FEDERAL HOUSING FINANCE AGENCY

FACT SHEET

Contact:  Corinne Russell  (202) 414-6921
Stefanie Mullin ~ (202) 414-6376

QUESTIONS AND ANSWERS ON CONSERVATORSHIP

What is a conservatorship?

A conservatorship is the legal process in which a person or entity is appointed to establish
control and oversight of a Company to put it in a sound and solvent condition. In a
conservatorship, the powers of the Company’s directors, officers, and shareholders are
transferred to the designated Conservator.

What is a Conservator?

A Conservator is the person or entity appointed to oversee the affairs of a Company for
the purpose of bringing the Company back to financial health.

In this instance, the Federal Housing Finance Agency (“FHFA”) has been appointed by
its Director to be the Conservator of the Company in accordance with the Federal
Housing Finance Regulatory Reform Act of 2008 (Public Law 110-289) and the Federal
Housing Enterprises Financial Safety and Soundness Act of 1992 (12 U.S.C. 4501, et
seg., as amended) to keep the Company in a safe and solvent financial condition.

How is a Conservator appointed?
By statute, the FHFA is appointed Conservator by its Director after the Director
determines, in his discretion, that the Company is in need of reorganization or

rehabilitation of its affairs.

What are the goals of this conservatorship?
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The purpose of appointing the Conservator is to preserve and conserve the Company’s
assets and property and to put the Company in a sound and solvent condition. The
goals of the conservatorship are to help restore confidence in the Company, enhance its
capacity to fulfill its mission, and mitigate the systemic risk that has contributed directly
to the instability in the current market.

There is no reason for concern regarding the ongoing operations of the Company. The
Company’s operation will not be impaired and business will continue without
interruption.

When will the conservatorship period end?

Upon the Director’s determination that the Conservator’s plan to restore the Company to
a safe and solvent condition has been completed successfully, the Director will issue an
order terminating the conservatorship. At present, there is no exact time frame that can
be given as to when this conservatorship may end.

What are the powers of the Conservator?

The FHFA, as Conservator, may take all actions necessary and appropriate to (1) put the
Company in a sound and solvent condition and (2) carry on the Company’s business and
preserve and conserve the assets and property of the Company.

What happens upon appointment of a Conservator?

Once an “Order Appointing a Conservator” is signed by the Director of FHFA, the
Conservator immediately succeeds to the (1) rights, titles, powers, and privileges of the
Company, and any stockholder, officer, or director of such the Company with respect to
the Company and its assets, and (2) title to all books, records and assets of the Company
held by any other custodian or third-party. The Conservator is then charged with the duty
to operate the Company.

What does the Conservator do during a conservatorship?

The Conservator controls and directs the operations of the Company. The Conservator
may (1) take over the assets of and operate the Company with all the powers of the
shareholders, the directors, and the officers of the Company and conduct all business of
the Company; (2) collect all obligations and money due to the Company; (3) perform all
functions of the Company which are consistent with the Conservator’s appointment; (4)
preserve and conserve the assets and property of the Company; and (5) contract for
assistance in fulfilling any function, activity, action or duty of the Conservator.

How will the Company run during the conservatorship?

The Company will continue to run as usual during the conservatorship. The Conservator
will delegate authorities to the Company’s management to move forward with the
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business operations. The Conservator encourages all Company employees to continue to
perform their job functions without interruption.

Will the Company continue to pays its obligations during the conservatorship?

Yes, the Company’s obligations will be paid in the normal course of business during the
Conservatorship. The Treasury Department, through a secured lending credit facility and
a Senior Preferred Stock Purchase Agreement, has significantly enhanced the ability of
the Company to meet its obligations. The Conservator does not anticipate that there will
be any disruption in the Company’s pattern of payments or ongoing business operations.

What happens to the Company’s stock during the conservatorship?

During the conservatorship, the Company’s stock will continue to trade. However, by
statute, the powers of the stockholders are suspended until the conservatorship is
terminated. Stockholders will continue to retain all rights in the stock’s financial worth;
as such worth is determined by the market.

Is the Company able to buy and sell investments and complete financial transactions
during the conservatorship?

Yes, the Company’s operations continue subject to the oversight of the Conservator.
What happens if the Company is liquidated?

Under a conservatorship, the Company is not liquidated.

Can the Conservator determine to liquidate the Company?

The Conservator cannot make a determination to liquidate the Company, although, short
of that, the Conservator has the authority to run the company in whatever way will best
achieve the Conservator’s goals (discussed above). However, assuming a statutory
ground exists and the Director of FHFA determines that the financial condition of the
company requires it, the Director does have the discretion to place any regulated entity,
including the Company, into receivership. Receivership is a statutory process for the
liquidation of a regulated entity. There are no plans to liquidate the Company.

Can the Company be dissolved?
Although the company can be liquidated as explained above, by statute the charter of the

Company must be transferred to a new entity and can only be dissolved by an Act of
Congress.
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U.S. TREASURY DEPARTMENT OFFICE OF PUBLIC AFFAIRS

EMBARGOED UNTIL 11 a.m. (EDT), September 7, 2008
CONTACT Brookly McLaughlin, (202) 622-2920

FACT SHEET:
TREASURY SENIOR PREFERRED STOCK PURCHASE AGREEMENT

Fannie Mae and Freddie Mac debt and mortgage backed securities outstanding today amount to about $5
trillion, and are held by central banks and investors around the world. Investors have purchased
securities of these government sponsored enterprises in part because the ambiguities in their
Congressional charters created a perception of government backing. These ambiguities fostered
enormous growth in GSE debt outstanding, and the breadth of these holdings pose a systemic risk to our
financial system. Because the U.S. government created these ambiguities, we have a responsibility to
both avert and ultimately address the systemic risk now posed by the scale and breadth of the holdings
of GSE debt and mortgage backed securities.

To address our responsibility to support GSE debt and mortgage backed securities holders, Treasury
entered into a Senior Preferred Stock Purchase Agreement with each GSE which ensures that each
enterprise maintains a positive net worth. This measure adds to market stability by providing additional
security to GSE debt holders — senior and subordinated-- and adds to mortgage affordability by
providing additional confidence to investors in GSE mortgage-backed securities. This commitment also
eliminates any mandatory triggering of receivership.

These agreements are the most effective means of averting systemic risk and contain terms and
conditions to protect the taxpayer. They are more efficient than a one-time equity injection, in that
Treasury will use them only as needed and on terms that the Treasury deems appropriate.

These agreements provide significant protections for the taxpayer, in the form of senior preferred stock
with a liquidation preference, an upfront $1 billion issuance of senior preferred stock with a 10% coupon
from each GSE, quarterly dividend payments, warrants representing an ownership stake of 79.9% in
each GSE going forward, and a quarterly fee starting in 2010.

Terms of the Agreements:

e The agreements are contracts between the Department of the Treasury and each GSE. They are
indefinite in duration and have a capacity of $100 billion each, an amount chosen to demonstrate
a strong commitment to the GSEs’ creditors and mortgage backed security holders. This number
is unrelated to the Treasury’s analysis of the current financial conditions of the GSEs.

e |f the Federal Housing Finance Agency determines that a GSE’s liabilities have exceeded its
assets under generally accepted accounting principles, Treasury will contribute cash capital to
the GSE in an amount equal to the difference between liabilities and assets. An amount equal to



each such contribution will be added to the senior preferred stock held by Treasury, which will
be senior to all other preferred stock, common stock or other capital stock to be issued by the
GSE. These agreements will protect the senior and subordinated debt and the mortgage backed
securities of the GSEs. The GSE’s common stock and existing preferred shareholders will bear
any losses ahead of the government.

e In exchange for entering into these agreements with the GSEs, Treasury will immediately receive
the following compensation:
o $1 billion of senior preferred stock in each GSE
0 Warrants for the purchase of common stock of each GSE representing 79.9% of the
common stock of each GSE on a fully-diluted basis at a nominal price

e The senior preferred stock shall accrue dividends at 10% per year. The rate shall increase to 12%
if, in any quarter, the dividends are not paid in cash, until all accrued dividends have been paid in
cash.

e The senior preferred stock shall not be entitled to voting rights. In a conservatorship, voting
rights of all stockholders are vested in the Conservator.

e Beginning March 31, 2010, the GSEs shall pay the Treasury on a quarterly basis a periodic
commitment fee that will compensate the Treasury for the explicit support provided by the
agreement. The Secretary of the Treasury and the Conservator shall determine the periodic
commitment fee in consultation with the Chairman of the Federal Reserve. This fee may be paid
in cash or may be added to the senior preferred stock.

e The following covenants apply to the GSEs as part of the agreements.
0 Without the prior consent of the Treasury, the GSEs shall not:
= Make any payment to purchase or redeem its capital stock, or pay any
dividends, including preferred dividends (other than dividends on the senior
preferred stock)
= |ssue capital stock of any kind
= Enter into any new or adjust any existing compensation agreements with
“named executive officers” without consulting with Treasury
= Terminate conservatorship other than in connection with receivership
= Sell, convey or transfer any of its assets outside the ordinary course of business
except as necessary to meet their obligation under the agreements to reduce
their portfolio of retained mortgages and mortgage backed securities
= Increase its debt to more than 110% of its debt as of June 30, 2008
= Acquire or consolidate with, or merge into, another entity.

e Each GSE’s retained mortgage and mortgage backed securities portfolio shall not exceed $850
billion as of December 31, 2009, and shall decline by 10% per year until it reaches $250 billion.
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U.S. TREASURY DEPARTMENT OFFICE OF PUBLIC AFFAIRS

EMBARGOED UNTIL, 11 a.m., (EDT), September 7, 2008
CoNTACT Brookly McLaughlin, (202) 622-2920

FACT SHEET:
GSE MORTGAGE BACKED SECURITIES PURCHASE PROGRAM

Treasury announced a program today to help improve the availability of mortgage credit to American
homebuyers and mitigate pressures on mortgage rates. To promote the stability of the mortgage market,
Treasury will purchase Government Sponsored Enterprise (GSE) mortgage-backed securities (MBS) in
the open market. By purchasing these guaranteed securities, Treasury seeks to broaden access to
mortgage funding for current and prospective homeowners as well as to promote market stability.

Scope of Program. Treasury is committed to investing in agency MBS with the size and timing subject
to the discretion of the Treasury Secretary. The scale of the program will be based on developments in
the capital markets and housing markets.

e Congress granted Treasury authority to purchase MBS in the Housing and Economic Recovery
Act of 2008. The authority expires on December 31, 20009.

e Treasury will begin later this month by investing in new GSE MBS, which are credit-guaranteed
by the GSEs. Additional purchases will be made as deemed appropriate.

e Treasury can hold this portfolio of MBS to maturity and, based on mortgage market conditions,
Treasury may make adjustments to the portfolio.

Management. Treasury will designate independent asset managers as financial agents to undertake the
purchase and management of a portfolio of GSE MBS on behalf of Treasury.

e The portfolios will be managed with clear investment guidelines and investment objectives.
e The primary objectives of this portfolio will be to promote market stability, ensure mortgage
availability, and protect the taxpayer.

Risk. Treasury is committed to protecting taxpayers and will ensure that measures are in place to reduce
the potential for investment loss.

e Under most likely scenarios, taxpayers will benefit from this program - both indirectly through
the increased availability and lower cost of mortgage financing, and directly through potential
returns on Treasury’s portfolio of MBS.

Budget Implications. Given that Treasury can hold these securities to maturity, the spreads between
Treasury’s cost of borrowing and GSE MBS indicate that there is no reason to expect taxpayer losses
from this program.



Treasury financing of purchases of GSE MBS will be deemed as outlays and are subject to the
statutory debt limit.

However, Treasury will be receiving an income producing asset (a portfolio of GSE MBS) in
return for its invested funds.

Treasury will make available information on purchases through this program in the Monthly
Treasury Statement (http://fms.treas.gov/mts/index.html).
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U.S. TREASURY DEPARTMENT OFFICE OF PUBLIC AFFAIRS

EMBARGOED UNTIL, 11 a.m., (EDT), September 7, 2008
CoNTACT Brookly McLaughlin, (202) 622-2920

FACT SHEET:
GOVERNMENT SPONSORED ENTERPRISE CREDIT FACILITY

The Government Sponsored Enterprise Credit Facility (GSECF) announced today by Treasury to ensure
credit availability to the housing GSEs is a lending facility that will provide secured funding on an as
needed basis under terms and conditions established by the Treasury Secretary to protect taxpayers.
Fannie Mae, Freddie Mac, and the Federal Home Loan Banks are eligible to borrow under this program
if needed.

The facility will offer liquidity if needed until December 31, 2009. The Housing and Economic
Recovery Act of 2008 provided Treasury with the authority to establish this facility.

Funding. Funding will be provided directly by Treasury from its general fund held at the Federal
Reserve Bank of New York (FRBNY) in exchange for eligible collateral from the GSEs which will be
limited to guaranteed mortgage backed securities issued by Freddie Mac and Fannie Mae as well as
advances made by the Federal Home Loan Banks. All such assets pledged against loans will be
accepted with appropriate collateral margins as determined by Treasury.

e The FRBNY will act as Treasury’s fiscal agent to advance funds to the GSEs and to administer
collateral arrangements.

e Any lending through the GSECF will be directly debited from Treasury’s general account and
credited to the borrowing GSE’s account, both held at the FRBNY.

e Loan requests will require approval from Treasury and verification by the FRBNY that adequate
collateral has been pledged.

e Similar to other borrowing done by Treasury, information on any borrowing will be publicly
reported at the end of the following day in the Daily Treasury Statement.
(http://www.fms.treas.gov/dts/)

e Any additional borrowing by Treasury necessitated by this program would be subject to the debt
limit.

Loan Duration and Size. Loans will be for short-term durations and would in general be expected to be

for less than one month but no shorter than one week.

e Specific maturities will be determined based on individual loan requests.
e The term of a loan may not be extended, but a maturing loan may be replaced with a new loan
under the same borrowing procedures as the initial loan.



e Loans may be pre-paid with two days notice, and loans may be called before their scheduled
maturity date.

e Loan amounts will be based on available collateral.

e Loans will not be made with a maturity date beyond December 31, 2009.

Rate. The rate on a loan request ordinarily will be based on the daily LIBOR fix for a similar term of the
loan plus 50 basis points (LIBOR +50 bp). The rate is set at the discretion of the Treasury Secretary with
the objective of protecting the taxpayer, and is subject to change.

Collateral. All loans will be collateralized and collateral is limited to mortgage backed securities issued
by Freddie Mac and Fannie Mae and advances made by the Federal Home Loan Banks.

e The collateral will be valued and managed by Treasury’s fiscal agent, the FRBNY/, based on a
range of pricing services.

-30-



HP-1131: Frequently Asked Questions:<br> Treasury Senior Preferred Stock Purchase Agreement

‘#9: PRESS ROOM

""' U.5. DEPARTMENT OF THE TREASURY

September 11, 2008
HP-1131

Frequently Asked Questions:
Treasury Senior Preferred Stock Purchase Agreement

Can the U.S. Congress or the Executive Branch change the terms of the
preferred stock purchase agreement?

This preferred stock purchase agreement is a binding legal obligation between two
parties. The agreement is designed to prohibit any amendment that would
decrease the amount of Treasury's funding commitment or add funding conditions
that would adversely affect debt or mortgage-backed securities holders.

Some may speculate that a future Congress could pass a law that would abrogate
the agreement. But any such law would be inconsistent with the U.S. government's
longstanding history of honoring its obligations. Such action would also give rise to
government liability to parties suing to enforce their rights under the agreement.

The U.S. Government stands behind the preferred stock purchase agreements and
will honor its commitments. Contracts are respected in this country as a
fundamental part of rule of law.

Can the U.S. Congress or the Executive Branch change the covenants in the
agreement, such as the covenant requiring the reduction of the companies’
portfolios?

As with any contract, the parties to the agreement may modify the covenants by
mutual agreement only.

Does the senior preferred stock purchase agreement protect debt and
mortgage backed securities issued or maturing after 2009?

Yes. The holders of senior debt, subordinated debt, and mortgage backed
securities issued or guaranteed by these GSEs are protected by the agreement
without regard to when those securities were issued or guaranteed. Debt and
mortgage backed securities issued or guaranteed both before and after December
31, 2009 are protected by the agreement.

If the preferred stock purchase agreement protects senior and subordinated
debt securities issued at any time in the future, how can the agreement ever
be terminated?

Treasury's funding commitment in the agreement would terminate under three
events:

http://www.treas.gov/press/releases/hp1131.htm (1 of 3) [9/12/2008 4:39:17 PM]
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1. The funding commitment terminates if the commitment is fully funded by
Treasury.

2. If a GSE liquidates its assets, its net worth deficiency is computed at that
time and the GSE can call upon the Treasury to fund under its preferred
stock purchase agreement. After that final funding, the funding commitment
in the agreement would terminate.

. When a GSE satisfies all of its liabilities, whether at maturity or by making
some other provision for payment in full of its obligations, the funding
commitment will also terminate.

Why is the preferred stock purchase agreement limited to $100 billion? Is
that enough to protect against even the worst downside scenario? What

happens if losses exceed $100 billion?

Treasury deliberately chose a large number to give confidence to the markets.

If Treasury has already received $1 billion in senior preferred stock, how can
you say that no investment has been made yet?

The companies each issued $1 billion in senior preferred stock to Treasury in
connection with Treasury's commitment to maintain a positive net worth in the
GSE. No taxpayer money was spent to receive this stock.

How is it legal for this preferred stock purchase agreement to be valid
beyond the December 31, 2009 expiration of Treasury's authority?

Treasury received the preferred stock and received warrants for common stock as
of Sunday September 7, 2008 and will not need to purchase any additional shares
relative to this agreement. No payments by the Treasury will be made under this
agreement until and unless necessary to prevent a negative net worth position for
either GSE.

If the Treasury makes payments under its funding commitment, the liquidation
preference of the Treasury shares will increase accordingly

What happens to the declared dividends for investors of existing GSE
preferred stock?

Dividends actually declared by a GSE before the date of the senior preferred stock
purchase agreement will be paid on schedule.

Can the government exercise its warrants whenever it wants, even if it is
disadvantageous to the companies?

Yes. Treasury can exercise its warrant for up to 79.9% of the common stock of
each GSE on a fully diluted basis at any time during the 20-year life of the warrant.

What do the rating agencies think of this agreement?
All of the rating agencies have reaffirmed the United States' current rating status.
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EXECUTION VERSION

SENIOR PREFERRED STOCK PURCHASE AGREEMENT

SENIOR PREFERRED STOCK PURCHASE AGREEMENT (this “Agreement”)
dated as of September 7, 2008, between the UNITED STATES DEPARTMENT OF THE
TREASURY (“Purchaser”) and FEDERAL NATIONAL MORTGAGE ASSOCIATION
(“Seller™), acting through the Federal Housmg Finance Agency (the “Agency”) as its duly ap-
pointed conservator (the Agency in such capacity, “Conservator™). Reference is made to Article
1 below for the meaning of capitalized terms used herein without definition.

Background

A. The Agency has been duly appointed as Conservator for Seller pursuant o
Section 1367(a) of the Federal Housing Enterprises Financial Safety and Soundness Act of 1992
(as amended, the “FHE Act”). Conservator has determined that entry into this Agreement is (i)
necessary to put Seller in a sound and solvent condition; (ii) appropriate to carry on the business
of Seller and preserve and conserve the assets and property of Seller; and (iii) otherwise consis-
tent with its powers, authorities and responsibilities.

B. Purchaser is authorized to purchase obligations and other securities issued by
Seller pursuant to Section 304(g) of the Federal National Mortgage Association Charter Act, as
amended (the “Charter Act”). The Secretary of the Treasury has determined, after taking into
consideration the matters set forth in Section 304(g)(1)(C) of the Charter Act, that the purchases
contemplated herein are necessary to (i) provide stability to the financial markets; (if) prevent
disruptions in the availability of mortgage finance; and (iii) protect the taxpayer.

THEREFORE, the parties hereto agree as follows:
Terms and Conditions

1. DEFINITIONS

As used in this Agreement, the following terms shall have the meanings set forth
below:

“Affiliate” means, when used with respect to 2 specified Person (i) any direct or indirect holder
or group (as defined in Sections 13(d) and 14(d) of the Exchange Act) of holders of 10.0% or
more of any class of capital stock of such Person and (ii) any current or former director or officer
of such Person, or any other current or former employee of such Person that currently exercises
or formerly exercised a material degree of Control over such Person, including without limitation
cach current or former Named Executive Officer of such Person. '

“gvailable Amount” means, as of any date of determination, the lesser of (a) the Deficiency
Amount as of such date and (b) the Maximum Amount as of such date.

“Bysiness Day” means any day other than a Saturday, Sunday or other day on which commercial
banks are authorized to close under United States federal law and the law of the State of New
York.



“Capital Lease Obligations” of any Person shall mean the obligations of such Person to pay rent
or other amounts under any lease of (or other similar arrangement conveying the right to use)
real or personal property, or a combination thereof, which obligations are required 1o be classi-
fied and accounted for as capital leases on a balance sheet of such Person under GAAP and, for
purposes hereof, the amount of such obligations at any time shall be the capitalized amount
thereof at such time determined in accordance with GAAP.

“Control” shall mean the possession, directly or indirectly, of the power 1o direct or cause the
direction of the management or policies of a Person, whether through the ownership of voting
secirities, by contract or otherwise.

“Deficiency Amount” means, as of any date of determination, the amount, if any, by which (2)
the total liabilities of Seller exceed (b) the total assots of Seller (such assets excluding the Com-
mitment and any unfunded amounts thereof), in each case as reflected on the balance sheet of
Seller as of the applicable date set forth in this Agreement, prepared in accordance with GAAP,
provided, however, that:

(i) for the avoidance of doubt, in measuring the Deficiency Amount Habilities shall ex-
clude any obligation in respect of any capital stock of Seller, including the Senior Pre-
ferred Stock contemplated herein;

(i) in the event that Seller becomes subject to receivership or other liquidation process
or proceeding, “Deficiency Amount” shall mean, as of any date of determination, the
amount, if any, by which (a) the total allowed claims against the receivership or other ap-
plicable estate (excluding any liabilities of or transferred to any LLRE (as defined in Sec-
tion 5.4(a)) created by a receiver) exceed (b) the total assets of such receivership or other
estate (excluding the Commitment, any unfunded amounts thereof and any assets of or
transferred to any LLRE, but including the value of the receiver’s interest in any LLRE);

(iti) to the extent Conscrvator or a receiver of Seller, or any statute, rule, regulation or
court of competent jurisdiction, specifies or determines that a liability of Seller (including
without limitation a claim against Seller arising from rescission of a purchase or sale of a
security issued by Seller {or guaranteed by Seller or with respect to which Seller is oth-
erwise liable) or for damages arising from the purchase, sale ot retention of such a secu-
rity) shall be subordinated (other than pursuant to a contract providing for such subordi-
nation) to all other liabilities of Seller or shall be treated on par with any class of equity
of Seller, then such liability shall be excluded in the calculation of Deficiency Amount;
and '

(iv) the Deficiency Amount may be increased above the otherwise applicable amount by
the mutual written agreement of Purchaser and Seller, each acting in its sole discretion.

“Designated Representative” means Conservator or (a) if Conservator has been superseded by a
receiver pursuant to Section 1367(a) of the FHE Act, such receiver, or (b) if Seller is not in con-



servatorship or receivership pursuant to Section 1367(a) of the FHE Act, Seller’s chief financial
officer. '

“Director” shall mean the Director of the Agency.

“Ef;’eéis’ve Date” means the date on which this Agreement shall have been executed and delivered
by both of the parties hereto.

“Equity Interests” of any Person shall mean any and all shares, interests, rights to purchase or
otherwise acquire, warrants, options, participations or other equivalents of or interests in (how-
ever designated) equity, ownership or profits of such Person, including any preferred stock, any
limited or general partnership interest and any limited Hability company membership interest,
and any securities or other rights or interests convertible into or exchangeable for any of the
foregoing.

“Exchange Act” means the Securities Exchange Act of 1934, as amended, and the rules and regu-
lations of the SEC promulgated thereunder.

“GAAP™ means generally accepted accounting principles in effect in the United States as set
forth in the opinions and pronouncements of the Accounting Principles Board and the American
Institute of Certified Public Accountants and statements and pronouncements of the Financial
Accounting Standards Board from time to time.

“Indebtedness” of any Person means, for purposes of Section 5.5 only, without duplication, (a)
all obligations of such Person for money borrowed by such Person, (b) all obligations of such
Person evidenced by bonds, debentures, notes or similar instruments, (c) all obligations of such
Person under conditional sale or other title retention agreements relating to property or assets
purchased by such Person, (d) all obligations of such Person issued or assumed as the deferred
purchase price of property or services, other than trade accounts payabie, () all Capital Lease
Obligations of such Person, (f} obligations, whether contingent or liquidated, in respect of letters
of credit (including standby and commercial), bankers’ acceptances and similar instruments and
(g) any obligation of such Person, contingent or otherwise, guaranteeing or having the economic
effect of guaranteeing any Indebtedness of the types set forth in clauses (a) through (f) payable
by another Person other than Mortgage Guarantee Obligations.

“Liquidation End Date” means the date of completion of the liquidation of Seller’s assets. .

“Maximum Amount” means, as of any date of determination, $100,000,000,000 (one hundred
billion dollars), less the aggregate amount of funding under the Commitment prior to such date.

“Mortgage Assets” of any Person means assets of such Person consisting of mortgages, mortgage
loans, mortgage-related securities, participation certificates, mortgage-backed commercial paper,
obligations of real estate mortgage investment conduits and similar assets, in each case to the ex-
tent such assets would appear on the balance sheet of such Person in accordance with GAAP as
in effect as of the date hereof (and, for the avoidance of doubt, without giving effect to any



change that may be made hereafter in respect of Statement of Financial Accounting Standards
No. 140 or any similar accounting standard}.

“Mortgage Guarantee Obligations” means guarantees, standby commitments, credit enhance-
ments and other similar obligations of Seller, in each case in respect of Mortgage Assets.

“Named Executive Officer” has the meaning given to such term in Item 402(a)(3) of Regulation
S-K under the Exchange Act, as in effect on the date hereof.

“Person” shall mean any individual, corporation, limited liability company, partnership, joint
venture, association, joint-stock company, trust, estate, unincorporated organization or govern-
ment or any agency or political subdivision thereof, or any other entity whatsoever.

“SEC” means the Securities and Exchange Commission.

“Senior Preferred Stock” means the Variable Liquidation Preference Senior Preferred Stock of
Seller, substantially in the form of Exhibit A hereto.

“Warrant” means a warrant for the purchase of common stock of Seller representing 79.9% of
the common stock of Seller on a fully-diluted basis, substantially in the form of Exhibit B hereto.

2. COMMITMENT

2.1. Commitment. Purchaser hereby commits to provide to Seller, on the terms and condi-
tions set forth herein, immediately available funds in an amount up to but not in excess of the
Available Amount, as determined from time to time (the “Commitment”); provided, that in no
event shall the aggregate amount funded under the Commitment exceed $100,000,000,000 (one
hundred billion dollars). The liquidation preference of the Senior Preferred Stock shall increase
in connection with draws on the Commitment, as set forth in Section 3.3 below.

2.2. Quarterly Draws on Commitment. Within fifteen (1 5) Business Days following the de-
termination of the Deficiency Amount, if any, as of the end of each fiscal quarter of Seller which
ends on or before the Liquidation End Date, the Designated Representative may, on behalf of
Seller, request that Purchaser provide immediately available funds to Seller in an amount up to
but not in excess of the Available Amount as of the end of such quarter. Any such request shall
be valid only if it is in writing, is timely made, specifies the account of Seller to which such
funds are to be transferred, and contains a certification of the Designated Representative that the
requested amount does not exceed the Available Amount as of the end of the applicable quarter.
Purchaser shall provide such funds within sixty (60) days of its receipt of such request or, fol-
lowing any determination by the Director that the Director will be mandated by law to appoint a
receiver for Seller if such funds are not received sooner, such shorter period as may be necessary
to avoid such mandatory appointment of a receiver if reasonably practicable taking into consid-
eration Purchaser’s access to funds.

23 decelerated Draws on Commitment. Immediately following any determination by the

Director that the Director will be mandated by law to appoint a receiver for Seller prior to the
Liguidation End Date unless Seller’s capital is increased by an amount (the “Special Amount™)

-



up to but not in excess of the then current Available Amount (computed based on a balance sheet
of Seller prepared in accordance with GAAP that differs from the most recent balance sheet of
Seller delivered in accordance with Section 5.9(a) or (b)) on a date that is prior to the date that
funds will be available to Seller pursuant to Section 2.2, Conservator may, on behalf of Seller,
request that Purchaser provide to Seller the Special Amount in immediately available funds.
Any such request shall be valid only if it is in writing, is timely made, specifies the account of
Seller to which such funds are to be transferred, and contains certifications of Conservator that
(i) the requested amount does not exceed the Available Amount (including computations in rea-
sonable detail and satisFactory to Purchaser of the then existing Deficiency Amount) and (i) the
requested amount is required to avoid the imminent mandatory appointment of a receiver for
Seller. Purchaser shall provide such funds within thirty (30) days of its receipt of such request
or, if reasonably practicable taking into consideration Purchaser’s access to funds, any shorter
period as may be necessary to avoid mandatory appointment of a receiver.

2.4, Final Draw on Commitment. Within fificen (15) Business Days following the determi-
nation of the Deficiency Amount, if any, as of the Liquidation End Date (computed based on a
balance sheet of Seller as of the Liquidation End Date prepared in accordance with GAAP), the
Designated Representative may, on behalf of Seller, request that Purchaser provide immediately
available funds to Seller in an amount up to but not in excess of the Avatlable Amount as of the
Liquidation End Date. Any such request shall be valid only if it is in writing, is timely made,
specifies the account of Seller to which such funds are to be transferred, and contains a certifica-
tion of the Designated Representative that the requested amount does not exceed the Available
Amount (including computations in reasonable detail and satisfactory to Purchaser of the Defi-
ciency Amount as of the Liquidation End Date). Purchaser shall provide such funds within sixty
(60) days of its receipt of such request. ’

2.5. Termination of Purchaser’s Obligations. Subject to earlier termination pursuant 1o Sec-
tion 6.7, all of Purchaser’s obligations under and in respect of the Commitment shall terminate
upon the earliest of: (a) if the Liquidation End Date shall have occurred, (i) the payment in full
of Purchaser’s obligations with respect to any valid request for funds pursuant to Section 2.4 or
(ii) if there is no Deficiency Amount on the Liquidation End Date or if no such request pursuant
to Section 2.4 has been made, the close of business on the 15th Business Day following the de-
termination of the Deficiency Amount, if any, as of the Liquidation End Date; (b) the payment in
full of, defeasance of or other reasonable provision for all liabilities of Seller, whether or not
contingent, including payment of any amounts that may become payable on, or expiry of or other
provision for, all Mortgage Guarantee Obligations and provision for unmatured debts; and (c) the
funding by Purchaser under the Commitment of an aggregate of $100,000,000,000 (one hundred
billion dollars). For the avoidance of doubt, the Commitment shall not be terminable by Pur-
chaser solely by reason of (i} the conservatorship, receivership or other insolvency proceeding of
Seller or (ii) the Seller’s financial condition or any adverse change in Seller’s financial condition.

3. PURCHASE OF SENIOR PREFERRED STOCK AND WARRANT; FEES
3.1. Initial Commitment Fee. In consideration of the Commitment, and for no additional
consideration, on the Effective Date (or as soon thereafter as is practicable) Seller shall sell and

issue to Purchaser, and Purchaser shall purchase from Seller, (a) one million (1,000,000) shares
of Senior Preferred Stock, with an initial liquidation preference equal to $1,000 per share
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($1,000,000,000 {one billion dollars) liquidation preference in the aggregate), and (b) the War-
rant.

3.2. Periodic Commitment Fee. (a) Commencing March 31, 2010, Seller shall pay to Pur-
chaser quarterly, on the last day of March, June, September and December of each calendar year
{each a “Periodic Fee Date™), a periodic commitment fee (the “Periodic Commitment Fee”). The
Periodic Commitment Fee shall accrue from January 1, 2010.

(b) The Periodic Commitment Fee is intended to fully compensate Purchaser for the sup-
port provided by the ongoing Commitment following December 31, 2009. The amount of the
Periodic Commitment Fee shall be set not later than December 31, 2009 with respect to the ensu-
ing five-year period, shall be reset every five years thereafter and shall be determined with refer-
ence to the market value of the Commitment as then in effect. The amount of the Periodic
Commitment Fee shall be mutually agreed by Purchaser and Seller, subject to their reasonable
discretion and in consultation with the Chairman of the Federal Reserve; provided, that Pur-
chaser may waive the Periodic Commitment Fee for up to one year at a time, in its sole discre-
tion, based on adverse conditions in the United States mortgage market.

(c) At the election of Seller, the Periodic Commitment Fee may be paid in cash or by
adding the amount thereof ratably to the liquidation preference of each outstanding share of Sen-
ior Preferred Stock so that the aggregate liquidation preference of all such outstanding shares of
Senior Preferred Stock is increased by an amount equal to the Periodic Commitment Fee. Seller
shall deliver notice of such election not later than three (3) Business Days prior to each Periodic
Fee Date. If the Periodic Commitment Fee is not paid in cash by 12:00 pm (New York time) on
the applicable Periodic Fee Date (irrespective of Seller’s election pursuant to this subsection),
Seller shall be deemed to have elected to pay the Periodic Commitment Fee by adding the
amount thereof to the liquidation preference of the Senior Preferred Stock, and the aggregate lig-
uidation preference of the outstanding shares of Senior Preferred Stock shall thereupon be auto-
matically increased, in the manner contemplated by the first sentence of this section, by an ag-
gregate amount equal to the Periodic Commitment Fee then due. '

3.3. Increases of Senior Preferrved Stock Liquidation Preference as a Result of Funding un-
der the Commitment. The aggregate liquidation preference of the outstanding shares of Sentor
Preferred Stock shall be automatically increased by an amount equal to the amount of each draw
on the Commitment pursuant to Article 2 that is funded by Purchaser to Seller, such increase to
oceur simultaneously with such funding and ratably with respect to each share of Senior Pre-
ferred Stock.

3.4. Notation of Increase in Liquidation Preference. Seller shall duly mark its records to re-
flect each increase in the liquidation preference of the Senior Preferred Stock contemplated
herein (but, for the avoidance of doubt, such increase shall be effective regardless of whether
Seler has properly marked its records).



4. REPRESENTATIONS

Seller represents and warrants as of the Effective Date, and shall be deemed to have rep-
resented and warranted as of the date of each request for and funding of an advance under the
Commitment pursuant to Article 2, as follows:

4.1. Organization and Good Standing. Seller is a corporation, chartered by the Congress of
the United States, duly organized, validly existing and in good standing under the laws of the

United States and has all corporate power and authority to carry on its business as now con-
ducted and as proposed to be conducted.

4.2. Organizational Documents. Seller has made available to Purchaser a complete and cor-
rect copy of its charter and bylaws, each as amended to date (the “QOrganizational Documents™).
The Organizational Documents are in full force and effect. Seller is not in violation of any pro-
vision of its Organizational Documents.

4.3, Authorization and Enforceability. All corporate or other action on the part of Seller or
Conservator necessary for the authorization, execution, delivery and performance of this Agree-
ment by Seller and for the authorization, issuance and delivery of the Senior Preferred Stock and
the Warrant being purchased under this Agreement, has been taken. This Agreement has been
duly and validly executed and delivered by Seller and (assuming due authorization, execution
and delivery by the Purchaser) shall constitute the valid and legally binding obligation of Seller,
enforceable against Seller in accordance with its terms, except to the extent the enforceability
thereof may be limited by bankruptcy laws, insolvency laws, reorganization laws, moratorium
laws or other laws of general applicability affecting creditors’ rights generally or by general eg-
uitable principles (regardless of whether enforcement is sought in a proceeding in equity or at
1aw). The Agency is acting as conservator for Seller under Section 1367 of the FHE Act. The
Board of Directors of Seller, by valid action at a duly called meeting of the Board of Directors on
September 6, 2008, consented to the appointment of the Agency as conservator for purposes of
Section 1367(a)(3)(1) of the FHE Act, and the Director of the Agency has appointed the Agency
as Conservator for Seller pursuant to Section 1367(a)(1) of the FHE Act, and each such action
has not been rescinded, revoked or modified in any respect.

4.4. Valid Issuance. When issued in accordance with the terms of this Agreement, the Senior
Preferred Stock and the Warrant will be duly authorized, validly issued, fully paid and non-
assessable, free and clear of all liens and preemptive rights. The shares of common stock to
which the holder of the Warrant is entitled have been duly and validly reserved for issuance.
When issued and delivered in accordance with the terms of this Agreement and the Warrant,
such shares will be duly authorized, validly issued, fully paid and nonassessable, free and clear
of all liens and preemptive rights,

4.5, Non-Contravention.
(a) The execution, delivery or performance by Seller of this Agreement and the con-

summation by Seller of the transactions contemplated hereby do not and will not (i) conflict with
or violate any provision of the Organizational Documents of Seller; (i1) conflict with or violate



any law, decree or regulation applicable to Seller or by which any property or assct of Seller is
bound or affected, or (iii) result in any breach of, or constitute a default (with or without notice
or lapse of time, or both) under, or give to others any right of termination, arnendment, accelera-
tion or cancellation of, or result in the creation of a lien upon any of the properties or assets of
Seller, pursuant to any note, bond, mortgage, indenture or credit agreement, or any other con-
tract, agreement, lease, license, permit, franchise or other instrument or obligation to which
Seller is a party or by which Seller is bound or affected, other than, in the case of clause (iii), any
such breach, default, termination, amendment, acceleration, cancellation or lien that would not
have and would not reasonably be expected to have, individually or in the aggregate, a material
adverse effect on the business, property, operations or condition of the Seller, the authority of the
Conservator or the validity or enforceability of this Agreement (a “Material Adverse Effect”).

(b) The execution and delivery of this Agreement by Seller does not, and the conswmma-
tion by Seller of the transactions contemplated by this Agreement will not, require any consent,
approval, authorization, waiver or permit of, or filing with or notification to, any governmental
authority or any other person, except for such as have already been obtained.

5. COVENANTS

From the Effective Date until such time as the Senior Preferred Stock shall have been re-
paid or redeemed in full in accordance with its terms:

5.1. Restricted Payments. Seller shall not, and shail not permit any of its subsidiaries to, in
each case without the prior written consent of Purchaser, declare or pay any dividend (preferred
or otherwise) or make any other distribution (by reduction of capital or otherwise), whether in
cash, property, securities or a combination thereof, with respect to any of Seller’s Equity Inter-
ests (other than with respect to the Senior Preferred Stock or the Warrant) or directly or indi-
rectly redeem, purchase, retire or otherwise acquire for value any of Seller’s Equity Interests
(other than the Senior Preferred Stock or the Warrant), or set aside any amount for any such pur-
pose, :

5.2. Issuance of Capital Stock. Seller shall not, and shall not permit any of its subsidiaries to,
in each case without the prior written consent of Purchaser, sell or issue Equity Interests of Seller
or any of its subsidiaries of any kind or nature, in any amount, other than the sale and issuance of
the Senior Preferred Stock and Warrant on the Effective Date and the common stock subject to
the Warrant upon exercise thereof, and other than as required by (and pursuant to) the terms of
any binding agreement as in effect on the date hereof.

5.3. Conservatorship. Seller shall not (and Conservator, by its signature below, agrees that it
shall not), without the prior written consent of Purchaser, terminate, seek termination of or per-
mit to be terminated the conservatorship of Seller pursuant to Section 1367 of the FHE Act, other
than in connection with a receivership pursuant to Section 1367 of the FHE Act.

5.4. Transfer of Assets. Seller shall not, and shall not permit any of its subsidiaries to, in
each case without the prior written consent of Purchaser, sell, transfer, lease or otherwise dispose
of (in one transaction or a series of related transactions) all or any portion of its assets (including



o

Equity Interests in other persons, including subsidiaries), whether now owned or hereafter ac-

quired (any such sale, transfer, lease or disposition, 2 “Disposition™), other than Dispositions for
fair market value:

(a) to a limited life regulated entity (“LLRE") pursuant to Section 1367(i) of the FHE
Act;

(b) of assets and properties in the ordinary course of business, consistent with past prac-
tice; '

(c) -in connection with a liquidation of Seller by a receiver appointed pursuant to Section
1367(a) of the FHE Act;

(d) of cash or cash equivalents for cash or cash equivalents; or
(¢) to the extent necessary to comply with the covenant set forth in Section 5.7 below.

5.5. Indebtedness. Seller shall not, and shall not permit any of its subsidiaries to, in each
case without the prior written consent of Purchaser, incur, assume or otherwise become liable for
(a) any Indebtedness if, after giving effect to the incurrence thereof, the aggregate Indebtedness
of Seller and its subsidiaries on a consolidated basis would exceed 110.0% of the aggregate In-
debtedness of Seller and its subsidiaries on a consolidated basis as of June 30, 2008 or (b) any
Indebtedness if such Indebtedness is subordinated by its terms to any other Indebtedness of
Seller or the applicable subsidiary. For purposes of this covenant the acquisition of a subsidiary

with Indebtedness will be deemed to be the incurrence of such Indebtedness at the time of such
acquisition.

5.6, Fundamental Changes. Seller shall not, and shall not permit any of its subsidiaries to, in
each case without the prior written consent of Purchaser, (i) merge into or consolidate or amai-
gamate with any other Person, or permit any other Person to merge into or consolidate or amal-
gamate with it, (i) effect a reorganization or recapitalization involving the common stock of
Seller, a reclassification of the common stock of Seller or similar corporate transaction or event
or (iii) purchase, lease or otherwise acquire (in one transaction or a series of transactions) all or
substantially all of the assets of any other Person or any division, unit or business of any Person.

5.7. Mortgage Assets. Seller shall not own, as of any applicable date, Mortgage Assets in
excess of (i) on December 31, 2009, $850 billion, or (ii) on December 31 of each year thereafier,
90.0% of the aggregate amount of Mortgage Assets of Selier as of December 31 of the immedi-
ately preceding calendar year; provided, that in no event shall Seller be required under this Sec-
tion 5.7 to own less than $250 billion in Mortgage Assets.

5.8. Transactions with Affiliates. Seller shall not, and shall not permit any of its subsidiaries
to, without the prior written consent of Purchaser, engage In any transaction of any kind or nature
with an Affiliate of Seller unless such transaction is (i) pursuant to this Agreement, the Senior
Preferred Stock or the Warrant, (ii) upon terms no less favorable to Seller than would be ob-
tained in a comparable arm’s-length transaction with a Person that is not an Affiliate of Seller or



(iii) a transaction undertaken in the ordinary course or pursuant to a contractual obligation or
customary employment arrangement in existence as of the date hereof.

5.9. Reporting. Seller shall provide to Purchaser:

(2) not later thau ihe time period specified in the SEC’s rules and regulations with re-
spect to issuers as to which Section 13 and 15(d) of the Exchange Act apply, annual reports on
Form 10-K (or any saccessor or comparable forn) containing the information required to be con-
tained therein (or required in such successor or comparable form);

(b) not later than the time period specified in the SEC’s rules and regulations with re-
spect to issuers as to which Section 13 and 15(d) of the Exchange Act apply, reports on Form 10-
Q (or any successor or comparable form) containing the information required to be contained
therein (or required in such successor or comparable form);

(c) promptly from time to time after the occurrence of an event required to be therein re-
ported (and in any event within the time period specified in the SEC’s rules and regulations),
such other reports on Form 8-K (or any successor or comparable form);

(d) concurrently with any delivery of financial statements under paragraphs (a) or (b)
above, a certificate of the Designated Representative, (i) certifying that Seller is (and since the
last such certificate has at all times been) in compliance with each of the covenants contained
herein and that no representation made by Seller herein or in any document delivered pursuant
hereto or in connection herewith was false or misleading in any material respect when made, or,
if the foregoing is not true, specifying the nature and extent of the breach of covenant and/or rep-
resentation and any corrective action taken or proposed to be taken with respect thereto, and
(ii) setting forth computations in reasonable detail and satisfactory to the Purchaser of the Defi-
ciency Amount, if any;

(¢) promptly, from time to time, such other information regarding the operations, busi-
ness affairs, plans, projections and financial condition of Seller, or compliance with the terms of
this Agreement, as Purchaser may reasonably request; and

(f) as promptly as reasonably practicable, written notice of the following:

(i) the occurrence of the Liquidation End Date;

(i) the filing or commencement of, or any written threat or notice of intention of
any Person to file or commence, any action, suit or proceeding, whether at law or in eq-
uity or by or before any governmental authority or in arbitration, against Conservator,
Seller or any other Person which, if adversely determined, would reasonably be expected
to have a Material Adverse Effect;

(iii) any other development that is not a matter of general public knowledge and
that has had, or would reasonably be expected to have, a Material Adverse Effect.
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5.10. Executive Compensation. Seller shall not, without the consent of the Director, in con-
sultation with the Secretary of the Treasury, enter into any new compensation arrangements with,
or increase amounts or benefits payable under existing compensation arrangements of, any
Named Executive Officer of Seller.

6. MISCELLANEOUS

6.1. No Third-Party Beneficiaries. Until the termination of the Commitment, at any time
during the existence and continuance of a payment default with respect to debt securities issued
by Seller and/or a default by Seller with respect to any Mortgage Guarantee Obligations, any
holder of such defaulted debt securities or beneficiary of such Mortgage Guarantee Obligations
(collectively, the “Holders”™) may (a) deliver notice to the Seller and the Designated Representa-
tive requesting exercise of all rights available to them under this Agreement to draw on the
Commitment up to the lesser of the amount necessary to cure the outstanding payment defaults
and the Available Amount as of the last day of the immediately preceding fiscal quarter, and (b)
if Seller and the Designated Representative fail to act as requested within thirty (30) days of such
notice, or if Purchaser shall fail to perform its obligations in respect of any draw on the Com-~
mitment and Seller and/or the Designated Representative shall not be diligently pursuing reme-
dies in respect of such failure, seek judicial relief requiring Seller to draw on the Commitment or
Purchaser to fund the Commitment, as applicable. The Holders shall have no other rights under
or in respect of this Agreement, and the Commitment shall not otherwise be enforceable by any
creditor of Seller or by any other Person other than the parties hereto, and no such creditor or
other Person is intended to be, or shall be, a third party beneficiary of any provision of this
Agreement.

6.2. Non-Transferable; Successors. The Commitment is solely for the benefit of Seller and
shall ot inure to the benefit of any other Person (other than the Holders to the extent set forth in
Section 6.1), including any entity to which the charter of Seller may be transferred, to any LLRE
or to any other successor to the assets, liabilities or operations of Seller. The Commitment may
not be assigned or otherwise transferred, in whole or in part, to any Person (including, for the
avoidance of doubt, any LLRE to which a receiver has assigned ali or a portion of Seller’s assets)
without the prior written consent of Purchaser (which may be withheld in its sole discretion). In
no event shall any successor to Seller (including such an LLRE) be entitled to the benefit of the
Commitment without the prior written consent of Purchaser. Seller and Conservator, for them-
selves and on behalf of their permitted successors, covenant and agree not to transfer or purport
to transfer the Commitment in contravention of the terms hereof, and any such attempted transfer
shall be null and void ab initio. Tt is the expectation of the parties that, in the event Seller were
placed into receivership and an LLRE formed to purchase certain of its assets and assume certain
of its liabilities, the Commitment would remain with Seller for the benefit of the holders of the
debt of Seller not assumed by the LLRE.

6.3. Amendments; Waivers. This Agreement may be waived or amended solely by a writing
executed by both of the parties hereto, and, with respect to amendments to or waivers of the pro-
visions of Sections 5.3, 6.2 and 6,11, the Conservator; provided, however, that no such waiver or
amendment shall decrease the aggregate Commitment or add conditions to funding the amounts
required to be funded by Purchaser under the Commitment if such waiver or amendment would,
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in the reasonable opinion of Seller, adversely affect in any material respect the holders of debt
securities of Seller and/or the beneficiaries of Mortgage Guarantee Obligations, in each case in
their capacities as such, after taking into account any alternative arrangements that may be im-
plemented concurrently with such waiver or amendment. In no event shall any rights granted
hereunder prevent the parties hereto from waiving or amending in any manner whatsoever the
covenants of Seller hereunder.

