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Management's Discussion and Analysis Introduction

MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

This Quarterly Report on Form 10-Q includes forward-looking statements that are based on current expectations and
are subject to significant risks and uncertainties. These forward-looking statements are made as of the date of this
Form 10-Q. We undertake no obligation to update any forward-looking statement to reflect events or circumstances
after the date of this Form 10-Q. Actual results might differ significantly from those described in or implied by such
statements due to various factors and uncertainties, including those described in the “Forward-Looking Statements”
sections of this Form 10-Q, our Annual Report on Form 10-K for the year ended December 31, 2016, or 2016 Annual
Report, and our Quarterly Report on Form 10-Q for the first quarter of 2017, and the “Business” and “Risk Factors”
sections of our 2016 Annual Report.

Throughout this Form 10-Q, we use certain acronyms and terms that are defined in the “Glossary” sections of this Form
10-Q and our 2016 Annual Report.

You should read the following MD&A in conjunction with our 2016 Annual Report and our condensed consolidated
financial statements and accompanying notes for the three and six months ended June 30, 2017 included in “Financial
Statements.” Throughout this Form 10-Q, we refer to the three months ended June 30, 2017, the three months ended
March 31, 2017, the three months ended December 31, 2016, the three months ended June 30, 2016, and the three
months ended December 31, 2015 as “2Q 2017,” “1Q 2017,” “4Q 2016,” “2Q 2016,” and “4Q 2015,” respectively. We refer tc
the six months ended June 30, 2017 and the six months ended June 30, 2016 as “YTD 2017” and “YTD 2016,”
respectively.

INTRODUCTION

Freddie Mac is a GSE chartered by Congress in 1970. Our public mission is to provide liquidity, stability, and
affordability to the U.S. housing market. We do this primarily by purchasing residential mortgage loans originated by
lenders. In most instances, we package these loans into mortgage-related securities, which are guaranteed by us and
sold in the global capital markets. We also invest in mortgage loans and mortgage-related securities. We do not
originate loans or lend money directly to mortgage borrowers.

We support the U.S. housing market and the overall economy by enabling America’s families to access mortgage loan
funding with better terms and by providing consistent liquidity to the multifamily mortgage market. We have helped
many distressed borrowers keep their homes or avoid foreclosure. We are working with FHFA, our customers and the
industry to build a better housing finance system for the nation.

Freddie Mac Form 10-Q 1
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Management's Discussion and Analysis Introduction

BUSINESS RESULTS
PORTFOLIO BALANCES

Guarantee Portfolios(!
(1) Excludes multifamily unsecuritized mortgage loans held-
for-sale.

Investments Portfolios

Our total guarantee portfolio grew to $1,958 billion at June 30, 2017 from $1,855 billion at June 30, 2016, an increase
of approximately 6%, primarily driven by high single-family refinance activity and a growing home purchase market
as interest and unemployment rates remained low as well as new business volume due to the strong demand for
multifamily loan products.

pur total investments portfolio declined $43 billion, or 11%, from June 30, 2016 to June 30, 2017 as we continued to
reduce the mortgage-related investments portfolio as required by the Purchase Agreement and FHFA.

Freddie Mac Form 10-Q 2
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Management's Discussion and Analysis Introduction

CONSOLIDATED FINANCIAL RESULTS

Comprehensive income (loss) was $2.0 billion in 2Q 2017, compared to $1.1 billion in 2Q 2016, driven by the
continued solid business environment and our growing guarantee businesses. The change in comprehensive income
was primarily driven by:

Net interest income attributable to guarantee fee income of $844 million in 2Q 2017 compared to $680 million in 2Q
2016 primarily driven by an increase in the size of the single-family loan portfolio combined with higher average
contractual guarantee fee rates. Average contractual guarantee fee rates are generally higher on mortgage loans in our
Core single-family loan portfolio compared to those in our Legacy single-family loan portfolio. In addition, guarantee
fee income increased due to higher average multifamily guarantee portfolio balances;

Gain of $314 million recognized from price improvements on reperforming loans reclassified from
tield-for-investment to held-for-sale during the 2017 periods compared to a $267 million loss recognized on seriously
delinquent loans reclassified from held-for-investment to held-for-sale during the 2016 periods;

Estimated interest-rate related fair value loss of $0.1 billion (after-tax) in 2Q 2017 compared to a $0.4 billion
(after-tax) estimated fair value loss in 2Q 2016. The decrease in fair value losses was due to the implementation of
fair value hedge accounting in 1Q 2017 coupled with smaller declines in long-term interest rates in 2Q 2017
compared to 2Q 2016; and

Estimated spread-related gain of $0.1 billion (after-tax) in 2Q 2017 resulting from market spreads tightening,
compared to an estimated $0.1 billion (after-tax) loss in 2Q 2016 resulting from market spreads widening.

Our total equity was $2.6 billion at June 30, 2017. Because our net worth was positive, we are not requesting a draw
from Treasury under the Purchase Agreement for 2Q 2017. Our cumulative senior preferred stock dividend payments
totaled $108.2 billion as of June 30, 2017. Under the Purchase Agreement, the payment of dividends does not reduce
the outstanding liquidation preference of the senior preferred stock, which remains $72.3 billion. The amount of
available funding remaining under the Purchase Agreement is $140.5 billion and would be reduced by any future
draws.

CONSERVATORSHIP AND GOVERNMENT SUPPORT FOR OUR BUSINESS

Since September 2008, we have been operating in conservatorship, with FHFA acting as our Conservator. The
conservatorship and related matters significantly affect our management, business activities, financial condition, and
results of operations. Our future is uncertain, and the conservatorship has no specified termination date. We do not
know what changes may occur to our business model during or following conservatorship, including whether we will
continue to exist.

Our Purchase Agreement with Treasury and the terms of the senior preferred stock we issued to Treasury constrain
our business activities. Our ability to access funds from Treasury under the Purchase Agreement is critical to keeping
us solvent and avoiding the appointment of a receiver by FHFA under statutory mandatory receivership provisions.
We believe that the support provided by Treasury pursuant

Freddie Mac Form 10-Q 3
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Management's Discussion and Analysis Introduction

to the Purchase Agreement currently enables us to have adequate liquidity to conduct our normal business activities.
Treasury, as the holder of the senior preferred stock, is entitled to receive cumulative quarterly cash dividends, when,
as and if declared by the Conservator, acting as successor to the rights, titles, powers and privileges of our Board of
Directors. The dividends we have paid to Treasury on the senior preferred stock have been declared by, and paid at the
direction of, the Conservator.

Under the August 2012 amendment to the Purchase Agreement, our dividend requirement each quarter is the amount,
if any, by which our Net Worth Amount at the end of the immediately preceding fiscal quarter, less the applicable
Capital Reserve Amount, exceeds zero. The Capital Reserve Amount is $600 million in 2017 and will decrease to zero
in 2018. If for any reason we were not to pay the amount of our dividend requirement on the senior preferred stock in
full, the unpaid amount would be added to the liquidation preference, but this would not affect our ability to draw
funds from Treasury under the Purchase Agreement.

Based on our Net Worth Amount of $2.6 billion as of June 30, 2017 and the Capital Reserve Amount of $600 million
in 2017, our dividend requirement to Treasury in September 2017 will be $2.0 billion. If the Conservator declares a
senior preferred stock dividend equal to our dividend requirement and directs us to pay it before September 30, 2017,
we would expect to pay a dividend of $2.0 billion by September 30, 2017. The declining capital reserve required
under the terms of the Purchase Agreement (ultimately reaching zero in 2018) increases the risk of our having
negative net worth and thus being required to draw from Treasury.

Freddie Mac Form 10-Q 4
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Management's Discussion and Analysis Key Economic Indicators | Single-Family Home Prices

KEY ECONOMIC INDICATORS

The following graphs and related discussions present certain macroeconomic indicators that can significantly affect
our business and financial results.

SINGLE-FAMILY HOME PRICES

NATIONAL HOME PRICES

(December 2000 = 100)
COMMENTARY

Home prices continued to appreciate, increasing by 3.9% from 1Q 2017 to 2Q 2017 and 6.0% from 4Q 2016 to 2Q
2017, compared to an increase of 3.7% and 5.6%, respectively, from 1Q 2016 to 2Q 2016 and from 4Q 2015 to 2Q
2016, based on our own non-seasonally adjusted price index of single-family homes funded by loans owned or
guaranteed by us or Fannie Mae.

National home prices at June 30, 2017 exceeded their pre-financial crisis peak level of 168 reached in June 2006,
based on our index.

Increases in home prices typically result in lower delinquency rates. Fewer loan delinquencies, loan workouts and
foreclosure transfers may reduce our expected credit losses and thereby reduce our provision for credit losses.

Freddie Mac Form 10-Q 5
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Management's Discussion and Analysis Key Economic Indicators | Interest Rates

INTEREST RATES
KEY MARKET INTEREST RATES

COMMENTARY

The quarterly ending and quarterly average 30-year Primary Mortgage Market Survey (“PMMS”) interest rates were
higher at June 30, 2017 compared to June 30, 2016. Increases in the PMMS rate typically result in decreases in
refinance activity and originations.

The 10-year LIBOR and 2-year LIBOR interest rates had smaller fluctuations during the 2017 periods than in the
2016 periods. The changes in the 10-year and 2-year LIBOR interest rates affect the fair value of certain of our assets
and liabilities, including derivatives, measured at fair value. A smaller interest rate fluctuation from period to period

may result in smaller fair value gains and losses, while a larger fluctuation in interest rates may result in larger fair
value gains and losses.

Freddie Mac Form 10-Q 6
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Management's Discussion and Analysis Key Economic Indicators | Interest Rates

The Federal Reserve raised short-term interest rates during 2Q 2017. The quarterly ending and quarterly average
.short—term interest rates, as indicated by the 3-month LIBOR rate, were higher at June 30, 2017 compared to June 30,
2016. The increase in short-term interest rates may increase the interest earned on our short-term investments and
interest expense on our short-term funding.

For additional information on the effect of LIBOR rates on our financial results, see “Our Business Segments - Capital
Markets - Market Conditions.”

Freddie Mac Form 10-Q 7
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Management's Discussion and Analysis Key Economic Indicators | Unemployment Rate

UNEMPLOYMENT RATE
UNEMPLOYMENT RATE AND JOB CREATION

Source: U.S. Bureau of Labor Statistics

COMMENTARY

Average monthly net new jobs increased during 2Q 2017 compared to 2Q 2016.

The unemployment rate declined in 2Q 2017 compared to 2Q 2016.

Changes in the unemployment rate can affect several market factors, including the demand for both single-family and
multifamily housing and the level of loan delinquencies.

Decreases in the unemployment rate typically result in lower levels of delinquencies, which may result in a decrease
in expected credit losses on our total mortgage portfolio.

Freddie Mac Form 10-Q 8
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Management's Discussion and Analysis Consolidated Results of Operations

CONSOLIDATED RESULTS OF OPERATIONS

You should read this discussion of our consolidated results of operations in conjunction with our condensed

consolidated financial statements and accompanying notes.

The table below compares our consolidated results of operations for 2Q 2017 vs. 2Q 2016 and YTD 2017 vs. YTD

2016.

