetdased to one monoline
insurer where we have determined that it is bottb@able a principal and interest shortfall will ocom the insured securities
and that in such a case, there is substantial tawegr surrounding the insurer’s ability to pay faiture claims. As such, we
realized impairment losses on these securitie826 $nillion, which were determined to be other-th@amporary. The recent
deterioration has not impacted our ability andribte hold these securities. We estimate thatuheé expected principal a
interest shortfall on these securities will be ffigantly less than the impairment loss requiredéorecorded under GAAP, as
we expect these shortfalls to be less than thentéaie value declines. The portion of the impainteharges associated with
these expected recoveries will be accreted bacdkitir net interest income in future periods.

While it is possible that under certain conditiodsfaults and severity of losses on our remainirajlable-for-sale
securities for which we have not recorded an immpeirt charge could exceed our subordination andteebdancement leve
and a principal or interest loss could occur, wadbbelieve that those conditions were probabliiae 30, 2008. Based on
our ability and intent to hold our remaining avhl&for-sale securities for a sufficient time taager all unrealized losses
and our consideration of all available informatiam have concluded that the reduction in fair valfithese securities was
temporary at June 30, 2008. These assessmentsere@nificant judgment and are subject to charsgina performance of
the individual securities changes, mortgage comufitievolve and our assessments of future perforenarecupdated.
Furthermore, different market participants couldvarat materially different conclusions regardthg likelihood of various
default and severity outcomes and these differetasesto be magnified for nontraditional produeistsas Alt-A MTA
loans.

The above impairment charges and unrealized laksest have a significant impact on our liquiditydacapital
resources. See “LIQUIDITY AND CAPITAL RESOURCES"rfa discussion of our sources of liquidity.

The evaluation of unrealized losses on our avaikii-sale portfolio for other-than-temporary impaént contemplates
numerous factors. We perform an evaluation on arggeoy-security basis considering all availabiéormation. Important
factors include the length of time and extent tachtihe fair value of the security has been leas thook value; the impact
changes in credit ratings.€., rating agency downgrades); our intent and abitityetain the security in order to allow for a
recovery in fair value; and an analysis of castwfitbased on default and prepayment assumptiome afrtderlying collaterz
Implicit in the cash flow analysis is informatioglevant to expected cash flows (such as collapendbrmance and
characteristics) that also underlies the other impent factors mentioned above, and we qualitagieeinsider all available
information when assessing whether an impairmeothisr-thantemporary. The relative importance of this inforimatvaries
based on the facts and circumstances surroundatgsegurity, as well as the economic environmetiiatime of
assessment. Based on the results of this evaludtiors determined that the impairment is otlileantemporary, the carryir
value of the security is written down to fair valaad a loss is recognized through earnings. Weidenall available
information in determining the recovery period amdicipated holding periods for our available-faiessecurities. Because
we are a portfolio investor, we generally hold &fzle-for-sale securities in our retained portfabamaturity. An important
underlying factor we consider in determining theiqubto recover unrealized losses on our avail#tiesale securities is the
estimated life of the security. Since our availaflesale securities are prepayable, the averdgéslifar shorter than the
contractual maturity.

We have concluded that the unrealized losses irdlid Table 17 are temporary since we have théhild intent to
hold the securities to recovery. These conclusamadased on the following analysis, which is cateld on a quarterly basis
and is subject to change as new information reggrdelinquencies, severities, timing of lossespayenent rates and other
factors becomes available.

Freddie Mac and Fannie Mae Securities
These securities generally fit into one of two gatées:

Unseasoned Securities Fhese securities are utilized for resecuritizatramsactions. We frequently resecuritize agency
securities, typically unseasoned pass-through gmsunn these resecuritization transactions, ypécally retain an interest
representing a majority of the cash flows, but aersthe resecuritization to be a sale of all & $kecurities for purposes of
assessing if an impairment is other-than-temporasythese securities have generally been receotjyised, they generally
have coupon rates and prices close to par, soeelind in the fair value of these agency securiieslatively small. This
means that the decline could be recovered easitiye expect that the recovery period would béértear term.
Notwithstanding this, we recognize ot-thantemporary impairments on any of these securitiasate likely to be sold. Th
population is identified based on our expectatimin®securitization volume and our eligible coltalelf any of the
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securities identified as likely to be sold are iloss position, other-than-temporary impairmeneisorded because
management cannot assert that it has the intdmlebsuch securities to recovery. Any additionakles realized upon sale
result from further declines in fair value subsetgue the balance sheet date. For securities thatat likely to be sold, we
expect to recover any unrealized losses by holttiag to recovery.

Seasoned Securities Fhese securities are not usually utilized for raséization transactions. We hold the seasoned
agency securities that are in an unrealized losiipp at least to recovery. Typically, we hold sdlasoned agency securities
to maturity. As the principal and interest on theseurities are guaranteed and we have the aailityintent to hold these
securities, any unrealized loss will be recovered.

The unrealized losses on agency securities areaghna result of movements in interest rates.

Non-Agency Mortgage-Related Securities

We believe the unrealized losses on our non-agetygage-related securities are primarily a resiuttecreased
liquidity and larger risk premiums. With the exdeptof the other-than-temporarily impaired secestiliscussed previously,
we have not identified any securities that weréphde of incurring a contractual principal or irggtrloss at June 30, 2008.
As such, and based on our ability and intent tal tioése securities for a period of time sufficientecover all unrealized
losses, we have concluded that the impairmentesfettsecurities was temporary.

Our review of the securities backed by subprime&ltd\ and other loans includes cash flow analyskthe individual
securities based on underlying collateral perforreamcluding the collectibility of amounts that wad be recovered from
monoline insurers. In the case of monoline insyr@esalso consider certain qualitative factors saglhe availability of
capital, generation of new business, pending reégiylaction, ratings, security prices, credit défawap levels traded on the
insurers and our own cash flow analysis. In ordatdtermine whether securities are other-than-teanipypimpaired, these
analyses use assumptions about the losses likedstdt from the underlying collateral that arereatly more than 60 days
delinquent and then evaluate what percentage okthaining collateral (that are current or less1té@ days delinquent)
would have to default to create a loss. The futiefault rate, severity and prepayment assumptieqgired to realize a loss
are evaluated for probability of occurring. If thesssumptions are probable, considering all otaofs, the impairment is
judged to be other than tempors

We perform a stress test based on the key assumptidhe above analyses to determine whether wdweceive our
contractual payments on these securities in adweesht environments. These tests simulate theiloligion of cash flows
from the underlying loans to the securities thathokel considering different default rate and sdyassumptions. In
evaluating each scenario, we use numerous assursgtioaddition to the default rate and severiguagptions), including,
but not limited to the timing of losses, prepaymetes, the collectability of excess interest andrest rates that could
materially impact the results. These tests areop@ed on a security-by-security basis for all of securities backed by
subprime and Alt-A and other loans. We have coreduthat the assumptions required for us to notivecal of our
contractual cash flows on any one security, withekception of the impaired securities previous$gualssed, were not
probable at June 30, 2008. These assessmentserggilgment and other parties could arrive at diffiéiconclusions as to the
probability of losses occurring.

In evaluating our non-agency mortgage-related siesibacked by subprime and Alt-A and other lofmsther-than-
temporary impairment, we noted and specificallysidered that the percentage of securities that wark-rated and the
percentage that were investment grade had decreasedacquisition and had decreased betweentdst lzalance sheet d:
and the release of these financial statements.pfecethis trend to continue for the remainder@®@ Although the ratings
have declined, the ratings themselves have not tetemminative that a loss is probable. Accordm&tandard & Poor’s, or
S&P, a security may withstand up to 115% of S&Risdcase loss assumptions and still receive a Bi:low investment
grade, rating. In performing this evaluation, thslt flow analyses indicate that it is not probahbd we will not receive all «
our contractual cash flows. While we consider dreatings in our analysis, we believe that our ifieda
security-by-security cash flow analyses provideaearconsistent view of the ultimate collectibild@f contractual amounts
due to us. As such, we have impaired securitids aitrent ratings ranging from B to AAA. See Tak@sthrough 25 for the
ratings of our non-agency mortgage-related seesrliicked by subprime and Alt-A and other loans.

Furthermore, we consider significant declines infalue between June 30, 2008 and July 28, 20@84dess if they were
indicative of potential future cash shortfallstiis assessment, we put greater emphasis on cat@gmicing information
rather than security-by-security prices. Basedunreview, default levels and actual severity eigrered were within the
range of outcomes considered during our June 3IB Rfipairment analysis. Based on our cash flowyaes| and given that
we have the ability and intent to hold these séiesrio recovery, we determined that any furthetides in fair value did not
result in the impairment being other-than-temparary

While the result of these analyses further suppmrtsconclusions that the levels of defaults ang:gges necessary to
create principal and interest shortfalls are notantly probable on substantially all of our holgén we have identified
23 uninsured securities with $1.3 billion of unppiihcipal balance that we have judged probableafrring a contractual
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principal or interest loss due to significant retaggterioration in the performance of the undedyiollateral of these
securities. In addition, we have identified 7 sé@&g with $950 million of unpaid principal balanagth credit enhancements
that included monoline insurance where we haveragted that it is not probable that the monolinguirer will have the
ability to pay all future claims should a princifmalinterest shortfall occur and that absent susterage a principal loss is
likely to occur. As such, we realized impairmergdes on these securities of $826 million, whichenstermined to be other-
than-temporary during the second quarter of 20@8.aDalysis is conducted on a quarterly basis susdlject to change as
new information regarding delinquencies, severitiess timing, prepayments and other factors bescmailable. Our non-
agency mortgage-related securities have not yeatreqced significant cumulative losses and ouritemthancement levels
continue to increase on most of our holdings. Witiie possible that under certain conditions, dé#faand loss severities on
the remaining securities could reach or even extteetbevels used for our stress test scenariogguuhcipal or interest loss
could occur on certain individual securities, wentbd believe that those conditions are probablef dsine 30, 2008.

Hypothetical stress test scenarios on our investmi@mor-agency mortgage-related securities backed by liest
subprime loans

For our non-agency mortgage-related securitiesdzhbl first lien subprime loans, we use severaulefate and
severity stress test scenarios including thosdagied in Table 18 — Investments in Available-FoteSdon-Agency
Mortgage-Related Securities Backed by First Lieb@Bime Loans. The stress test analysis includedenable below has
been enhanced to run different stress default matesrious subcomponents of the portfolio in resgoto the deteriorating
credit environment and liquidity concerns in therkes. We divided the portfolio into delinquency gtilas and ran the most
stressful default rates on the quartiles with tiggadst levels of current delinquencies. The stdesault and severity
assumptions that would indicate a potential lossnaore severe than what we believe are probabédhas our judgment
related to both current delinquency and severifyeeience and historical data.

While the more stressful scenarios are beyond whaturrently believe are probable, this table ginsgght into the
potential economic losses in very stressful cooddi Our most severe default rate for our worsttdes and severity
assumptions for all quartiles are 70% and 65% aesgely, for these securities. As disclosed onl@4l8, even in our most
severe stress test scenarios, our potential lassesnly 3% of our total non-agency mortgage-relatcurities, backed by
first lien subprime loans. However, current morgagarket conditions are unprecedented and actfelitiand severity
experience could differ from our expectations. Rennore, different market participants could aravelifferent conclusions
regarding the likelihood of various default andesity outcomes. Current collateral delinquencysatesented in Table 18
averaged 31% for first lien subprime loans, witbedishacked securities indices, or ABX, average lies severities
approximating 48%. There are several differenceélarcharacteristics of the securities in our plidfas compared to the
ABX. For example, the pass-through securities inpmutfolio reflect the entirety of the underlyidgAA cash flows while
only a portion of the underlying AAA cash flows ladhe securities in the ABX.

Table 18 provides the summary results of the defaté and severity stress test scenarios forrmugstments in available-
for-sale non-agency mortgage-related securitiekdzhby first lien subprime loans at June 30, 200&ddition to the stress
tests scenarios, Table 18 also displays underlyitigteral performance and credit enhancemensstsj by vintage and
quartile of credit enhancement level. Within eatthese quartiles, there is a distribution of bothdit enhancement levels
and delinquency performance, and individual segyeétrformance will differ from the cohort as a widFurthermore, some
individual securities with lower subordination cdilave higher delinquencies. The projected econtoages presented in
each stress test scenario represent the cash leegeay experience given the related assumptiooweMer, these amounts
do not represent the other-than-temporary impaitrolearge that would result under the given scendmy other-than-
temporary impairment charges would vary dependmthe fair value of the security at that pointime.
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Table 18— Investments in Available-For-Sale Nor-Agency Mortgage-Related Securities Backed by First Lier
Subprime Loans

June 30, 2008
Credit Enhancements Statistics

Underlying Collateral Performance Minimum Stress Test Scenario®
Delinquency Unpaid Principal Average Credit Current Default Severity Default Severity
Acquisition Date Quartile Balance Collateral Delinquency®  Enhancement®  Subordination ® _Rate 55 _65 _Rate 55 65
(dollars in millions)

2004 & Prior 1 $ 33¢ 12% 52% 21% 45% $— $ — 5% $ — $
2004 & Prior 2 33¢ 18 52 22 5 — — 58 — —
2004 & Prior 3 307 21 65 24 5 — — 6C — —
2004 & Prior 4 322 31 63 17 58 — _— 65 — 1
2004 & Prior subtote $ 1,30¢ 20 58 17 $—s$— $—8 1
2005 1 $ 4,05% 25 53 34 45 $— $ — 5 $—% —
2005 2 3,91¢ 33 58 37 5 — — 55 — —
2005 3 3,951 37 51 29 5 — — 6C — 2
2005 4 3,802 44 54 21 550 — 1 65 2 6
2005 subtota $ 15,73( 34 54 21 $—3$ 1 $ 2% 8
2006 1 $ 8,01¢ 29 29 20 5 $—$ 5 55 $— % 62
2006 2 8,33t 34 31 19 5 — — 6C 2 80
2006 e 8,21% 38 31 20 56 — 31 65 BE 254
2006 4 8,59¢ 45 33 20 68— 9 7C 33 358
2006 subtota $ 33,16¢ 37 31 19 $—$ 45 $9C$ 74¢
2007 1 $ 7,98¢ 13 31 21 5 $—$ 3 58 $— % 25
2007 2 8,14¢ 23 28 20 5 — 11 6C 46 264
2007 3 7,807 29 27 20 58 — 19 65 47 37z
2007 4 7,431 36 27 20 68— 112 7C  19€ 75C
2007 subtota $ 31,37¢ 25 28 20 $— $14¢ $28¢ $1,411

Total uninsured nc-agency mortgag-
related securities, backed by first lien
subprime loan $ 81,57: 31 35 17

Non-agency mortgac-related securities
backed by first lien subprime loans with
monoline bond insuranc
Nor-investment grade monolir— no

other-than-temporary impairments to
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date $ 2,331
Nor-investment grad— monoline—
othe-thar-temporary impairments take 817

Subtotal no-agency mortga¢-related
securities, backed by first lien subprime
loans with monoline bond insuran(®) $ 3,14¢

Total nor-agency mortgag-related
securities, backed by first lien subprime
loans $ 84,72(

(1) Determined based on loans that are 60 days or pastedue that underlie the securiti

(2) Consists of subordination, financial guaranteesathdr credit enhancements. Does not include thefiieof excess interes

(3) Reflects the current credit enhancement of the sdwecurity in each quartil

(4) Reflects the present value of projected econonsisds based on the disclosed hypothetical cumuldéfsult and loss severity rates against the
outstanding collateral balanc

(5) Represents the amount of unpaid principal balangered by monoline insurance coverage. This amoo@s not represent the maximum amount of
losses we could recover, as the monoline insuralstecovers interes

Hypothetical stress test scenarios on our investsi@mor-agency mortgage-related securities backed by Atiafvs

For our non-agency mortgage-related securitiesdzhbly Alt-A loans, we use several default rate sewkrity stress test
scenarios including those disclosed in Table 19wes$tments in Non-Agency Mortgage-Related Secsriigcked by
Alt-A Loans. The stress test analysis includechmtable below has been enhanced to run diffetesdssdefault rates on
various subcomponents of the portfolio in respdogbe deteriorating credit environment and ligtyidioncerns in the
market. We divided the portfolio into delinquenayagtiles and ran the most stressful default ratethe cohorts with the
highest levels of current delinquencies. We belidnat the stress default and severity assumptimatsatould indicate a
potential loss are more severe than those impljeclirent collateral delinquencies and conditidiile the more stressful
scenarios are beyond what we currently believeparbable, this table gives insight into the potrgiconomic losses in very
stressful outcomes.

Our most severe default rate for our worst quarige60%. Our most severe severity assumptionsufionon-agency
mortgage-related securities backed by non-MTA afdtAMIt-A loans are 50% and 55%, respectively. Asattised in
Table 19, even in our most severe stress test sosnaur potential losses are only 4% of our tatat-agency mortgage-
related securities, backed by Alt-A loans. Howeceryent mortgage market conditions are unprecedeard actual default
and severity experience for Alt-A loans could diffem our expectations. Furthermore, different keaiparticipants could
arrive at materially different conclusions regagdthe likelihood of various default and severityammes and these
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differences tend to be magnified for nontraditiomadducts such as Alt-A MTA loans. Current collatatelinquency rates
presented in Table 19 averaged 15%.

Table 19 provides the summary results of the defaté and severity stress test scenarios forraugstments in non-
agency mortgage-related securities backed by Atiahs as of June 30, 2008, including securitiekddhby Alt-A MTA
loans. In addition to the stress test scenariolsleTH also displays underlying collateral perfoneeand credit enhancement
statistics, by vintage and quatrtile of credit erdegament level. Within each of these quartiles, tliegedistribution of both
credit enhancement levels and delinquency perfoceaand individual security performance will diffeom the cohort as a
whole. Furthermore, some individual securities vdtlver subordination could have higher delinquesicighe projected
economic losses presented in each stress testrigce@esent the cash losses we may experienee gie related
assumptions. However, these amounts do not regriésenther-than-temporary impairment charge thatla result under
the given scenario. Any other-than-temporary inrpaimt charges would vary depending on the fair vafule security at
that point in time.

Table 19 — Investments in Non-Agency Mortgage-Relatl Securities backed by Alt-A Loans

June 30, 2008
Underlying Collateral Performance

Unpaid Minimum Stress Test Scenario§)
Delinquency Principal ~ Collateral Average Credit Current Default Severity  Default Severity
Acquisition Date Quartile _Balance_ Delinquency® Enhancement@® Subordination @ _Rate  45% 50% _Rate  45% 50%

(dollars in millions)

Non-agency mortgac-related securities, backed by uninst
nor-MTA Alt-A loans:

2004 & Prior 1 $ 1,26¢ 2% 10% 6% 10%$ — $ — 15%$ 2% 4
2004 & Prior 2 1,241 4 14 8 15 - — 23 1 6
2004 & Prior 3 1,311 6 16 10 20 — — 3C 1 20
2004 & Prior 4 1,39(C 12 24 13 30 3 7 4C 22 39
2004 & Prior subtote $ 5.21C 6 16 6 $ 3% 7 $35% 69
2005 1 $ 2,387 2 8 5 10 $—3% 1 15 $12 % 22
2005 2 2,327 7 13 6 20 11 19 3C 61 87
2005 8 2,10t 11 14 9 30 26 41 4C 7€ 10C
2005 4 1,98¢ 21 24 10 40 15 25 5C 4S8 68
2005 subtota $ 8,807 1C 14 5 $52% 86 $19€ $277
2006 1 $ 1,21¢ 3 11 5 20 $11% 17 3C $49 %64
2006 2 1,247 11 15 5) 30 32 41 4C 63 78
2006 3 1,14( 22 16 9 30 — 2 4C 11 18
2006 4 1,201 34 15 9 40 — = 5C 3 10
2006 subtota $ 4,80¢ 17 14 5 $43 % 6C $12¢€ $17C
2007 1 $ 797 11 7 6 20 $21% 28 3C $53¢%64
2007 2 801 17 14 7 30 1 3 4C 1€ 25
2007 8 814 23 9 7 30 1 4 4C 21 37
2007 4 807 28 13 7 40 _ 2 9 5C _24 _36
2007 subtota $ 3,21¢ 2C 11 6 $25% 44 $114 $162
Uninsured no-agency mortga¢-related securities, backed

nor-MTA Alt-A loans subtota $ 22,04: 12 14 5 $122 $197 $47% $67¢
Non-agency mortgac-related securities, backed by -MTA

Alt-A loans with monoline bond insuranc

Monoline— no othe-thar-temporary impairments to de $ 454

Monoline— othe-thar-temporary impairments take 132
Subtotal no-agency mortgac-related securities, backed

nor-MTA Alt-A loans with monoline bond insuran(®) $ 587
Non-agency mortgac-related securities, backed by M

MTA Alt-A loans subtote $ 22,62¢
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June 30, 2008
Underlying Collateral Performance

Unpaid Minimum Stress Test Scenario®)
Delinquency Principal Collateral Average Credit Current Default Severity Default Severity
Acquisition Date Quartile __Balance Delinquency® Enhancement® Subordination ® Rate  45% 55% _Rate  45% _55%

(dollars in millions)
Non-agency mortgac-related securities, backed by M1

Alt-A loans:
2005 & Prior 1 $ 1,12¢ 15% 28% 18% 25% % — $— 45%$ 2% 26
2005 & Prior 2 1,167 17 25 18 30 - — 5C 18 62
2005 & Prior 3 1,01¢ 21 25 18 35 — 16 55 53 104
2005 & Prior 4 92€ 29 27 22 40 — — 6C 12 58
2005 & Prior subtote $ 4,23t 20 27 18 $—3$16 $85% 25C
2006 1 $ 291t 17 15 8 25 $—$% 1 45 $ 46 $ 141
2006 2 2,29¢ 20 17 1C 30 —  — 5C 26 12¢
2006 & 2,14¢ 22 24 11 & — 3 55 48 11F
2006 4 2,11¢ 24 23 14 40 — 1 6C 86 19z
2006 subtota $ 947¢ 20 19 8 $—8% 5 $20€ $ 57€
2007 1 $ 1,33¢ 6 23 14 25 $—$— 45 $ 5% 23
2007 2 1,62¢ 12 21 7 30 — 1 50 14 56
2007 3 1,502 15 15 1C 35 5 23 55 97 177
2007 4 1,51¢ 19 30 8 40 — 3 6C 52 10z
2007 subtota $ 5,984 13 22 7 $ 5827 $16€ $ 35¢
Uninsured no-agency mortga¢-related securities, back

by MTA Alt-A loans subtote $ 19,69¢ 18 22 7 $ 53$48 $45¢ $1,18¢4

Non-agency mortgac-related securities, backed by M1
Alt-A loans with monoline bond insurant
Monoline— no othe-thar-temporary impairments to de $ 77C

Subtotal no-agency mortga¢-related securities, backed

MTA Alt-A loans with monoline bond insuran®) $ 77C
Non-agency mortgac-related securities, backed by M1

Alt-A loans subtots $ 20,46¢
Total nor-agency mortgag-related securities, backed

Alt-A loans $ 43,09

(1) Determined based on loans that are 60 days or pastedue that underlie the securiti

(2) Consists of subordination, financial guaranteesathdr credit enhancements. Does not include theflieof excess interes

(3) Reflects the current credit enhancement of the $bwecurity in each quartil

(4) Reflects the present value of projected econonsisds based on the disclosed hypothetical cumuldéfaailt and loss severity rates against the
outstanding collateral balanc

(5) Represents the amount of unpaid principal balangered by monoline insurance coverage. This amdo@s not represent the maximum amount of
losses we could recover, as the monoline insuralstecovers interes

« Commercial mortgage-backed securities We perform an analysis of the underlying coliaten a security-by-
security basis to determine whether we will receil®f the contractual payments due to us. Weelelthe declines in
fair value are attributable to the deterioratiotigdiidity and larger risk premiums in the commatehortgage-backed
securities market consistent with the broader tradrkets and not to the performance of the undwylgollateral
supporting the securities. Virtually all of thegegrities are currently AAA-rated and the underyaollateral continue
to have positive delinquency trends and increaseditoenhancement levels. Since we generally Hodde securities to
maturity, we have concluded that we have the ghilitd intent to hold these securities to a recoeéthe unrealized
losses

« Obligations of states and political subdivisiors These investments consist of mortgage revenadso
Approximately 61% and 67% of these securities la¢ldine 30, 2008 and December 31, 2007, respeggtivete
AAA-rated as of those dates, based on the lowdisigravailable. The unrealized losses on obligatiohstates and
political subdivisions are primarily a result of wanents in interest rates. We have concluded tigaittpairment of
these securities is temporary based on our abhilityintent to hold these securities to recovemy giktent and duration
of the decline in fair value relative to the amzetl cost as well as a lack of any other factsrounistances to suggest
that the decline was other-than-temporary. Theeisguarantees related to these securities haussléaconclude that
any credit risk is minima
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Table 20 summarizes our impairments recorded hyrggdype and the duration of the unrealized Ipser to
impairment of less than 12 months or 12 monthgeatgr.

Table 20 — Impairments on Mortgage-Related Securiéis Recorded by Gross Unrealized Loss Position

Three Months Ended June 30

2008 2007
Gross Unrealized Loss Positiol
Lessthan 12 months Less than 12 months
12 months orgreater Total 12 months orgreater Total
(in millions)
Mortgage-related securities
Subprime® $ A7) $ (505 $(522) $ @ $ — $
Alt-A and othel®) (11€) (188 (304 — — —
Freddie Mac — — — (12) 279 (29))
Manufactured housin®) — — — (2) — (2
Total securities impairmen $ (133 $ (699 $(826) $ (15 $ (279 $(299)

Six Months Ended June 30

2008 2007
Gross Unrealized Loss Positiol
Less than 12 months Less than 12 months
12 months orgreater Total 12 months orgreater Total
(in millions)
Mortgage-related securities
Subprime® $ A7) $ (505 $(522) $ 1 $ — $
Alt-A and othel® (11€) (188) (3049 — — —
Freddie Mac — — — (16) (319 (33%)
Manufactured housin(@) ) — (©) 2 — 2
Obligations of state and political subdivisic(2) (50) (18) (68) — — —
Fannie Mae — — — — (12) (12)
Total securities impairmen $ (186 $  (711) (897 $ (19) $  (331) $(350

(1) Represent securities of priv-label or no-agency issuer:

During the second quarter of 2008 and 2007, werdecbimpairments related to investments in mortgatpted
securities of $826 million and $294 million, restpeely. The impairments recognized during the selcguarter of 2008 of
$826 million related to non-agency securities bddkg subprime or Alt-A and other loans, primarilyedto significant recent
deterioration in the performance of the collatemaderlying these securities. The primary contrimgito the deteriorating
performance during the second quarter were negdéirequency trends that continued, and in sevarsés accelerated. Our
securities backed by second lien subprime loarferguaf a pronounced decline in credit enhancemeatdeAnother
contributor to some of these impairments was cregliancements related to monoline bond insurarmadad by one
monoline insurer on individual securities in anealized loss position where we have determineditligboth probable a
principal and interest shortfall will occur on timsured securities and that in such a case thesgbstantial uncertainty
surrounding the insurer’s ability to pay all futialaims. In making this determination we consideadditional qualitative
factors, such as the monoline’s availability ofitalpability to generate new business, pendingilagry actions, ratings
agency actions, security prices, credit defaultpsle@aels traded on the insurer and our own cash &ipalysis.

During the six months ended June 30, 2008 and 200Tecorded impairments related to investmentadngagerelated
securities of $897 million and $350 million, restpeely. Of the $897 million in impairments recoged during the six
months ended June 30, 2008, $826 million relatetbteagency securities backed by subprime or A#ré other loans as
discussed above. Of the remaining $71 million giamments, $68 million related to obligations aites and political
subdivisions for which we did not have the intemhold to a forecasted recovery. During the six theended June 30, 20!
security impairments on available-for-sale seaesitncluded $347 million attributed to agency magetrrelated securities in
an unrealized loss position that we did not haeeitkent to hold to a forecasted recovery. Of tB&7million, $331 million
related to securities where the duration of thecaliwed loss prior to impairment was greater thambnths.

We rely on monoline bond insurance, including seéleoy coverage, to provide credit protection on sofm@&ur securities
held in our mortgage-related investment portfoboneell as our non-mortgage-related investment pliotfMonolines are
companies that provide credit insurance principatlyering securitized assets in both the primasyasce and secondary
markets. See “CREDIT RISKS — Institutional CredislR— Mortgage and Bond Insuretfsand “NOTE 15:
CONCENTRATION OF CREDIT AND OTHER RISKS — Mortgag§ienders and Insurers” to our consolidated financial
statements for additional information regarding owdit risks to our counterparties and how we rgartaem.
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Table 21 shows our non-agency mortgage-relateditiesicovered by monoline bond insurance at Juh608.

Table 21 — Non-Agency Mortgage-Related Securities@@ered by Monoline Bond Insurance at June 30, 2008

Financial Guaranty XL Capital AMBAC Assurance Financial Security
Insurance Company Assurance Inc. Corporation Assurance Inc. MBIA Insurance Corp. Total
Unpaid Unpaid Unpaid Unpaid Unpaid Unpaid
principal Unrealized principal Unrealized principal ~ Unrealized principal ~ Unrealized principal Unrealized principal Unrealized
balance losses)  balance _losses®)  balance losses)  balance losses)  balance losses)  balance _losses®)
(in millions)
First lien subprime¢ $ 1,42 $ 21€$ 251 $ 62$% 89 $ 21 $ 548 $ 556%$ 31 $ 2% 314t % 552
Second lien subprim 401 19t 84 58 74 33 — — 34 16 592 302
Alt-A and othel 1,191 491 87¢ 387 1,93¢ 50& 78t 173 70& 20S 5,49 1,76t
Manufactured Housir — — — — 12F 16 — — 20C 25 32E 41
Total $ 301t $ 904 $ 1,21 $ 507 $ 3,032 $ 76 $ 133 $ 226 $ 97C $ 252 $ 9,56: $ 2,66(

(1) Represent the amount of unrealized losses at Jur2088 on the securities with monoline insural

Included in Table 21 is $950 million of unpaid mijpal balance that was impaired due to our deteatian that it was
both probable that a principal and interest shibsfauld occur on the insured securities and thatuch a case there is
substantial uncertainty surrounding one monolirseiiar’s ability to pay all future claims, as prexsty discussed. For the
remaining securities covered by the insurer that na have the ability to pay future claims we @ currently believe that
it is probable that a principal or interest shdktfall occur on these securities. This assessmemqires significant judgment
and is subject to change as our assessments of fueuformance are updated.

See “CREDIT RISKS — Institutional Credit Risk Mortgage and Bond Insurefdor a discussion of our expectations
regarding the claims paying abilities of these iessiand Table 36 — Monoline Bond Insurance by Genparty for the
ratings of these insurers as of July 31, 2008.

Table 22 shows the ratings of available-for-sale-agency mortgage-related securities backed byrsubgoans held at
June 30, 2008 based on their ratings as of Jun20®®. Tables 22, 23, 24 and 25 used the loweasgravailable for each
security.

Table 22 — Ratings of Available-For-Sale Non-AgencMortgage-Related Securities backed by Subprime Lo at
June 30, 2008

Unpaid Gross Monoline
Principal Amortized Unrealized Insurance
Credit Rating as of June 30, 20C Balance Cost Losses  Coverage®
(in millions)

Investment grade
AAA -rated $46,73. $ 46,701 $ (6,35]) $ 561
Other 30,947 30,84¢ (6,177) 2,04¢
Below investment grad 7,93: 7,518 (2,07%) 1,131

$85,61: $ 8506! $ (1459) $ 3,741

(1) Represents the amount of unpaid principal balangered by monoline insurance coverage. This amdo@s$ not represent the maximum amount of
losses we could recover, as the monoline insuralstecovers interes

Table 23 shows the percentage of unpaid princigkaize of non-agency mortgage-related securitidarag 30, 2008
based on the ratings of available-for-sale non-egemortgage-related securities backed by subpriaed as of June 30 and
July 28, 2008. We estimate that the gross unrahlizEses on these securities have not changedisagtly and we continue
to receive substantial monthly remittances of ppatrepayments on these securities.

Table 23 — Ratings of Available-For-Sale Non-AgencMortgage-Related Securities backed by Subprime Lo at
June 30, 2008 and July 28, 2008

Credit Ratings as of

Percentage of Unpaid Principal Balance at June 3@00¢ June 30, 200  July 28, 200¢
Investment grade
AAA -rated 55% 55%
Other 36 36
Below investment grad 9 9
10C% 10C%
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Table 24 shows the ratings of available-for-sale-agency mortgage-related securities backed byAlird other loans
held at June 30, 2008 based on their ratings dsrae 30, 2008.

Table 24 — Ratings of Available-for-Sale Non-AgenciMortgage-Related Securities backed by Alt-A and Qter Loans
at June 30, 2008

Unpaid Gross Monoline
Principal Unrealized  Insurance
Credit Rating as of June 30, 20C Balance Amortized Cost Losses  Coverage®
(in millions)

Investment grade
AAA -rated $ 43,257 $ 43,090 $ (9,807) $ 1,57¢
Other 3,46¢ 3,46¢ (2,136 3,07¢
Below investment grad 85C 787 (322) 85(

$47571 $ 47,348 $ (11,26) $  5,49i

(1) Represents the amount of unpaid principal balaogered by monoline insurance coverage. This amdo@$ not represent the maximum amount of
losses we could recover, as the monoline insuralstecovers interes

Table 25 shows the percentage of unpaid principirize at June 30, 2008 based on the rating obbiaifor-sale non-
agency mortgage-related securities backed by Adid other loans as of June 30 and July 28, 2008.

Table 25 — Ratings of Available-for-Sale Non-AgenciMortgage-Related Securities backed by Alt-A and Qter Loans
at June 30, 2008 and July 28, 2008

Credit Rating as of

Percentage of Unpaid Principal Balance at June 3@00¢ June 30, 200  July 28, 200¢
Investment grade
AAA -rated 91% 87%
Other 7 10
Below investment grad 2 3
10C% 10C%
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Derivative Assets and Liabilities, Net at Fair Vale

Table 26 shows the notional or contractual amoantsfair value for each derivative type and theurigt profile of the
derivative positions. The fair values of the detiiwa positions are presented on a product-by-prbbasis, without netting b
counterparty.

Table 26 — Derivative Fair Values and Maturities

June 30, 200¢
Fair Value @
Notional or Total Fair Lessthar 1to3 Greater than 3 In Excess
Contractual Amount Value @ 1 Year Years andupto5 Year: of5 Years
(dollars in millions)

Interes-rate swaps

Receiv-fixed:
Swaps $ 200,55($ (249 % 94 $ 59 $ (502) $ 10t
Weightec-average fixed rat® 451% 3.8% 4.06% 4.92%
Forwarc-starting swap® 44,50¢ (225) — — (66) (159
Weightec-average fixed rat® — — 4.47% 4.8(%
Total receiv-fixed 245,05« (46¢€) 94 59 (56€) (54)
Basis (floating to floating 32,20 (22) 1) a7 — (4)
Pay-fixed:
Swaps 311,97: (2,759 (70)  (20€) (290 (2,18¢)
Weightec-average fixed rat® 51% 3.81% 4.4% 4.82%
Forwarc-starting swap® 99,100 (2,737 — 87 9) (2,815
Weightec-average fixed rat® — 3.35% 5.24% 5.5¢%
Total pa-fixed 411,07: _ (5,499 (70) (119 (299 (5,009
Total interes-rate swap: 688,33:  (5,987) 23 (77) (867) (5,060
Optior-based
Call swaptions
Purchaser 213,89 6,68t 137 1,38( 1,47¢ 3,69(
Written 1,50C (33 4) (29 — —
Put swaption:
Purchaser 21,17 66C — 81 25 554
Written 38,15( (414) (2200 (12¢) (68) —
Other optio-based derivative®) 103,97 947 (210 (1) (5) 1,15¢
Total optior-basec 378,69¢ 7,84( (297 1,30¢% 1,43( 5,40z
Futures 147,29: (64) (66) 2 — —
Foreigr-currency swap 15,35 4,78¢ 65 2,53( 1,56¢ 62¢
Forward purchase and sale commitme 63,51: 85 85 — — —
Swap guarantee derivativ 1,728 (6) — — — (6)
Subtotal 1,294,91. 6,661 $ (190) $3,76( $ 2,127 964
Credit derivatives 10,11¢ 24
Total $ 1,305,02° $ 6,68¢

(1) Fair value is categorized based on the period fiane 30, 2008 until the contractual maturity of deevative.

(2) The value of derivatives on our consolidated baasteeets is reported as derivative assets, netexndtive liability, net, and includes derivativgerest
receivable or (payable), net, trade/settle recéévab(payable), net and derivative cash collatéreld) or posted, net. Refer to “CONSOLIDATED
RESULTS OF OPERATIONS — Table 7 — Summary of thie&fof Derivatives on Selected Consolidated Fiirigtatement Captions” for
reconciliation of fair value to the amounts presenin our consolidated balance sheets as of Jyrg0@8.

(3) Represents the notional weighted average ratdéofixed leg of the swap

(4) Represents intere-rate swap agreements that are scheduled to bedirtume dates ranging from less than one yearrtyéars

(5) Primarily represents purchased interest rate capdlaors, as well as written options, includingagantees of stated final maturity of issued Stmeztu
Securities and written call options on PCs we ids
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Table 27 summarizes the changes in derivativesdires.

Table 27 — Changes in Derivative Fair Values

Six Months Ended

June 30,
2008 2007®W
(in millions)
Beginning balanc— net asset (liability $4,79C $7,72(
Net change in
Forward purchase and sale commitme (242) 2C
Credit derivative 14
Swap guarantee derivativ ) —
Other derivatives
Changes in fair valu 864 (26€)
Fair value of new contracts entered into duringpagod®) 1,47(C 23€
Contracts realized or otherwise settled duringpieod (20¢€ (83¢
Ending balanc— net asset (liability $6,68¢ $6,87(

() The value of derivatives on our consolidated baastweets is reported as derivative assets, netexndtive liability, net, and includes derivativgerest
receivable or (payable), net, trade/settle recéévab(payable), net and derivative cash collatéreld) or posted, net. Refer to “CONSOLIDATED
RESULTS OF OPERATIONS — Table 7 — Summary of thie&fof Derivatives on Selected Consolidated Firgr§tatement Captions” for
reconciliation of fair value to the amounts presemn our consolidated balance sheets as of Jur#988 and January 1, 2008. Fair value excludes
derivative interest receivable, net of $2.3 billitrade/settle receivable or (payable), net of §(billion and derivative cash collateral held, o&t
$9.1 billion at June 30, 2007. Fair value excludesvative interest receivable, net of $2.3 billitrade/settle receivable or (payable), net of $itioh
and derivative cash collateral held, net of $9IBboii at January 1, 200’

(2) Includes fair value changes for inte-rate swaps, opti-based derivatives, futures and fore-currency swaps and inter-rate caps

(3) Consists primarily of cash premiums paid or recgioe options

Table 28 provides information on our outstandingtem and purchased swaption and option premiundarae 30, 2008
and December 31, 2007, based on the original premégeipts or payments.

Table 28 — Outstanding Written and Purchased Swaptin and Option Premiums

Original Premium Original Weighted
Amount (Paid) Average Life to Remaining Weighted
Received Expiration Average Life

(dollars in millions)

Purchased®)

At June 30, 200 $(6,467) 9.4 year 7.7 year

At December 31, 200 $(5,47¢) 7.8 year 6.0 year
Written: (@)

At June 30, 200 $ 54¢ 1.6 year 1.2 year

At December 31, 200 $ 87 3.0 year 2.6 year

(1) Purchased options exclude callable sw
(2) Excludes written options on guarantees of stateal fnaturity of Structured Securitie
Guarantee Asset

See “CONSOLIDATED RESULTS OF OPERATIONS — Non-Imgstr Income —&Gains (Losses) on Guarantee Asset
for a description of, and an attribution of othkarges in, the guarantee asset. Table 29 summé#rezebanges in the
guarantee asset balance.

Table 29 — Changes in Guarantee Asset

Six Months Ended

June 30,
2008 2007

(in millions)
Beginning balanc $ 9,591 $7,38¢
Additions 1,798 1,612
Other® (87) —

Components of fair value gains (loss¢

Return of investment on guarantee a (951) (819)
Changes in fair value of management and guarasts 671 1,11¢
Gains (losses) on guarantee a (280) 297
Ending balanc $11,01¢ $9,29¢

(1) Represents a reduction in our guarantee assetiatesbwith the extinguishment of our previouslyuisd longterm credit guarantees upon conversion
either PCs or Structured Transactions within theesenonth

The increase in additions during the six monthsedniline 30, 2008 compared to the six months ended3D, 2007 is
due to an increase in our overall issuance volumik @ a lesser extent, increases in our managemnengjuarantee fee rates.
Our management and guarantee fee rates for-rate product increased due to increebuy-up activity during the three ar



six months ended June 30, 2008 as compared t@ihe geriods in 2007.
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Gains (losses) on guarantee assets were $(28@mfir the six months ended June 30, 2008 compar&@97 million
for the six months ended June 30, 2007 due to & significant increase in interest rates duringsikenonths ended
June 30, 2007 as compared to the six months enated3D, 2008.

Guarantee Obligation

See “CONSOLIDATED RESULTS OF OPERATIONS — Non-Imgstr Income —ncome on Guarantee Obligatidrfor
a description of the components of the guarantéigailon. Table 30 summarizes the changes in tlaeaqniee obligation
balance.
Table 30 — Changes in Guarantee Obligation

Six Months Ended

June 30,
2008 2007
(in millions)

Beginning balanc $13,71:  $ 9,48
Transfe-out to the loan loss reser® (12 —
Deferred guarantee income of ne-issued guarantet 2,381 2,27¢
Other® (127 —
Amortization income

Static effective yielc (2,267) (797)

Cumulativecatct-up (677) (119)
Income on guarantee obligati (1,939 (909
Ending balanc $14,02: $10,85:

(1) Represents portions of the guarantee obligatiohciraespond to incurred credit losses reclasstfieserve for guarantee losses on f
(2) Represents a reduction in our guarantee obligatssonciated with the extinguishment of our previpisdued long-term credit guarantees upon
conversion into either PCs or Structured Transastigithin the same mont

The primary drivers affecting our guarantee oblm@abalances are our credit guarantee businessnesiufair values of
performance obligations on new guarantees anddiédiain rates on the existing portfolio. On Janugrg008, we adopted
SFAS 157, which amended FIN 45. Upon implementatioBFAS 157, we changed the manner in which wesoreahe
guarantee obligation we record for all of our nevglyued guarantees. Effective January 1, 2008athgalue of the
guarantee obligation for all newly-issued guaract®racts is measured as being equal to thedotapensation received for
providing the guarantee, as a practical expedidragrefore, we no longer recognize losses or defiersgat the inception for
most of our guarantee contracts. However, guaraibgations created before January 1, 2008 wetraffiected by the
adoption of SFAS 157 and will continue to be subeedy amortized into earnings using a static eiffecyield method. For
further information regarding accounting and measwent of our guarantee obligation, see “NOTE 1: SUARY OF
SIGNIFICANT ACCOUNTING POLICIES — Change in Accoumg Principles” in the notes to our consolidatethficial
statements. This change had a significant poditiygact on our financial results for the three amchsonths ended June 30,
2008.

Deferred guarantee income of newly-issued guarariteeeased for the six months ended June 30, 2008pared to the
six months ended June 30, 2007. The increase viraarniy a result of the higher volume of guarantsiances during the
six months ended June 30, 2008 as compared tixtheosiths ended June 30, 2007, partially offsebbiychange in
approach to determining fair value at initial issc& of our guarantees discussed above. We issdédfilon and
$232 bhillion of our PCs and Structured Securitiesrdy the six months ended June 30, 2008 and 2@8pectively. See
“CONSOLIDATED RESULTS OF OPERATIONS — Non-Interéstome —Income on Guarantee Obligatidrior a
discussion of amortization income related to olargntee obligation.

Total Stockholders’ Equity

Total stockholders’ equity decreased $13.8 billioming the six months ended June 30, 2008. Thisedse was primarily
a result of a net loss of $1.0 billion during tlixe months ended June 30, 2008, a $13.0 billiordeetease in AOCI, and
$0.8 billion of common and preferred stock dividenttclared, which was partially offset by an inseeaf $1.0 billion to our
beginning retained earnings as a result of the tamlopf SFAS 159. The balance of AOCI at June 3D&was a net loss of
approximately $24.2 billion, net of taxes, compat@d net loss of $11.1 billion, net of taxes, acBmber 31, 2007. The
increase in the net loss in AOCI was primarilyibtitable to unrealized losses on our non-agen®@jesifamily mortgage-
related securities backed by subprime loans asaselllt-A and other loans, and commercial mortgbgeked securities with
changes in net unrealized losses, net of taxesrded in AOCI of $11.8 billion for the six monthsded June 30, 2008. In
addition, we reclassified a net gain of $0.9 billioet of taxes, from AOCI to retained earningadiopting SFAS 159 that
was partially offset by the reclassification fron®£I to earnings of deferred losses related to dasesh flow hedges. See
“Retained Portfolio —Non-agency Mortgage-related Securities Backed tpfBme Loans and “Retained Portfolio —Non-
agency Mortgage-related Securities Backed by A Other Loans’for more information regarding mortgage-related
securities backed by subprime loans as well a®\Afd other loans.
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CONSOLIDATED FAIR VALUE BALANCE SHEETS ANALYSIS

Our consolidated fair value balance sheets incthdesstimated fair values of financial instrumeetsorded on our
consolidated balance sheets prepared in conformiityGAAP, as well as off-balance sheet finanamstiuments that
represent our assets or liabilities that are nonded on our GAAP consolidated balance sheets!/$8&E 14: FAIR
VALUE DISCLOSURES — Table 14.4 — Consolidated Réaue Balance Sheets” to our consolidated finarsteiements
for our fair value balance sheets. These off-baaieet items predominantly consist of: (a) thecwgnized guarantee asset
and guarantee obligation associated with our P&Eedsthrough our guarantor swap program prioredrtiplementation of
FIN 45 in 2003; (b) certain commitments to purchasetgage loans; and (c) certain credit enhancesr@ntmanufactured
housing asset-backed securities. The fair valugnoal sheets also include certain assets andtiebilhat are not financial
instruments (such as property and equipment and, REE@h are included in other assets) at theirytagrvalue in
conformity with GAAP. During the first half of 2008ur fair value results as presented in our codatdid fair value balance
sheets were affected by several improvements irmpproach for estimating the fair value of cerfaancial instruments.
See “CRITICAL ACCOUNTING POLICIES AND ESTIMATES” awell as “NOTE 1: SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES” and “NOTE 14: FAIR VALUE DISCOSURES” to our consolidated financial statements fo
more information on fair values.

We use a number of financial models in the prepavaif our consolidated fair value balance sheg¢g “ITEM 4T.
CONTROLS AND PROCEDURES” in this Form 10-Q and “WMELA. RISK FACTORS” and “ITEM 2. FINANCIAL
INFORMATION — ANNUAL MD&A — QUANTITATIVE AND QUALIT ATIVE DISCLOSURES ABOUT MARKET
RISK — Interest-Rate Risk and Other Market Risksbur Registration Statement for information conagy the risks
associated with our use of these models.

Table 31 shows our summary of change in the fdirevaf net assets.

Table 31 — Summary of Change in the Fair Value of Bt Assets

Six Months Ended

June 30,
2008 2007

(in billions)
Beginning balanc $ 12.€ $31.¢
Changes in fair value of net assets, before cafp#tabaction: (17.9 0.7

Capital transaction:

Dividends, share repurchases and issuance 0.9 0.6)
Ending balanc $ (5.6) $31.¢

Discussion of Fair Value Results

During the six months ended June 30, 2008, thevédire of net assets, before capital transactbeseased by
$17.4 billion, compared to a $0.7 billion increaseing the six months ended June 30, 2007. See BNOT. FAIR VALUE
DISCLOSURES'to our consolidated financial statements for infation regarding the impact of changes in our apgrdar
estimating the fair value of certain financial mshents, primarily related to our valuation of guarantee obligation as a
result of the adoption of SFAS 157 on January 0828nd other improvements to our methodology. Horther discussion
of our adoption of SFAS 157 and information conaggrour valuation approach related to our guaraabtigation, see
“NOTE 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES— Change in Accounting Principles” to our
consolidated financial statements. The paymenbofraon stock and preferred stock dividends, net¢iséuance of treasury
stock, for the six months ended June 30, 2008 editatal fair value by $0.8 billion. The fair valoénet assets as of
June 30, 2008 was $(5.6) billion, compared to $bdli®n as of December 31, 2007.

Our attribution of changes in the fair value of assets relies on models, assumptions and othesumegaent techniques
that evolve over time. The following attribution dfanges in fair value reflects our current estindtthe items presented |
a pre-tax basis) and excludes the effect of retamsapital and administrative expenses.

During the six months ended June 30, 2008, oursimvent activities decreased fair value by approteigeb16.5 billion.
This estimate includes declines in fair value giragimately $26.9 billion attributable to net mage-to-debt OAS
widening. Of this amount, approximately $20.3 bifliwas related to the impact of the net mortgagaetst OAS widening ¢
our portfolio of non-agency, single-family mortgagated asset-backed securities. The reductidaiivalue was partially
offset by our higher core spread income. Core shim@ome on our retained portfolio is a fair vagstimate of the net curre
period accrual of income from the spread betweerigage-related investments and debt, calculateghawption-adjusted
basis.

Our investment activities decreased fair value figraximately $0.1 billion during the six months eddJune 30, 2007.
This estimate includes declines in fair value giragimately $1.7 billion attributable to the netdening of mortgage-to-debt
OAS.
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The impact of mortgage-tdebt OAS widening during the last six months of 2@@d the six months ended June 30, :
and the resulting fair value losses increasesikbéHood that, in future periods, we will be albberecognize core spread
income at net mortgage-to-debt OAS of approximatdy to 160 basis points in the long run, as corgbér approximately
25 to 35 basis points estimated for the six moatided June 30, 2007. As market conditions changesstimate of expectt
fair value gains from OAS may also change, leattingjgnificantly different fair value results.

During the six months ended June 30, 2008, ouiitcgeidrantee activities, including our single-famithole loan credit
exposure, decreased fair value by an estimateddfiich. This estimate includes an increase ingimgle-family guarantee
obligation of approximately $9.9 billion, primaritjue to a declining credit environment. This insee the single-family
guarantee obligation includes a reduction of $7libb in the fair value of our guarantee obligaticecorded on January 1,
2008, as a result of our adoption of SFAS 157.

Our credit guarantee activities increased fair @dly approximately $0.6 billion during the six masended June 30,
2007. This increase includes the receipt of cashapily related to management, guarantee and afprdront fees. This
increase also includes a fair value increase gtkat®ur singlefamily guarantee asset of approximately $2.0 hilliprimarily
attributable to an increase in interest rates duitie period. These increases were partially offgetn increase in the fair
value of our single-family guarantee obligatiorapproximately $2.6 billion due in part to the irgsed uncertainty in the
mortgage market during the six months ended Jun2C&Ly.

LIQUIDITY AND CAPITAL RESOURCES

Our business activities require that we maintaieqa@te liquidity to fund our operations, which niaglude the need to
make payments upon the maturity, redemption orrease of our debt securities; purchase mortgaayes|anortgageelatec
securities and other investments; make paymergsidipal and interest on our debt securities amdwar PCs and Structur
Securities; make net payments on derivative insténis) pay dividends on our preferred stock; anthetliscretion of the
Board, pay dividends on our common stock. See “RIBMNAGEMENT AND DISCLOSURE COMMITMENTS” for a
discussion of our agreement with OFHEO to maingaid periodically test a liquidity management andticgency plan.
Pursuant to this agreement, OFHEO periodicallyssssethe size of our liquidity portfolio.

We fund our cash requirements primarily by issushgrt-term and long-term debt. Other sources di eadude:

* receipts of principal and interest payments on i$t&esl or mortgage loans we ho

« other cash flows from operating activities, inchgliguarantee activitie

« borrowings against mortga-related securities and other investment secuniteesold;
 sales of securities we hold; a

 issuances of common and preferred st

In addition to our other sources of cash, on J3ly2D08, the Federal Reserve granted the FedesalnReBank of New
York the authority to lend to us, if necessary. Augh lending would be at the primary credit ratd eollateralized by U.S.
government and federal agency securities. Thisoaiztition was intended to supplement the Treaswaxisting authority to
purchase obligations of Freddie Mac. The Regula®form Act provides the Secretary of the Treasvitl temporary
authority, until December 31, 2009, to purchase@sligations and other securities we issue undeaicecircumstances.

Debt Securities

Table 32 summarizes the par value of the debt gE=suwe issued, based on settlement dates, dtiventhree and six
months ended June 30, 2008 and 2007. We seek taimaa variety of consistent, active funding peogs that promote
high-quality coverage by market makers and reastoad group of institutional and retail investdsy. diversifying our
investor base and the types of debt securitiesffee, ave believe we enhance our ability to maintzemtinuous access to the
debt markets under a variety of market conditi&¥e.repurchase or call our outstanding debt seearitbom time to time to
help support the liquidity and predictability oktimarket for our debt securities and to manageroxiof liabilities funding
our assets.
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Table 32 — Debt Security Issuances by Product, ataP Value ()

Three Months Ended Six Months Ended
June 30, June 30,
2008 2007 2008 2007
(in millions)
Shor-term debt
Reference Bill<® securities and discount not $201,41¢ $127,84t $384,91' $258,49:
Mediunr-term note<— callable 6,53( 30C 10,13( 2,20(
Mediunr-term note<— nor-callable 4,50( 10z 4,50( 10z
Total shor-term debf 212,44¢ 128,24t 399,54¢ 260,79:
Long-term debt
Mediunr-term notes— callable® 64,38¢ 34,72¢ 124,10¢ 73,34(
Mediun-term note<— nor-callable 17,04« 6,951 38,04: 21,21¢
U.S. dollar Reference Not® securities— nor-callable 18,00( 12,00( 32,00( 29,00(
Total lon¢-term debi 99,43: 53,68( 194,15( 123,55!
Total debt securities issur $311,88. $181,92( $593,69' $384,34¢

(1) Exclude securities sold under agreements to repgechnd federal funds purchased, lines of credisanurities sold but not yet purchas
(2) For the second quarter of 2008 and 2007, there $2&billion and $—accounted for as debt exchanges, respectivelythessix months ended June
2008 and 2007, there were $7.2 billion a— accounted for as debt exchanges, respecti

Subordinated Deb

During the second quarter of 2008, we did not@aiksue any Freddie SUBSsecurities. At both June 30, 2008 and
December 31, 2007, the balance of our subordirggbt outstanding was $4.5 billion. Our subordinatelt in the form of
Freddie SUBS securities is a component of our risk managemethidéstlosure commitments with OFHEO (described in
“RISK MANAGEMENT AND DISCLOSURE COMMITMENTS").

Credit Ratings

Our ability to access the capital markets and ogberces of funding, as well as our cost of fumglljghly dependent
upon our credit ratings. Table 33 indicates ouditmatings at August 1, 2008.

Table 33 — Freddie Mac Credit Ratings

Nationally Recognized Statistica
Rating Organization

Standard & Poor’'s Moody’s Fitch
Senior lon-term debi® AAA Aaa AAA
Shor-term debi® A-1+ P-1 Fi+
Subordinated del®) AA-/Negative Watcl Aa2 AA-
Preferred stoc AA-/Negative Watcl ~Al/Review for Downgrad:  A+/Negative Watcl

(1) consists of medium-term notes, U.S. dollar RefezeMotes® securities and €Reference Nofesecurities.
(2) consists of Reference Bilfssecurities and discount notes.
(3) Consists of Freddie SUBSsecurities only.

