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The Natural Resources Defense Council (“NRDC”) submits these comments in response to the
Notice of Proposed Rulemaking (“NPR”) published by the Federal Housing Finance Agency
(“FHFA”), “Enterprise Underwriting Standards” (RIN 2590-AA53), 77 Fed. Reg. 36086 (June
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Mac”)(collectively, the “Enterprises”) will purchase mortgages on properties subject to state or
community level Property Assessed Clean Energy (“PACE”) programs.
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In the NPR, FHFA’s proposal is premised on the claim that PACE programs materially increase
financial risk to the Enterprises. This assertion is unsupported by any data or other evidence
presented by FHFA and is further disproved by several studies, most notably an expert analysis
of Sonoma County’s PACE program. We urge FHFA to reverse its decision blocking the
Enterprises from purchasing mortgages secured by PACE financed properties and issue a final
rule based on data and facts, not unsupported assertions. This letter will detail why PACE
programs do not add material risk to the Enterprises and actually decrease risk to the portfolios
by lowering risk of default and increasing asset values. In addition, we will show that FHFA’s
standard of risk is inappropriate and does not fulfill the requirements of the Administrative
Procedure Act (“APA”) and is furthermore inconsistent with FHFA’s own governing statute.

We propose that FHFA adopt a modified version of the NPR’s Third Risk Mitigation Alternative
(“Alternative 3”’), whereby, so long as the PACE program complies with the rigorous
underwriting standards and program guidelines set forth in Alternative 3:

1. the Enterprises shall not take actions to accelerate mortgages on homes with PACE
obligations;

2. the Enterprises shall be permitted to purchase mortgages on such homes, and be
directed to treat PACE assessments in a similar manner as any other local government
tax or assessment; and

3. the Enterprises’ consent to first priority PACE liens shall be deemed to have been
given.

We additionally urge FHFA to leave open the option of using an insurance product or reserve
fund if such a product becomes available in the future (Alternative 1). The modified version of
Alternative 3 as stated above is well-supported by the evidence on the record, satisfies FHFA’s
obligations to protect the safety and soundness of the Enterprises while considering the
environment and the public interest, and respects the well-established taxing and assessment
rights of local governments.

Introduction

The Natural Resources Defense Council is an international nonprofit environmental organization
with more than 1.3 million members and online activists. Since 1970, our lawyers, scientists,
and other environmental specialists have worked to protect the world’s natural resources, public
health, and the environment. NRDC has offices in New York City, Washington, D.C., Los
Angeles, San Francisco, Chicago, Livingston, Montana, and Beijing. NRDC’s top institutional
priority is curbing global warming and creating a clean energy future. Energy efficiency and
renewable energy are the quickest, cleanest, cheapest solutions to global warming. Because
access to financing is a key obstacle to achieving needed investment in cost-effective energy



efficiency and renewable energy programs, NRDC has been a strong supporter of PACE
initiatives, and has helped to develop and support PACE programs nationally.

I. Data from PACE programs show that participation in PACE programs does not
increase the likelihood of default

In response to FHFA’s claim that the comments received in support of PACE lacked adequate
empirical data, the California Attorney General’s office, with the support of NRDC and others,
retained an expert economist to evaluate loans made under the Sonoma County’s Energy
Independence Program (“SCEIP”), one of the longest running and most robust PACE programs
in the country. The report found that the default rate on the primary mortgage loan for properties
that had participated in PACE financing programs (0.85%) was significantly lower than the
mortgage default rate among Sonoma County as a whole (2.19%)." This study provides real data
on the question of whether PACE improvements pose a risk to the Enterprises and disproves
FHFA’s unsubstantiated speculations that PACE will put the Enterprises at risk. Moreover, it
provides strong evidence suggesting PACE programs can reduce risk for the Enterprises.

In addition to showing that PACE properties had lower mortgage default rates, the study also
analyzes the underlying cause(s) of default. The study noted that the properties with PACE liens
had statistically higher tax burdens than non-PACE properties due to the presence of the PACE
assessment. If FHFA’s theory that the presence of PACE assessments increases default rates by
placing additional financial burden on the homeowner is correct, one would expect default rates
to have risen in accordance with higher tax burdens. The data showed that this was not the case,
and in fact, rate of mortgage default among PACE participating properties was less than half that
of non-PACE properties, despite the higher tax burden.

The factors that were shown to increase mortgage default rates were not specific to PACE, but
rather characteristics of general lending practices and the housing-market. These factors were:
(1) initial loan-to-value (LTV) ratios (the higher the LTV, the higher the likelihood of default);
(2) conventional loans rather than FHA or VA loans; and (3) sale during the peak of the housing
market price bubble. Each of these three characteristics exhibited strong, statistically significant
correlation to mortgage default in the study.

In the NPR, FHFA repeatedly contends that commenters in support of PACE were unable to
produce empirical evidence of the default risk associated with PACE assessments, alleging that
the evidence provided is incomplete, inconclusive, and collected from samples that are too small.
FHFA can no longer make these claims. The Sonoma County economic study provides a robust
and well-grounded assessment of the real world effect of PACE programs on mortgage default

! Empire Economics, Inc. (June 28, 2012). “Economic Analysis of Mortgage Loan Default Rates, Sonoma County
Energy Independence Program (SCEIP).” Properties considered to be in “default” when (1) the borrower had
missed one or more mortgage payments, and (2) the lender had filed a Notice of Default with the County Recorder.



rates from the largest existing PACE program. Further, neither FHFA nor any other entity has
provided data or other empirical evidence showing that PACE programs do pose increased risk.

Any continued claims by FHFA that there is not enough data notwithstanding the Sonoma
County economic study would be particularly arbitrary and capricious. FHFA and the
Enterprises have access to additional default and delinquency data that could shed light on the
benefits and risks involved in PACE programs but have refused to make such data available or
conduct any analysis of it. For example, in its comments on the Advanced Notice of Proposed
Ruling, the Department of Energy requested that FHFA make anonymized home mortgage data
available so that DOE could analyze it to examine the effect of home energy performance on
mortgage performance.” FHFA cannot continue to withhold this data while at the same time
maintaining that the evidence presented insufficiently demonstrates that PACE programs do not
pose a risk to the Enterprises.

II. Contrary to FHFA’s assertions, the evidence shows that PACE programs do not
materially increase risk to the Enterprises

In the NPR, FHFA makes unsupported assertions that PACE programs materially increase
financial risk to the Enterprises. The three major types of risk presented are (1) in the event of
foreclosure, the mortgage holder is required to pay any past-due PACE assessments due to the
first-lien status; (2) in the event of foreclosure, the mortgage holder bears the risk of diminished
home value due to outstanding PACE liens or the PACE improvements themselves, “which may
or may not be attractive to potential purchasers” (77 Fed. Reg. 36088); and (3) the homeowner’s
obligation to pay PACE assessments may increase default rates whether due to homeowner
behavior or inconsistent underwriting standards. For the reasons described below, FHFA’s risk
analysis is unsupported by the evidence, fails to properly analyze how PACE programs work,
and, even if FHFA’s analysis were otherwise correct, fails to analyze the potential magnitude of
that risk.

A. In the event of foreclosure on a property with a first-lien PACE assessment, the
mortgage holder’s obligation is to pay only past due assessments.

One of the most important features of PACE financing is that the borrowed money is
tied to the property rather than the individual. This not only encourages homeowners
to undertake beneficial sustainability initiatives, but ensures that the financial
obligation stays with the asset that is benefiting from the financed improvements.
Because PACE obligations are not accelerated upon mortgage default, the risk to the
Enterprises to repay overdue assessments is minimal.

? Department of Energy. (March 26, 2012). “Comments on the FHFA Advanced Notice of Proposed Rulemaking on
Mortgage Assets Affected by Pace Programs.”



To demonstrate the scale of the perceived risk, we use a representative example from
existing PACE programs: a PACE loan of $15,000 repayable over a 20-year term,
which results in a yearly assessment of roughly $1,400.° Assuming an adoption rate
of 1% across an assumed 20 million homes with existing Enterprise owned
mortgages, this adds up to $280 million in PACE obligations annually.* Because the
Enterprises would only be liable to repay past due assessments on any foreclosed
homes, not the full amount remaining on PACE liens, this is the absolute maximum,
worst-case risk to the Enterprises (as this scenario assumes 100% foreclosure on all
PACE properties), $280 million amounts to less than one-hundredth of one percent of
the Enterprises’ total combined assets ($5.46 trillion).™® If we apply the foreclosure
rate of 0.85% as found in the Sonoma County program to the total PACE obligated
loans, the Enterprises would be responsible for roughly $2.4 million in outstanding
assessments in a given year, or 0.00004% of the Enterprises’ total assets. Even if we
consider a theoretical default rate that is in-line with the Enterprises’ 1Q 2012
foreclosure rate (4.1%)’ — which is a default rate approximately 4.8 times higher than
was demonstrated in the Sonoma County PACE program — the outstanding PACE
obligations due would be roughly $11.5 million, which is the equivalent of about
0.0002% of the Enterprises’ total assets. Ultimately, the risk posed to the Enterprises
in paying past due assessments on PACE obligated mortgages is so inconsequential
given the scale of the Enterprises’ operation that such risk is not material.

B. PACE improvements may have a net positive impact on home values

One of FHFA’s key arguments concerning the risk associated with purchasing PACE-
improved properties is that the value of the asset is jeopardized by the existence of the
PACE obligation, an assertion that is unsubstantiated in the record by the Agency. In
fact, many studies point to just the opposite result — homes that incorporate
photovoltaic (“PV”) solar installations or energy efficiency measures as measured by
several “green label” systems fetch higher sales prices than comparable homes on the
market.

A July 2012 study conducted by Nils Kok (Maastricht University, Netherlands and
University of California, Berkeley) and Matthew E. Kahn (University of California,
Los Angeles), analyzed home sales in California and showed that on average, green

? See Sonoma County’s annual payment calculator, available at (see CAG letter pg 4 footnote 7)
* Comptroller of the Currency, Administrator of National Banks (First Quarter 2012) “OCC Mortgage Metrics
Report. Disclosure of National Bank and Federal Savings Association Mortgage Loan Data.”
> United States Securities and Exchange Commission. “Federal National Mortgage Association Form 10-K (Annual
Report) for fiscal year ended December 31, 2011.”
% United States Securities and Exchange Commission. “Federal Home Loan Mortgage Company Form 10-K (Annual
Beport) for fiscal year ended December 31, 2011.”

Id. at 4



labeled homes (i.e., those rated by Energy Star, GreenPoint Rated, or LEED for
Homes) sold on average for 9% (+/- 4%) more than comparable non-certified homes.”
In this study, the sample size of green certified homes was 4,321 compared to a
control group of 1.6 million homes and controlled for outside variables such as
location, age, size, and desirable features such as pools, views, and other factors.

This indicates that the presence of efficiency measures is likely to add real value to
properties.

Additionally, numerous studies have been undertaken on the effect of PV installation
on home resale prices. A 2011 study found that in San Diego, on average,
homeowners spent $5.00/watt on solar PV installations and the average premium on
home sales price was $5.50/watt, which translates to a net sales premium of over
$17,000 on the installation of 3,100 watt system (which was the size of the average
system installed).” A different study of the San Diego and Sacramento solar market
indicated that a solar installation fetches a sales prices premium that is net 3.5%
higher than a sale without a renewable energy system.'’ Furthermore, none of these
studies take into account any of the economic impacts incurred over the time spent
owning the home, such as utility savings.

C. Homeowners’ monthly cash flow increases with PACE improvements, decreasing the
risk of mortgage default

FHFA wrongfully assumes that participation in a PACE improvement project will
increase the likelihood of individuals defaulting on existing mortgages by decreasing
the homeowners’ monthly cash flow. These fears are circumstantial and
unsubstantiated by FHFA as set forth in the NPR.

Rebound Effect

FHFA asserts that homeowners may “choose to consume rather than monetize energy
efficiency gains” (77 Fed. Reg.36101). This assertion fails on several grounds. First,
the evidence shows that any rebound effect would be minor. Rebound theorists
themselves acknowledge that there is a “paucity of data that support large rebound
hypotheses.”'' Where there is any empirical data regarding rebound effects, studies

¥ Kok, Nils and Matthew E. Kahn (July 2012). “The Value of Green Homes in the California Housing Market: An
Economic Analysis of the Impact of Green Labeling on the Sales Price of a Home.”

? Hoen, Brian, Ryan Wiser, Peter Cappers, and Mark Thayer. (April 2011). “An Analysis of the Effects of
Photovoltaic Energy Systems on Home Sales Prices in California.”

' Dastrup, Samuel, Joshua S Graff Zivin, Dora L. Costa, Matthew E. Kahn. (July 2011). “Understanding the Solar
Home Price Premium: Electricity Generation and “Green” Social Status.”

" Goldstein, David B., Sierra Martinez and Robin Roy, “Are there Rebound Effects from Energy Efficiency? — An
Analysis of Empirical Data, Internal Consistency, and Solutions,” ElectricityPolicy.com (May 8, 2011).



show that rebounds are small and diminish over time.'> A study by the American
Council for an Energy Efficient Economy (“ACEEE”) found that direct rebound
effects are generally ten percent or less in the residential context.”> This means that
90 percent of the energy savings generated by energy efficiency measures are retained
in the form of decreased energy use.'* The study went on to show that the rebound
effect is reduced with increased consumer education and depth of energy efficiency
measures installed.'” PACE programs that follow the underwriting standards set forth
in Alternative 3 require an audit or feasibility study that discloses costs and energy
savings, and this will increase customer awareness about energy usage and cost
savings, thereby reducing rebound effects. In sum, FHFA’s concerns about the
rebound effect are overstated.'®

More importantly, even if there were a significant potential rebound effect, there is no
reason to expect that this would occur in households at risk of default. FHFA assumes
without evidence that because a household can, in theory, spend energy efficiency
savings on more energy, this increases the risk of mortgage default. But households
under financial pressure and at risk of default are not likely to spend their utility bill
savings on increased energy purchases. The only rational way to view the effect of a
PACE improvement where savings exceed costs is that it increases the household’s
monthly discretionary budget by lowering the amount dedicated to paying utility bills.
Under some circumstances, the homeowner may elect to spend the discretionary
amount on additional energy consumption, however, it is not reasonable to assume
that during times of financial stress homeowners will spend money on additional
energy consumption rather than mortgage payments. As mortgage holders, the
Enterprises are exposed to less risk whenever a household has more funds available to

“Id. at 11.

PSteven Nadel, ACEEE. (August 2012). “The Rebound Effect: Large or Small?” available at:
http://aceee.org/files/pdf/white-paper/rebound-large-and-small.pdf.

'* Steven Nadel, ACEEE. (August 7, 2012). “The Rebound Effect: Real, But Not Very Large.” available at:
http://www.aceee.org/blog/2012/08/rebound-effect-real-not-very-large (stating that even if the rebound effect is as
high as 20 percent, then “80% of the savings from energy efficiency programs and policies register in terms of
reduced energy use, which benefits the environment and public health. And the 20% rebound contributes to
increased consumer amenities (like more comfortable homes), as well as to a larger economy and more jobs.
Therefore, these savings are not ‘lost,” but put to other generally beneficial uses.”) (citing Casey Bell, ACEEE, How
Does Energy Efficiency Create Jobs? (Nov. 14, 2011), available at: http://aceee.org/blog/2011/11/how-does-energy-
efficiency-create-job)).

P 1d. at 13.

' In addition, FHFA’s view that rebound is a wholly negative phenomenon is arbitrary. Some rebound can occur,
for example, in a low-income household that was not able to afford adequate heating or cooling prior to
weatherization or insulation. See Nadel, supra note 13. The fact that the household after the improvement consumes
some of the savings as energy use in this circumstance should be viewed as a public good. FHFA is required to
consider these types of co-benefits as an aspect of the public interest, and their presence weighs in favor of allowing
PACE to proceed. See 12 U.S.C. § 4513(a)(1)(B)(v) (requiring FHFA to ensure that the Enterprises operate
consistent with the public interest).




meet monthly expenses. FHFA’s assertions to the contrary are not supported by the
evidence on the record.

Energy Prices

FHFA states that the value of PACE improvements relies on assumptions about
energy prices, which it claims are “variable and unpredictable, and therefore any
forward-looking estimate of utility cost-savings is inherently speculative” (77 Fed.
Reg 36100). First, FHFA provides no evidence that energy prices are expected to
decline, which occurrence would lead to a smaller realized utility savings than
projected. Even if energy prices were to fall, the overall utility expenditures by
homeowners would decrease accordingly, thus offsetting the risk of mortgage default
by lowering monthly expenses. Alternatively, if the cost of energy were to rise, the
presence of efficiency measures or renewable generation financed through PACE
assessments would serve as a hedge against the impact of rising utility costs on the
household budget, leaving the homeowner in a better position than he or she would be
without efficiency improvements.

Furthermore, the mortgage industry already accepts a large degree of uncertainty in
traditional loans, from insurance expenses, to changing tax rates, variations in
gasoline prices, and swings in consumer debt and spending. But unlike the risk held
by the Enterprises on changes in other household expenses, the increased efficiency
associated with PACE improvements serves to insulate borrowers from energy price
volatility. In sum, the record does not support FHFA’s assertion that uncertainty in
energy prices means that PACE increases financial risk to the Enterprises.

It is also important to note that FHFA’s efforts to dismiss PACE underwriting
standards as faulty because of the Agency’s view that any effort to predict future
energy prices is “speculative” does not stand up. As the D.C. Circuit has explained,
“[r]easoned decisionmaking can use an economic model to provide useful
information about economic realities, provided there is a conscientious effort to take
into account what is known as to past experience and what is reasonably predictable
about the future.” Am. Pub. Gas Ass’'n vs. Fed. Power Comm’n, 567 F.2d 1016, 1036-
37 (D.C. Cir. 1977). Thus, FHFA’s perceived risk associated with the “uncertain”
projections of utility cost savings from PACE improvements, which are based on
reasonable economic models, is invalid.



ITI. FHFA is employing an inappropriate standard of risk in its consideration of
alternatives

The APA requires FHFA to consider reasonable alternatives to a flat ban on purchasing
mortgages that are participating in or subject to PACE programs. In the NPR, FHFA provides
three possible alternatives to prohibition, however, FHFA then indicates that any viable
alternative “must provide mortgage holders with equivalent protection from financial risk to that
of the Proposed Rule [to ban PACE], and could be implemented as readily and enforcibly as” a
flat ban (77 Fed. Reg. 36107). This standard of risk must not be used to prevent FHFA from
undertaking a thorough and open-minded consideration of the alternatives.

First, FHFA appears to assume that banning PACE programs provides the greatest risk

protection to the Enterprises. But when risk is considered in a broader context — across the
whole of the Enterprises’ portfolios — the greater risk may, in fact, be found in banning the
purchase of mortgages secured by properties which have undergone PACE improvements.

As was shown previously, the default rate among homeowners participating in the PACE
program in Sonoma County was significantly lower than the default rate amongst non-PACE
homeowners. One of the most important pieces of evidence to note, in addition, is the
correlation between the Loan-to-Value ratio (LTV) and the likelihood of default. A high LTV,
on average, (whether first or second mortgage) is linked to a higher likelihood of default.
Additionally, home sales that occurred at the peak of the housing market price bubble are also
more likely to default. Considering the Enterprises portfolio, which include many loans based
upon appraisals made during the housing bubble, one of the Enterprises’ greatest risks is reduced
property values. One of the surest ways to mitigate the risk of default among that huge cohort of
homes that were overvalued at the time of loan origination is to increase the actual value of the
property, thus reducing the LTV and the risk of default on the mortgage. As was shown
previously in Section [.B., numerous studies have pointed to the increased value and sales price
premium placed on homes that have renewable energy installations or are labeled as “green.”
PACE-funded improvements, therefore, are a viable, proven, and immediate method to decrease
the deep financial risk that currently exists for the Enterprises. In addition, the improved
monthly cash flow achieved by households that undertake PACE projects is likely to help
homeowners avoid default.

Second, FHFA may not use the unreasonably strict standard of risk stated in the NPR to avoid
the Administrative Procedure Act’s requirement of careful analysis and consideration of
alternatives. This means that even if FHFA believes some of the alternatives entail greater risk
than a flat ban on PACE programs — an assumption the evidence does not support — that is not an
excuse to avoid analyzing those alternatives to determine the magnitude of the potential risk as
well as the potential public benefits that those alternatives would provide but a ban would
prohibit.



IV. Itis in the best interest of the public to allow the purchase of mortgages on properties
participating in PACE programs

FHFA’s governing statute compels the Agency to “ensure that... the activities of each regulated
entity and the manner in which such regulated entity is operated are consistent with the public
interest.”’” Banning PACE programs is inconsistent with the public interest. The best way for
the Agency to ensure that the Enterprises benefit the public interest is to reverse its decision on
PACE. As has been shown, the purchase of mortgages secured by properties subject to PACE
assessments poses very little, if any, financial risk to the Enterprises, yet the energy improvement
work financed by PACE assessments has the potential to substantially bolster the economy as a
whole, save homeowners money, and also achieve public health and environmental
improvements by reducing emissions of pollutants.

First, in its effort to protect the public interest, FHFA must consider the degree of acceptable risk
and whether the potential benefits of PACE programs outweigh any perceived risks. For the
reasons explained previously, purchasing PACE obligated mortgages poses little, if any,
additional risk to the Enterprises. On the other hand, the potential economic benefits of PACE
financing programs offer substantial public benefits. If the average PACE financing is $15,000,
as was seen in the Sonoma County case, a 1% participation rate across an assumed Enterprise
portfolio of 20 million homes, would result in $3 billion in economic activity,'® most of which
would occur in the struggling construction sector. By contrast, the example of a $15,000 average
PACE assessment with 1% market adoption (i.e. 200,000 homes), and a very high 4.1% default
rate (which is totally unsupported by Sonoma County’s experience), imposes a risk to the
Enterprises of only approximately $11.5 million. This $11.5 million risk is a fraction of the $3
billion in economic activity. And in fact, as we have shown, this $11.5 million is very likely a
gross overstatement of the risk to the Enterprises.

Furthermore, a study conducted by ECONorthwest found that $4 million spent across four cities
on PACE projects, would generate $10 million in gross economic output, $1 million in combined
Federal, State, and Local tax revenue, and 60 new jobs."® Considering the same 1% participation
rate throughout the Enterprises’ mortgaged home portfolio, PACE programs have the potential to
generate over $7.5 billion in gross economic output, roughly $750 million in taxes, and 45,000
new jobs. Thus, the FHFA cannot ignore the sizable potential benefit of PACE programs to the
public interest due to minor and manageable perceived risk to the Enterprises.

Second, PACE programs advance the public interest by protecting both homeowners and the
environment. Lower monthly utility bills due to renewable energy installations or energy
efficiency upgrades free up cash flow for homeowners by reducing monthly utility expenditures.

'7 Safety and Soundness Act, 12 U.S.C. § 4513.

P 1d at 4.

' Pozdena, Randall and Alec Josephson. (April 2011). “Economic Impact Analysis of Property Assessed Clean
Energy.” ECONorthwest.



That is money that is available to be spent in more job-creative sectors of the economy. PACE
programs also have a positive environmental impact as they improve our existing stock of
residential buildings. By helping to increase the energy efficiency of residential buildings,
PACE programs can achieve substantial reductions in the emissions of carbon dioxide and other
pollutants associated with electricity generation and consumption of natural gas. Likewise,
installation of on-site renewable energy systems will also reduce pollution from fossil-fuel
powered electricity generation. FHFA claims to doubt the effectiveness of PACE programs,
asserting that the commenters have failed to demonstrate that PACE programs would “result in
retrofits that would not have otherwise been undertaken” (77 Fed. Reg. 36106). FHFA may not
disregard the views of the numerous experienced and expert local officials simply by claiming
that PACE programs may not actually result in implementation of additional energy efficiency
and renewable energy projects.

Third, the long-standing power of state and local governments to levy tax assessments that
advance the public interest should not be impeded by a federal government agency. As of 2007,
there were more than 37,000 special assessment districts in the United States.”’ For decades,
municipalities have used these districts to create financing mechanisms for voluntary
improvements to private properties that serve a public purpose. For example, under the
“Community Septic Management Program” in Massachusetts, property owners can voluntarily
take financing from the local government to perform upgrades to their septic systems. The
assessments in the Massachusetts program are secured by a municipal priority-lien placed on the
participating owners’ land parcels.”' To our knowledge, there is no precedent for FHFA
prohibiting the Enterprises from participating in the mortgage market for properties in special
assessment districts. We are urging FHFA to simply direct the Enterprises to treat first lien
PACE assessments no differently than they would treat other special assessments, that is to say,
not discriminate against beneficial and value-adding PACE improvements.

V. FHFA must comply with the National Environmental Policy Act

The National Environmental Policy Act (NEPA) requires that “to the fullest extent possible” “all
agencies of the Federal government” must prepare an environmental impact statement (“EIS”)
“in every recommendation or report on proposals for legislation and other major Federal actions
significantly affecting the quality of the human environment.” 42 U.S.C. § 4332(2)(C). Inan
EIS, an agency is required to identify alternatives to the proposed action and thoroughly analyze
the environmental impacts of the proposed action and the alternatives. 40 C.F.R. § 1502.14 (a);
Baltimore Gas & Elec. Co. v. Natural Res. Def. Council, 462 U.S. 87, 97 (1983). If an “agency
is uncertain whether the impacts rise to the level of a major federal action requiring an EIS, the
agency must prepare an environmental assessment,” which is a shorter analysis of environmental

% See U.S. Census Bureau, Local Governments and Public School Systems by State: 2007, available at:
http://www.census.gov/govs/cog/GovOrgTab03ss.html.

*! Massachusetts Department of Environmental Protection. (July 2005). “Community Septic Management
Program.”




effects and alternatives to the proposed action. Nat’l Audubon Society v. Hoffman, 132 F.3d 7,
12 (2d Cir. 1997); see also 40 C.F.R. 1501.4(b). Based on the environmental assessment, the
agency determines whether to prepare a full EIS or issue a “finding of no significant impact.” 40
C.F.R. 1501.4(b). In making these determinations, the agency must consider not only direct
effects but also “foreseeable . . . indirect effects.” 40 C.F.R. §§ 1502.16, 1508.8. Accordingly,
FHFA must, prior to making a final determination, conduct and make public a thorough analysis
of the environmental effects of its proposed action as well as the potential effects of a range of
alternatives to the proposed action.

VI. Alternative 3, with modification, is a viable and reasonable alternative that will
effectively protect the interests of homeowners and mortgage holders while advancing the
public interest

FHFA has an obligation to consider alternatives to its proposed course of action and may not
ignore reasonable alternatives.” In its July 6, 2010 Directive, FHFA itself stated that asserted
risk could be reduced by the imposition of “robust underwriting standards to protect
homeowners” and “energy retrofit standards to assist homeowners, appraisers, inspectors, and
lenders determine the value of retrofit products.” The NPR presents three risk mitigation
alternatives to the Proposed Rule and invites public comment suggesting modification to these
alternatives. FHFA should adopt a modified version of its Third Risk Mitigation Alternative, as
described below.

Although the underwriting criteria and other protections contained in Alternative 3 provide
sufficient mitigation of the risks perceived by FHFA, Alternative 3 is unworkable as drafted in
the NPR. As drafted, Alternative 3 requires Enterprise consent to assessments, even if the
Alternative 3 requirements are fully satisfied. Under FHFA’s proposed version of Alternative 3,
if the applicable Enterprise does not consent to a local government PACE lien for a particular
property, then notwithstanding the fact that the municipality has fully satisfied the Alternative 3
requirements, the Enterprise is still prohibited from purchasing a mortgage on that home and is
still permitted to immediately accelerate the full amount of the underlying mortgage on such
home. This formulation renders PACE programs unworkable from the perspective of local
governments. Furthermore, given the complexity of the residential mortgage market and
common arrangements between loan servicers and investors, it would frequently be infeasible for
a mortgage customer to obtain lender consent.”* For these reasons, Alternative 3 must be altered
in order to allow residential PACE programs to proceed.

FHFA should therefore adopt a modified version of Alternative 3 whereby, so long as all PACE
obligations are (or promptly upon their creation will be) recorded in the relevant jurisdiction’s

** See, e.g., Motor Vehicle Mfrs. Ass’n of U.S. Inc. v. State Farm Mut. Auto Ins. Co., 463 U.S. 29, 46, 48 (1983).

* Federal Housing Finance Agency. (July 6, 2010). “FHFA Statement on Certain Energy Retrofit Loan Programs.”
** See, e.g. Gretchen Morgenson, “More Home Foreclosures Loom As Owners Face Mortgage Maze,” New York
Times (August 6, 2007). Available at: www.nytimes.com/2007/08/06/business/06home.html?pagewanted=all




public land-title records, and the applicable jurisdiction complies with the Alternative 3
requirements, then the Enterprises shall not take actions to accelerate the full amount of any
obligation secured by a mortgage that becomes subject to a first-lien PACE obligation, and shall
be permitted to purchase mortgages subject to first-lien PACE obligations. Under this modified
Alternative 3, if the local government has complied with the Alternative 3 Underwriting and
Program Requirements, the existence of a PACE lien shall not be a negative factor in the
Enterprises’ purchasing decisions (i.e. the Enterprises shall be directed to treat PACE liens the
same way they treat liens for all other local government taxes and assessments) and consent to a
first priority PACE lien shall be deemed to have been given. This variation on Alternative 3
provides a solution that clarifies the ambiguity with regard to Enterprise consent in the version of
Alternative 3 as drafted, is amply supported by the record evidence, can be implemented by local
governments immediately, and will allow PACE programs to move forward.

VII. FHFA should issue a final rule that allows for Alternative 1 to be considered as a
future option for satisfaction of FHFA concerns

We also urge the FHFA, in its final rule adopting this modified version of Alternative 3, to leave
open the future opportunity to address its concerns through the implementation of elements of its
proposed Alternative 1 (Guarantee/Insurance). At this time, we know of no insurance product in
the marketplace or an established reserve fund that protects against “100% of any net loss” as
suggested by FHFA (77 Fed. Reg.36107). Requiring such a guarantee would be unprecedented,
and we believe entirely unwarranted, given the lack of evidence to support FHFA’s conclusion
that PACE materially increases financial risk to the Enterprises. However, if at some point in the
future an insurance product or reserve fund is developed to mitigate risk from PACE assessed
properties, FHFA should allow the Alternative 1 criteria to sufficiently satisfy the need for
protection from such risk.

FHFA cannot merely block PACE, as the Proposed Rule would do, without exploring reasonable
risk mitigation alternatives. As noted above, no insurance product or reserve fund meeting
FHFA'’s stringent risk tolerance criteria currently exists, but the Alternative 3 Underwriting and
Program Requirements thoroughly address FHFA’s perceived risks to the Enterprises and can be
implemented immediately to allow local government PACE programs to move forward. Thus,
we recommend that FHFA adopt the modified form of Alternative 3 described in Section V
above. The final rule should also provide that if an insurance product or reserve fund that
provides sufficient protection against the risk to the Enterprises perceived by FHFA becomes
available in the future, local governments should be permitted to choose whether to utilize such
products or comply with the Alternative 3 Underwriting and Program Requirements.

Conclusion

Based upon the comments included herein and the substantial evidence submitted to FHFA in
response to the proposed ruling, we believe that there is sufficient reason to find that Alternative



3, as modified herein, is a reasonable and considered alternative to a flat ban of residential PACE
programs. This alternative serves to not only enhance the financial position of the Enterprises’
portfolios by decreasing default risks and adding net value to the collateral securing the
portfolios’ assets, but also serves to advance the public interest through job creation, economic
stimulus, positive environmental impacts, and increased homeowner protections.

We appreciate the opportunity to comment on the NPR and trust that FHFA will take the
enclosed comments and evidence supporting a modified Alternative 3 into serious consideration,
and will make a reasonable decision to allow PACE programs to continue.

Sincerely,

Greg Hale

Senior Fianancial Policy Specialist
Natural Resources Defense Council
ghale@nrdc.org

CC:  Heather Zichal, Deputy Assistant to the President for Energy and Climate Change
Nancy Sutley, Council on Environmental Quality
Rick Duke, Department of Energy
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1. INTRODUCTION

The purpose of this report is to perform an economic analysis of the Mortgage Default Rates for
the residential properties (owner occupied homes with mortgages) that are in the Sonoma
County Energy Independence Program (SCEIP).

Specifically, this involves an analysis of the Mortgage Default Rates for residential properties
with mortgages for both Sonoma County and SCEIP, and then a comparison of these Default
Rates, to determine if the difference between them is statistically significant.

This analysis demonstrates that the residential properties in SCEIP have a substantially lower
Mortgage Default Rate than for Sonoma County, and this difference is statistically significant
at the 99%-+ level, effectively ruling out that this difference occurs just by chance.

Definition of “Mortgage Default”

A “Mortgage Default” is defined herein as a borrower missing one or more mortgage payments,
and then the lender taking action by filing a Notice of Default in the property records.

> If the default is not cured by the borrower, then the next step would be for the lender to
take the property to Auction for bids in a public forum; if a bid is sufficient to cover the
amount of the mortgage debt, then the sale may be consummated.

> However, if bids are not satisfactory to the lender, typically because they are below
mortgage balance, then the property becomes Bank Owned — Real Estate Owned (REO).

For purposes of this Study, “Mortgage Default” includes any property which received a Notice
of Default and has not cured the default, and so this includes properties that are “scheduled for
auction” as well as properties that are “bank owned”.

Note: The above discussion is meant to be a general description of the foreclosure process,
and, as such, should not be regarded as being a precise technical legal description of the
foreclosure process.

Description of “Statistically Significant”

The term “statistically significant” means that based upon a consideration of the average rates
of Mortgage Defaults for properties in SCEIP and Sonoma County, and then taking into
consideration their respective standard deviations which allows for variations from their
averages, the differences in their average Default Rates are significantly different from each
other. An informal way of characterizing statistically significant is that the difference in the
Default Rates between SCEIP and Sonoma County is not due to chance.




2. ECONOMIC ANALYSIS OF RESIDENTIAL MORTGAGE
LOAN DEFAULT RATES

2-A. METHODOLOGY UNDERLYING THE STATISTICAL ANALYSIS

The types of data that are required for the analysis, along with the relevant formulas for the
analysis of these data, are as follows:

Number of Mortgage Defaults - Sonoma County
Residential Mortgage Default Rate for Sonoma County = -----m-m-mmmmmmmm oo

Total Number Properties/Mortgages - Sonoma County

Number of Mortgage Defaults - SCEIP
Residential Mortgage Default Rate for SCEIP T s

Total Number of Properties with Mortgages - SCEIP

Statistical Significance of Difference in Default Rates: Sonoma County vs. SCEIP

The statistical significance of the difference in the Mortgage Default Rates for the residential properties in
SCEIP and Sonoma County is determined by using a standardized t-test.

> The first step is to calculate the average Default Rates for properties in SCEIP and Sonoma County.

> The next step is to calculate the standard deviation for the properties in SCEIP and Sonoma County; this
measures the degrees of variation around their respective averages.

» Third, the differences in the Default Rates for SCEIP and Sonoma County, after taking into account their
standard deviations from their averages, are compared.

Finally, if the Default Rates for properties in SCEIP and Sonoma County, after allowing for the standard
deviation variations from their averages do not overlap, then the difference between them is considered to be
statistically significant.

Therefore, the use of the relevant empirical data, along with the statistical formula, will
determine if Mortgage Default Rates for residential properties with mortgages for SCEIP are
different than those for Sonoma County in a statistically significant manner.




2-B. NUMBER OF TOTAL AND RESIDENTIAL MORTGAGE DEFAULTS:
SONOMA COUNTY AND SCEIP

The Mortgage Default Data were compiled on May 28, 2012 from Foreclosure Radar, a
respectable and well-recognized firm that specializes in gathering Mortgage Default
Information for properties that are located in California.

Accordingly, for Sonoma County and SCEIP, the total number of residential and non-residential
properties that have Mortgage Defaults, along with only the residential properties that have
Mortgage Defaults, are as follows:

Sonoma County:
Total Default Properties: 2,081 - Residential and Non-Residential*
Residential Default Properties: 1,834 - Residential Only

SCEIP:
Total Default Properties: 14 - Residential and Non-Residential
Residential Default Properties: 13 - Residential Only™**
SONOMA COUNTY AND SCEIP
TOTAL MORTGAGE DEFAULTS AND RESIDENTIAL MORTGAGE DEFAULTS
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* Includes single-family, multi-family, commercial, agricultural, and all other land uses.
** Excludes the single SCEIP property in default that has a non-residential land-use (agricultural).




2-C. NUMBER OF RESIDENTIAL PROPERTIES WITH MORTGAGES:
SONOMA COUNTY AND SCEIP

To determine the percentage shares of properties in Mortgage Default, it 1s critical to accurately
identify the TOTAL number of residential properties with mortgages in Sonoma County and
SCEIP; accordingly, these are as follows:

Sonoma County: Source of Data: 2010 Census

Number of Owner Occupied Homes: 112,280
Number of Homes with Mortgages: 83,732

SCEIP: Source of Data: Sonoma County,
Auditor-Controller Treasurer-Tax Collector

Number of Homes: 1,648
Number of Homes with Mortgages: 1,536

(Based upon an analysis performed by Sonoma County in
October 2011, 93.2% of the homes in SCEIP had mortgage loans.)

SONOMA COUNTY AND SCEIP
TOTAL HOMES AND HOMES WITH MORTGAGES
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2-D. MORTGAGE LOAN DEFAULT RATES FOR RESIDENTIAL
PROPERTIES WITH MORTGAGES: SONOMA COUNTY AND SCEIP

The shares of properties in Mortgage Default are now calculated, based upon the number of
residential properties in Mortgage Default as compared to the total number of residential
properties with mortgages, for both Sonoma County and SCEIP:

Sonoma County: Share of Residential Homes in Default: 2.19%

Number of Residential Mortgage Defaults: 1,834
Number of Homes with Mortgages: 83,732
SCEIP: Share of Residential Homes in Default: 0.85%
Number of Residential Mortgage Defaults: 13
Number of Homes with Mortgages: 1,536

COMPARATIVE ANALYSIS OF SONOMA COUNTY AND SCEIP PROGRAM
DEFAULT RATES FOR RESIDENTIAL MORTGAGES
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2-E. STATISTICAL SIGNIFICANCE OF THE DIFFERENCES
IN MORTGAGE LOAN DEFAULT RATES FOR RESIDENTIAL PROPERTY:
SONOMA COUNTY AND SCEIP

The difference in the Mortgage Default Rates for Sonoma County and SCEIP appears to be
substantial, 2.19% versus 0.85%, respectively, but it is necessary to perform a statistical test to
identify the significance of this differential.

The statistical test that is relevant 1s called the “t-test” and this takes into account the “average”
Mortgage Default Rates, as set-forth above, as well as their variability, which i1s measured by
their standard deviations.

Accordingly, the relevant data for performing this t-test 1s as follows:

Sonoma County: Total Number of Residential Mortgage Properties: 83,732
Average Default Rate:  2.19%
Standard Deviation: 0.15%
Three Standard Deviations Below the Average: 1.75%

SCEIP: Total Number of Residential Mortgage Properties: 1,536
Average Default Rate:  0.85%
Standard Deviation: 0.09%
Three Standard Deviations Above the Average: 1.12%

So, based upon a standard t-test, which considers the Default Rate Averages as well as their
Standard Deviations, the Default Rates for Sonoma County (1.75% lower bound) and SCEIP
(1.12% upper bound) do not overlap, and so the difference 1s highly statistically significant, at
the 99%+ level.

STATISTICAL ANALYSIS OF RESIDENTIAL MORTGAGE DEFAULT RATES
SCEIP AND SONOMA COUNTY

THE DEFAULT RATE FOR SCEIP, ADJUSTED FOR THREE STANDARD DEVIATIONS IS 1.12%
AND THIS IS BELOW

THE DEFAULT RATE FOR SONOMA COUNTY, ALSO ADJUSTED FOR THREE STANDARD DEVIATIONS, 1.75% 2.19%

SO THE DIFFERENCE IS STATISTICALLY SIGNIFICANT AT THE 9949 LEVEL
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3. CONCLUSIONS ON RESIDENTIAL MORTGAGE DEFAULTS
FOR SONOMA COUNTY AND SCEIP

The economic analysis of the Mortgage Default Rates for the residential properties that are in
the Sonoma County Energy Independence Program (SCEIP) demonstrated the following:

» The Mortgage Default rates for the residential properties with mortgages is only 0.85%
(less than 1%) for SCEIP and 2.19% (more than 2%) for Sonoma County.

» From a statistical perspective, this Mortgage Default differential of 1.34% between
SCEIP and Sonoma County, taking into account their respective standard deviations, is
highly significant, at the 99%+ level, effectively ruling out that this difference occurs just
by chance.

Therefore, based upon the empirical data along with the statistical analysis, the properties in
SCEIP have a substantially lower Mortgage Default Rate than for Sonoma County, and this
difference is statistically significant at the 99% + level.

For additional information on the SCEIP Mortgage Default properties, refer to the Appendix.




4. NUMBER OF SCEIP RESIDENTIAL PROPERTIES IN
MORTGAGE DEFAULT NOT SUFFICIENT FOR A
CROSS-COMPARISON ANALYSIS OF MORTGAGE LOAN
CHARACTERISTICS

Sonoma County California was chosen as a strategic area to conduct research, since it is
regarded as having the largest number of properties in a PACE program, as compared to other
public entities.

However, due to the minimal number of Mortgage Defaults for SCEIP, a level that is
significantly statistically lower than for Sonoma County as a whole, there are NOT a sufficient
number of SCEIP Properties in Mortgage Default to conduct various types of cross-comparison
analysis of the mortgage loan characteristics for PACE vs. non-PACE properties.

Specifically, since there are only 13 Mortgage Default residential properties in SCEIP, there is
NOT a sufficient number of such properties to perform a reliable statistical analysis of cross
comparisons of their mortgage loan characteristics.




DISCLAIMER REGARDING USE OF STUDY

The State of California Department of Justice engaged Empire Economics to perform a study of
the Sonoma County Energy Independence Program, a Property Assessed Clean Energy (PACE)
program.

The stated purpose of the study is to inform the public rulemaking of the Federal Housing
Finance Agency (FHFA) on PACE, which was instituted on January 26, 2012. Use of this
Study, or parts thereof, for any other purpose is an unauthorized use of this Study.

Empire Economics hereby disclaims any and all responsibility or liability resulting from the
FHFA'’s rulemaking, the FHFA'’s final PACE rule, or from any unauthorized uses.




APPENDIX

DETAILED INFORMATION ON THE
SCEIP MORTGAGE DEFAULT PROPERTIES

The following data on the 14 SCEIP Default Properties (residential and
agricultural) was compiled from Core Logic Real Quest, which obtains its
information from public records as well as other sources.

Personal information appearing on these records has been redacted.

This data is being provided for informational purposes only;

Empire Economics makes no warranty regarding its accuracy/reliability.
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RealQuest.com ® - Report

Property Detail Report

For Property Located At

Record #:1

Owner Information:

Owner Name:
Mailing Address:

‘ CorelLogic

RealQuest Professiona

Phone Number: Vesting Codes: HW /1JT
Location Information:
Legal Description: MAP E5 74
County: SONOMA, CA APN: -
Census Tract/Block: 1539.03 /4 Alternate APN:
Township-Range-Sect: Subdivision:
Legal Book/Page: Map Reference: 74-F5/322-H2
Legal Lot 4 Tract #:
Legal Block: School District HEALDSBURG
Market Area: Munic/Township:
Neighbor Code:
Owner Transfer information:
Recording/Sale Date:  10/03/2006 / 09/26/2006 Deed Type: GRANT DEED
Sale Price: 1st Mtg Document #:
Document #: _
Last Market Sale Information:
Recording/Sale Date: [/ 15t Mig Amount/Type: 1
Sale Price: 1st Mig Int. Rate/Type: 1
Sale Type: 15t Mig Document #:
Document #: 2nd Mtg Amount/Type: 1
Deed Type: 2nd Mtg Int. Rate/Type: 1
Transfer Document#: Price Per SqFt
New Construction: Multi/Split Sale:
Tile Company:
Lender:
Seller Name:
Prior Sale information:
Prior Rec/Sale Date: ] Prior Lender:
Prior Sale Price: Prior 1st Mig Amt/Type: i
Prior Doc Number: Prior 1st Mig Rate/Type: /
Prior Deed Type:
Property Characteristics:
< . ; T WOO0D

Gross Area: Parking Type: GARAGE Construction: FRAME/CE

- . 2 y FALOOR
Living Area: 1,770 Garage Area: BG4 Heat Type: FURNACE
Tot Ad] Area: Garage Capacity. 3 Exterior wall: WOoOoD
Above Grade: Parking Spaces: 3 Porch Type:
Total Rooms: 6 Basement Area: Patio Type:
Bedrooms: 2 Finish Bsmnt Area: Pool:
Bath(FH): 1/ Basement Type: Air Cond: YES
Year Built/ Eff: 1834 ) Roof Type: Style: L-SHAPE
Fireplace: Yi1 Foundation: RAISED Quality: AVERAGE
# of Stories: 1.00 Roof Material: ‘:OOD Condition:
Other Improvements: LAUNDRY ROOM
Site Information:

SINGLE FAM
pro.realquest.com/jsp/report.jsp?&dient=&action=confirmé&type=getreportcs&reportoptions=83be51 26-... 112
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620112 RealQuest.com ® - Report

Zoning: CITYHE Acres: 0.22 County Use: DWELLING
{0010)

Lot Area: 9,583 Lot Width/Depth: T2x137 State Use:
Land Use: SFR Res/Comm Units: 1/ Water Type: PUBLIC

y PUBLIC
Site Influence: Sewer Type: SERVICE
Tax Information:
Total Value: $177,039 Assessed Year: 2011 Property Tax $6,287.16
Land Value: $53,364 Improved %: 70% TaxArea: D02016
Improvement Value: $123,675 TaxYear: 2011 TaxExemption:

Total Taxable Value: $177,039

Pl'Dperty Detall Report @ Corelogic
Poe Propaily Luceind. A RealQuest Prc ona
Record #: 2
Owner Information: @
Owner Name:
Malling Address:
Phone Number: Vesting Codes: HW 11JT
Location Information:
Legal Description: MAP D3 00183
County: SONOMA, CA APN: [
Census Tract/Block: 1509.01/5 Alternate APN:
Township-Range-Sect: Subdivision: LIBERTY MDWS
Legal Book/Page: Map Reference: 183-D3 / 465-C5
Legal Lot 13 Tract #:
Legal Block: School District PETALUMA
Market Area: Munic/Township:
Neighbor Code:
Owner Transfer Information:
Recording/Sale Date: [/ Deed Type:
Sale Price: 1st Mtg Document #:
Document #:
Last Market Sale Information:
Recording/Sale Date:  12/31/2008 / 12/28/2008 1st Mtg Amount/Type: $294 364 /| FHA
Sale Price: $298,500 1st Mig Int. Rate/Type: 5381/
Sale Type: FULL 1st Mig Document #: -
Document #: [ ] 2nd Mtig Amount/Type: 1
Deed Type: GRANT DEED 2nd Mg Int. Rate/Type: 1
Transfer Document #: Price Per SqFt $170.96
New Construction: Multi/Split Sale:
Tile Company: FIDELITY NATIONAL TITLE CO
Lender: PLAZA HM MTGINC
Seller Name:
Prior Sale Information:
Prior Rec/Sale Date: 11/051999 /11/031999 Prior Lender: FTM MTGCO
Prior Sale Price: $212,500 Prior 15t Mg Amt/Type. $148,750 / CONV
Prior Doc Number: I Prior 1stMig Rate/Type:  /FX
Prior Deed Type: GRANT DEED
Property Characteristics:
. ’ - _ WooD
Gross Area: Parking Type: GARAGE Construction: FRAME/CB
Living Area: 1,746 Garage Area: 264 Heat Type:
Tot Adj Area: Garage Capacity: Exterior wall:
Above Grade: Parking Spaces: 1 Porch Type:
pro.realquest.com/jsp/report.jsp?&dient=&action=confirmé&type=getreportcs&reportoptions=83be51 26-... 212
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620112 RealQuest.com ® - Report

Total Rooms: % Basement Area: 480 Patio Type: PATIO
Bedrooms: 2 Finish Bsmnt Area: Poal:
Bath(FMH): al Basement Type: BASEMENT Air Cond: YES
Year Built/ Eff: 1984/ Roof Type: Style: L-SHAPE
Fireplace: Yi1 Foundation: Quality: GOOD
# of Stories: 3.00 Roof Material: Condition:
Other Improvements: OPEN DECK
Site Information:
PLANNED
Zoning: CITYPE Acres: 0.02 CountyUse: UNIT RESID
{0015)
Lot Area: 873 Lot Width/Depth:  x State Use:
Land Use: PUD Res/Comm Units: 1/ Water Type:
Site Influence: Sewer Type:
Tax Information:
Total Value: $299,782 Assessed Year: 2011 Property Tax $4,294.76
Land Value: $120,616 Improved %: 60% Tax Area: 003000
Improvement Value: $179,166 TaxYear: 2011 Tax Exemption:

Total Taxable Value: $299,782

Property Detail Report ‘ CoreLogic
il RealQuest Professiona
Record #:3
Owner information: @
Owner Name:
Malling Address:
Phone Number: Vesting Codes: HW [1JT
Location Information:
Legal Description: LOT1
County: SONOMA, CA APN: ]
Census Tract/Block: 1530.01/2 Alternate APN:

A g PAGE COUNTRY
Township-Range-Sect Subdivision: ESTATES PH 01
Legal Book/Page: Map Reference: 129-A4 / 384-D4
Legal Lot 1 Tract #:

Legal Block: Schoal District: SANTA ROSACITY
Market Area: Munic/Township:

Neighbor Code:

Owner Transfer information:

Recording/Sale Date: [/ Deed Type:

Sale Price: 1st Mtg Document #:

Document #:

Last Market Sale Information:

Recording/Sale Date:  04M145/2002 / 04/05/2002 1st Mtg Amount/Type: $264,000 / CONV
Sale Price: $335,000 1st Mig Int. Rate/Type: 7.25 1 ADJ

Sale Type: FULL 1st Mtg Document #:

Document #: e 2nd Mg Amount/Type:  $66,000 / CONV
Deed Type: GRANT DEED 2nd Mtg Int. Rate/Type: 1FAXED

Transfer Document #: Price Per SqFt: $197.99

New Construction: Multi/Split Sale:

Tile Company: FIRST AMERICAN TITLE

Lender: CHAPEL MTG

Seller Name:

Prior Sale Information:

Prior Rec/Sale Date: 07H6M996 / Prior Lender:

pro.realquest.com/jsp/report.jsp?&dient=&action=confirmé&type=getreportcs&reportoptions=83be51 26-...
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620112

RealQuest.com ® - Report

Prior Sale Price: $10,000 Prior 1st Mig Amt/Type: [
Prior Doc Number: Pror 1st Mig Rate/Type: /
Prior Deed Type: QUIT CLAIM DEED
Property Characteristics:
) . ) .. WOoOoD
Gross Area: Parking Type: GARAGE Construction: FRAME/CB
Living Area: 1,692 Garage Area: 506 Heat Type:
Tot Ad] Area: Garage Capacity: Exterior wall:
Above Grade: Parking Spaces: 2 Parch Type:
Total Rooms: 5 Basement Area: Patio Type: PATIO
Bedrooms: 3 Finish Bsmnt Area: Poal:
Bath(FH): 2/ Basement Type: Air Cond: YES
Year Built / Eff: 1981/ Roof Type: Shyle: UNKNOWN
Fireplace: Yi1 Foundation: Quality: GOOD
# of Stories: 2.00 Roof Material: Condition:
Other Improvements: OPEN DECK
Site Information:
SINGLE FAM
Zoning: CITYSR Acres: D15 CountyUse: DWELLING
(0010)
Lot Area: 6,534 Lot Width/Depth: X State Use:
Land Use: SFR Res/Comm Units: 1/ Water Type:
Site Influence: Sewer Type:
Tax Information:
Total Value: $314,000 Assessed Year: 2011 Property Tax $5,422.62
Land Value: $105,000 Improved %: 67% Tax Area: 004002
Improvement Value: $209,000 TaxYear: 2011 TaxExemption: HOMEOWNER
Total Taxable Value: $307,000
Property Detail Report ‘ CoreLogic
For Property Located At RealQuest Professiona
Record #:4
Owner Information:
Owner Name:
Mailing Address:
Phone Number: Vesting Codes: sSwWii

Location Information:
PARCEL MAPS 194 PG5 UNIT 25 LOT 1,2

Legal Description:

County. SONOMA, CA
Census Tract/Block: 1515.02 /1
Township-Range-Sect:

Legal Book/Page:

Legal Lot 1

Legal Block:

Market Area:

Neighbor Code:

Owner Transfer information:
Recording/Sale Date: [

Sale Price:

Document #:

Last Market Sale Information:
Recording/Sale Date:  04M10/2012 / 04/02/2012
Sale Price: $123,000
Sale Type: FULL
Document #: -

APN:
Alternate APN:
Subdivision:

Map Reference:

Tract #:

130-A6 / 384-J7

School District
Munic/Township:

Deed Type:
1st Mtg Document #:

1st Mig AmountType:

1st Mig Int. Rate/Type:

1st Mig Document #:

2nd Mig Amount/Type:

pro.realquest.com/jsp/report.jsp?&dient=&action=confirmé&type=getreportcs&reportoptions=83be51 26-...
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620112 RealQuest.com ® - Report

Deed Type: GRANT DEED 2nd Mig Int. Rate/Type: 1
Transfer Document #: Price Per SqFt: $98.01
New Consltruction: Multi/Split Sale:
Tile Company: FIRST AMERICAN TITLE
Lender: LAND HM FIN'L SVCS
Seller Name:
Prior Sale Information:
Prior Rec/Sale Date:  04/26/2005 / 04/20/2005 Prior Lender: EL"Q"CE ANESICA
Prior Sale Price: $300,000 Prior 1st Mig Amt/Type: $269,910 / CONV
Prior Doc Number: | ] Prior 1stMig Rate/Type:  6.49 / ADJ
Prior Deed Type: GRANT DEED
Property Characteristics:
] : ) . woob
Gross Area: Parking Type: Construction: FRAME/CB
Living Area: 1,255 Garage Area: Heat Type:
Tot Adj Area: Garage Capacity: Exterior wall:
Above Grade: Parking Spaces: Porch Type:
Total Rooms: 3 Basement Area: Patio Type: PATIO
Bedrooms: 2 Finish Bsmnt Area: Poal:
Bath(FMH): 2/ Basement Type: Air Cond: YES
Year Built/ Eff: 1875/ Roof Type: Stvle: U-SHAPE
Fireplace: 1 Foundation: Quality: GOOD
# of Stories: 1.00 Roof Material: Condition:
Other Improvements: OPEN DECK
Site Information:

. . . CONDOMINIUM
Zoning: CITYSR Acres: 0.03 CountyUse: UNIT (0011)
Lot Area: 1,210 Lot Width/Depth: x State Use:

Land Use: CONDOMINIUM Res/Comm Units: 24/ Water Type:
Site Influence: Sewer Type:
Tax information:
Total Value: $146,000 Assessed Year: 2011 Property Tax: $2,271.28
Land Value: $58,000 Improved %: 60% Tax Area: 004002
Improvement Value: $88,000 TaxYear: 2011 TaxExemption:
Total Taxable Value: $139,000
Property Detail Report g CorelLogic
For PropenyLonafbd 74 RealQuest Professional
|
Record #:5
Owner Information: ]
Owner Name:
Malling Address:
Phone Number: Vesting Codes: MM //SE

Location Information:
Legal Description:

County: SONOMA, CA APN: e

Census Tract/Block: 1526.00/2 Alternate APN:

Township-Range-Sect Subdivision:

Legal Book/Page: Map Reference: 118-D5 / 365-CB
Legal Lot: Tract #:

Legal Block: School District: SANTAROSACITY
Market Area: Munic/Township:

Neighbor Code:

Owner Transfer Information:
pro.realquest.com/jsp/report.jsp?&dient=&action=confirmé&type=getreportcs&reportoptions=83be51 26-...

512




620112 RealQuest.com ® - Report

Recording/Sale Date:  10/26/2004 /10/26/2004 Deed Type: GRANT DEED
Sale Price: 15t Mig Document #:
Document #: I
Last Market Sale Information:
Recording/Sale Date:  04/27f2001 / 1st Mig Amount/Type: 1
Sale Price: 1st Mig Int Rate/Type: 1
Sale Type: N 1st Mitg Document #:
Document #: — 2nd Mig Amount/Type: i
Deed Type: !I‘RAN‘ ATE LSSEPERD USAL DEED 2nd Mig Int. Rate/Type: i
Transfer Document#: Price Per SqFt
New Construction: Multi/Split Sale:
Title Company: FIDELITY NATIONAL TITLE INSURA
Lender:
Seller Name:
Prior Sale Information:
Prior Rec/Sale Date: ] Prior Lender:
Prior Sale Price: Prior 1st Mig Amt/Type: 1
Prior Doc Number: Prior 15t Mig Rate/Type: /
Prior Deed Type:
Property Characteristics:

2 . WOooD
Gross Area: Parking Type: GARAGE Construction. FRAME/CS
Living Area: 2,800 Garage Area: 692 Heat Type:
Tot Ad] Area: Garage Capacity: Exterior wall:
Abowve Grade: Parking Spaces: 2 Porch Type:
Total Rooms: 8 Basement Area: Patio Type: PATIO
Bedrooms: 4 Finish Bsmnt Area: Pool:
Bath(FH): 3/ Basement Type: Air Cond: YES
Year Built/ Eff: 1976/ Roof Type: Style: L-SHAPE
Fireplace: Yii Foundation: Quality. GOOD
# of Stories: 2,00 Roof Material: Condition:
Other Improvements: OPEN DECK
Site Information:

RURAL RESID-
Zoning: RRS Acres: 1.00 CountyUse: 1 RESID
(0051)

Lot Area: 43,560 Lot Width/Depth: X State Use:
Land Use: HOMI EUII"ES"L"E Res/Comm Units: 1/ Water Type:
Site Influence: Sewer Type:
Tax Information:
Total Value: $559,000 Assessed Year: 2011 Property Tax $7,941.16
Land Value: $203,000 Improved %: 64% TaxArea:; 148002
Improvement Value: $356,000 Tax Year: 2011 Tax Exemption:

Total Taxable Value: $559,000

Property Detail Report g CoreLogic
For Propsily L ocsied RealQuest Prof
Record #: 6
Owner Information: &
Mailing Address:
Phone Number: Vesting Codes: HW/IU/

Location Information:
pro.realquest.com/jsp/report.jsp?&dient=&action=confirmé&type=getreportcs&reportoptions=83be51 26-...
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Legal Description: LOT 28
County: SONOMA, CA APN: _
Census Tract/Block: 1528.01/4 Alternate APN:
Township-Range-Sect Subdivision: SAN MIGUEL
Legal Book/Page: Map Reference: 128-F1 /1 384-B1
Legal Lot 28 Tract #:
Legal Block: School District SANTAROSACITY
Market Area: Munic/Township:
Neighbor Code:
Owner Transfer information:
Recording/Sale Date: [ Deed Type:
Sale Price: 15t Mig Document #:
Document #:
Last Market Sale Information:
Recording/Sale Date:  06/30/1995/ 1st Mig Amount/Type: $139,800 / CONV
Sale Price: $175,000 1st Mig Int. Rate/Type: 1 FAXED
Sale Type: FULL 1st Mig Document #:
Document #: N 2nd Mig Amount/Type:  /
Deed Type: GRANT DEED 2nd Mtg Int. Rate/Type: 1
Transfer Document #: Price Per SqFt: $122.55
New Construction: Multi/Split Sale:
Title Company: NORTHBAY TITLE CO.
Lender: CROSSLAND MTG CORP
Seller Name:
Prior Sale Information:
Prior Rec/Sale Date: 10/05/1983 / Prior Lender:
Prior Sale Price: $95,000 Prior 1st Mig Amt/Type: 1
Prior Doc Number: | ] Prior 1st Mig Rate/Type:  /
Prior Deed Type: DEED (REG)
Property Characteristics:

. " WooD
Gross Area: Parking Type: GARAGE Construction: FRAME/CB
Living Area: 1,428 Garage Area: 460 Heat Type:
Tot Ad] Area: Garage Capacity. Exterior wall:
Abowve Grade: Parking Spaces: 1 Porch Type:
Total Rooms: 5 Basement Area: Patio Type:
Bedrooms: 3 Finish Bsmnt Area: Pool:
Bath{FH): 2] Basement Type: Air Cond: YES
Year Built/ Eff: 1883/ Roof Type: Shie: L-SHAPE
Fireplace: Yi1 Foundation: Quality: AVERAGE
# of Stories: 1.00 Roof Material: Condition:
Other Improvements:
Site Information:

SINGLE FAM
Zoning: CITYSR Acres: 0.25 CountyUse: DWELLING
{0010)

Lot Area: 10,890 Lot Width/Depth: x State Use:
Land Use: SFR Res/Comm Units: 1/ Water Type:
Site Influence: Sewer Type:
Tax Information:
Total Value: $225,985 Assessed Year: 2011 Property Tax $5,743.52
Land Value: $90,896 Improved %: 60% Tax Area: 004027
Improvement Value: $136,089 Tax Year: 2011 TaxExemption. HOMEOWNER
Total Taxable Value: $219,985

Property Detail Report

For Property Located At

‘ CorelLogic

RealQuest

pro.realquest.com/jsp/report.jsp?&dient=&action=confirmé&type=getreportcs&reportoptions=83be51 26-...
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RealQuest.com ® - Report

Record #:7
Owner Information:
Owner Name:
Mailing Address:
Phone Number: Vesting Codes: HTR
Location Information:
Legal Description: OFACIAL RECS 1118 PG4T71
County: SONOMA, CA APN: [
Census Tract/Block: 1513.09 /1 Alternate APN:
Township-Range-Sect Subdivision: COTATIRHO
Legal Book/Page: Map Reference: 165-E1 / 425-D6
Legal Lot: Tract #:
Legal Block: School District: PETALUMA
Market Area: Munic/Township:
Neighbor Code:
Owner Transfer Information:
Recording/Sale Date:  07M0/2009 / 06/16/2009 Deed Type: GRANT DEED
Sale Price: 1st Mtg Document #:
Document #:
Last Market Sale Information:
Recording/Sale Date: 011151992 / 1st Mg AmountType: :42,000 /PRIVATE
Sale Price: $212,000 1st Mig Int Rate/Type: 1FIXED
Sale Type: FULL 1st Mig Document #:
Document #: e 2nd Mig Amount/Type: I
Deed Type: GRANT DEED 2nd Mtg Int. Rate/Type: 1
Transfer Document #: Price Per SqFt $47.22
New Construction: Multi/Split Sale:
Tile Company: NORTHBAY TITLE CO.
Lender: PRIVATE INDIVIDUAL
Seller Name:

Prior Sale information:

Prior Rec/Sale Date: 08181976/

Prior Sale Price: $25,000

Prior Doc Number:

Prior Deed Type: GRANT DEED

Property Characteristics:

. Total

Year Built/ Eff. 1991/ Rooms/Offices:

Gross Area: Total Restrooms:

Building Area: 4,490 Roof Type:

Tot Adj Area: Roof Material:

Above Grade: Construction:

# of Stories: 1.00 Foundation:

Other Improvements: OPEN DECK Exeriar wall:
Basement Area:

Site Information:

Zoning: DA20/3 Acres:

Lot Area: 1,061,122 Lot Width/Depth:

Land Use: PASTURE Commercial Units:

Site Influence: Sewer Type:

Tax Iinformation:

Total Value: $895,109 Assessed Year:

Land Value: $300,952 Improved %:

Improvement Value: $594,157 TaxYear:

Prior Lender:

Prior 15t Mig Amt/Type: 1
Prior 1st Mtg Rate/Type: [

3.00

WOO0oD
FRAME/CB

24.36

2011
66%
2011

pro.realquest.com/jsp/report.jsp?&dlient=&action=confirm&type=getreportcs&reportoptions=83be51 26-...

Garage Area: 1026
Garage Capacity:
Parking Spaces:
Heat Type:
Air Cond: YES
Pool:
Quality: GOOD
Condition:
PASTURE
CountyUse: WI/RESID
{0541)
State Use:
Water Type:
Building Class: DO75D
Property Tax $23,123.80
Tax Area: 138012
TaxExemption:. HOMEOWNER

812
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RealQuest.com ® - Report

Total Taxable Value: $888,109

Property Detail Report

For Property Located At

Record #:8

Owner Information:

Owner Name:

Mailing Address:
Phone Number:
Location Information:
Legal Description:

Vesting Codes:

OFACIAL RECS 420 PGS LOT 106

uw r/

County: SONOMA, CA APN: _
Census Tract/Block: 1513.11/3 Alternate APN:
Township-Range-Sect Subdivision: ﬁ:RECKE.S PLACE
Legal Book/Page: Map Reference: 165-A3 / 444-J1
Legal Lot: 106 Tract #:

. COTATI ROHNERT
Legal Block: School District: PARK
Market Area: Munic/Township:
Neighbor Code:
Owner Transfer Information:
Recording/Sale Date:  01/31/2002 / 01/22/2002 Deed Type: GRANT DEED
Sale Price: 1st Mig Document #: E ]
Document #:
Last Market Sale Information:
Recording/Sale Date:  07/21/11989 /00/1989 1st Mig Amount/Type: $138,000 / CONV
Sale Price: $186,500 1st Mig Int. Rate/Type: 1
Sale Type: FULL 1st Mig Document #: I
Document #: [ 2nd Mig Amount/Type: [}
Deed Type: GRANT DEED 2nd Mtg Int. Rate/Type: 1
Transfer Document #: Price Per SgFt: $91.51
New Conslruction: Multi/Split Sale:
Tile Company: NORTH BAY TITLE
Lender: WESTERN BK
Seller Name:
Prior Sale Information:
Prior Rec/Sale Date: 1 Prior Lender:
Prior Sale Price: Prior 1st Mig Amt/Type: 1
Prior Doc Number: Prior 1st Mtg Rate/Type: [
Prior Deed Type:
Property Characteristics:

. . s . Woob
Gross Area: Parking Type: GARAGE Construction: FRAME/CB
Living Area: 2,038 Garage Area: 442 Heat Type:
Tot Adj Area: Garage Capacity: Exterior wall:
Abowe Grade: Parking Spaces. 1 Porch Type:
Total Rooms: 8 Basement Area: Patio Type:
Bedrooms: 4 Finish Bemnt Area: Pool:
Bath{FMH). 3/ Basement Type: Air Cond: YES
Year Built / Eff: 1989/ Roof Type: Style: U-SHAPE
Fireplace: Yi1 Foundation: Quality: AVERAGE
# of Stories: 2,00 Roof Material: Condition:
Other Improvements:
Site Information:

pro.realquest.com/jsp/report.jsp?&dient=&action=confirmé&type=getreportcs&reportoptions=83be51 26-...
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Zoning: CITYRP
Lot Area: 4,356
Land Use: SFR

Site Influence:

Tax Information:

Total Value: $267,497
Land Value: $79,097

Improvement Value: $188,400
Total Texable Value: $260,497

Property Detail Report

RealQuest.com ® - Report

SINGLE FAM
Acres: 0.10 CountyUse: DWELLING

(0010)
Lot Width/Depth: x State Use:
Res/Comm Units: 1/ Water Type:

Sewer Type:

Assessed Year 2011 Property Tax $4,328.62
Improved %: 70% Tax Area: 007003
TaxYear: 2011 TaxExemption. HOMEOWNER

@ Corelogic

P P Ll RealQuest siona
Record #:9
Owner information:
Owner Name:
Malling Address:
Phone Number: Vesting Codes: HW 11JT
Location Information:
Legal Description:
County: SONOMA, CA APN: ]
Census Tract/Block: 1527.02/2 Alternate APN:
Township-Range-Sect: Subdivision:
Legal Book/Page: Map Reference: 116-E3 / 384-B5
Legal Lot 1 Tract #:
Legal Block: 3 School District SANTAROSACITY
Market Area: Munic/Township:
Neighbor Code:
Owner Transfer information:
Recording/Sale Date:  03/11/2005 / 03/07/2005 Deed Type: GRANT DEED
Sale Price: 1st Mtg Document #:
Document #:
Last Market Sale Information:
Recording/Sale Date:  1119/2002 /11/15/2002 1st Mtg Amount/Type: $233,450 / CONV
Sale Price: $333,500 1st Mig Int. Rate/Type: 1ADJ
Sale Type: FULL 1st Mig Document #:
Document #: | ] 2nd Mg Amount/Type: $66,700 / CONV
Deed Type: GRANT DEED 2nd Mg Int. Rate/Type: 1AXED
Transfer Document #: Price Per SqFt $199.34
New Construction: Multi/Split Sale:
Tile Company: NEW CENTURY TITLE COMPANY
Lender: WORLD SVGS BKFSB
Seller Name:
Prior Sale Information:
Prior Rec/Sale Date: I/ Prior Lender:
Prior Sale Price. Prior 15t Mg Amt/Type. 1
Prior Doc Number: Prior 1st Mig Rate/Type: [
Prior Deed Type:
Property Characteristics:
x " . S, WooD
Gross Area: Parking Type: GARAGE Construction: FRAMEICB
Living Area: 1,673 Garage Area: 520 Heat Type:
Tot Adj Area: Garage Capacity: Exterior wall:
Above Grade: Parking Spaces: 2 Porch Type:

pro.realquest.com/jsp/report.jsp?&dient=&action=confirmé&type=getreportcs&reportoptions=83be51 26-...
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Total Rooms: 6 Basement Area: Patio Type: PATIO
Bedrooms: 3 Finish Bsmnt Area: Pool:
Bath(FMH): 2/ Basement Type: Air Cond: YES
Year Built/ Eff: 19862/ Roof Type: Style: L-SHAPE
Fireplace: Yi1 Foundation: Quality: GOOD
# of Stories: 1.00 Roof Material: Condition:
Other Improvements: OPEN DECK
Site Information:
SINGLE FAM
Zoning: R15UA Acres: 0.26 CountyUse: DWELLING
{0010)
Lot Area: 11,326 Lot Width/Depth: X State Use:
Land Use: SFR Res/Comm Units: 1/ Water Type:
Site Influence: Sewer Type:
Tax Information:
Total Value: $372,000 Assessed Year: 2011 Property Tax $6,626.68
Land Value: $122,000 Improved %: 67% Tax Area: 120036
Improvement Value: $250,000 TaxYear: 2011 TaxExemption:. HOMEOWNER

Total Taxable Value: $365,000

g Corelogic

Property Detail Report

Profec

HW [ 1JT

564 01
117-C2 | 364-F2

SANTAROSACITY

$292,000 / CONV
!