6.4. Governing Law, Jurisdiction; Venue. This Agreement and the Warrant shall be gov-
erned by, and construed in accordance with, the federal law of the United States of America if
and to the extent such federal law is applicable, and otherwise in accordance with the laws of the
State of New York. The Senior Preferred Stock shall be governed as set forth in the terms
thereof. The United States District Court for the District of Columbia shall have exclusive juris-
diction over all civil actions arising out of this Agreement, the Commitment, the Senior Pre-
ferred Stock and the Warrant, and venue for any such civil action shall lie exclusively in the
United States District Court for the District of Columbia.

6.5. Notices. Any notices delivered pursuant to or in connection with this Agreement shall
be delivered to the applicable parties at the addresses set forth below:

if to Seller:

Federal National Mortgage Association
¢/o Federal Housing Finance Authority
1700 G Street, NW

4th Floor

Washington, DC 20552

Attention: General Counsel

If to Purchaser:

United States Department of the Treasury

1500 Pennsylvania Avenue, NW

Washington DC 20220

Attention: Under Secretary for Domestic Finance
with a copy to:

United States Department of the Treasury

1500 Pennsylvania Avenue, NW

Washington DC 20220

Attention: General Counsel

If to Conservator:

Federal Housing Finance Authority
1700 G Street, NW
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4th Floor
Washington, DC 20552
Attention: General Counsel

All notices and other communications provided for herein shall be in writing and shall be deliv-
ered by hand or overnight courier service, mailed by certified or registered mail. All notices
hereunder shall be effective upon receipt.

6.6. Disclaimer of Guarantee. This Agreement and the Commitment are not intended to and
shall not be deemed to constitute a guarantee by Purchaser or any other agency of instrumentality
of the United States of the payment or performance of any debt security or any other obligation,
indebtedness or liability of Seller of any kind or character whatsoever.

6.7. Effect of Order; Injunction; Decree. If any order, injunction or decree is issued by any
court of competent jurisdiction that vacates, modifies, amends, conditions, enjoins, stays or oth-
erwise affects the appointment of Conservator as conservator of Seller or otherwise curtails Con-
servator’s powers as such conservator (except in each case any order converting the conservator-
ship to a receivership under Section 1367(a) of the FHE Act), Purchaser may by written notice to
Conservator and Seller declare this Agreement nuli and void, whereupon all transfers hereunder
(including the issuance of the Senior Preferred Stock and the Warrant and any funding of the
Commitment) shall be rescinded and unwound and all obligations of the parties (other than to
effectuate such rescission and unwind) shall immediately and sutomatically terminate.

6.8. Business Day. To the extent that any deadline or date of performance of any right or ob-
ligation set forth herein shall fall on a day other than a Business Day, then such deadline or date
of performance shall automatically be extended to the next succeeding Business Day.

6.9. Entire Agreement. This Agreement, together with the Senior Preferred Stock and War-
rant, contains the entire agreement between the parties hereto with respect to the transactions
contemplated hereby and supersedes and cancels all prior agreements, including, but not limited
to, all proposals, term sheets, statements, letters of intent or representations, written or oral, with
respect thereto.

6.10. Remedies. In the event of a breach by Seller of any covenant or representation of Seller
set forth herein, Purchaser shall be entitled to specific performance (in the case of a breach of
. covenant), damages and such other remedies as may be available at law or in equity; provided,
that Purchaser shall not have the right to terminate the Commitment solely as a result of any such
breach, and compliance with the covenants and the accuracy of the representations set forth in
this Agreement shall not be conditions to funding the Commitment.

6.11. Tax Reporting. Neither Seller nor Conservator shall take, or shall permit any of their
respective successors or assigns to take, a position for any tax, accounting or other purpose that
is inconsistent with Internal Revenue Service Notice 2008-76 (or the regulations to be issued
pursuant to such Notice) regarding the application of Section 382 of the Internal Revenue Code
of 1986, as amended, a copy of which Notice has been provided to Seller in connection with the
execution of this Agreement.
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6.12. Non-Severability. Each of the provisions of this Agreement is integrated with and inte-
gral to the whole and shall not be severable from the remainder of the Agreement. In the event
that any provision of this Agreement, the Senior Preferred Stock or the Warrant is determined to
be illegal or unenforceable, then Purchaser may, in its sole discretion, by written notice to Con-
servator and Seller, declare this Agreement null and void, whereupon all transfers hereunder (in-
cluding the issuance of the Senior Preferred Stock and the Warrant and any funding of the Com-
mitment) shall be rescinded and unwound and all obligations of the parties (other than to effectu-
ate such rescission and unwind) shall immediately and automatically terminate.

[Signature Page Follows]
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FEDERAL NATIONAL MORTGAGE
ASSOCIATION, by

Federal Housing Finance Agency,
its Conservator

Director

UNITED STATES DEPARTMENT
OF THE ASURY

g e g
“HE . Paulson, Jr. /
Secretary of the Treasury

Acknowledged and, solely as
to Sections 5.3, 6.2 and 6.11,
agreed:

FEDERAL HOUSING

FINANCE AGENCY,
as Conservator

Wﬁ&ﬁm
James B, Lockhart

Director

Signature Page to Senior Preferred Stock Purchase Agreement



EXECUTION VERSION

CERTIFICATE OF DESIGNATION OF TERMS OF
VARIABLE LIQUIDATION PREFERENCE SENIOR
PREFERRED STOCK, SERIES 2008-2

1. Designation, Par Value, Number of Shares and Priority

The designation of the series of preferred stock of the Federal National Mortgage
Association (the “Company”) created by this resolution shall be “Variable Liquidation Preference
Senior Preferred Stock, Series 2008-2” (the “Senior Preferred Stock™), and the number of shares
initially constituting the Senior Preferred Stock is 1,000,000, Shares of Sentor Preferred Stock
will have no par value and a stated value and initial liquidation preference per share equal to
$1,000 per share, subject to adjustment as set forth herein. The Board of Directors of the Company,
or a duly authorized committee thereof, in its sole discretion, may reduce the number of shares of
Senior Preferred Stock, provided such reduction is not below the number of shares of Senior
Preferred Stock then outstanding,

The Semior Preferred Stock shall rank prior to the common stock of the Company as
provided in this Certificate and shall rank, as to both dividends and distributions upon dissolution,
liquidation or winding up of the Company, prior to (a) the shares of preferred stock of the
Company designated “5.25% Non-Cumulative Preferred Stock, Series D”, “5.10%
Non-Cumulative Preferred Stock, Series E™, “Vartable Rate Non-Cumulative Preferred Stock,
Series F”, “Variable Rate Non-Cumulative Preferred Stock, Series G”, ““5.81% Non-Cumulative
Preferred Stock, Series H”, *5.375% Non-Cumulative Preferred Stock, Series I, ©*5.125%
Non-Cumulative Preferred Stock, Series L7, ©4.75% Non-Cumulative Preferred Stock, Series M”,
*5.50% Non-Cumulative Preferred Stock, Series N7, “Non-Cumulative Preferred Stock, Series O,
“Non-Cumulative Convertible Series 2004-1 Preferred Stock”, “Variable Rate Non-Cumulative
Preferred Stock, Series P77, ©“6.75% Non-Cumulative Preferred Stock, Series Q7, *“7.625%
Non-Cumulative Preferred Stock, Series R”, “Fixed-to-Floating Rate Non-Cumulative Preferred
Stock, Series §7, and “8.75% Non-Cumulative Mandatory Convertible Preferred Stock™, Series
2008-17, (b) any other capital stock of the Company outstanding on the date of the initial issuance
of the Senior Preferred Stock and (¢) any capital stock of the Company that may be 1ssued afier the
date of initial issuance of the Senior Preferred Stock.

2. Dividends

(a) For each Dividend Period from the date of the initial issuance of the Senior
Preferred Stock, holders of outstanding shares of Senior Preferred Stock shall be entitled to receive,
ratably, when, as and if declared by the Board of Directors, in its sole discretion, out of funds
legally available therefor, cumulative cash dividends at the annual rate per share equal to the
then-current Dividend Rate on the then-current Liquidation Preference. Dividends on the Senior
Preferred Stock shall accrue from but not including the date of the imitial issuance of the Senior
Preferred Stock and will be payable in arrears when, as and if declared by the Board of Directors
quarterly on March 31, June 30, September 30 and December 31 of each year (each, a “Dividend
Payment Date”), commencing on December 31, 2008, If a Dividend Payment Date is not a
“Business Day,” the related dividend will be paid not later than the next Business Day with the
same force and effect as though paid on the Dividend Payment Date, without any increase to



account for the period from such Dividend Payment Date through the date of actual payment.
“Business Day” means a day other than (i) a Saturday or Sunday, (ii) a day on which New York
City banks are closed, or (iii) a day on which the offices of the Company are closed.

If declared, the initial dividend will be for the period from but not including the date of the
initial issuance of the Senior Preferred Stock through and including December 31, 2008. Except
for the initial Dividend Payment Date, the “Dividend Period” relating to a Dividend Payment Date
will be the period from but not including the preceding Dividend Payment Date through and
including the related Dividend Payment Date. The amount of dividends payable on the initial
Dividend Payment Date or for any Dividend Period that is not a full calendar quarter shall be
computed on the basis of 30-day months, a 360-day year and the actual number of days elapsed in
any period of less than one month. For the avoidance of doubt, in the event that the Liquidation
Preference changes in the middle of a Dividend Period, the amount of dividends payable on the
Dividend Payment Date at the end of such Dividend Period shall take into account such change in
Liquidation Preference and shall be computed at the Dividend Rate on each Liguidation
Preference based on the portion of the Dividend Period that each Liquidation Preference was in
effect.

(b) To the extent not paid pursuant to Section 2(a) above, dividends on the Senior
Preferred Stock shall accrue and shall be added to the Liquidation Preference pursuant to Section 8,
whether or not there are funds legally available for the payment of such dividends and whether or
not dividends are declared.

(c) “Dividend Rate” means 10.0%; provided, however, that if at any time the Company
shall have for any reason failed to pay dividends in cash in a timely manner as required by this
Certificate, then immediately following such failure and for all Dividend Periods thereafter until
the Dividend Period following the date on which the Company shall have paid in cash full
cumulative dividends (including any unpaid dividends added to the Liquidation Preference
pursuant to Section 8), the “Dividend Rate” shall mean 12.0%.

(d) Each such dividend shall be paid to the holders of record of outstanding shares of
the Senior Preferred Stock as they appear in the books and records of the Company on such record
date as shall be fixed in advance by the Board of Directors, not to be earlier than 45 days nor later
than 10 days preceding the applicable Dividend Payment Date. The Company may not, at any
time, declare or pay dividends on, make distributions with respect to, or redeem, purchase or
acquire, or make a liquidation payment with respect to, any common stock or other securities
ranking junior to the Senior Preferred Stock unless (i) full cumulative dividends on the outstanding
Senior Preferred Stock in respect of the then-current Dividend Period and all past Dividend
Periods (including any unpaid dividends added to the Liquidation Preference pursuant to Section
8) have been declared and paid in cash (including through any pay down of Liquidation Preference
pursuant to Section 3) and (ii) all amounts required to be paid pursuant to Section 4 (without giving
effect to any prohibition on such payment under any applicable law) have been paid in cash.

(e) Notwithstanding any other provision of this Certificate, the Board of Directors, in
its discretion, may choose to pay dividends on the Senior Preferred Stock without the payment of
any dividends on the common stock, preferred stock or any other class or series of stock from time



to time outstanding ranking junior to the Senior Preferred Stock with respect to the payment of
dividends.

(f) If and whenever dividends, having been declared, shall not have been paid in full,
as aforesaid, on shares of the Senior Preferred Stock, all such dividends that have been declared on
shares of the Senior Preferred Stock shall be paid to the holders pro rata based on the aggregate
Liquidation Preference of the shares of Senior Preferred Stock held by each holder, and any

amounts due but not paid in cash shall be added to the Liquidation Preference pursuant to Section
8.

3. Optional Pay Down of Liquidation Preference

(a) Following termination of the Commitment (as defined in the Preferred Stock
Purchase Agreement referred to in Section 8 below), and subject to any limitations which may be
imposed by law and the provisions below, the Company may pay down the Liquidation Preference
of all outstanding shares of the Senior Preferred Stock pro rata, at any time, in whole or in part, out
of funds legally available therefor, with such payment first being used to reduce any accrued and
unpaid dividends previously added to the Liquidation Preference pursuant to Section 8 below and,
to the extent all such accrued and unpaid dividends have been paid, next being used to reduce any
Periodic Commitment Fees (as defined in the Preferred Stock Purchase Agreement referred to in
Section 8 below) previously added to the Liquidation Preference pursuant to Section § below.
Prior to termination of the Commitment, and subject to any Himitations which may be imposed by
law and the provisions below, the Company may pay down the Liquidation Preference of all
outstanding shares of the Senior Preferred Stock pro rata, at any time, out of funds legally available
therefor, but only to the extent of (1) accrued and unpaid dividends previously added to the
Liquidation Preference pursuant to Section 8 below and not repaid by any prior pay down of
Liquidation Preference and (ii) Periodic Commitment Fees previously added to the Liquidation
Preference pursuant to Section 8 below and not repaid by any prior pay down of Liquidation
Preference. Any pay down of Liquidation Preference permitted by this Section 3 shall be paid by
making a payment in cash to the holders of record of outstanding shares of the Senior Preferred
Stock as they appear in the books and records of the Company on such record date as shall be fixed
in advance by the Board of Directors, not to be earlier than 45 days nor later than 10 days
preceding the date fixed for the payment.

(b) In the event the Company shall pay down of the Liquidation Preference of the
Senior Preferred Stock as aforesaid, notice of such pay down shall be given by the Company by
first class mail, postage prepaid, mailed neither less than 10 nor more than 45 days preceding the
date fixed for the payment, to each holder of record of the shares of the Senior Preferred Stock, at
such holder’s address as the same appears in the books and records of the Company. Each such

notice shall state the amount by which the Liguidation Preference of each share shall be reduced
and the pay down date.

(c) If after termination of the Commitment the Company pays down the Liquidation
Preference of each outstanding share of Semior Preferred Stock in full, such shares shall be deemed
to have been redeemed as of the date of such payment, and the dividend that would otherwise be
payable for the Dividend Period ending on the pay down date will be paid on such date. Following
such deemed redemption, the shares of the Senior Preferred Stock shall no longer be deemed to be



outstanding, and all rights of the holders thereof as holders of the Senior Preferred Stock shall
cease, with respect to shares so redeemed, other than the right to receive the pay down amount
(which shall include the final dividend for such shares). Any shares of the Senior Preferred Stock
which shall have been so redeemed, after such redemption, shall no longer have the status of
authorized, issued or outstanding shares.

4, Mandatory Pay Down of Liquidation Preference Upon Issuance of Capital Stock

(a) 1f the Company shall issue any shares of capital stock (including without limitation
common stock or any series of preferred stock) in exchange for cash at any time while the Senior
Preferred Stock is outstanding, then the Company shall, within 10 Business Days, use the proceeds
of such issuance net of the direct costs relating to the issuance of such securities (including,
without limitation, legal, accounting and mvestment banking fees) to pay down the Liquidation
Preference of all outstanding shares of Senior Preferred Stock pro rata, out of funds legally
available therefor, by making a payment in cash to the holders of record of outstanding shares of
the Senior Preferred Stock as they appear in the books and records of the Company on such record
date as shall be fixed in advance by the Board of Directors, not to be earlier than 45 days nor later
than 10 days preceding the date fixed for the payment, with such payment first being used to
reduce any accrued and unpaid dividends previously added to the Liquidation Preference pursuant
to Section § below and, to the extent all such accrued and unpaid dividends have been paid, next
being used to reduce any Periodic Commitment Fees (as defined in the Preferred Stock Purchase
Agreement referred to in Section 8 below) previously added to the Liquidation Preference
pursuant to Section § below; provided that, prior to the termination of the Commitment (as defined
in the Preferred Stock Purchase Agreement referred to in Section 8 below), the Liquidation
Preference of each share of Senior Preferred Stock shall not be paid down below $1,000 per share.

(b)  Iithe Company shall not have sufficient assets legally available for the pay down of
the Liquidation Preference of the shares of Senior Preferred Stock required under Section 4(a), the
Company shall pay down the Liquidation Preference per share to the extent permitted by law, and
shall pay down any Liquidation Preference not so paid down because of the unavailability of
legally available assets or other prohibition as soon as practicable to the extent it is thereafter able
to make such pay down legally. The inability of the Company to make such payment for any
reason shall not relieve the Company from its obligation to effect any required pay down of the
Liquidation Preference when, as and if permitted by law.

(¢} If after the termination of the Commitment the Company pays down the
Liquidation Preference of each outstanding share of Senior Preferred Stock in full, such shares
shall be deemed to have been redeemed as of the date of such payment, and the dividend that
would otherwise be payable for the Dividend Period ending on the pay down date will be paid on
such date. Following such deemed redemption, the shares of the Senior Preferred Stock shall no
longer be deemed to be outstanding, and all rights of the holders thereof as holders of the Senior
Preferred Stock shall cease, with respect to shares so redeemed, other than the right to receive the
pay down amount (which shall include the final dividend for such redeemed shares). Any shares
of the Senior Preferred Stock which shall have been so redeemed, after such redemption, shall no
longer have the status of authorized, 1ssued or outstanding shares.



5. No Voting Rights

Except as set forth in this Certificate or otherwise required by law, the shares of the Senior
Preferred Stock shall not have any voting powers, either general or special.

6. No Conversion or Exchange Rights

The holders of shares of the Senior Preferred Stock shall not have any right to convert such

shares into or exchange such shares for any other class or series of stock or obligations of the
Company.

7. No Preemptive Rights

No holder of the Senior Preferred Stock shall as such holder have any preemptive right to .
purchase or subscribe for any other shares, rights, options or other securities of any class of the
Company which at any time may be sold or offered for sale by the Company.

8. Liguidation Rights and Preference

(a) Except as otherwise set forth herein, upon the voluntary or involuntary dissolution,
liguidation or winding up of the Company, the holders of the outstanding shares of the Senior
Preferred Stock shall be entitled to receive out of the assets of the Company available for
distribution to stockholders, before any payment or distribution shall be made on the common
stock or any other class or series of stock of the Company ranking junior to the Senior Preferred
Stock upon liquidation, the amount per share equal to the Liquidation Preference plus an amount,
determined in accordance with Section 2(a) above, equal to the dividend otherwise payable for the
then-current Dividend Period accrued through and including the date of payment in respect of such
dissolution, liquidation or winding up; provided, however, that if the assets of the Company
available for distribution to stockholders shall be insufficient for the payment of the amount which
the holders of the outstanding shares of the Senior Preferred Stock shall be entitled to receive upon
such dissolution, liquidation or winding up of the Company as aforesaid, then, all of the assets of
the Company available for distribution to stockholders shall be distributed to the holders of
outstanding shares of the Senior Preferred Stock pro rata based on the aggregate Liquidation
- Preference of the shares of Senior Preferred Stock held by each holder.

(b) “Liquidation Preference” shall initially mean $1,000 per share and shall be:

(i) increased each time a Deficiency Amount (as defined in the Preferred Stock
Purchase Agreement) is paid to the Company by an amount per share equal to the
aggregate amount so paid to the Company divided by the number of shares of Senior
Preferred Stock outstanding at the time of such payment;

(i)  increased each time the Company does not pay the full Periodic
Commitment Fee (as defined in the Preferred Stock Purchase Agreement) in cash by an
amount per share equal to the amount of the Periodic Commitment Fee that is not paid in
cash divided by the number of shares of Senior Preferred Stock outstanding at the time
such payment is due;



(111)  increased on the Dividend Payment Date if the Company fails to pay in full
the dividend payable for the Dividend Period ending on such date by an amount per share
equal to the aggregate amount of unpaid dividends divided by the number of shares of
Senior Preferred Stock outstanding on such date; and

(iv)  decreased each time the Company pays down the Liquidation Preference
pursuant to Section 3 or Section 4 of this Certificate by an amount per share equal to the
aggregate amount of the pay down divided by the number of shares of Senior Preferred
Stock outstanding at the time of such pay down.

{c) “Preferred Stock Purchase Agreement” means the Preferred Stock Purchase

Agreement, dated September 7, 2008, between the Company and the United States Department of
the Treasury.

(d)  Netther the sale of all or substantially all of the property or business of the
Company, nor the merger, consolidation or combination of the Company into or with any other

corporation or entity, shall be deemed to be a dissolution, liquidation or winding up for the purpose
of this Section §.

9, Additional Classes or Series of Stock

The Board of Directors shall have the right at any time in the future to authorize, create and
issue, by resolution or resolutions, one or more additional classes or series of stock of the
Company, and to determine and fix the distinguishing characteristics and the relative rights,
preferences, privileges and other terms of the shares thereof; provided that, any such class or series
of stock may not rank prior to or on parity with the Senior Preferred Stock without the prior written

consent of the holders of at least two-thirds of all the shares of Senior Preferred Stock at the time
outstanding.

10. Miscellaneous

(a) The Company and any agent of the Company may deem and treat the holder of a
share or shares of Senior Preferred Stock, as shown in the Company’s books and records, as the
absolute owner of such share or shares of Senior Preferred Stock for the purpose of receiving
payment of dividends in respect of such share or shares of Senior Preferred Stock and for all other
purposes whatsoever, and neither the Company nor any agent of the Company shall be affected by
any notice to the contrary. All payments made to or upon the order of any such person shall be
valid and, to the extent of the sum or sums so paid, effectual to satisfy and discharge labilities for

moneys payable by the Company on or with respect to any such share or shares of Senior Preferred
Stock.

(b) The shares of the Senior Preferred Stock, when duly issued, shall be fully paid and
non-assessable.

(c) The Senior Preferred Stock may be issued, and shall be transferable on the books of
the Company, only in whole shares.



(d) For purposes of this Certificate, the term “the Company™ means the Federal
National Mortgage Association and any successor thereto by operation of law or by reason of a
merger, consolidation, combination or similar transaction.

(e) This Certificate and the respective rights and obligations of the Company and the
holders of the Senior Preferred Stock with respect to such Senior Preferred Stock shall be
construed in accordance with and governed by the laws of the United States, provided that the law
of the State of Delaware shall serve as the federal rule of decision in all instances except where
such law is inconsistent with the Company’s enabling legislation, its public purposes or any
provision of this Certificate.

O Any notice, demand or other communication which by any provision of this
Certificate is required or permitted to be given or served to or upon the Company shall be given or
served in writing addressed (unless and until another address shall be published by the Company)
to Fannie Mae, 3900 Wisconsin Avenue NW, Washington, DC 20016, Attn: Executive Vice
President and General Counsel. Such notice, demand or other communication to or upon the
Company shall be deemed to have been sufficiently given or made only upon actual receipt of a
writing by the Company. Any notice, demand or other communication which by any provision of
this Certificate is required or permitted to be given or served by the Company hereunder may be
given or served by being deposited first class, postage prepaid, in the United States mail addressed
(1) to the holder as such holder’s name and address may appear at such time in the books and
records of the Company or (ii) if to a person or entity other than a holder of record of the Senior
Preferred Stock, to such person or entity at such address as reasonably appears to the Company to
be appropriate at such time. Such notice, demand or other communication shall be deemed to have
been sufficiently given or made, for all purposes, upon mailing.

(2) The Company, by or under the authority of the Board of Directors, may amend,
alter, supplement or repeal any provision of this Certificate pursuant to the following terms and
conditions;

(1) Without the consent of the holders of the Senior Preferred Stock, the
Company may amend, alter, supplement or repeal any provision of this Certificate to cure
any ambiguity, to correct or supplement any provision herein which may be defective or
inconsistent with any other provision herein, or to make any other provisions with respect
to matters or questions arising under this Certificate, provided that such action shall not
adversely affect the interests of the holders of the Senior Preferred Stock.

(i1) The consent of the holders of at least two-thirds of all of the shares of the
Senior Preferred Stock at the time outstanding, given in person or by proxy, either in
writing or by a vote at a meeting called for the purpose at which the holders of shares of the
Senior Preferred Stock shall vote together as a class, shall be necessary for authorizing,
effecting or validating the amendment, alteration, supplementation or repeal (whether by
merger, consolidation or otherwise) of the provisions of this Certificate other than as set
forth in subparagraph (1) of this paragraph (g). The creation and issnance of any other class
or series of stock, or the issuance of additional shares of any existing class or series of stock,
of the Company ranking junior to the Senior Preferred Stock shall not be deemed to
constitute such an amendment, alteration, supplementation or repeal.



(iii)  Holders of the Senior Preferred Stock shall be entitled to one vote per share
on matters on which their consent is required pursuant to subparagraph (ii) of this
paragraph (g). In connection with any meeting of such holders, the Board of Directors
shall fix a record date, neither earlier than 60 days nor later than 10 days prior to the date of
such meeting, and holders of record of shares of the Senior Preferred Stock on such record
date shall be entitled to notice of and to vote at any such meeting and any adjournment.
The Board of Directors, or such person or persons as it may designate, may establish
reasonable rules and procedures as to the solicitation of the consent of holders of the Senior
Preferred Stock at any such meeting or otherwise, which rules and procedures shall
conform to the requirements of any national securities exchange on which the Senior
Preferred Stock may be listed at such time.

(h) RECEIPT AND ACCEPTANCE OF A SHARE OR SHARES OF THE
SENIOR PREFERRED STOCK BY OR ON BEHALF OF A HOLDER SHALL
CONSTITUTE THE UNCONDITIONAL ACCEPTANCE BY THE HOLDER (AND ALL
OTHERS HAVING BENEFICIAL OWNERSHIP OF SUCH SHARE OR SHARES) OF
ALL OF THE TERMS AND PROVISIONS OF THIS CERTIFICATE. NO SIGNATURE
OR OTHER FURTHER MANIFESTATION OF ASSENT TO THE TERMS AND
PROVISIONS OF THIS CERTIFICATE SHALL BE NECESSARY FOR ITS
OPERATION OR EFFECT AS BETWEEN THE COMPANY AND THE HOLDER (AND
ALL SUCH OTHERS).



IN WITNESS WHEREOF, I have hereunto set my hand and the seal of the Company this
7" day of September, 2008,

[Seal]

FEDERAL NATIONAL MORTGAGE ASSOCIATION,
by

The Federal Housimg Finance Agency, its Conservator

James B. Lockhart II1
Director

Signature Page to Certificate of Designations of Senior Preferred Stock



EXECUTION VERSION

FEDERAL NATIONAL MORTGAGE ASSOCIATION
WARRANT TO PURCHASE COMMON STOCK

NO. September 7, 2008
VOID AFTER SEPTEMBER 7, 2028

THIS CERTIFIES THAT, for value received, the United States Department of the
Treasury, with its principal office at 1500 Pennsylvania Avenue, NW, Washington, DC 20220
(the “Holder™), is entitled to purchase at the Exercise Price (defined below) from Federal
National Mortgage Association, a government-sponsored enterprise of the United States of
America, with its principal office at 3900 Wisconsin Avenue, NW, Washington, DC 20016 (the
“Company”), shares of common stock, no par value, of the Company, as provided herein.

1. Definitions. As used herein, the following terms shall have the following
respective meanings:

“Affiliate” shall mean, as to any specified Person, any other Person directly or indirectly
controlling or controlled by or under direct or indirect common control with such specified
Person. For the purposes of this definition, “control,” when used with respect to any Person,
means the power to direct the management and policies of such Person, directly or indirectly,
whether through the ownership of voting securities, by contract or otherwise and the terms
“affiliated,” “controlling” and “controlled” have meanings correlative to the foregoing.

“Business Day” shall mean each Monday, Tuesday, Wednesday, Thursday and Friday
that 1s not a day on which banking institutions in New York, New York are authorized or
obligated by law or executive order to close.

“Common Stock” shall mean the common stock, no par value, of the Company, and all
other stock of any class or classes (however designated) of the Company from time to time
outstanding, the holders of which have the right, without limitation as to amount, either to all or
to a share of the balance of current dividends or liquidating distributions after the payment of
dividends and distributions on any shares entitled to preference.

“Exercise Period” shall mean the time period commencing with the date hereof and
“ending at 5:00 p.m. New York time on the 20" anniversary of the date hereof.

“Exercise Price” shall mean one one-thousandth of a cent ($0.00001) per share.

“Exercise Shares” shall mean the shares of the Common Stock issuable upon exercise of
this Warrant, subject to adjustment pursuant to the terms herein, and shall also mean any other
shares, securities, assets or property otherwise issuable upon exercise of this Warrant.

“Fair Market Value™ shall mean, with respect to a share of Common Stock, or any other
security of the Company or any other issuer:

(a) the volume weighted average daily Market Price during the period of the most
recent twenty (20) Trading Days, ending on the last Trading Day before the date of
determination of Fair Market Value, if such class of Common Stock or other security is (i) traded



on the New York Stock Exchange or any other U.S. national or regional securities exchange, or
admitted to unlisted trading privileges on such an exchange, or (ii) is quoted or reported on the
Over-the-Counter Bulletin Board (“OTCBB”) or by Pink OTC Markets Inc. or a similar
organization or agency succeeding to its functions of reporting prices; or

) if such class of Common Stock or other security is not then so listed, admitted to
trading or quoted, the Fair Market Value shall be the Market Price on the last Business Day
before the date of determination of Fair Market Value.

“Fully Diluted” shall mean, as of immediately prior to the exercise of this Warrant (or a
portion of this Warrant), the sum of, without duplication, (i) the total number of shares of
Common Stock outstanding and (i1} all shares of Common Stock issuable in respect of securities
convertible into or exercisable or exchangeable for Common Stock, stock appreciation rights or
options, warrants (including this Warrant) and other rights to purchase or subscribe for Common
Stock or securities convertible mto or exercisable or exchangeable for Common Stock (in each

case, assuming that no restrictions apply with respect to conversion, exercise, exchange,
subscription or purchase).

“Market Price” shall be, as of any specified date with respect to any share of any class of
Common Stock or any other security of the Company or any other issuer:

(1) the closing price on that date or, if no closing price is reported, the last reported
sale price, of shares of the Common Stock or such other security on the New York Stock
Exchange on that date; or

(i1) if the Commeon Stock or such other security is not traded on the New York Stock
Exchange, the closing price on that date as reported in composite transactions for the principal
U.S. national or regional securities exchange on which the Common Stock or such other security
18 so traded or, if no closing price is reported, the last reported sale price of shares of the
Common Stock or such other security on the principal U.S. national or regional securities
exchange on which the Common Stock or such other security is so traded on that date; or

(i11)  if the Common Stock or such other security is not traded on a U.S. national or
regional securities exchange, the last quoted bid price on that date for the Common Stock or such
other security in the over-the-counter market as reported (x) by the OTCBB or (y) if reports are
unavailable under clause (x) above by Pink OTC Markets Inc. or a similar organization or
agency succeeding to its functions of reporting prices;

(iv)  if the Common Stock or such other security is not so quoted by OTCBB or Pink
OTC Markets Inc. or a similar organization, the Market Price shall be determined in accordance
with the Valuation Procedure.

“Participating Securities” shall mean, (i) any equity security (other than Common Stock)
that entitles the holders thereof to participate in liquidations or other distributions with the
holders of Common Stock or otherwise participate in the capital of the Company other than
through a fixed or floating rate of return on capital loaned or invested, and (ii) any stock
appreciation rights, phantom stock rights, or any other profit participation rights with respect to




any of the Company’s capital stock or other equity ownership interest, or any rights or options fo
acquire any such rights.

“Person” shall mean any individual, corporation, limited liability company, partnership,
Joint venture, association, joint-stock company, trust, estate, unincorporated organization or
government or any agency or political subdivision thereof, or any other entity whatsoever.

“Irading Day” shall mean, with respect to any class of Common Stock or any other
security of the Company or any other issuer a day (i) on which the securities exchange or other
trading platform applicable for purposes of determining the Market Price of a share or unit of
such class of Common Stock or other security shall be open for business or (ii) for which
quotations from such securities exchange or other trading platform of the character specified for
purposes of determming such Market Price shall be reported.

“Valuation Procedure” shall mean a determination made in good faith by the Board of
Directors of the Company (the “Board™) that is set forth in resolutions of the Board that are
certified by the Secretary of the Company, which certified resolutions (i) set forth the basis of the
Board’s determination, which, in the case of a valuation in excess of $100 million, shall include
the Board’s reliance on the valuation of a nationally recognized investment banking or appraisal
firm, and (ii) are delivered to the Holder within ten (10) Business Days following such
determination. A Valuation Procedure with respect to the value of any capital stock shall be
based on the price that would be paid for all of the capital stock of the issuer in an arm’s-length
transaction between a willing buyer and a willing seller (neither acting under compulsion).

2. Exercise of Warrant: Number of Shares.

2.1 Exercise. This Warrant may be exercised in whole or in part at any time
during the Exercise Period, by delivery of the following to the Company at its address set forth
above (or at such other address as it may designate by notice in writing to the Holder):

(a) an executed Notice of Exercise in the form attached hereto;

(b) payment of the Exercise Price (i) in cash or by check, (ii) by
cancellation of indebtedness or (iii) pursuant to Section 2.2 hereof; and

(c) this Warrant.

This Warrant will be exercisable for a number of shares of Common Stock that, together
with the shares of Common Stock previously issued pursuant to this Warrant, is equal to 79.9%
of the total number of shares of Common Stock outstanding on a Fully Diluted basis on the date
of exercise. Whenever the Holder exercises this Warrant in whole or in part, it may assign its
right to receive the Exercise Shares issuable upon such exercise to any other Person.

As soon as practicable (and in any event within five Business Days) after this Warrant
shall have been exercised, a certificate or certificates for the Exercise Shares so purchased,
registered in the name of the Holder or such other Person as may be designated by the Holder (to
the extent such transfer is not validly restricted and upon payment of any transfer taxes that are



required to be paid by the Holder in connection with any such transfer), shall be issued and
delivered by the Company to the Holder or such other Person .

The Person in whose name any certificate or certificates for the Exercise Shares are to be
issued upon exercise of this Warrant shall be deemed to have become the holder of record of
such shares on the date on which this Warrant was surrendered and payment of the Exercise
Price was made, irrespective of the date of delivery of such certificate or certificates, except that,
if the date of such surrender and payment is a date when the stock transfer books of the Company
are closed, such Person shall be deemed to have become the holder of such shares at the close of
business on the next succeeding date on which the stock transfer books are open (whether before
or after the end of the Exercise Period).

2.2 Net Exercise. Notwithstanding any provision herein to the contrary, if the
Market Price of one share of the Common Stock is greater than the Exercise Price (at the date of
calculation as set forth below), in lieu of exercising this Warrant by payment of cash, check or
cancellation of indebtedness, the Holder may elect (the “Conversion Right™) to receive shares
equal to the value (as determined below) of this Warrant (or the portion thereof being canceled)
by surrender of this Warrant at the principal office of the Company together with the properly
endorsed Notice of Exercise in which event the Company shall issue to the Holder a number of
shares of Common Stock computed using the following formula:

X =Y (A-B)
A

Where X = the number of shares of Common Stock to be issued

Y = the number of shares of Common Stock purchasable under this Warrant or, if only a
portion of this Warrant is being exercised, the portion of this Warrant being exercised (at the date
of such calculation)

A = the Market Price of one share of the Common Stock (at the date of such calculation)

B = Exercise Price (as adjusted pursuant to the terms herein to the date of such
calculation)

The Company shall pay all reasonable administrative costs incurred by the Holder in
connection with the exercise of the Conversion Right by the Holder pursuant to this Section 2.2.

3, Covenants and Representations of the Company

31 Covenants as to Exercise Shares.

(a) The Company covenants and agrees that all Exercise Shares that
may be issued upon the exercise of this Warrant will, upon issuance, be validly authorized,
issued and outstanding, fully paid and nonassessable, free of preemptive rights and free from all
taxes, liens and charges with respect to the issuance thereof. If the Common Stock or the class of
securities of any other Exercise Shares is then listed or quoted on a national securities exchange
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or a regional securities exchange, all such Exercise Shares shall, upon issuance, also be so listed
or quoted. The Company further covenants and agrees that the Company will at all times during
the Exercise Period, have authorized and reserved solely for purposes of the exercise of this
Warrant, free from preemptive rights, a sufficient number of shares of its Common Stock or the
class of securities of any other Exercise Shares to provide for the exercise in full of this Warrant
(without taking into account any possible exercise pursuant to Section 2.2 hereof). If at any time
during the Exercise Period the number of authorized but unissued shares of Common Stock or
the class of securities of any other Exercise Shares shall not be sufficient to permit exercise in
full of this Warrant (without taking into account any possible exercise pursuant to Section 2.2
hereof), the Company will take such corporate action as shall be necessary to increase its
authorized but unissued shares of Common Stock or the class of securities of any other Exercise
Shares to such number of shares as shall be sufficient for such purposes.

(b) If at any time the Exercise Shares shall include any shares or other
securities other than shares of Common Stock, or any other property or assets, the terms of this
Warrant shall be modified or supplemented (and in the absence of express written documentation
thereof, shall be deemed to be so modified or supplemented), and the Company shall take all
actions as may be necessary to preserve, in a manner and on terms as nearly equivalent as
practicable to the provisions of this Warrant as they apply to the Common Stock, the rights of the
Holder hereunder, including any equitable replacements of the term “Common Stock™ with the
term “Exercise Shares” and adjustments of any formula included herein.

(c) The Company’s filings under the Securities Exchange Act of 1934,
as amended (the “Exchange Act”), will comply in all material respects as to form with the
Exchange Act and the rules and regulations thereunder.

(d)  Without prior written consent of the Holder, the Company shall not
permit any Significant Subsidiary (as defined by Rule 1-02(w) of Regulation S-X under the
Securities Act or any successor rule) to (1) issue or grant any capital stock or equity ownership
interest, including any Participating Security; (ii) any rights, options, warrants or convertible
security that 1s exercisable for or convertible into any capital stock or other equity ownership
mterest, including any Participating Security; or (iii) any stock appreciation rights, phantom
stock rights, or any other profit participation rights, or any rights or options to acquire any such
rights, in each case of clauses (1), (ii) and (iit) above, to any Person other than the Company or its
wholly owned subsidiaries.

(e) The Company shall not take any action that will result in an
increase in the par value of the Common Stock.

3.2 Nolmpairment. Except and to the extent as waived or consented to in
writing by the Holder, the Company will not, by amendment of its charter, bylaws or other
governing documents or through any reorganization, transfer of assets, consolidation, merger,
dissolution, issue or sale of securities or any other action, avoid or seek to avoid the observance
or performance of any of the terms to be observed or performed hereunder by the Company, but
will at all times in good faith assist in the carrying out of all the provisions of this Warrant and in
the taking of all such action as may be necessary or appropriate in order to protect the exercise
rights of the Holder against impairment or dilution consistent with the intent and principles




expressed herein. If any event or occurrence shall occur (including without limitation, stock
dividends and stock splits) as to which the failure to make any adjustment to the Exercise Price
and/or the number of shares or other assets or property subject to thi§ Warrant would adversely
affect the purchase rights or value represented by this Warrant, including any issuance of
Common Stock or Participating Securities, then, in each such case, the Company shall determine
the adjustment, if any, on a basis consistent with the essential intent and principles herein,
necessary to preserve, without dilution, the purchase rights represented by this Warrant. If such
determination involves or is based on a determination of the Fair Market Value of any securities
or other assets or property, such determination shall be made in accordance with the Valuation
Procedure. Without limiting the foregoing, in the event of any dividend or distribution by the
Company of assets or property (including shares of any other Person) on or with respect to the
Common Stock, or any exchange of the shares of Common Stock into any other assets, property
or securities, this Warrant will be equitably adjusted to permit the Holder to receive upon

exercise the assets, property or securities that would have been received if the Warrant had been
exercised immediately prior to such dividend, distribution or exchange.

3.3 Notice of Record Date. In the event (i) the Company takes a record of the
holders of any class of securities for the purpose of determining the holders thereof who are
entitled to receive any dividend or other distribution, (i) the Company authorizes the granting to
the holders of Common Stock (or holders of the class of securities of any other Exercise Shares)
of rights to subscribe to or purchase any shares of capital stock of any class or securities
convertible into any shares of capital stock or of any other right, (ii1) the Company authorizes
any reclassification of, or any recapitalization involving, any class of Common Stock or any
consohidation or merger to which the Company is a party and for which approval of the
stockholders of the Company is required, or of the sale or transfer of all or substantially all of the
assets of the Company, (iv) the Company authorizes or consents to or otherwise commences the
voluntary or involuntary dissolution, liquidation or winding up of the Company or (v) the
Company authorizes or takes any other action that would trigger an adjustment in the Exercise
Price or the number or amount of shares of Common Stock or other Exercise Shares subject to
this Warrant, the Company shall mail to the Holder, at least ten (10) days prior to the earlier of
the record date for any such action or stockholder vote and the date of such action, a notice
specifying (a) which action 1s to be taken and the date on which any such record is to be taken
for the purpose of any such action, (b) the date that any such action is to take place and (c) the
amount and character of any stock, other securities or property and amounts, or rights or options
with respect thereto, proposed to be issued, granted or delivered to each holder of Common
Stock (or holders of the class of securities of any other Exercise Shares).

4. Fractional Shares. No fractional shares shall be issued upon the exercise of this
Warrant. All Exercise Shares (including fractions) issuable upon exercise of this Warrant may
be aggregated for purposes of determining whether the exercise would result in the issuance of
any fractional share. If, after aggregation, the exercise would result in the issuance of a
fractional share, the Company shall, in lieu of issuance of any fractional share, pay the Holder
otherwise entitled to such fraction a sum in cash equal to the product resulting from multiplying
such fractional amount by the Fair Market Value of one share of Common Stock.




3. Listing Rights. The Company shall use its best efforts, upon the request of the
Holder, to cause the Exercise Shares to be listed or quoted on a national securities exchange or a
regional securities exchange.

6. No Stockholder Rights or Liabilities. Without limiting the consent rights of the
Holder contained in Section 3, this Warrant in and of itself shall not entitle the Holder to any
voting rights or other rights as a stockholder of the Company. No provision of this Warrant, in
the absence of affirmative action by the Holder to exercise this Warrant in exchange for shares of
Common Stock, and no mere enumeration herein of the rights or privileges of the Holder, shall
give rise fo any liability of the Holder for the Exercise Price or as a stockholder of the Company,
whether such liability is asserted by the Corapany or by creditors of the Company.

7. Transfer of Warrant. This Warrant is not transferable; provided, however, that the

Holder may assign its rights to receive shares upon exercise of this Warrant pursuant to Section
2.1.

8. Payment of Taxes on Stock Certificate Issues Upon Exercise. The initial issuance
of certificates of Common Stock upon any exercise of this Warrant shall be made without charge
to the exercising Holder for any transfer, stamp or similar tax or for any other governmental
charges that may be imposed in respect of the issuance of such stock certificates, and such stock
certificates shall be issued in the respective names of, or in such names as may be directed by,
the Holder; provided, however, that the Company shall not be required to pay any tax or such
other charges that may be payable in respect of any transfer involved in the issuance and delivery
of any such stock certificate, any new warrants or other securities in a name other than that of the
Holder upon exercise of this Warrant (other than to an Affiliate), and the Company shall not be
required to issue or deliver such certificates or other securities unless and until the Person or
Persons requesting the issuance thereof shall have paid to the Company the amount of such tax
or shall have established to the satisfaction of the Company that such tax has been paid or is not
payable.

9, Lost, Stolen, Mutilated or Destroyed Warrant. If this Warrant is lost, stolen,
mutilated or destroyed, the Company may, on such terms as to indemnity or otherwise as it may
reasonably impose (which shall, in the case of a mutilated Warrant, include the surrender
thereof), 1ssue a new Warrant of like denomination and tenor as this Warrant so lost, stolen,
mutilated or destroyed. Any such new Warrant shall constitute an original contractual obligation
of the Company, whether or not the allegedly lost, stolen, mutilated or destroyed Warrant shall
be at any time enforceable by anyone.

10.  Closing of Books. The Company will at no time close its transfer books against
the transfer of any shares of Common Stock issued or issuable upon the exercise or conversion of

any Warrant in any manner which interferes with the timely exercise or conversion of this
Warrant.




11.  Notices, Etc. All notices required or permitted hereunder shall be in writing and
shall be deemed effectively given: (a) upon personal delivery to the party to be notified,
(b) when sent by confirmed telex or facsimile if sent during normal business hours of the
recipient or if not, then on the next Business Day, (¢) five (5) days after having been sent by
registered or certified mail, return receipt requested, postage prepaid, or (d) one (1) Business Day
after deposit with a nationally recognized overnight courier, specifying next Business Day
delivery, with written verification of receipt. All notices and other communications shall be sent
to the Company at the address listed on the signature page and to Holder at the address set forth
below or at such other address as the Company or Holder may designate by ten (10) days
advance written notice to the other parties hereto:

United States Department of the Treasury
1500 Pennsylvania Avenue, NW
Washington, DC 20220

Attn: Under Secretary for Domestic Finance

with a copy to:

United States Department of the Treasury
1500 Pennsylvama Avenue, NW
Washington, DC 20220

Attn: General Counsel

12. Acceptance. Receipt of this Warrant by the Holder shall constitute acceptance of
and agreement to all of the terms and conditions contained herein.

13. Binding Effect on Successors. This Warrant shall be binding upon any Person
succeeding the Company by merger, consolidation or acquisition of all or substantially all of the
Company’s assets, and all of the obligations of the Company relating to the Common Stock
issuable upon the exercise or conversion of this Warrant shall survive the exercise, conversion
and termination of this Warrant and all of the covenants and agreements of the Company shall
mure to the benefit of the successors and assigns of the Holder.

14, Governing Law. This Warrant and all rights, obligations and liabilities hereunder
shall be governed and construed in accordance with Federal law, if and to the extent such Federal
law is applicable, and otherwise in accordance with the law of the State of New York.




IN WITNESS WHEREOQF, the Company has caused this Warrant to be executed by its
duly autherized officer as of September 7, 2008.

FEDERAL NATIONAL MORTGAGE ASSOCIATION,
by

The Federal Housing Finance Agency, its Conservator

James B. Lockhart 111
Director

Address: 3900 Wisconsin Avenue, NW
Washington, DC 20016

Signature Page to Warrant



NOTICE OF EXERCISE

TO: FEDERAL NATIONAL MORTGAGE ASSOCIATION

(1) [ ] The undersigned hereby elects to purchase shares of the
Common Stock of Federal National Mortgage Association (the “Company”) pursuant to the
terms of the attached Warrant, and tenders herewith or is delivering by wire transfer to account
number at {bank) payment of the exercise price in full.

[] The undersigned hereby elects to purchase shares of the Common
Stock of the Company pursuant to the terms of the net exercise provisions set forth in Section 2.2
of the attached Warrant.

(2) Please issue a certificate or certificates representing said shares of Common Stock
in the name of the undersigned or in such other name as is specified below:

(Name)

(Address)

(Date) {Signature)

(Print name)



EXECUTION VERSION

SENIOR PREFERRED STOCK PURCHASE AGREEMENT

SENIOR PREFERRED STOCK PURCHASE AGREEMENT (this “Agreement”)
dated as of September 7, 2008, between the UNITED STATES DEPARTMENT OF THE
TREASURY (“Purchaser”) and FEDERAL HOME LOAN MORTGAGE CORPORATION
(“Seller™), acting through the Federal Housing Finance Agency (the “Agency”) as its duly ap-
pointed conservator {the Agency in such capacity, “Conservator’”). Reference is made to Article
1 below for the meaning of capitalized terms used herein without definition.

Background

A. The Agency has been duly appointed as Conservator for Seller pursuant to
Section 1367(a) of the Federal Housing Enterprises Financial Safety and Soundness Act of 1992
{as amended, the “FHE Act”). Conservator has determined that entry into this Agreement 1s (i}
necessary to put Seller in a sound and solvent condition; (ii) appropriate to carry on the business
of Selier and preserve and conserve the assets and property of Seller; and (1ii) otherwise consis-
tent with its powers, authorities and responsibilities.