2Q 2Q YTD YTD

2017 2016 Chanee 2017 2016 Chanee
(Dollars in millions) $ % $ %
Net interest income $3,379 $3,443 ($64) 2 )% $7,174 $6,848 $326 5 %
Benefit (provision) for credit losses 422 775 (353) (46 )% 538 1,242 (704 ) (57 Y%
Net %nterest income after benefit (provision) for 3801 4218  (417) (10 )% 7712 8090 (378 ) (5 )%
credit losses
Non-interest income (loss):
Gains (losses) on extinguishment of debt 50 (119 ) 169 142 % 268 (174 ) 442 254 %
Derivative gains (losses) (1,096) (2,058) 962 47 % (1,398) (6,619) 5221 79 %
Net 1mpa1rrpent of‘avallable-for—sale securities 3 ) (72 ) 69 9% % (16 ) (129 ) 113 38 %
recognized in earnings
cher gams on investment securities recognized 61 450 (389) (86 )% 117 753 636 ) (84 )%
in earnings
Other income (loss) 694 25 H)719 2,876 % 1,109 922 187 20 %
Total non-interest income (loss) 294 ) (1,824) 1,530 84 % 80 (5,247) 5,327 102 %
Non-interest expense:
Administrative expense 513 )Y @75 )@B8 )@ )% (1,024) (923 ) (101 ) (11 Y%
REO operations expense @7 Y29 HY@® )H)@8 )Y 93 ) (113 )20 18 %
Temporary Payroll Tax Cut Continuation Act
of 2011 expense (330 ) (280 ) (50 ) (18 )% (651 ) (552 ) (99 ) (18 Y%
Other expense (126 ) (151 ) 25 17 % (202 ) (304 ) 102 34 %
Total non-interest expense (1,006) 935 )Y (71 )@ )% (1,970) (1,892) (78 ) 4 )%
L‘;‘:f?f (loss) before income tax (expense) 5 551§ 450 1042 71 % 5822 951 4871 512 %
Income tax (expense) benefit (837 ) (466 ) (371) (80 )% (1,947) (312 ) (1,635) (524)%
Net income (loss) 1,664 993 671 68 % 3,875 639 3,236 506 %
Total other comp.re.:her.lswe 1pcome (loss), net of 322 140 182 130 % 345 294 51 17 %
taxes and reclassification adjustments
Comprehensive income (loss) $1,986 $1,133 $853 75 % $4,220 $933  $3,287 352 %

Freddie Mac Form 10-Q 9
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Management's Discussion and Analysis Consolidated Results of Operations | Net Interest Income

NET INTEREST INCOME
NET INTEREST YIELD ANALYSIS

The tables below present an analysis of interest-earning assets and interest-bearing liabilities.

2Q 2017 2Q 2016

Interest Interest
(Dollars in millions) g;g ::Cg: Income ﬁ:{cerage g:g;f: Income g;;rage

(Expense)() (Expense)()
Interest-earning assets:
Cash and cash equivalents $12,135 $15 0.51 % $14,948 $9 023 %
rSeeS(;lﬁrltles purchased under agreements to 56.196 132 0.93 52.291 45 035
Advances to lenders 532 3 2.30 352 2 2.02
Mortgage-related securities:
Mortgage-related securities 170,864 1,651 3.87 193,637 1,851 3.82
Extinguishment of PCs held by Freddie Mac (89,913 ) (825 ) (3.67) (96,002 ) (890 ) (3.71)
Total mortgage-related securities, net 80,951 826 4.08 97,635 961 3.94
Non-mortgage-related securities 17,957 76 1.68 12,726 17 0.53
Loans held by consolidated trusts(!) 1,723,103 14,594 3.39 1,638,057 13,872 3.39
Loans held by Freddie Mac(!) 118,012 1,254 4.25 138,469 1,366 3.95
Total interest-earning assets $2,008,886 $16,900 3.36 $1,954,478 $16,272 3.34

Interest-bearing liabilities:

Debt securities of consolidated trusts

including PCs held by Freddie Mac $1,746,474 ($12,819 ) (2.94) $1,662,187 ($12,139 ) (2.92)
Extinguishment of PCs held by Freddie Mac (89,913 ) 825 3.67 (96,002 ) 890 3.71

Total debt securities of consolidated trusts 1656561 (11994 ) (2.90) 1.566.185 (11249 ) (2.87)

held by third parties

Other debit:

Short-term debt 74,540 (145 ) (0.77) 76,057 (82 ) (0.42)
Long-term debt 272,160 (1,340 ) (1.96) 303,088 (1,450 ) (1.91)
Total other debt 346,700 (1,485 ) (1.71) 379,145 (1,532 ) (1.61)
Total interest-bearing liabilities 2,003,261 (13,479 ) (2.69) 1,945,330 (12,781 ) (2.63)
Expense related to derivatives — 42 ) (0.01) — (48 ) (0.01)
Impact of net non-interest-bearing funding 5,625 — 0.01 9,148 — 0.01
Total funding of interest-earning assets $2,008,886 ($13,521 ) (2.69) $1,954,478 ($12,829 ) (2.63)
Net interest income/yield $3,379 0.67 $3,443 0.71

(1) Loan fees, primarily consisting of amortization of delivery fees, included in interest income were $583 million
and $634 million for loans held by consolidated trusts and $33 million and $50 million for loans held by Freddie Mac
during 2Q 2017 and 2Q 2016, respectively.

12
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Management's Discussion and Analysis Consolidated Results of Operations | Net Interest Income

YTD 2017 YTD 2016
Interest
(Dollars in millions) Average Income Average Average
Balance Rate Balance
(Expense)()
Interest-earning assets:
Cash and cash equivalents $12,094 $24 040 % $13,337
Securities purchased under agreements to resell 55,301 220 0.79 54,979
Advances to Lenders 574 7 2.36 303
Mortgage-related securities:
Mortgage-related securities 173,410 3,314 3.82 197,620
Extinguishment of PCs held by Freddie Mac (89,226 ) (1,645 ) (3.69) (100,549 )
Total mortgage-related securities, net 84,184 1,669 3.97 97,071
Non-mortgage-related securities 19,509 147 1.51 13,494
Loans held by consolidated trusts(!) 1,715,571 29,193 3.40 1,634,351
Loans held by Freddie Mac() 121,115 2,620 4.33 142,000
Total interest-earning assets $2,008,348 $33,880 3.37 $1,955,535
Interest-bearing liabilities:
Debt securities of consolidated trusts including
PCs held by Freddic Mac $1,738,601 ($25,360 ) (2.92) $1,657,645
Extinguishment of PCs held by Freddie Mac (89,226 ) 1,645 3.69 (100,549 )
Total. debt sejcurities of consolidated trusts held 1649375 (23715 ) (2.88) 1.557.096
by third parties
Other debt:
Short-term debt 74,003 (241 ) (0.65) 88,464
Long-term debt 275,840 (2,665 ) (1.93) 301,655
Total other debt 349,843 (2,906 ) (1.66) 390,119
Total interest-bearing liabilities 1,999,218 (26,621 ) (2.66) 1,947,215
Expense related to derivatives — (85 ) (0.01) —
Impact of net non-interest-bearing funding 9,130 — 0.01 8,320
Total funding of interest-earning assets $2,008,348 ($26,706 ) (2.66) $1,955,535
Net interest income/yield $7,174 0.71

Interest

Income
Rate

(Expense))

Average

$16 024 %
93 0.34
4 2.61
3,767 3.81
(1,850 ) (3.68)
1,917 3.95
30 0.44
28,133 3.44
2,923 4.12
$33,116 3.39

(524,890 ) (3.00)
1,850 3.68
(23,040 ) (2.96)

(175 ) (0.39)
(2,954 ) (1.95)
(3,129 ) (1.60)
(26,169 ) (2.69)

(99 ) (0.01)
— 0.01
(826,268 ) (2.69)
$6,848 0.70

(1) Loan fees, primarily consisting of amortization of delivery fees, included in interest income were $1.1 billion for
loans held by consolidated trusts during both YTD 2017 and YTD 2016, and were $95 million and $131 million for
loans held by Freddie Mac during YTD 2017 and YTD 2016, respectively.

Freddie Mac Form 10-Q 11
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Management's Discussion and Analysis Consolidated Results of Operations | Net Interest Income

COMPONENTS OF NET INTEREST INCOME

The table below presents the components of net interest income.

2Q 2Q YTD YTD

2017 2016 Chanee 2017 2016 Chanee
(Dollars in millions) $ % $ %
Contractual net interest income:
Guarantee fee income $844  $680 $164 24 % $1,687 $1,390 $297 21 %
Guarantee fee income related to the Temporary
Payroll Tax Cut Continuation Act of 2011 32 279 46 16 % 641 546 93 17 %
Other contractual net interest income 1,588 1,744 (156) (9 )% 3,296 3,584 (288) (8 )%
Total contractual net interest income 2,757 2,703 54 2 % 5,624 5520 104 2 %
Net amortization - loans and debt securities of 667 774 (107) (14 )% 1.620 1307 313 24 %
consolidated trusts
Net amortization - other assets and debt A3 ) 14 17 ) (121)% 15 120 (105) (88)%
Expense related to derivatives 42 )@8 )6 13 % 85 )(O9 )14 14 %
Net interest income $3,379 $3,443 ($64) 2 )% $7,174 $6,848 $326 5 %

Key Drivers:
Guarantee fee income
2Q 2017 vs. 2Q 2016 and YTD 2017 vs. YTD 2016 - increased primarily due to higher average contractual guarantee
fee rates and the continued growth in the size of the Core single-family loan portfolio. Average contractual guarantee
fee rates are generally higher on mortgage loans in our Core single-family loan portfolio compared to those in our
Legacy single-family loan portfolio. In addition, guarantee fee income increased due to higher average multifamily
guarantee portfolio balances.
Other contractual net interest income
2Q 2017 vs. 2Q 2016 and YTD 2017 vs. YTD 2016 - decreased primarily due to the continued reduction in the
balance of our mortgage-related investments portfolio pursuant to the portfolio limits established by the Purchase
Agreement and FHFA. See "Conservatorship and Related Matters - Reducing Our Mortgage-Related Investments
Portfolio Over Time" for a discussion of the key drivers of the decline in our mortgage-related investments portfolio.
Net amortization of loans and debt securities of consolidated trusts
2Q 2017 vs. 2Q 2016 - decreased during 2Q 2017 primarily due to a decrease in amortization income from
debt securities of consolidated trusts due to a decrease in prepayments.
YTD 2017 vs. YTD 2016 - increased during YTD 2017 primarily due to a decrease in amortization expense on
mortgage loans held by consolidated trusts due to a decrease in prepayments. In addition, amortization income
increased driven by higher unamortized balances on our debt securities of consolidated trusts and higher mortgage
loan upfront delivery fee balances.

Freddie Mac Form 10-Q 12
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Management's Discussion and Analysis Consolidated Results of Operations | Provision for Credit Losses

BENEFIT (PROVISION) FOR CREDIT LOSSES
The benefit (provision) for credit losses predominantly relates to single-family loans and includes components for
both collectively and individually impaired loans.
The table below presents the components of our benefit (provision) for credit losses.

2Q  2Q YTD YTD

2017 2016 Change 2017 2016 Change
(Dollars in billions) $ % $ %
Benefit (provision) for newly impaired loans ($0.2) ($0.2) $— — % ($0.3) ($0.4) $0.1 25 %
Amortization of interest rate concessions 0.2 0.2 — — % 04 0.5 0.1 ) 20)%

Reclassifications of held-for-investment loans to
held-for-sale loans

Other, includipg changes in estimated default probability 01 03 (02)©61)% 01 05 (04 ) (80)%
and loss severity

Benefit (provision) for credit losses $0.4 $0.8 ($0.4) (50)% $0.5 $1.2 ($0.7) (58)%
Key Drivers:

2Q 2017 vs. 2Q 2016 and YTD 2017 vs. YTD 2016 - Benefit for credit losses decreased primarily due to smaller
tmprovements in probability of default and estimated loss severity in the 2017 periods, compared to larger
improvements in probability of default and estimated loss severity in the 2016 periods.

03 05 (02)@0)% 03 06 (03 ) (50)%
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DERIVATIVE GAINS (LOSSES)
We continue to align our derivative portfolio with the changing duration of our economically hedged assets and
liabilities. We manage our exposure to interest-rate risk on an economic basis to a low level as measured by our
models. We believe the impact of derivatives on our GAAP financial results should be considered in the context of
our overall interest-rate risk profile, including our PMVS and duration gap results. For more information about our
interest-rate risk management activities and the sensitivity of reported earnings to those activities, see “Risk
Management - Market Risk.”
On February 2, 2017, we began using fair value hedge accounting for certain single-family mortgage loans, which is
intended to reduce our GAAP earnings volatility due to large interest-rate movements. Changes in the fair value of the
derivatives while in fair value hedge relationships are recognized in other income (loss) on our condensed
consolidated statements of comprehensive income. See Note 7 for further information on fair value hedge accounting.
The table below presents the gains and losses on derivatives while not designated in fair value hedge relationships and
the accrual of periodic cash settlements on all derivatives.