A security rating is not a recommendation to b, e hold securities. It may be subject to remisor withdrawal at any
time by the assigning rating organization. Eacingashould be evaluated independently of any athigmg.

Equity Securities

See “Core Capital” and “PART Il — ITEM 2. UNREGISRED SALES OF EQUITY SECURITIES AND USE OF
PROCEEDS” for information about issuances of owitygsecurities in the second quarter of 2008.

Cash and Investments Portfolio

We maintain a cash and investments portfolio thahportant to our financial management and ouitad provide
liquidity and stability to the mortgage market. Aine 30, 2008, the investments in this portfoliosisted of liquid non-
mortgage-related securities that we could sellrarfce to provide us with an additional sourcaafitiity to fund our
business operations. We also use this portfolleetp manage recurring cash flows and meet our et management
needs. In addition, we use the portfolio to holditzd on a temporary basis until we can deploytidiretained portfolio
investments or credit guarantee opportunities. Vilg aiso sell or finance the securities in this fadid to maintain capital
reserves to meet mortgage-funding needs, providersk sources of liquidity or help manage the @gerate risk inherent in
mortgage-related assets. During the six monthsceddee 30, 2008, we increased the balance of stirarad investments
portfolio by $21.5 billion, which we expect to usg an additional source of liquidity to fund ousimess operations in the
third quarter of 2008.

Retained Portfolio

Our retained portfolio assets are a significanitahpesource and can be used as a source of fynidineeded. Howeve



during the six months ended June 30, 2008, the eh&wk non-agency securities backed by subprimefdinéd mortgage
continued to experience a significant reductiohquidity and wider spreads, as investor demandHese assets
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decreased. During the six months ended June 38, 808 percentages of our non-agency securitidselldny subprime
mortgages that were AAA-rated and the total ragtheestment grade, based on the lowest ratindadokej decreased from
96% to 55% and from 100% to 91%, respectively.dditon, during the six months ended June 30, 2@88percentages of
our non-agency securities backed by Alt-A and othertgages that were AAA-rated and the total raiethvestment grade,
based on the lowest rating available, decreasea 1@0% to 91% and from 100% to 98%, respectivelg.&¥pect these
trends to continue in the near future. These martdtlitions limit the availability of these assatsa source of funds;
however, we continue to receive substantial montifgittances from the underlying collateral. In iéidd, we have the
ability and intent to hold these securities urgiavery and, other than certain mortgage relateargies primarily backed by
subprime loans and Alt-A and other loans where axehalready realized other-than-temporary impaitsjeme do not
currently expect the cash flows from these seagitd negatively impact our liquidity. See “CONSOWRTED BALANCE
SHEETS ANALYSIS — Retained Portfolio” for more infoation.

Cash Flows

Our cash and cash equivalents increased $35.6rbilh $43.6 billion during the six months endedel8f, 2008 resulting
primarily from the designation of commercial papéth original maturities of three months or lesash equivalents. Cash
flows used for operating activities during the signths ended June 30, 2008 were $4.5 billion, whraharily reflected a
reduction in cash as a result of increases in @seh of held-for-sale mortgage loans, and a ne$1.0 billion. Cash
flows used for investing activities for the six ntles ended June 30, 2008 were $56.9 billion, primartie to net increases in
our trading securities partially offset by net casbceeds from our available-for-sale securitiesuninvestment portfolio.
Cash flows provided by financing activities for #ig months ended June 30, 2008 were $96.3 billaggely attributable to
proceeds from the issuance of debt securitiespfrepayments.

SFAS 159 requires the classification of tradingusgies cash flows based on the purpose for whiehsecurities were
acquired. Upon adoption of SFAS 159, effective dapd, 2008, we classified our trading securiti@shcflows as investing
activities because we intend to hold these seearitir investment purposes. Prior to our adoptidBRAS 159, we classified
cash flows on all trading securities as operatictiygies. As a result, the operating and investiogjvities on our
consolidated statements of cash flows have beeadtagd by this change.

Our cash and cash equivalents increased $0.4rbithi&11.8 billion during the six months ended JB0g2007. Cash
flows provided by operating activities during the months ended June 30, 2007 were $2.3 billiorickvprimarily reflected
an increase in our liabilities to PC investors aatlincome of $0.6 billion. Cash flows used forésting activities for the six
months ended June 30, 2007 were $6.7 billion, pilyndue to a net increase in securities purchaseter agreements to
resell and federal funds sold. Cash flows providgdinancing activities for the six months ended€l30, 2007 were
$4.8 billion, largely attributable to the net preds from the net issuance of long-term debt anai¢héssuance of preferred
stock.

Capital Adequacy

On March 19, 2008, OFHEO, Fannie Mae and Freddie &aounced an initiative to increase mortgage etaiduidity.
In conjunction with this initiative, OFHEO reducedr mandatory target capital surplus to 20% abawestatutory minimum
capital requirement, and we announced that webeijin the process to raise capital and maintainativeapital levels well
in excess of requirements while the mortgage manietover. We estimated at June 30, 2008 that eeeebed each of our
regulatory capital requirements, in addition to 2086 mandatory target capital surplus.

On May 14, 2008, we announced our commitment &erdib.5 billion of new core capital through onenare offerings,
which will likely include both common or common égglent and preferred securities. The timing, am@und mix of
securities to be offered will depend on a varidtfaators, including prevailing market conditioms\d is subject to approval
by our board of directors. OFHEO has informed s, thpon completion of these offerings, our mangat@rget capital
surplus will be reduced from 20% to 15%. OFHEO &las informed us that it intends a further reduttd our mandatory
target capital surplus from 15% to 10% upon thelwoation of completion of our SEC registration pss, which we
completed on July 18, 2008, our completion of #maaining Consent Order requirement(, the separation of the positions
of Chairman and Chief Executive Officer), our cantd commitment to maintain capital well above OFEFMEregulatory
requirement and no material adverse changes tammgegulatory compliance.

The sharp decline in the housing market and vdiatii financial markets continued to adverselyeatfour capital,
including our ability to manage to our regulatoapital requirements and the 20% mandatory targetatasurplus. Factors
that could adversely affect the adequacy of ouitabp future periods include our ability to exéecapital raising
transactions; GAAP net losses; continued declindsme prices; increases in our credit and integsgstrisk profiles;
adverse changes in interest-rates, the yield curwmplied volatility; adverse OAS changes; impaémts of non-agency
mortgage-related securities; downgrades of non@germrtgage-related securities (with respect talleggry risk-based
capital); counterparty downgrades; legislativeegyulatory actions that increase capital requiresyenrtchanges in
accounting practices or standards. See “ITEM 1 ANRIAL INFORMATION — NOTE 9: REGULATORY CAPITAL" to
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our consolidated financial statements for furtidoiimation regarding our regulatory capital reqoiemts and

“ITEM 13. FINANCIAL STATEMENTS AND SUPPLEMENTARY DA'A — AUDITED CONSOLIDATED FINANCIAL
STATEMENTS AND ACCOMPANYING NOTES — NOTE 9: REGULAJRY CAPITAL” in our Registration Statement
for further information regarding OFHEQ'’s capitabnitoring framework.

Under current OFHEO regulations, the regulatorly biased capital standard in particular is highlys#t#ve to underlying
drivers, including house price changes (based ddEIFs all transaction index); downgrades of nonrayemortgage-
related securities; counterparty downgrades; rethportfolio growth; the duration, term and optilyeof our funding and
hedging instruments; and other factors. While weeHzistorically met the risk-based capital standtrdre is a significant
possibility that continued adverse developmentgliation to one or more of these underlying drivaasld cause us to fail to
meet this standard. If we were not to meet thelesked capital standard, we would be classifi¢tiadercapitalized” by
OFHEO. See “ITEM 1. BUSINESS — REGULATION AND SUPFFRSION — Office of Federal Housing Enterprise
Oversight — Capital Standards and Dividend Resbrist’ and “ITEM 13. FINANCIAL STATEMENTS AND
SUPPLEMENTARY DATA — AUDITED CONSOLIDATED FINANCIALSTATEMENTS AND ACCOMPANYING
NOTES— NOTE 9: REGULATORY CAPITAL — Classification” inur Registration Statement for information regarding
potential actions OFHEO may seek to take in thahewnder the Regulatory Reform Act, FHFA is cleargvith developing
risk-based capital requirements by regulation. iieire of the requirements FHFA may eventually agopsuant to this
authority is currently uncertain.

We expect to take actions to maintain our capibaitpon above the mandatory target surplus. Acomlgli subject to
approval by our board of directors, we currentlpent to reduce the dividend on our common stodkérthird quarter of
2008 from $0.25 to $0.05 or less per share anéyahpe full dividends at contractual rates on aafgrred stock. In additiol
we continue to review and consider other altereatior managing our capital including issuing egiritamounts that could
be substantial and materially dilutive to our eérgtshareholders, reducing or rebalancing riskysig purchases into our
credit guarantee portfolio, and limiting the growethreducing the size of our retained portfolioahpwing the portfolio to
run off and/or by selling securities classifiedrasling or carried at fair value under SFAS 15@vmilable-for-sale securities
that are accretive to capital.€., fair value exceeds amortized cost). We haverrethand are working with financial advis
and we continue to engage in discussions with OFldB®@Treasury on these matters.

Our ability to execute any of these actions orrthéfectiveness may be limited and we might noabke to manage to our
regulatory capital requirements, including the natody target capital surplus. If we are not ablenemage to the mandatory
target capital surplus, OFHEO may, among otheigthiseek to require us to (a) submit a plan forediation or (b) take
other remedial steps. In addition, OFHEO has disnreo reduce our capital classification by oneeléf OFHEO determine
that we are engaging in conduct that could resudt iapid depletion of core capital or determirineg the value of property
subject to mortgage loans we hold or guaranteeléagased significantly. See “PART Il — ITEM 1A.3K FACTORS” in
this Form 10-Q and “ITEM 1. BUSINESS — REGULATIONN® SUPERVISION — Office of Federal Housing Entesgri
Oversight —Capital Standards and Dividend Restrictidrend “ITEM 13. FINANCIAL STATEMENTS AND
SUPPLEMENTARY DATA — AUDITED CONSOLIDATED FINANCIALSTATEMENTS AND ACCOMPANYING
NOTES— NOTE 9: REGULATORY CAPITAL — Classification” inur Registration Statement for information regarding
additional potential actions OFHEO may seek to td@inst us. See “EXECUTIVE SUMMARY — Legislativeda
Regulatory Matters —Government Sponsored Enterprise, or GSE, Oversiggislation” in this Form 10-Q for information
regarding the enhanced regulatory authorities FIHBW possesses.

Core Capital

During the six months ended June 30, 2008, our capéal decreased approximately $0.7 billion. Tdesrease was
primarily a result of common and preferred stockd#nds declared of $0.8 billion and a net los$hb billion, which was
partially offset by an increase of $1.0 billiondar beginning retained earnings as a result oatfeption of SFAS 159. See
“NOTE 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES— Change in Accounting Principles” to our
consolidated financial statements for further infation regarding the impact of implementation oASFL59.

CREDIT RISKS

Our credit guarantee portfolio is subject primatdytwo types of credit risk: institutional creditk and mortgage credit
risk. Institutional credit risk is the risk thataunterparty that has entered into a businessawrdr arrangement with us will
fail to meet its obligations. Mortgage credit riskhe risk that a borrower will fail to make tilmpgdayments on a mortgage or
security we own or guarantee. We are exposed ttgange credit risk on our total mortgage portfolecause we either hold
the mortgage assets or have guaranteed mortgagesnection with the issuance of a PC, StructuestliSty or other
borrower performance commitment.
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Mortgage and credit market conditions deterioratettie second half of 2007 and have continued teragate
throughout the first half of 2008. Factors negdtiadfecting the mortgage and credit markets irerganonths include:

 lower levels of liquidity in institutional credit ankets;

« wider credit spread:

 rating agency downgrades of mortg-related securities or counterparti
« declines in home prices national

« higher incidence of institutional insolvencies; ¢

« higher levels of foreclosures and delinquenciegjqaarly with respect to non-traditional and stibpe mortgage
loans.

Institutional Credit Risk
Our primary institutional credit risk exposure agfrom agreements with:

 derivative counterpartie

« mortgage seller/servicer

e mortgage insurer:

* issuers, guarantors or th-party providers of credit enhancements (includingdinsurers); an
e mortgage investor:

A significant failure to perform by a major entityone of these categories could have a matenadrad effect on our
retained portfolio, cash and investments portfoli@redit guarantee activities. The recent challepgrarket conditions have
adversely affected, and are expected to continagversely affect, the liquidity and financial cdrah of a number of our
counterparties. For example, some of our largestgage seller/servicers and mortgage insurers Bgperienced ratings
downgrades and liquidity constraints and other tenparties may also experience these concernsw&hkened financial
condition and liquidity position of some of our caerparties may adversely affect their ability &sfprm their obligations to
us, or the quality of the services that they prewial us. Consolidation in the industry could furtimerease our exposure to
individual counterparties. In addition, any effonte take to reduce exposure to financially weakeroeohterparties could
result in increased exposure among a smaller nuofhiestitutions. The failure of any of our primargunterparties to meet
their obligations to us could have a material aslaffect on our results of operations and findrecadition.

Investments in our retained portfolio expose ugstitutional credit risk on non-Freddie Mac modgarelated securities
to the extent that servicers, issuers, guarantotfsiral parties providing credit enhancements bexamolvent or do not
perform. Our non-Freddie Mac mortgage-related sgesiportfolio consists of both agency and nonragemortgage-related
securities. Agency securities present minimal fugtinal credit risk due to the prevailing view thlaese securities have a
credit quality at least equivalent to non-agenausiéies rated AAA (based on S&P or equivalentngtscale of other
nationally recognized statistical rating organiaasi). We seek to manage institutional credit risknon-Freddie Mac
mortgagerelated securities by only purchasing securiti@s theet our investment guidelines and performingporg analysi
to evaluate the creditworthiness of the issuerssandcers of these securities and the bond instinat guarantee them. See
“CONSOLIDATED BALANCE SHEETS ANALYSIS — Table 15 —€haracteristics of Mortgage Loans and Mortgage-
Related Securities in our Retained Portfolio” fasre information on non-Freddie Mac securities witbur retained
portfolio.

Institutional credit risk also arises from the putal insolvency or non-performance of issuerswargntors of
investments held in our cash and investments pgartimstruments in this portfolio are investmemnade at the time of
purchase and primarily short-term in nature, themlbstantially mitigating institutional credit kisn this portfolio. We
regularly evaluate these investments to deternfiaeyi impairment in fair value requires an impainnkss recognition in
earnings, warrants divestiture or requires a coathlin of both.

Derivative Counterparty Credit Ris

Our use of over-the-counter, or OTC, interest-sataps, option-based derivatives and foreign-cugrem@ps is subject
to rigorous internal credit and legal reviews. @arivative counterparties carry external credingg among the highest
available from major rating agencies. All of theseinterparties are major financial institutions anel experienced
participants in the OTC derivatives market. TallesBmmarizes our exposure to counterparty cresktin our derivatives,
which represents the net positive fair value ofuddive contracts, related accrued interest anthmyhl held by us from our
counterparties, after netting by counterparty gdiegble (i.e., net amounts due to us under derivative contracts)
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Table 34— Derivative Counterparty Credit Exposure

Rating @

AAA

AA+

AA

AA-

A+

A

A-

BBB+

Subtotal®)

Other derivative:®
Forward purchase and sale commitme
Swap guarantee derivativ

Total derivatives

Rating @

AAA

AA+

AA

AA_

A+

A

Subtotal®)

Other derivative:®)

Forward purchase and sale commitme
Swap guarantee derivativ

Total derivatives

June 30, 200¢
Weighted Average
Notional or Total Exposure, Contractual
Number of Contractual  Exposure at Net of Maturity Collateral Posting
Counterparties @ Amount Fair Value @) Collateral 4 (in years) Threshold
(dollars in millions)
Mutually agreed
1 $ 50C $ — $ — 7.3 upon
2 91,82¢ 78< 66 5.6 $10 million or les:
8 474,50: 2,661 123 6.9 $10 million or lest
7 182,02: 2,951 12 5.8 $10 million or les:
2 37,94 27 1 6.C $1 million or less
5 147,23: 1,927 161 6.8 $1 million or less
1 15 — — 0.C $1 million or less
1 39,80% 13¢ 7 5.3 None
27 973,84¢ 8,49¢ 37C 6.5
265,94« — —
63,517 238 233
1,728 — —
$1,305,02 $ 8,721 $ 603
December 31, 200°
Weighted Average
Total Exposure, Contractual
Number of Notional ~ Exposure at Net of Maturity Collateral Posting
Counterparties @ Amount _ Fair Value ® Collateral » (in years) Threshold
(dollars in millions)
Mutually agreed
2 $ 117t $ 174 $ 174 34 upon
3 180,93¢ 94t — 4.4 $10 million or les:
9 463,16 1,347 62 5.2 $10 million or lest
6 160,67¢ 2,23( 30 5.8 $10 million or les:
5 168,68( 1,77C 54 6.1 $1 million or less
2 35,39! 23¢ 19 5.7 $1 million or less
27 1,010,02. 6,70¢ 33¢ 54
238,89¢ — —
72,66 465 465
1,30z — —
$1,322,88. $ 717C $ 804

(1) We use the lower of S&P and Moody’s ratings to ngeneollateral requirements. In this table, thengatf the legal entity is stated in terms of thePS&

equivalent.

(2) Based on legal entities. Affiliated legal entite® reported separate

(3) For each counterparty, this amount includes devigatwith a net positive fair value (recorded aswdgive assets, net), including the related aatrue

interest receivable/payable (ne

(4) Total Exposure at Fair Value less collateral haldi@atermined at the counterparty le

(5) Consists of OTC derivative agreements for interatd-swaps, option-based derivatives (excludingtevrioptions), foreign-currency swaps and
purchased interest-rate caps. Written options d@resent counterparty credit exposure, becauseeave a one-time ufgent premium in exchange f
giving the holder the right to execute a contrawder specified terms, which generally puts usliakility position.

(6) Consists primarily of exchan-traded contracts, certain written options and aexteedit derivatives

As indicated in Table 34, approximately 96% of oaunterparty credit exposure for OTC interest-sataps, certain
option-based derivatives and foreign-currency sweas collateralized at June 30, 2008. To date, ave Imot incurred any
credit losses on OTC derivative counterpartiesbraside specific reserves for institutional creidik exposure. We do not
believe such reserves are necessary, given outarpanty credit risk management policies and cetldtrequirements. At
June 30, 2008, the counterparty rated BBB+ reflaactswngrade of an existing counterparty, whichuoed during 2008.

Additionally, as indicated in Table 34, the totapesure to our forward purchase and sale commitsna&i$233 million a
June 30, 2008 was uncollateralized. Because theatymaturity of our forward purchase and sale caimeants is less than
60 days and they are generally settled througlkeaicighouse, we do not require master netting ahdteral agreements for
the counterparties of these commitments. Howevemnenitor the credit fundamentals of the countdigsto our forward
purchase and sale commitments on an ongoing lmasissure that they continue to meet our inters&tmanagement

standards.

Our Customers — Mortgage Seller/Servicers

We acquire a significant portion of our mortgagens from several large lenders. These lendersnanegthe largest
mortgage loan originators in the U.S. We are exgpdsénstitutional credit risk arising from the aigency or non-
performance by our mortgage seller/servicers, diolynon-performance of their repurchase obligatiansing from the
representations and warranties made to us for libeysunderwrote and sold to us. The credit risoaeimted with servicing
relates to whether we could transfer the applicabtgicing rights to a successor servicer and recamounts owed to us by
the defaulting servicer in the event the defaulegvicer does not fulfill its responsibilities. delieve that the value of
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those servicing rights generally would provide uthwignificant protection against our exposura teller/servicer’s failure
to perform its repurchase obligations. We haveiogehcy procedures in place that are intendedduige for a timely
transfer of current servicing information in theeatone of our major counterparties is no longée abfulfill its servicing
responsibilities. However, due to the significamesf the mortgage-servicing portfolios of someof major customers
relative to the servicing capacity of the markieg failure of one of our major servicers could adedy affect our ability to
conduct operations in a timely manner. In ordentmage the credit risk associated with our mortgager/servicers, we
require them to meet minimum financial capacitywdtds, insurance and other eligibility requirerseife conduct periodic
operational reviews of our single-family mortgagéies/servicers to help us better understand t@mitrol environment and
its impact on the quality of mortgage loans soldd¢and the quality of the servicing of those lo&ee “NOTE 15:
CONCENTRATION OF CREDIT AND OTHER RISKS” to our csolidated financial statements for additional infation
on our mortgage seller/servicers and our mortgaggitarisks.

Under our agreements with lenders, we have the tigfequest that lenders repurchase mortgagessofklif those
mortgages do not comply with those agreements. result, our seller/servicers repurchase mortgagkesto us, or
indemnify us against losses on those mortgagesheheie subsequently securitized the loans or tieloh in our retained
portfolio. During the six months ended June 30,8280d 2007, the aggregate unpaid principal balahsagle-family
mortgages repurchased by our seller/servicers gwittegard to year of original purchase) was apprately $737 million
and $323 million, respectively. When a seller/ssgvirepurchases a mortgage that is securitized byur related guarantee
asset and obligation are extinguished similar toather form of liquidation event for our PCs. Hoxge, when we exercise
our recourse provisions due to misrepresentatiothé@yeller for loans that have already been rémased by us under our
performance guarantee, we remove the carrying \aloer related mortgage asset and recognize reiesven loans
impaired upon purchase.

Mortgage and Bond Insurer:

We have institutional credit risk relating to thetgntial insolvency or non-performance of mortgagd bond insurers
that insure mortgages and securities we purchagaasantee. We manage this risk by establishimgbdity standards for
mortgage insurers and by regularly monitoring ograsure to individual mortgage and bond insurers. f@onitoring
includes regularly performing analysis of the esti@d financial capacity of these insurers unddedift adverse economic
conditions. We also monitor the insurers’ crediings, as provided by nationally recognized stigtidtrating organizations,
and we periodically review the methods used bydtmganizations. Recently, many of our large insunave been
downgraded by nationally recognized statisticahgaorganizations. We periodically perform on-siggiews of mortgage
insurers to confirm compliance with our eligibilitgquirements and to evaluate their managementamidol practices. In
addition, state insurance authorities regulatergrsu

Although we monitor the financial strength of ouonigage and bond insurers, we also place emphadiecanalysis of
ratings agencies to evaluate claims paying akilityf the capital strength of the firms. As a guamante remain responsible
for the payment of principal and interest if a ngade insurer fails to meet its obligations to rainse us for claims. If any of
our mortgage insurers that provides credit enharoéfails to fulfill its obligation, the result ctilibe increased credielatec
costs and a possible reduction in the fair valesseated with our PCs or Structured SecuritiebleTa5 presents our
exposure to mortgage insurers, excluding bond amme, as of June 30, 2008.

Table 35 — Mortgage Insurance by Counterparty

June 30, 200¢

S&P Credit S&P Credit Primary Pool Maximum
Counterparty Name Rating @ Rating Outlook _Insurance @ Insurance @ Exposure ®)
(dollars in billions)
Mortgage Guaranty Insurance Corp. (MG A Negative $ 58 $ 52 % 16
Radian Guaranty Inc A Negative 40 25 12
Genworth Mortgage Insurance Corporat AA Negative 41 1 10
PMI Mortgage Insurance Co. (PN A+ Negative 30 5 8
United Guaranty Residential Insurance ( AA+ Negative 32 1 8
Republic Mortgage Insurance (RMI AA- Negative 26 4 7
Others® — — 18 5 4
Total $ 245 $ 93 % 65

(1) Latest rating available as of July 31, 20

(2) Represents the amount of unpaid principal balahtieeaend of the period for single-family mortgagesur retained portfolio and backing our issued
PCs and Structured Securities covered by the réspeasurance type

(3) Represents the remaining contractual limit for f&imsement of losses of principal incurred on thgregate policies of both primary and pool insurance
These amounts are based on our gross coverageutitgard to netting of coverage that may exiss@me of the related mortgages for double-coverage
under both types of insuranc

(4) No remaining counterparty represents greater t&f daf our total maximum exposui

For our exposure to mortgage insurers, we evathateecovery from these insurance policies for gege loans in our
retained portfolio as well as loans underlying B@s and Structured Securities as part of the egiofaur provision for
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credit losses. To date, downgrades of insurer @i@@ustrength ratings and our evaluation of remigaligplans provided by
our counterparties have not affected our provisiwreredit loss; however, we have reflected expeata of unrecoverable
claims in our fair value estimates of our guarameiéation during the second quarter of 2008. ‘€®¥@NSOLIDATED
RESULTS OF OPERATIONS — Provision for Credit Logst further information.

Based upon currently available information, we etpleat most of our mortgage insurance countegmpdssess
adequate financial strength and capital to medt tidigations to us for the near term. On June2l®8, Triad Guaranty
Insurance Corporation, or Triad, which is includgedOthers” on Table 35 above, announced that iil@ease issuing new
insurance business effective July 15, 2008. In@lzzae with our insurer eligibility requirements wuspended our rating of
Triad as a Type-l, approved insurer on May 14, 2808sequently denied Triad’s appeal of our susperand on June 19,
2008 informed our customers that mortgages withmaments of insurance from Triad dated after JWly2008 are not
eligible for sale to us. For an insurer to be desigd by us as Type-I the company must be rated ®ast two of the
following three rating agencies — S&P, Moody'’s, &fitth, and must not receive a rating less than #Aa3 by any listed
rating agency. We also reviewed the remediationgpfar returning to Type-I status provided by eaEMGIC, Radian
Guaranty Inc. and PMI after their downgrades betdw We have determined, based on those plans,ritrage to treat their
eligibility as if they were a Type-l, approved imeu On June 27, 2008, Republic Mortgage Insur&@wapany was
downgraded below the AA-category by one rating ageand has committed to providing us, within sidtys of that date, a
remediation plan for returning to Type-I status.

We primarily have exposure to monoline bond insivenen we purchase a security with insurance owgetie trust
issuing the security. For this type of exposure,miential losses are reflected through declingké fair value of the
security. We also have exposure to monolines whepwvchase additional credit protectiare(, insurance) directly from
the monolines to mitigate a portion of the creik on certain of our non-agency mortgage-relagsigties in our retained
portfolio. We evaluate the recovery from these iasae policies as part of our impairment analysisécurities within our
retained portfolio. We recognized impairment during second quarter of 2008 on certain of theseriies covered by one
of our monoline bond insurers. See “CONSOLIDATEDIBYNCE SHEET ANALYSIS — Retained Portfolio” for more
information on our impairment analysis of secusitimvered by monoline bond insurance. Table 36epteur coverage
amounts of monoline bond insurance, including sdaoncoverage, for securities held in our retaipedfolio and non-
mortgage-related investments in our cash and imersts portfolio, on a combined basis.

Table 36 — Monoline Bond Insurance by Counterparty

June 30, 200¢

S&P Credit S&P Credit Coverage Percent

Counterparty Name Rating () Rating Outlook  Outstanding @ of Total
(dollars in billions)

Ambac Assurance Corporatit AA Negative $ 6 37%
FGIC BB Negative 3 19
MBIA Insurance Corp. AA Negative 4 21
Financial Security Assurance In AAA Stable 2 14
Others®) — — 2 9
Total $ 17 10C%

(1) Latest rating available as of July 31, 20

(2) Represents the contractual limit for reimbursenaémdsses incurred on non-agency mortgage-relaedrities held in our retained portfolio and non-
mortgage securities in our cash and investmenfqiort

(3) No remaining counterparty represents greater t&f df our total coverage outstandi

In accordance with our risk management policiesvillecontinue to actively monitor the financial sirgth of our
mortgage and bond insurers and take appropriatenacts considered necessary in this challengendieh environment. In
the event one or more of our mortgage or bond @rsuvere to become insolvent it is possible thatweeld not collect all of
our claims from the affected insurer and it mayaatpour ability to recover certain unrealized l@sse our retained portfolio
or recoveries associated with credit losses ingoiaranteed PCs and Structured Securities. To wat@ortgage or bond
insurer has failed to meet its obligations to us.

Mortgage Credit Risk

Mortgage credit risk is primarily influenced by tbeedit profile of the borrower on the mortgages teatures of the
mortgage itself, the type of property securingrtf@tgage and the general economic environment. divaige our mortgage
credit risk, we focus on three key areas: undeingritequirements and quality control standardstfplio diversification; and
portfolio management activities, including lossigdtion and the use of credit enhancements.

All mortgages that we purchase for our retainedfplo or that we guarantee have an inherent risttefault. We seek to
manage the underlying risk by adequately pricingtie risk we assume using our underwriting andityueontrol processe:
Our underwriting process evaluates mortgage loamgjiseveral critical risk characteristics, sucleraslit score, LTV ratio
and occupancy type.
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Underwriting and quality control standard

We use a process of delegated underwriting fosithgle-family mortgages we purchase or securitiz¢his process, we
provide originators with a series of mortgage undliting standards and the originators representveartlant to us that the
mortgages sold to us meet these requirements. Y&eguently review a sample of these loans andz ifl@ermine that any
loan is not in compliance with our contractual sliamls, we may require the seller/servicer to rdpase that mortgage or
make us whole in the event of a default. In respdaghe changes in the residential mortgage malkeéng the last year, we
made changes to our underwriting guidelines inye2®D8, with which our seller/servicers must comfplyloans delivered to
us for purchase or securitization. These changksesult in our reducing purchases of mortgagett WirV ratios over 95%,
and limiting combinations of higher-risk charactéids in loans we purchase, including those wittuoed documentation.
We have also reduced maximum LTV ratios for certaish-out refinance and investment property moggag 90% or less,
depending on the number of units in the propertytae presence of secondary financing. In somescageding
commitments under existing customer contracts nedgydhe effective dates of underwriting adjustraelife expect that the
changes we have made to our underwriting guidelivibsmprove the credit profile of the mortgagd®t are delivered to us
and have a positive impact on our credit risk exp@gjoing forward.

In response to market needs, the Economic StimAdtef 2008 temporarily increased the conformingridimit in
certain high-cost areas for mortgages originatechfduly 1, 2007 through December 31, 2008. Thelnaw limits are
applicable to high cost areas only and are thednighthe 2008 conforming loan limit ($417,000)1@5% of the HUD
determined area median house price, not to excé2d, #0, for a 1-unit property. See “EXECUTIVE SUMIRY —
Legislative and Regulatory Matters Gevernment Sponsored Enterprise, or GSE, Oversigislation” for changes to the
conforming loan limits effective January 1, 2009% Wave specified certain credit requirements fansowe will accept in
this category, including but not limited to, (ahltations in certain volatile home price markeby,required borrower
documentation of income and assets, (c) limitsasheout refinancing amounts and (d) a maximum aidi TV ratio of
90%. We began purchasing and securitizing confaggumbo mortgages in April 2008. Our purchases o$¢heans into o
total mortgage portfolio for the three months endede 30, 2008 have totaled $471 million in unpgaidcipal balance. We
have experienced increased competition in the ragedinance market during the first half of 2008wespect to this
product. Given market conditions and competitiopeegally from FHA, we do not anticipate purchasmgterial amounts of
conforming jumbo product in 2008.
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Table 37 provides characteristics of our singleifamortgage loans purchased during the three anchenths ended
June 30, 2008 and 2007, and of our single-familytgage portfolio at June 30, 2008 and Decembe3Qy.

Table 37 — Characteristics of Single-Family Mortgag Portfolio )

Purchases During Purchases During
the Three Months the Six Months Portfolio at
Ended June 30 Ended June 30 June 30 December 31
2008 2007 2008 2007 2008 2007

Original LTV Ratio Range @
< 60% 26% 17% 24% 18% 22% 22%
60%— 70% 17 14 17 14 16 16
70%- 80% 38 54 39 54 46 47
80%- 90% 11 6 11 6 8 8
90%- 100% 8 9 9 8 8 7
Total 10C% 10C% 10C% 10C% 10C% 10C%
Weighted average original LTV rat 7C% 4% 71% 73% 71% 71%
Estimated Current LTV Ratio Range 3
< 60% 37% 41%
60%- 70% 15 15
70%- 80% 19 19
80%- 90% 14 15
90%- 100% 8 7
100% 7 3
Total 10C% 10C%
Weighted average estimated current LTV ri 67% 63%
Credit Score 4):
>740 54% 42% 52% 42% 45% 45%
700-739 22 23 22 23 23 23
660- 699 15 19 16 19 18 18
620- 659 6 10 7 10 9 9
<620 3 5 3 5 4 4
Not available = L = 1 1 1
Total 10C% 10C% 10(% 10C% 10C% 10C%
Weighted average credit scc 73t 71 732 71¢ 724 728
Loan Purpose
Purchast¢ 34% 47% 35% 46% 39% 40%
Cast-out refinance 36 33 34 34 31 30
Other refinanct 3C 20 31 20 3C 30
Total _10(% _10C% _100% _10t% 10C% 10C%
Property Type
1 unit 97% 97% 97% 97% 97% 97%
2-4 units 8 3 8 3 3 3
Total 10C% 10C% 10C% 10C% 10C% 10C%
Occupancy Type
Primary residenc 9C% 8% 90% 89% 91% 91%
Second/vacation hon 5 6 5 6 5 5
Investmen 5 5 5 5 4 4

Total 10C% 10C% _10C% 10C% 10C% 10C%

(1) Purchases and ending balances are based on thie pripaipal balance of the single-family mortgagm@tfolio excluding certain Structured
Transactions. Structured Transactions with endadgrizes of $3 billion at June 30, 2008 and $6dilkt December 31, 2007 are excluded since these
securities are backed by r-Freddie Mac issued securities for which the loagrabteristics data was not availat

(2) Original LTV ratios are calculated as the amourthef mortgage we guarantee including the creditteoéd portion, divided by the lesser of the
appraised value of the property at time of mortgaggination or the mortgage borrowspurchase price. Second liens not owned or guegdrity us ai
excluded from the LTV ratio calculatio

(3) Current market values are estimated by adjustiag/étiue of the property at origination based omgea in the market value of homes since origination
Estimated current LTV ratio range is not applicabl@urchases made during 2008, includes the eeatiianced portion of the loan and excludes any
secondary financing by third parties. Includingasedary financing, the total LTV ratios above 90%ev&4% at both June 30, 2008 and December 31,
2007.

(4) Credit score data is as of mortgage loan origimadiod is based on the rating system scale develop&dir, Isaac and Co., Inc., or FIGQ scores.

Our charter requires that singemily mortgages with LTV ratios above 80% at timeet of purchase be covered by on
more of the following: (a) mortgage insurance fartgage amounts above the 80% threshold; (b) ersefigreement to
repurchase or replace any mortgage upon default) oetention by the seller of at least a 10%ipigition interest in the
mortgages. In addition, we employ other types eflitrenhancements, including pool insurance, indigcation agreements,
collateral pledged by lenders and subordinatedrggatructures. For the approximately 29% and 28%ingle-family
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mortgage loans with greater than 80% estimateaotiiTV ratios, the borrowers had a weighted aveicegdit score at
origination of 710 and 708 at June 30, 2008 andcebéer 31, 2007, respectively.

Higher Risk Combinations

Combining certain loan characteristics often caticiate a higher degree of credit risk. For examplertgages with both
high LTV ratios and borrowers who have lower cragditres typically experience higher rates of delengy, default and
credit losses. However, our participation in theategories generally helps us meet our affordatiesing goals. For
approximately 13% of single-family mortgage loainsjuding those underlying our PCs and Structurecuities, where the
average credit score of the borrower was less@6@nthe average estimated current LTV ratio basedur first lien
exposure, was 75% and 71% at June 30, 2008 andribece1, 2007, respectively. As of June 30, 20pBraimately 1%
of single-family mortgage loans we have guaranteex made to borrowers with credit scores belowd&@Dhad first lien,
original LTV ratios, based on the loan amount wargutee, above 90% at the time of mortgage originain addition, as of
June 30, 2008, 4% of Alt-A single-family loans wavk guaranteed were made to borrowers with credies below 620 at
mortgage origination. In prior years, as home pricereased, many borrowers used second lieng ditle of purchase to
reduce the LTV ratio on first lien mortgages. lihg this secondary financing by third parties,agéimate that the
percentage of first lien loans we have guaranteatiitave total original LTV ratios above 90% wapragimately 14% at
both June 30, 2008 and December 31, 2007.

Portfolio Product Diversification

Product mix affects the credit risk profile of dotal mortgage portfolio. In general, 15-year anzary fixed-rate
mortgages exhibit the lowest default rate amondytpes of mortgage loans we securitize and purglthseto the accelerat
rate of principal amortization on these mortgagesthe credit profiles of borrowers who seek andlifufor them. In a
rising interest rate environment, balloon/resettgeges and ARMs typically default at a higher thtn fixed-rate
mortgages, although default rates for differenet/pf ARMs may vary.

The primary mortgage products within our retainedfplio mortgage loans and our issued PCs anc:@ired Securities
portfolio are conventional first lien, fixedite mortgage loans. We did not purchase any sd@mchortgage loans during t
six months ended June 30, 2008 and 2007 and thass tonstituted less than 0.1% of those underlyimg®Cs and
Structured Securities portfolio as of June 30, 2B608vever, during the past several years, thereavapid proliferation of
mortgage products designed to address a varidigrobwer and lender needs, including issues ofdfoility, and reduced
income documentation requirements. While featufébese products have been on the market for song their prevalenc
in the market and in our total mortgage portfolaslincreased. See “ITEM 1. BUSINESS — REGULATIONBN
SUPERVISION — Office of Federal Housing Enterpr@®eersight —Guidance on Non-traditional Mortgage Product Risks
and Subprime Lendingdnd “ITEM 1A. RISK FACTORS — Legal and Regulatorisks” in our Registration Statement for
more information on these products. Single-fanidditional long-term fixed-rate mortgages compriapgroximately 80%
of our retained portfolio mortgage loans and loamderlying our issued PCs and Structured Secuatié®th June 30, 2008
and December 31, 2007.

Structured Transaction:

We also issue certain Structured Securities ta théarties in exchange for non-Freddie Mac mortgatpted securities.
The non-Freddie Mac mortgage-related securitiescaliateral transferred to trusts that were speally created for the
purpose of issuing the securities. We refer totype of Structured Security as a Structured Tretiwma Structured
Transactions can generally be segregated into iffereht types. In the most common type, we purehady the senior
tranches from a non-Freddie Mac senior-subordinsgedritization, place these senior tranches irsecaritization trust,
provide a guarantee of the principal and interégt® senior tranches, and issue the Structuredsaion. For other
Structured Transactions, we purchase single-atagsass-through, securities, place them in a sization trust, guarantee
the principal and interest, and issue the Strudtiir@nsaction. In the first type of Structured Taction, the senior tranches
we purchase as collateral for the Structured Tiitses benefit from credit protections from theated subordinated
tranches, which we do not purchase. Additionaltgré are other credit enhancements and structatlres retained by the
seller, such as excess interest or overcollatatédiz, which provide credit protection to our irgsts, and reduce the
likelihood that we will have to perform under owragantee. Structured Transactions backed by siigts- pass-through
securities do not benefit from structural or otbexdit enhancement protections. In exchange forigireg our guarantee on
Structured Transactions, we may receive a managesnemguarantee fee.

Subprime Loans

Participants in the mortgage market often chare@eingle-family loans based upon their overatdir quality at the
time of origination, generally considering themb®prime or subprime. There is no universally ategdefinition of
subprime. The subprime segment of the mortgageeharknarily serves borrowers with poorer credigpant histories and
such loans typically have a mix of credit chardst&s that indicate a higher likelihood of defaattd higher loss
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severities than prime loans. Such characteristightnnclude a combination of high LTV ratios, lasedit scores or
originations using lower underwriting standardshsas limited or no documentation of a borrowerime. The subprime
market helps certain borrowers by broadening tladatvility of mortgage credit. While we have nostorically characterized
the single-family loans underlying our PCs and &trited Securities as either prime or subprime, avendnitor the amount
of loans we have guaranteed with characteristigsittdicate a higher degree of credit risk (4¢igher Risk Combination$
for further information). In addition, we estimdtet approximately $6 billion of security collatesaderlying our Structured
Transactions at both June 30, 2008 and Decemb@0BZ¥, were classified as subprime.

With respect to our retained portfolio, at June ZM8 and December 31, 2007, we held investmerapmoximately
$86 billion and $101 billion, respectively, of nagency mortgage-related securities backed by sukdoans. These
securities include significant credit enhancemeatticularly through subordination, and 91% and%@Qif these securities
were investment grade at June 30, 2008 and Dece3ib@007, respectively. During 2008, the credérelsteristics of these
securities have experienced significant and rapudides. See “CONSOLIDATED BALANCE SHEET ANALYSIS —
Retained Portfolio” for further discussion and ewaluation of these securities for impairment.

On July 8, 2008, the American Securitization ForomASF, working with various constituency grougsseell as
representatives of U.S. federal government agengpetated the Streamlined Foreclosure and Lossdanmie Framework f
Securitized Subprime ARM Loans, or the ASF Framéwahich the ASF originally issued in 2007. The ASfamework
provides guidance for servicers to streamline beercevaluation procedures and to facilitate theafdereclosure and loss
prevention efforts in an attempt to reduce the nemab U.S. subprime residential mortgage borrowdrs might default
during 2008 because the borrowers cannot afforéhtreased payments after the interest rate is, reisadjusted, on their
mortgage loans. The ASF Framework is focused opréuk, first-lien, ARMs that have an initial fixédterest rate period of
36 months or less, are included in securitized pamére originated between January 1, 2005 and31yl2007, and have an
initial interest rate reset date between Janua®p@8 and July 31, 2010 (defined as “Subprime ARdALS” within the ASF
Framework). Under the ASF Framework, Subprime ARdAhs are divided into the following segments:

» Segment 1 — those where the borrowers are expexrefinance their loans if they are unable or Uinvg to meet
their reset payment obligatior

« Segment 2 — those where the borrower is unlikelye@ble to refinance into any readily availabletgeage product.
Criteria to categorize these loans include a cremtite less than 660 and other criteria that wotlidrwise make the
loan FHA ineligible.

» Segment 3 — those where the borrower is unlikelyg@ble to refinance into any readily availabletgege product
and the servicer is expected to pursue availalskerdatigation action:

As of June 30, 2008, approximately $19 million afnigage loans that back our PCs and Structuredriiesumeet the
qualifications of segment 2, Subprime ARM Loan. Haeer, we have not applied the approach in the A@mBwork and it
has not had any impact on the off-balance sheatintrent of our PCs and Structured Securities thiat lbans meeting the
related Subprime ARM Loan criteria. Our loss mitiga approach for Subprime ARM Loans under the AB&mework is
the same as any other delinquent loan underlyimdP@s and Structured Securities. Refer to “ITENFINANCIAL
INFORMATION — ANNUAL MD&A — CREDIT RISKS — MortgageCredit Risk —Loss Mitigation Activitie$ in our
Registration Statement for a description of ourapph to loss mitigation activity.

Alt-A Loans

Many mortgage market participants classify singlaify loans with credit characteristics that rabgéveen their prime
and subprime categories as Alt-A because these loave a combination of characteristics of eachgmay or may be
underwritten with lower or alternative documentattban a full documentation mortgage loan. Althottgdre is no
universally accepted definition of Alt-A, industparticipants have used this classification prinkyp@ describe loans for
which the underwriting process has been streamiimedder to reduce the documentation requiremeftise borrower or
allow alternative documentation.

We principally acquire mortgage loans originated\lsA from our traditional lenders that largelyespalize in
originating prime mortgage loans. These lenderE#jfy originate Alt-A loans as a complementary gwot offering and
generally follow an origination path similar to thesed for their prime origination process. In deii@ing our Alt-A exposure
in loans underlying our single-family mortgage jpalib, we have classified mortgage loans as Aif-the lender that delive
them to us has classified the loans as Alt-A, ¢inéfloans had reduced documentation requiremehtsh indicate that the
loan should be classified as Alt-A. We estimate gpproximately $188 billion, or 10%, of loans urgimg our guaranteed
PCs and Structured Securities at June 30, 2008 dlassified as Alt-A mortgage loans. In additiorg @stimate that
approximately $2 billion, or approximately 7%, afranvestments in single-family mortgage loansum cetained portfolio
were classified as Alt-A loans as of June 30, 26@8.all of these Alt-A loans combined, the averagalit score was 724,
the estimated current average LTV ratio, basedusrgoaranteed exposure, was 78%. The
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delinquency rate for these Alt-A loans was 3.72% &186% at June 30, 2008 and December 31, 20Qdgctdeely. We
implemented several changes in our underwritingedigibility criteria in 2008 to reduce our acqtish of certain higherisk
loan products, including Alt-A loans. As a restiéte are approximately $14 billion of single-familit-A mortgage loans in
our retained portfolio and underlying our PCs atdiGured Securities as of June 30, 2008 that weginated in 2008 as
compared to $60 billion remaining as of June 308hat were originated in 2007.

We also invest in non-agency mortgage-related gesibacked by Alt-A loans in our retained poriioMWe have
classified these securities as Alt-A if the sedesiivere labeled as Alt-A when sold to us or iflvedieve the underlying
collateral includes a significant amount of Alt-#ahs. A total of $48 billion and $51 billion of osingle-family non-agency
mortgage-related securities were backed by Alt-é aier mortgage loans at June 30, 2008 and Deae3ib2007,
respectively. We have focused our purchases orit@elbanced, senior tranches of these securitieghwprovide additional
protection due to subordination. Of these secsi®8% and 100% were investment grade at June0B8, @nd December 31,
2007, respectively. We estimate that the declindair values for most of these securities havenlmhee to decreased
liquidity and larger risk premiums in the mortgagarket. See “CONSOLIDATED BALANCE SHEET ANALYSIS —
Retained Portfolio” for discussion of our evaluatiaf these securities for impairment.

Credit Enhancements

At June 30, 2008 and December 31, 2007, our cesttiznced mortgages and mortgage-related secudpessented
approximately 18% and 17% of the $1,914 billion &i¢B19 billion, respectively, of the unpaid pripai balance of the total
mortgage portfolio, excluding non-Freddie Mac magg-related securities, our Structured Transactdodshat portion of
issued Structured Securities that is backed by i€iktae Certificates. We exclude non-Freddie Mactgage-related
securities because they expose us primarily tatutisinal credit risk. We exclude that portion dfi®tured Securities backed
by Ginnie Mae Certificates because the incrememtalit risk to which we are exposed is considensggnificant. Although
many of our Structured Transactions are credit eodad, including through the use of subordinateacstires, we have
excluded these balances because we do not petfiersetvicing of the underlying securities. See “GUNLIDATED
BALANCE SHEETS ANALYSIS — Retained Portfolio” fordaitional information on credit enhancement coverafour
investments in non-Freddie Mac mortgage-relatedrsgss.

Primary mortgage insurance is the most prevalqre tf credit enhancement protecting our singlefiamortgage
portfolio, including those underlying our PCs arttu8tured Securities, and is typically providedsoloan-level basis. As of
June 30, 2008 and December 31, 2007, in connewitbrthe single-family mortgage portfolio, excludithe loans that are
underlying Structured Transactions, the maximumuwamof losses we could recover under primary mgggasurance,
excluding reimbursement of expenses was $58.®bidind $51.9 billion, respectively.

Other prevalent types of credit enhancement thaiseeare lender recourse and indemnification ageats{under which
we may require a lender to reimburse us for ciledites realized on mortgages), as well as pootanse. Pool insurance
provides insurance on a pool of loans up to adt@bgregate loss limit. In addition to a pool-leless coverage limit, some
pool insurance contracts may have limits on covegighe loan level. At June 30, 2008 and Decer@bg2007, in
connection with the single-family mortgage portfiolexcluding the loans that are underlying Strieddufransactions, the
maximum amount of losses we could recover undelderecourse and indemnification agreements was $sillion and
$12.1 billion, respectively; and at both dates,had $3.8 billion in pool insurance. See “Institaid Credit Risk —Mortgage
and Bond Insurer§and “ Mortgage Seller/Servicefsfor further discussion about our mortgage loasuirers and
seller/servicers.

Other forms of credit enhancements on single-famibrtgage loans include government guaranteesteddl (including
cash or high-quality marketable securities) pledggd lender, excess interest and subordinatedigestructures. At both
June 30, 2008 and December 31, 2007, in connegitbrthe single-family mortgage portfolio, excludithe loans that are
underlying Structured Transactions, the maximumamof losses we could recover under other formzedit
enhancements was $0.5 billion. Table 38 provid&snmation on credit enhancements and credit pedoca for our
Structured Transactions.
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Table 38 — Credit Enhancement, or CE, and Credit Péormance of Single-Family Structured Transactions(%)

Unpaid Principal Balance Credit Losses®
at June 30, Average CE  Delinquency Six Months Ended June 3(
Structured Transaction Type 2008 2007 Coverage® Rate ® 2008 2007
(in millions) (in millions)
Pas-through $19,8215) $14,6815 —% 499%$ 19 $—
Overcollateralizatiot 5,592 4,58¢ 19% 16.41% 1 —
Total Structured Transactions $25,418 $19,26¢ 4% 11.86% $ 20 $ —

(1) Structured Transactions are a type of Structureti®g where we issue our guarantee in a secutibzaising private-label, or non-Freddie Mac issued
securities, as collateral. We issue two types nfcdtired Transactions, those using securities séthior/subordinated structures as well as othensaf
credit enhancements, which represent the amoymobéction against financial loss, and those wittsueh structures which we categorize as a pass-
through transaction. Credit enhancement percenfagesch category are calculated based on infoéomatvailable from third-party financial data
providers and exclude certain Ic-level credit enhancements, such as private mortgesgeance, that may also afford additional pratecto us.

(2) Average credit enhancement represents a weightedge coverage percentage, is based on unpaidgafibalances and includes overcollateralization
and subordination at June 30, 20

(3) Based on the number of loans that are past dua@dat more, at June 30, 20!

(4) Represents the total of our guaranteed paymerith#seexceeded the remittances of the underlyifigtecal and includes amounts charggtiduring the
period. Charg-offs are the amount of contractual principal batatiat has been discharged in order to satisfynitiegage and extinguish our guaran

(5) Includes $2.0 billion and $2.4 billion at June 3008 and 2007, respectively, that are securitizéd/FA loans, for which those agencies provide
recourse for 100% of qualifying losses associatitd the loan

The delinquency rates associated with Structuredi§actions categorized as pass-through structaxesihcreased
significantly during 2008. Although our credit lessto date have been minimal, we have increasegdrouision for credit
losses on these guarantees during the three amaosiths ended June 30, 2008. Our credit lossesront@red Transactions
during the six months ended June 30, 2008 areipéiltg related to Option ARM loans underlying sealesf these
transactions. Our loan loss reserves associatédpags-through Structured Transactions issued fridanuary 1, 2008, as a
coverage ratio of the related outstanding UPB vpgsaximately 2.0% and 1.3% as of June 30, 2008xwEmber 31, 2007,
respectively. We are actively monitoring the crgaitformance of the loans underlying these Strectdiransactions,
particularly those originated during 2006 and 2Q0% we will continue our loss mitigation effontsthe remainder of 2008.

We may use credit enhancements to mitigate ris&ssf on certain multifamily mortgages and revenmeds, generally
those without recourse to the borrower. At June2B08 and December 31, 2007, in connection witHifaolily loans as
well as PCs and Structured Securities backed byifamaily mortgage loans, excluding the loans that anderlying
Structured Transactions, we had maximum covera@2 af billion and $1.2 billion, respectively.

Loss Mitigation Activities

Loss mitigation activities are a key componentaf strategy for managing and resolving troubleetssand lowering
credit losses. Our single-family loss mitigatioragtgy emphasizes early intervention in delinqueattgages and providing
alternatives to foreclosure. Other single-familgdanitigation activities include providing our siegamily servicers with
default management tools designed to help them geananperforming loans more effectively and support fliifent of our
mission by assisting borrowers in retaining homeenship. Foreclosure alternatives are intendeddoae the number of
delinquent mortgages that proceed to foreclosude @timately, mitigate our total credit lossesriegucing or eliminating a
portion of the costs related to foreclosed properéind avoiding the credit loss in REO. Our lodgation activities have
increased for the three and six months ended Jun20®8 compared to the three and six months ehualeel 30, 2007, as
shown in Table 39.

Table 39 — Single-Family Foreclosure Alternativest)

Three Months Ended Six Months Ended
June 30, June 30,
2008 2007 2008 2007
(number of loans)
Repayment plan 10,69: 9,031 23,07¢ 20,10¢
Loan modifications 4,681 2,17¢ 8,93t 4,081
Forbearance agreemel 78t 74C 1,602 1,80:
Pre-foreclosure sale 1,252 53C 2,08 934
Foreclosure alternative 17,41¢ 12,48( 35,69¢ 26,92

(1) Based on the single-family mortgage portfolio, exithg non-Freddie Mac mortgage-related securigésictured Transactions and that portion of
Structured Securities that is backed by Ginnie Kesgificates.

Repayment plans are generally agreements withdhrewer outside of the original mortgage loan agreet which allov
for the borrower to separately repay all past dueunts, including nominal interest. Loan modifioas include either:
(a) those that result in a concession to the barpwhich are the only situations in which we doé expect to
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recover the full original principal and interestedunder the loan, or (b) those that do not reawdt ¢oncession to the
borrower, such as adding the past due amountetbalance of the loan and extending the term. Tajenity of our loan
modifications for the three and six months endete R0, 2008 are those in which we have agreedddredpast due amoui
to the balance of the loan. Due to the higher rateelinquency in loans underlying our single-fBni#Cs, we are increasing
our use of loan modifications and pre-foreclosalesin 2008 as compared to 2007.

Credit Performance
Performing and Nor-Performing Assets

We have classified single-family loans in our tatadrtgage portfolio that are past due for 90 daysare (seriously
delinquent) or whose contractual terms have beatified as a troubled debt restructuring due tofittencial difficulties of
the borrower as non-performing assets. Similarlyltifamily loans are classified as non-performirsgets if they are 90 days
or more past due (seriously delinquent), if collgtity of principal and interest is not reasonablysured based on an
individual loan level assessment, or if their caotnal terms have been modified due to financiéicdities of the borrower.
Table 40 provides detail of performing and non-periing assets within our total mortgage portfolio.

Table 40 — Performing and Non-Performing Asset§)

June 30, 200¢
Non-Performing Assets
Less Than
Performing 90 Days Seriously
Assets?®  Past Due®  Delinquent ® Total
(in millions)

Mortgage loans in the retained portfol

Multifamily $ 6350 $ 60 $ — $ 63,564

Multifamily troubled debt restructuring — 243 21 264
Subtotal, mortgage loans in our retained portfatiojtifamily 63,504 303 21 63,82¢

Single-family 17,10t — 87€ 17,98!