B. Purchaser is authorized to purchase obligations and other securities issued by’
Seller pursuant to Section 206(1) of the Federal Home Loan Mortgage Corporation Act, as
amended (the “Charter Act™). The Secretary of the Treasury has determined, after {aking into
consideration the matters set forth in Section 306(D)(1XC) of the Charter Act, that the purchases
contemplated herein are necessary to (i) provide stability to the financial markets; (ii) prevent
disruptions in the availability of mortgage finance; and (1ii) protect the taxpayer.

THEREFORE, the parties hereto agree as follows:
Terms and Conditions

1. DEFINITIONS

As used in this Agreement, the following terms shall have the meanings set forth
below:

“Affiliate” means, when used with respect to a specified Person (i) any direct or indirect holder
or group (as defined in Sections 13(d) and 14(d) of the Exchange Act) of holders of 10.0% or
more of any class of ¢apital stock of such Person and (ii) any current or former director or officer
of such Person, or any other current or former employee of such Person that currently exercises
or formerly exercised a material degree of Control over such Person, including without limitation
each current or former Named Executive Officer of such Person.

“Available Amount” means, as of any date of determination, the lesser of (a) the Deficiency
Amount as of such date and (b) the Maximum Amount as of such date.

“Business Day” means any day other than a Saturday, Sunday or other day on which commercial
banks are authorized to close under United States federal law and the law of the State of New
York.



“Capital Lease Obligations” of any Person shall mean the obligations of such Person to pay rent
or other amounts under any lease of {or other similar arrangement conveying the right to use)
real or personal property, or a combination thereof, which obligations are required to be classi-
fied and accounted for as capital leases on a balance sheet of such Person under GAAP and, for
purposes hereof, the amount of such obligations at any time shall be the capitalized amount
thereof at such time determined in accordance with GAAP.

“Control” shall mean the possession, directly or indirectly, of the power to direct or cause the
direction of the management or policies of a Person, whether through the ownership of voting
securities, by contract or otherwise.

“Deficiency Amount’ means, as of any date of determination, the amount, if any, by which (a)
the total liabilities of Seller exceed (b) the total assets of Seller (such assets excluding the Com-
mitment and any unfunded amounts thereof), in each case as reflected on the balance sheet of
Seller as of the applicable date set forth in this Agreement, prepared in accordance with GAAP;

provided, however, that:

(i) for the avoidance of doubt, in measuring the Deficiency Amount liabilities shall ex-
clude any obligation in respect of any capital stock of Seller, including the Senior Pre-
ferred Stock conternplated herein;

(ii) in the event that Seller becomes subject to receivership or other liquidation process
or proceeding, “Deficiency Amount” shall mean, as of any date of determination, the
amount, if any, by which (a) the total allowed claims against the receivership or other ap-
plicable estate (excluding any liabilities of or transferred to any LLRE (as defined in Sec-
tion 5.4(a)) created by a receiver) exceed (b) the total assets of such receivership or other
estate {excluding the Commitment, any unfunded amounts thereof and any assets of or
transferred to any LLRE, but including the value of the receiver’s interest in any LLRE);

(i) to the extent Conservator or a receiver of Seller, or any statute, rule, regulation or
court of competent jurisdiction, specifies or determines that a liability of Seller (including
without limitation a claim against Seller arising from rescission of a purchase or sale of a
security issued by Seller (or guaranteed by Seller or with tespect to which Seller is oth-
erwise liable) or for damages arising from the purchase, sale or retention of such a secu-
rity) shall be subordinated (other than pursuant to a contract providing for such subordi-
nation) to all other Habilities of Seller or shall be treated on par with any class of equity
of Seller, then such Hability shall be excluded in the calculation of Deficiency Amount;

and

{iv) the Deficiency Amount may be increased above the otherwise applicable amount by
the mutual written agreement of Purchaser and Seller, each acting in its sole discretion.

“Designated Representative” means Conservator or (a) if Conservator has been superseded by a
receiver pursuant to Section 1367(a) of the FHE Act, such receiver, or (b) if Seller is not in con-



servatorship or receivership pursuant to Section 1367(a) of the FHE Act, Seller’s chief financial
officer.

“Director” shall mean the Director of the Agency.

“Effective Date” means the date on which this Agreement shall have been executed and delivered
by both of the parties hereto.

“Equity Interests” of any Person shall mean any and all shares, interests, rights to purchase or
otherwise acquire, warrants, options, participations or other equivalents of or interests in (how-
ever designated) equity, ownership or profits of such Person, including any preferred stock, any
limited or general partnership interest and any limited liability company membership interest,
and any securities or other rights or interests convertible into or exchangeable for any of the
foregoing.

“Exchange Act” means the Securities Exchange Act of 1934, as amended, and the rules and regu-
lations of the SEC promulgated thereunder.

“GAAP” means generally accepted accounting principles in effect in the United States as set
forth in the opinions and pronouncements of the Accounting Principles Board and the American
Institute of Certified Public Accountants and statements and pmnouncements of the Financiaj
Accounting Standards Board from time to time.

“Indebtedness” of any Person means, for purposes of Section 3.5 only, without duplication, (a)
afl obligations of such Person for money borrowed by such Person, (b) all obligations of such
Person evidenced by bonds, debentures, notes or similar instruments, (c) all obligations of such
Person under conditional sale or other title retention agreements relating to property or assets
purchased by such Person, (d) all obligations of such Person issued or assumed as the deferred
purchase price of property or services, other than trade accounts payable, (e) all Capital Lease
Obligations of such Person, (f} obligations, whether contingent or liquidated, in respect of letters
of credit (including standby and commercial), bankers’ acceptances and similar instruments and
{g) any obligation of such Person, contingent or otherwise, guaranteeing or having the economic
effect of guaranteeing any Indebtedness of the types set forth in clauses (a) through (f) payable
by another Person other than Mortgage Guarantee Obligations.

“Liquidation End Date” means the date of completion of the liquidation of Seller’s assets.

“Maximum Amount” means, as of any date of determination, $100,000,000,000 (one hundred
billion dollars), less the aggregate amount of funding under the Commitmnent prior to such date.

“Mortgage Assets” of any Person means assets of such Person consisting of mortgages, mortgage
loans, mortgage-related securities, participation certificates, mortgage-backed commercial paper,
obligations of rea] estate mortgage investment conduits and similar assets, in each case to the ex-
tent such assets would appear on the balance sheet of such Person in accordance with GAAP as
in effect as of the date hereof (and, for the avoidance of doubt, without giving effect to any



change that may be made hereafter in respect of Statement of Financial Accounting Standards
No. 140 or any similar accounting standard).

“Mortgage Guarantee Obligations” means guarantees, standby commitments, credit enhance-
ments and other similar obligations of Seller, in each case in respect of Mortgage Assets.

“Named Executive Officer” has the meaning given to such term in Item 402(a)(3) of Regulation
S-K under the Exchange Act, as in effect on the date hereof.

“Person” shall mean any individual, corporation, limited liability company, partnership, joint
venture, association, joint-stock company, trust, estate, unincorporated organization or govern-
ment or any agency or political subdivision thereof, or any other entity whatsoever.

“SEC” means the Securities and Exchange Commission.

“Senior Preferred Stock” means the Variable Liquidation Preference Senior Preferred Stock of
Seller, substantially in the form of Exhibit A hereto.

“Warrant” means a warrant for the purchase of common stock of Seller representing 79.9% of
the common stock of Seller on a fully-diluted basis, substantially in the form of Exhibit B hereto.

2. COMMITMENT

2.1. Commitment. Purchaser hereby commits to provide to Seller, on the terms and condi-
tions set forth herein, immediately available funds in an amount up to but not in excess of the
Available Amount, as determined from time to time (the “Commitment”); provided, that in no
event shall the aggregate amount funded under the Commitment exceed $100,000,000,000 {one
hundred billion dollars). The liquidation preference of the Senior Preferred Stock shall increase
in connection with draws on the Commitment, as set forth in Section 3.3 below.

2.2. Quarterly Draws on Commitment. Within fifteen (15) Business Days following the de-
termination of the Deficiency Amount, if any, as of the end of each fiscal quarter of Seller which
ends on or before the Liquidation End Date, the Designated Representative may, on behalf of
Seller, request that Purchaser provide immediately available funds to Seller in an amount up to
but not in excess of the Available Amount as of the end of such quarter, Any such request shatl
be valid only if it is in writing, is timely made, specifies the account of Seller to which such
funds are to be transferred, and contains a certification of the Designated Representative that the
requested amount does not exceed the Available Amount as of the end of the applicable quarter.
Purchaser shall provide such funds within sixty (60) days of its receipt of such request or, fol-
lowing any determination by the Director that the Director will be mandated by law to appoint a
receiver for Seller if such funds are not received sooner, such shorter period as may be necessary
to avoid such mandatory appointment of a receiver if reasonably practicable taking into consid-
eration Purchaser’s access to funds. '

2.3, decelerated Draws on Commitment. Immediately following any determination by the
Director that the Director will be mandated by law to appoint a receiver for Seller prior to the
Liquidation End Date unless Seller’s capital is increased by an amount (the “Special Amount™)
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up to but not in excess of the then current Available Amount (computed based on a balance sheet
of Seller prepared in accordance with GAAP that differs from the most recent balance sheet of
Seller delivered in accordance with Section 5.9(a) or (b)) on a date that is prior to the date that
funds will be available to Seller pursuant to Section 2.2, Conservator may, on behalf of Seller,
request that Purchaser provide to Seller the Special Amount in immediately available funds.
Any such request shall be valid only if it is in writing, is timely made, specifies the account of
Seller to which such funds are to be transferred, and contains certifications of Conservator that
(i) the requested amount does not exceed the Available Amount (including computations in rea-
sonable detail and satisfactory to Purchaser of the then existing Deficiency Amount) and (ii) the
requested amount is required to avoid the imminent mandatory appointment of a receiver for
Seller. Purchaser shall provide such funds within thirty (30) days of its receipt of such request
or, if reasonably practicable taking into consideration Purchaser’s access to funds, any shorter
period as may be necessary to avoid mandatory appointment of a receiver.

2.4. Final Draw on Commitment. Within fifteen (15) Business Days following the determi-
nation of the Deficiency Amount, if any, as of the Liquidation End Date {computed based on a
balance sheet of Seller-as of the Liquidation End Date prepared in accordance with GAAP), the
Designated Representative may, on behalf of Seller, request that Purchaser provide immediately
available funds to Seller in an amount up to but not in excess of the Available Amount as of the
Liquidation End Date. Any such request shall be valid only if it is in writing, is timely made,
specifies the account of Seller to which such funds are to be transferred, and contains a certifica-
tion of the Designated Representative that the requested amount does not exceed the Available
Amount (including computations in reasonable detail and satisfactory to Purchaser of the Defi-
ciency Amount as of the Liquidation End Date). Purchaser shall provide such funds within sixty
{(60) days of its receipt of such request.

2.5. Termination of Purchaser's Obligations. Subject to earlier termination pursuant to Sec-
tion 6.7, all of Purchaser’s obligations under and in respect of the Commitment shall terminate
upon the earliest of: (a) if the Liquidation End Date shall have occurred, (i) the payment in full
of Purchaser’s obligations with respect to any valid request for funds pursuant to Section 2.4 or
(i1) if there is no Deficiency Amount on the Liquidation End Date or if no such request pursuant
to Section 2.4 has been made, the close of business on the 15th Business Day following the de-
termination of the Deficiency Amount, if any, as of the Liquidation End Date; (b) the payment in
full of, defeasance of or other reasonable provision for all liabilities of Seller, whether or not
contingent, including payment of any amounts that may become payable on, or expiry of or other
provision for, all Mortgage Guarantee Obligations and provision for unmatured debts; and (c) the
funding by Purchaser under the Commitment of an aggregate of $100,000,000,000 (one hundred
billion dollars). For the avoidance of doubt, the Commitment shall not be terminable by Pur-
chaser solely by reason of (i) the conservatorship, receivership or other insolvency proceeding of
Seller or {ii) the Seller’s financial condition or any adverse change in Seller’s financial condition,

3. PURCHASE OF SENIOR PREFERRED STOCK AND WARRANT; FEES

3.1. Initial Commitment Fee. In consideration of the Commitment, and for no additional
consideration, on the Effective Date (or as soon thereafler as is practicable) Seller shall sell and
issue to Purchaser, and Purchaser shall purchase from Seller, (a) one million (1,000,000) shares
of Senior Preferred Stock, with an initial liquidation preference equal to $1,000 per share



($1,000,000,000 (one billion dollars) liquidation preference in the aggregate), and (b) the War-
rant.

3.2. Periodic Commitment Fee. (a) Commencing March 31, 2010, Seller shall pay to Pur-
chaser quarterly, on the last day of March, June, September and December of each calendar year
{each a “Periodic Fee Date™), a periodic commitment fee (the “Periodic Commitment Fee™). The
Periodic Commitment Fee shall accrue from January 1, 2010.

(b} The Periodic Commitment Fee is intended to fully compensate Purchaser for the sup-
port provided by the ongoing Commitment following December 31, 2009. The amount of the
Periodic Commitment Fee shall be set not later than December 31, 2009 with respect to the ensu-
ing five-year period, shall be reset every five years thereafter and shall be determined with refer-
ence to the market value of the Commitment as then in effect. The amount of the Periodic
Commitment Fee shall be mutually agreed by Purchaser and Seller, subject to their reasonable
discretion and in consultation with the Chairman of the Federal Reserve; provided, that Pur-
chaser may waive the Periodic Commitment Fee for up to one year at a time, in its sole discre-
tion, based on adverse conditions in the United States mortgage market.

{c) At the election of Seller; the Periodic Commitment Fee may be paid in cash or by
adding the amount thereof ratably to the liquidation preference of each outstanding share of Sen-
ior Preferred Stock so that the aggregate liquidation preference of all such outstanding shares of
Senior Preferred Stock is increased by an amount equal to the Periodic Commitment Fee. Seller
shall deliver notice of such election not later than three (3) Business Days prior to each Periodic
Fee Date. If the Periodic Commitment Fee is not paid in cash by 12:00 pm (New York time) on

' the appticable Periodic Fee Date (irrespective of Seller’s election pursuant to this subsection),
Seller shall be deemed to have elected to pay the Periodic Commitment Fee by adding the
amount thereof to the liquidation preference of the Senior Preferred Stock, and the aggregate lig-
uidation preference of the outstanding shares of Senior Preferred Stock shall thereupon be auto-
matically increased, in the manner contemplated by the first sentence of this section, by an ag-
gregate amount equal to the Periodic Commitment Fee then due.

3.3, Increases of Senior Preferred Stock Liguidation Preference as a Result of Funding un-
der the Commirment. The aggregate liquidation preference of the outstanding shares of Senior
Preferred Stock shall be automatically increased by an amount equal to the amount of each draw
on the Commitment pursuant to Article 2 that is funded by Purchaser to Seller, such increase to
occur simultaneously with such funding and ratably with respect to each share of Senior Pre-
ferred Stock.

3.4. Notation of Increase in Liquidation Preference. Selier shall duly mark its records to re-
flect each increase in the liquidation preference of the Senior Preferred Stock contemplated
herein (but, for the avoidance of doubt, such increase shall be effective regardless of whether
Seller has properiy marked its records).



4. REPRESENTATIONS

Seller represents and warrants as of the Effective Date, and shall be deemed to have rep-
resented and warranted as of the date of each request for and funding of an advance under the
Commitment pursuant to Article 2, as follows: :

4.1. Organization and Good Standing. Seller is a corporation, chartered by the Congress of
the United States, duly organized, validly existing and in good standing under the laws of the
United States and has all corporate power and authority to carry on its business as now con-
ducted and as proposed to be conducted.

4.2. Organizational Documents. Seller has made available to Purchaser a complete and cor-
rect copy of its charter and bylaws, each as amended to date (the “Organizational Documents™).
The Organizational Documents are in full force and effect. Seller is not in violation of any pro-
vision of its Qrganizational Documents.

4.3. Authorization and Enforceability. All corporate or other action on the part of Seller or
Conservator necessary for the authorization, execution, delivery and performance of this Agree-
ment by Seller and for the authorization, issuance and delivery of the Senior Preferred Stock and
the Warrant being purchased under this Agreement, has been taken. This Agreement has been
duly and validly executed and delivered by Seller and (assuming due authorization, execution
and delivery by the Purchaser) shall constitute the valid and legally binding obligation of Seller,
enforceable against Seller in accordance with its terms, except to the extent the enforceability
thereof may be limited by bankruptcy laws, insolvency laws, reorganization laws, moratorium
laws or other laws of general applicability affecting creditors’ rights generally or by general eq-
uitable principles (regardless of whether enforcement is sought in a proceeding in equity or at
law). The Agency is acting as conservator for Seller under Section 1367 of the FHE Act. The
Board of Directors of Seller, by valid action at a duly called meeting of the Board of Directors on
September 6, 2008, consented to the appointment of the Agency as conservator for purposes of
Section 1367(a)(3)(]) of the FHE Act, and the Director of the Agency has appointed the Agency
as Conservator for Seller pursuant to Section 1367(a)(1) of the FHE Act, and each such action
has not been rescinded, revoked or modified in any respect.

4.4, Valid Issuance. When issued in accordance with the terms of this Agreement, the Senior
Preferred Stock and the Warrant will be duly authorized, validly issued, fully paid and non-
assessable, fres and clear of all liens and preemptive rights. The shares of common stock to
which the holder of the Warrant is entitled have been duly and validly reserved for issuance.
When issued and delivered in accordance with the terms of this Agreement and the Warrant,
such shares will be duly authorized, validly issued, fully paid and nonassessable, free and clear
of all liens and preemptive rights.

4.5, Non-Contravention.

(a) The execution, delivery or performance by Seller of this Agreement and the con-
summation by Seller of the transactions contemplated hereby do not and will not (i) conflict with



or violate any provision of the Organizational Documents of Seller; (ii) conflict with or violate
any law, decree or regulation applicable to Seller or by which any property or asset of Seller is
bound or affected, or (iii) result in any breach of, or constitute a default (with or without notice
or lapse of time, or both) under, or give to others any right of termination, amendment, accelera-
tion or cancellation of, or result in the creation of a lien upon any of the properties or assets of
Seller, pursuant to any note, bond, mortgage, indentyre or credit agreement, or any other con-
tract, agreement, lease, license, permit, franchise or other instrument or obligation to which
Seller is a party or by which Seller is bound or affected, other than, in the case of clause {iil), any
such breach, default, termination, amendment, acceleration, cancellation or lien that would not
have and would not reasonably be expected to have, individually or in the aggregate, a matenial
adverse effect on the business, property, operations or condition of the Seller, the authority of the
Conservator or the validity or enforceability of this Agreement (a *"Material Adverse Effect™).

{b) The execution and delivery of this Agreement by Seller does not, and the consumma-
tion by Seller of the transactions contemplated by this Agreement will not, require any consent,
approval, authorization, waiver or permit of, or filing with or notification to, any governmental
authority or any other person, except for such as have already been obtained.

5." COVENANTS

From the Effective Date until such time as the Senior Preferred Stock shall have been re-
paid or redeemed in full in accordance with its terms: '

5.1. Restricted Payments. Seller shall not, and shall not permit any of its subsidiaries to, in
cach case without the prior written consent of Purchaser, declare or pay any dividend (preferred
or otherwise) or make any other distribution (by reduction of capital or otherwise), whether in
cash, property, securities or a combination thereof, with respect to any of Seller’s Equity Inter-
ests (other than with respect to the Senior Preferred Stock or the Warrant) or directly or indi-
rectly redeem, purchase, retire or otherwise acquire for value any of Seller’s Equity Interests
{other than the Senior Preferred Stock or the Warrant), or set aside any amount for any such pur-
pose.

5.2. Issuance of Capital Stock. Seller shall not, and shall not permit any of its subsidiaries to,
in each case without the prior written consent of Purchaser, sell or issue Equity Interests of Seller
or any of its subsidiaries of any kind or nature, in any amount, other than the sale and issuance of
the Senior Preferred Stock and Warrant on the Effective Date and the common stock subject to
the Warrant upon exercise thereof, and other than as required by (and pursuant to) the terms of
any binding agreement as in effect on the date hereof.

5.3. Conservatorship. Seller shall not {and Conservator, by its signature below, agrees that it
shall not), without the prior written consent of Purchaser, terminate, seek termination of or per-
mit to be terminated the conservatorship of Seiler pursuant to Section 1367 of the FHE Act, other
than in connection with a receivership pursuant to Section 1367 of the FHE Act.

5.4. Transfer of Assets. Seller shall not, and shali not permit any of its subsidiaries to, in
each case without the prior written consent of Purchaser, sell, transfer, lease or otherwise dispose



of (in one transaction or a series of related transactions) all or any portion of its assets (including
Equity Interests in other persons, including subsidiaries), whether now owned or hereafter ac-
quired (any such sale, transfer, lease or disposition, a “Disposition™), other than Dispositions for
fair market value:

(a) to a limited life regulated entity (“LLRE") pursuant to Section 1367(i) of the FHE
Act;

{(b) of assets and properties in the ordinary course of business, consistent with past prac-
tice;

(¢) in connection with a liquidation of Seller by a receiver appointed pursuant to Section
1367(a) of the FHE Act;

{(d) of cash or cash equivalents for cash or cash equivalents; or
{e) to the extent necessary o comply with the covenant set forth in Section 5.7 below.

5.5. Indebtedness. Seller shall not, and shall not permit any of its subsidiaries to, in each
case without the prior written consent of Purchaser, incur, assume or otherwise become liable for
(a) any Indebtedness if, after giving effect to the incurrence thereof, the aggregate Indebtedness
of Seller and its subsidiaries on a consolidated basis would exceed 110.0% of the aggregate In-
debtedness of Seller and its subsidiaries on a consolidated basis as of June 30, 2008 or (b) any
Indebtedness if such Indebtedness is subordinated by its terms to any other Indebtedness of
Seller or the applicable subsidiary. For purposes of this covenant the acquisition of a subsidiary
with Indebtedness will be deemed to be the incurrence of such Indebtedness at the time of such
acquisition.

5.6. Fundamental Changes. Seller shall not, and shall not permit any of its subsidiaries to, in
each case without the prior written consent of Purchaser, (i) merge into or consolidate or amal-
gamate with any other Person, or permit any other Person to merge into or consolidate or amal-
gamate with it, (i) effect a reorganization or recapitalization involving the common stock of
Seller, a reclassification of the common stock of Seller or similar corporate transaction or event
or (iil) purchase, lease or otherwise acquire (in one transaction or a series of transactions) all or
substantially all of the assets of any other Person ot any division, unit or business of any Person.

5.7. Mortgage Assets. Seller shall not own, as of any applicable date, Mortgage Assets in
excess of (i) on December 31, 2009, $850 billion, or (ii) on December 31 of each year thereafier,
90.0% of the aggregate amount of Mortgage Assets of Seller as of December 31 of the immedi-
ately preceding calendar vear, provided, that in no event shall Seller be required under this Sec-
tion 5.7 to own less than $250 billion in Mortgage Assets.

5.8. Transactions with Affiliates. Seller shall not, and shall not permit any of its subsidiaries
to, without the prior written consent of Purchaser, engage in any transaction of any kind or nature
with an Affiliate of Seller uniess such transaction is (i) pursuant to this Agreement, the Senior
Preferred Stock or the Warrant, (i1) upon terms no less favorable to Seller than would be ob-



tained in 2 comparable arm’s-length transaction with a Person that is not an Affiliate of Seller or
(ii1) a transaction undertaken in the ordinary course or pursuant to & contractual obligation or
customary employment arrangement in existence as of the date hereof.

3.9. Reporting. Seller shall provide to Purchaser:

{a) not later than the time period specified in the SEC’s rules and regulations with re-
spect to issuers as to which Section 13 and 15(d) of the Exchange Act apply, annual reports on
Form 10-K (or any successor or comparable form) containing the information required to be con-
tained therein (or required in such successor or comparable form);

(b) not later than the time period specified in the SEC’s rules and regulations with re-
spect to issuers as to which Section 13 and 15(d) of the Exchange Act apply, reports on Form 10-
Q (or any successor or comparable form} containing the information required to be contained
therein (or required in such successor or comparable form);

(c) promptly from time to time after the occurrence of an event required to be therein re-
ported {and in any event within the time period specified in the SEC’s rules and regulations), -
such other reports on Form 8-K (or any successor or comparable form),

(d) concurrently with any delivery of financial staterments under paragraphs (a) or (b)
above, a certificate of the Designated Representative, (i) certifying that Seller is (and since the
last such certificate has at all times been) in compliance with each of the covenants contained
herein and that no representation made by Seller herein or in any document delivered pursuant
hereto or in connection herewith was false or misleading in any material respect when made, or,
if the foregoing is not true, specifying the nature and extent of the breach of covenant and/or rep-
resentation and any corrective action taken or proposed to be taken with respect thereto, and
(ii) setting forth computations in reasonable detail and satisfactory to the Purchaser of the Defi-
ciency Amount, if any;

(e) promptly, from time to time, such other information regarding the operations, busi-
ness affairs, plans, projections and financial condition of Seller, or compliance with the terms of
this Agreement, as Purchaser may reasonably request; and

(f) as promptly as reasonably practicable, written notice of the following:

(i) the occurrence of the Liguidation End Date;

(i) the filing or commencement of, or any written threat or notice of intention of
any Person to file or commence, any action, suit or proceeding, whether at law or in eq-
uity or by or before any governmental authority or in arbitration, against Conservator,
Seller or any other Person which, if adversely determined, would reasonably be expected
to have a Material Adverse Effect;

(111} any other development that is not a matter of general public knowledge and
that has had, or would reasonably be expected to have, a Material Adverse Effect.
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5.10. Executive Compensation. Seller shall not, without the consent of the Director, in con-
sultation with the Secretary of the Treasury, enter into any new compensation arrangements with,
or increase amounts or benefits payable under existing compensation arrangements of, any
Named Executive Officer of Seller.

6. MISCELLANEOUS

6.1. No Third-Party Beneficiaries. Until the termination of the Commitment, at any time
during the existence and continuance of a payment default with respect to debt securities issued
by Seller and/or a default by Seller with respect to any Mortgage Guarantee Obligations, any
holder of such defaulted debt securities or beneficiary of such Mortgage Guarantee Obligations
{collectively, the “Holders™) may (a) deliver notice to the Seller and the Designated Representa-
tive requesting exercise of all rights available to them under this Agreement to draw on the
Commitment up to the lesser of the amount necessary to cure the outstanding payment defaults
and the Available Amount as of the last day of the immediately preceding fiscal quarter, and (b)
if Seller and the Designated Representative fail to act as requested within thirty (30) days of such
notice, or if Purchaser shall fail to perform its obligations in respect of any draw on the Com-
mitment and Seller and/or the Designated Representative shall not be diligently pursuing reme-
dies in respect of such failure, seek judicial relief requiring Seller to draw on the Commitment or
Purchaser to fund the Commitment, as applicable. The Holders shall have no other rights under
or in respect of this Agreement, and the Commitment shall not otherwise be enforceable by any
creditor of Seller or by any other Person other than the parties hereto, and no such creditor or
other Person is intended to be, or shall be, a third party beneficiary of any provision of this
Agreement. :

6.2. Non-Transferable; Successors. The Commitment is solely for the benefit of Seller and
shall not inure to the benefit of any other Person (other than the Holders to the extent set forth in
Section 6.1), including any entity to which the charter of Seller may be transferred, to any LLRE
or to any other successor to the assets, liabilities or operations of Seller. The Commitment may
not be assigned or otherwise transferred, in whole or in part, to any Person (including, for the
avoidance of doubt, any LLRE to which a receiver has assigned all or a portion of Seller’s assets)
without the prior written consent of Purchaser (which may be withheld in its sole discretion). In
no event shall any successor to Seller (including such an LLRE) be entitled to the benefit of the
Comaitment without the prior written consent of Purchaser. Seller and Conservator, for them-
selves and on behalf of their permitted successors, covenant and agree not to transfer or purport
to transfer the Commitment in contravention of the terms hereof, and any such attempted transfer
shall be null and void @b initio. It is the expectation of the parties that, in the event Seller were
placed into receivership and an LLRE formed to purchase certain of its assets and assume certain
of its liabilities, the Commitment would remain with Seller for the benefit of the holders of the
debt of Seller not assumed by the LLRE.

6.3. Amendments: Waivers. This Agreement may be waived or amended solely by a writing
executed by both of the parties hereto, and, with respect to amendments to or waivers of the pro-
visions of Sections 5.3, 6.2 and 6.11, the Conservator; provided, however, that no such waiver or
amendment shall decrease the aggregate Commitment or add conditions to funding the amounts
required to be funded by Purchaser under the Commitment if such waiver or amendment would,
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in the reasonable opinion of Seller, adversely affect in any material respect the holders of debt
securities of Seller and/or the beneficiaries of Mortgage Guarantee Obligations, in each case in
their capacities as such, after taking into account any alternative arrangements that may be im-
plemented concurrently with such waiver or amendment. Inno event shall any rights granted
hereunder prevent the parties hereto from waiving or amending in any manner whatsoever the
covenants of Seller hereunder.

6.4. Governing Law, Jurisdiction; Venue. This Agreement and the Warrant shal! be gov-
erned by, and construed in accordance with, the federal law of the United States of America if
and to the extent such federal law is applicable, and otherwise in accordance with the laws of the
State of New York. The Senior Preferred Stock shall be governed as set forth in the terms
thereof. The United States District Court for the District of Columbia shall have exclusive juris-
diction over all civil actions arising out of this Agreement, the Commitment, the Senior Pre-
ferred Stock and the Warrant, and venue for any such civil action shall lie exclusively in the
United States District Court for the District of Columbia.

0.5. Notices. Any notices delivered pursuant to or in connection with this Agreement shall
be delivered to the applicable parties at the addresses set forth below:

if to Seller:

Federal Home Loan Mortgage Corporation
c/o Federal Housing Finance Authority
1700 G Street, NW

4th Floor

Washington, DC 20552

Attention: General Counsel

If to Purchaser:

United States Department of the Treasury

1500 Pennsylvania Avenue, NW

Washington DC 20220

Attention: Under Secretary for Domestic Finance
with a copy to:

United States Department of the Treasury

1500 Pennsylvania Avenue, NW

Washington DC 20220

Attention: General Counsel

If to Conservator:

Federal Housing Finance Authority
1700 G Street, NW
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4th Floor
Washington, DC 20552
Attention: General Counsel

All notices and other communications provided for herein shall be in writing and shall be deliy-
ered by hand or overnight courier service, mailed by certified or registered mail. All notices
hereunder shall be effective upon receipt.

6.6. Disclaimer of Guarantee. This Agreement and the Commitment are not intended to and
shall not be deemed to constitute a guarantee by Purchaser or any other agency or instrumentality
of the United States of the payment or performance of any debt security or any other obligation,
indebtedness or liability of Seller of any kind or character whatsoever.

6.7. Effect of Order; Injunction; Decree. If any order, injunction or decree is issued by any
court of competent jurisdiction that vacates, modifies, amends, conditions, enjoins, stays or oth-
erwise affects the appointment of Conservator as conservator of Seller or otherwise curtails Con-
servator’s powers as such conservator (except in each case any order converting the conservator-
ship to a receivership under Section 1367(a) of the FHE Act), Purchaser may by written notice to
Conservator and Seller declare this Agreement null and void, whereupon all transfers hereunder
(including the issuance of the Senior Preferred Stock and the Warrant and any funding of the
Commitment) shall be rescinded and unwound and all obligations of the parties (other than to
effectuate such rescission and unwind) shall immediately and automatically terminate.

6.8. Business Day. To the extent that any deadline or date of performance of any right or ob-
ligation set forth herein shall fall on a day other than a Business Day, then such deadline or date
of performance shall automatically be extended to the next succeeding Business Day.

6.9. Entire Agreement, This Agreement, together with the Senior Preferred Stock and War-
rant, contains the entire agreement between the parties hereto with respect to the transactions
contemplated hereby and supersedes and cancels all prior agreements, including, but not limited
to, all proposals, term sheets, statements, letters of intent or representations, written or oral, with
respect thereto.

6.10. Remedies. In the event of a breach by Seller of any covenant or representation of Seller
set forth herein, Purchaser shall be entitled to specific performance (in the case of a breach of
covenant), damages and such other remedies as may be available at law or in equity; provided,
that Purchaser shall not have the right to terminate the Commitment solely as a result of any such
breach, and compliance with the covenants and the accuracy of the representations set forth in
this Agreement shall not be conditions to funding the Commitment.

6.11. Tax Reporting. Neither Seller nor Conservator shall take, or shall permit any of their
respective successors or assigns to take, a position for any tax, accounting or other purpose that
is inconsistent with Internal Revenue Service Notice 2008-76 {or the regulations to be issued
pursuant to such Notice) regarding the application of Section 382 of the Internal Revenue Code
of 1986, as amended, a copy of which Notice has been provided to Seller in connection with the
execution of this Agreement. :
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6.12. Non-Severability. Each of the provisions of this Agreement is integrated with and inte-
gral to the whole and shall not be severable from the remainder of the Agreement. In the event
that any provision of this Agreement, the Senior Preferred Stock or the Warrant is determined to
be illegal or unenforceable, then Purchaser may, in its sole discretion, by written notice to Con-
servator and Seller, declare this Agreement null and void, whereupon all transfers hereunder (in-
cluding the issuance of the Senior Preferred Stock and the Warrant and any funding of the Com-
mitment) shall be rescinded and unwound and all obligations of the parties (other than to effectu-
ate such rescission and unwind) shall immediately and automatically terminate.

[Signature Page Follows]
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FEDERAL HOME LOAN MORTGAGE
CORPORATION, by

Federal Housing Finance Agency,
its Conservator

!‘r

Director

UNITED STATES DEPARTMENT

OF THE ASURY

%; / "'/
~HenprM. Paulson, Ir. €

Secretary of the Treasury

Acknowledged and, solely as
to Sections 5.3, 6.2 and 6.11,
agreed;

FEDERAL HOUSING
FINANCE AGENCY,
as Conservator

Director

Signature Page to Senior Preferred Stock Purchase Agreement



EXECUTION VERSION

FREDDIE MAC

CERTIFICATE OF CREATION, DESIGNATION, POWERS,
PREFERENCES, RIGHTS, PRIVILEGES, QUALIFICATIONS,
LIMITATIONS, RESTRICTIONS, TERMS AND CONDITIONS

OF
VARIABLE LIQUIDATION PREFERENCE SENIOR PREFERRED STOCK
(PAR VALUE $1.00 PER SHARE)

The Federal Housing Finance Agency, as Conservator of the Federal Home Loan
Mortgage Corporation, a government-sponsored enterprise of the United States of America (the
“Company”), does hereby certify that, pursuant to authority vested in the Board of Directors of the
Company by Section 306(f) of the Federal Home Loan Mortgage Corporation Act, and pursuant to
the authority vested in the Conservator of the Company by Section 1367(b) of the Federal Housing
Enterprises Financial Safety and Soundness Act of 1992 (12 U.S.C. §4617), as amended, the
Conservator adopted Resolution FHLMC 2008-  on September 7, 2008, which resolution is
now, and at all times since such date has been, in full force and effect, and that the Conservator
approved the final terms of the issuance and sale of the preferred stock of the Company designated
above,

The Senior Preferred Stock shall have the following designation, powers, preferences,
rights, privileges, qualifications, limitations, restrictions, terms and conditions:

1. Designation, Par Value, Number of Shares and Seniority

The class of preferred stock of the Company created hereby (the “Senior Preferred Stock™)
shall be designated “Variable Liquidation Preference Senior Preferred Stock,” shall have a par
value of $1.00 per share and shall consist of 1,000,000 shares. The Senior Preferred Stock shall
rank prior to the common stock of the Company as provided in this Certificate and shall rank, as to
both dividends and distributions upon liquidation, prior to (a) the Fixed-to-Floating Rate
Non-Cumulative Perpetual Preferred Stock issued on December 4, 2007, (b) the 6.55%
Non-Cumulative Preferred Stock issued on September 28, 2007, (¢) the 6.02% Non-Cumulative
Preferred Stock issued on July 24, 2007, (d) the 5.66% Non-Cumulative Preferred Stock issued on
April 16, 2007, (e) the 5.57% Non-Cumulative Preferred Stock issued on January 16, 2007, (f) the
5.9% Non-Cumulative Preferred Stock 1ssued on October 16, 20006, (g) the 6.42%
Non-Cumulative Preferred Stock issued on July 17, 2006, (h) the Variable Rate, Non-Cumulative
Preferred Stock 1ssued on July 17, 2000, (1) the 5.81% Non-Cumulative Preferred Stock issued on
January 29, 2002, (j) the 5.7% Non-Cumulative Preferred Stock issued on October 30, 2001, (k)
the 6% Non-Cumulative Preferred Stock issued on May 30, 2001, (1) the Variable Rate,
Non-Cumulative Preferred Stock issued on May 30, 2001 and June 1, 2001, (m) the 5.81%
Non-Cumutlative Preferred Stock issued on March 23, 2001, (n) the Variable Rate,
Non-Cumulative Preferred Stock 1ssued on March 23, 2001, (o) the Variable Rate,
Non-Cumulative Preferred Stock issued on January 26, 2001, (p) the Variable Rate,
Non-Cumulative Preferred Stock issued on November 5, 1999, () the 5.79% Non-Cumulative
Preferred Stock issued on July 21, 1999, (1) the 5.1% Non-Cumulative Preferred Stock issued on
March 19, 1999, (s) the 5.3% Non-Cumulative Preferred Stock issued on October 28, 1998, (1) the



5.1% Non-Cumulative Preferred Stock issued on September 23, 1998, (u) the Variable Rate,
Non-Cumulative Preferred Stock issued on September 23, 1998 and September 29, 1998, (v) the
5% Non-Cumulative Preferred Stock 1ssued on March 23, 1998, (w) the 5.81% Non-Cumulative
Preferred Stock issued on October 27, 1997, (x) the Variable Rate, Non-Cumulative Preferred
Stock issued on April 26, 1996, (y) any other capital stock of the Company outstanding on the date
of the initial issuance of the Senior Preferred Stock, and (z) any capital stock of the Company that
may be issued after the date of initial issuance of the Senior Preferred Stock.

2. Dividends

(a) For each Dividend Period from the date of the initial issuance of the Senior
Preferred Stock, holders of outstanding shares of Senior Preferred Stock shall be entitled to receive,
ratably, when, as and if declared by the Board of Directors, in its sole discretion, out of funds
legally available therefor, cumulative cash dividends at the annual rate per share equal to the
then-current Dividend Rate on the then-current Liquidation Preference. Dividends on the Senior
Preferred Stock shall accrue from but not including the date of the initial issuance of the Senior
Preferred Stock and will be payable in arrears when, as and if declared by the Board of Directors
quarterly on March 31, June 30, September 30 and December 31 of each year (each, a “Dividend
Payment Date”), commencing on December 31, 2008. If a Dividend Payment Date is not a
“Business Day,” the related dividend will be paid not later than the next Business Day with the
same force and effect as though paid on the Dividend Payment Date, without any increase to
account for the pertod from such Dividend Payment Date through the date of actual payment.
“Busmess Day” means a day other than (i) a Saturday or Sunday, (ii) a2 day on which New York
City banks are closed, or (iii) a day on which the offices of the Company are closed.

If declared, the initial dividend will be for the period from but not including the date of the
mitial issuance of the Senior Preferred Stock through and including December 31, 2008. Except
for the initial Dividend Payment Date, the “Dividend Period” relating to a Dividend Payment Date
will be the period from but not including the preceding Dividend Payment Date through and
including the related Dividend Payment Date. The amount of dividends payable on the initial
Dividend Payment Date or for any Dividend Period that is not a full calendar quarter shall be
computed on the basis of 30-day months, a 360-day year and the actual number of days elapsed in
any period of less than one month. For the avoidance of doubt, in the event that the Liquidation
Preference changes in the middle of a Dividend Period, the amount of dividends payable on the
Dividend Payment Date at the end of such Dividend Period shall take into account such change in
Liguidation Preference and shall be computed at the Dividend Rate on each Liquidation

Preference based on the portion of the Dividend Period that each Liquidation Preference was in
effect.

(b) To the extent not paid pursuant to Section 2{a) above, dividends on the Senior
Preferred Stock shall accrue and shall be added to the Liquidation Preference pursuant to Section 8,

whether or not there are funds legally available for the payment of such dividends and whether or
not dividends are declared.

{c) “Dividend Rate” means 10.0%; provided, however, that if at any time the Company
shall have for any reason failed to pay dividends in cash in a timely manner as required by this
Certificate, then immediately following such failure and for alt Dividend Periods thereafier until



the Dividend Period following the date on which the Company shall have paid in cash full
cumulative dividends (including any unpaid dividends added to the Liquidation Preference
pursuant to Section 8), the “Dividend Rate” shall mean 12.0%.

(d) Each such dividend shall be paid to the holders of record of outstanding shares of
the Senior Preferred Stock as they appear in the books and records of the Company on such record
date as shall be fixed in advance by the Board of Directors, not to be earlier than 45 days nor later
than 10 days preceding the applicable Dividend Payment Date. The Company may not, at any
time, declare or pay dividends on, make distributions with respect to, or redeem, purchase or
acquire, or make a liquidation payment with respect to, any common stock or other securities
ranking junior to the Senior Preferred Stock unless (i) full cumulative dividends on the outstanding
Senior Preferred Stock in respect of the then-current Dividend Period and all past Dividend
Periods (including any unpaid dividends added to the Liquidation Preference pursuant to Section
8} have been declared and paid in cash (including through any pay down of Liquidation Preference
pursuant to Section 3) and (ii) all amounts required to be paid pursuant to Section 4 (without giving
effect to any prohibition on such payment under any applicable law) have been paid in cash.

(e) Notwithstanding any other provision of this Certificate, the Board of Directors, in
its discretion, may choose to pay dividends on the Senior Preferred Stock without the payment of
any dividends on the common stock, preferred stock or any other class or series of stock from time
to time outstanding ranking junior to the Senior Preferred Stock with respect to the payment of
dividends.

(H If and whenever dividends, having been declared, shall not have been paid in full,
as aforesaid, on shares of the Senior Preferred Stock, all such dividends that have been declared on
shares of the Senior Preferred Stock shall be paid to the holders pro rata based on the aggregate
Liquidation Preference of the shares of Senior Preferred Stock held by each holder, and any
amounts due but not paid in cash shall be added to the Liquidation Preference pursuant to Section
g.

3. Optional Pay Down of Liquidation Preference

(a) Following termination of the Commitment (as defined in the Preferred Stock
Purchase Agreement referred to in Section 8 below), and subject to any limitations which may be
imposed by law and the provisions below, the Company may pay down the Liquidation Preference
of all outstanding shares of the Senior Preferred Stock pro rata, at any time, in whole or in part, out
of funds legally available therefor, with such payment first being used to reduce any accrued and
unpaid dividends previously added to the Liquidation Preference pursuant to Section 8 below and,
to the extent all such accrued and unpaid dividends have been paid, next being used to reduce any
Periodic Commitment Fees (as defined in the Preferred Stock Purchase Agreement referred to in
Section 8 below) previously added to the Liquidation Preference pursuant to Section 8 below.
Prior to termination of the Commitment, and subject to any limitations which may be imposed by
law and the provisions below, the Company may pay down the Liquidation Preference of all
outstanding shares of the Senior Preferred Stock pro rata, at any time, out of funds legally available
therefor, but only to the extent of (1) accrued and unpaid dividends previously added to the
Liguidation Preference pursuant to Section 8 below and not repaid by any prior pay down of
Liguidation Preference and (i1) Periodic Commitment Fees previously added to the Liquidation



Preference pursuant to Section 8 below and not repaid by any prior pay down of Liquidation
Preference. Any pay down of Liquidation Preference permitted by this Section 3 shall be paid by
making a payment in cash to the holders of record of outstanding shares of the Senior Preferred
Stock as they appear in the books and records of the Company on such record date as shall be fixed
in advance by the Board of Directors, not to be earlier than 45 days nor later than 10 days
preceding the date fixed for the payment.

(b) In the event the Company shall pay down of the Liquidation Preference of the
Senior Preferred Stock as aforesaid, notice of such pay down shall be given by the Company by
first class mail, postage prepaid, mailed neither less than 10 nor more than 45 days preceding the
date fixed for the payment, to each holder of record of the shares of the Senior Preferred Stock, at
such holder’s address as the same appears in the books and records of the Company. Each such
notice shall state the amount by which the Liguidation Preference of each share shall be reduced
and the pay down date.

(c) If after termination of the Commitment the Company pays down the Liquidation
Preference of each outstanding share of Senior Preferred Stock in full, such shares shall be deemed
to have been redeemed as of the date of such payment, and the dividend that would otherwise be
payable for the Dividend Period ending on the pay down date will be paid on such date. Following
such deemed redemption, the shares of the Senior Preferred Stock shall no longer be deemed to be
outstanding, and all rights of the holders thereof as holders of the Senior Preferred Stock shall
cease, with respect to shares so redeemed, other than the right to receive the pay down amount
(which shall include the final dividend for such shares). Any shares of the Senior Preferred Stock
which shall have been so redeemed, after such redemption, shall no longer have the status of
authorized, issued or outstanding shares.

4, Mandatory Pay Down of Liquidation Preference Upon Issuance of Capital Stock

(a) If the Company shall issue any shares of capital stock (including without limitation
common stock or any series of preferred stock) in exchange for cash at any time while the Senior
Preferred Stock is outstanding, then the Company shall, within 10 Business Days, use the proceeds
of such issuance net of the direct costs relating to the issuance of such securities (including,
without [imitation, legal, accounting and investment banking fees) to pay down the Liquidation
Preference of all outstanding shares of Senior Preferred Stock pro rata, out of funds legally
available therefor, by making a payment in cash to the holders of record of outstanding shares of
the Senior Preferred Stock as they appear in the books and records of the Company on such record
date as shall be fixed in advance by the Board of Directors, not to be earlier than 45 days nor later
~ than 10 days preceding the date fixed for the payment, with such payment first being used to
reduce any accrued and unpaid dividends previously added to the Liquidation Preference pursuant
to Section 8 below and, to the extent all such accrued and unpaid dividends have been paid, next
being used to reduce any Periodic Commitment Fees (as defined in the Preferred Stock Purchase
Agreement referred to in Section 8 below) previously added to the Liquidation Preference
pursuant to Section 8 below; provided that, prior to the termination of the Commitment (as defined
in the Preferred Stock Purchase Agreement referred to in Section 8 below), the Liquidation
Preference of each share of Senior Preferred Stock shall not be paid down below $1,000 per share.



1)) If the Company shall not have sufficient assets legally available for the pay down of
the Liquidation Preference of the shares of Senior Preferred Stock required under Section 4(a), the
Company shall pay down the Liquidation Preference per share to the extent permitted by law, and
shall pay down any Liquidation Preference not so paid down because of the unavailability of
legally available assets or other prohibition as soon as practicable to the extent it is thereafter able
to make such pay down legally. The inability of the Company to make such payment for any
reason shall not relieve the Company from its obligation to effect any required pay down of the
Liquidation Preference when, as and if permitted by law.

(c) [f after the termination of the Commitment the Company pays down the
Liquidation Preference of each outstanding share of Senior Preferred Stock in full, such shares
shall be deemed to have been redeemed as of the date of such payment, and the dividend that
would otherwise be payable for the Dividend Period ending on the pay down date will be paid on
such date. Following such deemed redemption, the shares of the Senior Preferred Stock shall no
longer be deemed to be outstanding, and all rights of the holders thereof as holders of the Sentor
Preferred Stock shall cease, with respect to shares so redeemed, other than the right to receive the
pay down amount (which shall include the final dividend for such redeemed shares). Any shares
of the Senior Preferred Stock which shall have been so redeemed, after such redemption, shall no
longer have the status of authorized, issued or outstanding shares.

5. No Voting Rights

Except as set forth in this Certificate or otherwise required by law, the shares of the Senior
Preferred Stock shall not have any voting powers, either general or special.

6. No Conversion or Exchange Rights

The holders of shares of the Senior Preferred Stock shall not have any right to convert such
shares into or exchange such shares for any other class or series of stock or obligations of the
Company.

7. No Preemptive Rights

No holder of the Semor Preferred Stock shall as such holder have any preemptive right to
purchase or subscribe for any other shares, rights, options or other securities of any class of the
Company which at any time may be sold or offered for sale by the Company.