YTD YTD

2Q 2017 2Q 2016 Change 2017 2016

(Dollars in millions) $ % $ %
Fair value change in interest-rate swaps ($580 ) ($2,364) $1,784 75 % $93 ($8,054) $8,147 101 %

Fair value change in option-based 109 1,141 (1,032) (90)% (321 ) 3,076  (3,397) (110)%

Change

derivatives

Fair value change in other derivatives (196 ) (415 ) 219 53 % 274 ) (731 ) 457 63 %
Accrual of periodic cash settlements 429 ) @420 ) O ) (2 )% (896 ) (910 ) 14 2 %
Derivative gains (losses) ($1,096) ($2,058) $962 47 % ($1,398) ($6,619) $5,221 79 %
Key Drivers:

2Q 2017 vs. 2Q 2016 and YTD 2017 vs. YTD 2016 - Losses declined as long-term interest rates decreased less during
the 2017 periods compared to the 2016 periods. The 10-year par swap rate decreased 12 and 5 basis points during 2Q
2017 and YTD 2017, respectively, and declined 26 and 80 basis points during 2Q 2016 and YTD 2016, respectively.
Interest rate decreases resulted in fair value losses in our pay-fixed interest rate swaps and forward commitments to
issue PCs, partially offset by fair value gains in our receive-fixed swaps and certain option-based derivatives. In
addition, we implemented hedge accounting in 1Q 2017 which reduced the losses that otherwise would have been
included in Derivative gains (losses) by $365 million and $300 million for 2Q 2017 and YTD 2017, respectively.
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OTHER INCOME (LOSS)
The table below presents the components of other income (loss).
2Q 2Q YTD YTD
2017 2016 Chanee 2017 2016 hanee
(Dollars in millions) $ % $ %
Other income (loss)
Gains (losses) on loans $193 ($481) $674 140 % $207  ($3 ) $210 7,000 %

Gains (losses) on held-for-sale loan purchase
commitments

E)II;ZSOSI?S) gains on debt where we elected the fair Value(lo2 ) (108 ) 6 6 % (191 ) (94 ) (97 ) (103 )%
All other 245 357  (112) (31 )% 472 775  (303) 39 )%
Fair value hedge accounting

Change in fair value of derivatives in qualifying

331 207 124 60 % 555 244 311 127 %

hedge relationships (365) — (365) N/A (300 ) — (300 ) N/A
Change in falr Vz.ilue of hedged items in qualifying 390 392 N/A 366 . 366 N/A
hedge relationships

Ineffectiveness related to fair value hedge accounting 27 — 27 N/A 66 — 66 N/A
Total other income (loss) $694 ($25 ) $719 2,876 % $1,109 $922 $187 20 %

Key Drivers:

Gains (losses) on loans

2Q 2017 vs. 2Q 2016 - increased primarily due to gains on loans driven by price improvements on the reperforming
loans we sold in 2Q 2017 compared to losses driven by the lower-of-cost-or-fair-value adjustments on seriously
delinquent loans we reclassified from held-for-investment to held-for-sale in 2Q 2016.

YTD 2017 vs. YTD 2016 - increased primarily due to gains on loans driven by price improvements on the
reperforming loans we sold in YTD 2017 compared to the losses driven by the lower-of-cost-or-fair-value
adjustments on seriously delinquent loans we reclassified from held-for-investment to held-for-sale in YTD 2016.
This was partially offset by a decline in gains in YTD 2017 related to multifamily loans for which we elected the fair
value option, as long-term rates declined slightly in YTD 2017, while these loans benefited significantly in YTD 2016
from a large decline in interest rates.

Gains (losses) on held-for-sale loan purchase commitments

2Q 2017 vs. 2Q 2016 and YTD 2017 vs. YTD 2016 - increased due to gains on multifamily held-for-sale purchase
commitments in the 2017 periods. K Certificate spreads tightened from improved pricing and market movements,
compared to spreads widening in the 2016 periods. In addition, there were higher gains in the 2017 periods driven by
a higher outstanding balance of commitments at the end of the period due to a continued strong demand for
multifamily products compared to the end of the 2016 period.

¢Losses) gains on debt where we elected fair value option

YTD 2017 vs. YTD 2016 - losses declined primarily driven by tightening spreads between STACR yields and LIBOR
during YTD 2017 compared to YTD 2016 when spreads were relatively unchanged.
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All other

YTD 2017 vs. YTD 2016 - declined primarily due to the recognition of settlement proceeds related to the TBW
bankruptcy during YTD 2016.
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OTHER COMPREHENSIVE INCOME (LOSS)
The following table presents the attribution of the other comprehensive income (loss) reported in our condensed
consolidated statements of comprehensive income.

20 2Q YTD YTD

2017 2016 P8 5017 po1e CPANEC
(Dollars in millions) $ % $ %
Other comprehensive income, excluding certain items $423 $391 $32 8 % $586 $612 ($26) (4)%

Excluded items:
Accretion due to significant increases in expected cash flows on

previously impaired available-for-sale securities 49 ) (79 )30 38 % (103) (169) 66 39 %

Realized (gains) losses reclassified from AOCI (52 ) (172) 120 70 % (138) (149) 11 7 %
Total excluded items (101) (251) 150 60 % (241) (318) 77 24 %
Total other comprehensive income (loss) $322 $140 $182 130% $345 $294 $51 17 %
Key Drivers:

Other comprehensive income, excluding certain items

2Q 2017 vs. 2Q 2016 - increased primarily due to more market spread tightening on non-agency mortgage-related
securities during 2Q 2017 compared to 2Q 2016, resulting in greater spread-related gains, partially offset by smaller
interest rate-related gains as long-term interest rates decreased less during 2Q 2017 compared to 2Q 2016.

YTD 2017 vs. YTD 2016 - decreased primarily due to smaller declines in long-term interest rates during YTD 2017
compared to YTD 2016, resulting in lower gains, partially offset by gains from market spreads tightening on agency
and non-agency mortgage-related securities during YTD 2017 compared to spreads widening on non-agency
mortgage-related securities during YTD 2016.

€xcluded items

Accretion due to significant increases in expected cash flows on previously impaired available-for-sale securities
2Q 2017 vs. 2Q 2016 and YTD 2017 vs. YTD 2016 - decreased primarily due to a decline in the population of
impaired securities as a result of our active dispositions of these securities.

Realized (gains) losses reclassified from AOCI

2Q 2017 vs. 2Q 2016 and YTD 2017 vs YTD 2016 - reflected smaller amounts of reclassified gains during the 2017
periods compared to the 2016 periods, due to fewer sales of non-agency mortgage-related securities.
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OTHER KEY DRIVERS

Key drivers of other line items for 2Q 2017 vs. 2Q 2016 and YTD 2017 vs. YTD 2016 include:

Gains (losses) on extinguishment of debt

2Q 2017 vs. 2Q 2016 and YTD 2017 vs. YTD 2016 - improved primarily due to an increase in the amount of gains
recognized from the extinguishment of certain fixed-rate debt securities of consolidated trusts, as market interest rates
increased between the time of issuance and repurchase. The amount of extinguishment gains or losses may vary, as
the type and amount of PCs selected for repurchase are based on our investment and funding strategies, including our
efforts to support the liquidity and price performance of our PCs.

Other gains on investment securities recognized in earnings

2Q 2017 vs. 2Q 2016 and YTD 2017 vs. YTD 2016 - decreased primarily due to the recognition of smaller fair value
gains on our mortgage and non-mortgage related securities classified as trading as long-term interest rates decreased
less during the 2017 periods compared to the 2016 periods, partially offset by larger fair value gains due to more
market spread tightening on our agency mortgage-related securities. In addition, there was a decrease in the sales
volume of our available-for-sale non-agency mortgage-related securities during the 2017 periods.

Freddie Mac Form 10-Q 18

21



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

Management's Discussion and Analysis Consolidated Results of Operations | Items Affecting Multiple Lines

ITEM AFFECTING MULTIPLE LINES
The following item affected multiple line items on our consolidated results of operations.
SINGLE-FAMILY LOAN RECLASSIFICATIONS

During 2Q 2017 and 2Q 2016, we reclassified $11.1 billion and $3.1 billion in UPB of seasoned single-family
mortgage loans, respectively, from held-for-investment to held-for-sale, as we continue to focus on reducing the
balance of our less liquid assets. During YTD 2017 and YTD 2016, we reclassified $12.8 billion and $3.5 billion in
UPB of seasoned single-family mortgage loans, respectively, from held-for-investment to held-for-sale. Seasoned
single-family mortgage loans include seriously delinquent loans and reperforming loans. On January 1, 2017, we
elected a new accounting policy for reclassifications from held-for-investment to held-for-sale. Under the new policy,
when we reclassify (transfer) a loan from held-for-investment to held-for-sale, we charge off the entire difference
between the loan’s recorded investment and its fair value if the loan has a history of credit-related issues. Expenses
related to property taxes and insurance are included as part of the charge-off. If the charge-off amount exceeds the
existing loan loss reserve amount, an additional provision for credit losses is recorded. If the charge-off amount is less
than the existing loan loss reserve amount, a benefit for credit losses is recorded. Any declines in loan fair value after
the date of transfer will be recognized as a valuation allowance, with an offset recorded to other income (loss).

This new policy election was applied prospectively, as it was not practical to apply it retrospectively.

Beginning in 1Q 2017, benefit (provision) for credit losses is the only line item affected by the loan reclassifications
from held-for-investment to held-for-sale. Prior to this change (including 2Q 2016 and YTD 2016 as presented
below), the reclassifications from held-for-investment to held-for-sale affected several line items on our consolidated
results of operations.

2Q  2Q YTD YTD

2017 2016 Chanee 2017 2016 Chanee
(Dollars in millions) $ % $ %
Benefit (provision) for credit losses $314 $509 ($195) (38 )% $300 $573 ($273) (48)%
Otber income (loss) - lower-of-cost-or-fair-value o (667 ) 667 100 % — (734 ) 734 100 %
adjustment
Other expense - property taxes and insurance associated (109 ) 109 100 % — (140 ) 140 100 %

with these loans
Effect on income before income tax (expense) benefit $314 ($267) 581 218 % $300 ($301) 601 200 %

Key Drivers:

2Q 2017 vs. 2Q 2016 and YTD 2017 vs. YTD 2016 - Effect on income changed to a gain recognized from price
improvements on reperforming loans reclassified from held-for-investment to held-for-sale during the 2017 periods
compared to a loss recognized on seriously delinquent loans reclassified from held-for-investment to held-for-sale
during the 2016 periods.
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CONSOLIDATED BALANCE SHEETS ANALYSIS
The table below compares our summarized consolidated balance sheets.
June 30, December 31

2017 2016 Change
(Dollars in millions) $ %
Assets:
Cash and cash equivalents $6,666 $12,369 ($5,703) (46)%
Restricted cash and cash equivalents 4,464 9,851 (5,387 ) (55)%
Securities purchased under agreements to resell 47,791 51,548 (3,757 ) (7T Y%
Subtotal 58,921 73,768 (14,847) (20)%
Investments in securities, at fair value 98,799 111,547 (12,748) (11)%
Mortgage loans, net 1,832,142 1,803,003 29,139 2 %
Accrued interest receivable 6,237 6,135 102 2 %
Derivative assets, net 951 747 204 27 %
Deferred tax assets, net 14,751 15,818 (1,067 ) (7 Y%
Other assets 10,956 12,358 (1,402 ) (1%
Total assets $2,022,757 $2,023,376  ($619 ) — %
Liabilities and Equity:
Liabilities:
Accrued interest payable $6,090 $6,015 $75 1 %
Debt, net 2,009,166 2,002,004 7,162 — %
Derivative liabilities, net 298 795 497 ) (63)%
Other liabilities 4,617 9,487 4,870 ) (51)%
Total liabilities 2,020,171 2,018,301 1,870 — %
Total equity 2,586 5,075 (2,489 ) (49)%

Total liabilities and equity $2,022,757 $2,023,376  ($619 ) — %

Key Drivers:

As of June 30, 2017 compared to December 31, 2016:

Cash and cash equivalents, restricted cash and cash equivalents, and securities purchased under agreements to resell
affect one another, so the changes in the balances should be viewed together. The combined balance as of June 30,
2017 declined primarily due to lower near term cash needs for lower upcoming maturities and anticipated calls of
other debt and a decrease in prepayment proceeds received by the custodial account driven by increased interest rates
as of June 30, 2017 compared to December 31, 2016.