Single-family loans purchased under financial guaran(®) 3,45( — 2,64¢ 6,09¢

Single-family troubled debt restructuring — 2,43: 682 3,11¢
Subtotal, mortgage loans in our retained portfaingle-family 20,55¢ 2,43: 4,207 27,19¢
Subtotal, mortgage loans in our retained portfolio 84,05¢ 2,73¢€ 4,22¢ 91,02
Guaranteed PCs and Structured Securi

Multifamily (©) 13,86¢ 51 12 13,927

Single-family ©) 1,766,17 — 16,28: 1,782,46:

Structured Securities backed by -Freddie Mac mortgas-related securitie(” 25,43 — 1,97 27,41«
Subtotal, guaranteed PCs and Structured Securitie 1,805,438 51 18,27 1,823,80.
REO, ne — — 2,58( 2,58(
Totals $1,889,53' $ 2,787 $  25,08( $1,917,40
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December 31, 200’
Non-Performing Assets

Less Than
Performing 90 Days Seriously
Assets?  Past Due®  Delinquent 4 Total
(in millions)

Mortgage loans in the retained portfol

Multifamily $ 57,298 $ — 3 $ 57,29

Multifamily troubled debt restructuring — 264 7 271
Subtotal, mortgage loans in our retained portfatiojtifamily 57,29t 264 10 57,56¢

Single-family 13,591 — 69¢ 14,28¢

Single-family loans purchased under financial guaran(®) 2,39¢ — 4,60z 7,001

Single-family troubled debt restructuring — 2,69( 60¢ 3,29¢
Subtotal, mortgage loans in our retained portfaingle-family 15,99( 2,69( 5,90¢ 24,58¢
Subtotal, mortgage loans in our retained portfolio 73,28t 2,954 5,91¢ 82,15¢
Guaranteed PCs and Structured Securi

Multifamily (©) 10,60’ 51 — 10,65¢

Single-family ©) 1,700,54. — 6,141 1,706,68

Structured Securities backed by -Freddie Mac mortgas-related securitie(” 19,84¢ — 1,64¢ 21,49
Subtotal, guaranteed PCs and Structured Securitie 1,730,991 51 7,78¢ 1,738,83.
REO, ne — — 1,73¢ 1,73¢€
Totals $1,804,28. $ 3,008 $ 15441 $1,822,72

(1) Balances exclude mortgage loans and mortgage-tledetaurities traded, but not yet settled. For R@sStructured Securities, the balance reflects
reported security balances and not unpaid prina@p#ie underlying mortgage loans. Mortgage loagisl in our retained portfolio reflect the unpaid
principal balances of the loa

(2) Consists of sing-family and multifamily loans that are less thand2®¥s past due and not classified as a troubledrdsbticturing

(3) Includes singl-family loans that were previously reported as sesfip delinquent and for which the original loamtsrhave been modifie

(4) Consists of loans 90 days or more delinquent dorieclosure at period end. Delinquency status do¢spply to REO; however, REO is included in non-
performing asset:

(5) Represent those loans purchased from the mortgage pnderlying our PCs, Structured Securitieoogtterm standby agreements due to the
borrower’s delinquency. Once we purchase a loaruadr financial guarantee, it is placed on norraaicstatus as long as it remains greater than
90 days past du

(6) Excludes our Structured Securities that we clas®@fyarately as Structured Transactic

(7) Consist of our sing-family and multifamily Structured Transactions ahédt portion of Structured Securities that is backg Ginnie Mae Certificate

The amount of non-performing assets increased S5idagithe six months ended June 30, 2008, to ajpeirly
$27.9 billion, from $18.4 billion at December 3D0Z, due to continued deterioration in single-fgrhibusing market
fundamentals, as well as increases in the averag®tseriously delinquent loans compared to 20Wié delinquency
transition rate is the percentage of delinquentdahat proceed to foreclosure or are modified@sbted debt restructurings.
This rate increased during the six months ended 3002008, compared to the same period of 200& chnges in these
delinquency transition rates, as compared to atofical experience, have been progressively wimrsi®ans originated in
2006 and 2007. We believe this trend is, in parg t our greater purchase volume of non-tradititoems, such as interest-
only mortgages during those years. In addition pddance of our REO, net, increased 49% duringithenonths ended
June 30, 2008. Until nationwide home prices retarhistorical appreciation rates and selected rejieconomies improve,
we expect to continue to experience higher delinguéransition rates than those experienced inyeeats and further
increases in our non-performing assets.

Delinquencies

We report single-family delinquency rate informatizased on the number of loans that are 90 daysoe past due. For
multifamily loans, we report the mortgage loanslenquent when payment is 90 days or more pastiMoggage loans
whose contractual terms have been modified undeeagent with the borrower are not counted as detintifor purposes of
reporting seriously delinquent loans if the borrovgdess than 90 days delinquent under the mattéems. We include all
the single-family loans that we own and those #natcollateral for our PCs and Structured Secasrftie which we actively
manage the credit risk. Consequently, we excludegbrtion of our Structured Securities that arekbd by Ginnie Mae
Certificates and our Structured Transactions. Wxuebe Structured Securities backed by Ginnie Masifitates because
these securities do not expose us to meaningfulatamf credit risk due to the guarantee providethese securities by the
U.S. government. We exclude Structured Transacfimms the delinquency rates of our single-familyrtgage portfolio
because these are backed by non-Freddie Mac seswaitd consequently, we do not service the unidgrlpans and do not
perform principal loss mitigation. Many of thesewsities are significantly credit enhanced throggbordination and are not
representative of the loans for which we have prymer first loss, exposure. Structured Transacti@mpresented
approximately 1% of our total mortgage portfolidoath June 30, 2008 and December 31, 2007. S&FE 5: MORTGAGE
LOANS AND LOAN LOSS RESERVES — Table 5.6 — Delinauog Performance” to our consolidated financialestagnts
for the delinquency performance of our single-fgnaihd multifamily mortgage portfolios, includingr@ttured Transactions.
Table 41 presents regional single-family delinqyerates for non-credit enhanced loans.
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Table 41 — Single-Family — Delinquency Rates, Exalling Structured Transactions — By Region(?)

June 30, 200¢ December 31, 200°
Percent of Percent of
Unpaid Principal Delinquency Unpaid Principal  Delinquency

Balance® Rate Balance® Rate
Northeas® 24% 0.55% 24% 0.3%
Southeas® 18 0.9¢ 18 0.5¢
North Centra(®) 19 0.5¢ 20 0.4¢€
Southwes®) 13 0.3¢ 13 0.32
West() 26 0.8C 25 0.4z

10C% 10C%

Total nor-credi-enhance— all regions 0.67 0.4t
Total credi-enhance«— all regions 2.1C 1.62
Total single-family portfolio 0.9 0.6%

(1) Presentation of non-credit-enhanced delinquen@snaith the following regional designation: WesK(fAZ, CA, GU, HI, ID, MT, NV, OR, UT, WA);
Northeast (CT, DE, DC, MA, ME, MD, NH, NJ, NY, PRJ, VT, VA, WV); North Central (IL, IN, IA, MI, MN,ND, OH, SD, WI); Southeast (AL, Fl
GA, KY, MS, NC, PR, SC, TN, VI); and Southwest (ABQ, KS, LA, MO, NE, NM, OK, TX, WY)

(2) Based on mortgage loans in our retained portfaiid ®tal guaranteed PCs and Structured Securitse®d, excluding that portion of Structured
Securities that is backed by Ginnie Mae Certifise

During 2007 and continuing in the six months endiede 30, 2008, home prices have declined broaddssathe U.S. In
some geographical areas, particularly in the NGehtral region, this decline has been combined initreased rates of
unemployment and weakness in home sales, whichekalied in increases in delinquency rates throug®007 and the first
half of 2008. We have also experienced increasdslinquency rates in the Northeast, Southeastéest regions for the six
months ended June 30, 2008, particularly in thiestaf California, Florida, Nevada and Arizona.

Increases in delinquency rates occurred in all peot/pes during the six months ended June 30, ,20#8vere most
significant for interest-only, Alt-A and ARM mortge loans. Delinquency rates for interest-only apiibo ARM products,
which together represented approximately 10% oftotad single-family mortgage guarantee portfolidane 30, 2008,
increased to 4.10% and 4.92% at June 30, 2008 ctgply, compared with 2.03% and 2.24% at Decer3thieP007,
respectively. Although we believe our delinquenates for the total single-family portfolio have r@imed low relative to
conforming loan delinquency rates of other indugtayticipants, we expect our delinquency ratestdinue to rise over the
remainder of 2008.

Table 42 presents activities related to loans @setl under financial guarantees for the three iandaenths ended
June 30, 2008 and 2007.

Table 42 — Changes in Loans Purchased Under FinaratiGuarantees®)

Three Months Ended June 30

2008 2007
Unpaid Purchase Loan Loss Net Unpaid Purchase Loan Loss Net
Principal Balance Discount Reserves Investmeni Principal Balance Discount Reserves Investmeni
(in millions)
Beginning balanc $ 6,14: $ (1,449 $ 5) $ 469 $ 396¢ $ (411) $ (1) $ 3,552
Purchases of loar 72% 173 — 55C 1,827 (340 — 1,48
Provision for credit losse — — 2 2 — — Q) ()]
Principal repayment (22¢) 64 — (162) (399 44 — (350
Troubled debt restructuring@ ()] 5 — 12 a7¢) 24 — (154)
Foreclosures, transferred to RI (5249) 162 1 (367) (49¢) 62 — (43€)
Ending balanc $ 6,09¢ $ (1,386 $ 6) $ 4707 $ 4,71¢ $ (621) $ 2 $ 4,09
Six Months Ended June 30
2008 2007
Unpaid Purchase Loan Loss Net Unpaid Purchase Loan Loss Net
Principal Balance Discount Reserves Investmeni Principal Balance Discount Reserves Investmeni
(in millions)
Beginning balanc $ 7,001 $(1,767) $ 2 $ 5232 % 2,98 $ (220) $ — $ 2768
Purchases of loar 1,14¢ (24%) — 901 3,64¢ (59¢) — 3,05(
Provision for credit losse — — 5) 5) — — ()] ()]
Principal repayment (510 13¢ — (371 (70€) 67 — (639)
Troubled debt restructuring@ (28) 7 — (21) (325) 38 — (287)
Foreclosures, transferred to RI (1,510 48C 1 (1,029 (884) 92 — (792)
Ending balanc $ 6,09¢ $ (1,386 $ 6) $ 4707 $ 4,71¢ $ (621) $ 2 $ 4,09

(1) Consist of seriously delinquent loans purchasqekeifiormance of our financial guarantees and in @zowe with Statement of Position No. 03-3,
“ Accounting for Certain Loans or Debt Securities éiced in a Transfe” or SOP 0:-3.

(2) Consist of loans that have transitioned into tredldebt restructurings during the stated periods &kcludes modifications involving capitalizatiao,
addition, of past due amounts to the balance ofdéwe to return to current status during 2C

As securities administrator, we are required tacpase a mortgage loan from a mortgage pool if &t @ficompetent
jurisdiction or a federal government agency, dultharized to oversee or regulate our mortgage @seusines:
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determines that our purchase of the mortgage wasthiarized and a cure is not practicable withoueasonable effort or
expense, or if such a court or government agergines us to repurchase the mortgage. Additionalé/are required to
purchase all convertible ARMs when the borrowereiges the option to convert the interest rate feonadjustable rate to a
fixed rate; and in the case of balloon loans, $hbefore the mortgage reaches its scheduled baliepayment date. For the
six months ended June 30, 2008 and 2007, we regsed$1,296 million and $132 million, respectivelfysuch convertible
ARMs and balloon loans, which increased in 2008tduggher volumes of convertible ARM loans sedeed in the last
three years.

We also have the right to purchase mortgages #wk bur PCs and Structured Securities from the nlyidg loan pools
when they are significantly past due. This rightegpurchase collateral is known as our repurchpiero Through Novemb:
2007, our general practice was to purchase thegagetloans out of PCs after the loans became j0d#dinquent.
Effective December 2007, we no longer automatigalischase loans from PC pools once they becomeldg®delinquent,
but rather, we purchase loans from PCs when theslbave been 120 days delinquent and (a) the branmodified,

(b) foreclosure sales occur, (c) the loans have bdeénquent for 24 months or (d) the cost of gntga payments to PC
holders, including advances of interest at the B@pon, exceeds the expected cost of holding thperforming mortgage in
our retained portfolio. Consequently, we purchdseder impaired loans under our repurchase optiothi® three and six
months ended June 30, 2008 as compared to theahdegix months ended June 30, 2007. We recodratdlue loans that
we purchase in connection with our performance undefinancial guarantees and record losses amslparchased on our
consolidated statements of income in order to readur net investment in acquired loans to theirvalue.

The unpaid principal balance of non-performing k#mat have been purchased under our financiabgtess and that
have not been modified under troubled debt restrirs decreased approximately 13% and increagaee@mately 58% fa
the six months ended June 30, 2008 and 2007, risggcFor the six months ended June 30, 2008pwehased
approximately $1.1 billion in unpaid principal bates of these loans with a fair value at acquisitib$0.9 billion. Although
the volume of these repurchases has decreasee dixtmonths ended June 30, 2008, there was $ilBo® linpaid principa
balance of loans remaining in our PCs and Strudt8exurities as of June 30, 2008 that were grézder120 days past due
for which we have not exercised our repurchaseopti

The loans acquired under our financial guaranteethe six months ended June 30, 2008 added $246rmaif purchase
discount, which consists of $74 million that was\pously recorded on our consolidated balance sheelan loss reserve
guarantee obligation and $171 million of lossesoams purchased as shown on our consolidated staterof income for th
six months ended June 30, 2008. We expect thatilveomtinue to incur losses on the purchase of-performing loans in
2008. However, the volume and severity of thesedsss dependent on many factors, including theceffof our change in
practice for repurchases and regional changesrirehrices and the volume of home sales.

Recoveries on loans impaired upon purchase reprédsenecapture into income of previously recogdiltesses on loans
purchased and provision for credit losses assatiaith purchases of delinquent loans from our P@@sStructured Securiti
in conjunction with our guarantee activities. Remi®s occur when a nguerforming loan is repaid in full or when at the&
of foreclosure the estimated fair value of the @&egliproperty, less costs to sell, exceeds theg/icayvalue of the loan.
During the six months ended June 30, 2008 and 200Tecognized recoveries on loans impaired upoohase of
$347 million and $107 million, respectively. Forpaired loans where the borrower has made requagchents that return
current status, the basis adjustments are acdretethterest income over time as periodic paymengsreceived.

As of June 30, 2008, the cure rate for non-perfogdans that we purchased out of PCs during 26072806 was
approximately 41% and 57%, respectively. The cate is the percentage of non-performing loans @seth with or without
modification from PCs under our financial guararttess have returned to current status or have pehoff, divided by the
total non-performing loans purchased from PCs undefinancial guarantee. A modified mortgage Itaolassified as
performing to the extent it is 90 days or less pagt We believe, based on our historical expeéerith 2006 and 2007
purchases, as well as our access to credit enhamteemedies, that we will continue to recognizmveries in 2008 on
impaired loans purchased during 2007 and 2006.
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Table 43 — Status of Delinquent Single-Family LoanBurchased Under Financial Guarantee$!)

Status as of
June 30, 200§
2007 2006
Cured, with modification®) 8% 9%
Cured, without modifications
Returned to less than 90 days past 19 22
Loans repaid in full or repurchased by lenc _ 14 __ 26
Total curec 41 57
Foreclosure4) 36 33
Seriously delinquer 23 _ 10

Total 10C% 10C%

(1) Based on number of sin¢-family delinquent loans purchased under our finalnpérformance guarantet

(2) Represents the status as of June 30, 2008 ofdhe kcquired under our financial guarantee durdt @nnual perioc

(3) Consists of loans that are less than 90 days pastidder modified terms, including those resulting concession to the borrower. Loans that are
modified include: (a) those that result in a cose@s to the borrower, which is the only situationwhich we agree to accept less than the full pali
principal and interest due under the loan andHb3e that do not result in a concession to theolar, such as adding the past due amounts to the
balance of the loan. Modifications exclude borrowegrayment plans for past due amounts executedlews$the original mortgage loan agreem:

(4) Includes other dispositions that result in accegeanf less than the full amount owed by the borro

We have experienced increases in the rate at videts transition from delinquency to foreclosureaislenced by the
increase of the foreclosure rate of our 2007 delimg loan purchases and the increase in our REEDdd®@during the second
quarter of 2008. Our cure rates for 2007 delinqlmart purchases as of June 30, 2008 reflect a higke of these loans
remaining delinquent when compared to the stat@)06 impaired loan purchases. We believe thatthere rate statistics
reflect both the lag effect inherent in delinquier@ns as well as the poorer performance of loaatsvilere originated during
2007. Throughout 2007 and continuing into 2008 scxiant with most mortgage investors and serviceeshave expanded
our use of loan modifications and other foreclosalternatives to avoid borrower foreclosures amfilice defaults.
Consequently, we believe that the loans categorazei®eriously delinquent” in Table 43 above wilhtinue to decline since
these loans do not fully reflect our current magdifion efforts because of the significant lag bemnvthe time a loan is
purchased from our PCs and the conclusion of the tesolution process. Although we have increasednitigation activity
including modifications where we agree to add dplemt amounts to the balance of the loan to btiegobrrower current,
these recent efforts only partially offset the gases in the 2008 volume of delinquent loans.

As discussed above, beginning in December 2005jgvéficantly decreased our purchases of delingleamts from our
PCs. Although this action decreased the numbeayasfd we purchase it had no effect on our loss atitig efforts nor our
ultimate credit losses and cure rates. Howevemhalieve this will have significant impacts to owre rate statistics for the
loans we purchase under financial guarantees iB,dB#tause loans that in prior years would have baechased from the
pools after a serious delinquency will now gengregimain in the pools until the loans have beenifieastd During 2008,
other loans for which foreclosure sales occur at tlave been delinquent for 24 months are purchiagedthe pools at dates
generally later than before. Accordingly, while thember of loans we purchase will decrease in da term, we anticipate
the percentage “Cured, with modifications” and ‘®@osure” of loans purchased under financial guaemin 2008 will
increase, with a corresponding decrease in theeptage of “Cured, without modifications” and “Sersty delinquent.”
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Table 44 provides detail by region for REO activiBur REO activity consists almost entirely of $exéamily residential
properties. Consequently, our regional REO acdaisitends generally follow a pattern that is sanilo, but lags, that of
regional delinquency trends of the single-familyrtgages underlying our PCs and Structured Secsiritie

Table 44 — REO Activity by Region®)

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

(number of units)
REO Inventory

Beginning property inventor 18,41¢ 9,65( 14,39¢ 8,78t
Properties acquired by regic
Northeas 1,31C 49z 2,571 88¢
Southeas 2,61¢ 1,12¢ 4597 2,11C
North Centra 3,44t 2,137 6,582 4,21F
Southwes 1,46t 94C 2,83t 1,89
West 3,57¢ 321 5,75¢ 541
Total properties acquire 12,41( 5,01z 22,34¢ 9,651
Properties disposed by regic
Northeas (2,000 (36€) (1,627) (682)
Southeas (1,949 (1,059) (3,359 (1,909
North Centra (2,795 (2,949 (4,940 (3,61¢)
Southwes (1,359 (90€) (2,419 (1,77)
West (1,697 (129) (2,379  (204)
Total properties dispose (8,800 (4,409 (14,714 (8,17¢)
Ending property inventor 22,02¢ 10,26( 22,02¢ 10,26(

(1) See" Table 41— Single-Family — Delinquency Rates, Excluding Structured Transast— By Regior” for a description of these regiol

Our REO property inventories increased 53% dutiregsix months ended June 30, 2008 reflecting tipaanof the
weakening singléamily housing market, particularly in the Northr@el, West, Northeast and Southeast regions. Mipad!
of a national decline in single-family home prigesl a decrease in the volume of home sales actiuiiyng 2008 lessens the
alternatives to foreclosure for homeowners exposédmporary deterioration in their financial camh. Increases in our
single-family REO acquisitions have been most §igat in the states of California, Arizona, Michig Virginia, Florida
and Nevada, which had higher average loan balahe=$o home price appreciation of the last sewarais. Although the
West region represents approximately 26% of the aequisitions during the six months ended Jun808, based on the
number of units, the highest concentration in thgton is in the state of California. At June 3008, our REO inventory in
California was approximately 25% of our total RE®éntory. California has accounted for an increasimount of our crec
losses and approximately 30% of our total credisés in the three months ended June 30, 2008.

Although the composition of interest-only and Altldans in our single-family mortgage portfolio waggproximately 9%
at December 31, 2007, the number of our REO admprisithat had been secured by either of thesetigms represented
more than 40% of our total REO acquisitions, basednpaid principal balance at foreclosure, dutiregsix months ended

June 30, 2008. Interest-only and Altrdortgage loans also contributed to more than 50@uptredit losses in the six mon
ended June 30, 2008.
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Credit Loss Performanc:

Some loans that are delinquent or in foreclosusaltén credit losses. Table 45 provides detaibancredit loss
performance associated with mortgage loans inetained portfolio, including those purchased outaf PCs and Structur
Securities.

Table 45 — Credit Loss Performance

Three Months Ended Six Months Ended

June 30, June 30,
2008 2007 2008 2007
(dollars in millions)
REO
REO balances
Single-family $2,58( $1,01¢ $ 2,58(C $1,01¢4
Multifamily — 6 — 6
Total $ 2,58( $1,02C $ 2,58(C $1,02(
REO operations expens
Single-family $ (265) $ (16) $ (479 $ (30)
Multifamily — — — —
Total $ (26%) $ (16) $ (479 $ (30)
CHARGE-OFFS
Single-family:
Charge-offs, gros§) (including $628 million, $87 million, $926 millioand $166 million relating to
loan loss reserves, respective $ (722) $ (114 $(1,177) $ (207)
Recoverie? 177 51 312 10C
Single-family, net (545) (63) (865) (107)
Multifamily:
Chargeoffs, gross® — — — —
Recoveried? — — — —

Multifamily, net — — _ _
Total Charge-offs:
Charge-offs, gros#) (including $628 million, $87 million, $926 millioand $166 million relating to

loan loss reserves, respective (722) (1149 (@,179) (207)
Recoveried? 177 51 312 10C
Total charg-offs, net $ (545 $ (63 $ (86%) $ (107)
CREDIT LOSSES ®)

Single-family $ (81C) $ (79 $(1,339 $ (137)
Multifamily — — — —
Total $ (810) $ (79 $(1,33)  $ (137)
Total in basis point® (annualized 17.2 2.C 14.5 1.7

(1) Represent the amount of the unpaid principal balai@ loan that has been discharged in ordemtove the loan from our retained portfolio at thredi
of resolution, regardless of when the impact ofdteglit loss was recorded on our consolidated rsi@tés of income through the provision for credit
losses or losses on loans purchased. The amoghtiade-offs for credit loss performance is gengmdlrived as the contractual balance of a loahet t
date it is discharged less the estimated valumai éisposition

(2) Recoveries of charge-offs primarily result fromddlosure alternatives and REO acquisitions on ledrese a share of default risk has been assumed by
mortgage insurers, servicers or other third pattiesugh credit enhancemen

(3) Equal to REO operations expense plus ct-offs, net.

(4) Calculated as annualized credit losses dividechbyaterage total mortgage portfolio, excluding foeddie Mac mortgage-related securities and that
portion of Structured Securities that is backed3iynie Mae Certificates

Our credit loss performance is a historic metratt tineasures losses at the conclusion of the |eautéon process. Our
credit loss performance does not include our prorigor credit losses and losses on loans purcha¥edcexpect our credit
losses to continue to increase during 2008, asehadnditions, such as home prices and the rdterok sales, continue to
deteriorate. As part of our disclosure commitmevitt OFHEO, we disclose our estimate of credit lssssitivity on a
guarterly basis, disclosing the present value efttiange in expected future credit losses fronissued single-family
guaranteed PCs and Structured Securities restdifingan immediate 5% decline in home prices forghgre United States.
Our estimate of this measure of sensitivity, afamsidering recoveries of credit enhancements asehortgage insurance
and our assumptions about home price appreciatienthe initial 5% decline, was $4.2 billion an8.$ billion as of June 3
2008 and December 31, 2007, respectively. The asereuring 2008 was attributable to the continwediise in home prices
that has occurred during the first six months di®0

Single-family charge-offs, gross, for the six manémded June 30, 2008 increased to $1.2 billiorpened to
$207 million for the six months ended June 30, 2@dimarily due to an increase in the volume of RigOperties acquired
foreclosure and continued deterioration of residéntal estate markets in regional areas. Themelof single-family REO
additions increased 132% for the six months ended 30, 2008 as compared to the six months endedl3ly 2007. The
severity of charge-offs during the six months endiatle 30, 2008 has increased due to declines iona@diousing markets
resulting in higher per-property losses. Our pepprty loss severity during 2008 has been greatébbse areas
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that experienced the fastest increases in propahtyes during 2000 through 2006, such as Califoffliarida, Virginia,
Nevada and Arizona. In addition, although inte-only and Alt-A loans comprise approximately 9% d@d6 of those
underlying our PCs and Structured Securities asiné 30, 2008, respectively, these loans haveibated approximately
50% of our credit losses during the six months dnlime 30, 2008. The majority of interest-only AftdA loans in our
single-family mortgage portfolio were originated2806 and 2007.

Loan Loss Reserve

We maintain two loan loss reserves — allowancddsses on mortgage loans held-for-investment aserve for
guarantee losses — at levels we deem adequatsadbatrobable incurred losses on mortgage loamsfoelinvestment in
our retained portfolio and mortgages underlying®0s, Structured Securities and other financiatantaes. Determining t
loan loss and credit related loss reserves assdaigth our mortgage loans and PCs and Structueedr8ies is complex and
requires significant management judgment aboutersathat involve a high degree of subjectivity.sThmanagement estimate
is inherently more difficult to perform due to tAbsence of historical precedents relative to thieeatieconomic
environment. See “MD&A — CRITICAL ACCOUNTING POLIES AND ESTIMATES —Allowance for Loan Losses a
Reserve for Guarantee Losses” and “ITEM 13. FINANICETATEMENTS AND SUPPLEMENTARY DATA —
AUDITED CONSOLIDATED FINANCIAL STATEMENTS AND ACCOMPANYING NOTES — NOTE 1: SUMMARY
OF SIGNIFICANT ACCOUNTING POLICIES” in our Registian Statement for further information. Table 4@rsnarizes
our loan loss reserves activity for guaranteeddaard those mortgage loans held in our retainetfigtior in total.

Table 46 — Loan Loss Reserves Activity

Three Months Ended Six Months Ended

June 30, June 30,
2008 2007 2008 2007
(in millions)
Total loan loss reservestt)
Beginning balanc $ 3,872 $ 802 $2,827 $ 61¢
Provision for credit losse 2,531 447 3,771 69t
Charge-offs, gross@ (62¢) (87) (92¢) (16€)
Recoverie«3) 177 51 312 10C
Charge-offs, net (451) (36) (619 (66)
Transfers, ne® (145) (76)  (172) (110)
Ending balanc: $5,818 $1,13¢ $5,818 $1,13¢

(1) Include reserves for loans held for investmentunretained portfolio and reserves for guaranteeds on PCs and Structured Securi

(2) Chargeeoffs related to retained mortgages represent treuatof the unpaid principal balance of a loan tiest been discharged using the reserve ba
to remove the loan from our retained portfoliote time of resolution. Charge-offs exclude $94 ionlland $27 million for the three months ended
June 30, 2008 and 2007, respectively, and $25lomiéind $41 million for the six months ended JuBe2®08 and 2007, respectively, related to reserve
amounts previously transferred to reduce the aagryalue of loans purchased under financial guaes.

(3) Recoveries of charge-offs primarily resulting fréoneclosure alternatives and REO acquisitions am$owhere a share of default risk has been assumed
by mortgage insurers, servicers or other thirdieathrough credit enhancemer

(4) Consist primarily of: (a) the transfer of a propomal amount of the recognized reserves for guasghtosses related to PC pools associated with non-
performing loans purchased from mortgage pools tyidg our PCs, Structured Securities and long-tetandby agreements to establish the initial
recorded investment in these loans at the dateropurchase; and (b) amounts attributable to uactibile interest on PCs and Structured Securitiesui
retained portfolio

Our total loan loss reserves increased as we redaxdditional reserves to reflect increased estisnaft incurred losses,
an observed increase in delinquency rates andaisesain the estimated severity of losses on anp@epty basis related to
our single-family portfolio. See “CONSOLIDATED RERUS OF OPERATIONS — Non-Interest ExpenseRrovision for
Credit Losses,for additional information.

OFF-BALANCE SHEET ARRANGEMENTS

We enter into certain business arrangements teaiarrecorded on our consolidated balance sheetay be recorded
amounts that differ from the full contract or notéd amount of the transaction. Most of these aearants relate to our
financial guarantee and securitization activityvidrich we record guarantee assets and obligatiotiree related securitized
assets are owned by third parties. See “ITEM 2 ANKRIAL INFORMATION — ANNUAL MD&A — OFF-BALANCE
SHEET ARRANGEMENTS” in our Registration Statementd&NOTE 2: FINANCIAL GUARANTEES AND
SECURITIZED INTERESTS IN MORTGAGE-RELATED ASSET®i the notes to our consolidated financial stateséor
more discussion of our off-balance sheet arrangésmnen

As part of our credit guarantee business, we relytianter into forward purchase and sale commitmémtmortgage
loans and mortgage-related securities. Some oétb@simitments are accounted for as derivativesr Téie values are
reported as either derivative assets, net or dérevhiabilities, net on our consolidated balanbeets. We also have purchase
commitments primarily related to mortgage swapdaations and, to a lesser extent, commitmentsrthpge multifamily
mortgage loans and revenue bonds that are not atezbfor as derivatives and are not recorded ortounsolidated balance
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sheets. These non-derivative commitments total&d $3villion and $173.4 billion at June 30, 2008 &ecember 31, 2007,
respectively. Such commitments are not accountedsaerivatives and are not recorded on our cafeget balance sheets.
These mortgage purchase contracts contain no pandijuidated damages clauses based on our ityatailtake delivery of
mortgage loans.

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

The preparation of financial statements in conféymiith GAAP requires us to make a number of judgtegestimates
and assumptions that affect the reported amourdgsrodissets, liabilities, income and expenses a@eof our accounting
policies, as well as estimates we make, are driticthe presentation of our financial conditiordaesults of operations. Th
often require management to make difficult, complesubjective judgments and estimates, at tineggrding matters that
are inherently uncertain. Actual results couldatifrom our estimates and different judgments asdiiaptions related to
these policies and estimates could have a matenlct on our consolidated financial statements.

Our critical accounting policies and estimatesteeta: (a) valuation of a significant portion okats and liabilities;
(b) allowances for loan losses and reserve forantae losses; (c) application of the static effectield method to amortize
the guarantee obligation; (d) application of thieatfve interest method; and (e) impairment rectigmion investments in
securities. For additional information about outical accounting policies and estimates and osiigmificant accounting
policies, including recently issued accounting pramcements, see “ITEM 2. FINANCIAL INFORMATION — ANUAL
MD&A — CRITICAL ACCOUNTING POLICIES AND ESTIMATES"and “ITEM 13. FINANCIAL STATEMENTS AND
SUPPLEMENTARY DATA — AUDITED CONSOLIDATED FINANCIALSTATEMENTS AND ACCOMPANYING
NOTES— NOTE 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIE” in our Registration Statement.

Fair Value Measurements

Effective January 1, 2008, we adopted SFAS 157chvtiefines fair value, establishes a frameworkrfeasuring fair
value and expands disclosures about fair value meaents. Seetermination of Fair Valuefor additional information
about fair value hierarchy and measurements. RBirevis the price that would be received to sethsset or paid to transfer a
liability in an orderly transaction between margatticipants at the measurement date. Upon adopfi&fFAS 157 on
January 1, 2008, we began estimating the fair vafwir newly-issued guarantee obligations at timeieption using the
practical expedient provided by FIN 45, as amertde8FAS 157. Using the practical expedient, théahguarantee
obligation is recorded at an amount equal to tirevédue of compensation received, inclusive ofrights related to the
transaction, in exchange for our guarantee. Asaltieve no longer record estimates of deferredgjar immediate, “day
one” losses on most guarantees. In addition, apatitn of the guarantee obligation will now moresdly follow our
economic release from risk under the guarantee.dderwy all unamortized amounts recorded prior taidan1, 2008 will
continue to be deferred and amortized using exjstmortization methods with respect to disclostrhe fair value of our
guarantee obligation on the Fair Value Balance SMguation of the guarantee obligation subseqteentitial recognition
will use current pricing assumptions and relatguits. For information regarding our fair value nueth and assumptions, ¢
“NOTE 14: FAIR VALUE DISCLOSURES" to our consolidat financial statements.

Determination of Fair Value

SFAS 157 establishes a fair value hierarchy thatipizes the inputs to valuation techniques usetheasure fair value
based on the inputs a market participant wouldatiske measurement date. Observable inputs refladtet data obtained
from independent sources. Unobservable inputsatedlesumptions based on the best information dlailander the
circumstances. Unobservable inputs are used toureeair value to the extent that observable inpugsnot available, or in
situations where there is little, if any, marketivty for an asset or liability at the measuremdate. We use valuation
techniques that maximize the use of observabletsnpthere available, and minimize the use of unofadde inputs.

The three levels of the fair value hierarchy un8iEAS 157 are described below:

Level 1:Quoted prices (unadjusted) in active markets tretacessible at the measurement date for idelissais
or liabilities;

Level 2:Quoted prices for similar assets and liabilitiesu@tive markets; quoted prices for identical orikimassets
and liabilities in markets that are not active;utgpother than quoted market prices that are obbfor
the asset or liability; and inputs that are deripeidcipally from or corroborated by observable kedrdata
for substantially the full term of the assets; .

Level 3:Unobservable inputs for the asset or liability ths supported by little or no market activity dhdt are
significant to the fair value:

Our Level 1 financial instruments consist of exadftraded derivatives where quoted prices exist ferekact instrume
in an active market. Our Level 2 instruments gehecansist of high credit quality agency mortgagéated securities,
commercial mortgage-backed securities, non-mortgelgéed asset-backed securities, interest-ratpsvegtion-based
derivatives and foreign-currency denominated dBlbése instruments are generally valued throughobitee
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following methods: (a) dealer or pricing servicplits with the value derived by comparison to retemtsactions or similar
securities and adjusting for differences in prepagtor liquidity characteristics; or (b) modeledatigh an industry standard
modeling technique that relies upon observabletsipuch as discount rates and prepayment assumsption

Our Level 3 assets primarily consist of non-agemsydential mortgage-related securities and ouraguae asset. While
the non-agency mortgagelated securities were supported by little or ravkmt activity in the first half of 2008, we valoar
non-agency mortgage-related securities based glynaar prices received from third party pricing gees and prices
received from dealers. The techniques used to thege instruments generally are either (a) a cosgato transactions of
instruments with similar collateral and risk prefil or (b) industry standard modeling such as igmodnted cash flow mod
For a large majority of the securities we valuengsiealers and pricing services, we obtain at kisase independent prices.
When multiple prices are received, we use the nmealidhe prices. The models and related assumptised by the dealers
and pricing services are owned and managed by tHemever, we have an understanding of their pre&seased to develop
the prices provided to us based on our ongoingddigeence. We generally have formal discussion$witr pricing service
vendors on a quarterly basis to maintain a cumaderstanding of the processes and inputs thejous®velop prices. We
make no adjustments to the individual prices weikecfrom third party pricing services or dealarsrion-agency mortgage-
related securities backed by subprime and Alt-Atgage loans beyond calculating median prices aszhdiing certain
prices that are not valid based on our validatimtedures.

These validation procedures are executed to etisar¢he individual prices we receive are consistéth our
observations of the marketplace and prices thapanaded to us by other dealers or pricing sesidédese processes inclt
automated checks of prices for reasonableness baseatiations from prices provided in previousipds, comparisons of
prices to internally calculated expected prices ratative value comparisons based on specific chariatics of securities. 1
the extent we determine that a price provided tis wsitside established parameters, we will furthemine the price
including follow up discussions with the specifiiging service or dealer and ultimately not use tirece if we are not able
determine the price is valid. All of these procasaee executed prior to the use of the pricesarfittancial statement proce
We validate our prices using sources different ftbemsources we use to obtain the price. This peperformed by an
independent control group separate from that whsicksponsible for obtaining the prices. The pgcamd related validation
process is overseen by a senior management valuaiiomittee that is responsible for reviewing aiting judgments,
methods, controls and results. The prices providad consider the existence of credit enhancemiectsding monoline
insurance coverage and the current lack of liguidithe marketplace.

For a description of how we determine the fair eadfi our guarantee asset, see “NOTE 2: FINANCIALARANTEES
AND SECURITIZED INTERESTS IN MORTGAGE-RELATED ASSEST to our consolidated financial statements.

We periodically evaluate our valuation techniqued may change them to improve our fair value esésiao
accommodate market developments or to compensatbdnges in data availability and reliability dher operational
constraints. We review a range of market quote® fpaicing services or dealers and perform analykisternal valuations
on a monthly basis to confirm the reasonablenefiseofaluations. See “ITEM 3. QUANTITATIVE AND QUAIATIVE
DISCLOSURES ABOUT MARKET RISK — Interest-Rate Riakd Other Market Risks” for a discussion of mariss
and our interest-rate sensitivity measures, PMMSdaration gap. In addition, see “NOTE 2: FINANCIAUARANTEES
AND SECURITIZED INTERESTS IN MORTGAGE-RELATED ASSEST to our consolidated financial statements for a
sensitivity analysis of the fair value of our guateee asset and other retained interests and thadseynptions utilized in fair
value measurements.
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Table 47 below summarizes our assets and lialsilitieasured at fair value on a recurring basis sl e the valuation
hierarchy at June 30, 2008.

Table 47 — Summary of Assets and Liabilities at FaiValue on a Recurring Basis

At June 30, 200¢€

Assets Liabilities
Non-mortgage-related Debt securities
Mortgage-related securities securities Guarantee denominated
Available-for-sale  Trading, at Available-for-sale, Derivative asset, al in foreign Derivative
at fair value fair value at fair value assets, ne®) fair value Total currencies liabilities, net )  Total (1)
(dollars in millions)
Level 1 —% —% —% 1% —% —% —% 1% 1%
Level 2 74 98 10C 99 — 79 10C 97 98
Level 3 26 2 — — 10C 21 — 2 1
Total 10C% 10C% 10C% 10C% 10C% 10C% 10C% 10C% 10C%
Total GAAP Fair
Value $ 512,197 $ 159,59: $ 12,86¢ $ 441 $ 11,01¢ $696,12( $ 15,20: $ 91C $16,117

(1) Based on gross fair value of derivative assetsdenivative liabilities before counterparty nettirngsh collateral netting, net trade/settle recééezab
payable and net derivative interest receivableayaple.

Changes in Level 3 recurring fair value measurement

At June 30, 2008, we measured and recorded oruairgg basis $149.6 billion, or approximately 21%atal assets, at
fair value using significant unobservable inpute\gl 3), before the impact of counterparty and cadlateral netting across
the levels of the fair value hierarchy. Our Levesdets primarily consist of non-agency residentialtgagerelated securitie
and our guarantee asset. We also measured andedamm a recurring basis $0.3 bhillion, or 1% o&ldiaabilities, at fair
value using significant unobservable inputs, betbeeimpact of counterparty and cash collaterdimgticross the levels of
the fair value hierarchy. Our Level 3 liabilitiesrwsist of derivative liabilities, net.

In the second quarter of 2008, our Level 3 assetsedised by $7.2 billion, primarily in our non-aggmortgage-related
securities, backed by subprime and Alt-A mortgagmsé. This decline was mainly attributable to sattsal monthly
remittances of principal repayments from the ungiegl collateral. Our net transfer of Level 2 asdetkevel 3 during the
second quarter of 2008 was $0.1 billion. See “LIQIIY AND CAPITAL RESOURCES — Retained Portfolio” fanore
information.

During the six months ended June 30, 2008, our IL®@assets increased significantly because the eh&ok non-agency
mortgage-related securities backed by subprimefdtn8l mortgages continued to experience a signifta@duction in
liquidity and wider spreads, as investor demandHese assets decreased. In addition, we havevebserore variability in
the quotations received from dealers and thirdypaniting services. Consequently, we transferrés¥d1 billion of Level 2
assets to Level 3 during the six months ended 30n2008. These transfers were primarily within ‘agiency mortgage-
related securities backed by subprime and Alt-Atgage loans where inputs that are significant éir thaluation became
limited or unavailable. We concluded that the pioa these securities received from pricing sesvéoel dealers were
reflective of significant unobservable inputs. Véearded $10.8 billion in additional losses primaiil AOCI on these
transferred assets during the six months ended 32008, which were included in our Level 3 regbation. See
“NOTE 14: FAIR VALUE DISCLOSURES — Table 14.2 — Faialue Measurements of Assets and Liabilities gsin
Significant Unobservable Inputs” to our consolidbfimancial statements for the Level 3 reconcitiatiFor discussion of
types and characteristics of mortgage loans unideriyur mortgage-related securities, see “CREDISKS” and
“CONSOLIDATED BALANCE SHEETS ANALYSIS — Table 15 —€haracteristics of Mortgage Loans and Mortgage-
Related Securities in our Retained Portfolio.”

Controls over Fair Value Measurement

To ensure that fair value measurements are apptend reliable, we employ control processeslidate the
techniques and models we use. These control pesésdude review and approval of new transactypes, price
verification and review of valuation judgments, hats and models. Where applicable, valuations ack tested comparing
the settlement prices to where the fair values wezasured. Where models are employed to assis¢ imeasurement of fair
value, no material changes were made to those mddeihg the periods presented. However, inputd bgeghose models
regularly updated for changes in the underlyingdassumptions, valuation inputs, or market cooalti

Groups independent of our trading and investingtion, including the Financial Valuation Controbgp and the
Valuation Committee, participate in the review amtldation process. Financial Valuation Controlfpens monthly
independent verification by comparing the methogwpldriven price to other market source data (toetktent available), and
uses independent analytics to determine if assifaieglalues are reasonable. Financial Valuationt@@x's review targets
coverage across all products with increased attendi higher risk/impact valuations. The Valuatidommittee, with senior
representation from business areas, Enterprise@igksight and Finance, evaluates and approvegaificant
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valuation adjustments, judgments, methods, consmadsresults. In addition, the Model Governance @ittee is responsible
for the review and approval of the pricing modedediin our fair value measurements.

The Fair Value Option for Financial Assets and Finacial Liabilities

Effective January 1, 2008, we adopted SFAS 15@daiain eligible financial instruments. This stagrpermits entities
to choose to measure many financial instrumentscartdin other items at fair value that are notentty required to be
measured at fair value in order to improve finah@gaorting by providing entities with the opporiiynto mitigate volatility
in reported earnings caused by measuring relatgtsaand liabilities differently without havingapply complex hedge
accounting provisions. The effect of the first measent to fair value is reported as a cumulatifeceadjustment to the
beginning balance of retained earnings. We elettiedair value option for certain available-foresahortgage-related
securities that were identified as an economicetfis the changes in fair value of the guarantsetasused by interest rate
movements, foreign-currency denominated debt anesitments in securities classified as availablesfde securities and
identified as within the scope of Emerging IssuaskiForce 99-20Recognition of Interest Income and Impairment on
Purchased Beneficial Interests and Beneficial les¢s That Continue to be Held by a Transferor icu8tzed Financial
Assets” As a result of the adoption of SFAS 159, we recoeghia $1.0 billion after-tax increase to our bemignetained
earnings at January 1, 2008. For additional inféioneon the impact of the election of the fair valption, see “NOTE 1:
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES — Changen Accounting Principles” to our consolidated
financial statements. For information regarding fairr value methods and assumptions, see “NOTH-AMR VALUE
DISCLOSURES” to our consolidated financial stateteen

OUR PORTFOLIOS

Guaranteed PCs and Structured Securities

Guaranteed PCs and Structured Securities représennpaid principal balances of the mortgage-edlaissets we issue
or otherwise guarantee. Our guaranteed PCs ardlpasgh securities that represent undivided istsrén trusts that own
pools of mortgages we have purchased. Our Strutteeurities represent beneficial interests in podPCs and certain
other types of mortgage-related assets. We creaiet@red Securities primarily by resecuritizing ®&Cs or previously
issued Structured Securities as collateral. Sinddlayur PCs, we guarantee the payment of prinaipdlinterest to the holders
of all tranches of our Structured Securities. Byuiag Structured Securities, we seek to providgdidy to alternative sectors
of the mortgage market. We do not charge a managteane guarantee fee for Structured Securitiesdzhbly our PCs or
previously issued Structured Securities, becausentiderlying collateral is already guaranteedhsoe is no incremental
credit risk to us as a result of resecuritizatMfe also issue Structured Securities to third paitieexchanges for ndrreddie
Mac mortgage-related securities, which we refeaag®tructured Transactions. See “ITEM 1. BUSINES®u+Business
Segments —Single-family Guarantee Segmérih our Registration Statement and “CREDIT RISKSMertgage Credit
Risk” herein for detailed discussion and other iinfation on our PCs and Structured Securities, dioty Structured
Transactions.

In addition to our mortgage security guaranteesnduhe six months ended June 30, 2007 we enteted3.2 billion of
long-term standby commitments for mortgage assalthslhy third parties that require us to purchas@m$ofrom lenders when
the loans subject to these commitments meet cadtdinquency criteria. We did not enter into angdeterm standby
commitments in the six months ended June 30, 2088 ad, we terminated $18.8 billion of our prewglyussued long-term
standby commitments in the six months ended Jun2@®IB. The majority of the loans previously coekby these
commitments were subsequently securitized as P@€faluded in issuances. We have included thesg-ienm standby
commitments in the reported activity and balandesuo guaranteed PCs and Structured Securitie$ogtiortLong-term
standby commitments represented approximately 1d®8& of the balance of our PCs and Structured S&suportfolio at
June 30, 2008 and December 31, 2007, respectiVable 48 presents the distribution of underlyingtogage assets for our
PCs and Structured Securities.
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Table 48 — Issued Guaranteed PCs and Structured Sarties (1)

June 30, 200 December 31, 20C

(in millions)
PCs and Structured Securities backed by Freddiervatyag-related securities
Single-family:
Conventional
3C-yearfixed-rate@ $ 1,183,85. $ 1,091,21:
20-yearfixed-rate 69,89¢ 72,22
15-yearfixed-rate 260,86! 272,49(
ARMs/adjustabl-rate 86,127 91,21¢
Option ARMs®) 1,652 1,85
Interes-only 4) 164,61¢ 159,02¢
Balloon/reset: 13,55¢ 17,24:
Conforming-jumbo 471 —
FHA/VA 1,29¢ 1,28t
Rural Housing Service and other federally guarahteans 12E 132
Total single-family 1,782,46. 1,706,68
Multifamily:
Conventional and othe 13,927 10,65¢
Total multifamily 13,927 10,65¢
Structured Securities backed by -Freddie Mac mortgar-related securities
Single-family:
Ginnie Mae Certificate® 1,15C 1,26¢
Structured Transactior(® 25,41 19,32:
Multifamily:
Structured Transactior 851 90C
Total Structured Securities backed by -Freddie Mac mortgac-related securitie: 27,41« 21,49
Total issued guaranteed PCs and Structured Ses $ 1,823,80: $ 1,738,83:

(1) Based on unpaid principal balances of the secsréigl excludes mortgage-related securities trdmedot yet settled. Also includes long-term standb
commitments for mortgage assets held by third @attiat require that we purchase loans from lendiees these loans meet certain delinquency crit

(2) Portfolio balances include $1.9 billion and $1.Bidm of 4C-yearfixed-rate mortgages at June 30, 2008 and December 81, Bfspectively

(3) Excludes Option ARM mortgage loans that back omn@tred Transactions. See endnote (6) for additimformation.

(4) Includes both fixe- and variabl-rate intere«-only loans.

(5) Ginnie Mae Certificates that underlie the StruaduBecurities are backed by FHA/VA loa

(6) Represents Structured Securities backed by noneggmturities that include prime, FHA/VA and subpgimortgage loan issuances. Includes
$10.3 billion and $12.8 billion of securities badkey Option ARM mortgage loans at June 30, 2008@ckmber 31, 2007, respective
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Table 49 — Freddie Mac’s Total Mortgage Portfolio ad Segment Portfolio Composition®)

June 30, 200 December 31, 20C

(in millions)
Total mortgage portfolio:
Retained portfolio
Single-family mortgage loan $ 27,19 $ 24,58¢
Multifamily mortgage loan: 63,82¢ 57,56¢
Total mortgage loan 91,02¢ 82,15¢
Guaranteed PCs and Structured Securities in oainezt portfolio 413,90° 356,97(
Non-Freddie Mac mortgas-related securities, agen 74,14 47,83¢
Non-Freddie Mac mortgac-related securities, n-agency 212,72! 233,84¢
Total nor-Freddie Mac mortgas-related securitie 286,86t 281,68!
Total retained portfolic@ 791,79¢ 720,81:
Guaranteed PCs and Structured Securities held iogt parties:
Single-family PCs and Structured Securit 1,389,51: 1,363,61:
Single-family Structured Transactior 8,24t 9,351
Multifamily PCs and Structured Securiti 11,28: 7,99¢
Multifamily Structured Transactior 851 90C
Total guaranteed PCs and Structured Securities bglthird parties 1,409,891 1,381,86:
Total mortgage portfolio $ 2,201,69- $ 2,102,67
Guaranteed PCs and Structured Securities:
In our retained portfolic 413,90° 356,97(
Held by third parties 1,409,891 1,381,86:
Total Guaranteed PCs and Structured Securitie: $ 1,823,80: $ 1,738,83:
Segment portfolios:
Investment— Mortgage-related investment portfolic
Single-family mortgage loan $ 27,19 $ 24,58¢
Guaranteed PCs and Structured Securities in oaingzt portfolio 413,90° 356,97(
Non-Freddie Mac mortgac-related securities in our retained portfc 286,86¢ 281,68!
Total Investment— Mortgage-related investment portfoli®) $  72797C $ 663,24«
Single-family Guarante«— Credit guarantee portfolio
Single-family PCs and Structured Securities in our ret@ipertfolio $ 392,94 $ 343,07:
Single-family PCs and Structured Securities held by thiadies 1,389,51: 1,363,61:
Single-family Structured Transactions in our retained fodid 18,31¢ 11,24(
Single-family Structured Transactions held by third par 8,24¢ 9,351
Total Singl-family Guarantee— Credit guarantee portfoli $ 1,809,02! $ 1,727,27
Multifamily — Guarantee and loan portfolio:
Multifamily PCs and Structured Securiti $ 13927 $ 10,65¢
Multifamily Structured Transactior 851 90C
Total Multifamily guarantee portfoli 14,77¢ 11,55¢
Multifamily loan portfolio 63,82¢ 57,56¢
Total Multifamily— Guarantee and loan portfolic $ 78,60t $ 69,127
Less: Guaranteed PCs and Structured Securitiesriretained portfolic4) (413,90 (356,97()
Total mortgage portfolio $ 2,201,69: $ 2,102,67

(1) Based on unpaid principal balance and excludesgagetloans and mortgage-related securities trameahot yet settled. For PCs and Structured
Securities, the balance reflects reported sechétsinces and not the unpaid principal of the ugdeglmortgage loans. Mortgage loans held in our
retained portfolio reflect the unpaid principal &rate of the loar

(2) See “CONSOLIDATED BALANCE SHEETS ANALYSIS — Tablé1— Characteristics of Mortgage Loans and MortgRgéated Securities in our
Retained Portfolio” for a reconciliation of our agted portfolio amounts shown in this table todhsounts shown under such caption in conformity with
GAAP on our consolidated balance she

(3) Includes certain assets related to Si-family Guarantee activities and Multifamily actieis.

(4) The amount of PCs and Structured Securities irretained portfolio is included in both our segmémtertgagerelated and guarantee portfolios and
deducted in order to reconcile to our total morigpgrtfolio. These securities are managed by thestments segment, which receives related interest
income; however, the Sin¢-family and Multifamily segments manage and receissociated management and guarantee

During the six months ended June 30, 2008 and 20@ptal mortgage portfolio grew at an annualizzi@ of 9% and
14%, respectively. Our new business purchasesstarfainortgage loans and non-Freddie Mac mortgetged securities
that are purchased for our retained portfolio oveeas collateral for our issued PCs and StructGeslrities. We generate a
significant portion of our mortgage purchase voluhreugh several key mortgage lenders. Table 50sanes purchases
into our total mortgage portfolio.
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Table 50 — Total Mortgage Portfolio Activity Detail (1)

New business purchases
Single-family mortgage purchase
Conventional
3C-yearamortizing fixerate(@
15-yearamortizing fixe«rate
ARMs/adjustabl-rate®)
Interes-only 4)
Balloon/reset(®)
Conformin¢-jumbo
FHA/VA ©)
Rural Housing Service and other federally guarahteans

Total single-family

Multifamily mortgage purchase
Conventional and oth¢
Total multifamily
Total mortgage purchases
Non-Freddie Mac mortgage-related securities purchased for Structurec
Securities:
Single-family:
Ginnie Mae Certificate
Structured Transactior
Multifamily:
Structured Transactior
Total Non-Freddie Mac mortgage-related securitiesrphased for
Structured Securities
Total single-family and multifamily mortgage purctees and total norfFreddie Mac
mortgage-related securities purchased for Structdr8ecurities

Non-Freddie Mac mortgage-related securities purchased into our retainec
portfolio:
Agency securities:
Fannie Mae:
Single-family:
Fixec-rate
Variable-rate
Total agency mortgage-related securities
Non-agency securities
Single-family:
Fixec-rate
Variable-rate
Total singlefamily
Commercial mortgac-backed securities
Fixec-rate
Variable-rate
Total commercial mortga-backed securitie
Mortgage revenue bond
Fixec-rate
Variable-rate
Total mortgage revenue bon
Total non-agency mortgage-related securities

Total non-Freddie Mac mortgage-related securitiesrphased into our
retained portfolio

Total new business purchase

Mortgage purchases with credit enhancem()
Mortgage liquidation:®)
Mortgage liquidations rate (annualize®
Freddie Mac securities repurchased into our rethjetfolio:
Single-family:
Fixec-rate
Variable-rate

Total Freddie Mac securities repurchased into owetained portfolio

Three Months Ended June 30, Six Months Ended June 30,

2008 2007 2008 2007
% of % of % of % of
Purchase Purchase Purchase Purchase
Amount Amounts _Amount Amounts Amount Amounts Amount Amounts
(dollars in millions)
$ 95,89¢ 71%$ 76,51: 63% $192,55! 74% $152,30( 64%
12,27¢ 9 5,42¢ 4 21,36¢ 8 10,13¢ 4
5,85:% 4 4,51: 4 7,57¢ 3 8,97¢ 3
8,084 6 31,77: 26 18,06( 7 60,91( 25
9 <1 16 <1 124 <1 32 <1
471 <1 — — 471 <1 — —
214 <1 18 <1 242 <1 144 1
59 <1 50 <1 91 <1 86 <1
122,86! 9C 118,30¢ 97 240,48’ 92 232,58! 97
5,29¢ 4 2,51¢ 2 11,73¢ 5 5,654 2
5,294 4 2,51¢ 2 11,73¢ 5 5,654 2
128,15¢ 94 120,82¢ 98 252,22¢ 97 238,23¢ 99
2 <1 33 <1 2 <1 40 <1
8,13¢ 6 — — 8,24t 3 — —
— — 20C 1 — — 20C 1
8,141 6 238 1 8,241 8 24C 1
$136,30( 100% $121,05¢ 100(% $260,47¢ 10C% $238,47¢ 10C%
$ 17,08: $ 782 $ 18,26: $ 1,102
7,60€ 2,73¢ 15,80¢ 3,72¢
24,68¢ 3,52( 34,07 4,83z
— 26¢ — 26¢
— 17,28¢ 61€ 38,58¢
— 17,55: 61€ 38,85!
547 2,92% 547 3,101
44E 3,791 66C 9,79¢
992 6,71 1,207 12,897
32 55¢ 59 802
32 55€ 59 803
1,02¢ 24,82¢ 1,88¢ 52,55!
25,71: 28,34¢ 35,95¢ 57,38t
$162,01: $149,40: $296,42¢ $295,86¢
1% 18% 22% 16%
$107,53! $ 87,69 $193,96¢ $168,75:.
20% 19% 18% 19%
$ 75,43 $ 21,43¢ $ 91,09¢ $ 37,98:
15,62: 7,79¢ 21,50( 18,33(
$ 91,05« $ 29,23¢ $112,59¢ $ 56,318

(1) Based on unpaid principal balances. Excludes mgetfgans and mortga-related securities traded but not yet settled. Alstdudes net additions to our retained portfodio

delinquent mortgage loans and balloon/reset moegagrchased out of PC poc
(2) Includes4C-yearand2C-yearfixed-rate mortgage:
(3) Includes amortizing ARMs with-, 3-, 5-, 7- and1C-yearinitial fixed-rate periods

(4) Represents loans where the borrower pays intenésfar a period of time before the borrower begimsking principal payment
(5) Represents mortgages whose terms require lump sagigal payments on contractually determined fetdates unless the borrower qualifies for and glastextension of tr

maturity date at an adjusted inte-rate.