[

1

$177.79

For Property Located At RealQuest
Record #:10
Owner Information:
Owner Name:
Malling Address:
Phone Number: Vesting Codes:
Location Information:
Legal Description: MAP C6 104
County: SONOMA, CA APN:
Census Tract/Block: 1527.01/1 Alternate APN:
Township-Range-Sect Subdivision:
Legal Book/Page: Map Reference:
Legal Lot 2 Tract #:
Legal Block: School District:
Market Area: Munic/Township:
Neighbor Code:
Owner Transfer information:
Recording/Sale Date: [ Deed Type:
Sale Price: 1st Mtg Document #:
Document #:
Last Market Sale Information:
Recording/Sale Date:  02/24/2012 | 02/22/2012 1st Mig AmountType:
Sale Price: $365,000 1st Mig Int. Rate/Type:
Sale Type: FULL 1st Mig Document #:
Document #: 2nd Mig Amount/Type:
Deed Type: GRANT DEED 2nd Mtg Int. Rate/Type:
Transfer Document #: Price Per SqFt:
New Construction: Multi/Split Sale:
Title Company: FIDELITY NATIONAL TITLE
Lender: PEOPLES BK
Seller Name:
Prior Sale Information:
Prior Rec/Sale Date: 03/29/2004 | 03/22/2004 Prior Lender:

pro.realquest.com/jsp/report.jsp?&dient=&action=confirmé&type=getreportcs&reportoptions=83be51 26-...
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Prior Sale Price: $739,000 Prior 1st Mig AmtType: $591,200 /] CONV
Prior Doc Number: [T Prior 15t Mig Rate/Type:  4.50 / ADJ
Prior Deed Type: GRANT DEED
Property Characteristics:
] 4 ) . WOOD
Gross Area: Parking Type: Construction: FRAME/CE
Living Area: 2,053 Garage Area: Heat Type:
Tot Ad] Area: Garage Capacity: Exterior wall:
Above Grade: Parking Spaces: Porch Type:
Total Rooms: 8 Basement Area: Patio Type:
Bedrooms: 3 Finish Bsmnt Area: Pool:
Bath(FH): i/ Basement Type: Air Cond: YES
Year Built / Eff: 1986/ Roof Type: Style: UNKNOWN
Fireplace: Yi1 Foundation: Quality: AVERAGE
# of Stories: 2.00 Roof Material: Condition:
Other Improvements.
Site Information:
RURAL RESID-
Zoning: RR5 Acres: 330 CountyUse: 1 RESID
{0051)
Lot Area: 143,748 Lot Width/Depth: X State Use:
Land Use: mITE Res/Comm Units: 1/ Water Type:
Site Influence: Sewer Type:
Tax Information:
Total Value: $559,000 Assessed Year: 2011 Property Tax $8,473.22
Land Value: $278,000 Improved %: 50% TaxArea: 120007
Improvement Value: $281,000 TaxYear: 2011 TaxExamption:

Total Taxable Value: $552,000

pro.realquest.com/jsp/report.jsp?&dient=&action=confirmé&type=getreportcs&reportoptions=83be51 26-...
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Property Detail Report

For Property Located At

RealQuest.com ® - Report

g CorelLogic

RealQue

Record #:1
Owner Information: )
Owner Name:
Mailing Address:
Phone Number: Vesting Codes: MM /] S8E
Location information:
Legal Description: MAP 50 PG38 BLKELOT 34
County: SONOMA, CA APN: I
Census Tract/Block: 1537.03/3 Alternate APN:
Township-Range-Sect Subdivision: 03 VACATION BEACH
Legal Book/Page: Map Reference: 112-C5 /361-A6
Legal Lot 34 Tract #:
Legal Block: School District: W SONOMA UN
Market Area: Munic/Township:
Neighbor Code:
Owner Transfer Information:

. . . INTERSPOUSAL
Recording/Sale Date:  09/29/2004 / 09/23/2004 Deed Type: DEED TRANSFER
Sale Price: 1st Mg Document#:

Document #:
Last Market Sale Information:
Recording/Sale Date:  09/29/2004 / 09/17/2004 15t Mig Amount/Type: $208,000 / CONV
Sale Price: $260,000 1st Mig Int Rate/Type: 238/ ADJ
Sale Type: UNKNOWN 1st Mg Document #: I
Document #; T 2nd Mig Amount/Type:  $26,000 / CONV
Deed Type: GRANT DEED 2nd Mig Int. Rate/Type: 1ADJ
Transfer Document #: Price Per SqFt: $330.37
New Construction: Multi/Split Sale:
Tile Company: FANANCIAL TITLE
Lender: PAUL AN'L LLC
Seller Name:
Prior Sale Information:
Prior Rec/Sale Date: 01/07/2000/ Prior Lender:
Prior Sale Price: Prior 1st Mig Amt/Type: [
Prior Doc Number: - Prior 15t Mig Rate/Type: [/
Prior Deed Type: GRANT DEED
Properiy Characteristics:
Gross Area: Parking Type: Construction: WooD
FRAME/CB
Living Area: 787 Garage Area: Heat Type:
Tot Adj Area: Garage Capacity: Exterior wall:
Above Grade: Parking Spaces: Porch Type:
Total Rooms: 3 Basement Area: Patio Type:
Bedrooms: 2 Finish Bsmnt Area: Pool:
Bath(FH): 1/ Basement Type: Air Cond:
. . , SQUARE
Year Built/ Eff: 1850/ Roof Type: Style: DESIGN
Fireplace: 1 Foundation: Quality: FAIR
# of Storles: 1.00 Roof Material: Condition:
Other Improvements:
Site Information:
SINGLE FAM
Zoning: R14UA Acres: 0.11 County Use: DWELLING

pro.realquest.com/jsp/report.jsp?&dient=&action=confirmé&type=getreportcs&reportoptions=83be51 26-...
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Lot Area: 4,792
Land Use: SFR

Site Influence:

Tax information:

Total Value: $225,000
Land Value: $87,000

Improvement Value: $138,000
Total Taxable Value: $225,000

Property Detail Report

For Property Located At

RealQuest.com ® - Report

(0010)
Lot Width/Depth: X State Use:
Res/Comm Units: 1/ Water Type:
Sewer Type:
Assessed Year: 2011 Property Tax $6,348.60
Improved %: 61% Tax Area: 093049
TaxYear: 2011 Tax Exemption:

g Corelogic

RealQuest

Record #:2
Owner Information: ‘
Owner Name:
Malling Address:
Phone Number: Vesting Codes: HJT
Location information:
Legal Description: LOT10
County: SONOMA, CA APN: [
Census Tract/Block: 1530.03/4 Alternate APN:
Township-Range-Sect Subdivision: MARTIN
Legal Book/Page: Map Reference: 128-F6 | 384-C7
Legal Lot 10 Tract #:
Legal Block: School District: SANTA ROSACITY
Market Area: Munic/Township:
Neighbor Code:
Owner Transfer information:
Recording/Sale Date:  09/29/2000 / 09/25/2000 Deed Type: GRANT
Sale Price: 1stMig Document #: I
Document #:
Last Market Sale Information:
Recording/Sale Date:  12/31M1997 /12231997 1st Mig Amount/Type: $155,237 /FHA
Sale Price: $160,000 1st Mig Int. Rate/Type: I AXED
Sale Type: FULL 1st Mtg Document #:
Document #: [ 2nd Mg Amount/Type: 1
Deed Type: GRANT DEED 2nd Mig Int. Rate/Type: 1
Transfer Document#: Price Per SqFt: $131.58
New Construction: Multi/Split Sale:
Tile Company: NORTH AMERICAN TITLE
Lender: SCORE FCU
Seller Name:
Prior Sale Information:
Prior Rec/Sale Date: 03/02/1995/ Prior Lender: CAL BAY MTG GRP
Prior Sale Price: $147,000 Prior 1st Mig AmtType: $149,900 / VA
Prior Doc Number: i il Prior 1st Mig Rate/Type:  /FIX
Prior Deed Type: GRANT DEED
Property Characteristics:
g - . Woob
Gross Area: Parking Type: GARAGE Construction: FRAME/CE
J = . : WALL
Living Area: 1,216 Garage Area: 400 Heat Type: FURNACE
Tot Adj Area: Garage Capacity. 2 Exterior wall: WOOD SIDING
Abowve Grade: Parking Spaces: 1 Porch Type:
Total Rooms: 5 Basement Area: Patio Type:

pro.realquest.com/jsp/report.jsp?&dient=&action=confirmé&type=getreportcs&reportoptions=83be51 26-...
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Bedrooms: 3 Finish Bsmnt Area: Pool:
Bath{F/H): 2/ Basement Type: Alr Cond: YES
Year Built/ Eff: 1981/ Roof Type: Style: U-SHAPE
Fireplace: Yii Foundation: Quality: AVERAGE
# of Stories: 1.00 Roof Material: :EHMN;?ESI“ ON Condition: GOOD
Other Improvements: FENCE
Site Information:
SINGLE FAM
Zoning: CITYSR Acres: 0.13 CountyUse: DWELLING
(0010)
Lot Area: 5,663 Lot Width/Depth: 70 x 86 State Use:
Land Use: SFR Res/Comm Units: 1/ Water Type: PUBLIC
; - : PUBLIC

Site Influence: Sewer Type: SERVICE
Tax Information:
Total Value: $199,405 Assessed Year: 2011 Property Tax $4,012.84
Land Value: $74,775 Improved %: 63% Tax Area: 004004
Improvement Value: $124,630 TaxYear: 2011 TaxExemption:. HOMEOWNER
Total Texable Value: $192,405

Perel'ty Detail Report ‘ Corelogic

e RealQuest Professional
Record #:3

Owner Information:

Owner Name:
Mailing Address:
Phone Number: Vesting Codes: 1Al
Location Information:
Legal Description:
County: SONOMA, CA APN: |
Census Tract/Block: 1538.09 /1 Alternate APN:
Township-Range-Sect Subdivision: OAK CRK 507
Legal Book/Page: Map Reference: 103-C5 / 343-H7
Legal Lot 21 Tract #:
Legal Block: Schoal District: WINDSOR
Market Area: Munic/Township:
Neighbor Code:
Owner Transfer Information:
Recording/Sale Date:  01/20/2005 / 01/11/2005 Deed Type: GRANT DEED
Sale Price: 1st Mtg Document #:
Document #: I
Last Market Sale Information:
Recording/Sale Date:  09M7/2002 / 09/05/2002 1st Mtg Amount/Type: $320,000 / CONV
Sale Price: $400,000 1st Mig Int. Rate/Type: 5.62 /| ADJ
Sale Type: FULL 1st Mg Document #: —
Document #. 2nd Mg Amount/Type: $40,000 / CONV
Deed Type: GRANT DEED 2nd Mg Int. Rate/Type: 1AXED
Transfer Document #: Price Per SqFt: $230.95
New Construction: Multi/Split Sale:
Tile Company: FIRST AMERICAN TITLE
Lender: GREENPOINT MTG FNDG
Seller Name: [
Prior Sale information:
Prior Rec/Sale Date: D6/20M1984 | Prior Lender:

pro.realquest.com/jsp/report.jsp?&dient=&action=confirmé&type=getreportcs&reportoptions=83be51 26-...
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Location Information:
COURTYARDS EAST LOT 000047 MAP 000338 00045

Legal Description:

RealQuest.com ® - Report

WOOoD
FRAME/CB

U-SHAPE
GOQD

SINGLE FAM
DWELLING
(0010)

$7,711.68
0039014
HOMEOWNER

essiona

4

Prior Sale Price: $130,000 Prior 1st Mig Amt/Type: [
Prior Doc Number: Pror 1st Mig Rate/Type: /
Prior Deed Type: DEED (REG)
Property Characteristics:
Gross Area: Parking Type: GARAGE Construction:
Living Area: 1,732 Garage Area: 746 Heat Type:
Tot Ad] Area: Garage Capacity: Exterior wall:
Above Grade: Parking Spaces: 2 Parch Type:
Total Rooms: 6 Basement Area: Patio Type:
Bedrooms: 3 Finish Bsmnt Area: Poal:
Bath(FH): 2/ Basement Type: Air Cond:
Year Built / Eff: 1879/ Roof Type: Shyle:
Fireplace: Yi1 Foundation: Quality:
# of Stories: 1.00 Roof Material: Condition:
Other Improvements.
Site Information:
Zoning: cimywi Acres: D32 CountyUse:
Lot Area: 13,939 Lot Width/Depth: X State Use:
Land Use: SFR Res/Comm Units: 1/ Water Type:
Site Influence: Sewer Type:
Tax Information:
Total Value: $452,197 Assessed Year: 2011 Property Tax
Land Value: $180,378 Improved %: 60% Tax Area:
Improvement Value: $271,319 TaxYear: 2011 Tax Exemption:
Total Taxable Value: $445,197
Property Detail Report ‘ CoreLogic
Far Propestaoskeed & RealQuest Prof
Record #:4
Owner Information:
Owner Name:
Mailing Address:
Phone Number: Vesting Codes: uw i/

County. SONOMA, CA APN: [
Census Tract/Block: 1538.08/2 Alternate APN:

Township-Range-Sect Subdivision: COURTYARD EAST
Legal Book/Page: Map Reference: 102-F3 / 343-E5
Legal Lot 47 Tract #:

Legal Block: School District WINDSOR
Market Area: Munic/Township:

Neighbor Code:

Owner Transfer Information:

Recording/Sale Date: [/ Deed Type:

Sale Price: 1st Mtg Document #:

Document #:

Last Market Sale Information:

Recording/Sale Date:  07H7/2009 / 05/28/2009 1st Mtg AmountType: $142373 /RHA
Sale Price: $145,000 1st Mig Int. Rate/Type: 5.00/

Sale Type: FULL 1st Mig Document #: i ]
Document #: - 2nd Mig Amount/Type: !

pro.realquest.com/jsp/report.jsp?&dient=&action=confirmé&type=getreportcs&reportoptions=83be51 26-...
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Deed Type:

Transfer Document #:
New Construction:
Tile Company:
Lender:

Seller Name:

GRANT DEED

FIRST AMERICAN TITLE
BANK OF AMERICA

Prior Sale Information:

Prior Rec/Sale Date: 02/28/2005 1 02/25/2005
Prior Sale Price: $320,000

Prior Doc Number:

Prior Deed Type: GRANT DEED

Property Characteristics:

Gross Area: Parking Type:
Living Area: 920 Garage Area:

Tot Adj Area: Garage Capacity:
Above Grade: Parking Spaces:
Total Rooms: 3 Basemant Area:
Bedrooms: 2 Finish Bsmnt Area:
Bath(FMH): 2/ Basement Type:
Year Built / Eff: 1983/ Roof Type:
Fireplace: Yi1 Foundation:

# of Stories: 2.00 Roof Material:
Other Improvements.

Site Information:

Zoning: ciTYywl Acres:

Lot Area: 871 Lot Width/Depth:
Land Use: PUD Res/Comm Units:
Site Influence:

Tax information:

Total Value: $116,000 Assessed Year:
Land Value: $48,000 Improved %:
Improvement Value: $68,000 TaxYear:

Total Taxable Value: $109,000

RealQuest.com ® - Report

2nd Mig Int. Rate/Type: 1

Price Per SqFt
Multi/Split Sale:

Prior Lender:

Prior 1st Mig AmtType:
Prior 15t Mig Rate/Type:

GARAGE
200

D.02

11

2011
59%
2011

pro.realquest.com/jsp/report.jsp?&dlient=&action=confirm&type=getreportcs&reportoptions=83be51 26-...
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$157.61

OWNIT MTG

SOLUTIONS INC

$248,000 / CONV

5.88 1 ADJ

. WoobD
Construction: FRAME/CB
Heat Type:

Exterior wall:

Porch Type:

Patio Type:

Poal:

Air Cond: YES

Style: U-SHAPE
Quality: AVERAGE
Condition:

. PLANNED UNIT
CountyUse: RESID (0015)
State Use:

Water Type:

Sewer Type:

Property Tax $2,.335.64
TaxArea: 009004
TaxBExemption: HOMEOWNER




Department of Energy
Washington, DC 20585

March 26, 2012
Alfred M. Pollard
General Counsel
Federal Housing Finance Agency
400 Seventh St, SW
Washington, DC 20024

Mr. Pollard,

The U.S. Department of Energy has prepared the enclosed comments for your attention
regarding the Advanced Notice of Proposed Rulemaking on Mortgage Assets Affected by PACE
(RIN 2590-AA53).

Improving residential energy efficiency is an important strategic energy policy objective for the
nation. Inefficient housing stock imposes a major financial burden on homeowners and, since
residential buildings consume more than 20% of US energy, they impose a significant burden on
the environment. Overall, a 10% improvement in energy performance in the residential sector
would save more than $20 billion each year, and would result in economic, environmental, and
energy security benefits.

In its January 26,2012 Advanced Notice of Proposed Rulemaking, FHFA raises many questions
about the potential risk of PACE to national residential mortgage markets. Because there is
insufficient data and analysis available to provide conclusive answers, DOE seeks FHFA
cooperation to facilitate work with government-sponsored entities in the housing sector that
would inform answers with appropriate data analysis.

DOE has an interest in working with FHFA on developing solutions for investments in
residential energy efficiency that are compatible with a stable and strong housing market in
America. DOE strongly urges FHFA to partner with relevant stakeholders, including DOE, to
ensure that pilot PACE programs are implemented with appropriate safeguards as outlined in the
DOE Guidelines for Pilot PACE Financing Programs.

DOE appreciates the opportunity to engage FHFA on the important matter of improving the
energy performance of housing in America, and we hope that FHFA will take these views into
consideration in preparation of the rule.

Sincerely, } /
avid Sandalow (E DS Herfrjf Kelly
Assistant Secretary for ‘ Acting Assistant Secretary for
Policy & International Affairs Energy Efficiency & Renewable Energy

J Printed with soy ink on recycled paper



Comments on the FHFA Advanced Notice of Proposed Rulemaking

on Mortgage Assets Affected by PACE Programs

Prepared by U.S. Department of Energy
March 26, 2012

Overview:

Improving residential energy efficiency is an important strategic energy policy objective for
the nation. Inefficient housing stock imposes a major financial burdon on homeowners and,
since residential buildings consume more than 20% of US energy, they impose a significant
burden on the environment. Overall, a 10% improvement in energy performance in the
residential sector would save more than  $20 billion each year', and would result in
economic, environmental, and energy security benefits.

In its January 26,2012 Advanced Notice of Proposed Rulemaking, FHFA raises many
questions about the potential risk of PACE to national residential mortgage markets. The
concerns FHFA expresses generally fall into three categories:

1. The potential impact of PACE on residential property values.
2. The potential impact of PACE on residential mortgage default rates.
3. The potential impact of PACE defaults on mortgage holder value.

Because there is insufficient data and analysis available to provide conclusive answers,
DOE seeks FHFA cooperation to facilitate work with government-sponsored entities in
the housing sector that would inform answers with appropriate data analysis.

DOE has an interest in working with FHFA on developing solutions for investments in
residential energy efficiency that are compatible with a stable and strong housing market
in America. DOE strongly urges FHFA to partner with relevant stakeholders, including
DOE, to ensure that pilot PACE programs are implemented with appropriate safeguards
as outlined in the DOE Guidelines for Pilot PACE Financing Programs.

DOKE is offering points of information based on extensive engagement in the
development of residential energy efficiency programs.

e DOE works with thousands of Local Community Agencies on residential energy
efficiency upgrades for low-income homeowners through the Weatherization
Assistance Program.

e Through the Better Buildings Neighborhood Initiative, DOE is working with
dozens of local and state governments pursuing innovative models for financing
investment in residential energy efficiency beyond low-income households.

e DOE developed Guidelines for Pilot PACE Financing Programs in May 2010 to
support local governments seeking to apply PACE to the residential sector. These

" EIA Annual Energy Review 2011, Table 3.6.



Guidelines were developed with insight and feedback from local government
officials, energy investors, mortgage investors, and the independent financial
regulators.

DOE is currently consulting with local governments on implementation of PACE
programs for commercial properties.

PACE is a property assessment program, distinct from a loan program.

PACE programs enable energy efficiency and renewable energy improvements to
be financed through property assessments that are determined by state law to have
a valid public purpose.

Property assessments are transferable from one homeowner to the next over many
years, allowing owners to make long term investments even if they expect to own
the house for a shorter period.

PACE programs offer critical factors likely to lead to greater success than other
potential energy efficiency financing options, including lower costs of capital,
longer terms that align energy savings with assessment repayment, and
transferability at time of sale.

Property tax assessments have not been identified as a source of financial risk to
mortgage lenders.

Property tax assessment programs administered by local governments are
common in the United States, and none have been identified as posing systemic
risk to the home mortgage market.

PACE assessments for energy efficiency improvements relieve a property of excess
operating costs, reducing rather than increasing the cost of ownership.

Under the DOE Guidelines for Pilot PACE Financing Programs , homeowners
may only access a PACE program if the projected energy savings equal or exceed
the payments for the assessment, thus improving the homeowner’s cash flow.

PACE provides a mechanism through which individual homeowners can reduce
the financial burden of poor energy performance and rising energy prices on the
cost of ownership.

There are contrasting views on the relationship between the financial performance
of residential mortgages and the energy performance of residential properties.

FHFA has raised concern that implementation of PACE programs would increase
financial risk to mortgage lenders.

FHFA proposes to mitigate any potential risk to the performance of home
mortgages by taking actions that would effectively prevent any local or state
government from proceeding with a PACE program.



By contrast, energy inefficient houses impose on household budgets higher operating
costs as well as more exposure to energy price volatility and rising prices over time.
Reducing energy costs may reduce the risk of default on mortgages for those homes.

This risk to the performance of mortgages for energy inefficient houses could be
mitigated with a capital investment in energy performance improvements that yields
average annual savings greater than fixed payments for assessments.

Data and analysis are needed in order to understand the effect of PACE programs
on the performance of residential mortgages.

For researchers outside the government-sponsored entities for housing and their
contractors, mortgage data is difficult to access due to concerns about the
confidential or proprietary nature of address-specific information.

Insufficient data and analysis is available to validate a view that implementation
of PACE programs would increase financial risk to mortgage lenders or that it
would decrease financial risk to mortgage lenders.

Drawing on sufficiently large data samples, study of both existing data as well as
deliberate and controlled pilots would help test the logic underpinning either
view.

Three components are relevant to examine in order to evaluate any risk to the
home mortgage market posed by PACE programs: (a) impairment to mortgages
in the event of a default, (b) effect on the valuation of properties with PACE
assessments, (c) likelihood of default.

DOE is willing to work with FHFA on ways to approach the gathering and
analysis of data from PACE programs, examining the three components of risk
identified above among other aspects of interest.

The FHFA’s Advisories and subsequent statements would discourage state and local
governments from attempting residential PACE programs.

The various documents issued by FHFA instruct regulated entities not to secure
mortgages with PACE assessments, and the documents instruct them to tighten
underwriting standards for all properties in a PACE district, regardless of whether
those properties are participating in a PACE program.

Due to the dominant role of the federally regulated entities in the mortgage
securities market, the FHFA documents already issued, taken together, have
effectively ended the development of PACE programs. Of the dozens of
residential PACE programs in development in 2010, virtually all have been idled.

In the absence of any PACE programs, there will remain insufficient data to perform
the analysis necessary to examine and address concerns raised by FHFA.



Pilot projects would generate data for analysis without posing significant financial
risk to mortgage lenders.

Pilot PACE programs can be implemented with standards based on the DOE
Guidelines for Pilot PACE Financing Programs (enclosed).

Recognizing the importance of stability in home mortgage markets, the
Guidelines for Pilot PACE Financing Programs provide protection to
government-sponsored enterprises for housing as well as the secondary markets
they support.

DOE would like to work with FHFA to examine the effect of home energy
performance on mortgage performance.

DOE seeks FHFA cooperation through instruction to its regulated entities to
facilitate analysis of existing mortgage data in a way that protects private data.

With instructions to an established third party for mortgage data analysis, Fannie
Mae and Freddie Mac can provide or permit access to anonymized loan
underwriting and servicing data for the purpose of evaluating the loan
performance of energy efficient homes.

PACE is an innovative approach to addressing market barriers that have
challenged other financing approaches to residential energy efficiency, and
appropriate next steps toward its development should proceed.

DOE strongly urges FHFA to partner with relevant stakeholders, including DOE, to
ensure that pilot PACE programs are implemented with appropriate safeguards as
outlined in the DOE Guidelines for Pilot PACE Financing Programs.

The next step in understanding both the risk posed by energy waste in homes, and
the most effective means for mitigating the risk, would be to conduct pilot PACE
programs, tightly governed by the Guidelines for Pilot PACE Financing Programs.

The number and scale of pilot PACE programs would need to yield a sample size of
assessments sufficiently large to overcome concerns expressed about the validity of
studies performed on small sample surveys. The necessary data can be collected for
further analysis through the pilots, and the Guidelines can be reviewed and revised
over time in collaboration with FHFA and stakeholders.



Department of Energy
Washington, DC 20585

Guidelines for Pilot PACE Financing Programs

May 7, 2010

This document provides best practice guidelines to help implement the Policy Framework for
PACE Financing Programs announced on October 18, 2009.! Property Assessed Clean Energy
(PACE) financing programs allow state and local governments, where permitted by state law, to
extend the use of land-secured financing districts to fund energy efficiency and renewable
energy improvements on private property.? PACE programs attach the obligation to repay the
cost of improvements to the property, not to the individual borrower. After consultation within
the federal government and with other stakeholders, the Department of Energy has prepared
the following Best Practices to help ensure prudent financing practices during the current pilot
PACE programs.

These best practice guidelines are significantly more rigorous than the underwriting standards
currently applied to land-secured financing districts. Especially in light of the exceptionally
challenging economic environment and recovering housing market, the following best practice
guidelines for pilot PACE financing programs are important to provide an extra layer of
protection to both participants who voluntarily opt into PACE programs, and to lenders who
hold mortgages on properties with PACE tax liens. These best practice guidelines may evolve
over time as we learn more about the performance of PACE programs and are able to identify
new best practices.3 All pilot PACE financing programs are strongly encouraged to follow these
best practice guidelines. This document is divided into two sections: Program Design Best
Practice Guidelines and Assessment Underwriting Best Practice Guidelines.

'The Policy Framework for PACE Financing Programs is available here:
|http://www.whitehouse.gov/assets/documents/PACE Principles.pdf]

® For more information on PACE programs, please visit:
[http://www1.eere.energy.gov/wip/solutioncenter/financialproducts/PACE.html| PACE programs are paid through
a tax lien on the property. Lien priority is a matter of state law, and these best practices do not (and cannot) pre-
empt state law.

® These best practice guidelines are primarily for the residential market. Different standards may be appropriate in
non-residential markets.

1
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Program Design Best Practice Guidelines:

Local governments should consider the following program design features to increase the
reliability of energy and economic performance for the benefit of program participants,
mortgage holders, and investors.

1. Expected Savings-to-Investment Ratio (SIR) Greater Than One*

The primary rationale for PACE programs is to pursue a legally-defined “public purpose”, which
generally includes environmental, health, and energy independence benefits.’ Although
traditional land-secured assessment districts do not require projects to “pay for themselves”,
PACE financing should generally be limited to cost effective measures to protect both
participants and mortgage holders until PACE program impacts become more widely
understood.

The financed package of energy improvements should be designed to pay for itself over the life
of the assessment. This program attribute improves the participant’s debt-to-income ratio,
increasing the participant’s ability to repay PACE assessments and other debt, such as mortgage
payments. Local governments should consider three program design features to ensure that
the expected SIR is greater than one:®

e An energy audit and modeling of expected savings to identify energy efficiency and
renewable energy property improvement measures that are likely to deliver energy and
dollar savings in excess of financed costs over the assessment term. Local governments
should limit investment to those identified measures.

*SIR = [Estimated savings over the life of the assessment, discounted back to present value using an appropriate
discount rate] divided by [Amount financed through PACE assessment]

Savings are defined as the positive impacts of the energy improvements on participant cash flow. Savings can
include reduced utility bills as well as any payments for renewable energy credits or other quantifiable
environmental and health benefits that can be monetized. Savings should be calculated on an annual basis with an
escalator for energy prices based either on the Energy Information Agency (EIA) U.S. forecast or a substantiated
local energy price escalator.

> Specific public purposes are defined by the state’s enabling legislation, which may vary somewhat between
states. Existing legislation is available here:
|http://www.dsireusa.org/incentives/index.cfm?EE=1&RE=1&SPV=0&ST=0&searchtype=PTFAuth&sh=1|

® These program options are not mutually exclusive and programs should consider deploying them in concert. In
addition, these measures could be coordinated with the proposed HOMESTAR's Silver and Gold guidelines. More
Information on HOMESTAR is available here:
[http://www.whitehouse.gov/the-press-office/fact-sheet-homestar-energy-efficiency-retrofit-program|
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e In lieu of audits, programs may choose to limit eligibility to those measures with well-
documented energy and dollar savings for a given climate zone. There are a number of
energy efficiency and renewable energy investments that are most likely to yield a SIR of
greater than one for most properties in a region.

e Encourage energy efficiency before renewable energy improvements. The economics of
renewable energy investments can be enhanced when packaged with energy efficiency
measures. The SIR should be calculated for the entire package of investments, not
individual measures.

2. The Term of the Assessment Should Not Exceed the Useful Life of the Improvements

This best practice guidelines document is intended to ensure that a property owner’s ability to
repay is enhanced throughout the life of the PACE assessment by the energy savings derived
from the improvements. It is important to note that the useful life of the measure often
exceeds the assessment term.

3. Mortgage Holder of Record Should Receive Notice When PACE Liens Are Placed

Mortgage holders should receive notice when residential property owners fund improvements
using a PACE assessment.’

4. PACE Lien Non-Acceleration Upon Property Owner Default

In states where non-acceleration of the lien is standard for other special assessments, it should
also be standard for PACE assessments. After a foreclosure, the successor owners are
responsible for future assessment payments. Non-acceleration is an important mortgage holder
protection because liability for the assessment in foreclosure is limited to any amount in arrears
at the time; the total outstanding assessed amount is not due in full.

5. The Assessment Should Be Appropriately Sized

PACE assessments should generally not exceed 10% of a property’s estimated value (i.e. a
property value-to-lien ratio of 10:1). In addition, because of the administrative requirements of
administering PACE programs, assessments should generally not be issued for projects below a
minimum cost threshold of approximately $2500. These measures ensure that improvements
are “right-sized” for properties and for the administrative costs of piloting PACE programs.
PACE programs may also choose to set the maximum assessment relative to median home
values.

’ A different standard may apply to non-residential properties.



6. Quality Assurance and Anti-Fraud Measures

Quality assurance and anti-fraud measures are essential protections for property owners,
mortgage holders, investors, and local governments. These measures should include:

e Only validly licensed auditors and contractors that adhere to PACE program terms and
conditions should be permitted to conduct PACE energy audits and retrofits. Where
feasible or necessary, auditors and contractors should have additional certifications
appropriate to the installed measures.

e Inspections should be completed on at least a portion of participating properties upon
project completion to ensure that contractors participating in the PACE program are
adequately performing work.

e [If work is not satisfactorily completed, contractor payment should be withheld until
remedied. If not satisfactorily remedied, programs should disqualify contractors from
further PACE-related work.

e Property owners should sign-off before payment is issued for the work.

7. Rebates and Tax Credits

The total amount of PACE financing should be net of any expected direct cash rebates for the
energy efficiency or renewable energy improvements chosen. However, other non-direct cash
incentives can be more difficult to manage. For example, calculating an expected income tax
credit can be complicated, as not all participants will have access to the tax credit and there will
be time lags between project completion and tax credit monetization. Programs should
therefore consider alternative structures for financing this gap, including assignment of rebates
and tax credits to repay PACE assessments, short-term assessment additions, and partnering
with third party lenders that offer short-term bridge financing. At the minimum, programs
should provide full disclosure to participants on the implications and options available for
monetizing an income tax credit.

8. Participant Education

PACE may be an unfamiliar financing mechanism to program participants. As such, it is essential
that programs educate potential participants on how the PACE model works, whether it is a
property owner’s most appropriate financing mechanism, and the opportunities and risks PACE
program participation creates for property owners. Programs should clearly explain and
provide disclosures of the following:

e How PACE financing works



e Basic information on other financing options available to property owners for financing
energy efficiency and renewable energy investments, and how PACE compares

e All program fees and how participants will pay for them

e Effective interest rate including all program fees, consistent with the Good Faith
Estimate (GFE) of the Real Estate Settlement Procedure Act (RESPA) and the early and
final disclosure of the Truth in Lending Act (TILA).

e PACE assessment impact on escrow payments (if applicable)

e Risk that assessment default may trigger foreclosure and property loss

e Information on transferring the assessment at time of sale

e Options for and implications of including tax credits in the financed amount

9. Debt Service Reserve Fund

For those PACE programs that seek third party investors, including investors in a municipal
bond to fund the program, an assessment reserve fund should be created to protect investors
from late payment or non-payment of PACE assessments.

10. Data Collection

Pilot programs should collect the data necessary to evaluate the efficacy of PACE programs.
Examples of typically collected data would include: installed measures, investment amount,
default and foreclosure data, expected savings, and actual energy use before and after
measures installation. To the extent possible, it’s important that programs have access to
participant utility bills, ideally for 18 months before and after the improvements are made. The
Department of Energy will provide more detailed information on collecting this data, obtaining
permission to access utility bills, and how to report program information to enable a national
PACE performance evaluation.

Assessment Underwriting Best Practices Guidelines:

Local governments should design underwriting criteria to reduce the risk of default and
impairment to the property’s mortgage holders. Many best practices for reducing these risks
are included in the previous section. In addition, underwriting criteria for individual
assessments should include the following:

1. Property Ownership

e Check that applicant has clear title to property and that the property is located in the
financing district.



e Check the property title for restrictions such as details about power of attorney,
easements, or subordination agreements.

2. Property-Based Debt and Property Valuation

e Estimated property value should be in excess of property owner’s public and private
debt on the property, including mortgages, home equity lines of credit (HELOCs), and
the addition of the PACE assessment, to ensure that property owners have sufficient
equity to support the PACE assessment. Local governments should be cautious about
piloting the PACE model in areas with large numbers of “underwater” mortgages.

e To avoid placing an additional tax lien on properties that are in distress, have recently
been in distress, or are at risk for distress, the following should be verified:

o There are no outstanding taxes or involuntary liens on the property in excess of
$1000 (i.e. liens placed on property for failure of the owner to comply with a
payment obligation).

Property is not in foreclosure and there have been no recent mortgage or other
property-related debt defaults.

e Programs should attain estimated property value by reviewing assessed value. This is
typically used in assessment districts. If assessed value appears low or high, programs
should review comparable market data to determine the most appropriate valuation. If

programs believe the estimated value remains inaccurate or there is a lack sufficient

comparable market data to conduct an analysis, they should conduct a desktop
appraisal.8

3. Property Owner Ability to Pay

PACE programs attach the obligation to repay the cost of improvements to the property (not to
the individual borrower). The standard underwriting for other special assessments only consists
of examining assessed value to public debt, the total tax rate, and the property tax delinquency
rate. However, we deem certain precautions important due to the current vulnerability of
mortgage lenders and of the housing market in many regions. These precautions include:

e A Savings-to-Investment Ratio (SIR) greater than one, as described above, to maintain or
improve the property owner’s debt-to-income ratio.

e Property owner is current on property taxes and has not been late more than once in
the past 3 years, or since the purchase of the house if less than three years.’

EA desktop appraisal involves a licensed appraiser estimating the value of a property without a visual inspection.
These appraisals cost approximately $100.

? Applicants that have purchased the property within 3 years have recently undergone rigorous credit analyses that
compensate for the short property tax payment history.

6



e Property owner has not filed for or declared bankruptcy for 7 years.

These best practice guidelines will evolve over time with continued monitoring of the
performance of pilot PACE financing programs.
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Executive Summary

This OCC Mortgage Metrics Report for the first quarter of 2012 provides performance data on
first-lien residential mortgages serviced by selected national and federal savings banks. The
mortgages in this portfolio comprise 60 percent of all mortgages outstanding in the United
States—31.0 million loans totaling $5.3 trillion in principal balances. This report provides
information on their performance through March 31, 2012.

The overall quality of the portfolio of serviced mortgages improved during the quarter with the
percentage of mortgages that were current and performing at 88.9 percent, the highest level in
three years. The percentages of mortgages that were 30 to 59 and 60 to 89 days delinquent also
decreased to their lowest levels since the OCC began publishing the Mortgage Metrics report in
first quarter of 2008 (see table 7). This improvement can be attributed to several factors,
including strengthening economic conditions during the quarter, seasonal effects, servicing
transfers, and the ongoing effects of both home retention loan modification programs as well as
home forfeiture actions.

While the number of foreclosures in process has decreased from a year ago, the percentage of
mortgages that were in the process of foreclosure at the end of the first quarter of 2012 increased
by 1.8 percent from the previous quarter and 2.3 percent from a year earlier. The number of
newly initiated foreclosures decreased by 1.8 percent from the previous quarter and 8.1 percent
from a year earlier. The decrease in new foreclosures reflects the continued emphasis on home
retention actions as well as the decrease in the number of seriously delinquent loans over the past
few quarters. Many servicers have also slowed new foreclosure referrals in response to changing
servicing standards and requirements. The number of completed foreclosures increased by

5.9 percent from the previous quarter and 2.7 percent a year earlier as the large number of
foreclosures in process continues to progress.

Servicers continued to emphasize alternatives to foreclosure during the quarter, initiating nearly
twice as many new home retention actions—Iloan modifications, trial-period plans, and payment
plans—as completed foreclosures, short sales, and deed-in-lieu-of-foreclosure transactions.
Servicers implemented 352,989 new home retention actions during the quarter, while starting
286,951 new foreclosures. The number of home retention actions implemented by servicers
decreased 23.3 percent from the previous quarter and 36.7 percent from a year earlier as
delinquencies have fallen to three-year lows and servicers exhaust alternatives to assist
delinquent borrowers who have not already been assisted through available home retention
programs.

Mortgage Performance

e The percentage of mortgages that were current and performing increased to 88.9 percent at
the end of the first quarter of 2012 (see table 7).

e The percentage of mortgages in the portfolio that were 30 to 59 days delinquent at the end of
the first quarter decreased by 17.3 percent from the previous quarter and by 3.8 percent from
a year earlier (see table 7).

e The percentage of mortgages in the portfolio that were seriously delinquent at the end of the
quarter was 4.5 percent—down 10.4 percent from the previous quarter and 6.2 percent from a
year earlier (see table 7).



The quality of serviced government-guaranteed mortgages improved during the quarter.
Mortgages that were current and performing increased to 85.9 percent from 84.2 percent in
the prior quarter. The percentage of these mortgages that were current and performing a year
earlier was 87.0 percent (see table 9).

Mortgages serviced for Fannie Mae and Freddie Mac (government-sponsored enterprises or
GSEs) made up the majority—>59 percent—of mortgages in the reporting servicers’
portfolios. The overall percentage of these mortgages that were current and performing has
remained relatively constant over the last year. The percentage of these mortgages that were
current and performing at the end of the quarter was 93.7 percent (see table 10).

Home Retention Actions: Loan Modifications, Trial-Period Plans, and Payment Plans

Servicers implemented 352,989 new home retention actions—modifications, trial-period
plans, and payment plans—during the first quarter of 2012 (see table 1). This was nearly
twice the number of completed foreclosures, short sales, and deed-in-lieu-of-foreclosure
actions during the quarter (see table 5). The number of new home retention actions in the
first quarter decreased by 23.3 percent percent from the previous quarter and decreased
36.7 percent from a year earlier.

New home retention actions comprised 102,158 modifications, 129,016 trial-period plans,
and 121,815 payment plans during the quarter. Home Affordable Modification Program
(HAMP) modifications decreased 13.5 percent from the previous quarter to 36,554. Other
modifications decreased by 11.2 percent to 65,604. Trial-period plans also decreased with
HAMP trial-period plans decreasing by 2.9 percent and other trial-period plans decreasing
44.0 percent from the previous quarter.' During the past five quarters, servicers initiated
more than 2.2 million home retention actions (see table 1) and more than 2.5 million
modifications since 2008 (see table 2).

Table 1. Number of New Home Retention Actions

_ 33111 | 63011 | 9/30111 | 123111 | 33112 o C:Snge %Change

Other Modifications | 106,650 80,398 83,598 73,878 65,604 -11.2% -38.5%
HAMP Modifications =~ 53,250 70,071 53,941 42,275 36,554 -13.5% -31.4%
Other Trial-Period Plans | 181,099 118,928 127,528 182,856 102,486 -44.0% -43.4%
HAMP Trial-Period Plans =~ 57,649 44,148 29,338 27,323 26,530 -2.9% -54.0%
Payment Plans | 158,821 142,678 164,566 133,881 121,815 -9.0% -23.3%

Total =~ 557,469 456,223 458,971 460,213 352,989 -23.3% -36.7%

Servicers reduced interest rates in 80.6 percent of all modifications made during the first
quarter of 2012. Term extensions were used in 73.7 percent of modifications, principal
deferrals in 24.6 percent, and principal reductions in 10.2 percent (see table 17). Among
HAMP modifications, servicers reduced interest rates in 89.9 percent of those modifications,

"In the fourth quarter of 2011 certain servicers converted a significant number of borrowers in existing payment
plans to trial period plans.



deferred principal in 32.8 percent, and reduced principal in 20.7 percent of all HAMP
modifications (see table 18).

e Servicers reduced monthly principal and interest payments in 91.5 percent of modifications
made in the quarter (see table 22). Servicers reduced monthly payments by an average of
27.4 percent for all borrowers who qualified for modifications, with an average decrease of
$437. HAMP modifications reduced payments by an average of $588, or 35.4 percent, and
other modifications reduced monthly payments by $353, or 22.9 percent (see table 24).

Modified Loan Performance

e Servicers modified 2,543,133 mortgages from the beginning of 2008 through the end of the
fourth quarter of 2011. At the end of the first quarter of 2012, 50.7 percent of these
modifications remained current or were paid off. Another 7.1 percent were 30 to 59 days
delinquent, and 15.1 percent were seriously delinquent. Almost 11 percent were in the
process of foreclosure, and 6.3 percent had completed the foreclosure process. More recent
modifications that emphasized reduced payments, affordability and sustainability have
outperformed modifications implemented in earlier periods (see table 2).

Table 2. Status of Mortgages Modified in 2008—2011

\[o]
Total Current 35;559 Seriously | Foreclosures | Completed i Longer in
Delin yuent Delinquent | in Process Foreclosures the
9 Portfolio*
2008 445,354 26.2% 5.3% 15.9% 16.1% 15.0% 3.3% 18.2%
2009 594,350 38.7% 6.6% 17.2% 14.1% 9.1% 2.0% 12.3%
2010 939,368 53.7% 7.5% 14.6% 9.9% 3.8% 0.8% 9.7%
2011 564,061 71.5% 8.6% 12.9% 4.8% 0.6% 0.3% 1.3%
Total = 2,543,133 49.3% 71% 15.1% 10.8% 6.3% 1.4% 9.9%
HAMP Modification Performance Compared With Other Modifications™*
Mo diﬁcgt’it:rfsr 1,194,442 53.4% 8.3% 16.8% 9.8% 4.1% 1.0% 6.6%
HAMP 5a5751  68.2% 6.5% 9.3% 6.0% 1.9% 04%  7.7%

Modifications

Modifications That Reduced Payments by 10 Percent or More

Modifications
That
Reduced = 1,511,900 57.9% 71% 12.4% 8.3% 3.8% 0.9% 9.5%
Payments by
10% or More

Modifications That Reduced Payments by Less Than 10 Percent

Modifications
That

Reduced
Payments by
Less Than
10%
*Processing constraints prevented some servicers from reporting the reason for removal from the portfolio.

1,031,233 36.8% 71% 18.9% 14.5% 9.9% 2.2% 10.5%

**Modifications used to compare with HAMP modifications only include modifications implemented from the third
quarter of 2009 through the fourth quarter of 2011.

e HAMP modifications perform better than other modifications. Of the 565,751 HAMP
modifications implemented since the third quarter of 2009, 68.2 percent remained current,
compared with 53.4 percent of other modifications implemented during the same period (see
table 2). The better performance of HAMP modifications reflects significantly reduced

-6 -



monthly payments, its emphasis on affordability relative to borrower income, required
income verification, and successfully completing a required trial period.

Modifications that reduced borrower monthly payments by 10 percent or more performed
better than those that reduced payments by less than 10 percent—the greater the payment
decrease, the better the subsequent performance. At the end of the first quarter of 2012,

57.9 percent of modifications that reduced payments by 10 percent or more were current and
performing, compared with 36.8 percent of those that reduced payments by less (see table 2).

Modifications on mortgages held in the servicers’ own portfolios or serviced for the GSEs
performed better than modifications on mortgages serviced for others. Of the modifications
implemented from January 1, 2008 through March 31, 2011 that were in effect at least one
year, 23.4 percent of modifications on mortgages held in the servicers’ own portfolios were
60 or more days delinquent after 12 months, 27.0 percent of Fannie Mae mortgages were 60
or more days delinquent, and 26.7 percent of Freddie Mac mortgages were 60 or more days
delinquent after 12 months. Conversely, 48.3 percent of government-guaranteed mortgages
and 45.8 percent of private investor-held loans were 60 or more days delinquent after

12 months. This variance may reflect differences in the underlying risk characteristics of the
loans, differences in the modification programs, and servicers’ additional flexibility when
modifying mortgages they owned compared with mortgages serviced for others (see table 3).

Table 3. Re-Default Rates for Portfolio Loans and Loans Serviced for Others
(60 or More Days Delinquent)*

Investor Loan Tvoe 3 Months After 6 Months After 9 Months After 12 Months After
yp Modification Modification Modification Modification

Fannie Mae 11.4% 18.3% 23.4% 27.0%

Freddie Mac 12.3% 18.6% 23.1% 26.7%
Government-Guaranteed 17.0% 34.2% 43.8% 48.3%
Private 23.3% 33.6% 40.8% 45.8%

Portfolio Loans 7.8% 14.7% 19.9% 23.4%

Overall 15.6% 25.4% 31.9% 36.2%

*Data include all modifications made since January 1, 2008 that have aged the indicated number of months.

Foreclosures and Other Home Forfeiture Actions

Newly initiated foreclosures decreased 1.8 percent from the previous quarter and 8.1 percent
from a year earlier. The number of foreclosures in process increased 0.6 percent from the
previous quarter but decreased 3.0 percent from a year earlier (see table 4). This reduction in
new foreclosures is attributable to servicers’ ongoing emphasis on modifications and other
loss mitigation programs, a declining number of seriously delinquent mortgages over the last
year, and slower initiation of new foreclosure referrals.

Table 4. New Foreclosures and Foreclosures in Process

_ 33111 | 6/30/11 | 930M1 | 1253111 | 3/31/12 %C:gne %C:]Zne

Newly Initiated o o
Foreclosures 312,235 287,162 347,726 292,173 286,951 -1.8% -8.1%

Foreclosures in A 5
Process 1,308,757 1,319,987 1,327,077 1,262,294 1,269,921 0.6% -3.0%

Home forfeiture actions totaled 185,781 at the end of the quarter—an increase of 1.9 percent
from the previous quarter and 8.3 percent from a year earlier. Completed foreclosures
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increased 5.9 percent from the previous quarter and 2.7 percent from a year earlier. New
short sales decreased by 5.2 percent from the previous quarter, but increased 19.7 percent
from a year earlier, and comprise nearly one-third of home forfeiture actions. New deed-in-
lieu-of-foreclosure actions decreased by 4.5 percent from the previous quarter but increased
65.1 percent from a year earlier (see table 5).

Table 5. Completed Foreclosures and Other Home Forfeiture Actions

_ 3/31/11 6/30M1 | 930111 | 123111 | 33112 %C:]Sne %C:]:ne

Completed 119,739 121,209 113,202 116,159 122,979 5.9% 2.7%
Foreclosures

New Short Sales 50,108 56,406 57,479 63,257 59,996 -5.2% 19.7%
New Deed-in-Lieu-

of-Foreclosure 1,700 2,547 2,620 2,939 2,806 -4.5% 65.1%
Actions

Total 171,547 180,162 173,301 182,355 185,781 1.9% 8.3%



About Mortgage Metrics

The OCC Mortgage Metrics Report presents data on first-lien residential mortgages serviced by
nine national and federal savings banks with the largest mortgage-servicing portfolios.”> The data
represent 60 percent of all first-lien residential mortgages outstanding in the country and focuses
on credit performance, loss mitigation efforts, and foreclosures. More than 92 percent of the
mortgages in the portfolio were serviced for investors other than the reporting institutions. At
the end of March 2012, the reporting institutions serviced 31.0 million first-lien mortgage loans,
totaling more than $5.3 trillion in unpaid balances (see table 6).

Although the loans reflected in this report represent a large percentage of the overall mortgage
industry, they do not represent a statistically random sample of all mortgage loans. The
characteristics of these loans may differ from the overall population of mortgages. This report
does not attempt to quantify or adjust for known seasonal effects that occur within the mortgage
industry.

In addition to providing information to the public, the report and its data support the supervision
of national bank and thrift mortgage-servicing practices. Examiners use the data to help assess
emerging trends, identify anomalies, compare servicers with peers, evaluate asset quality and
necessary loan-loss reserves, and assess loss mitigation actions.

The report promotes the use of standardized terms and elements, which allow better comparisons
across the industry and over time. The report uses standardized definitions for prime, Alt-A, and
subprime mortgages based on commonly used credit score ranges.

The OCC and the participating institutions devote significant resources to ensuring that the
information is reliable and accurate. Steps to ensure the validity of the data include quality
assurance processes conducted by the banks and savings association, comprehensive data
validation tests performed by a third-party data aggregator, and comparisons with the
institutions’ quarterly call and thrift financial reports. Data sets of this size and scope inevitably
incur some degree of missing or inconsistent data and other imperfections. The OCC requires
servicers to adjust previous data submissions when errors and omissions are detected. In some
cases, data presented in this report reflect resubmissions from institutions that restate and correct
earlier information.

The report also includes mortgage modification data by state and territories in appendix E.
These data fulfill reporting requirements in the Dodd—Frank Wall Street Reform and Consumer
Protection Act (Public Law 111-203).

Definitions and Method

The report uses standard definitions for three categories of mortgage creditworthiness based on
the following ranges of borrowers’ credit scores at the time of origination:

e Prime—660 and above.

o Alt-A—620 to 659.

2 The eight national banks are Bank of America, JPMorgan Chase, Citibank, HSBC, MetLife, PNC, U.S. Bank, and
Wells Fargo. The federal savings association is OneWest Bank.



Subprime—below 620.

Approximately 11 percent of mortgages in the portfolio were not accompanied by credit scores
and are classified as “other.” This group includes a mix of prime, Alt-A, and subprime
mortgages. In large part, the lack of credit scores results from acquisitions of portfolios from
third parties for which borrower credit scores at origination were not available.

Additional definitions include:

Completed foreclosures—Ownership of properties transferred to servicers or investors.
The ultimate result is the loss of borrowers’ homes because of nonpayment.

Deed-in-lieu-of-foreclosure actions—Actions in which borrowers transfer ownership of
the properties (deeds) to servicers in full satisfaction of the outstanding mortgage debt to
lessen the adverse impact of the debt on borrowers’ credit records. Deed-in-lieu-of-
foreclosure actions typically have a less adverse impact than foreclosures on borrowers’
credit records.

Foreclosures in process—Number of mortgages for which servicers have begun formal
foreclosure proceedings but have not yet completed the foreclosure process. The
foreclosure process varies by state and can take 15 months or more to complete. Many
foreclosures in process never result in the loss of borrowers” homes because servicers
simultaneously pursue other loss mitigation actions, and borrowers may return their
mortgages to current and performing status.

Government-guaranteed mortgages—All mortgages with an explicit guaranty from the
U.S. government, including the Federal Housing Administration (FHA), the Department
of Veterans Affairs (VA), and, to a lesser extent, certain other departments. These loans
may be held in pools backing Government National Mortgage Association (Ginnie Mae)
securities, owned by or securitized through different third-party investors, or held in the
portfolios of reporting institutions.

Home retention actions—Loan modifications, trial-period plans, and payment plans that
allow borrowers to retain ownership and occupancy of their homes while attempting to
return the loans to a current and performing status.

Loan modifications—Actions that contractually change the terms of mortgages with
respect to interest rates, maturity, principal, or other terms of the loan.

Newly initiated foreclosures—Mortgages for which the servicers initiate formal
foreclosure proceedings during the quarter. Many newly initiated foreclosures do not
result in the loss of borrowers’” homes because servicers simultaneously pursue other loss
mitigation actions, and borrowers may act to return their mortgages to current and
performing status.

Payment plans—Short-to-medium-term changes in scheduled terms and payments in
order to return mortgages to a current and performing status.

Payment-option, adjustable rate mortgages (ARM)—Mortgages that allow borrowers
to choose a monthly payment that may initially reduce principal, pay interest only, or
result in negative amortization, when some amount of unpaid interest is added to the
principal balance of the loan and results in an increased balance.



e Principal deferral modifications—Modifications that remove a portion of the principal
from the amount used to calculate monthly principal and interest payments for a set
period. The deferred amount becomes due at the end of the loan term.

e Principal reduction modifications—Modifications that permanently forgive a portion of
the principal amount owed on a mortgage.

e Re-default rates—Percentage of modified loans that subsequently become delinquent or
enter the foreclosure process. As measures of delinquency, this report presents re-default
rates using 30, 60, and 90 or more days delinquent and in process of foreclosure. It
focuses on the 60-day-delinquent measure. All re-default data presented in this report are
based on modified loans in effect for the specified amount of time after the modification.
All loans that have been repaid in full, been refinanced, been sold, or completed the
foreclosure process are removed from the calculation. Data include only modifications
that have had time to age the indicated number of months following the modification.

e Seriously delinquent loans—Mortgages that are 60 or more days past due, and all
mortgages held by bankrupt borrowers whose payments are 30 or more days past due.

e Short sales—Sales of the mortgaged properties at prices that net less than the total
amount due on the mortgages. Servicers and borrowers negotiate repayment programs,
forbearance, or forgiveness for any remaining deficiency on the debt. Short sales
typically have a less adverse impact than foreclosures on borrowers’ credit records.

e Trial-period plans—Home retention actions that allow borrowers to demonstrate
capability and willingness to pay their modified mortgages for a set period of time. The
action becomes permanent following the successful completion of the trial period.

Loan delinquencies are reported using the Mortgage Bankers Association convention that a loan
is past due when a scheduled payment is unpaid for 30 days or more. The statistics and
calculated ratios are based on the number of loans rather than on the dollar amount outstanding.

Percentages are rounded to one decimal place unless the result is less than 0.1 percent, which is
rounded to two decimal places. The report uses whole numbers when approximating. Values in
tables may not total 100 percent because of rounding.

In tables throughout this report, the quarters are indicated by the last day of the quarter (e.g.,
3/31/12), quarter-to-quarter changes are shown under the column “1Q %Change” column, and
year-to-year changes are shown under the column “1Y %Change” column.

In tables throughout this report, percentages shown under “1Q %Change” and “1Y %Change”
are calculated using actual data, not the rounded values reported for each quarter. Calculating
period-to-period changes from the rounded values reported in the tables may yield materially
different values than those values indicated in the table.

Mortgage Metrics Report data may not agree with other published data because of timing delays
in updating servicer-processing systems.



PART I: Mortgage Performance

Part I describes the performance of the overall mortgage portfolio, mortgages owned and held by
the reporting banks and savings association, government-guaranteed mortgages, mortgages
serviced for the GSEs, and mortgages within each risk category.

Overall Mortgage Portfolio

At the end of the first quarter of 2012, the servicing portfolio included 31.0 million loans with
$5.3 trillion in unpaid balances (see table 6). Portfolio composition has remained essentially the
same over the past year. Prime loans were 71 percent of the portfolio at quarter end, increased
from 70 percent a year ago. Alt A and other loans were both 11 percent of the portfolio at
quarter end, and subprime loans were 7 percent of the total serviced portfolio.

Table 6. Overall Mortgage Portfolio
3/31/11 6/30/11 9/30/11 12/31/11 3/31/12

Total f‘,\m&r‘sﬁ $5,686,103 $5,682,951 $5,598,366 $5,415,566 $5,332,795
Total Servicing 35 745 933 32,769,737 32,434,997 31,381,140 31,026,381

(Number of Loans)

Composition (Percentage of All Mortgages in the Portfolio)

Prime 70% 70% 70% 71% 71%
Alt-A 11% 11% 11% 11% 11%
Subprime 7% 8% 7% 7% 7%
Other 12% 12% 12% 11% 11%
Prime 22,804,671 22,904,910 22,765,207 22,311,549 22,142,982
Alt-A 3,505,201 3,522,896 3,499,907 3,388,098 3,359,124
Subprime 2,418,112 2,476,801 2,426,056 2,307,692 2,260,455
Other 3,985,049 3,865,130 3,743,827 3,373,801 3,263,820

Figure 1. Portfolio Composition
Percentage of All Mortgage Loans in the Portfolio

O Other
11%

O Subprime
7%
o Alt-A
11%
B Prime
71%
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Overall Mortgage Performance

The overall performance of the portfolio of mortgages serviced by reporting banks and thrift
improved from both the previous quarter and a year earlier. The percentage of mortgages that
were current and performing at the end of the quarter was 88.9 percent, the highest level in three
years. The percentages of mortgages that were 30 to 59 and 60 to 89 days past due decreased to
their lowest levels since the the OCC began publishing the Mortgage Metrics Report (see table
7). Mortgages 30 to 59 days delinquent at quarter end were 2.5 percent of the portfolio, down
17.3 percent from the previous quarter and 3.8 percent from a year earlier. Seriously delinquent
mortgages (those 60 or more days past due or in bankruptcy and 30 or more days past due) were
4.5 percent of the portfolio at quarter end, down 10.4 percent from the previous quarter and

6.2 percent from a year earlier. Foreclosures in process at the end of the quarter were 4.1 percent
of the portfolio, up 1.8 percent from the prior quarter and 2.3 percent from a year earlier. The
number of foreclosures in process increased 0.6 percent from the previous quarter but decreased
3.0 percent from a year earlier. The improvement in performance reflected in this report may not
be generalized to the overall population of mortgage in the United States.

Table 7. Overall Portfolio Performance

(Percentage of Mortgages in the Portfolio)

_ 3/31/2011 | 6/30/2011 9/30/2011 | 12/31/2011 | 3/31/2012 "/C:gnge % C:]ane

Current and Performing 88.6% 88.1% 88.0% 88.0% 88.9% 1.1% 0.3%
30-59 Days Delinquent  2.6% 3.0% 3.0% 3.0% 2.5% 17.3% -3.8%
The Following Three Categories Are Classified as Seriously Delinquent
60-89 Days Delinquent  1.0% 1.1% 1.2% 1.2% 0.9% -20.5% -9.6%
Lyar 'B"glrl'f‘q'?gst 2.8% 2.8% 2.7% 2.8% 2.5% 11.3% 12.9%
Ba”k”g’;% %%ﬁ;q'\ﬂ‘;ft 0.9% 1.0% 1.0% 1.0% 1.1% 3.7% 18.3%
SRR S 4.9% 4.9% 5.0% 4.5% -10.4% 6.2%
Delinquent
Foreclosuresin ' 4.0% 4.0% 41% 4.0% 41% 1.8% 2.3%
Current and Performing 28 991,538 28,853,845 28,550,780 = 27,600,497 = 27,589,940 0.0% 4.8%
30-59 Days Delinquent | g53 484 996,859 972,715 952,719 779,022 -18.2% -8.7%
The Following Three Categories Are Classified as Seriously Delinquent
60-89 Days Delinquent | 340,258 371,716 384,638 371,164 291,663 -21.4% 14.3%
ey g:ﬁf‘qziﬁ 920,363 910,183 875,043 867,508 760,736 12.3% 17.3%
Bankruptey 30 or More | 50,633 317,147 323,844 326,958 335,009 2.5% 12.2%
ays Delinquent
Subtotalfor Seriously 4 559,954 1,509,046 1,584,425 1565630 1387498  -11.4% 11.0%
elinquent
ForeclosuresIn | 1,308,757 1319987 1327077 | 1262294 1,269,921 0.6% -3.0%
rocess
Total 32,713,033 32,769,737 32,434,997 31,381,140 31,026,381 1.1% -5.2%
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Figure 2. Overall Portfolio Performance
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Performance of Mortgages Held by Reporting Banks and Thrift

The nine reporting institutions held 7.5 percent of all mortgages reviewed in their own portfolios
(excluding government-guaranteed mortgages.) The remaining mortgages were serviced for
others. The performance of mortgages held by the reporting banks improved during the quarter
(see table 8). The percentage of these mortgages that were current at the end of the quarter was
83.5 percent, increased from 82.6 percent the previous quarter and 80.4 percent a year earlier.
The percentage of these mortgages that were 30 to 59 days delinquent at the end of the quarter
was 3.3 percent, a 12.4 percent reduction from the previous quarter and 9.1 percent reduction
from a year earlier. The percentage of these mortgages that were seriously delinquent at quarter
end was 6.0 percent, down 7.4 percent from the prior quarter and 24.7 percent from a year
earlier. The percentage of these mortgages in the process of foreclosure was 7.1 percent, a

0.7 percent increase from the previous quarter but a 9.9 percent decrease from a year earlier.
Historically, mortgages held by the reporting institutions have underperformed mortgages
serviced for the GSEs, but performed better than government guaranteed mortgages. Mortgages
held in bank portfolios include concentrations of loans with non-conforming risk characteristics
that fall between GSE and government-guaranteed underwriting criteria, loans on properties
located in weaker geographic markets acquired through the purchase of failed institutions, or
more recently, loans repurchased from investors.

Table 8. Performance of Mortgages Held by Reporting Banks and Thrift (Percentage)*

_ 12011 | 6/30/2011 | 9/30/2011 12011 | 3/31/2012 %C:Sne %C:]:ne

Current and Performing 80.4% 80.3% 81.4% 82.6% 83.5% 1.1% 3.9%
30-59 Days Delinquent 3.6% 4.0% 3.8% 3.8% 3.3% -12.4% -9.1%
The Following Three Categories Are Classified as Seriously Delinquent
60-89 Days Delinquent 1.4% 1.5% 1.5% 1.5% 1.3% -14.7% -9.6%
90 or More Days
Delinquent 5.0% 4.9% 4.0% 3.4% 3.1% -9.0% -39.0%
Bankruptcy 30 or More 1.6% 1.6% 1.7% 1.6% 1.7% 2.8% 7.8%
Days Delinquent
Subtotal for Serfously | g 4o, 8.0% 7.2% 6.5% 6.0% 7.4% 24.7%
Delinquent
Foreclosures in Process 7.9% 7.8% 7.5% 71% 71% 0.7% -9.9%
Performance of Mortgages Held by Reporting Banks and Thrift (Number)
Current and Performing 1,899,820 1,870,675 1,909,516 1,971,555 1,939,317 -1.6% 2.1%
30-59 Days Delinquent 86,162 92,252 90,050 90,346 76,969 -14.8% -10.7%
The Following Three Categories Are Classified as Seriously Delinquent
60-89 Days Delinquent 33,286 35,294 35,675 35,636 29,561 -17.0% -11.2%
90 or More Days G Q
Delinquent 118,953 113,134 94,524 80,609 71,355 -11.5% -40.0%
Bankruptcy 30 or More | 55 963 37,712 38,799 39,148 39,150 0.0% 5.9%
Days Delinquent
Subtotal for Serfously 159,202 186,140 168,998 155393 140,066 -9.9% -26.0%
elinquent
Foreclosures in Process 187,173 180,549 175,969 169,064 165,679 -2.0% -11.5%
Total 2,362,357 2,329,616 2,344,533 2,386,358 2,322,031 -2.7% A1.7%

*The data in this table exclude government-guaranteed mortgages owned and held by the reporting institutions.
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Figure 3. Performance of Mortgages Held by Reporting Banks and Thrift
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Performance of Government-Guaranteed Mortgages

Government-guaranteed mortgages were 22.3 percent of the portfolio at the end of the quarter,
increased from 20.2 percent a year earlier. The performance of government-guaranteed
mortgages improved in the first quarter but remained substantially weaker than a year earlier (see
table 9). The percentage of these loans that were current and performing was 85.9 percent at the
end of the quarter, up from 84.2 percent at the end of the previous quarter but down from

87.0 percent a year earlier. The percentage of these loans that were 30 to 59 days delinquent was
3.9 percent at the end of the quarter, a 22.4 percent decrease from the previous quarter and

5.1 percent decrease from a year earlier. The percentage of these loans that were seriously
delinquent was 7.0 percent at quarter end, down 10.5 percent from the previous quarter but
increased 14.8 percent from a year earlier. The percentage of these loans in the process of
foreclosure at the end of the quarter was 3.2 percent, up 9.4 percent from the previous quarter
and 16.7 percent from a year earlier. More than 79 percent of these loans were FHA loans,

15 percent were VA loans, and 6 percent were other government-guaranteed mortgages. Almost
86 percent of the government-guaranteed mortgages were in pools of loans backing Ginnie Mae
securities.

Table 9. Performance of Government-Guaranteed Mortgages (Percentage)

_ 3/31/2011 | 6/30/2011 | 9/30/2011 | 12/31/2011 | 3/31/2012 %C:gne %C;:ne

Current and Performing 87.0% 85.7% 85.2% 84.2% 85.9% 2.0% -1.3%
30-59 Days Delinquent 4.1% 5.0% 4.9% 5.0% 3.9% -22.4% -5.1%
The Following Three Categories Are Classified as Seriously Delinquent

60-89 Days Delinquent 1.6% 1.9% 2.0% 2.0% 1.5% -27.8% -8.6%

0o g:ﬂﬁqﬁﬁ 3.5% 3.6% 4.1% 4.7% 4.4% 6.3% 26.6%

Bankruptey 30 or More 14 g4 1.1% 1.1% 1.1% 1.1% 3.4% 11.6%
ays Delinquent

Subtotal for Seriously g 1o 6.6% 7% 7.8% 7.0% 10.5% 14.8%
elinquent

Foreclosures in Process 2.8% 2.7% 2.8% 2.9% 3.2% 9.4% 16.7%

Performance of Government-Guaranteed Mortgages (Number)

Current and Performing 5,743,866 5,826,732 5,914,032  5766,800 5,940,585 3.0% 3.4%
30-59 Days Delinquent = 272,272 338,346 342,104 345,295 270,710 -21.6% -0.6%
The Following Three Categories Are Classified as Seriously Delinquent
60-89 Days Delinquent = 106,493 126,264 136,485 139,849 101,989 27.1% 4.2%
<0 g:ﬂf}qﬂiﬁ 229,401 247,804 281,264 321,608 304,492 -5.3% 32.7%
Ba”k“‘DptCV 30orMore | g7 748 71,810 73,375 75,869 79,266 4.5% 17.0%
ays Delinquent
SHBRIEIE SISy, e v 445878 491,124 537,326 485,747 -9.6% 20.3%
Delinquent
Foreclosures in Process | 182,041 185,423 191,055 201,460 222,648 10.5% 22.3%
Total 6,601,821 6,796,379 6,938,315 6,850,881 6,919,690 1.0% 4.8%
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Figure 4. Performance of Government-Guaranteed Mortgages
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Performance of GSE Mortgages

GSE mortgages made up 59 percent of the overall portfolio, down from 61 percent a year earlier.
The portfolio of GSE mortgages performs better than the overall portfolio because it contains
more prime loans. The percentage of GSE mortgages that were current and performing at the
end of the first quarter of 2012 was 93.7 percent, up from 93.1 percent the previous quarter and
93.2 percent a year earlier (see table 10). The percentage of GSE mortgages that were 30 to 59
days delinquent at the end of the quarter was 1.6 percent, down 16 percent from the previous
quarter and 8.0 percent from a year earlier. The percentage of GSE mortgages that were
seriously delinquent was 2.2 percent, down 14.2 percent from the previous quarter and

7.4 percent a year earlier. The percentage of these loans in the process of foreclosure was

2.5 percent, up 3.3 percent from the previous quarter but down 6.1 percent from the previous
year. Of the GSE mortgages, 59 percent were serviced for Fannie Mae and 41 percent for
Freddie Mac.

Table 10. Performance of GSE Mortgages (Percentage)

_ 3/31/2011 | 6/30/2011 | 9/30/2011 | 12/31/2011 | 3/31/2012 %C:]gnge %C:]ane

Current and Performing 93.2% 93.1% 93.1% 93.1% 93.7% 0.6% 0.5%
30-59 Days Delinquent 1.8% 2.0% 2.0% 1.9% 1.6% -16.0% -8.0%
The Following Three Categories Are Classified as Seriously Delinquent
60-89 Days Delinquent 0.6% 0.7% 0.7% 0.7% 0.5% -17.6% -15.9%
Lyar ggﬂﬁqﬂiﬁ 1.1% 1.1% 1.2% 1.2% 1.0% 21.1% 14.7%
Ba”k“g’at% %%ﬁ’;q“ﬂgﬁ 0.6% 0.6% 0.6% 0.6% 0.6% 2.6% 17.4%
izl f°zzf"’,'gl‘l’:,’,’; 2.3% 2.3% 2.5% 2.5% 2.2% 14.2% 7.4%
Foreclosures in Process 2.7% 2.6% 2.5% 2.4% 2.5% 3.3% -6.1%
Performance of GSE Mortgages (Number)
Current and Performing = 18,538,139 18,351,805 18,011,623 17,265,388 17,153,725 -0.6% -7.5%
30-59 Days Delinquent 350,152 396,676 379,596 357,477 296,501 -17.1% -15.3%
The Following Three Categories Are Classified as Seriously Delinquent
60-89 Days Delinquent 127,382 131,893 133,734 121,162 98,584 -18.6% -22.6%
SOETIMED BELR | g oy 214,952 207,724 227,880 177,483 22.1% -21.5%
Delinquent
Bankruptcy 30 or More | g 547 115,311 115,759 116,843 118,413 1.3% 8.0%
Days Delinquent
Subtotal for Seriously | 46, ggg 462,156 477,217 465,885 394,480 15.3% -14.8%
Delinquent
Foreclosures in Process 530,004 507,925 484,867 449,138 458,137 2.0% -13.6%
Total 19,881,281 19,718,562 19,353,303 18,537,888 18,302,843 -1.3% -7.9%
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Figure 5. Performance of GSE Mortgages
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Seriously Delinquent Mortgages, by Risk Category

The portfolio contained 171,756 fewer seriously delinquent loans at the end of the first quarter of
2012 compared with a year earlie—an 11.0 percent decrease (see table 11). Seriously
delinquent loans were 4.5 percent of the portfolio at the end of the quarter, down 10.4 percent
from the previous quarter and 6.2 percent from a year earlier. Serious delinquencies decreased
from the previous quarter across all risk categories.

Table 11. Seriously Delinquent Mortgages, by Risk Category
(Percentage of Mortgages in Each Category)

- 3/31/2011 | 6/30/2011 | 9/30/2011 | 12/31/2011 | 3/31/2012 (,/C;gnge %ange

Prime 2.8% 2.8% 2.7% 2.7% 2.5% -9.4% -11.2%
Alt-A 9.0% 9.2% 9.5% 9.9% 8.9% -10.7% -1.6%
Subprime 16.2% 16.8% 16.7% 17.4% 15.4% -11.6% -5.0%
Other 5.4% 5.8% 6.0% 6.4% 5.9% -8.0% 9.3%
Overall 4.8% 4.9% 4.9% 5.0% 4.5% -10.4% -6.2%
Prime 635,769 634,950 625,338 610,063 548,312 -10.1% -13.8%
Alt-A 316,184 325,337 330,978 337,061 298,284 -11.5% -5.7%
Subprime 391,507 416,316 405,043 401,293 347,641 -13.4% -11.2%
Other 215,794 222,443 223,066 217,213 193,261 -11.0% -10.4%
Total 1,559,254 1,599,046 1,584,425 1,565,630 1,387,498 -11.4% -11.0%

Figure 6. Seriously Delinquent Mortgages, by Risk Category
Percentage of Mortgages in Each Category
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Mortgages 30 to 59 Days Delinquent, by Risk Category

Both the number and the percentage of loans that were 30 to 59 days delinquent at the end of the
first quarter of 2012 reached their lowest levels since the first quarter of 2008—the earliest
period recorded by the OCC Mortgage Metrics Report. Overall, 2.5 percent of the total portfolio
was 30 to 59 days delinquent at the end of the quarte—down 17.3 percent from the previous
quarter and 3.8 percent from a year earlier. All categories of risk showed decreased 30 to 59 day
delinquencies compared with the prior quarter.

Table 12. Mortgages 30 to 59 Days Delinquent, by Risk Category
(Percentage of Mortgages in Each Category)

- 3/31/11 6/30/11 9/30/11 12/31/11 3/31/12 %C:gne %cgne

Prime 1.4% 1.6% 1.6% 1.6% 1.3% -15.8% -5.6%
Alt-A 5.4% 6.5% 6.3% 6.6% 5.3% -19.4% -0.5%
Subprime 8.4% 9.8% 9.6% 9.9% 8.2% -16.9% -2.0%
Other 3.6% 4.3% 4.4% 4.5% 3.8% -16.4% 3.5%
Overall 2.6% 3.0% 3.0% 3.0% 2.5% -17.3% -3.8%
(Number of Mortgages in Each Category)

Prime 318,045 362,953 355,420 348,561 291,413 -16.4% -8.4%
Alt-A 187,606 227,621 221,929 223,717 178,864 -20.0% -4.7%
Subprime 202,835 241,588 231,782 228,396 185,842 -18.6% -8.4%
Other 144,998 164,697 163,584 152,045 122,903 -19.2% -15.2%
Total 853,484 996,859 972,715 952,719 779,022 -18.2% -8.7%

* Change reflects actual change rather than rounded amount.

Figure 7. Mortgages 30 to 59 Days Delinquent, by Risk Category
Percentage of Mortgages in Each Category
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PART IlI: Home Retention Actions

Home retention actions include loan modifications, in which servicers modify one or more
mortgage contract terms; trial-period plans, in which the loans will be converted to modifications
upon successful completion of the trial-periods; and payment plans, in which no terms are
contractually modified, but borrowers are given time to catch up on missed payments. All of
these actions can help the borrower become current on the loan, attain payment sustainability,
and retain the home.



A. Loan Modifications, Trial-Period Plans, and Payment Plans

New Home Retention Actions

Servicers implemented 352,989 new home retention actions—loan modifications, trial-period
plans, and payment plans—during the first quarter of 2012 (see table 13). The number of home
retention actions decreased 23.3 percent from the previous quarter and 36.7 percent from a year
earlier. Servicers implemented 102,158 modifications during the quarter—down 12.0 percent
from the previous quarter and 36.1 percent from the previous year. New HAMP modifications
decreased 13.5 percent to 36,554 during the quarter, and other modifications decreased

11.2 percent to 65,604. Servicers implemented 129,016 new trial-period plans—a 38.6 percent
decrease from the previous quarter and 46.0 percent decrease from a year earlier.” New payment
plans decreased by 9.0 percent during the first quarter to 121,815. During the past five quarters,
servicers initiated almost 2.3 million home retention actions—666,219 modifications, 897,885
trial-period plans, and 721,761 payment plans.

Table 13. Number of New Home Retention Actions

- 3312011 | 6/30/2011 | 9/30/2011 | 12/31/2011 | 3/31/2012 |, Clgne %C;Zne

Other
Modifications 106,650 80,398 83,508 73,878 65,604 -11.2% -38.5%
|l 53,250 70,071 53,941 42,275 36,554 -13.5% -31.4%
Modifications
Other Trial-
Poriod Plans 181,099 118,928 127,528 182,856 102,486 -44.0% -43.4%
HAMP Trial-
el 57,649 44,148 29,338 27,323 26,530 2.9% -54.0%
Payg,'l‘::st 158,821 142,678 164,566 133,881 121,815 -9.0% -23.3%
Total 557,469 456,223 458,971 460,213 352,989 -23.3% -36.7%
Figure 8. Number of New Home Retention Actions
600,000 -+
500,000 -+ 106,650
70,071 53,941
300,000 - 181,099
118,928 127,528 182,856
200,000 - 57.649 — —_— 102,486
J 27,323 26,530
100,000 -+
158,821 142,678 164,566 133,881 121,815
0 Bl

3/31/11 6/30/11 9/30/11 12/31/11 3/31/12
mPayment Plans ®HAMP Trial-Period Plans ® Other Trial-Period Plans = HAMP Modifications ® Other Modifications

3 In the fourth quarter of 2011 certain servicers converted a significant number of borrowers in existing payment
plans to trial period plans.
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HAMP Modifications and Trial-Period Plans, by Investor and Risk Category

Servicers implemented 36,554 HAMP modifications during the first quarter of 2012—down
13.5 percent from the previous quarter (see table 13). Almost 46 percent of HAMP
modifications made during the quarter went to mortgages serviced for the GSEs. Prime
mortgages, which represented 71 percent of the total portfolio, received 52.0 percent of all
HAMP modifications, while subprime loans which represented 7 percent of the total portfolio
received 20.4 percent of HAMP modifications during the quarter.

Table 14. HAMP Modifications, by Investor and Risk Category
(Modifications Implemented in the First Quarter of 2012)

Fannie Mae Freddie Mac IOV Portfolio Private Total
Guaranteed

Prime 5,399 4,761 117 3,163 5,586 19,026
Alt-A 1,593 1,346 140 1,545 2,416 7,040
Subprime 911 599 105 1,767 4,063 7,445
Other 1,355 698 64 263 663 3,043
Total 9,258 7,404 426 6,738 12,728 36,554

Servicers implemented 26,530 new HAMP trial-period plans during the quarter, a decrease of
2.9 percent from the 27,323 HAMP trial plans initiated in the previous quarter (see table 13).
GSE mortgages received 46.6 percent of HAMP trial-period plans initiated during the quarter.
Prime mortgages received 52.7 percent of the HAMP trial-period plans implemented during the
quarter, and Alt-A and subprime mortgages collectively received 37.4 percent.

Table 15. HAMP Trial-Period Plans, by Investor and Risk Category
(Trial-Period Plans Implemented in the First Quarter of 2012)

Fannie Mae Freddie Mac Govemment- Portfolio Private Total
Guaranteed

Prime 3,535 3,922 1,991 4,318 13,976
Alt-A 1,029 1,046 199 854 1,758 4,886
Subprime 608 517 138 909 2,877 5,049
Other 1,119 575 93 158 674 2,619
Total 6,291 6,060 640 3,912 9,627 26,530
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New Home Retention Actions Relative to Newly Initiated Foreclosures

The ratio of newly initiated home retention actions to newly initiated foreclosure actions
decreased from both the previous quarter and the previous year. While both new home retention
actions and new foreclosure actions have decreased, the decrease in new home retention actions
was more than the decrease in new foreclosures (see table 16). Servicers continued to implement
more new home retention actions than new foreclosures overall.

Table 16. Percentage of New Home Retention Actions Relative to Newly Initiated
Foreclosures, by Risk Category

_ 3/312011 | 6/30/2011 | 9/30/2011 | 9/30/2011 | 3/31/2012 %Clgnge %C:]:nge

Prime 161.9% 137.3% 120.2% 153.6% 115.8% -24.6% -28.5%
Alt-A 196.3% 182.4% 150.7% 166.5% 133.0% -20.1% -32.2%
Subprime 211.4% 189.7% 133.7% 171.0% 136.5% -20.2% -35.4%
Other 163.9% 156.9% 143.5% 134.7% 109.8% -18.5% -33.0%
Overall 178.5% 158.9% 132.0% 157.5% 123.0% -21.9% -31.1%

Number of New Home
Retention Actions

_ Number of Newly | 5, 535 287,162 347,726 202,173 286,951 1.8% -8.1%
Initiated Foreclosures

557,469 456,223 458,971 460,213 352,989 -23.3% -36.7%

Figure 9. New Home Retention Actions Relative to Newly Initiated Foreclosures, by Risk Category
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Types of Modification Actions

The types of modification actions or combinations of actions have different effects on the
borrowers’ mortgages and their monthly principal and interest payments. Different actions may,
over time, have different effects on the long-term sustainability of mortgages. Servicers often
use a combination of actions when modifying mortgages, with more than 95 percent of
modifications implemented during the first quarter of 2012 changing more than one of the
original loan terms (see table 47 in appendix D). Capitalization, interest rate reduction, and term
extension remain the primary actions taken with loan modifications, but the use of principal
deferral or reduction in modifications has increased. During the first quarter of 2012,

24.6 percent of all modifications included principal deferral, and 10.2 percent included principal
reduction compared with 11.2 percent and 3.0 percent, respectively, in the same period a year
earlier (see table 17).

Servicers capitalized missed fees and payments in 91.6 percent of modifications made during the
first quarter, reduced interest rates in 80.6 percent of the modified mortgages, and extended loan
maturity in 73.7 percent (see table 17). Servicers deferred repayment of some portion of the
principal balance in 24.6 percent of modifications made during the quarter, up from 11.2 percent
a year earlier. The percentage of modifications that included principal reduction increased to
10.2 percent in the first quarter of 2012, up from 3.0 percent a year earlier. Because most
modifications changed more than one term, the sum of the individual actions exceeded

100 percent of total modifications. Appendix D presents additional detail on combination
modifications.