Investments in securities, at fair value decreased as we continued to reduce the mortgage-related investments portfolio
during 2017 as required by the Purchase Agreement and FHFA.

Other assets declined primarily because of decreased receivables from servicers and a lower current income tax
receivable. Higher mortgage interest rates during 2Q 2017 caused a decline in prepayments, and thus a decrease in
receivables from servicers. When a borrower prepays, there is a brief delay before the servicer remits the payoff
proceeds to us. In addition, the current income tax receivable decreased primarily due to the accrual of current period
tax expense and a reduction of receivables related to prior years.

Other liabilities decreased primarily due to the elimination of liabilities related to our purchases of
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non-mortgage-related securities that traded during 4Q 2016 but were settled in 2017.

Total equity decreased as a result of lower comprehensive income in 2Q 2017 than in 4Q 2016 coupled with
additional dividends paid related to the $600 million decline in the Capital Reserve Amount in 2017.
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OUR BUSINESS SEGMENTS

We have three reportable segments, which are based on the way we manage our business. Certain activities that are
not part of a reportable segment are included in the All Other category.

Single-family Guarantee - reflects results from our purchase, securitization, and guarantee of single-family loans and
the management of single-family credit risk.

Multifamily - reflects results from our purchase, securitization, and guarantee of multifamily loans and securities, our
investments in those loans and securities, and the management of multifamily credit risk and market spread risk.
Capital Markets (previously reported as the Investments segment) - reflects results from managing the company’s
mortgage-related investments portfolio (excluding multifamily investments, single-family seriously delinquent loans,
and the credit risk of single-family performing and reperforming loans), treasury function, and interest-rate risk.

The All Other category consists of material corporate-level activities that are infrequent in nature and based on
decisions outside the control of the management of our reportable segments.

SEGMENT EARNINGS

During 1Q 2017, we changed how we calculate certain components of our Segment Earnings for our Capital Markets
segment. Prior period results have been revised to conform to the current period presentation. For more information on
this change and on our segment reclassifications, see Note 11.
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SEGMENT COMPREHENSIVE INCOME

The graphs below show our comprehensive income by segment, including the All Other category.
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SINGLE-FAMILY GUARANTEE
MARKET CONDITIONS

The following graphs and related discussion present certain market indicators that can significantly affect the business
and financial results of our Single-family Guarantee segment.

U.S. Single-Family Originations

Source: Inside Mortgage Finance dated May 19, 2017 (latest available IMF purchase/refinance information).

Single-Family Serious Delinquency Rates

Source: National Delinquency Survey from the Mortgage Bankers Association. Data as of May 16, 2017 (latest
available NDS information).

Commentary

Single-family loan origination volumes decreased to $455 billion in 2Q 2017 compared to $520 billion in 2Q 2016.
Mortgage origination data is from Inside Mortgage Finance as of July 28, 2017. Freddie Mac's single-family loan
purchase volumes typically follow similar trends.

Single-family serious delinquency (SDQ) rates in the U.S. generally continued to decline on a year-over-year basis
due to macroeconomic factors, such as a low unemployment rate and continued home price appreciation. Freddie
Mac's delinquency rates followed similar trends resulting in fewer loan workouts and foreclosure transfers and as a
result, reduced our provision for credit losses.
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BUSINESS RESULTS

The following tables, graphs and related discussion present the business results of our Single-family Guarantee
segment.
New Business Activity

UPB of Single-Family Loan Purchases and Guarantees by Loan Purpose

(In billions)
Percentage of Single-Family Loan Purchases and Guarantees by Loan Purpose
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Commentary

Our loan purchase and guarantee activity:

2Q 2017 vs. 2Q 2016 - decreased due to lower refinance volume driven by higher rates in early 2017 compared to
2016.

YTD 2017 vs. YTD 2016 - remained relatively unchanged as a decline in refinance activity was offset by higher home
purchase loan volume as interest and unemployment rates remained low.
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Single-Family Credit Guarantee Portfolio

Single-Family Credit Guarantee Portfolio
Commentary

The single-family credit guarantee portfolio grew to $1,784 billion at June 30, 2017 from $1,755 billion at
December 31, 2016, an increase of approximately 2%. We had 10.7 million and 10.6 million loans in our
single-family credit guarantee portfolio at June 30, 2017 and December 31, 2016, respectively.
The Core single-family loan portfolio grew to 75% of the single-family credit guarantee portfolio at June 30,
2017 compared to 73% at December 31, 2016, primarily driven by high refinance activity and a growing
home purchase market as interest and unemployment rates remained low.
The Legacy and relief refinance single-family loan portfolio declined to 25% of the single-family credit
guarantee portfolio at June 30, 2017 compared to 27% at December 31, 2016, driven primarily by liquidations.
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Guarantee Fees

The average portfolio Segment Earnings guarantee fee rate consists of the contractual guarantee fee that we receive
over the life of the loans and upfront delivery fee income that we amortize over the contractual life of the related loans
(usually 30 years). If the related loans prepay, the remaining upfront delivery fee income is recognized immediately.
In addition, the average portfolio Segment Earnings guarantee fee rate reflects an average of our total single-family
credit guarantee portfolio and is not limited to purchases in the applicable period.

The average guarantee fee rate charged on new acquisitions consists of the contractual guarantee fee that we receive
over the life of the loans and upfront delivery fee income that we recognize over the estimated life of the related loans
using our expectations of prepayments and other liquidations.

Average Portfolio Segment Earnings Guarantee Fee Rate(!)

Average Guarantee Fee Rate Charged on New Acquisitions(!)

(1) Excludes the legislated 10 basis point increase in guarantee fees.
Commentary

Average portfolio Segment Earnings guarantee fee rates:

2Q 2017 vs. 2Q 2016 - decreased slightly due to a decline in the recognition of amortized fees driven by lower
prepayments.

YTD 2017 vs. YTD 2016 - remained stable due to higher average contractual guarantee fees, offset by a decline in the
recognition of amortized fees.

Average guarantee fee rate charged on new acquisitions:

2Q 2017 vs. 2Q 2016 and YTD 2017 vs. YTD 2016 - decreased due to competitive pricing, partially offset by lower
market-adjusted pricing costs based on the price performance of our PCs relative to Fannie Mae securities.
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Credit Risk Transfer (CRT) Activity

Since 2013, STACR debt note and ACIS transactions have been our principal methods of transferring a small portion
of the expected credit losses and a significant portion of credit losses in a stressed economic environment in our Core
single-family loan portfolio. The following charts present the issuance amounts for the STACR and ACIS transactions
that occurred during 2Q 2017 and the cumulative issuance amount of all STACR and ACIS transactions as of June 30,
2017 by loss position and the party holding each loss position.

New STACR Debt Note and ACIS Transactions during 2Q 2017

(In billions)
Freddie Mac
Senior
$98.8
ACIS
Freddie Mac $0.5 STACR Debt Notes Reference Pool
Mezzanine - $102.4
$0.4 ’
First Freddie Mac ACIS gTACR Debt Notes
Loss $0.5 0.1 304
Cumulative STACR Debt Note and ACIS
Transactions as of June 30, 2017(D(2)
(In billions)
Freddie Mac
Senior
$725.5
Mezzanine Freddie Mac ACIS STACR Debt
Notes Reference Pool
$1.8 $760.8
$6.6 $204
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First Freddie Mac ACIS STACR
Loss Debt Notes
$4.2 $0.7 $1.5

(1) The amounts represent the UPB upon issuance of STACR debt notes and execution of ACIS transactions.
(2)For the current outstanding coverage provided by our STACR debt note and ACIS transactions, see Note 4.
Commentary

We continued to transfer credit losses to third-party investors, insurers, and selected sellers through CRT
transactions. During YTD 2017, we transferred credit losses associated with $170.6 billion in UPB of loans in
our Core single-family loan portfolio through STACR debt note, ACIS, whole loan security, and deep
mortgage insurance credit risk transfer, or Deep MI, transactions.

The interest and premiums we pay on our issued STACR debt note and ACIS transactions to transfer credit risk
effectively reduce the guarantee fee income we earn on the PCs related to the respective reference pools. Our
expected guarantee fee income on the PCs related to the STACR and ACIS reference pools has been effectively
reduced by approximately 31%, on average, for all transactions executed through June 30, 2017. The amount of the
effective reduction to our overall guarantee fee income could be affected over time by changes in:

Our risk transfer strategy;

Prepayment and credit experience of the reference pools; or
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The economic or regulatory environment that affects the cost of executing these transactions.

We continue to evaluate our credit risk transfer strategy and to make changes depending on market conditions. The
aggregate cost of our credit risk transfer activity will continue to increase as we continue to transfer risk on new
originations.

Due to differences in accounting, there could be a significant time lag between when we recognize a provision for
credit losses on the mortgage loans in the reference pools and when we recognize the related recovery for the majority
of our STACR debt note transactions. A credit expense on a loan in a reference pool related to these transactions is
recorded when it is probable that we have incurred a loss, while a benefit is recorded when an actual loss event
occurs.

As of June 30, 2017, there has not been a significant number of loans in our STACR debt note and ACIS reference
pools that have experienced a credit event. As a result, we experienced minimal write-downs on our STACR debt
notes and filed minimal claims for reimbursement of losses under our ACIS transactions.

As of June 30, 2017, we have transferred a portion of the credit risk on nearly 33% of the total outstanding
single-family credit guarantee portfolio.
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Mortgage Loan Credit Risk
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Certain combinations of loan attributes can indicate a higher degree of credit risk, such as loans with both higher LTV
ratios and lower credit scores. The following table presents the combination of credit score and current LTV (CLTV)
ratio attributes of loans in our single-family credit guarantee portfolio.

(Credit score)

Core single-family loan portfolio:

<620

620 to 659

> 660

Not available
Total

Legacy and relief refinance single-family

loan portfolio:
<620

620 to 659

> 660

Not available
Total
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June 30, 2017

CLTV £80

%  SDQ
PortfoliRate(D
0.2 % 1.86 %
1.7 0.92 %
639 0.14 %
— NM

65.8% 0.17 %

1.3 % 4.26 %
2.0 3.19 %
16.1 1.11%
0.1 4.65 %

19.5% 1.59 %

CLTV >80
to 100

%  SDQ
PortfoRate(D)

— % NM
0.3 1.06 %
92 021 %
— NM
9.5% 0.25 %

0.3% 7.97 %
0.5 6.18%
28 31 %
— NM

3.6% 4.07 %

CLTV > 100

%  SDQ
PortfoRate(D

— % NM
— NM
— NM
— NM
— % NM

All Loans

%  SDQ
PortfoliRate()
0.2 % 2.08 %
2.0 0.95 %
73.1  0.15 %
— NM

75.3% 0.18 %

02% 13.42% 1.8 % 5.35 %

03 11.01% 2.8
1.1 552 % 20.0

— NM

4.04 %
1.45 %
0.1 521 %

1.6% 7.39 % 24.7% 2.07 %
(1)NM - Not meaningful due to the percentage of the portfolio rounding to zero.

%

Modified
32 %
14 %
02 %
40 %
03 %
240 %
21.0 %
80 %
170 %
10.0 %
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Alt-A and Subprime Loans

While we refer to certain loans as subprime or Alt-A for purposes of the discussion below and elsewhere in this Form
10-Q, there is no universally accepted definition of subprime or Alt-A, and the classification of such loans may differ
from company to company. For example, some financial institutions may use credit scores to delineate certain
residential loans as subprime. We do not rely on these loan classifications to evaluate the credit risk exposure relating
to such loans in our single-family credit guarantee portfolio.