8. Liquidation Rights and Preference

{(a) Except as otherwise set forth herein, upon the voluntary or involuntary dissolution,
liquidation or winding up of the Company, the holders of the outstanding shares of the Senior
Preferred Stock shall be entitled to receive out of the assets of the Company available for
distribution to stockholders, before any payment or distribution shall be made on the common
stock or any other class or series of stock of the Company ranking junior to the Senior Preferred
Stock upon liquidation, the amount per share equal to the Liquidation Preference plus an amount,
determined in accordance with Section 2(a) above, equal to the dividend otherwise payable for the
then-current Dividend Pertod accrued through and including the date of payment in respect of such
dissolution, liquidation or winding up; provided, however, that if the assets of the Company



available for distribution to stockholders shall be insufficient for the payment of the amount which
the holders of the outstanding shares of the Senior Preferred Slock shall be entitled to receive upon
such dissolution, liquidation or winding up of the Company as aforesaid, then, all of the assets of
the Company available for distribution to stockholders shall be distributed to the holders of
outstanding shares of the Senior Preferred Stock pro rata based on the aggregate Liquidation
Preference of the shares of Senior Preferred Stock held by each holder.

(b) “Liquidation Preference”™ shall initially mean $1,000 per share and shall be:

1 increased each time a Deficiency Amount (as defined in the Preferred Stock
Purchase Agreement) is paid to the Company by an amount per share equal to the
aggregate amount so paid to the Company divided by the number of shares of Senior
Preferred Stock outstanding at the time of such payment;

(11)  increased each time the Company does not pay the full Periodic
Commitment Fee (as defined in the Preferred Stock Purchase Agreement) in cash by an
amount per share equal to the amount of the Periodic Commitment Fee that is not paid in
cash divided by the number of shares of Senior Preferred Stock outstanding at the time
such payment is due;

(i)  increased on the Dividend Payment Date if the Company fails to pay in full
the dividend payable for the Dividend Period ending on such date by an amount per share
equal to the aggregate amount of unpaid dividends divided by the number of shares of
Senior Preferred Stock outstanding on such date; and

(iv)  decreased each time the Company pays down the Liquidation Preference
pursuant to Section 3 or Section 4 of this Certificate by an amount per share equal to the
aggregate amount of the pay down divided by the number of shares of Senior Preferred
Stock outstandmg at the time of such pay down.

(c) “Preferred Stock Purchase Agreement” means the Preferred Stock Purchase
Agreement, dated September 7, 2008, between the Company and the United States Department of
the Treasury.

(d) Neither the sale of all or substantially all of the property or business of the
Company, nor the merger, consolidation or combination of the Company into or with any other
corporation or entity, shall be deemed to be a dissolution, liguidation or winding up for the purpose
of this Section 8.

9. Additional Classes or Series of Stock

The Board of Directors shall have the right at any time in the future to authorize, create and
issue, by resolution or resolutions, one or more additional classes or series of stock of the
Company, and to determine and fix the distinguishing characteristics and the relative rights,
preferences, privileges and other terms of the shares thereof; provided that, any such class or series
of stock may not rank prior to or on parity with the Senior Preferred Stock without the prior written
consent of the holders of at least two-thirds of all the shares of Senior Preferred Stock at the time
outstanding.



10. Miscellaneous

(a) The Company and any agent of the Company may deem and treat the holder of a
share or shares of Senior Preferred Stock, as shown in the Company’s books and records, as the
absolute owner of such share or shares of Senior Preferred Stock for the purpose of receiving
payment of dividends in respect of such share or shares of Senior Preferred Stock and for all other
purposes whatsoever, and neither the Company nor any agent of the Company shall be affected by
any notice to the contrary. All payments made to or upon the order of any such person shall be
valid and, to the extent of the sum or sums so paid, effectual to satisfy and discharge liabilities for

moneys payable by the Company on or with respect to any such share or shares of Senior Preferred
Stock.

{b) The shares of the Senior Preferred Stock, when duly issued, shall be fully paid and
non-assessable.

(c) The Senior Preferred Stock may be issued, and shall be transferable on the books of
the Company, only in whole shares.

(d) For purposes of this Certificate, the term “the Company” means the Federal Home
Loan Mortgage Corporation and any successor thereto by operation of law or by reason of a
merger, consolidation, combination or similar transaction.

(e) This Certificate and the respective rights and obligations of the Company and the
holders of the Senior Preferred Stock with respect to such Senior Preferred Stock shall be
construed in accordance with and governed by the laws of the United States, provided that the law
of the Commonwealth of Virginia shall serve as the federal rule of decision in all instances except
where such law is inconsistent with the Company’s enabling legislation, its public purposes or any
provision of this Certificate.

(f) Any notice, demand or other communication which by any provision of this
Certificate 1s required or permitted to be given or served to or upon the Company shall be given or
served in writing addressed (unless and until another address shall be published by the Company)
to Freddie Mac, 8200 Jones Branch Drive, McLean, Virginia 22102, Attn: Executive Vice
President and General Counsel. Such notice, demand or other communication to or upon the
Company shall be deemed to have been sufficiently given or made only upon actual receipt of a
writing by the Company. Any notice, demand or other communication which by any provision of
this Certificate is required or permitted to be given or served by the Company hereunder may be
given or served by being deposited first class, postage prepaid, in the United States mail addressed
(1) to the holder as such holder’s name and address may appear at such time in the books and
records of the Company or (ii) if to a person or entity other than a holder of record of the Senior
Preferred Stock, to such person or entity at such address as reasonably appears to the Company to
be approprate at such time. Such notice, demand or other communication shall be deemed to have
been sufficiently given or made, for all purposes, upon mailing.

(2) The Company, by or under the authority of the Board of Directors, may amend,

alter, supplement or repeal any provision of this Certificate pursuant to the following terms and
conditions:



(i) Without the consent of the holders of the Senior Preferred Stock, the
Company may amend, alter, supplement or repeal any provision of this Certificate to cure
any ambiguity, to correct or supplement any provision herein which may be defective or
inconsistent with any other provision herein, or to make any other provisions with respect
to matters or questions arising under this Certificate, provided that such action shall not
adversely affect the interests of the holders of the Senior Preferred Stock.

(ii) The consent of the holders of at least two-thirds of all of the shares of the
Senior Preferred Stock at the time outstanding, given in person or by proxy, either in
writing or by a vote at a meeting called for the purpose at which the holders of shares of the
Senior Preferred Stock shall vote together as a class, shall be necessary for authorizing,
effecting or validating the amendment, alteration, supplementation or repeal (whether by
merger, consolidation or otherwise) of the provisions of this Certificate other than as set
forth in subparagraph (1) of this paragraph (g). The creation and 1ssuance of any other class
or series of stock, or the issuance of additional shares of any existing class or series of stock,
of the Company ranking junior to the Senior Preferred Stock shall not be deemed to
constitute such an amendment, alteration, supplementation or repeal.

(1)  Holders of the Senior Preferred Stock shall be entitled to one vote per share
on matters on which their consent is required pursuant to subparagraph (i1) of this
paragraph (g). In connection with any meeting of such holders, the Board of Directors
shall fix a record date, neither earlier than 60 days nor later than 10 days prior to the date of
such meeting, and holders of record of shares of the Senior Preferred Stock on such record
date shall be entitled to notice of and to vote at any such meeting and any adjournment.
The Board of Directors, or such person or persons as it may designate, may establish
reasonable rules and procedures as to the solicitation of the consent of holders of the Senior
Preferred Stock at any such meeting or otherwise, which rules and procedures shall
conform to the requirements of any national securities exchange on which the Senior
Preferred Stock may be listed at such time.

(h) RECEIPT AND ACCEPTANCE OF A SHARE OR SHARES OF THE

SENIOR PREFERRED STOCK BY OR ON BEHALF OF A HOLDER SHALL
CONSTITUTE THE UNCONDITIONAL ACCEPTANCE BY THE HOLDER (AND ALL
OTHERS HAVING BENEFICIAL OWNERSHIP OF SUCH SHARE OR SHARES) OF
ALL OF THE TERMS AND PROVISIONS OF THIS CERTIFICATE. NO SIGNATURE
OR OTHER FURTHER MANIFESTATION OF ASSENT TO THE TERMS AND
PROVISIONS OF THIS CERTIFICATE SHALL BE NECESSARY FOR ITS
OPERATION OR EFFECT AS BETWEEN THE COMPANY AND THE HOLDER (AND
ALL SUCH OTHERS).



IN WITNESS WHEREOF, T have hereunto set my hand and the seal of the Company this
7™ day of September, 2008.

[Seal]

FEDERAL HOME LOAN MORTGAGE CORPORATION,
by

The Federal Housing Finance Agency, its Conservator

James B. Lockhart I
Director

Signature Page to Certificate of Designaiions of Senior Preferred Stock



EXECUTION VERSION

FEDERAL HOME LOAN MORTGAGE CORPORATION
WARRANT TO PURCHASE COMMON STOCK

NO. September 7, 2008
VOID AFTER SEPTEMBER 7, 2028

THIS CERTIFIES THAT, for value received, the United States Department of the
Treasury, with its principal office at 1500 Pennsylvania Avenue, NW, Washington, DC 20220
(the “Holder™), is entitled to purchase at the Exercise Price (defined below) from Federal Home
Loan Mortgage Corporation, a government-sponsored enterprise of the United States of
America, with its principal office at 8200 Jones Branch Drive, McLean, Virginia 22102 (the
“Company”), shares of common stock, no par value, of the Company, as provided herein.

1. Definitions. As used herein, the following terms shall have the following
respective meanings:

“Affiliate” shall mean, as to any specified Person, any other Person directly or indirectly
controlling or controlled by or under direct or indirect common control with such specified
Person. For the purposes of this definition, “control,” when used with respect to any Person,
means the power to direct the management and policies of such Person, directly or indirectly,
whether through the ownership of voting securities, by contract or otherwise and the terms
“affiliated,” “controlling” and “controlled” have meanings correlative to the foregoing.

“Business Day” shall mean each Monday, Tuesday, Wednesday, Thursday and Friday
that 1s not a day on which banking institutions in New York, New York are authorized or
obligated by law or executive order to close.

“Common Stock™ shall mean the common stock, no par value, of the Company, and all
other stock of any class or classes (however designated) of the Company from time to time
outstanding, the holders of which have the right, without limitation as to amount, etther to all or
to a share of the balance of current dividends or liquidating distributions after the payment of
dividends and distributions on any shares entitled to preference.

“Exercise Period” shall mean the time period commencing with the date hereof and
ending at 5:00 p.m. New York time on the 20™ anniversary of the date hereof.

“Exercise Price” shall mean one one-thousandth of a cent ($0.00001) per share.

“Exercise Shares” shall mean the shares of the Common Stock issuable upon exercise of
this Warrant, subject to adjustment pursuant to the terms herein, and shall also mean any other
shares, securities, assets or property otherwise issuable upon exercise of this Warrant.

“Fair Market Value” shall mean, with respect to a share of Common Stock, or any other
security of the Company or any other issuer:

(a) the volume weighted average daily Market Price during the period of the most
recent twenty (20) Trading Days, ending on the last Trading Day before the date of
determination of Fair Market Value, if such class of Common Stock or other security 1s (i) traded



on the New York Stock Exchange or any other U.S. national or regional securities exchange, or
admitted to unlisted trading privileges on such an exchange, or (i1) is quoted or reported on the
Over-the-Counter Bulletin Board (“OTCBB”) or by Pink OTC Markets Inc. or a similar

organization or agency succeeding to its functions of reporting prices; or

(b) if such class of Common Stock or other security is not then so listed, admitted to
trading or quoted, the Fair Market Value shall be the Market Price on the last Business Day
before the date of determination of Fair Market Value.

“Fully Diluted” shall mean, as of inmmediately prior to the exercise of this Warrant {or a
portion of this Warrant), the sum of, without duplication, (1) the total number of shares of
Common Stock outstanding and (11) all shares of Common Stock issuable in respect of securities
convertible into or exercisable or exchangeable for Common Stock, stock appreciation rights or
options, warrants (including this Warrant) and other rights to purchase or subscribe for Common
Stock or securities convertible into or exercisable or exchangeable for Common Stock (in each
case, assuming that no restrictions apply with respect to conversion, exercise, exchange,
subscription or purchase).

“Market Price” shall be, as of any specified date with respect to any share of any class of
Common Stock or any other security of the Company or any other issuer;

(1) the closing price on that date or, if no closing price is reported, the last reported
sale price, of shares of the Common Stock or such other security on the New York Stock
Exchange on that date; or

(i)  if the Common Stock or such other security is not traded on the New York Stock
Exchange, the closing price on that date as reported in composite transactions for the principal
U.S. national or regional securities exchange on which the Common Stock or such other security
is so traded or, if no closing price is reported, the last reported sale price of shares of the
Common Stock or such other security on the principal U.S. national or regional securities
exchange on which the Common Stock or such other security is so traded on that date; or

(i1 if the Common Stock or such other security is not traded on a U.S. national or
regional securities exchange, the last quoted bid price on that date for the Common Stock or such
other security in the over-the-counter market as reported (x) by the OTCBB or (y) if reports are
unavailable under clause (x) above by Pink OTC Markets Inc. or a similar organization or
agency succeeding to its functions of reporting prices;

(iv)  if the Common Stock or such other security is not so quoted by OTCBB or Pink
OTC Markets Inc. or a similar organization, the Market Price shall be determined in accordance
with the Valuation Procedure.

“Participating Securities” shall mean, (i) any equity security (other than Common Stock)}
that entitles the holders thereof to participate in liquidations or other distributions with the
holders of Common Stock or otherwise participate in the capital of the Company other than
through a fixed or floating rate of return on capital loaned or invested, and (ii) any stock
appreciation rights, phantom stock rights, or any other profit participation rights with respect to




any of the Company’s capital stock or other equity ownership interest, or any rights or options to
acquire any such rights.

“Person” shall mean any individual, corporation, limited liability company, partnership,
joint venture, assoclation, joint-stock company, trust, estate, unincorporated organization or
government or any agency or political subdivision thereof, or any other entity whatsoever.

(13

Trading Day” shall mean, with respect to any class of Common Stock or any other
security of the Company or any other issuer a day (1) on which the securities exchange or other
trading platform applicable for purposes of determining the Market Price of a share or umit of
such class of Common Stock or other security shall be open for business or (i1} for which
quotations from such securities exchange or other trading platform of the character specified for
purposes of determining such Market Price shall be reported.

“Valuation Procedure™ shall mean a determination made in good faith by the Board of
Directors of the Company (the “Board”) that is set forth in resolutions of the Board that are
certified by the Secretary of the Company, which certified resolutions (i) set forth the basis of the
Board’s determination, which, in the case of a valuation in excess of $100 million, shall include
the Board’s reliance on the valuation of a nationally recognized investment banking or appraisal
firm, and (i1) are delivered to the Holder within ten (10) Business Days following such
determination. A Valuation Procedure with respect to the value of any capital stock shall be
based on the price that would be paid for all of the capital stock of the issuer in an arm’s-length
transaction between a willing buyer and a willing seller (neither acting under compulsion).

2. Exercise of Warrant; Number of Shares. '

2.1 Exercise. This Warrant may be exercised in whole or in part at any time
during the Exercise Period, by delivery of the following to the Company at its address set forth
above (or at such other address as it may designate by notice in writing to the Holder):

(a) an executed Notice of Exercise i the form attached hereto;

(b) payment of the Exercise Price (1) in cash or by check, (11) by
cancellation of indebtedness or (111) pursuant to Section 2.2 hereof; and

(c) this Warrant.

This Warrant will be exercisable for a number of shares of Common Stock that, together
with the shares of Common Stock previously issued pursuant to this Warrant, 1s equal to 79.9%
of the total number of shares of Common Stock outstanding on a Fully Diluted basis on the date
of exercise. Whenever the Holder exercises this Warrant in whole or in part, it may assign its
right to receive the Exercise Shares issuable upon such exercise to any other Person.

As soon as practicable (and in any event within five Business Days) after this Warrant
shall have been exercised, a certificate or certificates for the Exercise Shares so purchased,
registered in the name of the Holder or such other Person as may be designated by the Holder (to
the extent such transfer is not validly restricted and upon payment of any transfer taxes that are



required to be paid by the Holder in connection with any such transfer), shall be 1ssued and
delivered by the Company to the Holder or such other Person .

The Person in whose name any certificate or certificates for the Exercise Shares are to be
issued upon exercise of this Warrant shall be deemed to have become the holder of record of
such shares on the date on which this Warrant was surrendered and payment of the Exercise
Price was made, irrespective of the date of delivery of such certificate or certificates, except that,
if the date of such surrender and payment 1s a date when the stock transfer books of the Company
are closed, such Person shall be deemed to have become the holder of such shares at the close of
business on the next succeeding date on which the stock transfer books are open (whether before
or after the end of the Exercise Period).

2.2 Net Exercise. Notwithstanding any provision herein to the contrary, if the
Market Price of one share of the Common Stock 1s greater than the Exercise Price (at the date of
calculation as set forth below), in lieu of exercising this Warrant by payment of cash, check or
cancellation of indebtedness, the Holder may elect (the “Conversion Right”) to receive shares
equal to the value (as determined below) of this Warrant (or the portion thereof being canceled)
by surrender of this Warrant at the principal office of the Company together with the properly
endorsed Notice of Exercise in which event the Company shall issue to the Holder a number of
shares of Common Stock computed using the following formula:

X=Y (A-B
A
Where X = the number of shares of Common Stock to be issued

Y = the number of shares of Common Stock purchasable under this Warrant or, if only a
portion of this Warrant is being exercised, the portion of this Warrant being exercised (at the date
of such calculation)

A = the Market Price of one share of the Common Stock (at the date of such calculation)

B = Exercise Price (as adjusted pursuant to the terms herein to the date of such
calculation)

The Company shall pay all reasonable administrative costs incurred by the Holder in
connection with the exercise of the Conversion Right by the Holder pursuant to this Section 2.2.

3. Covenants and Representations of the Company

3.1 Covenants as to Exercise Shares.

(a) The Company covenants and agrees that all Exercise Shares that
may be issued upon the exercise of this Warrant will, upon i1ssuance, be validly authorized,
issued and outstanding, fully paid and nonassessable, free of preemptive rights and free from all
taxes, liens and charges with respect to the issuance thereof. If the Common Stock or the class of
securities of any other Exercise Shares is then listed or quoted on a national securities exchange



or a regional securities exchange, all such Exercise Shares shall, upon issuance, also be so histed
or quoted. The Company further covenants and agrees that the Company will at all times during
the Exercise Period, have authorized and reserved solely for purposes of the exercise of this
Warrant, free from preemptive rights, a sufficient number of shares of its Common Stock or the
class of securities of any other Exercise Shares to provide for the exercise in full of this Warrant
(without taking into account any possible exercise pursuant to Section 2.2 hereof). If at any time
during the Exercise Period the number of authorized but unissued shares of Common Stock or
the class of securities of any other Exercise Shares shall not be sufficient to permit exercise in
full of this Warrant (without taking into account any possible exercise pursuant to Section 2.2
hereof), the Company will take such corporate action as shall be necessary to increase its
authorized but unissued shares of Common Stock or the class of securities of any other Exercise
Shares to such number of shares as shall be sufficient for such purposes.

(b) If at any time the Exercise Shares shall include any shares or other
securities other than shares of Common Stock, or any other property or assets, the terms of this
Warrant shall be modified or supplemented (and in the absence of express written documentation
thereof, shall be deemed to be so modified or supplemented), and the Company shall take all
actions as may be necessary to preserve, in a manner and on terms as nearly equivalent as
practicable to the provisions of this Warrant as they apply to the Common Stock, the rights of the
Holder hereunder, including any equitable replacements of the term “Common Stock” with the
term “Exercise Shares” and adjustments of any formula included herein.

(c) The Company’s filings under the Securities Exchange Act of 1934,
as amended (the “Exchange Act’), will comply in all material respects as to form with the
Exchange Act and the rules and regulations thereunder.

(d} Without prior written consent of the Holder, the Company shall not
permit any Significant Subsidiary (as defined by Rule 1-02(w) of Regulation S-X under the
Securities Act or any successor rule) to (1) issue or grant any capital stock or equity ownership
interest, including any Participating Security; (i1} any rights, options, warrants or convertible
security that is exercisable for or convertible into any capital stock or other equity ownership
interest, including any Participating Security; or (iii) any stock appreciation rights, phantom
stock rights, or any other profit participation rights, or any rights or options to acquire any such
rights, in each case of clauses (i), (ii) and (iii) above, to any Person other than the Company or its
wholly owned subsidiaries.

(e) The Company shall not take any action that will result in an
increase in the par value of the Common Stock.

3.2 Nolmpairment. Except and to the extent as waived or consented to in
writing by the Holder, the Company will not, by amendment of 1ts charter, bylaws or other
governing documents or through any reorganization, transfer of assets, consolidation, merger,
dissolution, issue or sale of securities or any other action, avoid or seek to avoid the observance
or performance of any of the terms to be observed or performed hereunder by the Company, but
will at all times in good faith assist in the carrying out of all the provisions of this Warrant and in
the taking of all such action as may be necessary or appropriate m order to protect the exercise
rights of the Holder against impairment or dilution consistent with the intent and principles




expressed herein. If any event or occurrence shall occur (including without limitation, stock
dividends and stock splits) as to which the failure to make any adjustment to the Exercise Price
and/or the number of shares or other assets or property subject to this Warrant would adversely
affect the purchase rights or value represented by this Warrant, including any issuance of
Common Stock or Participating Securities, then, in each such case, the Company shall determine
the adjustment, if any, on a basis consistent with the essential intent and principles herein,
necessary to preserve, without dilution, the purchase rights represented by this Warrant. If such
determination involves or is based on a determination of the Fair Market Value of any securities
or other assets or property, such determination shall be made in accordance with the Valuation
Procedure. Without limiting the foregoing, in the event of any dividend or distribution by the
Company of assets or property (including shares of any other Person) on or with respect to the
Common Stock, or any exchange of the shares of Common Stock mto any other assets, property
or securities, this Warrant will be equitably adjusted to permit the Holder to receive upon
exercise the assets, property or securities that would have been received if the Warrant had been
exercised immediately prior to such dividend, distribution or exchange.

3.3 Notice of Record Date. In the event (1) the Company takes a record of the
holders of any class of securities for the purpose of determining the holders thereof who are
entitled to receive any dividend or other distribution, (ii) the Company authorizes the granting to
the holders of Common Stock (or holders of the class of securities of any other Exercise Shares)
of rights to subscribe to or purchase any shares of capital stock of any class or securities
convertible into any shares of capital stock or of any other right, (iii) the Company authorizes
any reclassification of, or any recapitalization involving, any class of Common Stock or any
consolidation or merger to which the Company is a party and for which approval of the
stockholders of the Company is required, or of the sale or transfer of all or substantially all of the
assets of the Company, (iv) the Company authorizes or consents to or otherwise commences the
voluntary or involuntary dissolution, liquidation or winding up of the Company or (v) the
Company authorizes or takes any other action that would trigger an adjustment in the Exercise
Price or the number or amount of shares of Common Stock or other Exercise Shares subject to
this Warrant, the Company shall mail to the Holder, at least ten (10) days prior to the earlier of
the record date for any such action or stockholder vote and the date of such action, a notice
specifying (a) which action is to be taken and the date on which any such record is to be taken
for the purpose of any such action, (b) the date that any such action is to take place and (c) the
amount and character of any stock, other securities or property and amounts, or rights or options
with respect thereto, proposed to be issued, granted or delivered to each holder of Common
Stock (or holders of the class of securities of any other Exercise Shares).

4. Fractional Shares. No fractional shares shall be issued upon the exercise of this
Warrant. All Exercise Shares (including fractions) issuable upon exercise of this Warrant may
be aggregated for purposes of determining whether the exercise would result in the issuance of
any fractional share. If, after aggregation, the exercise would result in the issuance of a
fractional share, the Company shall, in lieu of issuance of any fractional share, pay the Holder
otherwise entitled to such fraction a sum in cash equal to the product resulting from multiplying
such fractional amount by the Fair Market Value of one share of Common Stock.




5. Listing Rights. The Company shall use its best efforts, upon the request of the
Holder, to cause the Exercise Shares to be listed or quoted on a national securities exchange or a
regional securities exchange.

6. No Stockholder Rights or Liabilities. Without limiting the consent rights of the
Holder contained in Section 3, this Warrant in and of itself shall not entitle the Holder to any
voting rights or other rights as a stockholder of the Company. No provision of this Warrant, in
the absence of affirmative action by the Holder to exercise this Warrant in exchange for shares of
Common Stock, and no mere enumeration herein of the rights or privileges of the Holder, shall
give rise to-any liability of the Holder for the Exercise Price or as a stockholder of the Company,
whether such liability is asserted by the Company or by creditors of the Company.

7. Transfer of Warrant. This Warrant is not transferable; provided, however, that the
Holder may assign its rights to receive shares upon exercise of this Warrant pursuant to Section
2.1.

8. Pavment of Taxes on Stock Certificate Issues Upon Exercise. The initial issuance

of certificates of Common Stock upon any exercise of this Warrant shall be made without charge
to the exercising Holder for any transfer, stamp or similar tax or for any other governmental
charges that may be imposed in respect of the issuance of such stock certificates, and such stock
certificates shall be issued in the respective names of, or in such names as may be directed by,
the Holder; provided, however, that the Company shall not be required to pay any tax or such
other charges that may be payable in respect of any transfer involved in the issuance and delivery
of any such stock certificate, any new warrants or other securities in a name other than that of the
Holder upon exercise of this Warrant (other than to an Affiliate), and the Company shall not be
required to issue or deliver such certificates or other securities unless and until the Person or
Persons requesting the issuance thereof shall have paid to the Company the amount of such tax
or shall have established to the satisfaction of the Company that such tax has been paid or is not
payable.

9. Lost, Stolen, Mutilated or Destroved Warrant. If this Warrant is lost, stolen,
mutilated or destroyed, the Company may, on such terms as to indemnity or otherwise as i1t may
reasonably impose (which shall, in the case of a mutilated Warrant, include the surrender
thereof), issue a new Warrant of like denomination and tenor as this Warrant so lost, stolen,
mutilated or destroyed. Any such new Warrant shall constitute an original contractual obligation
of the Company, whether or not the allegedly lost, stolen, mutilated or destroyed Warrant shall
be at any time enforceable by anyone.

10. Closing of Books. The Company will at no time close its transfer books against
the transfer of any shares of Common Stock issued or issuable upon the exercise or conversion of
any Warrant in any manner which interferes with the timely exercise or conversion of this
Warrant.




11.  Notices, Bte. All notices required or permitted hereunder shall be in writing and
shall be deemed effectively given: (a) upon personal delivery to the party to be notified,
(b) when sent by confirmed telex or facsimile if sent during normal business hours of the
recipient or if not, then on the next Business Day, (¢) five (5) days afier having been sent by
registered or certified mail, return receipt requested, postage prepaid, or (d) one (1) Business Day
after deposit with a nationally recognized overnight courier, specifying next Business Day
delivery, with written verification of receipt. All notices and other communications shall be sent
to the Company at the address listed on the signature page and to Holder at the address set forth
below or at such other address as the Company or Holder may designate by ten (10) days
advance written notice to the other parties hereto:

United States Department of the Treasury
1500 Pennsylvania Avenue, NW
Washington, DC 20220

Attn: Under Secretary for Domestic Finance

with a copy to:

United States Department of the Treasury
1500 Pennsylvania Avenue, NW
Washington, DC 20220

Attn: General Counsel

12. Acceptance. Receipt of this Warrant by the Holder shall constitute acceptance of
and agreement to all of the terms and conditions contained herein.

13.  Binding Effect on Successors. This Warrant shall be binding upon any Person
succeeding the Company by merger, consolidation or acquisition of all or substantially all of the
Company’s assets, and all of the obligations of the Company relating to the Common Stock
issuable upon the exercise or conversion of this Warrant shall survive the exercise, conversion
and termination of this Warrant and all of the covenants and agreements of the Company shall
inure to the benefit of the successors and assigns of the Holder,

14, Governing Law. This Warrant and all rights, obligations and liabilities hereunder
shall be governed and construed in accordance with Federal law, if and to the extent such Federal
law is applicable, and otherwise in accordance with the law of the State of New York.



IN WITNESS WHEREOF, the Company has caused this Warrant to be executed by its
duly authorized officer as of September 7, 2008.

FEDERAL HOME LOAN MORTGAGE
CORPORATION, by

The Federal Housing Finance Agency, its Conservator

James B. Lockhart HI
Director

Address: 8200 Jones Branch Drive
McLean, Virginia 22102

Signature Page to Warrani



NOTICE OF EXERCISE

TO: FEDERAL HOME LOAN MORTGAGE CORPORATION

(1) [ ] The undersigned hereby elects to purchase shares of the
Common Stock of Federal Home Loan Mortgage Corporation (the *Company’’) pursuant o the
terms of the attached Warrant, and tenders herewith or is delivering by wire transfer to account
number at {bank) payment of the exercise price in full.

[_] The undersigned hereby elects to purchase shares of the Common
Stock of the Company pursuant to the terms of the net exercise provisions set forth in Section 2.2
of the attached Warrant.

(2) Please issue a certificate or certificates representing said shares of Common Stock
in the name of the undersigned or in such other name as is specified below:

(Name)

(Address)

{Date) (Signature)

(Print name)
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FORM 10- Q

X QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURI TI ES EXCHANGE ACT OF 1934.

For the quarterly period ended Septenber 30, 2008 or

0 TRANSI TI ON REPORT PURSUANT TO SECTI ON 13 OR 15(d) OF THE SECURI TI ES EXCHANGE ACT OF 1934.

For the transition period from to Commi ssion File Nunber:
000- 53330
Federal Hone Loan Mrtgage Corporation(Exact nane of registrant as specified
inits charter) Freddie Mac

Federal ly chartered corporation 52-0904874

(State or other jurisdiction of (I.R S. Enpl oyer

i ncorporation or organization) Identification No.)
8200 Jones Branch Drive, MLean, Virginia 22102- 3110
(Address of principal executive offices) (Zi p Code)

(703) 903-2000 (Registrant's tel ephone nunber, including area code) |ndicate
by check mark whether the registrant: (1) has filed all reports required to be
filed by Section 13 or 15(d) of the Securities Exchange Act of 1934 during the
precedi ng 12 nonths (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing
requi renents for the past 90 days. X Yes o0 No Indicate by check mark
whet her the registrant is a large accelerated filer, an accelerated filer, a
non- accelerated filer, or a smaller reporting conpany. See the definitions of
"accel erated filer," "large accelerated filer" and "smaller reporting conpany”
in Rule 12b-2 of the Exchange Act.

Large accelerated filer o Accelerated filer o

Non-accel erated filer (Do not check if a smaller reporting conpany) Snaller reporting conpany o
X

I ndi cate by check mark whether the registrant is a shell conpany (as defined
in Rule 12b-2 of the Exchange Act). o Yes x No As of Novenber 10, 2008,
there were 647, 158, 633 shares of the registrant's commobn stock outstandi ng.
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PART | -- FINANCI AL | NFORVATI ON This Quarterly Report on Form 10-Q i ncl udes
forward-1| ooki ng statenents, which may include expectations and objectives
related to our operating results, financial condition, business, capita
managenment, renedi ation of significant deficiencies in internal controls,
credit | osses, market share and trends, the conservatorship and its effects on
our business and other matters. You should not rely unduly on our
forward-1ooking statenents. Actual results might differ significantly from
those described in or inplied by such forward-1ooking statements due to various
factors and uncertainties, including those described in (i) "MANAGEMENT' S
DI SCUSSI ON AND ANALYSI S OF FI NANCI AL CONDI TI ON AND RESULTS OF OPERATI ONS, " or
MD&A, " FORWARD- LOOKI NG STATEMENTS" and "RI SK FACTORS" in this Form 10-Q and in
the conparably captioned sections of our Form 10-Q for the quarter ended June
30, 2008 and our Form 10 Registration Statenent filed and decl ared effective by
the SEC on July 18, 2008, or Registration Statenent, and (ii) the "BUSI NESS"
section of our Registration Statement. These forward-|ooking statenents are
nmade as of the date of this Form 10-Q and we undertake no obligation to update
any forward-|ooking statenent to reflect events or circunmstances after the date

of this Form 10-Q or to reflect the occurrence of unanticipated events. | TEM

2. MANAGEMENT' S DI SCUSSI ON AND ANALYSI S OF

FI NANCI AL CONDI TI ON AND RESULTS OF OPERATI ONS EXECUTI VE SUMVARY Conser vat or shi p
Entry Into Conservatorship and Treasury Agreenents On Septenber 7, 2008, Henry
M Paul son, Jr., Secretary of the U S. Departnent of the Treasury, or Treasury,
and James B. Lockhart 111, Director of the Federal Housing Fi nance Agency, or
FHFA, announced several actions taken by Treasury and FHFA regardi ng Freddie
Mac and Fannie Mae. Director Lockhart stated that they took these actions "to
hel p restore confidence in Fannie Mae and Freddi e Mac, enhance their capacity
to fulfill their mission, and mtigate the systemc risk that has contributed
directly to the instability in the current nmarket." These actions included the
fol | owi ng:

u placing us and Fannie Mae in conservatorship

u the execution of a senior preferred stock purchase agreenment by our
Conservator, on our behalf, and Treasury, pursuant to which we issued to
Treasury both senior preferred stock and a warrant to purchase combn stock
and

u the agreement to establish a tenporary secured lending credit facility that
is available to us.

Entry into Conservatorship On Septenber 6, 2008, at the request of the
Secretary of the Treasury, the Chairnan of the Board of Governors of the
Federal Reserve and the Director of FHFA, our Board of Directors adopted a
resol ution consenting to putting the conpany into conservatorship. After
obtaining this consent, the Director of FHFA appoi nted FHFA as our Conservator
on Septenber 6, 2008, in accordance with the Federal Housi ng Fi nance Regul atory
Ref orm Act of 2008, or Reform Act, and the Federal Housing Enterprises
Fi nanci al Safety and Soundness Act of 1992. Upon its appointnment, the
Conservator i mredi ately succeeded to all rights, titles, powers and privil eges
of Freddi e Mac, and of any stockhol der, officer or director of Freddie Mac with
respect to Freddie Mac and its assets, and succeeded to the title to all books,
records and assets of Freddie Mac held by any other |egal custodian or third
party. The Conservator has the power to take over our assets and operate our
business with all the powers of our stockholders, directors and officers, and
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to conduct all business of the conpany. The Conservator announced at that tine
that it would elimnate the paynent of dividends on commopn and preferred stock
during the conservatorship. On Septenber 7, 2008, the Director of FHFA issued
a statenent that he had determned that we could not continue to operate safely
and soundly and fulfill our critical public mssion wthout significant action
to address FHFA' s concerns, which were principally: safety and soundness
concerns as they existed at that tinme, including our capitalization; market
conditions; our financial performance and condition; our inability to obtain
fundi ng according to nornal practices and prices; and our critical inportance
in supporting the U S. residential nortgage narket. W describe the terns of
the conservatorship and the powers of our Conservator in detail bel ow under
"Legi slative and Regul atory Matters -- Conservatorship and Treasury
Agreenents."” Overview of Treasury Agreements Senior Preferred Stock Purchase
Agreenent The Conservator, acting on our behalf, entered into a senior
preferred stock purchase agreenent, or Purchase Agreement, with Treasury on
Septenber 7, 2008. Under the Purchase Agreenent, Treasury provided us with its
commtment to provide up to $100 billion in funding under specified conditions.
The Purchase Agreenent requires Treasury, upon the request of the Conservator,
to provide funds to us after any quarter in which we have a negative net worth
(that is, our total liabilities exceed our total assets, as reflected on our
GAAP bal ance sheet). In addition, the Purchase Agreenment requires

1 Freddi e Mac
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Treasury, upon the request of the Conservator, to provide funds to us if the
Conservator deternmines, at any tinme, that it will be mandated by |aw to appoi nt
a receiver for us unless we receive funds from Treasury under the Conmm tnent.
In exchange for Treasury's funding conmmtnent, we issued to Treasury, as an
initial coomitment fee: (1) one mllion shares of Variable Liquidation
Preference Senior Preferred Stock (with an initial liquidation preference of $1
billion), which we refer to as the senior preferred stock; and (2) a warrant to
purchase, for a nominal price, shares of our comon stock equal to 79.9% of the
total nunber of shares of our conmon stock outstanding on a fully diluted basis
at the time the warrant is exercised, which we refer to as the warrant. W
recei ved no other consideration from Treasury as a result of issuing the senior
preferred stock or the warrant. Under the ternms of the agreenment, Treasury is
entitled to a quarterly dividend of 10% per year (which increases to 12% per
year if not paid tinely and in cash) on the aggregate |iquidation preference of
the senior preferred stock. To the extent we are required to draw on Treasury's
funding commitment the liquidation preference of the senior preferred stock
will be increased by the anpbunt of any funds we receive. The anounts payabl e
for this dividend coul d be substantial and have an adverse inpact on our
financial position and net worth. The senior preferred stock is senior in

l'i qui dation preference to our conmon stock and all other series of preferred
stock. In addition, beginning on March 31, 2010, we are required to pay a
quarterly commtnent fee to Treasury, which will accrue from January 1, 2010.
We are required to pay this fee each quarter for as long as the Purchase
Agreenent is in effect. The anobunt of this fee has not yet been determn ned.

The Purchase Agreenent includes significant restrictions on our ability to
manage our business, including limting the amount of indebtedness we can incur
to 110% of our aggregate indebtedness as of June 30, 2008 and cappi ng the size
of our retained portfolio at $850 billion as of December 31, 2009. See

" CONSOLI DATED BALANCE SHEETS ANALYSIS -- Retained Portfolio" and "OUR
PORTFOLI OS" for a description and conposition of our portfolios. In addition,
begi nning in 2010, we nust decrease the size of our retained portfolio at the
rate of 10% per year until it reaches $250 billion. Depending on the pace of
future nortgage |iquidations, we may need to reduce or elim nate our purchases
of nortgage assets or sell nortgage assets to achieve this reduction. W
currently do not have plans to sell our nortgage assets at a loss. In addition
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whil e the senior preferred stock is outstanding, we are prohibited from paying
di vi dends (other than on the senior preferred stock) or 1ssuing equity
securities without Treasury's consent. The terns of the Purchase Agreenent and
warrant nmake it unlikely that we will be able to obtain equity fromprivate
sources. The Purchase Agreenent has an indefinite termand can termnate only
in very linmted circunmstances, which do not include the end of the

conservat orshi p. The agreement therefore could continue after the
conservatorship ends. Treasury has the right to exercise the warrant, in whole
or in part, at any time on or before Septenber 7, 2028. W provide nore detai
about the provisions of the Purchase Agreement, the senior preferred stock and
the warrant, the limted circunstances under which those agreenents terni nate,
and the limtations they place on our ability to nanage our busi ness under

"Legi slative and Regul atory Matters -- Conservatorship and Treasury Agreenents"”
bel ow. See "I TEM 1A, RI SK FACTORS" for a discussion of how the restrictions
under the Purchase Agreenment may have a material adverse effect on our

busi ness. Expected Draw Under the Purchase Agreenent At Septenber 30, 2008,
our liabilities exceeded our assets under GAAP by $(13.7) billion while our

st ockhol ders' equity (deficit) totaled $(13.8) billion. The Director of FHFA
has submitted a request under the Purchase Agreenent in the ampunt of $13.8
billion to Treasury. W expect to receive such funds by Novenber 29, 2008. If
the Director of FHFA were to determine in witing that our assets are, and have
been for a period of 60 days, |ess than our obligations to creditors and

ot hers, FHFA would be required to place us into receivership. As a result of
this draw, the aggregate liquidation preference of the senior preferred stock
will increase to $14.8 billion, and our annual aggregate dividend paynment to
Treasury, at the 10% dividend rate, would increase to $1.5 billion. If we are
unabl e to pay such dividend in cash in any quarter, the unpaid amount will be
added to the aggregate liquidation preference of the senior preferred stock and
the dividend rate on the unpaid |iquidation preference will Increase to 12% per
year. Treasury Credit Facility On Septenber 18, 2008, we entered into a

| endi ng agreenent with Treasury, or Lending Agreenent, pursuant to which
Treasury established a new secured lending credit facility that is available to
us until Decenber 31, 2009 as a liquidity back-stop. In order to borrow
pursuant to the Lending Agreenent, we are required to post collateral in the
formof Freddie Mac or Fannie Mae nortgage-backed securities to secure al
borrowi ngs under the facility. The ternms of any borrow ngs under the Lending
Agreenent, including the interest rate payable on the | oan and the anmpunt of
collateral we will need to provide as security for the loan, will be determ ned
by Treasury. Treasury is not obligated under the Lendi ng Agreenent to nake any
loan to us. Treasury does not have authority to extend the termof this credit
facility beyond Decenber 31, 2009, which is when Treasury's tenporary authority
to purchase our obligations and other securities, granted by the Reform Act,
expires. After Decenber 31, 2009, Treasury may purchase up to $2.25 billion of
our obligations under its permanent authority, as set forth in our charter.
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As of November 14, 2008, we have not borrowed any ampunts under the Lending

Agreenent. The terns of the Lending Agreement are described in nore detail in
"Legi slative and Regulatory Matters -- Conservatorship and Treasury
Agreenents." Changes in Conpany Managenment and our Board of Directors Since

our entry into conservatorship on Septenber 6, 2008, eight nenbers of our Board
of Directors have resigned, including Richard F. Syron, our former Chairnan and
Chi ef Executive O ficer. On Septenber 16, 2008, the Conservator appointed John
A. Koski nen as the new non-executive Chairman of our Board of Directors. W
currently have four nenbers of our Board of Directors and nine vacancies. As
not ed above, as our Conservator, FHFA has assumed the powers of our Board of
Directors. Accordingly, the current Board of Directors acts with neither the
power nor the duty to manage, direct or oversee our business and affairs. The
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Conservator has indicated that it intends to appoint a full Board of Directors
to which it will delegate specified roles and responsibilities. On Septenber

7, 2008, the Conservator appointed David M Mffett as our Chief Executive
Oficer, effective inmediately. Since Septenber 7, 2008, we have announced the
departures of our fornmer Chief Financial Oficer and our fornmer Chief Business
O ficer. Supervision of our Business under the Reform Act and During
Conservatorship During the third quarter of 2008, the conpany experienced a
nunber of significant changes in our regulatory supervisory environnent. First,
on July 30, 2008, President Bush signed into |law the Reform Act, which placed
us under the regulation of a new regul ator, FHFA That |egislation strengthened
the existing safety and soundness oversi ght of the governnment sponsored
enterprises, or GSEs, and provided FHFA with new safety and soundness authority
that is conparable to, and in sone respects, broader than that of the federa
bank agencies. That |egislation gave FHFA enhanced powers that, even if we were
not placed into conservatorship, gave themthe authority to raise capita

| evel s above statutory mnimum |l evels, regulate the size and content of our
portfolio, and to approve new nortgage products. That |egislation also gave
FHFA the authority to place the GSEs into conservatorship or receivership under
conditions set forth in the statute. Refer to "MANAGEMENT' S DI SCUSSI ON AND
ANALYSI S OF FI NANCI AL CONDI TI ON AND RESULTS OF OPERATI ONS -- EXECUTI VE SUMMARY
-- Legislative and Regulatory Matters" in our Form 10-Q for the period ended
June 30, 2008 for additional detail regarding the provisions of the Reform Act.
See "I TEM 1A. RI SK FACTORS, " for additional risks and information regarding
this legislation, including the receivership provisions. Second, we

experi enced a change in control when we were placed into conservatorship on
Sept enber 6, 2008. Under conservatorship, we have additional hei ghtened
supervision and direction fromour regulator, FHFA, who is also acting as our
Conservator. Belowis a summary conpari son of various features of our business
before and after we were placed into conservatorship and entered into the
Purchase Agreenent. Followi ng this sumrary, we provide additional information
about a nunber of aspects of our business now that we are in conservatorship
under "Managi ng Qur Business During Conservatorship -- Qur Cbjectives." In
addition, we describe the inmpacts of the Treasury agreenments on our business
above under "Overview of Treasury Agreenments" and bel ow under "Legislative and
Regul atory Matters -- Conservatorship and Treasury Agreenents.”