(6) Excludes FHA/Department of Veterans Affairs, or Mdans that back Structured Transactic

(7) Excludes mortga¢-related securities backed by Ginnie Mae Certifisz
(8) Based on total mortgage portfol
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FORWARD-LOOKING STATEMENTS

We regularly communicate information concerning business activities to investors, securities astajythe news media
and others as part of our normal operations. Sdrtteese communications, including this Form 10-@htain “forward-
looking statements” pertaining to our current exagons and objectives for financial reporting, eghiation efforts, future
business plans, capital plans, economic and madtetitions and trends, market share, credit logsebresults of operations
and financial condition on a GAAP, Segment Earniaigd fair value basis. Forward-looking statemergsoften
accompanied by, and identified with, terms suctolgective,” “expect,” “trend,” “forecast,” “belie®,” “intend,” “could,”
“future” and similar phrases. These statementsatéistorical facts, but rather represent our etgi®ons based on current
information, plans, judgments, assumptions, esémand projections. Forward-looking statementslirevknown and
unknown risks, uncertainties and other factors,esofrwhich are beyond our control. You should nodwly rely on our
forward-looking statements. Actual results mayatifinaterially from the expectations expressed étfdinward-looking
statements we make as a result of various fadtarsiding those factors described in the “RISK FAGHS” section of this
Form 10-Q and the comparably captioned sectiomuirRegistration Statement and:

» changes in applicable legislative or regulatoryuiegments, including regulation of the subprimeaon-traditional
mortgage product markets, implementation of theuRegry Reform Act, changes to our charter, changedfordable
housing goals regulation, changes to regulatorjtalagquirements or the exercise or assertioregéilatory or
administrative authority beyond historical practi

« our ability to effectively identify and manage citaisk and/or changes to the credit environm

« changes in general regional, national or intermati@conomic, business or market conditions andpetitive
pressures, including consolidation of mortgageinstprs, employment rates and home price appreaiz

« our ability to effectively implement our businessagegies and manage the risks in our businedsidimg our efforts tc
improve the supply and liquidity of, and demand farr products

« our ability to effectively identify and manage irget-rate and other market risks, including theleand volatilities of
interest rates, as well as the shape and slopgeofi¢ld curves

« incomplete or inaccurate information provided bgtomers and counterparties, or adverse changhs fimancial
condition of our customers and counterpari

« changes to legislative, regulatory or voluntaryitinon the growth of any aspect of our businesisiéies, including ou
retained portfolio

 our ability to effectively identify, assess, evdkiananage, mitigate or remediate control defigeshand risks,
including material weaknesses and significant deficies, in our internal control over financial ogfing and
disclosure controls and procedur

« changes in our judgments, assumptions, forecagstinates regarding rates of growth in our busingsreads we
expect to earn, required capital levels and theagirand impact of capital transactiol

« our ability to effectively manage and implementmfp@s, developments or impacts of accounting ost@xdards and
interpretations or changes to our accounting pesicr estimate:

« the availability of debt financing and equity capin sufficient quantity and at attractive ratestipport growth in our
retained portfolio, to refinance maturing debt &amdheet regulatory capital requiremer

» changes in pricing, valuation or other methodolsgirodels, assumptions, judgments, estimates aotier
measurement techniques or their respective retigk

« changes in mortga-to-debt optio-adjusted spread

« the availability of options, interest-rate and emey swaps and other derivative financial instrutsehthe types and
guantities and with acceptable counterparties rieéatanvestment funding and risk management puep;

« the rate of growth in total outstanding U.S. restid# mortgage debt and the size of the U.S. regidliemortgage
market;

« volatility of reported results due to changes ia thir value of certain instruments or ass

 preferences of originators in selling into the swary market

« changes to our underwriting and disclosure requergsor investment standards for mort¢-related products
« investor preferences for mortgage loans and moe-related and debt securities compared to other imerds;
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the ability of our financial, accounting, data peesing and other operating systems or infrastracnod those of our
vendors to process the complexity and volume ofti@msactions

borrower preferences for fix-rate mortgages or adjusta-rate mortgages

the occurrence of a major natural or other disastgeographic areas in which portions of our tataktgage portfolio
are concentrates

other factors and assumptions described in thie'Bd);-Q or our Registration Statement, includinghie “MD&A”
section;

our assumptions and estimates regarding the farggoid our ability to anticipate the foregoing éastand their
impacts; anc

market reactions to the foregoir

We undertake no obligation to update forwéydking statements we make to reflect events @uaistances after the d
of this Form 10-Q or to reflect the occurrence wanticipated events.
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RISK MANAGEMENT AND DISCLOSURE COMMITMENTS

In October 2000, we announced our voluntary adopifoa series of commitments designed to enhanckamndiscipline,
liquidity and capital. In September 2005, we erdentéo a written agreement with OFHEO that upddlbede commitments
and set forth a process for implementing them. [€tiers between us and OFHEO dated September b, @0stituting the
written agreement are available on the Investoafteis page of our website at www.freddiemac.conestors/reports.html.

The status of our commitments at June 30, 2008l

Description

Status

1. Periodic Issuance of Subordinated Debt:

» We will issue Freddie SUBSsecurities for public
secondary market trading that are rated by no femasr two
nationally recognized statistical rating organiaas.

* Freddie SUB® securities will be issued in an amount s
that the sum of total capital (core capital plusageal
allowance for losses) and the outstanding balafce o
“Qualifying subordinated debt” will equal or exceig sum
of (i) 0.45% of outstanding PCs and Structured 8tes we
guaranteed; and (ii) 4% of total on-balance shestta.
Qualifying subordinated debt is discounted by dfte-ach
year during the instrume’s last five years before maturity;
when the remaining maturity is less than one ythar,
instrument is entirely excluded. We will take remaiole step
to maintain outstanding subordinated debt of sigfficsize tc
promote liquidity and reliable market quotes on keé&r
values.

« Each quarter, we will submit to OFHEO calcula®f the
quantity of qualifying Freddie SUB®securities and total
capital as part of our quarterly capital report.

 Every six months, we will submit to OFHEO a
subordinated debt management plan that includes any
issuance plans for the six months following theedstthe
plan.

* During the six months ended June 30, 2008, wendid
issue or call any Freddie SUBSecurities.

» We reported to OFHEO that at June 30, 2008, wie ha
$46.6 billion in total capital plus qualifying sulslinated
debt, resulting in a surplus of $5.1 billion.

* We have submitted our semi-annual subordinatédl de
management plan to OFHEO.

2. Liquidity Management and Contingency Planning:

» We will maintain a contingency plan providing fatrleast
three months’ liquidity without relying upon thesisance of
unsecured debt. We will also periodically test¢batingenc
plan in consultation with OFHE(

» We have in place a liquidity contingency planpopvhich
we report to OFHEO on a weekly basis. We periotidakt
this plan in accordance with our agreement with GBH

3. Interest-Rate Risk Disclosures:

» We will provide public disclosure of our duratigap,
Portfolio Market Value Sensitivity-Level, or PMVS4nd
Portfolio Market Value Sensitivity-Yield Curve, or
PMVS-YC interest-rate risk sensitivity results omanthly
basis. See “ITEM 2. FINANCIAL INFORMATION —
ANNUAL MD&A — QUANTITATIVE AND
QUALITATIVE DISCLOSURES ABOUT MARKET
RISK — Interest-Rate Risk and Other Market Risks —
Portfolio Market Value Sensitivity and Measuremair
Interes-Rate RisK in our Registration Statement for a
description of these metric

* For the six months ended June 30, 2008, our idurgap
averaged zero months, PMVS-L averaged $459 midiwah
PMVS-YC averaged $70 million. Our 2008 monthly
average duration gap, PMVS results and relatedodises
are provided in our Monthly Volume Summary which is
available on our website,
www.freddiemac.com/investors/volsum.
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Description

Status

4. Credit Risk Disclosures:

* We will make quarterly assessments of the expentedct
on credit losses from an immediate 5% declinenglsk
family home prices for the entire U.S. We will dsse the
impact in present value terms and measure our af&in
losses both before and after receipt of privatetgage
insurance claims and other credit enhancem

* Our quarterly credit risk sensitivity estimates as
follows:

Before Receipt After Receipt

of Credit of Credit

Enhancements®) Enhancements®

Net Present NPV NPV
Value, or NPV @) Ratio 4. NPV &) Ratio 4.

(dollars in millions)
At

06/30/08 $5,151 28.3 bp $4,24: 23.3bp
03/31/08 $4,922 27.8 bp $3,91« 22.1bp
12/31/076) $4,036 23.2 bp $3,087 17.8 bp
09/30/07 $1,959 11.7 bp $1,41¢ 8.4 bps
06/30/07 $1,768 11.0 bp $1,29: 8.1 bps

(1) Assumes that none of the credit enhancememtertily covering our mortgage log
has any mitigating impact on our credit los:

(2) Assumes we collect amounts due from credit eofment providers after giving
effect to certain assumptions about counterpariguderates

(3) Based on the single-family mortgage portfoégcluding Structured Securities
backed by Ginnie Mae Certificate

(4) Calculated as the ratio of NPV of increaserigdit losses to the single-family
mortgage portfolio, defined in footnote (3) abo

(5) The significant increase in our credit risk siéimity estimates beginning in Q4 2007
was primarily attributable to changes in our asstioms employed to calculate the
credit risk sensitivity disclosure. Given detertawa in housing fundamentals at the
end of 2007, we modified our assumptions for sloveeovery of forecasted home
prices subsequent to the immediate 5% dec

5. Public Disclosure of Risk Rating:

« We will seek to obtain a rating, that will bentimuously
monitored by at least one nationally recognizetistieal
rating organization, assessing our “risk-to-the-@goment’or
independent financial strengt

* At June 30, 2008, our “risk-to-the-governmenting

from Standard & Poor’s was AA— with a negative oaK.

On July 25, 2008, S&P placed our AA- “risk-to-the-

government” rating on CreditWatch Negative, which

overrode the negative outlook designati

At June 30, 2008, our “Bank Financial Strengtting
from Moody’s was B+ with a negative outlook. On
May 14, 2008 Moody’s had downgraded our “Bank
Financial Strength” from A-to B+. On July 15, 2008
Moody’s downgraded our “Bank Financial Strength”
rating from B+ to B— and placed the rating on rewfer
possible further downgrad
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ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES AB OUT MARKET RISK

Our retained portfolio investment and credit guégaractivities expose us to three broad categofigsk: (a) interest-
rate risk and other market risks; (b) credit risksgl (c) operational risks. Risk management istearaspect of our business.
See “ITEM 1A. RISK FACTORS” in our Registration &ment and “PART Il — ITEM 1A. RISK FACTORS” in thi
Form 10-Q for further information regarding thesel ather risks. We manage risk through a framewlvekk recognizes
primary risk ownership and management by our bgsimgeas. Within this framework, our executive ngangent responsik
for independent risk oversight monitors performaagainst our risk management strategies and estieblirisk limits and
reporting thresholds, identifies and assesses fialtéssues and provides oversight regarding chseiiigbusiness processes
and activities. See “ITEM 2. MD&A — CREDIT RISKSbf a discussion of credit risks. See “ITEM 4T. CQROLS AND
PROCEDURES?” in this Form 10-Q for a discussionisthbsure controls and procedures and internalrobaver financial
reporting.

Interest-Rate Risk and Other Market Risks

Our interest-rate risk management objective isrtdgut stockholder value consistent with our hogigitission and safe
and sound operations in all interest-rate envirarntsaNe believe a disciplined approach to interat-risk management is
essential to maintaining a strong and durable abpése and uninterrupted access to debt and ezppttal markets. See
“ITEM 2. FINANCIAL INFORMATION — ANNUAL MD&A — QUAN TITATIVE AND QUALITATIVE
DISCLOSURES ABOUT MARKET RISK — Interest-Rate Riakd Other Market Risks” in our Registration Statetier
more information.

PMVS and Duration Gag

Our primary interest-rate risk measures are PMMSduration gap. PMVS is measured in two ways, oaasuring the
estimated sensitivity of our portfolio market vaboeparallel moves in interest rates (Portfolio kitrValue Sensitivity-Level
or PMVS-L) and the other to nonparallel movemeRi@r{folio Market Value Sensitivity — Yield Curve &MVS-YC). In
December 2007, we changed our PMVS reporting tegmteestimated dollars-at-risk, rather than a peacee of fair value of
common equity. We believe this change provides malevant information and better represents ouralvkevel and low
exposure to adverse interest-rate movements gheeaubstantial reduction in the fair value of comrequity that occurred
during 2007.

The 50 basis point shift and 25 basis point changéope of the London Interbank Offered Rate, BBQR, yield curve
used for our PMVS measures represent events thaxgected to have an approximately 5% probalafityccurring over a
one-month time horizon. Our PMVS and duration gstpneates are determined using models that involwebest judgment
of interest-rate and prepayment assumptions. Aaegitd while we believe that PMVS and duration gap useful risk
management tools, they should be understood amaes rather than as precise measurements. Metigie®lused to
calculate interestate risk sensitivity disclosures are periodicaliyanged on a prospective basis to reflect improwsria the
underlying processes. During the second quart2008, we made changes to reflect new prepaymenD&®lassumptions
related to certain floating rate securities.

PMVS Results

Table 51 provides estimated PMVS-L and PMVS-YC ltss@fable 51 also provides PMVS-L estimates assgran
immediate 100 basis point shift in the LIBOR yielastve. Because we do not hedge all prepaymentthiskduration of our
mortgage assets changes more rapidly as changesriest rates increase. Accordingly, as shownabld 51, the
PMVS-L results based on a 100 basis point shifhénLIBOR curve are disproportionately higher ttia@ PMVS-L results
based on a 50 basis point shift in the LIBOR curve.

Table 51 — PMVS Assuming Shifts of the LIBOR YieldCurve

Potential Pre-Tax Loss in
Portfolio Market Value

PMVS-YC PMVS-L
25 bps 50 bps 100 bps
(in millions)
At:
June 30, 200 $56 $33€ $1,29¢
December 31, 200 $42 $532 $1,681

Derivatives have enabled us to keep our interdstrisk exposure at consistently low levels in deMiange of interest-
rate environments. Table 52 shows that the low PNIVfBk levels for the periods presented would gat have been
higher if we had not used derivatives to managerdarest-rate risk exposure.

Table 52 — Derivative Impact on PMVS-L (50 bps)

Before Derivatives  After Derivatives Effect of Derivatives
(in millions)




At:
June 30, 200 $3,82( $33¢ $(3,48¢)
December 31, 200 $1,371 $53¢ $ (839
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The disclosure in our Monthly Volume Summary reppwthich are available on our website at www.fredthc.com and
in current reports on Form 8-K we file with the SE€flects the average of the daily PMVS-L, PMVS-#d duration gap
estimates for a given reporting period (a monttartgr or year).

Duration Gap Result:

Our estimated average duration gap for both thethsoof June 2008 and December 2007 was zero maohihssitive
duration gap indicates that the duration of ouetssexceeds the duration of our liabilities, whithm a net perspective,
represents a greater exposure of our fair valwegjoity to rising interest rates as a result of dases in asset values excee
decreases in liability values. A duration gap abzZenplies that the duration of our assets equasduration of our liabilities.
As a result, the change in value of assets froingtantaneous rate move, either up or down, withb@mpanied by an eqt
and offsetting move in the value of liabilitiesuthleaving the fair value of equity unchanged. gatiave duration gap
indicates that the duration of our liabilities eeds the duration of our assets, which, from a aetpective, implies that the
fair value of equity will increase in value wheidrest rates rise and decrease in value when sttertes fall.

Use of Derivatives and Interest-Rate Risk Manageren
We use derivatives primarily to:

» hedge forecasted issuances of debt and synthgtarathte callable and n-callable funding

« regularly adjust or rebalance our funding mix iderto more closely match changes in the intesteharacteristics
of our mortgage assets; a

« hedge foreign-currency exposure (see “ITEM 2. FINAAL INFORMATION — ANNUAL MD&A —
QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK —Sources of Interest-Rate Risk
and Other Market Risk— Foreigr-Currency Ris” in our Registration Statemen

Types of Derivatives

The derivatives we use to hedge interest-rate aragh-currency risks are common in the financiatkets. We
principally use the following types of derivatives:

< LIBOR- and Euro Interbank Offered Rate, or Eur-, based intere-rate swaps
« LIBOR- and Treasur-based options (including swaption
« LIBOR- and Treasur-based exchan-traded futures; an

« Foreigr-currency swaps

Derivative Positions
In addition to swaps, futures and options, oungsive positions include the following:

Written Options and Swaptions Written call and put swaptions are sold to couragigs allowing them the option to
enter into receive- and pay-fixed swaps, respdgtiViritten call and put options on mortgage-retesecurities give the
counterparty the right to execute a contract usgecified terms, which generally occurs when weraegeliability position.
We use these written options and swaptions to menagvexity risk over a wide range of interestsatwe may, from time
to time, write other derivative contracts such agsc floors and interest-rate futures.

Forward Purchase and Sale Commitments/Ve routinely enter into forward purchase and sataraitments for
mortgage loans and mortgage-related securitiest Mdlese commitments are derivatives subjedtéaréquirements of
SFAS No. 1337Accounting for Derivative Instruments and HedgiAgtivities,” as amended.

Swap Guarantee DerivativesWe issue swap guarantee derivatives that guaréimgeayments on (a) multifamily
mortgage loans that are originated and held b statl municipal housing finance agencies to sugarréxempt
multifamily housing revenue bonds and (b) Freddachass-through certificates which are backed ex@mpt
multifamily housing revenue bonds and related téexabnds and/or loans. In connection with soméne$é guarantees, we
may also guarantee the sponsor’s or the borrowerfrmance as a counterparty on any related stteate swaps used to
mitigate interest-rate risk.

Credit Derivatives. We enter into credit derivatives, including riskaging agreements. Under these risk-sharing
agreements, default losses on specific mortgagesidalivered by sellers are compared to defautel®®n reference pools of
mortgage loans with similar characteristics. Baggoin the results of that comparison, we remit oeine payments based
upon the default performance of the referencedgpobinortgage loans. In addition, we enter inteeagrents whereby we
assume credit risk for mortgage loans held by tpadies in exchange for a monthly fee. We aregaitdid to purchase any of
the mortgage loans that become 120 days delinquent.

In addition, we have purchased mortgage loans sutgjelebt cancellation contracts, which providetagege debt or
payment cancellation for borrowers who experientanticipated losses of income dependent on a cowrent. The right
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and obligations under these agreements have begmed to the servicers. However, in the evens#reicer does not
perform as required by contract, under our guasante would be obligated to make the required emtdal payments.

ITEM 4T. CONTROLS AND PROCEDURES

Evaluation of Disclosure Controls and Procedures

Disclosure controls and procedures include, withiouitation, controls and procedures designed sueathat the
information we are required to disclose in our ficial reports is recorded, processed, summarizédeported within the
time periods specified by the SEC rules and forntstaat such information is accumulated and compaied to senior
management, as appropriate, to allow timely desssiegarding required disclosure. In designingdisclosure controls and
procedures, we recognize that any controls andepiwes, no matter how well designed and operasedpovide only
reasonable assurance of achieving the desiredot@tiectives, and we must apply judgment in impetmg possible
controls and procedures. Management, includingibrapany’s Chief Executive Officer and Chief Finahfficer,
conducted an evaluation of the design and operafiour disclosure controls and procedures as io¢ B0, 2008. Based on
that evaluation, our Chief Executive Officer andé€lrinancial Officer have concluded that, as af€)30, 2008, the
Company’s disclosure controls and procedures wigeetare.

Changes in Internal Control Over Financial Reporting

We have evaluated whether any changes in our giteamtrol over financial reporting during the giearended June 30,
2008 have materially affected, or are reasonakéhlito materially affect, our internal control afancial reporting. Based
on that evaluation, we have concluded that no shelnges have occurred during the quarter.

Progress Toward Remediation of Significant Deficieties

Significant deficiencies that existed in our introontrol over financial reporting as of March 2008, and our progress
toward their remediation as of June 30, 2008, anensarized below. Progress toward remediation isnted in the following
stages:

« In process — We are in the process of designingraptémenting controls to correct identified intargontrol
deficiencies and conducting ongoing evaluationsrisure all deficiencies have been identif

« Remediation activities implemented We have designed and implemented the controlsitbdtelieve are necessan
remediate the identified internal control deficiesc

* Remediated — After a sufficient period of operatafrthe controls implemented to remediate the @bmteficiencies,
management has evaluated the controls and foundtthée operating effectivel

Remediation Remediation
Progress as o Progress as o
March 31, 200¢ June 30, 200

Guarantee Asset/Guarantee Obligation Governanc

Our process for valuation of and accounting for guairantee asset and guarantee obligation was Remediatiol Remediated
complex, manually intensive and dependent on eeda@mputing solutions, which resulted in an activities
unacceptable likelihood of risk of significant arr implemente:

Tax Basis Balance She
We do not maintain a tax basis balance sheet fpcstigeferred tax accounting under GAAP, which  In process In process
could result in balance sheet misclassificatiors@otential income statement adjustme

Oversight of Models and Model Applications

Our model governance and monitoring proceduresdicffectively ensure that changes to and our us®emediatiot Remediatiol

of models in our financial reporting process argrapriate. activities activities
implementer  implemente

IT Security — Shared IDs
We have not consistently executed security contreds system and user accounts that can be us In proces: In proces:
multiple individuals.

User Access Recertificatior
We have not effectively executed periodic review egcertification of user access to financial In process In process
applications and related technical platfori

Consideration of Controls in Application Design
Our business or technical design requirementsiiantial application development projects did not  In process Remediated
adequately consider requirements for automatingga®controls

Pre-Deployment Application Testing and Maintenance Appoval

We did not consistently execute the appropriaténg®f new financial applications prior to their In process Remediated
deployment nor did we consistently obtain the appade approvals of application maintenance

changes
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ITEM 1. FINANCIAL STATEMENTS
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FREDDIE MAC
CONSOLIDATED STATEMENTS OF INCOME
(UNAUDITED)

Three Months Ended Six Months Ended
June 30, June 30,
2008 2007 2008 2007
(dollars in millions, except shar-related amounts)

Interest incom:

Mortgage loan: $ 1,32 $ 1,07 $ 2,56: $ 2,141
Mortgage-related securitie 8,38( 8,784 16,51 17,33t
Cash and investmen 52C 96€ 1,04( 1,93¢
Total interest incom 10,22( 10,82 20,11¢ 21,41«
Interest expens
Shor-term debi (1,637) (2,249 (3,687) (4,457)
Long-term debt (6,717 (7,33) (13,43¢) (14,507
Total interest expense on debt securi (8,349 (9,580 (17,117 (18,969
Due to Participation Certificate investc — (121) — (224)
Total interest expens (8,34¢) (9,709) (17,117 (29,189
Expense related to derivativ (343) (33)) (672) (662)
Net interest incom 1,52¢ 793 2,32 1,56¢

Nor-interest incom
Management and guarantee income (includes intenegtiarantee asset of $243, $130, $45

and $257, respectivel 757 591 1,54¢ 1,21¢
Gains (losses) on guarantee a: 1,11/ 82C (28C) 297
Income on guarantee obligati 76¢ 474 1,93¢ 904
Derivative gains (losse: 11E 31¢ (230) (20€)
Gains (losses) on investment activ (3,327) (540) (2,109) (522)
Unrealized gains (losses) on fore-currency denominated debt recorded at fair v 56¢ — (81€) —
Gains (losses) on debt retirem: (29 89 27€ 96
Recoveries on loans impaired upon purct 121 72 347 107
Foreigr-currency gains (losses), r — (332 — (530)
Other income 75 58 122 107
Nor-interest incomt 164 1,54¢ 89t 1,472
Nor-interest expens
Salaries and employee bene (241) (227) (472) (440)
Professional service (55) (104) (127) (193)
Occupancy expens (18) (16) (33) (30)
Other administrative expens (90) (95) (169) (182)
Total administrative expens (409) (442) (801) (84%)
Provision for credit losse (2,537 (447) (3,777 (695)
Real estate owned operations expe (265) (16) 473 (30)
Losses on certain credit guarant — (150) (15) (327)
Losses on loans purchas (120) (264) (73) (480)
Low-income housing tax credit partnersh (108) (135 (225) (243)
Minority interest in earnings of consolidated sdlimiies 5) 9 8 (28)
Other expense (10€) (56) (17§) (105)
Nor-interest expens (3,54F) (1,519 (5,64¢) (2,74%)
Income (loss) before income tax (expense) be (1,852 823 (2,42¢) 29:
Income tax (expense) bene 1,031 (94) 1,45¢ 302
Net income (loss $ (821 $  72¢ $ (972 $  59¢
Preferred stock dividends and issuance costs arereed preferred stock (including $—, $—
$— and $6 of issuance costs on redeemed preferrekl, sespectively (231) (95) (503) (190
Amount allocated to participating security optiasiders (1) (2) (1) (1)
Net income (loss) available (applicable) to comrstwtkholders $ (1,059 $ 632 $ (1,47¢) $ 40t
Earnings (loss) per common she
Basic $ (1.69 $ 097 $ (2.2 $ 0.6z
Diluted $ (1.69 $ 0.9¢ $ (2.29) $ 061
Weighted average common shares outstanding (irsémals)
Basic 646,86¢ 652,87" 646,60: 657,10:
Diluted 646,86¢ 655,78:¢ 646,60: 659,36!
Dividends per common sha $ 0.2t $ 0.5C $ 0.5C $ 1.0C

The accompanying notes are an integral part oféeh@saudited consolidated financial statements.
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FREDDIE MAC
CONSOLIDATED BALANCE SHEETS

June 30,
2008 December 31
(unaudited) 2007
(in millions, except
share-related amounts)

Assets
Retained portfolic
Mortgage loans

Held-for-investmentat amortized cost (net of allowances for loan lssHe$468 and $256, respective $ 81,53! $ 76,347
Held-for-sale,at lowe -of-cos-or-fair-value 7,53¢ 3,68t
Mortgage loans, n¢ 89,06¢ 80,03:
Mortgage-related securities
Available-for-sale at fair value (includes $21,896 and $17,010, rethpadg, pledged as collateral that may be replegi 512,19° 615,66!
Trading, at fair valu 159,59« 14,08¢
Total mortgag-related securitie 671,79: 629,75
Retained portfolic 760,86( 709,78t
Cash and investmer
Cash and cash equivalel 43,55:¢ 8,57
Investments
Non-mortgag-related securities
Available-for-sale,at fair value 12,86¢ 35,10:
Securities purchased under agreements to resefededal funds sol 15,26t 6,562
Cash and investmer 71,685 50,23
Accounts and other receivables, 6,247 5,00
Derivative assets, n 441 827
Guarantee asset, at fair va 11,01¢ 9,591
Real estate owned, n 2,58( 1,73¢€
Deferred tax asset, n 18,39¢ 10,30+
Low-income housing tax credit partnerships equity itmesits 4,36: 4,56¢
Other asset 3,44¢ 2,31¢€
Total asset: $ 879,040 $ 794,36t

Liabilities and stockholders’ equity
Debt securities, ne

Senior debt

Due within one year (includes $362 at fair valuduate 30, 200¢ $ 326,300 $ 295,92

Due after one year (includes $14,840 at fair valuéune 30, 200¢ 505,01: 438,14
Subordinated debt, due after one y 4,49¢ 4,48¢
Total debt securities, ni 835,81: 738,55
Accrued interest payab 7,20¢ 7,86¢
Guarantee obligatio 14,02z 13,71
Derivative liabilities, ne 91C 582
Reserve for guarantee losses on Participationficatgs 5,34t 2,56¢
Other liabilities 2,667 4,18

Total liabilities 865,96 767,46¢
Commitments and contingencies (Notes 2, 3, 11 &
Minority interests in consolidated subsidiar 131 17€
Stockholder equity
Preferred stock, at redemption va 14,10¢ 14,10¢
Common stock, $0.21 par value, 806,000,000 sharte®azed, 725,863,886 shares issued and 647,03 S/@res and

646,266,701 shares outstanding, respecti 152 152
Additional paic-in capital 864 871
Retained earninc 26,12¢ 26,90¢
Accumulated other comprehensive income (loss), ©CA net of taxes, related t

Available-for-sale securitie (20,719 (7,040

Cash flow hedge relationshi (3,419 (4,059)

Defined benefit plan (43) (44)

Total AOCI, net of taxe (24,18() (11,149

Treasury stock, at cost, 78,848,883 shares an®74,85 shares, respective (4,12%) (4,174

Total stockholder” equity 12,94¢ 26,72¢

Total liabilities and stockholde’ equity $ 879,040 $  794,36¢

The accompanying notes are an integral part oféeh@saudited consolidated financial statements.
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FREDDIE MAC
CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY
(UNAUDITED)

Six Months Ended June 30

2008 2007
Shares Amount Shares Amount
(in millions)
Preferred stock, at redemption val
Balance, beginning of ye 464 $14,10¢ 132 $ 6,10¢
Preferred stock issuanc — — 64 1,60(
Preferred stock redemptio — — (12) (600)
Preferred stock, end of peric 464  14,10¢ 184 7,10¢
Common stock, par valt
Balance, beginning of ye 72€ 152 72€ 152
Common stock, end of peri 72€ 152 72€ 152
Additional paicin capital
Balance, beginning of ye. 871 962
Stoclk-based compensatic 53 42
Income tax benefit from sto-based compensatic (12 1
Preferred stock issuance ca — (16)
Common stock issuanc (52 (27)
Real Estate Investment Trust preferred stock réyase 4 @)
Additional paicin capital, end of perior 864 95t
Retained earning
Balance, beginning of ye. 26,90¢ 31,37:
Cumulative effect of change in accounting principlet of taxe: 1,022 181
Balance, beginning of year, as adjus 27,93: 31,55
Net income (loss (972) 59¢€
Preferred stock dividends declai (5093 (184)
Common stock dividends declar (32¢ (668
Retained earnings, end of peri 26,12¢ 31,30:
AOCI, net of taxe
Balance, beginning of ye (11,149 (8,45))
Cumulative effect of change in accounting principlet of taxe: (850) —
Balance, beginning of year, as adjus (12,999 (8,457)
Changes in unrealized gains (losses) related titaée-for-sale securities, net of reclassification adjustrs (12,82%) (3,059
Changes in unrealized gains (losses) related toftas hedge relationships, net of reclassificatajustment: 637 45¢
Changes in defined benefit pla 1 6
AOCI, net of taxes, end of peri 24,18() (11,04Y
Treasury stock, at co
Balance, beginning of ye 80 (4,179 65 (3,230
Common stock issuanc Q) 49 Q) 35
Common stock repurchas — — 12 (750)
Treasury stock, end of perit 79 (4,125 76 (3,94F
Total stockholder equity $ 12,94¢ $ 24,52¢
Comprehensive income (los
Net income (loss $ (972 $ 59€¢
Changes in other comprehensive income (loss), frtaixes, net of reclassification adjustme (12,185 (2,599
Total comprehensive income (lo $(13,159) $ (1,999

The accompanying notes are an integral part ofehgsaudited consolidated financial statements.
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FREDDIE MAC
CONSOLIDATED STATEMENTS OF CASH FLOWS
(UNAUDITED)
Six Months Ended

June 30,
2008 2007
(in millions)
Cash flows from operating activities
Net income (loss $ (972) % 59€
Adjustments to reconcile net income (loss) to r@eshcprovided by (used for) operating activit

Hedge accounting gait (4) —
Derivative (gains) losse (587) 337
Asset related amortizatic— premiums, discounts and basis adjustm 8 62
Debt related amortizatic— premiums and discounts on certain debt securitidsbasis adjustmen 4,76( 5,391
Net discounts paid on retirements of d (5,187) (4,240
Gains on debt retireme (276) (96)
Provision for credit losse 3,77 69&
Low-income housing tax credit partnersh 22t 243
Losses on loans purchas 171 48C
Losses on investment activi 2,12( 55C
Foreigr-currency loss, ne — 53C
Unrealized losses on forei-currency denominated debt recorded at fair v 81€ —
Deferred income taxe (1,62¢) (1,230
Purchases chelc-for-salemortgages (21,88%) (9,88¢)
Sales ohelc-for-salemortgage: 17,80¢ 9,157
Repayments chelc-for-salemortgage: 294 56
Due to Participation Certificates and Structuredusiéies Trus' (694) —
Change in trading securiti — (2,209
Change in accounts and other receivables (1,61%) 471
Change in amounts due to Participation Certificatestors, ne — 2,40(
Change in accrued interest paya (200) 14t
Change in income taxes paya (594) 32C
Change in guarantee asset, at fair vi (1,427 (1,910
Change in guarantee obligati 36¢ 1,35¢
Other, ne’ 251 22
Net cash (used for) provided by operating actisi (4,479 2,30¢

Cash flows from investing activities
Purchases of trading securit (78,277 —
Proceeds from sales of trading securi 9,28¢ —
Proceeds from maturities of trading securi 9,97¢ —
Purchases cavailablefor-salesecurities (155,57)) (157,29))
Proceeds from sales available-for-salesecurities 19,78: 37,00¢
Proceeds from maturities available-for-salesecurities 153,25¢ 120,31°
Purchases chelc-for-investmenmortgage: (8,647) (8,17¢)
Repayments chelc-for-investmenmortgage: 2,07t 4,98(
Increase in restricted ca (369) —
Net proceeds (payments) from mortgage insuranceequdisitions and dispositions of real estate ov (631) 81z
Net increase in securities purchased under agresrteresell and federal funds st (8,707) (4,479
Derivative premiums and terminations and swap teidd, net 93¢ 207
Investments in lo-income housing tax credit partnersh — (57
Net cash used for investing activit (56,870 (6,679

Cash flows from financing activities
Proceeds from issuance of sl-term debt 588,19( 472,39(
Repayments of shi-term debt (542,91¢) (476,407
Proceeds from issuance of l-term debt 192,73: 118,77¢
Repayments of lor-term debi (140,39 (108,517)
Proceeds from the issuance of preferred s — 1,58¢
Redemption of preferred sto — (600)
Payment of cash dividends on preferred stock antheon stock (832) (847)
Excess tax benefits associated with s-based award 2 3
Payments of lo-income housing tax credit partnerships notes pa (433) (568)
Increase (decrease) in cash overc 23 (16)
Other, ne (49 (989
Net cash provided by financing activiti 96,32: 4,817
Net increase in cash and cash equival 34,97¢ 44¢
Cash and cash equivalents at beginning of pe 8,567 11,35¢
Cash and cash equivalents at end of pe $ 43550 $ 11,80¢

Supplemental cash flow information

Cash paid (received) fo
Debt interes $ 18,46¢ $ 18,50:
Swap collateral intere: 97 22€
Derivative interest carry, n 65 (165)
Income taxe: 1,054 607

Non-cash investing and financing activitie
Held-for-salemortgages securitized and retaine@vailablefor-salesecurities — 16¢
Transfers from mortgage loans to real estate o\ 1,50¢ 1,14¢
Investments in lo-income housing tax credit partnerships financeddigs payabl — 117
Transfers fronhelc-for-salemortgages tthelc-for-investmenmortgage: — 40
Transfers from retained portfolio Participation tfarates tohelc-for-investmenmortgage: — 892
Transfers fronavailablefor-salesecurities to trading securiti 87,28 —

The accompanying notes are an integral part ofeh@saudited consolidated financial statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)
NOTE 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

We are a stockholder-owned government-sponsorenim@ige, or GSE, established by Congress in 19pdaaide a
continuous flow of funds for residential mortgag®sir obligations are ours alone and are not insaregiaranteed by the
U.S. government, or any other agency or instruntigntaf the U.S. We play a fundamental role in thés. housing finance
system, linking the domestic mortgage market ardytbbal capital markets. Our participation in seondary mortgage
market includes providing our credit guarantee ecusties backed by residential mortgages origthdemortgage lenders
and investing in mortgage loans and mortgage-rlsg¢eurities that we hold in our retained portfolibrough our credit
guarantee activities, we securitize mortgage ldsnissuing mortgage Participation CertificatesP@s. We also resecuritize
mortgage-related securities that are issued by tleecdGovernment National Mortgage AssociationGormie Mae, as well as
non-agency entities. We also guarantee the payafgmincipal and interest with respect to multifnortgage loans that
support housing revenue bonds issued by thirdgsar8ecuritized mortgage-related assets that aketdy PCs and
Structured Securities and held by third partiesnatereflected as our assets. We may earn managamemguarantee fees
and other upfront compensation for providing ouangumtee and performing management activities (agaimgoing trustee
services, administration of pass-through amouraging agent services, tax reporting and other redwservices) with
respect to issued PCs and Structured Securitiesm@oagement activities are essential to and imabfgafrom our guarante
activities. We do not provide or charge for the\aiits separately. The management and guaranéeis feaid to us over the
life of the related PCs and Structured Securitresraflected in earnings as management and guarameme as accrued.

Basis of Presentation

The accompanying unaudited consolidated finant@éments include our accounts and those of owidialies, and
should be read in conjunction with the audited otidated financial statements and related notdsidieel in our Form 10
Registration Statement filed and declared effedbiy¢he SEC on July 18, 2008, or Registration $tatd.

Certain financial information that is normally indled in annual financial statements prepared ifiocority with U.S.
generally accepted accounting principles, or GABR,is not required for interim reporting purpos@s been condensed or
omitted. Certain amounts in prior periods’ consatl@d financial statements have been reclassifiedriform to the current
presentation. In the opinion of management, alistdjents, which include only normal recurring atipents, have been
recorded for a fair statement of our unaudited obaated financial statements in conformity with SR

Net income (loss) includes certain adjustmenttoect immaterial errors related to previously md periods.

Use of Estimates

The preparation of our consolidated financial stegets requires management to make estimates amehatésns that
affect the reported amounts of assets and liadsliéind disclosure of contingent assets and ligsiléts of the date of these
consolidated balance sheets as well as the repmmednts of revenues and expenses during the iregp@eriods.
Management has made significant estimates in paéparof the financial statements, including, bot imited to, valuation
of financial instruments and other assets andliiegs, amortization of assets and liabilities afidwance for loan losses and
reserves for guarantee losses. Actual results dmultifferent from these estimates.

Change in Accounting Principles
Fair Value Measurements

Effective January 1, 2008, we adopted StatemeRtr@ncial Accounting Standards, or SFAS, No. 15ajr Value
Measurement” or SFAS 157, which defines fair value, establishémmework for measuring fair value in GAAP and
expands disclosures about fair value measurem®h#sS 157 defines fair value as the price that weeédeceived to sell an
asset or paid to transfer a liability in an ordeérjnsaction between market participants at thesoreanent date (also referred
to as exit price). The adoption of SFAS 157 didgaise a cumulative effect adjustment to our GAARsolidated financial
statements on January 1, 2008. SFAS 157 amends F#&Bretation No., or FIN, 45Guarantor’s Accounting and
Disclosure Requirements for Guarantees, Includimgjrect Guarantees of Indebtedness of Others, terpretation of FASH
Statements No. 5, 57 and 107 and Rescission of Fft&pretation No. 34,or FIN 45, to provide for a practical expedient
in measuring the fair value at inception of a gnsga. Upon adoption of SFAS 157 on January 1, 28@&egan measuring
the fair value of our newly-issued guarantee obiliges at their inception using the practical expetiprovided by FIN 45, as
amended by SFAS 157. Using the practical expedieatinitial guarantee obligation is recorded aaamunt equal to the f
value of compensation received, inclusive of ghts related to the transaction, in exchange fogaarantee. As a result, \
no longer record estimates of deferred gains oradiate “day one” losses on most guarantees. Itiaddamortization of
the guarantee obligation will now more closely dallour economic release from risk under the guaranthis change is
further discussed in “NOTE 2: FINANCIAL GUARANTEESND SECURITIZED INTERESTS IN MORTGAGE-
RELATED ASSETS.”

91 Freddie Mac






Table of Contents

Measurement Date for Employe’ Defined Pension and Other Postretirement Pla

Effective January 1, 2008, we adopted the measuredate provisions of SFAS No. 15&mployers’ Accounting for
Defined Benefit Pension and Other Postretiremean®l an Amendment of FASB Statements No. 87, 8&ntD132(R” or
SFAS 158. In accordance with the standard, weeareired to measure our defined plan assets anglabiolns as of the date
of our consolidated balance sheet and change thsurement date from September 30 to December Zltrahsition
approach we elected for the change was the 15-naputtoach. Under this approach, we continued tdheseneasurements
determined for our Registration Statement to egérttze effects of the change. As a result of adoptive recognized an
$8 million decrease in retained earnings (aftey #xanuary 1, 2008 and the impact to AOCI (afgy was immaterial.

The Fair Value Option for Financial Assets and Fingcial Liabilities

On January 1, 2008, we adopted SFAS No. 1B% Fair Value Option for Financial Assets and Bircial Liabilities,
Including an Amendment of FASB Statement No” or SFAS 159 or the fair value option, which perneitdities to choose
to measure many financial instruments and certdiaratems at fair value that are not requiredegavieasured at fair value.
The effect of the first measurement to fair valueeiported as a cumulative-effect adjustment tmgening balance of
retained earnings. We elected the fair value ogdtiorcertain available-for-sale mortgage-relatecusities, foreign-currency
denominated debt, and investments in securitiesiflad as available-for-sale securities and idietias within the scope of
Emerging Issues Task Force, or EITF, 99-Rxcognition of Interest Income and Impairment arrdhased Beneficial
Interests and Beneficial Interests That ContinuBédHeld by a Transferor in Securitized FinancigbAts”

Our election of the fair value option for the itediscussed above was made in an effort to betiiectein the financial
statements, the economic offsets that exist rekaté@ms that were not previously recognized anges in fair value
through our consolidated statements of income. Aesalt of the adoption, we recognized a $1.0dsillfter-tax increase to
our beginning retained earnings at January 1, 2@@8esenting the effect of changing our measuréivesis to fair value for
the above items with the fair value option electeat. additional information on the election of faé value option and
SFAS 159, see “NOTE 14: FAIR VALUE DISCLOSURES.”

Table 1.1 summarizes the incremental effect onviddal line items on our consolidated balance shepon the adoption
of SFAS 159.
Table 1.1 — Change in Accounting for the Fair Valugption — Impact on Financial Statements

Balance Shee Balance Shee
January 1, 2008 Net Gain/(Losses January 1, 200¢
prior to Adoption upon Adoption after Adoption

(in millions)
Mortgage-related securitie® $ 87,281 $ — 3 87,28
Total debt securities, N2 19,09: 27€ 18,81¢
Cumulative-effect adjustment (pre-tax) 27€
Impact on deferred te (99
Cumulative-effect adjustment (net of taxes 181
Reclassification from AOCI to retained earnings, ofetaxes® 85(
Cumulative-effect adjustments to retained earning: $ 1,031

(1) Effective January 1, 2008, we elected the fair @alption for certain available-for-sale mortgagketes securities that were identified as economic
offsets to the changes in fair value of the guamisset and investments in securities classifievailable-for-sale securities and identified dhiw the
scope of EITF 99-20The net gains/(losses) upon adoption representtiassification of the related unrealized gains&ks) from AOCI, net of taxes.
retained earning:

(2) Effective January 1, 2008, our measurement basiddbt securities denominated in a foreign currest@nged from amortized cost to fair value. The
difference between the carrying amount and faiueat the adoption of SFAS 159 was recorded asnalletive-effect adjustment to retained earnin

Recently Issued Accounting Standards, Not Yet Adopt
Determining Whether Instruments Granted in She-based Payment Transactions Are Participating Seties

In June 2008, the Financial Accounting Standardsr&oor FASB, issued FASB Staff Position No. EITF
03-6-1,“Determining Whether Instruments Granted in Shags®& Payment Transactions Are Participating Seie#it, or
FSP EITF 03-6-1. The guidance in this FSP appti¢ké calculation of earnings per share for shaset payment awards
with rights to dividends or dividend equivalentsclarifies that unvested share-based payment anhed contain
nonforfeitable rights to dividends or dividend egaiénts (whether paid or unpaid) are participasiagurities and shall be
included in the computation of earnings per sharsymant to the two-class method. FSP EITF 03-6effetive and will be
retrospectively applied by us on January 1, 2008.aé currently evaluating the impact of adoptirig ESP on our
consolidated financial statements.

Accounting for Transfers and Servicing of Financiahssets and Extinguishments of Liabilities and Catislation of
Variable Interest Entities, or VIES

In April 2008, the FASB voted to eliminate Qualifg Special Purpose Entities, or QSPEs, from thdaguie in
SFAS No. 140" Accounting for Transfers and Servicing of Finandakets and Extinguishments of Liabilit— a
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replacement of FASB Statement No. 128,5SFAS 140. The FASB has also proposed revisioitiset consolidation model
prescribed by FIN 46 (revised December 2003pnsolidation of Variable Interest Entities, antémpretation of

ARB No. 57" or FIN 46(R), to accommodate the removal of thgpeoexemption applicable to QSPEs. While the revised
standards have not been finalized and the Boardjsgsals will be subject to a public comment perthdse changes may
have a significant impact on our consolidated faialnstatements. These proposed revisions coukdfbetive as early as
January 2010.

Disclosures about Derivative Instruments and HedgiActivities

In March 2008, the FASB issued SFAS No. 1®lisclosures about Derivative Instruments and HedpgActivities, an
amendment of FASB Statement No. 188 SFAS 161. SFAS 161 requires enhanced disclosin@st an entity’s derivative
and hedging activities, including objectives amdtsigies for using derivatives, fair value amoudtgains and losses on
derivative instruments and credit-risk-related ouyent features in derivative agreements. SFASIi4 éffective for financial
statements issued for fiscal years beginning &fterember 15, 2008, with early adoption allowed. &ve currently
evaluating the impacts of adopting this standardwndisclosures as they relate to our consolidateahcial statements.

Noncontrolling Interests

In December 2007, the FASB issued SFAS No. I§6ncontrolling Interests in Consolidated Financi@tatements —
an amendment of ARB No. 5b’ SFAS 160. A noncontrolling interest (or a mitpinterest) is the portion of equity in a
subsidiary not attributable, directly or indirectty the parent. SFAS 160 would require that notrotimg interests be
presented within equity, instead of between litib#i and equity. SFAS 160 would also require tleimcome include
amounts attributable to the noncontrolling inteseststead of reducing net income by those amo@&#aS 160 would also
require expanded disclosures. SFAS 160 would lez#fe for and retrospectively adopted by us orudanl, 2009. We
have not yet determined the impact of adopting SEBGon our consolidated financial statements.

NOTE 2: FINANCIAL GUARANTEES AND SECURITIZED
INTERESTS IN MORTGAGE-RELATED ASSETS

Financial Guarantees

We provide a variety of financial guarantees. Fdisaussion of these guarantees see “ITEM 13. FIRANL
STATEMENTS AND SUPPLEMENTARY DATA — AUDITED CONSOIDATED FINANCIAL STATEMENTS AND
ACCOMPANYING NOTES — NOTE 2: FINANCIAL GUARANTEES AD TRANSFERS OF SECURITIZED
INTERESTS IN MORTGAGE-RELATED ASSETS” in our Regation Statement.

Guaranteed PCs, Structured Securities and Other M@ge Guarantees

We guarantee the payment of principal and intemesssued PCs and Structured Securities that aleeday pools of
mortgage loans. For our fixed-rate PCs, we guaesthie timely payment of interest at the applicdlzcoupon rate and
scheduled principal payments for the underlyingtageges. For our adjustable-rate mortgage, or ARM, R@ guarantee the
timely payment of the weighted average coupon ésterate and the full and final payment of printipathe underlying
mortgages. We do not guarantee the timely paynfgmtirecipal for ARM PCs. To the extent the intereste is modified and
reduced for a loan underlying a fixed-rate PC, &g fhe shortfall between the original contractastiest rate and the
modified interest rate. To the extent the interast is modified and reduced for a loan underlyingARM PC, we only
guarantee the timely payment of the modified irgerate and we are not responsible for any shtxtf@tween the original
contractual interest rate and the modified interatst. When our Structured Securities consist @@uritizations of PCs, our
guarantee and the impacts of modifications to niterést rate of the underlying loans operate irstiree manner as PCs. In
addition to our guarantees on PCs and Structuredriies we also provide long-term standby committag¢o certain
customers, which obligate us to purchase delingleamis that are covered by those agreements. Mds¢ guarantees we
provide meet the definition of a derivative und&AS No. 133,'Accounting for Derivative Instruments and Hedging
Activities” or SFAS 133; however, most of these guaranteesjalsify for a scope exemption for financial guaesn
contracts in SFAS 133. For guarantees that meetdige exemption, we initially account for the guree obligation at fair
value and subsequently amortize the obligation éatmings. If we determine that our guarantee doesgualify for the scof
exemption, we account for it as a derivative witlareges in fair value reflected in current periochgays.

At June 30, 2008 and December 31, 2007, we ha@3$B#&illion and $1,738.8 billion of issued PCs &idictured
Securities and such other mortgage guaranteegataggy, of which $413.9 billion and $357.0 biliavere held in our
retained portfolio. When we purchase Freddie Mas BICStructured Securities for our retained paidfake do not
derecognize any components of the guarantee gssagntee obligation, reserve for guarantee losses)y other
outstanding recorded amounts associated with theagtee transaction because our contractual gearabtigation to the
unconsolidated PC trust remains in force untilttbst is liquidated, unless the trust is consoédatVhether we own the
security or not, our guarantee obligation and eglairedit exposure do not change. Our valuatidhese securities is
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consistent with the legal structure of the guamaitansaction, which includes the Freddie Mac guegato the securitization
trust. Upon subsequent sale of a Freddie Mac P&iractured Security, we continue to account for emtgtanding recorded
amounts associated with the guarantee transaatitineosame basis as prior to the sale of the Fedddt PC or Structured
Security, because the sale does not result iretieation of any new assets or the assumption ohamyliabilities.

There were $1,639.7 billion and $1,518.8 billionJahe 30, 2008 and December 31, 2007, respectiveStructured
Securities backed by resecuritized PCs and otlestiqusly issued Structured Securities. These retstred securities do not
increase our credit-related exposure and conssihgfe-class and multi-class Structured Securiteeked by PCs, Real
Estate Mortgage Investment Conduits, or REMIC®rggt-only strips, and principal-only strips.

Our guarantee obligation represents the recogtiakility associated with our guarantee of PCs Sirdictured Securitie
net of cumulative amortization. Upon adoption oASFL57 on January 1, 2008, we began measuringthediue of our
newly-issued guarantee obligations at their ingeptising the practical expedient provided by FINabamended by
SFAS 157. Using the practical expedient, the ihgisrantee obligation is recorded at an amoundleiguthe fair value of
compensation received in the related securitizatimmsaction. As a result, we no longer recordvestes of deferred gains or
immediate, “day one”, losses on most guarantees/eer, all unamortized amounts recorded prior tuday 1, 2008 will
continue to be deferred and amortized using exjstmortization methods. Valuation of the guaraotgegation subsequent
to initial recognition will use current pricing asaptions and related inputs. For additional infatioraregarding our fair
value methods and assumptions related to our giesraligation, see “NOTE 14: FAIR VALUE DISCLOSURE In
addition to our guarantee obligation, we recognizedserve for guarantee losses on PCs that tcd&l8dbillion and
$2.6 billion at June 30, 2008 and December 31, 2¥pectively.

Derivative Instruments

Derivative instruments include written options, themn swaptions, interest-rate swap guarantees aacgtees of stated-
final-maturity Structured Securities. Derivativestruments also include short-term default guaracé@emitments that we
account for as credit derivatives.

Servicin¢-Related Premium Guarantees

We provide guarantees to reimburse servicers fmpms paid to acquire servicing in situations wehtée original selle
is unable to perform under its separate servicgrgement. The liability associated with these agesgs was not material at
June 30, 2008 and December 30, 2007.

Table 2.1 below presents our maximum potential arhofifuture payments, our recognized liability ahd maximum
remaining term of these guarantees.

Table 2.1 — Financial Guarantees

June 30, 200¢ December 31, 200

Maximum Maximum
Maximum  Recognizec Remaining Maximum  Recognizet Remaining

Exposure Liability Term Exposure Liability Term

(dollars in millions, terms in years)

Guaranteed PCs, Structured Securities and othegeags guarantees issut) $1,823,80: $ 14,02: 40 $1,738,83. $ 13,71: 40
Derivative instrument 89,35( 73¢ 27 32,53¢ 12¢ 30
Servicin¢-related premium guarante 55 — 5 37 — 5

(1) Exclude mortgage loans and mortg-related securities traded, but not yet setl

With the exception of interest-rate swap guaranieeladed in derivative instruments in Table 2.Bximum exposure
represents the contractual amounts that coulddtaifaer the guarantees if underlying borrowerawlefd, without
consideration of possible recoveries under recopmseisions or from collateral held or pledged. Thaximum exposure
related to interest-rate swap guarantees is basedrdgractual rates and without consideration obvery under recourse
provisions. The maximum exposure disclosed abowetisepresentative of the actual loss we areylikeincur, based on ol
historical loss experience and after consideratigproceeds from related collateral liquidation.

Other Financial Commitments

As part of the guarantee arrangements pertainimguitifamily housing revenue bonds, we provided ndtments to
advance funds, commonly referred to as “liquiditamntees,” totaling $11.2 billion and $8.0 billiahJune 30, 2008 and
December 31, 2007, respectively. These guarantedsesthe repurchase of any tendered tax-exemptedated taxable pass-
through certificates and housing revenue bondsatteatinable to be remarketed. Any repurchasediteswould be pledge
to us to secure funding until the time when thauséies could be remarketed.

94 Freddie Mac




Table of Contents

Gains and Losses on Transfers of PCs and StructuBsturities that are Accounted for as Sa

We recognized gains (losses) on transfers of P@sSamictured Securities that were accounted faades under
SFAS 140. For the three months ended June 30, 2002007, the net pre-tax gains (losses) were appabely $1 million
and $(119) million, respectively. For the six manénded June 30, 2008 and 2007, the net pre-taz (asses) were
approximately $92 million and $(99) million, respieely.