Participants in the mortgage market may characterize single-family loans based upon their overall credit quality at the
time of origination, generally considering them to be prime or subprime. While we have not historically characterized
the loans in our single-family credit guarantee portfolio as either prime or subprime, we monitor the amount of loans
we have guaranteed with characteristics that indicate a higher degree of credit risk. In addition, we estimate that
approximately $1.2 billion and $1.3 billion of security collateral underlying our other securitization products at

June 30, 2017 and December 31, 2016, respectively, were identified as subprime based on information provided to us
when we entered into these transactions.

Many mortgage market participants classify single-family loans with credit characteristics that range between their
prime and subprime categories as Alt-A because these loans have a combination of characteristics of each category,
may be underwritten with lower or alternative income or asset documentation requirements compared to a full
documentation loan, or both. Although we have discontinued new purchases of loans with lower documentation
standards, we continue to purchase certain amounts of such loans in cases where the loan was either purchased
pursuant to a previously issued guarantee, as part of our relief refinance initiative, or as part of another refinance loan
initiative and the pre-existing loan was originated under less than full documentation standards. In the event we
purchase a refinance loan and the original loan had been previously identified as Alt-A, such refinance loan may no
longer be categorized or reported as an Alt-A loan in this Form 10-Q and our other financial reports because the new
refinance loan replacing the original loan would not be identified by the seller/servicer as an Alt-A loan. As a result,
our reported Alt-A balances may be lower than would otherwise be the case had such refinancing not occurred. From
the time the relief refinance initiative began in 2009 to June 30, 2017, we have purchased approximately $35.0 billion
of relief refinance loans that were previously categorized as Alt-A loans in our portfolio, including $0.4 billion in 2Q
2017.

The table below contains information on Alt-A loans in our single-family credit guarantee portfolio.

June 30, 2017 December 31, 2016
C % SDQ Y% SDQ
(Dollars in billions) UPB CLTV Modified Rate UPB CLTV Modified Rate
Alt-A $295 69 % 267 % 4.89% $32.6 72 % 259 % 521%

The UPB of Alt-A loans in our single-family credit guarantee portfolio declined during YTD 2017 primarily due to
borrowers refinancing into other mortgage products, foreclosure transfers, and other liquidation events. Significant
portions of the Alt-A loans in our portfolio are concentrated in Arizona, California, Florida, and Nevada.
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Single-Family Loan Performance

Serious Delinquency Rates
Commentary

Serious delinquency rates generally continued to decline during the 2017 periods on our single-family credit
guarantee portfolio due to home price appreciation and a low unemployment rate, combined with our continued loss
mitigation efforts and sales of certain seriously delinquent loans.

Delinquency rates declined to 1.23% and 0.33% for loans one month and two months past due, respectively, as of
June 30, 2017 compared to 1.28% and 0.37%, respectively, as of June 30, 2016.
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Credit Performance

The table below contains certain credit performance metrics of our single-family credit guarantee portfolio. On
January 1, 2017, we elected a new accounting policy for loan reclassifications from held-for-investment to
held-for-sale that increased the amount of charge-offs recognized during YTD 2017. Under the new policy, when we
reclassify (transfer) a loan from held-for-investment to held-for-sale, we charge off the entire difference between the
loan’s recorded investment and its fair value if the loan has a history of credit-related issues. Expenses related to
property taxes and insurance are included as part of the charge-off. See Note 4 for further information about this
change.

2Q 2Q YTD YTD

(Dollars in millions) 2017 2016 2017 2016

Charge-offs, gross) $2,153 $486 $2,893 $1,055
Recoveries 85 ) (152) (182 ) (280 )
Charge-offs, net 2,068 334 2,711 775
REO operations expense 37 29 93 113
Total credit losses $2,105 $363 $2,804 $888

Total credit lossesV) (in bps) 46.7 84 312 10.3

2Q 2016 and YTD 2016 do not include lower-of-cost-or-fair-value adjustments and other expenses related to
property taxes and insurance recognized when we transfer loans from held-for-investment to held-for-sale, which
totaled $776 million and $874 million, respectively. 2Q 2017 and YTD 2017 include charge-offs of $1.8 billion
and $2.2 billion, respectively, related to the transfer of loans from held-for-investment to held-for-sale.
The table below summarizes the carrying value for individually impaired single-family loans on our condensed
consolidated balance sheets for which we have recorded a specific reserve.

June 30, 2017 June 30, 2016

)]

(Dollars in millions) Loan Amount Loan Amount
Count Count

TDRs, at January 1 485,709 $78,869 512,253 $85,960

New additions 20,641 2,851 22,839 3,132

Repayments and reclassifications to held-for-sale (72,254 ) (14,776 ) (31,989 ) (6,327 )
Foreclosure transfers and foreclosure alternatives (5,514 ) (751 ) (5,938 ) (852 )

TDRs, at June 30 428,582 66,193 497,165 81,913
Loans impaired upon purchase 6,615 443 8,601 614
Total impaired loans with specific reserve 435,197 66,636 505,826 82,527
Allowance for loan losses (8,846 ) (12,357)
Net investment, at June 30 $57,790 $70,170
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The table below presents information about the UPB of single-family TDRs and non-accrual loans on our condensed
consolidated balance sheets.
June 30, December

(In millions) 2017 31,2016

TDRs on accrual status $64,351 $77,122
Non-accrual loans 13,913 16,164
Total TDRs and non-accrual loans $78,264 $93,286
Loan loss reserves associated with:
TDRs on accrual status $7,322 $10,295
Non-accrual loans 2,044 2,290
Total $9,366 $12,585
YTD YTD

(In millions) 2017 2016

Foregone interest income on TDRs and non-accrual loans()  $988  $1,249

(I)Represents the amount of interest income that we would have recognized for loans outstanding at the end of each
period, had the loans performed according to their original contractual terms.

Commentary

As of June 30, 2017, 57% of the loan loss reserves for single-family mortgage loans related to interest rate
concessions provided to borrowers as part of loan modifications.

Most of our modified single-family loans, including TDRs, were current and performing at June 30, 2017.

We expect our loan loss reserves associated with existing single-family TDRs to continue to decline over time as
borrowers continue to make monthly payments under the modified terms and interest-rate concessions are amortized
into earnings.

See Note 4 for information on our single-family loan loss reserves.

Charge-offs, net were higher in the 2017 periods compared to the 2016 periods primarily due to the policy change for
loan reclassifications from held-for-investment to held-for-sale. See Note 4 for further information about this change.
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Loss Mitigation Activities

Loan Workout Activity
(UPB in billions, number of loan workouts in thousands)
Commentary

Our loan workout activity declined during the 2017 periods compared to the 2016 periods consistent with the decline
tn the number of delinquent loans in the single-family credit guarantee portfolio as the economy continued to
improve.

We continue our loss mitigation efforts through our relief refinance, modification, and other initiatives.
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REO Activity

The table below presents a summary of our single-family REO activity.

2Q 2017 2Q 2016 YTD 2017 YTD 2016

Number Number Number Number
(Dollars in millions) of Amount of Amount of Amount of Amount

Properties Properties Properties Properties
Beginning balance — REO 10,938 $1,162 15,409 $1,611 11,418 $1,215 17,004 $1,774
Additions 3,299 321 4,153 392 6,844 667 8,784 832
Dispositions (4,322) (437 ) (6,278) (609 ) (8,347) (836 ) (12,504) (1,212)
Ending balance — REO 9,915 1,046 13,284 1,394 9915 1,046 13,284 1,394
Beginning balance, valuation allowance a1 ) 44 ) a7 ) %2 )
Change in valuation allowance 9 27 7 35
Ending balance, valuation allowance (10 ) a7z ) (10 ) a7z )
Ending balance — REO, net $1,036 $1,377 $1,036 $1,377

Commentary

Our REO ending inventory declined in the 2017 periods compared to the 2016 periods primarily due to a decrease in
REO acquisitions driven by fewer loans in foreclosure and a large proportion of property sales to third parties at
foreclosure.
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FINANCIAL RESULTS

The table below presents the components of Segment Earnings and comprehensive income for our Single-family

Guarantee segment.

2Q 2Q YTD YTD

2017 2016 Chanee 2017 2016 Chanee
(Dollars in millions) $ % $ %
Guarantee fee income $1,506 $1,501 $5 — % $2,924 $2,786 $138 5 %
Benefit (provision) for credit losses 12 121 (109) (90)% 51 410 (359) (88 Y%
Other non-interest income (loss) 359 (99 ) 458 463 % 678 125 553 442 %
Administrative expense (332 )@14 )8 ) (B Y (665 ) (609 ) (56 )9 )
REO operations expense 41 H)@1r ) dao ) 32)» (100 ) (118 ) 18 15 %
Other non-interest expense (335 ) (268 ) (67 ) (25)% (653 ) (520 ) (133) (26 Y%
Segment Earnings before income tax expense 1,169 910 259 28 % 2,235 2,074 161 8 %
Income tax expense (391 ) (326 ) (65 ) (20)% (747 ) (680 ) (67 ) (10 )%
Segment Earnings, net of taxes 778 584 194 33 % 1,488 1,394 94 7 %
Total other comprehensive income (loss), net of tax — (1 )1 100 % (2 ) — 2 ) NA
Total comprehensive income $778  $583  $195 33 % $1,486 $1,394 $92 7 %

Key Drivers:

2Q 2017 vs. 2Q 2016 and YTD 2017 vs. YTD 2016 - Total comprehensive income increased primarily driven by:
Gains recognized from price improvements on reperforming loans reclassified from held-for-investment to
held-for-sale during the 2017 periods, compared to losses primarily on seriously delinquent loans during the 2016

periods.
This increase was partially offset by:

Decreases in benefit for credit losses during the 2017 periods due to smaller improvements in probability of default
and estimated loss severity, compared to larger improvements in probability of default and estimated loss severity

during the 2016 periods.
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MULTIFAMILY
MARKET CONDITIONS

The graphs and related discussion below present certain multifamily market indicators that can significantly affect the
business and financial results of our Multifamily segment.

Change in Effective Rents

Source: REIS, Inc.

Apartment Vacancy Rates
Source: REIS, Inc.
Commentary

While vacancy rates rose slightly during 2Q 2017 compared to 1Q 2017, effective rents increased primarily due to a
decline in rent concessions offered by landlords. The decline in rent concessions was primarily attributable to lower
than expected new apartment completions, coupled with an increase in potential renters, as single-family home prices
continued to rise.

We expect vacancy rates to continue to increase slowly in the upcoming quarters. While increasing vacancy rates will
moderate effective rent growth, we expect effective rents for the remainder of the year to be in line with the 2016 rates
and the long-term average. Furthermore, we do not expect our financial results for the remainder of the year to be
significantly affected by either of these market conditions.
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K Certificate Benchmark Spreads
Source: Independent dealers

Commentary

The profitability of our K Certificate transactions (as measured by gains and losses on sales of mortgage loans) and
the valuation of our securitization pipeline of held-for-sale loans are affected by the overall market spread movements
(generally reflected in K Certificate benchmark spreads) as well as deal specific attributes, such as structure and
credit. These market spread movements and deal specific attributes contribute to our earnings volatility, which we
manage by controlling the size of our securitization pipeline of held-for-sale mortgage loans and by entering into
certain spread-related derivatives.

K Certificate benchmark spreads remained stable during 2Q 2017, ending relatively flat at 63 basis points compared
t0 62 basis points at the end of 1Q 2017. By comparison, our K Certificate benchmark spreads were more volatile
during 1Q 2016 and 2Q 2016.
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BUSINESS RESULTS

The graphs, tables and related discussion below present the business results of our Multifamily segment.
New Business Activity

Multifamily New Business Activity

(UPB in billions)

Commentary

The 2017 FHFA Scorecard production cap remains at $36.5 billion. Business activity associated with loans for
targeted properties or properties with certain attributes are considered uncapped for purposes of determining the dollar
volume of multifamily new business. Reclassifications between new business activity subject to the production cap
and new business activity not subject to the production cap may occur during 2017.

putstanding loan purchase commitments were $19.0 billion and $12.6 billion as of June 30, 2017 and June 30, 2016,
respectively. Both periods include loan purchase commitments for which we have elected the fair value option.