3 Freddi e Mac

Tabl e of Contents

Topi c Bef ore Conservatorship Duri ng Conservatorship
Aut hority of Board of u Board of Directors u FHFA, as Conservat or
Directors, Managenment and wth right to determne has all of the power and
St ockhol der s the general policies authority of the Board of
governi ng the operations Di rectors, managerent and
of the corporation and t he sharehol ders

exercise all power and
authority of the conpany
except as vested in

st ockhol ders or as the
Board chooses to del egate
to managenent

u Board of Directors u The Conservator has
del egated significant del egated authority to
authority to managenent managenment to conduct

day-t o-day operations so
that the conpany can
continue to operate in the
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Regul at ory Supervi sion

Structure of Board of
Directors

Managenent

Capita

Net Wrth(1)

u St ockhol ders with
specified voting rights

u Regul at ed by FHFA, our
new regul ator created by
the Reform Act

u Ref orm Act gave

regul at or significant
addi ti onal safety and
soundness supervi sory

power s
u 13 directors: 11
i ndependent, plus Chairnman

and Chi ef Executive

O ficer, and one vacancy;
i ndependent,

non- managenent | ead

di rector

u Fi ve separate Board
conmi ttees, including
Audit Commttee in which
one of the five

i ndependent menbers was an
"audit committee financia
expert"”

u Ri chard F. Syron
served as Chairman and
Chi ef Executive Oficer
from Decenber 2003 to
Sept enber 6, 2008

u Statutory and

regul atory capita

requi renents

u Capita

classifications as to
adequacy of capita

provi ded by FHFA on
quarterly basis

u Recei ver shi p nandat ory
if we have negative net
worth for 60 days

ordi nary course of

busi ness. The Conservat or
retains overall nanagenent
aut hority, including the

authority to withdrawits
del egations to us at any
time.

u St ockhol ders have no
voting rights

u Regul at ed by FHFA,
with powers as provided by
Ref or m Act

u  Additional managemnent
aut hority by FHFA, which
is serving as our
Conser vat or

u Currently, four
directors, consisting of a
non- managenent Chai rman of
the Board and three

i ndependent directors (who
were al so directors of
Freddi e Mac i nmedi ately
prior to conservatorship),
with neither the power nor
the duty to nmanage, direct
or oversee our business
and affairs

u No Board conmittees
have nenbers or authority
to act

u Conservat or has
indicated its intent to
appoint a full Board of
Directors to which it wll
del egate specified roles
and responsibilities

u David M Moffett began
serving as Chief Executive
O ficer on Septenber 7,
2008

u Capita
not bi ndi ng

requi renents

u Quarterly capita
classifications by FHFA
suspended

u Conservat or has

di rected nanagenent to
focus on maintaining
positive stockhol ders'
equity in order to avoid
both the need to request
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funds under the Purchase
Agreenent and our
mandat ory receivership

u Recei ver shi p nandatory

if we have negative net

worth for 60 days(2)
Managi ng for the Benefit u Maxi mi ze sharehol der u No | onger managed with

of Sharehol ders val ue over the long term a strategy to naxin ze

conmon shar ehol der
returns

u Ful fill our mssion of u Mai ntain positive net

providing liquidity, worth and fulfill our

stability and m ssion of providing

affordability to the liquidity, stability and

nort gage nar ket affordability to the

nort gage mar ket

u Focus on returning to
long-termprofitability if
it does not adversely
affect our ability to

mai ntain net worth or
fulfill our mssion

(1) Qur net worth refers to our assets less our liabilities, as reflected on
our GAAP bal ance sheet. |If we have a negative net worth (which nmeans that
our liabilities exceed our assets, as reflected on our GAAP bal ance sheet),
then, if requested by the Conservator (or by our Chief Financial Oficer
if we are not under conservatorship), Treasury is required to provide funds
to us pursuant to the Purchase Agreement. Net worth is substantially the
same as stockhol ders' equity (deficit); however, net worth al so includes
the minority interests that third parties own in our consolidated
subsidiaries (which was $95 mllion as of Septenmber 30, 2008). At Septenber
30, 2008, we had a negative net worth of $13.7 billion. In addition, if the
Director of FHFA were to determine in witing that our assets are, and
woul d have been for a period of 60 days, |less than our obligations to
creditors and others, FHFA would be required to place us into receivership

(2) Treasury's funding conmtment under the Purchase Agreenment is expected to
enable us to maintain a positive net worth as |ong as Treasury has not
invested the full $100 billion provided for in that agreenent.
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The conservatorship has no specified term nation date. There can be no

assurance as to when or how the conservatorship will be term nated, whether we
will continue to exist follow ng conservatorship, or what our business
structure will be during or follow ng our conservatorship. In a statenent

i ssued on Septenber 7, 2008, the Secretary of the Treasury indicated that 2008
and 2009 should be viewed as a "tinme out" where we and Fannie Mae are
stabilized while policymkers decide our future role and structure. He al so
stated that there is a consensus that we and Fanni e Mae pose a system c risk
and that we cannot continue in our current form For nore information on the
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risks to our business relating to the conservatorship and uncertainties
regardi ng the future of our business, see "I TEM 1A. RI SK FACTORS." Managi ng
Qur Business During Conservatorship Qur Managenent FHFA, in its role as
Conservator, has overall nanagement authority over our business. During the
conservatorship, the Conservator has del egated authority to managenent to
conduct day-to-day operations so that the conpany can continue to operate in
the ordi nary course of business. W can, and have continued to, enter into and
enforce contracts with third parties. The Conservator retains the authority to
withdraw its delegations to us at any tinme. The Conservator is working actively
wi th managenent to address and determine the strategic direction for the
enterprise, and in general has retained final decision-nmaking authority in
areas regarding: significant inpacts on operational, market, reputational or
credit risk; mmjor accounting determ nations, including policy changes; the
creation of subsidiaries or affiliates and transacting wth them significant
litigation; setting executive conpensation; retention of external auditors;
significant nergers and acquisitions; and any other matters the Conservator
bel i eves are strategic or critical to the enterprise in order for the
Conservator to fulfill its obligations during conservatorship. See
"Conservatorship and Treasury Agreements -- Conservatorship -- General Powers
of the Conservator Under the Regulatory Reform Act" for nore information. Qur
oj ectives Based on the Federal Honme Loan Mortgage Corporation Act, which we
refer to as our charter, public statements from Treasury officials and gui dance
fromour Conservator, we have a variety of different, and potentially
conflicting, objectives, including:

providing liquidity, stability and affordability in the nortgage market;

i mredi ately providing addi tional assistance to the struggling housing and nortgage narkets;
reduci ng the need to draw funds from Treasury pursuant to the Purchase Agreenent;
returning to long-termprofitability; and

protecting the interests of the taxpayers.

c.ococcr

These objectives create conflicts in strategic and day-to-day deci si on naking
that will likely lead to | ess than optinmal outcomes for one or nore, or
possibly all, of these objectives. For exanple, maintaining a positive net
worth could require us to constrain sone of our business activities, including
activities that provide liquidity, stability and affordability to the nortgage
mar ket. Conversely, to the extent we increase activities to assist the nortgage
market, our financial results are likely to suffer, and we may be less able to
maintain a positive net worth. W regularly consult with and get direction from
our Conservator on how to bal ance these objectives. To the extent that we are
unable to maintain a positive net worth follow ng our expected draw of funds
from Treasury after the filing of this Form10-Q we will be required to
request additional funding from Treasury under the Purchase Agreenent, which
wi Il further increase our ongoi ng dividend obligations and, therefore, extend
the period of tine until we might be able to return to profitability. These
objectives also create risks that we discuss in "I TEM 1A. Rl SK FACTORS. "
Changes in Strategies to Meet New bjectives Since Septenber 6, 2008, we have
nmade a nunber of changes in the strategies we use to manage our business in
support of our new objectives outlined above. These include the changes we
descri be below. Elimnating Planned |Increase in Adverse Market Delivery Charge
As part of our efforts to increase liquidity in the nortgage nmarket and nake
nort gage | oans nore affordable, we announced on Cctober 3, 2008 that we were
el i mnating our previously announced 25 basis point increase in our adverse
mar ket delivery charge that was scheduled to take effect on Novenber 7, 2008.
The elimnation of this charge will reduce our future net income. Tenporarily
Increasing the Size of Qur Mortgage Portfolio Consistent with our ability under
the senior preferred stock purchase agreenment to increase the size of our
on- bal ance sheet nortgage portfolio through the end of 2009, FHFA has directed
us to acquire and hold increased anounts of nortgage | oans and nortgage-rel ated
securities in our nortgage portfolio to provide additional liquidity to the
nortgage market. Qur extrenely limted ability to issue callable or |ong-term
debt at this tine makes it difficult to increase the size of our nortgage
portfolio. In addition, we are also subject to the covenant in the senior
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preferred stock purchase agreenent
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prohi biting us fromissuing debt in excess of 110% of our aggregate

i ndebt edness as of June 30, 2008. For a discussion of the lintations we are
currently experiencing on our ability to issue debt securities, see "LIQU D TY
AND CAPI TAL RESOQURCES' and "RI SK FACTORS." Current Conditions in the Housing
and Mortgage Market Deterioration in Market Conditions and |Inpact on Third
Quarter Results Market conditions affecting the conpany deteriorated
dramatically during the third quarter. This had a materially adverse inpact on
our quarterly results of operations in the third quarter of 2008 conpared to
the second quarter of 2008. Hone prices nationwi de resuned the rate of decline
experienced earlier in the year after briefly leveling off during the second
qgquarter of 2008. The percentage decline in home prices was particularly |arge
in California, Florida, Arizona and Nevada, where Freddi e Mac has significant
concentrations of nortgage |oans. Unenpl oynent rates al so worsened
significantly. California, Arizona and Nevada saw i ncreases of between 14 and
27% in unenpl oynent fromthe second quarter to the third quarter of 2008, on a
seasonal | y-adj usted basis, while the national rate exceeded 6% Unenpl oynment
rates increased again in Cctober to a national rate of 6.5% An upward spike in
food and ot her goods prices during the third quarter of 2008 further eroded
househol d fi nancial conditions, and real consumer spending declined
significantly. Both consuner and business credit tightened considerably during
the third quarter of 2008 as financial institutions curtailed their |ending
activities. This contributed to significant increases in credit spreads for
both nortgage and corporate | oans. These macro-economnm ¢ conditions and ot her
factors contributed to a substantial increase in the nunber of delinquent |oans
in our single-fam |y nortgage portfolio during the third quarter of 2008. The
rate of transition of these |oans from delinquency through foreclosure al so

i ncreased. W observed a significant increase in market-reported delinquency
rates for nortgages serviced by financial institutions not only for subprine
and Alt-A loans but also for prime |oans. This delinquency data suggests that
continui ng honme price declines and growi ng unenpl oynent are now affecting
behavi or by a broader segnment of nortgage borrowers, increasing nunbers of whom
are "underwater," or owing nore on their nortgage |oans than their hones are
currently worth. Qur | oan | oss severities, or the average anount of recognized
| osses per loan, also increased in the third quarter of 2008, especially in
California, Florida and Arizona, where hone price declines have been nore
severe and where we have significant concentrations of nortgage | oans with

hi gher average | oan bal ances than in other states. W were not the only
financial institution that was adversely affected by the worsening market
conditions during the third quarter of 2008. |ndyMac Bank, FSB and Washi ngton
Mut ual Bank were placed into receivership, and Lehman Brothers Hol di ngs, Inc.
or Lehman, filed for bankruptcy. American International Goup, Inc. received a
substantial infusion of cash fromthe U S. governnent, and both Merrill Lynch &
Co, Inc. and Wachovi a Corporation were acquired by other institutions. In an
attenpt to stabilize the nmarkets and restore liquidity, the U S. governnent

i ntroduced several unprecedented prograns to provide various forms of financia
support to market participants. One of these proposed prograns involves
guarantees by the Federal Deposit |nsurance Corporation, or FDI C, of the debt
obligations iIssued by banks. This proposal and other existing prograns have
created uncertainty in the market resulting in linted access to | ong-term and
cal l abl e fundi ng. Uncertainty has al so contributed to increased borrow ng costs
relative to the U S. Treasury market and the London Interbank Offered Rate, or
LI BOR. See "LIQU DI TY AND CAPI TAL RESOURCES" for further information. These
mar ket devel opments have been the principal drivers of our substantially
increased loss for the third quarter of 2008. Qur provision for credit |osses
increased from$2.5 billion in the second quarter of 2008 to $5.7 billion in
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the third quarter of 2008, principally due to increased estinmates of incurred
| osses caused by the deteriorating econom c conditions and evi denced by our

i ncreased rates of delinquency and foreclosure; increased nortgage |oan | oss
severities; and, to a nuch | esser extent, heightened concerns that certain of
our seller/servicer counterparties may fail to performtheir recourse or
repurchase obligations to us. Qur security inpairnments on available for sale
securities increased from$1.0 billion in the second quarter of 2008 to $9.1
billion in the third quarter of 2008. The deteriorating market conditions
during the third quarter also led to a considerably nore pessinistic outl ook
for the performance of the non-agency nortgage-rel ated securities in our
retained portfolio. The | oans backi ng these securities exhibited nuch worse
del i nquency behavi or than that nentioned above with respect to | oans in our
guarantee portfolio. R sing unenploynent, accel erating house price declines,
tight credit conditions, volatility in interest rates, and weakeni ng consuner
confidence not only contributed to poor perfornmance during the third quarter
but significantly inmpacted our expectations regarding future perfornmance, both
of which are critical in assessing security inpairnents. Furthernore, the
nortgage-rel ated securities backed by subprine and Alt-A and ot her | oans,

i ncludi ng Moving Treasury Average, or MIA, |oans, have significantly greater
concentrations in the states that are undergoing the greatest stress, including
California, Florida, Arizona and Nevada. MIA adjustable-rate nortgages (al so
referred to as option ARMs) have adjustable interest rates and optional paynent
terns, including options that result in negative anortization, for an initia
period of years that allow for deferral of principal repaynments. MIA | oans
general |y have a date when the

6 Freddi e Mac

Tabl e of Contents

nortgage is recast to require principal paynments under new terns, which can
result in substantial increases in nonthly payments to the borrower.
Additionally, during the third quarter of 2008 there were significant negative
rati ngs actions and unprecedented and sustai ned categorical asset price
declines nost notably in the nortgage-rel ated securities backed by Alt-A | oans,
i ncluding MITA | oans, in our portfolio. The conbination of all of these factors
not only had a material, negative inmpact on our view of expected performance in
the third quarter, but also significantly reduced the likelihood of nore
favorabl e outcones, resulting in a substantial increase in other-than-tenporary
inmpairments in the third quarter of 2008. CQur aggregate |osses on trading
securities, our guarantee asset and derivatives, net of the unrealized gains on
forei gn-currency denom nated debt, increased from$481 nillion in the second
quarter of 2008 to $4.2 billion in the third quarter of 2008, as the turmoil in
the markets contributed to dislocations in the nornmal correl ations between
different instrunents. In our capacity as securities adm nistrator for our

i ssued securities, we also incurred a $1.1 billion loss in the third quarter of
2008 related to investnments in short-termunsecured | oans as a result of
Lehman's bankruptcy. W determined it was necessary to establish a partia

val uation all owance agai nst our deferred tax assets due to the rapid
deterioration of market conditions discussed above, the uncertainty of future
mar ket conditions on our results of operations and the uncertainty surrounding
our future business nobdel as a result of our placenment into conservatorship by
FHFA on Septenber 6, 2008. These and other factors led us to record a non-cash
charge of $14.3 billion in the third quarter of 2008 in order to establish a
partial valuation allowance against our deferred tax asset. As a result, at
Sept enber 30, 2008, we had a net deferred tax asset of $11.9 billion
representing the tax effect of unrealized | osses on our avail able-for-sale
securities portfolio. Each of these drivers of our third quarter results is

di scussed in nmore detail below within "GAAP Results" and our "CONSCLI DATED
RESULTS OF OPERATIONS". Credit Overview The factors affecting all residentia
nort gage market participants during 2008 have continued to adversely inpact our
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single-fam|ly nortgage portfolio during the third quarter of 2008. The
following statistics illustrate the credit deterioration of |oans in our
single-fanm |y nortgage portfolio, which consists of single-fam |y nortgage
loans in our retained portfolio and those backi ng our guaranteed PCs and
Structured Securities. Table 1 -- Credit Statistics, Single-Famly Mrtgage
Portfolio(1)

As of
09/ 30/ 2008 06/30/2008 03/31/2008 12/31/2007 09/ 30/2007
Del i nquency rate (in 122 93 77 65 51
basi s points, or
bps) (2)
Non- perform ng assets $ 35,497 $ 27,480 $ 22,379 $ 18,121 $ 13,118
(in mllions)(3)
REO i nventory (in 28, 089 22,029 18, 419 14, 394 11, 916
units)
For the Three Mont hs Ended
09/ 30/ 2008 06/30/2008 03/31/2008 12/31/2007 09/ 30/2007
(in units, unless noted)
Loan nodifications(4) 8, 316 4,827 4,246 2,272 1,752
REO acqui si tions 15, 880 12, 410 9,939 7,284 5, 905
REO di sposition 29. 3% 25. 2% 21. 4% 18. 1% 14. 1%
severity ratio(5)
Single-fanmly credit $ 1,270 $ 810 $ 528 $ 236 $ 122
| osses (in
mllions)(6)

(1) Consists of single-fam |y nortgage | oans for which we actively nanage
credit risk, which are those loans held in our retained portfolio as well
as those | oans underlying our PCs and Structured Securities, excluding
Structured Transactions and that portion of our Structured Securities that
are backed by Governnent National Mortgage Association, or G nnie Me,
Certificates.

(2) We report single-famly delinquency rate information based on the nunber of
| oans that are 90 days or nore past due and those in the process of
forecl osure. Mrtgage | oans whose contractual terms have been nodified
under agreement with the borrower are not included if the borrower is |ess
than 90 days delinquent under the nodified ternms. See "CREDI T RI SKS - -
Credit Performance -- Delinquencies" for further information

(3) Includes those loans in our single-fanmly nortgage portfolio, based on
unpai d principal balances, that are past due for 90 days or nore or where
contractual terns have been nodified as a troubled debt restructuring. Al so
i ncludes single-famly real estate owned, or REQ which are acquired
principally through foreclosure on loans within our single-famly nortgage
portfolio.

(4) Consist of nodifications under agreement with the borrower. Excludes
forbearance agreenents, which are nmade in certain circunstances and under
whi ch reduced or no paynments are required during a defined period as well
as repayment plans, which are separate agreenments with the borrower to
repay past due ampunts and return to conpliance with the original ternmns.

(5) Calculated as the aggregate anopunt of our |osses recorded on disposition of
REO properties during the respective quarterly period divided by the
aggregate unpaid principal balances of the related |loans with the
borrowers. The ampunt of |osses recognized on disposition of the properties
is equal to the amount by which the unpaid principal bal ance of |oans
exceeds the ampunt of gross sal es proceeds fromdisposition of the
properties. Excludes other related credit |osses, such as property
mai nt enance and selling expenses, as well as related recoveries fromcredit
enhancenents, such as nortgage insurance.

(6) Consists of REO operations expense plus charge-offs, net of recoveries from
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third-party insurance and other credit enhancenments. See "CREDI T Rl SKS --
Credit Performance -- Credit Loss Performance"” for further information.

As the table above illustrates, we experienced continued deterioration in the
performance of our single-famly nortgage portfolio. Certain |oan groups of the
single-fam|ly nortgage portfolio, such as Alt-A and interest-only |oans, as
wel | as 2006 and 2007 vintage | oans, are the nain contributors to our worsening
credit statistics. These | oan groups have been affected by certain
macr o- econom ¢ factors, such as recent declines in home prices, which have
resulted in erosion in the borrower's equity. These | oan groups are al so
concentrated in the West region. The West regi on conprised 26% of the unpaid
princi pal bal ances of our single-famly nmortgage portfolio as of Septenber 30,
2008, but accounted for 48% and 43% of our REO
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acquisitions in the third and second quarters of 2008, respectively. Alt-A

| oans, which represented 10% of our single-famly nortgage portfolio as of

Sept ember 30, 2008, accounted for approxi mately 50% of our credit |osses for
the nine nmont hs ended Septenber 30, 2008. In addition, stressed markets in the
West region (especially California, Arizona and Nevada) and Florida tend to
have hi gher average | oan bal ances than the rest of the U S and were nost
affected by the steep home price declines. As we continue to experience hone
price declines in these and other regions, the severity of our single-famly
credit losses will continue to increase, as evidenced by our REO disposition
severity ratio. As of September 30, 2008, single-famly nortgage |oans in the
state of Florida conprise 7% of our single-famly nortgage portfolio; however
the loans in this state nake up nore than 20% of the total delinquent loans in
our single-famly nortgage portfolio, based on unpaid principal balances.
Consequently, Florida remains our |eading state for serious delinquencies,

al t hough these have not yet evidenced thensel ves in REO acqui sitions or our
credit | osses due to the duration of Florida's forecl osure process. California
and Arizona were the states with the highest credit losses in the third quarter
of 2008 with 44% of our single-famly credit |osses on a conbined basis. These
and other factors caused us to significantly increase our estimate for |oan

| oss reserves during the third quarter of 2008. In an effort to mtigate our

| osses and the continued growth of non-perform ng assets, we continue to expand
our efforts to increase our foreclosure alternatives. Due to the overal
deterioration in the nortgage credit environnent, our loss mtigation activity
has increased, as exenplified by our increased volunmes of |oan nodifications in
2008. W are continuing to inplement and devel op strategi es designed to
mtigate the increase in our credit |osses, including a recently announced
program by our Conservator to expedite the nodification process for certain
troubl ed borrowers. Qur non-agency securities in our retained portfolio, which
are prinmarily backed by subprine, Alt-A and MIA nortgage | oans, al so continue
to be affected by the deteriorating credit conditions during 2008. The table
below il lustrates the changes in delinquencies that are 60 days or nore past
due within our non-agency nortgage-related securities portfolio backed by
subprine, Alt-A and MIA |oans in our retained portfolio. Increases in

del i nquenci es that are 60 days or nore past due do not fully reflect the recent
poor performance of these securities as cunulative |osses are al so grow ng
considerably nore rapidly. Gven the recent unprecedented deterioration in the
econom ¢ outl ook and the renewed accel erati on of housing price declines, future
performance of the | oans backing these securities could continue to
deteriorate. Table 2 -- Credit Statistics, Non-Agency Mortgage- Rel ated
Securities Backed by Subprime, At-A and MIA Loans
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As of
09/ 30/ 2008 06/ 30/2008 03/31/2008 12/31/2007 09/ 30/ 2007
Del i nquency r at es:
Non- agency
nort gage-rel at ed
securities backed by:

Subprine 1st Lien 35% 31% 27% 21% 16%
Alt-A(1) 14% 12% 10% 8% 5%
MIA 24% 18% 12% 7% 4%
Cunul ati ve | oss:

Non- agency

nort gage-rel at ed
securities backed by:

Subprine 1st Lien 4% 2% 1% 1% 1%
Alt-A(1) 1% 0% 0% 0% 0%
MTA 1% 0% 0% 0% 0%
G oss unrealized $ 22,411 $ 25,858 $ 28,065 $ 11,127 $ 2,993
| osses, pre-tax (in

mllions)

| npai rrent | oss for $ 8,856 $ 826 -- -- --

the three nonths ended
(in mllions)

(1) Exclude non-agency nortgage-rel ated securities backed by other loans prinmarily
conpri sed of securities backed by hone equity lines of credit.

We hel d unpaid principal balances of $125.7 billion of non-agency

nort gage-rel ated securities backed by subprine and Alt-A and other |oans in our
retained portfolio as of Septenber 30, 2008 conpared to $152.6 billion as of
Decenber 31, 2007. W recogni zed inpairment | osses on these securities of $8.9
billion for the three nonths ended Septenber 30, 2008. We had gross unrealized
| osses, net of tax, on these securities totaling $14.6 billion and $7.2 billion
at Septenber 30, 2008 and Decenber 31, 2007, respectively. The increase in
unreal i zed | osses, despite the decline in unpaid principal balance, is due to
the significant declines in non-agency nortgage asset prices which occurred
during 2008 and whi ch accel erated significantly for Alt-A and ot her | oans,

i ncludi ng MIA | oans, during the third quarter of 2008. W believe the najority
of the declines in the fair value of these securities are attributable to
decreased liquidity and larger risk premuns in the nortgage market. See

" CONSOLI DATED BALANCE SHEETS ANALYSIS -- Retained Portfolio" for further
information. GAAP Results Summary of Financial Results for the Three Mnths
Ended Septenber 30, 2008 Net | oss was $25.3 billion and $1.2 billion for the
three nonths ended Septenber 30, 2008 and 2007, respectively. Net |oss
increased in the three nonths ended Septenber 30, 2008 conpared to the sane
peri od of 2007, principally due to the establishnment of a partial valuation

al  owance on our deferred tax asset, increased | osses on investment activities,
i ncreased derivative | osses, increased | osses on our guarantee asset as well as
i ncreased credit-rel ated expenses, which consist of the provision for credit

| osses and REO operations expense. In the third quarter of 2008, we recorded a
non- cash charge of
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$14.3 billion related to the establishment of a partial valuation allowance
agai nst our deferred tax asset. The valuation all owance excl udes the portion of
the deferred tax asset representing the tax effect of unrealized | osses on

avai |l abl e-for-sale securities recorded in accunul ated other conprehensive

i ncomre, or ACCI, which nmanagenent has the intent and ability to hold unti
recovery of the unrealized | oss ambunts. See "CONSOLI DATED BALANCE SHEETS
ANALYSI S -- Deferred Tax Asset" for further information. These | oss and expense
itens for the three nonths ended Septenber 30, 2008 were partially offset by:
(a) higher net interest incone and income on guarantee obligation; (b)
unreal i zed gains on foreign-currency denom nated debt recorded at fair val ue;
(c) lower losses on certain credit guarantees; and (d) | ower |osses on |oans
purchased due principally to changes in our operational practice of purchasing
del i nquent | oans out of PC securitization pools in Decenber 2007. As a result
of the net |oss, at Septenber 30, 2008, our liabilities exceeded our assets
under GAAP by $(13.7) billion while our stockholders' equity (deficit) total ed
$(13.8) billion. The Director of FHFA has submitted a request under the
Purchase Agreenent in the amount of $13.8 billion to Treasury. W expect to
recei ve such funds by Novenber 29, 2008. Net interest inconme was $1.8 billion
for the three nmonths ended Septenber 30, 2008, conpared to $761 mllion for the
three nonths ended Septenber 30, 2007. W held higher anpbunts of fixed-rate
agency nortgage-rel ated securities in our retained portfolio at significantly
wi der spreads relative to our funding costs during the three nonths ended

Sept enber 30, 2008. The increase in net interest income and yield is also due
to significantly | ower short-terminterest rates on our short-term borrow ngs
and | ower long-terminterest rates on our |long-termborrow ngs for the three
nont hs ended Septenber 30, 2008. The conbi nati on of a higher proportion of
short-term debt, together with a higher proportion of fixed-rate securities
within our retained portfolio during a steep yield curve environment,
contributed to the inprovenent in net interest incone and net interest yield
during the three nonths ended Septenber 30, 2008. Non-interest inconme (loss)
was $(11.3) billion for the three nonths ended Septenber 30, 2008, conpared to
non-interest income of $117 mllion for the three nonths ended Septenber 30,
2007. The decrease in non-interest income in the third quarter of 2008 was
primarily due to higher |osses on investment activity, increased derivative

| osses, net of related foreign-currency gains and hi gher | osses on our
guarantee asset, partially offset by increased i ncone on our guarantee
obligation and hi gher managenent and guarantee i ncone. |ncreased | osses on

i nvestnment activity during the third quarter of 2008 were principally
attributed to $9.1 billion of security inpairments prinmarily recogni zed on

avai |l abl e-for-sal e non-agency nortgage-rel ated securities backed by subprine
and Alt-A and other loans during the third quarter of 2008. See " CONSCLI DATED
BALANCE SHEET ANALYSIS -- Retained Portfolio" for additional information.

I ncome on our guarantee obligation was $783 million and $473 million for the
three nonths ended Septenber 30, 2008 and 2007, respectively. The anortization
of incone on our guarantee obligation was accelerated in the third quarter of
2008 as conpared to the third quarter of 2007 in order to match our economnic
rel ease fromrisk on the pools of nortgage | oans we guarantee. Managenent and
guar antee income increased 16% to $832 million for the three nmonths ended

Sept enber 30, 2008 from $718 mllion for the three nonths ended Septenber 30,
2007. This reflects increases in the average bal ance of our PCs and Structured
Securities of 11% on an annualized basis for the three nonths ended Septenber
30, 2008, as conpared to the average bal ance during the third quarter of 2007.
This increase in nmanagenent and guarantee inconme al so reflects higher average
fee rates for the three nonths ended Septenber 30, 2008 conpared to the third
quarter of 2007. Non-interest expense for the three nonths ended Septenber 30,
2008 and 2007 totaled $7.9 billion and $3.1 billion, respectively. This

i ncl udes normal credit-rel ated expenses of $6.0 billion and $1.4 billion for
the three nmonths ended Septenber 30, 2008 and 2007, respectively. For the three
nont hs ended Septenber 30, 2008, our provision for credit |osses significantly
i ncreased due to continued credit deterioration in our single-famly credit
guarantee portfolio, primarily due to further increases in delinquency rates
and hi gher severity of |osses on a per-property basis. Credit deterioration has
been largely driven by declines in home prices and regi onal econom ¢ conditions
as well as the effect of a greater conposition of interest-only and Alt-A
nortgage products in the nortgage origination market that we have purchased or
guar ant eed. REO operations expense increased primarily as a result of an
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i ncrease in market-based wite-downs of REO property due to the decline in hone
prices, coupled with higher volunes in REO inventory, particularly in the
states of California, Florida, Arizona, Mchigan and Nevada. Non-interest
expense, excluding normal credit-rel ated expenses, for the three nonths ended
Sept enber 30, 2008 totaled $1.9 billion conpared to $1.7 billion for the three
nmont hs ended Sept enber 30, 2007. The increase in non-interest expense,
excluding normal credit-rel ated expenses, was primarily due to a loss of $1.1
billion during the third quarter of 2008, related to the investnents in
short-term unsecured |oans we made to Lehnman in our role as securities
adm ni strator for certain trust-related assets offset by decreases in | osses on
certain credit guarantees and | osses on | oans purchased. W refer to these
transactions with Lehnman as the Lehman short-term | ending transactions. For
nore i nformati on on the Lehman short-term | endi ng transactions, see

" CONSCLI DATED RESULTS OF OPERATIONS -- Securities Adm nistrator Loss on
Investment Activity." Losses on certain credit guarantees decreased to $2
mllion for the three nonths ended Septenber 30, 2008, conpared to $392 mllion
for the three nonths ended Septenber 30, 2007, due to the change in our nethod
for determining the fair value of our new y-i ssued guarantee obligation upon
adopti on of Statenent of Accounting Standards, or SFAS,
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No. 157, "Fair Value Measurenents," or SFAS 157, effective January 1, 2008.
Losses on | oans purchased decreased to $252 nillion for the three nonths ended
Sept enber 30, 2008, conpared to $649 nmillion for the three nonths ended

Sept ember 30, 2007, due to changes in our operational practice of purchasing
del i nquent | oans out of PC pools. See "CONSOLI DATED RESULTS OF OPERATI ONS - -
Non- I nt erest Expense -- Losses on Certain Credit Quarantees and -- Losses on
Loans Purchased," for additional information on this change in our operationa
practice. Adm nistrative expenses totaled $308 mllion for the three nonths
ended Septenber 30, 2008, down from $428 mllion for the three nonths ended
Sept enber 30, 2007 primarily due to a reduction in our short-term perfornmance
conpensation during the third quarter of 2008 as well as a decrease in our use
of consultants throughout 2008. As a percentage of our average total nortgage
portfolio, adnministrative expenses declined to 5.6 basis points for the three
nont hs ended Septenber 30, 2008, from 8.7 basis points for the three nonths
ended Septenber 30, 2007. For the three nonths ended Septenber 30, 2008 and
2007, we recogni zed effective tax rates of (46)% and 44% respectively. See
"NOTE 12: | NCOVE TAXES' to our consolidated financial statenents for additiona
i nformati on about how our effective tax rate is determ ned. Sunmary of

Fi nanci al Results for the Nine Mnths Ended Septenber 30, 2008 Effective
January 1, 2008, we adopted SFAS 157 which defines fair value, establishes a
framework for measuring fair value in financial statenents and expands required
di scl osures about fair value measurements. In connection with the adoption of
SFAS 157, we changed our nethod for deternmining the fair value of our

new y-i ssued guarantee obligations. Under SFAS 157, the initial fair val ue of
our guarantee obligation equals the fair value of conpensation received,

consi sting of managenent and guarantee fees and ot her upfront conpensation, in
the related securitization transaction, which is a practical expedient for
determining fair value. As a result, prospectively fromJanuary 1, 2008, we no
| onger record estinmates of deferred gains or i mediate, "day one" |osses on
nost guarantees. Qur adoption of SFAS 157 did not result in an i mediate
recognition of gain or |oss, but the prospective change had a positive inpact
on our financial results for the three and ni ne nonths ended Septenber 30,
2008. Also effective January 1, 2008, we adopted SFAS No. 159, "The Fair Val ue
Option for Financial Assets and Financial Liabilities, Including an Arendnent
of FASB Statement No. 115," or SFAS 159 or the fair value option, which pernits
conpani es to choose to neasure certain eligible financial instrunents at fair
val ue that are not currently required to be neasured at fair value in order to
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mtigate volatility in reported earnings caused by measuring assets and
liabilities differently. We initially elected the fair value option for certain
avai | abl e-for-sal e nortgage-rel ated securities and our foreign-currency
denom nat ed debt. Upon adopti on of SFAS 159, we recognized a $1.0 billion
after-tax increase to our retained earnings at January 1, 2008. W nay continue
to elect the fair value option for certain securities to mtigate interest-rate
aspects of our guarantee asset and certain non-hedge designated pay-fixed
swaps. Net loss was $26.3 billion and $642 nillion for the nine nonths ended
Sept enber 30, 2008 and 2007, respectively. Net |oss increased during the nine
nont hs ended Sept enber 30, 2008 conpared to the same periods of 2007,
principally due to the establishnent of a partial valuation allowance agai nst
our deferred tax asset, increased |osses on investnent activity primarily
related to inpairment | osses on certain non-agency nortgage-rel ated securities,
i ncreased derivative | osses, increased | osses on guarantee asset as well as an
increase in normal credit-rel ated expenses, which consist of our provision for
credit | osses and REO operations expense. In the third quarter of 2008, we
recorded a $14.3 billion non-cash charge related to the establishment of a
partial valuation allowance agai nst our deferred tax asset. The val uation

al  owance excludes the portion of the deferred tax asset representing the tax
effect of unrealized | osses on avail able-for-sale securities recorded in ACC
whi ch managenent has the intent and ability to hold until recovery of the
unreal i zed | oss amounts. These | oss and expense itenms for the nine nonths ended
Sept enber 30, 2008 were partially offset by higher net interest incone and

i ncone on our guarantee obligation as well as |lower |osses on certain credit
guarantees due to our use of the practical expedient for determ ning fair val ue
under SFAS 157 and | ower | osses on | oans purchased due to changes in our
operational practice of purchasing delinquent |oans out of PC securitization
pools. Net interest incone was $4.2 billion for the nine nonths ended

Sept enber 30, 2008, conpared to $2.3 billion for the nine nmonths ended

Sept enber 30, 2007. The 2% annualized linmtation on the growth of our retained
portfolio established by FHFA expired during March of 2008 as we becane a
timely filer of our financial statements. As a result, we were able to hold

hi gher anounts of fixed-rate agency nortgage-rel ated securities at
significantly wi der spreads relative to our funding costs during the nine
nmont hs ended Sept enber 30, 2008. Non-interest incone (loss) was $(10.4) billion
and $1.6 billion for the nine nonths ended Septenber 30, 2008 and 2007,
respectively. The decrease in non-interest incone in the 2008 period was
primarily due to higher | osses on investnent activity, higher derivative | osses
excluding foreign-currency related effects, and higher | osses on our guarantee
asset. These | osses were partially offset by increased i ncone on our guarantee
obligation and hi gher managenent and guarantee incone in the 2008 peri od.

Non-i nterest expense for the nine nonths ended Septenber 30, 2008 and 2007
totaled $13.5 billion and $5.8 billion, respectively, and included norma
credit-rel ated expenses of $10.3 billion and $2.1 billion, respectively.
Non-i nt erest expense, excluding normal credit-related expenses, for the nine
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nmont hs ended Sept enber 30, 2008 and 2007 totaled $3.2 billion and $3.7 billion
respectively. The decline in non-interest expense, excluding nornma
credit-rel ated expenses, was primarily due to the reductions in | osses on
certain credit guarantees and | osses on | oans purchased and was partially
offset by the $1.1 billion loss on the Lehman short-term | ending transactions.
Admini strative expenses totaled $1.1 billion for the nine nonths ended

Sept enber 30, 2008, down from $1.3 billion for the nine nonths ended Septenber
30, 2007. As a percentage of our average total nortgage portfolio,

admi ni strative expenses declined to 6.8 basis points for the nine nonths ended
Sept enber 30, 2008, from 8.8 basis points for the nine nonths ended Septenber
30, 2007. For the nine nonths ended Septenber 30, 2008 and 2007, we recogni zed
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effective tax rates of (33)% and 66% respectively. See "NOTE 12: | NCOVE TAXES"
to our consolidated financial statements for additional information about how
our effective tax rate is determ ned. Segnments W nmanage our busi ness through
three reportabl e segnments subject to the conduct of our business under the
direction of the Conservator, as discussed above under "Managi ng Qur Busi ness
Duri ng Conservatorship -- Qur (bjectives.":

u I nvestnents;
u Single-famly Guarantee; and
u Multifamly.

Certain activities that are not part of a segment are included in the A

O her category. W manage and eval uate the performance of the segments and Al

Q her using a Segnent Earnings approach. Segnment Earnings differs significantly
from and should not be used as a substitute for, net incone (loss) as

determ ned in accordance with GAAP. There are important limtations to using
Segnent Earnings as a neasure of our financial performance. Anong them our
regul atory capital neasures are based on our GAAP results, as is the need to
obtai n fundi ng under the Purchase Agreement. Segment Earnings adjusts for the
effects of certain gains and | osses and mark-to-fair-value itens, which
dependi ng on market circunstances, can significantly affect, positively or
negatively, our GAAP results and have in recent periods caused us to record
significant GAAP net | osses. GAAP net | osses will adversely inpact our GAAP
stockhol ders' equity (deficit), as well as our need for funding under the
Purchase Agreenent, regardless of results reflected in Segment Earnings. For a
sunmary and description of our financial performance on a segnent basis, see

" CONSCLI DATED RESULTS OF OPERATI ONS -- Segnent Earnings" and "NOTE 16: SEGVENT
REPORTI NG' to our consolidated financial statenents. In nanagi ng our business,
we present the operating performance of our segnents using Segnent Earnings.
Segnment Earnings present our results on an accrual basis as the cash flows from
our segnents are earned over time. The objective of Segment Earnings is to
present our results in a manner nore consistent with our business nodels. The
busi ness nmodel for our investment activity is one where we generally buy and
hol d our investnents in nortgage-related assets for the long term fund our
investments with debt and use derivatives to mnimze interest rate risk, thus
generating net interest income in line with our return on equity objectives. W
believe it is meaningful to neasure the performance of our investnent business
using long-termreturns, not short-termvalue. The business nodel for our
credit guarantee activity is one where we are a |long-termguarantor in the
conform ng nortgage narkets, manage credit risk and generate guarantee and
credit fees, net of incurred credit |osses. As a result of these business
nodel s, we believe that this accrual -based netric is a neaningful way to
present our results as actual cash flows are realized, net of credit |osses and
i npai rments. We believe Segnent Earnings provides us with a view of our
financial results that is nore consistent with our business objectives and
hel ps us better evaluate the performance of our business, both from

peri od-to-period and over the |longer term
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Tabl e 3 presents Segment Earnings (loss) by segment and the All O her category
and includes a reconciliation of Segnent Earnings (loss) to net inconme (loss)
prepared in accordance with GAAP. Table 3 -- Reconciliation of Segnent

Earni ngs (Loss) to GAAP Net Income (Loss)
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Three Months Ended N ne Months Ended
Sept enber 30, Sept enber 30,
2008 2007 2008 2007

(in mllions)
Segnment Earnings (|l oss) after taxes:

I nvest ment s $ (1,119) $ 503 $ (213) $ 1,588
Single-fam |y Quarantee (3,501) (483) (5, 347) (130)
Miltifamly 135 83 351 292
Al O her (6) (45) 134 (104)
Total Segnent Earnings (loss), net of taxes (4, 491) 58 (5, 075) 1, 646
Reconciliation to GAAP net | oss:
Derivative- and foreign-currency denom nated (1, 292) (1, 725) (1,959) (3,278)
debt-rel ated adjustnents
Credit guarantee-rel ated adj ustnents (1,076) (925) 568 (596)
I nvest nent sal es, debt retirenents and fair (7,717) 659 (9, 288) 349
val ue-rel ated adj ust nents
Ful | y taxabl e-equi val ent adj ustnents (103) (98) (318) (288)
Total pre-tax adjustnents (10, 188) (2,089) (10,997) (3,813)
Tax-rel ated adjustments(1) (10, 616) 793 (10, 195) 1,525
Total reconciling itens, net of taxes (20, 804) (1, 296) (21,192) (2,288)
GAAP net | oss $ (25,295) $ (1,238) $ (26,267) $ (642)
(1) Includes a non-cash charge related to the establishnent of a partia

val uation all owance agai nst our deferred tax assets of $14.3 billion that

is not included in Segnent Earnings.

| nvest nents Segment Qur | nvestnents segnent is responsible for our investnent

activity in nortgages and nortgage-rel ated securities, other investnents, debt
fi nanci ng and managi ng our interest-rate risk, liquidity and capital positions.
We invest principally in nortgage-related securities and single-fam |y nortgage
| oans through our nortgage-related i nvestnment portfolio. W seek to nmanage our
nortgage-rel ated i nvestnents portfolio to generate positive returns while

mai ntai ning a di sciplined approach to
managenment. We seek to acconplish this
purchases, sales and restructurings of

nterest-rate risk and capita
obj ecti ve through opportunistic
nort gage assets and repurchases of

l[iabilities. Although we are primarily a buy-and-hold investor in nortgage
assets, we may sell assets that are no | onger expected to produce desired
results, to reduce risk, to respond to capital constraints, to provide

liquidity or to structure certain transactions in order to i nprove our returns.
We currently do not plan to sell assets at a | oss. W estinate our expected

i nvestment returns using an option-adjusted spread, or QAS, approach. Qur

I nvest nents segment activities may al so include the purchase of nortgages and
nortgage-rel ated securities with less attractive investnent returns and with
increnental risk in order to achieve our mssion. Additionally, we maintain a
cash and non-nortgage-rel ated securities investnment portfolio in this segment
to hel p manage our liquidity needs. Investnments segnent performance highlights
for the three and nine nonths ended Septenber 30, 2008:

U Segnment Earnings (loss) decreased to $(1.1) billion in the third quarter of
2008 conpared to Segnment Earnings of $503 million in the third quarter of
2007. For the nine nonths ended Septenber 30, 2008, Segment Earnings (Il o0ss)
decreased to $(213) mllion conpared to Segnent Earnings of $1.6 billion
during the nine nonths ended Septenber 30, 2007.

U Segment Earnings net interest yield was 72 basis points in the third quarter
of 2008, an increase of 19 basis points as conpared to the third quarter of
2007 due to both the purchase of fixed-rate assets at w der spreads relative
to our funding costs and the replacement of higher cost short- and long-term
debt with | ower cost debt issuances, which was partially offset by |ower
returns on floating rate securities. Segnent Earnings net interest yield
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increased 5 basis points in the nine nonths ended Septenber 30, 2008 conpared
to the nine nonths ended Septenber 30, 2007 to 58 basis points, due to w der
spreads as a result of |ower funding costs in the second and third quarters
of 2008 and the repl acenent of higher cost short- and | ong-termdebt with

| ower cost debt issuances. Al so contributing to the increase was the
anortization of gains on certain futures positions that matured in Mrch
2008.

U During the third quarter of 2008, we recogni zed security inpairnents in
Segnment Earnings of $1.9 billion that reflect expected credit principa
| osses. In contrast, non-credit related security inpairments of $7.2 billion
are not included in Segnent Earnings during the third quarter of 2008.

u Segnent Earni ngs non-interest expense for the third quarter of 2008 incl udes
a loss of $1.1 billion on investnment transactions related to the Lehman
short-term |l ending transactions. For nore information on the Lehman
short-term | endi ng transacti ons, see "CONSOLI DATED RESULTS OF OPERATI ONS - -
Securities Adm nistrator Loss on Investnent Activity."
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u The unpai d principal bal ance of our nortgage-rel ated i nvestment portfolio
increased 0.8%to $669 billion at Septenber 30, 2008 conpared to $663 billion
at Decenber 31, 2007. Agency securities conprised approximately 65% of the
unpai d principal balance of the nortgage-related i nvestnment portfolio at
Sept enber 30, 2008 versus 61% at Decenber 31, 2007.

u Over the course of the past year, worldw de financial markets have
experi enced unprecedented | evels of volatility. This has been particularly
true over the latter half of the third quarter of 2008 as narket participants
struggled to digest the new government initiatives, including our
conservatorship. In this environment where demand for debt instrunents
weakened consi derably, the debt funding narkets are sonetines frozen, and our
ability to access both the termand call able debt markets has been limted.
As a result, toward the latter part of the third quarter and continuing into
the fourth quarter, we have relied increasingly on the issuance of
shorter-term debt at higher-interest rates. Wiile we use interest rate
derivatives to econonically hedge a significant portion of our interest rate
exposure, we are exposed to risks relating to both our ability to i ssue new
debt when our outstanding debt matures and to the variability in interest
costs on our new i ssuances of debt, which directly inpacts our |Investnents
Segnent ear ni ngs.

U The objectives set forth for us under our charter and conservatorship may
negatively inmpact our |Investnents segment results. For exanple, the planned
reduction in our retained portfolio balance to $250 billion, through
successi ve annual 10% declines comrencing in 2010, will result in an inpact
on our net interest income. This nmay cause our |nvestments segnent results to
decl i ne.

Single-fam |y Quarantee Segnent In our Single-fam |y Quarantee segnent, we
securitize substantially all of the newly or recently originated single-famly
nort gages we have purchased and i ssue nortgage-rel ated securities called PCs
that can be sold to investors or held by us in our Investnments segnent. W
guarantee the paynent of principal and interest on our single-famly PCs,

i ncluding those held in our retained portfolio, in exchange for managenent and
guarantee fees, which are paid on a nonthly basis as a percentage of the
under|yi ng unpaid principal balance of the |oans, and initial upfront cash
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payments referred to as credit or delivery fees. Earnings for this segnent
consi st of managenent and guarantee fee revenues, including anortization of
upfront paynments, and trust managenent fees, less the related credit costs
(1.e., provision for credit |osses) and operating expenses. Al so included is
the interest earned on assets held in the Investnments segnent related to
single-fam |y guarantee activities, net of allocated funding costs.
Single-fam |y Guarantee segment perfornmance highlights for the three and ni ne
nont hs ended Septenber 30, 2008 and 2007:

U Segment Earnings (loss) decreased to $(3.5) billion for the three nonths
ended Septenber 30, 2008 conpared to earnings (loss) of $(483) mllion for
the three nonths ended Septenber 30, 2007. Segnment Earnings (|l oss) decreased
to $(5.3) billion for the nine nonths ended Septenber 30, 2008 conpared to
$(130) mllion for the nine nonths ended Septenber 30, 2007.

U Segnent Earnings provision for credit |osses for the Single-fam |y Guarantee
segment increased to $5.9 billion for the three nonths ended Septenber 30,
2008 from $1.4 billion for the three nmonths ended Septenber 30, 2007. Segnent
Earni ngs provision for credit |losses for the Single-famly Guarantee segnent
increased to $9.9 billion for the nine nonths ended Septenber 30, 2008 from
$2.2 billion for the nine nonths ended Septenber 30, 2007.

U Realized single-famly credit | osses were 27.9 basis points of the average
single-family credit guarantee portfolio for the three nmonths ended Septenber
30, 2008, conpared to 3.0 basis points for the three nonths ended Septenber
30, 2007. Realized single-famly credit |osses for the nine nonths ended
Sept enber 30, 2008 were 19.4 basis points conpared to 2.2 basis points for
the ni ne nmont hs ended Sept enber 30, 2007.

u W inplenented several delivery fee increases that were effective at varying
dat es between March and June 2008, or as our custoners' contracts permtted.
These increases included a 25 basis point fee assessed on all |oans issued
t hrough fl ow busi ness channels, as well as higher or new delivery fees for
certain nortgage products and for nortgages deened to be higher-risk based
primarily on property type, |oan purpose, |oan-to-value, or LTV ratio and/or
borrower credit scores. Certain of our planned increases in delivery fees
that were to be inplenented in Novenber 2008 have been cancelled. Qur efforts
to provide increased support to the nortgage market will likely affect our
future guarantee pricing decisions.

U The single-famly credit guarantee portfolio increased by 2% and 18% on an
annual i zed basis for the three nonths ended Septenber 30, 2008 and 2007,
respectively.

u Average rates of Segment Earnings nanagenent and guarantee fee inconme for the
Single-fam |y Guarantee segnment increased to 19.4 basis points for the three
nont hs ended Septenber 30, 2008 conpared to 18.1 basis points for the three
nont hs ended Septenber 30, 2007. Average rates of Segnment Earni ngs nanagenent
and guarantee fee incone
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for the Single-fam |y Guarantee segment increased to 19.5 basis points for the
ni ne nont hs ended Septenber 30, 2008 conpared to 18.0 basis points for the nine
nont hs ended Septenber 30, 2007.
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U The objectives set forth for us under our charter and conservatorship may
negatively inmpact our Single-fam |y Guarantee segnent results. For exanple
our objective of assisting the nortgage market may cause us to change our
pricing strategy in our core nortgage | oan purchase or guarantee business,
whi ch may cause our Single-Fanily guarantee segnent results to suffer.

Multifam ly Segnent Qur Multifam |y segnent activities include purchases of
multifam |y nortgages for our retained portfolio and guarantees of paynents of
principal and interest on nultifam |y nortgage-related securities and nortgages
underlying multifam |y housi ng revenue bonds. The assets of the Miultifamly
segnent include nortgages that finance multifam |y rental apartnents. Qur
Multifam |y segment al so includes certain equity investments in various linited
partnershi ps that sponsor |ow and noderate-income multifamly renta
apartments, which benefit fromlowincome housing tax credits, or LIHTC. These
activities support our mssion to supply financing for affordable renta
housing. Also included is the interest earned on assets held in our Investnments
segnent related to nultifamly guarantee activities, net of allocated funding
costs. Miltifanmly segnent performance highlights for the three and nine
nont hs ended Sept enber 30, 2008 and 2007:

U Segment Earnings increased 63%to $135 mllion for the three nmonths ended
Sept enber 30, 2008 versus $83 million for the three nonths ended Septenber
30, 2007. Segnent Earnings increased 20%to $351 million for the nine nonths
ended Septenber 30, 2008 versus $292 nmillion for the nine nonths ended
Sept enber 30, 2007.

u Segnment Earnings net interest income was $120 million for the three nonths
ended Septenber 30, 2008, an increase of $32 million versus the three nonths
ended Septenber 30, 2007 as a result of an increase in interest inconme on
nort gage | oans due to higher average bal ances, partially offset by a decrease
in prepaynent fees, or yield maintenance i nconme. Segnent Earni ngs net
interest income was $293 million for the nine nonths ended Septenber 30,
2008, a decline of $12 mllion versus the nine nonths ended Septenber 30,
2007.

u Mortgage purchases into our multifam|ly | oan portfolio increased
approxi mately 56% for the three nonths ended Septenber 30, 2008 to $5.2
billion from$3.3 billion for the three nonths ended Septenber 30, 2007.

Mort gage purchases into our nultifamly loan portfolio increased
approxi mately 52% for the nine nonths ended Septenber 30, 2008 to $13.4
billion from$8.8 billion for the nine nmonths ended Septenber 30, 2007.