Valuation of Recognized Guarantee Asset
Guarantee Asset

Our approach for estimating the fair value of thamgntee asset at June 30, 2008 used third-parigehdata as
practicable. For approximately 75% of the fair \eabf the guarantee asset, which relates to fixeglloan products that
reflect current market rates, the valuation apgndacolved obtaining dealer quotes on proxy semsitvith collateral similar
to aggregated characteristics of our portfolio.sTéfifectively equates the guarantee asset witleoyror “spot,” market
values for excess servicing interest-only secwiti#e consider these securities to be comparaltleetguarantee asset, in
that they represent interest-only cash flows, amdat have matching principal-only securities. Témmaining 25% of the fair
value of the guarantee asset related to underlging products for which comparable market priceeevwn®t readily availabl
These amounts relate specifically to ARM produleighly seasoned loans or fixed-rate loans with cmsgthat are not
consistent with current market rates. This portibthe guarantee asset was valued using an expeasédlow approach
including only those cash flows expected to reath our contractual right to receive managementgumarantee fees, with
market input assumptions extracted from the depletes provided on the more liquid products, redumean estimated
liquidity discount. We establish some of our gusearasset in accordance with SFAS 140 in transectlwrough various
underwriters in which we issue our PCs and StrectiBecurities for cash. However, we issue mostioP&€s and Structured
Securities in guarantor swap transactions in whaturities dealers or investors deliver to us tbhetgage-related assets
underlying the securities in exchange for the seearthemselves. We establish the majority of guairantee asset in these
guarantor swap transactions in accordance with49Nlhe key assumptions used in valuation of oargutee asset and a
sensitivity analysis for our guarantee asset, whicludes those guarantee assets established ptsavesactions as well as
those established in cash sales, are presented.belo

Key Assumptions Used in the Valuation of the Guatea Asse

Table 2.2 summarizes the key assumptions associdtiethe fair value measurements of the recogngeatantee asset.
The fair values at the time of securitization dmel subsequent fair value measurements were estimsiteg third-party
information. However, the assumptions includechis table for those periods are those implied hyfaw value estimates,
with the internal rates of return, or IRRs, adjdsihere necessary to align our internal models estimated fair values
determined using third-party information. Prepaytrates are presented as implied by our internalaisoand have not been
similarly adjusted.

At June 30, 2008, our guarantee asset totaled $illlidh on our consolidated balance sheets, oftWlapproximately
$0.2 billion, or approximately 2%, related to P@s &tructured Securities backed by multifamily rgage loans. Table 2.2
contains the key assumptions used to derive thedhie measurement of the entire guarantee assetiated with PCs and
other financial guarantees backed by single-famitytgage loans. For the portion of our guarantsetabat is valued by
obtaining dealer quotes on proxy securities, wé&vdeghe assumptions from the prices we are providiatlle 2.3 contains a
sensitivity analysis of the fair value of the eafjjuarantee asset associated with PCs and otheciah guarantees backed by
single-family mortgage loans.

Table 2.2 — Key Assumptions Utilized in Fair ValueMeasurements of the Guarantee Asset (Single-Familortgages)

Three Months Ended Six Months Ended
June 30, June 30,
Mean Valuation Assumptions(®) 2008 2007 2008 2007
IRRs @ 9.5% 6.4% 9.E% 6.7%
Prepayment rate®) 13.(% 17.2% 15.4% 17.7%
Weighted average lives (yea 6.0 5.8 5.4 5.1

(1) Mean values represent the weighted average o$tathated IRRs, prepayment rate and weighted avéraggassumption:

(2) IRR assumptions represent an unpaid principal lsalaveighted average of the discount rates inhéneht fair value of the recognized guarantee asset
We estimated the IRRs using a model which employkipte interest rate scenarios versus a singlarapson.

(3) Although prepayment rates are simulated monthly asumptions above represent annualized prepayateatbased on unpaid principal balan
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Table 2.3 — Sensitivity Analysis of the Guarantee gset (Single-Family Mortgages)

June 30, 200¢ December 31, 200°
(dollars in millions)

Fair value $10,82¢ $9,417
Weighted average IRR assumptic 9.€% 8.1%
Impact on fair value of 100 bps unfavorable cha $ (399 $ (389)
Impact on fair value of 200 bps unfavorable cha $ (760 $ (74€)
Weighted average prepayment rate assump 11.5% 16.5%
Impact on fair value of 10% unfavorable chal $ (489 $ (51€)
Impact on fair value of 20% unfavorable cha $ (929 $ (977)

Valuation of Other Retained Interests

Other retained interests include securities weeidss part of a resecuritization transaction, wiiak recorded as a sale.
The majority of these securities are classified\aslable-for-sale. The fair value of other retaimaterests is generally based
on independent price quotations obtained from tpady pricing services or dealer provided prices.

To report the hypothetical sensitivity of the camgyvalue of other retained interests, we usedmalenodels adjusted
where necessary to align with the fair values. Jémsitivity analysis in Table 2.4 illustrates hyeitcal adverse changes in
the fair value of other retained interests for @emin key assumptions based on these models.

Table 2.4 — Sensitivity Analysis of Other Retainedinterests (1)

June 30, 200¢ December 31, 200
(dollars in millions)
Fair value $101,13( $107,93:
Weighted average IRR assumptic 5.6% 5.5%
Impact on fair value of 100 bps unfavorable cha $ (4,17¢) $ (4,109
Impact on fair value of 200 bps unfavorable cha $ (8,059 $ (7,92¢)
Weighted average prepayment rate assump 7.8% 8.7%
Impact on fair value of 10% unfavorable chai $ (53 $ (30
Impact on fair value of 20% unfavorable cha $ (107) $ (57)

(1) The sensitivity analysis includes only other re¢giinterests whose fair value is impacted as dtresahanges in IRR and prepayment assumpti

Cash Flows on Transfers of Securitized Interests ahCorresponding Retained Interests

Table 2.5 summarizes cash flows on retained inteegesswell as the amount of cash payments madegtora delinquent
loans to satisfy our financial performance obligas.

Table 2.5 — Details of Cash Flows

Three Months Ended Six Months Ended
June 30, June 30,
2008 2007 2008 2007
(in millions)
Cash flows from

Transfers of Freddie Mac securities that were actslifor as sale®) $14,42¢ $27,02¢ $24,73: $39,04:
Cash flows received on the guarantee &@) 72C 553 1,40¢ 1,07¢
Other retained interests principal and inte® 5,62¢ 6,27¢ 10,86¢ 12,47(
Purchases of delinquent or foreclosed Ic(4) (2,007) (1,769 (2,789 (3,469)

(1) Represents proceeds from securities receiving s&asnent under SFAS 140 including sales of Stnect Securities. On our consolidated statements of
cash flows, this amount is included in the invegtctivities as part of proceeds from sales ofitigadnd availabl-for-sale securities

(2) Represents cash received related to managemeguanantee fees, which reduce the guarantee asseur@onsolidated statements of cash flows, the
change in guarantee asset and the correspondingg®aient and guarantee fee income are reflectepesiating activities

(3) Represents cash proceeds related to interest inanthprincipal repayment of PCs or Structured Sgesitthat are not transferred to third partiesrupo
the completion of a securitization or resecurit@atransaction. On our consolidated statementash flows, the cash flows from interest are inetith
net income (loss) and the principal repaymentsranieded in the investing activities as part ofggeds from maturities of available-for-sale sewsit
The amount for the three and six months ended 30n2007 has been revised to also include intemelstand principal-only strips, which conforms to
the 2008 presentatio

(4) Represents our cash payments for the purchasdionfident or foreclosed loans from mortgage pooldarlying our PCs and Structured Securities. On
our consolidated statements of cash flows, thisuarhis included in the investing activities as parpurchases of he-for-investment mortgage

Credit Protection and Other Forms of Recourse

In connection with our guarantees of PCs and SiradtSecurities issued, we have credit protecticghé form of
primary mortgage insurance, pool insurance, reeotréenders, and other forms of credit enhancesnéttlune 30, 2008
and December 31, 2007, we recorded $1.3 billion%hd billion, respectively, within other assetsam consolidated
balance sheets related to these credit enhancenresexuritized mortgages. Table 2.6 presents thémum amounts of
potential loss recovery by type of credit proteatio
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Table 2.6 — Credit Protection and Other Forms of Reourse(@)

June 30, 200¢ December 31, 200°

(in millions)
PCs and Structured Securiti
Single-family:
Primary mortgage insuran: $58,50: $51,891
Lender recourse and indemnificatic 11,687 12,08t
Pool insuranci 3,832 3,81:
Other credit enhancemer 497 54¢
Multifamily:
Credit enhancemen 2,72C 1,23:
Structured Securities backed by Ginnie Mae Cedtiéis®? 1,15( 1,26¢

(1) Exclude credit enhancements related to Structuradskctions, which had unpaid principal balancesttitaled $26.3 billion and $20.2 billion at
June 30, 2008 and December 31, 2007, respect
(2) Ginnie Mae Certificates are backed by the fullfaind credit of the U.S. governme

In addition to the types of credit enhancemente@ated with our PCs and Structured Securitiegaseof our Structure
Transactions benefit from additional credit pramtiafforded by subordinated security structuras. Structured
Transactions also include $2.0 billion at JuneZ®@8 of securitized FHA/VA loans, for which thosgeacies provide
recourse for 100% of qualifying losses associatih the loan. There are $5.6 billion in unpaid pipal balance of these
securities at June 30, 2008, which had coveragkiding amounts associated with subordination,pofauapproximately 19'
of the security balance, on average. The remai&tngctured Transactions, which do not have subatitin protection or
other forms of credit enhancement, totaled $18libbiat June 30, 2008. Although our charge-offsoesated with Structured
Transactions to date have been minimal, we haveased our provision for credit losses associafddtive loans underlyin
these guarantees during the three and six montteddefune 30, 2008.

Indemnifications

In connection with certain business transactiorespvay provide indemnification to counterpartiesdiams arising out
of breaches of certain obligations.§., those arising from representations and warrgnitiesontracts entered into in the
normal course of business. For a discussion otthetemnifications see “ITEM 13. FINANCIAL STATEMERs AND
SUPPLEMENTARY DATA — AUDITED CONSOLIDATED FINANCIALSTATEMENTS AND ACCOMPANYING
NOTES— NOTE 2: FINANCIAL GUARANTEES AND TRANSFERS OF SERITIZED INTERESTS IN MORTGAGE-
RELATED ASSETS” in our Registration Statement. @asessment is that the risk of any material lass Such a claim for
indemnification is remote and there are no probahbtestimable losses associated with these ctsitiidwerefore, we have
not recorded any liabilities related to these indéications on our consolidated balance sheetsra 30, 2008 and
December 31, 2007.

NOTE 3: VARIABLE INTEREST ENTITIES

We are a party to numerous entities that are censitito be VIEs. Our investments in VIES include-iacome housing
tax credit, or LIHTC, partnerships and certain 8tuoed Securities transactions. In addition, we theyhighly-rated senior
securities in non-mortgage-related, asset-backezstment trusts that are VIEs. Our investmenthésé securities do not
represent a significant variable interest in theuséization trusts as the securities issued bgdlteusts are not designed to
absorb a significant portion of the variabilitythre trust. Accordingly, we do not consolidate theseurities. See “ITEM 13.
FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA — AUDITED CONSOLIDATED FINANCIAL
STATEMENTS AND ACCOMPANYING NOTES — NOTE 1: SUMMARYDF SIGNIFICANT ACCOUNTING
POLICIES — Consolidation and Equity Method of Acoting” in our Registration Statement for furthefdmnmation
regarding the consolidation practices of our VIEs.

LIHTC Partnerships

We invest as a limited partner in LIHTC partnershiprmed for the purpose of providing funding féfioedable
multifamily rental properties. The LIHTC partnenghiinvest as limited partners in lower-tier parsigps, which own and
operate multifamily rental properties. These prtpsrare rented to qualified low-income tenantevahg the properties to
be eligible for federal tax credits. Most of thé$elTC partnerships are VIEs. A general partner afes the partnership,
identifying investments and obtaining debt finagcas needed to finance partnership activities.Altfn these partnerships
generate operating losses, we realize a returruomeestment through reductions in income tax espethat result from tax
credits and the deductibility of the operating &xssf these partnerships. The partnership agresraemtypically structured
to meet a required 15-year period of occupancyualified low-income tenants. The investments in TEpartnerships, in
which we were either the primary beneficiary or hasignificant variable interest, were made betwk®80 and 2007. At
June 30, 2008 and December 31, 2007, we did noagtee any obligations of these LIHTC partnershipd our exposure
was limited to the amount of our investment. Ate30, 2008 and December 31, 2007, we were the pribeneficiary of
investments in six partnerships and we consolidtitese investments. The investors in the obligatafrthe consolidated
LIHTC partnerships have recourse only to the assfetsose VIEs and do not have recourse to us.
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VIEs Not Consolidated
LIHTC Partnerships

At both June 30, 2008 and December 31, 2007, waihadnsolidated investments in 189 LIHTC partngrshi
respectively, in which we had a significant var@biterest. The size of these partnerships at 30n2008 and December 31,
2007, as measured in total assets, was $10.4rbdlal $10.3 billion, respectively. These partngrslaire accounted for using
the equity method. As a limited partner, our maximexposure to loss equals the undiscounted boale\atlour equity
investment. At June 30, 2008 and December 31, 20@7maximum exposure to loss on unconsolidatedliQhpartnerships,
in which we had a significant variable interestsv3.5 billion and $3.7 billion, respectively.

Structured Transaction:

We periodically issue securities in Structured Beations, which are backed by mortgage loans ofFneddie Mac
mortgagerelated securities using collateral pools transfto a trust specifically created for the purpofSissuing securitie:
These trusts issue various senior interests angtdimated interests. We purchase interests, inctugénior interests, of the
trusts and issue and guarantee Structured Sesurdieked by these interests. The subordinatedesiseare generally either
held by the seller or other party or sold in thpitzd markets. Generally, the structure of the $eamions and the trusts as
qualifying special purpose entities exempts thesmfthe scope of FIN 46(R). However, at June 3082041 December 31,
2007, we had an interest in one Structured Traimsathiat did not fall within the scope of this eptien and in which we had
a significant variable interest. Our involvementhis one Structured Transaction began in 2002.slzeof the Structured
Transaction at June 30, 2008 and December 31, 20@Teasured in total assets, was $39 million afddilion,
respectively. For the same dates, our maximum expds loss on this transaction was $35 million $8@d million,
respectively, consisting of the book value of awmeistments plus incremental guarantees of the isienérests that are held
by third parties.
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NOTE 4: RETAINED PORTFOLIO AND CASH AND INVESTMENTS PORTFOLIO

Table 4.1 summarizes amortized cost, estimated/&ires and corresponding gross unrealized gathgss unrealized
losses for available-for-sale securities by magmusity type.

Table 4.1 — Available-For-Sale Securities

Gross Gross
Unrealized Unrealized
Amortized Cost Gains Losses Fair Value
(in millions)
June 30, 200¢
Retained portfolio
Mortgage-related securities
Freddie Mac $ 287,35: $ 1,85t $ (3,73]) $285,47¢
Subprime 85,06! — (14,59 70,46¢
Commercial mortga¢-backed securitie 64,87 28 (3,56%) 61,337
Alt-A and othel 47,34¢ 8 (11,267) 36,09t
Federal National Mortgage Association, or Fannie 44,647 37E (34¢) 44,67
Obligations of state and political subdivisic 13,32( 43 (77€) 12,58
Manufactured housin 1,07 10C (48) 1,127
Ginnie Mae 422 19 (2) 44C
Total mortgag-related securitie 544,09¢ 2,42¢ (34,32°) 512,19
Cash and investments portfoli
Non-mortgag-related securities
Asse-backed securitie 12,84t 24 — 12,86¢
Total nor-mortgag-related securitie 12,84t 24 — 12,86¢
Total available-for-salesecurities $ 556,94: $ 2,452 $ (34,327 $525,06¢
December 31, 200°
Retained portfolio
Mortgage-related securities
Freddie Mac $ 346,56¢ $ 2,981 $ (2,587 $346,96°
Subprime 101,27¢ 12 (8,584 92,70¢
Commercial mortga¢-backed securitie 64,96t 51E (681) 64,79¢
Alt-A and othel 51,45¢ 15 (2,54%) 48,92¢
Fannie Mae 45,68t¢ 512 (3449 45,857
Obligations of state and political subdivisic 14,78: 14¢€ (351) 14,57¢
Manufactured housin 1,14¢ 131 12) 1,26¢
Ginnie Mae 54E 19 (2) 562
Total mortgag-related securitie 626,43: 4,33 (15,100 615,66!
Cash and investments portfoli
Non-mortgag-related securities
Asse-backed securitie 16,64« 25 (81) 16,58¢
Commercial pape 18,518 — — 18,518
Total nor-mortgag-related securitie 35,15 25 (81) 35,10!
Total available-for-salesecurities $ 661,59( $ 4,357 $ (15,18) $650,76¢
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Table 4.2 shows the fair value of available-$ate securities as of June 30, 2008 and Decemb&08Y that have been
a gross unrealized loss position less than 12 nsamtlgreater than 12 months.

Table 4.2 — Available-For-Sale Securities in a GrasUnrealized Loss Position

Less than 12 months 12 months or Greater Total
Gross Gross Gross
Unrealized Unrealized Unrealized
Fair Value Losses Fair Value Losses Fair Value Losses
(in millions)
June 30, 200¢
Retained portfolio
Mortgage-related securities
Freddie Mac $116,43: $ (1,91¢) $ 41,237 $ (1,81 $157,67: $ (3,73))
Subprime 41,42° (8,047) 28,35( (6,550 69,77 (14,59
Commercial mortga¢-backed securitie 32,90 (2,939 27,230 (1,62¢) 60,13¢ (3,56%)
Alt-A and othel 18,44¢ (6,72¢) 16,76¢ (4,537) 35,21+« (11,267
Fannie Mag 11,24% (85) 7,54t (263) 18,79: (34¢)
Obligations of state and political subdivisic 4,84:% (224) 5,081 (552) 9,924 (77€)
Manufactured housin 39¢ (39) 38 (10) 431 (48)
Ginnie Mae 35 (2) 2 — 37 (2)
Total mortgag-related securitie 225,72¢ (18,97¢)  126,25! (15,349  351,98¢ (34,32°)
Total availabl-for-sale securities in a gross unrealized loss pos $225,72¢ $ (18,97 $126,25! $ (15,349 $351,98: $ (34,32)
December 31, 200
Retained portfolio
Mortgage-related securities
Freddie Mac $ 2254¢ $ (254 $13596¢ $ (2,329 $158,51: $ (2,589
Subprime 87,004 (8,027 5,21% (569 92,215 (8,589
Commercial mortga¢-backed securitie 8,652 (159) 26,207 (527) 34,85¢ (681)
Alt-A and othel 33,50¢ (2,02¢ 14,52t (5149 48,03¢ (2,547
Fannie Mae 4,72¢ a7 15,21« (327) 19,94% (344)
Obligations of state and political subdivisic 7,73 (264) 1,28¢ (87) 9,021 (35))
Manufactured housin 43t 1)1 24 (0] 45¢ 12
Ginnie Mae 2 — 74 (2 76 (2)
Total mortgag-related securitie 164,61: (10,75() _ 198,50¢ (4,350  363,12( (15,100
Cash and investments portfoli
Non-mortgag-related securities
Asse-backed securitie 8,23¢ (63) 3,22z (18) 11,45¢ (81)
Total nor-mortgag-related securitie 8,23¢ (63) 3,222 (18) 11,45¢ (81)
Total availabl-for-sale securities in a gross unrealized loss pos $172,84° $ (10,819 $201,73: $ (4,36¢) $374,57¢ $ (15,18)

At June 30, 2008, our gross unrealized losses aitade-for-sale mortgageslated securities were $34.3 billion. Inclu
in these losses are gross unrealized losses of $ilBon related to non-agency mortgage-relatetisées backed by
subprime, Alt-A and other loans and commercial gage-backed securities. Approximately 95% of our-agency
mortgage-related securities backed by subprimeAAdnd other loans and commercial mortgage-backedrgties were
investment gradei(e., rated BBB- or better on a Standard & Poor’s anealent scale) at July 28, 2008. We believe that
these unrealized losses on non-agency mortgagededacurities as of June 30, 2008, were pringi@atesult of decreased
liquidity and larger risk premiums in the non-aggnwortgage market. Our review included cash floalgsis based on
default and prepayment assumptions. While it isjdes that under certain conditions, defaults aswksgty of losses on these
securities could exceed our subordination and tesdiancement levels and a principal and inteosst ¢ould occur, we do
not believe that those conditions are probableia¢ B0, 2008. As a result of our reviews, we hatddentified any
securities in our available-for-sale portfolio tlaaé probable of incurring a contractual principainterest loss beyond the
securities for which impairment has already beeonded at June 30, 2008. Based on our ability ataht to hold our
available-for-sale securities for a sufficient titoerecover all unrealized losses and our consiieraf all available
information, we have concluded that, other thanstéhaurities for which impairment has already besorded, the reduction
in fair value of these securities is temporaryusitel30, 2008.
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Table 4.3 below illustrates the gross realized gaimd gross realized losses from the sale of dleifar-sale securities.
Table 4.3 — Gross Realized Gains and Gross Realizedsses on Available-For-Sale Securities

Three Months Ended Six Months Ended

June 30, June 30,

200¢ 2007 2008 2007

- (in millions)

Retained portfolio
Mortgage-related securities

Obligations of states and political subdivisic $41 $ — $ 67 $ —
Freddie Mac 1 70 19z 112
Fannie Mae — — 9 —
Commercial mortga¢-backed securitie i - — 3
Total mortgag-related securities gross realized ge _42 70 _26¢ 11F

Cash and investments portfoli
Non-mortgag-related securities
Obligations of state and political subdivisic

Total nor-mortgag-related securities gross realized g¢
Gross realized gair

Retained portfolio
Mortgage-related securities

|I—‘|H

lali 1]
~
(@)
N
[e)]
m
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[
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Obligations of states and political subdivisic — — 4) —
Freddie Mac (4) (306) (112) (317)
Fannie Mae = 9 __— 9
Total mortgag-related securities gross realized los G (315 _ (19 (326)

Cash and investments portfoli

Non-mortgag-related securities

Asse-backed securitie = 4 _— (5)
Total nor-mortgag-related securities gross realized los i 4 __— Q)
Gross realized losst _@ (319 _ (19 (33))
Net realized gains (losse $ 38 $ (249) $25z $(215)

In addition to the gross realized gains and greafized losses included in Table 4.3 above, werdetbsecurity
impairments on available-for-sale securities far tifree months ended June 30, 2008 and 2007, ®@b#llon and
$294 million, respectively. For the six months ethdane 30, 2008 and 2007, we recorded securityifmpats on available-
for-sale securities of $1.1 billion and $350 mitljgespectively.

Table 4.4 presents the changes in AOCI, net ofstacetated to available-for-sale securities. Theumeealized holding
(losses), net of tax, represents the net fair vatljestments recorded on available-for-sale séesrihroughout the period,
after the effects of our federal statutory tax @t85%. The net reclassification adjustment falized losses, net of tax,
represents the amount of those fair value adjussnafter the effects of our federal statutoryrae of 35%, that have been
recognized in earnings due to the sale of an avlaittor-sale security or the recognition of an innpeent loss.

Table 4.4 — AOCI, Net of Taxes, Related to Availale-For-Sale Securities

Six Months Ended

June 30,
2008 2007
(in millions)
Beginning balanc $ (7,040 $(3,337)
Adjustment to initially apply SFAS 151 (854) —
Net unrealized holding (losses), net of (2 (13,389 (3,429
Net reclassification adjustment for realized losses of tax®) 55¢ 365
Ending balanc $(20,719 $(6,390

(1) Net of tax benefit of $460 million for the six mdistended June 30, 20(

(2) Net of tax benefit of $7.2 billion and $1.8 billidor the six months ended June 30, 2008 and 2@8pectively

(3) Net of tax benefit of $301 million and $197 milliéor the six months ended June 30, 2008 and 2@8pectively

(4) Includes the reversal of previously recorded uizedllosses that have been recognized on our ddated statement of income as impairment losses on
available-for-sale securities of $722 million and $225 millioef 0f tax, for the six months ended June 30, 2082007, respectivel
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Table 4.5 summarizes the estimated fair values #jpmnsecurity type for trading securities held ur cetained portfolio.

Table 4.5 — Trading Securities in our Retained Pofblio

June 30, 200 December 31, 20C

(in millions)
Mortgage-related securities issued k
Freddie Mac $ 12984: % 12,21¢
Fannie Mae 29,49( 1,697
Ginnie Mae 201 17¢
Other 59 1
Total trading securities in our retained portfc $ 159,59: $ 14,08¢

For the three months ended June 30, 2008 and 2@0i&corded net unrealized gains (losses) on geshourities held at
June 30, 2008 and 2007 of $(2.1) billion and $2lioni, respectively. For the six months ended J80e2008 and 2007, we
recorded net unrealized gains (losses) on tradingrgies held at June 30, 2008 and 2007 of $@il&®n and $45 million,
respectively.

Total trading securities in our retained portfaheolude $3.9 billion and $4.2 billion of SFAS N5, “Accounting for
Certain Hybrid Financial Instruments and amendmaiEASB Statement No. 133 and 14@;"SFAS 155, related assets a
June 30, 2008 and December 31, 2007, respecti@aliyns (losses) on trading securities include los$&$383) million and
$(24) million, respectively, related to these SF¥ES trading securities for the three and six moetied June 30, 2008.
Gains (losses) on trading securities include loe$8§99) million related to these SFAS 155 tradsegurities for both the
three and six months ended June 30, 2007.

Retained Portfolio Voluntary Growth Limit

As of March 1, 2008, we are no longer subject eowbluntary growth limit on our retained portfotid 2% annually.

Collateral Pledged
Collateral Pledged to Freddie Mac

Our counterparties are required to pledge collbferaeverse repurchase transactions and mosestteate swap
transactions subject to collateral posting thredhigenerally related to a counterparty’s credihgatAlthough it is our
practice not to repledge assets held as collagadrtion of the collateral may be repledged basethaster agreements
related to our interest-rate swap transactiongufse 30, 2008 and December 31, 2007, we did na ballateral in the form
of securities pledged to and held by us under ésterate swap agreements.

Collateral Pledged by Freddie Mac

We are also required to pledge collateral for nrargguirements with third-party custodians in catio® with secured
financings, interest-rate swap agreements, futamelsdaily trade activities with some counterparfigee level of collateral
pledged related to our interest-rate swap agreemenetermined after giving consideration to aedi rating. As of
June 30, 2008, we had two uncommitted intradayslofecredit with third parties, both of which aexared, in connection
with the Federal Reserve Board’s revised paymersttesn risk policy, which restricts or eliminategylight overdrafts by the
GSEs in connection with our use of the Fedwireesystn certain limited circumstances, the line refdit agreements give
the secured parties the right to repledge the gex=uunderlying our financing to other third pasj including the Federal
Reserve Bank. We pledge collateral to meet thegginaments upon a demand by the respective cowartgrp

Table 4.6 summarizes all securities pledged aatesdl by us, including assets that the securdg paay repledge and
those that may not be repledged.
Table 4.6 — Collateral in the Form of Securities Ridged

June 30, 200 December 31, 20C

(in millions)
Securities pledged with ability for secured padyepledge
Available-for-sale $ 21,89 $ 17,01(
Securities pledged without ability for secured paotrepledge
Available-for-sale 452 792
Total securities pledge $ 2234t $ 17,80¢
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NOTE 5: MORTGAGE LOANS AND LOAN LOSS RESERVES

We own both single-family mortgage loans, which sgeured by one-to-four family residential proptiand
multifamily mortgage loans, which are secured kypgrties with five or more residential rental units

Table 5.1 summarizes the types of loans withinretained mortgage loan portfolio at June 30, 20@B@ecember 31,
2007. These balances do not include mortgage lmahsrlying our guaranteed PCs and Structured Sasyrsince these are
not consolidated on our balance sheets. See “NOHINANCIAL GUARANTEES AND SECURITIZED INTERESTS IN
MORTGAGE-RELATED ASSETS” for information on our sgtized mortgage loans.

Table 5.1 — Mortgage Loans within the Retained Pofblio

June 30, 200 December 31, 20C

(in millions)

Single-family @)

Conventiona
Fixec-rate $ 24,000 $ 20,70
Adjustablerate 1,942 2,70(
Total conventiona 25,94. 23,40
FHA/VA — Fixec-rate 397 311
Rural Housing Service and other federally guarahteans 85¢€ 871
Total singl-family 27,19t 24,58¢

Multifamily @):

Conventiona
Fixec-rate 59,74( 53,11
Adjustablerate 4,088 4,458
Total conventiona 63,82¢ 57,56¢
Rural Housing Servic 3 3
Total multifamily 63,82¢ 57,56¢
Total unpaid principal balance of mortgage lo 91,02: 82,15¢
Deferred fees, unamortized premiums, discountsoimelr cost basis adjustmel (1,467) (1,86%)
Lower of cost or market adjustments on lohelc-for-sale (24) 2
Allowance for loan losses on loahelc-for-investment (46€) (25€)
Total mortgage loans, net of allowance for loan Iees $ 89,06¢ $ 80,03:

(1) Based on unpaid principal balances and excludindgage loans traded, but not yet sett

For the six months ended June 30, 2008 and 200%ansferred $— million and $40 million, respectiyef
held-for-sale mortgage loans to held-for-investment

Loan Loss Reserves

We maintain an allowance for loan losses on moedagns in our retained portfolio that we classiyheld-for-
investment and a reserve for guarantee lossesiatbwith mortgage loans that underlie our guaeahtPCs and Structured
Securities, collectively referred to as loan lasserves. For loans subject to Statement of Positmr03-3,“Accounting for
Certain Loans or Debt Securities Acquired in a Tafem,” or SOP 03-3, loan loss reserves are only establisfen it
becomes probable that we will be unable to colidlatash flows which we expected to collect whenagquired the loan.
Our allowance for loan losses held-for-investmetdted to single-family and multifamily mortgageis was $402 million
and $66 million, respectively, as of June 30, 2008& amount of our total loan loss reserves tHateé to single-family and
multifamily mortgage loans was $5.7 billion and $7wBlion, respectively, as of June 30, 2008.
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Table 5.2 summarizes loan loss reserve activitinduhe periods presented.

Table 5.2 — Detail of Loan Loss Reserves

Three Months Ended June 30

2008 2007
Allowance for Reserve for Total Loan Allowance for Reserve for Total Loan
Loan Losses Guarantee Losse Loss Reserve  Loan Losses Guarantee Losse Loss Reserve
(in millions)

Beginning balanc $ 35€ $ 3,51¢ $ 3872 $ 87 $ 71€ % 80<
Provision for credit losse 15¢ 2,37¢ 2,531 67 38C 447
Chargr-offs W2 (11€) (512 (628) (87) — (87)
Recoveriedl) 69 10€ 177 51 — 51
Transfers, ne®) — (145) (14E) — (76) (76)

Ending balanc $ 46 $ 534t $ 581: $ 11€ $ 1,02( $ 1,13¢

Six Months Ended June 30
2008 2007
Allowance for Reserve for Total Loan Allowance for Reserve for Total Loan
Loan Losses Guarantee Losse Loss Reserve Loan Losses Guarantee Losse Loss Reserve
(in millions)

Beginning balanc $ 25¢ $ 2,566 $ 282: $ 69 $ 55C $ 61¢
Provision for credit losse 20t 3,48 3,771 11E 58C 69t
Chargr-offs 1)(2) (239) (687) (926) (16€) — (16€)
Recoveriedl) 15€ 15€ 31z 10C — 10C
Transfers, ne® — (172) (172 — (110) (110)

Ending balanc $ 46 $ 534t $ 581: $ 11€  $ 1,02( $ 1,13¢

(1) Chargeeffs related to retained mortgages represent treuatof the unpaid principal balance of a loan ties been discharged using the reserve ba
to remove the loan from our retained portfoliote time of resolution. Charge-offs exclude $94 ionlland $27 million for the three months ended

June 30, 2008 and 2007, respectively, and $25lomiind $41 million for the six months ended JuBeZ®08 and 2007, respectively, related to reserve

amounts previously transferred to reduce the aagryalue of loans purchased under financial guaemtRecoveries of charge-offs primarily resultfro
foreclosure alternatives and Real Estate OwneBH®D, acquisitions on loans where a share of defaklthas been assumed by mortgage insurers,
servicers or other third parties through creditandements

(2) Effective December 2007, we no longer automatigallschase loans from PC pools once they becomeldgfdelinquent, but rather, we purchase loans
from PCs when the loans have been 120 days delnaguel (a) the loans are modified, (b) foreclosaies occur, (c) the loans have been delinquent for
24 months or (d) the cost of guarantee paymerfCtdolders, including advances of interest at Be®upon, exceeds the expected cost of holding the

nonperforming mortgage in our retained portfolienSequently, the increase in charge-offs in PCsSindttured Securities during the three and six
months ended June 30, 2008, as compared to theedhoesix months ended June 30, 2007, respectigadye to this operational change under which
loans proceed to a loss event (upon a foreclosueg while in a PC poo

(3) Consist primarily of: (a) the transfer of a propamal amount of the recognized reserves for guasahtosses related to PC pools associated with non-
performing loans purchased from mortgage pools tyidg our PCs, Structured Securities and long-tstamdby agreements to establish the initial
recorded investment in these loans at the daterperchase and (b) amounts attributable to unctillile interest on PCs and Structured Securitiesin
retained portfolio

Impaired Loans

Single-family impaired loans include performing amah-performing loan modifications, as well as dglient or
modified loans that were purchased from mortgagesponderlying our PCs and Structured Securitieslang-term standby
agreements. Multifamily impaired loans include lsavhose contractual terms have previously beenfieddiue to credit
concerns (including troubled debt restructuringsjtain loans with observable collateral deficiesciand loans impaired
based on management’s judgments concerning otlosvrkfacts and circumstances associated with thoeses| Recorded
investment on impaired loans includes the unpaitcjral balance plus amortized basis adjustment#;iware modifications
to the loan’s carrying value.

Single-family mortgage loans are aggregated basesinailar risk characteristics and measured forampent using the
present value of the future expected cash flowdtifdmily loans are measured individually for impaient based on the fair
value of the underlying collateral as the repaynuéithese loans is generally provided from the damshs of the underlying
collateral. Total loan loss reserves, as presentébable 5.2 — Detail of Loan Loss Reserves,” detssof a specific
valuation allowance related to impaired mortgagey which is presented in Table 5.3, and an axhditireserve for other
probable incurred losses, which totaled $5,788ioniland $2,809 million at June 30, 2008 and Decer@bhe2007,
respectively. Our recorded investment in impairemtgage loans and the related valuation allowanees@mmarized in
Table 5.3. The specific allowance presented ind8ak8 is determined using estimates of the fauealf the underlying
collateral and insurance or other recoveries, dstisnated selling costs.
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Table 5.3— Impaired Loans

June 30, 200¢ December 31, 200
Recorded  Specific Net Recorded  Specific Net
Investmeni Reserve Investmeni Investment Reserve Investment
(in millions)
Impaired loans having
Related valuation allowanc $ 417 $ (25 $ 39z % 158 $ (13) $ 14z
No related valuation allowand®) 7,63¢ — 7,63¢ 8,67¢ — 8,67¢
Total $ 805( $ (25 $ 802t $ 873 $ (13 $ 8,721

(1) Primarily represent performing single-family troeBldebt restructuring loans and those delinquemdgurchased out of PC pools that have not been
impaired subsequent to acquisitit

The average investment in impaired loans was $8i@rband $7.5 billion for the six months endech@u30, 2008 and for
the year ended December 31, 2007, respectively.

Interest income foregone on impaired loans wasaimately $13 million and $39 million for the sixamths ended
June 30, 2008 and 2007, respectively.

Loans Acquired under Financial Guarantees

We have the option under our PC agreements to psecimortgage loans from the loan pools that uredeuri guarantees
under certain circumstances to resolve an existinmpending delinquency or default. Prior to Debem2007, our practice
was to automatically purchase the mortgage loaresite loans were significantly past due, geneedtigr 120 days of
delinquency. Effective December 2007, our pradsde purchase loans from pools when the loans baea 120 days
delinquent and (a) the loans are modified; (b)dm®ure sales occur; (c) the loans have been dedimtcfor 24 months; or
(d) the cost of guarantee payments to PC holdeckiding advances of interest at the PC couporeedsthe expected cost
of holding the nonperforming mortgage in our reggimportfolio. Loans purchased from PC pools thafewlie our guarantees
or that are covered by our standby commitmentsearerded at the lesser of their initial investmanthe loans’ fair value.
Our estimate of the fair value of delinquent lopnschased from pools is determined by obtainingcatitye market prices
from large, experienced dealers and using an agevhthese market prices to estimate the initimhfalue. We recognize
losses on loans purchased in our consolidatechstaitis of income when, upon purchase, the fair vialless than the
acquisition cost of the loan. At June 30, 2008 20@7, the unpaid principal balances of mortgagaedoa our retained
portfolio acquired under financial guarantees WGl billion and $4.7 billion, respectively, whilee carrying amounts of
these loans were $4.7 billion and $4.1 billion pesstively.

We account for loans acquired in accordance witP 833 if, at acquisition, the loans have crediederation and we
do not consider it probable that we will colledtaintractual cash flows from the borrower withsignificant delay. We
concluded that all loans acquired under finanaigrgntees during all periods presented met thisrimn. Table 5.4 provides
details on impaired loans acquired under finargigdrantees and accounted for in accordance with(3=8?

Table 5.4 — Loans Acquired Under Financial Guarantes

Three Months Ended Six Months Ended

June 30, June 30,
2008 2007 2008 2007
(in millions)
Contractual principal and interest payments at esitipn $ 874 $2,00¢ $1,38¢ $4,01%
Non-accretable differenc (49 (86) (71) (14€)
Cash flows expected to be collected at acquis 82t 1,92 1,31: 3,871
Accretable balanc (27E) (440) (412) (821)
Initial investment in acquired loans at acquisit $ 55C $1,482 $ 901 $3,05(C

The excess of contractual principal and interest ¢lve undiscounted amount of cash flows we exjpectllect represen
a non-accretable difference that is neither acdrténterest income nor displayed on the constdididalance sheets. The
amount that may be accreted into interest incomsuch loans is limited to the excess of our esénsétundiscounted
expected principal, interest and other cash flowmfthe loan over our initial investment in therlo&/e consider estimated
prepayments when calculating the accretable balandehe non-accretable difference. While thesed@ae seriously
delinquent, no amounts are accreted to interesniec Subsequent changes in estimated future aash fo be collected
related to interest-rate changes are recognizexsppotively in interest income over the remainingtcactual life of the loan.
We increase our allowance for loan losses if tieeeedecline in estimates of future cash collectidae to further credit
deterioration. Subsequent to acquisition, we reizeghan increase in provision for credit losseateal to these loans of
$2 million and $1 million for the three months eddrine 30, 2008 and 2007, respectively, and $fomiéind $2 million for
the six months ended June 30, 2008 and 2007, riasggc
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Table 5.5 provides changes in the accretable balahimans acquired under financial guaranteesaandunted for in
accordance with SOP 03-3.

Table 5.5 — Changes in Accretable Balance

Three Months Ended Six Months Ended
June 30, June 30,
2008 2007 2008 2007
(in millions)

Beginning balanc $2,24¢ $ 85t $2,407 $ 51C
Additions from new acquisitior 27t 44C 412 821
Accretion during the perio (92) (65) (16€) (65)
Reductions®) (12C) (73) (345) (20¢)
Change in estimated cash flo(@ (25) 13 10€ 37
Reclassifications to or from nonaccretable diffes®) ) (46) (201) (71)
Ending balanc $2,211 $1,12¢ $2,211 $1,12¢

(1) Represent the recapture of losses previously rézedmlue to borrower repayment or foreclosure erigan.
(2) Represents the change in expected cash flows dueutsled debt restructurings or changes in thegrment assumptions of the related loi
(3) Represent the change in expected cash flows detearges in credit quality or credit assumptic

Delinquency Rates

Table 5.6 summarizes the delinquency performanceubtotal mortgage portfolio, excluding non-Frediac
mortgage-related securities and that portion aitred Securities backed by Ginnie Mae Certificate

Table 5.6 — Delinquency Performance

June 30, 200¢ December 31, 200
Delinquencies
Single-family: @)
Non-credi-enhanced portfoli(2)
Delinquency ratt 0.67%0 0.45%
Total number of delinquent loa 68,08( 44,94¢
Credi-enhanced portfoli(2
Delinquency ratt 2.1(% 1.62%
Total number of delinquent loa 47,21¢ 34,62
Total portfolio®
Delinquency ratt 0.9%% 0.65%
Total number of delinquent loa 115,29¢ 79,56¢
Structured Transactior®:
Delinquency ratt 11.86% 9.86%
Total number of delinquent loa 15,36¢ 14,12
Total single-family:
Delinquency ratt 1.04% 0.7¢%
Total number of delinquent loa 130,66: 93,69:
Multifamily:
Total portfolio
Delinquency rat(® 0.04% 0.02%
Net carrying value of delinquent loans (in millig $ 34 $ 10

(1) Based on the number of mortgages 90 days or mdiregdent or in foreclosure. Delinquencies on mogéans underlying certain Structured
Securities, lon-term standby commitments and Structured Transatitay be reported on a different schedule dueriavees in industry practic

(2) Excluding Structured Transactior

(3) Structured Transactions generally have underlyiogigage loans with a variety of risk characterstiat may provide inherent credit protections from
losses due to underlying subordination, excessdsteovercollateralization and other featu

(4) Multifamily delinquency performance is based on ¢eetrying value of mortgages 90 days or more dekmd rather than on a unit basis and excludes
multifamily Structured Transactions, which were epgimately 1% of our total multifamily portfolio dtoth June 30, 2008 and December 31, 2007,
respectively. There were no delinquencies for oultifamily Structured Transactions at both June B8 and December 31, 20!

NOTE 6: REAL ESTATE OWNED

For periods presented below, the weighted averalgkny period for our disposed properties was thas one year.
Table 6.1 provides a summary of our REO activity.

Table 6.1 — REO

Three Months Ended June 30

2008 2007
REO, Valuation REO, REO, Valuation REO,
Gross  Allowance Net Gross  Allowance Net
(in millions)
Beginning balanc $2,69¢ $ (484 $2,21¢ $1,021 $ (149 $ 87¢
Additions 1,75¢ (10€) 1,64¢ 57& (35 54C
Dispositions and wri-downs (1,240 (43) (1,287 (41€) 18 (39¢)

Ending balanc $321: $ (637 $2,58( $1,18C $ (160 $1,02(
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Six Months Ended June 30

2008 2007
REO, Valuation REO, REO, Valuation REO,
Gross  Allowance Net Gross  Allowance Net
(in millions)

Beginning balanc $2,067 $ (331) $1,73¢ $ 871 $ (128 $ 74%
Additions 3,14( (290) 2,95( 1,06¢ (64) 1,00z
Dispositions and wri-downs (1,999 (112) (2,106 (757) 32 (725)

Ending balanc $321: $ (633 $2,58( $1,18C $ (160 $1,02(

We recognized losses of $183 million and $18 millior the three months ended June 30, 2008 and, 28§7ectively,
and $292 million and $33 million for the six mongrsded June 30, 2008 and 2007, respectively, ghesfamily REO
dispositions, which are included in REO operatiergense. The number of single-family property addé to our REO
balance increased by 148% and 132% for the thréesiarmonths ended June 30, 2008, compared tditee aind six months
ended June 30, 2007. Increases in our single-faRi§) acquisitions have been most significant inNbeth Central, West
and Southeast regions. The West region represppiexmately 26% of the new acquisitions during $hemonths ended
June 30, 2008, based on the number of units, anHiglhest concentration in the West region is engtate of California. At
June 30, 2008, our REO inventory in California esggnted approximately 25% of our total REO inventdfe increased our
valuation allowance for single-family REO by $118lion and $232 million for the three and six mosittnded June 30,
2008, to account for increased volume of REO prigeand declines in home prices during the sixtimended June 30,
2008.

NOTE 7: DEBT SECURITIES AND SUBORDINATED BORROWINGS
Debt securities are classified as either due wibime year or due after one year based on theirindmyecontractual
maturity. Table 7.1 summarizes the balances amttfe rates for debt securities and subordinatecblwvings.
Table 7.1 — Total Debt Securities
June 30, 200¢ December 31, 200

Par Value Balance, Nel) Effective Rate( Par Value Balance, Net®) Effective Rate(
(dollars in millions)

Senior debt, due within one ye

Reference Bill®® securities and discount not $231,45: $ 230,14¢ 2.36% $198,32. $ 196,42¢ 4.52%
Mediun-term notes 12,10t 12,10¢ 2.4¢ 1,17¢ 1,17t 4.3€
Shor-term debt securitie 243,55° 242,25! 2.37 199,49¢ 197,60: 452
Current portion of lon-term deb 84,10¢ 84,05( 451 98,43: 98,32( 4.44
Senior debt, due within one ye 327,66" 326,30: 2.9z 297,93( 295,92: 4.4¢
Senior debt, due after one y«® 537,06" 505,01: 4.62 478,54 438,14° 5.24
Subordinated debt, due after one y“4 4,78¢ 4,49¢ 5.6C 4,78¢ 4,48¢ 5.84
Senior and subordinated debt, due after one 541,85: 509,50¢ 4.65 483,33: 442,63t 5.2t
Total debt securitie $869,51¢ $ 835,81: $781,26. $ 738,55

(1) Represents par value, net of associated discoumetsiiums and hedging-related basis adjustmentk,$@62 million of current portion of long-term debt
and $14.8 billion of senior debt, due after onerykat represents the fair value of foreign-curyedenominated debt in accordance with SFAS 159 at
June 30, 200¢

(2) Represents the weighted average effective rateehazins constant over the life of the instrumeititich includes the amortization of discounts or
premiums, issuance costs and hed-related basis adjustmen

(3) Balance, net for senior debt, due after one yedudes callable debt of $234.4 billion and $2021bom at June 30, 2008 and December 31, 2007,
respectively

(4) Balance, net for subordinated debt, due after @ae includes callable debt c— at both June 30, 2008 and December 31, 2

For the three and six months ended June 30, 20808c@ognized fair value gains (losses) of $569 oniland
$(816) million on our foreign-currency denominatibt, respectively, of which $88 million and $(1blljion are gains
(losses) related to our net foreign-currency tratish, respectively. See “NOTE 1: SUMMARY OF SIGNIANT
ACCOUNTING POLICIES” for additional information regding our adoption of SFAS 159.

NOTE 8: STOCKHOLDERS’ EQUITY

Stock Repurchase and Issuance Programs

During the six months ended June 30, 2008, we dtidssue any preferred stock and did not repurchagef our
common stock.

Dividends Declared During 2008

On March 7, 2008 and June 6, 2008, our board etthrs declared a quarterly dividend on our comstonk of $0.25
per share and dividends on our preferred stockistams with the contractual rates and terms showhlEM 13.
FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA — AUDITED CONSOLIDATED FINANCIAL
STATEMENTS AND ACCOMPANYING NOTES— NOTE 8: STOCKHOLDER' EQUITY — Table 8.1— Preferrec



Stock” in our Registration Statement.
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NOTE 9: REGULATORY CAPITAL

Table 9.1 summarizes our regulatory capital requéngts and surpluses.

Table 9.1 — Regulatory Capital Requirementst)

June 30, 200¢ December 31, 200°

(in millions)
Minimum capital requiremer $28,71( $26,47:
Core capita 37,12¢ 37,86
Minimum capital surplu: 8,41¢ 11,394
Critical capital requiremen $14,74¢ $13,61¢
Core capita 37,12¢ 37,86
Critical capital surplu: 22,38: 24,24¢
Risk-based capital requiremel N/A $14,10:
Total capital@ N/A 40,92¢
Risk-based capital surph(® N/A 26,827

(1) The Office of Federal Housing Enterprise OversightDFHEO, is the authoritative source of the amitlculations that underlie our capital
classifications. The minimum and critical capitalues for June 30, 2008 reflect the amounts wertepdo OFHEO

(2) OFHEO determines the amounts reported with respemtr risk-based capital requirement. OFHEO has/abreported amounts for June 30, 2008.
OFHEO reported that our ridgkased capital requirement was $26.1 billion as afd#l 31, 2008 and our total capital of $42.2 hillam that date exceed
the requirement by $16.1 billio

Factors that could adversely affect the adequaouofegulatory capital in future periods include ability to execute
capital transactions; GAAP net losses; continuadimmes in home prices; increases in our creditiatetest-rate risk profiles;
adverse changes in interest-rates, the yield curimplied volatility; adverse option-adjusted sieor OAS, changes;
impairments of non-agency mortgage-related seesritounterparty downgrades; downgrades of noneggeortgage-
related securities (with respect to risk-basedtegpiegislative or regulatory actions that inseaapital requirements; or
changes in accounting practices or standards. [$S&dE 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES”
for more information. In particular, interest-rég¢eels or implied volatilities could affect the aord of our core capital, even
if we were economically well hedged against interate changes, because certain gains or lossesagnized through
GAAP earnings while other offsetting gains or Iess®y not be. Changes in OAS can also affect treuathof our core
capital, because OAS is a factor in the valuatiooun guaranteed mortgage portfolio and tradingfpto.

Table 9.2 summarizes our compliance with our subatdd debt commitment.

Table 9.2 — Subordinated Debt Commitment?)

June 30, 200¢ December 31, 200°

(in millions)
Total or-balance sheet assets and guaranteed PCs and @&iuSacurities outstanding tar(@ $41,50¢ $38,00(
Total capital plus qualifying subordinated d 46,58¢ 44,55¢
Surplus 5,07¢ 6,55¢

(1) The values for June 30, 2008 reflect the amountsaperted to OFHEC
(2) Equals the sum of 0.45% of outstanding guarant@=idhd Structured Securities and 4% c-balance sheet asse

Regulatory Capital Monitoring Framework

In a letter dated January 28, 2004, OFHEO creafeahaework for monitoring our capital. The letterettted that we
maintain a 30% mandatory target capital surplus oue statutory minimum capital requirement, subjeaertain conditions
and variations; that we submit weekly reports comiog our capital levels; and that we obtain papproval of certain capit
transactions. On March 19, 2008, OFHEO announcaedction in our mandatory target capital surptosif30% to 20%
above our statutory minimum capital requirementHBP has informed us that, upon completion of oub$#llion capital
raise, our mandatory target capital surplus wiltéguced from 20% to 15%. OFHEOQO has also infornwethat it intends a
further reduction of our mandatory target capitaptus from 15% to 10% upon completion of our SEGistration process,
which was completed on July 18, 2008, our comphetibthe remaining Consent Order requiremdrd.( the separation of
the positions of Chairman and Chief Executive @ifficour continued commitment to maintain capitall@bove OFHEO's
regulatory requirement and no material adverse gémito ongoing regulatory compliance. For morerinfition regarding
our regulatory capital monitoring framework seeENI 13. FINANCIAL STATEMENTS AND SUPPLEMENTARY
DATA — AUDITED CONSOLIDATED FINANCIAL STATEMENTS AND ACCOMPANYING NOTES — NOTE 9:
REGULATORY CAPITAL” in our Registration Statement.
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Table 9.3 summarizes our compliance with the mamgaarget capital surplus portion of OFHEQO’s moriitg
framework.

Table 9.3 — Mandatory Target Capital Surplus®)

June 30, 200 December 31, 20C

(in millions)
Statutory minimum capital requirement plus -on @ $ 34,451 $ 34,41¢
Core capita 37,12¢ 37,86
Surplus 2,671 3,45z

(1) The values for June 30, 2008 are based on amountsported to OFHEC
(2) Amounts as of June 30, 2008 and December 31, 2@0Fased on 20% and 30% mandatory target capitalusy respectively

NOTE 10: DERIVATIVES
We use derivatives to conduct our risk managemetitiees. We principally use the following typegderivatives:

« LIBOR- and Euro Interbank Offered Rate, or Eur-, based intere-rate swaps
« LIBOR- and Treasur-based options (including swaption

* LIBOR- and Treasur-based exchan-traded futures; an

+ Foreigr-currency swaps

Our derivative portfolio also includes certain fhase and sale commitments and other contractua¢agmts, including
credit derivatives and swap guarantee derivatineghich we guarantee the sponsor’s or the borrayggiformance as a
counterparty on certain interest-rate swaps.

Beginning in the first quarter of 2008, we begasigieating certain derivative positions as cash fltadges of changes in
cash flows associated with our forecasted issuamfcésbt while maintaining our risk management gold the periods
presented prior to 2008, we only elected cash fledge accounting relationships for certain commitiméo sell mortgage-
related securities. We believe this expanded hedgilt reduce volatility in our consolidated statents of income. For a
derivative accounted for as a cash flow hedge, gésin fair value are reported in AOCI, net of @ our consolidated
balance sheets to the extent the hedge is effedtheremaining ineffective portion of changesair f/alue is reported as
other income on our consolidated statements ofnirgco

During the three and six months ended June 30,,2088ecognized hedge ineffectiveness gains (Ipseksed to cash
flow hedges of $7 million and $4 million, respeetiy, on our consolidated statements of income. e three and six
months ended June 30, 2007, we did not recognigdeaige ineffectiveness gains (losses) relatedsb iow hedges on our
consolidated statements of income. No amounts @xstided from the assessment of hedge effectiveéssecord
changes in the fair value of derivatives not indeédccounting relationships as derivative gainss@s) on our consolidated
statements of income. Any associated interestvededr paid from derivatives not in hedge accountidationships is
recognized on an accrual basis and also recordderivative gains (losses) on our consolidatedstiants of income. Intere
received or paid from derivatives in qualifying kdw hedges is recognized on an accrual basissaretorded in net
interest income on our consolidated statementsaafme.

The carrying value of our derivatives on our cortikd balance sheets is equal to their fair vahading net
derivative interest receivable or payable, netdfseltle receivable or payable and is net of caiateral held or posted,
where allowable by a master netting agreementvBgves in a net asset position are reported dgale assets, net.
Similarly, derivatives in a net liability positicare reported as derivative liabilities, net. Casltateral we obtained from
counterparties to derivative contracts that has loéiset against derivative assets, net at Jun@@I8 and December 31,
2007 was $8.3 billion and $6.5 billion, respectivelash collateral we posted to counterpartiestovdtive contracts that h
been offset against derivative liabilities, nefahe 30, 2008 and December 31, 2007 was $210 mdhal $344 million,
respectively.

At June 30, 2008 and December 31, 2007, there meemounts of cash collateral that were not ofigetinst derivative
assets, net or derivative liabilities, net, as iaple.

As shown in Table 10.1 the total AOCI, net of taxetated to derivatives designated as cash fladgbe was a loss of
$3.4 billion and $4.6 billion at June 30, 2008 2087, respectively, composed mainly of deferredgsxes on closed cash
flow hedges. Net change in fair value related &hdéow hedging activities, net of tax, represeghesnet change in the fair
value of the derivatives that were designated ab flaw hedges, after the effects of our federatiusory tax rate of 35%, to
the extent the hedges were effective. Net reclaasibns of losses to earnings, net of tax, reprssthe AOCI amount, after
the effects of our federal statutory tax rate dfe35hat was recognized in earnings as the origirr@bged forecasted
transactions affected earnings, unless it was degmubable that the forecasted transaction woutaocur. If it is probable
that the forecasted transaction will not occurnttiee deferred gain or loss associated with thgéeelated to the forecasted
transaction would be reclassified into earnings édrately.



109 Freddie Mac




Table of Contents

Over the next 12 months, we estimate that appraein&801 million, net of taxes, of the $3.4 billiof cash flow
hedging losses in AOCI, net of taxes, at June B082will be reclassified into earnings. The maximwamaining length of
time over which we have hedged the exposure retatéite variability in future cash flows on foretabtransactions,
primarily forecasted debt issuances, is 25 yeaosvé¥er, over 70% and 90% of AOCI, net of taxestmed to closed cash
flow hedges at June 30, 2008, will be reclassiftedarnings over the next five and ten years, tidy.