While our multifamily new business activity on a year-to-date basis was relatively flat, this activity was higher during
2Q 2017 compared to 2Q 2016. We expect our full year new business volumes for 2017
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to be higher than the 2016 volumes because of continued strong demand for multifamily loan products during 2017
due to an elevated number of new apartment completions, strong multifamily fundamentals and low interest rates.
Multifamily market fundamentals are driven primarily by a healthy job market, continued growth in households, high
propensity to rent among young adults, and rising single-family home prices.

While certain of our new business activity is subject to the 2017 FHFA Scorecard production cap, we have increased
our uncapped new business volume as part of our effort to support borrowers in certain property types and
communities that meet the criteria for affordability and to support the overall growth of the multifamily mortgage
market.

Approximately 48% and 49% of our multifamily new business activity during 2Q 2017 and YTD 2017, respectively,
counted towards the 2017 FHFA Scorecard production cap, while the remaining 52% and 51% for the same periods
was not subject to the production cap.
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Multifamily Portfolio and Mortgage Market Support

Total Multifamily Portfolio

Multifamily Mortgage Investments Portfolio
Multifamily Mortgage Market Support

The following table summarizes our support of the multifamily mortgage market.
(UPB in millions) June 30, December 31,

2017 2016
Unsecuritized mortgage loans held-for-sale $18,423  $16,544
Unsecuritized mortgage loans held-for-investment 21,433 25,874
Mortgage-related securities 9,533 12,517
Guarantee portfolio 173,600 157,992
Total multifamily portfolio 222,989 212,927
Add: Unguaranteed securities(! 26,959 24,573
Less: Acquired mortgage-related securities(® (5,471 ) (5,793 )
Total multifamily market support $244,477 $231,707

(1)Reflects the UPB of unguaranteed securities issued as part of our securitization products.
Reflects the UPB of mortgage-related securities acquired from our securitization products. This UPB must be
(2)removed to avoid a double-count, as it is already reflected within the guarantee portfolio and/or unguaranteed
securities.
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Commentary

Our Multifamily segment provides liquidity and support to the multifamily mortgage market through a combination of
activities that include the purchase, guarantee and/or securitization of multifamily mortgage loans and
mortgage-related securities. At times, we invest in certain guaranteed senior securities and unguaranteed subordinated
securities related to our K Certificate and SB Certificate issuances. However, we have not invested in unguaranteed
securities that are in a first loss position.

Our total multifamily portfolio grew during YTD 2017 due to our new business volume, which increased because of
strong demand for multifamily loan products, outpacing maturities within the portfolio.

At June 30, 2017, the UPB of our held-for-sale loans and mortgage-related securities, which are measured at fair
value or lower-of-cost-or-fair-value, was relatively unchanged from December 31, 2016. The decline attributable to
the runoff of our CMBS portfolio was largely offset by an increase in the balance of our securitization pipeline of
held-for-sale loans due to the growth of our new business activity during 2Q 2017 and the reclassification of certain
loans from held-for-investment to held-for-sale during 2Q 2017.

Our multifamily delinquency rate at June 30, 2017 was 0.01%.
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Credit Risk Transfer Activity

New K Certificate and SB Certificate Issuances
(UPB in billions)

Commentary

The volume of our K Certificate and SB Certificate issuances is generally influenced by market demand for
multifamily securities, along with the inventory of loans that we have available for securitization. The typical holding
period for held-for-sale loans in our securitization pipeline generally ranges between three and six months.

Although demand for multifamily securities was strong during both the 2017 periods and the 2016 periods, the
volume of our K Certificate and SB Certificate issuances was lower primarily due to a larger inventory of loans being
available for securitization during the 2016 periods compared to the 2017 periods. Based on our 2Q 2017 new
business volume, we expect our K Certificate and SB Certificate issuances for the remainder of 2017 to exceed the
issuances for the same period during 2016.
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Average Guarantee Fee Rate on New K Certificates and SB Certificates

Commentary

K Certificate and SB Certificate structures vary by deal. Structural deal features such as term, type of underlying loan
product, and subordination levels generally influence the deal's size (UPB) and its risk profile, which ultimately
affects the guarantee fee rate set by Freddie Mac, as Guarantor, at the time of securitization.

While the average guarantee fee rate on newly issued K Certificate and SB Certificate issuances increased slightly
during 2Q 2017 compared to 2Q 2016, the rate was lower during YTD 2017 compared to YTD 2016, primarily due to
greater securitization of underlying loan products that by their nature and design have less risk and for which we
therefore set a lower guarantee fee rate.

During both 2Q 2017 and 2Q 2016, we recorded $0.2 billion in guarantee assets on our condensed consolidated
balance sheets, representing the present value of fees we expect to receive in the future from K Certificate and SB
Certificate guarantee transactions we executed within these quarters. These fees will be recognized into segment
earnings over the expected remaining term of the guarantee contract. As of June 30, 2017, the cumulative balance of
unearned guarantee fees on our condensed consolidated balance sheets was $1.5 billion, which will be recognized into
earnings over the expected remaining guarantee term of six years. Based on our historical experience, we expect to
collect these future fees. However, the actual amount collected will depend on the performance of the underlying
collateral subject to our financial guarantee.
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FINANCIAL RESULTS

The table below presents the components of Segment Earnings and comprehensive income for our Multifamily
segment. As we use derivatives to economically hedge interest rate-related fair value changes of most of our assets
measured at fair value, interest rates have a minimal net impact on our total comprehensive income.

(Dollars in millions)
Net interest income
Guarantee fee income

Benefit (provision) for credit losses
Gains (losses) on loans and other non-interest income

Derivative gains (losses)
Administrative expense
Other non-interest expense

Segment Earnings before income tax (expense) benefit

Income tax (expense) benefit

Segment Earnings, net of taxes
Total other comprehensive income (loss), net of tax
Total comprehensive income (loss)

Key Drivers:

20 2Q
2017 2016 Change
$ %
$292 $283 $9 3 %
162 124 38 31 %
6 6 — — %
412 378 34 9 %

(180) (296) 116 39 %

YTD YTD (oo
2017 2016
$ %
$563 $535 $28 5 %
313 232 81 35 %
2 11 1 9 %
648 1,115 (467) (42 )%

(53 ) (1,083 1,030 95 %

(95 ) (86 ) (9 ) (10)% (190) (166 ) (24 ) (14 )%
12 )09 )@ )B3)% B3 )B3 )— — %

585 400 185 46 %

1,260 611 649 106 %

(196) (136) (60 ) (44)% (422) (200 ) (222) (111)%

380 264 125 47 %
73 7 66 943 %
$462 $271 $191 70 %

838 411 427 104 %
69 10 59 590 %
$907 $421 $486 115 %

2Q 2017 vs. 2Q 2016 and YTD 2017 vs. YTD 2016 - Total comprehensive income increased primarily driven by:
Improved K Certificate and SB Certificate executions, resulting in greater gains on our mortgage loans. The improved
executions primarily resulted from an expanded investor base, structural enhancements made to our K Certificate

transactions during the second half of 2016, and less market volatility during the 2017 periods compared to the 2016

periods.

CMBS spreads tightening during the 2017 periods, resulting in fair value gains, compared to CMBS spreads widening

during the 2016 periods, resulting in fair value losses.

Higher average multifamily guarantee portfolio balances as a result of ongoing issuances of K Certificates and SB

Certificates, resulting in greater guarantee fee income.
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CAPITAL MARKETS
MARKET CONDITIONS

The following graphs and related discussion present the par swap rate curves as of the end of each comparative period.
Changes in par swap rates can significantly affect the fair value of our debt, derivatives, and mortgage and
non-mortgage-related securities. As a result, changes in par swap rates will affect the business and financial results of
our Capital Markets segment.

Par Swap Rate Curves

Rate (%)

Sources: BlackRock

Commentary

Long-term interest rates decreased during 2Q 2017 and YTD 2017, resulting in lower fair values for our pay-fixed
interest rate swaps and higher fair values for our receive-fixed interest rate swaps, certain of our option contracts, and
the vast majority of our investments in securities. Long-term interest rates decreased more during 2Q 2016 and YTD
2016, compared to the 2017 periods.
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BUSINESS RESULTS

The graphs and related discussion below present the business results of our Capital Markets segment.
Investing Activity

The following graphs present the Capital Markets segment's total investments portfolio and the composition of its
mortgage investments portfolio by liquidity category.

Investments Portfolio

Mortgage Investments Portfolio
Commentary

We continue to reduce the size of our mortgage investments portfolio in order to comply with the mortgage-related
tnvestments portfolio year-end limits. The balance of our mortgage investments portfolio declined 3.2% from
December 31, 2016 to June 30, 2017.

The balance of our other investments and cash portfolio declined by 14.8% primarily due to lower near term cash
needs for lower upcoming maturities and anticipated calls of other debt as of June 30, 2017 compared to December
31, 2016.

The overall liquidity of our mortgage investments portfolio continued to improve as our less liquid assets decreased at
a faster pace than the overall decline of our mortgage investments portfolio. The percentage of less liquid assets
relative to our total mortgage investments portfolio declined from 34.4% at December 31, 2016 to 33.0% at June 30,
2017, primarily due to repayments and sales of our less liquid assets. We continued to actively reduce the size of our
less liquid assets during YTD 2017 by selling $2.8 billion of non-agency mortgage-related securities and $1.1 billion
of reperforming loans. Our sales of reperforming loans involved securitization of the loans using a senior subordinate
structure.
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Net Interest Yield and Average Balances

Net Interest Yield & Average Investments Portfolio Balances
(UPB in billions)

Commentary

Net Interest Yield

2Q 2017 vs. 2Q 2016 and YTD 2017 vs. YTD 2016 - remained relatively flat.

Average Investments Portfolio Balance

2Q 2017 vs. 2Q 2016 and YTD 2017 vs. YTD 2016 - declined for the 2017 periods compared to the 2016 periods
primarily due to repayments of mortgage-related securities, sales of non-agency mortgage-related securities, and sales
and repayments of certain reperforming loans. The overall decline in our average investments portfolio balance is
consistent with our efforts to comply with the mortgage-related investments portfolio year-end limits.
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FINANCIAL RESULTS

The table below presents the components of Segment Earnings and comprehensive income for our Capital Markets
segment.

2Q 2Q YTD YTD

2017 2016 Chanee 2017 2016 Chanee
(Dollars in millions) $ % $ %
Net interest income $875 $925 ($50) (5 )% $1,804 $1,954 ($150 ) 8 )%
Net 1mpa1rrpent of.avallable—for—sale securities 7 49 2 45 % 144 130 14 1 %
recognized in earnings
Derivative gains (losses) (485) (1,322 837 63 % (433 ) (4,598) 4,165 91 %
Gains (losses) on trading securities 46 )22 (68 ) (309 Y% (181 ) 191 372 ) (195)%
Other non-interest income 418 550 (132) 24 )% 1,162 737 425 58 %
Administrative expense @ )@5 )A1 Yy(dA5 H% (169 ) (148 ) 21 ) (14 Y%
E:ﬁérflint Earnings before income tax (expense) 747 149 598 401 % 2327 (1734) 4061 234 %
Income tax (expense) benefit 250) 4 ) (246) (6,150)% (778 ) 568 (1,346 ) (237)%
Segment Earnings, net of taxes 497 145 352 243 9% 1,549 (1,166) 2,715 233 %
;I;ital other comprehensive income (loss), net of 249 134 115 86 % 278 84 © )2 )%
Total comprehensive income (loss) $746 $279 $467 167 % $1,827 ($882 ) $2,709 307 %

The portion of Total comprehensive income (loss) driven by interest rate-related and market spread-related fair value
changes, after-tax, is presented in the table below. These amounts affect various line items in the table above,
including Derivative gains (losses), Gains (losses) on trading securities, Other non-interest income, Income tax
(expense) benefit, and Total other comprehensive income (loss), net of tax.
2Q 2Q YTD YTD
2017 2016 MM 5017 2016
(Dollars in billions) $ % $ %
Interest rate-related  ($0.1) ($0.5) $0.4 80 % ($0.1) ($1.9) $1.8 95 %
Market spread-related 0.2 0.1 0.1 100% 0.3 (0.3 ) 0.6 200%
Key Drivers:
2Q 2017 vs. 2Q 2016 and YTD 2017 vs. YTD 2016 - Total comprehensive income increased primarily driven by:
Interest rate-related fair value changes during the 2017 periods. Our use of hedge accounting permitted us to offset the
fair value losses on certain of our pay-fixed swaps against the fair value gains on certain of our single-family
mortgage loans. In addition, smaller declines in long-term interest rates during the 2017 periods compared to the 2016
periods resulted in smaller fair value losses on our pay-fixed interest rate swaps and forward commitments to issue
PCs, partially offset by smaller fair value gains on our receive-fixed swaps, certain options based derivatives, and
trading and available-for-sale securities.
Overall, greater market spread tightening during the 2017 periods compared to the 2016 periods on our agency and
non-agency mortgage-related securities, resulting in larger fair value gains.