U Unpaid principal balance of our nultifamly loan portfolio increased to $68. 3
billion at Septenber 30, 2008 from $57.6 billion at Decenber 31, 2007 as
mar ket fundanmentals continued to provide opportunities to purchase |loans to
be held in our portfolio.

u Segment Earnings provision for credit losses for the Miltifamly segnent
totaled $14 nmillion and $30 nillion for the three and nine nonths ended
Sept ember 30, 2008, respectively. Segnment Earnings provision for credit
| osses for the Multifamly segment totaled $16 mllion and $20 mllion for
the three and ni ne nonths ended Septenber 30, 2007, respectively.

U The objectives set forth for us under our charter and conservatorship may
negatively inmpact our Miultifam |y segment results. For example, our objective
of assisting the nortgage nmarket nay cause us to change our pricing strategy
in our core nortgage | oan purchase or guarantee business, which may cause our
Multifam |y segnent results to suffer.

Capi tal Management The conservatorship resulted in changes to the assessnent

of our capital adequacy and our managenent of capital. On Cctober 9, 2008, FHFA
announced that it was suspending capital classification of us during
conservatorship in light of the Purchase Agreenent. Concurrent with this
announcenent, FHFA classified us as undercapitalized as of June 30, 2008 based
on discretionary authority provided by statute. FHFA noted that although our
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capital calculations as of June 30, 2008 reflected that we net the statutory
and FHFA-directed requirenents for capital, the continued market downturn in
July and August of 2008 raised significant questions about the sufficiency of
our capital. Factors cited by FHFA |l eading to the downgrade in our capita
classification and the need for conservatorship included (a) our accel erated
saf ety and soundness weaknesses, especially with regard to our credit risk,
ear ni ngs outl ook and capitalization, (b) continued and substantia
deterioration in equity, debt and nortgage-rel ated securities narket
conditions, (c) our current and projected financial performance, (d) our
inability to raise capital or issue debt according to nornmal practices and
prices, (e) our critical inportance in supporting the U S. residential nortgage
markets and (f) concerns over the proportion of intangible assets as part of
our core capital. FHFA will continue to closely nonitor our capital |evels,
but the existing statutory and FHFA-directed regul atory capital requirenents
wi Il not be binding during conservatorship. W will continue to provide our
regul ar subm ssions to FHFA on both m ni mum and ri sk-based capital. FHFA will
publish relevant capital figures (mnimmcapital requirenent, core capital,
and GAAP net worth) but does not intend to publish our critical capital,

ri sk-based capital or subordinated debt |evels during
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conservatorship. Additionally, FHFA announced it will engage in rule-making to
revi se our mninmumcapital and risk-based capital requirenents. See "NOTE 9:
REGULATORY CAPI TAL" to our consolidated financial statenents for our m nimm
capital requirenent, core capital and GAAP net worth results as of Septenber
30, 2008. FHFA has directed us to focus our risk and capital nmanagement on
mai ntai ning a positive bal ance of GAAP stockhol ders' equity while returning to
long-termprofitability. FHFA is directing us to manage to a positive

stockhol ders' equity position in order to reduce the likelihood that we wll
need to make a draw on the Purchase Agreenent with Treasury. The Purchase
Agreenent provides that, if FHFA determ nes as of quarter end that our
liabilities have exceeded our assets under GAAP, Treasury will contribute funds
to us in an anobunt equal to the difference between such liabilities and assets;
a higher anmobunt may be drawn if Treasury and Freddie Mac nutual ly agree that
the draw shoul d be increased beyond the I evel by which liabilities exceed
assets under GAAP. The maxi mum aggregate anount that may be funded under the
Purchase Agreenent is $100 billion. At Septenber 30, 2008, our liabilities
exceeded our assets under GAAP by $(13.7) billion while our stockhol ders
equity (deficit) totaled $(13.8) billion. The Director of FHFA has subnitted a
request under the Purchase Agreenent in the ampunt of $13.8 billion to
Treasury. Under the Reform Act, FHFA nmust place us into receivership if our
assets are less than our obligations for a period of 60 days. If this were to
occur, we would be required to obtain funding from Treasury pursuant to its
conmi t ment under the Purchase Agreenent in order to avoid a mandatory trigger
of receivership under the Reform Act. The Purchase Agreenent places severa
restrictions on our business activities, which, in turn, affect our nanagenent

of capital. For instance, our retained portfolio may not exceed $850 billion as
of Decenber 31, 2009 and nust then decline by 10% per year until it reaches
$250 billion. We are also unable to issue capital stock of any kind without

Treasury's prior approval, other than in connection with the comobn stock
warrant issued to Treasury under the Purchase Agreenent or binding agreenents
in effect on the date of the Purchase Agreenent. In addition, on Septenber 7,
2008, the Director of FHFA announced the elimnation of dividends on our conmon
and preferred stock, excluding the senior preferred stock, which will accrue
quarterly cunul ative dividends at a rate of 10% per year or 12%in any quarter

i n which dividends are not paid in cash until all dividend accrual s have been
paid in cash. See "Legislative and Regul atory Matters" for additiona

i nformation regardi ng covenants under the Purchase Agreenment. A variety of
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factors could materially affect the level and volatility of our GAAP

stockhol ders' equity (deficit) in future periods, requiring us to nake
addi ti onal draws under the Purchase Agreenent. Key factors include continued
deterioration in the housing market, which could increase credit expenses;
adverse changes in interest rates, the yield curve, inplied volatility or
nortgage QAS, which could increase realized and unrealized mark-to-market

| osses recorded in earnings or AOCI; dividend obligations under the Purchase
Agreenent; establishment of a valuation allowance for our renaining deferred
tax assets; changes in accounting practices or standards; or changes in

busi ness practices resulting fromlegislative and regul atory devel opnents or
mssion fulfillnment activities or as directed by the Conservator. At Septenber
30, 2008, our remaining deferred tax assets, which could be subject to a

val uation allowance in future periods, totaled $11.9 billion. In addition,
during Cctober 2008 nortgage spreads w dened significantly, resulting in
additional nmark-to-nmarket |osses included in stockholders' equity (deficit). As
a result of the factors described above, it is difficult for us to nanage our
stockhol ders' equity (deficit). Thus, it may be difficult for us to neet the
obj ective of managing to a positive stockhol ders' equity (deficit). If we need
addi ti onal draws under the Purchase Agreenent, this would result in a

consi derably hi gher dividend obligation for us. Higher dividends conbined with
potentially substantial conmitnment fees payable to Treasury starting in 2010
and limted flexibility to pay down capital draws will have a significant
adverse inpact on our future financial position and net worth. For additiona

i nformati on concerning the potential inmpact of the Purchase Agreenent,

i ncluding taking additional |arge draws, see "RI SK FACTORS." Liquidity Since
early July 2008, we have experienced significant deterioration in our access to
the unsecured nmedi um and | ong-term debt markets and in the yields on our debt
as compared to rel evant market benchmarks. Consistent demand for our debt
securities has decreased for our term debt and callable debt, and the spreads
we nust pay on our new i ssuances of short-term debt securities increased.

There are many factors contributing to the reduced denmand for our debt
securities, including continued severe market disruptions, market concerns
about our capital position and the future of our business (including its future
profitability, future structure, regulatory actions and agency status) and the
extent of U S. governnent support for our debt securities. In addition, the
various U S. governnent prograns are still being digested by narket

partici pants creating uncertainty as to whether conpeting obligations of other
conpanies are nore attractive investnents than our debt securities. As noted
above, due to our linted ability to issue |long-termdebt, we have relied

i ncreasingly on short-termdebt to fund our purchases of nortgage assets and to
refinance maturing debt. As a result, we are required to refinance our debt on
a nore frequent basis, exposing us to an increased risk of insufficient demand,
increasing interest rates and adverse credit market conditions. It is unclear
when these narket conditions will reverse allow ng us access to the |onger term
debt
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markets. See "LIQUI DITY AND CAPI TAL RESOURCES -- Liquidity" for nore

i nformati on on our debt funding activities and risks posed by our current

mar ket chal |l enges and "Part Il -- Item 1A -- Risk Factors" for a discussion of
the risks to our business posed by our reliance on the issuance of debt to fund
our operations. Fair Value Results Qur consolidated fair val ue neasurenents
are a component of our risk nanagement processes, as we use daily estinmates of
the changes in fair value to calculate our Portfolio Market Value Sensitivity,
or PWS, and duration gap neasures. During the three nonths ended Septenber
30, 2008, the fair value of net assets, before capital transactions, decreased
by $36.7 billion conpared to a $8.4 billion decrease during the three nonths
ended Septenber 30, 2007. Included in the reduction of the fair value of net
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assets is $19.4 billion related to our partial valuation allowance for our
deferred tax asset for the three nonths ended Septenber 30, 2008. CQur
attribution of changes in the fair value of net assets relies on nodels,
assunptions and ot her neasurement techni ques that evolve over tine. The
following attribution of changes in fair value reflects our current estinmate of
the itenms presented (on a pre-tax basis) and excludes the effect of returns on
capital and adm nistrative expenses. During the three nonths ended Septenber
30, 2008, our investnent activities decreased fair value by approximately $12.2

billion. This estimate includes declines in fair value of approximtely $5.3
billion attributable to the net w dening of nortgage-to-debt OAS. O this
amount, approxinately $7.9 billion was related to the inpact of the net

nort gage-t o- debt QAS wi dening on our portfolio of non-agency nortgage-rel ated
securities with a limted, but increasing anount attributable to the risk of
future |l osses, as well as an $11.1 billion decrease in negative fair value from
our preferred stock. The reduction in fair value was partially offset by our

hi gher core spread i ncone. Core spread income on our retained portfoliois a
fair value estimate of the net current period accrual of income fromthe spread
bet ween nortgage-rel ated i nvestnents and debt, cal cul ated on an option-adj usted
basis. During the three nmonths ended Septenber 30, 2007, our investnent

activities decreased fair value by approximately $6.2 billion. This estinmate
i ncl udes declines in fair value of approximately $8.0 billion attributable to
the net widening of nortgage-to-debt OAS. O this anmount, approximately $3.5
billion was related to the inpact of the net nortgage-to-debt OAS w deni ng on

our portfolio of non-agency nortgage-rel ated securities. The inpact of

nort gage-t o- debt QAS wi dening during the three nonths ended Septenber 30, 2008
decreased the current fair value of our investment activities. Due to the
relatively wide OAS |l evels for purchases during the period, there is a
l'ikelihood that, in future periods, we will be able to recogni ze core-spread
income fromour investnment activities at a higher spread | evel than
historically. We estimate that for the three nmonths ended Septenber 30, 2008,
we will recognize core spread incone at a net nortgage-to-debt OAS | evel of
approximately 190 to 210 basis points in the long run, as conpared to
approximately 60 to 70 basis points estimated for the three nonths ended

Sept ember 30, 2007. As market conditions change, our estimate of expected fair
val ue gains from OAS may al so change, leading to significantly different fair
value results. During the three nonths ended Septenber 30, 2008, our credit
guarantee activities, including our single-famly whole | oan credit exposure,
decreased fair value by an estimated $8.1 billion. This estimate includes an
increase in the single-famly guarantee obligation of approximtely $6.3
billion, primarily attributable to an increase in expected default costs.
During the three nmonths ended Septenber 30, 2007, our credit guarantee
activities decreased fair value by an estimated $6.4 billion. This estinmate

i ncludes an increase in the single-fam |y guarantee obligation of approxi mately
$7.6 billion, primarily attributable to the market's pricing of nortgage
credit. This increase in the single-fanm |y guarantee obligation was partially
of fset by a fair value increase in the single-famly guarantee asset of
approximately $0.5 billion and cash receipts primarily related to managenent
and guarantee fees and other up-front fees related to new busi ness. See

" CONSCLI DATED FAI R VALUE BALANCE SHEETS ANALYSI S" for additional information
regarding attribution of changes in the fair value of net assets for the nine
nont hs ended Septenber 30, 2008. Legislative and Regulatory Matters

Conservat orship and Treasury Agreements Conservatorship On Septenber 6, 2008
FHFA, our safety, soundness and m ssion regul ator, was appointed as our
Conservator when the Director of FHFA placed us into conservatorship. The
conservatorship is a statutory process designed to preserve and conserve our
assets and property, and put the conmpany in a sound and solvent condition. As
Conservat or, FHFA has assumed the powers of our Board of Directors and
management, as well as the powers of our stockhol ders. The powers of the
Conservator under the Reform Act are summari zed bel ow. The conservatorship has
no specified term nation date. In a Fact Sheet issued by FHFA on Septenber 7,
2008, FHFA indicated that the Director of FHFA will issue an order term nating
the conservatorship upon the Director's deternmination that the Conservator's
plan to restore the conpany to a safe and sol vent condition has been conpl et ed
successfully. The FHFA s
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Sept enber 7, 2008 Fact Sheet also indicated that, at present, there is no tine
franme that can be given as to when the conservatorship may end. GCeneral Powers
of the Conservator Pursuant to the Reform Act Upon its appointnent, the
Conservator imedi ately succeeded to all rights, titles, powers and privil eges
of Freddi e Mac, and of any stockhol der, officer or director of Freddie Mac with
respect to Freddie Mac and its assets, and succeeded to the title to all books,
records and assets of Freddie Mac held by any other |egal custodian or third
party. The Conservator has the power to take over our assets and operate our
business with all the powers of our stockholders, directors and officers, and
to conduct all business of the conpany. The Conservator nmay take any actions
it determi nes are necessary and appropriate to carry on our business and
preserve and conserve our assets and property. The Conservator's powers include
the ability to transfer or sell any of our assets or liabilities (subject to
[imtations and post-transfer notice provisions for transfers of qualified
financial contracts, as defined bel ow under "Special Powers of the Conservator
-- Security Interests Protected; Exercise of R ghts Under Qualified Financia
Contracts") w thout any approval, assignment of rights or consent. The Reform
Act, however, provides that nortgage | oans and nortgage-rel ated assets that
have been transferred to a Freddie Mac securitization trust nust be held for
the beneficial owners of the trust and cannot be used to satisfy our genera
creditors. In connection with any sale or disposition of our assets, the
Conservator must conduct its operations to nmaxim ze the net present val ue
return fromthe sale or disposition, to mnimze the anount of any | oss
realized, and to ensure adequate conpetition and fair and consistent treatnent
of offerors. The Conservator is required to pay all of our valid obligations
that were due and payabl e on Septenber 6, 2008 (the date we were placed into
conservatorship), but only to the extent that the proceeds realized fromthe
performance of contracts or sale of our assets are sufficient to satisfy those
obligations. In addition, the Conservator is required to maintain a ful
accounting of the conservatorship and nake its reports avail abl e upon request
to stockhol ders and nenbers of the public. W remain liable for all of our
obligations relating to our outstandi ng debt and nortgage-rel ated securities.
In a Fact Sheet dated Septenber 7, 2008, FHFA indicated that our obligations
will be paid in the normal course of business during the conservatorship
Speci al Powers of the Conservator Under the Reform Act Di saf fi rmance and
Repudi ati on of Contracts The Conservator may disaffirmor repudiate contracts
(subject to certain limtations for qualified financial contracts) that we
entered into prior to its appointnent as Conservator if it determnes, inits
sol e discretion, that performance of the contract is burdensone and that

di saffirmati on or repudiati on of the contract pronpotes the orderly
admi ni stration of our affairs. The Reform Act requires FHFA to exercise its
right to disaffirmor repudiate nost contracts within a reasonabl e period of
time after its appointnment as Conservator. As of Novenber 14, 2008, the
Conservat or had not determ ned whether or not such reasonable period of tine
had passed for purposes of the applicable provisions of the ReformAct. As of
Novenber 14, 2008, the Conservator has advised us that it has not disaffirmed
or repudi ated any contracts we entered into prior to its appointnent as
Conservator. W can, and have continued to, enter into and enforce contracts
with third parties. The Conservator has advised us that it has no intention of
repudi ati ng any guarantee obligation relating to Freddie Mac's nortgage-rel ated
securities because it views repudiation as inconpatible with the goals of the
conservatorship. In addition, as noted above, the Conservator cannot use

nort gage | oans or nortgage-rel ated assets that have been transferred to a
securitization trust to satisfy the general creditors of the conpany. The
Conservator must hold these assets for the beneficial owners of the related
Freddi e Mac nortgage-rel ated securities. 1In general, the liability of the
Conservator for the disaffirnance or repudiation of any contract is limted to
actual direct conpensatory danmages determ ned as of Septenber 6, 2008, which is
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the date we were placed into conservatorship. The liability of the Conservator
for the disaffirnmance or repudiation of a qualified financial contract is
limted to actual direct conpensatory damages determined as of the date of the
di saf firmance or repudiation. If the Conservator disaffirns or repudi ates any
| ease to or fromus, or any contract for the sale of real property, the Reform
Act specifies the liability of the Conservator. Limtations on

Enf orcenment of Contractual Ri ghts by Counterparties The Reform Act provides
that the Conservator nmay enforce nost contracts entered into by us,

not wi t hst andi ng any provision of the contract that provides for termnation
defaul t, accel eration, or exercise of rights upon the appointnment of, or the
exercise of rights or powers by, a conservator.
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Security Interests Protected; Exercise of Rights Under Qualified Financia
Contracts Notw t hstandi ng the Conservator's powers descri bed above, the
Conservator nust recognize legally enforceable or perfected security interests,
except where such an interest is taken in contenplation of our insolvency or
with the intent to hinder, delay or defraud us or our creditors. In addition
the Reform Act provides that no person will be stayed or prohibited from
exercising specified rights in connection with qualified financial contracts,
including term nation or acceleration (other than solely by reason of, or
i nci dental to, the appointnment of the Conservator), rights of offset, and
rights under any security agreenent or arrangenent or other credit enhancenent
relating to such contract. The termqualified financial contract neans any
securities contract, commodity contract, forward contract, repurchase
agreement, swap agreement and any sinilar agreement, as determ ned by FHFA.

Avoi dance of Fraudul ent Transfers The Conservator nay avoid, or refuse to
recogni ze, a transfer of any property interest of Freddie Mac or of any of our
debtors, and al so may avoid any obligation incurred by Freddie Mac or by any
debtor of Freddie Mac, if the transfer or obligation was nmade: (1) within five
years of Septenber 6, 2008; and (2) with the intent to hinder, delay, or
defraud Freddi e Mac, FHFA, the Conservator or, in the case of a transfer in
connection with a qualified financial contract, our creditors. To the extent a
transfer is avoided, the Conservator nay recover, for our benefit, the property
or, by court order, the value of that property fromthe initial or subsequent
transferee, unless the transfer was made for value and in good faith. These
rights are superior to any rights of a trust or any other party, other than a
federal agency, under the U.S. bankruptcy code. Modi fication of Statutes
of Limtations Under the Reform Act, notwi thstanding any provision of any
contract, the statute of limtations with regard to any action brought by the
Conservator is: (1) for clains relating to a contract, the |onger of six years
or the applicable period under state law, and (2) for tort clains, the |onger
of three years or the applicable period under state law, in each case, fromthe
| ater of Septenber 6, 2008 or the date on which the cause of action accrues. In
addition, notwithstanding the state law statute of limtation for tort clains,
the Conservator nmay bring an action for any tort claimthat arises fromfraud,

i ntentional msconduct resulting in unjust enrichnment, or intentiona

m sconduct resulting in substantial loss to us, if the state's statute of
limtations expired not nore than five years before Septenber 6, 2008.
Suspensi on of Legal Actions In any judicial action or proceeding to which we
are or becone a party, the Conservator may request, and the applicable court
nmust grant, a stay for a period not to exceed 45 days. Treat ment of
Breach of Contract Cains Any final and unappeal abl e judgnent for mnonetary
damages agai nst the Conservator for breach of an agreenent executed or approved
in witing by the Conservator will be paid as an administrative expense of the
Conser vat or. Attachnment of Assets and Other Injunctive Relief The
Conservator nmay seek to attach assets or obtain other injunctive relief wthout
being required to show that any injury, |oss or damage is irreparable and
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i medi at e. Subpoena Power The Reform Act provides the Conservator, with
the approval of the Director of FHFA, wth subpoena power for purposes of
carrying out any power, authority or duty with respect to Freddi e Mac.

Current Managenent of the Conpany Under Conservatorship As noted above, as our
Conservator, FHFA has assuned the powers of our Board of Directors.

Accordingly, the current Board of Directors acts with neither the power nor the
duty to manage, direct or oversee our business and affairs. The Conservator has
indicated that it intends to appoint a full Board of Directors to which it wll
del egate specified roles and responsibilities. Until FHFA has nade these

del egati ons, our Board of Directors has no power to determ ne the genera
policies that govern our operations, to create conmttees and el ect the nmenbers
of those commttees, to select our officers, to manage, direct or oversee our
busi ness and affairs, or to exercise any of the other powers of the Board of
Directors that are set forth in our charter and bylaws. FHFA, in its role as
Conservator, has overall nanagenent authority over our business. During the
conservat orshi p, the Conservator has del egated authority to managenent to
conduct day-to-day operations so that the conpany can continue to operate in
the ordi nary course of business. The Conservator retains the authority to
withdraw its del egations to managenent at any time. The Conservator is working
actively with managenent to address and determne the strategic direction for
the enterprise, and in general has retained final decision-making authority in
areas regarding: significant inpacts on operational, market, reputational or
credit risk; mmjor accounting determnations, including policy changes; the
creation of subsidiaries or affiliates and transacting with then significant
[itigation; setting executive compensation; retention of external auditors;
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significant mergers and acquisitions; and any other matters the Conservator
bel i eves are strategic or critical to the enterprise in order for the
Conservator to fulfill its obligations during conservatorship. Treasury
Agreenents The Reform Act granted Treasury tenporary authority (through
December 31, 2009) to purchase any obligations and other securities issued by
Freddi e Mac on such terns and conditions and in such ampbunts as Treasury nay
det erm ne, upon nutual agreenent between Treasury and Freddie Mac. As of
Novermber 14, 2008, Treasury had used this authority as follows: Agreenent and
Rel at ed | ssuance of Senior Preferred Stock and Conmmon St ock Warrant

Purchase Agreenent On Septenber 7, 2008, we, through FHFA in its capacity as
Conservator, and Treasury entered into the Purchase Agreement. The Purchase
Agreenent was subsequently anmended and restated on Septenber 26, 2008. Pursuant
to the Purchase Agreenent, we agreed to issue to Treasury one mllion shares of
senior preferred stock with an initial |iquidation preference equal to $1, 000
per share (for an aggregate l|iquidation preference of $1 billion), and a
warrant for the purchase of our common stock. The terns of the senior preferred
stock and warrant are summari zed in separate sections below W did not receive
any cash proceeds from Treasury as a result of issuing the senior preferred
stock or the warrant. The senior preferred stock and warrant were sold and
issued to Treasury as an initial commtnent fee in consideration of the

comm tnent from Treasury to provide up to $100 billion in funds to us under the
terns and conditions set forth in the Purchase Agreenment. In addition to the

i ssuance of the senior preferred stock and warrant, begi nning on March 31

2010, we are required to pay a quarterly commtnent fee to Treasury. This
quarterly commitnent fee will accrue fromJanuary 1, 2010. The fee, in an
amount to be mutually agreed upon by us and Treasury and to be determ ned with
reference to the market value of Treasury's funding commtnent as then in
effect, will be determnmined on or before December 31, 2009, and will be reset
every five years. Treasury may waive the quarterly commtnent fee for up to one
year at atinme, inits sole discretion, based on adverse conditions in the U S.
nortgage market. W may elect to pay the quarterly commtnent fee in cash or
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add the anmpbunt of the fee to the liquidation preference of the senior preferred
stock. The Purchase Agreenment provides that, on a quarterly basis, we
generally may draw funds up to the anount, if any, by which our tota
liabilities exceed our total assets, as reflected on our GAAP bal ance sheet for
the applicable fiscal quarter (referred to as the deficiency amount), provided
that the aggregate anmount funded under the Purchase Agreenent may not exceed
$100 billion. The Purchase Agreenent provides that the deficiency amount wl|
be calculated differently if we becone subject to receivership or other

l'i qui dation process. The deficiency amount may be increased above the ot herwi se
appl i cabl e anpbunt upon our rmutual witten agreement with Treasury. In addition
if the Director of FHFA determ nes that the Director will be mandated by law to
appoint a receiver for us unless our capital is increased by receiving funds
under the commitnent in an anobunt up to the deficiency anount (subject to the
$100 billion maxi mum anmount that nmay be funded under the agreenment), then FHFA,
inits capacity as our Conservator, may request that Treasury provide funds to
us in such amount. The Purchase Agreenent al so provides that, if we have a
deficiency anpbunt as of the date of conpletion of the |iquidation of our

assets, we may request funds from Treasury in an anmount up to the deficiency
amount (subject to the $100 billion maxi mum amount that nay be funded under the
agreenment). Any anounts that we draw under the Purchase Agreenent will be added
to the liquidation preference of the senior preferred stock. No additiona
shares of senior preferred stock are required to be issued under the Purchase
Agreenent. The Purchase Agreenent provides that the Treasury's funding
commtment will term nate under any the follow ng circunstances: (1) the

conpl etion of our liquidation and fulfillnent of Treasury's obligations under
its funding commtnent at that time; (2) the paynent in full of, or reasonable
provision for, all of our liabilities (whether or not contingent, including
nort gage guarantee obligations); and (3) the funding by Treasury of $100
billion under the Purchase Agreenent. In addition, Treasury may termnate its
fundi ng commitment and decl are the Purchase Agreenent null and void if a court
vacates, nodifies, amends, conditions, enjoins, stays or otherw se affects the
appoi nt nent of the Conservator or otherwi se curtails the Conservator's powers.
Treasury nay not termnate its funding commtnent under the agreenment solely by
reason of our being in conservatorship, receivership or other insolvency
proceedi ng, or due to our financial condition or any adverse change in our
financial condition. The Purchase Agreenent provides that nost provisions of
the agreement may be wai ved or anended by nutual witten agreenment of the
parties; however, no waiver or amendnent of the agreenment is permtted that
woul d decrease Treasury's aggregate funding comm tnent or add conditions to
Treasury's funding commtnent if the waiver or anendment woul d adversely affect
in any material respect the holders of our debt securities or Freddie Mc

nort gage guarantee obligations. In the event of our default on payments with
respect to our debt securities or Freddie Mac nortgage guarantee obligations,

if Treasury fails to performits obligations under its funding commtnent and
if we and/or the Conservator are not diligently pursuing renedies in respect of
that failure, the holders of these debt securities or Freddie Mac nortgage
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guarantee obligations may file a claimin the United States Court of Federa
Clains for relief requiring Treasury to fund to us the lesser of: (1) the
amount necessary to cure the payment defaults on our debt and Freddie Mac

nort gage guarantee obligations; and (2) the |esser of: (a) the deficiency
anmount; and (b) $100 billion |l ess the aggregate amount of funding previously
provi ded under the commtnment. Any paynment that Treasury nakes under those
circunstances will be treated for all purposes as a draw under the Purchase
Agreenent that will increase the liquidation preference of the senior preferred
stock. The Purchase Agreenent includes several covenants that significantly
restrict our business activities, which are described bel ow under "Covenants
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Under Treasury Agreenents -- Purchase Agreenment Covenants." The Purchase
Agreenent is filed as an exhibit to this Form 10-Q | ssuance of Seni or
Preferred Stock Pursuant to the Purchase Agreenent described above, we issued
one mllion shares of senior preferred stock to Treasury on Septenber 8, 2008.
The senior preferred stock was issued to Treasury in partial consideration of
Treasury's commtment to provide up to $100 billion in funds to us under the
terns set forth in the Purchase Agreenent. Shares of the senior preferred
stock have no par value, and have a stated value and initial |iquidation
preference equal to $1,000 per share. The liquidation preference of the senior
preferred stock is subject to adjustnent. Dividends that are not paid in cash
for any dividend period will accrue and be added to the |iquidation preference
of the senior preferred stock. In addition, any anpbunts Treasury pays to us
pursuant to its funding conmitment under the Purchase Agreenent and any
quarterly commtnent fees that are not paid in cash to Treasury or wai ved by
Treasury will be added to the liquidation preference of the senior preferred
stock. As described bel ow, we nay make payments to reduce the |iquidation
preference of the senior preferred stock. Holders of the senior preferred
stock are entitled to receive, when, as and if declared by our Board of
Directors, cunulative quarterly cash dividends at the annual rate of 10% per
year on the then-current liquidation preference of the senior preferred stock
The initial dividend, if declared, will be payable on Decenber 31, 2008 and
will be for the period frombut not including Septenber 8, 2008 through and

i ncl udi ng Decenber 31, 2008. If at any tine we fail to pay cash dividends in a
timely manner, then imrediately followi ng such failure and for all dividend
peri ods thereafter until the dividend period follow ng the date on which we
have paid in cash full cumulative dividends (including any unpaid dividends
added to the liquidation preference), the dividend rate will be 12% per year
The senior preferred stock ranks ahead of our conmon stock and all ot her

out standi ng series of our preferred stock, as well as any capital stock we
issue in the future, as to both dividends and rights upon |iquidation. The
seni or preferred stock provides that we nay not, at any tine, declare or pay
di vi dends on, make distributions with respect to, or redeem purchase or
acquire, or nake a liquidation paynment with respect to, any comon stock or
other securities ranking junior to the senior preferred stock unless: (1) ful
cunul ative dividends on the outstanding senior preferred stock (including any
unpai d dividends added to the liquidation preference) have been decl ared and
paid in cash; and (2) all amunts required to be paid with the net proceeds of
any issuance of capital stock for cash (as described in the follow ng

par agr aph) have been paid in cash. Shares of the senior preferred stock are not
convertible. Shares of the senior preferred stock have no general or specia
voting rights, other than those set forth in the certificate of designation for
the senior preferred stock or otherwi se required by |law. The consent of hol ders
of at least two-thirds of all outstanding shares of senior preferred stock is
generally required to anend the ternms of the senior preferred stock or to
create any class or series of stock that ranks prior to or on parity with the
senior preferred stock. W are not permitted to redeemthe senior preferred
stock prior to the ternmination of Treasury's funding comitment set forth in
the Purchase Agreenent; however, we are pernmitted to pay down the |iquidation
preference of the outstanding shares of senior preferred stock to the extent of
(1) accrued and unpaid dividends previously added to the |iquidation preference
and not previously paid down; and (2) quarterly comm tnent fees previously
added to the liquidation preference and not previously paid down. In addition,
if we issue any shares of capital stock for cash while the senior preferred
stock is outstanding, the net proceeds of the issuance nmust be used to pay down
the liquidation preference of the senior preferred stock; however, the

I iquidation preference of each share of senior preferred stock may not be paid
down bel ow $1, 000 per share prior to the term nation of Treasury's funding
conmitment. Followi ng the term nation of Treasury's funding conmtnent, we nay
pay down the |iquidation preference of all outstanding shares of senior
preferred stock at any time, in whole or in part. If, after term nation of
Treasury's funding comm tnent, we pay down the |iquidation preference of each
out st andi ng share of senior preferred stock in full, the shares will be deened
to have been redeened as of the paynment date. The certificate of designation
for the senior preferred stock is incorporated by reference as an exhibit to
this Form 10-Q | ssuance of Common Stock Warrant Pursuant to the Purchase
Agreenent descri bed above, on Septenber 7, 2008, we, through FHFA, inits
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capacity as Conservator, issued a warrant to purchase comopn stock to Treasury.
The warrant was issued to Treasury in partia
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consi deration of Treasury's commtnent to provide up to $100 billion in funds
to us under the terns set forth in the Purchase Agreenent. The warrant gives
Treasury the right to purchase shares of our common stock equal to 79.9% of the
total nunber of shares of our conmon stock outstanding on a fully diluted basis
on the date of exercise. The warrant nmay be exercised in whole or in part at
any time on or before Septenmber 7, 2028, by delivery to us of: (a) a notice of
exercise; (b) paynent of the exercise price of $0.00001 per share; and (c) the
warrant. |If the narket price of one share of our commopn stock is greater than
the exercise price, then, instead of paying the exercise price, Treasury nay
elect to receive shares equal to the value of the warrant (or portion thereof
bei ng cancel ed) pursuant to the formula specified in the warrant. Upon exercise
of the warrant, Treasury nay assign the right to receive the shares of common
stock issuabl e upon exercise to any other person. The warrant contains severa
covenants, which are described under "Covenants Under Treasury Agreenents --
Treasury Warrant Covenants." As of Novenber 14, 2008, Treasury has not

exerci sed the warrant. The warrant is incorporated by reference as an exhibit
to this Form 10-Q Lendi ng Agreenent On Septenber 18, 2008, we entered into the
Lendi ng Agreenent with Treasury under which we nay request |oans until Decenber
31, 2009. Loans under the Lendi ng Agreenment require approval from Treasury at
the time of request. Treasury is not obligated under the Lendi ng Agreenent to
nmake, increase, renew or extend any |oan to us. The Lendi ng Agreenent does not
speci fy a maxi num anount that nmay be borrowed thereunder, but any | oans nmade to
us by Treasury pursuant to the Lendi ng Agreenent nust be collateralized by
Freddi e Mac or Fanni e Mae nortgage-backed securities. Further, unless anended
or waived by Treasury, the anount we may borrow under the Lendi ng Agreement is
limted by the restriction under the Purchase Agreenment on incurring debt in
excess of 110% of our aggregate indebtedness as of June 30, 2008. The Lending
Agreenent does not specify the maturities or interest rate of |oans that may be
made by Treasury under the credit facility. In a Fact Sheet regarding the
credit facility published by Treasury on Septenber 7, 2008, Treasury indicated
that | oans made pursuant to the credit facility will be for short-term
durations and would in general be expected to be for |ess than one nonth but no
shorter than one week. The Fact Sheet further indicated that the interest rate

on | oans made pursuant to the credit facility ordinarily will be based on daily
LIBOR, fixed for a simlar termof the |oan plus 50 basis points. G ven that
the interest rate we are likely to be charged under the credit facility will be

significantly higher than the rates we have historically achieved through the
sal e of unsecured debt, use of the facility in significant amunts could have a
mat eri al adverse inpact on our financial results. As of Novenber 14, 2008, we
have not requested any | oans or borrowed any anmounts under the Lending
Agreenent. For a description of the covenants contained in the Lending
Agreenent, refer to "Covenants under Treasury Agreenments -- Lendi ng Agreenent
Covenant s" bel ow. For additional information on the terms of the Lendi ng
Agreenent, refer to our Current Report on Form8-K filed with the SEC on

Sept enber 23, 2008 and a copy of the Lending Agreenment is incorporated by
reference as an exhibit to this Form 10-Q Covenants under Treasury Agreenents
The Purchase Agreenent, warrant and Lendi ng Agreenent contain covenants that
significantly restrict our business activities. These covenants, which are
summari zed bel ow, include a prohibition on our issuance of additional equity
securities (except in limted instances), a prohibition on the paynent of

di vi dends or other distributions on our equity securities (other than the

seni or preferred stock or warrant), a prohibition on our issuance of
subordinated debt and a limtation on the total amount of debt securities we
may issue. As a result, we can no |longer obtain additional equity financing
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(other than pursuant to the Purchase Agreenment ) and we are limted in the
amount and type of debt financing we may obtain. Purchase Agreenent Covenants
The Purchase Agreenent provides that, until the senior preferred stock is
repaid or redeened in full, we nmay not, without the prior witten consent of
Treasury:

u Declare or pay any dividend (preferred or otherw se) or nmake any ot her
distribution with respect to any Freddie Mac equity securities (other than
with respect to the senior preferred stock or warrant);

U Redeem purchase, retire or otherw se acquire any Freddie Mac equity
securities (other than the senior preferred stock or warrant);

u Sell or issue any Freddie Mac equity securities (other than the senior
preferred stock, the warrant and the conmon stock issuable upon exercise of
the warrant and other than as required by the terms of any binding agreenent
in effect on the date of the Purchase Agreenent);

U Term nate the conservatorship (other than in connection with a receivership);
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u Sell, transfer, |ease or otherw se dispose of any assets, other than
di spositions for fair market value: (a) to alimted life regulated entity
(in the context of a receivership); (b) of assets and properties in the
ordi nary course of business, consistent with past practice; (c) in connection
with our liquidation by a receiver; (d) of cash or cash equivalents for cash
or cash equivalents; or (e) to the extent necessary to conply with the
covenant described below relating to the reduction of our portfolio of
retai ned nortgages and nortgage-backed securities beginning in 2010;

U Incur indebtedness that would result in our aggregate indebtedness exceeding
110% of our aggregate indebtedness as of June 30, 2008;

u | ssue any subordi nated debt;

U Enter into a corporate reorgani zation, recapitalization, nerger, acquisition
or simlar event; or

u Engage in transactions with affiliates unless the transaction is (a) pursuant
to the Purchase Agreenent, the senior preferred stock or the warrant, (b)
upon arms length terns or (c) a transaction undertaken in the ordinary
course or pursuant to a contractual obligation or customary enpl oynment
arrangenent in existence on the date of the Purchase Agreenent.

The Purchase Agreenent al so provides that we nmay not own nortgage assets in
excess of: (a) $850 billion on Decenber 31, 2009; or (b) on Decenmber 31 of each
year thereafter, 90% of the aggregate anpbunt of our nortgage assets as of
Decenmber 31 of the i medi ately preceding cal endar year, provided that we are
not required to own less than $250 billion in nortgage assets. In addition
the Purchase Agreenent provides that we may not enter into any new compensati on
arrangenents or increase anounts or benefits payabl e under existing
conpensati on arrangenents of any nanmed executive officer (as defined by SEC
rul es) without the consent of the Director of FHFA, in consultation with the
Secretary of the Treasury. W are required under the Purchase Agreenent to
provi de annual reports on Form 10-K, quarterly reports on Form 10-Q and current
reports on Form 8-K to Treasury in accordance with the tine periods specified
inthe SEC s rules. In addition, our designated representative (which, during
the conservatorship, is the Conservator) is required to provide quarterly
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certifications to Treasury certifying conpliance with the covenants contai ned
in the Purchase Agreenent and the accuracy of the representati ons nade pursuant
to the agreenent. W also are obligated to provide pronpt notice to Treasury of
the occurrence of specified events, such as the filing of a |lawsuit that would
reasonably be expected to have a material adverse effect. As of Novenber 13,
2008, we believe we were in conpliance with the covenants under the Purchase
Agreenent. For a summary of the terms of the Purchase Agreenent, see "Purchase
Agreenent and Rel ated |ssuance of Senior Preferred Stock and Commopn Stock
Warrant -- Purchase Agreenent" above. For the conplete terns of the covenants,
see the copy of the Purchase Agreenment filed as an exhibit to this Form 10-Q
Warrant Covenants The warrant we issued to Treasury includes, anbng others, the
foll owi ng covenants: our SEC filings under the Exchange Act will conply in al
material respects as to formw th the Exchange Act and the rul es and
regul ati ons thereunder; we nmay not permt any of our significant subsidiaries
to issue capital stock or equity securities, or securities convertible into or
exchangeabl e for such securities, or any stock appreciation rights or other
profit participation rights; we may not take any action that wll result in an
increase in the par value of our commopn stock; we may not take any action to
avoi d the observance or performance of the terns of the warrant and we nust
take all actions necessary or appropriate to protect Treasury's rights against

i mpai rment or dilution; and we nust provide Treasury with prior notice of
specified actions relating to our common stock, such as setting a record date
for a dividend paynment, granting subscription or purchase rights, authorizing a
recapitalization, reclassification, nerger or simlar transaction, comencing a
[iquidation of the conpany or any other action that would trigger an adjustnent
in the exercise price or nunber or anpbunt of shares subject to the warrant.

The warrant renai ns outstandi ng through Septenber 7, 2028. As of Novenber 13,
2008, we believe we were in conpliance with the covenants under the warrant.

For a summary of the terns of the warrant, see "Purchase Agreenent and Rel ated
| ssuance of Senior Preferred Stock and Conmon Stock Warrant -- |ssuance of
Conmon St ock Warrant" above. For the conplete terns of the covenants contai ned
in the warrant, a copy of the warrant is incorporated by reference as an
exhibit to this Form 10-Q Lendi ng Agreenment Covenants The Lendi ng Agreenent

i ncl udes covenants requiring us, anmong ot her things:

Uto nmaintain Treasury's security interest in the collateral, including the
priority of the security interest, and take actions to defend agai nst adverse
cl ai ns;

U not to sell or otherw se dispose of, pledge or nortgage the collateral (other
than Treasury's security interest);

unot to act in any way to inpair, or to fail to act in a way to prevent the
i mpai rment of, Treasury's rights or interests in the collateral
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U pronptly to notify Treasury of any failure or inpending failure to neet our
regul atory capital requirenents;

uto provide for periodic audits of collateral held under borrower-in-custody
arrangenents, and to conply with certain notice and certification
requi renents;

u promptly to notify Treasury of the occurrence or inpending occurrence of an
event of default under the terns of the |ending agreenment; and

uto notify Treasury of any change in applicable |aw or regul ations, or in our
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charter or bylaws, or certain other events, that nmay materially affect our
ability to performour obligations under the |ending agreenent.

The Lendi ng Agreenent expires on Decenber 31, 2009. As of Novenber 13, 2008,
we believe we were in conpliance with the covenants under the Lending
Agreenent. For a summary of the terms of the Lending Agreenent, see "Lending
Agreenent" above. For the conplete terns of the covenants contained in the
Lendi ng Agreenent, a copy of the agreement is incorporated by reference as an
exhibit to this Form 10-Q Effect of Conservatorship and Treasury Agreements on
Exi sting Stockhol ders The conservatorshi p and Purchase Agreenent have
materially linmted the rights of our conmon and preferred stockhol ders (ot her
than Treasury as hol der of the senior preferred stock). The conservatorship has
had the foll owi ng adverse effects on our commobn and preferred stockhol ders:

u the powers of the stockhol ders are suspended during the conservatorship
Accordi ngly, our common stockhol ders do not have the ability to el ect
directors or to vote on other matters during the conservatorship unless the
Conservator del egates this authority to them

u the Conservator has elimnated common and preferred stock dividends (other
than dividends on the senior preferred stock) during the conservatorship; and

u according to a statenent nade by the Secretary of the Treasury on Septenber
7, 2008, because we are in conservatorship, we "will no | onger be managed
with a strategy to naxi m ze common sharehol der returns.”

The Purchase Agreenent and the senior preferred stock and warrant issued to
Treasury pursuant to the agreenent have had the foll owi ng adverse effects on
our common and preferred stockhol ders:

U the senior preferred stock ranks senior to the combn stock and all other
series of preferred stock as to both dividends and distributions upon
di ssolution, liquidation or winding up of the conpany;

U the Purchase Agreenent prohibits the paynent of dividends on common or
preferred stock (other than the senior preferred stock) wi thout the prior
witten consent of Treasury; and

U the warrant provides Treasury with the right to purchase shares of our common
stock equal to up to 79.9% of the total nunber of shares of our commpn stock
outstanding on a fully diluted basis on the date of exercise for a nom na
price, thereby substantially diluting the ownership in Freddie Mac of our
conmon stockhol ders at the tinme of exercise. Until Treasury exercises its
rights under the warrant or its right to exercise the warrant expires on
Septenber 7, 2028 wit hout havi ng been exercised, the holders of our common
stock continue to have the risk that, as a group, they will own no nore than
20.1% of the total voting power of the conpany. Under our charter, bylaws and
applicable law, 20.1%is insufficient to control the outcone of any vote that
is presented to the commopn sharehol ders. Accordingly, existing comon
sharehol ders have no assurance that, as a group, they will be able to contro
the election of our directors or the outcone of any other vote after the
time, if any, that the conservatorship ends.