Table 17. Changes in Loan Terms for Modifications Made During the First Quarter of 2012
(Percentage of Total Modifications in Each Category)

_ 3/31/11 6/30/11 9/30/11 12/31/11 3/31/12 %C:’lgnge 1Y %Change

Capitalization 86.9% 90.8% 88.5% 93.3% 91.6% -1.8% 5.4%

Rate Reduction 82.6% 79.5% 77.5% 78.2% 80.6% 3.2% -2.3%
Rate Freeze 2.0% 21% 4.6% 6.4% 6.2% -2.8% 216.1%

Term Extension** 58.1% 61.1% 57.8% 55.5% 73.7% 32.7% 26.9%
Principal Reduction 3.0% 6.2% 8.1% 8.5% 10.2% 19.9% 237.4%
Principal Deferral 11.2% 18.6% 20.5% 24.5% 24.6% 0.4% 119.2%
Not Reported* 2.9% 1.7% 1.0% 1.5% 1.2% -22.7% -60.3%

(Number of Changes in Each Category)

Capitalization 138,986 136,610 121,662 108,365 93,573 -13.7% -32.7%

Rate Reduction 132,040 119,569 106,651 90,779 82,382 -9.2% -37.6%
Rate Freeze 3,142 3,209 6,328 7,419 6,345 -14.5% 101.9%

Term Extension** 92,842 91,946 79,536 64,494 75,257 16.7% -18.9%
Principal Reduction 4,826 9,401 11,183 9,867 10,404 5.4% 115.6%
Principal Deferral 17,958 27,989 28,133 28,496 25,154 -11.7% 40.1%
Not Reported* 4,694 2,574 1,327 1,750 1,190 -32.0% -714.6%

*Processing constraints at some servicers prevented them from reporting specific modified term(s).

**Increase in the first quarter of 2012 results from process changes at some servicers that improved the reporting of

this data element.
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Types of HAMP Modification Actions

HAMP modifications follow a prescribed series of actions to attain a targeted monthly mortgage
payment. Consistent with modification actions overall and the prescribed order of actions
required by HAMP, HAMP modifications most often included capitalization of missed payments
and fees, interest-rate reductions, and term extensions. Servicers used principal deferral, another
prescribed action in the HAMP hierarchy, in 32.8 percent of HAMP modifications during the
first quarter of 2012, down from 38.5 percent in the previous quarter. Principal reduction was
used in 20.7 percent of HAMP modifications implemented during the quarter—up from

15.6 percent in the previous quarter and 6.2 percent a year earlier (see table 18).

Table 18. Changes in Loan Terms for HAMP Modifications During the First Quarter of 2012

(Percentage of Total Modifications in Each Catego

_ 3/31/11 6/30/11 9/30/11 12/31/11 %C:mgne 1Y %Change

Capitalization 96.5% 97.8% 93.7% 97.3% 96.9% -0.4% 0.5%

Rate Reduction 94.4% 84.3% 86.8% 88.5% 89.9% 1.5% -4.8%
Rate Freeze 0.3% 0.2% 2.2% 3.3% 4.0% 20.5% 1393.9%

Term Extension** 53.4% 53.7% 48.4% 49.9% 72.5% 45.3% 35.8%
Principal Reduction 6.2% 6.6% 11.1% 15.6% 20.7% 32.9% 234.0%
Principal Deferral 23.6% 33.0% 34.9% 38.5% 32.8% -14.8% 39.2%
Not Reported* 0.2% 0.1% 0.2% 0.1% 0.1% -21.9% -69.1%
Capitalization 51,371 68,521 50,522 41,143 35,434 -13.9% -31.0%

Rate Reduction 50,278 59,060 46,813 37,418 32,846 -12.2% -34.7%
Rate Freeze 141 141 1,186 1,388 1,446 4.2% 925.5%

Term Extension** 28,413 37,642 26,123 21,084 26,489 25.6% -6.8%
Principal Reduction 3,305 4,609 5,978 6,596 7,578 14.9% 129.3%

Principal Deferral 12,565 23,097 18,827 16,295 12,003 -26.3% -4.5%
Not Reported* 118 66 103 37 25 -32.4% -78.8%

*Processing constraints at some servicers prevented them from reporting specific modified term(s).

** Increase in the first quarter of 2012 results from process changes at some servicers that improved the reporting of
this data element.
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Types of Modification Actions, by Risk Category

Servicers use a combination of actions when modifying mortgages, and no single action can be
identified as the primary component of a successful modification. Modifications across all risk
categories predominantly featured interest-rate reduction and term extension in addition to the
capitalization of past-due interest and fees. Because most modifications changed more than one
term, the sum of individual features changed exceeded the total number of modified loans in
each risk category. While most actions were used relatively consistently across all risk
categories, principal deferral was used most extensively in prime loans, and principal reduction
was used more in Alt-A and subprime loans (see table 19).

Table 19. Changes in Loan Terms for Modifications, by Risk Category, in First Quarter 2012

(Percentage of Total Modifications in Each Category)

Capitalization 92.2% 91.3% 90.6% 92.2% 91.6%
Rate Reduction 81.3% 80.7% 78.7% 82.6% 80.6%
Rate Freeze 3.5% 5.8% 10.2% 9.2% 6.2%
Term Extension 74.5% 72.3% 71.8% 77.6% 73.7%
Principal Reduction 8.5% 10.7% 15.7% 2.9% 10.2%
Principal Deferral 30.5% 22.4% 19.8% 15.7% 24.6%
Not Reported* 1.3% 1.1% 0.6% 2.3% 1.2%
Total Mortgages 45,170 21,268 25,284 10,436 102,158
Capitalization 41,625 19,415 22,913 9,620 93,573
Rate Reduction 36,723 17,156 19,888 8,615 82,382
Rate Freeze 1,564 1,240 2,578 963 6,345
Term Extension 33,640 15,368 18,151 8,098 75,257
Principal Reduction 3,859 2,266 3,975 304 10,404
Principal Deferral 13,756 4,756 5,001 1,641 25,154
Not Reported* 582 232 141 235 1,190

*Processing constraints at some servicers prevented them from reporting specific modified term(s).
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Types of Modification Actions, by Investor and Product Type

Modifications of mortgages serviced for the GSEs accounted for 40.7 percent of all
modifications made during the quarter. Government-guaranteed loans received 13.9 percent of
all modifications, mortgages serviced for private investors received 30.3 percent, and mortgages
held in the servicers’ own portfolios received 15.0 percent of all first-quarter modifications (see
table 20). Interest-rate reduction and capitalization of missed payments and fees remained the
primary types of modification actions for all investors, as well as term extension for all except
private investors. Principal reduction was used almost exclusively in modifications of loans held
in portfolio or serviced for private investors. Because modifications often change more than one
loan term, the sum of the actions exceeded the number of modified loans for each investor.

Table 20. Type of Modification Action, by Investor and Product Type, in First Quarter 2012
(Percentage of Total Modifications in Each Category)

Fannie Mae Freddie Mac Govemment- Pl Portfolio Overall
Guaranteed Investor

Capitalization 98.4% 93.9% 90.1% 87.0% 86.7% 91.6%
Rate Reduction 73.5% 86.1% 94.5% 78.2% 83.9% 80.6%
Rate Freeze 5.7% 5.5% 3.7% 9.3% 3.9% 6.2%
Term Extension 83.4% 78.7% 92.4% 56.3% 68.0% 73.7%
Principal Reduction 0.0% 0.0% 0.7% 18.9% 28.9% 10.2%
Principal Deferral 31.3% 24.8% 0.1% 25.6% 31.5% 24.6%
Not Reported* 0.3% 0.1% 0.1% 2.6% 1.8% 1.2%
Total Morigago 31,702 9,923 14,240 30,926 15,367 102,158
odified
Capitalization 31,180 9,322 12,835 26,909 13,327 93,573
Rate Reduction 23,289 8,544 13,461 24,194 12,894 82,382
Rate Freeze 1,813 541 529 2,867 595 6,345
Term Extension 26,435 7,808 13,160 17,407 10,447 75,257
el 9 0 100 5,857 4,438 10,404
Principal Deferral 9,927 2,457 16 7,906 4,848 25,154
Not Reported 88 9 8 805 280 1,190

*Processing constraints at some servicers prevented them from reporting specific modified term(s).

**Fannie Mae and Freddie Mac do not offer modifications that include principal reduction. The principal reduction
actions reflected in this table represent coding errors to be corrected in subsequent reporting periods.
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Types of HAMP Modification Actions, by Investor and Product Type

Of the 36,554 HAMP modifications implemented in the first quarter, 45.6 percent were on GSE
mortgages, 34.8 percent were on mortgages serviced for private investors, 18.4 percent were on
mortgages held in servicers’ portfolios and 1.2 percent were on government-guaranteed loans
(see table 21). Consistent with total modification actions, the prevailing actions among HAMP
modifications were capitalization of past-due interest and fees, interest-rate reduction, and term
extension. Principal deferral was used in a significant number of HAMP modifications for all
investors other than government-guaranteed loans. HAMP modifications with principal
reduction were centered in loans held in portfolio and serviced for private investors.

Table 21. Type of HAMP Modification Action, by Investor and Product Type,
in First Quarter 2012

(Percentage of Total Modifications in Each Category)

Fannie Mae Freddie Mac CTOVEE PO Portfolio Overall
Guaranteed Investor

Capitalization 99.1% 99.0% 60.1% 99.4% 89.4% 96.9%
Rate Reduction 92.7% 96.8% 88.7% 85.4% 86.7% 89.9%
Rate Freeze 0.2% 0.2% 18.8% 8.7% 3.4% 4.0%
Term Extension 72.4% 79.3% 98.4% 62.7% 81.8% 72.5%
Principal Reduction 0.1% 0.0% 1.6% 33.8% 48.3% 20.7%
Principal Deferral 25.9% 28.4% 0.9% 32.8% 49.4% 32.8%
Not Reported 0.1% 0.1% 0.2% 0.0% 0.1% 0.1%
(Number of Changes in Each Category)
Total Morgages 9,258 7,404 426 12,728 6,738 36,554
Capitalization 9,171 7,332 256 12,651 6,024 35,434
Rate Reduction 8,582 7,166 378 10,876 5,844 32,846
Rate Freeze 17 16 80 1,107 226 1,446
Term Extension 6,700 5,875 419 7,984 5,511 26,489
] 9 0 7 4,305 3,257 7,578
Principal Deferral 2,397 2,101 4 4,174 3,327 12,003
Not Reported** 12 6 1 1 5 25

*Fannie Mae and Freddie Mac do not offer modifications that include principal reduction. The principal reduction
actions reflected in this table represent coding errors to be corrected in subsequent reporting periods.

**Processing constraints at some servicers prevented them from reporting specific modified term(s).
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Changes in Monthly Payments Resulting From Modification

The previous sections of this report describe the types of modification actions across risk
categories, investors, and product types. This section describes the effect of those changes on
borrowers’ monthly principal and interest payments.

Modifications that decrease payments occur when servicers elect to lower interest rates, extend
the amortization period, or defer or forgive principal. The reduced payments can make
mortgages more affordable to borrowers and more sustainable over time. However, the lower
payments also result in less monthly cash flow and interest income to mortgage investors.

Mortgage modifications may increase monthly payments when borrowers and servicers agree to
add past-due interest, advances for taxes or insurance and other fees to the loan balances and re-
amortize the new balances over the remaining life of the mortgages. The interest rate or maturity
of the loans may be changed on these modifications but not enough to offset the increase in
payments caused by the additional capitalized principal. Modifications may also result in
increased monthly payments when interest rates or principal payments on adjustable rate
mortgages and payment-option ARMs are reset higher but by less than the amount indicated in
the original mortgage contracts.

Modifications that increase payments may be appropriate when borrowers resolve temporary
problems with cash flow, or otherwise have reasonable prospects of making higher payments to
repay the debt over time. However, during periods of prolonged economic stress, this strategy
carries additional risk, underscoring the importance of verifying borrowers’ income and debt-
payment ability so that borrowers and servicers have confidence that the modifications will be
sustainable.

Servicers also modify some mortgage contracts by simply leaving principal and interest
payments unchanged. This occurs, for example, when servicers “freeze” current interest rates
and payments instead of allowing them to increase to levels required by the original mortgage
contracts.



Changes in Monthly Payments Resulting From Modifications, by Quarter

Almost 92 percent of modifications made in the first quarter reduced monthly principal and
interest payments (see table 22). Almost 63 percent of the modifications reduced payments by

20 percent or more, up 5.3 percent from the previous quarter and 32.5 percent from a year

earlier. Almost 16 percent reduced payments between 10 percent and 20 percent, and another
13.0 percent reduced payments by less than 10 percent.

Table 22. Changes in Monthly Principal and Interest Payments Resulting From Modifications

(Percentage of Modifications in Each Category)*

_ 33111 | 6/3011 | 9/30M11 | 123111 | 3/31/12 %C:gne %C:]:ne

Decreased by 20% or More

Decreased by 10% to Less Than
20%

Decreased by Less Than 10%
Subtotal for Decreased
Unchanged

Increased

Subtotal for Unchanged and
Increased

Total

47.3%
18.4%
20.8%
86.5%
4.0%
9.5%
13.5%

100.0%

53.8%
17.1%

18.4%
89.4%
1.9%
8.7%
10.6%

100.0%

53.6%
18.3%

17.5%
89.4%
2.4%
8.2%
10.6%

100.0%

59.5%
16.7%

15.0%

91.2%
0.8%
7.9%
8.8%

100.0%

62.7%
15.9%

12.9%

91.5%
1.0%
7.4%
8.5%

100.0%

5.3%
-4.7%
-13.7%
0.3%
23.2%
-6.4%
-3.6%

32.5%
-13.5%

-37.8%
5.8%
-713.7%
-22.0%

-37.2%

(Number of Modifications in Each Category)

Decreased by 20% or More

Decreased by 10% to Less Than
20%

Decreased by Less Than 10%
Subtotal for Decreased
Unchanged

Increased

Subtotal for Unchanged and
Increased

Total

75,186
29,330

33,037
137,553
6,290
15,162
21,452

159,005

80,596
25,670
27,619
133,885
2,853
13,025
15,878

149,763

73,353
25,055
23,971
122,379
3,335
11,202
14,537

136,916

68,418
19,256

17,221
104,895
972
9,138
10,110

115,005

63,716
16,218
13,134
93,068
1,059
7,559
8,618
101,686

-6.9%
-15.8%
-23.7%
-11.3%

9.0%
-17.3%
-14.8%

-11.6%

-15.3%
-44.7%
-60.2%
-32.3%
-83.2%
-50.1%
-59.8%

-36.0%

*No payment change information was reported on 895 modifications in the first quarter of 2011, 706 in the second
quarter of 2011, 623 in the third quarter of 2011, 1,148 in the fourth quarter of 2011 and 472 in the first quarter of

2012.

Figure 10. Changes in Monthly Principal and Interest Payments
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Changes in Monthly Payments Resulting From HAMP Modifications, by Quarter

Almost 98 percent of HAMP modifications made during the first quarter of 2012 reduced
borrower monthly payments, with 76.1 percent reducing payments by 20 percent or more (see
table 23). In addition to achieving lower payments, HAMP attempts to increase payment
sustainability by targeting monthly housing payments at 31 percent of borrowers’ income.
Performance data on all modifications showed that reduced monthly payments result in lower re-
default rates over time and that the greater the decrease in payment, the lower the rate of re-
default.

Table 23. Changes in Monthly Principal and Interest Payments Resulting From HAMP
Modifications

(Percentage of HAMP Modifications in Each Category)*/**

1Q 1Y
[ awum | som | oo | mennt | 5012 | s | wolcs

Decreased by 20% or More 75.9% 771% 75.8% 77.5% 76.1% -1.8% 0.2%
Decreased by 10% to Less Than 20% 13.4% 13.1% 13.6% 12.5% 12.5% 0.0% -7.0%
Decreased by Less Than 10% 8.7% 8.6% 9.2% 8.6% 8.9% 3.8% 2.9%
Subtotal for Decreased 98.0% 98.8% 98.6% 98.6% 97.5% -1.1% -0.6%

Unchanged 1.0% 0.2% 0.2% 0.1% 0.4% 139.1% -64.3%

Increased 1.0% 1.0% 1.2% 1.3% 2.2% 69.4% 124.6%

Subtotal for Unchanged and |5 e, 1.2% 1.4% 1.4% 2.5% 76.6% 29.0%

Total  100.0% 100.0% 100.0% 100.0% 100.0% = =

(Number of HAMP Modifications in Each Category)

Decreased by 20% or More | 40,321 53,941 40,756 32,719 27,719 -15.3% -31.3%
Decreased by 10% to Less Than 20% 7,124 9,178 7,299 5,266 4,546 -13.7% -36.2%
Decreased by Less Than 10% 4,604 6,024 4,957 3,632 3,253 -10.4% -29.3%
Subtotal for Decreased 52,049 69,143 53,012 41,617 35,518 -14.7% -31.8%

Unchanged 530 129 101 63 130 106.3% -75.5%

Increased 517 683 650 545 797 46.2% 54.2%

Subtotal for Unchanged and | 4 047 812 751 608 927 52.5% 11.5%

Total 53,096 69,955 53,763 42,225 36,445 -13.7% -31.4%

*No payment change information was reported on 154 modifications in the first quarter of 2011, 116 in the second
quarter of 2011, 178 in the third quarter of 2011, 50 in the fourth quarter of 2011 and 109 in the first quarter of 2012.

**Some HAMP modifications, like other modifications, may increase the borrowers’ monthly principal and interest
payments when loans with a previous interest-only or partial payment are modified to amortize the loans over their
remaining terms, or when adjustable rate mortgages are reset to higher rates and payments but at lower rates than
otherwise contractually required. While the principal and interest portion of the payment might increase, the total
payment will reflect a housing expense ratio of 31 percent as specified by HAMP.
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Average Change in Monthly Payments Resulting From Modifications, by Quarter

Modifications made during the first quarter of 2012 reduced monthly principal and interest
payments by 27.4 percent on average, or $437 (see table 24). HAMP modifications made during
the quarter reduced payments by 35.4 percent on average, or $588. Other modifications

completed during the quarter reduced payments by $353 on average, a 22.9 percent average
reduction. The average monthly payment reduction of $437 on all modifications completed
during the first quarter of 2012 was over 31 percent more than the $334 average payment

reduction on modifications completed during the first quarter of 2011.

Table 24. Average Change in Monthly Payments Resulting From Modifications, by Quarter*

All Modifications

_ 33111 | 6/30M1 | 930M1 | 12/3011 | 3/31/12 fyc:]gnge %c:]:nge

Decreased by 20% or

oo (634) (667) (646) 671) (655) 2.4% 3.3%
0,
Decreasedby 10% % (184) (187) (192) (192) (191) -0.8% 4.0%
Decrease_ln_:lhl;?/1 I]?)?’/i (55) (60) (64) (66) (63) -5.0% 14.8%
Unchanged 0 0 0 0 0 -- --
Increased™ 122 106 128 145 162 11.4% 32.7%
Overall  (334) (393) (382) (430) (437) 1.7% 31.1%
Percentage Change -21.6% -25.1% -24.4% -26.5% -27.4% - -

Other Modifications

Decreased by 20% or

e O (566) (591) (576) (623) (595) 4.5% 5.1%
0,
Decreased by 10% % (171) (170) (181) (182) (181) -0.5% 5.9%
Decreased by ';%?,Z (50) (55) (61) (63) (59) 6.7% 16.8%
Unchanged 0 0 0 0 0 -- --
Increased** 120 103 126 143 158 10.0% 31.0%
Overal  (219) (232) (262) (335) (353) 5.3% 61.2%
Percentage Change -15.1% -15.6% -17.5% -21.1% -22.9% - -

HAMP Modifications

Decreased by 20% or

oo (693) (704) (702) (725) (734) 1.3% 5.9%
0,
Decreased 'T’l{;noz/f’oﬁz (222) (219) (219) (219) (216) 1.7% -2.8%
Decreased by ';%?,Z 83) (79) (77) (79) (76) -3.6% -8.5%
Unchanged 0 0 0 0 0 -- --
Increased** 164 158 158 174 197 13.1%
Overall  (562) (577) (567) (593) (588) 1.0% 4.6%
Percentage Change -34.6% -35.9% -35.1% -36.0% -35.4% - -

*Parentheses indicate that, on average, borrowers’ monthly payments decreased by the amount enclosed within the

parentheses.

**Some modifications may increase the borrowers’ monthly principal and interest payments when past-due interest,
advances for taxes or insurance and other fees are added to loan balances. The monthly payments may also
increase when loans with a previous interest-only or partial payment are modified to amortize the loans over their

remaining terms.
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B. Modified Loan Performance

Re-Default Rates of Modified Loans: 60 or More Days Delinquent

Modification performance may vary because of many factors, including the types of
modification actions, the average amount of change in the borrower’s monthly payment, the
characteristics and geographic location of the modified loans, and the addition or deletion of
modification programs among the reporting institutions. Despite differences in many of these
factors, mortgages modified in each of the last five quarters have performed similarly over time.
Among modifications completed in each of the last five quarters, approximately 9 percent of
loans were 60 or more days delinquent three months after modification. Among modifications
outstanding at least six or twelve months, about 16 percent were 60 or more days delinquent six
months after modification and 25 percent were 60 or more days delinquent twelve months after
modification (see table 25).

Table 25. Modified Loans 60 or More Days Delinquent

T . 3 Months After 6 Months After 9 Months After 12 Months After
Modification Date Modification Modification Modification Modification

Fourth Quarter 2010 8.5% 14.3% 20.5% 25.2%

First Quarter 2011 9.0% 17.0% 22.8% 251%
Second Quarter 2011 7.8% 16.2% 20.4% -
Third Quarter 2011 8.0% 14.1% - -
Fourth Quarter 2011 8.1% -- - -

*All re-default data are based on modified loans that remain in effect at the specified amount of time after the
modification. All loans that have been repaid in full, been refinanced, been sold, or completed the foreclosure
process are removed from the calculation. Data include only modifications that have had time to age the indicated
number of months.

Figure 11. Modified Loans 60 or More Days Delinquent
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*The fourth quarter 2011 data is a single point (8.1 percent), and is obscured by the beginning of the trend line for the
third quarter of 2011.
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Re-Default Rates of Modified Loans: 30 or More Days Delinquent

Re-default rates measured at 30 or more days delinquent provide an early indicator of mortgages
that may need additional attention to prevent more serious delinquency or foreclosure. For
modifications completed in each of the last five quarters, approximately 18 percent were 30 or
more days delinquent three months after modification. Among modifications outstanding at least
one year, about 35 to 38 percent were 30 or more days delinquent twelve months after
modification (see table 26).

Table 26. Modified Loans 30 or More Days Delinquent

. 3 Months After 6 Months After 9 Months After 12 Months After
Modification Date Modification Modification Modification Modification

Fourth Quarter 2010 19.2% 25.8% 31.9% 38.0%

First Quarter 2011 18.7% 28.2% 34.0% 34.5%
Second Quarter 2011 18.1% 27.2% 30.2% -
Third Quarter 2011 18.2% 24.3% -- --
Fourth Quarter 2011 17.2% - - -

*Data include only modifications that have had time to age the indicated number of months.

Figure 12. Modified Loans 30 or More Days Delinquent
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*The fourth quarter 2011 data is a single point (17.2 percent), and is obscured by the beginning of the trend lines for
the second and third quarters of 2011.
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Re-Default Rates of Modified Loans: 90 or More Days Delinquent

Among modifications completed during the last five quarters, about 20 percent were 90 or more
days delinquent twelve months after modification (see table 27).

Table 27. Modified Loans 90 or More Days Delinquent*

Modification Date 3 Months After 6 Months After 9 Months After 12 Months After
Modification Modification Modification Modification

Fourth Quarter 2010 4.2% 9.2% 14.7% 19.4%

First Quarter 2011 5.1% 11.4% 17.1% 20.0%
Second Quarter 2011 3.5% 10.5% 15.2% -
Third Quarter 2011 3.6% 9.2% - -
Fourth Quarter 2011 4.2% - -- -

*Data include only modifications that have had time to age the indicated number of months.

Figure 13. Modified Loans 90 or More Days Delinquent
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*The fourth quarter 2011 data is a single point (4.2 percent), and is obscured by the beginning of the trend line for the
fourth quarter of 2010.
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Re-Default Rate, by Investor (60 or More Days Delinquent)

Modifications on mortgages held in the servicers’ own portfolios or serviced for the GSEs—
Fannie Mae and Freddie Mac—performed better than modifications on mortgages serviced for
other investors. These lower re-default rates for portfolio and GSE mortgages may reflect
differences in modification programs, loan risk characteristics, and, for portfolio mortgages,
additional flexibility to modify terms for greater sustainability. Re-default rates for government-
guaranteed mortgages and loans serviced for private investors were highest over time, reflecting
the higher risk characteristics associated with those mortgages. For all investors, re-default rates
have lessened over time as more recent modifications have focused more on reducing monthly
payments and the borrower’s ability to sustain the reduced payments over time.

Table 28. Re-Default Rates for Portfolio Loans and Loans Serviced for Others Modified in 2008
(60 or More Days Delinquent)

Investor Loan Tvoe 3 Months After 6 Months After 9 Months After 12 Months After
yp Modification Modification Modification Modification

Fannie Mae 30.5% 45.0% 54.2% 59.5%

Freddie Mac 34.0% 44.9% 53.1% 59.2%
Government-Guaranteed 32.5% 53.5% 63.6% 67.8%
Private 37.5% 48.9% 56.0% 61.0%

Portfolio Loans 15.0% 25.3% 31.7% 36.2%

Overall 32.1% 44.7% 52.2% 57.1%

Table 29. Re-Default Rates for Portfolio Loans and Loans Serviced for Others Modified in 2009
(60 or More Days Delinquent)

Investor Loan Tvoe 3 Months After 6 Months after 9 Months after 12 Months After
yp Modification Modification Modification Modification

Fannie Mae 18.0% 31.4% 37.9% 41.2%

Freddie Mac 29.2% 37.1% 42.0% 44.5%
Government-Guaranteed 23.5% 42.2% 51.7% 55.5%
Private 28.2% 40.8% 48.8% 52.5%

Portfolio Loans 7.2% 15.3% 21.0% 24.6%

Overall 20.1% 32.3% 39.5% 43.1%

Table 30. Re-Default Rates for Portfolio Loans and Loans Serviced for Others Modified in 2010
(60 or More Days Delinquent)*

Investor Loan Tvoe 3 Months After 6 Months After 9 Months After 12 Months After
yp Modification Modification Modification Modification

Fannie Mae 9.7% 14.4% 18.2% 20.7%

Freddie Mac 7.4% 12.3% 15.6% 17.9%
Government-Guaranteed 12.4% 27.3% 36.0% 40.7%
Private 12.2% 19.9% 25.0% 28.3%

Portfolio Loans 6.6% 11.8% 15.7% 18.0%

Overall 10.0% 17.4% 22.4% 25.4%
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Table 31. Re-Default Rates for Portfolio Loans and Loans Serviced for Others Modified in 2011
(60 or More Days Delinquent)*

Investor Loan Tvoe 3 Months After 6 Months After 9 Months After 12 Months After
yp Modification Modification Modification Modification

Fannie Mae 7.2% 11.4% 15.0% 18.5%

Freddie Mac 6.0% 11.2% 14.7% 17.3%
Government-Guaranteed 11.9% 28.6% 38.5% 41.6%
Private 9.7% 16.2% 21.6% 26.6%

Portfolio Loans 5.0% 8.9% 11.8% 13.6%

Overall 8.3% 15.9% 21.7% 251%

*Data include all modifications implemented during 2011 that have aged the indicated number of months.
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Performance of HAMP Modifications Compared With Other Modifications

HAMP modifications have performed better than other modifications implemented during the
same periods. These lower post-modification delinquency rates reflect HAMP’s emphasis on the
affordability of monthly payments relative to the borrower’s income, verification of income, and
completion of a successful trial payment period (see table 32). While these criteria result in
better performance of HAMP modifications over time, the greater flexibility in making other
modifications results in a greater number of modifications.

Table 32. Performance of HAMP Modifications Compared With Other Modifications
(60 or More Days Delinquent)*

Numb f 3 Months 6 Months 9 Months 12 Months
Molcj?icae{i(?ns After After After After
Modification Modification Modification Modification

HAMP Second Quarter 2010 108,155 8.3% 13.3% 15.9% 17.3%
Other Second Quarter 2010 158,900 12.3% 24.0% 29.2% 31.4%
HAMP Third Quarter 2010 58,856 7.5% 11.5% 13.5% 16.5%
Other Third Quarter 2010 174,862 9.7% 17.1% 21.1% 25.4%
HAMP Fourth Quarter 2010 56,340 9.0% 11.2% 14.7% 17.7%
Other Fourth Quarter 2010 152,513 8.3% 15.5% 22.7% 28.0%
HAMP First Quarter 2011 53,250 5.8% 9.9% 13.4% 14.9%
Other First Quarter 2011 106,650 10.7% 20.7% 27.7% 30.3%
HAMP Second Quarter 2011 70,071 5.4% 9.5% 12.1% -
Other Second Quarter 2011 80,398 10.0% 22.1% 27.7% -
HAMP Third Quarter 2011 53,941 5.5% 9.1% - -
Other Third Quarter 2011 83,598 9.6% 17.4% - -
HAMP Fourth Quarter 2011 42,275 4.6% - - -
Other Fourth Quarter 2011 73,878 10.1% - - -

*Data include all modifications that have had time to age the indicated number of months.
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C. Modified Loan Performance, by Change in Monthly Payments

Modifications that reduce borrowers’ monthly payments consistently show re-default rates lower
than other modifications—the larger the reduction in monthly payment, the lower the subsequent
re-default rates. Lower re-default rates may also result from setting monthly payments relative
to the borrower’s income and ability to repay, as well as verification of income and completion
of a successful trial period.

For servicers and investors, determining the optimal type of modification often requires
weighing the reduction in cash flow from loan terms that reduce monthly principal and interest
payments, along with the possible costs of delaying foreclosure, against the potential for longer-
term sustainability of the payments and ultimate repayment of the mortgage.



Re-Default Rates of Loans by Change in Payment

The following tables present re-default rates, measured as 60 or more days delinquent, for
modifications made since January 1, 2008. Data show that re-default rates decrease as
reductions in monthly principal and interest payments increase. Modification performance has
continued to improve over time as more recent modifications, those made during 2010 and 2011,
focused more on substantively reducing monthly payments and setting payments relative to the
borrower’s income and ability to pay.

Modifications that resulted in no change to the borrower’s monthly payment have performed
better than many modifications that reduced payments. These modifications generally freeze the
interest rate on an adjustable rate mortgage so that the rate and payment do not increase, and tend
to be offered to borrowers who were not in default on their payments.

Table 33. Re-Default Rates of Loans Modified in 2008 by Change in Payment
(60 or More Days Delinquent)

3 Months After 6 Months After 9 Months After 12 Months After
Modification Modification Modification Modification

Decreased by 20% or More 15.8% 25.9% 33.2% 39.4%
Decreased by 10% to Less Than 20% 20.8% 32.9% 41.3% 47.9%
Decreased by Less Than 10% 23.8% 40.1% 49.5% 55.1%
Unchanged 47.8% 54.4% 59.6% 63.0%

Increased 34.6% 53.1% 61.9% 66.9%

Total 32.1% 44.5% 52.0% 57.0%

Table 34. Re-Default Rates of Loans Modified in 2009 by Change in Payment
(60 or More Days Delinquent)

3 Months After 6 Months After 9 Months After 12 Months After
Modification Modification Modification Modification

Decreased by 20% or More 11.4% 19.3% 25.3% 28.7%
Decreased by 10% to Less Than 20% 15.9% 29.2% 37.3% 41.7%
Decreased by Less Than 10% 17.8% 33.9% 42.6% 46.7%
Unchanged 41.8% 49.6% 54.6% 57.0%

Increased 26.7% 46.6% 56.0% 59.8%

Total 20.0% 32.2% 39.5% 43.1%

Table 35. Re-Default Rates of Loans Modified in 2010 by Change in Payment
(60 or More Days Delinquent)

3 Months After 6 Months After 9 Months After 12 Months after
Modification Modification Modification Modification

Decreased by 20% or More 7.3% 11.5% 15.0% 17.5%
Decreased by 10% to Less Than 20% 10.0% 19.8% 26.3% 30.2%
Decreased by Less Than 10% 13.5% 26.2% 33.5% 37.5%
Unchanged 17.6% 20.9% 23.8% 25.2%

Increased 18.2% 32.9% 40.4% 44.2%

Total 10.0% 17.4% 22.4% 25.4%
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efault Rates of Loans Modified in 2011 by Change in Payment

3 Months After 6 Months After 9 Months After 12 Months after
Modification Modification Modification Modification

Decreased by 20% or More 5.6% 9.9% 13.6% 16.5%
Decreased by 10% to Less Than 20% 8.2% 17.3% 24.8% 29.2%
Decreased by Less Than 10% 11.0% 22.8% 30.3% 32.3%
Unchanged 10.0% 12.7% 15.9% 17.3%

Increased 18.6% 33.6% 43.3% 46.8%

Total 8.3% 15.9% 21.7% 25.1%

*Data include all modifications implemented during 2011 that have aged the indicated number of months.
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60+ Delinquency at Six Months After Modification by Change in Monthly Payment

Modifications that significantly reduced monthly principal and interest payments consistently
performed better than other modifications. Modifications with the greatest decrease in monthly
payments consistently had the lowest re-default rates (see table 37). Modifications that result in
no change to the borrowers’ monthly payments generally have performed better than many
modifications that reduced payments because these modifications tend to be offered to borrowers
with adjustable rate mortgages who had not defaulted on their payments.

Table 37. 60+ Delinquency at Six Months After Modification by Change in Monthly Payment

Decreased

Decreased by 10% to Decreased
by 20% or Ly T?] by Less Unchanged Increased Overall

More eszsoo/ an | Than 10%

0

Third Quarter 2010 10.6% 18.7% 22.2% 10.5% 30.4% 15.6%
Fourth Quarter 2010 9.9% 16.2% 22.2% 18.5% 25.7% 14.3%
First Quarter 2011 11.1% 18.3% 21.5% 13.6% 35.4% 17.0%
Second Quarter 2011 9.8% 18.3% 24.8% 13.9% 34.3% 16.2%
Third Quarter 2011 8.9% 15.0% 22.2% 10.2% 30.5% 14.1%
Overall 10.1% 17.4% 22.5% 13.0% 31.1% 15.4%

Figure 14. 60+ Delinquency at Six Months After Modification by Change in Monthly Payment
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Status of Mortgages Modified in 2008—2011

Servicers implemented 2,543,133 modifications from January 1, 2008 through December 31,
2011. Of these modifications, 49.3 percent were current and performing at the end of the first
quarter of 2012 with another 1.4 percent paid off. More than 22 percent of these modifications
were delinquent, while 17.1 percent were in process of foreclosure or had completed the
foreclosure process. HAMP modifications implemented since the third quarter of 2009 have
performed better than other modifications. Modifications that reduced borrowers’ monthly
payments by 10 percent or more performed significantly better than other modifications. Of the
1,511,900 modifications that reduced payments by 10 percent or more, 57.9 percent were current
and performing at the end of the first quarter, compared with 36.8 percent of modifications that
reduced payments less than 10 percent (see table 38). Modifications of mortgages held in the
servicers’ portfolios and those serviced for GSEs performed better than modifications of
mortgages serviced for other investors (see tables 28 through 31).

Table 38. Status of Mortgages Modified in 2008—-2011

No
Total Current 3[?;53 Seriously | Foreclosures | Completed Longer in
Delin yuent Delinquent in Process Foreclosures the
q Portfolio*
2008 445,354 26.2% 5.3% 15.9% 16.1% 15.0% 3.3% 18.2%
2009 594,350 38.7% 6.6% 17.2% 14.1% 9.1% 2.0% 12.3%
2010 939,368 53.7% 7.5% 14.6% 9.9% 3.8% 0.8% 9.7%
2011 564,061 71.5% 8.6% 12.9% 4.8% 0.6% 0.3% 1.3%
Total | 2,543,133 49.3% 7.1% 15.1% 10.8% 6.3% 1.4% 9.9%
HAMP Modification Performance Compared With Other Modifications**
Mo diﬁcgg‘:sr 1,194,442 = 53.4% 8.3% 16.8% 9.8% 4.1% 1.0% 6.6%
HAMP  ge5 751 68.2% 6.5% 9.3% 6.0% 1.9% 04%  7.7%

Modifications
Modifications That Reduced Payments by 10 Percent or More

Modifications
That
Reduced = 1,511,900 57.9% 71% 12.4% 8.3% 3.8% 0.9% 9.5%
Payments by
10% or More

Modifications That Reduced Payments by Less Than 10 Percent

Modifications
That

Reduced
Payments by
Less Than
10%
*Processing constraints prevented some servicers from reporting the reason for removal from the portfolio.

1,031,233 36.8% 71% 18.9% 14.5% 9.9% 2.2% 10.5%

**Modifications used to compare with HAMP modifications only include modifications implemented from the third
quarter of 2009 through the fourth quarter of 2011.
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Part lll: Home Forfeiture Actions—Foreclosures, Short Sales, and Deed-in-Lieu-
of-Foreclosure Actions

Completed Foreclosures and Other Home Forfeiture Actions

Home forfeiture actions—foreclosure sales, short sales, and deed-in-lieu-of-foreclosure
actions—totaled 185,781 during the first quarter of 2012, an increase of 1.9 percent from the
previous quarter and 8.3 percent from a year earlier (see table 39). Completed foreclosures
increased to 122,979—up 5.9 percent from the previous quarter and 2.7 percent from the same
quarter the previous year. Short sales decreased 5.2 percent from the previous quarter but were
up 19.7 percent from a year earlier. Short sales have increased to 32 percent of total home
forfeiture actions, up from 29 percent during the first quarter of 2011. Deed-in-lieu-of-
foreclosure actions, while up 65.1 percent from a year earlier, remained a small portion of total
home forfeiture actions.

Table 39. Completed Foreclosures and Other Home Forfeiture Actions
1Q 1Y
_ 3/31/11 6/0/11 9/30/11 12/31/11 3/31/12 %Change | %Change

Completed Foreclosures 119,739 121,209 113,202 116,159 122,979 5.9% 2.7%

New Short Sales 50,108 56,406 57,479 63,257 59,996 -5.2% 19.7%
New Deed-in-Lieu-of-
Foreclosure Actions
Total 171,547 180,162 173,301 182,355 185,781 1.9% 8.3%

1,700 2,547 2,620 2,939 2,806 -4.5% 65.1%
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Newly Initiated Foreclosures

Servicers initiate foreclosure actions at defined stages of loan delinquency. Foreclosure actions
will progress to sale of the property only if servicers and borrowers cannot arrange a permanent
loss mitigation action, modification, or alternate workout solution or home sale. Newly initiated
foreclosures decreased by 1.8 percent from the previous quarter, to 286,951 from 292,173, and
decreased 8.1 percent from a year earlier (see table 40). Newly initiated foreclosures of Alt-A,
subprime and other loans increased from the prior quarter. Prime loans experienced a decrease
in newly initiated foreclosures from both the prior quarter and the same period in the prior year.

Table 40. Number of Newly Initiated Foreclosures

- 3/31/11 6/30/11 9/30/11 12/31/11 3/31/12 %Cagne %C;:ne

Prime 144,742 136,119 158,632 136,026 129,823 -4.6% -10.3%
Alt-A 58,474 52,064 64,215 56,736 56,996 0.5% -2.5%
Subprime 62,459 58,229 78,852 63,225 63,286 0.1% 1.3%
Other 46,560 40,750 46,027 36,186 36,846 1.8% -20.9%
Total 312,235 287,162 347,726 292,173 286,951 -1.8% -8.1%

Figure 15. Number of Newly Initiated Foreclosures
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Foreclosures in Process

The number of mortgages in process of foreclosure increased 0.6 percent from the previous
quarter, to 1,269,921. Foreclosures in process as a percentage of all mortgages serviced have
remained relatively stable over the past five quarters at 4.0 to 4.1 percent (see table 41).

Table 41. Foreclosures in Process
Percentage of Foreclosures in Process Relative to Mortgages in That Risk Category

- 3/3111 | 6/30/11 9/30M1 | 12/31/11 33112 | o C:]gnge 9 ange

Prime 2.8% 2.7% 2.7% 2.6% 2.6% 1.1% -5.8%
Alt-A 7.0% 6.8% 6.9% 7.0% 7.2% 2.3% 2.8%
Subprime 10.4% 11.3% 12.0% 12.2% 12.5% 2.6% 20.5%
Other 4.5% 4.7% 5.0% 4.9% 5.1% 4.0% 13.5%
Total 4.0% 4.0% 4.1% 4.0% 4.1% 1.8% 2.3%
Prime 632,578 616,238 607,532 576,761 578,547 0.3% -8.5%
Alt-A 244,588 241,010 242,376 237,558 240,876 1.4% -1.5%
Subprime 251,201 279,636 290,556 281,440 282,879 0.5% 12.6%
Other 180,390 183,103 186,613 166,535 167,619 0.7% -7.1%
Total 1,308,757 1,319,987 1,327,077 1,262,294 1,269,921 0.6% -3.0%

Figure 16. Number of Foreclosures in Process
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Completed Foreclosures

The number of completed foreclosures increased to 122,979 during the quarter—up 5.9 percent
from the previous quarter and 2.7 percent from a year earlier (see table 42). The quarter-to-
quarter and year-to-year increases were concentrated among Alt-A, subprime and other risk
categories.

Table 42. Completed Foreclosures
Percentage of Completed Foreclosures Relative to Mortgages in That Risk Category

- 3/31/11 6/30/11 9/30/11 1213111 3/31/12 %C:gne %C:]:ne

Prime 0.3% 0.3% 0.3% 0.3% 0.3% 1.1% -4.7%
Alt-A 0.6% 0.6% 0.6% 0.6% 0.7% 7.4% 15.1%
Subprime 0.8% 0.8% 0.8% 0.9% 1.0% 12.4% 34.1%
Other 0.4% 0.3% 0.3% 0.4% 0.5% 29.0% 32.9%
Total 0.4% 0.4% 0.3% 0.4% 0.4% 7.1% 8.3%
Prime 65,889 67,451 60,033 60,777 60,984 0.3% -7.4%
Alt-A 21,033 22,066 20,793 21,788 23,196 6.5% 10.3%
Subprime 18,644 19,364 19,598 21,230 23,373 10.1% 25.4%
Other 14,173 12,328 12,778 12,364 15,426 24.8% 8.8%
Total 119,739 121,209 113,202 116,159 122,979 5.9% 2.7%

Figure 17. Number of Completed Foreclosures
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New Home Retention Actions Relative to Forfeiture Actions, by Risk Category

Home retention actions relative to home forfeitures decreased during the first quarter of 2012
because of a 23.3 percent decrease in new home retention actions compared to a 1.9 percent
increase in completed foreclosures and other home forfeiture actions (see tables 1 and 5). The
percentage of new home retention actions relative to home forfeitures continued to be highest for
subprime loans and lowest for prime loans during first quarter 2012. New home retention
actions continued to significantly exceed home forfeitures as servicers initiated 1.9 times as
many home retention actions as home forfeiture actions during the quarter (see table 43).

Table 43. Percentage of New Home Retention Actions Relative to Forfeiture Actions,

by Risk Category
I R I I I P
Prime = 231.9% 175.3% 190.9% 199.2% 147.8% -25.8% -36.3%
Alt-A  406.5% 313.6% 331.0% 304.9% 234.3% -23.1% -42.4%
Subprime | 557.0% 423.8% 398.7% 374.5% 277.3% -26.0% -50.2%
Other  411.2% 371.4% 372.4% 276.1% 196.9% -28.7% -52.1%
Overall 325.0% 253.2% 264.8% 252.4% 190.0% -24.7% -41.5%

Figure 18. Percentage of New Home Retention Actions Relative to Forfeiture Actions,

by Risk Category
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Appendixes
Appendix A—New Loan Modifications

There were 102,158 new loan modifications completed during the first quarter of 2012—a

12 percent decrease from the previous quarter and 36.1 percent decrease from a year earlier (see
table 44). New modifications decreased across all risk categories during the quarter, the fourth
consecutive quarterly decrease in each risk class.

Table 44. Number of New Loan Modifications

- 3/31/11 6/30/11 9/30/11 12/31/11 3/31/12 %C:]Sne %C:]:ne

Prime 68,178 63,466 58,858 50,480 45,170 -10.5% -33.7%
Alt-A 32,387 31,232 28,169 23,805 21,268 -10.7% -34.3%
Subprime 39,957 39,663 35,177 29,367 25,284 -13.9% -36.7%
Other 19,378 16,108 15,335 12,501 10,436 -16.5% -46.1%
Total 159,900 150,469 137,539 116,153 102,158 -12.0% -36.1%

Figure 19. Number of New Loan Modifications
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Appendix B—New Trial-Period Plans

Servicers initiated 129,016 trial-period plans during the first quarter of 2012, a 38.6 percent
decrease from the previous quarter and 46.0 percent decrease from a year earlier. The size of the
decreases from the prior quarter and prior year was affected by a spike in the number of plans
reported as completed during the fourth quarter of 2011. In the fourth quarter of 2011 certain
servicers converted a significant number of borrowers in existing payment plans to trial period
plans. (see table 45).

Table 45. Number of New Trial-Period Plans

- 3/31/11 6/30/11 9/30/11 12/31/11 3/31/12 9 C:]gne o C;;{ne

Prime 115,742 80,012 82,183 111,968 60,432 -46.0% -47.8%
Alt-A 48,528 32,771 31,836 41,357 28,596 -30.9% -41.1%
Subprime 55,455 37,275 33,228 42,708 29,937 -29.9% -46.0%
Other 19,023 13,018 9,619 14,146 10,051 -28.9% -47.2%
Total 238,748 163,076 156,866 210,179 129,016 -38.6% -46.0%

Figure 20. Number of New Trial-Period Plans
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Appendix C—New Payment Plans

New payment plans decreased by 9.0 percent to 121,815 during the first quarter of 2012 (see
table 46). New payment plans decreased across all risk categories during the quarter.

Table 46. Number of New Payment Plans

- 3/31/11 6/30M11 | 930/11* | 1253111 | 33112 %Cllgne %C;Zne

Prime 50,401 43,356 49,646 46,462 44,697 -3.8% -11.3%
Alt-A 33,881 30,957 36,758 29,280 25,953 -11.4% -23.4%
Subprime 36,632 33,544 37,058 36,036 31,177 -13.5% -14.9%
Other 37,907 34,821 41,104 22,103 19,988 -9.6% -47.3%
Total 158,821 142,678 164,566 133,881 121,815 -9.0% -23.3%

*New payment plans completed in the third quarter of 2011 included a one-time increase due to a process change at
some servicers that expanded the definition of payment plans to include short-term informal plans.

Figure 21. Number of New Payment Plans
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Appendix D—Breakdown of Individual and Combination Modification Actions

Servicers generally use a combination of actions to reduce monthly payments and achieve
payment sustainability when modifying a mortgage. Servicers changed more than one loan term
in 95.3 percent of all modifications completed during the first quarter of 2012 (see table 47).

Table 47. Changes in Terms for Modifications Made Through the First Quarter of 2012
(Percentage of Modifications in Each Category)

_ 3/31/11 6/30/11 930111 | 12/3111 | 33112 %clfnge %C:]:nge

Combination* 88.2% 94.2% 94.4% 94.5% 95.3% 0.9% 8.0%
Capitalization 3.6% 1.6% 2.5% 2.8% 1.9% -34.1% -48.2%
Rate Reduction 1.7% 1.3% 1.2% 0.7% 0.8% 15.1% -53.0%
Rate Freeze 0.4% 0.3% 0.4% 0.0% 0.2% 1055.9% -41.9%
Term Extension*** 2.9% 0.8% 0.4% 0.4% 0.6% 33.5% -80.4%
Principal Reduction 0.0% 0.0% 0.0% 0.0% 0.0% -62.1% -82.6%
Principal Deferral 0.2% 0.1% 0.0% 0.1% 0.1% 28.1% -69.2%
Not Reported** 2.9% 1.7% 1.0% 1.5% 1.2% -22.7% -60.3%

(Number of Changes in Each Category)

Combination* 141,030 141,730 129,896 109,726 97,350 -11.3% -31.0%
Capitalization 5,750 2,385 3,487 3,284 1,902 -42.1% -66.9%
Rate Reduction 2,709 1,971 1,682 803 813 1.2% -70.0%
Rate Freeze 657 389 564 24 244 916.7% -62.9%

Term Extension*** 4,690 1,278 482 500 587 17.4% -87.5%
Principal Reduction 9 10 40 3 1 -66.7% -88.9%
Principal Deferral 361 132 61 63 71 12.7% -80.3%
Not Reported** 4,694 2,574 1,327 1,750 1,190 -32.0% -74.6%

All Modifications 159,900 150,469 137,539 116,153 102,158 -12.0% -36.1%

*Combination modifications result in a change to two or more loan terms. All other modification types detailed in this
table involve only the individual listed action.

**Processing constraints at some servicers prevented them from reporting specific modified term(s).

***Increase in the first quarter of 2012 results from process changes at some servicers that improved the reporting of
this data element.
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Changes in Terms for Combination Modification Actions

Of the 97,350 combination modifications implemented during the first quarter of 2012,

94.2 percent included capitalization of missed fees and payments, 83.8 percent included interest
rate reduction, and 76.7 percent included an extension of the loan maturity. Principal deferral
was included in 25.8 percent of the combination modifications implemented during the quarter
and principal reduction was part of 10.7 percent of first-quarter combination modifications.
Because combination modifications changed more than one term, the sum of the individual
actions exceeded 100 percent of total combination modifications.

Table 48. Changes in Terms for Combination Modifications Through the First Quarter of 2012
(Percentage of Modifications in Each Category)

_ 3/31/11 6/30/11 9/3011 | 1213111 | 3/31/12 %C:gne %C:]:ne

Capitalization 94.5% 94.7% 91.0% 95.8% 94.2% -1.7% -0.3%

Rate Reduction 91.7% 83.0% 80.8% 82.0% 83.8% 2.2% -8.6%

Rate Freeze 1.8% 2.0% 4.4% 6.7% 6.3% -7.0% 255.7%

Term Extension* 62.5% 64.0% 60.9% 58.3% 76.7% 31.5% 22.7%

Principal Reduction 3.4% 6.6% 8.6% 9.0% 10.7% 18.9% 212.9%

Principal Deferral 12.5% 19.7% 21.6% 25.9% 25.8% -0.6% 106.5%
(Total Number of Changes in Each Category)

Capitalization 133,236 134,225 118,175 105,081 91,671 -12.8% -31.2%

Rate Reduction 129,331 117,598 104,969 89,976 81,569 -9.3% -36.9%

Rate Freeze 2,485 2,820 5,764 7,395 6,101 -17.5% 145.5%

Term Extension* 88,152 90,668 79,054 63,994 74,670 16.7% -15.3%

Principal Reduction 4,817 9,391 11,143 9,864 10,403 5.5% 116.0%

Principal Deferral 17,597 27,857 28,072 28,433 25,083 -11.8% 42.5%

*Increase in the first quarter of 2012 results from process changes at some servicers that improved the reporting of
this data element.
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Appendix E—Mortgage Modification Data by State

The following tables present certain mortgage modification data by state, the District of
Columbia, and U.S. territories (the latter are included in the category labeled “Other”). This data
fulfills reporting requirements in the Dodd—Frank Wall Street Reform and Consumer Protection
Act (Public Law 111-203).

Table 49 presents the number and percentage of HAMP modifications and other modifications in
each state during the first quarter of 2012. Tables 50 and 51 present the number and percentage
of each type of action included in modifications made during the quarter in each state, the
District of Columbia, and U.S. territories. Tables 52 and 53 present the number and percentage
of each type of action included in combination modifications made during the quarter in each
state, the District of Columbia, and U.S. territories. Tables 54 and 55 present the number and
percentage of modifications made during the quarter in each state, the District of Columbia, and
U.S. territories by the amount of change in the borrowers’ monthly principal and interest
payments. Tables 56 and 57 present the number and percentage of modifications made in the
third quarter of 2011 that were 60 or more days delinquent or in process of foreclosure at the end
of the first quarter of 2012.



Implemented in the First Quarter of 2012
|  HAMPModffications | OtherModifications |  Total Modifications |

Total - All States 36,554 35.8% 65,604 64.2% 102,158 100.0%
Alabama 189 18.5% 835 81.5% 1,024 1.0%
Alaska 22 32.8% 45 67.2% 67 0.1%
Arizona 946 39.7% 1,437 60.3% 2,383 2.3%
Arkansas 65 19.2% 273 80.8% 338 0.3%
California 10,740 49.9% 10,780 50.1% 21,520 21.1%
Colorado 495 36.9% 848 63.1% 1,343 1.3%
Connecticut 483 34.0% 939 66.0% 1,422 1.4%
Delaware 86 22.8% 291 77.2% 377 0.4%
District of Columbia 89 37.2% 150 62.8% 239 0.2%
Florida 4,333 39.1% 6,757 60.9% 11,090 10.9%
Georgia 1,380 30.3% 3,174 69.7% 4,554 4.5%
Hawaii 117 35.7% 211 64.3% 328 0.3%
Idaho 105 28.2% 268 71.8% 373 0.4%
lllinois 1,888 36.1% 3,346 63.9% 5,234 5.1%
Indiana 254 18.0% 1,158 82.0% 1,412 1.4%
lowa 79 18.9% 339 81.1% 418 0.4%
Kansas 97 26.0% 276 74.0% 373 0.4%
Kentucky 118 18.8% 510 81.2% 628 0.6%
Louisiana 180 20.2% 713 79.8% 893 0.9%
Maine 94 30.9% 210 69.1% 304 0.3%
Maryland 1,112 33.5% 2,210 66.5% 3,322 3.3%
Massachusetts 791 38.9% 1,243 61.1% 2,034 2.0%
Michigan 769 29.9% 1,800 70.1% 2,569 2.5%
Minnesota 472 35.3% 866 64.7% 1,338 1.3%
Mississippi 77 17.1% 374 82.9% 451 0.4%
Missouri 348 27.5% 917 72.5% 1,265 1.2%
Montana 34 27.6% 89 72.4% 123 0.1%
Nebraska 32 14.9% 183 85.1% 215 0.2%
Nevada 673 41.4% 953 58.6% 1,626 1.6%
New Hampshire 140 41.4% 198 58.6% 338 0.3%
New Jersey 1,359 34.9% 2,530 65.1% 3,889 3.8%
New Mexico 96 24.8% 291 75.2% 387 0.4%
New York 2,444 40.9% 3,535 59.1% 5,979 5.9%
North Carolina 658 23.0% 2,197 77.0% 2,855 2.8%
North Dakota 6 18.8% 26 81.3% 32 0.0%
Ohio 529 21.4% 1,944 78.6% 2,473 2.4%
Oklahoma 80 16.8% 395 83.2% 475 0.5%
Oregon 409 40.5% 602 59.5% 1,011 1.0%
Pennsylvania 680 25.0% 2,038 75.0% 2,718 2.7%
Rhode Island 126 32.3% 264 67.7% 390 0.4%
South Carolina 282 21.7% 1,018 78.3% 1,300 1.3%
South Dakota 12 22.2% 42 77.8% 54 0.1%
Tennessee 330 24.5% 1,019 75.5% 1,349 1.3%
Texas 1,040 21.6% 3,783 78.4% 4,823 4.7%
Utah 282 35.4% 514 64.6% 796 0.8%
Vermont 18 16.5% 91 83.5% 109 0.1%
Virginia 761 33.2% 1,632 66.8% 2,293 2.2%
Washington 845 38.1% 1,374 61.9% 2,219 2.2%
West Virginia 31 16.7% 155 83.3% 186 0.2%
Wisconsin 324 29.0% 793 71.0% 1,117 1.1%
Wyoming 10 18.9% 43 81.1% 53 0.1%
Other 24 49.0% 25 51.0% 49 0.0%
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Total - All States
Alabama
Alaska
Arizona
Arkansas
California
Colorado
Connecticut
Delaware
District of Columbia
Florida
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Table 50. Number of Mortgage Modificati
Implemented in the First Quarter of 2

Rate
States Capitalization | Reduction
or Freeze

1,902 1,057
20 8
3 0
44 28
14 5
304 180
24 14
30 14
9 3
8 2
133 97
112 52
1 3
6 11
73 32
30 12
8 11
6 2
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25 18
5 1
71 28
36 17
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33 10
11 6
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3 3
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42 27
15 5
70 37
92 47
2 0
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97,350
945
64
2,275
317
20,523
1,290
1,356
357
228
10,656
4,280
319
344
5,069
1,349
396
358
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838
297
3,146
1,960
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1,281
423
1,178
117
209
1,552
328
3,755
365
5,762
2,669
29
2,350
454
970
2,600
368
1,225
52
1,256
4,531
764
98
2,152
2,126
170
1,066
47
48

1,190
6
0
24
1
428

18

161

102,158
1,024
67
2,383
338
21,520
1,343
1,422
377
239
11,090
4,554
328
373
5,234
1,412
418
373
628
893
304
3,322
2,034
2,569
1,338
451
1,265
123
215
1,626
338
3,889
387
5,979
2,855
32
2,473
475
1,011
2,718
390
1,300
54
1,349
4,823
796
109
2,293
2,219
186
1,117
53
49



Table 51. Percentage of Mortgage Modification Actions
Implemented in the First Quarter of 2012

States Capitalization Redssttiin or Ll Principal | Principal | . 0 Not Total
# R Extension Reduction Deferral Reported | Modifications

Total - All States 1.9% 1.0% 0.6% 0.0% 0.1% 95.3% 1.2% 102,158
Alabama 2.0% 0.8% 4.4% 0.0% 0.0% 92.3% 0.6% 1,024
Alaska 4.5% 0.0% 0.0% 0.0% 0.0% 95.5% 0.0% 67
Arizona 1.8% 1.2% 0.4% 0.0% 0.1% 95.5% 1.0% 2,383
Arkansas 4.1% 1.5% 0.3% 0.0% 0.0% 93.8% 0.3% 338
California 1.4% 0.8% 0.2% 0.0% 0.2% 95.4% 2.0% 21,520
Colorado 1.8% 1.0% 0.5% 0.0% 0.1% 96.1% 0.5% 1,343
Connecticut 2.1% 1.0% 0.3% 0.0% 0.0% 95.4% 1.3% 1,422
Delaware 2.4% 0.8% 1.9% 0.0% 0.0% 94.7% 0.3% 377
District of Columbia 3.3% 0.8% 0.4% 0.0% 0.0% 95.4% 0.0% 239
Florida 1.2% 0.9% 0.3% 0.0% 0.1% 96.1% 1.5% 11,090
Georgia 2.5% 1.1% 1.1% 0.0% 0.0% 94.0% 1.3% 4,554
Hawaii 0.3% 0.9% 0.3% 0.0% 0.0% 97.3% 1.2% 328
Idaho 1.6% 2.9% 1.6% 0.0% 0.3% 92.2% 1.3% 373
lllinois 1.4% 0.6% 0.5% 0.0% 0.0% 96.8% 0.7% 5,234
Indiana 2.1% 0.8% 1.0% 0.0% 0.0% 95.5% 0.5% 1,412
lowa 1.9% 2.6% 0.7% 0.0% 0.0% 94.7% 0.0% 418
Kansas 1.6% 0.5% 1.1% 0.0% 0.0% 96.0% 0.8% 373
Kentucky 2.9% 1.6% 1.9% 0.0% 0.0% 93.5% 0.2% 628
Louisiana 2.8% 2.0% 0.9% 0.0% 0.1% 93.8% 0.3% 893
Maine 1.6% 0.3% 0.0% 0.0% 0.0% 97.7% 0.3% 304
Maryland 2.1% 0.8% 0.4% 0.0% 0.2% 94.7% 1.7% 3,322
Massachusetts 1.8% 0.8% 0.1% 0.0% 0.0% 96.4% 0.8% 2,034
Michigan 1.8% 1.0% 0.7% 0.0% 0.0% 95.4% 1.1% 2,569
Minnesota 2.5% 0.7% 0.3% 0.0% 0.1% 95.7% 0.7% 1,338
Mississippi 2.4% 1.3% 2.0% 0.0% 0.0% 93.8% 0.4% 451
Missouri 4.0% 1.6% 0.6% 0.0% 0.2% 93.1% 0.6% 1,265
Montana 2.4% 2.4% 0.0% 0.0% 0.0% 95.1% 0.0% 123
Nebraska 0.9% 0.9% 0.5% 0.0% 0.0% 97.2% 0.5% 215
Nevada 1.0% 1.5% 0.2% 0.0% 0.1% 95.4% 1.7% 1,626
New Hampshire 1.8% 0.3% 0.3% 0.0% 0.0% 97.0% 0.6% 338
New Jersey 1.1% 0.7% 0.4% 0.0% 0.0% 96.6% 1.2% 3,889
New Mexico 3.9% 1.3% 0.0% 0.0% 0.0% 94.3% 0.5% 387
New York 1.2% 0.6% 0.4% 0.0% 0.1% 96.4% 1.4% 5,979
North Carolina 3.2% 1.6% 1.2% 0.0% 0.0% 93.5% 0.5% 2,855
North Dakota 6.3% 0.0% 3.1% 0.0% 0.0% 90.6% 0.0% 32
Ohio 2.3% 1.4% 1.0% 0.0% 0.0% 95.0% 0.2% 2,473
Oklahoma 3.4% 0.8% 0.2% 0.0% 0.0% 95.6% 0.0% 475
Oregon 1.7% 1.6% 0.7% 0.0% 0.0% 95.9% 0.1% 1,011
Pennsylvania 2.0% 1.0% 0.8% 0.0% 0.0% 95.7% 0.5% 2,718
Rhode Island 3.3% 1.0% 0.5% 0.0% 0.0% 94.4% 0.8% 390
South Carolina 2.2% 2.3% 0.9% 0.0% 0.0% 94.2% 0.3% 1,300
South Dakota 0.0% 0.0% 1.9% 0.0% 0.0% 96.3% 1.9% 54
Tennessee 2.8% 1.6% 2.0% 0.0% 0.0% 93.1% 0.4% 1,349
Texas 3.7% 1.6% 0.3% 0.0% 0.0% 93.9% 0.5% 4,823
Utah 1.5% 0.9% 0.6% 0.0% 0.0% 96.0% 1.0% 796
Vermont 0.9% 0.0% 5.5% 0.0% 0.0% 89.9% 3.7% 109
Virginia 2.7% 1.4% 0.9% 0.0% 0.2% 93.9% 0.9% 2,293
Washington 1.2% 1.3% 0.4% 0.0% 0.0% 95.8% 1.3% 2,219
West Virginia 5.4% 1.1% 0.5% 0.0% 0.5% 91.4% 1.1% 186
Wisconsin 1.4% 1.4% 1.1% 0.0% 0.0% 95.4% 0.6% 1,117
Wyoming 3.8% 3.8% 3.8% 0.0% 0.0% 88.7% 0.0% 53
Other 0.0% 0.0% 0.0% 0.0% 0.0% 98.0% 2.0% 49
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Table 52. Number of Modification Actions in Combination Actions
Implemented in the First Quarter of 2012

T Rat'e Term Principal Principal
States Capitalization Reduction or Extension | Reduction Deferral
Freeze
Total - All States 91,671 87,022 74,670 10,403 25,083
Alabama 788 885 722 32 88
Alaska 64 59 47 0 8
Arizona 2,151 1,946 1,646 304 738
Arkansas 302 292 231 15 24
California 19,608 18,557 14,971 3,807 7,957
Colorado 1,232 1,195 980 70 188
Connecticut 1,296 1,180 1,071 115 323
Delaware 319 325 284 15 60
District of Columbia 218 200 168 21 59
Florida 10,181 9,045 8,291 1,769 3,927
Georgia 3,943 3,932 3,326 307 848
Hawaii 307 264 218 13 80
Idaho 318 298 259 21 62
lllinois 4,809 4,363 4,098 507 1,503
Indiana 1,269 1,233 1,085 70 111
lowa 375 357 326 16 33
Kansas 332 325 259 13 34
Kentucky 515 544 467 20 40
Louisiana 781 779 638 24 74
Maine 284 258 227 13 51
Maryland 2,993 2,768 2,300 307 818
Massachusetts 1,877 1,699 1,517 167 498
Michigan 2,281 2,145 1,868 228 566
Minnesota 1,210 1,150 974 93 282
Mississippi 367 396 300 23 40
Missouri 1,095 1,089 870 69 139
Montana 106 107 98 0 24
Nebraska 193 197 172 2 16
Nevada 1,503 1,245 1,094 215 599
New Hampshire 305 295 233 20 60
New Jersey 3,623 3,222 3,031 344 1,096
New Mexico 325 326 288 13 44
New York 5,599 5,265 4,636 524 1,423
North Carolina 2,365 2,448 2,140 66 294
North Dakota 21 26 25 0 1
Ohio 2,126 2,170 1,895 123 301
Oklahoma 420 426 346 10 24
Oregon 904 868 747 83 222
Pennsylvania 2,410 2,370 2,050 143 369
Rhode Island 345 319 292 27 105
South Carolina 1,099 1,114 979 47 149
South Dakota 51 50 40 2 3
Tennessee 1,125 1,180 945 70 121
Texas 4,278 4,252 3,599 175 370
Utah 728 690 553 44 130
Vermont 72 91 79 2 8
Virginia 1,950 1,967 1,629 163 428
Washington 2,008 1,896 1,677 187 528
West Virginia 148 160 126 5 20
Wisconsin 970 966 792 96 188
Wyoming 34 45 36 0 &
Other 48 43 25 3 6
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Total
Combination
Modifications

97,350
945
64
2,275
317
20,523
1,290
1,356
357
228
10,656
4,280
319
344
5,069
1,349
396
358
587
838
297
3,146
1,960
2,451
1,281
423
1,178
17
209
1,552
328
3,755
365
5,762
2,669
29
2,350
454
970
2,600
368
1,225
52
1,256
4,531
764
98
2,152
2,126
170
1,066
47
48



Table 53. Percentage of Modification Actions in Combination Actions

| irst Quarter of 2012
Sl P e
Total - All States 94.2% 89.4% 76.7% 10.7% 25.8% 97,350
Alabama 83.4% 93.7% 76.4% 3.4% 9.3% 945
Alaska 100.0% 92.2% 73.4% 0.0% 12.5% 64
Arizona 94.5% 85.5% 72.4% 13.4% 32.4% 2,275
Arkansas 95.3% 92.1% 72.9% 4.7% 7.6% 317
California 95.5% 90.4% 72.9% 18.5% 38.8% 20,523
Colorado 95.5% 92.6% 76.0% 5.4% 14.6% 1,290
Connecticut 95.6% 87.0% 79.0% 8.5% 23.8% 1,356
Delaware 89.4% 91.0% 79.6% 4.2% 16.8% 357
District of Columbia 95.6% 87.7% 73.7% 9.2% 25.9% 228
Florida 95.5% 84.9% 77.8% 16.6% 36.9% 10,656
Georgia 92.1% 91.9% 77.7% 7.2% 19.8% 4,280
Hawaii 96.2% 82.8% 68.3% 4.1% 25.1% 319
Idaho 92.4% 86.6% 75.3% 6.1% 18.0% 344
lllinois 94.9% 86.1% 80.8% 10.0% 29.7% 5,069
Indiana 94.1% 91.4% 80.4% 5.2% 8.2% 1,349
lowa 94.7% 90.2% 82.3% 4.0% 8.3% 396
Kansas 92.7% 90.8% 72.3% 3.6% 9.5% 358
Kentucky 87.7% 92.7% 79.6% 3.4% 6.8% 587
Louisiana 93.2% 93.0% 76.1% 2.9% 8.8% 838
Maine 95.6% 86.9% 76.4% 4.4% 17.2% 297
Maryland 95.1% 88.0% 73.1% 9.8% 26.0% 3,146
Massachusetts 95.8% 86.7% 77.4% 8.5% 25.4% 1,960
Michigan 93.1% 87.5% 76.2% 9.3% 23.1% 2,451
Minnesota 94.5% 89.8% 76.0% 7.3% 22.0% 1,281
Mississippi 86.8% 93.6% 70.9% 5.4% 9.5% 423
Missouri 93.0% 92.4% 73.9% 5.9% 11.8% 1,178
Montana 90.6% 91.5% 83.8% 0.0% 20.5% 117
Nebraska 92.3% 94.3% 82.3% 1.0% 7.7% 209
Nevada 96.8% 80.2% 70.5% 13.9% 38.6% 1,552
New Hampshire 93.0% 89.9% 71.0% 6.1% 18.3% 328
New Jersey 96.5% 85.8% 80.7% 9.2% 29.2% 3,755
New Mexico 89.0% 89.3% 78.9% 3.6% 12.1% 365
New York 97.2% 91.4% 80.5% 9.1% 24.7% 5,762
North Carolina 88.6% 91.7% 80.2% 2.5% 11.0% 2,669
North Dakota 72.4% 89.7% 86.2% 0.0% 3.4% 29
Ohio 90.5% 92.3% 80.6% 5.2% 12.8% 2,350
Oklahoma 92.5% 93.8% 76.2% 2.2% 5.3% 454
Oregon 93.2% 89.5% 77.0% 8.6% 22.9% 970
Pennsylvania 92.7% 91.2% 78.8% 5.5% 14.2% 2,600
Rhode Island 93.8% 86.7% 79.3% 7.3% 28.5% 368
South Carolina 89.7% 90.9% 79.9% 3.8% 12.2% 1,225
South Dakota 98.1% 96.2% 76.9% 3.8% 5.8% 52
Tennessee 89.6% 93.9% 75.2% 5.6% 9.6% 1,256
Texas 94.4% 93.8% 79.4% 3.9% 8.2% 4,531
Utah 95.3% 90.3% 72.4% 5.8% 17.0% 764
Vermont 73.5% 92.9% 80.6% 2.0% 8.2% 98
Virginia 90.6% 91.4% 75.7% 7.6% 19.9% 2,152
Washington 94.4% 89.2% 78.9% 8.8% 24.8% 2,126
West Virginia 87.1% 94.1% 74.1% 2.9% 11.8% 170
Wisconsin 91.0% 90.6% 74.3% 9.0% 17.6% 1,066
Wyoming 72.3% 95.7% 76.6% 0.0% 6.4% 47
Other 100.0% 89.6% 52.1% 6.3% 12.5% 48
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Table 54. Changes in Monthly Principal and Interest Payments by State (Number)
Modifications Implemented in the First Quarter of 2012

Decreased
A Decreased by 10% to| Decreased by \[o) Total
byl\%l(c))r/; of Less Than 20% Less Than 10% UITEIEEEe || [RerEEese Reported | Modifications
472

Total - All States 63,716 16,218 13,134 1,059 7,559 102,158
Alabama 475 215 192 42 95 5 1,024
Alaska 37 11 12 0 7 0 67
Arizona 1,551 377 270 29 147 9 2,383
Arkansas 142 92 60 3 37 4 338
California 15,089 2,676 2,013 240 1,442 60 21,520
Colorado 766 262 213 13 87 2 1,343
Connecticut 931 226 152 6 101 6 1,422
Delaware 201 78 57 7 32 2 377
District of Columbia 139 41 34 2 23 0 239
Florida 7,990 1,344 1,000 88 616 52 11,090
Georgia 2,615 737 758 59 353 32 4,554
Hawaii 229 52 31 2 12 2 328
Idaho 198 83 61 5 24 2 373
lllinois 3,577 757 559 31 293 17 5,234
Indiana 672 296 283 18 123 20 1,412
lowa 223 82 75 2 35 1 418
Kansas 193 74 66 3 33 4 373
Kentucky 275 127 149 10 66 1 628
Louisiana 400 203 160 9 117 4 893
Maine 174 53 49 1 26 1 304
Maryland 2,015 550 467 17 262 11 3,322
Massachusetts 1,346 338 232 8 107 3 2,034
Michigan 1,581 421 336 50 169 12 2,569
Minnesota 776 232 189 6 116 19 1,338
Mississippi 189 118 86 14 41 3 451
Missouri 607 292 211 10 134 11 1,265
Montana 64 29 14 3 13 0 123
Nebraska 102 39 40 2 25 7 215
Nevada 1,156 203 146 26 89 6 1,626
New Hampshire 190 67 48 2 29 2 338
New Jersey 2,611 596 407 29 234 12 3,889
New Mexico 205 71 67 5 37 2 387
New York 4,179 862 585 34 299 20 5,979
North Carolina 1,437 507 536 57 302 16 2,855
North Dakota 12 3 10 1 5 1 32
Ohio 1,280 464 403 38 251 37 2,473
Oklahoma 188 123 90 5 60 9 475
Oregon 633 182 125 5 62 4 1,011
Pennsylvania 1,565 503 383 24 234 9 2,718
Rhode Island 251 55 52 4 28 0 390
South Carolina 660 273 223 18 122 4 1,300
South Dakota 20 14 12 1 7 0 54
Tennessee 669 266 250 24 131 9 1,349
Texas 2,212 952 981 36 627 15 4,823
Utah 429 177 117 8 61 4 796
Vermont 51 22 20 4 7 5 109
Virginia 1,281 416 375 26 184 11 2,293
Washington 1,393 387 287 17 127 8 2,219
West Virginia 86 34 35 3 27 1 186
Wisconsin 593 215 200 9 93 7 1,117
Wyoming 25 12 9 3 4 0 53
Other 33 9 4 0 3 0 49
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Table 55. Changes in Monthly Principal and Interest Payments (Percentage)

Modifications Implemented During the First Quarter of 2012

Decreased by| Decreased by 10% | Decreased by [\ (o) Total
20% or More | to Less Than 20% |Less Than 10% ieiergel | eeeE Reported | Modifications

Total - All States 62.4% 15.9% 12.9% 1.0% 7.4% 0.5% 102,158
Alabama 46.4% 21.0% 18.8% 4.1% 9.3% 0.5% 1,024
Alaska 55.2% 16.4% 17.9% 0.0% 10.4% 0.0% 67
Arizona 65.1% 15.8% 11.3% 1.2% 6.2% 0.4% 2,383
Arkansas 42.0% 27.2% 17.8% 0.9% 10.9% 1.2% 338
California 70.1% 12.4% 9.4% 1.1% 6.7% 0.3% 21,520
Colorado 57.0% 19.5% 15.9% 1.0% 6.5% 0.1% 1,343
Connecticut 65.5% 15.9% 10.7% 0.4% 7.1% 0.4% 1,422
Delaware 53.3% 20.7% 15.1% 1.9% 8.5% 0.5% 377
District of Columbia 58.2% 17.2% 14.2% 0.8% 9.6% 0.0% 239
Florida 72.0% 12.1% 9.0% 0.8% 5.6% 0.5% 11,090
Georgia 57.4% 16.2% 16.6% 1.3% 7.8% 0.7% 4,554
Hawaii 69.8% 15.9% 9.5% 0.6% 3.7% 0.6% 328
Idaho 53.1% 22.3% 16.4% 1.3% 6.4% 0.5% 373
lllinois 68.3% 14.5% 10.7% 0.6% 5.6% 0.3% 5,234
Indiana 47.6% 21.0% 20.0% 1.3% 8.7% 1.4% 1,412
lowa 53.3% 19.6% 17.9% 0.5% 8.4% 0.2% 418
Kansas 51.7% 19.8% 17.7% 0.8% 8.8% 1.1% 373
Kentucky 43.8% 20.2% 23.7% 1.6% 10.5% 0.2% 628
Louisiana 44.8% 22.7% 17.9% 1.0% 13.1% 0.4% 893
Maine 57.2% 17.4% 16.1% 0.3% 8.6% 0.3% 304
Maryland 60.7% 16.6% 14.1% 0.5% 7.9% 0.3% 3,322
Massachusetts 66.2% 16.6% 11.4% 0.4% 5.3% 0.1% 2,034
Michigan 61.5% 16.4% 13.1% 1.9% 6.6% 0.5% 2,569
Minnesota 58.0% 17.3% 14.1% 0.4% 8.7% 1.4% 1,338
Mississippi 41.9% 26.2% 19.1% 3.1% 9.1% 0.7% 451
Missouri 48.0% 23.1% 16.7% 0.8% 10.6% 0.9% 1,265
Montana 52.0% 23.6% 11.4% 2.4% 10.6% 0.0% 123
Nebraska 47.4% 18.1% 18.6% 0.9% 11.6% 3.3% 215
Nevada 71.1% 12.5% 9.0% 1.6% 5.5% 0.4% 1,626
New Hampshire 56.2% 19.8% 14.2% 0.6% 8.6% 0.6% 338
New Jersey 67.1% 15.3% 10.5% 0.7% 6.0% 0.3% 3,889
New Mexico 53.0% 18.3% 17.3% 1.3% 9.6% 0.5% 387
New York 69.9% 14.4% 9.8% 0.6% 5.0% 0.3% 5,979
North Carolina 50.3% 17.8% 18.8% 2.0% 10.6% 0.6% 2,855
North Dakota 37.5% 9.4% 31.3% 3.1% 15.6% 3.1% 32
Ohio 51.8% 18.8% 16.3% 1.5% 10.1% 1.5% 2,473
Oklahoma 39.6% 25.9% 18.9% 1.1% 12.6% 1.9% 475
Oregon 62.6% 18.0% 12.4% 0.5% 6.1% 0.4% 1,011
Pennsylvania 57.6% 18.5% 14.1% 0.9% 8.6% 0.3% 2,718
Rhode Island 64.4% 14.1% 13.3% 1.0% 7.2% 0.0% 390
South Carolina 50.8% 21.0% 17.2% 1.4% 9.4% 0.3% 1,300
South Dakota 37.0% 25.9% 22.2% 1.9% 13.0% 0.0% 54
Tennessee 49.6% 19.7% 18.5% 1.8% 9.7% 0.7% 1,349
Texas 45.9% 19.7% 20.3% 0.7% 13.0% 0.3% 4,823
Utah 53.9% 22.2% 14.7% 1.0% 7.7% 0.5% 796
Vermont 46.8% 20.2% 18.3% 3.7% 6.4% 4.6% 109
Virginia 55.9% 18.1% 16.4% 1.1% 8.0% 0.5% 2,293
Washington 62.8% 17.4% 12.9% 0.8% 5.7% 0.4% 2,219
West Virginia 46.2% 18.3% 18.8% 1.6% 14.5% 0.5% 186
Wisconsin 53.1% 19.2% 17.9% 0.8% 8.3% 0.6% 1,117
Wyoming 47.2% 22.6% 17.0% 5.7% 7.5% 0.0% 53
Other 67.3% 18.4% 8.2% 0.0% 6.1% 0.0% 49
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Table 56. Number of Re-Defaults for Loans Modified in the Third Quarter of 2011
60 or More Days Delinquent After 6 Months by Changes in Monthly Principal and Interest Payments

Decreased by | Decreased by 10% Decreased by [\ (o) Total
20% or More | to Less Than 20% | Less Than 10% UEErERe] || [NerEEese Reported | Modifications

Total - All States 6,439 3,730 5,272 332 3,379 87 19,239
Alabama 56 52 80 8 54 1 251
Alaska 2 4 1 0 2 0 9
Arizona 208 115 145 5 66 1 540
Arkansas 25 20 33 1 15 0 94
California 1,116 457 536 40 408 8 2,565
Colorado 65 60 82 6 36 0 249
Connecticut 93 47 60 4 41 2 247
Delaware 24 17 39 3 17 0 100
District of Columbia 8 9 17 0 6 0 40
Florida 723 304 326 35 188 9 1,585
Georgia 307 220 381 18 226 9 1,161
Hawaii 18 7 15 2 4 1 47
Idaho 24 17 28 1 11 0 81
lllinois 394 212 276 15 192 5 1,094
Indiana 90 96 128 4 79 2 399
lowa 34 26 29 1 20 1 111
Kansas 27 20 27 0 15 2 91
Kentucky 41 40 38 5 33 0 157
Louisiana 68 52 63 & 59 0 245
Maine 24 10 11 2 15 1 63
Maryland 196 114 197 7 105 1 620
Massachusetts 115 72 91 4 47 0 329
Michigan 174 123 146 11 90 6 550
Minnesota 107 55 71 3 47 1 284
Mississippi 40 26 36 5 35 1 143
Missouri 106 64 93 5 41 1 310
Montana 8 & 13 0 6 0 30
Nebraska 16 12 17 0 11 0 56
Nevada 134 67 86 5 39 0 331
New Hampshire 26 12 16 0 7 0 61
New Jersey 254 130 199 16 160 3 762
New Mexico 30 13 30 0 15 0 88
New York 324 157 202 11 139 3 836
North Carolina 184 127 224 12 132 2 681
North Dakota 0 2 0 0 2 0 4
Ohio 167 125 186 15 129 4 626
Oklahoma 28 35 52 5 29 2 151
Oregon 62 33 41 2 35 1 174
Pennsylvania 178 116 175 11 117 4 601
Rhode Island 28 17 16 1 16 0 78
South Carolina 96 66 89 6 69 4 330
South Dakota 4 0 5 0 2 0 11
Tennessee 92 62 118 8 56 1 337
Texas 340 288 465 28 315 8 1,444
Utah 38 26 55 3 36 0 158
Vermont 6 3 8 0 5 0 22
Virginia 130 64 124 7 73 3 401
Washington 108 85 99 4 66 0 362
West Virginia 9 7 15 5 12 0 46
Wisconsin 87 36 77 7 51 0 258
Wyoming 1 & 6 0 3 0 13
Other 4 2 5 0 2 0 13
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Table 57. Re-Default Rates for Loans Modified in the Third Quarter of 2011 (Percentage)
60 or More Days Delinquent After 6 Months by Changes in Monthly Principal and Interest Payments

Decreased by | Decreased by 10% | Decreased by -
20% or More | to Less Than 20% Less Than 10% Uheiengsel | srEzss Reported | Modifications

Total - All States 8.9% 15.0% 22.2% 10.2% 30.5% 16.3% 14.1%
Alabama 11.8% 16.9% 27.5% 25.0% 40.9% 12.5% 20.1%
Alaska 7.1% 26.7% 4.3% 0.0% 12.5% 0.0% 10.7%
Arizona 8.9% 15.9% 22.7% 5.7% 26.0% 7.7% 13.3%
Arkansas 13.7% 18.5% 28.2% 11.1% 28.3% 0.0% 20.0%
California 6.1% 11.0% 13.7% 4.5% 22.7% 9.8% 8.8%
Colorado 7.4% 12.8% 18.3% 10.9% 21.6% 0.0% 12.3%
Connecticut 10.1% 15.1% 22.0% 11.8% 27.7% 33.3% 14.6%
Delaware 11.0% 16.5% 29.8% 30.0% 32.1% 0.0% 19.3%
District of Columbia 8.1% 23.1% 29.3% 0.0% 20.7% 0.0% 17.3%
Florida 8.5% 15.0% 18.6% 8.3% 24.2% 15.8% 11.7%
Georgia 10.4% 17.9% 29.9% 15.9% 42.8% 23.1% 18.9%
Hawaii 7.7% 11.7% 20.0% 50.0% 22.2% 50.0% 11.9%
Idaho 8.3% 17.0% 23.7% 20.0% 28.9% 0.0% 14.7%
lllinois 9.7% 18.6% 25.2% 11.0% 33.2% 22.7% 15.5%
Indiana 10.8% 17.1% 26.7% 10.0% 33.8% 18.2% 18.5%
lowa 13.9% 18.3% 23.4% 12.5% 28.2% 25.0% 18.7%
Kansas 12.2% 16.7% 22.7% 0.0% 26.8% 50.0% 17.2%
Kentucky 12.3% 19.0% 21.0% 29.4% 34.7% 0.0% 18.6%
Louisiana 14.4% 21.1% 22.7% 15.8% 36.6% 0.0% 20.8%
Maine 14.7% 11.1% 18.0% 40.0% 36.6% 50.0% 17.4%
Maryland 9.6% 14.3% 23.4% 8.6% 28.4% 5.0% 15.0%
Massachusetts 8.3% 15.0% 21.7% 6.5% 25.5% 0.0% 13.0%
Michigan 8.1% 14.8% 19.9% 5.4% 26.2% 21.4% 12.8%
Minnesota 10.5% 13.7% 19.7% 4.9% 29.9% 8.3% 14.1%
Mississippi 14.2% 21.7% 25.5% 22.7% 41.7% 100.0% 22.0%
Missouri 13.1% 16.3% 24.9% 13.9% 26.3% 14.3% 17.4%
Montana 8.1% 9.7% 25.5% 0.0% 30.0% 0.0% 14.6%
Nebraska 12.6% 16.0% 26.2% 0.0% 25.6% 0.0% 17.8%
Nevada 8.3% 16.8% 23.7% 8.9% 28.3% 0.0% 12.8%
New Hampshire 9.7% 13.0% 15.5% 0.0% 18.4% 0.0% 11.8%
New Jersey 9.8% 15.8% 25.4% 20.5% 38.6% 23.1% 16.2%
New Mexico 12.1% 9.4% 25.2% 0.0% 29.4% 0.0% 15.6%
New York 8.8% 14.7% 21.3% 9.5% 32.3% 14.3% 13.3%
North Carolina 11.7% 15.9% 27.4% 17.1% 34.7% 8.7% 18.6%
North Dakota 0.0% 28.6% 0.0% 0.0% 25.0% 0.0% 10.0%
Ohio 11.4% 17.3% 25.5% 16.7% 33.1% 25.0% 18.4%
Oklahoma 11.5% 20.3% 30.8% 35.7% 29.6% 50.0% 21.6%
Oregon 8.0% 11.6% 20.0% 11.1% 32.7% 20.0% 12.5%
Pennsylvania 11.4% 15.8% 23.7% 14.9% 31.0% 33.3% 17.2%
Rhode Island 8.6% 20.7% 20.5% 9.1% 39.0% 0.0% 14.5%
South Carolina 13.4% 16.8% 22.3% 16.7% 39.0% 36.4% 19.0%
South Dakota 19.0% 0.0% 19.2% 0.0% 20.0% 0.0% 14.7%
Tennessee 12.1% 15.5% 28.6% 20.5% 29.8% 9.1% 18.6%
Texas 12.8% 19.1% 29.5% 45.2% 37.4% 34.8% 21.7%
Utah 7.1% 10.3% 22.4% 25.0% 34.0% 0.0% 13.7%
Vermont 11.1% 15.0% 23.5% 0.0% 45.5% 0.0% 17.5%
Virginia 9.1% 10.1% 20.5% 8.4% 29.8% 25.0% 13.3%
Washington 7.6% 14.6% 19.3% 5.9% 30.1% 0.0% 12.9%
West Virginia 9.2% 12.7% 21.7% 25.0% 37.5% 0.0% 17.1%
Wisconsin 12.2% 12.3% 24.8% 23.3% 33.1% 0.0% 17.1%
Wyoming 3.7% 13.6% 20.7% 0.0% 37.5% 0.0% 14.6%
Other 9.1% 7.1% 26.3% 0.0% 40.0% 0.0% 13.0%
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EXPLANATORY NOTE

Fannie Mae (formally known as the Federal National Mortgage Association) is filing this Amendment No. 1 on Form 10-K/A (the "Amendment") to its
Annual Report on Form 10-K for the fiscal year ended December 31,2011, filed with the Securities and Exchange Commission ("SEC") on February 29,
2012 (the "Original Filing"), to: (1) amend and restate Part II, Item 9B to report certain changes to compensation arrangements with our named executive
officers; and (2) amend and restate Part III, Item 11 to include the required disclosures that were omitted in the Original Filing pursuant to General Instruction
G to Form 10-K.