Change
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Gains recognized from the extinguishment of certain fixed-rate debt securities of consolidated trusts during the 2017
periods, as market interest rates increased between the time of issuance and repurchase, compared to losses during the
2016 periods when market interest rates decreased between the time of issuance and repurchase.
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RISK MANAGEMENT

Risk is an inherent part of our business activities. We are exposed to four major types of risk: credit risk, market risk,
liquidity risk, and operational risk.

For more discussion of these and other risks facing our business and our risk management framework, see "MD&A -
Risk Management" and "Risk Factors" in our 2016 Annual Report and "Liquidity and Capital Resources" in this
report and in our 2016 Annual Report. See below for updates since our 2016 Annual Report.

CONSERVATORSHIP CAPITAL FRAMEWORK (CCF)

We and Fannie Mae have worked with FHFA to develop an overall risk measurement framework for evaluating
Freddie Mac’s and Fannie Mae’s risk management and business decisions during conservatorship, known as the
Conservatorship Capital Framework ("CCF"). We are now working with FHFA on the implementation of the CCF.
We continue to expect this will result in limited change to our decision making.
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MARKET RISK

Our business segments have inherent exposure to market risk, including interest-rate and spread risks. Interest-rate
risk is consolidated and primarily managed by the Capital Markets segment, while spread risk is owned and managed
by each individual business segment. Market risk can adversely affect future cash flows, or economic value, as well as
earnings and net worth. We manage our exposure to market risk on both an economic and GAAP earnings basis.
ECONOMIC MARKET RISK

The majority of our economic interest-rate risk comes from our investments in mortgage-related assets (securities and
loans) and the debt we issue to fund them. Our primary goal in managing interest-rate risk is to reduce the amount of
change in the value of our future cash flows due to future changes in interest rates. We use models to analyze possible
future interest-rate scenarios, along with the cash flows of our assets and liabilities over those scenarios.
Our primary interest-rate risk measures are duration gap and PMVS. Duration gap measures the difference in price
sensitivity to interest rate changes between our financial assets and liabilities and is expressed in months relative to the
market value of assets. PMVS is an estimate of the change in the market value of our financial assets and liabilities
with spreads held constant from an instantaneous shock to interest rates, assuming no rebalancing actions are
undertaken. PMVS is measured in two ways, one measuring the estimated sensitivity of our portfolio market value to
a 50 basis point parallel movement in interest rates (PMVS-Level or PMVS-L) and the other to a non-parallel
movement resulting from a 25 basis point change in slope of the LIBOR yield curve (PMVS-Yield Curve or
PMVS-YC). While we believe that duration gap and PMVS are useful risk management tools, they should be
understood as estimates rather than as precise measurements.
The following tables provide duration gap, estimated point-in-time and minimum and maximum PMVS-L and
PMVS-YC results, and an average of the daily values and standard deviation. The table below also provides PMVS-L
estimates assuming an immediate 100 basis point shift in the LIBOR yield curve. The interest-rate sensitivity of a
mortgage portfolio varies across a wide range of interest rates.

PMVS-YC PMVS-L

(In millions) 25 bps l:5>gs lig(s)
Assuming shifts of the LIBOR yield curve:

June 30, 2017 $9 $39 $145
December 31, 2016 $7 $— $—
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2Q 2017 2Q 2016
DuratBMVS-YC PMVS-L DuratBMVS-YC PMVS-L

(Duration gap in months, dollars in millions) Gap 25 bps S0bps  Gap 25 bps 50 bps

Average 0.1 $5 $9 0.1 $4 $21

Minimum 0.2) $— $— 0.1) $— $—

Maximum 0.3 $19 $59 05 $14 $84

Standard deviation 0.1 $4 $13 0.1 $3 $20
YTD 2017 YTD 2016

DuratiBMVS-YC PMVS-L DuratiBMVS-YC PMVS-L

(Duration gap in months, dollars in millions) Gap 25 bps S0bps  Gap 25 bps 50 bps

Average 0.1 $6 $7 0.1 $6 $25
Minimum 0.2) $— $— 0.2) $— $—
Maximum 0.8 $22 $63 0.7 $31 $92
Standard deviation 02 $5 $14 02 $5 $23

Derivatives enable us to reduce our economic interest-rate risk exposure as we continue to align our derivative
portfolio with the changing duration of our economically hedged assets and liabilities. The table below shows that the
PMVS-L risk levels, assuming a 50 basis point shift in the LIBOR yield curve for the periods presented, would have
been higher if we had not used derivatives.

PMVS-L (50 bps)

(In millions) Before After — Effect of
DerivatiDesivatives Derivatives

June 30, 2017 $3,531 $39 ($3,492 )

December 31, 2016 $3,651 $— ($3,651 )

GAAP EARNINGS VARIABILITY

While we manage our interest-rate risk exposure on an economic basis to a low level as measured by our models, our
GAAP financial results are still subject to significant earnings variability from period to period. This variability of
GAAP earnings and the declining capital reserve required under the terms of the Purchase Agreement (ultimately
reaching zero in 2018) increase the risk of our having a negative net worth and thus being required to draw from
Treasury. We could face a risk of a draw for a variety of reasons, including interest-rate volatility and spread
volatility.

Interest-rate Volatility

We hold assets and liabilities that expose us to interest-rate risk. The way we account for our financial assets and
liabilities (i.e., some are measured at amortized cost, while others are measured at fair value), including derivatives,
creates volatility in our GAAP earnings when interest rates fluctuate. Based upon the composition of our financial
assets and liabilities, including derivatives, at June 30, 2017, we generally recognize fair value losses in earnings when
long-term interest rates decline.

In an effort to reduce our GAAP earnings variability, and better align our GAAP results with the economics of our
business, we began using fair value hedge accounting for certain single-family mortgage loans during 1Q 2017.
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The table below presents the effect of derivatives used in our interest-rate risk management activities on our
comprehensive income, after considering any offsetting interest rate effects related to financial instruments measured

at fair value and the effects of fair value hedge accounting.
2Q  2Q YTD YTD

(In billions) 2017 2016 2017 2016
Interest rate effect on derivative fair values ($1.1) ($1.7) (%0.6) ($5.7)
Estim(allge of offsetting interest rate effect related to financial instruments measured at fair 0.5 10 — 9
value ) ) )
Gains (losses) on mortgage loans in fair value hedge relationships 04 — 04 —
Income tax (expense) benefit 0.1 0.3 0.1 1.0
Estimated net interest rate effect on comprehensive income (loss) ($0.1) ($0.4) ($0.1) ($1.8)

Includes the interest-rate effect on our trading securities, available-for-sale securities, mortgage loans held-for-sale,
and other assets and debt for which we elected the fair value option, which is reflected in other non-interest income
(loss) and total other comprehensive income (loss) on our condensed consolidated statements of comprehensive
income.

Our fair value hedges are designed to reduce GAAP earnings variability primarily due to large interest rate
movements. During 2Q 2017, fair value hedge accounting reduced our GAAP earnings variability due to interest-rate
changes by $392 million on a pre-tax basis. See Note 7 for additional information on hedge accounting, including
further details on the actual results of fair value hedge accounting on our condensed consolidated statements of
comprehensive income.

We evaluate the potential benefits of fair value hedge accounting by evaluating a range of interest rate scenarios and
identifying which of those scenarios produces the most adverse GAAP earnings outcome. The interest rate scenarios
evaluated include parallel shifts in the yield curve of plus and minus 100 basis points, non-parallel yield curve shifts in
which long-term interest rates increase or decrease by 100 basis points, and non-parallel yield curve shifts in which
short-term and medium-term interest rates increase or decrease by 100 basis points.

At June 30, 2017, the GAAP adverse scenario both before and after fair value hedge accounting was a non-parallel
shift in which long-term rates decrease by 100 basis points. The results of this evaluation are shown in the table
below.

ey

GAAP Adverse Scenario
(Before-Tax)

Before
R After Hedge %
(Dollars in billions) Hedge Accounting Change

Accounting
June 30, 2017 ($3.3) (1.5 ) 55 %
Spread Volatility

The volatility of market spreads (i.e., credit spreads, liquidity spreads, risk premiums, etc.), or OAS, is the risk
associated with changes in the excess of market interest rates over benchmark rates. We hold assets and liabilities that
expose us to spread volatility, which may contribute to significant GAAP earnings volatility. For financial assets
measured at fair value, we generally recognize fair value losses when market spreads widen. Conversely, for financial
liabilities measured at fair value, we generally recognize fair value gains when market spreads widen.
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Comprehensive income (loss) was affected by changes in market spreads in amounts estimated to be $0.1 billion and
(%0.1) billion (after-tax) during 2Q 2017 and 2Q 2016, respectively, and $0.2 billion and ($0.7) billion (after-tax)
during YTD 2017 and YTD 2016, respectively.

During 2Q 2017 and YTD 2017, tightening of market spreads on both our agency and non-agency mortgage-related
securities, partially offset by widening of market spreads on certain multifamily mortgage loans and commitments
measured at fair value, resulted in increases in comprehensive income.

During 2Q 2016, fair value losses due to STACR debt notes spread tightening were partially offset by fair value gains
from market spreads tightening on our agency and non-agency mortgage-related securities. During YTD 2016,
widening of market spreads on our non-agency mortgage-related securities as well as on certain multifamily mortgage
loans and commitments measured at fair value resulted in a decrease in comprehensive income.
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LIQUIDITY AND CAPITAL RESOURCES
LIQUIDITY PROFILE
OTHER DEBT ACTIVITIES

Debt securities that we issue are classified either as debt securities of consolidated trusts held by third parties or other

debt. We issue other debt to fund our operations. Competition for funding can vary with economic, financial market,
and regulatory environments. We issue other debt based on a variety of factors including market conditions and our
liquidity requirements. We currently favor a mix of derivatives and shorter- and medium-term debt to fund our

business and manage interest-rate risk. This funding mix is a less expensive method than relying more extensively on

long-term debt.

The tables below summarize the par value and the average rate of other debt securities we issued or paid off, including
regularly scheduled principal payments, payments resulting from calls, and payments for repurchases. We repurchase,

call, or exchange our outstanding debt securities from time to time for a variety of reasons, including managing our

funding composition and supporting the liquidity of our debt securities.

(Dollars in millions)

Discount notes and Reference Bills:

Beginning balance
Issuances
Repurchases
Maturities

Ending Balance

Securities sold under agreements to repurchase:

Beginning balance
Additions
Repayments
Ending Balance
Callable debt:
Beginning balance
Issuances

Calls

Maturities

Ending Balance
Non-callable debt:(D
Beginning balance
Issuances
Repurchases
Maturities

Ending Balance
Total other debt
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2Q 2017
Average
Short-ternrkate
$61,073 0.66 %
98,807 0.82 %
— — %
(107,526 0.69 %
52,354 091 %
6,547 041 %
26,169  0.74 %
(27,944 ) 0.62 %
4,772 1.01 %
— — %
— — %
— — %
— — %
— — %
12,007 0.51 %
5,994 0.94 %
(500 ) 0.82 %
(6,885 ) 0.40 %
10,616 0.82 %
$67,742 0.89 %

Average
Long-term Rate
$— — %
— — %
— — %
— — %
— — %

— — %
— — %
— — %
— — %

112,790  1.52 %
19,121  1.94 %
(9,756 ) 1.65 %
(1,705 ) 0.81 %
120450 153 %

165,594 225 %
5,984 237 %
(1,044 ) 1.22 %
(19,255 ) 1.54 %
151,279 238 %
$271,729 2.00 %
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(Dollars in millions)

Discount notes and Reference Bills:
Beginning balance

Issuances
Repurchases
Maturities
Ending Balance

Securities sold under agreements to repurchase:
Beginning balance

Additions
Repayments
Ending Balance
Callable debt:

Beginning balance

Issuances

Calls

Maturities
Ending Balance

Non-callable debt:(1)
Beginning balance

Issuances
Repurchases
Maturities
Ending Balance
Total other debt

YTD 2017
Average
Short—ternkate
$61,042 0.47 %
199,311 0.70 %
(57 ) 091 %
(207,942 0.58 %
52,354 091 %
3,040 042 %
63,145 045 %
(61,413) 041 %
4,772 1.01 %
— — %
— — %
— — %
— — %
— — %
7,435 041 %
10,566 0.83 %
(500 ) 0.82 %
(6,885 ) 0.40 %
10,616 0.82 %
$67,742 0.89 %

(1) Includes STACR debt notes and certain multifamily other debt.