Table 10.1 — AOCI, Net of Taxes, Related to Cash &lv Hedge Relationships

Six Months Ended

June 30,
2008 2007
Beginning balanc® $(4,05¢9) $(5,032)
Adjustment to initially apply SFAS 152 4 —
Net change in fair value related to cash flow hedgictivities, net of ta® 204 (37)
Net reclassifications of losses to earnings andrmttet of tay4) 43z 49E
Ending balanc(® $(3,418) $(4,579)

(1) Represents the effective portion of the fair valfiepen derivative contractd.€., net unrealized gains and losses) and net defgaied and losses on
closed (i.e., terminated or redesignated) cash flow hed

(2) Net of tax benefit of — for the six months ended June 30, 2C

(3) Net of tax (benefit) expense of $112 million an@®(million for the six months ended June 30, 2868 2007, respectivel

(4) Net of tax benefit of $233 million and $266 milliéor the six months ended June 30, 2008 and 2@8pectively

NOTE 11: LEGAL CONTINGENCIES

We are involved as a party to a variety of legalpedings arising from time to time in the ordineoyrse of business
including, among other things, contractual dispupessonal injury claims, employment-related litiga and other legal
proceedings incidental to our business. We araiéretly involved, directly or indirectly, in litigain involving mortgage
foreclosures. From time to time, we are also ingdlin proceedings arising from our termination ek#er/servicer’s
eligibility to sell mortgages to, and/or servicemgages for, us. In these cases, the former sadistiter sometimes seeks
damages against us for wrongful termination undeargety of legal theories. In addition, we are stimes sued in
connection with the origination or servicing of ngages. These suits typically involve claims alegivrongful actions of
seller/servicers. Our contracts with our sellexsers generally provide for indemnification agaitbility arising from thei
wrongful actions.

Litigation and claims resolution are subject to gnancertainties and are not susceptible to accyratiction. In
accordance with SFAS No. BAccounting for Contingencies,br SFAS 5, we reserve for litigation claims andeassents
asserted or threatened against us when a losshalge and the amount of the loss can be reasoratiyated.

Putative Securities Class Action Lawsuits. Reimer vs. Freddie Mac, Syron, Cook, Piszel and Mai@ (“Reimer”)and
Ohio Public Employees Retirement System vs. Frédde Syron, et al (“OPERS”)Two virtually identical putative
securities class action lawsuits were filed agafinstidie Mac and certain of our current and forafécers alleging that the
defendants violated federal securities laws by n@kialse and misleading statements concerningaainess, risk
management and the procedures we put into plagetect the company from problems in the mortgagestry.” Reimer
was filed on November 21, 2007 in the U.S. Dist@ourt for the Southern District of New York and ERS was filed on
January 18, 2008 in the U.S. District Court for Marthern District of Ohio. On March 10, 2008, fBeurt in Reimer granted
the plaintiff's request to voluntarily dismiss tbase, and the case was dismissed. In OPERS, oh1@p&2008, the court
appointed OPERS as lead plaintiff and approvedhitsce of counsel. The plaintiff is seeking unsfedidamages and
interest, and reasonable costs and expenses, imglatiorney and expert fees. At present, it ispustsible to predict the
probable outcome of the OPERS lawsuit or any piatkimtpact on our business, financial conditionresults of operations.

Shareholder Demand Letters. In late 2007 and early 2008, the board of dinecteceived three letters from purported
shareholders of Freddie Mac, which together corai@gations of corporate mismanagement and bresaafféduciary duty
in connection with the company’s risk managemeiggead false and misleading financial disclosueesl the alleged sale of
stock based on material non-public information bstain officers and directors. One letter demahdsthe board commence
an independent investigation into the alleged cofjdostitute legal proceedings to recover damdiges the responsible
individuals, and implement corporate governandigitives to ensure that the alleged problems daemir. The second lett
demands that Freddie Mac commence legal proceethmgsover damages from responsible board membemgr officers,
Freddie Mac’s outside auditors, and other partike allegedly aided or abetted the improper condttee. third letter
demands relief similar to that of the second letisrwell as recovery for unjust enrichment. Thart®f directors formed a
Special Litigation Committee to investigate thegmrted shareholders’ allegations, and the invetitigas proceeding.

Shareholder Derivative Lawsuits. A shareholder derivative complaint, purportediybehalf of Freddie Mac, was filed
on March 10, 2008, in the U.S. District Court foe tSouthern District of New York against certainreat and former officel
and directors of Freddie Mac and a number of thadies, including Freddie Mac’s auditor,
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PricewaterhouseCoopers LLP. The complaint, which filad by an individual who had submitted a shatéér demand
letter to the board of directors in late 2007,gdle breach of fiduciary duty, negligence, violasiaf the Sarbanes-Oxley Act
of 2002 and unjust enrichment in connection withous alleged business and risk management failliratso alleges false
assurances by the company regarding our finanggadsire in the subprime financing market, our nsnagement and our
internal controls. The plaintiff seeks unspeciftinages, declaratory relief, an accounting, injuacatlief, disgorgement,
punitive damages, attorney’s fees, interest antsc@n June 16, 2008, we filed a motion to trangfercase to the Eastern
District of Virginia, or alternatively to stay tlease pending the completion of the investigatioplaihtiff's allegations by tt
Special Litigation Committee appointed by the baafrdirectors. At present, it is not possible tedict the probable outcor
of the lawsuit or any potential impact on our bess financial condition or results of operations.

A second shareholder derivative complaint, purgliyten behalf of Freddie Mac, was filed on Jun2@)8, in the
U.S. District Court for the Southern District of Wéfork against certain current and former FreddecMfficers and
directors. The complaint, which was filed by aniidual who had submitted a shareholder demandrléttthe board of
directors in late 2007, alleges that defendantsexthe company to violate its charter by engagirfgnsafe, unsound and
improper speculation in high risk mortgages to boesr term profits, report growth in the Compangtined portfolio and
guarantee business, and take market share awayitd@mmary competitor, Fannie Mae.” Plaintiff ass claims for alleged
breach of fiduciary duty and declaratory and injiuecrelief. Among other things, plaintiff also &sean accounting, an order
requiring that defendants remit all salary and censation received during the periods they allegbdiached their duties,
and an award of pre-judgment and post-judgmentdsteattorneys’ fees, expert fees and consulgeg,fand other costs and
expenses. At present, it is not possible to pretieiprobable outcome of the lawsuit or any po&titipact on our business,
financial condition or results of operations.

In addition, on July 24, 2008, The Adams Familystrand Kevin Tashjian filed a purported derivatassuit in the
U.S. District Court for the Eastern District of W¥inia against certain current and former officard directors of Freddie Me
with Freddie Mac named as a nominal defendantératttion. The Adams Family Trust and Kevin Tashfiad previously
sent a derivative demand letter to the board @utiars on March 26, 2008 requesting that it comméegal proceedings
against senior management and certain directoectover damages for their alleged wrongdoing. Sinmo the two other
shareholder derivative actions described above cininplaint alleges that the defendants breachedfitiuciary duties by
failing to implement and/or maintain sufficientkimanagement and other controls; failing to adezjyaeserve for
uncollectible loans and other risks of loss; andimgfalse and misleading statements regardingdnepany’s exposure to
the sub-prime market, the strength of the compangksmanagement and internal controls, and thepamy's underwriting
standards in response to alleged abuses in thpréubk-industry. The plaintiffs also allege thatremt and former officers
and directors breached their fiduciary duties amdstly enriched themselves through their saled@flsbased on material
non-public information. At present, it is not pdseito predict the probable outcome of the lawsu#ny potential impact on
our business, financial condition or results ofragiens.

Antitrust Lawsuits. Consolidated lawsuits were filed against FannaeMnd Freddie Mac in the U.S. District Court for
the District of Columbia, originally filed on Jamyal0, 2005, alleging that both companies conspivegktablish and
maintain artificially high management and guararfiéss. The complaint covers the period JanuarpQ] 2o the present and
asserts a variety of claims under federal and statierust laws, as well as claims under consumeteption and similar state
laws. The plaintiffs seek injunctive relief, unsgied damages (including treble damages with resgethe antitrust claims
and punitive damages with respect to some of tite staims) and other forms of relief. We filed ation to dismiss the
action and are awaiting a ruling from the courtpfdsent, it is not possible for us to predictphabable outcome of the
consolidated lawsuit or any potential impact on lousiness, financial condition or results of operst.

The New York Attorney General’s Investigation. In connection with the New York Attorney Genesasuit filed
against eAppraiselT and its parent corporatiorstiAmerican, alleging appraisal fraud in connectigti loans originated b
Washington Mutual, in November 2007, the New Yotkofhey General demanded that we either retaiméependent
examiner to investigate our mortgage purchases Yiashington Mutual supported by appraisals conduioyeeAppraiselT,
or immediately cease and desist from purchasirggouritizing Washington Mutual loans and any losuygported by
eAppraiselT appraisals. We also received a subpisemathe New York Attorney General’s office forfammation regarding
appraisals and property valuations as they retateit mortgage purchases and securitizations feomaaly 1, 2004 to the
present. In March 2008, OFHEO, the New York Attgri@eneral and Freddie Mac reached a settlemenhichwve agreed
to adopt a Home Valuation Protection Code, effecfianuary 1, 2009, to enhance appraiser indepeadenaddition, we
agreed to provide funding for an Independent VaumaProtection Institute. From March 14, 2008 thglow\pril 30, 2008,
market participants were afforded the opporturotgamment on the implementation and deployment®fQode. We have
reviewed and summarized the comments received hwirze submitted to and discussed with OFHEO. Utideterms of
the agreement, OFHEO, the New York Attorney Gengndl Freddie Mac are reviewing the comments in daikd and will
consider any amendments to the Code necessarpith @y unforeseen consequences.
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NOTE 12: INCOME TAXES

For the six months ending June 30, 2008 and 206#eported income tax benefits of $1.5 billion &303 million,
respectively, representing effective tax ratesG¥fGand (103)%, respectively. Our effective tax kaes favorably impacted
by our investments in LIHTC partnerships, inteestined on tax-exempt housing-related securitiestemthvorable
settlement with the IRS as discussed below.

Deferred Tax Asset

Table 12.1 — Net Deferred Tax Asset / (Liability)

June 30, 200 December 31, 20C

(in millions)
Deferred tax asset
Deferred fees related to securitizatic $ 3,48¢ $ 3,68(
Basis differences related to derivative instrum 3,30t 3,471
Credit related items and reserve for loan lo: 1,94 1,01z
Employee compensation and benefit pl 20¢ 19¢
Unrealized (gains) losses related to avail-for-sale securitie 11,15¢ 3,791
Total deferred tax ass $ 20,10 $ 12,157
Deferred tax liabilities
Premium and discount amortizati $ (1,399 $ (1,380
Basis differences related to assets held for imvest (280) (437)
Other items, ne (32 (42
Total deferred tax (liability (1,704 (1,857
Net deferred tax asset / (liabilit $ 18,3%¢ $ 10,30

At June 30, 2008, we had a net deferred tax a§&diSbillion of which $11 billion related to thax effect of losses in
our available-for-sale securities portfolio. Weibet that the realization of our net deferred tesedis more likely than not.
In making this determination, we considered allilabée evidence, both positive and negative. Thatp@ evidence we
considered primarily included our intent and apiti hold the available-for-sale securities urddes can be recovered, our
history of taxable income, capital adequacy anditiration of statutory carryback and carryforwaedipds and forecasts of
future profitability. The negative evidence we ddesed was the three-year cumulative book lossudticg losses in AOCI
and the difficulty in predicting potential unsettleircumstances. If future events significantlyfeliffrom our current
forecasts, a valuation allowance may need to tabkshed.

Prevailing market trends and conditions in the Wi@&using market have created difficulties for magg lending
institutions and contributed to our experiencinghalative pre-tax book losses over the most redeeetyear period. Such
cumulative losses generally make it difficult tonctude under FAS 109 that a valuation allowanc®isneeded. However,
our strong earnings history and our assessmentttbadrevailing market trends and conditions inth®. housing market are
not a continuing condition support the conclusiaait a valuation allowance is not needed. Our steargings history on a
pre-tax book income basis is also reflected inhositorical federal income tax returns. In additiore anticipate that we will
be able to generate future taxable income fronidhewing sources to realize our deferred tax asd@f) reversals of existir
taxable temporary differences; (2) taxable inconxmusive of reversing temporary differences andyfarwards; (3) taxable
income in prior carryback years; and (4) tax-plagrstrategies.

At June 30, 2008, we have no tax credit carryfodsaHowever, we expect that our ability to useohthe tax credits
generated by existing or future investments in L&HJartnerships to reduce our federal income tédtliig may be limited by
the alternative minimum tax in the future.

Unrecognized Tax Benefits

At June 30, 2008, we had total unrecognized taefitsnexclusive of interest, of $584 million. Inded in the
$584 million are $2 million of unrecognized tax béts, that if recognized, would favorably affecir@ffective tax rate. The
unrecognized tax benefits changed from $637 miiibBecember 31, 2007 to $584 million at June 8082 primarily due t
the settlement with the IRS. The settlement haalvarbble impact on our effective tax rate. The riemg $582 million of
unrecognized tax benefits at June 30, 2008 retatéak positions for which ultimate deductibility nighly certain, but for
which there is uncertainty as to the timing of sdeluctibility. Recognition of these tax benefd#)er than applicable
interest, would not affect our effective tax rate.

We continue to recognize interest and penaltieayf in income tax expense. As of June 30, 20@8had total accrued
interest receivable, net of tax effect, of $159%iomil. The total accrued interest receivable charfgmd $55 million at
December 31, 2007 to $159 million at June 30, 2008arily relating to the settlement with the IR8nounts included in
total accrued interest relate to: (a) unrecogntagdenefits; (b) pending claims with the IRS fpea tax years; (c) the tax
benefit related to tax refund claims; and (d) theact of payments made to the IRS in prior yeaemiicipation of potential
tax deficiencies. Of the $159 million of accruetknest receivable as of June 30, 2008, approxign&ti36 million
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of accrued interest payable, net of tax effecajlmcable to unrecognized tax benefits. We havamount accrued for
penalties.

The statute of limitations for federal income taxpgoses is open on corporate income tax retured fdr years 1985 to
2006. The IRS is currently examining tax years 2@03005 and has completed its examination of y#8@8 to 2002. The
principal matter in controversy as the result & éxaminations involves questions of timing anceptél penalties regarding
our tax accounting method for certain hedging taatiens. Tax years 1985 to 1997 are before the Th$ Court. In June
2008 we reached agreement with the IRS on a seftieragarding the tax treatment of the customatiogiship intangible
asset recognized upon our transition from non-teexabtaxable status in 1985. The settlement ageeém subject to review
by the Joint Committee on Taxation of the U.S. Geng. As a result of this agreement, we remeashecthx benefit from
this uncertain tax position and recognized $17lionilof tax and interest in the second quarter@d& If approved, the
customer relationships settlement agreement vathlve the last matter to be decided by the U.S.d@uxt in the current
litigation. Those matters not resolved by settlenagmeement in the case, including the favorallanting intangible asset
decided favorably by the Court in 2005, are subjeetppeal.

We believe it is not reasonably possible that $iggit changes in the gross balance of unrecogn@etenefits may
occur within the next 12 months that could haveagemal impact on income tax expense or benefténperiod the issue is
resolved.

NOTE 13: EMPLOYEE BENEFITS

We maintain a tax-qualified, funded defined bengdihsion plan, or Pension Plan, covering substinéith of our
employees. We also maintain a nonqualified, unfdrikfined benefit pension plan for our officerpas of our
Supplemental Executive Retirement Plan. We mairgaiefined benefit postretirement health care plaiRRetiree Health
Plan, that generally provides postretirement hezdtie benefits on a contributory basis to retinegleyees age 55 or older
who rendered at least 10 years of service (fivesyehservice if the employee was eligible to eprior to March 1,

2007) and who, upon separation or termination, idiately elected to commence benefits under thei®efsan in the form
of an annuity. Our Retiree Health Plan is currentifjunded and the benefits are paid from our gémssets. This plan and
our defined benefit pension plans are collectivefgrred to as the defined benefit plans.

Effective January 1, 2008, we adopted the measuredate provisions of SFAS 158. In accordance BFAS 158, we
have changed the measurement date of our defimefibplan assets and obligations from Septembeo 2r fiscal year-
end date of December 31 using the 15-month transitiethod. Under this approach, we used the measuits determined
in our 2007 consolidated financial statements itetlin our Registration Statement to estimate teets of the
measurement date change. As a result of adoptiemegognized an $8 million decrease in retainediegs (after tax) at
January 1, 2008 and the impact to AOCI (after a3 immaterial.

Table 13.1 presents the components of the netgieffi@nefit cost with respect to pension and ptistraent health care
benefits for the three and six months ended Jup2CIB and 2007. Net periodic benefit cost is idelliin salaries and
employee benefits in our consolidated statemenitscoime.

Table 13.1 — Net Periodic Benefit Cost Detail

Three Months Ended Six Months Ended
June 30, June 30,
2008 2007 2008 2007
(in millions)

Pension Benefits
Service cos $ 9 $ 9 $17 $ 17
Interest cost on benefit obligati 9 7 17 15
Expected (return) loss on plan ass (11 (10) (21 (19)
Recognized net actuarial (gain) Ic — 1 1 2
Net periodic benefit co: $ 7 $ 7 $14 $ 15
Postretirement Health Care Benefits
Service cos $ 2 $ 2 $ 4 $ 4
Interest cost on benefit obligati 2 2 4 4
Net periodic benefit co: $ 4 $ 4 $ 8 $ 8

Cash Flows Related to Defined Benefit Plans

Our general practice is to contribute to our Pem§itan an amount at least equal to the minimumiredjcontribution, if
any, but no more than the maximum amount dedudiilsléederal income tax purposes each year. We havget
determined whether a contribution to our Pensi@m 4 required for the 2008 plan year.
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NOTE 14: FAIR VALUE DISCLOSURES

Fair Value Hierarchy

Effective January 1, 2008, we adopted SFAS 157chvlstablishes a fair value hierarchy that pripegithe inputs to
valuation techniques used to measure fair valuie vielue is the price that would be received td arlasset or paid to
transfer a liability in an orderly transaction betm market participants at the measurement dater@ble inputs reflect
market data obtained from independent sources. &amehble inputs reflect assumptions based on tsteiffermation
available under the circumstances. We use valuggicimiques that maximize the use of observablaténpvhere available
and minimize the use of unobservable inputs.

The three levels of the fair value hierarchy urBEAS 157 are described below:

Level 1:Quoted prices (unadjusted) in active markets treacessible at the measurement date for ideatisaits
or liabilities;

Level 2:Quoted prices for similar assets and liabilitiesu@tive markets; quoted prices for identical orikinassets
and liabilities in markets that are not active;utgother than quoted market prices that are obbérfor
the asset or liability; and inputs that are deripeidcipally from or corroborated by observable ketrdata
for substantially the full term of the assets; .

Level 3:Unobservable inputs for the asset or liability tha supported by little or no market activity dhdt are
significant to the fair value:

As required by SFAS 157, assets and liabilitiescéassified in their entirety within the fair valligerarchy based on the
lowest level input that is significant to the faalue measurement. Table 14.1 sets forth by leiteimthe fair value
hierarchy assets and liabilities measured and tegat fair value on a recurring basis in our ctidated balance sheets at
June 30, 2008.

Table 14.1 — Assets and Liabilities Measured at FaValue on a Recurring Basis

Fair Value at June 30, 200¢
Quoted Prices  Significant

in Active Other Significant
Markets for Observable Unobservable
Identical Assets Inputs Inputs Netting
(Level 1) (Level 2) (Level 3) Adjustment () Total
(in millions)
Assets:
Mortgage-related securities
Available-for-sale,at fair value $ — $377,46( $ 134,73 $ — $512,19°
Trading, at fair valu — 155,78! 3,80¢ — 159,59
Total mortgag-related securitie — 533,24! 138,54¢ —  671,79:
Non-mortgag-related securities
Available-for-sale,at fair value — 12,86t 4 — 12,86¢
Derivative assets, n 98 18,18 69 (17,919 441
Guarantee asset, at fair va — — 11,01¢ — 11,01¢
Total assets carried at fair value on a recurring hsis $ 98 $ 564,290 $ 149,63t $ (17,919 $696,12(
Liabilities:
Debt securities denominated in foreign curren $ — $ 15,202 $ — 3 — $ 15,20
Derivative liabilities, ne 14E 11,245 27€ (10,75%) 91C
Total liabilities carried at fair value on a recurring basis $ 145 $ 26,44¢ $ 27¢€ $ (10,759 $ 16,117

(1) Represents counterparty netting, cash collatettihgenet trade/settle receivable or payable atdierivative interest receivable or payable. Téiecas!
collateral held and net trade/settle payable w8r# Billion and $0.1 billion, respectively, at JB®@ 2008. The net interest receivable of deriea#issets
and derivative liabilities was $1.0 billion at Jus@, 2008, which was mainly related to interest swaps that we have entered ii

Fair Value Measurements (Level 3)

Level 3 measurements consist of assets and liabitihat are supported by little or no market digtiwhere observable

unobservable. Unobservable inputs reflect assumptiased on the best information available undeciftumstances. We
use valuation techniques that maximize the usdséwable inputs, where available, and minimizeuteof unobservable
inputs.

Our Level 3 items mainly represent non-agency ezgidl mortgage-related securities and our guaeaaséset. During the
first half of 2008, the market for non-agency sé@s backed by subprime and Alt-A mortgage loa@same significantly
less liquid, which resulted in lower transactioriwoes, wider credit spreads and less transpar&ieytransferred our
holdings of these securities into the Level 3 catg@s inputs that were significant to their valoiatbecame limited or
unavailable. We concluded that the prices on tkesarities received from pricing services and dealere reflective of
significant unobservable inputs. Our guaranteetassalued either through obtaining dealer quotesimilar securities ¢



through an expected cash flow approach. Becausedfroad range of discounts for liquidity appliBad
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dealers to these similar securities and becausexiected cash flow valuation approach uses s@mfiunobservable inputs,
we classified the guarantee asset as Level 3.1$6FE 2 — FINANCIAL GUARANTEES AND SECURITIZED
INTERESTS IN MORTGAGE-RELATED ASSETS” for more infoation about the valuation of our guarantee asset.

Table 14.2 provides a reconciliation of the begigrand ending balances for assets and liabilitieasured at fair value
using significant unobservable inputs (Level 3).

Table 14.2 — Fair Value Measurements of Assets ardabilities Using Significant Unobservable Inputs

Level 3 at Fair Value for the Three Months Ended Jue 30, 200¢

Mortgage-related securities Non-mortgage-
Available-for-sale Trading, related securities Guarantee asse Net
at fair value at fair value  Available-for-sale _at fair value @ derivatives @
(in millions)
Balance, March 31, 2008 $ 144,19¢ $ 3,37C $ — 3 9,132 $ —
Total realized and unrealized gains (loss
Included in earning®(“)®) (78€) 42z — 1,591 (232)
Included in other comprehensive inco®) 1,801 — — — (2)
Total realized and unrealized gains (los: 1,01¢ 422 — 1,591 (234)
Purchases, issuances, sales and settlemen (20,737 147 Q) 294 27
Net transfers in and/or out of Leve 26C (130) 5 — —
Balance, June 30, 2008 $ 134,73° $ 3,80¢ $ 4 3 11,01¢ $ (207)
Unrealized gains (losses) still he®) $ (826) $ 42z 3 — 3 1591 $ (184)
Level 3 at Fair Value for the Six Months Ended June80, 200€
Mortgage-related securities Non-mortgage-
Available-for-sale Trading, related securities Guarantee asse Net
at fair value at fair value  Available-for-sale at fair value @) derivatives ()
(in millions)
Balance, December 31, 20C $ 19,85¢ $ 2,71C $ — $ 9,591 $ (21€)
Impact of SFAS 15! (443) 443 — — —
Balance, January 1, 200t 19,41¢ 3,15¢ — 9,591 (21€)
Total realized and unrealized gains (loss

Included in earning®®)®) (837) (22) — 671 25
Included in other comprehensive inco®® (16,157) — — — (1)
Total realized and unrealized gains (los: (16,989 (22) — 671 24
Purchases, issuances, sales and settlemen (21,717 77z 0] 757 (15)
Net transfers in and/or out of Leve 154,02 (94) 5 — —
Balance, June 30, 2008 $ 134,73 $ 3,80¢ $ 4 $ 11,01¢ $ (207)
Unrealized gains (losses) still he®) $ 897 $ (33 % — $ 671 $ 11

(1) We estimate that all amounts recorded for unredligagns and losses on our guarantee asset reltites® amounts still in position. Cash receivedon
guarantee asset is presented as settlementstiabilee The amounts reflected as included in eamiagresent the periodic mark-to-fair value of our
guarantee asse

(2) Net derivatives include derivative assets and @te liabilities prior to counterparty netting,stecollateral netting, net trade/settle receivablpayable
and net derivative interest receivable or paye

(3) Changes in fair value for available-for-sale innesits are recorded in AOCI, net of taxes while gaind losses from sales are recorded in gainefpss
on investment activity on our consolidated stateimehincome. For mortgage-related securities diassas trading, the realized and unrealized gains
(losses) are recorded in gains (losses) on investawivity on our consolidated statements of inec

(4) Changes in fair value of derivatives are recordederivative gains (losses) for those not desighageaccounting hedges, and AOCI, net of taxes for
those accounted for as a cash flow hedge to tlemettie hedge is effective. See “ITEM 13. FINANCISTATEMENTS AND SUPPLEMENTARY
DATA — AUDITED CONSOLIDATED FINANCIAL STATEMENTS AND ACCOMPANYING NOTES —NOTE 1: SUMMARY OF SIGNIFICAN1
ACCOUNTING POLICIES in the Registration Statement for additional infatian.

(5) Changes in fair value of the guarantee asset aceded in gains (losses) on guarantee asset otoogplidated statements of income. See “ITEM 13.
FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA — AUDITED CONSOLIDATED FINANCIAL STATEMENTS AND
ACCOMPANYING NOTES — NOTE 1: SUMMARY OF SIGNIFICANRCCOUNTING POLICIES” in the Registration Statemémt additional
information.

(6) Represents the amount of total gains or lossethéoperiod, included in earnings, attributableht® thange in unrealized gains (losses) relatedgets
and liabilities classified as Level 3 that arel $tdld at June 30, 200

Nonrecurring Fair Value Changes

Certain assets are measured at fair value on msotidated balance sheets only if certain condstiexist as of the
balance sheet date. We consider the fair value unement related to these assets to be nonrecufiirege assets include
held-for-sale mortgage loans, REO net, as wellrgmired held-for-investment multifamily mortgagams. These assets are
not measured at fair value on an ongoing basisutsusubject to fair value adjustments in certaiournstances. These
adjustments to fair value usually result from tpelecation of lower-of-cost-or-fair-value accourgior the write-down of
individual assets to current fair value amounts tuepairments.

115 Freddie Mac




Table of Contents

Table 14.3— Assets Measured at Fair Value on a N¢-Recurring Basis

June 30, 200¢
Quoted Prices ir  Significant Other  Significant
Active Markets Observable Unobservable Total Gains (Losses
for Identical Inputs Inputs Three Months Endec  Six Months Endec
Assets (Level 1 (Level 2) (Level 3) Total June 30, 200¢ June 30, 200¢D
(in millions)
Assets:
Mortgage loans®
Held-for-investmen $ — 3 — 3 76 $ 76 $ 2 $ (4)
Held-for-sale — — 17t 17t 3 3
REO, nef® — — 1,71 1,715 (117) (232)
Total assets carried at fair value on a non-
recurring basis $ — $ — $ 1,968 $1,96¢ $ (122) $ (239)

(1) Represents the total gains/losses recorded on ireasured at fair value on a I-recurring basis as of June 30, 20

(2) Represents carrying value and related write-dovisams for which adjustments are based on thevidire amounts. These loans include held-for-sale
mortgage loans where the fair value is below codtiempaired multifamily mortgage loans, which atassified as held-for-investment and have related
valuation allowance

(3) Represents the fair value and related losses etlimsed properties that were measured at fair v@lbsequent to their initial classification as REE€x.
The carrying amount of REO, net was written dowfatovalue of $1.7 billion, less cost to sell df3® million (or $1.6 billion) at June 30, 20(

Fair Value Election

On January 1, 2008, we adopted SFAS 159, whichifseantities to choose to measure many financittiments and
certain other items at fair value that are not neglto be measured at fair value. We electedadhers&lue option for certain
available-for-sale mortgage-related securitiesifpr-currency denominated debt and investmentsdorgies classified as
available-for-sale securities and identified athimscope of EITF 99-20. For additional informatiegarding the adoption of
SFAS 159, see “NOTE 1: SUMMARY OF SIGNIFICANT ACCOITING POLICIES — Change in Accounting Principles.”

Certain Available-for-sale Securities with Fair Vak Option Elected

We elected the fair value option for certain aJagafor-sale securities held in our retained pdidfto better reflect the
natural offset these securities provide to faiueathanges recorded on our guarantee asset. W fagovalue changes on
our guarantee asset through our consolidated statsrof income. However, we historically classifiedually all of our
securities as available-for-sale and recorded tfaisgalue changes in AOCI. The securities sekbéve the fair value option
include principal only strips and certain pass-tigto and Structured Securities that contain posiivation features that
provide offset to the negative duration associatigk our guarantee asset. We will continually easdunew security
purchases to identify the appropriate security toiglassify as trading to match the changing dorafeatures of our
guarantee asset and the securities that providetoff

For available-for-sale securities identified ashiitthe scope of EITF 99-20, we elected the fain@aption to better
reflect the valuation changes that occur subsedoantpairment write-downs recorded on these imsémts. Under
EITF 99-20 for available-for-sale securities, wlzenimpairment is considered other-than-temporaeyjmpairment amount
is recorded in our consolidated statements of ircand subsequently accreted back through interestrie as long as the
contractual cash flows occur. Any subsequent periogreases in the value of the security are resgl through AOCI. By
electing the fair value option for these instrunsemte will reflect valuation changes through ounsalidated statements of
income in the period they occur, including incresaisevalue.

For mortgage-related securities and investmerggdurities that are selected for the fair valuéoopand classified as
trading securities subsequently, the change invidire for the three and six months ended Jun@@IB was recorded in
gains (losses) on investment activity in our coitlstéd statements of income. See “NOTE 4: RETAINEDRTFOLIO
AND CASH AND INVESTMENTS PORTFOLIO” for additionahformation regarding the net unrealized gainssgs3 on
trading securities, which include gains (losses)tber items that are not selected for the faueaption. Related interest
income continues to be reported as interest indamer consolidated statements of income usingcéffe interest methods.
See “ITEM 13. FINANCIAL STATEMENTS AND SUPPLEMENTARDATA — AUDITED CONSOLIDATED
FINANCIAL STATEMENTS AND ACCOMPANYING NOTES — NOTEL: SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES — Investments in Securities"dar Registration Statement for additional inforimatabout the
measurement and recognition of interest incomaneastments in securities.

Foreign-Currency Denominated Debt with Fair Valueion Elected

In the case of foreign-currency denominated debtheve entered into derivative transactions ttfate¥ely convert
these instruments to U.S. dollar denominated fhgatate instruments. We have historically recortiedfair value changes
these derivatives through our consolidated statésredrincome in accordance with SFAS 133. Howether corresponding
offsetting change in fair value that occurred ia tiebt as a result of changes in interest rateatgsermitted to be recorded
in our consolidated statements of income unlespursued hedge accounting. As a result, our
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consolidated statements of income reflected ordyfalr value changes of the derivatives and nobffsetting fair value
changes in the debt resulting from changes inéstamates. Therefore, we have elected the fairevajition on the debt
instruments to better reflect the economic offeat haturally results from the debt due to chamgésterest rates. We
currently do not issue foreign-currency denominatebt and use of the fair value option in the fetior these types of
instruments will be evaluated on a case-by-casis barsany new issuances of this type of debt.

The change in fair value of foreign-currency denuated debt for the three and six months ended 3002008 was
recorded in unrealized gains (losses) on foreigmecicy denominated debt recorded at fair valueuinconsolidated
statements of income. We were not significantlgetiéd by fair value changes included in earningswlere attributable to
changes in the instrument-specific credit risktf@ three and six months ended June 30, 2008.

The difference between the aggregate fair valueagigdegate unpaid principal balance for foreigrrenury denominated
debt due after one year is $153 million at June2B08. Related interest expense continues to letezbas interest expense
in our consolidated statements of income. See “ITEBMFINANCIAL STATEMENTS AND SUPPLEMENTARY
DATA — AUDITED CONSOLIDATED FINANCIAL STATEMENTS AND ACCOMPANYING NOTES — NOTE 1:
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES — Debtegurities Issued” in our Registration Statement for
additional information about the measurement andgrition of interest expense on debt securitigsad.

Valuation Methods and Assumptions Subject to Fair \@lue Hierarchy

Our Level 1 financial instruments consist of exadftraded derivatives where quoted prices exist ferekact instrume
in an active market. Our Level 2 instruments gelhecansist of high credit quality agency and nayeacy mortgage-related
securities, non-mortgage-related asset-backediiespyimterest-rate swaps, option-based derivatared foreign-currency
denominated debt. These instruments are genemlied through one of the following methods: (a)leiear pricing service
values derived by comparison to recent transactiorsémilar securities and adjusting for differemnde prepayment or
liquidity characteristics; or (b) modeled throughiadustry standard modeling technique that relfgsn observable inputs
such as discount rates and prepayment assumptions.

Our Level 3 assets primarily consist of non-agemoytgage-related securities backed by subprimeAtrdl mortgage
loans and our guarantee asset. While the non-agendgage-related securities were supported Bg bitt no market activity
in the first half of 2008, we value our non-agenuyrtgage-related securities based primarily ongsrieceived from third
party pricing services and prices received fromafsaThe techniques used to value these instrisyamerally are either
(a) a comparison to transactions of instrumenth iihilar collateral and risk profiles; or (b) irgtty standard modeling such
as the discounted cash flow model. For a descriifdhow we determine the fair value of our guaeardsset, see “NOTE 2:
FINANCIAL GUARANTEES AND SECURITIZED INTERESTS IN MRTGAGE-RELATED ASSETS.”

Mortgage Loans, Held for Investmer

Mortgage loans, held for investment include impadineultifamily mortgage loans, which are not meadwaefair value ol
an ongoing basis but have been written down tovidire due to impairment. We classify these immaimailtifamily
mortgage loans as Level 3 in the fair value hidraas their valuation includes significant unobsdéte inputs.

Mortgage Loans, Hel-for-Sale

Mortgage loans, held-for-sale represent singledfaamd multifamily mortgage loans held in our retd portfolio. For
single-family mortgage loans, we determine theyalue of these mortgage loans to calculate lovi<awst-or-fair-value
adjustments for mortgages classified as held-fegfes GAAP purposes, therefore they are measuréairavalue on a non-
recurring basis and subject to classification urthlerfair value hierarchy.

We determine the fair value of single-family modgdoans, excluding delinquent single-family loanschased out of
pools, based on comparisons to actively tradedgag#d-related securities with similar charactestitor single-family
mortgage loans, we include adjustments for yiglegit and liquidity differences to calculate thé faalue. For single-family
mortgage loans, part of the adjustments for yiedddit and liquidity differences represent an irmglmanagement and
guarantee fee. To accomplish this, the fair valub® single-family mortgage loans, excluding deglient singleflamily loans
purchased out of pools, includes an adjustmenesgmting the estimated present value of the additicash flows on the
mortgage coupon in excess of the coupon expectédeonotional mortgage-related securities. The imtpinanagement and
guarantee fee for single-family mortgage loandde aet of the related credit and other componifiesrent in our guarantee
obligation. The process for estimating the relatextlit and other guarantee obligation componerdgssribed in the “
Guarantee Obligatiori section below. Since the fair values are derifrech observable prices with adjustments that may be
significant, they are classified as Level 3 undierfair value hierarchy.
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Mortgage-Related and No-Mortgage-Related Securitie

Mortgage-related securities represent pass-throagtisther mortgage-related securities issued blfarmie Mae and
Ginnie Mae, as well as non-agency mortgage-rels¢edrities. They are classified as available-fée-satrading, and are
already reflected at fair value on our GAAP cordateéd balance sheets. Effective January 1, 2008]eeted the fair value
option for selected mortgage-related securitieswiege classified as available-feale securities and securities identified ¢
the scope of impairment analysis under EITF 99+ dassified as available-for-sale securitiessdnjunction with our
adoption of SFAS 159 we reclassified these seegrftom available-for-sale securities to tradincusiies on our GAAP
consolidated balance sheets and recorded the chanfgr value during the period for such secasitio gains (losses) on
investment activities as incurred. For additiomdimation on the election of the fair value optaomd SFAS 159, see
“NOTE 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES— Change in Accounting Principles.”

The fair value of securities with readily availaliérd-party market prices is generally based onkesigprices obtained
from broker/dealers or reliable third-party priciegrvice providers. Such fair values may be meaddoyaising third-party
quotes for similar instruments, adjusted for déferes in contractual terms. Generally, these &lires are classified as
Level 2 in the fair value hierarchy. For other g#@s, a market OAS approach based on observabtkahparameters is
used to estimate fair value. OAS for certain s¢i@sriare estimated by deriving the OAS for the notistely comparable
security with an available market price, using pietary interest-rate and prepayment models. I&ssary, our judgment is
applied to estimate the impact of differences epayment uncertainty or other unique cash flow atteristics related to th
particular security. Fair values for these sea@sitire then estimated by using the estimated O&S8 agut to the interest-
rate and prepayment models and estimating therasépt value of the projected cash flows. The reimgiinstruments are
priced using other modeling techniques or by usithgr securities as proxies. These securities raafdssified as Level 2
3 depending on the significance of the inputs #natnot observable.

Certain available-for-sale non-agency mortgagetedlaecurities whose fair value is determined igremce to prices
obtained from broker/dealers or pricing servicesanghanged from a Level 2 classification to a Leelassification in the
first quarter of 2008. Previously, these valuaticelied on observed trades, as evidenced by baéthitgaobserved in the
market, and similar prices obtained from multipeirses. In late 2007, however, the divergence anpoicgs obtained from
these sources increased, and became significéme iiirst quarter of 2008. This, combined with tiserved significant
reduction in transaction volumes and widening efldrspreads, led us to conclude that the pricesived from pricing
services and dealers were reflective of signifiecardbservable inputs. While we believe these pticd® the best available
under the fair value hierarchy, the classificaticas changed to Level 3 and remains as such at3lyrgH08 as these
conditions continue to persist.

Derivative Assets, N¢

Derivative assets largely consist of interest-sataps, option-based derivatives, futures and fahywarchase and sale
commitments that we account for as derivatives. @dreying value of our derivatives on our consdidibalance sheets is
equal to their fair value, including net derivatinéerest receivable or payable, trade settle vat#é or payable and is net of
cash collateral held or posted, where allowabla byaster netting agreement. Derivatives in a netalized gain position a
reported as derivative assets, net. Similarly vd¢ities in a net unrealized loss position are rigboas derivative liabilities,
net.

The fair values of interest-rate swaps are detexthby using the appropriate yield curves to cateudand discount the
expected cash flows for both the fixed-rate andabéde-rate components of the swap contracts. Otased derivatives,
which principally include call and put swaptionsg &alued using an option-pricing model. This mags#s market interest
rates and market-implied option volatilities, whakailable, to calculate the option’s fair valueaddet-implied option
volatilities are based on information obtained froroker/dealers. Since swaps and option-basedalg fair values are
determined through models that use observablesnthese are generally classified as Level 2 uthdefair value hierarchy.
To the extent we have determined that any of tpeifstant inputs are considered unobservable, thesaunts have been
classified as Level 3 under the fair value hiergrch

The fair value of exchange-traded futures and optie based on end-of-day closing prices obtaired third-party
pricing services, therefore they are classifiedegl 1 under the fair value hierarchy.

The fair value of derivative assets considersitigaict of institutional credit risk in the eventttf@e counterparty does
not honor its payment obligation. Our fair valuedefivatives is not adjusted for expected credis&s because we obtain
collateral from most counterparties, typically vifitlone business day of the daily market value d¢almn, and substantially
all of our credit risk arises from counterpartiegiminvestment-grade credit ratings of A or above.

Certain purchase and sale commitments are alsidewad to be derivatives and are classified as IL2we Level 3 unde
the fair value hierarchy, depending on the faiuedhierarchy classification of the purchased ot #elm, whether security or
loan. Such valuation methodologies and fair valieeanchy classifications are further discussedhan‘tMortgage-Related
and Non-Mortgage-Related Securitieand the “Mortgage Loans, Held-for-Salesections above.
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Guarantee Asset, at Fair Valu

For a description of how we determine the fair eadfi our guarantee asset, see “NOTE 2: FINANCIALARANTEES
AND SECURITIZED INTERESTS IN MORTGAGE-RELATED ASSESI” Since its valuation technique is model based
with significant inputs that are not observable, guarantee asset is classified as Level 3 indlevélue hierarchy.

REO, Net

For GAAP purposes, REO is subsequently carriedeatdwer of its carrying amount or fair value lesst to sell. The
subsequent fair value less cost to sell is an astidhvalue based on relevant historical factorsghware considered to be
unobservable inputs. REO is classified as Levaideu the fair value hierarchy.

Debt Securities Denominated in Foreign Currenci

Foreign-currency denominated debt instruments a&sored at fair value pursuant to our fair valutoopelection. We
determine the fair value of these instruments ktgiabng multiple quotes from dealers. Since thegsiprovided by the
dealers consider only observable data such agsitetes and exchange rates, these fair valuetaasified as Level 2 und
the fair value hierarchy.

Derivative Liabilities, Ne!

See discussion undeiDerivative Assets, Nétabove.

Consolidated Fair Value Balance Sheets

The supplemental consolidated fair value balaneetshin Table 14.4 present our estimates of thevéue of our
recorded financial assets and liabilities and affabce sheet financial instruments at June 30, a6d8ecember 31, 2007.
Our consolidated fair value balance sheets inctbdesstimated fair values of financial instrumeetsorded on our
consolidated balance sheets prepared in accoraatttGAAP, as well as off-balance sheet finanamstiuments that
represent our assets or liabilities that are noanded on our GAAP consolidated balance sheetserbf-balance sheet
items predominantly consist of: (a) the unrecogthigearantee asset and guarantee obligation asseiih our PCs issued
through our guarantor swap program prior to thelémentation of FIN 45, (b) certain commitments twghase mortgage
loans and (c) certain credit enhancements on metwié housing asset-backed securities. The faleuvaalance sheets also
include certain assets and liabilities that arefimatncial instruments (such as property and eqeirand real estate owned,
which are included in other assets) at their cagyalue in accordance with GAAP. The valuationfrancial instruments
on our consolidated fair value balance sheetsraaegordance with GAAP fair value guidelines prisat by SFAS 107, “
Disclosures about Fair Value of Financial Instrune,” and other relevant pronouncements.

During the six months ended June 30, 2008, ounglire results were impacted by several changeariapproach for
estimating the fair value of certain financial mshents, primarily related to our valuation of guarantee obligation as a
result of the adoption of SFAS 157 on January 0828nd other improvements to our methodology duttiegfirst and
second quarters of 2008. These changes resultedetincrease of approximately $4.6 billion (after) in the fair value of
total net assets at March 31, 2008 in additionnetareduction of $1.2 billion (after-tax) in theirfvalue of total net assets at
June 30, 2008. For a further discussion of our adopf SFAS 157 and information concerning ouruaion approach
related to our guarantee obligation, see “NOTEUMMARY OF SIGNIFICANT ACCOUNTING POLICIES — Change
Accounting Principles” and “Valuation Methods andséimptions Not Subject to Fair Value HierarchyGuarantee
Obligation.”
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Table 14.4 — Consolidated Fair Value Balance Sheefs

June 30, 200¢ December 31, 200
Carrying Carrying
Amount @ Fair Value Amount @ Fair Value
(in billions)
Assets
Mortgage loan: $ 891% 841 $ 80C $ 76.€
Mortgage-related securitie 671.¢ 671.¢ 629.¢ 629.¢
Retained portfolic 760.¢ 755.¢ 709.¢ 706.€
Cash and cash equivalel 43.€ 43.€ 8.6 8.6
Non-mortgag-related securitie 12.¢ 12.¢ 35.1 35.1
Securities purchased under agreements to resefededal funds sol 158 158 6.6 6.6
Derivative assets, n 0.4 04 0.8 0.8
Guarantee ass®) 11.C 11.€ 9.6 10.4
Other asset® 34.¢ 44.2 23.¢ 31.¢
Total asset $ 879.C $ 884z $ 7944 $ T799.C
Liabilities and minority interests
Total debt securities, n $ 835.6 $ 8427 $ 738 $ 749:
Guarantee obligatio 14.C 36.€ 13.7 26.2
Derivative liabilities, ne 0.¢ 0.8 0.6 0.6
Reserve for guarantee losses on 5.2 — 2.6 —
Other liabilities 10.C 9.5 12.C 11.C
Minority interests in consolidated subsidiar 0.1 0.1 0.2 0.2
Total liabilities and minority interes 866.1 889.¢ 767.7 787.%
Net assets attributable to stockholder:
Preferred stockholde 14.1 11.5 14.1 12.:
Common stockholdel (1.2) (16.9) 12.€ 0.3
Total net assel 12.€ (5.6) 26.7 12.€
Total liabilities, minority interests and net asc $ 879.C$ 8842 $ 7944 $ T799.¢

(1) The consolidated fair value balance sheets do ungigut to present our net realizable, liquidatiommarket value as a whole. Furthermore, amounts we
ultimately realize from the disposition of assatsettlement of liabilities may vary significanfiyom the fair values presente

(2) Equals the amount reported on our GAAP consolidatddnce sheet

(3) The fair value of our guarantee asset reportedesicthe carrying value primarily because the faiue includes our guarantee asset related to R(Es th
were issued prior to the implementation of FIN #2003 and thus are not recognized on our GAAPdlm#ed balance shee

(4) Fair values include estimated income taxes caledlasing the 35% federal statutory rate on theedifice between the consolidated fair value balance
sheets net assets attributable to common stockispliseluding deferred taxes from our GAAP consatiétl balance sheets, and the GAAP consolidated
balance sheets equity attributable to common stddklins.

Limitations

Our consolidated fair value balance sheets do ayutiice all elements of value that are implicit ur operations as a goi
concern because our consolidated fair value balsineets only capture the values of the currentsitmvent and securitization
portfolios. For example, our consolidated fair \eahalance sheets do not capture the value of nexgtiment and
securitization business that would likely replacepayments as they occur. In addition, our conatdid fair value balance
sheets do not capture the value associated witihefgirowth opportunities in our investment and séeation portfolios.
Thus, the fair value of net assets attributabktdokholders presented on our consolidated fairevBhlance sheets does not
represent an estimate of our net realizable, lafidth or market value as a whole.

We report certain assets and liabilities that atefinancial instruments (such as property and @mgeint and real estate
owned), as well as certain financial instrumengs #re not covered by the SFAS 107 disclosure reopgnts (such as
pension liabilities) at their carrying amounts atardance with GAAP on our consolidated fair vabaéance sheets. We
believe these items do not have a significant impaour overall fair value results. Other non-fingl assets and liabilities
on our GAAP consolidated balance sheets represdetrdls of costs and revenues that are amortizaddordance with
GAAP, such as deferred debt issuance costs ande@feredit fees. Cash receipts and payments delathese items are
generally recognized in the fair value of net assdten received or paid, with no basis reflectedumfair value balance
sheets.

Valuation Methods and Assumptions Not Subject to Ha Value Hierarchy
The following are valuation assumptions and mettfod&ems not subject to the fair value hierareither because they
are not measured at fair value other than on theditue balance sheet or are only measured avdie at inception.

Mortgage Loans

Mortgage loans represent single-family and multifpmmortgage loans held in our retained portfokor GAAP
purposes, we must determine the fair value of thesggage loans to calculate lower-of-cost-or-faitue adjustments for
single-family mortgages classified as held-for-sklar fair value balance sheet purposes, we usrikisapproach when
determining the fair value of mortgage loans, idalg those held-for-investment. The fair value afltifamily mortgage
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loans is generally based on market prices obtdimmaal reliable third-party pricing service providdos similar mortgages,
adjusted for differences in contractual terms.

Cash and Cash Equivalents

Cash and cash equivalents largely consists of yiguid investment securities with an original mdty of three months
or less used for cash management purposes, aaswedish collateral posted by our derivative copatties. Given that these
assets are short-term in nature with limited maviadtie volatility, the carrying amount on our GA&Bnsolidated balance
sheets is deemed to be a reasonable approximditfair value.

Securities Purchased Under Agreements to Resell Bederal Funds Solc

Securities purchased under agreements to resefededal funds sold principally consists of shentrt contractual
agreements such as reverse repurchase agreemantinig Treasury and agency securities, federadi§usold and Eurodoll
time deposits. Given that these assets are shrantitenature, the carrying amount on our GAAP cdidsted balance sheets
is deemed to be a reasonable approximation of/&ire.

Other Assets

Other assets consists of investments in qualifiétilC partnerships that are eligible for federal tagdits, credit
enhancement contracts related to PCs and StrucBgeurities (pool insurance and recourse and/@nimdfication
agreements), financial guarantee contracts fortiaddi credit enhancements on certain manufactnoesing asset-backed
securities, REO, property and equipment and otligretlaneous assets.

Our investments in LIHTC partnerships, reported@ssolidated entities or equity method investméntee GAAP
financial statements, are not within the scopeFAS 107 disclosure requirements. However, we pteberfair value of
these investments in other assets on our consetidair value balance sheets. For the LIHTC pastnips, the fair value of
expected tax benefits is estimated using expeaseh ftows discounted using our estimated cost dsu

For the credit enhancement contracts related toaP@sStructured Securities (pool insurance andurseo
and/orindemnification agreements), fair value is estirdatsing an expected cash flow approach, and iadet to reflect tr
estimated amount that a third party would be wgllia pay for the contracts. On our consolidatedvfaiue balance sheets,
these contracts are reported at fair value at balence sheet date based on current market camlit@n our GAAP
consolidated balance sheets, these contractsiiadlyrrecorded at fair value at inception, thenatized to expense.

For the credit enhancements on manufactured hoasisgt-backed securities, the fair value is basgtedifference
between the market price of non-credit-impaired afactured housing securities and credit-impairedurfectured housing
securities that are likely to produce future créafises, as adjusted for our estimate of a risknjppr@ attributable to the
financial guarantee contracts. The value of thereets, over time, will be determined by the actradit-related losses
incurred and, therefore, may have a value thaigisen or lower than our market-based estimate. @GAAP consolidated
financial statements, these contracts are recog@igeash is received.

The other categories of assets that comprise agsats are not financial instruments required teawed at fair value
under SFAS 107, such as property and equipmenthEanajority of these non-financial instrument®iher assets, we use
the carrying amounts from our GAAP consolidatedchbeé sheets as the reported values on our consalitir value
balance sheets, without any adjustment. Thesesagg@esent an insignificant portion of our GAARsolidated balance
sheets. Certain non-financial assets in other assetur GAAP consolidated balance sheets arerssbig zero value on our
consolidated fair value balance sheets. This treats applied to deferred items such as deferebd idsuance costs.

We adjust the GAAP-basis deferred taxes reflectedur consolidated fair value balance sheets fodecestimated
income taxes on the difference between our cors@ifair value balance sheets net assets attoileutacommon
stockholders, including deferred taxes from our GAzonsolidated balance sheets, and our GAAP calageti balance
sheets equity attributable to common stockholdesghe extent the adjusted deferred taxes are asset, this amount is
included in other assets. If the adjusted defetards are a net liability, this amount is includedther liabilities.

Total Debt Securities, Net

Total debt securities, net represent short-terml@amgtterm debt used to finance our assets. Oransolidated GAAP
balance sheets, debt securities, excluding debtites denominated in foreign currencies, are regabat amortized cost,
which is net of deferred items, including premiugiscounts and hedging-related basis adjustmehts.ifEm includes both
non-callable and callable debt, as well as sheont-zero-coupon discount notes. The fair value efghort-term zero-coupon
discount notes is based on a discounted cash flodehwith market inputs. The valuation of other tdedcurities represents
the proceeds that we would receive from the issmianclebt and is generally based on market pribésmed from
broker/dealers, reliable third-party pricing seeviroviders or direct market observations. We elthe fair value option for
debt securities denominated in foreign currenciesraported them at fair value on our GAAP consdid balance sheets
effective January 1, 2008.
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Guarantee Obligatior

We did not establish a guarantee obligation for ®Afurposes for PCs and Structured Securities tbed isued throug
our guarantor swap program prior to adoption of BB In addition, after it is initially recorded fair value the guarantee
obligation is not subsequently carried at fair eaflor GAAP purposes. On our consolidated fair vdlaknce sheets, the
guarantee obligation reflects the fair value of guarantee obligation on all PCs regardless of whey were issued.
Additionally, for fair value balance sheet purpgsms guarantee obligation is valued using a mtuslis calibrated to entry
pricing information to estimate the fair value air geasoned guarantee obligation. Entry pricingrmétion used in our
model includes the spot delivery fee and managearhguarantee fee used to determine the amourgezhto customers
for executing our new securitizations. For inforimatconcerning our valuation approach and accogmiulicies related to
our guarantees of mortgage assets for GAAP purpeses’NOTE 1: SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES” and “NOTE 2: FINANCIAL GUARANTEES AND SEQRITIZED INTERESTS IN MORTGAGE-RELATED
ASSETS.”

Reserve for Guarantee Losses on F

The carrying amount of the reserve for guarantesds on PCs on our GAAP consolidated balance steggtsents the
contingent losses contained in the loans that baclPCs. This line item has no basis on our codat#d fair value balance
sheets, because the estimated fair value of aicted default losses (both contingent and non-egetit) is included in the
guarantee obligation reported on our consolidaa@d/Blue balance sheets.

Other Liabilities

Other liabilities principally consist of fundingalbilities associated with investments in LIHTC parships, accrued
interest payable on debt securities and other tas®E®Us obligations of less than one year. Weesbelthe carrying amount
of these liabilities is a reasonable approximatbtheir fair value, except for funding liabiliti@ssociated with investment:
LIHTC partnerships, for which fair value is estimdtusing expected cash flows discounted at a mhdssd yield.
Furthermore, certain deferred items reported asrdigbilities on our GAAP consolidated balanceethare assigned zero
value on our consolidated fair value balance sheath as deferred credit fees. Also, as discusse@ther Assets’ other
liabilities may include a deferred tax liability jadted for fair value balance sheet purposes.

Minority Interests in Consolidated Subsidiarie

Minority interests in consolidated subsidiariesyaiily represent preferred stock interests thatitharties hold in our
two majority-owned real estate investment trusREiT subsidiaries. In accordance with GAAP, westmdidated the REITSs.
The preferred stock interests are not within thapeaf SFAS 107 disclosure requirements. Howevermpresent the fair
value of these interests on our consolidated faines balance sheets. The fair value of the thimtlypainority interests in
these REITs was based on the estimated value ofnitherlying REIT preferred stock we determined Hase a valuation
model.

Net Assets Attributable to Preferred Stockhold:

To determine the preferred stock fair value, weaisgarket-based approach incorporating quoted dpates.

Net Assets Attributable to Common Stockhold

Net assets attributable to common stockholdergusleo the difference between the fair value tdltassets and the sum
of total liabilities and minority interests repaiten our consolidated fair value balance sheeds,tlee fair value of net assets
attributable to preferred stockholders.