As described above, the conservatorship and Treasury agreenents al so i npact
our business in ways that indirectly affect our common and preferred

stockhol ders. By their terms, the Purchase Agreenent, senior preferred stock
and warrant will continue to exist even if we are released fromthe
conservatorship. For a description of the risks to our business relating to the
conservatorship and Treasury agreenents, see "ITEM 1A, RI SK FACTORS." Treasury
Mor t gage- Backed Securities Purchase Program Pursuant to its authority under our
charter, as amended by the Reform Act, on Septenber 7, 2008, Treasury announced
a program under which Treasury w || purchase GSE nortgage-backed securities in
the open market. The size and tining of Treasury's investrments in GSE
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nort gage- backed securities will be subject to the discretion of the Secretary
of the Treasury. The scale of the programw || be based on devel opnents in the
capital markets and housing narkets. Treasury's authority to purchase GSE

nort gage- backed securities expires on Decenmber 31, 2009. New York Stock
Exchange Matters As of Novenber 14, 2008, our commpn stock continues to trade
on the New York Stock Exchange, or NYSE. We have been in discussions with the
staff of the NYSE regarding the effect of the conservatorship on our ongoing
conpliance with the rules of the NYSE and the continued |isting of our stock on
the NYSE in light of the unique circunstances of the conservatorship. To date,
we have not been informed of any non-conpliance by the NYSE
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O her Regulatory Matters FHFA is responsible for inplenenting the various
provisions of the ReformAct. In a statement published on Septenber 7, 2008,
the Director of FHFA indicated that FHFA will continue to work expeditiously on
the many regul ati ons needed to inplenent the new | egislation, and that sone of
the key regulations will address mninum capital standards, prudential safety
and soundness standards and portfolio limts. In general, we renmain subject to
exi sting regul ati ons, orders and determinations until new ones are issued or
made. Since we entered into conservatorship on Septenber 6, 2008, FHFA has
taken the following actions relating to the inplenmentation of provisions of the
Ref orm Act. Adoption by FHFA of Regul ation Relating to Golden Parachute
Payments FHFA issued interimfinal regulations pursuant to the Reform Act
relating to "gol den parachute paynments" in Septenber 2008. Under these
regul ations, FHFA may limt golden parachute paynents as defined. On Septenber
14, 2008, the Director of FHFA notified us that severance and other payments
contenplated in the enploynent contract of Richard F. Syron, our forner
Chai rman and Chief Executive Oficer, are gol den parachute paynments within the
meani ng of the Reform Act and that these paynents should not be paid, effective
i medi ately. On Septenber 22, 2008, the Director of FHFA notified us that
severance paynments contenplated in the enpl oynent agreenment of Anthony S.
Pi szel, our forner Chief Financial Oficer, are golden parachute paynents
within the neaning of the Reform Act and should not be paid. Patricia L. Cook
our forner Chief Business Oficer, also will not receive severance paynments
cont enpl at ed under her enpl oynment agreement. Suspension of Regulatory Capita
Requi renents During Conservatorship As described in "Capital Managenent," FHFA
announced in October 2008 that our existing statutory and FHFA-directed
regul atory capital requirenents will not be binding during the conservatorship
Subor di nat ed Debt FHFA has directed us to continue to nmake interest and
princi pal paynents on our subordi nated debt, even if we fail to maintain
required capital levels. As a result, the terms of any of our subordinated debt
that provide for us to defer paynents of interest under certain circunstances,
including our failure to maintain specified capital levels, are no | onger
applicable. In addition, the requirenments in the agreenent we entered into with
FHFA in Septenber 2005 with respect to issuance, nmaintenance, and reporting and
di scl osure of Freddi e Mac subordi nated debt have been suspended during the term
of conservatorship and thereafter until directed otherwi se. Energency Economic
Stabilization Act of 2008, or EESA On Cctober 3, 2008, the President signed
into | aw the EESA whi ch anpng ot her actions, gave further authority to Treasury
to purchase or guarantee financial assets fromfinancial institutions in the
public market. The EESA al so requires FHFA, as Conservator, to inplenment a plan
for delinquent single family and nultifanmily nortgage | oans (including
nort gage- backed securities and asset-backed securities) to maxi mze assi stance
for homeowners and encourage servicers to take advantage of the HOPE for
Honeowners Program i nplemented by the U S. Departnent of Housing and U ban
Devel opnent, or HUD, or other available programs to mnimze forecl osure. FHFA
nust devel op and begin inplenenting a plan 60 days after the date of enactnent.
We cannot predict the content of the plan FHFA may inplenment or its effect on
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our business. M ssion and Affordabl e Housing Goals As was the case in 2007,
mar ket conditions are making it harder to nmeet certain affordabl e housing
targets. Neverthel ess, we estimate that our affordable nortgage purchases will
substantially mrror the I evels of goal-qualifying | oans being originated in
the market today. On Septenber 12, 2008, FHFA issued a statenent indicating
that support for nmultifami |y housing finance is central to our public purpose
and that the conservatorship does not affect existing contracts, our authority
to enter into new contracts, or their enforceability. The statenent indicated
that FHFA, as Conservator, expects us to continue underwiting and financing
sound nultifamly business. On Cctober 27, 2008, FHFA issued a letter finding
that we had officially met or exceeded the affordable housing goals for 2007,
except for the two subgoal s which HUD had previously determned to be

i nfeasi ble. Conformng Loan Limts On Novenber 7, 2008, FHFA announced t hat
the conforming loan limt will remain $417,000 for 2009, with higher limts in
certain cities and counties. Pursuant to the Reform Act, FHFA has set |oan
l[imts for certain "high-cost" areas in 2009. These limts are set equal to
115% of area nedi an house prices and cannot exceed 150% of the base Iimt, or
$625,500 for a one-unit property. The new limts affect |oans purchased in
20009.
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SELECTED FI NANCI AL DATA AND OTHER OPERATI NG MEASURES( 1)

At or for the N ne

Mont hs Ended At or for the Year Ended Decenber 31
Sept enmber 30,
2008 2007 2007 2006 2005 2004 2003
(dollars in mllions, except share-rel ated anounts)

| ncone
Statenent Data
Net interest $ 4,171 $ 2,325 $ 3,099 $ 3,412 $ 4,627 $ 8,313 $ 8,598
i nconme
Non- i nt er est (10, 387) 1,589 194 2,086 1, 003 (2,723) 532

i ncome (Il oss)

Non-i nt er est (13, 534) (5, 813) (9, 270) (3, 216) (3,100) (2,378) (2,123)
expense

Net incone (26, 267) (642) (3,094) 2,327 2,172 2, 603 4, 809
(l oss) before

cunul ati ve

ef fect of

change in

accounti ng

principle

Cumul ati ve -- -- -- -
ef fect of

change in

accounting

principle, net

of taxes

Net incone (26, 267) (642) (3,094) 2,327 2,113 2,603 4, 809
(1 oss)

Net incone (26, 777) (938) (3,503) 2,051 1, 890 2,392 4,593
(1 oss)

avail able to

comon

st ockhol ders

(59) -- --
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Ear ni ngs

(1 oss) per

conmon share

bef ore

cunul ati ve

ef fect of

change in

accounting

principle:

Basi c (30.90) (1.43) (5.37) 3.01 2.82 3. 47
Di | uted (30.90) (1.43) (5.37) 3.00 2.81 3.46
Ear ni ngs

(1l oss) per

conmon share

after

currul ati ve

ef fect of

change in

accounti ng

princi pl e:

Basi ¢ (130.90) (1.43) (5.37) 3.01
Di | uted (30.90) (1.43) (5.37) 3.00
Di vi dends per 0.50 1.50 1.75 1.91
conmon share

Wi ght ed

average comon

shares

out st andi ng

(in

t housands) (2):

Basi c 866, 472 653, 825 651, 881 680, 856 691, 582 689, 282 687, 094
Di | uted 866, 472 653, 825 651, 881 682, 664 693, 511 691, 521 688, 675
Bal ance Sheet

Dat a

Total assets $ 804,390 $ 786,871 $ 794,368 $ 804,910 $ 798,609 $ 779,572 $ 787,962
Short-term 319, 641 252,776 295, 921 285, 264 279, 764 266, 024 279, 180
debt

Long-term 459, 808 468, 903 438, 147 452, 677 454, 627 443, 772 438, 738
seni or debt

Long-term 4,501 5, 232 4, 489 6, 400 5, 633 5, 622 5,613
subor di nat ed

debt

Al'l ot her 34, 140 34, 196 28,911 33,139 31, 945 32,720 32,094
liabilities

Mnority 95 281 176 516 949 1, 509 1,929
interests in

consol i dat ed

subsi di ari es

St ockhol der s’ (13, 795) 25, 483 26,724 26,914 25, 691 29, 925 30, 408
equity

(deficit)

Portfolio

Bal ances( 3)

Ret ai ned $ 736,876 $ 713,164 $ 720,813 $ 703,959 $ 710,346 $ 653,261 $ 645, 767
portfolio(4)

Total PCs and 1,834,408 1,664,776 1,738,833 1,477,023 1, 335,524 1,208,968 1, 162, 068
Structured

Securities

i ssued(5)

Total nortgage 2, 196, 338 2,021,935 2,102,676 1,826,720 1,684,546 1,505,531 1,414,700
portfolio

Rat i os

Return on (4.4)% (0.1)% (0.4)% 0.3% 0.3% 0.3% 0.6%
aver age

asset s(6)

Return on N A (6.6) (21.0) 9.8 8.1 9.4 17.7

. 68
. 67

oo

.73 3. 47
3. 46
.52 1.20

. 68
. 67

\l
w
RO o
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comon

equity(7)
Return on N A (3.3) (11.5) 8.8 7.6 8.6 15.8

tota

equi ty(8)

Di vi dend N A N A N A 63.9 56. 9 34.9 15.6
payout ratio

on common

st ock(9)

Equity to 0.8 3.3 3.4 3.3 3.5 3.8 4.0
assets

rati o(10)

Preferred 130. 2 23. 4 37.3 17.3 13.2 13.5 14. 2
stock to core

capita

ratio(11)

(1)

(2)

(3)

(4)

(5)

(6)
(7

(8)

See "I TEM 2. FI NANCI AL | NFORMATI ON -- SELECTED FI NANCI AL DATA AND OTHER
OPERATI NG MEASURES" in our Registration Statenent for information
regardi ng accounting changes inpacting periods prior to January 1, 2008.

I ncl udes the wei ghted average nunber of shares during the 2008 peri ods
that are associated with the warrant for our conmmon stock issued to
Treasury as part of the Purchase Agreenent. This warrant is included in
basic EPS, since it is unconditionally exercisable by the holder at a

m ni mal cost of $.00001 per share.

Represent the unpaid principal balance and excl ude nortgage | oans and

nort gage-rel ated securities traded, but not yet settled. Effective in
Decenber 2007, we established a trust for the adm nistration of cash
remttances received related to the underlying assets of our PCs and
Structured Securities issued. As a result, for Decenber 2007 and each
period in 2008, we report the balance of our nortgage portfolios to
reflect the publicly-available security bal ances of our PCs and Structured
Securities. For periods prior to Decenmber 2007, we report these bal ances
based on the unpaid principal balance of the underlying nortgage |oans. W
reflected this change as an increase in the unpaid principal bal ance of
our retained portfolio by $2.8 billion at Decenber 31, 2007.

The retained portfolio presented on our consolidated bal ance sheets
differs fromthe retained portfolio in this table because the consolidated
bal ance sheet caption includes val uati on adjustnents and deferred

bal ances. See "CONSOLI DATED BALANCE SHEETS ANALYSI S -- Table 17 --
Characteristics of Mrtgage Loans and Mrtgage-Rel ated Securities in our
Ret ai ned Portfolio" for nmore information

I ncl udes PCs and Structured Securities that are held in our retained
portfolio. See "OUR PORTFCOLIOS -- Table 53 -- Freddie Mac's Total Mortgage
Portfolio and Segment Portfolio Conposition" for the conposition of our
total nortgage portfolio. Excludes Structured Securities for which we have
resecuritized our PCs and Structured Securities. These resecuritized
securities do not increase our credit-rel ated exposure and consi st of
single-class Structured Securities backed by PCs, Real Estate Mortgage

I nvest nent Conduits, or REM Cs, and principal-only strips. The notiona

bal ances of interest-only strips are excluded because this line itemis
based on unpai d principal balance. Includes other guarantees issued that
are not in the formof a PC, such as |long-term standby conmitnments and
credit enhancenments for multifam |y housing revenue bonds.

Rati o conputed as annualized net income (loss) divided by the sinple
average of the beginning and endi ng bal ances of total assets.

Rati o conputed as annualized net income (loss) available to conmmon

st ockhol ders divided by the sinple average of the begi nning and endi ng

bal ances of stockhol ders' equity, net of preferred stock (at redenption
value). Ratio is not conmputed for periods in which stockholders' equity is
| ess than zero.

Rati o conputed as annualized net income (loss) divided by the sinple
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average of the begi nning and endi ng bal ances of stockhol ders' equity.
Ratio is not conputed for periods in which stockhol ders' equity is |ess
than zero.

(9) Ratio conputed as common stock dividends decl ared divided by net income
avai |l abl e to conmon stockholders. Ratio is not conputed for periods in
whi ch net income (loss) available to common stockhol ders was a | oss.

(10) Ratio computed as the sinple average of the begi nning and endi ng bal ances
of stockholders' equity divided by the sinple average of the beginning and
endi ng bal ances of total assets.

(11) Ratio computed as preferred stock (excluding senior preferred), at
redenpti on val ue divided by core capital. Senior preferred stock does not
neet the statutory definition of core capital. See "NOTE 9: REGULATORY
CAPI TAL" to our consolidated financial statements for nore informtion
regardi ng core capital
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CONSOLI DATED RESULTS OF OPERATI ONS The fol |l owi ng di scussi on of our

consol idated results of operations should be read in conjunction with our
consol idated financial statenents including the acconpanying notes. Al so see
"CRI TI CAL ACCOUNTI NG PCLI CI ES AND ESTI MATES" for nore information concerning
our nore significant accounting policies and estinmates applied in determning
our reported financial position and results of operations. Table 4 -- Summary
Consol i dated Statenents of Incone -- GAAP Results

Three Months Ended N ne Months Ended

Sept enber 30, Sept enber 30,
2008 2007 2008 2007
(in mllions)

Net interest incone $ 1,844 $ 761 $ 4,171 $ 2,325
Non-interest income (loss):
Management and guar antee incone 832 718 2,378 1, 937
Gai ns (|l osses) on guarantee asset (1, 722) (465) (2,002) (168)
I ncome on guarantee obligation 783 473 2,721 1,377
Derivative gains (losses)(1) (3,080) (188) (3, 210) (394)
Gains (losses) on investnent activity (9, 747) 478 (11, 855) (44)
Unreal i zed gains (losses) on 1, 500 -- 684 --
forei gn-currency denom nated debt
recorded at fair val ue
Gai ns (|l osses) on debt retirenent 36 91 312 187
Recoveries on | oans inpaired upon 91 125 438 232
pur chase
Forei gn-currency gains (losses), net -- (1,162) -- (1,692)
O her incone 25 47 147 154
Non-interest inconme (loss) (11, 282) 117 (10, 387) 1, 589
Non-i nt erest expense (7,886) (3,070) (13,534) (5,813)
Loss before income tax (expense) (17, 324) (2,192) (19, 750) (1,899)
benefit
I ncome tax (expense) benefit (7,971) 954 (6,517) 1, 257
Net | oss $ (25,295) $ (1,238) $ (26,267) $ (642)

(1) Includes derivative gains (losses) on foreign-currency swaps of $(1,578)
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mllion and $1,155 mllion for the three nonths ended Septenber 30, 2008
and 2007, respectively, and $(389) nmillion and $1,685 nillion for the nine
nont hs ended Septenber 30, 2008 and 2007, respectively. Al so includes
derivative gains (losses) of $228 million and $(69) mllion on

forei gn-currency denom nated receive-fixed swaps for the three and nine
nont hs ended Sept enber 30, 2008, respectively.

Net Interest Income Table 5 presents an analysis of net interest incong,
i ncl udi ng average bal ances and rel ated yi el ds earned on assets and incurred on
liabilities. Table 5 -- Net Interest Incone/Yield and Average Bal ance Anal ysis

Three Mont hs Ended Sept enber 30,

2008 2007
I nt er est I nt er est
Aver age I ncome Aver age Aver age I ncone Aver age

Bal ance(1) (2) (Expense)(1l) Rate Bal ance(1) (2) (Expense)(1l) Rate
(dollars in mllions)
I nt er est - ear ni ng

assets:

Mort gage | oans(3) $ 95,174 $ 1,361 5.72% $ 71, 163 $ 1,103 6.20%
Mor t gage-rel at ed 676, 197 8, 590 5.08 655, 215 8,943 5. 46
securities

Total retained 771, 371 9, 951 5.16 726, 378 10, 046 5.53
portfolio

I nvest ment s(4) 47, 393 356 2.94 44,135 592 5.25
Securities purchased 29, 379 162 2.20 27,046 367 5.42

under agreenents to
resell and federa
funds sold

Tot al 848, 143 10, 469 4.93 797, 559 11, 005 5.51
i nt erest-earning

assets

| nt erest - beari ng

liabilities:

Short-term debt 241, 150 (1,468) (2.38) 175, 407 (2,292) (5.12)
Long- t er m debt (5) 589, 377 (6,795) (4.60) 588, 936 (7,521) (5.10)
Total debt 830, 527 (8,263) (3.96) 764, 343 (9,813) (5.10)
securities

Due to PC investors -- -- -- 7,401 (98) (5.31)
Tot al 830, 527 (8,263) (3.96) 771, 744 (9,911) (5.10)
i nterest-bearing

liabilities

Expense related to -- (362) (0.18) -- (333) (0.17)
derivatives

| npact of net 17,616 -- 0. 09 25, 815 -- 0.17
non-i nt er est - beari ng

fundi ng

Total funding of $ 848,143 (8,625) (4.05) $ 797, 559 (10, 244) (5. 10)
i nt erest-earning

assets

Net interest 1,844 0.88 761 0.41
i ncorme/yield

Ful Iy 98 0. 05 98 0. 05

t axabl e- equi val ent

adj ust ment s( 6)

Net interest $ 1,942 0.93 $ 859 0. 46
incone/yield (fully

t axabl e- equi val ent

basi s)
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Ni ne Mont hs Ended Septenber 30,

2008 2007
I nt er est I nt er est
Aver age I nconme Aver age Aver age I ncone Aver age

Bal ance(1) (2) (Expense)(1) Rate Bal ance(1) (2) (Expense)(1) Rate
(dollars in mllions)
I nt er est - ear ni ng

assets:

Mor t gage | oans(3) $ 89, 760 $ 3,924 5.83% $ 68, 580 $ 3,244 6. 31%
Mor t gage-rel at ed 656, 548 25,103 5.10 649, 030 26, 278 5.40
securities

Total retained 746, 308 29, 027 5.19 717,610 29,522 5.49
portfolio

I nvest ment s(4) 46, 970 1, 155 3.23 47, 328 1, 849 5.15
Securities purchased 21,491 403 2.49 26,138 1, 048 5.34

under agreenents to
resell and federa
funds sold

Tot al 814, 769 30, 585 5.00 791, 076 32,419 5.46
i nt erest-earning

assets

I nt erest -bearing

liabilities:

Short-term debt 228, 640 (5,149) (2.96) 173, 083 (6,749) (5. 14)
Long-t er m debt (5) 565, 705 (20,231) (4.76) 583, 521 (22,028) (5.03)
Total debt 794, 345 (25,380) (4.24) 756, 604 (28,777) (5.05)
securities

Due to PC investors -- -- -- 8,043 (322) (5.33)
Tot al 794, 345 (25,380) (4.24) 764, 647 (29,099) (5.06)
i nt erest-bearing

liabilities

Expense related to -- (1,034) (0.17) -- (995) (0.17)
derivatives

I mpact of net 20, 424 -- 0.11 26, 429 -- 0.17
non-i nt erest - beari ng

f undi ng

Total funding of $ 814, 769 (26, 414) (4.30) $ 791, 076 (30,094) (5.06)
i nt erest-earning

assets

Net interest 4,171 0.70 2,325 0.40
i nconme/yield

Ful l'y 310 0. 05 292 0. 05

t axabl e- equi val ent

adj ust ment s( 6)

Net interest $ 4,481 0.75 $ 2,617 0.45
income/yield (fully

t axabl e- equi val ent

basi s)

(1) Excludes nortgage | oans and nortgage-rel ated securities traded, but not yet
settl ed.

(2) For securities in our retained portfolio and cash and investnent
portfolios, we cal cul ated average bal ances based on their unpaid principa
bal ance plus their associated deferred fees and costs (e.g., premuns and
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di scounts), but excluded the effect of mark-to-fair-value changes.
) Non-perform ng | oans, where interest inconme is recogni zed when coll ected,
are included in average bal ances.
Consi st of cash and cash equival ents and non-nortgage-rel ated securities.
I ncl udes current portion of |ong-term debt.
The determination of net interest incone/yield (fully taxable-equival ent
basi s), which reflects fully taxabl e-equival ent adjustnents to interest
i ncome, involves the conversion of tax-exenpt sources of interest incone to
the equival ent amobunts of interest income that woul d be necessary to derive
the sane net return if the investnments had been subject to incone taxes
using our federal statutory tax rate of 35%

—~—~ o~
XG> w
———

Net interest income and net interest yield on a fully taxabl e-equival ent basis
i ncreased during the three and ni ne nont hs ended Septenber 30, 2008 conpared to
the three and ni ne nonths ended Septenber 30, 2007. During the latter half of
the first quarter of 2008 and continuing into the second quarter of 2008,
liquidity concerns in the market resulted in nmore favorable investnent
opportunities for agency nortgage-related securities at wi der spreads. In
response, we increased our purchase activities resulting in an increase in the
aver age bal ance of our interest-earning assets. The increases in net interest
income and net interest yield on a fully taxabl e-equival ent basis are primarily
attributable to both the purchases of fixed-rate assets at w der spreads
relative to our funding costs and the replacenment of higher cost short- and
l ong-termdebt with | ower cost debt issuances. Interest incone for the third
quarter of 2008 includes $80 nmillion of income related to the accretion of
ot her-than-tenporary inpairnments of investnents in avail able-for-sale
securities recorded in the second quarter of 2008. Net interest income and net
interest yield for the three and nine nonths ended Septenber 30, 2008 al so
benefited fromfunding fixed-rate assets with a higher proportion of short-term
debt in a steep yield curve environnent as well as replacing higher cost
| ong-termdebt with | ower cost issuances. However, our use of short-term debt
fundi ng has al so been driven by the unprecedented | evels of volatility in the
wor | dwi de financial markets, which has limted our ability to obtain |Iong-term
and cal | abl e debt funding. During the first nine nonths of 2008, our short-term
fundi ng bal ances increased significantly when conpared to the first nine nonths
of 2007. We seek to nmanage interest rate risk by attenpting to substantially
mat ch the duration characteristics of our assets and liabilities. To acconplish
this, we use a strategy that involves asset and liability portfolio nanagenent,
i ncluding the use of derivatives for purposes of rebal ancing the portfolio and
mai ntai ning | ow PWS and duration gap. Wile we use interest rate derivatives
to econom cally hedge a significant portion of our interest rate exposure, due
to the market turmoil we are exposed to risks relating to both our ability to
i ssue new debt when our outstanding debt matures and to the variability in
i nterest costs on our new i ssuances of debt which directly inpacts our net
interest incone and net interest yield. The increases in net interest income
and net interest yield on a fully tax-equival ent basis during the nine nonths
ended Septenber 30, 2008 were partially offset by the inpact of declining
interest rates because our floating rate assets reset faster than our
short-termdebt during the first quarter of 2008. As a result of the creation
of the securitization trusts in Decenmber of 2007, interest due to PCinvestors
is now recorded in trust managenent fees within other income on our
consol i dated statenents of incone. See "Non-Interest |Income -- Qther |ncone"
for additional information about due to PC investors interest expense.
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Non- I nterest | ncome Managenent and Guarantee | ncone Table 6 provides sumrmary
i nformati on about nanagenment and guarantee incone. Managenent and guarant ee
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i ncome consists of contractual amounts due to us (reflecting buy-ups and

buy- downs to base nanagenent and guarantee fees) as well as anortization of
certain pre-2003 deferred credit and buy-down fees received by us that were
recorded as deferred income as a conmponent of other liabilities. Post-2002
credit and buy-down fees are reflected as increased i ncone on guarantee
obligation as the guarantee obligation is anortized. Table 6 -- Managenent and
Guarantee I ncone(1l)

Three Mont hs Ended Septenber N ne Mnths Ended Septenber

30, 30,
2008 2007 2008 2007
Amount Rat e Anmobunt Rate Ampunt Rat e Amount Rate

(dollars in mllions, rates in basis points)
Contractual nmanagenent and $ 796 17.6 $ 657 16.2 $ 2,331 17.5 $ 1,884 16.1
guar antee fees
Anortization of credit and 36 0.8 61 1.5 47 0.4 53 0.5
buy- down fees included in
other liabilities
Total nmanagenent and $ 832 18.4 $ 718 17.7 $ 2,378 17.9 $ 1,937 16.6
guar ant ee i ncone
Unanorti zed bal ance of credit $ 371 $ 390 $ 371 $ 390
and buy-down fees included in
other liabilities, at period
end
(1) Consists of managenent and guarantee fees related to all issued and

out st andi ng guar ant ees, including those issued prior to adoption of
Financial Interpretation No. 45, "Guarantor's Accounting and Di scl osure
Requi renents for Guarantees, Including indirect Guarantees of |ndebtedness
of hers, an interpretation of FASB Statenments No. 5, 57 and 107 and
resci ssion of FASB Interpretation No. 34," or FIN 45, in January 2003,
which did not require the establishment of a guarantee asset.

The primary drivers affecting nmanagenent and guarantee inconme are the average
bal ance of our PCs and Structured Securities and changes in nmanagenment and
guarantee fee rates. Contractual nanagenment and guarantee fees include
adjustments to the contractual rates for buy-ups and buy-downs, whereby the
contractual nanagenment and guarantee fee rate is adjusted for up-front cash
payments we make (buy-up) or receive (buy-down) at guarantee issuance. Qur
average rates of managenent and guarantee incone are also affected by the mx
of products we issue, conpetition in market pricing and custoner preference for
buy-up and buy-down fees. The majority of our guarantees are issued under
custonmer "flow' channel contracts, which have pricing schedul es for our
managenment and guarantee fees that are fixed for periods of up to one year. The
remai nder of our purchase and guarantee securitization of nortgage | oans occurs
through "bul k" purchasi ng with managenent and guarantee fees negotiated on an
i ndi vidual transaction basis. The appoi ntnent of FHFA as Conservator and the
Conservator's subsequent directive that we provide increased support to the
nortgage market will likely affect our future guarantee pricing decisions.
Managenent and guarantee income increased for the three and ni ne nont hs ended
Sept ember 30, 2008 conpared to the three and nine nonths ended Septemnber 30,
2007, primarily reflecting an increase in the average PCs and Structured
Securities balances of 11% and 14% respectively, on an annualized basis. The
average contractual nanagement and guarantee fee rate for the three and nine
nont hs ended Septenber 30, 2008 was hi gher than the three and ni ne nont hs ended
Sept enber 30, 2007, primarily due to an increase in buy-up activity. To a
| esser extent, increased purchases of 30-year fixed-rate product during 2008,
whi ch has higher guarantee fee rates relative to adjustabl e-rate nortgages, or
ARMs, and 15-year fixed-rate product, have also contributed to the increase in
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guarantee fee rates. GGains (Losses) on Cuarantee Asset Upon issuance of a
guarantee of securitized assets, we record a guarantee asset on our
consol i dat ed bal ance sheets representing the fair value of the nmanagenent and
guarantee fees we expect to receive over the life of our PCs or Structured
Securities. Guarantee assets are recogni zed in connection with transfers of PCs
and Structured Securities that are accounted for as sal es under SFAS No. 140,
"Accounting for Transfers and Servicing of Financial Assets and Extingui shrment
of Liabilities, a replacenent of Financial Accounting Standards Board, or FASB,
Statement No. 125." Additionally, we recogni ze guarantee assets for PCs issued
through our guarantor swap program and for certain Structured Transactions that
we issue to third parties in exchange for non-agency nortgage-rel ated
securities. Subsequent changes in the fair value of the future cash fl ows of
our guarantee asset are reported in the current period incone as gains (losses)
on guarantee asset. The change in fair value of our guarantee asset reflects:

U reductions related to the nanagenent and guarantee fees received that are
considered a return of our recorded investnment in our guarantee asset; and

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

The fair value of future managenent and guarantee fees is driven primarily by
expected changes in interest rates that affect the estimated |life of nortgages
underlying our PCs and Structured Securities and related di scount rates used to
determ ne the net present value of the cash flows. For exanple, an increase in
interest rates generally slows the rate of
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prepaynments and extends the life of our guarantee asset and increases the fair
val ue of future nanagenment and guarantee fees. Qur val uation nethodol ogy for
our guarantee asset uses narket-based information, including market val ues of
interest-only securities, to deternmine the fair value of future cash flows
associ ated with our guarantee asset. Table 7 -- Attribution of Change -- Gains
(Losses) on Guarantee Asset

Three Mont hs Ni ne Mont hs Ended
Ended
Sept enber 30, Sept enber 30,
2008 2007 2008 2007
(in mllions)
Contractual nmanagement and guarantee fees $ (730) $ (585) $ (2,139) $ (1,661)
Portion related to imputed interest income 299 138 757 395
Return of investnment on guarantee asset (431) (447) (1, 382) (1, 266)
Change in fair value of nanagement and guarantee fees (1,291) (18) (620) 1, 098
Gai ns (|l osses) on guarantee asset $ (1,722) $ (465) $ (2,002) $ (168)
Losses on our guarantee asset increased by $1.3 billion for the three nonths

ended Septenber 30, 2008 conpared to the three nonths ended Septenber 30, 2007,
primarily due to greater declines in market valuations for interest-only
nortgage securities, which are used to val ue our guarantee asset, during the
third quarter of 2008 conpared to the third quarter of 2007. Contractua
management and guarantee fees represent cash received in the current period
related to our PCs and Structured Securities with an established guarantee
asset and have increased proportionately with the average bal ance of
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out st andi ng guar antees. Losses on our guarantee asset increased by $1.8 billion
for the nine nonths ended Septenber 30, 2008 conpared to the nine nonths ended
Sept ember 30, 2007, prinmarily due to the decreases in fair value of managenent
and guarantee fees resulting from | ower market valuations for interest-only
nortgage securities. Declines in market values for interest-only nortgage
securities during 2008 were attributed to decreases in interest rates during
the three and ni ne nonths ended Septenber 30, 2008 conbined with the effects of
a decline in investor demand for nortgage-related securities. |ncone on
CGuarantee Obligation Upon issuance of our guarantee, we record a guarantee
obligation on our consolidated bal ance sheets representing the fair val ue of
our obligation to performunder the terns of the guarantee. Qur guarantee
obligation primarily represents our performance and other related costs, which
consi st of estimated credit costs, including estimated unrecoverable principa
and interest that will be incurred over the expected life of the underlying
nort gages backing PCs, estinmated foreclosure-related costs, and esti nmated

admi ni strative and other costs related to our guarantee. Qur guarantee
obligation is anortized into incone using a static effective yield determ ned
at inception of the guarantee based on forecasted repaynments of the principa
bal ances. The static effective yield is periodically evaluated and adjusted
when significant changes in econom c events cause a shift in the pattern of our
econom c release fromrisk. For exanple, certain narket environnments may | ead
to sharp and sustai ned changes in home prices, which results in the need for an
adjustrment in the static effective yield for specific nortgage pools underlying
the guarantee. When this type of change is required, a cumulative catch-up

adj ustment, which could be significant in a given period, will be recognized
and a new static effective yield will be used to determ ne our guarantee
obligation anortization. Effective January 1, 2008, we began estinmating the
fair value of our new y-issued guarantee obligations at their inception using
the practical expedient provided by FIN 45, as amended by SFAS 157. Using this
approach, the initial guarantee obligation is recorded at an anount equal to
the fair value of the conpensation received in the rel ated guarantee
transactions, including upfront delivery and other fees. As a result, we no

| onger record estinates of deferred gains or i Mmedi ate "day one" | osses on nost
guarantees. All unanortized amounts recorded prior to January 1, 2008 will
continue to be deferred and anortized using existing anortization nethods.
Tabl e 8 provides infornmation about the conmponents of inconme on guarantee
obligation. Table 8 -- Incone on CGuarantee Obligation

Three Mont hs Ni ne Mont hs
Ended Ended
Sept ember 30, Sept ember 30,
2008 2007 2008 2007
(in mllions)
Anmortization income related to:
Static effective yield $ 679 $ 432 $ 1,940 $ 1,223
Cunul ati ve catch-up 104 41 781 154
Total inconme on guarantee obligation $ 783 $ 473 $ 2,721 $ 1,377

Anortization inconme increased for the three and ni ne nonths ended Septenber

30, 2008, conpared to the three and ni ne nonths ended Septenber 30, 2007. This
increase is due to (1) higher guarantee obligation balances in 2007, which

i ncl uded significant nmarket risk prem uns, including those that resulted in
significant day one | osses (i.e., where the fair value of the guarantee
obligation at 1ssuance exceeded the fair value of the guarantee and credit
enhancenent -rel ated assets), (2) higher cunul ative catch-up adjustnments for the
three and nine nonths ended Septenber 30, 2008, and (3) higher average
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bal ances of our PCs and Structured Securities. The cumul ative catch-up

adj ustment s recogni zed during the nine nmonths ended Septenber 30, 2008 were
principally due to significant declines in hone prices and, to a | esser extent,
i ncreases in nortgage prepaynent speeds related to pools of nortgage | oans

i ssued during 2006 and 2007. These cumul ative catch-up adjustnments are recorded
to provide a pattern of revenue recognition that is nore consistent with our
econonic release fromrisk and the tinming of the recognition of |osses on the
pool s of nortgage | oans we guarantee. Derivative Overview Table 9 presents the
ef fect of derivatives on our consolidated financial statenments, including

noti onal or contractual amounts of our derivatives and our hedge accounting
classifications. Table 9 -- Summary of the Effect of Derivatives on Selected
Consol i dat ed Fi nanci al Statenent Captions

Consol i dat ed Bal ance Sheets

Sept ember 30, 2008 December 31, 2007

Not i onal or Not i onal or
Cont r act ual Contractua
Amount (1) Amount (1)

Fair Val ue ACC
(Pre-Tax)(2) (Net of
Taxes) (3)
(in mllions)
Cash fl ow -- -- -- -- -- --
hedges - -
open

Fair Val ue ACC
(Pre-Tax)(2) (Net of
Taxes) (3)

Descri ption

No hedge
desi gnati on
Subt ot al
Bal ance

1, 632, 226
1, 632, 226

5,778
5,778

-- 1, 322,881
-- 1, 322, 881

4,790 --
4,790

- - (3,554) - - - - (4, 059)
related to

cl osed cash

fl ow hedges

Subt ot al 1, 632, 226 5,778
Derivative 805
i nt er est

recei vabl e

(payabl e),

net

Trade/ settle (6) --
recei vabl e

(payabl e),

net

Derivative

coll atera

(hel d)

post ed, net

Tot al $ 1,632,226

(3,554) 1, 322, 881 4,790

1, 659

(4, 059)

(4, 896) (6, 204)

$ 1,681 $ (3,554) $ 1,322,881 $ 245 $ (4,059)

Consol i dated Statenments of |ncone
Three Months Ended Septenber 30, Ni ne Mont hs Ended Septenber 30,
2008 2007 2008 2007
Derivative Hedge Derivative Hedge Derivative Hedge Derivative Hedge
Gai ns Accounti ng Gai ns Accounti ng Gai ns Accounti ng Gai ns Accounti ng
(Losses) Gai ns (Losses) Gai ns (Losses) Gai ns (Losses) Gai ns
(Losses) (4) (Losses) (4) (Losses) (4) (Losses) (4)
(in mllions)
$ (20) -- --

Descri ption

Cash flow --
hedges - -
open(5)

No hedge

desi gnati on(5)

$ (16) --

(3, 080) -- (188) (3, 210) -- (394)
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Tot al $ (3, 080) $ (20) $ (188) $ (3,210) $ (16) $ (394)

(1) Notional or contractual anmpunts are used to cal culate the periodic
settlenent ampbunts to be received or paid and generally do not represent
actual anmpounts to be exchanged. Notional or contractual anbunts are not
recorded as assets or liabilities on our consolidated bal ance sheets.

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

(3) Derivatives that neet specific criteria may be accounted for as cash fl ow
hedges. Changes in the fair value of the effective portion of open
qual i fying cash fl ow hedges are recorded in ACCI, net of taxes. Net
deferred gains and | osses on closed cash flow hedges (i.e., where the
derivative is either termnated or redesignated) are also included in ACC
net of taxes, until the related forecasted transaction affects earnings or
is determ ned to be probable of not occurring.

(4) Hedge accounting gains (losses) arise when the fair value change of a
derivative does not exactly offset the fair value change of the hedged item
attributable to the hedged risk, and is a conponent of other incone in our
consol i dated statenents of incone. For further information, see "NOTE 10:
DERI VATI VES" to our consolidated financial statenents.

(5) For all derivatives in qualifying hedge accounting rel ationships, the
accrual of periodic cash settlenments is recorded in net interest incone on
our consolidated statenents of inconme and those anpbunts are not included in
the table. For derivatives not in qualifying hedge accounting
rel ati onships, the accrual of periodic cash settlenents is recorded in
derivative gains (losses) on our consolidated statenents of incone.

In the first quarter of 2008, we began designating certain derivative
positions as cash fl ow hedges of changes in cash fl ows associated with our
forecasted i ssuances of debt consistent with our risk managenent goals. In the
peri ods presented prior to 2008, we only elected cash fl ow hedge accounti ng
rel ationships for certain commtnents to sell nortgage-related securities. W
expanded this hedge accounting strategy in an effort to reduce volatility in
our consolidated statenents of incone. For a derivative accounted for as a cash
fl ow hedge, changes in fair value are reported in AOCI, net of taxes, on our
consol i dat ed bal ance sheets to the extent the hedge was effective. The
i neffective portion of changes in fair value is reported as other incone on our
consol i dated statenments of income. W record changes in the fair val ue,

i ncluding periodic settlenments, of derivatives not in hedge accounting

rel ati onshi ps as derivative gains (losses) on our consolidated statenents of

i ncome. However, in conjunction with the conservatorship on Septenber 6, 2008,
we determ ned that we can no |onger assert that the associated forecasted

i ssuances of debt are probable of occurring and as a result, we discontinued
this hedge accounting strategy. As a result of this discontinued hedge
accounting strategy, we transferred $27.6 billion in notional anmpbunt and $(488)
mllion in market value from open cash-fl ow hedges to cl osed cash-fl ow hedges
on Septenber 6, 2008. See "NOTE 10: DERI VATIVES" to our consolidated financia
statements for additional information about our discontinuation of derivatives
desi gnat ed as cash-fl ow hedges.
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Derivative Gains (Losses) Table 10 provides a summary of the notional or
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contractual ampunts and the gains and | osses related to derivatives that were
not accounted for in hedge accounting relationships. Derivative gains (| osses)
represents the change in fair value of derivatives not accounted for in hedge
accounting rel ati onshi ps because the derivatives did not qualify for, or we did
not elect to pursue, hedge accounting, resulting in fair value changes being
recorded to earnings. Derivative gains (losses) also includes the accrual of
periodic settlenents for derivatives that are not in hedge accounting

rel ati onshi ps. Al though derivatives are an inportant aspect of our nanagenent
of interest-rate risk, they will generally increase the volatility of reported
net inconme (loss), particularly when they are not accounted for in hedge
accounting relationships. Table 10 -- Derivatives Not in Hedge Accounting

Rel at i onshi ps

Not i onal or

Contractual Anpunt Derivative Gains (Losses)
Sept ember 30, Three Mont hs Ni ne Mont hs Ended
Ended Sept emnber Sept ember 30,
30,
2008 2007 2008 2007 2008 2007
(in mllions)

Call swaptions:
Pur chased $ 184,022 $ 262,802 $ 1,824 $ 1,657 $ 2,522 $ (64)
Witten -- 1, 000 (7) (16) 14 34
Put swaptions:
Pur chased 36, 550 18, 325 22 (70) (31 166
Witten 6, 000 1, 000 154 27 64 (119)
Recei ve-fi xed
swaps:
For ei gn-currency 13, 367 22,095 228 157 (69) (343)
denom nat ed
U.S. dollar 316, 461 259, 975 2,101 3,026 4, 400 285
denom nat ed
Tot al 329, 828 282,070 2,329 3,183 4,331 (58)
recei ve-fixed
swaps
Pay- fi xed swaps 452, 633 380, 370 (5,296) (6,513) (9,170) (2,460)
Fut ures 245, 535 109, 848 (534) 105 (41) 54
For ei gn-currency 13, 688 23,842 (1,578) 1, 155 (389) 1, 685
swaps(1)
Forward purchase 199, 811 61, 800 280 185 548 114
and sal e
comm tments
O her (2) 164, 159 62, 159 8 (13) (64) 9
Subt ot al 1, 632, 226 1, 203, 216 (2,798) (300) (2,216) (639)
Accrual of
peri odic
settl enents:
Recei ve-fi xed 753 (66) 1,474  (161)
swaps(3)
Pay-fixed swaps (1,128) 182 (2,723) 485
For ei gn-currency 105 (5) 263 (82)
swaps
O her (12) 1 (8) 3
Total accrual of (282) 112 (994) 245
peri odic
settlenents
Tot al $ 1,632,226 $ 1,203,216 $ (3,080) $ (188) $ (3,210) $ (394

(1) Foreign-currency swaps are defined as swaps in which the net settlenment is
based on one leg calculated in a foreign-currency and the other |eg
calculated in U 'S dollars.
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(2) Consists of basis swaps, certain option-based contracts (including witten
options), interest-rate caps, swap guarantee derivatives and credit
derivatives. Includes $27 mllion loss related to the Lehnman bankruptcy for
both the three and ni ne nmont hs ended Septenber 30, 2008. For additiona
information, see "CREDIT RISKS -- Institutional Credit Risk -- Derivative
Counterparty Credit Risk."

(3) Includes inmputed interest on zero-coupon swaps.

We use receive- and pay-fixed swaps to adjust the interest-rate
characteristics of our debt funding in order to nore closely match changes in
the interest-rate characteristics of our nortgage-related assets. During the
third quarter of 2008, fair value | osses on our pay-fixed swaps of $5.3 billion
contributed to an overall |oss recorded for derivatives. The | osses were
partially offset by gains on our receive-fixed swaps of $2.3 billion as
| onger-termswap interest rates decreased. Additionally, we use swaptions and
ot her option-based derivatives to adjust the characteristics of our debt in
response to changes in the expected |ives of nortgage-related assets in our
retai ned portfolio. The gains on our purchased call swaptions, which increased
during the third quarter of 2008, conpared to the third quarter of 2007, were
primarily attributable to decreasing swap interest rates and an increase in
inmplied volatility during the third quarter of 2008. During the nine nonths
ended Septenber 30, 2008, we recognized a |larger derivative | oss as conpared to
the nine nonths ended Septenber 30, 2007. On a year-to-date basis for 2008,
swap interest rates declined resulting in a |l oss on our pay-fixed swap
positions, partially offset by gains on our receive-fixed swaps. Additionally,
the decrease in swap interest rates on a year-to-date basis for 2008, conbi ned
with an increase in volatility resulted in a gain related to our purchased cal
swaptions for the nine nonths ended Septenber 30, 2008. Effective January 1,
2008, we elected the fair value option for our foreign-currency denomni nated
debt. As a result of this election, foreign-currency translation gains and
| osses and fair value adjustnents related to our foreign-currency denom nated
debt are recogni zed on our consolidated statenments of income as unrealized
gai ns (|l osses) on foreign-currency denom nated debt recorded at fair val ue.
Prior to January 1, 2008, translation gains and | osses on our foreign-currency
denom nated debt were recorded in foreign-currency gains (losses), net and the
non-currency related changes in fair value were not recogni zed. W use a
conbi nati on of foreign-currency swaps and foreign-currency denoni nated
recei ve-fixed swaps to hedge the changes in fair value of our foreign-currency
denom nated debt related to fluctuations in exchange rates and
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interest rates, respectively. Derivative gains (losses) on foreign-currency
swaps were $(1.6) billion and $(389) million for the three and nine nonths
ended Septenber 30, 2008, respectively, conmpared to $1.2 billion and $1.7
billion for the three and ni ne nonths ended Septenber 30, 2007, respectively.
These amounts were offset by fair value gains (losses) related to translation
of $1.7 billion and $539 nmillion for the three and ni ne nonths ended Septenber
30, 2008, respectively, and $(1.2) billion and $(1.7) billion for the three and
ni ne nont hs ended Septenber 30, 2007, respectively, on our foreign-currency
denom nated debt. In addition, the interest-rate conponent of the derivative
gains (losses) of $228 nmillion and $(69) mllion for the three and ni ne nonths
ended Septenber 30, 2008, respectively, on foreign-currency denom nated

recei ve-fixed swaps largely offset market val ue adjustnents gains (|l osses)

i ncluded in unrealized gains (losses) on foreign-currency denom nated debt
recorded at fair value of $(165) mllion and $145 mllion for the three and

ni ne nont hs ended Septenber 30, 2008, respectively. See "Unrealized Gains
(Losses) on Foreign-Currency Denom nated Debt Recorded at Fair Val ue" and "NOTE
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1: SUWMMARY OF SI GNI FI CANT ACCOUNTI NG PCLI CI ES" to our consolidated financia
statenents for additional information about our election to adopt the fair

val ue option for foreign-currency denomi nated debt. See "I TEM 13. FI NANCI AL
STATEMENTS AND SUPPLEMENTARY DATA -- AUDI TED CONSCLI DATED FI NANCI AL STATEMENTS
AND ACCOVPANYI NG NOTES -- NOTE 11: DERI VATIVES" in our Registration Statenent
for additional information about our derivatives. Gains (Losses) on Investnent
Activity Gains (losses) on investment activity includes gains and | osses on
certain assets where changes in fair value are recogni zed through earnings,
gains and | osses related to sales, inpairnents and other val uati on adjustnents.
Table 11 summari zes the conmponents of gains (losses) on investnment activity.

Table 11 -- Gains (Losses) on Investnent Activity
Three Mont hs Ni ne Mont hs Ended
Ended
Sept enber 30, Sept enber 30,
2008 2007 2008 2007
(in mllions)
Gains (losses) on trading securities(1) $ (932) $ 257 $ (2,240) $ 302
Gai ns (losses) on sale of nortgage | oans(2) 31 19 97 39
Gains (losses) on sale of available-for-sale securities 287 228 540 13
Security inpairnents on avail able-for-sale securities (9, 106) (1) (10,217) (351)
Lower - of - cost-or-fair-val ue adj ustnents (20) (25) (28) (47)
Gains (losses) on nortgage | oans el ected at fair val ue 7 -- (7) --
Total gains (losses) on investment activity $ (9,747) $ 478 $ (11,855) $ (44)

(1) Include mark-to-fair value adjustments recorded in accordance with Energing
| ssues Task Force, or EITF, 99-20, "Recognition of Interest Incone and
| npai rment on Purchased Beneficial Interests and Beneficial Interests That
Continue to Be Held by a Transferor in Securitized Financial Assets" on
securities classified as trading of $(101) million and $(15) mllion for
the three nmonths ended Septenber 30, 2008 and 2007, respectively, and
$(427) mllion and $(18) mllion for the nine nonths ended Septenber 30,
2008 and 2007, respectively. Prior period anbunts have been revised to
conformto the current period presentation

(2) Represent gains (losses) on nortgage |oans sold in connection with
securitization transactions.

Gai ns (Losses) on Trading Securities W recognized net | osses on trading
securities for the three and nine nonths ended Septenber 30, 2008, as conpared
to net gains for the three and nine nonths ended Septenber 30, 2007. On January
1, 2008, we inplenmented fair value option accounting and transferred
approximately $87 billion in securities, primarily ARMs and fixed-rate PCs,
fromavail abl e-for-sale securities to trading securities significantly
i ncreasing our securities classified as trading. The unpaid principal bal ance
of our securities classified as tradi ng was approxi mately $116 billion at
Sept enber 30, 2008 conpared to approxinmately $12 billion at Decenber 31, 2007.
During the third quarter of 2008, we sold agency securities classified as
trading securities with unpaid principal balances of $58 billion, which
generated a realized |l oss of $547 mllion. The increased bal ance in our trading
portfolio when conpared to the third quarter of 2007, conbined with w der
credit spreads, also contributed to the |osses on trading securities for the
three and nine nmonths ended Septenber 30, 2008. The gai ns recogni zed during the
three and nine nmonths ended Septenber 30, 2007 were prinmarily the result of the
effect of declining interest rates on our REM C securities classified as
trading. Gains (Losses) on Sale of Avail able-For-Sale Securities Net gains on
the sale of available-for-sale securities increased for the third quarter of
2008, as conpared to the third quarter of 2007. During the third quarter of
2008, primarily prior to conservatorship, we entered into structuring
transactions and sal es of seasoned securities with unpaid principal bal ances of
$14.8 billion, primarily consisting of agency nortgage-rel ated securities,
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whi ch generated a net gain of $287 mllion. During the third quarter of 2007,
we entered into structuring transactions and sal es of seasoned securities with
unpai d principal balances of $32.1 billion generating net gains of $279 mllion
recogni zed in gains (losses) on investment activity because the securities sold
had hi gher coupon rates than those available in the narket at the tinme of sale.
In addition, during the third quarter of 2007, we sold non-nortgage-rel ated
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asset - backed securities with an unpaid principal balance of $12 billion
generating net losses of $52 million to generate cash for nore favorable

i nvest ment opportunities. Net gains on the sale of available-for-sale
securities increased for the nine nonths ended Septenber 30, 2008, as conpared
to the nine nonths ended Septenber 30, 2007. During the nine nonths ended

Sept enber 30, 2008, we sold securities with unpaid principal balances of $35
billion, primarily consisting of agency nortgage-rel ated securities, which
generated a net gain of $538 million. These sales occurred principally during
the earlier nmonths of the first quarter and prior to conservatorship during the
third quarter of 2008 when market conditions were favorable and were driven in
part by our need to maintain our mandatory target capital surplus. W were not
required to sell these securities. However, in an effort to inprove our capita
position in light of the unanticipated extraordinary market conditions that
began in the latter half of 2007, we strategically sel ected bl ocks of

securities to sell, the majority of which were in a gain position. These sal es
reduced the assets on our bal ance sheet, against which we were required to hold
capital. In addition, the net gains on these sales increased our retained

earni ngs, further inproving our capital position. During the nine nonths ended
Sept enber 30, 2007, we sold $63 billion of PCs and Structured Securities, which
generated a net gain of $147 million. Security Inpairnents on

Avai |l abl e- For-Sal e Securities During the third quarter of 2008 and 2007, we
recorded other-than-tenporary inpairnents related to i nvestnents in
avail abl e-for-sale securities of $9.1 billion and $1 million, respectively. O
the inpairments recogni zed during the third quarter of 2008, $8.9 billion

rel ated to non-agency securities backed by subprine or Alt-A and other | oans,

i ncluding MIA | oans, prinmarily due to the conbination of a nore pessimistic

vi ew of future perfornmance due to the significant weakness of the econonic
environnent during the third quarter of 2008, significant declines in the

val uation of these securities and poor perfornance of the underlying collatera
of these securities. Also contributing to the inpairnment charge was a

determ nation that there was substantial uncertainty surrounding the ability of
two nonoline bond insurers to pay all future clainms on securities which we
previously held in an unrealized loss position. In making this determ nation
we considered our own analysis as well as additional qualitative factors, such
as the ability of each nonoline to access capital and to generate new business,
pendi ng regul atory actions, ratings agency actions, security prices and credit
default swap | evels traded on each nonoline. W rely on nonoline bond

i nsurance, including secondary coverage, to provide credit protection on sone
of our securities held in our nortgage-related i nvestnment portfolio as well as
our non-nortgage-rel ated i nvestnment portfolio. Monolines are conpanies that
provide credit insurance principally covering securitized assets in both the
primary issuance and secondary narkets. We al so recogni zed i npai rnent charges
of $244 mllion related to our avail able-for-sale non-nortgage-rel ated
securities with $10.8 billion of unpaid principal balance, as managenment coul d
no | onger assert the positive intent to hold these securities to recovery. The
decision to inpair these securities is consistent with our consideration of

sal es of securities fromthe cash and investnents portfolio as a contingent
source of liquidity. During the nine nonths ended Septenber 30, 2008 and 2007,
we recorded inpairnments related to investnents in avail able-for-sale securities
of $10.2 billion and $351 mllion, respectively. O the inpairments recogni zed
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during the nine nonths ended Septenber 30, 2008, $9.7 billion related to

non- agency securities backed by subprime or Alt-A and ot her |oans, including
MTA | oans, as di scussed above. O the remaining $534 million, the mpjority,
$458 mllion, related to inpairments of our available-for-sale

non- nort gage-rel ated securities during the nine nonths ended Septenber 30, 2008
where we did not have the intent to hold to a forecasted recovery. During the
ni ne nont hs ended Septenber 30, 2007, security inmpairments on

avai |l abl e-for-sale securities included $348 mllion in inpairments attributed
to agency nortgage-related securities in an unrealized |oss position that we
did not have the intent to hold to a forecasted recovery. See "CONSOLI DATED
BALANCE SHEET ANALYSIS -- Qher-Than-Tenporary I npairnments” for additiona
information. Unrealized Gains (Losses) on Foreign-Currency Denoni nated Debt
Recorded at Fair Value W elected the fair value option for our

forei gn-currency denom nated debt effective January 1, 2008. Accordingly,

forei gn-currency exposure is now a conponent of unrealized gains (losses) on
forei gn-currency denom nated debt recorded at fair value. Prior to that date,
transl ation gains and | osses on our foreign-currency denom nated debt were
reported in foreign-currency gains (losses), net in our consolidated statenents
of incone. W manage the foreign-currency exposure associated with our

forei gn-currency denom nated debt through the use of derivatives. For the three
and ni ne nont hs ended Septenber 30, 2008, we recognized fair val ue gains of
$1.5 billion and $684 mllion, respectively, on our foreign-currency

denom nated debt prinmarily due to the U S. dollar strengthening relative to the
Euro. See " "Derivative Gains (Losses)" for additional information about how we
mtigate changes in the fair value of our foreign-currency denom nated debt by
using derivatives. See "Foreign-Currency Gains (Losses), Net" and "NOTE 1
SUMVARY OF SI GNI FI CANT ACCOUNTI NG POLI CI ES" to our consolidated financia
statenments for additional information about our adoption of SFAS 159.
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Gai ns (Losses) on Debt Retirenent Gains on debt retirement were $36 mllion and
$312 mllion during the three and nine nonths ended Septenber 30, 2008,
respectively, conpared to gains of $91 million and $187 mllion during the
three and nine nonths ended Septenber 30, 2007, respectively. During the nine
nont hs ended Sept enber 30, 2008, we recogni zed gains due to the increased |eve
of call activity, primarily involving our debt with coupon | evels that increase
at pre-determned intervals, which led to gains upon retirenent and wite-offs
of previously recorded interest expense. Recoveries on Loans |npaired upon
Purchase Recoveries on | oans inpaired upon purchase represent the recapture
into income of previously recogni zed | osses on | oans purchased and provi sion
for credit | osses associated with purchases of delinquent [oans from our PCs
and Structured Securities in conjunction with our guarantee activities.
Recoveri es occur when a non-perfornming loan is repaid in full or when at the
time of foreclosure the estimated fair value of the acquired property, |ess
costs to sell, exceeds the carrying value of the loan. For inpaired | oans where
the borrower has made required paynents that return the loan to | ess than 90
days del i nquent, the recovery ampbunts are instead accreted into interest incone
over tine as periodic paynents are received. The anount of inpaired | oans
purchased into our retained portfolio increased significantly during 2007.
However, since December 2007, when we changed our practice for optiona
purchases of inpaired |loans, the rate of increase in the carrying bal ances of
these | oans has slowed. See "CREDIT RISKS -- Mrtgage Credit Ri sk -- Loans

Pur chased Under Financial Guarantees" for nore information. During the three
nont hs ended Septenber 30, 2008 and 2007, we recogni zed recoveries on | oans

i mpai red upon purchase of $91 mllion and $125 mllion, respectively. During
the nine mont hs ended Septenber 30, 2008 and 2007, we recogni zed recoveries on
| oans inpaired upon purchase of $438 mllion and $232 nmillion, respectively.