In accordance with Rule 12b-15 under the U.S. Securities Exchange Act of 1934 (the "Exchange Act"), Part II, Item 9B and Part III, Item 11 of the Original
Filing have been amended and restated in their entirety, and Part IV, Item 15 of the Original Filing has been amended and restated to include as exhibits the
new certifications required by Rule 13a-14(a) under the Exchange Act. This Amendment does not amend or otherwise update any other information in the
Original Filing. Accordingly, this Amendment should be read in conjunction with the Original Filing.

PART II
Item 9B. Other Information

Termination Agreement with Former Deputy Chief Financial Officer

David C. Hisey, our former Executive Vice President and Deputy Chief Financial Officer, left the company on February 24,2012. We entered into a
termination agreement with Mr. Hisey on February 28, 2012, the terms of which were approved by FHFA. The agreement provides that Mr. Hisey will
receive $966,625, representing all of his corporate performance-adjusted 2011 deferred pay, in four installments on the same payment dates as other deferred
pay recipients. The agreement also provides that Mr. Hisey may elect to receive outplacement services and a subsidy for up to 18 months of medical and
dental premiums if he elects COBRA continuation coverage.

The termination agreement provides that Mr. Hisey may not solicit or accept employment with or act in any way, directly or indirectly, to solicit or obtain
employment or work for Freddie Mac for a period of 12 months following termination. Under the termination agreement, Mr. Hisey agreed to a general
release of the company from all claims relating to his employment with or termination from the company.

2012 Executive Compensation Program

On March 8, 2012, FHFA instituted new compensation arrangements for most of our named executives. See "Executive Compensation —Compensation
Discussion and Analysis—2012 Executive Compensation Program" in Part III, Item 11 hereof for a description, which is incorporated herein by reference, of
these new compensation arrangements.

Compensation Recoupment Policy

The Board revised the compensation recoupment policy applicable to our executive officers' compensation effective March 8, 2012 to cover deferred salary
under the executive compensation program adopted in March 2012 identified above. See "Executive Compensation—Compensation Discussion and Analysis
—Compensation Recoupment Policy" in Part III, Item 11 hereof for a description, which is incorporated herein by reference, of this compensation
recoupment policy.
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PART III

Item 11. Executive Compensation

COMPENSATION DISCUSSION AND ANALYSIS

Executive Summary

Our 2011 executive compensation program was developed in December 2009 after we entered into conservatorship. The program was approved by the
Federal Housing Finance Agency ("FHFA") in consultation with the Department of the Treasury. This Compensation Discussion and Analysis describes our
compensation program that was in effect for 2011 executive compensation. As described below under "2012 Executive Compensation Program," FHFA
instituted a new executive compensation program for our named executives that is applicable for 2012 compensation.

Our 2011 executive compensation program was designed to fulfill two primary objectives:
« attract and retain executive talent with the specialized skills and knowledge necessary to manage a large financial services company; and

« link pay to performance through the use of performance-based elements of compensation.

Attract and Retain Executive Talent

Management and the Board of Directors appreciate the public interest in executive compensation at companies receiving taxpayer support and understand our
responsibility for appropriate stewardship of those resources at Fannie Mae. A market-based, competitive executive compensation program is consistent with
good stewardship of taxpayer support, as it enables us to attract and retain able and experienced executives who are essential to effectively manage our $3.1
trillion book of business. We require highly qualified executives to continue to mitigate the losses in the legacy book of business that was acquired prior to
conservatorship, as well as to continue to grow the strong new book of business that we have acquired since 2009.

We and FHFA believe that a failure to maintain a competitive compensation program could adversely affect our ability to attract and retain qualified
executives, which would threaten our ability to continue to provide liquidity and stability to the mortgage market at this pivotal point for the U.S. housing
finance system. Further, the departure of key executives could halt or reverse the progress we have made in mitigating losses on our legacy book of business
and growing a strong new book of business, which could result in increased draws on Treasury or reduce the amounts we are able to pay Treasury in the
future, thereby increasing taxpayer costs.

We operate in a difficult environment and face an uncertain future, potential limitations on our executive and employee compensation, and heightened
scrutiny of our actions by Congress and our regulators. These conditions have made it more difficult to attract and retain qualified executive management. We
have already had significant executive departures since entering into conservatorship in September 2008 and, in January 2012, our current Chief Executive
Officer announced that he will step down from his position when his successor is appointed. These conditions may also make succession planning more
challenging if they negatively affect our ability to attract and retain qualified employees below the senior executive level that could fill our senior executive
level positions if there is further turnover.

We face competition from both within the financial services industry and from businesses outside of the financial services industry for qualified executives.
These competitors do not face restrictions on their ability to pay market-based compensation to their executives. An improving economy is likely to create
additional attractive opportunities for our executives, which could lead to further management turnover. Further turnover in key management positions could
threaten our ability to fulfill our responsibilities under our Charter.

Congress recognized the imperative of market-based executive compensation when enacting the Federal National Mortgage Association Charter Act, which
provides for compensation for Fannie Mae executives that is
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comparable with compensation for employment in other similar businesses, including other publicly held financial institutions or major financial services
companies, involving similar duties and responsibilities. The Charter Act also provides that Fannie Mae base a significant portion of our executive officers'
potential compensation on the company's performance.

Although we recognize the importance of paying market-based executive compensation in order to attract and retain qualified executives, we also recognize
that we must balance this objective with our conservatorship status and our efforts to reduce taxpayer costs. Management and the Board carefully consider the
costs of executive compensation when making compensation determinations. We have substantially reduced these costs since entering into conservatorship in
September 2008. Actual total direct compensation for our Chief Executive Officer for 2011 was more than 50% lower than such compensation for our Chief
Executive Officer for 2007. Average actual total direct compensation for Fannie Mae's other named executive officers for 2011 was more than 50% lower
than such 2007 compensation for our other named executive officers. In addition to lower compensation levels, we also have reduced executive compensation
by reducing the total number of our senior executives (senior vice presidents and above) by approximately 28% from the beginning of conservatorship
through year-end 2011. We also seek to compensate newly hired executives at lower amounts than the executives they are replacing. In addition, FHFA has
prohibited us from awarding compensation increases for our named executives, as well as for all other employees of the company, in 2011 and 2012, except in
cases of promotions or significant changes in responsibilities. Our aggregate salary and employee benefit expense as a percentage of net revenues was 6% in
2011.

The company and FHFA set total compensation targets for each named executive officer based on the position requirements and the executive's expertise and
experience. We and FHFA considered the compensation paid for these positions at comparable financial services companies, with which we must compete for
talent. We describe the executive compensation benchmarking process under "Comparator Group and Role of Benchmark Data" below. In accordance with
directives from FHFA, the Board of Directors did not increase the named executive officers' compensation targets from 2009 levels in either 2010 or 2011.
Further, as described below under "2012 Executive Compensation Program," FHFA has directed us to reduce the target compensation of each named
executive who remains employed by us by 10% in 2012.

Link Pay to Performance

As described in more detail below, our 2011 executive compensation program consisted of three elements: base salary, deferred salary and a long-term
incentive award. In order to align pay with performance, the long-term incentive award is based on performance against corporate goals and individual
performance, and 50% of deferred salary is based on performance against corporate goals.

The Compensation Committee carefully evaluated our executives' performance against the company's performance goals to determine variable compensation
for 2011. Our 2011 corporate performance goals were designed to support the company's business objectives, which include providing liquidity to the housing
market, mitigating credit losses on our pre-2009 book of business, reducing administrative expenses, meeting our obligations as program administrator of
Treasury's Making Home Affordable program, and improving the company's controls and infrastructure. These goals were approved by FHFA.

The Compensation Committee's evaluation of the company's performance against the 2011 performance goals concluded that the company achieved most of
its goals in a challenging operating environment. The Committee determined that the company's performance was strong in many areas: the company acquired
and managed a high-quality book of new business that we expect will be profitable over its lifetime, provided significant liquidity to the housing market,
controlled credit-related expenses on its pre-2009 loans, and limited administrative expenses. Based on its evaluation and considering input from FHFA, the
Committee determined that the pools for the first installment of the 2011 long-term incentive awards and for the second installment of the 2010 long-term
incentive awards for executive officers would be funded at 85% of target, and the performance-based portion of 2011 deferred salary would be paid at 85% of
target. In making these decisions, the Committee also took into account that, while the company made significant progress in improving its infrastructure and
risk and
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controls environment, it did not fully achieve all of the metrics relating to these goals. The Board of Directors and FHFA approved the Compensation
Committee's determinations. See "Determination of 2011 Compensation" for more information about how compensation of our named executives was
determined.

Named Executives for 2011

This Compensation Discussion and Analysis focuses on compensation decisions relating to our Chief Executive Officer, our Chief Financial Officer, our
former Deputy Chief Financial Officer (who assumed the responsibilities of Chief Financial Officer from December 30, 2010 to July 10, 2011), and our next
three most highly compensated executive officers during 2011. We refer to these individuals as our named executives. For 2011, our named executives were:

o Michael J. Williams, President and Chief Executive Officer;

« Susan R. McFarland, Executive Vice President and Chief Financial Officer;

« David C. Hisey, Executive Vice President and Deputy Chief Financial Officer;

« David C. Benson, Executive Vice President—Capital Markets;

o Terence W. Edwards, Executive Vice President— Credit Portfolio Management; and

o Timothy J. Mayopoulos, Executive Vice President, Chief Administrative Officer, General Counsel and Corporate Secretary.

Impact of Conservatorship

As discussed in the Original Filing under "Business —Conservatorship and Treasury Agreements —Conservatorship," we have been under the conservatorship
of FHFA since September 2008. The conservatorship has had a significant impact on the compensation received by our named executives, as well as the
process by which executive compensation was determined. Regulatory requirements affecting our executive compensation include:

o Our directors serve on behalf of FHFA and exercise their authority subject to the direction of FHFA. More information about the role of our directors is
described in the Original Filing in "Directors, Executive Officers and Corporate Governance — Corporate Governance —Conservatorship and Delegation
of Authority to Board of Directors."

« While we are in conservatorship, FHFA, as our conservator, retains the authority to approve and to modify both the terms and amount of any
compensation. FHFA, as our conservator, has directed that our Board consult with and obtain FHFA's consent before taking any actions involving
hiring, compensation or termination benefits of any officer at the executive vice president level and above and other specified executives. In addition,
FHFA has limited the amount of compensation that we can pay to other senior officers.

« FHFA, as our regulator, must approve any termination benefits we offer to our named executives and certain other officers identified by FHFA.

o Under the terms of the senior preferred stock purchase agreement with Treasury, we may not enter into any new compensation arrangements with, or
increase amounts or benefits payable under existing compensation arrangements of, any named executives or executive officers without the consent of
the Director of FHFA, in consultation with the Secretary of the Treasury.

o Under the terms of the senior preferred stock purchase agreement, we may not sell or issue any equity securities without the prior written consent of
Treasury, other than as required by the terms of any binding agreement in effect on the date of the senior preferred stock purchase agreement. This
effectively eliminates our ability to offer stock-based compensation.

o Under the Housing and Economic Recovery Act of 2008 and related regulations issued by FHFA, the Director of FHFA has the authority to prohibit or
limit us from making any "golden parachute payment" to specified categories of persons, including our named executives.
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As aresult of these requirements, the 2011 compensation determinations for our named executives discussed in this Compensation Discussion and Analysis
were approved by the Acting Director of FHFA.

2011 Executive Compensation Program
Overview of Program Objectives and Structure

Our 2011 executive compensation program was designed to fulfill two primary objectives:

o Attract and Retain Executive Talent. Our 2011 executive compensation program was intended to attract and retain executive talent with the specialized
skills and knowledge necessary to manage a large financial services company. Executives with these qualifications are needed for the company to
continue to fulfill its important role in providing liquidity to the mortgage market and supporting the housing market, as well as to prudently manage
our book of business and be an effective steward of the government's and taxpayers' support.

o Pay for Performance. Our 2011 executive compensation program was also intended to drive a pay for performance environment through the use of
performance-based long-term incentive awards and deferred salary.

Management, the Board of Directors and FHFA seek to balance these two objectives with our conservatorship status and our efforts to reduce taxpayer costs.

In 2009, FHFA worked with our management and Board of Directors, and sought the guidance of Treasury's Special Master for TARP Executive
Compensation, to develop an executive compensation program that met these objectives and also reflected evolving standards regarding executive
compensation and, to the extent appropriate, was generally consistent with the structural standards created for firms that received exceptional assistance under
the Troubled Asset Relief Program, or TARP. The views of management and the Board of Directors in the development of this executive compensation
program reflected input from management's and the Compensation Committee's compensation consultants.

As a result of these efforts, in December 2009, we adopted a compensation program based on FHFA's guidance consisting of three primary elements: base
salary, deferred pay and a long-term incentive award. We now refer to the deferred pay element of our compensation program as "deferred salary" to better
reflect our view of the nature of this compensation element and at FHFA's direction to present our executive compensation information on a consistent basis
with Freddie Mac. With regard to the relative distribution of total compensation among these elements, based on guidance from FHFA, we targeted the long-
term incentive award component at one-third of total direct compensation, with base salary and deferred salary together constituting the remaining two-thirds
of total direct compensation. In addition, based on guidance from FHFA, we limited annual base salary rates to no more than $500,000, except in the case of
our Chief Executive Officer and Chief Financial Officer. All elements of our named executives' direct compensation are paid in cash, due to the negligible
market value of our common stock since entering into conservatorship and because we are prohibited from paying new stock-based compensation under the
senior preferred stock purchase agreement without Treasury's consent. FHFA, in consultation with Treasury, approved our compensation program and the
level of salary, deferred salary target and long-term incentive target for each of our named executives.

The Board and the Compensation Committee reviewed the compensation arrangements for the named executives in January 2011 and did not make any
changes to the named executives' salaries, deferred salary targets or long-term incentive targets for 2011. As described below under "2012 Executive
Compensation Program," FHFA instituted and the Board authorized management to implement a new executive compensation program and new
compensation targets for the named executives that are applicable for 2012 compensation.
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Elements of 2011 Compensation Program

Direct Compensation

The table below summarizes the principal elements, objectives and key features of our 2011 compensation program for our named executives.

Compensation
Element

Form

Compensation
Objectives

Key Features

Base Salary

Fixed cash payments, paid during the year
on a bi-weekly basis.

Attract and retain named
executives by providing a fixed
level of cash compensation.

Base salary reflects the named executive's level of responsibility and experience, as well
as individual performance over time.

Base salary is capped at $500,000 for all of our executive officers, including the named
executives, other than our Chief Executive Officer and Chief Financial Officer.

Deferred Salary

Payments that are paid to the named
executives in cash in quarterly installments
in the year following the performance year.
50% of deferred salary is performance-
based and the remaining 50% is service-
based.

2011 deferred salary will be paid in four
equal quarterly installments in March,
June, September and December of 2012.

Retain named executives by
deferring payment of additional
cash compensation until the
following year.

The performance-based portion of
deferred salary provides incentives
to the named executives to achieve,

our corporate performance goals.

Half of 2011 deferred salary is based on the Board of Directors' determination of
corporate performance in 2011, as approved by FHFA. The remaining half of 2011
deferred salary is service based.

Except in the limited circumstances described under "Compensation Tables— Potential
Payments Upon Termination or Change-in-Control" and "Termination Agreement with
our Former Deputy Chief Financial Officer" below, we will pay installments of deferred
salary only if the named executive is employed by Fannie Mae on the scheduled
payment dates.

Long-term
Incentive Awardj

A performance-based cash award that is
paid over two calendar years.

Half of the 2011 long-term incentive award
was paid in February 2012 and the
remaining half of the award will be paid in
early 2013.

Provide incentives to named
executives to achieve corporate
and individual performance goals,
and serve as a retention incentive.

A named executive's target for a long-term incentive award is one-third of the
executive's target total direct compensation.

Half of the 2011 long-term incentive award was determined in February 2012 based on
corporate and individual performance for 2011. The remaining half of the award will be
determined in early 2013 based on corporate and individual performance for both 2011
and 2012.

Except in the limited circumstances described under "Compensation Tables—Potential

Payments Upon Termination or Change-in-Control" below, we will pay installments of
a long-term incentive award only if the named executive is employed by Fannie Mae on
the scheduled payment dates.

FHFA must approve each long-term incentive award paid to a named executive.
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Employee Benefits

Our employee benefits are a fundamental part of our executive compensation program, and serve as an important tool in attracting and retaining senior
executives. We describe these employee benefits in the table below. We provide more detail on our retirement plans under "Compensation Tables—Pension
Benefits" and "Compensation Tables —Nonqualified Deferred Compensation."

Benefit

Form

Primary Objective

Health, Welfare and Other
Benefits

In general, the named executives are eligible for benefits available to our employee population as a whole, including
our medical insurance plans, life insurance program and matching charitable gifts program. The named executives are
also eligible to participate in our voluntary supplemental long-term disability plan, which is available to many of our
employees.

Provide for the well-being of
the named executive and his
or her family.

Retirement Plans:

Defined Benefit Pension Plans
* Qualified Retirement Plan

* Non-qualified Supplemental
Pension Plan and 2003
Supplemental Pension Plan

¢ Non-qualified Executive
Pension Plan

Our Retirement Plan is a tax-qualified defined benefit pension plan that was generally available to employees before
participation in the plan was frozen in 2007. Our non-qualified Supplemental Pension Plans and Executive Pension
Plan provide supplemental retirement benefits in addition to those offered by the Retirement Plan.

The named executives who joined the company prior to 2008 (Mr. Williams, Mr. Hisey and Mr. Benson) participate in|
the company's defined benefit pension plans. Mr. Williams is the only named executive with a benefit under the
Executive Pension Plan. We froze benefits under this plan in 2009.

The named executives who joined the company after 2007 are not eligible to participate in any of these plans.

Retain named executives by
providing a level of
retirement income.

Non-qualified Deferred
C p ( " S ipp 1. tal

Retirement Savings Plan")

The Supplemental Retirement Savings Plan is an unfunded, non-tax-qualified defined contribution plan. The plan
supplements the company's qualified defined contribution plan by providing benefits to participants whose annual
eligible earnings exceed the IRS limit on eligible compensation for 401(k) plans.

The named executives who joined the company after 2007 (Ms. McFarland, Mr. Edwards and Mr. Mayopoulos)

participate in the company's Supplemental Retirement Savings Plan.

The named executives who joined the company prior to 2008 are not eligible to participate in this plan, as they
participate in some or all of the company's defined benefit pension plans.

Attract and retain named
executives by providing
retirement savings.

401(k) Plan ("Retirement
Savings Plan")

A tax-qualified defined contribution plan (401(k) plan) available to our employee population as a whole.

All of the named executives are eligible to participate in this plan.

Attract and retain named
executives by providing
retirement savings in a tax-
efficient manner.
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Benefit Form Primary Objective
- - - - - - - -
Relocation From time to time, we offer relocation benefits to new executives. As described below under "Compensation Arrangements | Relocation benefits are provided to attract
with our Chief Financial Officer," we agreed to provide up to $100,000 in relocation benefits to Ms. McFarland to facilitate i P R R
Benefits and her move to the Washington, D.C. area. new named executives by reimbursing
Other . . o . . them for a specified amount of their costs
.. We believe that perquisites should be a minimal part of the compensation package for our named executives. Except for the . . .

Perquisites associated with relocating to the

relocation benefits provided to Ms. McFarland described above, the perquisites we provided to our named executives in 2011 .
. X Washington, D.C. area.

did not exceed $2,000 in the aggregate.

Total perquisites for any named executive cannot exceed $25,000 per year without FHFA approval, and we do not provide a

gross-up for taxes due on any perquisite.

Sign-on Award

In addition to the direct compensation and employee benefits described in the tables above, from time to time, a new executive may be awarded a sign-on
award to attract the executive to join Fannie Mae and/or to compensate him or her for compensation forfeited upon leaving a prior employer. As described in
more detail under "Compensation Arrangements with our Chief Financial Officer," our Board of Directors awarded a $1.7 million sign-on award to our new
Chief Financial Officer, Susan R. McFarland, in July 2011 to partially compensate her for equity grants forfeited upon leaving her prior employer. No other
named executive was awarded a sign-on award in 2011.

Severance Benefits

We have not entered into agreements with any of our named executives that would entitle the executive to severance benefits, other than the termination
agreement with Mr. Hisey described below under "Compensation Tables —Potential Payments Upon Termination or Change-in-Control — Termination
Agreement with our Former Deputy Chief Financial Officer." Information on compensation that we may pay to a named executive in certain circumstances in
the event the executive's employment is terminated is provided below in "Compensation Tables —Potential Payments Upon Termination or Change-in-
Control." FHFA must approve any termination benefits we offer our named executives.
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Determination of 2011 Compensation
Summary of 2011 Compensation Actions

The table below displays the named executives' 2011 compensation targets compared to the actual payments to be received by the named executives. The
amounts shown in the "Total Target" and "Total Actual" columns consist of the sum of 2011 base salary, 2011 deferred salary and amounts associated with
the first installment of the 2011 long-term incentive award and the second installment of the 2010 long-term incentive award. This table is not intended to
replace the summary compensation table, required under applicable SEC rules, which is included below under "Compensation Tables —Summary
Compensation Table for 2011, 2010 and 2009."

Long-Term Incentive Award
(First Installment of 2011
Award and Second

2011 Deferred Salary Installment of 2010 Award)"” Total
. 2011 Base R
Named Executive _ Salary Rate Target Actual Target Actual Target Actual
Michael Williams $ 900000 $ 3,100000 $ 2867500 $ 2000000 $ 1491000 $ 6,000,000 $ 5,258,500
Susan McFarland"” 600,000 1,533,333 1418333 254,247 218,906 2.387,580 2237239
David Hisey” 425,000 1,045,000 966,625 730,000 498225 2,200,000 1,889,850
David Benson 500,000 1,369,667 1,266,942 930,333 820,553 2,800,000 2,587 495
Terence Edwards 500,000 1,369,667 1,266,942 930,333 854,744 2,800,000 2,621,686
Timothy Mayopoulos 500,000 1,469,667 1,359,442 980,333 952,149 2,950,000 2,811,591

M Target 2011 deferred salary is 50% service-based and 50% corporate performance-based. The Compensation Committee determined that the corporate

performance-based portion of 2011 deferred salary will be paid at 85% of target.

@ Except for Ms. McFarland, consists of the first installment of each named executive's 2011 long-term incentive award plus the second installment of each

named executive's 2010 long-term incentive award. Amounts do not include the second installment of the 2011 long-term incentive awards.
& Ms. McFarland joined the company in July 2011. The 2011 base salary rate shown in this table represents her annual base salary rate. The actual amount
of base salary she received in 2011 was $288.,462. Ms. McFarland's 2011 long-term incentive award was prorated based on her hire date; her 2011
deferred salary was not prorated. Because she joined the company in 2011, Ms. McFarland did not receive a 2010 long-term incentive award.
Ms. McFarland's total annual direct compensation target for 2011 including the second installment of her 2011 long-term incentive award is $3.2 million.
The amounts shown in this table for Ms. McFarland do not include the $1.7 million sign-on award that she was awarded when she joined the company.
See "Compensation Tables—Summary Compensation Table for 2011, 2010 and 2009" and "Compensation Arrangements with our Chief Financial
Officer" for more information regarding Ms. McFarland's 2011 compensation.
@ Mr. Hisey left the company in February 2012. Pursuant to his termination agreement with the company, he will receive all of his 2011 deferred salary on
the same payment dates as other deferred salary recipients. See "Compensation Tables —Potential Payments Upon Termination or Change-in-Control —
Termination Agreement with our Former Deputy Chief Financial Officer" for a description of this termination agreement.

2011 Corporate Performance Goals and Assessment of 2011 Corporate Performance

In March 2011, the Board established a challenging set of 2011 corporate performance goals for the performance-based portion of 2011 deferred salary and
the first installment of the 2011 long-term incentive award, as well as 2012 corporate performance goals for the second installment of the 2011 long-term
incentive award. FHFA approved these goals in April 2011. In addition, in 2010, the Board established, and FHFA approved, 2011 corporate performance
goals for the second installment of the 2010 long-term incentive award. The Board did not assign any relative weight to the goals and the Compensation
Committee may consider other factors in addition to the goals in assessing corporate performance.

In late 2011 and early 2012, the Compensation Committee reviewed our performance against each of our 2011 performance goals and related metrics to
determine the funding of the pool for the first installment of the 2011 long-term incentive awards and the performance-based portion of 2011 deferred salary.
The Compensation Committee also reviewed our performance against our 2010 performance goals and additional 2011 performance
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goals to determine the funding of the pool for the second installment of the 2010 long-term incentive awards. In this process, the Compensation Committee
reviewed management's assessment of the company's performance against the goals and discussed the company's performance with the Chief Executive
Officer. The results of the Compensation Committee's reviews are summarized below.

2011 Corporate Performance Goals

The first table below presents our 2011 corporate performance goals and related metrics for the first installment of the 2011 long-term incentive award and the
performance-based portion of 2011 deferred salary, and management's assessment of our achievement against these goals and metrics. The second table below

presents our 2011 goals for the second installment of the 2010 long-term incentive award, and management's assessment of our achievement against these
goals. The results of the Compensation Committee's review of our performance against these goals and metrics are summarized following the tables.

2011 Long-term Incentive Award (First Installment) and 2011 Deferred Salary Goals

Goals and Related Metrics

Performance Against Goal/Metric

Goal 1: Achieve key financial targets, including acquiring and managing a
from 2009 forward.

Achieved this goal.

profitable, high-quality book of new b

Profitability:

Net revenue margin: Achieve a specified minimum projected lifetime net revenue margin
on the company's new single-family book of business from 2009 forward (excluding
loans purchased pursuant to the Administration's Home Affordable Refinance Program
("HARP loans")). Net revenue margin refers to our expected guaranty fee revenue on the
loans less our expected credit losses on those loans over their lifetime.

Achieved this metric. See "Information Regarding Undisclosed Profitability and Credit
Quality Metrics" below this table for further information.

Return on capital: Achieve projected returns at time of acquisition in excess of cost of
capital on 2011 single-family and multifamily acquisitions (excluding HARP loans in the
case of single-family acquisitions and excluding loan modifications in the case of

multifamily acquisitions).

Achieved this metric. See "Information Regarding Undisclosed Profitability and Credit
Quality Metrics" below this table for further information.

Credit Quality:

Single-family: On 2011 acquisitions (excluding HARP loans), in the aggregate, do not
exceed a specified internal metric that measures the likelihood of a loan becoming

seriously delinquent within one year of acquisition.

Achieved this metric. See "Information Regarding Undisclosed Profitability and Credit
Quality Metrics" below this table for further information.

Multifamily: On 2011 acquisitions, achieve a weighted average debt service coverage
ratio greater than 1.25 and a weighted average loan-to-value ratio of less than 80%.

Achieved these metrics, with a weighted average debt service coverage ratio of 1.49
and a weighted average loan-to-value ratio of 65% on 2011 multifamily acquisitions.

Other Financial Targets:

Expenses: Limit core administrative expenses for 2011 to no more than $1.8 billion, or a
10% reduction from 2010.

Achieved this metric, with core administrative expenses of $1.7 billion in 2011. (Core
administrative expenses exclude $635 million in costs relating to the credit
organization, Treasury's Making Home Affordable ("MHA") program and
extraordinary expenses that are included in administrative expenses in our statement of
operations for 2011.)

Losses: Limit 2011 net loss to no more than $21.6 billion.

Achieved this metric, with a net loss of $16.9 billion for 2011.
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Goals and Related Metrics

Performance Against Goal/Metric

Goal 2: Serve the housing market by being a major source of liquidity, effectively
bled borrowers.

Substantially achieved this goal.

our legacy book of b and assisting tr

Liquidity:

Single-family volume: Acquire a minimum of $300 billion in unpaid principal balance of
single-family loans in 2011.

Achieved this metric, with 2011 single-family acquisition volumes of $563 billion that

met our profitability and credit quality metrics described above.

Multifamily volume: Acquire a minimum of $17 billion in unpaid principal balance of
multifamily loans in 2011.

Achieved this metric, with 2011 multifamily acquisition volumes of $24.4 billion that
met our profitability and credit quality metrics described above.

Capital Markets revenues: Achieve a minimum of $300 million in transactional revenues
from the Capital Markets group's liquidity activities.

Achieved this metric. The Capital Markets group generated approximately $600 million

in estimated transaction fees and economic value from its 2011 liquidity activities.

Managing the Legacy (Pre-2009) Book: Limit 2011 single-family credit expenses to no
more than $33 billion.

Achieved this metric, with single-family credit expenses of $27.2 billion for 2011.

Assisting Troubled BorrowerssMHA Program: Meet our obligations as program
administrator of Treasury's MHA program.

Achieved this metric by meeting our program administrator obligations under the
Financial Agency Agreement, which included deploying technology releases related to
the MHA system of record, releasing a borrower net present value calculator,
overseeing borrower outreach events in hard hit communities, overseeing program call
centers, administering incentive payments, and supporting policy development

and industry trainings.

Housing and Duty to Serve Goals:

Housing goals: Meet our 2011 housing goals established by FHFA if feasible while
pursuing economically sensible business.

We anticipate that we did not meet four out of five single-family housing goals
benchmarks, due to market conditions and other factors. We anticipate that we met both
multifamily housing goals. For the benchmarks we did not achieve, FHFA will measure
our performance against goals-qualifying originations in the primary mortgage market
to determine if we met the goals. FHFA is not expected to make the final determination
regarding our achievement of the 2011 goals before late 2012. See "Business—Our
Charter and Regulation of Our Activities—Regulation and Oversight of Our Activities
—Housing Goals and Duty to Serve Underserved Markets" in the Original Filing for a
description of our performance against our 2011 housing goals.

Duty to serve: Meet our duty to serve requirements established by FHFA.

This goal is no longer applicable because the final rule relating to these requirements
had not been published as of December 31, 2011.

Goal 3: Improve the company's risk and control environment.

Partially achieved this goal.

Resolve open controls issues: Resolve all significant deficiencies in our internal control
over financial reporting and all high priority internal audit issues within agreed upon
timeframes.

Substantially achieved this metric by resolving all significant deficiencies and high
priority internal audit issues by year end; however, not all issues were resolved within
the initially established timeframes.

Prevent new controls issues: Prevent the occurrence of any new material weaknesses in
our internal control over financial reporting or any repeat internal audit findings.

Substantially achieved this metric. No new material weaknesses were identified in
2011; however, two repeat internal audit findings were identified in 2011.
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Goals and Related Metrics

Performance Against Goal/Metric

FHFA-identified risk and control matters:

Open matters: Resolve all risk and control matters that were identified by FHFA on or
before January 1, 2011 by no later than December 31,2011.

Partially achieved this metric by closing 36 of the 42 open matters by December 31,
2011.

New matters: Submit initial responses and a remediation plan for all new risk and control
matters identified by FHFA within 30 days of receiving FHFA's letter identifying the
matter, and actively work with FHFA for their approval of submitted remediation plans.

Achieved this metric. We responded to all new risk and control matters identified by
FHFA in 2011 in accordance with this requirement.

Operational risk plan: Achieve the 2011 milestones of the operational risk plan.

Achieved this metric.

Goal 4: Improve the company's capabilities, infrastructure and efficiency.

Substantially achieved this goal.

Operating plan: Achieve the 2011 milestones of the operating plan within budget and
scope.

Substantially achieved this metric. Successfully executed against most 2011 operating
plan milestones within budget and scope, with the exception of two milestones that
have been delayed to 2012. The milestones that were delayed relate to our uniform loan
delivery data initiative and our centralized business rules initiative.

Servicing initiative: Achieve the 2011 milestones of the servicing compensation
initiative.

Achieved this metric. The company worked with FHFA on the servicing compensation
initiative throughout 2011 and FHFA released a discussion paper on the initiative in
September 2011.

Human capital:

Leadership: Focus our leadership development efforts on top talent and retain top talent
at a higher rate than the overall workforce.

Achieved this metric. The company developed and implemented an engagement plan
for top talent. Top talent has been retained at a higher rate than lower-rated employees.

Diversity: Maintain the diversity of our workforce and expand inclusion efforts at the
officer ranks.

Achieved this metric.

2010 Long-term Incentive Award (Second Installment) Goals

Goals

Performance Against Goal

Goal I: Reduce fixed general and administrative expenses by 5% in 2011.

Achieved this goal, reducing our 2011 core administrative expenses by more than 10%
to $1.7 billion. The Board measured this goal based on core administrative expenses.

Goal 2: Achieve target relating to the reduction of 2011 single-family credit-related
expenses to no more than $33 billion.

Achieved this goal, with single-family credit-related expenses of $27.2 billion in 2011.

Goal 3:Achieve risk-adjusted return on economic capital targets on 2011 single-family
and multifamily acquisitions (excluding HARP loans in the case of single-family
acquisitions and excluding loan modifications in the case of multifamily acquisitions).

Achieved this goal.

Goal 4: Meet 2011 deliverables on business process and technology improvements, and
make progress on strategic projects.

Achieved this goal by meeting 2011 operations and technology goals, and making
significant progress on our operating plan and servicing compensation strategic
initiatives.

Goal 5: Address all risk and control matters identified by our regulator within agreed-
upon timeframe.

Partially achieved this goal by closing 36 of the 42 open matters by December 31,2011.
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Information Regarding Undisclosed Profitability and Credit Quality Metrics

We have chosen not to disclose the specific target and/or actual results for three of the performance metrics in the tables above because we believe that such
disclosure would cause us competitive harm. The targets and/or results that we have not disclosed are those relating to our net revenue margin metric, our
return on capital metric and our single-family credit quality metric. If our customers or competitors obtained this information, it would provide insight into our
pricing strategy that these customers or competitors could use to our competitive disadvantage.

For these three performance measures, management and the Board considered the company's business goals, as well as the likelihood of achievement, when
recommending and approving the target. Each target was designed to help achieve the company's goal of acquiring a profitable, high-quality book of business
from 2009 forward and was set at a level determined to be appropriate and achievable given the company's expectations for future economic and housing
market conditions. Management and the Board also considered the company's historical performance relating to these metrics in setting the 2011 targets, as
well as the extent to which achievement of the metrics were within management's control or dependent on market or economic conditions. Some housing
market and economic conditions were different in 2011 than our initial expectations at the time we set the targets for these three metrics, including interest
rates and the proportion of mortgage originations consisting of refinances. These conditions generally contributed to the achievement of our profitability and
single-family credit quality metrics. For example, interest rates decreased in the second half of 2011, leading to more refinance activity and higher-quality and
more profitable single-family mortgage acquisitions than we originally anticipated.

Compensation Committee Assessment of 2011 Corporate Performance

The Compensation Committee agreed with management's assessment of its performance against goals, as described in the tables above. The Committee
determined that the company achieved most of its goals in a challenging operating environment. For example, the company:

« acquired and managed a strong, high-quality book of new business that is expected to be profitable over its lifetime and meets specified net revenue
margin metrics, return on capital metrics and credit quality metrics;

« provided over $550 billion of liquidity to the housing market enabling families to buy and refinance homes;

« met the target for limiting credit-related expenses on loans acquired prior to 2009 by offering home retention solutions, such as loan modifications, and
working with servicers to improve the servicing of delinquent loans;

« met its obligations as program administrator of Treasury's MHA program; and

« reduced core administrative expenses by over 10% from 2010.

In evaluating corporate performance, the Committee considered the challenging regulatory and operating environment and the challenges presented by
management turnover. Additionally, the Committee took into account that, while the company made significant progress in improving its infrastructure and
risk and controls environment, it did not fully achieve all of the metrics relating to these goals. In addition, for purposes of the second installment of the 2010
long-term incentive award, the Committee also considered the company's performance against its 2010 performance goals. In evaluating the company's
performance against its goals, the Compensation Committee considered the company's performance against the goals as a whole and did not assign specific
weightings to any goal or metric.

Based on its evaluation and considering input from FHFA, the Compensation Committee determined that the pools for the first installment of the 2011 long-
term incentive awards and for the second installment of the 2010 long-term incentive awards for executive officers would be funded at 85% of target, and the
performance-based portion of 2011 deferred salary would be paid at 85% of target. The Board of Directors and FHFA reviewed and approved these
determinations.
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Assessment of 2011 Individual Performance

Overview. The amounts of the first installment of the 2011 long-term incentive awards and the second installment of the 2010 long-term incentive awards for
the named executives took into account not only the company's performance against the corporate goals and metrics described above, but also an assessment
by the Board of Directors of each named executive's performance during the applicable performance period, as well as retention considerations. The Board
assessed the Chief Executive Officer's performance with input from the Compensation Committee and assessed each other named executive's performance
with input from both the Compensation Committee and the Chief Executive Officer. Based on these assessments, the Board used its judgment and discretion
to determine the amount of compensation it deemed appropriate for each named executive.

We describe the Board's determinations with respect to the first installment of each named executive's 2011 long-term incentive award and the second
installment of each named executive's 2010 long-term incentive award, as well as the elements of each named executive's performance the Board considered
in making these determinations, below. FHFA has reviewed and approved these determinations. More information on the compensation arrangements for each
of our named executives is set forth below in the "Summary Compensation Table for 2011, 2010 and 2009."

Michael Williams, President and Chief Executive Officer. The Board determined that the first installment of Mr. Williams' 2011 long-term incentive award
would be $714,000, which is approximately 71% of his target, and that the second installment of his 2010 long-term incentive award would be $777,000,
which is approximately 78% of his target. Mr. Williams' individual performance was evaluated based on the company's performance against the corporate
performance goals for the applicable performance periods, reflecting the fact that he is accountable for the success of the entire organization. In addition, other
achievements not reflected in the corporate performance goals were considered. The Board determined that, under Mr. Williams' leadership in 2011, the
company met the majority of its corporate goals and subgoals, made solid progress in mitigating credit losses on its pre-2009 book of business and acquired a
2011 book of business with a strong credit profile that is expected to be profitable. The Board also recognized the company's progress in improving its
infrastructure and risk and controls environment, but determined that the company did not fully meet the corporate performance metrics in those areas. The
Board also determined that, during his tenure as Chief Executive Officer, Mr. Williams has provided strong and steady leadership in an extraordinarily
challenging period for the company and a difficult market environment, and has built and maintained good relationships with FHFA and Treasury. In addition,
he has effectively managed turnover in senior management and has built a strong and effective executive management team.

Susan McFarland, Executive Vice President—Chief Financial Officer. The Chief Executive Officer recommended to the Board that the first installment of
Ms. McFarland's 2011 long-term incentive award be $218,906, which is approximately 86% of her prorated target award. The Board approved this
recommendation. In recommending the amount of Ms. McFarland's long-term incentive award, the Chief Executive Officer considered Ms. McFarland's many
achievements since she joined the organization in July 2011, which included: introducing a new financial planning process, delivering a streamlined financial
plan for 2012, improving the financial reporting close process, and restructuring the company's finance organization. Because Ms. McFarland joined the
company in 2011, she did not receive a 2010 long-term incentive award. See "Compensation Arrangements with our Chief Financial Officer" for further
information regarding Ms. McFarland's 2011 compensation.

David Hisey, Executive Vice President— Deputy Chief Financial Officer. The Chief Executive Officer recommended to the Board that the first installment of
Mr. Hisey's 2011 long-term incentive award be $229,950, which is approximately 63% of his target, and that the second installment of his 2010 long-term
incentive award be $268,275, which is approximately 74% of his target. The Board approved this recommendation. In recommending the amount of

Mr. Hisey's long-term incentive awards, the Chief Executive Officer considered Mr. Hisey's assumption of the responsibilities of Chief Financial Officer from
December 2010 to July 2011, his key role in the company's work assisting FHFA's servicing compensation initiative, his assistance in supporting
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the company's strategic initiatives, and his support to our new Chief Financial Officer and the Finance organization during the leadership transition. Mr. Hisey
left the company in February 2012. As described below under "Compensation Tables— Potential Payments Upon Termination or Change-in-Control —
Termination Agreement with our Former Deputy Chief Financial Officer," we entered into a termination agreement with Mr. Hisey in February 2012.

David Benson, Executive Vice President— Capital Markets. The Chief Executive Officer recommended to the Board that the first installment of Mr. Benson's
2011 long-term incentive award be $410,276, which is approximately 88% of his target, and that the second installment of his 2010 long-term incentive award
be $410,277, which is approximately 88% of his target. The Board approved this recommendation. In recommending the amount of Mr. Benson's long-term
incentive awards, the Chief Executive Officer considered his many achievements in 2011, including serving as the company's primary point of contact for
Treasury and the Department of Housing and Urban Development, leading the development of the company's strategic initiatives, and playing a lead role in
three operating plan initiatives. The Chief Executive Officer also considered his outstanding leadership of the Capital Markets division. Under his effective
leadership, the Capital Markets team exceeded their targets, implemented the Guaranteed Multifamily Structures (GEMS) program, and effectively managed
the company's liquidity risk.

Terence Edwards, Executive Vice President— Credit Portfolio Management. The Chief Executive Officer recommended to the Board that the first installment
of Mr. Edwards' 2011 long-term incentive award be $439,582, which is approximately 94% of his target, and that the second installment of his 2010 long-
term incentive award be $415,162, which is approximately 89% of his target. The Board approved this recommendation. In recommending the amount of

Mr. Edwards' long-term incentive award, the Chief Executive Officer considered Mr. Edwards' outstanding leadership in transforming the credit portfolio
management division and the many accomplishments of his division in 2011. These accomplishments included: completing nearly 250,000 home retention
solutions and almost 80,000 foreclosure alternatives, developing and implementing a tool to standardize workout solutions, executing more than 240,000 REO
sales while maintaining high gross execution rates, increasing the amount of funds collected from lenders on outstanding repurchase requests, and
contributing to the reduction in the company's seriously delinquent loan rate in 2011. The Chief Executive Officer also considered his leadership role in the
servicing alignment initiative (SAI) and servicer total achievements reward system (STAR) program.

Timothy Mayopoulos, Executive Vice President, Chief Administrative Officer, General Counsel and Corporate Secretary. The Chief Executive Officer
recommended to the Board that the first installment of Mr. Mayopoulos' 2011 long-term incentive award be $483,794, which is approximately 99% of his
target, and that the second installment of his 2010 long-term incentive award be $468,355, which is approximately 96% of his target. The Board approved this
recommendation. In recommending the amount of Mr. Mayopoulos' long-term incentive award, the Chief Executive Officer considered his outstanding
leadership of the Legal, Human Resources, Communications and Marketing Services, and Government and Industry Relations divisions of the company, as
well as his leadership role in the company's operating plan. His accomplishments in 2011 included: resolving the SEC's investigation of the company,
rebuilding the Communications and Marketing Services division, supporting FHFA, keeping the company apprised of major legislative developments, and
overseeing the Human Resources division's retention and recruiting efforts.

Compensation Arrangements with our Chief Financial Officer

Ms. McFarland joined the company in July 2011. Her total annual direct compensation target for 2011, prior to the proration described below, was $3.2
million, consisting of: (1) $600,000 in base salary; (2) a $1,533,333 deferred salary target, payable in four equal installments in 2012; and (3) a $1,066,667
long-term incentive award target, payable in two installments in 2012 and 2013. Ms. McFarland's 2011 base salary and 2011 long-term incentive award were
prorated based on her hire date; her 2011 deferred salary was not prorated.

In addition to this compensation, Ms. McFarland was awarded a $1.7 million sign-on award to partially compensate her for equity grants forfeited upon
leaving her prior employer, which is to be paid as follows: $900,000 in July 2011, $600,000 in the first quarter of 2012, and $200,000 in July 2012. Each of

these payments
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is subject to repayment if Ms. McFarland leaves Fannie Mae within one year after the payment. We also agreed to provide Ms. McFarland with up to
$100,000 in relocation benefits to facilitate her move to the Washington, D.C. area. See "Compensation Tables—Summary Compensation Table for 2011,
2010 and 2009" below for additional information regarding Ms. McFarland's 2011 compensation.

Other Executive Compensation Considerations
Role of Compensation Consultants

Our 2011 executive compensation program was developed in 2009 with assistance from the company's outside compensation consultant, McLagan, and the
Compensation Committee's independent compensation consultant, Frederic W. Cook & Co., Inc. ("FW Cook").

In 2011, McLagan advised management, the Compensation Committee and FHFA on various compensation and human resources matters, including:
« providing recommendations for an expanded comparator group for select positions;
« advising on competitive pay levels, organization structure, and various compensation proposals for new hires and promotions; and

« providing actual and forecasted market compensation data for senior management positions, including the named executives' positions.

In 2011, FW Cook advised the Compensation Committee and the Board on various executive compensation matters, including:
« reviewing the company's risk assessment of its 2011 compensation program;
« reviewing the Chief Executive Officer's retirement benefits and various compensation proposals for new hires and promotions;

o evaluating the company's 2011 corporate performance goals and assisting the Compensation Committee in its assessment of the company's performance
against these goals;

« informing the Compensation Committee of market trends in compensation;

« assisting the Compensation Committee in its evaluation of our executive compensation program, including preparing an analysis of the compensation of
named executives at the comparator group companies described below, reviewing McLagan's recommendations for an expanded comparator group for
select positions and reviewing additional market compensation data prepared by McLagan;

« attending all Compensation Committee meetings held during the year; and

« reviewing certain of the company's compensation-related disclosures.

FW Cook did not provide any services to management in 2011.
Comparator Group and Role of Benchmark Data

In 2009, the Compensation Committee selected the following comparator group of 18 companies for benchmarking named executive compensation:
« Allstate Corporation
¢ American International Group
« Bank of New York Mellon Corporation
« BB&T Corporation
o  Capital One Financial Corporation
o Freddie Mac

«  Fifth Third Bancorp

e  Genworth Financial, Inc.

« GMACLLC

o Hartford Financial Services Group
« Lincoln National Corporation

e  Metlife, Inc.

o  Principal Financial Group

e  Prudential Financial, Inc.

« Regions Financial Corporation
o State Street Corporation

e  SunTrust Banks Inc.

« US Bancorp.
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Finding comparable firms for purposes of benchmarking executive compensation is challenging due to our unique business, structure and mission, and the
large size of our book of business compared to other financial services firms. The only directly comparable firm to us is Freddie Mac. Factors relevant to the
selection of this comparator group included their status as U.S. public companies, the industry in which they operate (each is a commercial bank, public
insurance company or government-sponsored enterprise) and their size (in terms of total assets, revenues and headcount) relative to the size of Fannie Mae.

In September 2011, we revised our approach to benchmarking certain senior executive positions. The revised approach uses our current comparator group and
a broader group of companies against which to benchmark pay levels and practices for certain senior management roles:
« We benchmarked the compensation of our Executive Vice President—Chief Administrative Officer, General Counsel and Corporate Secretary (Mr.

Mayopoulos) against both the current comparator group and a group of large banks consisting of Bank of America, Citigroup, JP Morgan Chase, PNC
Financial Services and Wells Fargo.

¢ We benchmarked the compensation of our Executive Vice President— Credit Portfolio Management (Mr. Edwards) against the group of large banks
previously described (other than PNC Financial Services because there was no comparable position), multifamily specialty firms, Freddie Mac and Ally
Financial, Inc.

« We continued to benchmark the compensation of our Chief Executive Officer (Mr. Williams), Chief Financial Officer (Ms. McFarland), Deputy Chief
Financial Officer (Mr. Hisey) and Executive Vice President—Capital Markets (Mr. Benson) against our comparator group identified above.

In each case, we compared the named executives' 2011 target direct compensation with the market median of 2010 direct compensation for comparable
positions in the applicable comparator group of companies, as disclosed in the companies' annual reports, proxy statements and SEC filings, and taking into
account individual variations in job scope for two of the named executives (Mr. Benson and Mr. Mayopoulos). Each named executive's target 2011 direct
compensation was less than the market median and, in some cases, substantially less than the market median.

The table below displays the named executives' target and actual 2011 direct compensation, as compared to the market median of 2010 direct compensation
for the applicable comparator group of companies.

Target Direct Actual Direct
Compensation
Compensation
% below % below

Named Executive Market Median Market Median
Michael Williams _31% —40%
Susan McFarland -9 36
David Hisey 21 -33
David Benson 4 ~11
Terence Edwards —~18 23
Timothy Mayopoulos -18 -22

The Compensation Committee requested this benchmarking to understand how the named executives' compensation compared to the market median for these
positions at comparable companies, in order to ensure that the company is prudently managing taxpayer support.
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Compensation Recoupment Policy

Beginning with compensation for the 2009 performance year, our executive officers' compensation is subject to the following forfeiture and repayment
provisions, also known as "clawback" provisions:

Materially Inaccurate Information. 1f an executive officer has been granted deferred salary (defined in the compensation recoupment policy as
deferred pay under the deferred pay program established in 2009 and deferred salary under the executive compensation program adopted in 2012) or
incentive payments (including long-term incentive awards) based on materially inaccurate financial statements or any other materially inaccurate
performance metric criteria, he or she will forfeit or must repay amounts granted in excess of the amounts the Board of Directors determines would
likely have been granted using accurate metrics.

Termination for Cause. If we terminate an executive officer's employment for cause, he or she will immediately forfeit all deferred salary, long-term
incentive awards and any other incentive payments that have not yet been paid. We may terminate an executive officer's employment for cause if we
determine that the officer has: (a) materially harmed the company by, in connection with the officer's performance of his or her duties for the company,
engaging in gross misconduct or performing his or her duties in a grossly negligent manner, or (b) been convicted of, or pleaded nolo contendere with
respect to, a felony.

Subsequent Determination of Cause. If an executive officer's employment was not terminated for cause, but the Board of Directors later determines,
within a specified period of time, that he or she could have been terminated for cause and that the officer's actions materially harmed the business or
reputation of the company, the officer will forfeit or must repay, as the case may be, deferred salary, long-term incentive awards and any other incentive
payments received by the officer to the extent the Board of Directors deems appropriate under the circumstances. The Board of Directors may require
the forfeiture or repayment of all deferred salary, long-term incentive awards and any other incentive payments so that the officer is in the same
economic position as if he or she had been terminated for cause as of the date of termination of his or her employment.

Effect of Willful Misconduct. 1If an executive officer's employment: (a) is terminated for cause (or the Board of Directors later determines that cause
for termination existed) due to either (i) willful misconduct by the officer in connection with his or her performance of his or her duties for the company
or (ii) the officer has been convicted of, or pleaded nolo contendere with respect to, a felony consisting of an act of willful misconduct in the
performance of his or her duties for the company and (b) in the determination of the Board of Directors, this has materially harmed the business or
reputation of the company, then, to the extent the Board of Directors deems it appropriate under the circumstances, in addition to the forfeiture or
repayment of deferred salary, long-term incentive awards and any other incentive payments described above, the executive officer will also forfeit or
must repay, as the case may be, deferred salary and annual incentives or long-term awards paid to him or her in the two-year period prior to the date of
termination of his or her employment or payable to him or her in the future. Misconduct is not considered willful unless it is done or omitted to be done
by the officer in bad faith or without reasonable belief that his or her action or omission was in the best interest of the company.

Certain of the bonus or other incentive-based or equity-based compensation for our Chief Executive Officer and Chief Financial Officer also may be subject
to a requirement that they be reimbursed to the company in the event that Section 304 of the Sarbanes-Oxley Act of 2002 applies to that compensation.

The Compensation Committee plans to review our compensation recoupment policy and revise it as necessary to comply with the Dodd-Frank Wall Street
Reform and Consumer Protection Act once rules implementing the Act's clawback requirements have been finalized by the SEC.

Stock Ownership and Hedging Policies

In January 2009, our Board eliminated our stock ownership requirements because of the difficulty of meeting the requirements at current market prices and
because we had ceased paying our executives stock-based
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compensation. All employees, including our named executives, are prohibited from transacting in derivative securities related to our securities, including
options, puts and calls, other than pursuant to our stock-based benefit plans.

Tax Deductibility of our Compensation Expenses

Subject to certain exceptions, section 162(m) of the Internal Revenue Code imposes a $1 million limit on the amount that a company may annually deduct for
compensation to its CEO and certain other named executives, unless, among other things, the compensation is "performance-based," as defined in section
162(m), and provided under a plan that has been approved by the shareholders. We have not adopted a policy requiring all compensation to be deductible
under section 162(m). The impact of a potential lost deduction because of Section 162(m) is substantially mitigated by our current and projected tax losses,
and this approach allows us flexibility in light of the conservatorship. Deferred salary and long-term incentive awards received by the named executives do
not qualify as performance-based compensation under section 162(m).

2012 Executive Compensation Program

On March 8, 2012, FHFA instituted new compensation arrangements it designed for our named executives, in consultation with Treasury. The Board of
Directors authorized management to implement these compensation arrangements. As further described below, the 2012 executive compensation program (the
"2012 Program") applies to our named executives other than Mr. Hisey and is effective as of January 1, 2012. The 2012 Program does not apply to Mr. Hisey
because he left the company in February 2012.

Under the 2012 Program, FHFA has directed us to reduce the target compensation of each named executive by 10% in 2012. This reduction in compensation
seeks to balance our objective of reducing taxpayer costs with our objective of attracting and retaining the executives needed to effectively manage the

company.

Under the 2012 Program, which is described in the table below, direct compensation consists solely of salary paid in cash. Salary has two components: base
salary and deferred salary.
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Summary of 2012 Program
Primary
Compensation| Compensation
Element Form Objectives Key Features
Base Salary | pixed cash payments, which are paid during the year on a bi-weekly basis. Attract and retain named | Base salary reflects the named executive's level of

X . responsibility and experience, as well as individual
executives by providing a | performance over time.

fixed level of current cash N
Base salary is capped at $500,000 for all of our

compensation. i . . K .
executive officers, including the named executives,
other than our Chief Executive Officer and Chief
Financial Officer.

Deferred Deferred salary is earned in bi-weekly installments over the course of the performance Fixed Deferred Salary
Salary year, and is paid in quarterly installments in March, June, September and December of : =
the following year. Retain named executives. | Treatment of earned but unpaid fixed deferred salary

on termination of employment is described belo
There are two elements of deferred salary: (1) fixed and (2) at-risk. The amount of up mat i P 'y ! ! W
under "Effect of Termination of Employment."
At-Risk Deferred Salary
Retain named executives | Equal to 30% of the named executive's total target
and provide incentives to |direct compensation, half of which is subject to

fixed deferred salary is fixed, while the amount of at-risk deferred salary may be

reduced based on corporate and individual performance.

named executives to reduction based on corporate performance and half of
achieve corporate and which is subject to reduction based on individual
individual performance | performance.

objectives.

The 2012 corporate objectives against which corporate
performance will be measured for the named
executives' 2012 at-risk deferred salary are described

below under "2012 Corporate Performance Objectives."

Treatment of earned but unpaid at-risk deferred salary
upon termination of employment is described below

under "Effect of Termination of Employment."

Effect of Termination of Employment. The treatment of deferred salary for 2012 and subsequent performance years upon the termination of a named
executive's employment for any reason other than for cause is as follows:

. Fixed Deferred Salary: The named executive would receive the earned but unpaid portion of his or her fixed deferred salary, reduced by 2% for each
full or partial month by which the named executive's termination precedes January 31,2014.

. At-Risk Deferred Salary: The named executive would receive the earned but unpaid portion of his or her at-risk deferred salary, subject to reduction
from the target level for corporate and individual performance.

All deferred salary paid following a named executive's termination of employment will be paid on the same quarterly schedule as if the named executive had
not terminated employment.

Compensation Recoupment Policy. Deferred salary is subject to the terms of our forfeiture and repayment provisions for executive officers. Our compensation
forfeiture and repayment provisions are described under "Other Executive Compensation Considerations —Compensation Recoupment Policy."
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2012 Corporate Performance Objectives

On March 8, 2012, FHFA directed us to implement the 2012 corporate performance objectives and related targets/measures set forth in the table below,
including the relative weighting of each objective. FHFA developed these objectives with input from management and the Board of Directors. The Board of
Directors authorized management to implement these corporate objectives. One-half of the named executives' 2012 at-risk deferred salary is subject to
reduction based on the company's performance against these objectives. FHFA will have the primary role in determining whether the company has achieved
these objectives, with advice from management and the Board of Directors.

Objectives Weightinﬁ Targets/Measures
1. Build a New Infrastructure 30%
¢ Continued progress on, or 15%
completion of, mortgage market
enhancement activities already
underway
¢ Loan-level Disclosure in ¢ Develop template for enhanced loan-level disclosures for single-family MBS that incorporates market standards and is
Mortgage-Backed Security consistent with maintaining liquidity in the to-be-announced market. Template to be submitted to FHFA by June 30, 2012.
(MBS)
¢ Uniform Mortgage Data *  Meet articulated Uniform Mortgage Data Program (UMDP) timetables as follows:
Program (UMDP) e Uniform Collateral Data Portal (UCDP) electronic appraisal submission requirement by March 19, 2012.
¢ Uniform Loan Delivery Data (ULDD) format loan delivery data by July 23,2012.
¢ Deliver new ULDD data point in compliance with SEC Rule 15Ga-1 by November 30, 2012.
¢ Notify market of optional ULDD data points, including those necessary to improve disclosure and for other business
uses in 2012.
* Notify market of servicing data standard, including data necessary to improve disclosure, and agree on timetable for data
collection to begin in 2013 by December 31,2012.
¢ Develop plans that leverage uniform appraisal data and ULDD for enhanced risk management by December 31, 2012.
e Cooperate with FHFA implementation of portal to accept electronic appraisals.
¢ Seller-Servicer Contract * Appropriate resource allocation to seller-servicer contract harmonization and commitment to targeted timetables as outlined in
Harmonization FHFA directive.

e Securitization Platform 10% |* Incollaboration with FHFA and the other Enterprise, develop and finalize a plan by December 31, 2012 for the design and
build of a single securitization platform that can serve both Enterprises and a post-conservatorship market with multiple future
issuers.

¢ Pooling and Servicing 5% ¢ Propose a model pooling and servicing agreement (PSA), collaborate with other Enterprise and FHFA on a specific proposal,

Agreements seek public comment, and produce final recommendations for standard Enterprise trust documentation by December 31, 2012.
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Objectives Weighting Targets/Measures
2. Contract the Enterprises dominant presence in the| 3¢,
marketplace while simplifying and shrinking
certain operations.
*  Work with FHFA to evaluate options for meeting 10%
conservatorship goals, including shifting
mortgage credit risk to private investors via
assessment of:
¢ Multifamily line of business ¢ Undertake a market analysis by December 31, 2012, of the viability of multifamily business operations without
government guarantees. Review the likely viability of these models operating on a stand-alone basis after
attracting private capital and adjusting pricing if needed.
¢ Investment assets and nonperforming loans e Perform analysis of investments portfolio as described in the strategic plan by the fourth quarter of 2012 and
make preparations for the competitive disposition of a pool of nonperforming assets by September 30, 2012.
¢ Review options with board of directors and FHFA and make appropriate recommendations for future actions.
¢ Implement plan agreed to by board and FHFA.
¢ Risk Sharing 10% |* Initiate risk sharing transactions by September 30,2012.
¢ Execute new risk sharing transactions beyond the traditional charter required mortgage insurance coverage.
* Propose timeline for continued growth in risk sharing through 2013.
e Pricing 10%
¢ Single-family Guarantee Fee Pricing ¢ Develop and begin implementing plan to increase guarantee fee pricing to more closely approximate the private
Increases sector.
¢ Set uniform pricing across loan sellers to extent practicable.
¢ Set plan to price for state law effects on ¢  Work with FHFA to develop appropriate risk-based pricing by state. State-level pricing grid to be completed by
mortgage credit losses given default August 31,2012.
3. Maintain foreclosure prevention activities and 20%
credit availability for new and refinanced
mortgages.
* Loss Mitigation through continued 10% |* Enhance transparency of servicer requirements around foreclosure timelines and compensatory fees and publish
implementation and enhancement of Servicer applicable announcements by September 30, 2012.
Alignment Initiative
¢ Short Sales ¢ Enhance short sales programs that include efforts to identify program obstacles that impact utilization by
June 30,2012. Applicable lender announcements to foreclosure alternatives by September 30, 2012.
¢ Deeds in Lieu and Deeds-for-Lease * Design, develop, or enhance deed in lieu and deed-for-lease programs that include efforts to identify and resolve
program obstacles that impact utilization by September 30, 2012. Applicable lender announcements to
foreclosure alternatives by December 31,2012.
¢ Real Estate Owned Sales 10% |* Implement, as needed, loans to facilitate real estate owned (REO) sales program by June 30,2012.
¢ Expand financing for small investors in REO properties by June 30, 2012.
¢ Initiate disposition pilot, either through financing or bulk sales, by September 30, 2012.
» Expand pilot programs and establish ongoing sales program, as agreed to with FHFA, during 2012.
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Objectives Weightingl Targets/Measures

4. Manage Efficiently in 20%
Support of
Conservatorship Goals

*  Conservatorship / Board 20% |* Work closely with FHFA toward concluding litigation associated with private label securities and whole loan repurchase claims, as
Priorities appropriate.

* Prioritize and manage Enterprise operations in support of conservatorship goals and board directions.

¢ Adapt to evolving conservatorship requirements.

¢ Collaborate fully with FHFA and, when requested, the other Enterprise.

¢ Actively seek and consider public input on conservatorship-related projects, as requested.

e Effectively identify, communicate, and remediate situations that create risk for the conservatorships or avoidable taxpayer losses.

* Ensure corporate governance procedures are maintained, including timely reporting to the board and adhering to board mandates and
expectations.

¢ Take steps to mitigate key person dependencies and maintain appropriate internal controls and risk management governance.

¢ Achieve milestones agreed to within the year with regard to accounting alignment.

2012 Program Compensation Amounts

The following table sets forth the components of 2012 salary on an annual basis for each of our named executives, other than Mr. Hisey, who is not covered
by the 2012 Program as he left the company in February 2012.

2012 Deferred Salary'"
2012 At-Risk
Total Salary
Name and Title Base Salary Rate Fixed (Target Amount) Target
Michael Williams $ 900,000 $ 2,880,000 $ 1,620000 $ 5,400,000
President and Chief Executive Officer
Susan McFarland 600,000 1,416,000 864,000 2,880,000
Executive Vice President and Chief Financial Officer
David Benson 500,000 1,264,000 756,000 2,520,000
Executive Vice President— Capital Markets
Terence Edwards 500,000 1,264,000 756,000 2,520,000
Executive Vice President— Credit Portfolio
Management
Timothy Mayopoulos 500,000 1,358,500 796,500 2,655,000

Executive Vice President, Chief Administrative
Officer, General Counsel and Corporate Secretary

(1) Fixed deferred salary is subject to partial forfeiture upon termination of employment before January 31, 2014. In addition, at-risk deferred salary is
subject to reduction based on corporate and individual performance. Fixed deferred salary and at-risk deferred salary are described in more detail above
under "Summary of 2012 Program."
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COMPENSATION COMMITTEE REPORT

The Compensation Committee of the Board of Directors of Fannie Mae has reviewed and discussed the Compensation Discussion and Analysis included in
this Form 10-K with management. Based on such review and discussions, the Compensation Committee has recommended to the Board of Directors that the
Compensation Discussion and Analysis be included in this Form 10-K.

Compensation Committee:

Brenda J. Gaines, Chair

Egbert L. J. Perry (member since November 2011)
Jonathan Plutzik

David H. Sidwell

COMPENSATION RISK ASSESSMENT

We conducted a risk assessment of our 2011 employee compensation policies and practices. In conducting this risk assessment, we reviewed, among other
things, our compensation plans, pay profiles, performance goals and performance appraisal management process. We also assessed whether policies,
procedures or other mitigating controls existed that would reduce the opportunity for excessive or inappropriate risk-taking within our compensation policies
and practices.

Based on the results of our risk assessment, we concluded that our 2011 employee compensation policies and practices do not create risks that are reasonably
likely to have a material adverse effect on the company. Several factors contributed to our conclusion, including:

« Payment of incentive compensation is based on the achievement of performance metrics that we have concluded do not encourage unnecessary or
excessive risk-taking. Our mix of multiple qualitative and quantitative performance metrics without undue emphasis on any one metric provides an
appropriate balance of incentives.

« Our extensive performance appraisal process ensures achievement of goals without encouraging executives or employees to take inappropriate risks.

o Although we have an all cash compensation program while under conservatorship, FHFA approval of our executive compensation arrangements and
our payment of most incentive payments over time, with a portion based on future performance, encourages appropriate decision-making.

¢ Our Board and Compensation Committee have an active and significant oversight role in compensation-related decisions, including approving the
company's overall compensation structure, determining whether corporate goals have been achieved and determining the overall funding level of the
pool for incentive awards, with final approval from FHFA.

o Deferred salary and incentive compensation for our executive officers are subject to the terms of a clawback policy.

« We have no pre-existing severance arrangements for our executive officers that would guarantee additional compensation when an executive leaves,
and there is no guarantee that an executive would receive payments of previously awarded deferred salary or long-term incentive compensation if an
executive's employment were terminated.
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COMPENSATION TABLES

Summary Compensation Table for 2011, 2010 and 2009

The following table shows summary compensation information for 2011, 2010 and 2009 for the named executives. The amounts shown in the "Long-Term
Incentive Awards and Other" sub-column of the "Non-Equity Incentive Plan Compensation" column are not comparable for 2009, 2010 and 2011 because of a
change to the company's compensation structure in 2010, as described in footnote 5 to the table.