NOTE 15: CONCENTRATION OF CREDIT AND OTHER RISKS

Mortgages and Mortgage-Related Securities

Our business activity is to participate in and supghe residential mortgage market in the Uniteates, which we purst
by both issuing guaranteed mortgage securitiesrasggting in mortgage loans and mortgage-relatedrgees. Table 15.1
summarizes the geographical concentration of mgesgand mortgage-related securities that we heddrimetained portfolio
or that are collateral for our PCs and Structurecu@ties, excluding:

* $1.1 billion and $1.3 billion of mortgage-relategtarities issued by Ginnie Mae that back Struct@ecurities at
June 30, 2008 and December 31, 2007, respectivetpuse these securities do not expose us to ngéaramounts ¢
credit risk;

» $74.1 billion and $47.8 billion of agency mortgagtated securities at June 30, 2008 and Decemh&@08T,
respectively, because these securities do not exgot meaningful amounts of credit risk;

« $212.7 billion and $233.8 hillion of non-agency tgaige-related securities held in our retained pbetfat June 30,



2008 and December 31, 2007, respectively, becamgraphic information regarding these securitiewtsavailable.
With respect to these securities, we look to -party credit enhancemente.g., bond insurance) or other cre
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enhancements resulting from the securitizatiorctine supporting such securities.., subordination levels) as a
primary means of managing credit ri

See “NOTE 4: RETAINED PORTFOLIO AND CASH AND INVESTENTS PORTFOLIO"for more information abot
the securities we hold.

Table 15.1 — Concentration of Credit Risk

June 30, 200¢ December 31, 200°
Amount @)  Percentagt Amount @)  Percentagt
(dollars in millions)
By Region®
West $ 492,21 26% $ 455,05: 25%
Northeas 467,66 24 443,81 24
North Centra 360,70: 19 353,52: 19
Southeas 350,94 18 335,38¢ 19
Southwes 242,15! 13 231,95: 13
$1,913,67! 10(% $1,819,72: 10C%
By State
California $ 265,81! 14% $ 243,22! 13%
Florida 129,45! 7 124,09: 7
lllinois 96,157 5 91,83t 5
New York 95,68¢ 5 90,68¢ 5
Texas 95,06: 5 91,13( 5
All others 1,231,50: 64 1,178,75! 65
$1,913,67! 10(% $1,819,72: 10C%

(1) Calculated as total mortgage portfolio less StnertiSecurities backed by Ginnie Mae Certificates @on-Freddie Mac mortgage-related securities held
in our retained portfolic

(2) Region designation: West (AK, AZ, CA, GU, HI, ID,MNV, OR, UT, WA); Northeast (CT, DE, DC, MA, MBID, NH, NJ, NY, PA, RI, VT, VA,
WV); North Central (IL, IN, 1A, MI, MN, ND, OH, SDWI); Southeast (AL, FL, GA, KY, MS, NC, PR, SC, TMI); Southwest (AR, CO, KS, LA, MO,
NE, NM, OK, TX, WY).

Higher-Risk Mortgage Loans

There are residential loan products originateggent years that are designed to offer borrowexatgr choices in their
payment terms. For example, interest-only mortgatjes/ the borrower to pay only interest for a figeeriod of time before
the loan begins to amortize. Option ARM loans péaniariety of repayment options, which include imiam, interest-only,
fully amortizing 30-year and fully amortizing 15gepayments. The minimum payment alternative faioopARM loans
allows the borrower to make monthly payments thay fve less than the interest accrued for the pefiod unpaid interest,
known as negative amortization, is added to thecfpal balance of the loan, which increases thstantling loan balance. .
both June 30, 2008 and December 31, 2007, interggtand option ARM loans collectively represengggbroximately 10%
of loans underlying our single-family issued guaeaxa PCs and Structured Securities.

In addition to these products, there are also tgbessidential mortgage loans originated in thekaawith lower or
alternative documentation requirements than futiseentation mortgage loans. These reduced docutientaortgages
have been categorized in the mortgage industrylta& fbans. We have classified mortgage loans asPAf the lender that
delivers them to us has classified the loans ag\Atir if the loans had reduced documentation nexpénts that indicate that
the loans should be classified as Alt-A. At JuneZID8 and December 31, 2007, approximately 10%1464 of our single-
family PCs and Structured Securities were backedlbyA mortgage loans, respectively.

Mortgage Lenders and Insurers

A significant portion of our single-family mortgagerchase volume is generated from several keygaget lenders with
whom we have entered into business arrangemengseldrrangements generally involve a lender’s comenit to sell a
significant proportion of its conforming mortgagegination volume to us. During the six months eshdane 30, 2008, three
mortgage lenders, Wells Fargo Bank, N.A., CountdeMiome Loans, Inc. and Bank of America, N.A., eantounted for
10% or more of our mortgage purchase volume, afidatively accounted for approximately 43% of ootal mortgage
purchase volume. In July 2008, Bank of America @oaiion completed its acquisition of Countrywid@dicial Corp., and
together these companies’ subsidiaries accounte2#ifih of our mortgage purchase volume in the sinttmended June 30,
2008. During the six months ended June 30, 2008topufour multifamily lenders each accounted farethan 10% of our
mortgage purchase volume, and represented appr@tint % of our multifamily purchase volume. Thésg lenders are
among the largest mortgage loan originators inil& in the single-family and multifamily marketespectively. We are
exposed to the risk that we could lose purchasenvelto the extent these arrangements are terminateddified without
replacement from other lenders. In July 2008, IndgNBancorp, Inc. announced that the Federal Depusitance
Corporation had been made a conservator of the. haddMac’s lending division accounted for 0.4%ooir mortgage
purchase volume for the six months ended June(BIB.2
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We have institutional credit risk relating to tha&gntial insolvency or non-performance of mortgepeirers that insure
mortgages we purchase or guarantee. At June 38, #se insurers provided coverage, with maximose toverage of
$65 billion, for $338 hillion of unpaid principablances in connection with our single-family moggaortfolio, excluding
those backing Structured Transactions. Excludingdbdasurers, which provide loss insurance for aur-agency mortgage-
related securities portfolio, our top five mortgagsurer counterparties, Mortgage Guaranty Inswedarporation (or
MGIC), Radian Guaranty Inc. (or Radian), Genwortbrigage Insurance Corporation, PMI Mortgage Inscea®o. (or
PMI), and United Guaranty Residential Insurance €ach accounted for more than 10% of our maximxpogure to
mortgage insurers at June 30, 2008. Recently, mamgage insurers have had financial difficulty dwade received several
downgrades in their credit rating by nationallyageized statistical rating organizations. Triad &y Insurance
Corporation (or Triad), one of our mortgage insgmoounterparties, announced that it ceased issewgnsurance effecti
July 15, 2008. In accordance with our insurer bllgy requirements, we suspended our rating cads a Type-l, approved
insurer on May 14, 2008, subsequently denied Tsiappeal of our suspension and on June 19, 2008riatl our customers
that mortgages with commitments of insurance framad'dated after July 14, 2008 are not eligibledale to us. We
reviewed the remediation plans of MGIC, Radian BMI which were submitted to us after their downgmtelow the AA
rating category, and we have not changed theieatigligibility status under our guidelines. Repeibortgage Insurance
Company (or RMIC), another of our mortgage insueacmunterparties, was downgraded below the AA cayegn June 27,
2008 and will submit a remediation plan for ouriesw. To date, no mortgage insurer has failed totnte@bligations to us.

We also obtain bond insurance as an additionaitaeaiancement with either primary or secondarycjpes to cover non-
agency securities held in either our retained or-mortgage investment portfolio. At June 30, 20088,had coverage,
including secondary policies on securities, togfH17 billion of unpaid principal balance. At JB®& 2008, the top four of
our bond insurers, Ambac Assurance Corporatiomrigial Guaranty Insurance Company, Financial SgcAdsurance Inc.,
and MBIA Insurance Corp., each accounted for mioaa tL0% of our overall bond insurance coveragecafidctively
represented approximately 91% of our total coverag® of our bond insurers have had their credihngagdowngraded belo
investment grade by at least one major rating agenc

Based upon currently available information, we &tpleat most of our mortgage and bond insuranceteoparties
possess adequate financial strength and capitak&d their obligations to us for the near term. Glarexposure to mortgage
insurers, we evaluate the recovery from insurarndieips for mortgage loans in our retained pordas well as loans
underlying our PCs and Structured Securities asgbdhe estimate of our loan loss reserves. Aok 30, 2008,
downgrades of financial strength ratings and oafwation of the insurers’ remediation plans did aif¢ct our recorded loan
loss reserves. We evaluate the recovery from moadlond insurance policies as part of our impaitraealysis for our
investments in securities. We recognized impairne@ntertain of these securities during the secaraditgr of 2008. If a
monoline bond insurer fails to meet its obligatibmsis with respect to the securities for whichhage obtained insurance, it
could reduce the fair values of our securities i@salt in additional financial losses to us, whicluld have a material adve
effect on our earnings, financial condition anditposition. To date, none of our bond insureas failed to meet its
obligations to us.

Derivative Portfolio

On an ongoing basis, we review the credit fundaelsmtf all of our derivative counterparties to donfthat they
continue to meet our internal standards. We assaigmal ratings, credit capital and exposure kit each counterparty
based on quantitative and qualitative analysisctvine update and monitor on a regular basis. Wdwaradditional review
when market conditions dictate or events affecéindndividual counterparty occur. Three of our deuparties each
accounted for greater than 10% and collectivelyanted for 89% of our net uncollateralized exposexeluding
commitments, to derivatives counterparties at Bihe008. These counterparties included Bank of hgagN.A., Barclays
Bank PLC and Lehman Brothers Special Financing, imbose parent company is Lehman Brothers Holdiimgs, and were
rated AA+, AA and A, respectively, at August 1, 8300

NOTE 16: SEGMENT REPORTING

Effective December 1, 2007, management determimaiour operations consist of three reportable segsn As
discussed below, we use Segment Earnings to measdrassess the financial performance of our segm®&egment
Earnings is calculated for the segments by adjg$EAAP net income (loss) for certain investmengted activities and
credit guarantee-related activities. The Segmentiegs measure is provided to the chief operategjsion maker. Prior to
December 1, 2007, we reported as a single segmserg GAAP-basis income. We have revised the fir@rnoformation and
disclosures for prior periods to reflect the segnuisclosures as if they had been in effect througlall periods reported. W
conduct our operations solely in the U.S. andeitdtbries. Therefore, we do not generate any regdrom geographic
locations outside of the U.S. and its territories.

124 Freddie Mac




Table of Contents

Segments

Our business operations include three reportalgments, which are based on the type of businesstiest each
performs — Investments, Single-family Guarantee Mdtifamily. Certain activities that are not pafta segment are
included in the All Other category, which primarihcludes certain unallocated corporate items, sisctosts associated with
remediating our internal controls and near-ternrueuring costs, costs related to the resolutibceotain legal matters and
certain income tax items. We evaluate our perfogaand allocate resources based on Segment Eamihigs we describe
and present in this note. We do not consider osgtady segment when making these evaluationsoma#ibns.

Investments

In this segment, we invest principally in mortgagéated securities and single-family mortgage lgansugh our
mortgage-related investment portfolio. Segment lBgsiconsists primarily of the returns on thesesiments, less the
related financing costs and administrative expenaéthin this segment, our activities may include purchase of mortgage
loans and mortgage-related securities with lesadive investment returns and with high incremierigé in order to achieve
our affordable housing goals and subgoals. We miaigt cash and a non-mortgage-related securitiestiment portfolio in
this segment to help manage our liquidity. We fomthese activities primarily through issuanceshafrt- and longerm deb
in the public markets. Results also include deneatransactions we enter into to help manageésterate and other market
risks associated with our debt financing and maggeelated investment portfolio.

Single-Family Guarantee

In this segment, we guarantee the payment of p@h@nd interest on single-family mortgage-relaedurities, including
those held in our retained portfolio, in exchangenianagement and guarantee fees received oveatithether up-front
compensation. Earnings for this segment consistasfagement and guarantee fee revenues and truagemant income
less the related credit costise., provision for credit losses) and operating expsnélso included is the interest earned on
assets held in our Investments segment relatedgtesamily guarantee activities, net of allocatedding costs.

Multifamily

In this segment, we purchase multifamily mortgage®ur retained portfolio and guarantee the paymoéprincipal and
interest on multifamily mortgage-related securiti@sl mortgages underlying multifamily housing raweihonds. These
activities support our mission to supply financfogaffordable rental housing. This segment inckidertain equity
investments in various limited partnerships thatnsor low- and moderate-income multifamily renfgdments, which
benefit from LIHTCs. Also included is the interestrned on assets held in our Investments segmatddd¢o multifamily
guarantee activities, net of allocated funding sost

All Other

All Other includes corporate-level expenses natcated to any of our reportable segments suchsis associated with
remediating our internal controls and near-terntruesuring as well as costs related to the resmudif certain legal matters
and certain income tax items.

Segment Allocations

Results of each reportable segment include direttijputable revenues and expenses. Administratkpenses that are
not directly attributable to a segment are allodatgably using alternative, quantifiable measstesh as headcount
distribution or segment usage if considered sengietlior on a pre-determined basis if consideretéot Expenses not
allocated to segments consist primarily of costeaiated with remediating our internal controls aedr-term restructuring
costs and are included in the All Other categomt iNterest income for each segment includes acatibn related to
investments and debt based on each segment’s assetéf-balance sheet obligations. The LIHTC penghips tax benefit is
allocated to the Multifamily segment. All remainitaxes are calculated based on a 35% federal @tamatte as applied to
Segment Earnings.

Segment Earnings

In managing our business, we present the operpérfgrmance of our segments using Segment Earregggnent
Earnings differs significantly from and should het used as a substitute for GAAP net income (los&jre cumulative effe
of change in accounting principle or net incomag)aas determined in accordance with GAAP. Therénaportant
limitations to using Segment Earnings as a measiuser financial performance. Among them, our regaoy capital
requirements are based on our GAAP results. SegRanings adjusts for the effects of certain gaimg losses and mark-to-
fair-value items which, depending on market circtanses, can significantly affect, positively or atgely, our GAAP
results and which, in recent periods, have causdd tecord GAAP net losses. GAAP net losses wlifeasely impact our
regulatory capital, regardless of results refleéte8egment Earnings. Also, our definition of Segtiearnings may differ
from similar measures used by other companies. Meweve believe that the presentation of Segmemiigs highlights
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the results from ongoing operations and the uniegylyesults of the segments in a manner that iulethe way we
manage and evaluate the performance of our business

Segment Earnings present our results on an adeasa as the cash flows from our segments are d¢aner time. The
objective of Segment Earnings is to present owlt®& a manner more consistent with our busimesdels. The business
model for our investment activity is one where veaerally buy and hold our investments in mortgagated assets for the
long term, fund our investments with debt and us@vdtives to minimize interest rate risk and getenet interest income
line with our return on equity objectives. We beéidt is meaningful to measure the performanceuofitvestment business
using long-term returns, not short-term value. Bhsiness model for our credit guarantee activitynie where we are a long-
term guarantor in the conforming mortgage marketmage credit risk and generate guarantee and teedj net of incurred
credit losses. As a result of these business modeldelieve that this accruaksed metric is a meaningful way to presen
results as actual cash flows are realized, netegfitlosses and impairments. We believe Segmemtititgs provides us with
view of our financial results that is more congist&ith our business objectives, which helps usdbetvaluate the
performance of our business, both from period-teepleand over the longer term.

As described below, Segment Earnings is calculfethe segments by adjusting GAAP net income {lésscertain
investment-related activities and credit guaramédated activities. Segment Earnings includes cerexlassifications among
income and expense categories that have no impawtancome (loss) but provide us with a meanihgfetric to assess the
performance of each segment and our company ask wh

Investment Activit-Related Adjustments

The most significant risk inherent in our investagivities is interest-rate risk, including ducatj convexity and
volatility. We actively manage these risks throagiset selection and structuring, financing assetases with a broad rar
of both callable and non-callable debt and theafisSeterest-rate derivatives, designed to econoliyiteedge a significant
portion of our interest-rate exposure. Our interagt derivatives include interest-rate swaps, angke-traded futures and
both purchased and written options (including sveasf). GAAP-basis earnings related to investmetivities of our
Investments segment, and to a lesser extent, oltiféhily segment, are subject to significant peFim-period variability,
which we believe is not necessarily indicativeh# tisk management techniques that we employ angdedtformance of the
segments.

Our derivative instruments not in hedge accountélgtionships are adjusted to fair value under GA#ifA resulting
gains or losses recorded in GAMRSsis income. Certain other assets are also adjtestair value under GAAP with resultil
gains or losses recorded in GAAP-basis income. 8 hssets consist primarily of mortgage-relatedritéesi classified as
trading and mortgage-related securities classdiedvailable-for-sale when a decline in fair vattiavailable-for-sale
securities is deemed to be other than temporary.

To help us assess the performance of our investreted activities, we make the following adjusiseto earnings as
determined under GAAP. We believe this measureedbpmance, which we call Segment Earnings, enlsatiee
understanding of operating performance for spepéigods, as well as trends in results over mdtg@riods, as this measure
is consistent with assessing our performance agaimsnvestment objectives and the related riskiaggment activities.

« Derivative and foreig-currency denominated derelated adjustment

» Fair value adjustments on derivative positionspreéed pursuant to GAAP, are not recognized in SegfBarnings
as these positions economically hedge our invedtamdivities.

» Payments or receipts to terminate derivative pmsitiare amortized prospectively into Segment Egenam a
straigh-line basis over the associated term of the devigatistrument

» Payments of up-front premium&(g., payments made to third parties related to pueshas/aptions) are amortized
prospectively on a straight-line basis into Segntgarhings over the contractual life of the instrmn&he up-front
payments, primarily for option premiums, are anze to reflect the periodic cost associated wighpiotection
provided by the option contrac

» Foreign-currency translation gains and losses dsasw¢he unrealized fair value adjustments assediaith foreign-
currency denominated debt along with the foreigrrency derivatives gains and losses are excluded 8egment
Earnings because the fair value adjustments ofothé&n-currency swaps that we use to manage foreigrency
exposure are also excluded through the fair vadijiesament on derivative positions as described alas/the
foreigr-currency exposure is economically hed¢

* Investment sales, debt retirements and fair \-related adjustment

» Gains and losses on investment sales and del@metitts that are recognized at the time of the actims pursuant
to GAAP are not immediately recognized in Segmearhigs. Gains and losses on securities sold cotiiofetaine
portfolio and cash and investments portfolio ar@dipred prospectively into Segment Earnings «
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straight-line basis over five years and three yaaspectively. Gains and losses on debt retiresremat amortized
prospectively into Segment Earnings on a str-line basis over the original terms of the repuredadebt

» Trading losses or impairments that reflect expeote@alized credit principal losses are realizathediately
pursuant to GAAP and in Segment Earnings since dneyot economically hedged. Fair value adjustsent
trading securities related to investments thatamomically hedged are not included in SegmentiEgs.
Similarly, non-credit related security impairmengs$es are not included in Segment Earnings. Thasenedit
related security impairments are deferred and areaiprospectively into Segment Earnings on agtttaine basis
over five years for securities in our retained fodid and over three years for securities in owstcand investments
portfolio. GAAP-basis accretion income that may result from impaithadjustments is also not included in Segi
Earnings.

* Fully taxable-equivalent adjustmen

* Interest income generated from taxempt investments is adjusted in Segment Earningeflect its equivalent yiel
on a fully taxable basi:

We fund our investment assets with debt and devesito manage interest-rate risk as evidencedibyortfolio Market
Value Sensitivity, or PMVS, and duration gap metriés a result, in situations where we record gairlosses on
derivatives, securities or debt buybacks, thesesgand losses are offset by economic hedges thdbwet mark-to-fair-
value for GAAP purposes. For example, when we zeaigain on the sale of a security, the debt wisiébnding the securi
has an embedded loss that is not recognized un8l&PGbut instead over time as we realize the irgieegpense on the debt.
As a result, in Segment Earnings, we defer and @madhe security gain to interest income to mdkehinterest expense on
the debt that funded the asset. Because of ount@lagement strategies, we believe that amortgamgs or losses on
economically hedged positions in the same perisdbea offsetting gains or losses is a meaningfyl twaassess performance
of our investment activities.

We believe it is useful to measure our performarsirg long-term returns, not on a short-term faiue basis. Fair value
fluctuations in the short-term are not an accuiradeation of long-term returns. In calculating &ent Earnings, we make
adjustments to our GAAP-basis results that aregdesi to provide a more consistent view of our foiakresults, which
helps us better assess the performance of ourdassgegments, both from period-to-period and dweetanger term. The
adjustments we make to present our Segment Earamnegsonsistent with the financial objectives of imwestment activities
and related hedging transactions and provide usawtiew of expected investment returns and effentss of our risk
management strategies that we believe is usefubinaging and evaluating our investment-relatedities. Although we
seek to mitigate the interest-rate risk inhererduninvestment-related activities, our hedging padfolio management
activities do not eliminate risk. We believe thatlevant measure of performance should closelgaethe economic impact
of our risk management activities. Thus, we amertie impact of terminated derivatives, as weljaiss and losses on asset
sales and debt retirements, into Segment Earniitfeough our interest-rate risk and asset/liabititgnagement processes
ordinarily involve active management of derivativasset sales and debt retirements, we believé&tdmnent Earnings,
although it differs significantly from, and shouidt be used as a substitute for GAAP-basis resslisdicative of the longer-
term time horizon inherent in our investment-redaaetivities.

Credit Guarantee Activity-Related Adjustments

Credit guarantee activities consist largely of guarantee of the payment of principal and intevestnortgages and
mortgage-related securities in exchange for manageand guarantee and other fees. Over the loeger-tarnings consist
almost entirely of our management and guaranteesfenues, which include management guaranteefdlested
throughout the life of the loan and up-front comgaion received, trust management fees less retagelit costs {.e.,
provision for credit losses) and operating expenSes measure of Segment Earnings for these desvibnsists primarily of
these elements of revenue and expense. We bédlimvméasure is a relevant indicator of operatinfopeance for specific
periods, as well as trends in results over mulig@gods because it more closely aligns with howwemage and evaluate the
performance of the credit guarantee business.

We purchase mortgages from sellers/servicers iardodsecuritize and issue PCs and Structured BesuSee
“NOTE 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIESfor a discussion of the accounting treatment ofé
transactions. In addition to the components ofiegsnoted above, GAAP-basis earnings for theseies include gains or
losses upon the execution of such transactionsesuient fair value adjustments to the guarantext asg amortization of t|
guarantee obligation.

Our credit-guarantee activities also include thecpase of significantly past due mortgage loansflwan pools that
underlie our guarantees. Pursuant to GAAP, atithe of our purchase the loans are recorded avéfire. To the extent the
adjustment of a purchased loan to fair value exceed own estimate of the losses we will ultimatelglize on the loan, as
reflected in our loan loss reserve, an additiooss lis recorded in our GAAP-basis results.
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When we determine Segment Earnings for our cregitantee-related activities, the adjustments wéydpgearnings
computed on a GAAP-basis include the following:

* Amortization and valuation adjustments pertaininghie guarantee asset and guarantee obligaticexaheded from
Segment Earnings. Cash compensation exchanged ttnh of securitization, excluding buy-up and llown fees, is
amortized into earning

» The initial recognition of gains and losses recdrgegor to January 1, 2008 and in connection whtéxecution of
either securitization transactions that qualifysales or guarantor swap transactions, such asslosseertain credit
guarantees, is excluded from Segment Earn

 Fair value adjustments recorded upon the purchiadelioquent loans from pools that underlie ourrgméees are
excluded from Segment Earnings. However, for Segfaamings reporting, our GAAP-basis loan loss giown is
adjusted to reflect our own estimate of the losgesvill ultimately realize on such iterr

While both GAAP-basis results and Segment Earniafisct a provision for credit losses determineddsordance with
SFAS 5, GAAP-basis results also include, as nolede measures of future cash flows (the guaraadset) that are
recorded at fair value and, therefore, are subgesignificant adjustment from period-to-periodnaarket conditions, such as
interest rates, change. Over the longer-term, SegEernings and GAABasis income both capture the aggregate cash
associated with our guarantee-related activitidhholigh Segment Earnings differs significantly fraand should not be used
as a substitute for GAAP-basis income, we beliba¢ ¢xcluding the impact of changes in the faiugadf expected future
cash flows from our Segment Earnings provides anmgéul measure of performance for a given perisdvall as trends in
performance over multiple periods because it mrgety aligns with how we manage and evaluate #réopmance of our
credit guarantee business.

Table 16.1 reconciles Segment Earnings (loss) t&BAet income (loss).

Table 16.1 — Reconciliation of Segment Earnings (Iss) to GAAP Net Income (Loss)

Three Months Ended Six Months Ended
June 30, June 30,
2008 2007 2008 2007
(in millions)
Segment Earnings (loss) after tax
Investment: $ 79z $ 571 $ 90€ $ 1,08t
Single-family Guarantet (1,389 12¢ (1,84¢) 353
Multifamily 11¢€ 84 21€ 20¢
All Other 144 (43) 14C (59)
Total Segment Earnings (loss), net of ta (333) 741 (584) 1,58¢
Reconciliation to GAAP net income (los:
Derivative- and foreigr-currency denominated de-related adjustmen 527 (477) (667) (1,559
Credit guarante-related adjustmen 1,81¢ 831 1,64« 32¢
Investment sales, debt retirements and fair v-related adjustmen (3,09¢) (379 (1,577) (310)
Fully taxabl-equivalent adjustmen (10%) (97) (215) (190
Total pre-tax adjustment (85€) (11€) (809) (1,729
Tax-related adjustmen 36€ 104 421 732
Total reconciling items, net of tax (48€) (12) (388) (992)
GAAP net income (loss $ (821) $72¢  $ (972 $ 59€
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Table 16.2 presents certain financial informationdur reportable segments and All Other.

Table 16.2 — Segment Earnings and Reconciliation t8AAP Results

Three Months Ended June 30, 200

Income
Net Interest Management Other Provision REO Other LIHTC Tax
Income  and Guarantee Non-Interest Administrative for Credit Operations LIHTC Non-Interest Partnerships (Expense Net
(Expense) Income Income (Loss Expenses Losses _Expense Partnerships _ Expense  Tax Benefit _Benefit Income (Loss
(in millions)
Investment: $ 1481$% —$ (125) $ (130) $ — 3 —$ —$ (UE3 —$ (4200 % 792
Single-family Guarantet 58 84C 103 (212) (2,630 (265) — (29) — 747 (1,38¢)
Multifamily 98 17 7 (49) (@) — (10€) (5) 14¢ 16 11€
All Other — — 3 (13) — — — (17) — 177 144
Total Segment Earnings (loss),
of taxes 1,637 857 a9) (404) (2,637) (265) (20¢) (58) 14¢ 514 (333
Reconciliation to GAAP net incorr
(loss):
Derivative- and foreigt- currency
translatior-related adjustmen (482) — 1,00¢ — — — — — — — 527
Credit guarante-related
adjustment: 14 (15€) 2,05¢ — 79 — — 179 — — 1,81¢
Investment sales, debt retireme
and fair value-related
adjustment: 73 — (3,169 — — — — — — — (3,09¢)
Fully taxable-equivalent
adjustment: (108) — — — — — — — — — (105)
Reclassification{) 392 56 (469) — 21 — — — — — —
Tax-related adjustmen — — — — — — — — — 36¢ 36¢
Total reconciling items, net ¢
taxes (10€) (100 (575) — 10C — — (179) — 36¢ (48¢)
Total per consolidated statement
income $ 152¢$ 757 $ (593) $ (404 $ (2530$ (265 $ (108) $ 23) % 14c$ 882 $ (821)
Six Months Ended June 30, 200
Income
Net Interest Management Other Provision REO Other LIHTC Tax
Income  and Guarantee Non-Interest Administrative for Credit Operations LIHTC Non-Interest Partnerships (Expense Net
(Expense) Income Income (Loss Expenses Losses _Expense Partnerships _ Expense  Tax Benefit _Benefit Income (Loss
(in millions)
Investments $ 1,78C $ — 3 (110 $ (261) $ — % —$ — 3 (16) $ —$ (487)$% 90€
Single-family Guarante 13¢ 1,73¢ 207 (41€) (3,979 473 — (48 — 992 (1,84¢€)
Multifamily i¥E 34 15 (99) (16) — (225) 9) 29¢ 44 21€
All Other — — 1 (26) — — — (2C) — 18E 14C
Total Segment Earnings (loss),
of taxes 2,08¢ 1,76¢ il (801) (3,995 473 (225) (93 29¢ 73% (584)
Reconciliation to GAAP net incor
(loss):
Derivative- and foreigi- currency
translatior-related adjustment (492) — 175) — — — — — — — (667)
Credit guarante-related
adjustment: 30 (317) 2,05¢ — 152 — — (279 — — 1,64¢
Investment sales, debt retireme
and fair value-related
adjustment: 17€ — (1,747 — — — — — — — (1,57))
Fully taxable-equivalent
adjustment: (215) — — — — — — — — — (215)
Reclassification() 74C 94 (900) — 66 — — — — — —
Tax-related adjustmen — — — — — — — — — 421 421
Total reconciling items, net (
taxes 23¢ (223) (764) — 218 — — (279) — 421 (389)
Total per consolidated statement
income $ 2321 % 1,54¢ $ (651) $ (801)$ 3770 (479 % (225) $ (372 % 29¢ $ 1,15¢ $ (972
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Three Months Ended June 30, 2007

Income
Net Interest Management Other Provision REO Other LIHTC Tax
Income  and Guarantee Non-Interest Administrative for Credit Operations LIHTC Non-Interest Partnerships (Expense Net
(Expense) Income Income (Loss Expenses Losses Expense Partnerships _ Expense  Tax Benefit _Benefit Income (Loss
(in millions)
Investment: $ 99C $ —$ 30 % (139 $ — 3 —$ —$ (OF3 —$ (309$% 571
Single-family Guarantet 17¢ 704 28 (209) (46¢ (16) — (19 — (69) 12¢
Multifamily 94 16 5 (49 @ — (13%) 8) 12E 27 84
All Other — — (1) (51) — — — (8) — 17 (43)
Total Segment Earnings (loss),
of taxes 1,267 72C 62 (442) 470) (16) (13%) (43) 12E (339 741
Reconciliation to GAAP net incor
(loss):
Derivative- and foreigi- currency
translatiol-related adjustment (326) — (145) — — — — — — — 471
Credit guarante-related
adjustment{? 7 (135) 1,38( — 15 — — (436€) — — 831
Investment sales, debt retireme
and fair value-related
adjustment: 54 — (4373) — — — — — — — (379)
Fully taxable-equivalent
adjustment: 97) — — — — — — — — — 97
Reclassification(1)( (108) 6 94 — 8 — — — — — —
Tax-related adjustmen — — — — — — — — — 104 104
Total reconciling items, net (
taxes (470) (129) 89€ — 23 — — (43€) — 104 (12)
Total per consolidated statement
income $ 79 $ 591 $ 95¢ $ (4428 (440 $ 16 $ (139 $ 479 % 135 $ (229 % 72¢
Six Months Ended June 30, 200
Income
Net Interest Management Other Provision REO Other LIHTC Tax
Income  and Guarantee Non-Interest Administrative for Credit Operations LIHTC Non-Interest Partnerships (Expense Net
(Expense) Income Income (Loss Expenses Losses Expense Partnerships  Expense  Tax Benefit _Benefit Income (Loss
(in millions)
Investment $ 189 % — 3 54 $ 261 $ — % — $ — 3 15 $ —$ (585 % 1,08t
Single-family Guarantet 347 1,381 50 (409) (759) (30) — (4C) — (18¢) 352
Multifamily 217 3C 9 (94) 4) — (243) (12) 27¢ 33 20¢
All Other 1) — 2 (82 — — — 17) — 39 (59
Total Segment Earnings (loss),
of taxes 2,45¢ 1,411 11F (845) (762) (30) (24%) (84) 27E (702) 1,58¢
Reconciliation to GAAP net incorr
(loss):
Derivative- and foreigt- currency
translatior-related adjustmen (649) — (909 — — — — — — — (1,559
Credit guarante-related
adjustment@) 13 (299) 1,33 — 28 — — (84¢€) — — 32¢
Investment sales, debt retireme
and fair value-related
adjustment: 114 — (424 — — — — — — — (310
Fully taxable-equivalent
adjustment: (290 — — — — — — — — — (190)
Reclassification®)(@) 79 7 132 — 39 — — — — — —
Tax-related adjustmen — — — — — — — — — 732 732
Total reconciling items, net ¢
taxes (891) (192) 13€ — 67 — — (84¢€) — 732 (992)
Total per consolidated statement
income $ 156 % 121¢ $ 25¢ $ (8458 (699 $ (30 % (249 $ (930 $ 27t $ 30 $ 59¢€

(1) Include the reclassification of: (a) the accruapefiodic cash settlements of all derivatives najualifying hedge accounting relationships frorneot
non-interest income (loss) to net interest incom@énse) within our Investments segment; (b) indpiinagement and guarantee fees from net interest
income (expense) to other non-interest income hdhin our Single-family Guarantee and Multifagndegments; (c) net buy-up and buy-down fees
from management and guarantee income to net inteame (expense) within the Investments segmdpinterest income foregone on impaired loans
from net interest income (expense) to provisioncfedit losses within our Single-family Guarantegraent; and (e) certain hedged interest benefit)co
amounts related to trust management income fromr atbr-interest income (loss) to net interest income (egpg within our Investments segme

(2) Certain prior period amounts within net interestome previously reported as a component of creditantee-related adjustments have been reclassified
to reclassifications to conform to the current penpresentatior
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NOTE 17: EARNINGS (LOSS) PER SHARE

We have participating securities related to optiwith dividend equivalent rights that receive dedls as declared on an
equal basis with common shares, but are not obligt participate in undistributed net losses. @quoently, in accordance
with EITF 03-6,“Participating Securities and the Two-Class Methattler FASB Statement No. 128ke use the “two-
class” method of computing earnings per share.dBzainings per common share are computed by dgviukn income (loss)
available per common share by weighted average aamshares outstanding — basic for the period. Biwgarnings (loss)
per share are computed as net income (loss) alaitaloommon stockholders divided by weighted agyeresommon shares
outstanding — diluted for the period, which considie effect of dilutive common equivalent shayetstanding. For
periods with net income the effect of dilutive coomrequivalent shares outstanding includes: (ajvifighted average shares
related to stock options (including the Employeecg&tPurchase Plan); and (b) the weighted averagersvested restricted
shares and non-vested restricted stock units. Bertis are included in the calculation of weightedrage common shares
outstanding — diluted during periods of net incomben the assumed conversion of the share equisdiess a dilutive
effect. Such items are excluded from the weightetage common shares outstanding — basic.

Table 17.1 — Earnings (Loss) Per Common Share — Basand Diluted

Three Months Ended Six Months Ended
June 30, June 30,
2008 2007 2008 2007
(dollars in millions,
except per share amounts

Net income (loss $ (82)) $ 72¢ $ (972 $ 59€
Preferred stock dividends and issuance costs arereed preferred stou (231) (95) (503) (190)
Amounts allocated to participating security optiemiders® (1) (2 (1) (1)
Net income (loss) available (applicable) to comrsbareholder— basic® $ (1,059 $ 632 $ (1,47¢) $ 40
Weighted average common shares outstan— basic (in thousand: 646,86¢ 652,87° 646,60: 657,10:

Dilutive potential common shares (in thousar — 2,907 — 2,262
Weighted average common shares outstan— diluted (in thousands 646,86¢ 655,78 646,60: 659,36!
Basic earnings (loss) per common st $ (1.69) $ 0.97 $ (2.2¢) $ 0.6Z
Diluted earnings (loss) per common sh $ (1.69 $ 0.9¢ $ (2.2¢) $ 0.61

Antidilutive potential common shares excluded fribra computation of dilutive potential
common shares (in thousan 11,93: 2,02« 10,26¢ 3,05(

(1) Represents distributed earnings during periodebfasses
(2) Includes distributed and undistributed earningsaimmon shareholder

NOTE 18: SUBSEQUENT EVENTS

Since mid-June 2008, there has been a substaatilihe in the market price of our common stock. Tarket conditions
that have contributed to this price decline arelliko affect our approach to raising new core tadjmcluding the timing,
amount, type and mix of securities we may issue héte committed to OFHEO to raise $5.5 billion elwcapital. We
remain committed to raising this capital given aygpiate market conditions and will evaluate raistagital beyond this
amount depending on our needs and as market comglithandate.

Our financial performance for the second quartdrijeveflecting the challenges that face the indudéaves us
capitalized at a level greater than the 20% mamgasnget capital surplus established by OFHEO\witkd a greater surplus
above the statutory minimum capital requiremente@ithe challenges facing the industry, we expetike actions to
maintain our capital position above the mandatarget capital surplus. Accordingly, subject to amat by our board of
directors, we currently expect to reduce the dintlen our common stock in the third quarter of 2608 $0.25 to $0.05 or
less per share and to pay the full dividends atractual rates on our preferred stock. In additiwe,continue to review and
consider other alternatives for managing our capitduding issuing equity in amounts that coulddodstantial and
materially dilutive to our existing shareholdewrsjucing or rebalancing risk, slowing purchases auocredit guarantee
portfolio and limiting the growth or reducing thiees of our retained portfolio by allowing the paitb to run off and/or by
selling securities classified as trading or caraethir value under SFAS 159 or available-for-s#eurities that are accretive
to capital (i.e., fair value exceeds amortized cost). We haverethand are working with financial advisors andoastinue
to engage in discussions with OFHEO and the U.paBment of the Treasury, or Treasury, on thes¢emsat

Our liquidity position remains strong as a resfilt(a) our continued access to the debt markeasti@ctive spreads,
(b) our cash and investments portfolio of approxetya$70 billion and (c) an unencumbered agencytgage-related
securities portfolio of approximately $470 billiomhich could serve as collateral for additionalrbarings. Under stressful
market conditions, counterparties willing to pravilinding based on our unencumbered portfolio neayravailable or may
offer terms that are not attractive to the comp&nyJuly 13, 2008, the Board of Governors of thédfal Reserve System,
the Federal Reserve, granted the Federal Resenled&ew York the authority to lend to Freddie M&c
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necessary. Any such lending would be at the disic@ia charged for primary credit, or the primargdit rate, and
collateralized by U.S. government and federal ageecurities. This authorization was intended fgpgement the Treasury
existing authority to purchase obligations of Fieddac.

The Housing and Economic Recovery Act of 2008 vigisesl into law on July 30, 2008. Division A of thégislation, th
Federal Housing Finance Regulatory Reform Act di@®r the Regulatory Reform Act, establishes a regulator for us,
the Federal Housing Finance Agency, or FHFA, withanced regulatory authorities relating, amongrattiags, to our
minimum and riskased capital levels and our business activitiesding portfolio investments, new products, mamagn
and operations standards, affordable housing gaatbexecutive compensation. The Regulatory Refachexpands the
circumstances under which we could be placed iatservatorship and also authorizes the FHFA toeplescinto
receivership under specified circumstances. ThaiRéy Reform Act also requires us to allocatéransfer certain amour
to: (a) the Secretary of Housing and Urban Develaptmor HUD, to fund a Housing Trust Fund, andgi)apital Magnet
Fund administered by the Secretary of the Treadnrgddition, the Regulatory Reform Act provides ecretary of the
Treasury with temporary authority, until Decembgr 3009, to purchase any obligations and otherrgesuwe issue under
certain circumstances.
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PART Il — OTHER INFORMATION

ITEM 1. LEGAL PROCEEDINGS

We are involved as a party to a variety of legalkcpedings arising from time to time in the ordineoyrse of business.
See “NOTE 11: LEGAL CONTINGENCIES” to our consoltdd financial statements for more information regag our
involvement as a party to various legal proceedings

ITEM 1A. RISK FACTORS

This Form 10-Q should be read together with th&ENT1A. RISK FACTORS” section in our Registratiorafiment,
which describes various risks and uncertaintieshizh we are or may become subject, and is suppitedeby the discussic
below. These risks and uncertainties could, diyemtlindirectly, adversely affect our businessafinial condition, results of
operations, cash flows, strategies and/or prospects

The value of mortgage-related securities guarantdgdus and held in our retained portfolio may dewd if we did not or
were unable to perform under our guarantee or ifiiastor confidence in our ability to perform undeuoguarantee were
to diminish.

We classify the mortgage-related securities inretained portfolio as either available-for-saldrading, and account for
them at fair value on our consolidated balancetshéesubstantial portion of the mortgage-relatecusities in our retained
portfolio is securities guaranteed by us. Our vidueof these securities is consistent with GAAM #me legal structure of tl
guarantee transaction, which includes the Freddie jarantee to the securitization trust. The Valinaf our guaranteed
mortgage securities necessarily reflects invesiofidence in our ability to perform under our gudege and the liquidity that
our guarantee provides. If we did not or were uaablperform under our guarantee, or if investarficence in our ability to
perform under our guarantee were to diminish, #ilaevof our guaranteed securities may declineethereducing the value
of the securities reported on our consolidatedrizaaheets and our ability to sell or otherwisethese securities for
liquidity purposes, and adversely affecting ouafinial condition and results of operations.

Market uncertainty and volatility may adversely efft our business, profitability and results of opgions.

The mortgage credit markets experienced difficaltditions and volatility during 2007 which have toned in 2008.
These deteriorating conditions in the mortgage etardsulted in a decrease in availability of cogpercredit and liquidity
within the mortgage industry and have caused digmp to normal operations of major mortgage oatpns, including some
of our largest customers. These conditions resittdgss liquidity, greater volatility, widening ofedit spreads and a lack of
price transparency. We operate in these marketsuansiubject to potential adverse effects on caulte of operations and
financial position due to our activities involvisgcurities, mortgages, derivatives and other mgagammitments with our
customers.

In addition, we use market-based information asiti&po our models, which are used to make opertidecisions as
well as derive estimates for use in our finanaéplarting processes. The turmoil in the housing@adit markets creates
additional risk regarding the reliability of our als, particularly since we may be required to nmaleual adjustments to
our models in response to rapid changes in econoomiditions. This may increase the risk that oudei® could produce
unreliable results, estimates that vary widely rmvp to be inaccurate.

Developments affecting our legislative and regulgt@nvironment could materially harm our businessgspects o
competitive position.

The Regulatory Reform Act, signed into law on J8y 2008, establishes a new regulator for us, FHfith enhanced
regulatory authorities relating, among other thjigour minimum and risk-based capital levels andbusiness activities.
The Regulatory Reform Act gives our regulator saibsal authority to assess our safety and soundimabs$o regulate our
portfolio investments, including requiring reductsoin those investments, consistent with our misaiod safe and sound
operations. The Act also includes provisions that@ase the regulator’'s authority to change ourrmim and risk-based
capital levels and to regulate our business aigsjiincluding new products, management and opeattandards, affordal
housing goals, and executive compensation. TheXgands the circumstances under which we coulddeeg into
conservatorship and also authorizes FHFA to pladato receivership under specified circumstaniceaddition, the Act
requires us to make certain contributions to afibtd housing funds administered by the Secretabdid and the Secretary
of the Treasury. The Act also provides the Secyaiithe Treasury with temporary authority, untéémber 31, 2009, to
purchase any obligations and other securities sigeisinder certain circumstances.

Given the recent enactment of this Act and the tfeatt FHFA has considerable discretion in implenmgnits provisions,
including through rulemaking proceedings and tsaeasice of orders, we cannot predict the impactditeaAct and FHFA's
exercise of its authority under the Act will hawe @ur business, financial position or results aéragions. However, to the
extent the Act or regulations or orders issued ¥/ pursuant to the Act may, for example, increasecapital



requirements, limit our portfolio and new productities, increase our affordable housing goaitdijmit our ability
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to attract and retain senior executives, we ardteiphat the impact could be materially adverse."8egislative and
Regulatory Matters” for additional information cemning the provisions of the Regulatory Reform &t their potential
impact on us.

Our ability to manage our regulatory capital requements may be adversely affected by market conaiti@and actions tha
we may be required to take to maintain our regulata@apital could adversely affect stockholders.

Our ability to manage our regulatory capital mayadeersely affected by mortgage and stock markaditions and
volatility. Factors that could adversely affect Haequacy of our capital for future periods inclode ability to execute
capital raising transactions; GAAP net losses; iooied declines in home prices; increases in oufitcemd interest-rate risk
profiles; adverse changes in interest rates, thiel yiurve or implied volatility; adverse OAS chasgienpairments of non-
agency mortgage-related securities; downgradesmfagency mortgage-related securities (with resjpegsk-based capital
counterparty downgrades; legislative or regulataryons that increase capital requirements; or gbsim accounting
practices or standards. Adverse market conditioag limit our ability to raise new core capital, amay affect the timing,
amount, type and mix of securities issued to ra&g core capital.

Under current OFHEO regulations, the regulatorly biased capital standard in particular is highlys#ive to underlying
drivers, including house price changes (based adEIFs all transaction index); downgrades of nonrexyemortgage-
related securities; counterparty downgrades; rethportfolio growth; the duration, term and optilyeof our funding and
hedging instruments; and other factors. While weeHastorically met the risk-based capital stand#rdre is a significant
possibility that continued adverse developmentglation to one or more of these underlying drivemsld cause us to fail to
meet this standard. If we were not to meet thelesked capital standard, we would be classifi¢tiadercapitalized” by
OFHEO. See “ITEM 1. BUSINESS — REGULATION AND SUPERSION — Office of Federal Housing Enterprise
Oversight — Capital Standards and Dividend Restrist’ and “ITEM 13. FINANCIAL STATEMENTS AND
SUPPLEMENTARY DATA — AUDITED CONSOLIDATED FINANCIALSTATEMENTS AND ACCOMPANYING
NOTES— NOTE 9: REGULATORY CAPITAL — Classification” inur Registration Statement for information regarding
potential actions OFHEO may seek to take in thanewnder the Regulatory Reform Act, FHFA is cleargvith developing
risk-based capital requirements by regulation. iideire of the requirements FHFA may eventually agapsuant to this
authority is currently uncertain.

To help manage to our regulatory capital requirdsiand the OFHEO-directed mandatory capital surpheshave
announced that, subject to approval by the boadire€tors, we currently expect to reduce the dimdlon our common stor
in the third quarter of 2008 from $0.25 to $0.09ems per share, and we are considering other me=asuch as issuing equ
in amounts that could be substantial and materiiliitive to existing shareholders, reducing oralabcing risk, limiting
growth or reducing the size of our retained poitfbly allowing the portfolio to run off and/or bglting securities classified
as trading or carried at fair value under SFAS d58vailable-for-sale securities that are accretiveapital (.e.,fair value
exceeds amortized cost), slowing purchases intemdit guarantee portfolio, issuing additionalfpreed or convertible
preferred stock and issuing common stock. Ourtglit execute any of these actions or their effectess may be limited a
we might not be able to manage to our regulatopjtabrequirements and the mandatory target capitgdlus. For example,
our ability to issue additional preferred or comnsbock or other capital securities will dependpant, on market conditions,
and we may not be able to raise additional capitedn needed. Issuances of new preferred or comouityenay be
materially dilutive to existing stockholders andymearry other terms and conditions that could askigraffect the value of
the common or preferred stock held by existingldiotders.

If we are not able to manage to the mandatory taxggtal surplus, OFHEO may, among other thingekgo require us
to (a) submit a plan for remediation or (b) takeestremedial steps. In addition, OFHEO has disangth reduce our capital
classification by one level if OFHEO determineg thva are engaging in conduct that could resultriapdd depletion of core
capital or determines that the value of propertyjett to mortgage loans we hold or guarantee haidsed significantly.
See “ITEM 1. BUSINESS — Regulation and SupervisierOffice of Federal Housing Enterprise OversighiGapital
Standards and Dividend Restrictions” and “ITEM EBNANCIAL STATEMENTS AND SUPPLEMENTARY DATA —
AUDITED CONSOLIDATED FINANCIAL STATEMENTS AND ACCOMPANYING NOTES — NOTE 9:
REGULATORY CAPITAL — Classification” in our auditecbnsolidated financial statements in our RegistnaStatement
for information regarding additional potential acts OFHEO may seek to take against us. See “PART |
ITEM 2. MD&A — EXECUTIVE SUMMARY — Legislative andRegulatory Matters —Government Sponsored Enterprise,
or GSE, Oversight Legislatidifor information concerning the enhanced regukatuthorities FHFA now possesses and
Treasury’s temporary authority to provide varioyses of support to Freddie Mac should it becomessary. The terms of
any such support, if it were to be made availadnle,uncertain, but they could have a material a#vienpact on existing
common and preferred stockholders, including subistidy diluting or effectively eliminating existgstockholders’ financial
interest in Freddie Mac.
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While it is difficult to predict how long these aditions will exist and how our markets or produeif ultimately be
affected, these factors could adversely impactbomsiness and results of operations, as well aslaility to provide liquidity
to the mortgage markets.

Our financial condition or results of operations nyabe adversely affected if mortgage seller/servckil to perform their
obligation to repurchase loans sold to us in breashrepresentations and warranties.

We require seller/servicers to make certain reprasiens and warranties regarding the loans thibyoses. If loans are
sold to us in breach of those representations artawties, we have the contractual right to reqineeseller/servicer to
repurchase those loans from us. Our institutioredit risk exposure to our seller/servicer couraelips includes the risk that
they will not perform their obligation to repurclea®ans, which could adversely affect our financitdition or results of
operations. The risk of such a failure has incré@sedeteriorating market conditions have affettediquidity and financial
condition of some of our largest seller/servic&se “PART | — ITEM 2. MD&A — CREDIT RISKS — Institional Credit
Risk —Mortgage Seller/Servicersfor additional information on our institutionatedit risk related to our mortgage
seller/servicers.

Mortgage fraud could result in significant financiblosses and harm to our reputatiol

We rely on representations and warranties by gsdlaricers about the characteristics of the sifeyety mortgage loans
we purchase and securitize and we do not indepdgdemify most borrower information that is proed to us. This exposes
us to the risk that one or more of the parties Ive@ in a transaction (the borrower, seller, brok@praiser, title agent, lenc
or servicer) will engage in fraud by misrepreseamfiscts about a mortgage loan. We may experiemeefisiant financial
losses and reputational damage as a result of egetfyjaud.

We may be required to establish a valuation allowamagainst our deferred tax assets, which could enetly affect our
results of operations and capital position in thetéire.

As of June 30, 2008, we had approximately $18libhibf net deferred tax assets as reported ortonsolidated balance
sheet. The realization of these deferred tax assdependent upon the generation of sufficienireitaxable income. We
currently believe that it is more likely than nbat we will generate sufficient taxable incometia future to utilize these
deferred tax assets. However, if future eventedifiom current forecasts, a valuation allowancg meed to be established
which could have a material adverse effect on esults of operations and capital position. See “PARTEM 1.
FINANCIAL STATEMENTS — NOTE 12: INCOME TAXES" for rare information on our deferred tax assets.

ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS

Recent Sales of Unregistered Securities

The securities we issue are “exempted securitirdéuthe Securities Act of 1933, as amended. A&salt; we do not file
registration statements with the SEC with respedfferings of our securities. During the secondrtgr of 2008, we did not
complete any equity offerings.

We regularly provide stock compensation to our @ygés and members of our board of directors. We Haree stock-
based compensation plans under which grants mayade: (a) the Employee Stock Purchase Plan, or §BPte 2004
Stock Compensation Plan, or 2004 Employee Plan{@rithe 1995 Directors’ Stock Compensation Plamamended and
restated, or Directors’ Plan. Prior to the stockleolapproval of the 2004 Employee Plan, employeekdiased compensati
was awarded in accordance with the terms of th®& B36ck Compensation Plan, or 1995 Employee Pl&hodgh grants ar
no longer made under the 1995 Employee Plan, wermily have awards outstanding under this plancéllectively refer to
the 2004 Employee Plan and 1995 Employee PlaneaBrtiployee Plans.

During the three months ended June 30, 2008, & sfations were granted or exercised under our Byea Plans or
Directors’Plan. Under our ESPP, options to purchase 109 @&%Es of common stock were exercised and optiopsrithas
145,607 shares of common stock were granted dtiimghree months ended June 30, 2008. Furthethéathree months
ended June 30, 2008, under the Employee Plans imact@s’ Plan, 178,167 restricted stock units wgnanted and
restrictions lapsed on 279,285 restricted stocksuSiee ITEM 13. FINANCIAL STATEMENTS AND SUPPLEMENTARY
DATA — AUDITED CONSOLIDATED FINANCIAL STATEMENTS AND ACCOMPANYING NOTES — NOTE 10:
STOCK-BASED COMPENSATION” in our Registration Statent for more information.

See “ITEM 13. FINANCIAL STATEMENTS AND SUPPLEMENTAR DATA — AUDITED CONSOLIDATED
FINANCIAL STATEMENTS AND ACCOMPANYING NOTES — NOTBE: REGULATORY CAPITAL” in our
Registration Statement for a description of ouutary capital requirements and possible regwatestrictions on our
ability to pay dividends.

Issuer Purchases of Equity Securities

We did not repurchase any of our common stock dutie three months ended June 30, 2008. Additipnat do not
currently have any outstanding authorizations purehase common stoc
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Information about Certain Securities Issuances by Feddie Mac

Pursuant to SEC regulations, public companieseaqaired to disclose certain information when thegur a material
direct financial obligation or become directly antingently liable for a material obligation undar off-balance sheet
arrangement. The disclosure must be made in artueport on Form 8-K under Item 2.03 or, if théigdtion is incurred in
connection with certain types of securities offganin prospectuses for that offering that aredfiléth the SEC.

Freddie Mac’s securities offerings are exemptethfREC registration requirements. As a result, veenat required to
and do not file registration statements or prospeag with the SEC with respect to our securitiésrioigs. To comply with
the disclosure requirements of Form 8-K relatingh®incurrence of material financial obligationg report our incurrence
of these types of obligations either in offeringcalars (or supplements thereto) that we post sm@bsite or in a current
report on Form 8-K, in accordance with a “no-actitetter we received from the SEC Staff. In caséeme the information is
disclosed in an offering circular posted on our sveh the document will be posted on our websithiwithe same time
period that a prospectus for a non-exempt secsiidtiering would be required to be filed with theG

The website address for disclosure about our d=hirgties is www.freddiemac.com/debt. From thisradd, investors ci
access the offering circular and related supplesnemtdebt securities offerings under Freddie Matbibal debt facility,
including pricing supplements for individual isseas of debt securities.

Disclosure about our off-balance sheet obligatimmsuant to some of the mortgage-related securitieissue can be
found at www.freddiemac.com/mbs. From this addnesgstors can access information and documentstahw mortgage-
related securities, including offering circularglaelated offering circular supplements.

We are providing our website addresses and theitgeddress of the SEC solely for your informatimfiormation
appearing on our website or on the SEC’s websi@tisncorporated into this Form 10-Q.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

The following matters were submitted to a vote tmckholders at our annual meeting held on Jun®@®@32(a) election ¢
11 members to our board of directors, each forra tnding on the date of our next annual meetirgtafkholders;
(b) ratification of the appointment of PricewatenkeCoopers LLP as our independent auditors for ;28098 (c) approval of
the amendment and restatement of the 2004 Stoclp@usation Plan.

As shown in Table 53 below, the following persoresevelected to our board of directors at the mgdtinthe respective
votes indicated:

Table 53 — Election of Directors

Votes For Votes Withheld

Barbara T. Alexande 404,199,34 95,281,64
Geoffrey T. Boisi 369,819,08 129,661,91
Michelle Engler 404,219,80 95,261,18
Robert R. Glaube 468,530,91 30,950,07
Richard Karl Goelt: 468,305,88 31,175,10
Thomas S. Johnsc 388,395,99 111,084,99
Jerome P. Kenn 489,457,02 10,023,97
William M. Lewis, Jr. 489,857,03 9,623,95!
Nicolas P. Retsing 489,854,97 9,626,02!
Stephen A. Ros 448,500,42 50,980,56
Richard F. Syroi 487,536,36 11,944,63

The appointment by the Audit Committee of PricewtateseCoopers LLP was ratified at the meeting byfdlowing
votes:

Votes For Votes Against Abstentions
491,572,74: 3,036,691 4,871,56(

The amendment and restatement of the 2004 Stoclp@usation Plan was approved at the meeting byottewing
votes:

Votes Fot Votes Against Abstentions Broker Non-Votes
410,464,82: 49,324,69¢ 5,059,57¢ 34,631,89¢

ITEM 6. EXHIBITS

The exhibits are listed in the Exhibit Index at émal of this Form 10-Q.
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SIGNATURES
Pursuant to the requirements of the Securities &xga Act of 1934, the registrant has duly causisdréiport to be signe
on its behalf by the undersigned thereunto dulyhenized.