Qur recoveries on inpaired | oans decreased during the third quarter of 2008
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conpared to the third quarter of 2007, due to higher severities during the
third quarter of 2008 on those | oans that proceeded to foreclosure, which
reduced our recoveries. Recoveries on inpaired |oans increased during the nine
nmont hs ended Sept enber 30, 2008 conpared to the sanme period in 2007 due to the
hi gher average bal ances of these |loans within our retained portfolio and hi gher
vol ume of these |oans that proceeded to foreclosure in 2008. Foreign-Currency
Gai ns (Losses), Net W manage the foreign-currency exposure associated with our
forei gn-currency denom nated debt through the use of derivatives. W el ected
the fair value option for foreign-currency denom nated debt effective January
1, 2008. Prior to this election, gains and | osses associated with the

forei gn-currency exposure of our foreign-currency denom nated debt were
recorded as foreign-currency gains (losses), net in our consolidated statenents
of incone. Wth the adoption of SFAS 159, foreign-currency exposure i s now a
conponent of unrealized gains (losses) on foreign-currency denom nated debt
recorded at fair value. Because the fair value option is prospective, prior
peri od ampbunts have not been reclassified. See "Derivative Gains (Losses)" and
“Unrealized Gains (Losses) on Forei gn-Currency Denom nated Debt Recorded at
Fair Value" and "NOTE 1: SUWMARY OF S| GNI FI CANT ACCOUNTI NG POLI CI ES" to our
consol idated financial statenents for additional information. For the three
and ni ne nont hs ended Septenber 30, 2007, we recogni zed net foreign-currency
translation losses primarily related to our foreign-currency denom nated debt
of $1.2 billion and $1.7 billion, respectively, as the U S. dollar weakened
relative to the Euro during the period. During the sane period, these |osses
were offset by an increase of $1.2 billion and $1.7 billion, respectively, in
the fair value of foreign-currency-related derivatives recorded in derivative
gains (losses). GOher Income Gther inconme primarily consists of
resecuritization fees, trust managenent incone, fees associated with servicing
and technol ogy-rel ated products, including Loan Prospector(R) , fees related to
nmultifam ly loans (including application and other fees) and various other fees
recei ved from nortgage originators and servicers. Resecuritization fees are
revenues we earn primarily in connection with the issuance of Structured
Securities for which we make a REM C el ection, where the underlying collatera
is provided by third parties. These fees are al so generated in connection with
the creation of interest-only and principal-only strips as well as other
Structured Securities. Trust managenent fees represent the fees we earn as
admi ni strator, issuer and trustee, net of rel ated expenses, which prior to
Decenmber 2007, were reported as due to PC investors, a conponent of net
interest incone.
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Non- I nt erest Expense Tabl e 12 summari zes the conponents of non-interest
expense. Table 12 -- Non-Interest Expense

Three Mont hs Ni ne Mont hs
Ended Ended
Sept enber 30, Sept enber 30
2008 2007 2008 2007
(in mllions)

Admi ni strative expenses:
Sal ari es and enpl oyee benefits $ 133 $ 216 $ 605 $ 656
Pr of essi onal services 61 103 188 296
Qccupancy expense 16 16 49 46
O her administrative expenses 98 93 267 275
Total admi nistrative expenses 308 428 1, 109 1, 273
Provision for credit |osses 5,702 1,372 9, 479 2, 067
REO operati ons expense 333 51 806 81
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Losses on certain credit guarantees 2 392 17 719
Losses on | oans purchased 252 649 423 1,129
Securities admi nistrator |oss on investrment activity 1,082 -- 1,082 --
LI HTC part nershi ps 121 111 346 354
Mnority interests in earnings of consolidated subsidiaries -- 4 8 22
O her expenses 86 63 264 168
Total non-interest expense $ 7,886 $ 3,070 $ 13,534 $ 5,813

Admi ni strative Expenses Adm nistrative expenses decreased for the three and

ni ne nont hs ended Septenber 30, 2008, compared to the three and nine nonths
ended Septenber 30, 2007, primarily due to a reduction in our short-term
performance conpensation during the third quarter of 2008 as well as a decrease
in our use of consultants throughout 2008. Since it is likely portions of our
corporate objectives for 2008 will not be net, we partially reversed short-term
performance conpensation anounts during the third quarter of 2008 that had been
previously accrued. As a percentage of the average total nortgage portfolio,
adm ni strative expenses declined to 5.6 basis points and 6.8 basis points for
the three and ni ne nonths ended Septenber 30, 2008, respectively, from8.7
basi s points and 8.8 basis points for the three and ni ne nonths ended Septenber
30, 2007, respectively. Provision for Credit Losses Qur credit |oss reserves
reflect our best estimates of incurred | osses. Qur reserve estinates for

nort gage | oan and guarantee | osses are based on our projections of the results
of strategic loss mtigation initiatives, including a higher rate of |oan

nodi fications for troubled borrowers, and projections of recoveries through
repurchases by seller/servicers of defaulted | oans due to failure to foll ow
contractual underwiting requirements at the tinme of the loan origination. Qur
reserve estimtes also reflect our best projection of nortgage | oan defaults.
However, the unprecedented deterioration in the national housing market and the
uncertainty in other macroecononm c factors makes forecasting of default rates
increasingly inprecise. The provision for credit |osses increased
significantly for the three and ni ne nonths ended Septenmber 30, 2008, conpared
to the three and ni ne nonths ended Septenber 30, 2007, respectively, as

conti nued weakening in the housing market affected our single-fam |y nortgage
portfolio. See "Table 1 -- Credit Statistics, Single-Fanily Mrtgage Portfolio"
for a presentation of the quarterly trend in the deterioration of our credit
statistics. For the three and ni ne nont hs ended Septenber 30, 2008, we recorded
addi tional reserves for credit | osses on our single-fanmly nortgage portfolio
as a result of:

U increased estimates of incurred | osses on nortgage | oans that are expected to
experi ence higher default rates. Qur estimates of incurred | osses are higher
for | oans we purchased or guaranteed in certain years, or vintages,
particularly those we purchased during 2006, 2007 and to a | esser extent 2005
and 2008. Continued deterioration of macroeconom c factors, such as decreases
in hone prices and rising rates of unenpl oynment during 2008 have negatively
i npacted our estimates of incurred |loss, especially for those nortgages we
purchased during these years. Qur estimates of incurred | oss have al so
i ncreased significantly for certain product-types, particularly At-A,
adj ustabl e-rate and interest-only nortgage products and for | oans on
properties in certain states, such as California, Florida, Nevada and
Ari zona;

U an observed increase in delinquency rates and the percentage of |oans that
transition fromdelinquency to foreclosure, with nore severe increases
concentrated in certain regions of the U S. as well as |oans with second
lien, third-party financing. For exanple, as of Septenber 30, 2008,
single-fanmly nortgage loans in the state of Florida conprise 7% of our
single-fanmly nortgage portfolio; however the loans in this state nake up
nore than 20% of the total delinquent loans in our single-fam |y nortgage
portfolio, based on unpaid principal balances. Simlarly, as of Septenber 30,
2008, approximately 14% of loans in our single-famly nortgage portfolio have
second lien, third-party
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fi nanci ng; however we estinmate that these | oans conprise nore than 25% of our delinquent
| oans, based on unpaid principal bal ances;

U increases in the estimated severity of | osses on a per-property basis, net of
recoveries fromcredit enhancenments, driven in part by declines in hone sales
and horme prices. The states with the largest declines in hone prices and
hi ghest increases in severity of losses include California, Florida, Nevada,
Arizona, Virginia, Georgia and M chigan

U increases in the average unpaid principal balance of delinquent |oans in our
single-fam |y nortgage portfolio. During the third quarter of 2008, there was
a significant increase in the average size of delinquent |oans, prinmarily
attributed to our West region, which conprised approxi mately 30% of our tota
del i nquent loans in the single-famly nortgage portfolio; and

Uto a lesser extent, increases in counterparty exposure related to our
estimates of recoveries through repurchases by seller/servicers of defaulted
| oans due to failure to follow contractual underwiting requirements at
origination and under separate recourse agreenents. During the third quarter
of 2008, several of our seller/servicers were acquired by the FDIC, declared
bankruptcy or merged with other institutions. These and other events increase
our counterparty exposure, or the likelihood that we may bear the risk of
nortgage credit | osses without the benefit of recourse to our counterparty.

We expect our provisions for credit losses to remain high for the renai nder of
2008 and the extent and duration that credit |losses remain high in future
periods will depend on a nunber of factors, including changes in property
val ues, regional economic conditions, third-party nortgage insurance coverage
and recoveries and the realized rate of seller/servicer repurchases. W expect
to further increase our single-famly loan | oss reserves in future periods as
additional l|osses are incurred, particularly related to nortgages originated in
2006, 2007 and to a | esser extent those originated in 2005 and 2008. Loans
originated during 2006 and 2007 represent approxi mately 35% of the unpaid
princi pal bal ance of our single-fanmily |oans underlying our PCs and Structured
Securities and 15% of the unpaid principal balance of single-famly | oans that
we hold in our retained portfolio. Athough the credit characteristics of |oans
underlyi ng our new y-i ssued guarantees during the nine nonths ended Septenber
30, 2008 have progressively inmproved, we have experienced weak credit
performance to date fromloans purchased in the first and second quarters of
2008. REO (perations Expense The increase in REO operations expense for the
three and nine nmonths ended Septenber 30, 2008, as conpared to the three and
ni ne nont hs ended Septenber 30, 2007, was due to significant increases in the
vol ume of our single-famly property forecl osures conbined with declining
single-fam |y REO property val ues during 2008. The decline in hone prices,
whi ch has been both rapid and dramatic in certain geographical areas, conbined
with our higher REO inventory bal ance, resulted in an increase in the
mar ket - based writedowns of REOQ which totaled $172 million and $404 mllion for
the three and ni ne nonths ended Septenber 30, 2008, respectively. REO
operations expense al so increased due to higher real estate taxes, naintenance
costs and net | osses on sal es experienced during the three and nine nonths
ended Septenber 30, 2008 as conpared to the three and ni ne nont hs ended
Sept enber 30, 2007. We expect REO operations expense to continue to increase in
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the remai nder of 2008, as single-fam |y REO volume continues to increase and
honme prices decline. Losses on Certain Credit Guarantees Losses on certain
credit guarantees consist of |osses recognized upon the issuance of PCs in
guarantor swap transactions. Prior to January 1, 2008, our recognition of

| osses on certain guarantee contracts occurred due to any one or a comnbi nation
of several factors, including long-termcontract pricing for our flow business,
the difference in overall transaction pricing versus pool -l evel accounting
neasurenents and, less significantly, efforts to support our affordable housing
m ssion. Upon adopti on of SFAS 157, our |osses on certain credit guarantees in
subsequent periods, if any, will generally relate to our efforts to neet our

af fordabl e housing goals. Effective January 1, 2008, upon the adoption of SFAS
157, which anmended FIN 45, we estinmate the fair value of our new y-issued
guarantee obligations as an anmount equal to the fair value of conpensation
received, inclusive of all rights related to the transaction, in exchange for
our guarantee. As a result, we no |longer record estimates of deferred gains or

i medi ate "day one" | osses on nost guarantees. All unanortized amounts recorded
prior to January 1, 2008 will continue to be anortized using existing
anortization nmethods. This change had a significant positive inpact on our
financial results for the three and nine nonths ended Septenber 30, 2008.
Losses on certain credit guarantees totaled $2 million and $17 mllion for the
three and nine nonth periods ended Septenber 30, 2008, respectively. For the
three and nine nonths ended Septenber 30, 2007, we recogni zed | osses of $392
mllion and $719 m|lion, respectively, on certain guarantor swap transactions
entered into during the period and we deferred gains of $204 mllion and $854
mllion, respectively, on new y-issued guarantees entered into during those
peri ods.
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Losses on Loans Purchased Losses on non-performng | oans purchased fromthe
nort gage pools underlying PCs and Structured Securities occur when the

acqui sition basis of the purchased | oan exceeds the estimated fair value of the
| oan on the date of purchase. Effective Decenber 2007, we made certain
operational changes for purchasing delinquent |oans from PC pools, which
significantly reduced the volune of our delinquent |oan purchases and
consequently the amount of our | osses on |oans purchased for the three and nine
nont hs ended Septenber 30, 2008. W nmade these operational changes in order to
better reflect our expectations of future credit |osses and in consideration of
our capital requirements. As a result of increases in delinquency rates of

| oans underlying our PCs and Structured Securities and our increasing efforts
to reduce forecl osures, the number of |oan nodifications increased
significantly during both the three and ni ne nonths ended Septenber 30, 2008,
as conpared to the sanme periods in 2007. When a loan is nodified, we generally
exerci se our repurchase option and hold the nodified |l oan in our retained
portfolio. See "Recoveries on Loans |npaired upon Purchase" and "CREDI T Rl SKS
-- Table 46 -- Changes in Loans Purchased Under Financial Guarantees" for

addi tional information about the inpacts from non-performng | oans on our
financial results. During the three and nine nonths ended Septenber 30, 2008,
the mar ket -based val uati on of non-perform ng | oans continued to be adversely

af fected by the expectation of higher default costs and reduced liquidity in
the single-fam |y nortgage market. However, our |osses on |oans purchased
decreased 61%to $252 million during the three nonths ended Septenber 30, 2008
conpared to $649 mllion during the three nonths ended Septenber 30, 2007 and
decreased 63%to $423 nillion during the nine nonths ended Septenber 30, 2008
conpared to $1.1 billion during the nine nonths ended Septenber 30, 2007. The
decrease in | osses on | oans purchased during the 2008 periods conpared to 2007
is attributed to the declining volume of our optional repurchases of delinquent
| oans underlying our guarantees. Securities Adm nistrator Loss on |Investnent
Activity In August 2008, acting as the security admi nistrator for a trust which
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hol ds nortgage | oan pools backing our PCs, we invested in $1.2 billion of
short-term unsecured | oans which we made to Lehman on the trust's behal f. W
refer to these transactions as the Lehman short-term | ending transactions.
These transactions were due to mature on Septenber 15, 2008; however Lehman
failed to repay these | oans and the accrued interest. On Septenber 15, 2008,
Lehman filed a chapter 11 bankruptcy petition in the Bankruptcy Court for the
Southern District of New York. To the extent there is a loss related to an
eligible investnent for the trust, we, as the admi nistrator are responsible for
maki ng up that shortfall. During the third quarter of 2008, we recorded a $1.1

billion loss to reduce the carrying amount of this asset to our estimate of the
net realizable anbunt on these transactions. See "O f-Bal ance Sheet
Arrangenents” for further discussion. Income Tax (Expense) Benefit For the

three nonths ended Septenber 30, 2008 and 2007, we reported an incone tax
(expense) benefit of $(8.0) billion and $954 mllion, respectively. For the

ni ne nont hs ended Septenber 30, 2008 and 2007, we reported an incone tax
(expense) benefit of $(6.5) billion and $1.3 billion, respectively. Included in
i ncome tax (expense) benefit for the three and ni ne nont hs ended Septenber 30,
2008, is a non-cash charge of $(14.3) billion recorded during the third quarter
of 2008 in order to establish a partial valuation all owance agai nst our
deferred tax assets. See "NOTE 12: | NCOVE TAXES' to our consolidated financia
statenents for additional information. Segnent Earni ngs Qur operations consi st
of three reportable segnents, which are based on the type of business
activities each perforns -- Investnents, Single-famly Guarantee and
Multifam ly. We manage our business through these segnents, subject to the
conduct of our business under the direction of the Conservator, as discussed
above under "EXECUTI VE SUVMMARY -- Managi ng Qur Busi ness During Conservatorship
-- Qur bjectives." The activities of our business segnents are described in
"EXECUTI VE SUMVARY -- Segnents." Certain activities that are not part of a
segnent are included in the AlIl Oher category; this category consists of
certain unall ocated corporate itens, such as renedi ation and restructuring
costs, costs related to the resolution of certain legal matters and certain
income tax itens. W nanage and eval uate perfornance of the segnents and Al

QO her using a Segnent Earnings approach. Segnent Earnings is calculated for the
segnents by adjusting net incone (loss) for certain investnent-related
activities and credit guarantee-rel ated activities. Segnent Earnings differs
significantly from and should not be used as a substitute for, net incone

(1 oss) before cumul ative effect of change in accounting principle or net incone
(loss) as deternmined in accordance with GAAP. There are Inportant limtations
to using Segnment Earnings as a neasure of our financial performance. Anmong
them our regul atory capital neasures are based on our GAAP results, as is the
need to obtain funding under the Purchase Agreenent. Segment Earnings adjusts
for the effects of certain gains and | osses and mark-to-fair-value items, which
dependi ng on market circunstances, can significantly affect, positively or
negatively, our GAAP results and have in recent periods caused us to record
significant GAAP net | osses. GAAP net | osses will adversely inpact our GAAP
stockhol ders' equity (deficit), as well as our need for funding under the
Purchase Agreenent, regardless of results reflected in Segnment Earnings. Al so,
our definition of Segnment Earnings may differ fromsimlar neasures used by

ot her comnpani es. However, we believe that the presentation of Segment Earnings
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hi ghlights the results from ongoi ng operations and the underlying results of
the segnments in a manner that is useful to the way we manage and eval uate the
performance of our business. See "NOTE 16: SEGVENT REPORTI NG' to our

consol idated financial statenents for nore information regardi ng our segnents
and the adjustments used to cal cul ate Segnent Earnings. |n managi ng our

busi ness, we present the operating performance of our segnents using Segnent
Ear ni ngs. Segment Earnings presents our results on an accrual basis as the cash
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flows fromour segnents are earned over tine. The objective of Segnent Earnings
is to present our results in a nanner nore consistent with our business nodels.
The busi ness nodel for our investnment activity is one where we generally buy
and hold our investments in nortgage-rel ated assets for the long term fund our
investments with debt and use derivatives to mnimze interest rate risk, thus
generating net interest income in line with our return on equity objectives. W
believe it is meaningful to neasure the performance of our investnent business
using long-termreturns, not short-termvalue. The business nodel for our
credit guarantee activity is one where we are a long-termguarantor in the
conform ng nortgage narkets, manage credit risk and generate guarantee and
credit fees, net of incurred credit |osses. As a result of these business
nodel s, we believe that this accrual -based netric is a neaningful way to
present our results as actual cash flows are realized, net of credit |osses and
i npai rments. We believe Segnent Earnings provides us with a view of our
financial results that is nore consistent with our business objectives and
hel ps us better evaluate the performance of our business, both from

peri od-to-period and over the longer term Investnents Segnent Through our

I nvest nents segnment, we seek to nanage our nortgage-rel ated investnent
portfolio to generate positive returns while maintaining a disciplined approach
to interest-rate risk and capital nmanagenent. We seek to acconplish this

obj ective through opportunistic purchases, sales and restructurings of nortgage
assets and repurchases of liabilities. Although we are primarily a buy-and-hold
i nvestor in nortgage assets, we may sell assets that are no | onger expected to
produce desired returns to reduce risk, respond to capital constraints, provide
l[iquidity or structure certain transactions in order to inprove our returns. W
currently do not plan to sell assets at a | oss. W estinmate our expected

i nvest ment returns using an OAS approach. Table 13 presents the Segnent

Earni ngs of our Investnments segnent. Table 13 -- Segment Earni ngs and Key
Metrics -- Investments

Three Months Ended N ne Months Ended
Sept ember 30, Sept ember 30,
2008 2007 2008 2007
(dollars in mllions)
Segnent Ear ni ngs:

Net interest incone $ 1,343 $ 909 $ 3,123 $ 2,801
Non-interest income (lo0ss) (1,871) (4) (1,981) 50
Non-i nt erest expense:

Adm ni strative expenses (104) (125) (365) (386)
Q her non-interest expense (1, 089) (7) (1,105) (22)
Total non-interest expense (1,193) (132) (1, 470) (408)
Segnent Earni ngs before incone taxes (1, 721) 773 (328) 2,443
I ncome tax expense 602 (270) 115 (855)
Segnment Ear ni ngs, net of taxes (1,119) 503 (213) 1, 588

Reconciliation to GAAP net | oss:
Derivative- and foreign-currency denoni nated (1,282) (1,719) (1, 935) (3, 264)
debt -rel ated adjustnents

Credit guarantee-rel ated adj ustnents -- 1 -- 2
I nvest nent sal es, debt retirenents and fair (7,710) 659 (9, 281) 349
val ue-rel ated adj ust ments

Ful | y taxabl e-equi val ent adj ust nent (103) (98) (318) (288)
Tax-rel ated adjustrments(1) 3,246 469 4,238 1,311
Total reconciling items, net of taxes (5, 849) (688) (7,296) (1, 890)
GAAP net | oss $ (6,968) $ (185) $ (7,509) $ (302)
Key netrics -- Investnents:

G ow h:

Purchases of securities -- Mrtgage-rel ated

i nvest ment portfolio:(2)(3)

Guar anteed PCs and Structured Securities $ 21,938 $ 47,110 $ 134,536 $ 103, 423
Non- Freddi e Mac nortgage-rel ated securities:

Agency nortgage-rel ated securities 12,173 5, 599 46, 244 10, 431
Non- agency nortgage-rel ated securities 22 10, 187 1, 906 62, 740
Total purchases of securities -- $ 34,133 $ 62,896 $ 182,686 $ 176,594

Mort gage-rel ated investnent portfolio
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Grom h rate of nortgage-rel ated investnent (32.64)% (0.61)% 1.07% 0. 96%
portfolio (annualized)

Ret ur n:

Net interest yield -- Segment Earnings basis 0.72% 0.53% 0.58% 0.53%

(1) Excludes any allocation of the non-cash charge related to the establishnment of
the partial valuation allowance agai nst our deferred tax asset.

(2) Based on unpaid principal balance and excl udes nortgage-rel ated securities
traded, but not yet settled.

(3) Exclude single-famly nortgage | oans.
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Segnment Earnings for our |Investnents segnment decreased $1.6 billion in the
third quarter of 2008 conpared to the third quarter of 2007. For our

| nvest nents segnment, Segnent Earnings non-interest incone (loss) for the third
quarter of 2008 includes the recognition of security inpairments of $1.9
billion that reflect expected credit principal |osses on our non-agency
nortgage-rel ated securities conpared to security inpairnents of $1 mllion in
the third quarter of 2007. Security inpairnents that reflect expected or
realized credit principal |osses are realized i medi ately pursuant to GAAP and
in Segnent Earnings. In contrast, non-credit related security inpairnents are
not included in Segnment Earnings. Segnment Earnings non-interest expense for the
third quarter of 2008 includes a loss of $1.1 billion related to the Lehman
short-term |l endi ng transacti ons. Segnent Earnings net interest inconme increased
$434 mllion and our Segnent Earnings net interest yield increased 19 basis
points for the third quarter of 2008 conpared to the third quarter of 2007. The
I ncreases in Segnment Earnings net interest incone and net interest yield were
primarily driven by both fixed-rate assets purchased at wi der spreads relative
to our funding costs and the replacement of higher cost short- and long-term
debt with | ower cost debt issuances. Segnent Earnings for our |nvestnents
segment decreased $1.8 billion in the nine nonths ended Septenber 30, 2008
conpared to the nine nmonths ended Septenber 30, 2007. Segnent Earnings for our

I nvest nents segment includes the recognition of security inpairnents during the
ni ne nont hs ended Septenber 30, 2008, of $2.0 billion that reflect expected
credit principal |osses on our non-agency nortgage-rel ated securities conpared
to $2 mllion of security inpairnments recognized during the nine nonths ended
Sept enber 30, 2007. Segnent Earnings non-interest expense for the nine nonths
ended Septenber 30, 2008 includes a loss of $1.1 billion related to the Lehman
short-term |l endi ng transacti ons. Segnent Earnings net interest inconme increased
$322 mllion and our Segnment Earnings net interest yield increased 5 basis
points to 58 basis points for the nine nonths ended Septenber 30, 2008 conpared
to the nine nonths ended Septenber 30, 2007. These increases were prinmarily due
to purchases of fixed rate assets at wi der spreads relative to our funding
costs as well as the anortization of gains on certain futures positions that
matured in March 2008 and the replacenment of higher cost short- and | ong-term
debt with | ower cost debt issuances. Partially offsetting these increases in
Segnment Earnings net interest income were |ower returns on floating rate
securities. In the three and the nine nonths ended Septenber 30, 2008, the
annual i zed growt h rates of our nortgage-related investnent portfolio were
(32.64)% and 1.07% respectively, conpared to (0.61% and 0.96% for the three
and ni ne nont hs ended Septenber 30, 2007. The unpaid principal bal ance of our
nort gage-rel ated i nvestnment portfolio increased from $663.2 billion at Decenber
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31, 2007 to $668.6 bhillion at Septenber 30, 2008. The overall increase in the
unpai d principal balance of our nortgage-related i nvestnent portfolio was
primarily due to nore favorable i nvestnment opportunities for agency securities,
due to liquidity concerns in the nmarket, during the latter half of the first
quarter and continuing into the second quarter. Over the course of the past
year, worldw de financial markets have experienced unprecedented | evels of
volatility. This has been particularly true over the latter half of the third
quarter of 2008 as market participants struggled to digest the new governnment
initiatives, including our conservatorship. In this environment where denand
for debt instruments weakened considerably, the debt funding markets are
sonetinmes frozen, and our ability to access both the termand call abl e debt
markets has been linmted. As a result, toward the latter part of the third
gquarter and continuing into the fourth quarter, we have relied increasingly on
the i ssuance of shorter-termdebt at higher interest rates. Wile we use
interest rate derivatives to econonically hedge a significant portion of our
interest rate exposure, we are exposed to risks relating to both our ability to
i ssue new debt when our outstanding debt matures and to the variability in

i nterest costs on our new i ssuances of debt which directly inpacts our

I nvestments Segnment earnings. W held $57.1 billion of non-Freddie Mac agency
nortgage-rel ated securities and $204.5 billion of non-agency nortgage-rel ated
securities as of Septenber 30, 2008 conpared to $47.8 billion of non-Freddie
Mac agency nortgage-rel ated securities and $233.8 billion of non-agency
nortgage-rel ated securities as of Decenmber 31, 2007. At Septenber 30, 2008 and
Decenber 31, 2007, we held investnents of $79.8 billion and $101.3 billion
respectively, of non-agency nortgage-related securities backed by subprine
loans. In addition to the contractual interest paynments, we recelve substantia
nonthly rem ttances of principal repaynments on these securities, which total ed
nore than $5.9 billion and $21.6 billion during the three and ni ne nonths ended
Sept enber 30, 2008, respectively, representing a return on our investnent in
these securities. These securities include significant credit enhancenent,
particul arly through subordi nation, and 80% and 100% of these securities were

I nvest nent grade at Septenber 30, 2008 and Decenber 31, 2007, respectively. The
unrealized | osses, net of tax, on these securities are included in AOCCI and
totaled $8.8 billion and $5.6 billion at Septenber 30, 2008 and Decenber 31
2007, respectively. W believe that the declines in fair values for these
securities are mainly attributable to poor underlying collateral perfornance,
decreased liquidity and larger risk premunms in the nortgage market. W al so

i nvested in non-agency nortgage-rel ated securities backed by Alt-A and ot her

| oans in our nortgage-related investnent portfolio. W have classified these
securities as Alt-Aif the securities were |abeled as Alt-A when sold to us or
if we believe the underlying collateral includes a significant amount of Alt-A
| oans. W have classified $46 billion and
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$51.3 billion of our single-famly non-agency nortgage-rel ated securities as
Al't-A and other |oans at Septenber 30, 2008 and Decenber 31, 2007,

respectively. In addition to the contractual interest paynents, we receive
substantial nmonthly renittances of principal repaynents on these securities,
which totaled $1.6 billion and $5.9 billion during the three and ni ne nonths
ended Septenmber 30, 2008, respectively, representing a return on our investnent
in these securities. W have focused our purchases on credit-enhanced, senior
tranches of these securities, which provide additional protection due to
subordi nati on. 89% and 100% of these securities were investnent grade at

Sept enber 30, 2008 and Decenber 31, 2007, respectively. The unrealized | osses,
net of tax, on these securities are included in ACCI and totaled $5.8 billion
and $1.7 billion at Septenber 30, 2008 and Decenber 31, 2007, respectively. The
declines in fair values for these securities are mainly attributable to poor
underlying collateral performance, decreased liquidity and larger risk prem unms
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in the nortgage market. See "CONSCLI DATED BALANCE SHEETS ANALYSI S -- Retai ned
Portfolio" for additional information regarding our nortgage-rel ated
securities. The objectives set forth for us under our charter and
conservatorship may negatively inmpact our |Investments segnent results. For
exanpl e, the planned reduction in our retained portfolio balance to $250
billion, through successive annual 10% declines conmencing in 2010, will cause
a corresponding reduction in our net interest income. This nay cause our

I nvest nents segment results to decline. Single-Fam |y Guarantee Segnent
Through our Single-famly Guarantee segnent, we seek to issue guarantees that
we believe offer attractive long-termreturns relative to anticipated credit
costs while fulfilling our mission to provide liquidity, stability and
affordability in the residential nortgage market. In addition, we seek to

i mprove our share of the total residential nortgage securitization market by
enhanci ng custoner service and increasing the volune of business wth our
cust oner s.
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Tabl e 14 presents the Segnent Earnings of our Single-famly Guarantee segnent.
Table 14 -- Segnment Earnings and Key Metrics -- Single-Famly CGuarantee

Three Months Ended N ne Months Ended

Sept enber 30, Sept enber 30,
2008 2007 2008 2007
(in mllions)

Segnent Ear ni ngs:
Net interest incone(1l) $ 52 $ 181 $ 187 $ 528
Non-i nt erest incorme:
Managenent and guar ant ee i ncone 883 738 2,618 2,119
Q her non-interest incone(l) 94 27 301 77
Total non-interest income 977 765 2,919 2,196
Non-i nt er est expense:
Admi ni strative expenses (164) (203) (580) (611)
Provision for credit |osses (5, 899) (1,417) (9,878) (2,175)
REO oper ati ons expense (333) (50) (806) (80)
Q her non-interest expense (20) (18) (68) (58)
Total non-interest expense (6,416) (1,688) (11,332) (2,924)
Segnent Earnings (|l oss) before incone (5, 387) (742) (8, 226) (200)
t axes
I ncome tax benefit 1, 886 259 2,879 70
Segnent Earnings (|l oss), net of taxes (3,501) (483) (5, 347) (130)
Reconciliation to GAAP net | oss:
Credit guarantee-rel ated adj ustnents (1,074) (927) 574 (597)
Tax-rel ated adj ustments(2) 375 325 (202) 208
Total reconciling items, net of taxes (699) (602) 372 (389)
GAAP net | oss $ (4,200) $ (1,085) $ (4,975 $ (519)
Key metrics -- Single-famly Guarantee:
Bal ances and Growth (in billions, except
rate):
Aver age securitized bal ance of $ 1,792 $ 1,612 $ 1,761 $ 1,552
single-fanmly credit guarantee
portfolio(3)
| ssuance -- Single-fanmly credit $ 64 $ 125 $ 309 $ 357
guar ant ees( 3)
Fi xed-rate products -- Percentage of 88. 5% 86. 3% 88. 3% 80. 1%
i ssuances(4)
Li quidation rate -- Single-famly credit 12. 1% 13. 3% 16. 8% 15. 3%
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guarantees (annualized rate)(5)

Credit:

Del i nquency rate(6) 1.22% 0.51%

Del i nquency transition rate(7) 25. 4% 15. 1%

REO i nventory increase, net (nunber of 6, 060 1, 664 13, 697 3,161
units)

Single-famly credit |osses, in basis 27.9 3.0 19. 4 2.2
poi nts (annualized)

Mar ket :

Single-fam |y nortgage debt outstanding $ 11,254 $ 11,034 $ 11,254 $ 11,034
(total U.S. nmarket, in billions)(8)

30-year fixed nortgage rate(9) 6. 3% 6. 6% 6. 1% 6. 4%

(1) In connection with the use of securitization trusts for the underlying
assets of our PCs and Structured Securities in Decenber 2007, we began
recordi ng trust managenent incone in non-interest incone. Trust managenent
i ncome represents the fees we earn as administrator, issuer and trustee.
Previously, the benefit derived frominterest earned on principal and
i nterest cash flows between the tine they were remtted to us by servicers
and the date of distribution to our PCs and Structured Securities hol ders
was recorded to net interest income.

(2) Excludes any allocation of the non-cash charge related to the establishnment
of the partial valuation allowance agai nst our deferred tax asset.

(3) Based on unpaid principal balance.

(4) Excludes fixed-rate Structured Securities backed by non-Freddi e Mac i ssued
nortgage-rel ated securities.

(5) Includes term nation of |ong-term standby commitnents.

(6) Represents the percentage of single-famly loans in our credit guarantee

portfolio, based on |oan count, which are 90 days or nore past due at
peri od end and excl udi ng | oans underlying Structured Transactions. See
"CREDIT RISKS -- Mrtgage Credit Risk" for a description of our Structured
Transacti ons.

(7) Represents the percentage of |oans that have been reported as 90 days or
nore del i nquent, which subsequently transitioned to REOwithin 12 nonths of
the date of delinquency. The rate does not reflect other |oss events, such
as short-sales and deed-in-lieu transactions.

(8) US. single-famly nortgage debt outstanding as of June 30, 2008 for 2008
and Septenber 30, 2007 for 2007. Source: Federal Reserve Flow of Funds
Accounts of the United States of Anerica dated Septenber 18, 2008.

(9) Based on Freddie Mac's Prinmary Mdrtgage Market Survey, or PMVB. Represents
the national average nortgage conmitnment rate to a qualified borrower
exclusive of the fees and points required by the I ender. This conmtnment
rate applies only to conventional financing on conformng nortgages wth
LTV ratios of 80% or |ess.

Segnent Earnings (loss) for our Single-fanm |y Guarantee segnent declined to a
loss of $(3.5) billion for the three nonths ended Septenber 30, 2008 conpared
to a loss of $(483) nmillion for the three nonths ended Septenber 30, 2007.
Segnment Earnings (loss) for our Single-fanm |y Guarantee segnent declined to a
loss of $(5.3) billion for the nine nonths ended Septenber 30, 2008 conpared to
a loss of $(130) million for the nine nonths ended Septenber 30, 2007. These
declines reflect an increase in nornal credit-rel ated expenses due to higher
del i nquency rates, higher volunes of non-perform ng | oans and forecl osures,
hi gher severity of | osses on a per-property basis and a decline in home prices
and ot her regional econom c conditions. The decline in Segnent Earnings for
this segnent for the three and nine nonths ended Septenber 30, 2008 was
partially offset by an increase in Segment Earnings nanagenent and guar ant ee
i ncone as conpared to the three and ni ne nonths ended Septenber 30, 2007. The
i ncrease in Segnent Earni ngs managenment and guarantee income for this segnent
for the three and nine nmonths ended Septenber 30, 2008 is primarily due to
hi gher average bal ances of the single-famly credit guarantee portfolio, an
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increase in the average fee rates shown in the table bel ow and hi gher delivery
and credit fee anortization. Anortization of upfront fees increased as a result
of cumul ative catch-up adjustnents
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recogni zed during the nine nonths ended Septenber 30, 2008. These cunul ative
catch-up adjustnents result in a pattern of revenue recognition that nore is
consistent with our econom c release fromrisk and the timng of the

recogni tion of |osses on pools of nortgage | oans we guarantee. Table 15 bel ow
provi des summary information about Segment Earni ngs nanagenment and guarant ee
income for the Single-fam |y Guarantee segnment. Segment Earni ngs nanagement and
guarantee inconme consists of contractual anmpunts due to us related to our
managenment and guarantee fees as well as anortization of credit fees. Table 15
-- Segment Earni ngs Management and Cuarantee | ncone -- Single-Fam |y CGuarantee

Three Mont hs Ended Septenber 30, N ne Months Ended Septenber 30,

2008 2007 2008 2007
Aver age Aver age Aver age Aver age
Amount Rat e Amount Rate Amount Rat e Amount Rat e
(dollars in mllions, rates in basis points)
Cont r act ual $ 727 16.0 $ 639 15.6 $ 2,142 16.0 $ 1,835 15.5

managenent and

guarantee fees

Anorti zation of 156 3.4 99 2.5 476 3.5 284 2.5
upfront fees

i ncl uded in other

liabilities
Total Segnent 883 19.4 738 18.1 2,618 19.5 2,119 18.0
Ear ni ngs

management and

guar ant ee i ncone

Adj ustnents to

reconcile to

consol i dat ed

GAAP:

Recl assi fication 53 7 147 14
bet ween net

i nterest incone

and nmanagenent

and guar ant ee

fee(1)

Credit (124) (40) (441) (240)
guar antee-rel ated

adj ustment s(2)

Mul tifamly 20 13 54 44
managenent and

guar ant ee

i ncome( 3)

Management and $ 832 $ 718 $ 2,378 $ 1,937
guar ant ee i ncone,

GAAP

(1) Managenent and guarantee fees earned on nortgage | oans held in our retained
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portfolio are reclassified fromnet interest incone within the Investments
segnent to managenent and guarantee fees within the Single-fam |y Quarantee
segnent. Buy-up and buy-down fees are transferred fromthe Single-famly
Guarantee segnment to the Investnents segment.

Primarily represent credit fee anortizati on adjustnents.

Repr esents managenent and guarantee inconme recogni zed related to our
Multifam |y segnent that is not included in our Single-fam |y CGuarantee
segment .

—_~—
W N
——

For the three nonths ended Septenber 30, 2008 and 2007, the annualized growth
rates of our single-famly credit guarantee portfolio were 2.2% and 18. 3%
respectively. For the nine nmonths ended Septenber 30, 2008 and 2007, the
annual i zed growth rates of our single-famly credit guarantee portfolio were
7.1% and 17.1% respectively. Qur nortgage purchase volunes are inpacted by
several factors, including origination volunes, nortgage product and
underwriting trends, conpetition, custoner-specific behavior and contract
terns. Single-fanm |y nortgage purchase vol unes from i ndivi dual custoners can
fluctuate significantly. Despite these fluctuations, our share of the overal
single-fanm |y nortgage origination narket was higher in the nine nonths ended
Sept ember 30, 2008 as conpared to recent years, as nortgage originators have
generally tightened their credit standards, causing conformng nortgages to be
the predom nant product in the market during this period. As a result, we have
seen inprovenents in the credit quality of nortgages delivered to us in 2008.
However, our purchase vol une and al so our market share have significantly
declined during the third quarter of 2008. During 2008, we inplenented severa
increases in delivery fees, which are paid at the tine of securitization. These
i ncreases included a 25 basis point fee assessed on all |oans purchased or
guar ant eed through fl ow busi ness channels, as well as hi gher or new upfront
fees for certain nortgages deenmed to be higher-risk based on product type,
property type, |oan purpose, LTV ratio and/or borrower credit scores. Upfront
fees are recogni zed 1 n Segnent Earni ngs managenent and guarantee fee incone
rather than as part of income on guarantee obligation under GAAP. Certain of
our planned increases in delivery fees that were to be inplemented in November
2008, including a 25 basis point increase in flow business purchases, have been
cancel |l ed. On Cctober 3, 2008, we announced several changes to delivery fee
schedul es that take effect for settlenents on and after January 2, 2009,

i ncluding increasing certain delivery fees based on conbinations of LTV rati os,
credit scores, product types and other characteristics. These increases in
delivery fees will have a positive inpact on our results of operations;

however, the appoi ntnent of FHFA as Conservator and the Conservator's
subsequent directive that we provide increased support to the nortgage market
will likely affect future guarantee pricing decisions. The objectives set forth
for us under our charter and conservatorship nay negatively inpact our
Single-fam |y Guarantee segnent results. For exanple our objective of assisting
the nortgage market may cause us to change our pricing strategy in our core
nortgage | oan purchase or guarantee business, which nay cause our Single-Famly
guarantee segnment results to suffer. W have al so nade changes to our
underwriting guidelines for |oans delivered to us for purchase or
securitization in order to reduce our credit risk exposure for new business.
These changes incl ude reduci ng purchases of nortgages with LTV ratios over 95%
and limting conbinations of higher-risk characteristics in |oans we purchase,

i ncludi ng those with reduced docunentation. In sone cases, binding commtnents
under existing custoner contracts nmay delay the effective dates of underwiting
adjustrments for a period of nonths. There has been a shift in the composition
of our new issuances during 2008 to a greater proportion of higher-quality,
fixed-rate nortgages and a reduction in our guarantee of interest-only and
Alt-A nortgage | oans. For exanple, Alt-A |loans nade up approximtely 18% and
22% of our nortgage purchase vol une during 2006 and 2007, respectively. Due to
changes in underwiting practices and reduced originations in the market during
2008, Al't-A |l oan products made up approximately $25.3 billion or 8% of our

nort gage purchase vol une during the nine nonths
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ended Septenber 30, 2008. In Cctober 2008, we announced that we will no | onger
purchase nortgages originated in reliance on reduced docunentation of incone
and assets and nortgages to borrowers with credit scores below a specified

m ni mum del i vered to us on and after February 1, 2009. CQur Segment Earni ngs
provision for credit losses for the Single-famly Guarantee segnent increased
to $5.9 billion for the three nmonths ended Septenber 30, 2008, conpared to $1.4
billion for the three nonths ended Septenber 30, 2007. Qur Segnent Earni ngs
provision for credit losses for the Single-famly Guarantee segnent increased
to $9.9 billion for the nine nonths ended Septenber 30, 2008, conpared to $2.2
billion for the nine nonths ended Septenber 30, 2007, due to continued credit
deterioration in our single-famly credit guarantee portfolio, primarily
related to 2006 and 2007 | oan purchases. Mrtgages in our single-famly credit
guarantee portfolio purchased by us in 2006 and 2007 have hi gher del i nquency
rates, higher transition rates to foreclosure, as well as higher |oss
severities on a per-property basis than our historical experiences. CQur
provision for credit |osses is based on our estimate of incurred | osses

i nherent in both our credit guarantee portfolio and the nortgage | oans in our
retained portfolio using recent historical perfornmance, such as trends in

del i nquency rates, recent charge-off experience, recoveries fromcredit
enhancenents and other loss nitigation activities. The delinquency rate on our
single-famly credit guarantee portfolio increased to 122 basis points as of
Sept ember 30, 2008 from 65 basis points as of December 31, 2007. Increases in
del i nquency rates occurred in all product types for the three nonths ended

Sept enber 30, 2008, but were nost significant for interest-only, Alt-A and ARM
nortgages. See "CREDIT RISKS -- Table 49 -- Single-Fanmily Credit Loss
Concentration Anal ysis" for additional delinquency informtion. W expect our
del i nquency rates will continue to rise in the remainder of 2008. The i npact
of the weak housing market was first evident during 2007 in areas of the
country where unenpl oynent rates have been relatively high, such as the North
Central region. However, we have al so experienced significant increases in

del i nquency rates and REO activity in the West, Northeast and Sout heast regions
during the nine nonths ended Septenber 30, 2008, conpared to the nine nonths
ended Septenber 30, 2007, particularly in the states of California, Florida,
Nevada and Arizona. The West regi on represents approxi mtely 30% of our REO
property acquisitions during the nine nonths ended Septenber 30, 2008, based on
the number of units. The highest concentration in the West region is in the
state of California. At Septenmber 30, 2008, our REO inventory in California
represented approxi mately 30% of our total REO property inventory. California
has accounted for an increasing amunt of our credit |osses and it conprised
approximately 31% of our total credit |osses in the nine nonths ended Septenber
30, 2008. During the nine nmonths ended Septenber 30, 2008, our single-famly
credit guarantee portfolio also continued to experience increases in the rate
at which loans transitioned from delinquency to foreclosure. The increase in
these delinquency transition rates, conpared to our historical experience, has
been progressively worse for nortgage | oans purchased by us during 2006 and
2007. This trend is, in part, due to the increase of non-traditional nortgage

| oans, such as interest-only and Alt-A nortgages, as well as an increase in
estimated current LTV ratios for nortgage | oans originated during those years.
For the three nonths ended Septenber 30, 2008, single-famly charge-offs,
gross, were $1.2 billion conpared to $133 mllion for the three nonths ended
Sept enber 30, 2007. Single-famly charge-offs, gross, increased to $2.4 billion
for the nine nonths ended Septenber 30, 2008 as conpared to $340 mllion for
the nine nonths ended Septenber 30, 2007, primarily due to the increase in the
vol ume of REO acquisitions as well as continued deterioration in the nationa
real estate market. In addition, there has also been an