Name and
Principal Position

Michael Williams
President and Chief
Executive Officer
Susan McFarland(g)
Executive Vice President
and Chief Financial Officer
David Hisey 4o
Executive Vice
President and Deputy
Chief Financial Officer
David Benson
Executive Vice
President— Capital
Markets
Terence Edwards
Executive Vice
President— Credit
Portfolio Management
Timothy Mayopoulos
Executive Vice President,
Chief Administrative
Officer, General Counsel and Corporate Secretary

Non-Equity
Incentive
Plan
Salary Compensation
® ®
Change in
Pension
Value and
Nonqualified
Deferred
Deferred Compensation All Other
Salary Deferred Long-Term
Bonus Salary Incentive Earnings Compensation Total
Base1 (Servicez- 5 (Performa‘{lce- Awardssalgd ; "

Year Salary( ) Based)( ) ($)( ) Based)( ) Other™® ($)( ) ($)( ) (&)
2011 900,000 1,550,000 — 1,317,500 1,491,000 1,268,300 11,300 6,538,100
2010 900,000 1,550,000 - 1,395,000 900,000 833,156 16,300 5,594,456
2009 860,523 2,867,200 - — 2,051,100 790,803 111,180 6,680,806
2011 288,462 766,667 900,000 651,667 218,906 — 94391 2,920,093
2011 425,000 522,500 — 444,125 498,225 156,625 17250 2,063,725
2010 408,654 522,500 - 470,250 325,000 130,600 15950 1,872,954
2009 441,347 1,045,000 - — 983,700 70,894 44,600 2,585,541
2011 500,000 684,834 - 582,108 820,553 299,704 15,500 2,902,699
2010 500,000 684,834 — 616,350 440,000 218,844 22250 24827278
2009 519231 1,369,667 — — 1,282,800 125,157 47815 3,344,670
2011 500,000 684,834 - 582,108 854,744 — 80,000 2,701,686
2010 500,000 684,834 — 616,350 420,000 — 54439 2275623
2011 500,000 734,834 — 624,608 952,149 — 80,000 2,891,591
2010 500,000 734,834 - 661,350 485,000 — 88,308 2,469,492
2009 439346 1,278,610 — — 842,601 — 87,138 2,647,695

(" Amounts shown in this sub-column consist of base salary paid during the year on a biweekly basis. Calendar year 2009 contained 27 biweekly pay
periods, rather than the usual 26 biweekly pay periods. As a result, salary amounts for 2009 reflect an additional biweekly pay period.

@ Amounts shown for 2010 and 2011 in this sub-column consist of the fixed, service-based portion of 2010 and 2011 deferred salary, which is 50% of the
total deferred salary target for the year. As described in footnote 4 below, the remaining portion of 2010 and 2011 deferred salary is included in the "Non-
Equity Incentive Plan Compensation" column because it is performance-based and the amount paid varies based on corporate performance for the year.
Deferred salary for 2011 will be paid in four equal installments in March, June, September and December 2012. These amounts generally will be paid
only if the named executive remains employed by us on the payment date. More information about deferred salary is presented in "Compensation
Discussion and Analysis—2011 Executive Compensation Program —Elements of 2011 Compensation Program." Amounts shown for 2009 in this
column consist of the entire amount of 2009 deferred salary, all of which was service-based.

We previously referred to deferred salary as "deferred pay" and reported this element of compensation under the "Bonus" column of this table. As
described above under "Compensation Discussion and Analysis—2011 Executive Compensation Program—Overview of Program Objectives and
Structure," we now refer to the deferred pay element of our compensation program as "deferred salary" to better reflect our view of the nature of this



3)

compensation element and at FHFA's direction to present our compensation information on a consistent basis with Freddie Mac. We have reclassified
amounts for 2010 and 2009 for consistency with this change in presentation.

As described in footnote 9 below, amounts shown for 2011 in the "Bonus" column consist of the first installment of Ms. McFarland's sign-on award

($900,000).
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Amount shown for 2010 and 2011 in this sub-column consist of the performance-based portion of 2010 and 2011 deferred salary, which were based on
corporate performance for the applicable year. The amount of 2011 deferred salary awarded to each named executive represented 85% of the target
amount of the performance-based portion of deferred salary. The amount of 2010 deferred salary awarded to each applicable named executive
represented 90% of the target amount of the performance-based portion of deferred salary. As noted in footnote 2, 2011 deferred salary will be paid in
four equal installments in March, June, September and December 2012. These amounts generally will be paid only if the named executive remains
employed by us on the payment date. More information about deferred salary is presented in "Compensation Discussion and Analysis—2011 Executive
Compensation Program— Elements of 2011 Compensation Program."

Amounts shown for 2011 in this sub-column are higher than the amounts shown for 2010, because 2011 amounts include the second installment of the
2010 long-term incentive award, and 2010 amounts do not include the second installment of the 2009 long-term incentive award. The second installment
of the 2010 long-term incentive award is reported as 2011 compensation because it was determined based on performance for both 2010 and 2011. The
second installment of the 2009 long-term incentive award was not included as 2010 compensation because it was determined based on performance for
2009 only, and therefore was reported as 2009 compensation.

For all of the named executives except for Ms. McFarland, amounts shown for 2011 in this sub-column consist of the following: (1) the first installment
of the 2011 long-term incentive award, which was based on corporate and individual performance for 2011; and (2) the second installment of the 2010
long-term incentive award, which was based on corporate and individual performance for both 2010 and 2011. As described in footnote 9 below,

Ms. McFarland joined the company in 2011 and therefore she did not receive a 2010 long-term incentive award. Accordingly, for Ms. McFarland, the
amount shown for 2011 in this sub-column consists only of the first installment of her 2011 long-term incentive award, which was prorated based on her
hire date.

The table below provides details on the amounts of each of these awards for each named executive:
2011 Long-term

Incentive Award 2010 Long-term
Incentive Award

Name (First Install t) (Second Installment)

Michael Williams $ 714,000 $ 777,000
Susan McFarland 218,906 —
David Hisey 229,950 268,275
David Benson 410,276 410,277
Terence Edwards 439,582 415,162
Timothy Mayopoulos 483,794 468,355

Both the first installment of the 2011 long-term incentive award and the second installment of the 2010 long-term incentive award were paid in February
2012. The second installment of the 2011 long-term incentive award will be determined and paid in the first quarter of 2013 based on corporate and
individual performance for both 2011 and 2012, and therefore is not included as 2011 compensation in this table. More information about long-term
incentive awards is presented in "Compensation Discussion and Analysis—2011 Executive Compensation Program—Elements of 2011 Compensation
Program."

Amounts shown for 2010 in this sub-column consist solely of the first installment of the 2010 long-term incentive award, which was based on corporate
and individual performance for 2010.

Amounts shown for 2009 in this sub-column consist of: (1) the 2009 long-term incentive award, which was based on corporate and individual
performance for 2009; and (2) for Messrs. Williams, Hisey and Benson, the performance-based portion of their 2008 Retention Program award, which
was based on 2009 corporate performance. Mr. Mayopoulos joined the company in 2009 and therefore did not receive a 2008 Retention Program award.
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The table below provides details on the amounts of each of these awards for each named executive who was employed by Fannie Mae in 2009:

2008 Retention
Program Award

2009 Long-term (Performance-
Name Incentive Award Based Portion)
Michael Williams $ 1,665,000 $ 386,100
David Hisey 657,000 326,700
David Benson 837,300 445,500
Timothy Mayopoulos 842,601 —

(@)

®)

The reported amounts represent change in pension value. We calculated these amounts using the same assumptions we use for financial reporting under
GAAP, using a discount rate of 4.95% at December 31, 2011. None of our named executives received above-market or preferential earnings on
nonqualified deferred compensation.

The discount rate used to determine pension value at December 31,2011 decreased by 70 basis points from the rate used at December 31,2010. Of the
$1,268,300 increase in pension value reported for Mr. Williams, $604,900 was attributable to changes in actuarial assumptions (primarily the reduction in
the discount rate noted above), $258,200 was attributable to financing cost, and $405,200 was attributable to amounts earned through his 2011 service.
Of the $156,625 increase in pension value reported for Mr. Hisey, $70,000 was attributable to changes in actuarial assumptions (primarily the reduction
in the discount rate noted above), $25,400 was attributable to financing cost, and $61,225 was attributable to amounts earned through his 2011 service.
Of the $299,704 increase in pension value reported for Mr. Benson, $118,700 was attributable to changes in actuarial assumptions (primarily the
reduction in the discount rate noted above), $43,100 was attributable to financing cost, and $137,904 was attributable to amounts earned through his 2011
service.

The table below shows more information about the amounts reported for 2011 in the "All Other Compensation" column, which consist of (1) company
contributions under our Retirement Savings Plan (401(k) Plan); (2) company credits to our Supplemental Retirement Savings Plan; (3) matching
charitable contributions under our matching charitable gifts program; and (4) relocation benefits provided to our new Chief Financial Officer.

Company
Company
Credits to
Contributions
to Supplemental
Charitable
Retirement Retirement
Savings Savings Award
Relocation

Name (401(k)) Plan Plan Programs Benefits
Michael Williams $ 7350 _ $ 3,950 _
Susan McFarland 19,600 $ 3,477 — $ 71,314
David Hisey 12,250 — 5,000 —
David Benson 12,250 — 3,250 —
Terence Edwards 19,600 60,400 — =
Timothy Mayopoulos 19,600 60,400 — —

©)

In accordance with SEC rules, amounts shown under "All Other Compensation" for 2011 do not include perquisites or personal benefits for a named
executive that, in the aggregate, amount to less than $10,000.

The amount shown in the "Relocation Benefits" column for Ms. McFarland consists of relocation benefits provided to her in 2011, which include costs
associated with finding and purchasing a new home and temporary living expenses such as housing expenses and other incidental living expenses. These
benefits were provided to Ms. McFarland as part of a relocation benefit of up to $100,000 that we agreed to provide to her in connection with her hire in
July 2011. This benefit expires in July 2012 in accordance with its terms. We calculated the incremental cost of providing Ms. McFarland's relocation
benefits based on actual cost (that is, the total amount of expenses incurred by us in providing the benefits), excluding $122 in fees and interest paid to
the relocation benefit administrator.

Amounts shown in the "Charitable Award Programs" column reflect gifts we made under our matching charitable gifts program, under which gifts made
by our employees and directors to Section 501(c)(3) charities are matched, up to an aggregate total of $5,000 in any calendar year.

Ms. McFarland joined Fannie Mae as our Chief Financial Officer on July 11,2011. Her annual base salary rate is $600,000. In addition to base salary, a
long-term incentive award and deferred salary, Ms. McFarland was awarded a

-27 -



Table of Contents

(10)

$1.7 million sign-on award in 2011, which is to be paid as follows: $900,000 in July 2011, $600,000 in the first quarter of 2012, and $200,000 in July
2012. Each of these payments is subject to repayment if Ms. McFarland leaves Fannie Mae within one year after the payment. Amounts shown for 2011
in the "Bonus" column for Ms. McFarland consist of the first installment of her sign-on award ($900,000). Amounts shown for 2011 in the "Non-Equity
Incentive Plan Compensation" column for Ms. McFarland consist of: (1) the first installment of her 2011 long-term incentive award, which was prorated
based on her hire date ($218,906); and (2) the performance-based portion of her 2011 deferred salary, which was not prorated ($651,667). Because she
joined the company in 2011, Ms. McFarland did not receive a 2010 long-term incentive award.

Mr. Hisey left the company in February 2012. Pursuant to his termination agreement with the company, he will receive all of his 2011 deferred salary on
the same payment dates as other deferred salary recipients. See "Potential Payments Upon Termination or Change-in-Control— Termination Agreement
with our Former Deputy Chief Financial Officer" for a description of this termination agreement.

Grants of Plan-Based Awards in 2011

The following table shows grants of awards made to the named executives during 2011 under our long-term incentive plan and deferred salary plan. The terms
of these long-term incentive and deferred salary awards are described above in "Compensation Discussion and Analysis—2011 Executive Compensation
Program — Elements of 2011 Compensation Program." Deferred salary amounts shown represent only the performance-based portion (50%) of the named
executives' 2011 deferred salary award.

Estimated Future Payouts Under

Non-Equity Incentive Plan Awards(z)

Threshold Target Maximum
Awarii

Name Type” ® ® ®
Michael Williams LTI — 2,000,000 —
s DS — 1,550,000 —
Susan McFarland® LTI — 508,493 —
@ DS — 766,667 —
David Hisey LTI — 730,000 —
DS — 522,500 —
David Benson LTI — 930,333 —
DS — 684,834 —
Terence Edwards LTI — 930,333 —
DS — 684,834 —
Timothy Mayopoulos LTI — 980,333 —
DS — 734,834 —

M

)

LTI indicates an award under our long-term incentive plan. DS indicates the corporate performance-based portion (50%) of the named executives' 2011
deferred salary award.

For awards under our long-term incentive plan, the amounts shown are the target amounts of the named executives' 2011 long-term incentive awards
established by our Board in 2011. The actual amount of the first installment (50%) of each named executive's 2011 long-term incentive award was
determined in 2012 based on 2011 performance against pre-established corporate goals and individual performance. The second installment (50%) of
each named executive's 2011 long-term incentive award will be determined in 2013 based on performance in 2011 and 2012 against pre-established
corporate goals and individual performance. No amounts are shown in the "Threshold" and "Maximum" columns because our long-term incentive plan
does not specify threshold or maximum payout amounts. Our Board has the discretion to pay awards in amounts below or above these target amounts,
subject to the approval of FHFA; however, the sum of the individual long-term incentive awards to all executive officers cannot exceed the overall
amount of the long-term incentive pool for our executive officers. The actual amounts of the first installment of the 2011 long-term incentive award
awarded by the Board and approved by FHFA for 2011 performance are included in the "Non-Equity Incentive Plan Compensation" column of the
"Summary Compensation Table for 2011, 2010 and 2009" and explained in footnote 6 to that table. The first installment of the long-term incentive award
was paid to the named executives in February 2012. The second installment of the long-term incentive award will be determined and paid in the first
quarter of 2013.
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For deferred salary awards, the amounts shown are the target amounts of the performance-based portion (50%) of the named executives' 2011 deferred
salary award. The actual amount of the performance-based portion of 2011 deferred salary was determined in 2012 based on 2011 performance against
pre-established corporate goals. No amounts are shown in the "Threshold" and "Maximum" columns because our deferred salary plan does not specify
threshold or maximum payout amounts. Our Board has the discretion to pay awards in amounts below or above these target amounts, subject to the
approval of FHFA. The actual amounts of the performance-based portion of 2011 deferred salary awarded by the Board and approved by FHFA for 2011
performance are included in the "Non-Equity Incentive Plan Compensation" column of the "Summary Compensation Table for 2011, 2010 and 2009 and
explained in footnote 4 to that table. The performance-based portion of 2011 deferred salary will be paid to the named executives in four equal quarterly
installments in March, June, September and December 2012.

Ms. McFarland joined the company in July 2011. Her 2011 long-term incentive award was prorated based on her hire date; the amount shown in this

table reflects the prorated amount. Her 2011 deferred salary was not prorated. See "Compensation Discussion and Analysis— Determination of 2011
Compensation—Compensation Arrangements with our Chief Financial Officer" for further information.

Mr. Hisey left the company in February 2012. Pursuant to his termination agreement with the company, he will receive all of his 2011 deferred salary on
the same payment dates as other deferred salary recipients. See "Potential Payments Upon Termination or Change-in-Control — Termination Agreement
with our Former Deputy Chief Financial Officer" for a description of this termination agreement.

3)

(C))

Outstanding Equity Awards at 2011 Fiscal Year-End

The following table shows outstanding stock option awards and unvested restricted stock held by the named executives as of December 31,2011. The market
value of stock awards shown in the table below is based on a per share price of $0.2012, which was the closing market price of our common stock on
December 30, 2011. As of December 30, 2011, the exercise prices of all of the outstanding options referenced in the table below were substantially higher
than the market price of our common stock.

(2)

Option Awards Stock Awards(z)
Market Value of
Number of Number
of Shares Shares or
Securities or Units
of Units of
Underlying
Unexercised Option Stock That Stock That
Award Grant Options (#) Exercise Option Have Not Have Not
Expiration
Name Type(l) Date Exercisable Price ($) Date Vested (#) Vested ($)
Michael Williams 0 1/21/2003 63,836 69.43 1/21/2013
(0] 1/23/2004 73,880 78.32 1/23/2014
RS 1/28/2008 37,189 7,482
Susan McFarland N/A
David Hisey 0 1/3/2005 10,000 7131 1/3/2015
RS 1/28/2008 7311 1471
David Benson (0] 6/3/2002 12,000 79.33 6/3/2012
0 6/3/2002 20,080 79.33 6/3/2012
(0] 1/21/2003 9,624 69.43 1/21/2013
(@) 1/23/2004 12,223 78.32 1/23/2014
RS 1/28/2008 5,986 1,204
Terence Edwards N/A
Timothy Mayopoulos N/A

M O indicates stock options and RS indicates restricted stock.

)

Except as otherwise indicated, all awards of options and restricted stock listed in this table vested in four equal annual installments beginning on the first

anniversary of the date of grant. Amounts reported in this table for restricted stock represent only the unvested portion of awards. Amounts reported in
this table for options represent only the unexercised portions of awards.
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©®  This option award had special vesting provisions: 3,860 options vested immediately upon grant, 9,080 vested on August 31,2002, 4,370 vested on
January 31,2003, 1,610 vested on January 31,2004 and 1,160 vested on January 31, 2005.

Option Exercises and Stock Vested in 2011

The following table shows information regarding vesting of restricted stock held by the named executives during 2011. We have calculated the value realized
on vesting by multiplying the number of shares of stock by the fair market value (based on the average of the high and low prices) of our common stock on
the vesting date. We have provided no information regarding stock option exercises because no named executives exercised stock options during 2011.

Stock Awards
Number of Shares
Value Realized on
Name Acquired on Vesting (#) Vesting ($)
Michael Williams 60,345 31,617
Susan McFarland _ _
David Hisey 11,333 5,931
David Benson 8,968 4,688
Terence Edwards _ _
Timothy Mayopoulos — —

Pension Benefits

Retirement Savings Plan

The Retirement Savings Plan is a defined contribution plan that includes a 401(k) before-tax feature, a regular after-tax feature and a Roth after-tax feature.
Under the plan, eligible employees may allocate investment balances to a variety of investment options. Subject to IRS limits for 401(k) plans, we match in
cash employee contributions up to 3% of base salary for employees who are grandfathered participants in our Retirement Plan and up to 6% of base salary and
eligible incentive compensation (which for the applicable named executives includes deferred salary under our executive compensation program in place for
2009 through 2011) for employees who are not grandfathered participants in our Retirement Plan. All non-grandfathered employees are 100% vested in our
matching contributions. Grandfathered employees receive benefits under the 3% of base salary matching program and are fully vested in our matching
contributions after five years of service. Messrs. Williams, Hisey and Benson are grandfathered employees under our Retirement Plan and therefore receive
benefits under the 3% matching program, while Ms. McFarland and Messrs. Edwards and Mayopoulos are non-grandfathered employees and therefore
receive benefits under the 6% matching program.

All regular employees, with the exception of those who participated in the Executive Pension Plan (which includes Mr. Williams), receive an additional 2%
contribution (based on base salary for grandfathered employees and on base salary and eligible incentive compensation for non-grandfathered employees)
from the company regardless of employee contributions to this plan. Participants are fully vested in this 2% contribution after three years of service.

Defined Benefit Pension Plans

Retirement Plan. Participation in the Retirement Plan has been frozen, and employees hired after December 31, 2007 and employees who did not satisfy the
age and service requirements to be grandfathered participants under the Retirement Plan do not earn benefits under the Retirement Plan. Prior to 2007,
participation in the Retirement Plan was generally available to employees. Participants are fully vested in the Retirement Plan when they complete five years
of credited service. Messrs. Williams, Hisey and Benson are the only named executives who participate in the Retirement Plan.

Under the Retirement Plan, normal retirement benefits are computed on a single life basis using a formula based on final average annual earnings and years of
credited service. For years of service after 1988, the pension formula is:

e 1'n% multiplied by final average annual earnings, plus
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e 1/2% multiplied by final average annual earnings over Social Security-covered compensation multiplied by years of credited service.

A different formula applies for years of service after 35 years. Final average annual earnings are average annual earnings in the participant's highest paid 36
consecutive calendar months during the participant's last 120 calendar months of employment. Earnings are base salary. Provisions of the Internal Revenue
Code of 1986, as amended, limit the amount of annual compensation that may be used for calculating pension benefits and the annual benefit that may be
paid. For 2011, the statutory compensation and benefit caps were $245,000 and $195,000, respectively. Early retirement under the Retirement Plan is
generally available at age 55. For employees who retire before age 65, benefits are reduced by stated percentages for each year that they are younger than 65.

Supplemental Pension Plan and 2003 Supplemental Pension Plan. The purpose of the Supplemental Pension Plan is to provide supplemental retirement
benefits to employees whose base salary exceeds the statutory compensation cap applicable to the Retirement Plan or whose benefit under the Retirement Plan
is limited by the statutory benefit cap applicable to the Retirement Plan. The purpose of the Supplemental Pension Plan of 2003 (the "2003 Supplemental
Pension Plan") is to provide additional benefits based on eligible incentive compensation not taken into account under the Retirement Plan or the
Supplemental Pension Plan. For executive officers, eligible incentive compensation includes Annual Incentive Plan bonuses, and awards under the 2008
Retention Program. Eligible incentive compensation for executive officers also includes deferred salary awards under our executive compensation program in
place for 2009 through 2011. For purposes of determining benefits under the 2003 Supplemental Pension Plan, the amount of an officer's eligible incentive
compensation taken into account is limited in the aggregate to 50% of the officer's base salary. Benefits under these plans vest at the same time as benefits
under the Retirement Plan, and benefits under these plans typically commence at the later of age 55 or separation from service. Messrs. Williams, Hisey and
Benson are the only named executives who participate in the Supplemental Pension Plan and the 2003 Supplemental Pension Plan.

In general, officers who are eligible to participate in the Executive Pension Plan receive the greater of their Executive Pension Plan benefits or combined
Supplemental Pension Plan and 2003 Supplemental Pension Plan benefits. However, for 2010 and 2011, Mr. Williams accrued benefits under the
Supplemental Pension Plan and the 2003 Supplemental Pension Plan that will not be offset by his Executive Pension Plan benefit. In light of its decision to
freeze Mr. Williams' benefit under the Executive Pension Plan, the Board adopted this change for 2010 and 2011, with the approval of FHFA, to provide
Mr. Williams a pension benefit for 2010 and 2011.

Executive Pension Plan. The Executive Pension Plan was designed to supplement the benefits payable under our tax-qualified defined benefit retirement
plan (the Federal National Mortgage Association Retirement Plan for Employees Not Covered Under Civil Service Retirement Law or "Retirement Plan").
Mr. Williams is the only named executive with a benefit under the Executive Pension Plan, and his benefit under the plan was frozen as of December 31,
2009. Because the Executive Pension Plan is frozen, Mr. Williams' compensation, years of service and Retirement Plan benefits earned for years after 2009
are not taken into account in determining his benefit under the Executive Pension Plan.

Executive Pension Plan benefits vested after ten years of participation in the plan, and Mr. Williams was 90% vested at the time the plan was frozen.

Mr. Williams' maximum annual pension benefit under the Executive Pension Plan, based on his status as 90% vested and a pension goal formula of 40%, is
36% of his average annual covered compensation earned for the years 2007, 2008 and 2009. Covered compensation is Mr. Williams' average annual base
salary, including deferred compensation, plus eligible incentive compensation. For this purpose, eligible incentive compensation is limited in the aggregate to
50% of Mr. Williams' base salary, and consists of Annual Incentive Plan cash bonuses and 2008 Retention Program awards. His payments under the
Executive Pension Plan are reduced by his Retirement Plan benefit determined as of December 31, 2009.

Early retirement is available under the plan at age 55, with a reduction in the plan benefit of 2% for each year between the year in which benefit payments
begin and the year in which the participant turns 60. The benefit payment for Mr. Williams is a monthly amount equal to 1/12th of his annual retirement
benefit payable during
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the lives of Mr. Williams and his surviving spouse. If he dies before receiving benefits under the Executive Pension Plan, his surviving spouse will be entitled
to a death benefit that begins when Mr. Williams would have reached age 55, based on his pension benefit at the date of death.

The table below shows the years of credited service and the present value of accumulated benefits for each named executive under our defined benefit pension
plans as of December 31,2011.

Pension Benefits for 2011

Number of
Years Present Value of
Credited Accumulated
Name Plan Name Service (#)(l) Benefit ($)(2)
Michael Williams Retirement Plan 21 644,087
Supplemental Pension Plan®” 21 536,623
2003 Supplemental Pension Plan” 21 317,590
Executive Pension Plan 9 3,874,631
Susan McFarland Not app]icable
David Hisey Retirement Plan 7 195,604
Supplemental Pension Plan 7 158,893
2003 Supplemental Pension Plan 7 169,429
David Benson Retirement Plan 10 271,283
Supplemental Pension Plan 10 311,674
2003 Supplemental Pension Plan 10 305,562
Terence Edwards Not appli(;able
Timothy Mayopoulos Not applicable

(€]

2

3)

Mr. Williams has fewer years of credited service under the Executive Pension Plan than under the Retirement Plan because he worked at Fannie Mae
prior to becoming a participant in the Executive Pension Plan. In addition, because benefit accruals under the Executive Pension Plan for years after 2009
were frozen, Mr. Williams' credited service under the Executive Pension Plan was frozen in 2009 at 9 years.

The present value for the Executive Pension Plan assumes that Mr. Williams will remain in service until age 60, the normal retirement age under the
Executive Pension Plan. The present value for the Retirement Plan, Supplemental Pension Plan and 2003 Supplemental Pension Plan assumes that the
named executives will remain in service until age 65, the normal retirement age under those plans. The values also assume that benefits under the
Executive Pension Plan will be paid in the form of a monthly annuity for Mr. Williams' life and that of Mr. Williams' surviving spouse, and benefits
under the Retirement Plan will be paid in the form of a single life monthly annuity for Mr. Williams' life. The postretirement mortality assumption is
based on the IRS prescribed mortality table for 2011 funding purposes. Under the terms of the 2003 Supplemental Pension Plan, the deferred salary
award for 2011 has been taken into account for the purpose of determining present value as of December 31, 2011. For additional information regarding
the calculation of present value and the assumptions underlying these amounts, see "Note 13, Employee Retirement Benefits" in the Original Filing.

In January 2012, Mr. Williams notified the company that he will step down from his position as President and Chief Executive Officer and as a member
of the Board of Directors when a new President and Chief Executive Officer is appointed. If Mr. Williams leaves the company prior to reaching the
normal retirement age for the Executive Pension Plan, Supplemental Pension Plan, 2003 Supplemental Pension Plan and Retirement Plan, the present
value of his accumulated benefits under these plans as of December 31,2011 will be different than the values shown in this table.

Mr. Hisey left the company in February 2012, which was prior to reaching the normal retirement age for the Supplemental Pension Plan, 2003
Supplemental Pension Plan and Retirement Plan. Accordingly, the present value of his accumulated benefits under these plans as of December 31, 2011
will be different than the values shown in this table.

The present value of accumulated benefit for Mr. Williams for the Supplemental Pension Plan and 2003 Supplemental Pension Plan shown in this table
reflects only the amounts accrued under these plans in 2010 and 2011. Although Mr. Williams has 21 years of credited service under the Supplemental
Pension Plan and 2003 Supplemental Pension Plan, as of December 31,2011, his benefit for years prior to 2010 under these plans is offset by the benefit
that he would receive upon his retirement under the Executive Pension Plan.
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Nonqualified Deferred Compensation

Our Supplemental Retirement Savings Plan is an unfunded, non-tax-qualified defined contribution plan for non-grandfathered employees. The Supplemental
Retirement Savings Plan is intended to supplement our Retirement Savings Plan, or 401(k) plan, by providing benefits to participants whose annual eligible
earnings exceed the IRS annual limit on eligible compensation for 401(k) plans (for 2011, the limit was $245,000). Ms. McFarland and Messrs. Edwards and
Mayopoulos are the named executives who participated in the Supplemental Retirement Savings Plan in 2011.

For 2011, we credited 8% of the eligible compensation for Ms. McFarland and Messrs. Edwards and Mayopoulos that exceeded the IRS annual limit for 2011.
Eligible compensation for Ms. McFarland and Messrs. Edwards and Mayopoulos consists of base salary plus any eligible incentive compensation (which
includes deferred salary under our executive compensation program in place for 2009 through 2011) earned for that year, up to a combined maximum of two
times base salary. The 8% credit consists of two parts: (1) a 2% credit that will vest after the participant has completed three years of service with us; and (2) a
6% credit that is immediately vested.

While the Supplemental Retirement Savings Plan is not funded, amounts credited on behalf of a participant under the Supplemental Retirement Savings Plan
are deemed to be invested in mutual fund investments similar to the investments offered under our 401(k) plan. Participants may change their investment
elections on a daily basis.

Amounts deferred under the Supplemental Retirement Savings Plan are payable to participants in the January or July following separation from service with
us, subject to a six month delay in payment for the 50 most highly-compensated officers. Participants may not withdraw amounts from the Supplemental
Retirement Savings Plan while they are employed by us.

The table below provides information on the nonqualified deferred compensation of the named executives for 2011.

Nongqualified Deferred Compensation for 2011

Executive Aggregate Aggregate
Company
Contributions Earnings in Aggregate Balance at
Contributions in
in Last Last Fiscal Withdrawals/ Last Fiscal
Last Fiscal Year
Name Fiscal Year ($) ($)(1) Year ($)(2) Distributions ($) Year-End ($)(3)
Michael Williams
2001 Special Stock Award™ = = (136) = 276
Susan McFarland
Supplemental Retirement Savings Plan — 3477 33 — 3,510
David Hisey — — — — —
David Benson — _ — _ _
Terence Edwards
Supplemental Retirement Savings Plan — 60,400 (1,941) — 90,207
Timothy Mayopoulos
Supplemental Retirement Savings Plan — 60,400 (3.838) — 121,271

@ All amounts reported in this column for Ms. McFarland and Messrs. Edwards and Mayopoulos as company contributions in the last fiscal year pursuant
to the Supplemental Retirement Savings Plan are also reported as 2011 compensation in the "All Other Compensation" column of the "Summary

Compensation Table for 2011, 2010 and 2009."

@ None of the earnings reported in this column are reported as 2011 compensation in the "Summary Compensation Table for 2011, 2010 and 2009"
because the earnings are neither above-market nor preferential.

& Amounts reported in this column for Mr. Edwards include company contributions in 2010 to the Supplemental Retirement Savings Plan of $30,339 that
are also reported as 2010 compensation in the "All Other Compensation" column of the "Summary Compensation Table for 2011, 2010 and 2009."

Amounts reported in this column for Mr. Mayopoulos include company contributions in 2010 and 2009 to the Supplemental Retirement Savings Plan of
$48,708 and $8,708, respectively, that are also reported as 2010 and 2009 compensation, respectively, in the "All Other Compensation" column of the
"Summary Compensation Table for 2011, 2010 and 2009."
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@ The Board previously approved a special stock award to officers for 2001 performance. On January 15,2002, Mr. Williams deferred until retirement
1,142 shares he received in connection with this award. Aggregate earnings on these shares reflect changes in stock price. Mr. Williams' number of
shares grew through the reinvestment of dividends prior to 2009 to 1,373 shares as of December 31, 2011. Fannie Mae has not paid dividends on
common stock since 2008.

Potential Payments upon Termination or Change-in-Control

The information below describes and quantifies certain compensation and benefits that may have become payable to each of our named executives under our
existing plans and arrangements if our named executive's employment had terminated on December 31, 2011, taking into account the named executive's
compensation and service levels as of that date and based on a per share price of $0.2012, which was the closing price of our common stock on December 30,
2011. The discussion below does not reflect retirement or deferred compensation benefits to which our named executives may be entitled, as these benefits are
described above under "Pension Benefits" and "Nonqualified Deferred Compensation." The information below also does not generally reflect compensation
and benefits available to all salaried employees upon termination of employment with us under similar circumstances. We are not obligated to provide any
additional compensation to our named executives in connection with a change-in-control.

As described above under "Compensation Discussion and Analysis—2012 Executive Compensation Program," FHFA has instituted a new executive
compensation program effective for 2012 named executive compensation that has different provisions for payments on termination of employment than what
are described below under "Potential Payments to Named Executives."

FHFA Must Approve Any Termination Benefits We Provide Named Executives

FHFA, as our regulator, must approve any termination benefits we offer our named executives. Moreover, as our conservator, FHFA has directed that our
Board consult with and obtain FHFA's consent before taking any action involving termination benefits for any officer at the executive vice president level and
above and other specified executives. In addition, as described below under "Potential Payments to Named Executives," any determination by the Board to
pay termination benefits to a named executive is subject to the approval of FHFA in consultation with Treasury.

Potential Payments to Named Executives

We have not entered into agreements with any of our named executives that would entitle the executive to severance benefits, other than the termination
agreement with Mr. Hisey described below under "Termination Agreement with our Former Deputy Chief Financial Officer." Below we discuss various
elements of compensation that may become payable in the event a named executive dies or retires, or that may be paid in the event his or her employment is
terminated by Fannie Mae. We then quantify the amounts that might have been paid to our named executives in these circumstances, in each case as of
December 31,2011.

o Deferred Salary and Long-Term Incentive Awards. In general, an executive officer, including our named executives, must continue to be employed to
receive payments of deferred salary or the long-term incentive award, and will forfeit any unpaid amounts upon termination of his or her employment.
Exceptions to this general rule apply in the case of an executive officer's death or retirement, and may apply in the event an executive officer's
employment is terminated by Fannie Mae other than for cause, as follows:

e Death. In the event an executive officer's employment is terminated due to his or her death, his or her estate will receive the remaining installment
payments of deferred salary for the prior year, as well as a pro rata portion of deferred salary for the current year, based on time worked during the
year. In addition, his or her estate will receive any remaining installment payment of a long-term incentive award for a completed performance year
and a pro rata portion of a long-term incentive award for the current performance year, based on time worked during the year; provided that the
executive officer was employed at least one complete calendar quarter during the current performance year.

e Retirement. If an executive officer retires from Fannie Mae at or after age 65 with at least 5 years of service, he or she will receive the remaining
installment payments of deferred salary for the prior year. In addition, he or she will receive any remaining installment payment of a long-term
incentive award for a completed performance year.
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o Termination by Fannie Mae. If Fannie Mae terminates an executive officer's employment other than for cause, the Board of Directors may
determine, subject to the approval of FHFA in consultation with Treasury, that he or she may receive certain unpaid deferred salary or long-term
incentive awards. The determination to pay amounts of unpaid deferred salary or long-term incentive awards is in the discretion of the Board of
Directors and FHFA; except for Mr. Hisey, the named executives do not have any contractual right or right under the terms of the deferred salary
plan or the long-term incentive plan to receive any unpaid deferred salary or long-term incentive awards in the event of a termination by Fannie
Mae. FHFA has advised us that, to the extent that it approves the payment of termination pay to an executive officer at the executive vice president
level or above, the maximum amount that it would approve would be limited to up to $1,000,000 of the executive's earned but unpaid deferred
salary. As described in more detail under "Termination Agreement with our Former Deputy Chief Financial Officer" below, we entered into a
termination agreement with Mr. Hisey in February 2012, pursuant to which he is entitled to receive his unpaid 2011 deferred salary.

In each case, for any portion of a long-term incentive award or any performance-based portion of a deferred salary award that has not been finally
determined, the award will be adjusted based on performance relative to the applicable performance goals and, in the case of a termination by Fannie
Mae, cannot exceed 100% of the target award. In addition, installment payments of the awards will be made on the original payment schedule, rather
than being provided in a lump sum. In the case of a termination by Fannie Mae, an executive officer must agree to the terms of a standard termination
agreement with the company in order to receive these post-termination of employment payments. More information about deferred salary and the long-
term incentive awards is provided above in "Compensation Discussion and Analysis—2011 Executive Compensation Program—Elements of 2011
Compensation Program."

o Stock Compensation Plans. Under the Fannie Mae Stock Compensation Plan of 2003, stock options, restricted stock and restricted stock units held by
our employees, including our named executives, fully vest upon the employee's death, total disability or retirement. Under both the Fannie Mae Stock
Compensation Plan of 2003 and the Fannie Mae Stock Compensation Plan of 1993, upon the occurrence of these events, or if an option holder leaves
our employment after age 55 with at least 5 years of service, the option holder, or the holder's estate in the case of death, can exercise any stock options
until the initial expiration date of the stock option, which is generally 10 years after the date of grant. For these purposes, "retirement" generally means
that the executive retires at or after age 60 with 5 years of service or age 65 (with no service requirement).

o Retiree Medical Benefits. We currently make certain retiree medical benefits available to our full-time employees who retire and meet certain age and
service requirements.

Potential Payments Upon Death

The table below shows the amounts that would have become payable if a named executive's employment had terminated on December 31,2011 as a result of
his or her death. The table below does not show any amounts that would have become payable if a named executive had retired on December 31,2011 since
as of that date none of the named executives had reached the minimum age required to receive any of these amounts upon his or her retirement.

Potential Payments Upon Death as of December 31, 2011(1)
2010 2011
Long-Term Long-Term
Restricted 2011 Incentive Incentive

Name Stock(z) Deferred Salaryts) Award(“) Award(s) Total
Michael Williams $ 7482  $ 2867500 $ 777,000  $ 714000 $ 4,365,982
Susan McFarland — 1,418,333 — 218,906 1,637,239
David Hisey 1471 966,625 268.275 229,950 1,466,321
David Benson 1,204 1,266,942 410,277 410,276 2,088,699
Terence Edwards — 1,266,942 415,162 439,582 2,121,686
Timothy Mayopoulos — 1,359,442 468,355 483,794 2,311,591
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@ The named executives would also have received the applicable amounts shown in the "Restricted Stock" column of this table in the event of their total

disability, but not the amounts shown under any other column.

@ These values are based on a per share price of $0.2012, which was the closing price of our common stock on December 30, 2011.

®  Assumes that each named executive would have received the 2011 deferred salary awarded to him or her, which is payable in March, June, September
and December 2012. Each named executive was awarded 92.5% of his or her target 2011 deferred salary (50% of deferred salary was based on corporate
performance, which the Compensation Committee determined would be paid at 85% of target, and the remaining 50% of deferred salary was service
based).

Assumes that each named executive, other than Ms. McFarland, would have received the second installment of his or her 2010 long-term incentive
award, which was determined and paid in February 2012. Ms. McFarland joined the company in 2011 and therefore did not receive a 2010 long-term
incentive award.

Assumes that each named executive would have received the first installment of his or her 2011 long-term incentive award, which was determined and
paid in February 2012. The named executives would not have received the second installment of the 2011 long-term incentive award in the event of their

death on December 31, 2011, because that installment will be determined in the first quarter of 2013 based on corporate and individual performance for
both 2011 and 2012.

(C))

)

Potential Payments Upon Termination Other Than For Cause

The table below shows the estimated maximum amounts that could have become payable to the named executive if his or her employment was terminated
other than for cause on December 31,2011. Except for Mr. Hisey, the named executives do not have any contractual right or right under the terms of the
deferred salary plan or the long-term incentive plan to receive any unpaid deferred salary or long-term incentive awards in the event of a termination by
Fannie Mae. Any amounts paid to the named executives if they are terminated other than for cause will be determined on a case-by-case basis in the discretion
of our Board of Directors and also subject to the approval of FHFA in consultation with Treasury. We therefore cannot make a reasonable estimate of the
amounts that would become payable in such cases. However, FHFA has advised us that, to the extent that it approves the payment of termination pay to an
executive officer at the executive vice president level or above, the maximum amount that it would approve would be limited to up to $1,000,000 of the
executive's earned but unpaid deferred salary. As described in more detail under "Termination Agreement with our Former Deputy Chief Financial Officer"
below, we entered into a termination agreement with Mr. Hisey in February 2012, pursuant to which he is entitled to receive his unpaid 2011 deferred salary.
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Maximum Potential Payments Upon Termination Other Than For Cause as of December 31, 2011

2011

Name Deferred Salary(l)

Michael Williams $ 1,000,000
Susan McFarland 1,000,000
David Hisey 966,625
David Benson 1,000,000
Terence Edwards 1,000,000
Timothy Mayopoulos 1,000,000

M Assumes that each named executive would have received up to $1,000,000 of the 2011 deferred salary awarded to him or her, which is payable in March,
June, September and December 2012. The actual amount of unpaid deferred salary a named executive would receive in the event his or her employment
is terminated would be in the discretion of our Board of Directors and also subject to the approval of FHFA in consultation with Treasury, and could
range from 0% to 100% of the amount shown in this column.

Termination Agreement with our Former Deputy Chief Financial Officer

Mr. Hisey left the company in February 2012. We entered into a termination agreement with Mr. Hisey in February 2012, the terms of which were approved
by FHFA. The agreement provides that Mr. Hisey will receive all of his corporate performance-adjusted 2011 deferred salary ($966,625), in four installments,
on the same payment dates as other deferred salary recipients, and that he may elect to receive outplacement services and a subsidy for up to 18 months of
medical and dental premiums if he elects COBRA continuation coverage. He will not receive the second installment of his 2011 long-term incentive award.

The termination agreement provides that Mr. Hisey may not solicit or accept employment with or act in any way, directly or indirectly, to solicit or obtain
employment or work for Freddie Mac for a period of 12 months following termination. Under the termination agreement, Mr. Hisey agreed to a general
release of the company from all claims relating to his employment with or termination from the company.

Director Compensation
Our non-management directors receive cash compensation pursuant to a program authorized by FHFA in November 2008. This compensation for the directors

is designed to be reasonable, appropriate and commensurate with the duties and responsibilities of their Board service.

The total 2011 compensation for our non-management directors is shown in the table below. Mr. Williams, our only director who also served as an employee
of Fannie Mae during 2011, was not entitled to receive any of the benefits provided to our non-management directors other than those provided under the
matching charitable gifts program, which is available to all of our employees.
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2011 Non-Employee Director Compensation Table

Fees Earned

or Paid All Other

in Cash Compensation Total
Name ® ®" ®)
Dennis R. Beresford 185,000 — 185,000
William Thomas Forrester 170,000 — 170,000
Brenda J. Gaines 180,000 — 180,000
Charlynn Goins 170,000 — 170,000
Frederick B. "Bart" Harvey III 168,694 — 168,694
Robert H. Herz® 92556 — 92,556
Philip A. Laskawy 290,000 — 290,000
Egbert L. J. Perry 160,000 — 160,000
Jonathan Plutzik 160,000 = 160,000
David H. Sidwell 173,750 — 173,750

(" "All Other Compensation" consists only of gifts we made or will make under our matching charitable gifts program. None of our non-employee directors
participated in this program in 2011. Our matching charitable gifts program is discussed in greater detail following this table.

@ Mr. Herz has been a Fannie Mae director since June 2011.
Compensation Arrangements for our Non-Management Directors

Our non-management directors receive a retainer at an annual rate of $160,000, with no meeting fees. Committee chairs and Audit Committee members
receive an additional retainer at an annual rate of $25,000 for the Audit Committee chair, $15,000 for the Risk Policy and Capital Committee chair and
$10,000 for all other committee chairs and each member of the Audit Committee. In recognition of the substantial amount of time and effort necessary to
fulfill the duties of non-executive Chairman of the Board, the annual retainer for our non-executive Chairman, Mr. Laskawy, is $290,000. Our directors
receive no equity compensation.

Additional Arrangements with our Non-Management Directors

Matching Charitable Gifts Program. To further our support for charitable giving, non-employee directors are able to participate in our corporate matching
gifts program on the same terms as our employees. Under this program, gifts made by employees and directors to Section 501(c)(3) charities are matched, up
to an aggregate total of $5,000 in any calendar year. None of our non-employee directors participated in this program in 2011.

Stock Ownership Guidelines for Directors. In January 2009, our Board eliminated our stock ownership requirements for directors and for senior officers in
light of the difficulty of meeting the requirements at current market prices and because we have ceased paying stock-based compensation.

Other Expenses. We also pay for or reimburse directors for out-of-pocket expenses incurred in connection with their service on the Board, including travel
to and from our meetings, accommodations, meals and training.
PART IV
Item 15. Exhibits, Financial Statement Schedules
(a) Documents filed as part of this report

1. Consolidated Financial Statements

The consolidated financial statements required to be filed in our annual report on Form 10-K are included on pages F-1 to F-134 of our Original Filing filed
on February 29, 2012.

2. Financial Statement Schedules

None.

3. Exhibits

An index to exhibits has been filed as part of this report beginning on page E-1 and is incorporated herein by reference.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its
behalf by the undersigned, thereunto duly authorized.

Federal National Mortgage Association

/s/ Michael J. Williams

Michael J. Williams
President and Chief Executive Officer
Date: March 9,2012
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4.1

42

43

44

4.5

4.6

4.7

4.8

49

4.10

4.11

4.12

4.13

4.14

4.15

INDEX TO EXHIBITS

Description

Fannie Mae Charter Act (12 U.S.C. § 1716 et seq.) as amended through July 30, 2008 (Incorporated by reference to Exhibit 3.1 to Fannie Mae's
Annual Report on Form 10-K for the year ended December 31, 2010, filed February 24, 2011)

Fannie Mae Bylaws, as amended through January 30, 2009 (Incorporated by reference to Exhibit 3.2 to Fannie Mae's Annual Report on Form 10-
K for the year ended December 31, 2008, filed February 26, 2009.)

Certificate of Designation of Terms of Fannie Mae Preferred Stock, Series D (Incorporated by reference to Exhibit 4.1 to Fannie Mae's
registration statement on Form 10, filed March 31, 2003.)

Certificate of Designation of Terms of Fannie Mae Preferred Stock, Series E (Incorporated by reference to Exhibit 4.2 to Fannie Mae's
registration statement on Form 10, filed March 31, 2003.)

Certificate of Designation of Terms of Fannie Mae Preferred Stock, Series F (Incorporated by reference to Exhibit 4.3 to Fannie Mae's
registration statement on Form 10, filed March 31, 2003.)

Certificate of Designation of Terms of Fannie Mae Preferred Stock, Series G (Incorporated by reference to Exhibit 4.4 to Fannie Mae's
registration statement on Form 10, filed March 31, 2003.)

Certificate of Designation of Terms of Fannie Mae Preferred Stock, Series H (Incorporated by reference to Exhibit 4.5 to Fannie Mae's
registration statement on Form 10, filed March 31, 2003.)

Certificate of Designation of Terms of Fannie Mae Preferred Stock, Series I (Incorporated by reference to Exhibit 4.6 to Fannie Mae's registration
statement on Form 10, filed March 31, 2003.)

Certificate of Designation of Terms of Fannie Mae Preferred Stock, Series L (Incorporated by reference to Exhibit 4.7 to Fannie Mae's Quarterly
Report on Form 10-Q, filed August 8, 2008.)

Certificate of Designation of Terms of Fannie Mae Preferred Stock, Series M (Incorporated by reference to Exhibit 4.8 to Fannie Mae's Quarterly
Report on Form 10-Q, filed August 8, 2008.)

Certificate of Designation of Terms of Fannie Mae Preferred Stock, Series N (Incorporated by reference to Exhibit 4.9 to Fannie Mae's Quarterly
Report on Form 10-Q, filed August 8, 2008.)

Certificate of Designation of Terms of Fannie Mae Non-Cumulative Convertible Preferred Stock, Series 2004-1(Incorporated by reference to
Exhibit 4.10 to Fannie Mae's Annual Report on Form 10-K for the year ended December 31, 2009, filed February 26, 2010.)

Certificate of Designation of Terms of Fannie Mae Preferred Stock, Series O (Incorporated by reference to Exhibit 4.11 to Fannie Mae's Annual
Report on Form 10-K for the year ended December 31, 2009, filed February 26, 2010.)

Certificate of Designation of Terms of Fannie Mae Preferred Stock, Series P (Incorporated by reference to Exhibit 4.1 to Fannie Mae's Current
Report on Form 8-K, filed September 28, 2007.)

Certificate of Designation of Terms of Fannie Mae Preferred Stock, Series Q (Incorporated by reference to Exhibit 4.1 to Fannie Mae's Current
Report on Form 8-K, filed October 5, 2007.)

Certificate of Designation of Terms of Fannie Mae Preferred Stock, Series R (Incorporated by reference to Exhibit 4.1 to Fannie Mae's Current
Report on Form 8-K, filed November 21, 2007.)

Certificate of Designation of Terms of Fannie Mae Preferred Stock, Series S (Incorporated by reference to Exhibit 4.1 to Fannie Mae's Current
Report on Form 8-K, filed December 11, 2007.)
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4.18

4.19

4.20

421

10.1

10.2

10.3

104

10.5

10.6

10.7

10.8

Description

Certificate of Designation of Terms of Fannie Mae Preferred Stock, Series T (Incorporated by reference to Exhibit 4.1 to Fannie Mae's Current
Report on Form 8-K, filed May 19, 2008.)

Certificate of Designation of Terms of Variable Liquidation Preference Senior Preferred Stock, Series 2008-2 (Incorporated by reference to
Exhibit 4.2 to Fannie Mae's Current Report on Form 8-K, filed September 11, 2008.)

Warrant to Purchase Common Stock, dated September 7, 2008 (Incorporated by reference to Exhibit 4.3 to Fannie Mae's Current Report on
Form 8-K, filed September 11, 2008.)

Amended and Restated Senior Preferred Stock Purchase Agreement, dated as of September 26, 2008, between the United States Department of
the Treasury and Federal National Mortgage Association, acting through the Federal Housing Finance Agency as its duly appointed conservator
(Incorporated by reference to Exhibit 4.1 to Fannie Mae's Current Report on Form 8-K, filed October 2, 2008.)

Amendment to Amended and Restated Senior Preferred Stock Purchase Agreement, dated as of May 6, 2009, between the United States
Department of the Treasury and Federal National Mortgage Association, acting through the Federal Housing Finance Agency as its duly
appointed conservator (Incorporated by reference to Exhibit 4.21 to Fannie Mae's Quarterly Report on Form 10-Q, filed May 8, 2009.)

Second Amendment to Amended and Restated Senior Preferred Stock Purchase Agreement, dated as of December 24, 2009, between the United
States Department of the Treasury and Federal National Mortgage Association, acting through the Federal Housing Finance Agency as its duly
appointed conservator (Incorporated by reference to Exhibit 4.1 to Fannie Mae's Current Report on Form 8-K, filed December 30, 2009.)
Fannie Mae's Elective Deferred Compensation Plan, as amended effective November 15, 20047 (Incorporated by reference to Exhibit 10.21 to
Fannie Mae's Annual Report on Form 10-K for the year ended December 31, 2007, filed February 27, 2008.)

Amendment to Fannie Mae Elective Deferred Compensation Plan I, effective October 27, 2008+ (Incorporated by reference to Exhibit 10.7 to
Fannie Mae's Annual Report on Form 10-K for the year ended December 31, 2008, filed February 26, 2009.)

Fannie Mae Elective Deferred Compensation Plan IT1 (Incorporated by reference to Exhibit 10.7 to Fannie Mae's Annual Report on Form 10-K
for the year ended December 31, 2007, filed February 27, 2008.)

Amendment to Fannie Mae Elective Deferred Compensation Plan II, effective April 29, 2008 (Incorporated by reference to Exhibit 10.1 to
Fannie Mae's Quarterly Report on Form 10-Q, filed August 8, 2008.)

Amendment to Fannie Mae Elective Deferred Compensation Plan 11, effective October 27, 20087 (Incorporated by reference to Exhibit 10.10 to
Fannie Mae's Annual Report on Form 10-K for the year ended December 31, 2008, filed February 26, 2009.)

Compensation Repayment Provisions{ (Incorporated by reference to Exhibit 99.1 to Fannie Mae's Current Report on Form 8-K, filed
December 24, 2009.)

Long-Term Incentive Plan, effective December 16, 2009 (Incorporated by reference to Exhibit 10.9 to Fannie Mae's Annual Report on Form 10-
K for the year ended December 31,2009, filed February 26, 2010.)

Deferred Pay Plan, effective December 16, 2009+ (Incorporated by reference to Exhibit 10.10 to Fannie Mae's Annual Report on Form 10-K for
the year ended December 31, 2009, filed February 26, 2010.)
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10.9

10.10

10.11

10.12

10.13

10.14

10.15

10.16

10.17

10.18

10.19

10.20

10.21

10.22

Description

Fannie Mae Form of Indemnification Agreement for directors and officers of Fannie Mae (Incorporated by reference to Exhibit 10.15 to Fannie
Mae's Annual Report on Form 10-K for the year ended December 31, 2008, filed February 26, 2009.)

Federal National Mortgage Association Supplemental Pension Plan, as amended November 20, 20077 (Incorporated by reference to

Exhibit 10.10 to Fannie Mae's Annual Report on Form 10-K for the year ended December 31, 2007, filed February 27, 2008.)

Amendment to Fannie Mae Supplemental Pension Plan for Internal Revenue Code Section 409A, effective January 1,2009+ (Incorporated by
reference to Exhibit 10.11 to Fannie Mae's Annual Report on Form 10-K for the year ended December 31, 2007, filed February 27, 2008.)
Amendment to Fannie Mae Supplemental Pension Plan, executed December 22, 2008+ (Incorporated by reference to Exhibit 10.18 to Fannie
Mae's Annual Report on Form 10-K for the year ended December 31, 2008, filed February 26, 2009.)

Fannie Mae Supplemental Pension Plan of 2003, as amended November 20, 2007 (Incorporated by reference to Exhibit 10.12 to Fannie Mae's
Annual Report on Form 10-K for the year ended December 31, 2007, filed February 27, 2008.)

Amendment to Fannie Mae Supplemental Pension Plan of 2003 for Internal Revenue Code Section 409A, effective January 1, 20091
(Incorporated by reference to Exhibit 10.13 to Fannie Mae's Annual Report on Form 10-K for the year ended December 31, 2007, filed
February 27, 2008.)

Amendment to Fannie Mae Supplemental Pension Plan of 2003 for Internal Revenue Code Section 409A, adopted December 22, 2008+
(Incorporated by reference to Exhibit 10.21 to Fannie Mae's Annual Report on Form 10-K for the year ended December 31, 2008, filed
February 26, 2009.)

Amendment to Fannie Mae Supplement Pension Plan of 2003, effective May 14,2010+ (Incorporated by reference to Exhibit 10.1 to Fannie
Mae's Quarterly Report on Form 10-Q, filed August 5, 2010.)

Executive Pension Plan of the Federal National Mortgage Association as amended and restated{ (Incorporated by reference to Exhibit 10.10 to
Fannie Mae's registration statement on Form 10, filed March 31, 2003)

Amendment to the Executive Pension Plan of the Federal National Mortgage Association, as amended and restated, effective March 1, 20071
(Incorporated by reference to Exhibit 10.20 to Fannie Mae's Annual Report on Form 10-K for the year ended December 31, 2005, filed May 2,
2007.)

Amendment to Fannie Mae Executive Pension Plan, effective November 20, 2007 (Incorporated by reference to Exhibit 10.16 to Fannie Mae's
Annual Report on Form 10-K for the year ended December 31, 2007, filed February 27, 2008.)

Amendment to the Executive Pension Plan of the Federal National Mortgage Association, effective January 1,2008+ (Incorporated by reference
to Exhibit 10.25 to Fannie Mae's Annual Report on Form 10-K for the year ended December 31, 2008, filed February 26, 2009.)

Amendment to the Executive Pension Plan of the Federal National Mortgage Association, effective December 16, 20097 (Incorporated by
reference to Exhibit 10.23 to Fannie Mae's Annual Report on Form 10-K for the year ended December 31, 2009, filed February 26,2010.)
Amendment to the Executive Pension Plan of the Federal National Mortgage Association, effective January 1,2010+ (Incorporated by reference
to Exhibit 10.22 to Fannie Mae's Annual Report on Form 10-K for the year ended December 31, 2010, filed February 24,2011.)
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10.23

10.24

10.25

10.26

10.27

10.28

10.29

10.30

10.31

10.32

10.33

10.34

10.35

10.36

10.37

Description

Fannie Mae Annual Incentive Plan, as amended December 10, 2007 (Incorporated by reference to Exhibit 10.17 to Fannie Mae's Annual
Report on Form 10-K for the year ended December 31, 2007, filed February 27, 2008.)

Fannie Mae Stock Compensation Plan of 2003, as amended through December 14, 2007 (Incorporated by reference to Exhibit 10.18 to Fannie
Mae's Annual Report on Form 10-K for the year ended December 31, 2007, filed February 27, 2008.)

Amendment to Fannie Mae Stock Compensation Plan of 2003, as amended, for Internal Revenue Code Section 409A, adopted December 22,
20087 (Incorporated by reference to Exhibit 10.28 to Fannie Mae's Annual Report on Form 10-K for the year ended December 31, 2008, filed
February 26, 2009.)

Fannie Mae Stock Compensation Plan of 19937 (Incorporated by reference to Exhibit 10.26 to Fannie Mae's Annual Report on Form 10-K for
the year ended December 31, 2011, filed February 29, 2012.)

2009 Amendment to Fannie Mae Stock Compensation Plans of 1993 and 20037 (Incorporated by reference to Exhibit 10.1 to Fannie Mae's
Quarterly Report on Form 10-Q, filed November 5, 2009.)

Fannie Mae Procedures for Deferral and Diversification of Awards, as amended effective December 10, 20077 (Incorporated by reference to
Exhibit 10.30 to Fannie Mae's Annual Report on Form 10-K for the year ended December 31, 2008, filed February 26, 2009.)

Fannie Mae Supplemental Retirement Savings Plan, as amended through April 29, 20087 (Incorporated by reference to Exhibit 10.2 to Fannie
Mae's Quarterly Report on Form 10-Q, filed August 8, 2008.)

Amendment to Fannie Mae Supplemental Retirement Savings Plan, effective October 8, 20087 (Incorporated by reference to Exhibit 10.32 to
Fannie Mae's Annual Report on Form 10-K for the year ended December 31, 2008, filed February 26, 2009.)

Amendment to Fannie Mae Supplemental Retirement Savings Plan, effective May 14, 2010} (Incorporated by reference to Exhibit 10.2 to
Fannie Mae's Quarterly Report on Form 10-Q, filed August 5,2010.)

Form of Nonqualified Stock Option Grant Award Documentt (Incorporated by reference to Exhibit 10.33 to Fannie Mae's Annual Report on
Form 10-K for the year ended December 31, 2009, filed February 26, 2010.)

Form of Restricted Stock Award Documentt (Incorporated by reference to Exhibit 10.33 to Fannie Mae's Annual Report on Form 10-K for the
year ended December 31,2011, filed February 29, 2012.)

Form of Restricted Stock Units Award Document adopted January 23, 20087 (Incorporated by

reference to Exhibit 10.27 to Fannie Mae's Annual Report on Form 10-K for the year ended

December 31,2007, filed February 27, 2008.)

Form of Restricted Stock Units Award Documentf (Incorporated by reference to Exhibit 10.35 to Fannie Mae's Annual Report on Form 10-K
for the year ended December 31, 2011, filed February 29, 2012.)

Amended and Restated Senior Preferred Stock Purchase Agreement, dated as of September 26, 2008, between the United States Department of
the Treasury and Federal National Mortgage Association, acting through the Federal Housing Finance Agency as its duly appointed conservator
(Incorporated by reference Exhibit 4.1 to Fannie Mae's Current Report on Form 8-K, filed October 2, 2008.)

Amendment to Amended and Restated Senior Preferred Stock Purchase Agreement, dated as of May 6, 2009, between the United States
Department of the Treasury and Federal National Mortgage Association, acting through the Federal Housing Finance Agency as its duly
appointed conservator (Incorporated by reference to Exhibit 4.21 to Fannie Mae's Quarterly Report on Form 10-Q, filed May 8, 2009.)
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10.38

10.39

10.40

1041

10.42

12.1

12.2

31.1

312

313

314

321

322

Description
Second Amendment to Amended and Restated Senior Preferred Stock Purchase Agreement, dated as of December 24, 2009, between the United
States Department of the Treasury and Federal National Mortgage Association, acting through the Federal Housing Finance Agency as its duly
appointed conservator (Incorporated by reference to Exhibit 4.1 to Fannie Mae's Current Report on Form 8-K, filed December 30, 2009.)
Letters, dated September 1, 2005, setting forth an agreement between Fannie Mae and OFHEO (Incorporated by reference to Exhibit 10.39 to
Fannie Mae's Annual Report on Form 10-K for the year ended December 31, 2011, filed February 29, 2012.)
Letter Agreement between Fannie Mae and Timothy J. Mayopoulos, dated March 9, 20097 (Incorporated by reference to Exhibit 10.44 to Fannie
Mae's Annual Report on Form 10-K for the year ended December 31, 2009, filed February 26, 2010.)
Memorandum of Understanding among the Department of the Treasury, the Federal Housing Finance Agency, the Federal National Mortgage
Association, and the Federal Home Loan Mortgage Corporation, dated October 19, 2009 (Incorporated by reference to Exhibit 99.1 to Fannie
Mae's Current Report on Form 8-K, filed October 23, 2009.)
Omnibus Consent to HFA Initiative Program Modifications among the Department of Treasury, the Federal Housing Finance Agency, Federal
National Mortgage Association, and Federal Home Loan Mortgage Corporation, dated November 23, 2011 (Incorporated by reference to
Exhibit 10.42 to Fannie Mae's Annual Report on Form 10-K for the year ended December 31, 2011, filed February 29, 2012.)
Statement re: computation of ratio of earnings to fixed charges (Incorporated by reference to Exhibit 12.1 to Fannie Mae's Annual Report on
Form 10-K for the year ended December 31, 2011, filed February 29, 2012.)
Statement re: computation of ratio of earnings to combined fixed charges and preferred stock dividends and issuance cost at redemption
(Incorporated by reference to Exhibit 12.2 to Fannie Mae's Annual Report on Form 10-K for the year ended December 31, 2011, filed
February 29,2012.)
Certification of Chief Executive Officer pursuant to Securities Exchange Act Rule 13a-14(a) (Incorporated by reference to Exhibit 31.1 to
Fannie Mae's Annual Report on Form 10-K for the year ended December 31, 2011, filed February 29, 2012.)
Certification of Chief Financial Officer pursuant to Securities Exchange Act Rule 13a-14(a) (Incorporated by reference to Exhibit 31.2 to Fannie
Mae's Annual Report on Form 10-K for the year ended December 31, 2011, filed February 29,2012.)
Certification of Chief Executive Officer pursuant to Securities Exchange Act Rule 13a-14(a) with respect to this Amendment No. 1 on Form 10-
K/A
Certification of Chief Financial Officer pursuant to Securities Exchange Act Rule 13a-14(a) with respect to this Amendment No. 1 on Form 10-
K/A
Certification of Chief Executive Officer pursuant to 18 U.S.C. Section 1350 (Incorporated by reference to Exhibit 32.1 to Fannie Mae's Annual
Report on Form 10-K for the year ended December 31, 2011, filed February 29,2012.)
Certification of Chief Financial Officer pursuant to 18 U.S.C. Section 1350 (Incorporated by reference to Exhibit 32.2 to Fannie Mae's Annual
Report on Form 10-K for the year ended December 31, 2011, filed February 29, 2012.)
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101.INS
101. SCH
101. DEF
101. LAB

101. PRE

Description
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PART I

This Annual Report on Form 10-K includes forward-looking statements that are based on current expectations and
are subject to significant risks and uncertainties. These forward-looking statements are made as of the date of this
Form 10-K and we undertake no obligation to update any forward-looking statement to reflect events or circumstances
after the date of this Form 10-K. Actual results might differ significantly from those described in or implied by such
statements due to various factors and uncertainties, including those described in “BUSINESS — Forward-Looking
Statements,” and “RISK FACTORS” in this Form 10-K.

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

ITEM 1. BUSINESS

Conservatorship

We continue to operate under the direction of FHFA, as our Conservator. We are also subject to certain constraints on
our business activities imposed by Treasury due to the terms of, and Treasury’s rights under, the Purchase Agreement. We
are dependent upon the continued support of Treasury and FHFA in order to continue operating our business. Our ability
to access funds from Treasury under the Purchase Agreement is critical to keeping us solvent and avoiding the
appointment of a receiver by FHFA under statutory mandatory receivership provisions. The conservatorship and related
matters have had a wide-ranging impact on us, including our regulatory supervision, management, business, financial
condition, and results of operations.

As our Conservator, FHFA succeeded to all rights, titles, powers and privileges of Freddie Mac, and of any
stockholder, officer or director thereof, with respect to the company and its assets. FHFA, as Conservator, has directed and
will continue to direct certain of our business activities and strategies. FHFA has delegated certain authority to our Board
of Directors to oversee, and to management to conduct, day-to-day operations. The directors serve on behalf of, and
exercise authority as directed by, the Conservator.

There is significant uncertainty as to whether or when we will emerge from conservatorship, as it has no specified
termination date, and as to what changes may occur to our business structure during or following conservatorship,
including whether we will continue to exist. We are not aware of any current plans of our Conservator to significantly
change our business model or capital structure in the near-term. Our future structure and role will be determined by the
Administration and Congress, and there are likely to be significant changes beyond the near-term. We have no ability to
predict the outcome of these deliberations.

A number of bills have been introduced in Congress that would bring about changes in the business model of Freddie
Mac and Fannie Mae. In addition, on February 11, 2011, the Administration delivered a report to Congress that lays out
the Administration’s plan to reform the U.S. housing finance market, including options for structuring the government’s
long-term role in a housing finance system in which the private sector is the dominant provider of mortgage credit. The
report recommends winding down Freddie Mac and Fannie Mae, and states that the Administration will work with FHFA
to determine the best way to responsibly reduce the role of Freddie Mac and Fannie Mae in the market and ultimately
wind down both institutions. The report states that these efforts must be undertaken at a deliberate pace, which takes into
account the impact that these changes will have on borrowers and the housing market.

The report states that the government is committed to ensuring that Freddie Mac and Fannie Mae have sufficient
capital to perform under any guarantees issued now or in the future and the ability to meet any of their debt obligations,
and further states that the Administration will not pursue policies or reforms in a way that would impair the ability of
Freddie Mac and Fannie Mae to honor their obligations. The report states the Administration’s belief that under the
companies’ senior preferred stock purchase agreements with Treasury, there is sufficient funding to ensure the orderly and
deliberate wind down of Freddie Mac and Fannie Mae, as described in the Administration’s plan.

On February 2, 2012, the Administration announced that it expects to provide more detail concerning approaches to
reform the U.S. housing finance market in the spring, and that it plans to begin exploring options for legislation more
intensively with Congress. On February 21, 2012, FHFA sent to Congress a strategic plan for the next phase of the
conservatorships of Freddie Mac and Fannie Mae. For more information on current legislative and regulatory initiatives,
see ‘“Regulation and Supervision — Legislative and Regulatory Developments.”

Our business objectives and strategies have in some cases been altered since we were placed into conservatorship,
and may continue to change. Based on our charter, other legislation, public statements from Treasury and FHFA officials,
and guidance and directives from our Conservator, we have a variety of different, and potentially competing, objectives.
Certain changes to our business objectives and strategies are designed to provide support for the mortgage market in a
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manner that serves our public mission and other non-financial objectives. However, these changes to our business
objectives and strategies may not contribute to our profitability. Some of these changes increase our expenses, while
others require us to forego revenue opportunities in the near-term. In addition, the objectives set forth for us under our
charter and by our Conservator, as well as the restrictions on our business under the Purchase Agreement, have adversely
impacted and may continue to adversely impact our financial results, including our segment results. For example, our
current business objectives reflect, in part, direction given to us by the Conservator. These efforts are expected to help
homeowners and the mortgage market and may help to mitigate future credit losses. However, some of our activities are
expected to have an adverse impact on our near- and long-term financial results. The Conservator and Treasury also did
not authorize us to engage in certain business activities and transactions, including the purchase or sale of certain assets,
which we believe might have had a beneficial impact on our results of operations or financial condition, if executed. Our
inability to execute such transactions may adversely affect our profitability, and thus contribute to our need to draw
additional funds under the Purchase Agreement.

We had a net worth deficit of $146 million as of December 31, 2011, and, as a result, FHFA, as Conservator, will
submit a draw request, on our behalf, to Treasury under the Purchase Agreement in the amount of $146 million. Upon
funding of the draw request: (a) our aggregate liquidation preference on the senior preferred stock owned by Treasury will
increase to $72.3 billion; and (b) the corresponding annual cash dividend owed to Treasury will increase to $7.23 billion.
Under the Purchase Agreement, our ability to repay the liquidation preference of the senior preferred stock is limited and
we will not be able to do so for the foreseeable future, if at all. The aggregate liquidation preference of the senior
preferred stock and our related dividend obligations will increase further if we receive additional draws under the
Purchase Agreement or if any dividends or quarterly commitment fees payable under the Purchase Agreement are not paid
in cash. The amounts we are obligated to pay in dividends on the senior preferred stock are substantial and will have an
adverse impact on our financial position and net worth. We expect to make additional draws under the Purchase
Agreement in future periods.

Our annual dividend obligation on the senior preferred stock exceeds our annual historical earnings in all but one
period. Although we may experience period-to-period variability in earnings and comprehensive income, it is unlikely that
we will regularly generate net income or comprehensive income in excess of our annual dividends payable to Treasury. As
a result, there is significant uncertainty as to our long-term financial sustainability. Continued cash payment of senior
preferred dividends, combined with potentially substantial quarterly commitment fees payable to Treasury under the
Purchase Agreement, will have an adverse impact on our future financial condition and net worth. The payment of
dividends on our senior preferred stock in cash reduces our net worth. For periods in which our earnings and other
changes in equity do not result in positive net worth, draws under the Purchase Agreement effectively fund the cash
payment of senior preferred dividends to Treasury.

For more information on our current business objectives, see “Executive Summary — Our Primary Business
Objectives.” For more information on the conservatorship and government support for our business, see “Executive
Summary — Government Support for Our Business” and “Conservatorship and Related Matters.”

Executive Summary

You should read this Executive Summary in conjunction with our MD&A and consolidated financial statements and
related notes for the year ended December 31, 201 1.

Overview

Freddie Mac is a GSE chartered by Congress in 1970 with a public mission to provide liquidity, stability, and
affordability to the U.S. housing market. We have maintained a consistent market presence since our inception, providing
mortgage liquidity in a wide range of economic environments. During the worst housing and financial crisis since the
Great Depression, we are working to support the recovery of the housing market and the nation’s economy by providing
essential liquidity to the mortgage market and helping to stem the rate of foreclosures. We believe our actions are helping
communities across the country by providing America’s families with access to mortgage funding at low rates while
helping distressed borrowers keep their homes and avoid foreclosure, where feasible.

Summary of Financial Results

Our financial performance in 2011 was impacted by the ongoing weakness in the economy, including in the
mortgage market, and by a significant reduction in long-term interest rates and changes in OAS levels. Our total
comprehensive income (loss) was $(1.2) billion and $282 million for 2011 and 2010, respectively, consisting of:
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(a) $5.3 billion and $14.0 billion of net loss, respectively; and (b) $4.0 billion and $14.3 billion of total other
comprehensive income, respectively.

Our total equity (deficit) was $(146) million at December 31, 2011, reflecting our total comprehensive income of
$1.5 billion for the fourth quarter of 2011 and our dividend payment of $1.7 billion on our senior preferred stock on
December 30, 2011. To address our deficit in net worth, FHFA, as Conservator, will submit a draw request on our behalf
to Treasury under the Purchase Agreement for $146 million. Following receipt of the draw, the aggregate liquidation
preference on the senior preferred stock owned by Treasury will increase to $72.3 billion.

During 2011, we paid cash dividends to Treasury of $6.5 billion on our senior preferred stock. We received cash
proceeds of $8.0 billion from draws under Treasury’s funding commitment during 2011 related to quarterly deficits in
equity at December 31, 2010, June 30, 2011, and September 30, 2011.

Our Primary Business Objectives

Under conservatorship, we are focused on the following primary business objectives: (a) meeting the needs of the
U.S. residential mortgage market by making home ownership and rental housing more affordable by providing liquidity to
mortgage originators and, indirectly, to mortgage borrowers; (b) working to reduce the number of foreclosures and helping
to keep families in their homes, including through our role in FHFA and other governmental initiatives, such as the
FHFA-directed servicing alignment initiative, HAMP and HARP, as well as our own workout and refinancing initiatives;
(c) minimizing our credit losses; (d) maintaining sound credit quality of the loans we purchase and guarantee; and
(e) strengthening our infrastructure and improving overall efficiency while also focusing on retention of key employees.

Our business objectives reflect, in part, direction we have received from the Conservator. We also have a variety of
different, and potentially competing, objectives based on our charter, other legislation, public statements from Treasury
and FHFA officials, and other guidance and directives from our Conservator. For more information, see “Conservatorship
and Related Matters — Impact of Conservatorship and Related Actions on Our Business.” We are in discussions with
FHFA regarding their strategic plan for Freddie Mac and Fannie Mae. See “Regulation and Supervision — Legislative and
Regulatory Developments — FHFA’s Strategic Plan for Freddie Mac and Fannie Mae Conservatorships” for further
information.

We believe our risks related to employee turnover are increasing. Uncertainty surrounding our future business model,
organizational structure, and compensation structure has contributed to increased levels of voluntary employee turnover.
Disruptive levels of turnover at both the executive and employee levels could lead to breakdowns in many of our
operations. As a result of the increasing risk of employee turnover, we are exploring options to enter into various strategic
arrangements with outside firms to provide operational capability and staffing for key functions, if needed. However, these
or other efforts to manage this risk to the enterprise may not be successful.

Providing Mortgage Liquidity and Conforming Loan Availability

We provide liquidity and support to the U.S. mortgage market in a number of important ways:

* Our support enables borrowers to have access to a variety of conforming mortgage products, including the
prepayable 30-year fixed-rate mortgage, which historically has represented the foundation of the mortgage market.

e Qur support provides lenders with a constant source of liquidity for conforming mortgage products. We estimate
that we, Fannie Mae, and Ginnie Mae collectively guaranteed more than 90% of the single-family conforming
mortgages originated during 2011.

* Our consistent market presence provides assurance to our customers that there will be a buyer for their conforming
loans that meet our credit standards. We believe this liquidity provides our customers with confidence to continue
lending in difficult environments.

e We are an important counter-cyclical influence as we stay in the market even when other sources of capital have
withdrawn.

During 2011 and 2010, we guaranteed $304.6 billion and $384.6 billion in UPB of single-family conforming
mortgage loans, respectively, representing more than 1.4 million and 1.8 million borrowers, respectively, who purchased
homes or refinanced their mortgages.

Borrowers typically pay a lower interest rate on loans acquired or guaranteed by Freddie Mac, Fannie Mae, or Ginnie
Mae. Mortgage originators are generally able to offer homebuyers and homeowners lower mortgage rates on conforming
loan products, including ours, in part because of the value investors place on GSE-guaranteed mortgage-related securities.
Prior to 2007, mortgage markets were less volatile, home values were stable or rising, and there were many sources of
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mortgage funds. We estimate that, for 20 years prior to 2007, the average effective interest rates on conforming, fixed-rate
single-family mortgage loans were about 30 basis points lower than on non-conforming loans. Since 2007, we estimate
that, at times, interest rates on conforming, fixed-rate loans, excluding conforming jumbo loans, have been lower than
those on non-conforming loans by as much as 184 basis points. In December 2011, we estimate that borrowers were
paying an average of 56 basis points less on these conforming loans than on non-conforming loans. These estimates are
based on data provided by HSH Associates, a third-party provider of mortgage market data. Future increases in our
management and guarantee fee rates, such as those required under the recently enacted Temporary Payroll Tax Cut
Continuation Act of 2011, may reduce the difference in rates between conforming and non-conforming loans over time.
For more information, see “Regulation and Supervision — Legislative and Regulatory Developments — Legislated
Increase to Guarantee Fees.”