Federal Home Loan Mortgage Corporation

By: /s/ RICHARD F. SYRON

Richard F. Syron
Chairman and Chief Executive Officer

Date: August 6, 2008

By: /s/ ANTHONY S. PISZEL

Anthony S. Piszel
Executive Vice President and Chief Financial Office

Date: August 6, 2008
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EXHIBIT INDEX

Exhibit No. Description

31 Amendments to the Federal Home Mortgage Corporadtiir(12 U.S.C. Section 1451 et seq.) pursuaréo t
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Exhibit 3.1

AMENDMENTS TO THE FEDERAL HOME LOAN MORTGAGE CORPOR ATION
ACT (12 U.S.C. SECTION 1451 ET SEQ.) PURSUANT TO Ti# FEDERAL HOUSING
FINANCE REGULATORY REFORM ACT OF 2008

The Housing and Economic Recovery Act of 2008 vigisesl into law on July 30, 2008 as Public Law
No. 11(-289. Division A of this legislation, the Federabilising Finance Regulatory Reform Act of 2008, cimistaarious
provisions that amend our charter, the Federal Hooa® Mortgage Corporation Act. These provisioressat forth below.

SEC. 1113. PROHIBITION AND WITHHOLDING OF EXECUTIVE COMPENSATION.

(a) IN GENERAL — Section 1318 of the Federal Hogslinterprises Financial Safety and Soundness At9982
(12 U.S.C. 4518) is amended —

(2) in the section heading, by striking “OF EXCESET and inserting “AND WITHHOLDING OF EXECUTIVE;
(2) in subsection (a) —
(A) by striking “enterprise” and inserting “regutat entity”; and
(B) by striking “enterprises” and inserting “regtdd entities”;
(3) by redesignating subsection (b) as subsectipragd
(4) by inserting after subsection (a) the following

“(b) FACTORS —In making any determination under subsection e Rirector may take into consideration any fac
the Director considers relevant, including any vgaoing on the part of the executive officer, andhswrongdoing shall
include any fraudulent act or omission, breachwdttor fiduciary duty, violation of law, rule, relgtion, order, or written
agreement, and insider abuse with respect to thdakd entity. The approval of an agreement otrachpursuant to
section 309(d)(3)(B) of the Federal National Mogga\ssociation Charter Act (12 U.S.C. 1723a(d)(B)(B section 303(h)
(2) of the Federal Home Loan Mortgage Corporati@h (32 U.S.C. 1452(h)(2)) shall not preclude theeBlior from making
any subsequent determination under subsection (a).

“(c) WITHHOLDING OF COMPENSATION — In carrying ousubsection (a), the Director may require a regdlat
entity to withhold any payment, transfer, or dismment of compensation to an executive officetpqace such
compensation in an escrow account, during the weefehe reasonableness and comparability of cosgtem.”.

(b) CONFORMING AMENDMENTS —

(1) FANNIE MAE — Section 309(d) of the Federal National Mortgageo&sstion Charter Act (12 U.S.C. 1723al
is amended by adding at the end the following nevagraph:

“(4) Notwithstanding any other provision of thisaion, the corporation shall not transfer, disbuos pay compensation
to any executive officer, or enter into an agreetméth such executive officer, without the approwéthe Director, for
matters being reviewed under section 1318 of thieefed Housing Enterprises Financial Safety and 8oess Act of 1992
(12 U.S.C. 4518).".

(2) FREDDIE MAC — Section 303(h) of the Federal Hotroan Mortgage Corporation Act (12 U.S.C. 1452{))
amended by adding at the end the following newgragh:

“(4) Notwithstanding any other provision of thisaion, the Corporation shall not transfer, disbuts pay compensation
to any executive officer, or enter into an agreetméth such executive officer, without the approwéthe Director, for
matters being reviewed under section 1318 of tldefed Housing Enterprises Financial Safety and 8oess Act of 1992
(12 U.S.C. 4518).".

(3) FEDERAL HOME LOAN BANKS — Section 7 of the FadgéHome Loan Bank Act (12 U.S.C. 1427) is
amended by adding at the end the following new esttizmn:

“(I) Withholding of Compensation — Notwithstandirany other provision of this section, a Federal lddroan Bank
shall not transfer, disburse, or pay compensatiany executive officer, or enter into an agreemétit such executive
officer, without the approval of the Director, foratters being reviewed under section 1318 of thiefed Housing
Enterprises Financial Safety and Soundness Ac®®2112 U.S.C. 451¢".




SEC. 1117. TEMPORARY AUTHORITY FOR PURCHASE OF OBLI GATIONS OF REGULATED ENTITIES BY
SECRETARY OF TREASURY.

(a) FANNIE MAE — Section 304 of the Federal National Mortgage Assam Charter Act (12 U.S.C. 1719) is amen
by adding at the end the following new subsection:

“(g) TEMPORARY AUTHORITY OF TREASURY TO PURCHASE OBGATIONS AND SECURITIES;
CONDITIONS —

“(1) AUTHORITY TO PURCHASE —

“(A) GENERAL AUTHORITY — In addition to the authdsi under subsection (c) of this section, the Sacyet
of the Treasury is authorized to purchase any atibigs and other securities issued by the corgorathder any section of
this Act, on such terms and conditions as the $&grenay determine and in such amounts as the Gegmay determine.
Nothing in this subsection requires the corporat@issue obligations or securities to the Secyetdthout mutual agreeme
between the Secretary and the corporation. Notiinigis subsection permits or authorizes the Sagyetvithout the
agreement of the corporation, to engage in opekehaurchases of the common securities of the catjon.

“(B) EMERGENCY DETERMINATION REQUIRED — In conneah with any use of this authority, the
Secretary must determine that such actions aressageto —

“(i) provide stability to the financial markets;
“(ii) prevent disruptions in the availability of mtgage finance; and
“(iii) protect the taxpayer.

“(C) CONSIDERATIONS — To protect the taxpayers, Secretary of the Treasury shall take into
consideration the following in connection with esising the authority contained in this paragraph:

“(i) The need for preferences or priorities regagdpayments to the Government.
“(ii) Limits on maturity or disposition of obligains or securities to be purchased.
“(iii) The corporation’s plan for the orderly respition of private market funding or capital marketess.

“(iv) The probability of the corporation fulfillinghe terms of any such obligation or other security
including repayment.

“(v) The need to maintain the corporation’s statas private shareholder-owned company.

“(vi) Restrictions on the use of corporation res®s, including limitations on the payment of divide
and executive compensation and any such other @nohsonditions as appropriate for those purposes.

“(D) REPORTS TO CONGRESS — Upon exercise of thithauity, the Secretary shall report to the
Committees on the Budget, Financial Services, aagd/nd Means of the House of Representativesh@n@dmmittees on
the Budget, Finance, and Banking, Housing, and Af&airs of the Senate as to the necessity fopiimehase and the
determinations made by the Secretary under subzguiagB) and with respect to the considerationsired under
subparagraph (C), and the size, terms, and pratyatiilrepayment or fulfillment of other terms afch purchase.

“(2) RIGHTS; SALE OF OBLIGATIONS AND SECURITIES —

“(A) EXERCISE OF RIGHTS —The Secretary of the Treasury may, at any timesoise any rights received
connection with such purchases.

“(B) SALE OF OBLIGATION AND SECURITIES — The Secialy of the Treasury may, at any time, subject
to the terms of the security or otherwise upon seamd conditions and at prices determined by tloecEay, sell any
obligation or security acquired by the Secretarglarrthis subsection.

“(C) APPLICATION OF SUNSET TO PURCHASED OBLIGATIONSR SECURITIES — The authority of
the Secretary of the Treasury to hold, exerciseraygs received in connection with, or sell, amjigations or securities
purchased is not subject to the provisions of payy(4).

“(3) FUNDING — For the purpose of the authorities granted inghissection, the Secretary of the Treasury ma
the proceeds of the sale of any securities issnddnchapter 31 of Title 31, and the purposes ficksecurities may be
issued under chapter 31 of Title 31 are extendéakctade such purchases and the exercise of ahysrig connection with
such purchases. Any funds expended for the puratfase modifications to, obligations and secustier the exercise of any
rights received in connection with such purchaseeuthis subsection shall be deemed appropriatdd dime of such
purchase, modification, or exercise.

“(4) TERMINATION OF AUTHORITY — The authority undehis subsection (g), with the exception of parpgsa
(2) and (3) of this subsection, shall expire Decengd, 2009




“(5) AUTHORITY OF THE DIRECTOR WITH RESPECT TO EXBRLTIVE COMPENSATION — The Director
shall have the power to approve, disapprove, orifytite executive compensation of the corporatamdefined under
Regulation S-K, 17 C.F.R. 229.".

(b) FREDDIE MAC —Section 306 of the Federal Home Loan Mortgage Gatn Act (12 U.S.C. 1455) is amendec
adding at the end the following new subsection:

“(l TEMPORARY AUTHORITY OF TREASURY TO PURCHASE OBGATIONS AND SECURITIES;
CONDITIONS —

“(1) AUTHORITY TO PURCHASE —

“(A) GENERAL AUTHORITY — In addition to the authdsi under subsection (c) of this section, the Sacyet
of the Treasury is authorized to purchase any atitigs and other securities issued by the Cormorathder any section of
this Act, on such terms and conditions as the $mgrenay determine and in such amounts as the Begmay determine.
Nothing in this subsection requires the Corporat@issue obligations or securities to the Secyatathout mutual agreeme
between the Secretary and the Corporation. Notininigis subsection permits or authorizes the Sarnyetvithout the
agreement of the Corporation, to engage in opekehaurchases of the common securities of the Catjom.

“(B) EMERGENCY DETERMINATION REQUIRED — In conneah with any use of this authority, the
Secretary must determine that such actions aressageto —

“(i) provide stability to the financial markets;
“(ii) prevent disruptions in the availability of mtgage finance; and
“(iii) protect the taxpayer.

“(C) CONSIDERATIONS — To protect the taxpayers, Secretary of the Treasury shall take into
consideration the following in connection with esising the authority contained in this paragraph:

“(i) The need for preferences or priorities regagdpayments to the Government.
“(ii) Limits on maturity or disposition of obligains or securities to be purchased.
“(iii) The Corporation’s plan for the orderly resption of private market funding or capital marketess.

“(iv) The probability of the Corporation fulfillinghe terms of any such obligation or other security
including repayment.

“(v) The need to maintain the Corporation’s statss private shareholder-owned company.

“(vi) Restrictions on the use of Corporation res@s; including limitations on the payment of divids
and executive compensation and any such other @nohsonditions as appropriate for those purposes.

“(D) REPORTS TO CONGRESS — Upon exercise of thithauity, the Secretary shall report to the
Committees on the Budget, Financial Services, aagid/and Means of the House of Representativesh@n@dammittees on
the Budget, Finance, and Banking, Housing, and Af&airs of the Senate as to the necessity fopiimehase and the
determinations made by the Secretary under subzgoiagB) and with respect to the considerationsired under
subparagraph (C), and the size, terms, and pratyatiilrepayment or fulfillment of other terms afch purchase.

“(2) RIGHTS; SALE OF OBLIGATIONS AND SECURITIES —

“(A) EXERCISE OF RIGHTS —The Secretary of the Treasury may, at any timesoise any rights received
connection with such purchases.

“(B) SALE OF OBLIGATION AND SECURITIES — The Seciaty of the Treasury may, at any time, subject
to the terms of the security or otherwise upon seamd conditions and at prices determined by tloecEay, sell any
obligation or security acquired by the Secretarglarrthis subsection.

“(C) APPLICATION OF SUNSET TO PURCHASED OBLIGATIONSR SECURITIES — The authority of
the Secretary of the Treasury to hold, exerciseraygs received in connection with, or sell, amjigations or securities
purchased is not subject to the provisions of payay(4).

“(3) FUNDING — For the purpose of the authorities granted inghissection, the Secretary of the Treasury ma
the proceeds of the sale of any securities issnddnchapter 31 of Title 31, and the purposes fuckvsecurities may be
issued under chapter 31 of Title 31 are extendéakctade such purchases and the exercise of ahysrig connection with
such purchases. Any funds expended for the puratfase modifications to, obligations and secustier the exercise of any
rights received in connection with such purchasefeuthis subsection shall be deemed appropriatdd dime of such
purchase, modification, or exerci




“(4) TERMINATION OF AUTHORITY — The authority undehis subsection (I), with the exception of
paragraphs (2) and (3) of this subsection, shalireXDecember 31, 2009.

“(5) AUTHORITY OF THE DIRECTOR WITH RESPECT TO EXELTIVE COMPENSATION — The Director
shall have the power to approve, disapprove, orifiptite executive compensation of the Corporatamdefined under
Regulation S-K, 17 C.F.R. 229.”.

(c) FEDERAL HOME LOAN BANKS — Section 11 of the Ferdl Home Loan Bank Act (12 U.S.C. 1431) is amended
by adding at the end the following new subsection:

“() TEMPORARY AUTHORITY OF TREASURY TO PURCHASE OBGATIONS; CONDITIONS —
“(1) AUTHORITY TO PURCHASE —

“(A) GENERAL AUTHORITY — In addition to the authdsi under subsection (i) of this section, the Seayet
of the Treasury is authorized to purchase any abibgs issued by any Federal Home Loan Bank unadesection of this
Act, on such terms and conditions as the Secretasydetermine and in such amounts as the Secregyydetermine.
Nothing in this subsection requires a Federal Hooen Bank to issue obligations or securities toSkeretary withou
mutual agreement between the Secretary and thedtétlame Loan Bank. Nothing in this subsection g&smor authorizes
the Secretary, without the agreement of the Feditmade Loan Bank, to engage in open market purchafshe common
securities of any Federal Home Loan Bank.

“(B) EMERGENCY DETERMINATION REQUIRED — In conneah with any use of this authority, the
Secretary must determine that such actions aressageto —

“(i) provide stability to the financial markets;
“(ii) prevent disruptions in the availability of mtgage finance; and
“(iii) protect the taxpayer.

“(C) CONSIDERATIONS — To protect the taxpayers, ecretary of the Treasury shall take into
consideration the following in connection with esising the authority contained in this paragraph:

“(i) The need for preferences or priorities regagdpayments to the Government.
“(ii) Limits on maturity or disposition of obligains or securities to be purchased.

“(iii) The Federal Home Loan Bank’s plan for thelerly resumption of private market funding or cabpit
market access.

“(iv) The probability of the Federal Home Loan Baiuilling the terms of any such obligation or eth
security, including repayment.

“(v) The need to maintain the Federal Home LoankBastatus as a private shareholder-owned company.

“(vi) Restrictions on the use of Federal Home LoanlB@&sources, including limitations on the paynef
dividends and executive compensation and any sihnelr terms and conditions as appropriate for tipasposes.

“(D) REPORTS TO CONGRESS — Upon exercise of thithauity, the Secretary shall report to the Comnreiten
the Budget, Financial Services, and Ways and Mehtie House of Representatives and the Committedbe Budget,
Finance, and Banking, Housing, and Urban Affairthef Senate as to the necessity for the purchaksthardeterminations
made by the Secretary under subparagraph (B) ahdegpect to the considerations required undepamalgraph (C), and tl
size, terms, and probability of repayment or flitignt of other terms of such purchase.

“(2) RIGHTS; SALE OF OBLIGATIONS AND SECURITIES —

“(A) EXERCISE OF RIGHTS —The Secretary of the Treasury may, at any timesoise any rights received
connection with such purchases.

“(B) SALE OF OBLIGATIONS — The Secretary of the Bi®ury may, at any time, subject to the terms of the
security or otherwise upon terms and conditionsamtices determined by the Secretary, sell atigation acquired by the
Secretary under this subsection.

“(C) APPLICATION OF SUNSET TO PURCHASED OBLIGATIONS- The authority of the Secretary of the
Treasury to hold, exercise any rights receivedimection with, or sell, any obligations purchasedot subject to the
provisions of paragraph (4).

“(3) FUNDING — For the purpose of the authorities granted inghissection, the Secretary of the Treasury ma
the proceeds of the sale of any securities issnddnchapter 31 of Title 31, and the purposes ficksecurities may be
issued under chapter 31 of Title 31 are extenddéagclade such purchases and the exercise of ahysrig connection with
such purchases. Any funds expended for the puratfase modifications to, obligations and secustier the exercis




of any rights received in connection with such paes under this subsection shall be deemed apyiszpat the time of
such purchase, modification, or exercise.

“(4) TERMINATION OF AUTHORITY — The authority undehis subsection (I), with the exception of parais
(2) and (3) of this subsection, shall expire Decen#d, 2009.

“(5) AUTHORITY OF THE DIRECTOR WITH RESPECT TO EXBLTIVE COMPENSATION — The Director shall
have the power to approve, disapprove, or mod#yetkecutive compensation of the Federal Home LaarkBas defined
under Regulation S-K, 17 C.F.R. 229.".

SEC. 1124. CONFORMING LOAN LIMITS.
(a) FANNIE MAE —

(1) GENERAL LIMIT — Section 302(b)(2) of the FedéNational Mortgage Association Charter Act
(12 U.S.C. 1717(b)(2)) is amended by striking tteahd 8th sentences and inserting the following sentences: “Such
limitations shall not exceed $417,000 for a moregyagcured by a single-family residence, $533,86@ foortgage secured
by a 2-family residence, $645,300 for a mortgageiss by a 3-family residence, and $801,950 fooagage secured by a
4-family residence, except that such maximum litiotes shall be adjusted effective January 1 of gaer beginning after
the effective date of the Federal Housing Finanegufatory Reform Act of 2008, subject to the lirtidas in this paragraph.
Each adjustment shall be made by adding to eadhamount (as it may have been previously adjustgmrcentage thereof
equal to the percentage increase, during the reostt 12-month or 4-quarter period ending befoedithe of determining
such annual adjustment, in the housing price indaitained by the Director of the Federal HousingpRce Agency
(pursuant to section 1322 of the Federal Housingiprises Financial Safety and Soundness Act 02 122 U.S.C. 4541)).
If the change in such house price index duringntlest recent 12-month or 4-quarter period endingreethe time of
determining such annual adjustment is a decrelase,to adjustment shall be made for the next et the next adjustment
shall take into account prior declines in the hqusee index, so that any adjustment shall refleetnet change in the house
price index since the last adjustment. Declingbénhouse price index shall be accumulated andrédhurce increases until
subsequent increases exceed prior declines.”.

(2) HIGH-COST AREA LIMIT — Section 302(b)(2) of tHeederal National Mortgage Association Charter Act
(12 U.S.C. 1717(b)(2)) is amended by adding aftergeriod at the end the following: “Such foregdiingjtations shall also
be increased, with respect to properties of aqadi size located in any area for which 115 paroéthe median house pri
for such size residence exceeds the foregoingdtrait for such size residence, to the lesser ofis6ent of such limitation
for such size residence or the amount that is eégubl5 percent of the median house price in suea #@r such size
residence.”.

(3) EFFECTIVE DATE — The amendments made by partisg1) and (2) of this subsection shall take eéfiipon
the expiration of the date described in section@paf the Economic Stimulus Act of 2008 (Publion 210-185).

(b) FREDDIE MAC —

(1) GENERAL LIMIT — Section 305(a)(2) of the Fedekome Loan Mortgage Corporation Act (12 U.S.C.44H
(2)) is amended by striking the 6th and 7th sergsr@ad inserting the following new sentences: “Simsitations shall not
exceed $417,000 for a mortgage secured by a sfagidy residence, $533,850 for a mortgage secuyea ®-family
residence, $645,300 for a mortgage secured byaan@yf residence, and $801,950 for a mortgage sddwye 4-family
residence, except that such maximum limitationdl leeadjusted effective January 1 of each yeairimigg after the
effective date of the Federal Housing Finance Regty Reform Act of 2008, subject to the limitatsoin this paragraph.
Each adjustment shall be made by adding to eadhauount (as it may have been previously adjustgabrcentage thereof
equal to the percentage increase, during the reosht 12-month or 4-quarter period ending befoedithe of determining
such annual adjustment, in the housing price indaitained by the Director of the Federal HousiimgpRce Agency
(pursuant to section 1322 of the Federal Housingiprises Financial Safety and Soundness Act 02 122 U.S.C. 4541)).
If the change in such house price index duringntlest recent 12-month or 4-quarter period endingreethe time of
determining such annual adjustment is a decrelasp,to adjustment shall be made for the next yedt the next adjustment
shall take into account prior declines in the hgusee index, so that any adjustment shall refleetnet change in the house
price index since the last adjustment. Declingdénhouse price index shall be accumulated andréduce increases until
subsequent increases exceed prior declines.”.

(2) HIGH-COST AREA LIMIT — Section 305(a)(2) of tHeederal Home Loan Mortgage Corporation Act
(12 U.S.C. 1454(a)(2)) is amended by adding afterperiod at the end the following: “Such foregdlingtations shall also
be increased, with respect to properties of aqadi size located in any area for which 115 peroéthe median house pri
for such size residence exceeds the foregoingdtioit for such size residence, to the lesser ofd&s0ent of suc




limitation for such size residence or the amouat th equal to 115 percent of the median house pmisuch area for such
size residence.”.

(3) EFFECTIVE DATE — The amendments made by parauggl) and (2) of this subsection shall take eéfiipon
the expiration of the date described in section@paf the Economic Stimulus Act of 2008 (Publion210-185).

(c) SENSE OF CONGRESS — It is the sense of the @msghat the securitization of mortgages by tteeFa National
Mortgage Association and the Federal Home Loan fégré Corporation plays an important role in prowidiquidity to the
United States housing markets. Therefore, the Gasgencourages the Federal National Mortgage Asgmtiand the
Federal Home Loan Mortgage Corporation to seceritimrtgages acquired under the increased conforloamglimits
established under this Act.

(d) HOUSING PRICE INDEX — Part 2 of subtitle A dfd Federal Housing Enterprises Financial SafetySmddness
Act of 1992 (12 U.S.C. 4541 et seq.) is amendeihfgrting after section 1321 (as added by sectidB Df this Act) the
following new section:

“SEC. 1322. HOUSING PRICE INDEX.

“The Director shall establish and maintain a metbbdssessing the national average 1-family house for use for
adjusting the conforming loan limitations of theeprises. In establishing such method, the Diresitall take into
consideration the monthly survey of all major lersdeonducted by the Federal Housing Finance Agemdgtermine the
national average 1-family house price, the HousgeRndex maintained by the Office of Federal HagdEnterprise
Oversight of the Department of Housing and Urbardb@pment before the effective date of the Feddmlsing Finance
Regulatory Reform Act of 2008, any appropriate leomsce indexes of the Bureau of the Census ob#ygartment of
Commerce, and any other indexes or measures thatithctor considers appropriate.”.

SEC. 1153. REMOVAL AND PROHIBITION AUTHORITY.

(a) IN GENERAL — Part 1 of subtitle C of the Feddfmusing Enterprises Financial Safety and SourslAes of 1992
(12 U.S.C. 4631 et seq.) is amended —

(1) by redesignating sections 1377 through 1379BUS.C. 4637-4641) as sections 1379 through 1379D,
respectively; and

(2) by inserting after section 1376 (12 U.S.C. 4aBgé following:

“SEC. 1377. REMOVAL AND PROHIBITION AUTHORITY.
“(a) AUTHORITY TO ISSUE ORDER —

“(1) IN GENERAL — The Director may serve upon atgatescribed in paragraph (2), or any officer, ctiog, or
management of the Office of Finance a written reotitthe intention of the Director to suspend onage such party from
office, or prohibit any further participation bycduparty, in any manner, in the conduct of theiedfaf the regulated entity.

“(2) APPLICABILITY — A party described in this pagaaph is an entity-affiliated party or any officditector, or
management of the Office of Finance, if the Directetermines that —

“(A) that party, officer, or director has, directy indirectly —
“(i) violated —
“(I) any law or regulation;
“(I) any cease and desist order which has beconad; f

“(11) any condition imposed in writing by the Dicéor in connection with the grant of any applicatio
or other request by such regulated entity; or

“(IV) any written agreement between such regulaetity and the Director;

“(ii) engaged or participated in any unsafe or wmgbpractice in connection with any regulated grit
business institution; or

“(iii) committed or engaged in any act, omissionpeactice which constitutes a breach of such fmrty
fiduciary duty;

“(B) by reason of the violation, practice, or breatescribed in subparagraph (A) —

“(i) such regulated entity or business instituthas suffered or will probably suffer financial lassother
damage; or

“(ii) such party has received financial gain orethenefit; and
“(C) the violation, practice, or breach describedubparagraph (A—




“(i) involves personal dishonesty on the part aftsparty; or

“(ii) demonstrates willful or continuing disregabog such party for the safety or soundness of such
regulated entity or business institution.

“(b) SUSPENSION ORDER —

“(1) SUSPENSION OR PROHIBITION AUTHORITY — If theiBector serves written notice under subsection (a)
upon a party subject to that subsection (a), thiedior may, by order, suspend or remove such [rany office, or prohibit
such party from further participation in any manimethe conduct of the affairs of the regulatedtgnif the Director —

“(A) determines that such action is necessaryHergrotection of the regulated entity; and
“(B) serves such party with written notice of theler.

“(2) EFFECTIVE PERIOD — Any order issued under thigsection —
“(A) shall become effective upon service; and

“(B) unless a court issues a stay of such ordeeusdbsection (g), shall remain in effect and exgable
until —

“(i) the date on which the Director dismisses thegéscontained in the notice served under subse(i
with respect to such party; or
“(ii) the effective date of an order issued unddrsection (b).

“(3) COPY OF ORDER — If the Director issues an ardeder subsection (b) to any party, the Direclallsserve a
copy of such order on any regulated entity withckhsuch party is affiliated at the time such oilidéssued.

“(c) NOTICE, HEARING AND ORDER —

“(1) NOTICE — A notice under subsection (a) of theention of the Director to issue an order undés section
shall contain a statement of the facts constitugiraginds for such action, and shall fix a time plate at which a hearing w
be held on such action.

“(2) TIMING OF HEARING — A hearing shall be fixedf a date not earlier than 30 days, nor later 8tadays,
after the date of service of notice under subsed¢ad, unless an earlier or a later date is s¢héyirector at the request of —

“(A) the party receiving such notice, and good eaissshown; or
“(B) the Attorney General of the United States.

“(3) CONSENT — Unless the party that is the subgfc notice delivered under subsection (a) appataise
hearing in person or by a duly authorized repreda, such party shall be deemed to have consénthe issuance of an
order under this section.

“(4) ISSUANCE OF ORDER OF SUSPENSION — The Direatmay issue an order under this section, as the
Director may deem appropriate, if —

“(A) a party is deemed to have consented to theaisse of an order under paragraph (3); or

“(B) upon the record made at the hearing, the Direfinds that any of the grounds specified in iotice have
been established.

“(5) EFFECTIVENESS OF ORDER -Any order issued under paragraph (4) shall becdfaetve at the expiratic
of 30 days after the date of service upon the eglexegulated entity and party (except in the cdisen order issued upon
consent under paragraph (3), which shall beconez@fe at the time specified therein). Such ordtlsemain effective and
enforceable except to such extent as it is stayedified, terminated, or set aside by action ofBi@ctor or a reviewing
court.

“(d) PROHIBITION OF CERTAIN SPECIFIC ACTIVITIES — Ay person subject to an order issued under thitosec
shall not —

“(1) participate in any manner in the conduct @ #ffairs of any regulated entity or the OfficeFiriance;

“(2) solicit, procure, transfer, attempt to transfeote, or attempt to vote any proxy, consenguthorization with
respect to any voting rights in any regulated gntit

“(3) violate any voting agreement previously apma\by the Director; or

“(4) vote for a director, or serve or act as aritgsdffiliated party of a regulated entity or as@fficer or director of
the Office of Finance.

“(e) INDUSTRY-WIDE PROHIBITION—




“(1) IN GENERAL — Except as provided in paragragh, @ny person who, pursuant to an order issuednithis
section, has been removed or suspended from dffiagegulated entity or the Office of Financepoohibited from
participating in the conduct of the affairs of gukated entity or the Office of Finance, may natjle such order is in effect,
continue or commence to hold any office in, origgrate in any manner in the conduct of the affafrsany regulated entity
or the Office of Finance.

“(2) EXCEPTION IF DIRECTOR PROVIDES WRITTEN CONSENY If, on or after the date on which an orde
issued under this section which removes or suspieonsoffice any party, or prohibits such partyrfrgarticipating in the
conduct of the affairs of a regulated entity or @ffice of Finance, such party receives the writtensent of the Director, the
order shall, to the extent of such consent, ceaapply to such party with respect to the regulatatity or such Office of
Finance described in the written consent. Any stmisent shall be publicly disclosed.

“(3) VIOLATION OF PARAGRAPH (1) TREATED AS VIOLATION OF ORDER — Any violation of
paragraph (1) by any person who is subject to dardassued under subsection (h) shall be treatedvasation of the order.

“(f) APPLICABILITY — This section shall only applyo a person who is an individual, unless the Daespecifically
finds that it should apply to a corporation, firan,other business entity.

“(g) STAY OF SUSPENSION AND PROHIBITION OF ENTITYHFILIATED PARTY — Not later than 10 days after
the date on which any entity-affiliated party hagb suspended from office or prohibited from pgaéitton in the conduct of
the affairs of a regulated entity under this sextguch party may apply to the United States Ris€@ourt for the District of
Columbia, or the United States district court fog fudicial district in which the headquarterstod tegulated entity is locate
for a stay of such suspension or prohibition pegdire completion of the administrative proceedipgssuant to subsection
(c). The court shall have jurisdiction to stay ssokpension or prohibition.

“(h) SUSPENSION OR REMOVAL OF ENTITY-AFFILIATED PARY CHARGED WITH FELONY —
“(1) SUSPENSION OR PROHIBITION —

“(A) IN GENERAL — Whenever any entity-affiliated g is charged in any information, indictment, or
complaint, with the commission of or participationa crime involving dishonesty or breach of trwsiich is punishable by
imprisonment for a term exceeding 1 year under ~dde State law, the Director may, if continuedvéze or participation
by such party may pose a threat to the regulatéty @n impair public confidence in the regulatattity, by written notice
served upon such party, suspend such party froiweadf prohibit such party from further participgatiin any manner in the
conduct of the affairs of any regulated entity.

“(B) PROVISIONS APPLICABLE TO NOTICE —

“(iy COPY — A copy of any notice under subparagréfhshall be served upon the relevant regulated
entity.

“(iiy EFFECTIVE PERIOD — A suspension or prohibiiainder subparagraph (A) shall remain in effect
until the information, indictment, or complaint eefed to in subparagraph (A) is finally disposedaofuntil terminated by th
Director.

“(2) REMOVAL OR PROHIBITION —

“(A) IN GENERAL — If a judgment of conviction or aagreement to enter a pretrial diversion or othailar
program is entered against an entity-affiliatedypar connection with a crime described in paragré(A), at such time as
such judgment is not subject to further appellatéew, the Director may, if continued service ortjggpation by such party
may pose a threat to the regulated entity or impaldiic confidence in the regulated entity, issnd serve upon such party
order removing such party from office or prohibgisuch party from further participation in any manm the conduct of the
affairs of the regulated entity without the prioritten consent of the Director.

“(B) PROVISIONS APPLICABLE TO ORDER —

“(iy COPY — A copy of any order under subparagréphshall be served upon the relevant regulated
entity, at which time the entity-affiliated partyhe is subject to the order (if a director or ariceff) shall cease to be a
director or officer of such regulated entity.

“(iiy EFFECT OF ACQUITTAL — A finding of not guiltyor other disposition of the charge shall not
preclude the Director from instituting proceedirder such finding or disposition to remove a pdirtyn office or to prohibi
further participation in the affairs of a regulatttity pursuant to subsection (a) or (b).

“(iil) EFFECTIVE PERIOD — Unless terminated by tBérector, any notice of suspension or order of
removal issued under this subsection shall renfééctérze and outstanding until the completion of daearing or appeal
authorized under paragraph (




“(3) AUTHORITY OF REMAINING BOARD MEMBERS —

“(A) IN GENERAL — If at any time, because of thespension of 1 or more directors pursuant to thitice,
there shall be on the board of directors of a r@gal entity less than a quorum of directors nsuspended, all powers and
functions vested in or exercisable by such boaadl shst in and be exercisable by the directorimators on the board not
suspended, until such time as there shall be auquof the board of directors.

“(B) APPOINTMENT OF TEMPORARY DIRECTORS — If all adhe directors of a regulated entity are
suspended pursuant to this section, the Directat ahpoint persons to serve temporarily as dirsgpending the termination
of such suspensions, or until such time as thosehalve been suspended cease to be directors Eghkated entity and the
respective successors take office.

“(4) HEARING REGARDING CONTINUED PARTICIPATION —

“(A) IN GENERAL — Not later than 30 days after tate of service of any notice of suspension ormofle
removal issued pursuant to paragraph (1) or (2)etitity-affiliated party may request in writing epportunity to appear
before the Director to show that the continuediserer participation in the conduct of the affaifghe regulated entity by
such party does not, or is not likely to, poseradhto the interests of the regulated entityhoeaten to impair public
confidence in the regulated entity.

“(B) TIMING AND FORM OF HEARING — Upon receipt of eequest for a hearing under subparagraph (A),
the Director shall fix a time (not later than 3¢/glafter the date of receipt of such request, srdetended at the request of
such party) and place at which the enéffiliated party may appear, personally or throgghnsel, before the Director or 1
more designated employees of the Director to sutbanititen materials (or, at the discretion of thedator, oral testimony)
and oral argument.

“(C) DETERMINATION — Not later than 60 days aftdret date of a hearing under subparagraph (B), the
Director shall notify the entity-affiliated partyhether the suspension or prohibition from partitgrain any manner in the
conduct of the affairs of the regulated entity Wil continued, terminated, or otherwise modifiedybether the order
removing such party from office or prohibiting suzdrty from further participation in any mannettie conduct of the
affairs of the regulated entity will be rescindedtherwise modified. Such notification shall canta statement of the basis
for any adverse decision of the Director.

“(5) RULES — The Director is authorized to preserguch rules as may be necessary to carry outubiection.”.
(b) CONFORMING AMENDMENTS —

(1) SAFETY AND SOUNDNESS ACT — Subtitle C of thederal Housing Enterprises Financial Safety and
Soundness Act of 1992 (12 U.S.C. 4501 et seqmiended —

(A) in section 1317(f), by striking “section 1379Bhd inserting “section 1379D”;
(B) in section 1373(a) —

(i) in paragraph (1), by striking “or 1376(c)” aimserting “, 1376(c), or 13777,

(i) in paragraph (2), by inserting “or 1377 aftar371"; and

(iii) in paragraph (4), by inserting “or removal jmrohibition” after “cease and desist”; and
(C) in section 1374(a) —

(i) by striking “or 1376” and inserting “1313B, 18,7or 1377"; and

(i) by striking “such section” and inserting “thiigle”.

(2) FANNIE MAE CHARTER ACT — Section 308(b) of tltederal National Mortgage Association Charter Act
(12 U.S.C. 1723(b)) is amended in the second seetday striking “The” and inserting “Except to thetent that action under
section 1377 of the Federal Housing Enterprisearkiial Safety and Soundness Act of 1992 temporeggults in a lesser
number, the”.

(3) FREDDIE MAC CHARTER ACT — Section 303(a)(2)(Aj the Federal Home Loan Mortgage Corporation Act
(12 U.S.C. 1452(a)(2)(A)) is amended, in the secamtence, by striking “The” and inserting “Excépthe extent action
under section 1377 of the Federal Housing Enterprignancial Safety and Soundness Act of 1992 tesmibporesults in a
lesser number, the”.

SEC. 1161. CONFORMING AND TECHNICAL AMENDMENTS.

(a) AMENDMENTS TO 1992 ACT — The Federal Housingt&mprises Financial Safety and Soundness Act 02 199
(12 U.S.C. 4501 et seq.), as amended by this aetmende—




(1) in section 1315 (12 U.S.C. 4515) —
(A) in subsection (a) —

(i) by striking “(a) Office Personnel — The” andsirting “(a) In General — Subject to title 11l dfet
Federal Housing Finance Regulatory Reform Act di&Qhe”; and

(i) by striking “the Office” each place that terappears and inserting “the Agency”;
(B) in subsection (c), by striking “the Office” amserting “the Agency”;
(C) in subsection (e), by striking “the Office” amerting “the Agency”;
(D) by striking subsection (d) and redesignatinigs&ction (e) as subsection (d); and
(E) by striking subsection (f);
(2) in section 1319A (12 U.S.C. 4520) —
(A) by striking “(a) In General —"; and
(B) by striking subsection (b);
(3) in section 1364(c) (12 U.S.C. 4614(c)), bylkstig the last sentence;
(4) by striking section 1383 (12 U.S.C. 1451 note);

(5) in each of sections 1319D, 1319E, and 1319R ER2C. 4523, 4524, 4525) by striking “the Officsch place
that term appears and inserting “the Agency”; and

(6) in each of sections 1319B and 1369(a)(3) (12.0. 4521, 4619(a)(3)), by striking “Committee canking,
Finance and Urban Affairs” each place such termeappand inserting “Committee on Financial Services

(b) AMENDMENTS TO FANNIE MAC CHARTER ACT — The Feda National Mortgage Association Charter Act
(12 U.S.C. 1716 et seq.) is amended —

(1) in each of sections 303(c)(2) (12 U.S.C. 17)@&{¢, 309(d)(3)(B) (12 U.S.C. 1723a(d)(3)(B)), ad@d(k)(1)
(12 U.S.C. 1723a(k)(1)), by striking “Director dfet Office of Federal Housing Enterprise Oversighthe Department of
Housing and Urban Development” each place that tgypears, and inserting “Director of the Federalsiiag Finance
Agency”; and

(2) in section 309 —
(A) in subsection (m) (12 U.S.C. 1723a(m)) —

(i) in paragraph (1), by striking “to the Secretarya form determined by the Secretary” and inisgrito
the Director of the Federal Housing Finance Ageity form determined by the Director”; and

(i) in paragraph (2), by striking “to the Secrgtan a form determined by the Secretary” and itisgr‘to
the Director of the Federal Housing Finance Ageinty form determined by the Director”;

(B) in subsection (n) (12 U.S.C. 1723a(n)) —

(i) in paragraph (1), by striking “and the Secrgtaand inserting “and the Director of the Federaiuding
Finance Agency”; and

(i) in paragraph (2), by striking “Secretary” egalace that term appears and inserting “Directahef
Federal Housing Finance Agency”; and

(C) in paragraph (3)(B), by striking “Secretary’daimserting “Director of the Federal Housing Financ
Agency”.

(c) AMENDMENTS TO FREDDIE MAC CHARTER ACT — The Fedal Home Loan Mortgage Corporation Act
(12 U.S.C. 1451 et seq.) is amended —

(1) in each of sections 303(b)(2) (12 U.S.C. 1452(h, 303(h)(2) (12 U.S.C. 1452(h)(2)), and secB®7(c)(1)
(12 U.S.C. 1456(c)(1)), by striking “Director ofettOffice of Federal Housing Enterprise Oversighthef Department of
Housing and Urban Development” each place that tgspears, and inserting “Director of the Federalsiiag Finance
Agency”;

(2) in section 306 (12 U.S.C. 1455) —
(A) in subsection (c)(2), by inserting “the” afttSecretary of”;
(B) in subsection (i) —
(i) by striking “section 1316(c)” and inserting &&®n 306(c)”; and
(i) by striking “section 10" and insertin¢“ section 131"; and




(C) in subsection (j)(2), by striking “of substally” and inserting “or substantially”; and
(3) in section 307 (12 U.S.C. 1456) —
(A) in subsection (e) —

(i) in paragraph (1), by striking “to the Secretdrya form determined by the Secretary” and inisgrito
the Director of the Federal Housing Finance Ageirty form determined by the Director”; and

(i) in paragraph (2), by striking “to the Secrgtan a form determined by the Secretary” and itisgrto
the Director of the Federal Housing Finance Ageity form determined by the Director”; and

(B) in subsection (f) —

(i) in paragraph (1), by striking “and the Secrgtand inserting “and the Director of the Federaluding
Finance Agency”;

(i) in paragraph (2), by striking “the Secretaggich place that term appears and inserting “theciir of
the Federal Housing Finance Agency”; and

(iii) in paragraph (3)(B), by striking “Secretarghd inserting “Director of the Federal Housing Fice
Agency”.
(d) AMENDMENT TO TITLE 18, UNITED STATES CODE — Stion 1905 of title 18, United States Code, is aneshd
by striking “Office of Federal Housing Enterpriseésight” and inserting “Federal Housing FinancesAcy”.

(e) AMENDMENTS TO FLOOD DISASTER PROTECTION ACT P73 — Section 102(f)(3)(A) of the Flood
Disaster Protection Act of 1973 (42 U.S.C. 401Z3aJfA)) is amended by striking “Director of the @# of Federal Housing
Enterprise Oversight of the Department of Housing @rban Development” and inserting “Director of thederal Housing
Finance Agency”.

() AMENDMENT TO DEPARTMENT OF HOUSING AND URBAN DEELOPMENT ACT — Section 5 of the
Department of Housing and Urban Development ActW42.C. 3534) is amended by striking subsection (d)

(g) AMENDMENTS TO TITLE 5, UNITED STATES CODE — Té 5, United States Code, is amended —

(1) in section 5313, by striking the item relatiogthe Director of the Office of Federal Housing&mprise
Oversight, Department of Housing and Urban Develapnand inserting the following new item: “Directafrthe Federal
Housing Finance Agency.”; and

(2) in section 3132(a)(1) —
(A) in subparagraph (B), by striking “,, and” amérting “, and”;
(B) in subparagraph (D) —
(i) by striking “the Federal Housing Finance Board”

(ii) by striking “the Office of Federal Housing Emprise Oversight of the Department of Housing and
Urban Development” and inserting “the Federal Hogdgtinance Agency”; and

(iii) by striking “or or” at the end;

(C) in subparagraph (E), as added by section 8(@)(ii) of Public Law 107-123, by adding “or” &he
end; and

(D) by redesignating subparagraph (E), as addexkbtjon 10702(c)(1)(C) of Public Law 107-171, as
subparagraph (F).

(h) AMENDMENT TO SARBANES-OXLEY ACT — Section 105)b)(B)(ii)(Il) of the Sarbanes-Oxley Act of 2002
(15 U.S.C. 7215(b)(5)(B)(ii)(II)) is amended by émng “and the Director of the Federal Housingdfioe Agency,” after
“Commission,”.

(i) AMENDMENT TO FEDERAL DEPOSIT INSURANCE ACT —Section 11(t)(2)(A) of the Federal Deposit Insue
Act (12 U.S.C. 1821(t)(2)(A)) is amended by addighe end the following:

“(vii) Federal Housing Finance Agency.”.

SEC. 1162. PRESIDENTIALLY-APPOINTED DIRECTORS OF ENTERPRISES.
(a) FANNIE MAE —

(1) IN GENERAL — Section 308(b) of the Federal Matl Mortgage Association Charter Act (12 U.S.Q23(b))
is amende«—




(A) in the first sentence, by striking “eighteenrgmns, five of whom shall be appointed annuallyhzy
President of the United States, and the remainidehom” and inserting “13 persons, or such othanbar that the Director
determines appropriate, who”;

(B) in the second sentence, by striking “appoiritgdhe President”;
(C) in the third sentence —
(i) by striking “appointed or”; and

(i) by striking “, except that any such appointeémber may be removed from office by the Presifant
good cause”;

(D) in the fourth sentence, by striking “electiveihd
(E) by striking the fifth sentence.

(2) TRANSITIONAL PROVISION — The amendments madepayagraph (1) shall not apply to any appointed
position of the board of directors of the Federatibhal Mortgage Association until the expiratidrtlee annual term for suc
position during which the effective date under mecil163 occurs.

(b) FREDDIE MAC —

(1) IN GENERAL — Section 303(a)(2) of the Federarht Loan Mortgage Corporation Act (12 U.S.C. 14H20x
is amended —

(A) in subparagraph (A) —

(i) in the first sentence, by striking “18 persofgf whom shall be appointed annually by the FRlersi of
the United States and the remainder of whom” amdrimg “13 persons, or such other number as theckir determines
appropriate, who”; and

(i) in the second sentence, by striking “appoiriigdhe President of the United States”;
(B) in subparagraph (B) —
(i) by striking “such or”; and

(i) by striking “, except that any appointed membeay be removed from office by the President food)
cause”; and

(C) in subparagraph (C) —
(i) by striking the first sentence; and
(i) by striking “elective”.

(2) TRANSITIONAL PROVISION — The amendments madepayagraph (1) shall not apply to any appointed
position of the board of directors of the Federaht¢ Loan Mortgage Corporation until the expiratidthe annual term for
such position during which the effective date ursktion 1163 occur



Exhibit 12.1

RATIO OF EARNINGS TO FIXED CHARGES

Six Months
Ended June 30 Year Ended December 31
20081 2007 2007® 2006 2005 2004 2003

(dollars in millions)

Net income (loss) before cumulative effect of chemin accounting principle  $ (972) $ 59€ $(3,099 $ 2,327 $ 2,172 $ 2,60¢ $ 4,80¢
Add:

Income tax expense (bene! (1,459 (303 (2,887 (45) 35¢& 60¢ 2,19¢
Minority interests in earnings of consolidated sdiasies 8 18 (8) 58 96 12¢ 157
Low-income housing tax credit partnersh 22t 243 46¢ 407 32C 282 19¢
Total interest expens 17,117 19,18 38,48. 37,27( 29,89¢  26,56¢  26,50¢
Interest factor in rental expens 5 3 7 6 6 6 5
Earnings, as adjuste $14,92¢  $19,74F $32,97: $40,02: $32,85! $30,19¢ $33,87:
Fixed charges
Total interest expens $17,117 $19,18¢ $38,48: $37,27( $29,89¢ $26,56¢ $26,50¢
Interest factor in rental expens 5 3 7 6 6 6 5
Capitalized interes — — — — — 1 —
Total fixed charge $17,12: $19,197 $38,48¢ $37,27¢ $29,90f $26,57¢ $26,51¢
Ratio of earnings to fixed charg®@ — 1.02 — 1.07 1.1C 1.14 1.2¢

(1) For the ratio of earnings to fixed charges to equad, earnings, as adjusted must increase bylfiich for the six months ended June 30, 2008.tRer
ratio of earnings to fixed charges to equal 1.@0niags, as adjusted must increase by $5.5 bilbothe year ended December 31, 2
(2) Ratio of earnings to fixed charges is computedilidohg earnings, as adjusted by total fixed char



Exhibit 12.2

RATIO OF EARNINGS TO COMBINED FIXED CHARGES AND
PREFERRED STOCK DIVIDENDS

Six Months
Ended June 30 Year Ended December 31
20081) 2007 2007 2006 2005 2004 2003

(dollars in millions)

Net income (loss) before cumulative effect of chemin accounting principle  $ (972) $ 59€ $(3,099 $ 2,327 $ 2,172 $ 2,60¢ $ 4,80¢
Add:

Income tax expense (bene! (1,459 (303 (2,887 (45) 35¢& 60¢ 2,19¢
Minority interests in earnings of consolidated sdiasies 8 18 8 58 96 12¢ 157
Low-income housing tax credit partnersh 22t 243 46¢ 407 32C 282 19¢
Total interest expens 17,117 19,18 38,48. 37,27( 29,89¢  26,56¢  26,50¢
Interest factor in rental expens 5 3 7 6 6 6 5
Earnings, as adjuste $14,92¢  $19,74F $32,97: $40,02: $32,85! $30,19¢ $33,87:
Fixed charges
Total interest expens $17,117 $19,18¢ $38,48. $37,27( $29,89¢ $26,56¢ $26,50¢
Interest factor in rental expens 5 3 7 6 6 6 5
Capitalized interes — — — — — 1 —
Preferred stock dividenc? 502 184 39¢€ 27C 26C 26( 31E
Total fixed charges including preferred stock dands $17,62¢ $19,37¢ $38,887 $37,54¢ $30,16f $26,83:! $26,82¢
Ratio of earnings to combined fixed charges antepred stock dividend®) — 1.0z — 1.07 1.0¢ 1.12 1.2¢€

(1) For the ratio of earnings to combined fixed char@ed preferred stock dividends to equal 1.00, egmias adjusted must increase by $2.7 billioritfer
six months ended June 30, 2008. For the ratio wiiregs to combined fixed charges and preferredkstidbddends to equal 1.00, earnings, as adjusted
must increase by $5.9 billion for the year endeddbeber 31, 2007

(2) Preferred stock dividends represent pre-tax easnieguired to cover any preferred stock dividemirements computed using our effective tax rate,
whenever there is an income tax provision, forrtevant periods

(3) Ratio of earnings to combined fixed charges anéepred stock dividends is computed by dividing é&sgs, as adjusted by total fixed charges including
preferred stock dividend



Exhibit 31.1

CERTIFICATION
PURSUANT TO SECURITIES EXCHANGE ACT RULE 13a-14(a)
I, Richard F. Syron, certify that:

1.1 have reviewed this Quarterly Report on Form 1@&£xhe quarter ended June 30, 2008 of the Fettirale Loan
Mortgage Corporatior

2. Based on my knowledge, this report does not cor@ajnuntrue statement of a material fact or omgitee a material fact
necessary to make the statements made, in ligheafircumstances under which such statements wade, not
misleading with respect to the period covered ly tport;

3. Based on my knowledge, the financial statements aéimer financial information included in this repdairly present in
all material respects the financial condition, itssaf operations and cash flows of the registeemof, and for, the periods
presented in this repol

4. The registrant’s other certifying officer(s) andre responsible for establishing and maintainisgldsure controls and
procedures (as defined in Exchange Rules 13-15(e)and15c¢-15(e))for the registrant and hav

a. Designed such disclosure controls and proceduresgused such disclosure controls and procedures tesigned
under our supervision, to ensure that materiairmédion relating to the registrant, including itsmsolidated
subsidiaries, is made known to us by others with@se entities, particularly during the period ihigh this report is
being preparec

b. Evaluated the effectiveness of the registrant’sldgire controls and procedures and presentedsimeport our
conclusions about the effectiveness of the discsantrols and procedures, as of the end of thegeovered by this
report based on such evaluation;

c. Disclosed in this report any change in the registsanternal control over financial reporting thatcurred during the
registrant’s most recent fiscal quarter (the regigts fourth fiscal quarter in the case of an aimeaport) that has
materially affected, or is reasonably likely to erélly affect, the registrant’s internal contrales financial
reporting; anc

5. The registrant’s other certifying officer(s) anddve disclosed, based on our most recent evaluatioriernal control over
financial reporting, to the registrant’s auditorglahe audit committee of the registrant’s boardicéctors (or persons
performing the equivalent function:

a. All significant deficiencies and material weaknessethe design or operation of internal contra¢iofinancial reporting
which are reasonably likely to adversely affectrigistrant’s ability to record, process, summasiad report financial
information; anc

b. Any fraud, whether or not material, that involveammagement or other employees who have a significéain the
registran’'s internal control over financial reportir

Date: August 6, 2008

/sl RICHARD F. SYRON

Richard F. Syron
Chairman and Chief Executive Officer




Exhibit 31.2

CERTIFICATION
PURSUANT TO SECURITIES EXCHANGE ACT RULE 13a-14(a)
I, Anthony S. Piszel, certify that:

1.1 have reviewed this Quarterly Report on Form 1@&£xhe quarter ended June 30, 2008 of the Fetiaale Loan
Mortgage Corporatior

2. Based on my knowledge, this report does not coramjnuntrue statement of a material fact or omfitate a material fact
necessary to make the statements made, in ligheafircumstances under which such statements wade, not
misleading with respect to the period covered ly tport;

3. Based on my knowledge, the financial statementsaéimer financial information included in this repdairly presentin
all material respects the financial condition, tesaf operations and cash flows of the registeenof, and for, the periods
presented in this repol

4. The registrant’s other certifying officer(s) andre responsible for establishing and maintainisgldsure controls and
procedures (as defined in Exchange Rules 13-15(e)and15c-15(e))for the registrant and hav

a. Designed such disclosure controls and proceduresused such disclosure controls and procedures ttesigned
under our supervision, to ensure that materialrinégion relating to the registrant, including itnsolidated
subsidiaries, is made known to us by others with@se entities, particularly during the period ihigh this report is
being preparec

b. Evaluated the effectiveness of the registrant’sldsire controls and procedures and presentedsimgport our
conclusions about the effectiveness of the discisantrols and procedures, as of the end of thegeovered by this
report based on such evaluation;

c. Disclosed in this report any change in the regittseinternal control over financial reporting thadcurred during the
registrant’s most recent fiscal quarter (the regists fourth fiscal quarter in the case of an atmeport) that has
materially affected, or is reasonably likely to erélly affect, the registrant’s internal contrales financial
reporting; anc

5. The registrant’s other certifying officer(s) andadve disclosed, based on our most recent evaluatiortiernal control over
financial reporting, to the registrant’s auditorgldhe audit committee of the registrant’s boardicéctors (or persons
performing the equivalent function:

a. All significant deficiencies and material weaknessethe design or operation of internal contra¢iofinancial reporting
which are reasonably likely to adversely affectrbgistrant’s ability to record, process, summaaizd report financial
information; anc

b. Any fraud, whether or not material, that involvearmagement or other employees who have a significéain the
registran’s internal control over financial reportir

Date: August 6, 2008

/s/ ANTHONY S. PISZEL

Anthony S. Piszel
Executive Vice President and Chief Financial Offi




Exhibit 32.1

CERTIFICATION
PURSUANT TO 18 U.S.C. SECTION 1350,
AS ENACTED BY SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report on FormQ@er the quarter ended June 30, 2008 of the FEHerae Loan
Mortgage Corporation (the “Company”), as filed wille Securities and Exchange Commission on thehdaof (the
“Report”), 1, Richard F. Syron, Chairman and Chisdecutive Officer of the Company, certify, pursutni8 U.S.C.
Section 1350, as adopted pursuant to Section 9¢Gdarbanes-Oxley Act of 2002, that to my knogted

1. The Report fully complies with the requirementsSefction 13(a) or 15(d) of the Securities Exchangeof 1934; anc

2. The information contained in the Report fairly gmets, in all material respects, the financial cbodiand results of
operations of the Compar

Date: August 6, 2008

/sl RICHARD F. SYRON

Richard F. Syron
Chairman and Chief Executive Offic




Exhibit 32.2

CERTIFICATION
PURSUANT TO 18 U.S.C. SECTION 1350,
AS ENACTED BY SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report on FormQ@er the quarter ended June 30, 2008 of the FEHerae Loan
Mortgage Corporation (the “Company”), as filed wille Securities and Exchange Commission on thehdaof (the
“Report”), I, Anthony S. Piszel, Executive Vice Bident and Chief Financial Officer of the Compagstify, pursuant to
18 U.S.C. Section 1350, as adopted pursuant taoBea®6 of the Sarbanes-Oxley Act of 2002, thahtoknowledge:

1. The Report fully complies with the requirementsSefction 13(a) or 15(d) of the Securities Exchangeof 1934; anc

2. The information contained in the Report fairly gmets, in all material respects, the financial cbodiand results of
operations of the Compar

Date: August 6, 2008

/sl ANTHONY S. PISZEL

Anthony S. Piszel
Executive Vice President and Chief Financial Offi