During YTD 2017, we increased our volume of securities sold under agreements to repurchase as these borrowing
transactions reduced the cost of our funding. To replace the medium-term (classified as long-term debt in the table
above) and long-term debt that was called or matured during the 2017 periods, we primarily issued callable debt.

Average
Long-term Rate
$— — %
— — %
— — %
— — %
— — %
— — %
— — %
— — %
— — %
98,420 1.44 %
37,129 1.90 %
(11,216 ) 1.71 %
(3,883 ) 0.78 %
120,450 1.53 %
186,806 2.10 %
11,118 231 %
(1,044 ) 122 %
(45,601 ) 1.38 %
151,279 238 %

$271,729 2.00
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Overall, our outstanding other debt balance continues to decline as we reduce our indebtedness along with the decline

in our mortgage-related investments portfolio.
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The following graphs present our other debt by contractual maturity date and earliest redemption date. The earliest
redemption date refers to the earliest call date for callable debt and the contractual maturity date for all other debt.

Contractual Maturity Date as of June 30, 2017

Earliest Redemption Date as of June 30, 2017

DEBT SECURITIES OF CONSOLIDATED TRUSTS

The table below shows the issuance and extinguishment activity for the debt securities of our consolidated trusts.

(In millions) 2Q 2017 YTD 2017
Beginning balance $1,618,161 $1,602,162
Issuances:

New issuances to third parties 52,719 123,721
Additional issuances of securities 30,278 61,082
Total issuances 82,997 184,803
Extinguishments:

Purchases of debt securities from third parties (7,756 ) (20,271 )
Debt securities received in settlement of advances to lenders (7,480 ) (15,711 )
Repayments of debt securities (60,303 ) (125,364 )
Total extinguishments (75,539 ) (161,346 )
Ending balance $1,625,619 $1,625,619
Unamortized premiums and discounts 46,636 46,636

Debt securities of consolidated trusts held by third parties $1,672,255 $1,672,255
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Debt securities of our consolidated trusts represent our liability to third parties that hold beneficial interests in our
consolidated securitization trusts. Our exposure on debt securities of consolidated trusts is limited to the guarantee we
provide on the payment of principal and interest on these securities, as the primary source of repayment of these debt
securities comes from the cash flows of the mortgage loans held by the trusts which back the securities. At June 30,
2017, our estimated exposure (including the amounts that are due to Freddie Mac for debt securities of consolidated
trusts that we purchased) to these debt securities is recognized as the allowance for credit losses on mortgage loans
held by consolidated trusts. See Note 4 for details on our allowance for loan losses.

OTHER INVESTMENTS AND CASH PORTFOLIO

The investments in our other investments and cash portfolio are important to our cash flow, collateral management,
and asset and liability management and our ability to provide liquidity and stability to the mortgage market. The table
below summarizes the balances in our other investments and cash portfolio, which includes the liquidity and
contingency operating portfolio.

June 30, 2017 December 31, 2016

Liquidity Total Other Liquidity Total Other

and Custodial Investments - . Custodial Investments
(In billions) Contingenc Other() Contingenc Other()

Operatm%c t and Cash Operatm%c nt and Cash

Portfolio Portfolio Portfolio Portfolio
Cash and cash equivalents $6.7 $— $— $6.7 $12.4 $— $— $12.4
Restricted cash and cash equivalents — 34 1.1 4.5 — 95 0.4 9.9
f;‘;‘;lrmes purchased underagreements (0 g9 164 |5 4738 375 136 04 515
Non-mortgage related securities 21.0 — 1.0 22.0 196 — 1.5 21.1
Advances to lenders — - 1.2 1.2 —_ - 1.3 1.3
Total $57.6 $19.8  $4.8  $82.2 $69.5 $23.1  $3.6  $96.2

Consists of amounts related to collateral held by us from derivative and other counterparties, investments in
(1)unsecured agency debt that we may not otherwise invest in, other than to pledge as collateral to our counterparties
when our derivatives are in a liability position, advances to lenders, and other secured lending transactions.
Our non-mortgage-related investments in the liquidity and contingency operating portfolio consist of U.S. Treasury
securities and other investments that we could sell to provide us with an additional source of liquidity to fund our
business operations. We also maintain non-interest-bearing deposits at the Federal Reserve Bank of New York.
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CASH FLOWS
We evaluate our cash flow performance by comparing the net cash flows from operating and investing activities to the

net cash flows required to finance those activities. The following graphs present the results of these activities for YTD
2016 and YTD 2017.

Commentary

Cash provided by operating activities decreased $2.8 billion primarily due to the following:

Decrease in net sales of mortgage loans acquired as held-for-sale, primarily due to a decrease in the volume of
our multifamily securitizations.

Cash provided by investing activities decreased $1.4 billion primarily due to the following:

A smaller decline in the balance of securities purchased under agreements to resell during YTD 2017 compared to a
larger decline in the balance due to lower near-term cash needs during YTD 2016; and

Increase in advances to lenders; partially offset by

Increase in net proceeds received from sales and repayments of investment securities, driven primarily by the
continued reduction in the balance of our mortgage investment portfolio as required by the Purchase Agreement and
FHFA; and

Decrease in restricted cash due to a decrease in prepayment proceeds received by the custodial account.

Cash used in financing activities increased $4.0 billion primarily due to the following:

Decrease in the proceeds from issuances of debt securities of consolidated trusts driven by a decline in the volume of
single-family PC issuances for cash; and

Increase in the payment of cash dividends on our senior preferred stock; partially offset by

Decrease in net repayments of other debt as the volume of call redemptions was lower in YTD 2017 compared to
YTD 2016 given the higher interest rates in 2017.
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CAPITAL RESOURCES

Our entry into conservatorship resulted in significant changes to the assessment of our capital adequacy and our
management of capital. Under the Purchase Agreement, Treasury made a commitment to provide us with equity
funding, under certain conditions, to eliminate deficits in our net worth. Obtaining equity funding from Treasury
pursuant to its commitment under the Purchase Agreement enables us to avoid being placed into receivership by
FHFA and maintain the confidence of the debt markets as a very high-quality credit, upon which our business model
is dependent. The amount of available equity funding remaining under the Purchase Agreement is $140.5 billion. This
amount will be reduced by any future draws.

At June 30, 2017, our assets exceeded our liabilities under GAAP; therefore, no draw is being requested from
Treasury under the Purchase Agreement. Based on our Net Worth Amount of $2.6 billion as of June 30, 2017 and the
Capital Reserve Amount of $600 million in 2017, our dividend requirement to Treasury in September 2017 will be
$2.0 billion. If the Conservator, acting as successor to the rights, titles, powers and privileges of the Board of
Directors, declares a senior preferred stock dividend equal to our dividend requirement and directs us to pay it before
September 30, 2017, we would expect to pay a dividend of $2.0 billion by September 30, 2017. Under the Purchase
Agreement, the payment of dividends does not reduce the outstanding liquidation preference of the senior preferred
stock, although we are permitted to pay down the liquidation preference of the outstanding shares of senior preferred
stock to the extent of accrued and unpaid dividends previously added to the liquidation preference and not previously
paid down.

In June 2016, FASB issued guidance related to the measurement of credit losses on financial instruments that will be
effective as of January 1, 2020, with early adoption permitted as of January 1, 2019. This guidance replaces the
incurred loss impairment methodology in current GAAP with a methodology that reflects lifetime expected credit
losses. While we are still evaluating the effect that the adoption of this guidance will have on our financial results, it
will increase (perhaps substantially) our provision for credit losses in the period of adoption. As our capital reserve
will decline to zero in 2018, this guidance increases the risk that we will need to request a draw from Treasury for the
period of adoption.

The table below presents activity related to our net worth during 2Q 2017 and YTD 2017.

s YTD
(In millions) 2Q 2017 2017
Beginning balance $2,834 $5,075
Comprehensive (loss) income 1,986 4,220

Capital draw from Treasury — —

Senior preferred stock dividends declared (2,234 ) (6,709 )
Total equity / net worth $2,586 $2,586
Aggregate draws under Purchase Agreement $71,336  $71,336
Aggregate cash dividends paid to Treasury  $108,157 $108,157
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CONSERVATORSHIP AND RELATED MATTERS
REDUCING OUR MORTGAGE-RELATED INVESTMENTS PORTFOLIO OVER TIME

odlservatorship and Related Matters

The table below presents the UPB of our mortgage-related investments portfolio for purposes of the limit imposed by
the Purchase Agreement and FHFA regulation. The cap for this portfolio will decrease to approximately $288 billion

at December 31, 2017.

June 30, 2017

(Dollars in
millions)
Capital Markets
segment -
Mortgage
investments
portfolio:
Single-family
unsecuritized
loans
Performing loans $—
Reperforming

loans

Total

single-family
unsecuritized

loans

Freddie Mac
mortgage-related 127,008
securities

Non-agency
mortgage-related 105
securities

Non-Freddie Mac
agency
mortgage-related 9,842
securities

Total Capital

Markets segment

- Mortgage 136,955
investments

portfolio

Single-family —
Guarantee

segment -

Single-family
unsecuritized

Liquid

Securitiz—atii% q

Pipeline

$12,078

12,078

12,078

56,936

56,936

4,250

12,140

73,326

11,939

s Liquid Total

$12,078
56,936

69,014

131,258

12,245

9,842

222,359

11,939

December 31, 2016

Liquid

125,652

113

11,759

137,524

Securitiz—atii% S

Pipeline

$13,113

13,113

13,113

58,326

58,326

4,776

16,059

79,161

13,692

s Liquid Total

$13,113
58,326

71,439

130,428

16,172

11,759

229,798

13,692
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seriously
delinquent loans
Multifamily
segment -
unsecuritized
loans and
mortgage-related
securities

Total
mortgage-related
investments
portfolio
Percentage of
total
mortgage-related 51 % 11 % 38 % 100 % 49 % 10 % 41 % 100
investments

portfolio

Mortgage-related

investments

portfolio cap at

7,219 18,200 23,970 49,389 7,447 16,372 31,117 54,936

$144,174  $30,278  $109,235 $283,687 $144,971 $29,485  $123,970 $298,426

%

December 31, $288,408 $339,304

2017 and
December 31,
2016

90% of
mortgage-related
investments
portfolio cap at
December 31,
2017 and
December 31,
2016()

(1)Represents the amount that we manage to under our Retained Portfolio Plan, subject to certain exceptions.

The decline in our mortgage-related investments portfolio during YTD 2017 was primarily due to repayments.
While we continued to purchase new single-family seriously delinquent loans, our active disposition of less liquid
assets included the following:

Sales of $4.4 billion of less liquid assets, including $2.8 billion in UPB of non-agency mortgage-related securities,
#0.5 billion in UPB of seriously delinquent unsecuritized single-family loans, and $1.1 billion in UPB of
single-family reperforming loans;

Securitizations of $0.6 billion in UPB of less liquid multifamily loans; and

Freddie Mac Form 10-Q 64

$259,567 $305,374

70



Edgar Filing: FEDERAL HOME LOAN MORTGAGE CORP - Form