Reducing Foreclosures and Keeping Families in Homes

We are focused on reducing the number of foreclosures and helping to keep families in their homes. In addition to
our participation in HAMP, we introduced several new initiatives during the last few years to help eligible borrowers keep
their homes or avoid foreclosure, including our relief refinance mortgage initiative. During 2011 and 2010, we helped
more than 208,000 and 275,000 borrowers, respectively, either stay in their homes or sell their properties and avoid
foreclosure through HAMP and our various other workout initiatives.

On April 28, 2011, FHFA announced a new set of aligned standards for servicing non-performing loans owned or
guaranteed by Freddie Mac and Fannie Mae. The servicing alignment initiative provides for consistent ongoing processes
for non-HAMP loan modifications. We implemented most aspects of this initiative in 2011. We believe that the servicing
alignment initiative will ultimately change, among other things, the way servicers communicate and work with troubled
borrowers, bring greater consistency and accountability to the servicing industry, and help more distressed homeowners
avoid foreclosure. For information on changes to mortgage servicing and foreclosure practices that could adversely affect
our business, see “Regulation and Supervision — Legislative and Regulatory Developments — Developments Concerning
Single-Family Servicing Practices.”

In addition to these loan workout initiatives, our relief refinance opportunities, including HARP (which is the portion
of our relief refinance initiative for loans with LTV ratios above 80%), are a significant part of our effort to keep families
in their homes. Relief refinance loans have been provided to more than 480,000 borrowers with LTV ratios above 80%
since the initiative began in 2009, including nearly 185,000 such loans during 2011.

The table below presents our single-family loan workout activities for the last five quarters.

Table 1 — Total Single-Family Loan Workout Volumes'"

For the Three Months Ended
12/31/2011 09/30/2011 06/30/2011 03/31/2011 12/31/2010
(number of loans)

Loan modifications . . . . ... ... . .. .. 19,048 23,919 31,049 35,158 37,203
Repayment plans . . ... . ... 8,008 8,333 7,981 9,099 7,964
Forbearance agreements(z) ...................................... 3,867 4,262 3,709 7,678 5,945
Short sales and deed in lieu of foreclosure transactions . . ................ 12,675 11,744 11,038 10,706 12,097
Total single-family loan workouts. . . .. ....... .. .. .. ... ... .. .. . .... 43,598 48,258 53,777 62,641 63,209

(1) Based on actions completed with borrowers for loans within our single-family credit guarantee portfolio. Excludes those modification, repayment,
and forbearance activities for which the borrower has started the required process, but the actions have not been made permanent or effective, such
as loans in modification trial periods. Also excludes certain loan workouts where our single-family seller/servicers have executed agreements in the
current or prior periods, but these have not been incorporated into certain of our operational systems, due to delays in processing. These categories
are not mutually exclusive and a loan in one category may also be included within another category in the same period.

(2) Excludes loans with long-term forbearance under a completed loan modification. Many borrowers complete a short-term forbearance agreement
before another loan workout is pursued or completed. We only report forbearance activity for a single loan once during each quarterly period;
however, a single loan may be included under separate forbearance agreements in separate periods.

We continue to directly assist troubled borrowers through targeted outreach, loan workouts, and other efforts.

Highlights of these efforts include the following:

* We completed 208,274 single-family loan workouts during 2011, including 109,174 loan modifications (HAMP and
non-HAMP) and 46,163 short sales and deed in lieu of foreclosure transactions.

* Based on information provided by the MHA Program administrator, our servicers had completed 152,519 loan
modifications under HAMP from the introduction of the initiative in 2009 through December 31, 2011 and, as of
December 31, 2011, 12,802 loans were in HAMP trial periods (this figure only includes borrowers who made at
least their first payment under the trial period).
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On October 24, 2011, FHFA, Freddie Mac, and Fannie Mae announced a series of FHFA-directed changes to HARP
in an effort to allow more borrowers to participate in the program and benefit from refinancing their home mortgages. The
Acting Director of FHFA stated that the goal of pursuing these changes is to create refinancing opportunities for more
borrowers whose mortgages are owned or guaranteed by Freddie Mac and Fannie Mae while reducing risk for these
entities and bringing a measure of stability to housing markets. The revisions to HARP enable us to expand the assistance
we provide to homeowners by making their mortgage payments more affordable through one or more of the following
ways: (a) a reduction in payment; (b) a reduction in rate; (c) movement to a more stable mortgage product type (i.e., from
an adjustable-rate mortgage to a fixed-rate mortgage); or (d) a reduction in amortization term.

In November 2011, Freddie Mac and Fannie Mae issued guidance with operational details about the HARP changes
to mortgage lenders and servicers after receiving information from FHFA about the fees that we may charge associated
with the refinancing program. Since industry participation in HARP is not mandatory, we anticipate that implementation
schedules will vary as individual lenders, mortgage insurers, and other market participants modify their processes. It is too
early to estimate how many eligible borrowers are likely to refinance under the revised program.

For more information about HAMP, our new non-HAMP standard loan modification, other loan workout programs,
HARP and our relief refinance mortgage initiative, and other initiatives to help eligible borrowers keep their homes or
avoid foreclosure, see “MD&A — RISK MANAGEMENT — Credit Risk — Mortgage Credit Risk — Single-Family
Mortgage Credit Risk — Single-Family Loan Workouts and the MHA Program.”

Minimizing Credit Losses

To help minimize the credit losses related to our guarantee activities, we are focused on:

* pursuing a variety of loan workouts, including foreclosure alternatives, in an effort to reduce the severity of losses
we experience over time;

* managing foreclosure timelines to the extent possible, given the increasingly lengthy foreclosure process in many
states;

* managing our inventory of foreclosed properties to reduce costs and maximize proceeds; and
 pursuing contractual remedies against originators, lenders, servicers, and insurers, as appropriate.

We establish guidelines for our servicers to follow and provide them default management tools to use, in part, in
determining which type of loan workout would be expected to provide the best opportunity for minimizing our credit
losses. We require our single-family seller/servicers to first evaluate problem loans for a repayment or forbearance plan
before considering modification. If a borrower is not eligible for a modification, our seller/servicers pursue other workout
options before considering foreclosure.

Our servicers pursue repayment plans and loan modifications for borrowers facing financial or other hardships since
the level of recovery (if a loan reperforms) may often be much higher than with foreclosure or foreclosure alternatives. In
cases where these alternatives are not possible or successful, a short sale transaction typically provides us with a
comparable or higher level of recovery than what we would receive through property sales from our REO inventory. In
large part, the benefit of short sales arises from the avoidance of costs we would otherwise incur to complete the
foreclosure and dispose of the property, including maintenance and other property expenses associated with holding REO
property, legal fees, commissions, and other selling expenses of traditional real estate transactions. The foreclosure process
is a lengthy one in many jurisdictions with significant associated costs to complete, including, in times of home value
decline, foregone recovery we might receive from an earlier sale.

We have contractual arrangements with our seller/servicers under which they agree to sell us mortgage loans, and
represent and warrant that those loans have been originated under specified underwriting standards. If we subsequently
discover that the representations and warranties were breached (i.e., contractual standards were not followed), we can
exercise certain contractual remedies to mitigate our actual or potential credit losses. These contractual remedies include
requiring the seller/servicer to repurchase the loan at its current UPB or make us whole for any credit losses realized with
respect to the loan. The amount we expect to collect on outstanding repurchase requests is significantly less than the UPB
of the loans subject to the repurchase requests primarily because many of these requests will likely be satisfied by the
seller/servicers reimbursing us for realized credit losses. Some of these requests also may be rescinded in the course of the
contractual appeals process. As of December 31, 2011, the UPB of loans subject to repurchase requests issued to our
single-family seller/servicers was approximately $2.7 billion, and approximately 39% of these requests were outstanding
for more than four months since issuance of our initial repurchase request (this figure includes repurchase requests for
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which appeals were pending). Of the total amount of repurchase requests outstanding at December 31, 2011,
approximately $1.2 billion were issued due to mortgage insurance rescission or mortgage insurance claim denial.

Our credit loss exposure is also partially mitigated by mortgage insurance, which is a form of credit enhancement.
Primary mortgage insurance is required to be purchased, typically at the borrower’s expense, for certain mortgages with
higher LTV ratios. As of December 31, 2011, we had mortgage insurance coverage on loans that represent approximately
13% of the UPB of our single-family credit guarantee portfolio. We received payments under primary and other mortgage
insurance of $2.5 billion and $1.8 billion in 2011 and 2010, respectively, which helped to mitigate our credit losses. See
“NOTE 4: MORTGAGE LOANS AND LOAN LOSS RESERVES — Table 4.5 — Recourse and Other Forms of Credit
Protection” for more detail. The financial condition of many of our mortgage insurers continued to deteriorate in 2011.
We expect to receive substantially less than full payment of our claims from Triad Guaranty Insurance Corp., Republic
Mortgage Insurance Company, and PMI Mortgage Insurance Co., which are three of our mortgage insurance
counterparties. We believe that certain other of our mortgage insurance counterparties may lack sufficient ability to meet
all their expected lifetime claims paying obligations to us as those claims emerge. Our loan loss reserves reflect our
estimates of expected insurance recoveries related to probable incurred losses. As of December 31, 2011, only six
insurance companies remained as eligible insurers for Freddie Mac loans, which means that, in the future, our mortgage
insurance exposure will be concentrated among a smaller number of counterparties.

See “MD&A — RISK MANAGEMENT — Credit Risk — Institutional Credit Risk” for further information on our
agreements with our seller/servicers and our exposure to mortgage insurers.

Maintaining Sound Credit Quality of New Loan Purchases and Guarantees

We continue to focus on maintaining credit policies, including our underwriting standards, that allow us to purchase
and guarantee loans made to qualified borrowers that we believe will provide management and guarantee fee income, over
the long-term, that exceeds our expected credit-related and administrative expenses on such loans.

The credit quality of the single-family loans we acquired in 2011 (excluding relief refinance mortgages, which
represented approximately 26% of our single-family purchase volume during 2011) is significantly better than that of
loans we acquired from 2005 through 2008, as measured by early delinquency rate trends, original LTV ratios, FICO
scores, and the proportion of loans underwritten with fully documented income. As of December 31, 2011 and
December 31, 2010, approximately 51% and 39%, respectively, of our single-family credit guarantee portfolio consisted of
mortgage loans originated after 2008 (including relief refinance mortgages), which have experienced lower serious
delinquency trends in the early years of their terms than loans originated in 2005 through 2008.

The improvement in credit quality of loans we have purchased during the last three years (excluding relief refinance
mortgages) is primarily the result of the combination of: (a) changes in our credit policies, including changes in our
underwriting standards; (b) fewer purchases of loans with higher risk characteristics; and (c) changes in mortgage
insurers’ and lenders’ underwriting practices.

Our underwriting procedures for relief refinance mortgages are limited in many cases, and such procedures generally
do not include all of the changes in underwriting standards we have implemented in the last several years. As a result,
relief refinance mortgages generally reflect many of the credit risk attributes of the original loans. However, borrower
participation in our relief refinance mortgage initiative may help reduce our exposure to credit risk in cases where
borrower payments under their mortgages are reduced, thereby strengthening the borrower’s potential to make their
mortgage payments.

Approximately 92% of our single-family purchase volume in 2011 consisted of fixed-rate amortizing mortgages.
Approximately 78% and 80% of our single-family purchase volumes in 2011 and 2010, respectively, were refinance
mortgages, including approximately 33% and 35%, respectively, of these loans that were relief refinance mortgages, based
on UPB.

There is an increase in borrower default risk as LTV ratios increase, particularly for loans with LTV ratios above
80%. Over time, relief refinance mortgages with LTV ratios above 80% (HARP loans) may not perform as well as relief
refinance mortgages with LTV ratios of 80% and below because of the continued high LTV ratios of these loans. In
addition, relief refinance mortgages may not be covered by mortgage insurance for the full excess of their UPB over 80%.
Approximately 12% of our single-family purchase volume in both 2011 and 2010 was relief refinance mortgages with
LTV ratios above 80%. Relief refinance mortgages of all LTV ratios comprised approximately 11% and 7% of the UPB in
our total single-family credit guarantee portfolio at December 31, 2011 and 2010, respectively.

The table below presents the composition, loan characteristics, and serious delinquency rates of loans in our single-
family credit guarantee portfolio, by year of origination at December 31, 2011.
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Table 2 — Single-Family Credit Guarantee Portfolio Data by Year of Origination"
At December 31, 2011

Average Current Serious
% of Credit Original Current LTV Ratio Delinquency
Portfolio Score®? LTV Ratio® LTV Ratio® >100% ™ Rate®
Year of Origination
200 . o 14% 755 70% 70% 5% 0.06%
2000 . o 19 754 70 71 6 0.25
2009 . . 18 753 69 72 6 0.52
2008 . . 7 725 74 92 36 5.65
2007 . 10 705 77 113 61 11.58
2000 . . 7 710 75 112 56 10.82
2005 . . 8 716 73 96 39 6.51
2004 and Prior . . . ... ﬂ 719 71 61 9 2.83
Total . . . ... 100% 735 72 80 20 3.58

(1) Based on the loans remaining in the portfolio at December 31, 2011, which totaled $1,746 billion, rather than all loans originally guaranteed by us
and originated in the respective year.

(2) Based on FICO score of the borrower as of the date of loan origination and may not be indicative of the borrowers’ creditworthiness at
December 31, 2011. Excludes approximately $10 billion in UPB of loans where the FICO scores at origination were not available at December 31,
2011.

(3) See endnote (4) to “Table 45 — Characteristics of the Single-Family Credit Guarantee Portfolio” for information on our calculation of original LTV
ratios.

(4) We estimate current market values by adjusting the value of the property at origination based on changes in the market value of homes in the same
geographical area since origination. See endnote (5) of “Table 45 — Characteristics of the Single-Family Credit Guarantee Portfolio” for additional
information on our calculation of current LTV ratios.

(5) Calculated as a percentage of the aggregate UPB of loans with LTV ratios greater than 100% in relation to the total UPB of loans in the category.

(6) See “MD&A — RISK MANAGEMENT— Credit Risk— Mortgage Credit Risk — Single-family Mortgage Credit Risk — Delinquencies” for further
information about our reported serious delinquency rates.

Mortgages originated after 2008, including relief refinance mortgages, represent a growing proportion of our single-
family credit guarantee portfolio. The UPB of loans originated in 2005 to 2008 within our single-family credit guarantee
portfolio continues to decline due to liquidations, which include prepayments, refinancing activity, foreclosure alternatives,
and foreclosure transfers. We currently expect that, over time, the replacement (other than through relief refinance
activity) of the 2005 to 2008 vintages, which have a higher composition of loans with higher-risk characteristics, should
positively impact the serious delinquency rates and credit-related expenses of our single-family credit guarantee portfolio.
However, the rate at which this replacement is occurring slowed beginning in 2010, due primarily to a decline in the
volume of home purchase mortgage originations and delays in the foreclosure process. See “Table 19 — Segment
Earnings Composition — Single-Family Guarantee Segment” for an analysis of the contribution to Segment Earnings
(loss) by loan origination year.

Strengthening Our Infrastructure and Improving Overall Efficiency

We are working to both enhance the quality of our infrastructure and improve our efficiency in order to preserve the
taxpayers’ investment. We are focusing our resources primarily on key projects, many of which will likely take several
years to fully implement, and on making significant improvements to our systems infrastructure in order to: (a) implement
mandatory initiatives from FHFA or other governmental bodies; (b) replace legacy hardware or software systems at the
end of their lives and to strengthen our disaster recovery capabilities; and (c) improve our data collection and
administration as well as our ability to assist in the servicing of loans.

We continue to actively manage our general and administrative expenses, while also continuing to focus on retaining
key talent. Our general and administrative expenses declined in 2011 compared to 2010, largely due to a reduction in the
number of our employees. We do not expect that our general and administrative expenses for 2012 will continue to
decline, in part due to the continually changing mortgage market, an environment in which we are subject to increased
regulatory oversight and mandates and strategic arrangements that we may enter into with outside firms to provide
operational capability and staffing for key functions, if needed.

Single-Family Credit Guarantee Portfolio

The UPB of our single-family credit guarantee portfolio declined approximately 3.5% and 5.0% during 2011 and
2010, respectively, as the amount of single-family loan liquidations has exceeded new loan purchase and guarantee
activity in the last two years. We believe this is due, in part, to declines in the amount of single-family mortgage debt
outstanding in the market and increased competition from Ginnie Mae and FHA/VA. Although the number of seriously
delinquent loans declined in both 2010 and 2011, our delinquency rates were higher than they otherwise would have been,
because the size of our portfolio has declined and therefore these rates are calculated on a smaller base of loans at the end
of each period. The table below provides certain credit statistics for our single-family credit guarantee portfolio.
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Table 3 — Credit Statistics, Single-Family Credit Guarantee Portfolio

As of
12/31/2011 9/30/2011 6/30/2011 3/31/2011 12/31/2010

Payment status —

One month past due . . ... ... ... 2.02% 1.94% 1.92% 1.75% 2.07%

Two months pastdue . ........ ... .. .. . .. ... 0.70% 0.70% 0.67% 0.65% 0.78%

Seriously delinquent™™. . . . ... .. ... ... ... 3.58% 3.51% 3.50% 3.63% 3.84%
Non-performing loans (in millions)® ... ... ........................ $120,514  $119,081  $114,819  $115,083  $115,478
Single-family loan loss reserve (in millions)® . .. .. $ 38,916 $ 39,088 $ 38,390 $ 38,558 $ 39,098
REO inventory (in properties) . . .. ... .. ... uuui e un .. 60,535 59,596 60,599 65,159 72,079
REO assets, net carrying value (in millions) . . .. ... ... ... ... ..... $ 5548 $ 5539 $ 5834 $ 6,261 $ 6,961

For the Three Months Ended
12/31/2011 9/30/2011 6/30/2011 3/31/2011 12/31/2010
(in units, unless noted)

Seriously delinquent loan additions' . . ... 95,661 93,850 87,813 97,646 113,235
Loan modifications™ . . ... ... .. 19,048 23,919 31,049 35,158 37,203
Foreclosure starts ratio™ . . . . ... ... ... ... 0.54% 0.56% 0.55% 0.58% 0.73%
REO acquiSitions . . . .« .ottt e e e 24,758 24,378 24,788 24,707 23,771
REO disposition severity ratio:®
California . . ... ... 44.6% 45.5% 44.9% 44.5% 43.9%
ATIZONA. . . . o e 46.7% 48.7% 51.3% 50.8% 49.5%
Florida . . . . ... 50.1% 53.3% 52.7% 54.8% 53.0%
Nevada . . ... 54.2% 53.2% 55.4% 53.1% 53.1%
TIHNOIS . . . .o 51.2% 50.5% 49.4% 49.5% 49.4%
Total U.S. . . . e 41.2% 41.9% 41.7% 43.0% 41.3%
Single-family credit losses (in millions) . . . . . ................. .. ..... $ 3209 $ 3440 $ 3,106 $ 3226 $ 3,086

(1) See “MD&A — RISK MANAGEMENT— Credit Risk — Mortgage Credit Risk — Single-Family Mortgage Credit Risk — Delinquencies” for
further information about our reported serious delinquency rates.

(2) Consists of the UPB of loans in our single-family credit guarantee portfolio that have undergone a TDR or that are seriously delinquent. As of
December 31, 2011 and December 31, 2010, approximately $44.4 billion and $26.6 billion in UPB of TDR loans, respectively, were no longer
seriously delinquent.

(3) Consists of the combination of: (a) our allowance for loan losses on mortgage loans held for investment; and (b) our reserve for guarantee losses
associated with non-consolidated single-family mortgage securitization trusts and other guarantee commitments.

(4) Represents the number of completed modifications under agreement with the borrower during the quarter. Excludes forbearance agreements,
repayment plans, and loans in modification trial periods.

(5) Represents the ratio of the number of loans that entered the foreclosure process during the respective quarter divided by the number of loans in the
single-family credit guarantee portfolio at the end of the quarter. Excludes Other Guarantee Transactions and mortgages covered under other
guarantee commitments.

(6) States presented represent the five states where our credit losses have been greatest during 2011. Calculated as the amount of our losses recorded on
disposition of REO properties during the respective quarterly period, excluding those subject to repurchase requests made to our seller/servicers,
divided by the aggregate UPB of the related loans. The amount of losses recognized on disposition of the properties is equal to the amount by which
the UPB of the loans exceeds the amount of sales proceeds from disposition of the properties. Excludes sales commissions and other expenses, such
as property maintenance and costs, as well as applicable recoveries from credit enhancements, such as mortgage insurance.

In discussing our credit performance, we often use the terms “credit losses” and “credit-related expenses.” These
terms are significantly different. Our “credit losses” consist of charge-offs and REO operations income (expense), while
our “credit-related expenses” consist of our provision for credit losses and REO operations income (expense).

Since the beginning of 2008, on an aggregate basis, we have recorded provision for credit losses associated with
single-family loans of approximately $73.2 billion, and have recorded an additional $4.3 billion in losses on loans
purchased from PC trusts, net of recoveries. The majority of these losses are associated with loans originated in 2005
through 2008. While loans originated in 2005 through 2008 will give rise to additional credit losses that have not yet been
incurred and, thus, have not yet been provisioned for, we believe that, as of December 31, 2011, we have reserved for or
charged-off the majority of the total expected credit losses for these loans. Nevertheless, various factors, such as continued
high unemployment rates or further declines in home prices, could require us to provide for losses on these loans beyond
our current expectations.

The quarterly number of seriously delinquent loan additions declined during the first half of 2011; however, we
experienced a small increase in the quarterly number of seriously delinquent loan additions during the second half of
2011. As of December 31, 2011 and December 31, 2010, the percentage of seriously delinquent loans that have been
delinquent for more than six months was 70% and 66%, respectively. Several factors, including delays in the foreclosure
process, have resulted in loans remaining in serious delinquency for longer periods than prior to 2008, particularly in
states that require a judicial foreclosure process. The credit losses and loan loss reserves associated with our single-family
credit guarantee portfolio remained elevated in 2011, due in part to:

* Losses associated with the continued high volume of foreclosures and foreclosure alternatives. These actions relate
to the continued efforts of our servicers to resolve our large inventory of seriously delinquent loans. Due to the
length of time necessary for servicers either to complete the foreclosure process or pursue foreclosure alternatives
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on seriously delinquent loans in our portfolio, we expect our credit losses will continue to remain high even if the
volume of new serious delinquencies declines.

» Continued negative impact of certain loan groups within the single-family credit guarantee portfolio, such as those
underwritten with certain lower documentation standards and interest-only loans, as well as other 2005 through
2008 vintage loans. These groups continue to be large contributors to our credit losses.

* Cumulative declines in national home prices during the last five years, based on our own index. As a result of
these price declines, approximately 20% of loans in our single-family credit guarantee portfolio, based on UPB,
had estimated current LTV ratios in excess of 100% (underwater loans) as of December 31, 2011.

 Deterioration in the financial condition of many of our mortgage insurers, which reduced our estimates of expected
recoveries from these counterparties.

Some of our loss mitigation activities create fluctuations in our delinquency statistics. For example, loans that we
report as seriously delinquent before they enter a modification trial period continue to be reported as seriously delinquent
until the modifications become effective and the loans are removed from delinquent status by our servicers. See
“MD&A — RISK MANAGEMENT — Credit Risk — Mortgage Credit Risk — Single-family Mortgage Credit Risk —
Credit Performance — Delinquencies” for further information about factors affecting our reported delinquency rates.

Government Support for our Business

We are dependent upon the continued support of Treasury and FHFA in order to continue operating our business. Our
ability to access funds from Treasury under the Purchase Agreement is critical to keeping us solvent and avoiding the
appointment of a receiver by FHFA under statutory mandatory receivership provisions.

Under the Purchase Agreement, Treasury made a commitment to provide funding, under certain conditions, to
eliminate deficits in our net worth. The $200 billion cap on Treasury’s funding commitment will increase as necessary to
eliminate any net worth deficits we may have during 2010, 2011, and 2012. We believe that the support provided by
Treasury pursuant to the Purchase Agreement currently enables us to maintain our access to the debt markets and to have
adequate liquidity to conduct our normal business activities, although the costs of our debt funding could vary.

To address our net worth deficit of $146 million at December 31, 2011, FHFA, as Conservator, will submit a draw
request on our behalf to Treasury under the Purchase Agreement in the amount of $146 million. FHFA will request that
we receive these funds by March 31, 2012. Upon funding of the draw request: (a) our aggregate liquidation preference on
the senior preferred stock owned by Treasury will increase to $72.3 billion; and (b) the corresponding annual cash
dividend owed to Treasury will increase to $7.23 billion.

We pay cash dividends to Treasury at an annual rate of 10%. During 2011, we paid dividends to Treasury of
$6.5 billion. We received cash proceeds of $8.0 billion from draws under Treasury’s funding commitment during 2011.
Through December 31, 2011, we paid aggregate cash dividends to Treasury of $16.5 billion, an amount equal to 23% of
our aggregate draws received under the Purchase Agreement. As of December 31, 2011, our annual cash dividend
obligation to Treasury on the senior preferred stock exceeded our annual historical earnings in all but one period.

We expect to request additional draws under the Purchase Agreement in future periods. Over time, our dividend
obligation to Treasury will increasingly drive future draws. Although we may experience period-to-period variability in
earnings and comprehensive income, it is unlikely that we will generate net income or comprehensive income in excess of
our annual dividends payable to Treasury over the long term. In addition, we are required under the Purchase Agreement
to pay a quarterly commitment fee to Treasury, which could contribute to future draws if the fee is not waived. Treasury
waived the fee for all quarters of 2011 and the first quarter of 2012, but it has indicated that it remains committed to
protecting taxpayers and ensuring that our future positive earnings are returned to taxpayers as compensation for their
investment. The amount of the quarterly commitment fee has not yet been established and could be substantial.

There continues to be significant uncertainty in the current mortgage market environment, and continued high levels
of unemployment, weakness in home prices, and adverse changes in interest rates, mortgage security prices, and spreads
could lead to additional draws. For discussion of other factors that could result in additional draws, see “RISK
FACTORS — Conservatorship and Related Matters — We expect to make additional draws under the Purchase Agreement
in future periods, which will adversely affect our future results of operations and financial condition.”

On August 5, 2011, S&P lowered the long-term credit rating of the U.S. government to “AA+” from “AAA” and
assigned a negative outlook to the rating. On August 8, 2011, S&P lowered our senior long-term debt credit rating to
“AA+” from “AAA” and assigned a negative outlook to the rating. While this could adversely affect our liquidity and the
supply and cost of debt financing available to us in the future, we have not yet experienced such adverse effects. For more
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information, see “MD&A — LIQUIDITY AND CAPITAL RESOURCES — Liquidity — Other Debt Securities — Credit
Ratings.”

Neither the U.S. government nor any other agency or instrumentality of the U.S. government is obligated to fund our
mortgage purchase or financing activities or to guarantee our securities or other obligations.

For more information on the Purchase Agreement, see “Conservatorship and Related Matters.”

Consolidated Financial Results — 2011 versus 2010

Net loss was $5.3 billion and $14.0 billion for the years ended December 31, 2011 and 2010, respectively. Key
highlights of our financial results include:

* Net interest income for the year ended December 31, 2011 increased to $18.4 billion from $16.9 billion for the
year ended December 31, 2010, mainly due to lower funding costs, partially offset by a decline in the average
balances of mortgage-related assets.

* Provision for credit losses for the year ended December 31, 2011 decreased to $10.7 billion, compared to
$17.2 billion for the year ended December 31, 2010. The provision for credit losses in 2011 reflects a decline in
the rate at which single-family loans transition into serious delinquency or are modified, but was partially offset by
our lowered expectations for mortgage insurance recoveries, which is due to the continued deterioration in the
financial condition of the mortgage insurance industry in 2011.

 Non-interest income (loss) was $(10.9) billion for the year ended December 31, 2011, compared to $(11.6) billion
for the year ended December 31, 2010, largely driven by substantial derivative losses in both periods. However,
there was a significant decline in net impairments of available-for-sale securities recognized in earnings during the
year ended December 31, 2011 compared to the year ended December 31, 2010.

 Non-interest expense was $2.5 billion and $2.9 billion in the years ended December 31, 2011 and 2010,
respectively, as we had higher expenses in 2010 than in 2011 associated with transfers and terminations of
mortgage servicing, primarily related to Taylor, Bean & Whitaker Mortgage Corp., or TBW.

* Total comprehensive income (loss) was $(1.2) billion for the year ended December 31, 2011 compared to
$282 million for the year ended December 31, 2010. Total comprehensive income (loss) for the year ended
December 31, 2011 was driven by the $5.3 billion net loss, partially offset by a reduction in gross unrealized losses
related to our available-for-sale securities.

Our Business

We conduct business in the U.S. residential mortgage market and the global securities market, subject to the direction
of our Conservator, FHFA, and under regulatory supervision of FHFA, the SEC, HUD, and Treasury. The size of the
U.S. residential mortgage market is affected by many factors, including changes in interest rates, home ownership rates,
home prices, the supply of housing and lender preferences regarding credit risk and borrower preferences regarding
mortgage debt. The amount of residential mortgage debt available for us to purchase and the mix of available loan
products are also affected by several factors, including the volume of mortgages meeting the requirements of our charter
(which is affected by changes in the conforming loan limit determined by FHFA), our own preference for credit risk
reflected in our purchase standards and the mortgage purchase and securitization activity of other financial institutions.
We conduct our operations solely in the U.S. and its territories, and do not generate any revenue from or have assets in
geographic locations outside of the U.S. and its territories.

Our charter forms the framework for our business activities, the initiatives we bring to market and the services we
provide to the nation’s residential housing and mortgage industries. Our charter also determines the types of mortgage
loans that we are permitted to purchase. Our statutory mission as defined in our charter is to:

 provide stability in the secondary market for residential mortgages;
 respond appropriately to the private capital market;

 provide ongoing assistance to the secondary market for residential mortgages (including activities relating to
mortgages for low- and moderate-income families, involving a reasonable economic return that may be less than
the return earned on other activities); and

» promote access to mortgage credit throughout the U.S. (including central cities, rural areas, and other underserved
areas).
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Our charter does not permit us to originate mortgage loans or lend money directly to consumers in the primary
mortgage market. We provide liquidity, stability and affordability to the U.S. housing market primarily by providing our
credit guarantee for residential mortgages originated by mortgage lenders and investing in mortgage loans and mortgage-
related securities. We use mortgage securitization as an integral part of our activities. Mortgage securitization is a process
by which we purchase mortgage loans that lenders originate, and pool these loans into guaranteed mortgage securities that
are sold in global capital markets, generating proceeds that support future loan origination activity by lenders. The
primary Freddie Mac guaranteed mortgage-related security is the single-class PC. We also aggregate and resecuritize
mortgage-related securities that are issued by us, other GSEs, HFAs, or private (non-agency) entities, and issue other
single-class and multiclass mortgage-related securities to third-party investors. We also enter into certain other guarantee
commitments for mortgage loans, HFA bonds under the HFA initiative, and multifamily housing revenue bonds held by
third parties.

Our charter limits our purchases of single-family loans to the conforming loan market. The conforming loan market
is defined by loans originated with UPBs at or below limits determined annually based on changes in FHFA’s housing
price index, a method established and maintained by FHFA for determining the national average single-family home price.
Since 2006, the base conforming loan limit for a one-family residence has been set at $417,000, and higher limits have
been established in certain “high-cost” areas (currently, up to $625,500 for a one-family residence). Higher limits also
apply to two- to four-family residences and for mortgages secured by properties in Alaska, Guam, Hawaii, and the
U.S. Virgin Islands.

Beginning in 2008, pursuant to a series of laws, our loan limits in certain high-cost areas were increased temporarily
above the limits that otherwise would have been applicable (up to $729,750 for a one-family residence). The latest of
these increases expired on September 30, 2011. We refer to loans that we have purchased with UPB exceeding the base
conforming loan limit (i.e., $417,000) as conforming jumbo loans.

Our charter generally prohibits us from purchasing first-lien single-family mortgages if the outstanding UPB of the
mortgage at the time of our purchase exceeds 80% of the value of the property securing the mortgage unless we have one
of the following credit protections:

* mortgage insurance from a mortgage insurer that we determine is qualified on the portion of the UPB of the
mortgage that exceeds 80%;

* a seller’s agreement to repurchase or replace any mortgage that has defaulted; or
* retention by the seller of at least a 10% participation interest in the mortgage.

Under our charter, our mortgage purchase operations are confined, so far as practicable, to mortgages that we deem
to be of such quality, type and class as to meet generally the purchase standards of other private institutional mortgage
investors. This is a general marketability standard.

Our charter requirement for credit protection on mortgages with LTV ratios greater than 80% does not apply to
multifamily mortgages or to mortgages that have the benefit of any guarantee, insurance or other obligation by the U.S. or
any of its agencies or instrumentalities (e.g., the FHA, the VA or the USDA Rural Development).

As part of HARP under the MHA Program, we may purchase single-family mortgages that refinance borrowers
whose mortgages we currently own or guarantee without obtaining additional credit enhancement in excess of that already
in place for any such loan, even if the LTV ratio of the new loan is above 80%.

Our Business Segments

Our operations consist of three reportable segments, which are based on the type of business activities each
performs — Single-family Guarantee, Investments, and Multifamily. Certain activities that are not part of a reportable
segment are included in the All Other category.

We evaluate segment performance and allocate resources based on a Segment Earnings approach. Beginning
January 1, 2010, we revised our method for presenting Segment Earnings to reflect changes in how management measures
and assesses the financial performance of each segment and the company as a whole. For more information on our
segments, including financial information, see “MD&A — CONSOLIDATED RESULTS OF OPERATIONS — Segment
Earnings” and “NOTE 14: SEGMENT REPORTING.”

Single-Family Guarantee Segment

The Single-family Guarantee segment reflects results from our single-family credit guarantee activities. In our Single-
family Guarantee segment, we purchase single-family mortgage loans originated by our seller/servicers in the primary
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mortgage market. In most instances, we use the mortgage securitization process to package the purchased mortgage loans
into guaranteed mortgage-related securities. We guarantee the payment of principal and interest on the mortgage-related
security in exchange for management and guarantee fees.

Our Customers

Our customers are predominantly lenders in the primary mortgage market that originate mortgages for homeowners.
These lenders include mortgage banking companies, commercial banks, savings banks, community banks, credit unions,
HFAs, and savings and loan associations.

We acquire a significant portion of our mortgages from several large lenders. These lenders are among the largest
mortgage loan originators in the U.S. Since 2007, the mortgage industry has consolidated significantly and a smaller
number of large lenders originate most single-family mortgages. As a result, mortgage origination volume during 2011
was concentrated in a smaller number of institutions. During 2011, two mortgage lenders (Wells Fargo Bank, N.A. and
JPMorgan Chase Bank, N.A.) each accounted for more than 10% of our single-family mortgage purchase volume and
collectively accounted for approximately 40% of our single-family mortgage purchase volume. Our top ten lenders
accounted for approximately 82% of our single-family mortgage purchase volume during 2011.

Our customers also service loans in our single-family credit guarantee portfolio. A significant portion of our single-
family mortgage loans are serviced by several of our large customers. Because we do not have our own servicing
operation, if our servicers lack appropriate process controls, experience a failure in their controls, or experience an
operating disruption in their ability to service mortgage loans, our business and financial results could be adversely
affected. For information about our relationships with our customers, see “MD&A — RISK MANAGEMENT — Credit
Risk — Institutional Credit Risk — Single-Family Mortgage Seller/Servicers.”

Our Competition

Historically, our principal competitors have been Fannie Mae, Ginnie Mae and FHA/VA, and other financial
institutions that retain or securitize mortgages, such as commercial and investment banks, dealers, and thrift institutions.
Since 2008, most of our competitors, other than Fannie Mae, Ginnie Mae, and FHA/VA, have ceased their activities in the
residential mortgage securitization business or severely curtailed these activities relative to their previous levels. We
compete on the basis of price, products, the structure of our securities, and service. Competition to acquire single-family
mortgages can also be significantly affected by changes in our credit standards.

Ginnie Mae, which became a more significant competitor beginning in 2009, guarantees the timely payment of
principal and interest on mortgage-related securities backed by federally insured or guaranteed loans, primarily those
insured by FHA or guaranteed by VA. Ginnie Mae maintained a significant market share in 2011 and 2010, in large part
due to favorable pricing of loans insured by FHA, the increase in the FHA loan limit and the availability, through FHA,
of a mortgage product for borrowers seeking greater than 80% financing who could not otherwise qualify for a
conventional mortgage.

The conservatorship, including direction provided to us by our Conservator, and the restrictions on our activities
under the Purchase Agreement may affect our ability to compete in the business of securitizing mortgages. On multiple
occasions, FHFA has directed us and Fannie Mae to confer and suggest to FHFA possible uniform approaches to
particular business and accounting issues and problems. In most such cases, FHFA subsequently directed us and Fannie
Mae to adopt a specific uniform approach. It is possible that in some areas FHFA could require us and Fannie Mae to
take a uniform approach that, because of differences in our respective businesses, could place Freddie Mac at a
competitive disadvantage to Fannie Mae. For more information, see “RISK FACTORS — Conservatorship and Related
Matters — FHFA directives that we and Fannie Mae adopt uniform approaches in some areas could have an adverse
impact on our business or on our competitive position with respect to Fannie Mae.”

Overview of the Mortgage Securitization Process

Mortgage securitization is a process by which we purchase mortgage loans that lenders originate, and pool these
loans into mortgage securities that are sold in global capital markets. The following diagram illustrates how we support
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mortgage market liquidity when we create PCs through mortgage securitizations. These PCs can be sold to investors or
held by us or our customers:

Mortgage Securitizations
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The U.S. residential mortgage market consists of a primary mortgage market that links homebuyers and lenders and a
secondary mortgage market that links lenders and investors. We participate in the secondary mortgage market by
purchasing mortgage loans and mortgage-related securities for investment and by issuing guaranteed mortgage-related
securities. In the Single-family Guarantee segment, we purchase and securitize “single-family mortgages,” which are
mortgages that are secured by one- to four-family properties.

In general, the securitization and Freddie Mac guarantee process works as follows: (a) a lender originates a mortgage
loan to a borrower purchasing a home or refinancing an existing mortgage loan; (b) we purchase the loan from the lender
and place it with other mortgages into a security that is sold to investors (this process is referred to as “pooling”); (c) the
lender may then use the proceeds from the sale of the loan or security to originate another mortgage loan; (d) we provide
a credit guarantee, for a fee (generally a portion of the interest collected on the mortgage loan), to those who invest in the
security; (e) the borrower’s monthly payment of mortgage principal and interest (net of a servicing fee and our
management and guarantee fee) is passed through to the investors in the security; and (f) if the borrower stops making
monthly payments — because a family member loses a job, for example — we step in and, pursuant to our guarantee,
make the applicable payments to investors in the security. In the event a borrower defaults on the mortgage, our servicer
works with the borrower to find a solution to help them stay in the home, or sell the property and avoid foreclosure,
through our many different workout options. If this is not possible, we ultimately foreclose and sell the home.

The terms of single-family mortgages that we purchase or guarantee allow borrowers to prepay these loans, thereby
allowing borrowers to refinance their loans when mortgage rates decline. Because of the nature of long-term, fixed-rate
mortgages, borrowers with these mortgages are protected against rising interest rates, but are able to take advantage of
declining rates through refinancing. When a borrower prepays a mortgage that we have securitized, the outstanding
balance of the security owned by investors is reduced by the amount of the prepayment. Unscheduled reductions in loan
principal, regardless of whether they are voluntary or involuntary (e.g. foreclosure), result in prepayments of security
balances. Consequently, the owners of our guaranteed securities are subject to prepayment risk on the related mortgage
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loans, which is principally that the investor will receive an unscheduled return of the principal, and therefore may not earn
the rate of return originally expected on the investment.

We guarantee these mortgage-related securities in exchange for compensation, which consists primarily of a
combination of management and guarantee fees paid on a monthly basis as a percentage of the UPB of the underlying
loans and initial upfront payments referred to as delivery fees. We may also make upfront payments to buy-up the
monthly management and guarantee fee rate, or receive upfront payments to buy-down the monthly management and
guarantee fee rate. These fees are paid in conjunction with the formation of a PC to provide for a uniform coupon rate for
the mortgage pool underlying the issued PC.

We enter into mortgage purchase volume commitments with many of our single-family customers in order to have a
supply of loans for our guarantee business. These commitments provide for the lenders to deliver to us a certain volume
of mortgages during a specified period of time. Some commitments may also provide for the lender to deliver to us a
minimum percentage of their total sales of conforming loans. The purchase and securitization of mortgage loans from
customers under these contracts have pricing schedules for our management and guarantee fees that are negotiated at the
outset of the contract with initial terms that may range from one month to one year. We call these transactions “flow”
activity and they represent the majority of our purchase volumes. The remainder of our purchases and securitizations of
mortgage loans occurs in “bulk” transactions for which purchase prices and management and guarantee fees are
negotiated on an individual transaction basis. Mortgage purchase volumes from individual customers can fluctuate
significantly. If a mortgage lender fails to meet its contractual commitment, we have a variety of contractual remedies,
which may include the right to assess certain fees. Our mortgage purchase contracts contain no penalty or liquidated
damages clauses based on our inability to take delivery of presented mortgage loans. However, if we were to fail to meet
our contractual commitment, we could be deemed to be in breach of our contract and could be liable for damages in a
lawsuit.

We seek to issue guarantees on our PCs with fee terms that we believe will, over the long-term, provide management
and guarantee fee income that exceeds our anticipated credit-related and administrative expenses on the underlying loans.
Historically, we have varied our guarantee and delivery fee pricing for different customers, mortgage products, and
mortgage or borrower underwriting characteristics based on our assessment of credit risk and loss mitigation related to
single-family loans. However, on December 23, 2011, President Obama signed into law the Temporary Payroll Tax Cut
Continuation Act of 2011. Among its provisions, this new law directs FHFA to require Freddie Mac and Fannie Mae to
increase guarantee fees by no less than 10 basis points above the average guarantee fees charged in 2011 on single-family
mortgage-backed securities. Under the law, the proceeds from this increase will be remitted to Treasury to fund the
payroll tax cut, rather than retained by the companies. See “Regulation and Supervision — Legislative and Regulatory
Developments” for further information on the impact of this new law. For more information on fees, see “MD&A — RISK
MANAGEMENT — Credit Risk — Mortgage Credit Risk — Single-Family Mortgage Credit Risk — Other Credit Risk
Management Activities.”

For information on how we account for our securitization activities, see “NOTE 1: SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES.”

Securitization Activities

The types of mortgage-related securities we issue and guarantee include the following:
e PCs;
* REMICs and Other Structured Securities; and

¢ Other Guarantee Transactions.

PCs

Our PCs are single-class pass-through securities that represent undivided beneficial interests in trusts that hold pools
of mortgages we have purchased. Holding single-family loans in the form of PCs rather than as unsecuritized loans gives
us greater flexibility in managing the composition of our mortgage portfolio, as it is generally easier to purchase and sell
PCs than unsecuritized mortgage loans, and allows more cost effective interest-rate risk management. For our fixed-rate
PCs, we guarantee the timely payment of principal and interest. For our single-family ARM PCs, we guarantee the timely
payment of the weighted average coupon interest rate for the underlying mortgage loans. We also guarantee the full and
final payment of principal for ARM PCs; however, we do not guarantee the timely payment of principal on ARM PCs.
We issue most of our single-family PCs in transactions in which our customers provide us with mortgage loans in
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exchange for PCs. We refer to these transactions as guarantor swaps. The following diagram illustrates a guarantor swap
transaction:

Guarantor Swap

Guarantee

Freddie Mac

TRUST (guarantor)

Fee
Mortgage PC
loans
Mortgage loans
Mortgage Lender Freddie Mac
PC (administrator)
Cash (Buy-ups)

Cash (Buy-downs, delivery fees)

We also issue PCs in exchange for cash. The following diagram illustrates an exchange for cash in a “cash auction”
of PCs:

Cash Auction of PCs
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Institutional and other fixed-income investors, including pension funds, insurance companies, securities dealers,
money managers, commercial banks and foreign central banks, purchase our PCs. Treasury and the Federal Reserve have
also purchased mortgage-related securities issued by us, Fannie Mae and Ginnie Mae under their purchase programs. The
most recent of these programs ended in March 2010. During 2011, the Federal Reserve took several actions designed to
support an economic recovery and maintain historically low interest rates, including resumption of purchases of agency
securities, which impacted and will continue to impact the demand for and value of our PCs in the market.

PCs differ from U.S. Treasury securities and other fixed-income investments in two ways. First, single-family PCs
can be prepaid at any time. Homeowners have the right to prepay their mortgage at any time (known as the prepayment
option), and homeowner mortgage prepayments are passed through to the PC holder. Consequently, our securities
implicitly have a call option that significantly reduces the average life of the security from the contractual loan maturity.
As a result, our PCs generally provide a higher nominal yield than certain other fixed-income products. Second, unlike
U.S. Treasury securities, PCs are not backed by the full faith and credit of the United States.

In addition, in our Single-family Guarantee segment we historically sought to support the liquidity of the market for
our PCs and the relative price performance of our PCs to comparable Fannie Mae securities through a variety of activities,
including the resecuritization of PCs into REMICs and Other Structured Securities. Other strategies may include:

(a) encouraging sellers to pool mortgages that they deliver to us into PC pools with a larger and more diverse population
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of mortgages; (b) influencing the volume and characteristics of mortgages delivered to us by tailoring our loan eligibility
guidelines and other means; and (c) engaging in portfolio purchase and retention activities. Beginning in 2012, under
guidance from FHFA we expect to curtail mortgage-related investments portfolio purchase and retention activities that are
undertaken for the primary purpose of supporting the price performance of our PCs, which may result in a significant
decline in the market share of our single-family guarantee business, lower comprehensive income, and a more rapid
decline in the size of our total mortgage portfolio. See “Investments Segment — PC Support Activities” and “RISK
FACTORS — Competitive and Market Risks — Any decline in the price performance of or demand for our PCs could
have an adverse effect on the volume and profitability of our new single-family guarantee business” for additional
information about our support of market liquidity for PCs.

REMICs and Other Structured Securities

We issue single-class and multiclass securities. Single-class securities involve the straight pass-through of all of the
cash flows of the underlying collateral to holders of the beneficial interests. Our primary multiclass securities qualify for
tax treatment as REMICs. Multiclass securities divide all of the cash flows of the underlying mortgage-related assets into
two or more classes designed to meet the investment criteria and portfolio needs of different investors by creating classes
of securities with varying maturities, payment priorities and coupons, each of which represents a beneficial ownership
interest in a separate portion of the cash flows of the underlying collateral. Usually, the cash flows are divided to modify
the relative exposure of different classes to interest-rate risk, or to create various coupon structures. The simplest division
of cash flows is into principal-only and interest-only classes. Other securities we issue can involve the creation of
sequential payment and planned or targeted amortization classes. In a sequential payment class structure, one or more
classes receive all or a disproportionate percentage of the principal payments on the underlying mortgage assets for a
period of time until that class or classes are retired, following which the principal payments are directed to other classes.
Planned or targeted amortization classes involve the creation of classes that have relatively more predictable amortization
schedules across different prepayment scenarios, thus reducing prepayment risk, extension risk, or both.

Our REMICs and Other Structured Securities represent beneficial interests in pools of PCs and/or certain other types
of mortgage-related assets. We create these securities primarily by using PCs or previously issued REMICs and Other
Structured Securities as the underlying collateral. Similar to our PCs, we guarantee the payment of principal and interest
to the holders of tranches of our REMICs and Other Structured Securities. We do not charge a management and guarantee
fee for these securities if the underlying collateral is already guaranteed by us since no additional credit risk is introduced.
Because the collateral underlying nearly all of our single-family REMICs and Other Structured Securities consists of other
mortgage-related securities that we guarantee, there are no concentrations of credit risk in any of the classes of these
securities that are issued, and there are no economic residual interests in the related securitization trust. The following
diagram provides a general example of how we create REMICs and Other Structured Securities.

REMICs and Other Structured Securities

TRUST
PCs Security
Classes
PCs
T tion F Freddie Mac
Security Dealer ransaction ee (administrator)

Security
Classes

We issue many of our REMICs and Other Structured Securities in transactions in which securities dealers or
investors sell us mortgage-related assets or we use our own mortgage-related assets (e.g., PCs and REMICs and Other
Structured Securities) in exchange for the REMICs and Other Structured Securities. The creation of REMICs and Other
Structured Securities allows for setting differing terms for specific classes of investors, and our issuance of these securities
can expand the range of investors in our mortgage-related securities to include those seeking specific security attributes.
For REMICs and Other Structured Securities that we issue to third parties, we typically receive a transaction, or
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resecuritization, fee. This transaction fee is compensation for facilitating the transaction, as well as future administrative
responsibilities.

Other Guarantee Transactions

We also issue mortgage-related securities to third parties in exchange for non-Freddie Mac mortgage-related
securities. We refer to these as Other Guarantee Transactions. The non-Freddie Mac mortgage-related securities are
transferred to trusts that were specifically created for the purpose of issuing securities, or certificates, in the Other
Guarantee Transactions. The following diagram illustrates an example of an Other Guarantee Transaction:

Other Guarantee Transaction
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Other Guarantee Transactions can generally be segregated into two different types. In one type, we purchase only
senior tranches from a non-Freddie Mac senior-subordinated securitization, place the senior tranches into securitization
trusts, and issue Other Guarantee Transaction certificates guaranteeing the principal and interest payments on those
certificates. In this type of transaction, our credit risk is reduced by the structural credit protections from the related
subordinated tranches, which we do not guarantee. In the second type, we purchase single-class pass-through securities,
place them in securitization trusts, and issue Other Guarantee Transaction certificates guaranteeing the principal and
interest payments on those certificates. Our Other Guarantee Transactions backed by single-class pass-through securities
do not benefit from structural or other credit enhancement protections.

Although Other Guarantee Transactions generally have underlying mortgage loans with varying risk characteristics,
we do not issue tranches that have concentrations of credit risk beyond those embedded in the underlying assets, as all
cash flows of the underlying collateral are passed through to the holders of the securities and there are no economic
residual interests in the securitization trusts. Additionally, there may be other credit enhancements and structural features
retained by the seller, such as excess interest or overcollateralization, that provide credit protection to our interests, and
reduce the likelihood that we will have to perform under our guarantee of the senior tranches. In exchange for providing
our guarantee, we may receive a management and guarantee fee or other delivery fees, if the underlying collateral is not
already guaranteed by us.

In 2010 and 2009, we entered into transactions under Treasury’s NIBP with HFAs, for the partial guarantee of certain
single-family and multifamily HFA bonds, which were Other Guarantee Transactions with significant credit enhancement
provided by Treasury. While we did not engage in any of these transactions in 2011, we continue to participate in and

17 Freddie Mac



support this program and these guarantees remain outstanding. The securities issued by us pursuant to the NIBP were
purchased by Treasury. See “NOTE 2: CONSERVATORSHIP AND RELATED MATTERS — Housing Finance Agency
Initiative” for further information.

For information about the amount of mortgage-related securities we have issued, see “Table 35 — Freddie Mac
Mortgage-Related Securities.” For information about the relative performance of mortgages underlying these securities,
refer to our “MD&A — RISK MANAGEMENT — Credit Risk™ section.

Single-Family PC Trust Documents

We establish trusts for all of our issued PCs pursuant to our PC master trust agreement. In accordance with the terms
of our PC trust documents, we have the option, and in some instances the requirement, to remove specified mortgage
loans from the trust. To remove these loans, we pay the trust an amount equal to the current UPB of the mortgage, less
any outstanding advances of principal that have been distributed to PC holders. Our payments to the trust are distributed
to the PC holders at the next scheduled payment date. From time to time, we reevaluate our practice of removing
delinquent loans from PCs and alter it if circumstances warrant. Our practice is to remove mortgages that are 120 days or
more delinquent from pools underlying our PCs when:

* the mortgages have been modified;
 foreclosure sales occur;
* the mortgages are delinquent for 24 months; or

* the cost of guarantee payments to PC holders, including advances of interest at the PC coupon rate, exceeds the
expected cost of holding the nonperforming loans.

In February 2010, we began the practice of removing substantially all 120 days or more delinquent single-family
mortgage loans from our issued PCs. This change in practice was made based on a determination that the cost of
guarantee payments to the security holders will exceed the cost of holding unsecuritized non-performing loans on our
consolidated balance sheets. The cost of holding unsecuritized non-performing loans on our consolidated balance sheets
was significantly affected by our January 1, 2010 adoption of amendments to certain accounting guidance and changing
economics pursuant to which the recognized cost of removing most delinquent loans from PC trusts was less than the
recognized cost of continued guarantee payments to security holders. See “NOTE 1: SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES — Recently Adopted Accounting Guidance” for additional information.

In accordance with the terms of our PC trust documents, we are required to remove a mortgage loan (or, in some
cases, substitute a comparable mortgage loan) from a PC trust in the following situations:

* if a court of competent jurisdiction or a federal government agency, duly authorized to oversee or regulate our
mortgage purchase business, determines that our purchase of the mortgage was unauthorized and a cure is not
practicable without unreasonable effort or expense, or if such a court or government agency requires us to
repurchase the mortgage;

* if a borrower exercises its option to convert the interest rate from an adjustable-rate to a fixed-rate on a convertible
ARM; and

* in the case of balloon-reset loans, shortly before the mortgage reaches it’s scheduled balloon-reset date.

The To Be Announced Market

Because our fixed-rate single-family PCs are considered to be homogeneous, and are issued in high volume and are
highly liquid, they generally trade on a “generic” basis by PC coupon rate, also referred to as trading in the TBA market.
A TBA trade in Freddie Mac securities represents a contract for the purchase or sale of PCs to be delivered at a future
date; however, the specific PCs that will be delivered to fulfill the trade obligation, and thus the specific characteristics of
the mortgages underlying those PCs, are not known (i.e., “announced”) at the time of the trade, but only shortly before
the trade is settled. The use of the TBA market increases the liquidity of mortgage investments and improves the
distribution of investment capital available for residential mortgage financing, thereby helping us to accomplish our
statutory mission. The Securities Industry and Financial Markets Association publishes guidelines pertaining to the types
of mortgages that are eligible for TBA trades. Certain of our PC securities are not eligible for TBA trades, including those
backed by: (a) relief refinance mortgages with LTV ratios greater than 105%; and (b) previously modified mortgage loans
where the borrower has missed one or more monthly payments in a twelve month period.
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Underwriting Requirements and Quality Control Standards

We use a process of delegated underwriting for the single-family mortgages we purchase or securitize. In this
process, our contracts with seller/servicers describe mortgage underwriting standards and the seller/servicers represent and
warrant to us that the mortgages sold to us meet these standards. In our contracts with individual seller/servicers, we may
waive or modify selected underwriting standards. Through our delegated underwriting process, mortgage loans and the
borrowers’ ability to repay the loans are evaluated using several critical risk characteristics, including, but not limited to,
the borrower’s credit score and credit history, the borrower’s monthly income relative to debt payments, the loan’s original
LTV ratio, the documentation level, the number of borrowers, the type of mortgage product, and the occupancy type of
the loan. We subsequently review a sample of these loans and, if we determine that any loan is not in compliance with
our contractual standards, we may require the seller/servicer to repurchase that mortgage. In lieu of a repurchase, we may
agree to allow a seller/servicer to indemnify us against loss in the event of a default by the borrower or enter into some
other remedy. During 2011 and 2010, we reviewed a significant number of loans that defaulted in order to assess the
sellers’ compliance with our purchase contracts. For more information on our seller/servicers’ repurchase obligations,
including recent performance under those obligations, see “MD&A — RISK MANAGEMENT — Credit Risk —
Institutional Credit Risk — Single-family Mortgage Seller/Servicers.”

The majority of our single-family mortgage purchase volume is evaluated using an automated underwriting software
tool, either our tool (Loan Prospector), the seller/servicers’ own tool, or Fannie Mae’s tool. The percentage of our single-
family mortgage purchase flow activity volume evaluated by the loan originator using Loan Prospector prior to being
purchased by us was 41%, 39%, and 45% during 2011, 2010, and 2009, respectively. Beginning in 2009, we added a
number of additional credit standards for loans evaluated by other underwriting tools to improve the quality of loans we
purchase that are evaluated using these other tools. Consequently, we do not currently believe that the use of a tool other
than Loan Prospector significantly increases our loan performance risk.

Other Guarantee Commitments

In certain circumstances, we provide our guarantee of mortgage-related assets held by third parties, in exchange for a
guarantee fee, without securitizing the related assets. For example, we provide long-term standby commitments to certain
of our single-family customers, which obligate us to purchase seriously delinquent loans that are covered by those
agreements. In addition, during 2010 and 2009, we issued guarantees under the TCLFP on securities backed by HFA
bonds as part of the HFA Initiative. See “NOTE 2: CONSERVATORSHIP AND RELATED MATTERS — Housing
Finance Agency Initiative” for further information.

Credit Enhancements

Our charter requires that single-family mortgages with LTV ratios above 80% at the time of purchase be covered by
specified credit enhancements or participation interests. Primary mortgage insurance is the most prevalent type of credit
enhancement protecting our single-family credit guarantee portfolio, and is typically provided on a loan-level basis. In
addition, we employ other types of credit enhancements to further manage certain credit risk, including indemnification
agreements, collateral pledged by lenders and subordinated security structures. We also have pool insurance covering
certain single-family loans, though we did not purchase any pool insurance on single-family loans during 2011 or 2010.

Loss Mitigation and Loan Workout Activities

Loan workout activities are a key component of our loss mitigation strategy for managing and resolving troubled
assets and lowering credit losses. Our single-family loss mitigation strategy emphasizes early intervention by servicers in
delinquent mortgages and provides alternatives to foreclosure. Other single-family loss mitigation activities include
providing our single-family servicers with default management tools designed to help them manage non-performing loans
more effectively and to assist borrowers in retaining home ownership where possible, or facilitate foreclosure alternatives
when continued homeownership is not an option. Loan workouts are intended to reduce the number of delinquent
mortgages that proceed to foreclosure and, ultimately, mitigate our total credit losses by reducing or eliminating a portion
of the costs related to foreclosed properties and avoiding the additional credit losses that likely would be incurred in a
REO sale.

Our loan workouts include:

» Forbearance agreements, where reduced payments or no payments are required during a defined period, generally
less than one year. They provide additional time for the borrower to return to compliance with the original terms of
the mortgage or to implement another loan workout. During 2011, the average time period granted for completed
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short-term forbearance agreements was between two and four months. In January 2012, we announced new
unemployment forbearance terms, which permit forbearance of up to 12 months for unemployed borrowers.

* Repayment plans, which are contractual plans to make up past due amounts. They mitigate our credit losses
because they assist borrowers in returning to compliance with the original terms of their mortgages. During 2011,
the average time period granted for completed repayment plans was between two and five months.

* Loan modifications, which may involve changing the terms of the loan, or adding outstanding indebtedness, such
as delinquent interest, to the UPB of the loan, or a combination of both. We require our servicers to examine the
borrower’s capacity to make payments under the new terms by reviewing the borrower’s qualifications, including
income. During 2011, we granted principal forbearance but did not utilize principal forgiveness for our loan
modifications. Principal forbearance is a change to a loan’s terms to designate a portion of the principal as non-
interest -bearing. A borrower may only receive one HAMP modification, and loans may be modified once under
other Freddie Mac loan modification programs. However, we reserve the right to approve subsequent non-HAMP
loan modifications to the same borrower, based on the borrower’s individual facts and circumstances.

e Short sale and deed in lieu of foreclosure transactions.

In addition to these loan workout initiatives, our relief refinance opportunities, including HARP (which is the portion
of our relief refinance initiative for loans with LTV ratios above 80%), are a significant part of our effort to keep families
in their homes.

In 2009, we began participating in HARP, which gives eligible homeowners (whose monthly payments are current)
with existing loans owned or guaranteed by us or Fannie Mae an opportunity to refinance into loans with more affordable
monthly payments and/or fixed-rate terms. Only borrowers with Freddie Mac owned or guaranteed mortgages are eligible
for our relief refinance mortgage initiative, which is our implementation of HARP. Through December 2011, under HARP,
eligible borrowers who had mortgages with current LTV ratios above 80% and up to 125% were allowed to refinance
their mortgages without obtaining new mortgage insurance in excess of what is already in place. On October 24, 2011,
FHFA, Freddie Mac, and Fannie Mae announced a series of FHFA-directed changes to HARP in an effort to attract more
eligible borrowers who can benefit from refinancing their home mortgages. The revisions to HARP are available to
borrowers with loans that were sold to Freddie Mac and Fannie Mae on or before May 31, 2009 and who have current
LTV ratios above 80%. The program enhancements include:

e eliminating certain risk-based fees for borrowers who refinance into shorter-term mortgages, and lowering fees for
other borrowers;

* removing the 125% LTV ratio ceiling for fixed-rate mortgages;

e eliminating the requirement for lenders to provide us with certain representations and warranties that they would
ordinarily be required to commit to in selling loans to us;

* eliminating the need for a new property appraisal where there is a reliable automated valuation model estimate
provided by the purchasing GSE; and

* extending the end date for HARP until December 31, 2013.

See “MD&A — RISK MANAGEMENT — Credit Risk — Mortgage Credit Risk — Single-family Mortgage Credit
Risk — Single-Family Loan Workouts and the MHA Program” for additional information on our implementation of HARP
through our relief refinance mortgage initiative. For more information regarding credit risk, see “MD&A — RISK
MANAGEMENT — Credit Risk,” “NOTE 4: MORTGAGE LOANS AND LOAN LOSS RESERVES,” and “NOTE 5:
INDIVIDUALLY IMPAIRED AND NON-PERFORMING LOANS.”

Investments Segment

The Investments segment reflects results from our investment, funding and hedging activities. In our Investments
segment, we invest principally in mortgage-related securities and single-family performing mortgage loans, which are
funded by other debt issuances and hedged using derivatives. In our Investments segment, we also provide funding and
hedging management services to the Single-family Guarantee and Multifamily segments. In the Investments segment, we
are not currently a substantial buyer or seller of mortgage assets.

Our Customers

Our customers for our debt securities predominantly include insurance companies, money managers, central banks,
depository institutions, and pension funds. Within the Investments segment, we buy securities through various market
sources. We also invest in performing single-family mortgage loans, which we intend to aggregate and securitize. We
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purchase a significant portion of these loans from several lenders, as discussed in “Single-Family Guarantee Segment —
Our Customers.”

Our Competition

Historically, our principal competitors have been Fannie Mae and other financial institutions that invest in mortgage-
related securities and mortgage loans, such as commercial and investment banks, dealers, thrift institutions, and insurance
companies. The conservatorship, including direction provided to us by our Conservator and the restrictions on our
activities under the Purchase Agreement has affected and will continue to affect our ability to compete in the business of
investing in mortgage-related securities and mortgage loans.

We compete for low-cost debt funding with Fannie Mae, the FHLBs and other institutions. Competition for debt
funding from these entities can vary with changes in economic, financial market and regulatory environments.

Assets

Historically, we have primarily been a buy-and-hold investor in mortgage-related securities and single-family
performing mortgage loans. We may sell assets to reduce risk, provide liquidity, and improve our returns. However, due to
limitations under the Purchase Agreement and those imposed by FHFA, our ability to acquire and sell mortgage assets is
significantly constrained. For more information, see “Conservatorship and Related Matters” and “MD&A —
CONSOLIDATED RESULTS OF OPERATIONS — Segment Earnings — Segment Earnings-Results — Investments.”

We may enter into a variety of transactions to improve investment returns, including: (a) dollar roll transactions,
which are transactions in which we enter into an agreement to purchase and subsequently resell (or sell and subsequently
repurchase) agency securities; (b) purchases of agency securities (including agency REMICs); and (c) purchases of
performing single-family mortgage loans. In addition, we may create REMICs from existing agency securities and sell
tranches that are in demand by investors to reduce our asset balance, while conserving value for the taxpayer. We estimate
our expected investment returns using an OAS approach, which is an estimate of the yield spread between a given
financial instrument and a benchmark (LIBOR, agency or Treasury) yield curve. In this approach, we consider potential
variability in the instrument’s cash flows resulting from any options embedded in the instrument, such as the prepayment
option. Additionally, in this segment we hold reperforming and modified single-family mortgage loans related to our
single-family business. For our liquidity needs, we maintain a portfolio comprised primarily of cash and cash equivalents,
non-mortgage-related securities, and securities purchased under agreements to resell.

Debt Financing

We fund our investment activities by issuing short-term and long-term debt. The conservatorship, and the resulting
support we receive from Treasury, has enabled us to access debt funding on terms sufficient for our needs. While we
believe that the support provided by Treasury pursuant to the Purchase Agreement currently enables us to maintain our
access to the debt markets and to have adequate liquidity to conduct our normal business activities, the costs of our debt
funding could vary due to the uncertainty about the future of the GSEs and potential investor concerns about the adequacy
of funding available under the Purchase Agreement after 2012. Additionally, the Purchase Agreement limits the amount of
indebtedness we can incur.

For more information, see “Conservatorship and Related Matters” and “MD&A — LIQUIDITY AND CAPITAL
RESOURCES — Liquidity.”

Risk Management

Our Investments segment has responsibility for managing our interest rate risk and certain liquidity risks. Derivatives
are an important part of our risk management strategy. We use derivatives primarily to: (a) regularly adjust or rebalance
our funding mix in response to changes in the interest-rate characteristics of our mortgage-related assets; (b) hedge
forecasted issuances of debt; (c) synthetically create callable and non-callable funding; and (d) hedge foreign-currency
exposure. For more information regarding our use of derivatives, see “QUANTITATIVE AND QUALITATIVE
DISCLOSURES ABOUT MARKET RISK” and “NOTE 11: DERIVATIVES.” For information regarding our liquidity
management, see “MD&A — LIQUIDITY AND CAPITAL RESOURCES”

PC Support Activities

Our PCs are an integral part of our mortgage purchase program. Our Single-family Guarantee segment purchases
many of our mortgages by issuing PCs in exchange for those mortgage loans in guarantor swap transactions. We also
issue PCs backed by mortgage loans that we purchased for cash. Our competitiveness in purchasing single-family
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mortgages from our seller/servicers, and thus the volume and profitability of new single-family business, can be directly
affected by the relative price performance of our PCs and comparable Fannie Mae securities.

Historically, we sought to support the liquidity of the market for our PCs and the relative price performance of our
PCs to comparable Fannie Mae securities through a variety of activities conducted by our Investments segment, including
the purchase and sale of Freddie Mac and other agency mortgage-related securities (e.g., dollar roll transactions), as well
as through the issuance of REMICs and Other Structured Securities. Our purchases and sales of mortgage-related
securities and our issuances of REMICs and Other Structured Securities influence the relative supply and demand for
these securities, helping to support the price performance of our PCs. Depending upon market conditions, including the
relative prices, supply of and demand for our mortgage-related securities and comparable Fannie Mae securities, as well
as other factors, there may be substantial variability in any period in the total amount of securities we purchase or sell,
and in the success of our efforts to support the liquidity and price performance of our mortgage-related securities.
Historically, we incurred costs to support the liquidity and price performance of our securities, including engaging in
transactions below our target rate of return. We may increase, reduce or discontinue these or other related activities at any
time, which could affect the liquidity and price performance of our mortgage-related securities. Beginning in 2012, under
guidance from FHFA we expect to curtail mortgage-related investments portfolio purchase and retention activities that are
undertaken for the primary purpose of supporting the price performance of our PCs, which may result in a significant
decline in the market share of our single-family guarantee business, lower comprehensive income, and a more rapid
decline in the size of our total mortgage portfolio. For more information, see “RISK FACTORS — Competitive and
Market Risks — Any decline in the price performance of or demand for our PCs could have an adverse effect on the
volume and profitability of our new single-family guarantee business.”

Multifamily Segment

The Multifamily segment reflects results from our investment (both purchases and sales), securitization, and
guarantee activities in multifamily mortgage loans and securities. Although we hold multifamily mortgage loans and non-
agency CMBS that we purchased for investment, our purchases of such multifamily mortgage loans for investment have
declined significantly since 2010, and our purchases of CMBS have declined significantly since 2008. The only CMBS
that we have purchased since 2008 have been senior, mezzanine, and interest-only tranches related to certain of our
securitization transactions, and these purchases have not been significant. Currently, our primary business strategy is to
purchase multifamily mortgage loans for aggregation and then securitization. We guarantee the senior tranches of these
securitizations in Other Guarantee Transactions. Our Multifamily segment also issues Other Structured Securities, but does
not issue REMIC securities. Our Multifamily segment also enters into other guarantee commitments for multifamily HFA
bonds and housing revenue bonds held by third parties. Historically, we issued multifamily PCs, but this activity has been
insignificant in recent years.

The multifamily property market is affected by local and regional economic factors, such as employment rates,
construction cycles, and relative affordability of single-family home prices, all of which influence the supply and demand
for multifamily properties and pricing for apartment rentals. Our multifamily loan volume is largely sourced through
established institutional channels where we are generally providing post-construction financing to larger apartment project
operators with established performance records.

Our lending decisions are largely based on the assessment of the property’s ability to provide rents that will generate
sufficient operating cash flows to support payment of debt service obligations as measured by the expected DSCR and the
loan amount relative to the value of the property as measured by the LTV ratio. Multifamily mortgages generally are
without recourse to the borrower (i.e., the borrower is not personally liable for any deficiency remaining after foreclosure
and sale of the property), except in the event of fraud or certain other specified types of default. Therefore, repayment of
the mortgage depends on the ability of the underlying property to generate cash flows sufficient to cover the related debt
obligations. That in turn depends on conditions in the local rental market, local and regional economic conditions, the
physical condition of the property, the quality of property management, and the level of operating expenses.

Prior to 2010, our Multifamily segment also reflected results from our investments in LIHTC partnerships formed for
the purpose of providing equity funding for affordable multifamily rental properties. In these investments, we provided
equity contributions to partnerships designed to sponsor the development and ongoing operations for low- and moderate-
income multifamily apartments. We planned to realize a return on our investment through reductions in income tax
expense that result from federal income tax credits and the deductibility of operating losses generated by the partnerships.
However, we no longer make investments in such partnerships because we do not expect to be able to use the underlying
federal income tax credits or the operating losses generated from the partnerships as a reduction to our taxable income
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because of our inability to generate sufficient taxable income or to sell these interests to third parties. See “NOTE 3:
VARIABLE INTEREST ENTITIES” for additional information.

Our Customers

We acquire a significant portion of our multifamily mortgage loans from several large seller/servicers. For 2011, our
top two multifamily sellers, CBRE Capital Markets, Inc. and NorthMarq Capital, LLC, each accounted for more than 10%
of our multifamily purchase volume, and together accounted for approximately 32% of our multifamily purchase volume.
Our top 10 multifamily lenders represented an aggregate of approximately 81% of our multifamily purchase volume for
2011.

A significant portion of our multifamily mortgage loans are serviced by several of our large customers. See
“MD&A — RISK MANAGEMENT — Credit Risk — Institutional Credit Risk — Seller/Servicers” for additional
information.

Our Competition

Historically, our principal competitors have been Fannie Mae, FHA, and other financial institutions that retain or
securitize multifamily mortgages, such as commercial and investment banks, dealers, thrift institutions, and insurance
companies. During 2009, many of our competitors, other than Fannie Mae and FHA, significantly curtailed their activities
in the multifamily mortgage business relative to their previous levels. Beginning in 2010, some market participants began
to re-emerge in the multifamily market, and we have faced increased competition from some other institutional investors.
We compete on the basis of price, products, structure and service.

Underwriting Requirements and Quality Control Standards

Our process and standards for underwriting multifamily mortgages differ from those used for single-family
mortgages. Unlike single-family mortgages, we generally do not use a delegated underwriting process for the multifamily
mortgages we purchase or securitize. Instead, we typically underwrite and evaluate each mortgage prior to purchase. This
process includes review of third-party appraisals and cash flow analysis. Our underwriting standards focus on loan quality
measurement based, in part, on the LTV ratio and DSCR at origination. The DSCR is one indicator of future credit
performance. The DSCR estimates a multifamily borrower’s ability to service its mortgage obligation using the secured
property’s cash flow, after deducting non-mortgage expenses from income. The higher the DSCR, the more likely a
multifamily borrower will be able to continue servicing its mortgage obligation. Our standards for multifamily loans
specify maximum original LTV ratio and minimum DSCR that vary based on the loan characteristics, such as loan type
(new acquisition or supplemental financing), loan term (intermediate or longer-term), and loan features (interest-only or
amortizing, fixed- or variable-rate). Since the beginning of 2009, our multifamily loans are generally underwritten with
requirements for a maximum original LTV ratio of 80% and a DSCR of greater than 1.25. In certain circumstances, our
standards for multifamily loans allow for certain types of loans to have an original LTV ratio over 80% and/or a DSCR of
less than 1.25, typically where this will serve our mission and contribute to achieving our affordable housing goals. In
cases where we commit to purchase or guarantee a permanent loan upon completion of construction or rehabilitation, we
generally require additional credit enhancements, because underwriting for these loans typically requires estimates of
future cash flows for calculating the DSCR that is expected after construction or rehabilitation is completed.

We issue other guarantee commitments under which we guarantee payments under multifamily mortgages that back
tax-exempt bonds issued by state or local HFAs. In addition, we issue other guarantee commitments guaranteeing
payments on securities backed by such bonds. We underwrite the mortgages in these cases in the same manner as for
mortgages that we purchase.

Multifamily seller/servicers make representations and warranties to us about the mortgage and about certain
information submitted to us in the underwriting process. We have the right to require that a seller/servicer repurchase a
multifamily mortgage for which there has been a breach of representation or warranty. However, because of our evaluation
of underwriting information for most multifamily properties prior to purchase, repurchases have been rare.

We generally require multifamily seller/servicers to service mortgage loans they have sold to us in order to mitigate
potential losses. This includes property monitoring tasks beyond those typically performed by single-family servicers. We
do not oversee servicing with respect to multifamily loans we have securitized (i.e., those underlying our Other Guarantee
Transactions) as that oversight task is performed by subordinated bondholders. For loans over $1 million and where we
have servicing oversight, servicers must generally submit an annual assessment of the mortgaged property to us based on
the servicer’s analysis of financial and other information about the property. In situations where a borrower or property is
in distress, the frequency of communications with the borrower may be increased. Because the activities of multifamily
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seller/servicers are an important part of our loss mitigation process, we rate their performance regularly and may conduct
on-site reviews of their servicing operations in an effort to confirm compliance with our standards.

For loans for which we oversee servicing, if a borrower is in distress, we may offer a workout option to the borrower.
For example, we may modify the terms of a multifamily mortgage loan, which gives the borrower an opportunity to bring
the loan current and retain ownership of the property. These arrangements are made with the expectation that we will
recover our initial investment or minimize our losses. We do not enter into these arrangements in situations where we
believe we would experience a loss in the future that is greater than or equal to the loss we would experience if we
foreclosed on the property at the time of the agreement.

Conservatorship and Related Matters
Overview and Entry into Conservatorship

We have been operating under conservatorship, with FHFA acting as our conservator, since September 6, 2008. The
conservatorship and related matters have had a wide-ranging impact on us, including our regulatory supervision,
management, business, financial condition and results of operations.

On September 7, 2008, the then Secretary of the Treasury and the then Director of FHFA announced several actions
taken by Treasury and FHFA regarding Freddie Mac and Fannie Mae. These actions included the execution of the
Purchase Agreement, pursuant to which we issued to Treasury both senior preferred stock and a warrant to purchase
common stock. At that time, FHFA set forth the purpose and goals of the conservatorship as follows: “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 Fannie Mae and Freddie
Mac, enhance their capacity to fulfill their mission, and mitigate the systemic risk that has contributed directly to the
instability in the current market.” We refer to the Purchase Agreement and the warrant as the “Treasury Agreements.”

There is significant uncertainty as to whether or when we will emerge from conservatorship, as it has no specified
termination date, and as to what changes may occur to our business structure during or following conservatorship,
including whether we will continue to exist. We are not aware of any current plans of our Conservator to significantly
change our business model or capital structure in the near-term. Our future structure and role will be determined by the
Administration and Congress, and there are likely to be significant changes beyond the near-term. We have no ability to
predict the outcome of these deliberations. On February 2, 2012, the Administration announced that it expects to provide
more detail concerning approaches to reform the U.S. housing finance market in the spring, and that it plans to begin
exploring options for legislation more intensively with Congress. On February 21, 2012, FHFA sent to Congress a
strategic plan for the next phase of the conservatorships of Freddie Mac and Fannie Mae.

We receive substantial support from Treasury and FHFA, as our Conservator and regulator, and are dependent upon
their continued support in order to continue operating our business. This support includes our ability to access funds from
Treasury under the Purchase Agreement, which is critical to: (a) keeping us solvent; (b) allowing us to focus on our
primary business objectives under conservatorship; and (c) avoiding the appointment of a receiver by FHFA under
statutory mandatory receivership provisions. During 2011, the Federal Reserve took several actions designed to support an
economic recovery and maintain historically low interest rates, including resumption of purchases of agency securities,
which impacted and will continue to impact the demand for and value of our PCs in the market.

Our annual dividend obligation on the senior preferred stock exceeds our annual historical earnings in all but one
period. Although we may experience period-to-period variability in earnings and comprehensive income, it is unlikely that
we will regularly generate net income or comprehensive income in excess of our annual dividends payable to Treasury. As
a result, there is significant uncertainty as to our long-term financial sustainability.

For a description of certain risks to our business relating to the conservatorship and Treasury Agreements, see “RISK
FACTORS.”

Supervision of Our Company During Conservatorship

Upon its appointment, FHFA, as Conservator, immediately succeeded to all rights, titles, powers and privileges of
Freddie Mac, and of any stockholder, 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 legal custodian or third party.
Under conservatorship, we have additional heightened supervision and direction from our regulator, FHFA, which is also
acting as our Conservator.

During the conservatorship, the Conservator has delegated certain authority to the Board of Directors to oversee, and
to management to conduct, day-to-day operations so that the company can continue to operate in the ordinary course of
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business. The directors serve on behalf of, and exercise authority as directed by, the Conservator. The Conservator retains
the authority to withdraw or revise its delegations of authority at any time. The Conservator also retained certain
significant authorities for itself, and did not delegate them to the Board. For more information on limitations on the
Board’s authority during conservatorship, see “DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE
GOVERNANCE — Authority of the Board and Board Committees.”

Because the Conservator succeeded to the powers, including voting rights, of our stockholders, who therefore do not
currently have voting rights of their own, we do not expect to hold stockholders’ meetings during the conservatorship, nor
will we prepare or provide proxy statements for the solicitation of proxies.

We describe the powers of our Conservator in detail below under “Powers of the Conservator.”

Impact of Conservatorship and Related Actions on Our Business

We conduct our business subject to the direction of FHFA as our Conservator. While the conservatorship has
benefited us through, for example, improved access to the debt markets because of the support we receive from Treasury,
we are also subject to certain constraints on our business activities by Treasury due to the terms of, and Treasury’s rights
under, the Purchase Agreement.

While in conservatorship, we can, and have continued to, enter into and enforce contracts with third parties. The
Conservator continues to direct the efforts of the Board of Directors and management to address and determine the
strategic direction for the company. While the Conservator has delegated certain authority to management to conduct day-
to-day operations, many management decisions are subject to review and approval by FHFA and Treasury. In addition,
management frequently receives directions from FHFA on various matters involving day-to-day operations.

Our business objectives and strategies have in some cases been altered since we were placed into conservatorship,
and may continue to change. Based on our charter, other legislation, public statements from Treasury and FHFA officials
and guidance and directives from our Conservator, we have a variety of different, and potentially competing, objectives,
including:

* minimizing our credit losses;

* conserving assets;

* providing liquidity, stability and affordability in the mortgage market;

 continuing to provide additional assistance to the struggling housing and mortgage markets;

* managing to a positive stockholders’ equity and reducing the need to draw funds from Treasury pursuant to the
Purchase Agreement; and

* protecting the interests of taxpayers.

These objectives create conflicts in strategic and day-to-day decision making that will likely lead to suboptimal
outcomes for one or more, or possibly all, of these objectives. We regularly receive direction from our Conservator on
how to pursue these objectives, including direction to focus our efforts on assisting homeowners in the housing and
mortgage markets. Given the important role the Administration and our Conservator have placed on Freddie Mac in
addressing housing and mortgage market conditions and our public mission, we may be required to take additional actions
that could have a negative impact on our business, operating results or financial condition. Because we expect many of
these objectives and related initiatives to result in significant costs, there is significant uncertainty as to the ultimate
impact these initiatives will have on our future capital or liquidity needs. Certain of these objectives are expected to help
homeowners and the mortgage market and may help to mitigate future credit losses. However, some of our initiatives are
expected to have an adverse impact on our near- and long-term financial results.

Certain changes to our business objectives and strategies are designed to provide support for the mortgage market in
a manner that serves our public mission and other non-financial objectives, but may not contribute to profitability. Our
efforts to help struggling homeowners and the mortgage market, in line with our mission, may help to mitigate credit
losses, but in some cases may increase our expenses or require us to forego revenue opportunities in the near term. As a
result, in some cases the objective of reducing the need to draw funds from Treasury will be subordinated as we provide
this assistance. There is significant uncertainty as to the ultimate impact that our efforts to aid the housing and mortgage
markets will have on our future capital or liquidity needs and we cannot estimate whether, and the extent to which, costs
we incur in the near term as a result of these efforts, which for the most part we are not reimbursed for, will be offset by
the prevention or reduction of potential future costs.
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The Conservator and Treasury also did not authorize us to engage in certain business activities and transactions,
including the purchase or sale of certain assets, which we believe might have had a beneficial impact on our results of
operations or financial condition, if executed. Our inability to execute such transactions may adversely affect our
profitability, and thus contribute to our need to draw additional funds from Treasury.

The Conservator has stated that it is taking actions in support of the objectives of a gradual transition to greater
private capital participation in housing finance and greater distribution of risk to participants other than the government.

These actions and objectives create risks and uncertainties that we discuss in “RISK FACTORS.” For more
information on the impact of conservatorship and our current business objectives, see “NOTE 2: CONSERVATORSHIP
AND RELATED MATTERS” and “Executive Summary — Our Primary Business Objectives.”

Limits on Investment Activity and Our Mortgage-Related Investments Portfolio

The conservatorship has significantly impacted our investment activity. Under the terms of the Purchase Agreement
and FHFA regulation, our mortgage-related investments portfolio is subject to a cap that decreases by 10% each year until
the portfolio reaches $250 billion. As a result, the UPB of our mortgage-related investments portfolio could not exceed
$729 billion as of December 31, 2011 and may not exceed $656.1 billion as of December 31, 2012. FHFA has indicated
that such portfolio reduction targets should be viewed as minimum reductions and has encouraged us to reduce the
mortgage-related investments portfolio at a faster rate than required, consistent with FHFA guidance, safety and soundness
and the goal of conserving and preserving assets. We are also subject to limits on the amount of mortgage assets we can
sell in any calendar month without review and approval by FHFA and, if FHFA so determines, Treasury. We are working
with FHFA to identify ways to prudently accelerate the rate of contraction of the portfolio.

The table below presents the UPB of our mortgage-related investments portfolio, for purposes of the limit imposed
by the Purchase Agreement and FHFA regulation.

Table 4 — Mortgage-Related Investments Portfolio"

December 31, 2011 December 31, 2010
(in millions)

Investments segment — Mortgage investments portfolio . . . . ... .. ... . L L o $449,273 $481,677
Single-family Guarantee segment — Single-family unsecuritized mortgage loans® . . .. ... ... ... .. 62,469 69,766
Multifamily segment — Mortgage investments portfolio . . . ... ... ... .. ... .. .. L o 141,571 145,431
Total mortgage-related investments portfolio. . . ... ... ... .. $653,313 $696,874

(1) Based on UPB and excludes mortgage loans and mortgage-related securities traded, but not yet settled.
(2) Represents unsecuritized seriously delinquent single-family loans managed by the Single-family Guarantee segment.

FHFA has stated that we will not be a substantial buyer or seller of mortgages for our mortgage-related investments
portfolio. FHFA also stated that, given the size of our current mortgage-related investments portfolio and the potential
volume of delinquent mortgages to be removed from PC pools, it expects that any net additions to our mortgage-related
investments portfolio would be related to that activity. We expect that our holdings of unsecuritized single-family loans
will continue to increase during 2012 due to the revisions to HARP, which will result in our purchase of mortgage loans
with LTV ratios greater than 125%, as we have not yet implemented a securitization process for such loans.

Our mortgage-related investments portfolio includes assets that are less liquid than agency securities, including
unsecuritized performing single-family mortgage loans, multifamily mortgage loans, CMBS, and housing revenue bonds.
Our less liquid assets collectively represented approximately 32% of the UPB of the portfolio at December 31, 2011, as
compared to 30% as of December 31, 2010. Our mortgage-related investments portfolio also includes illiquid assets,
including unsecuritized seriously delinquent and modified single-family mortgage loans which we removed from PC
trusts, and our investments in non-agency mortgage-related securities backed by subprime, option ARM, and Alt-A and
other loans. Our illiquid assets collectively represented approximately 29% of the UPB of the portfolio at December 31,
2011, as compared to 27% as of December 31, 2010. The changing composition of our mortgage-related investments
portfolio to a greater proportion of illiquid assets may influence our decisions regarding funding and hedging. The
description above of the liquidity of our assets is based on our own internal expectations given current market conditions.
Changes in market conditions could continue to affect the liquidity of our assets at any given time.

Powers of the Conservator

Under the GSE Act, the conservatorship provisions applicable to Freddie Mac are based generally on federal banking
law. As discussed below, FHFA has broad powers when acting as our conservator. For more information on the GSE Act,
see “Regulation and Supervision.”
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General Powers of the Conservator

Upon its appointment, the Conservator immediately succeeded to all rights, titles, powers and privileges of Freddie
Mac, and of any stockholder, officer or director of Freddie Mac with respect to Freddie Mac and its assets. The
Conservator also succeeded to the title to all books, records and assets of Freddie Mac held by any other legal custodian
or third party.

Under the GSE Act, the Conservator may take any actions it determines are necessary and appropriate to carry on
our business, support public mission objectives, 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 certain limitations and post-transfer
notice provisions for transfers of qualified financial contracts, as defined below under “Special Powers of the
Conservator — Security Interests Protected; Exercise of Rights Under Qualified Financial Contracts”) without any
approval, assignment of rights or consent of any party. The GSE Act, however, provides that mortgage loans and
mortgage-related assets that have been transferred to a Freddie Mac securitization trust must be held for the beneficial
owners of the trust and cannot be used to satisfy our general creditors.

Under the GSE Act, in connection with any sale or disposition of our assets, the Conservator must conduct its
operations to maximize the NPV return from the sale or disposition of such assets, to minimize the amount of any loss
realized in the resolution of cases, and to ensure adequate competition and fair and consistent treatment of offerors. The
Conservator is required to maintain a full accounting of the conservatorship and make its reports available upon request to
stockholders and members of the public.

We remain liable for all of our obligations relating to our outstanding debt and mortgage-related securities. FHFA has
stated that our obligations will be paid in the normal course of business during the conservatorship.

Special Powers of the Conservator

Disaffirmance and Repudiation of Contracts

Under the GSE Act, the Conservator may disaffirm or repudiate contracts (subject to certain limitations for qualified
financial contracts) that we entered into prior to its appointment as Conservator if it determines, in its sole discretion, that
performance of the contract is burdensome and that disaffirmance or repudiation of the contract promotes the orderly
administration of our affairs. The GSE Act requires FHFA to exercise its right to disaffirm or repudiate most contracts
within a reasonable period of time after its appointment as Conservator. In a final rule published in June 2011, FHFA
defines a reasonable period of time following appointment of a conservator or receiver to be 18 months. The Conservator
has advised us that it has no intention of repudiating any guarantee obligation relating to Freddie Mac’s mortgage-related
securities because it views repudiation as incompatible with the goals of the conservatorship. We can, and have continued
to, enter into, perform and enforce contracts with third parties.

Limitations on Enforcement of Contractual Rights by Counterparties

The GSE Act provides that the Conservator may enforce most contracts entered into by us, notwithstanding any
provision of the contract that provides for termination, default, acceleration, or exercise of rights upon the appointment of,
or the exercise of rights or powers by, a conservator.

Security Interests Protected; Exercise of Rights Under Qualified Financial Contracts

Notwithstanding the Conservator’s powers under the GSE Act described above, the Conservator must recognize
legally enforceable or perfected security interests, except where such an interest is taken in contemplation of our
insolvency or with the intent to hinder, delay or defraud us or our creditors. In addition, the GSE Act provides that no
person will be stayed or prohibited from exercising specified rights in connection with qualified financial contracts,
including termination or acceleration (other than solely by reason of, or incidental to, the appointment of the Conservator),
rights of offset, and rights under any security agreement or arrangement or other credit enhancement relating to such
contract. The term qualified financial contract means any securities contract, commodity contract, forward contract,
repurchase agreement, swap agreement, and any similar agreement as determined by FHFA by regulation, resolution or
order.

Avoidance of Fraudulent Transfers

Under the GSE Act, the Conservator may avoid, or refuse to recognize, a transfer of any property interest of Freddie
Mac or of any of our debtors, and also may avoid any obligation incurred by Freddie Mac or by any debtor of Freddie
Mac, if the transfer or obligation was made: (a) within five years of September 6, 2008; and (b) with the intent to hinder,
delay, or defraud Freddie Mac, FHFA, the Conservator or, in the case of a transfer in connection with a qualified financial
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contract, our creditors. To the extent a transfer is avoided, the Conservator may recover, for our benefit, the property or,
by court order, the value of that property from the initial or subsequent transferee, other than certain transfers that were
made for value, including satisfaction or security of a present or antecedent debt, and in good faith. These rights are
superior to any rights of a trustee or any other party, other than a federal agency, under the U.S. bankruptcy code.

Modification of Statutes of Limitations

Under the GSE Act, notwithstanding any provision of any contract, the statute of limitations with regard to any
action brought by the Conservator is: (a) for claims relating to a contract, the longer of six years or the applicable period
under state law; and (b) for tort claims, the longer of three years or the applicable period under state law, in each case,
from the later of September 6, 2008 or the date on which the cause of action accrues. In addition, notwithstanding the
state law statute of limitation for tort claims, the Conservator may bring an action for any tort claim that arises from
fraud, intentional misconduct resulting in unjust enrichment, or intentional misconduct resulting in substantial loss to us, if
the state’s statute of limitations expired not more than five years before September 6, 2008.

Suspension of Legal Actions

Under the GSE Act, in any judicial action or proceeding to which we are or become a party, the Conservator may
request, and the applicable court must grant, a stay for a period not to exceed 45 days.
Treatment of Breach of Contract Claims

Under the GSE Act, any final and unappealable judgment for monetary damages against the Conservator for breach
of an agreement executed or approved in writing by the Conservator will be paid as an administrative expense of the
Conservator.
Attachment of Assets and Other Injunctive Relief

Under the GSE Act, the Conservator may seek to attach assets or obtain other injunctive relief without being required
to show that any injury, loss or damage is irreparable and immediate.
Subpoena Power

The GSE Act provides the Conservator, with the approval of the Director of FHFA, with subpoena power for
purposes of carrying out any power, authority or duty with respect to Freddie Mac.
Treasury Agreements

The Reform Act granted Treasury temporary authority (through December 31, 2009) to purchase any obligations and
other securities issued by Freddie Mac on such terms and conditions and in such amounts as Treasury may determine,
upon mutual agreement between Treasury and Freddie Mac. Pursuant to this authority, Treasury entered into several
agreements with us, as described below.

Purchase Agreement and Related Issuance of Senior Preferred Stock and Common Stock Warrant

Purchase Agreement

On September 7, 2008, we, through FHFA, in its capacity as Conservator, and Treasury entered into the Purchase
Agreement. The Purchase Agreement was subsequently amended and restated on September 26, 2008, and further
amended on May 6, 2009 and December 24, 2009. Pursuant to the Purchase Agreement, on September 8, 2008 we issued
to Treasury: (a) one million 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 (b) a warrant to purchase, for a nominal
price, shares of our common stock equal to 79.9% of the total number of shares of our common stock outstanding on a
fully diluted basis at the time the warrant is exercised, which we refer to as the warrant. The terms of the senior preferred
stock and warrant are summarized in separate sections below. We did not receive any cash proceeds from Treasury as a
result of issuing the senior preferred stock or the warrant. However, deficits in our net worth have made it necessary for
us to make substantial draws on Treasury’s funding commitment under the Purchase Agreement. As a result, the aggregate
liquidation preference of the senior preferred stock has increased from $1.0 billion as of September 8, 2008 to
$72.2 billion at December 31, 2011 (this figure reflects the receipt of funds requested in the draw to address our net worth
deficit as of September 30, 2011). Our dividend obligation on the senior preferred stock, based on that liquidation
preference, is $7.22 billion, which exceeds our annual earnings in all but one period.

The senior preferred stock and warrant were issued to Treasury as an initial commitment fee in consideration of the
initial commitment from Treasury to provide up to $100 billion (subsequently increased to $200 billion) in funds to us
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under the terms and conditions set forth in the Purchase Agreement. Under the Purchase Agreement, the $200 billion
maximum amount of the commitment from Treasury will increase as necessary to accommodate any cumulative reduction
in our net worth during 2010, 2011 and 2012. If we do not have a capital surplus (i.e., positive net worth) at the end of
2012, then the amount of funding available after 2012 will be $149.3 billion ($200 billion funding commitment reduced
by cumulative draws for net worth deficits through December 31, 2009). In the event we have a capital surplus at the end
of 2012, then the amount of funding available after 2012 will depend on the size of that surplus relative to cumulative
draws needed for deficits during 2010 to 2012, as follows:

o If the year-end 2012 surplus is lower than the cumulative draws needed for 2010 to 2012, then the amount of
available funding is $149.3 billion less the surplus.

e If the year-end 2012 surplus exceeds the cumulative draws for 2010 to 2012, then the amount of available funding
is $149.3 billion less the amount of those draws.

In addition to the issuance of the senior preferred stock and warrant, we are required under the Purchase Agreement
to pay a quarterly commitment fee to Treasury. Under the Purchase Agreement, the fee is to be determined in an amount
mutually agreed to by us and Treasury with reference to the market value of Treasury’s funding commitment as then in
effect, and reset every five years. We may elect to pay the quarterly commitment fee in cash or add the amount of the fee
to the liquidation preference of the senior preferred stock. Treasury may waive the quarterly commitment fee for up to
one year at a time, in its sole discretion, based on adverse conditions in the U.S. mortgage market. The fee was originally
scheduled to begin accruing on January 1, 2010 (with the first fee payable on March 31, 2010), but was delayed until
January 1, 2011 (with the first fee payable on March 31, 2011) pursuant to an amendment to the Purchase Agreement.
Treasury waived the fee for all quarters of 2011 and the first quarter of 2012, but has indicated that it remains committed
to protecting taxpayers and ensuring that our future positive earnings are returned to taxpayers as compensation for their
investment. Treasury stated that it would reevaluate whether the quarterly commitment fee should be set in the second
quarter of 2012. Absent Treasury waiving the commitment fee in the second quarter of 2012, this quarterly commitment
fee will begin accruing on April 1, 2012 and must be paid each quarter for as long as the Purchase Agreement is in effect.
The amount of the fee has not yet been determined and could be substantial.

The Purchase Agreement provides that, on a quarterly basis, we generally may draw funds up to the amount, if any,
by which our total liabilities exceed our total assets, as reflected on our GAAP balance sheet for the applicable fiscal
quarter (referred to as the deficiency amount), provided that the aggregate amount funded under the Purchase Agreement
may not exceed Treasury’s commitment. The Purchase Agreement provides that the deficiency amount will be calculated
differently if we become subject to receivership or other liquidation process. The deficiency amount may be increased
above the otherwise applicable amount upon our mutual written agreement with Treasury. In addition, if the Director of
FHFA determines that the Director will be mandated by law to appoint a receiver for us unless our capital is increased by
receiving funds under the commitment in an amount up to the deficiency amount (subject to the maximum amount that
may be funded under the agreement), then FHFA, in its capacity as our Conservator, may request that Treasury provide
funds to us in such amount. The Purchase Agreement also provides that, if we have a deficiency amount as of the date of
completion of the liquidation of our assets, we may request funds from Treasury in an amount up to the deficiency
amount (subject to the maximum amount that may be funded under the agreement). Any amounts that we draw under the
Purchase Agreement will be added to the liquidation preference of the senior preferred stock. No additional shares of
senior preferred stock are required to be issued under the Purchase Agreement. As a result, the expiration on
December 31, 2009 of Treasury’s temporary authority to purchase obligations and other securities issued by Freddie Mac
did not affect Treasury’s funding commitment under the Purchase Agreement.

Under the Purchase Agreement, our ability to repay the liquidation preference of the senior preferred stock is limited
and we will not be able to do so for the foreseeable future, if at all. The amounts payable for dividends on the senior
preferred stock are substantial and will have an adverse impact on our financial position and net worth. The payment of
dividends on our senior preferred stock in cash reduces our net worth. For periods in which our earnings and other
changes in equity do not result in positive net worth, draws under the Purchase Agreement effectively fund the cash
payment of senior preferred dividends to Treasury. It is unlikely that, over the long-term, we will generate net income or
comprehensive income in excess of our annual dividends payable to Treasury, although we may experience period-to-
period variability in earnings and comprehensive income. As a result, we expect to make additional draws in future
periods.

The Purchase Agreement provides that the Treasury’s funding commitment will terminate under any of the following
circumstances: (a) the completion of our liquidation and fulfillment of Treasury’s obligations under its funding
commitment at that time; (b) the payment in full of, or reasonable provision for, all of our liabilities (whether or not

29 Freddie Mac



contingent, including mortgage guarantee obligations); and (c) the funding by Treasury of the maximum amount of the
commitment under the Purchase Agreement. In addition, Treasury may terminate its funding commitment and declare the
Purchase Agreement null and void if a court vacates, modifies, amends, conditions, enjoins, stays or otherwise affects the
appointment of the Conservator or otherwise curtails the Conservator’s powers. Treasury may not terminate its funding
commitment under the Purchase Agreement solely by reason of our being in conservatorship, receivership or other
insolvency proceeding, or due to our financial condition or any adverse change in our financial condition.

The Purchase Agreement provides that most provisions of the agreement may be waived or amended by mutual
written agreement of the parties; however, no waiver or amendment of the agreement is permitted that would decrease
Treasury’s aggregate funding commitment or add conditions to Treasury’s funding commitment if the waiver or
amendment would adversely affect in any material respect the holders of our debt securities or Freddie Mac mortgage
guarantee obligations.

In the event of our default on payments with respect to our debt securities or Freddie Mac mortgage guarantee
obligations, if Treasury fails to perform its obligations under its funding commitment and if we and/or the Conservator are
not diligently pursuing remedies in respect of that failure, the holders of these debt securities or Freddie Mac mortgage
guarantee obligations may file a claim in the United States Court of Federal Claims for relief requiring Treasury to fund
to us the lesser of: (a) the amount necessary to cure the payment defaults on our debt and Freddie Mac mortgage
guarantee obligations; and (b) the lesser of: (i) the deficiency amount; and (ii) the maximum amount of the commitment
less the aggregate amount of funding previously provided under the commitment. Any payment that Treasury makes under
those circumstances will be treated for all purposes as a draw under the Purchase Agreement that will increase the
liquidation preference of the senior preferred stock.

The Purchase Agreement has an indefinite term and can terminate only in limited circumstances, which do not
include the end of the conservatorship. The Purchase Agreement therefore could continue after the conservatorship ends.

Issuance of Senior Preferred Stock

Shares of the senior preferred stock have a par value of $1, and have a stated value and initial liquidation preference
equal to $1,000 per share. The liquidation preference of the senior preferred stock is subject to adjustment. Dividends that
are not paid in cash for any dividend period will accrue and be added to the liquidation preference of the senior preferred
stock. In addition, any amounts Treasury pays to us pursuant to its funding commitment under the Purchase Agreement
and any quarterly commitment fees that are not paid in cash to Treasury nor waived by Treasury will be added to the
liquidation preference of the senior preferred stock. As described below, we may make payments to reduce the liquidation
preference of the senior preferred stock in limited circumstances.

Treasury, as the holder of the senior preferred stock, is entitled to receive, when, as and if declared by our Board of
Directors, cumulative quarterly cash dividends at the annual rate of 10% per year on the then-current liquidation
preference of the senior preferred stock. Through December 31, 2011, we have paid cash dividends of $16.5 billion at the
direction of the Conservator. If at any time we fail to pay cash dividends in a timely manner, then immediately following
such failure and for all dividend periods thereafter until the dividend period following 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 is senior to our common stock and all other outstanding series of our preferred stock, as
well as any capital stock we issue in the future, as to both dividends and rights upon liquidation. The senior preferred
stock provides that we 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: (a) full cumulative dividends on the outstanding senior preferred stock (including any
unpaid dividends added to the liquidation preference) have been declared and paid in cash; and (b) all amounts required to
be paid with the net proceeds of any issuance of capital stock for cash (as described in the following paragraph) have
been paid in cash. Shares of the senior preferred stock are not convertible. Shares of the senior preferred stock have no
general or special voting rights, other than those set forth in the certificate of designation for the senior preferred stock or
otherwise required by law. The consent of holders of at least two-thirds of all outstanding shares of senior preferred stock
is generally required to amend the terms 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.

We are not permitted to redeem the senior preferred stock prior to the termination of Treasury’s funding commitment
set forth in the Purchase Agreement; however, we are permitted to pay down the liquidation preference of the outstanding
shares of senior preferred stock to the extent of: (a) accrued and unpaid dividends previously added to the liquidation
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preference and not previously paid down; and (b) quarterly commitment 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 must be used to pay down the liquidation preference of the
senior preferred stock; however, the liquidation preference of each share of senior preferred stock may not be paid down
below $1,000 per share prior to the termination of Treasury’s funding commitment. Following the termination of
Treasury’s funding commitment, we may pay down the liquidation preference of all outstanding shares of senior preferred
stock at any time, in whole or in part. If, after termination of Treasury’s funding commitment, we pay down the
liquidation preference of each outstanding share of senior preferred stock in full, the shares will be deemed to have been
redeemed as of the payment date.

Issuance of Common Stock Warrant

The warrant gives Treasury the right to purchase shares of our common stock equal to 79.9% of the total number of
shares of our common stock outstanding on a fully diluted basis on the date of exercise. The warrant may be exercised in
whole or in part at any time on or before September 7, 2028, by delivery to us of: (a) a notice of exercise; (b) payment of
the exercise price of $0.00001 per share; and (c) the warrant. If the market price of one share of our common stock is
greater than the exercise price, then, instead of paying the exercise price, Treasury may elect to receive shares equal to the
value of the warrant (or portion thereof being canceled) pursuant to the formula specified in the warrant. Upon exercise of
the warrant, Treasury may assign the right to receive the shares of common stock issuable upon exercise to any other
person.

As of March 9, 2012, Treasury has not exercised the warrant.

Covenants Under Treasury Agreements

The Purchase Agreement and warrant contain covenants that significantly restrict our business activities. For
example, as a result of these covenants, we can no longer obtain additional equity financing (other than pursuant to the
Purchase Agreement) and we are limited in the amount and type of debt financing we may obtain.

Purchase Agreement Covenants

The Purchase Agreement provides that, until the senior preferred stock is repaid or redeemed in full, we may not,
without the prior written consent of Treasury:

e declare or pay any dividend (preferred or otherwise) or make any other distribution with respect to any Freddie
Mac equity securities (other than with respect to the senior preferred stock or warrant);

* redeem, purchase, retire or otherwise acquire any Freddie Mac equity securities (other than the senior preferred
stock or warrant);

¢ sell or issue any Freddie Mac equity securities (other than the senior preferred stock, the warrant and the common
stock issuable upon exercise of the warrant and other than as required by the terms of any binding agreement in
effect on the date of the Purchase Agreement);

* terminate the conservatorship (other than in connection with a receivership);

* sell, transfer, lease or otherwise dispose of any assets, other than dispositions for fair market value: (a) to a limited
life regulated entity (in the context of a receivership); (b) of assets and properties in the ordinary 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 comply with the covenant described
below relating to the reduction of our mortgage-related investments portfolio;

* issue any subordinated debt;
* enter into a corporate reorganization, recapitalization, merger, acquisition or similar event; or

* engage in transactions with affiliates unless the transaction is: (a) pursuant to the Purchase Agreement, the senior
preferred stock or the warrant; (b) upon arm’s length terms; or (c) a transaction undertaken in the ordinary course
or pursuant to a contractual obligation or customary employment arrangement in existence on the date of the
Purchase Agreement.

These covenants also apply to our subsidiaries.

The Purchase Agreement also provides that we may not own mortgage assets with UPB in excess of: (a) $900 billion
on December 31, 2009; or (b) on December 31 of each year thereafter, 90% of the aggregate amount of mortgage assets
we are permitted to own as of December 31 of the immediately preceding calendar year, provided that we are not
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required to own less than $250 billion in mortgage assets. Under the Purchase Agreement, we also may not incur
indebtedness that would result in the par value of our aggregate indebtedness exceeding 120% of the amount of mortgage
assets we are permitted to own on December 31 of the immediately preceding calendar year. The mortgage asset and
indebtedness limitations are determined without giving effect to the changes to the accounting guidance for transfers of
financial assets and consolidation of VIEs, under which we consolidated our single-family PC trusts and certain of our
Other Guarantee Transactions in our financial statements as of January 1, 2010.

In addition, the Purchase Agreement provides that we may not enter into any new compensation arrangements or
increase amounts or benefits payable under existing compensation arrangements of any named executive officer or other
executive officer (as such terms are defined by SEC rules) without the consent of the Director of FHFA, in consultation
with the Secretary of the Treasury.

As of March 9, 2012, we believe we were in compliance with the covenants under the Purchase Agreement.

Warrant Covenants

The warrant we issued to Treasury includes, among others, the following covenants: (a) we may not permit any of
our significant subsidiaries to issue capital stock or equity securities, or securities convertible into or exchangeable for
such securities, or any stock appreciation rights or other profit participation rights; (b) we may not take any action to
avoid the observance or performance of the terms of the warrant and we must take all actions necessary or appropriate to
protect Treasury’s rights against impairment or dilution; and (c) we must provide Treasury with prior notice of specified
actions relating to our common stock, such as setting a record date for a dividend payment, granting subscription or
purchase rights, authorizing a recapitalization, reclassification, merger or similar transaction, commencing a liquidation of
the company or any other action that would trigger an adjustment in the exercise price or number or amount of shares
subject to the warrant.

As of March 9, 2012, we believe we were in compliance with the covenants under the warrant.

Effect of Conservatorship and Treasury Agreements on Existing Stockholders

The conservatorship, the Purchase Agreement and the senior preferred stock and warrant issued to Treasury have
materially limited the rights of our common and preferred stockholders (other than Treasury as holder of the senior
preferred stock) and had a number of adverse effects on our common and preferred stockholders. See “RISK
FACTORS — Conservatorship and Related Matters — The conservatorship and investment by Treasury has had, and will
continue to have, a material adverse effect on our common and preferred stockholders.”

As described above, the conservatorship and Treasury Agreements also impact our business in ways that indirectly
affect our common and preferred stockholders. By their terms, the Purchase Agreement, senior preferred stock and
warrant will continue to exist even if we are released from the conservatorship. For a description of the risks to our
business relating to the conservatorship and Treasury Agreements, see “RISK FACTORS.”

Regulation and Supervision

In addition to our oversight by FHFA as our Conservator, we are subject to regulation and oversight by FHFA under
our charter and the GSE Act, which was modified substantially by the Reform Act. We are also subject to certain
regulation by other government agencies.

Federal Housing Finance Agency

FHFA is an independent agency of the federal government responsible for oversight of the operations of Freddie
Mac, Fannie Mae and the FHLBs. The Director of FHFA is appointed by the President and confirmed by the Senate for a
five-year term, removable only for cause. In the discussion below, we refer to Freddie Mac and Fannie Mae as the
“enterprises.”

The Federal Housing Finance Oversight Board, or the Oversight Board, is responsible for advising the Director of
FHFA with respect to overall strategies and policies. The Oversight Board consists of the Director of FHFA as
Chairperson, the Secretary of the Treasury, the Chair of the SEC and the Secretary of HUD.

Under the GSE Act, FHFA has safety and soundness authority that is comparable to, and in some respects, broader
than that of the federal banking agencies. The GSE Act also provides FHFA with powers that, even if we were not in
conservatorship, include the authority to raise capital levels above statutory minimum levels, regulate the size and content
of our mortgage-related investments portfolio, and approve new mortgage products.
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FHFA is responsible for implementing the various provisions of the GSE Act that were added by the Reform Act. In
general, we remain subject to existing regulations, orders and determinations until new ones are issued or made.

Receivership

Under the GSE Act, FHFA must place us into receivership if FHFA determines in writing that our assets are less than
our obligations for a period of 60 days. FHFA has notified us that the measurement period for any mandatory receivership
determination with respect to our assets and obligations would commence no earlier than the SEC public filing deadline
for our quarterly or annual financial statements and would continue for 60 calendar days after that date. FHFA has also
advised us that, if, during that 60-day period, we receive funds from Treasury in an amount at least equal to the
deficiency amount under the Purchase Agreement, the Director of FHFA will not make a mandatory receivership
determination.

In addition, we could be put into receivership at the discretion of the Director of FHFA at any time for other reasons,
including conditions that FHFA has already asserted existed at the time the then Director of FHFA placed us into
conservatorship. These include: (a) a substantial dissipation of assets or earnings due to unsafe or unsound practices;

(b) the existence of an unsafe or unsound condition to transact business; (c) an inability to meet our obligations in the
ordinary course of business; (d) a weakening of our condition due to unsafe or unsound practices or conditions; (e) critical
undercapitalization; (f) the likelihood of losses that will deplete substantially all of our capital; or (g) by consent.

On June 20, 2011, FHFA published a final rule that addresses conservatorship and receivership operations of Freddie
Mac, Fannie Mae and the FHLBs. The final rule establishes a framework to be used by FHFA when acting as conservator
or receiver, supplementing and clarifying statutory authorities. Among other provisions, the final rule indicates that FHFA
will not permit payment of securities litigation claims during conservatorship and that claims by current or former
shareholders arising as a result of their status as shareholders would receive the lowest priority of claim in receivership. In
addition, the final rule indicates that administrative expenses of the conservatorship will also be deemed to be
administrative expenses of a subsequent receivership and that capital distributions may not be made during
conservatorship, except as specified in the final rule.

Capital Standards

FHFA has suspended capital classification of us during conservatorship in light of the Purchase Agreement. The
existing statutory and FHFA-directed regulatory capital requirements are not binding during the conservatorship. We
continue to provide our submission to FHFA on minimum capital. FHFA continues to publish relevant capital figures
(minimum capital requirement, core capital, and GAAP net worth) but does not publish our critical capital, risk-based
capital or subordinated debt levels during conservatorship.

On October 9, 2008, FHFA also announced that it will engage in rulemaking to revise our minimum capital and risk-
based capital requirements. The GSE Act provides that FHFA may increase minimum capital levels from the existing
statutory percentages either by regulation or on a temporary basis by order. On March 3, 2011, FHFA issued a final rule
setting forth procedures and standards for such a temporary increase in minimum capital levels. FHFA may also, by
regulation or order, establish capital or reserve requirements with respect to any product or activity of an enterprise, as
FHFA considers appropriate. In addition, under the GSE Act, FHFA must, by regulation, establish risk-based capital
requirements to ensure the enterprises operate in a safe and sound manner, maintaining sufficient capital and reserves to
support the risks that arise in their operations and management. In developing the new risk-based capital requirements,
FHFA is not bound by the risk-based capital standards in effect prior to the amendment of the GSE Act by the Reform
Act.

Our regulatory minimum capital is a leverage-based measure that is generally calculated based on GAAP and reflects
a 2.50% capital requirement for on-balance sheet assets and 0.45% capital requirement for off-balance sheet obligations.
Pursuant to regulatory guidance from FHFA, our minimum capital requirement was not automatically affected by our
January 1, 2010 adoption of amendments to the accounting guidance for transfers of financial assets and consolidation of
VIEs. Specifically, upon adoption of this accounting guidance, FHFA directed us, for purposes of minimum capital, to
continue reporting our PCs held by third parties and other aggregate off-balance sheet obligations using a 0.45% capital
requirement. Notwithstanding this guidance, FHFA reserves the authority under the GSE Act to raise the minimum capital
requirement for any of our assets or activities.

For additional information, see “MD&A — LIQUIDITY AND CAPITAL RESOURCES — Capital Resources” and
“NOTE 15: REGULATORY CAPITAL.” Also, see “RISK FACTORS — Legal and Regulatory Risks” for more
information.
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New Products

The GSE Act requires the enterprises to obtain the approval of FHFA before initially offering any product, subject to
certain exceptions. The GSE Act provides for a public comment process on requests for approval of new products. FHFA
may temporarily approve a product without soliciting public comment if delay would be contrary to the public interest.
FHFA may condition approval of a product on specific terms, conditions and limitations. The GSE Act also requires the
enterprises to provide FHFA with written notice of any new activity that we or Fannie Mae consider not to be a product.

On July 2, 2009, FHFA published an interim final rule on prior approval of new products, implementing the new
product provisions for us and Fannie Mae in the GSE Act. The rule establishes a process for Freddie Mac and Fannie
Mae to provide prior notice to the Director of FHFA of a new activity and, if applicable, to obtain prior approval from the
Director if the new activity is determined to be a new product. On August 31, 2009, Freddie Mac and Fannie Mae filed
joint public comments on the interim final rule with FHFA. FHFA has stated that permitting us to engage in new products
is inconsistent with the goals of conservatorship and has instructed us not to submit such requests under the interim final
rule. This could have an adverse effect on our business and profitability in future periods. We cannot currently predict
when or if FHFA will permit us to engage in new products under the interim final rule, nor when the rule will be
finalized.

Affordable Housing Goals

We are subject to annual affordable housing goals. In light of these housing goals, we may make adjustments to our
mortgage loan sourcing and purchase strategies, which could further increase our credit losses. These strategies could
include entering into some purchase and securitization transactions with lower expected economic returns than our typical
transactions. We at times relax some of our underwriting criteria to obtain goal-qualifying mortgage loans and make
additional investments in higher risk mortgage loan products that we believe are more likely to serve the borrowers
targeted by the goals, but have not done so to the same extent since 2010.

If the Director of FHFA finds that we failed to meet a housing goal and that achievement of the housing goal was
feasible, the GSE Act states that the Director may require the submission of a housing plan with respect to the housing
goal for approval by the Director. The housing plan must describe the actions we would take to achieve the unmet goal in
the future. FHFA has the authority to take actions against us, including issuing a cease and desist order or assessing civil
money penalties, if we: (a) fail to submit a required housing plan or fail to make a good faith effort to comply with a plan
approved by FHFA; or (b) fail to submit certain data relating to our mortgage purchases, information or reports as
required by law. See “RISK FACTORS — Legal and Regulatory Risks — We may make certain changes to our business
in an attempt to meet the housing goals and subgoals set for us by FHFA that may increase our losses.”

Effective beginning calendar year 2010, the Reform Act requires that FHFA establish, by regulation, four single-
family housing goals, one multifamily special affordable housing goal and requirements relating to multifamily housing
for very low-income families. Our housing goals for 2010 and 2011, as established by FHFA, are described below. FHFA
has not yet established our housing goals for 2012.

Affordable Housing Goals for 2010 and 2011 and Results for 2010

On September 14, 2010, FHFA published in the Federal Register a final rule establishing new affordable housing
goals for Freddie Mac and Fannie Mae for 2010 and 2011. The final rule was effective on October 14, 2010. The rule
establishes four goals and one subgoal for single-family owner-occupied housing, one multifamily special affordable
housing goal, and one multifamily special affordable housing subgoal. Three of the single-family housing goals and the
subgoal target purchase money mortgages for: (a) low-income families; (b) very low-income families; and/or (c) families
that reside in low-income areas. The single-family housing goals also include one that targets refinancing mortgages for
low-income families. The multifamily special affordable housing goal targets multifamily rental housing affordable to
low-income families. The multifamily special affordable housing subgoal targets multifamily rental housing affordable to
very low-income families.

The single-family goals are expressed as a percentage of the total number of eligible mortgages underlying our total
single-family mortgage purchases. The multifamily goals are expressed in terms of minimum numbers of units financed.

With respect to the single-family goals, the rule includes: (a) an assessment of performance as compared to the actual
share of the market that meets the criteria for each goal; and (b) a benchmark level to measure performance. Where our
performance on a single-family goal falls short of the benchmark for a goal, we still could achieve the goal if our
performance meets or exceeds the actual share of the market that meets the criteria for the goal for that year. For
example, if the actual market share of mortgages to low-income families relative to all mortgages originated to finance
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owner-occupied single-family properties is lower than the 27% benchmark rate, we would still satisfy this goal if we
achieve that actual market percentage.

The rule makes a number of changes to the previous counting methods for goals credit, including prohibiting housing
goals credit for purchases of private-label securities. However, the rule allows credit under the low-income refinance goal
for permanent MHA Program loan modifications. The rule also states that FHFA does not intend for the enterprises to
undertake economically adverse or high-risk activities in support of the goals, nor does it intend for the enterprises’ state
of conservatorship to be a justification for withdrawing support from these important market segments.

Our housing goals for 2010 and 2011 and results for 2010 are set forth in the table below.

Table 5 — Affordable Housing Goals for 2010 and 2011 and Results for 2010
Goals for 2010 and 2011  Market Level for 2010V Results for 2010?

Single-family purchase money goals (benchmark levels):

Low-income . . . . ... 27% 27.2% 26.8%
Very low-income. . . ... ... 8% 8.1% 7.9%
Low-income areas® . ... ... ... ... 24% 24.0% 23.0%
Low-income areas subgoal . .. ........... .. ... .. .. ... ... ... 13% 12.1% 10.4%
Single-family refinance low-income goal (benchmark level) .. ......... 21% 20.2% 22.0%
Multifamily low-income goal (inunits) . ........................ 161,250 N/A 161,500
Multifamily low-income subgoal (in units) . . .. ................... 21,000 N/A 29,656

(1) Determined by FHFA based on its analysis of market data for 2010.

(2) In February 2012, at the direction of FHFA, we revised our single-family results for 2010 to exclude mortgages underlying certain HFA bonds.

(3) FHFA will annually set the benchmark level for the low-income areas goal based on the benchmark level for the low-income areas subgoal, plus an
adjustment factor reflecting the additional incremental share of mortgages for moderate-income families in designated disaster areas in the most
recent year for which such data is available. For 2010 and 2011, FHFA set the benchmark level for the low-income areas goal at 24% for both
periods.

We previously reported that we did not achieve the benchmark levels for the single-family low-income areas goal and
the related low-income areas subgoal for 2010 and that we did achieve the benchmark levels for the single-family low-
income purchase and very low-income purchase goals. In February 2012, at the direction of FHFA, we revised our single-
family results for 2010 to exclude mortgages underlying certain HFA bonds. FHFA determined that the resulting small
shortfalls were not sufficient to require reopening its previous determination that the single-family low-income purchase
and very low-income purchase goals had been met. FHFA has informed us that, given that 2010 is the first year under
which FHFA utilized the benchmark or market level for the housing goals and that we continue to operate under
conservatorship, FHFA will not be requiring housing plans for goals that we did not achieve.

We expect to report our performance with respect to the 2011 affordable housing goals in March 2012. At this time,
based on preliminary information, we believe we met the single-family refinance low-income goal and both multifamily
goals, and believe we failed to meet the FHFA benchmark level for the single-family purchase-money goals and the
subgoal for 2011. In such cases, FHFA regulations allow us to achieve a goal if our qualifying share matches that of the
market, as measured by the Home Mortgage Disclosure Act. Because the Home Mortgage Disclosure Act data for 2011
will not be released until September 2012, FHFA will not be able to make a final determination on our performance until
that time. If we fail to meet both the FHFA benchmark level and the market level, we may enter into discussions with
FHFA concerning whether these goals were infeasible under the terms of the GSE Act, due to market and economic
conditions and our financial condition. For more information, see “EXECUTIVE COMPENSATION — Compensation
Discussion and Analysis — Executive Management Compensation Program — Determination of the Performance-Based
Portion of 2011 Deferred Base Salary.”

We anticipate that the difficult market conditions and our financial condition will continue to affect our affordable
housing activities in 2012. However, we view the purchase of mortgage loans that are eligible to count toward our
affordable housing goals to be a principal part of our mission and business and we are committed to facilitating the
financing of affordable housing for low- and moderate-income families. See also “RISK FACTORS — Legal and
Regulatory Risks — We may make certain changes to our business in an attempt to meet the housing goals and subgoals
set for us by FHFA that may increase our losses.”

Duty to Serve Underserved Markets

The GSE Act establishes a duty for Freddie Mac and Fannie Mae to serve three underserved markets (manufactured
housing, affordable housing preservation and rural areas) by developing loan products and flexible underwriting guidelines
to facilitate a secondary market for mortgages for very low-, low- and moderate-income families in those markets.
Effective for 2010 and subsequent years, FHFA is required to establish a manner for annually: (a) evaluating whether and
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to what extent Freddie Mac and Fannie Mae have complied with the duty to serve underserved markets; and (b) rating the
extent of compliance.

On June 7, 2010, FHFA published in the Federal Register a proposed rule regarding the duty of Freddie Mac and
Fannie Mae to serve the underserved markets. Comments were due on July 22, 2010. We provided comments on the
proposed rule to FHFA, but we cannot predict the contents of any final rule that FHFA may release, or the impact that the
final rule will have on our business or operations.

Affordable Housing Goals and Results for 2009

Prior to 2010, we were subject to affordable housing goals related to mortgages for low- and moderate-income
families, low-income families living in low-income areas, very low-income families and families living in defined
underserved areas. These goals were set as a percentage of the total number of dwelling units underlying our total
mortgage purchases. The goal relating to low-income families living in low-income areas and very low-income families
was referred to as the “special affordable” housing goal. This special affordable housing goal also included a multifamily
annual minimum dollar volume target of qualifying multifamily mortgage purchases. In addition, from 2005 to 2009, we
were subject to three subgoals that were expressed as percentages of the total number of mortgages we purchased that
financed the purchase of single-family, owner-occupied properties located in metropolitan areas.

Our housing goals and results for 2009 are set forth in the table below.

Table 6 — Affordable Housing Goals and Results for 2009

Goal Results

Housing goals and actual results

Low- and moderate-income goal . ... . ... ... .. 43%  44.7%

Underserved areas g0al® . .. . . L 32 26.8

Special affordable goal™ . .. . .. 18 17.8
Multifamily special affordable volume target (in billions)®. . .. . .. ... ... ... ... . i $4.60  $3.69

Home purchase subgoals and actual results:

Low- and moderate-income subgoal . . . . . . ... 40%  48.4%

Underserved areas subgoala) ................................................................. 30 279

Special affordable subgoal. . . . . . ... 14 20.6

(1) An individual mortgage may qualify for more than one of the goals or subgoals. Each of the goal and subgoal percentages and each of our
percentage results is determined independently and cannot be aggregated to determine a percentage of total purchases that qualifies for these goals
or subgoals.

(2) These goals were determined to be infeasible.

(3) FHFA concluded that achievement by us of these goals and subgoals was feasible, but decided not to require us to submit a housing plan.

Affordable Housing Allocations

The GSE Act requires us to set aside in each fiscal year an amount equal to 4.2 basis points for each dollar of the
UPB of total new business purchases, and allocate or transfer such amount to: (a) HUD to fund a Housing Trust Fund
established and managed by HUD; and (b) a Capital Magnet Fund established and managed by Treasury. FHFA has the
authority to suspend our allocation upon finding that the payment would contribute to our financial instability, cause us to
be classified as undercapitalized or prevent us from successfully completing a capital restoration plan. In November 2008,
FHFA advised us that it has suspended the requirement to set aside or allocate funds for the Housing Trust Fund and the
Capital Magnet Fund until further notice.

Prudential Management and Operations Standards

The GSE Act requires FHFA to establish prudential standards, by regulation or by guideline, for a broad range of
operations of the enterprises. These standards must address internal controls, information systems, independence and
adequacy of internal audit systems, management of interest rate risk exposure, management of market risk, liquidity and
reserves, management of asset and investment portfolio growth, overall risk management processes, investments and asset
acquisitions, management of credit and counterparty risk, and recordkeeping. FHFA may also establish any additional
operational and management standards the Director of FHFA determines appropriate.

On June 20, 2011, FHFA published a proposed rule that would establish prudential standards, in the form of
guidelines, relating to the management and operations of Freddie Mac, Fannie Mae, and the FHLBs. This proposed rule
implements certain Reform Act amendments to the GSE Act. The proposed standards address a number of business,
controls, and risk management areas. The standards specify the possible consequences for any entity that fails to meet any
of the standards or otherwise fails to comply (including submission of a corrective plan, limits on asset growth, increases
in capital, limits on dividends and stock redemptions or repurchases, a minimum level of retained earnings or any other
action that the FHFA Director determines will contribute to bringing the entity into compliance with the standards). In
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addition, a failure to meet any standard also may constitute an unsafe or unsound practice, which may form the basis for
FHFA initiating an administrative enforcement action. Because FHFA proposes to adopt the standards as guidelines, as
authorized by the Reform Act, FHFA may modify, revoke or add to the standards at any time by order.

Portfolio Activities

The GSE Act requires FHFA to establish, by regulation, criteria governing portfolio holdings to ensure the holdings
are backed by sufficient capital and consistent with the enterprises’ mission and safe and sound operations. In establishing
these criteria, FHFA must consider the ability of the enterprises to provide a liquid secondary market through
securitization activities, the portfolio holdings in relation to the mortgage market and the enterprises’ compliance with the
prudential management and operations standards prescribed by FHFA.

On December 28, 2010, FHFA issued a final rule adopting the portfolio holdings criteria established in the Purchase
Agreement, as it may be amended from time to time, for so long as we remain subject to the Purchase Agreement.

See “Conservatorship and Related Matters — Impact of Conservatorship and Related Activities on Our Business” for
additional information on restrictions to our portfolio activities.

Anti-Predatory Lending

Predatory lending practices are in direct opposition to our mission, our goals and our practices. We have instituted
anti-predatory lending policies intended to prevent the purchase or assignment of mortgage loans with unacceptable terms
or conditions or resulting from unacceptable practices. These policies include processes related to the delivery and
validation of loans sold to us. In addition to the purchase policies we have instituted, we promote consumer education and
financial literacy efforts to help borrowers avoid abusive lending practices and we provide competitive mortgage products
to reputable mortgage originators so that borrowers have a greater choice of financing options.

Subordinated Debt

FHFA directed us to continue to make interest and principal payments on our subordinated 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
payments of interest under certain circumstances, including our failure to maintain specified capital levels, are no longer
applicable. In addition, the requirements in the agreement we entered into with FHFA in September 2005 with respect to
issuance, maintenance, and reporting and disclosure of Freddie Mac subordinated debt have been suspended during the
term of conservatorship and thereafter until directed otherwise. See “NOTE 15: REGULATORY CAPITAL —
Subordinated Debt Commitment” for more information regarding subordinated debt.

Department of Housing and Urban Development

HUD has regulatory authority over Freddie Mac with respect to fair lending. Our mortgage purchase activities are
subject to federal anti-discrimination laws. In addition, the GSE Act prohibits discriminatory practices in our mortgage
purchase activities, requires us to submit data to HUD to assist in its fair lending investigations of primary market lenders
with which we do business and requires us to undertake remedial actions against such lenders found to have engaged in
discriminatory lending practices. In addition, HUD periodically reviews and comments on our underwriting and appraisal
guidelines for consistency with the Fair Housing Act and the anti-discrimination provisions of the GSE Act.

Department of the Treasury

Treasury has significant rights and powers with respect to our company as a result of the Purchase Agreement. In
addition, under our charter, the Secretary of the Treasury has approval authority over our issuances of notes, debentures
and substantially identical types of unsecured debt obligations (including the interest rates and maturities of these
securities), as well as new types of mortgage-related securities issued subsequent to the enactment of the Financial
Institutions Reform, Recovery and Enforcement Act of 1989. The Secretary of the Treasury has performed this debt
securities approval function by coordinating GSE debt offerings with Treasury funding activities. In addition, our charter
authorizes Treasury to purchase Freddie Mac debt obligations not exceeding $2.25 billion in aggregate principal amount at
any time.

The Reform Act granted the Secretary of the Treasury authority to purchase any obligations and securities issued by
us and Fannie Mae until December 31, 2009 on such terms and conditions and in such amounts as the Secretary may
determine, provided that the Secretary determined the purchases were necessary to provide stability to the financial
markets, prevent disruptions in the availability of mortgage finance, and protect taxpayers. See “Conservatorship and
Related Matters — Treasury Agreements.”
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Securities and Exchange Commission

We are subject to the financial reporting requirements applicable to registrants under the Exchange Act, including the
requirement to file with the SEC annual reports on Form 10-K, quarterly reports on Form 10-Q and current reports on
Form 8-K. Although our common stock is required to be registered under the Exchange Act, we continue to be exempt
from certain federal securities law requirements, including the following:

» Securities we issue or guarantee are “exempted securities” under the Securities Act and may be sold without
registration under the Securities Act;

* We are excluded from the definitions of “government securities broker” and “government securities dealer” under
the Exchange Act;

* The Trust Indenture Act of 1939 does not apply to securities issued by us; and
* We are exempt from the Investment Company Act of 1940 and the Investment Advisers Act of 1940, as we are an
“agency, authority or instrumentality” of the U.S. for purposes of such Acts.
Legislative and Regulatory Developments

We discuss certain significant legislative and regulatory developments below. For more information regarding these
and other legislative and regulatory developments that could impact our business, see “RISK FACTORS —
Conservatorship and Related Matters” and “— Legal and Regulatory Risks.”

Administration Report on Reforming the U.S. Housing Finance Market

On February 11, 2011, the Administration delivered a report to Congress that lays out the Administration’s plan to
reform the U.S. housing finance market, including options for structuring the government’s long-term role in a housing
finance system in which the private sector is the dominant provider of mortgage credit. The report recommends winding
down Freddie Mac and Fannie Mae, stating that the Administration will work with FHFA to determine the best way to
responsibly reduce the role of Freddie Mac and Fannie Mae in the market and ultimately wind down both institutions. The
report states that these efforts must be undertaken at a deliberate pace, which takes into account the impact that these
changes will have on borrowers and the housing market.

The report states that the government is committed to ensuring that Freddie Mac and Fannie Mae have sufficient
capital to perform under any guarantees issued now or in the future and the ability to meet any of their debt obligations,
and further states that the Administration will not pursue policies or reforms in a way that would impair the ability of
Freddie Mac and Fannie Mae to honor their obligations. The report states the Administration’s belief that under the
companies’ senior preferred stock purchase agreements with Treasury, there is sufficient funding to ensure the orderly and
deliberate wind down of Freddie Mac and Fannie Mae, as described in the Administration’s plan.

The report identifies a number of policy levers that could be used to wind down Freddie Mac and Fannie Mae, shrink
the government’s footprint in housing finance, and help bring private capital back to the mortgage market, including
increasing guarantee fees, phasing in a 10% down payment requirement, reducing conforming loan limits, and winding
down Freddie Mac and Fannie Mae’s investment portfolios, consistent with the senior preferred stock purchase
agreements. These recommendations, if implemented, would have a material impact on our business volumes, market
share, results of operations and financial condition.

As discussed below in “Legislated Increase to Guarantee Fees,” we have recently been directed by FHFA to raise our
guarantee fees. We cannot currently predict the extent to which our business will be impacted by this increase in
guarantee fees. In addition, as discussed below in “Conforming Loan Limits,” the temporary high-cost area loan limits
expired on September 30, 2011.

We cannot predict the extent to which the other recommendations in the report will be implemented or when any
actions to implement them may be taken. However, we are not aware of any current plans of our Conservator to
significantly change our business model or capital structure in the near-term.

FHFA’s Strategic Plan for Freddie Mac and Fannie Mae Conservatorships

On February 21, 2012, FHFA sent to Congress a strategic plan for the next phase of the conservatorships of Freddie
Mac and Fannie Mae. The plan sets forth objectives and steps FHFA is taking or will take to meet FHFA’s obligations as
Conservator. FHFA states that the steps envisioned in the plan are consistent with each of the housing finance reform
frameworks set forth in the report delivered by the Administration to Congress in February 2011, as well as with the
leading congressional proposals introduced to date. FHFA indicates that the plan leaves open all options for Congress and
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the Administration regarding the resolution of the conservatorships and the degree of government involvement in
supporting the secondary mortgage market in the future.

FHFA’s plan provides lawmakers and the public with an outline of how FHFA as Conservator intends to guide
Freddie Mac and Fannie Mae over the next few years, and identifies three strategic goals:

* Build. Build a new infrastructure for the secondary mortgage market;

* Contract. Gradually contract Freddie Mac and Fannie Mae’s dominant presence in the marketplace while
simplifying and shrinking their operations; and

* Maintain. Maintain foreclosure prevention activities and credit availability for new and refinanced mortgages.

The first of these goals establishes the steps FHFA, Freddie Mac, and Fannie Mae will take to create the necessary
infrastructure, including a securitization platform and national standards for mortgage securitization, that Congress and
market participants may use to develop the secondary mortgage market of the future. As part of this process, FHFA would
determine how Freddie Mac and Fannie Mae can work together to build a single securitization platform that would
replace their current separate proprietary systems.

The second goal describes steps that FHFA plans to take to gradually shift mortgage credit risk from Freddie Mac
and Fannie Mae to private investors and eliminate the direct funding of mortgages by the enterprises. The plan states that
the goal of gradually shifting mortgage credit risk from Freddie Mac and Fannie Mae to private investors could be
accomplished, in the case of single-family credit guarantees, in several ways, including increasing guarantee fees,
establishing loss-sharing arrangements and expanding reliance on mortgage insurance. To evaluate how to accomplish the
goal of contracting enterprise operations in the multifamily business, the plan states that Freddie Mac and Fannie Mae will
each undertake a market analysis of the viability of its respective multifamily operations without government guarantees.

For the third goal, the plan states that programs and strategies to ensure ongoing mortgage credit availability, assist
troubled homeowners, and minimize taxpayer losses while restoring stability to housing markets continue to require
energy, focus, and resources. The plan states that activities that must be continued and enhanced include: (a) successful
implementation of HARP, including the significant program changes announced in October 2011; (b) continued
implementation of the Servicing Alignment Initiative; (c) renewed focus on short sales, deeds-in-lieu, and deeds-for-lease
options that enable households and Freddie Mac and Fannie Mae to avoid foreclosure; and (d) further development and
implementation of the REO disposition initiative announced by FHFA in 2011.

Legislated Increase to Guarantee Fees

On December 23, 2011, President Obama signed into law the Temporary Payroll Tax Cut Continuation Act of 2011.
Among its provisions, this new law directs FHFA to require Freddie Mac and Fannie Mae to increase guarantee fees by
no less than 10 basis points above the average guarantee fees charged in 2011 on single-family mortgage-backed
securities. Under the law, the proceeds from this increase will be remitted to Treasury to fund the payroll tax cut, rather
than retained by the companies.

FHFA has announced that, effective April 1, 2012, the guarantee fee on all single-family residential mortgages sold
to Freddie Mac and Fannie Mae will increase by 10 basis points. In early 2012, FHFA will further analyze whether
additional guarantee fee increases are necessary to ensure the new requirements are being met. If so, FHFA will announce
plans for further guarantee fee increases or other fee adjustments that may then be implemented gradually over a two-year
implementation window, taking into consideration risk levels and conditions in financial markets. FHFA will monitor
closely the increased guarantee fees imposed as a result of the new law throughout its effective period.

Our business and financial condition will not benefit from the increases in guarantee fees under this law, as we must
remit the proceeds from such increases to Treasury. It is currently unclear what effect this increase or any further
guarantee fee increases or other fee adjustments associated with this law will have on the future profitability and
operations of our single-family guarantee business, or on our ability to raise guarantee fees that may be retained by us.
While we continue to assess the impact of this law, we currently believe that implementation of this law will present
operational and accounting challenges for us.

Legislation Related to Reforming Freddie Mac and Fannie Mae

Our future structure and role will be determined by the Administration and Congress, and there are likely to be
significant changes beyond the near-term. Congress continues to hold hearings and consider legislation on the future state
of Freddie Mac and Fannie Mae. On February 2, 2012, the Administration announced that it expects to provide more
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detail concerning approaches to reform the U.S. housing finance market in the spring, and that it plans to begin exploring
options for legislation more intensively with Congress.

Several bills were introduced in Congress in 2011 that would comprehensively reform the secondary mortgage
market and address the future state of Freddie Mac and Fannie Mae. None of the bills have been scheduled for further
consideration in the Senate. In the House, several of these bills were approved by the House Financial Services
Subcommittee on Capital Markets and Government-Sponsored Enterprises. Most recently, this subcommittee approved a
bill in December 2011 that would reform the secondary mortgage market by facilitating continued standardization and
uniformity in mortgage securitization. Under several of the bills, our charter would be revoked and we would be wound
down or placed into receivership. Such legislation could impair our ability to issue securities in the capital markets and
therefore our ability to conduct our business, absent an explicit guarantee of our existing and ongoing liabilities by the
U.S. government.

The House Financial Services Subcommittee on Capital Markets and Government-Sponsored Enterprises approved a
number of other bills in 2011 that would limit the companies’ operations or alter FHFA or Treasury’s authority over the
companies, including bills that would require advance approval by the Secretary of the Treasury and notice to Congress
for all debt issuances by the companies; require FHFA to direct the companies to increase guarantee fees; repeal our
affordable housing goals; prohibit the companies from initially offering new products during conservatorship or
receivership; accelerate reductions in our mortgage-related investments portfolio; require that Freddie Mac and Fannie
Mae mortgages be treated the same as other mortgages for purposes of risk retention requirements in the Dodd-Frank Act;
grant the FHFA Inspector General direct access to our records and employees; authorize FHFA, as receiver, to revoke the
charters of Freddie Mac and Fannie Mae; prevent Treasury from lowering the dividend payment under the Purchase
Agreement; abolish the Affordable Housing Trust Fund, the Capital Magnet Fund, and the HOPE Reserve Fund; require
disposition of non-mission critical assets; apply the Freedom of Information Act to Freddie Mac and Fannie Mae; and set
a cap on the funds received under the Purchase Agreement.

In 2011, the Financial Services Committee of the House of Representatives approved a bill that would generally put
our employees on the federal government pay scale, and in 2012 both the House and the Senate approved legislation that
would prohibit senior executives from receiving bonuses during conservatorship. In February 2012, legislative proposals
were introduced in the Senate that would, among other items, cap the compensation and benefits of executive officers and
employees of Freddie Mac and Fannie Mae so they cannot exceed the amounts paid to the highest compensated executive
or employee at the federal financial institution regulatory agencies; and require executive officers, under certain
circumstances, to return to Treasury any compensation earned that exceeds the regulatory agencies’ rate of compensation.
If this or similar legislation were to become law, many of our employees would experience a sudden and sharp decrease
in compensation. The Acting Director of FHFA stated on November 15, 2011 that this “would certainly risk a substantial
exodus of talent, the best leaving first in many instances. [Freddie Mac and Fannie Mae] likely would suffer a rapidly
growing vacancy list and replacements with lesser skills and no experience in their specific jobs. A significant increase in
safety and soundness risks and in costly operational failures would, in my opinion, be highly likely.” The Acting Director
noted that “[s]hould the risks I fear materialize, FHFA might well be forced to limit [Freddie Mac and Fannie Mae’s]
business activities. Some of the business [Freddie Mac and Fannie Mae] would be unable to undertake might simply not
occur, with potential disruption in housing markets and the economy.”

Some of the bills discussed above, if enacted, would materially affect the role of the company, our business model
and our structure, and could have an adverse effect on our financial results and operations as well as our ability to retain
and recruit management and other valuable employees. A number of the bills would adversely affect our ability to
conduct business under our current business model, including by subjecting us to new requirements that could increase
costs, reduce revenues and limit or prohibit current business activities.

We cannot predict whether or when any of the bills discussed above might be enacted. We also expect additional
bills relating to Freddie Mac and Fannie Mae to be introduced and considered by Congress in 2012.

For more information on the potential impacts of legislative developments on compensation and employee retention,
see “RISK FACTORS — Conservatorship and Related Matters — The conservatorship and uncertainty concerning our
future has had, and will likely continue to have, an adverse effect on the retention, recruitment and engagement of
management and other employees, which could have a material adverse effect on our ability to operate our business” and
“MD&A — RISK MANAGEMENT — Operational Risks.”
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Dodd-Frank Act

The Dodd-Frank Act, which was signed into law on July 21, 2010, significantly changed the regulation of the
financial services industry, including by creating new standards related to regulatory oversight of systemically important
financial companies, derivatives, capital requirements, asset-backed securitization, mortgage underwriting, and consumer
financial protection. The Dodd-Frank Act has directly affected and will continue to directly affect the business and
operations of Freddie Mac by subjecting us to new and additional regulatory oversight and standards, including with
respect to our activities and products. We may also be affected by provisions of the Dodd-Frank Act and implementing
regulations that affect the activities of banks, savings institutions, insurance companies, securities dealers, and other
regulated entities that are our customers and counterparties.

Implementation of the Dodd-Frank Act is being accomplished through numerous rulemakings, many of which are
still in process. Accordingly, it is difficult to assess fully the impact of the Dodd-Frank Act on Freddie Mac and the
financial services industry at this time. The final effects of the legislation will not be known with certainty until these
rulemakings are complete. The Dodd-Frank Act also mandates the preparation of studies on a wide range of issues, which
could lead to additional legislation or regulatory changes.

Recent developments with respect to Dodd-Frank rulemakings that may have a significant impact on Freddie Mac
include the following:

* Designation as a systemically important nonbank financial company — The Financial Stability Oversight Council,
or FSOC, is expected to announce during 2012 which nonbank financial companies are systemically important. The
Federal Reserve has recently proposed rules to implement the enhanced supervisory and prudential requirements
that would apply to designated nonbank financial companies. The proposal includes rules to implement Dodd-
Frank requirements related to risk-based capital and leverage, liquidity, single-counterparty credit limits, overall
risk management and risk committees, stress tests, and debt-to-equity limits for certain covered companies. The
proposed rules also would implement Dodd-Frank requirements related to early remediation of financial distress of
a designated nonbank financial company. In addition, a recently adopted final rule requires designated nonbank
financial companies to submit annual resolution plans that describe the company’s strategy for rapid and orderly
resolution in bankruptcy during times of financial distress. If Freddie Mac is designated as a systemically important
nonbank financial company, we could be subject to these and other additional oversight and prudential standards.

Derivatives Rulemakings — The U.S. Commodity Futures Trading Commission, or CFTC, has promulgated a
number of final rules implementing the Dodd-Frank Act’s provisions relating to derivatives. However, the CFTC
has yet to finalize many of the more significant derivative-related rules, including rules addressing the definition of
“major swap participant” and margin requirements for uncleared swaps. The Dodd-Frank Act imposes certain new
requirements on all swaps counterparties, including requirements addressing recordkeeping and reporting. If
Freddie Mac qualifies as a major swap participant, it will be subject to increased and additional requirements, such
as those relating to registration and business conduct. The eventual final rules on margin might increase the costs
of our swaps transactions. According to the CFTC’s tentative schedule, the CFTC expects to finalize the major
swap participant definition rule in the first quarter of 2012, but it does not expect to consider final rules on margin
(and numerous other topics) until later in 2012.

We continue to review and assess the impact of rulemakings and other activities under the Dodd-Frank Act. For more
information, see “RISK FACTORS — Legal and Regulatory Risks — The Dodd-Frank Act and related regulation may
adversely affect our business activities and financial results.”

Conforming Loan Limits

Beginning in 2008, pursuant to a series of laws, our loan limits in certain high-cost areas were increased temporarily
above the limits that otherwise would be applicable (up to $729,750 for a one-family residence). On September 30, 2011,
the latest of these increases was permitted to expire. Accordingly, our permanent high-cost area loan limits apply with
respect to loans originated on or after October 1, 2011 in high-cost areas (currently, up to $625,500 for a one-family
residence). A new law reinstated higher conforming loan limits for FHA-insured mortgages through 2013. However, these
reinstated higher limits do not apply to Freddie Mac and Fannie Mae.

Developments Concerning Single-Family Servicing Practices

There have been a number of regulatory developments in recent periods impacting single-family mortgage servicing
and foreclosure practices, including those discussed below. It is possible that these developments will result in significant
changes to mortgage servicing and foreclosure practices that could adversely affect our business. New compliance
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requirements placed on servicers as a result of these developments could expose Freddie Mac to financial risk as a result
of further extensions of foreclosure timelines if home prices remain weak or decline. We may need to make additional
significant changes to our practices, which could increase our operational risk. It is difficult to predict other impacts on
our business of these changes, though such changes could adversely affect our credit losses and costs of servicing, and
make it more difficult for us to transfer mortgage servicing rights to a successor servicer should we need to do so. The
regulatory developments and changes include the following:

On April 13, 2011, the OCC, the Federal Reserve, the FDIC, and the Office of Thrift Supervision entered into
consent orders with 14 large servicers regarding their foreclosure and loss mitigation practices. These institutions
service the majority of the single-family mortgages we own or guarantee. The consent orders required the servicers
to submit comprehensive action plans relating to, among other items, use of foreclosure documentation, staffing of
foreclosure and loss mitigation activities, oversight of third parties, use of the Mortgage Electronic Registration
System, or the MERS System, and communications with borrowers. We will not be able to assess the impact of
these actions on our business until the servicers’ comprehensive action plans are publicly available.

On April 28, 2011, FHFA announced a new set of aligned standards for servicing delinquent mortgages owned or
guaranteed by Freddie Mac and Fannie Mae. We implemented most aspects of this initiative effective October 1,
2011. We have also implemented a new standard modification initiative that replaced our previous non-HAMP
modification program beginning January 1, 2012. See “MD&A — RISK MANAGEMENT — Credit Risk —
Mortgage Credit Risk — Single-Family Mortgage Credit Risk — Single-Family Loan Workouts and the MHA
Program.” FHFA has also directed us and Fannie Mae to work on a joint initiative to consider alternatives for
future mortgage servicing structures and servicing compensation. The development of further alternatives could
impact our ability to conduct current initiatives. For more information, see “RISK FACTORS — Legal and
Regulatory Risks — Legislative or regulatory actions could adversely affect our business activities and financial
results.”

On June 30, 2011, the OCC issued Supervisory Guidance regarding the OCC’s expectations for the oversight and
management of mortgage foreclosure activities by national banks. The Supervisory Guidance contains several
elements from the consent orders with the 14 major servicers that will now be applied to all national banks. In the
Supervisory Guidance, the OCC directed all national banks to conduct a self-assessment of foreclosure
management practices by September 30, 2011. Additionally, the Guidance sets forth foreclosure management
standards that mirror the broad categories of the servicing guidelines contained in the consent orders.

On October 19, 2011, FHFA announced that it has directed Freddie Mac and Fannie Mae to transition away from
current foreclosure attorney network programs and move to a system where mortgage servicers select qualified law
firms that meet certain minimum, uniform criteria. The changes will be implemented after a transition period in
which input will be taken from servicers, regulators, lawyers, and other market participants. We cannot predict the
scope or timing of these changes, or the extent to which our business will be impacted by them.

Several localities have adopted ordinances that would expand the responsibilities and liability for registering and
maintaining vacant properties to servicers and assignees. These laws could significantly expand mortgage costs and
liabilities in those areas. On December 8, 2011, FHFA directed Freddie Mac and Fannie Mae to take certain
actions with respect to a municipal ordinance of the City of Chicago, and, on December 12, 2011, FHFA, on its
own behalf and as conservator for Freddie Mac and Fannie Mae, filed a lawsuit against the City of Chicago to
prevent enforcement of the ordinance.

On February 9, 2012, a coalition of state attorneys general and federal agencies announced that it had entered into
a settlement with five large seller/servicers concerning certain issues related to mortgage servicing practices. While
the settlement includes changes to mortgage servicing practices, it is too early to determine if these changes will
have a significant effect on us. The settlement does not involve loans owned or guaranteed by us.

For more information on operational risks related to these developments in mortgage servicing, see “MD&A — RISK
MANAGEMENT — Operational Risks.”

Administration Plan to Help Responsible Homeowners and Heal the Housing Market

In his January 24, 2012 State of the Union Address, President Obama called for action to help responsible borrowers
and support a housing market recovery. The Administration subsequently put forth a “Plan to Help Responsible
Homeowners and Heal the Housing Market.” We have implemented, or are in the process of implementing, several aspects
of the Administration’s plan, such as the changes to HAMP discussed in “MD&A — RISK MANAGEMENT — Credit
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Risk — Mortgage Credit Risk — Single-Family Loan Workouts and the MHA Program — Home Affordable Modification
Program.” A number of other aspects of the plan could affect Freddie Mac, including those discussed below.

The plan calls for Congress to pass legislation to establish a broad based mortgage refinancing plan. The broad based
refinancing plan includes provisions to further streamline the refinancing process for borrowers with loans guaranteed by
Freddie Mac and Fannie Mae. It would also provide underwater borrowers who participate in HARP with the choice of
taking the benefit of the reduced interest rate in the form of lower monthly payments, or applying that savings to
rebuilding equity in their homes. The plan would require us to change certain existing processes and could increase our
costs. To date, no legislation has been introduced in Congress with respect to this plan.

The plan states that the mortgage servicing system would benefit from a single set of strong federal standards, and
indicates that the Administration will work closely with regulators, Congress and stakeholders to create a more robust and
comprehensive set of rules related to mortgage servicing. These rules would include standards for assisting at-risk
homeowners.

Employees

At February 27, 2012, we had 4,859 full-time and 62 part-time employees. Our principal offices are located in
McLean, Virginia.

Available Information
SEC Reports

We file reports and other information with the SEC. In view of the Conservator’s succession to all of the voting
power of our stockholders, we have not prepared or provided proxy statements for the solicitation of proxies from
stockholders since we entered into conservatorship, and do not expect to do so while we remain in conservatorship. We
make available free of charge through our website at www.freddiemac.com our annual reports on Form 10-K, quarterly
reports on Form 10-Q, current reports on Form 8-K, and all other SEC reports and amendments to those reports as soon
as reasonably practicable after we electronically file the material with, or furnish it to, the SEC. In addition, materials that
we filed with the SEC are available for review and copying at the SEC’s Public Reference Room at 100 F Street, N.E.,
Washington, D.C. 20549. The public may obtain information on the operation of the Public Reference Room by calling
the SEC at 1-800-SEC-0330. The SEC also maintains an internet site (www.sec.gov) that contains reports, proxy and
information statements, and other information regarding companies that file electronically with the SEC.

We are providing our website addresses and the website address of the SEC here or elsewhere in this annual report
on Form 10-K solely for your information. Information appearing on our website or on the SEC’s website is not
incorporated into this annual report on Form 10-K.

Information about Certain Securities Issuances by Freddie Mac

Pursuant to SEC regulations, public companies are required to disclose certain information when they incur a
material direct financial obligation or become directly or contingently liable for a material obligation under an off-balance
sheet arrangement. The disclosure must be made in a current report on Form 8-K under Item 2.03 or, if the obligation is
incurred in connection with certain types of securities offerings, in prospectuses for that offering that are filed with the
SEC.

Freddie Mac’s securities offerings are exempted from SEC registration requirements. As a result, we are not required
to and do not file registration statements or prospectuses with the SEC with respect to our securities offerings. To comply
with the disclosure requirements of Form 8-K relating to the incurrence of material financial obligations, we report our
incurrence of these types of obligations either in offering circulars (or supplements thereto) that we post on our website or
in a current report on Form 8-K, in accordance with a “no-action” letter we received from the SEC staff. In cases where
the information is disclosed in an offering circular posted on our website, the document will be posted on our website
within the same time period that a prospectus for a non-exempt securities offering would be required to be filed with the
SEC.

The website address for disclosure about our debt securities is www.freddiemac.com/debt. From this address,
investors can access the offering circular and related supplements for debt securities offerings under Freddie Mac’s global
debt facility, including pricing supplements for individual issuances of debt securities.

Disclosure about the mortgage-related securities we issue, some of which are off-balance sheet obligations, can be
found at www.freddiemac.com/mbs. From this address, investors can access information and documents about our
mortgage-related securities, including offering circulars and related offering circular supplements.
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Forward-Looking Statements

We regularly communicate information concerning our business activities to investors, the news media, securities
analysts, and others as part of our normal operations. Some of these communications, including this Form 10-K, contain
“forward-looking statements,” including statements pertaining to the conservatorship, our current expectations and
objectives for our efforts under the MHA Program, the servicing alignment initiative and other programs to assist the
U.S. residential mortgage market, future business plans, liquidity, capital management, economic and market conditions
and trends, market share, the effect of legislative and regulatory developments, implementation of new accounting
guidance, credit losses, internal control remediation efforts, and results of operations and financial condition on a GAAP,
Segment Earnings, and fair value basis. Forward-looking statements involve known and unknown risks and uncertainties,
some of which are beyond our control. Forward-looking statements are often accompanied by, and identified with, terms
such as “objective,” “expect,” “trend,” “forecast,” “anticipate,” “believe,” “intend,” “could,” “future,” “may,” “will,” and
similar phrases. These statements are not historical facts, but rather represent our expectations based on current
information, plans, judgments, assumptions, estimates, and projections. Actual results may differ significantly from those
described in or implied by such forward-looking statements due to various factors and uncertainties, including those
described in the “RISK FACTORS” section of this Form 10-K and:

e the actions FHFA, Treasury, the Federal Reserve, the SEC, HUD, the Administration, Congress, and our
management may take;

9% <. EEINT3

* the impact of the restrictions and other terms of the conservatorship, the Purchase Agreement, the senior preferred
stock, and the warrant on our business, including our ability to pay: (a) the dividend on the senior preferred stock;
and (b) any quarterly commitment fee that we are required to pay to Treasury under the Purchase Agreement;

our ability to maintain adequate liquidity to fund our operations, including following any changes in the support
provided to us by Treasury or FHFA, a change in the credit ratings of our debt securities or a change in the credit
rating of the U.S. government;

 changes in our charter or applicable legislative or regulatory requirements, including any restructuring or
reorganization in the form of our company, whether we will remain a stockholder-owned company or continue to
exist and whether we will be wound down or placed under receivership, regulations under the GSE Act, the
Reform Act, or the Dodd-Frank Act, regulatory or legislative actions taken to implement the Administration’s plan
to reform the housing finance system, regulatory or legislative actions that require us to support non-mortgage
market initiatives, changes to affordable housing goals regulation, reinstatement of regulatory capital requirements,
or the exercise or assertion of additional regulatory or administrative authority;

 changes in the regulation of the mortgage and financial services industries, including changes caused by the Dodd-
Frank Act, or any other legislative, regulatory, or judicial action at the federal or state level,;

 enforcement actions against mortgage servicers and other mortgage industry participants by federal or state
authorities;

* the scope of various initiatives designed to help in the housing recovery (including the extent to which borrowers
participate in the recently expanded HARP program, the MHA Program and new non-HAMP standard loan
modification initiative), and the impact of such programs on our credit losses, expenses, and the size and
composition of our mortgage-related investments portfolio;

* the impact of any deficiencies in foreclosure documentation practices and related delays in the foreclosure process;

* the ability of our financial, accounting, data processing, and other operating systems or infrastructure, and those of
our vendors to process the complexity and volume of our transactions;

* changes in accounting or tax guidance or in our accounting policies or estimates, and our ability to effectively
implement any such changes in guidance, policies, or estimates;

 changes in general regional, national, or international economic, business, or market conditions and competitive
pressures, including changes in employment rates and interest rates, and changes in the federal government’s fiscal
and monetary policy;

* changes in the U.S. residential mortgage market, including changes in the rate of growth in total outstanding
U.S. residential mortgage debt, the size of the U.S. residential mortgage market, and home prices;

e our ability to effectively implement our business strategies, including our efforts to improve the supply and
liquidity of, and demand for, our products, and restrictions on our ability to offer new products or engage in new
activities;
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* our ability to recruit, retain, and engage executive officers and other key employees;

* our ability to effectively identify and manage credit, interest-rate, operational, and other risks in our business,
including changes to the credit environment and the levels and volatilities of interest rates, as well as the shape and
slope of the yield curves;

* the effects of internal control deficiencies and our ability to effectively identify, assess, evaluate, manage, mitigate,
or remediate control deficiencies and risks, including material weaknesses and significant deficiencies, in our
internal control over financial reporting and disclosure controls and procedures;

 incomplete or inaccurate information provided by customers and counterparties;
 consolidation among, or adverse changes in the financial condition of, our customers and counterparties;

o the failure of our customers and counterparties to fulfill their obligations to us, including the failure of seller/
servicers to meet their obligations to repurchase loans sold to us in breach of their representations and warranties,
and the potential cost and difficulty of legally enforcing those obligations;

* changes in our judgments, assumptions, forecasts, or estimates regarding the volume of our business and spreads
we expect to earn;

* the availability of options, interest-rate and currency swaps, and other derivative financial instruments of the types
and quantities, on acceptable terms, and with acceptable counterparties needed for investment funding and risk
management purposes;

* changes in pricing, valuation or other methodologies, models, assumptions, judgments, estimates and/or other
measurement techniques, or their respective reliability;

 changes in mortgage-to-debt OAS;

* the potential impact on the market for our securities resulting from any purchases or sales by the Federal Reserve
or Treasury of Freddie Mac debt or mortgage-related securities;

* adverse judgments or settlements in connection with legal proceedings, governmental investigations, and IRS
examinations;

* volatility of reported results due to changes in the fair value of certain instruments or assets;
* the development of different types of mortgage servicing structures and servicing compensation;
 preferences of originators in selling into the secondary mortgage market;

* changes to our underwriting or servicing requirements (including servicing alignment efforts under the servicing
alignment initiative), our practices with respect to the disposition of REO properties, or investment standards for
mortgage-related products;

* investor preferences for mortgage loans and mortgage-related and debt securities compared to other investments;
 borrower preferences for fixed-rate mortgages versus ARMs;

* the occurrence of a major natural or other disaster in geographic areas in which our offices or portions of our total
mortgage portfolio are concentrated;

* other factors and assumptions described in this Form 10-K, including in the “MD&A” section;

 our assumptions and estimates regarding the foregoing and our ability to anticipate the foregoing factors and their
impacts; and

* market reactions to the foregoing.

Forward-looking statements speak only as of the date they are made, and we undertake no obligation to update any
forward-looking statements we make to reflect events or circumstances occurring after the date of this Form 10-K.

ITEM 1A. RISK FACTORS

Investing in our securities involves risks, including the risks described below and in “BUSINESS,” “MD&A,” and
elsewhere in this Form 10-K. These risks and uncertainties could, directly or indirectly, adversely affect our business,
financial condition, results of operations, cash flows, strategies and/or prospects.
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Conservatorship and Related Matters

The future status and role of Freddie Mac is uncertain and could be materially adversely affected by legislative and
regulatory action that alters the ownership, structure, and mission of the company.

The Acting Director of FHFA stated on November 15, 2011 that “the long-term outlook is that neither [Freddie Mac
nor Fannie Mae] will continue to exist, at least in its current form, in the future.” Future legislation will likely materially
affect the role of the company, our business model, our structure, and future results of operations. Some or all of our
functions could be transferred to other institutions, and we could cease to exist as a stockholder-owned company or at all.
If any of these events were to occur, our shares could further diminish in value, or cease to have any value, and there can
be no assurance that our stockholders would receive any compensation for such loss in value.

On February 11, 2011, the Administration delivered a report to Congress that lays out the Administration’s plan to
reform the U.S. housing finance market, including options for structuring the government’s long-term role in a housing
finance system in which the private sector is the dominant provider of mortgage credit. The report recommends winding
down Freddie Mac and Fannie Mae, stating that the Administration will work with FHFA to determine the best way to
responsibly reduce the role of Freddie Mac and Fannie Mae in the market and ultimately wind down both institutions. The
report identifies a number of policy levers that could be used to wind down Freddie Mac and Fannie Mae, shrink the
government’s footprint in housing finance, and help bring private capital back to the mortgage market, including
increasing guarantee fees, phasing in a 10% down payment requirement, reducing conforming loan limits, and winding
down Freddie Mac and Fannie Mae’s investment portfolios, consistent with the senior preferred stock purchase
agreements.

A number of bills were introduced in the Senate and House in 2011 concerning the future state of Freddie Mac and
Fannie Mae. Several of these bills take a comprehensive approach that would wind down Freddie Mac and Fannie Mae
(or completely restructure the companies), while other bills would revise the companies’ operations in a limited manner.
Congress also held hearings related to the long-term future of housing finance, including the role of Freddie Mac and
Fannie Mae. We expect additional legislation relating to Freddie Mac and Fannie Mae to be introduced and considered by
Congress; however, we cannot predict whether or when any such legislation will be enacted. On February 2, 2012, the
Administration announced that it expects to provide more detail concerning approaches to reform the U.S. housing finance
market in the spring, and that it plans to begin exploring options for legislation more intensively with Congress. On
February 21, 2012, FHFA sent to Congress a strategic plan for the next phase of the conservatorships of Freddie Mac and
Fannie Mae.

For more information on the Administration’s February 2011 report, GSE reform legislation, and FHFA’s strategic
plan, see “BUSINESS — Regulation and Supervision — Legislative and Regulatory Developments.”

In addition to legislative actions, FHFA has expansive regulatory authority over us, and the manner in which FHFA
will use its authority in the future is unclear. FHFA could take a number of regulatory actions that could materially
adversely affect our company, such as changing or reinstating our current capital requirements, which are not binding
during conservatorship, or imposing additional restrictions on our portfolio activities or new initiatives.

The conservatorship is indefinite in duration and the timing, conditions, and likelihood of our emerging from
conservatorship are uncertain. Even if the conservatorship is terminated, we would remain subject to the Purchase
Agreement, senior preferred stock, and warrant.

FHFA has stated that there is no exact time frame as to when the conservatorship may end. Termination of the
conservatorship (other than in connection with receivership) also requires Treasury’s consent under the Purchase
Agreement. There can be no assurance as to when, and under what circumstances, Treasury would give such consent.
There is also significant uncertainty as to what changes may occur to our business structure during or following our
conservatorship, including whether we will continue to exist. It is possible that the conservatorship will end with us being
placed into receivership. The Acting Director of FHFA stated on September 19, 2011 that “it ought to be clear to
everyone as this point, given [Freddie Mac and Fannie Mae’s] losses since being placed into conservatorship and the
terms of the Treasury’s financial support agreements, that [Freddie Mac and Fannie Mae] will not be able to earn their
way back to a condition that allows them to emerge from conservatorship.”

In addition, Treasury has the ability to acquire almost 80% of our common stock for nominal consideration by
exercising the warrant we issued to it pursuant to the Purchase Agreement. Consequently, the company could effectively
remain under the control of the U.S. government even if the conservatorship was ended and the voting rights of common
stockholders restored. The warrant held by Treasury, the restrictions on our business contained in the Purchase Agreement,
and the senior status of the senior preferred stock issued to Treasury under the Purchase Agreement, if the senior
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preferred stock has not been redeemed, also could adversely affect our ability to attract new private sector capital in the
future should the company be in a position to seek such capital. Moreover, our draws under Treasury’s funding
commitment, the senior preferred stock dividend obligation, and commitment fees paid to Treasury (commitment fees
have been waived through the first quarter of 2012) could permanently impair our ability to build independent sources of
capital.

We expect to make additional draws under the Purchase Agreement in future periods, which will adversely affect our
future results of operations and financial condition.

We expect to request additional draws under the Purchase Agreement in future periods. Over time, our dividend
obligation to Treasury on the senior preferred stock will increasingly drive future draws. Although we may experience
period-to-period variability in earnings and comprehensive income, it is unlikely that we will generate net income or
comprehensive income in excess of our annual dividends payable to Treasury over the long term. Dividends to Treasury
on the senior preferred stock are cumulative and accrue at an annual rate of 10% (or 12% in any quarter in which
dividends are not paid in cash) until all accrued dividends are paid in cash.

The size and timing of our future draws will be determined by our dividend obligation on the senior preferred stock
and a variety of other factors that could adversely affect our net worth. These other factors include the following:

* how long and to what extent the U.S. economy and housing market, including home prices, remain weak, which
could increase credit expenses and cause additional other-than-temporary impairments of the non-agency mortgage-
related securities we hold;

* foreclosure prevention efforts and foreclosure processing delays, which could increase our expenses;
* competitiveness with other mortgage market participants, including Fannie Mae;

 adverse changes in interest rates, the yield curve, implied volatility or mortgage-to-debt OAS, which could increase
realized and unrealized mark-to-fair value losses recorded in earnings or AOCI;

* required reductions in the size of our mortgage-related investments portfolio and other limitations on our
investment activities that reduce the earnings capacity of our investment activities;

» quarterly commitment fees payable to Treasury, the amount of which has not yet been established and could be
substantial (Treasury has waived the fee for all quarters of 2011 and the first quarter of 2012). Treasury has
indicated that it remains committed to protecting taxpayers and ensuring that our future positive earnings are
returned to taxpayers as compensation for their investment;

* adverse changes in our funding costs or limitations in our access to public debt markets;
* establishment of additional valuation allowances for our remaining net deferred tax asset;
* changes in accounting practices or guidance;

o effects of the MHA Program and other government initiatives, including any future requirements to reduce the
principal amount of loans;

* losses resulting from control failures, including any control failures because of our inability to retain staff;

* limitations on our ability to develop new products, enter into new lines of business, or increase guarantee and
related fees;

e introduction of additional public mission-related initiatives that may adversely impact our financial results; or

* changes in business practices resulting from legislative and regulatory developments or direction from our
Conservator.

Under the Purchase Agreement, the $200 billion cap on Treasury’s funding commitment will increase as necessary to
accommodate any cumulative reduction in our net worth during 2010, 2011, and 2012. Although additional draws under
the Purchase Agreement will allow us to remain solvent and avoid mandatory receivership, they will also increase the
liquidation preference of, and the dividends we owe on, the senior preferred stock. Based on the aggregate liquidation
preference of the senior preferred stock of $72.3 billion (which amount includes the funds requested to address our net
worth deficit as of December 31, 2011), Treasury is entitled to annual cash dividends of $7.23 billion, which exceeds our
annual historical earnings in all but one period. Increases in the already substantial liquidation preference and senior
preferred stock dividend obligation, along with limited flexibility to redeem the senior preferred stock, will adversely
affect our results of operations and financial condition and add to the significant uncertainty regarding our long-term
financial sustainability. This may also cause further negative publicity about our company.
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Our business objectives and strategies have in some cases been significantly altered since we were placed into
conservatorship, and may continue to change, in ways that negatively affect our future financial condition and results
of operations.

FHFA, as Conservator, has directed the company to focus on managing to a positive stockholders’ equity. At the
direction of the Conservator, we have made changes to certain business practices that are designed to provide support for
the mortgage market in a manner that serves our public mission and other non-financial objectives but may not contribute
to our goal of managing to a positive stockholders’ equity. Some of these changes have increased our expenses or caused
us to forego revenue opportunities. For example, FHFA has directed that we implement various initiatives under the MHA
Program. We expect to incur significant costs associated with the implementation of these initiatives and we cannot
currently estimate whether, or the extent to which, costs incurred in the near term from these initiatives may be offset, if
at all, by the prevention or reduction of potential future costs of serious delinquencies and foreclosures due to these
initiatives. On October 24, 2011, FHFA, Freddie Mac, and Fannie Mae announced a series of FHFA-directed changes to
HARP in an effort to attract more eligible borrowers whose monthly payments are current and who can benefit from
refinancing their home mortgages. There can be no assurance that the revisions to HARP will be successful in achieving
these objectives or that any benefits from the revised program will exceed our costs. The Conservator and Treasury have
also not authorized us to engage in certain business activities and transactions, including the purchase or sale of certain
assets, which we believe might have had a beneficial impact on our results of operations or financial condition, if
executed. Our inability to execute such initiatives and transactions may adversely affect our profitability. Other agencies of
the U.S. government, as well as Congress, also have an interest in the conduct of our business. We do not know what
actions they may request us to take.

In view of the conservatorship and the reasons stated by FHFA for its establishment, it is likely that our business
model and strategic objectives will continue to change, possibly significantly, including in pursuit of our public mission
and other non-financial objectives. Among other things, we could experience significant changes in the size, growth, and
characteristics of our guarantee activities, and we could further change our operational objectives, including our pricing
strategy in our core mortgage guarantee business. The conservatorship has significantly impacted our investment activity,
and we may face further restrictions on this activity. Accordingly, our strategic and operational focus may not always be
consistent with the generation of net income. It is possible that we will make material changes to our capital strategy and
to our accounting policies, methods, and estimates. In addition, we may be directed to engage in initiatives that are
operationally difficult or costly to implement, or that adversely affect our financial results. For example, FHFA has
directed us to take various actions in support of the objectives of a gradual transition to greater private capital
participation in housing finance and greater distribution of risk to participants other than the government, such as
developing security structures that allow for private sector risk sharing.

On December 23, 2011, President Obama signed into law the Temporary Payroll Tax Cut Continuation Act of 2011.
Among its provisions, this new law directs FHFA to require Freddie Mac and Fannie Mae to increase guarantee fees by
no less than 10 basis points above the average guarantee fees charged in 2011 on single-family mortgage-backed
securities. Under the law, the proceeds from this increase will be remitted to Treasury to fund the payroll tax cut, rather
than retained by the companies. It is currently unclear what effect this increase or any further guarantee fee increases or
other fee adjustments associated with this law will have on the future profitability and operations of our single-family
guarantee business, or on our ability to raise guarantee fees that may be retained by us. While we continue to assess the
impact of this law on us, we currently believe that implementation of this law will present operational and accounting
challenges for us.

FHFA has stated that it has focused Freddie Mac and Fannie Mae on their existing core business, including
minimizing credit losses, and taking actions necessary to advance the goals of the conservatorship, and is not permitting
Freddie Mac and Fannie Mae to offer new products or enter into new lines of business. FHFA stated that the focus of the
conservatorship is on conserving assets, minimizing corporate losses, ensuring Freddie Mac and Fannie Mae continue to
serve their mission, overseeing remediation of identified weaknesses in corporate operations and risk management, and
ensuring that sound corporate governance principles are followed. These and other restrictions imposed by FHFA could
adversely affect our financial results in future periods.

As our Conservator, FHFA possesses all of the powers of our stockholders, officers, and directors. During the
conservatorship, the Conservator has delegated certain authority to the Board of Directors to oversee, and to management
to conduct, day-to-day operations so that the company can continue to operate in the ordinary course of business. FHFA
has the ability to withdraw or revise its delegations of authority and override actions of our Board of Directors at any
time. The directors serve on behalf of, and exercise authority as directed by, the Conservator. In addition, FHFA has the
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power to take actions without our knowledge that could be material to investors and could significantly affect our
financial performance.

These changes and other factors could have material adverse effects on, among other things, our portfolio growth, net
worth, credit losses, net interest income, guarantee fee income, net deferred tax assets, and loan loss reserves, and could
have a material adverse effect on our future results of operations and financial condition. In light of the significant
uncertainty surrounding these changes, there can be no assurances regarding when, or if, we will return to profitability.

We have a variety of different, and potentially competing, objectives that may adversely affect our financial results and
our ability to maintain positive net worth.

Based on our charter, other legislation, public statements from Treasury and FHFA officials and guidance and
directives from our Conservator, we have a variety of different, and potentially competing, objectives. These objectives
include: (a) minimizing our credit losses; (b) conserving assets; (c) providing liquidity, stability, and affordability in the
mortgage market; (d) continuing to provide additional assistance to the struggling housing and mortgage markets;

(e) managing to a positive stockholders’ equity and reducing the need to draw funds from Treasury pursuant to the
Purchase Agreement; and (f) protecting the interests of the taxpayers. These objectives create conflicts in strategic and
day-to-day decision making that will likely lead to suboptimal outcomes for one or more, or possibly all, of these
objectives. This could lead to negative publicity and damage our reputation. We may face increased operational risk from
these competing objectives. Current portfolio investment and mortgage guarantee activities, liquidity support, loan
modification and refinancing initiatives, and foreclosure forbearance initiatives, including our efforts under the MHA
Program, are intended to provide support for the mortgage market in a manner that serves our public mission and other
non-financial objectives under conservatorship, but may negatively impact our financial results and net worth.

FHFA directives that we and Fannie Mae adopt uniform approaches in some areas could have an adverse impact on
our business or on our competitive position with respect to Fannie Mae.

FHFA is also Conservator of Fannie Mae, our primary competitor. On multiple occasions, FHFA has directed us and
Fannie Mae to confer and suggest to FHFA possible uniform approaches to particular business and accounting issues and
problems. It is likely that we will receive additional directives in the future. In most such cases, FHFA subsequently
directed us and Fannie Mae to adopt a specific uniform approach. For example:

* In March 2009, FHFA directed Freddie Mac and Fannie Mae to adopt the HAMP program for modification of
mortgages that they hold or guarantee, leading to a largely uniform approach to modifications for HAMP-eligible
borrowers;

* In February 2010, FHFA directed Freddie Mac and Fannie Mae to work together to standardize definitions for
mortgage delivery data;

e In January 2011, FHFA announced that it had directed Freddie Mac and Fannie Mae to work on a joint initiative,
in coordination with HUD, to consider alternatives for future mortgage servicing structures and servicing
compensation;

e In April 2011, FHFA announced a new set of aligned standards for servicing of non-performing loans owned or
guaranteed by Freddie Mac and Fannie Mae, including a standard modification initiative for borrowers not eligible
for HAMP modifications;

* In October 2011, through the revisions to the HARP initiative, FHFA directed us and Fannie Mae to align certain
aspects of our and Fannie Mae’s respective refinance initiatives; and

e In December 2011, FHFA announced that the guarantee fee on all single-family residential mortgages sold to
Freddie Mac and Fannie Mae will increase by 10 basis points to fund the payroll tax cut, effective April 1, 2012.
This increase is in connection with the implementation of the Temporary Payroll Tax Cut Continuation Act of
2011.

We cannot predict the impact on our business of these actions or any similar actions FHFA may require us and
Fannie Mae to take in the future. It is possible that in some areas FHFA could require us and Fannie Mae to take a
uniform approach that, because of differences in our respective businesses, could place Freddie Mac at a competitive
disadvantage to Fannie Mae. We may be required to adopt approaches that are operationally difficult for us to implement.
It also is possible that in some cases identifying, adopting and maintaining a uniform approach could entail higher costs
than would a unilateral approach, and that when market conditions merit a change in a uniform approach, coordinating the
change might entail additional cost and delay. If and when conservatorship ends, market acceptance of a uniform
approach could make it difficult to depart from that approach even if doing so would be economically desirable.
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We are subject to significant limitations on our business under the Purchase Agreement that could have a material
adverse effect on our results of operations and financial condition.

The Purchase Agreement includes significant restrictions on our ability to manage our business, including limitations
on the amount of indebtedness we may incur, the size of our mortgage-related investments portfolio, and the
circumstances in which we may pay dividends, transfer certain assets, raise capital, and pay down the liquidation
preference on the senior preferred stock. In addition, the Purchase Agreement provides that we may not enter into any
new compensation arrangements or increase amounts or benefits payable under existing compensation arrangements of
any executive officers without the consent of the Director of FHFA, in consultation with the Secretary of the Treasury. In
deciding whether or not to consent to any request for approval it receives from us under the Purchase Agreement,
Treasury has the right to withhold its consent for any reason and is not required by the agreement to consider any
particular factors, including whether or not management believes that the transaction would benefit the company. The
limitations under the Purchase Agreement could have a material adverse effect on our future results of operations and
financial condition.

Our regulator may, and in some cases must, place us into receivership, which would result in the liquidation of our
assets and terminate all rights and claims that our stockholders and creditors may have against our assets or under our
charter; if we are liquidated, there may not be sufficient funds to pay the secured and unsecured claims of the
company, repay the liquidation preference of any series of our preferred stock, or make any distribution to the holders
of our common stock.

We could be put into receivership at the discretion of the Director of FHFA at any time for a number of reasons,
including conditions that FHFA has already asserted existed at the time the then Director of FHFA placed us into
conservatorship. These include: a substantial dissipation of assets or earnings due to unsafe or unsound practices; the
existence of an unsafe or unsound condition to transact business; an inability to meet our obligations in the ordinary
course of business; a weakening of our condition due to unsafe or unsound practices or conditions; critical
undercapitalization; the likelihood of losses that will deplete substantially all of our capital; or by consent. In addition,
FHFA could be required to place us in receivership if Treasury is unable to provide us with funding requested under the
Purchase Agreement to address a deficit in our net worth. For more information, see “— If Treasury is unable to provide
us with funding requested under the Purchase Agreement to address a deficit in our net worth, FHFA could be required to
place us into receivership.”

A receivership would terminate the conservatorship. The appointment of FHFA (or any other entity) as our receiver
would terminate all rights and claims that our stockholders and creditors may have against our assets or under our charter
arising as a result of their status as stockholders or creditors, other than the potential ability to be paid upon our
liquidation. Unlike conservatorship, the purpose of which is to conserve our assets and return us to a sound and solvent
condition, the purpose of receivership is to liquidate our assets and resolve claims against us.

In the event of a liquidation of our assets, there can be no assurance that there would be sufficient proceeds to pay
the secured and unsecured claims of the company, repay the liquidation preference of any series of our preferred stock or
make any distribution to the holders of our common stock. To the extent that we are placed into receivership and do not
or cannot fulfill our guarantee to the holders of our mortgage-related securities, such holders could become unsecured
creditors of ours with respect to claims made under our guarantee. Only after paying the secured and unsecured claims of
the company, the administrative expenses of the receiver and the liquidation preference of the senior preferred stock,
which ranks senior to our common stock and all other series of preferred stock upon liquidation, would any liquidation
proceeds be available to repay the liquidation preference on any other series of preferred stock. Finally, only after the
liquidation preference on all series of preferred stock is repaid would any liquidation proceeds be available for distribution
to the holders of our common stock. The aggregate liquidation preference on the senior preferred stock owned by
Treasury will increase to $72.3 billion upon funding of the draw request to address our net worth deficit as of
December 31, 2011. The liquidation preference will increase further if, as we expect, we make additional draws under the
Purchase Agreement. It will also increase if we do not pay dividends owed on the senior preferred stock in cash or if we
do not pay the quarterly commitment fee to Treasury under the Purchase Agreement.

If we are placed into receivership or no longer operate as a going concern, we would no longer be able to assert that
we will realize assets and satisfy liabilities in the normal course of business, and, therefore, our basis of accounting would
change to liquidation-based accounting. Under the liquidation basis of accounting, assets are stated at their estimated net
realizable value and liabilities are stated at their estimated settlement amounts, which could adversely affect our net
worth. In addition, the amounts in AOCI would be reclassified to earnings, which could also adversely affect our net
worth.
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If Treasury is unable to provide us with funding requested under the Purchase Agreement to address a deficit in our
net worth, FHFA could be required to place us into receivership.

Under the Purchase Agreement, Treasury made a commitment to provide funding, under certain conditions, to
eliminate deficits in our net worth. Under the GSE Act, FHFA must place us into receivership if FHFA determines in
writing that our assets are less than our obligations for a period of 60 calendar days. FHFA has notified us that the
measurement period for any mandatory receivership determination with respect to our assets and obligations would
commence no earlier than the SEC public filing deadline for our quarterly or annual financial statements and would
continue for 60 calendar days after that date. FHFA has also advised us that, if, during that 60-day period, we receive
funds from Treasury in an amount at least equal to the deficiency amount under the Purchase Agreement, the Director of
FHFA will not make a mandatory receivership determination. If funding has been requested under the Purchase Agreement
to address a deficit in our net worth, and Treasury is unable to provide us with such funding within the 60-day period
specified by FHFA, FHFA would be required to place us into receivership if our assets remain less than our obligations
during that 60-day period.

The conservatorship and uncertainty concerning our future has had, and will likely continue to have, an adverse effect
on the retention, recruitment, and engagement of management and other employees, which could have a material
adverse effect on our ability to operate our business.

Our ability to recruit, retain, and engage management and other employees with the necessary skills to conduct our
business has been, and will likely continue to be, adversely affected by the conservatorship, the uncertainty regarding its
duration, the potential for future legislative or regulatory actions that could significantly affect our existence and our role
in the secondary mortgage market, and the negative publicity concerning the GSEs. Accordingly, we may not be able to
retain or replace executives or other employees with the requisite institutional knowledge and the technical, operational,
risk management, and other key skills needed to conduct our business effectively. We may also face increased operational
risk if key employees leave the company.

The actions taken by Congress, Treasury, and the Conservator to date, or that may be taken by them or other
government agencies in the future, may have an adverse effect on the retention and recruitment of senior executives,
management, and other valuable employees. For example, we are subject to restrictions on the amount and type of
compensation we may pay our executives under conservatorship. Also contributing to our concerns regarding executive
retention risk is the aggregate level of compensation paid to our Section 16 executive officers, which for 2011
performance was significantly below the 25th percentile of market-based compensation. See “EXECUTIVE
COMPENSATION” for more information. We cannot offer equity-based compensation, which is both common in our
industry and provides a key incentive for employees to stay with the company. The Conservator directed us to maintain
individual salaries and wage rates for all employees at 2010 levels for 2011 and 2012 (except in the case of promotions or
significant changes in responsibilities). Given our current status, we cannot offer the prospects of even medium-term
employment, much less long-term. Continued public condemnation of the company and its employees creates yet another
obstacle to hiring and retaining the talent we need.

We are finding it difficult to retain and engage critical employees and attract people with the skills and experience
we need. Voluntary attrition rates for high performing employees, those with specialized skill sets, and those responsible
for controls over financial reporting have risen markedly since we were placed into conservatorship. This has led to
concerns about staffing inadequacies, management depth, and employee engagement. Attracting qualified senior
executives is particularly difficult. We operate in an environment in which virtually every business decision is closely
scrutinized and subject to public criticism and review by various government authorities. Many executives are unwilling to
work in such an environment for potentially significantly less than what they could earn elsewhere. A recovering economy
is likely to put additional pressures on turnover in 2012, as other attractive opportunities may become available to people
who we want to retain. The high and increasing level of scrutiny from FHFA and its Office of Inspector General and other
regulators has also heightened stress levels throughout the organization and placed additional burdens on staff.

In 2011, the Financial Services Committee of the House of Representatives approved a bill that would generally put
our employees on the federal government’s pay scale, and in 2012 the House and Senate each approved legislation
containing a provision that would prohibit senior executives from receiving bonuses during conservatorship. If this or
similar legislation were to become law, many of our employees would experience a sudden and sharp decrease in
compensation. The Acting Director of FHFA stated on November 15, 2011 that this “would certainly risk a substantial
exodus of talent, the best leaving first in many instances. [Freddie Mac and Fannie Mae] likely would suffer a rapidly
growing vacancy list and replacements with lesser skills and no experience in their specific jobs. A significant increase in
safety and soundness risks and in costly operational failures would, in my opinion, be highly likely.” The Acting Director
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noted that “[s]hould the risks I fear materialize, FHFA might well be forced to limit [Freddie Mac and Fannie Mae’s]
business activities. Some of the business [Freddie Mac and Fannie Mae] would be unable to undertake might simply not
occur, with potential disruption in housing markets and the economy.” For more information on legislative developments
affecting compensation, see “BUSINESS — Regulation and Supervision — Legislative and Regulatory Developments —
Legislation Related to Reforming Freddie Mac and Fannie Mae.”

The conservatorship and investment by Treasury has had, and will continue to have, a material adverse effect on our
common and preferred stockholders.

Prior to our entry into conservatorship, the market price for our common stock declined substantially. After our entry
into conservatorship, the market price of our common stock continued to decline, and has been $1 or less per share since
June 2010. As a result, the investments of our common and preferred stockholders lost substantial value, which they may
never recover. There is significant uncertainty as to what changes may occur to our business structure during or following
our conservatorship, including whether we will continue to exist. Therefore, it is likely that our shares could further
diminish in value, or cease to have any value. The Acting Director of FHFA has stated that ““[Freddie Mac and Fannie
Mae’s] equity holders retain an economic claim on the companies but that claim is subordinate to taxpayer claims. As a
practical matter, taxpayers are not likely to be repaid in full, so [Freddie Mac and Fannie Mae] stock lower in priority is
not likely to have any value.”

The conservatorship and investment by Treasury has had, and will continue to have, other material adverse effects on
our common and preferred stockholders, including the following:

* No voting rights during conservatorship. The rights and powers of our stockholders are suspended during the
conservatorship and our common stockholders do not have the ability to elect directors or to vote on other matters.

* No longer managed to maximize stockholder returns. Because we are in conservatorship, we are no longer
managed with a strategy to maximize stockholder returns. FHFA has stated that it has focused Freddie Mac and
Fannie Mae on their existing core business, including minimizing credit losses, and taking actions necessary to
advance the goals of the conservatorship. FHFA stated that it is not permitting Freddie Mac and Fannie Mae to
offer new products or enter into new lines of business. FHFA stated that the focus of the conservatorship is on
conserving assets, minimizing corporate losses, ensuring Freddie Mac and Fannie Mae continue to serve their
mission, overseeing remediation of identified weaknesses in corporate operations and risk management, and
ensuring that sound corporate governance principles are followed.

* Priority of Senior Preferred Stock. The senior preferred stock ranks senior to the common stock and all other
series of preferred stock as to both dividends and distributions upon dissolution, liquidation or winding up of the
company.

* Dividends have been eliminated. The Conservator has eliminated dividends on Freddie Mac common and
preferred stock (other than dividends on the senior preferred stock) during the conservatorship. In addition, under
the terms of the Purchase Agreement, dividends may not be paid to common or preferred stockholders (other than
on the senior preferred stock) without the consent of Treasury, regardless of whether or not we are in
conservatorship.

* Warrant may substantially dilute investment of current stockholders. If Treasury exercises its warrant to purchase
shares of our common stock equal to 79.9% of the total number of shares of our common stock outstanding on a
fully diluted basis, the ownership interest in the company of our then existing common stockholders will be
substantially diluted. It is possible that stockholders, other than Treasury, will not own more than 20.1% of our
total common stock for the duration of our existence. Under our charter, bylaws and applicable law, 20.1% is
insufficient to control the outcome of any vote that is presented to the common stockholders. Accordingly, existing
common stockholders have no assurance that, as a group, they will be able to control the election of our directors
or the outcome of any other vote after the time, if any, that the conservatorship ends.

Competitive and Market Risks

Our investment activity is significantly limited under the Purchase Agreement and by FHFA, which will likely reduce
our earnings from investment activities over time and result in greater reliance on our guarantee activities to generate
revenue.

We are subject to significant limitations on our investment activity, which will adversely affect the earnings capacity
of our mortgage-related investments portfolio over time. These limitations include: (a) a requirement to reduce the size of
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our mortgage-related investments portfolio; and (b) significant constraints on our ability to purchase or sell mortgage
assets.

Under the terms of the Purchase Agreement and FHFA regulation, our mortgage-related investments portfolio is
subject to a cap that decreases by 10% each year until the portfolio reaches $250 billion. As a result, the UPB of our
mortgage-related investments portfolio could not exceed $729 billion as of December 31, 2011 and may not exceed
$656.1 billion as of December 31, 2012. Our mortgage-related investments portfolio has contracted considerably since we
entered into conservatorship, and we are working with FHFA to identify ways to prudently accelerate the rate of
contraction of the portfolio. Our ability to take advantage of opportunities to purchase or sell mortgage assets at attractive
prices has been, and likely will continue to be, limited. In addition, we can provide no assurance that the cap on our
mortgage-related investments portfolio will not, over time, force us to sell mortgage assets at unattractive prices,
particularly given the potential in coming periods for continued high volumes of loan modifications and removal of
seriously delinquent loans, both of which result in the removal of mortgage loans from our PCs for our mortgage-related
investments portfolio. We expect that our holdings of unsecuritized single-family loans will continue to increase in 2012
due to the recent revisions to HARP, which will result in our purchase of mortgage loans with LTV ratios greater than
125%, as we have not yet implemented a securitization process for such loans. For more information on the various
restrictions and limitations on our investment activity and our mortgage-related investments portfolio, see “BUSINESS —
Conservatorship and Related Matters — Impact of Conservatorship and Related Actions on Our Business — Limits on
Investment Activity and Our Mortgage-Related Investments Portfolio.”

These limitations will reduce the earnings capacity of our mortgage-related investments portfolio business and require
us to place greater emphasis on our guarantee activities to generate revenue. However, under conservatorship, our ability
to generate revenue through guarantee activities may be limited, as we may be required to adopt business practices that
provide support for the mortgage market in a manner that serves our public mission and other non-financial objectives,
but that may negatively impact our future financial results from guarantee activities. The combination of the restrictions
on our business activities under the Purchase Agreement and FHFA regulation, combined with our potential inability to
generate sufficient revenue through our guarantee activities to offset the effects of those restrictions, may have an adverse
effect on our results of operations and financial condition. There can be no assurance that the current profitability levels
on our new single-family business would be sufficient to attract new private sector capital in the future, should the
company be in a position to seek such capital. We generally must obtain FHFA’s approval in order to increase pricing in
our guarantee business, and there can be no assurance FHFA will approve any such request. On December 23, 2011,
President Obama signed into law the Temporary Payroll Tax Cut Continuation Act of 2011. Our business and financial
condition will not benefit from the increases in guarantee fees under this law, as we must remit the proceeds from such
increases to Treasury. It is currently unclear what effect this will have on our ability to raise guarantee fees that may be
retained by us. For more information, see “BUSINESS — Regulation and Supervision — Legislative and Regulatory
Developments — Legislated Increase to Guarantee Fees.”

We are subject to mortgage credit risks, including mortgage credit risk relating to off-balance sheet arrangements;
increased credit costs related to these risks could adversely affect our financial condition and/or results of operations.

Mortgage credit risk is the risk that a borrower will fail to make timely payments on a mortgage we own or
guarantee, exposing us to the risk of credit losses and credit-related expenses. We are primarily exposed to mortgage
credit risk with respect to the single-family and multifamily loans that we own or guarantee and hold on our consolidated
balance sheets. We are also exposed to mortgage credit risk with respect to securities and guarantee arrangements that are
not reflected as assets on our consolidated balance sheets. These relate primarily to: (a) Freddie Mac mortgage-related
securities backed by multifamily loans; (b) certain Other Guarantee Transactions; and (c) other guarantee commitments,
including long-term standby commitments and liquidity guarantees.

Significant factors that affect the level of our single-family mortgage credit risk include the credit profile of the
borrower (e.g., credit score, credit history, and monthly income relative to debt payments), documentation level, the
number of borrowers, the features of the mortgage loan, occupancy type, the type of property securing the mortgage, the
LTV ratio of the loan, and local and regional economic conditions, including home prices and unemployment rates. Our
credit losses will remain high for the foreseeable future due to the substantial number of mortgage loans in our single-
family credit guarantee portfolio on which borrowers owe more than their home is currently worth, as well as the
substantial inventory of seriously delinquent loans.

While mortgage interest rates remained low in 2011, many borrowers may not have been able to refinance into lower
interest mortgages or reduce their monthly payments through mortgage modifications due to substantial declines in home
values, market uncertainty, and continued high unemployment rates. Therefore, there can be no assurance that continued
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low mortgage interest rates or efforts to modify and refinance mortgages pursuant to the MHA Program (including
pursuant to the revisions to HARP announced in October 2011) and to modify mortgages under our other loss mitigation
initiatives will reduce our overall mortgage credit risk.

We also continue to have significant amounts of mortgage loans in our single-family credit guarantee portfolio with
certain characteristics, such as Alt-A, interest-only, option ARMs, loans with original LTV ratios greater than 90%, and
loans where borrowers had FICO scores less than 620 at the time of origination, that expose us to greater credit risk than
do other types of mortgage loans. As of December 31, 2011, loans with one or more of the above characteristics
comprised approximately 20% of our single-family credit guarantee portfolio. See “Table 50 — Certain Higher-Risk
Categories in the Single-Family Credit Guarantee Portfolio” for more information.

Beginning in 2008, the conforming loan limits were significantly increased for mortgages originated in certain “high
cost” areas (the initial increases applied to loans originated after July 1, 2007). Due to our relative lack of experience with
these “conforming jumbo” loans, purchases pursuant to the high cost conforming loan limits may also expose us to greater
credit risks.

The level of our multifamily mortgage credit risk is affected by the mortgaged property’s ability to generate rental
income from which debt service can be paid. That ability in turn is affected by rental market conditions (e.g., rental and
vacancy rates), the physical condition of the property, the quality of the property’s management, and the level of operating
costs. For certain multifamily mortgage products, we utilize other forms of credit enhancement, such as subordination
through Other Guarantee Transactions, which are intended to reduce our risk exposure.

A risk we continue to monitor is that multifamily borrowers will default if they are unable to refinance their loans at
an affordable rate. This risk is particularly important with respect to multifamily loans because such loans generally have
a balloon payment and typically have a shorter contractual term than single-family mortgages. Borrowers may be less able
to refinance their obligations during periods of rising interest rates or weak economic conditions, which could lead to
default if the borrower is unable to find affordable refinancing. However, of the $116.1 billion in UPB of loans in our
multifamily mortgage portfolio as of December 31, 2011, only approximately 3% and 5% will reach their maturity during
2012 and 2013, respectively.

We are exposed to significant credit risk related to the subprime, Alt-A, and option ARM loans that back the non-
agency mortgage-related securities we hold.

Our investments in non-agency mortgage-related securities include securities that are backed by subprime, Alt-A, and
option ARM loans. As of December 31, 2011, such securities represented approximately 54% of our total investments in
non-agency mortgage-related securities. Since 2007, mortgage loan delinquencies and credit losses in the U.S. mortgage
market have substantially increased, particularly in the subprime, Alt-A, and option ARM sectors of the residential
mortgage market. In addition, home prices have declined significantly, after extended periods during which home prices
appreciated. As a result, the fair value of these investments has declined significantly since 2007, and we have recorded
substantial other-than-temporary impairments, which has adversely impacted stockholders equity (deficit). In addition,
most of these investments do not trade in a liquid secondary market and the size of our holdings relative to normal market
activity is such that, if we were to attempt to sell a significant quantity of these securities, the pricing in such markets
could be significantly disrupted and the price we ultimately realize may be materially lower than the value at which we
carry these investments on our consolidated balance sheets.

We could experience additional GAAP losses due to other-than-temporary impairments on our investments in these
non-agency mortgage-related securities if, among other things: (a) interest rates change; (b) delinquency and loss rates on
subprime, Alt-A, and option ARM loans increase; (c) there is a further decline in actual or forecasted home prices; or
(d) there is a deterioration in servicing performance. In addition, the fair value of these investments may decline further
due to additional ratings downgrades or market events. Any credit enhancements covering these securities, including
subordination and other structural enhancements, may not prevent us from incurring losses. During 2011, we continued to
experience the erosion of structural credit enhancements on many securities backed by subprime first lien, option ARM,
and Alt-A loans due to poor performance of the underlying mortgages. The financial condition of bond insurers also
continued to deteriorate in 2011. See “MD&A — CONSOLIDATED BALANCE SHEETS ANALYSIS — Investments in
Securities” for information about the credit ratings for these securities and the extent to which these securities have been
downgraded.
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Certain strategies to mitigate our losses as an investor in non-agency mortgage-related securities may adversely affect
our relationships with some of our largest seller/servicers.

On September 2, 2011, FHFA announced that, as Conservator for Freddie Mac and Fannie Mae, it had filed lawsuits
against 17 financial institutions and related defendants alleging: (a) violations of federal securities laws; and (b) in certain
lawsuits, common law fraud in the sale of residential non-agency mortgage-related securities to Freddie Mac and Fannie
Mae. These institutions include some of our largest seller/servicers and counterparties. FHFA, as Conservator, filed a
similar lawsuit against UBS Americas, Inc. and related defendants on July 27, 2011. FHFA seeks to recover losses and
damages sustained by Freddie Mac and Fannie Mae as a result of their investments in certain residential non-agency
mortgage-related securities issued by these financial institutions.

At the direction of our Conservator, we are working to enforce our rights as an investor with respect to the non-
agency mortgage-related securities we hold, and are engaged in other efforts to mitigate losses on our investments in these
securities, in some cases in conjunction with other investors. For example, FHFA, as Conservator of Freddie Mac and
Fannie Mae, has issued subpoenas to various entities seeking loan files and other transaction documents related to non-
agency mortgage-related securities in which the two enterprises invested. FHFA stated that the documents will enable it to
determine whether issuers of these securities and others are liable to Freddie Mac and Fannie Mae for certain losses they
have suffered on the securities. We are assisting FHFA in this effort.

These and other loss mitigation efforts may lead to further disputes with some of our largest seller/servicers and
counterparties that may result in further litigation. This could adversely affect our relationship with any such company and
could, for example, result in the loss of some or all of our business with a large seller/servicer. The effectiveness of these
loss mitigation efforts is highly uncertain and any potential recoveries may take significant time to realize. For more
information, see “MD&A — RISK MANAGEMENT — Credit Risk — Institutional Credit Risk — Non-Agency Mortgage-
Related Security Issuers.”

The credit losses we experience in future periods as a result of the housing and economic downturn are likely to be
larger, perhaps substantially larger, than our current loan loss reserves.

Our loan loss reserves, as reflected on our consolidated balance sheets, do not reflect the total of all future credit
losses we will ultimately incur with respect to our single-family and multifamily mortgage loans, including those
underlying our financial guarantees. Rather, pursuant to GAAP, our reserves only reflect probable losses we believe we
have already incurred as of the balance sheet date. Accordingly, although we believe that our credit losses may exceed the
amounts we have already reserved for loans currently identified as impaired, and that additional credit losses will be
incurred in the future due to the housing and economic downturn, we are not permitted under GAAP to reflect the
potential impact of these future trends in our loan loss reserves. As a result of the depth and extent of the housing and
economic downturn, there is significant uncertainty regarding the full extent of future credit losses. Therefore, such credit
losses are likely to be larger, perhaps substantially larger, than our current loan loss reserves. Additional credit losses we
incur in future periods will adversely affect our business, results of operations, financial condition, liquidity, and net
worth.

Further declines in U.S. home prices or other adverse changes in the U.S. housing market could negatively impact our
business and increase our losses.

Throughout 2011, the U.S. housing market continued to experience adverse trends, including continued price
depreciation, continued high serious delinquency and default rates, and extended foreclosure timelines. Low volumes of
home sales and the continued large supply of unsold homes placed further downward pressure on home prices. These
conditions, coupled with continued high unemployment, led to continued high loan delinquencies and provisioning for
loan losses. Our credit losses remained high in 2011, in part because home prices have experienced significant cumulative
declines in many geographic areas in recent years. We expect that national average home prices will continue to remain
weak and will likely decline over the near term, which could result in a continued high rate of serious delinquencies or
defaults and a level of credit-related losses higher than our expectations when our guarantees were issued.

We prepare internal forecasts of future home prices, which we use for certain business activities, including:
(a) hedging prepayment risk; (b) setting fees for new guarantee business; and (c) portfolio activities. It is possible that
home price declines could be significantly greater than we anticipate, or that a sustained recovery in home prices would
not begin until much later than we anticipate, which could adversely affect our performance of these business activities.
For example, this could cause the return we earn on new single-family guarantee business to be less than expected. This
could also result in higher losses due to other-than-temporary impairments on our investments in non-agency mortgage-
related securities than would otherwise be recognized in earnings. Government programs designed to strengthen the
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U.S. housing market, such as the MHA Program, may fail to achieve expected results, and new programs could be
instituted that cause our credit losses to increase. For more information, see “MD&A — RISK MANAGEMENT — Credit
Risk.”

Our business volumes are closely tied to the rate of growth in total outstanding U.S. residential mortgage debt and
the size of the U.S. residential mortgage market. Total residential mortgage debt declined approximately 1.8% in the first
nine months of 2011 (the most recent data available) compared to a decline of approximately 3.2% in 2010. If total
outstanding U.S. residential mortgage debt were to continue to decline, there could be fewer mortgage loans available for
us to purchase, and we could face more competition to purchase a smaller number of loans.

While multifamily market fundamentals (i.e., vacancy rates and effective rents) improved during 2011, there can be
no assurance that this trend will continue. Certain local multifamily markets exhibit relatively weak fundamentals,
especially some of those hit hardest by residential home price declines. Any further softening of the broader economy
could have negative impacts on multifamily markets, which could cause delinquencies and credit losses relating to our
multifamily activities to increase beyond our current expectations.

Our refinance volumes could decline if interest rates rise, which could cause our overall new mortgage-related security
issuance volumes to decline.

We continued to experience a high percentage of refinance mortgages in our purchase volume during 2011 due to
continued low interest rates and the impact of our relief refinance mortgages. Interest rates have been at historically low
levels for an extended period of time. Overall originations of refinance mortgages, and our purchases of them, will likely
decrease if interest rates rise and home prices remain at depressed levels. Originations of refinance mortgages will also
likely decline after the Home Affordable Refinance Program expires in December 2013. In addition, many eligible
borrowers have already refinanced at least once during this period of low interest rates, and therefore may be unlikely to
do so again in the near future. It is possible that our overall mortgage-related security issuance volumes could decline if
our volumes of purchase money mortgages do not increase to offset any such decrease in refinance mortgages. This could
adversely affect the amount of revenue we receive from our guarantee activities.

We could incur significant credit losses and credit-related expenses in the event of a major natural disaster or other
catastrophic event in geographic areas in which portions of our total mortgage portfolio and REO holdings are
concentrated.

We own or guarantee mortgage loans and own REO properties throughout the United States. The occurrence of a
major natural or environmental disaster (such as an earthquake, hurricane, tsunami, or widespread damage caused to the
environment by commercial entities), terrorist attack, pandemic, or similar catastrophic event in a regional geographic area
of the United States could negatively impact our credit losses and credit-related expenses in the affected area.

The occurrence of a catastrophic event could negatively impact a geographic area in a number of different ways,
depending on the nature of the event. A catastrophic event that either damaged or destroyed residential real estate
underlying mortgage loans we own or guarantee or negatively impacted the ability of homeowners to continue to make
principal and interest payments on mortgage loans we own or guarantee could increase our serious delinquency rates and
average loan loss severity in the affected region or regions, which could have a material adverse effect on our business,
results of operations, financial condition, liquidity and net worth. Such an event could also damage or destroy REO
properties we own. While we attempt to maintain a geographically diverse portfolio, there can be no assurance that a
catastrophic event, depending on its magnitude, scope and nature, will not generate significant credit losses and credit-
related expenses. We may not have insurance coverage for some of these catastrophic events. In some cases, we may be
prohibited by state law from requiring such insurance as a condition to our purchasing or guaranteeing loans.

We depend on our institutional counterparties to provide services that are critical to our business, and our results of
operations or financial condition may be adversely affected if one or more of our institutional counterparties do not
meet their obligations to us.

We face the risk that one or more of the institutional counterparties that has entered into a business contract or
arrangement with us may fail to meet its obligations. We face similar risks with respect to contracts or arrangements we
benefit from indirectly or that we enter into on behalf of our securitization trusts. Our primary exposures to institutional
counterparty risk are with:

* mortgage seller/servicers;

* mortgage insurers;
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* issuers, guarantors or third-party providers of other credit enhancements (including bond insurers);

* counterparties to short-term lending and other investment-related agreements and cash equivalent transactions,
including such agreements and transactions we manage for our PC trusts;

* derivative counterparties;

e hazard and title insurers;

* mortgage investors and originators; and

¢ document custodians and funds custodians.

Many of our counterparties provide several types of services to us. In some cases, our business with institutional
counterparties is concentrated. The concentration of our exposure to our counterparties increased in recent periods due to
industry consolidation and counterparty failures, and we continue to face challenges in reducing our risk concentrations
with counterparties. Efforts we take to reduce exposure to financially weakened counterparties could further increase our
exposure to other individual counterparties. In the future, our mortgage insurance exposure will be concentrated among a
smaller number of counterparties. A significant failure by a major institutional counterparty could harm our business and
financial results in a variety of ways, including by adversely affecting our ability to conduct operations efficiently and at
cost-effective rates, and have a material adverse effect on our investments in mortgage loans, investments in securities, our
derivative portfolio or our credit guarantee activities. See “NOTE 16: CONCENTRATION OF CREDIT AND OTHER
RISKS” for additional information.

Some of our counterparties may become subject to serious liquidity problems affecting their businesses, either
temporarily or permanently, which may adversely affect their ability to meet their obligations to us. In recent periods,
challenging market conditions have adversely affected the liquidity and financial condition of our counterparties. These
trends may continue. In particular, we believe all of our derivative portfolio and cash and other investments portfolio
counterparties are exposed to fiscally troubled European countries. It is possible that continued adverse developments in
the Eurozone could significantly impact such counterparties. In turn, this could adversely affect their ability to meet their
obligations to us.

In the past few years, some of our largest seller/servicers have experienced ratings downgrades and liquidity
constraints, and certain large lenders have failed. These challenging market conditions could also increase the likelihood
that we will have disputes with our counterparties concerning their obligations to us, especially with respect to
counterparties that have experienced financial strain and/or have large exposures to us. See “MD&A — RISK
MANAGEMENT — Credit Risk — Institutional Credit Risk” for additional information regarding our credit risks to
certain categories of counterparties and how we seek to manage them.

The servicing of mortgage loans backing our single-family non-agency mortgage-related securities investments is
concentrated in a small number of institutions. We could experience losses on these investments from servicing
performance deterioration should one of these institutions come under financial distress. Furthermore, Freddie Mac’s
rights as a non-agency mortgage-related securities investor to transfer servicing are limited.

Our financial condition or results of operations may be adversely affected if mortgage seller/servicers fail to repurchase
loans sold to us in breach of representations and warranties or fail to honor any related indemnification or recourse
obligations.

We require seller/servicers to make certain representations and warranties regarding the loans they sell to us. If loans
are sold to us in breach of those representations and warranties, we have the contractual right to require the seller/servicer
to repurchase those loans from us. In lieu of repurchase, we may agree to allow a seller/servicer to indemnify us against
losses on such mortgages or otherwise compensate us for the risk of continuing to hold the mortgages. Sometimes a
seller/servicer sells us mortgages with recourse, meaning that the seller/servicer agrees to repurchase any mortgage that is
delinquent for more than a specified period (usually 120 days), regardless of whether there has been a breach of
representations and warranties.

Some of our seller/servicers have failed to fully perform their repurchase obligations due to lack of financial
capacity, while others, including many of our larger seller/servicers, have not fully performed their repurchase obligations
in a timely manner. As of December 31, 2011 and 2010, the UPB of loans subject to repurchase requests based on
breaches of representations and warranties issued to our single-family seller/servicers was approximately $2.7 billion and
$3.8 billion, respectively. As of December 31, 2011, approximately $1.2 billion of such loans were subject to repurchase
requests issued due to mortgage insurance rescission or mortgage insurance claim denial.
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Our contracts require that a seller/servicer repurchase a mortgage within 30 days after we issue a repurchase request,
unless the seller/servicer avails itself of an appeal process provided for in our contracts, in which case the deadline for
repurchase is extended until we decide the appeal. As of December 31, 2011 and 2010, approximately 39% and 34%,
respectively, of these repurchase requests were outstanding more than four months since issuance of our repurchase
request (these figures included repurchase requests for which appeals were pending).

The amount we collect on these requests and others we may make in the future could be significantly less than the
UPB of the loans subject to the repurchase requests primarily because we expect many of these requests will likely be
satisfied by reimbursement of our realized credit losses by seller/servicers, instead of repurchase of loans at their UPB, or
may be rescinded in the course of the contractual appeals process. Based on our historical loss experience and the fact
that many of these loans are covered by credit enhancement, we expect the actual credit losses experienced by us should
we fail to collect on these repurchase requests will also be less than the UPB of the loans. We may also enter into
agreements with seller/servicers to resolve claims for repurchases. The amounts we receive under any such agreements
may be less than the losses we ultimately incur.

Our credit losses may increase to the extent our seller/servicers do not fully perform their repurchase obligations.
Enforcing repurchase obligations of seller/servicers who have the financial capacity to perform those obligations could
also negatively impact our relationships with such customers and could result in the loss of some or all of our business
with such customers, which could negatively impact our ability to retain market share. It may be difficult, expensive, and
time-consuming to legally enforce a seller/servicer’s repurchase obligations, in the event a seller/servicer continues to fail
to perform such obligations.

On October 24, 2011, FHFA, Freddie Mac, and Fannie Mae announced a series of FHFA-directed changes to HARP.
We may face greater exposure to credit and other losses on these HARP loans because we are not requiring lenders to
provide us with certain representations and warranties on these HARP loans. For more information, see “MD&A — RISK
MANAGEMENT — Credit Risk — Mortgage Credit Risk — Single-Family Loan Workouts and the MHA Program —
Home Affordable Refinance Program and Relief Refinance Mortgage Initiative.”

We also have exposure to seller/servicers with respect to mortgage insurance. When a mortgage insurer rescinds
coverage or denies or curtails a claim, we may require the seller/servicer to repurchase the mortgage or to indemnify us
for additional loss. The volume of rescissions, claim denials, and curtailments by mortgage insurers remains high.

We face the risk that seller/servicers may fail to perform their obligations to service loans in our single-family and
multifamily mortgage portfolios or that their servicing performance could decline.

Our seller/servicers have a significant role in servicing loans in our single-family credit guarantee portfolio, which
includes an active role in our loss mitigation efforts. Therefore, a decline in their performance could impact our credit
performance (including through missed opportunities for mortgage modifications), which could adversely affect our
financial condition or results of operations and have a significant impact on our ability to mitigate credit losses. The risk
of such a decline in performance remains high. The high levels of seriously delinquent loan volume, the ongoing weak
conditions of the mortgage market, and the number and variety of additions and changes to HAMP and our other loan
modification and loss mitigation initiatives have placed a strain on the loss mitigation resources of many of our seller/
servicers. This has also increased the operational complexity of the servicing function, as well as the risk that errors will
occur. A number of seller/servicers have had to address issues relating to the improper preparation and execution of
certain documents used in foreclosure proceedings, which has further strained their resources. There have also been a
number of regulatory developments that have increased, or could increase, the complexity of the servicing function. It is
also possible that we could be directed to introduce additional changes to the servicing function that increase its
complexity, such as new or revised loan modification or loss mitigation initiatives or new compensation arrangements.
Our expected ability to partially mitigate losses through loan modifications and other alternatives to foreclosure is a factor
we consider in determining our allowance for loan losses. Therefore, the inability to realize the anticipated benefits of our
loss mitigation plans could cause our losses to be significantly higher than those currently estimated. Weak economic
conditions continue to affect the liquidity and financial condition of many of our seller/servicers, including some of our
largest seller/servicers. Any efforts we take to attempt to improve our servicers’ performance could adversely affect our
relationships with such servicers, many of which also sell loans to us.

If a servicer does not fulfill its servicing obligations (including its repurchase or other responsibilities), we may seek
partial or full recovery of the amounts that such servicer owes us, such as by attempting to sell the applicable mortgage
servicing rights to a different servicer and applying the proceeds to such owed amounts, or by contracting the servicing
responsibilities to a different servicer and retaining the net servicing fee. The ongoing weakness in the housing market has
negatively affected the market for mortgage servicing rights, which increases the risk that we might not receive a
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sufficient price for such rights or that we may be unable to find buyers who: (a) have sufficient capacity to service the
affected mortgages in compliance with our servicing standards; (b) are willing to assume the representations and
warranties of the former servicer regarding the affected mortgages (which we typically require); and (c) have sufficient
capacity to service all of the affected mortgages. Increased industry consolidation, bankruptcies of mortgage bankers or
bank failures may also make it more difficult for us to sell such rights, because there may not be sufficient capacity in the
market, particularly in the event of multiple failures. This option may be difficult to accomplish with respect to our larger
seller/servicers due to operational and capacity challenges of transferring a large servicing portfolio. The financial stress
on servicers and increased costs of servicing may lead to strategic defaults (i.e., defaults done deliberately as a financial
strategy, and not involuntarily) by servicers, which would also require us to seek a successor servicer.

Our seller/servicers also have a significant role in servicing loans in our multifamily mortgage portfolio. We are
exposed to the risk that multifamily seller/servicers could come under financial pressure, which could potentially cause
degradation in the quality of the servicing they provide us including their monitoring of each property’s financial
performance and physical condition. This could also, in certain cases, reduce the likelihood that we could recover losses
through lender repurchases, recourse agreements, or other credit enhancements, where applicable.

See “MD&A — RISK MANAGEMENT — Credit Risk — Institutional Credit Risk — Single-family Mortgage Seller/
Servicers” and “— Multifamily Mortgage Seller/Servicers” for additional information on our institutional credit risk
related to our mortgage seller/servicers.

Our financial condition or results of operations may be adversely affected by the financial distress of our
counterparties to derivatives, funding, and other transactions.

We use derivatives for several purposes, including to regularly adjust or rebalance our funding mix in response to
changes in the interest-rate characteristics of our mortgage-related assets and to hedge forecasted issuances of debt. The
relative concentration of our derivative exposure among our primary derivative counterparties remains high. This
concentration increased in the last several years due to industry consolidation and the failure of certain counterparties, and
could further increase. Three of our derivative counterparties each accounted for greater than 10% of our net
uncollateralized exposure, excluding commitments, at December 31, 2011. For a further discussion of our exposure to
derivative counterparties, see “MD&A — RISK MANAGEMENT — Credit Risk — Institutional Credit Risk — Derivative
Counterparties” and “NOTE 16: CONCENTRATION OF CREDIT AND OTHER RISKS.”

Some of our derivative and other capital markets counterparties have experienced various degrees of financial distress
in the past few years, including liquidity constraints, credit downgrades, and bankruptcy. Our financial condition and
results of operations may be adversely affected by the financial distress of these derivative and other capital markets
counterparties to the extent that they fail to meet their obligations to us. For example, our OTC derivative counterparties
are required to post collateral in certain circumstances to cover our net exposure to them on derivative contracts. We may
incur losses if the collateral held by us cannot be liquidated at prices that are sufficient to cover the amount of such
exposure.

Our ability to engage in routine derivatives, funding, and other transactions could be adversely affected by the actions
of other financial institutions. Financial services institutions are interrelated as a result of trading, clearing, counterparty,
or other relationships. As a result, defaults by, or even rumors or questions about, one or more financial services
institutions, or the financial services industry generally, could lead to market-wide disruptions in which it may be difficult
for us to find acceptable counterparties for such transactions.

We also use derivatives to synthetically create the substantive economic equivalent of various debt funding structures.
Thus, if our access to the derivative markets were disrupted, it may become more difficult or expensive to fund our
business activities and achieve the funding mix we desire, which could adversely affect our business and results of
operations.

Our credit losses and other-than-temporary impairments recognized in earnings could increase if our mortgage or bond
insurers become insolvent or fail to perform their obligations to us.

We are exposed to risk relating to the potential insolvency of or non-performance by mortgage insurers that insure
single-family mortgages we purchase or guarantee and bond insurers that insure certain of the non-agency mortgage-
related securities we hold. The weakened financial condition and liquidity position of these counterparties increases the
risk that these entities will fail to fully reimburse us for claims under insurance policies. This risk could increase if home
prices deteriorate further or if the economy worsens.
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As a guarantor, we remain responsible for the payment of principal and interest if a mortgage insurer fails to meet its
obligations to reimburse us for claims. Thus, if any of our mortgage insurers that provide credit enhancement fails to
fulfill its obligation, we could experience increased credit losses. In addition, if a regulator determined that a mortgage
insurer lacked sufficient capital to pay all claims when due, the regulator could take action that might impact the timing
and amount of claim payments made to us. We independently assess the financial condition, including the claims-paying
resources, of each of our mortgage insurers. Based on our analysis of the financial condition of a mortgage insurer and
pursuant to our eligibility requirements for mortgage insurers, we could take action against a mortgage insurer intended to
protect our interests that may impact the timing and amount of claims payments received from that insurer. We expect to
receive substantially less than full payment of our claims from Triad Guaranty Insurance Corp., Republic Mortgage
Insurance Company and PMI Mortgage Insurance Co. We also believe that certain other of our mortgage insurance
counterparties may lack sufficient ability to meet all their expected lifetime claims paying obligations to us as such claims
emerge.

In the event one or more of our bond insurers were to become insolvent, it is likely that we would not collect all of
our claims from the affected insurer. This would impact our ability to recover certain unrealized losses on our investments
in non-agency mortgage-related securities, and could contribute to net impairment of available-for-sale securities
recognized in earnings. We evaluate the expected recovery from primary bond insurance policies as part of our
impairment analysis for our investments in securities. If a bond insurer’s performance with respect to its obligations on
our investments in securities is worse than expected, this could contribute to additional net impairment of those securities.
In addition, the fair values of our securities may further decline, which could also have a material adverse effect on our
results and financial condition. We expect to receive substantially less than full payment from several of our bond
insurers, including Ambac Assurance Corporation and Financial Guaranty Insurance Company, due to adverse
developments concerning these companies. Ambac Assurance Corporation and Financial Guaranty Insurance Company are
currently not paying any of their claims. We believe that some of our other bond insurers may also lack sufficient ability
to fully meet all of their expected lifetime claims-paying obligations to us as such claims emerge.

For more information on developments concerning our mortgage insurers and bond insurers, see “MD&A — RISK
MANAGEMENT — Credit Risk — Institutional Credit Risk — Mortgage Insurers” and “— Bond Insurers.”

If mortgage insurers were to further tighten their standards or fall out of compliance with regulatory capital
requirements, the volume of high LTV ratio mortgages available for us to purchase could be reduced, which could
reduce our overall volume of new business. Mortgage insurance standards could constrain our future ability to
purchase loans with LTV ratios over 80%.

Our charter requires that single-family mortgages with LTV ratios above 80% at the time of purchase be covered by
specified credit enhancements or participation interests. Our purchases of mortgages with LTV ratios above 80% (other
than relief refinance mortgages) have declined in recent years, in part because mortgage insurers tightened their eligibility
requirements with respect to the issuance of insurance on new mortgages with such higher LTV ratios. If mortgage
insurers further restrict their eligibility requirements for such loans, or if we are no longer willing or able to obtain
mortgage insurance from these counterparties under terms we find reasonable, and we are not able to avail ourselves of
suitable alternative methods of obtaining credit enhancement for these loans, we may be further restricted in our ability to
purchase or securitize loans with LTV ratios over 80% at the time of purchase. This could further reduce our overall
volume of new business. This could also negatively impact our ability to participate in a significant segment of the
mortgage market (i.e., loans with LTV ratios over 80%) should we seek, or be directed, to do so.

If a mortgage insurance company were to fall out of compliance with regulatory capital requirements and not obtain
appropriate waivers, it could become subject to regulatory actions that restrict its ability to write new business in certain,
or in some cases all, states. During the third quarter of 2011, Republic Mortgage Insurance Company and PMI Mortgage
Insurance Co. were prohibited from writing new business by their primary state regulators and neither writes new business
in any state any longer. Given the difficulties in the mortgage insurance industry, we believe it is likely that other
companies may be unable to meet regulatory capital requirements.

A mortgage insurer may attempt a corporate restructuring designed to enable it to continue to write new business
through a new entity in the event the insurer falls out of compliance with regulatory capital requirements. However, there
can be no assurance that an insurer would be able to accomplish such a restructuring, as the restructured entity would be
required to satisfy regulatory requirements as well as our own conditions. These restructuring plans generally involve
contributing capital to a subsidiary or affiliate. This could result in less liquidity available to the existing mortgage insurer
to pay claims on its existing book of business, and an increased risk that the mortgage insurer would not pay its claims in
full in the future. We monitor the claim paying ability of our mortgage insurers. As these restructuring plans are presented
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to us for review, we attempt to determine whether the insurers’ plans make available sufficient resources to meet their
obligations to policyholders of the insurance entities involved in the restructuring. However, there can be no assurance that
any such restructuring will enable payment in full of all claims in the future. See “NOTE 1: SUMMARY OF
SIGNIFICANT ACCOUNTING POLICIES — Allowance for Loan Losses and Reserve for Guarantee Losses — Single-
Family Loans” for more information.

We could incur increased credit losses if our seller/servicers enter into arrangements with mortgage insurers for
settlement of future rescission activity and such agreements could potentially reduce the ability of mortgage insurers to
pay claims to us.

Under our contracts with our seller/servicers, the rescission or denial of mortgage insurance on a loan is grounds for
us to make a repurchase request to the seller/servicer. At least one of our largest servicers has entered into arrangements
with two of our mortgage insurance counterparties under which the servicer pays and/or indemnifies the insurer in
exchange for the mortgage insurer agreeing not to issue mortgage insurance rescissions or denials of coverage on Freddie
Mac mortgages. When such an agreement is in place, we are unable to make repurchase requests based solely on a
rescission of insurance or denial of coverage. Thus, there is a risk that we will experience higher credit losses if we do not
independently identify other areas of noncompliance with our contractual requirements and require lenders to repurchase
the loans we own. Additionally, there could be a negative financial impact on our mortgage insurers’ ability to pay their
other obligations to us if the payments they receive from the seller/servicers are insufficient to compensate them for the
insurance claims paid that would have otherwise been denied. As guarantor of the insured loans, we remain responsible
for the payment of principal and interest if a mortgage insurer fails to meet its obligation to reimburse us for claims, and
this could increase our credit losses. In April 2011, we issued an industry letter to our servicers reminding them that they
may not enter into these types of agreements without our consent. Several of our servicers have asked us to consent to
these types of agreements. We are evaluating these requests on a case by case basis.

The loss of business volume from key lenders could result in a decline in our market share and revenues.

Our business depends on our ability to acquire a steady flow of mortgage loans. We purchase a significant percentage
of our single-family mortgages from several large mortgage originators. During 2011 and 2010, approximately 82% and
78%, respectively, of our single-family mortgage purchase volume was associated with our ten largest customers. During
2011, two mortgage lenders (Wells Fargo Bank, N.A. and JPMorgan Chase Bank, N.A.) each accounted for more than
10% of our single-family mortgage purchase volume and collectively accounted for approximately 40% of our single-
family mortgage purchase volume. Similarly, we acquire a significant portion of our multifamily mortgage loans from
several large lenders.

We enter into mortgage purchase volume commitments with many of our single-family customers that provide for the
customers to deliver to us a certain volume of mortgages during a specified period of time. Some commitments may also
provide for the lender to deliver to us a minimum percentage of their total sales of conforming loans. There is a risk that
we will not be able to enter into new commitments with our key single-family customers that will maintain mortgage
purchase volume following the expiration of our existing commitments with them. Since 2007, the mortgage industry has
consolidated significantly and a smaller number of large lenders originate most single-family mortgages. The loss of
business from any one of our major lenders could adversely affect our market share and our revenues. Many of our seller/
servicers also have tightened their lending criteria in recent years, which has reduced their loan volume, thus reducing the
volume of loans available for us to purchase.

Ongoing weak business and economic conditions in the U.S. and abroad may adversely affect our business and results
of operations.

Our business and results of operations are significantly affected by general business and economic conditions,
including conditions in the international markets for our investments or our mortgage-related and debt securities. These
conditions include employment rates, fluctuations in both debt and equity capital markets, the value of the U.S. dollar as
compared to foreign currencies, the strength of the U.S. financial markets and national economy and the local economies
in which we conduct business, and the economies of other countries that purchase our mortgage-related and debt
securities. Concerns about fiscal challenges in several Eurozone economies intensified during 2011, creating significant
uncertainty in the financial markets and potential increased risk exposure for our counterparties and for us. There is also
significant uncertainty regarding the strength of the U.S. economic recovery. If the U.S. economy remains weak, we could
experience continued high serious delinquencies and credit losses, which will adversely affect our results of operations
and financial condition.

61 Freddie Mac



The mortgage credit markets continue to be impacted by a decrease in availability of corporate credit and liquidity
within the mortgage industry, causing disruptions to normal operations of major mortgage servicers and, at times,
originators, including some of our largest customers. This has also contributed to significant volatility, wide credit spreads
and a lack of price transparency, and the potential for further consolidation within the financial services industry.

Competition from banking and non-banking companies may harm our business.

Competition in the secondary mortgage market combined with a decline in the amount of residential mortgage debt
outstanding may make it more difficult for us to purchase mortgages. Furthermore, competitive pricing pressures may
make our products less attractive in the market and negatively impact our financial results. Increased competition from
Fannie Mae, Ginnie Mae, and FHA/VA may alter our product mix, lower volumes, and reduce revenues on new business.
FHFA is also Conservator of Fannie Mae, our primary competitor, and FHFA’s actions as Conservator of both companies
could affect competition between us and Fannie Mae. It is possible that FHFA could require us and Fannie Mae to take a
common approach that, because of differences in our respective businesses, could place Freddie Mac at a competitive
disadvantage to Fannie Mae. Efforts we may make or may be directed to make to increase the profitability of new single-
family guarantee business, such as by tightening credit standards or raising guarantee fees, could cause our market share
to decrease and the volume of our single-family guarantee business to decline. Historically, we also competed with other
financial institutions that retain or securitize mortgages, such as commercial and investment banks, dealers, thrift
institutions, and insurance companies. While many of these institutions have ceased or substantially reduced their
activities in the secondary market for single-family mortgages since 2008, it is possible that these institutions will reenter
the market.

Beginning in 2010, some market participants began to re-emerge in the multifamily market, and we have faced
increased competition from other institutional investors.

We could be prevented from competing efficiently and effectively by competitors who use their patent portfolios to
prevent us from using necessary business processes and products, or to require us to pay significant royalties to use those
processes and products.

Our investment activities may be adversely affected by limited availability of financing and increased funding costs.

The amount, type and cost of our funding, including financing from other financial institutions and the capital
markets, directly impacts our interest expense and results of operations. A number of factors could make such financing
more difficult to obtain, more expensive or unavailable on any terms, both domestically and internationally, including:

* termination of, or future restrictions or other adverse changes with respect to, government support programs that
may benefit us;

¢ reduced demand for our debt securities;
» competition for debt funding from other debt issuers; and
» downgrades in our credit ratings or the credit ratings of the U.S. government.

Our ability to obtain funding in the public debt markets or by pledging mortgage-related securities as collateral to
other financial institutions could cease or change rapidly, and the cost of available funding could increase significantly
due to changes in market confidence and other factors. For example, in the fall of 2008, we experienced significant
deterioration in our access to the unsecured medium- and long-term debt markets, and were forced to rely on short-term
debt to fund our purchases of mortgage assets and refinance maturing debt and to rely on derivatives to synthetically
create the substantive economic equivalent of various debt funding structures.

We follow certain liquidity management practices and procedures. However, in the event we were unable to obtain
funding from the public debt markets, there can be no assurance that such practices and procedures would provide us with
sufficient liquidity to meet ongoing cash obligations for an extended period.

Since 2008, the ratings on the non-agency mortgage-related securities we hold backed by Alt-A, subprime, and
option ARM loans have decreased, limiting their availability as a significant source of liquidity for us through sales or use
as collateral in secured lending transactions. In addition, adverse market conditions have negatively impacted our ability to
enter into secured lending transactions using agency securities as collateral. These trends are likely to continue in the
future.

The composition of our mortgage-related investments portfolio has changed significantly since we entered into
conservatorship, as our holdings of single-family whole loans have significantly increased and our holdings of agency
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mortgage-related securities have significantly declined. This changing composition presents heightened liquidity risk,
which influences management’s decisions regarding funding and hedging.

Government Support

Changes or perceived changes in the government’s support of us could have a severe negative effect on our access to
the debt markets and our debt funding costs. Under the Purchase Agreement, the $200 billion cap on Treasury’s funding
commitment will increase as necessary to accommodate any cumulative reduction in our net worth during 2010, 2011, and
2012. While we believe that the support provided by Treasury pursuant to the Purchase Agreement currently enables us to
maintain our access to the debt markets and to have adequate liquidity to conduct our normal business activities, the costs
of our debt funding could vary due to the uncertainty about the future of the GSEs and potential investor concerns about
the adequacy of funding available to us under the Purchase Agreement after 2012. The cost of our debt funding could
increase if debt investors believe that the risk that we could be placed into receivership is increasing. In addition, under
the Purchase Agreement, without the prior consent of Treasury, we may not increase our total indebtedness above a
specified limit or become liable for any subordinated indebtedness. For more information, see “MD&A — LIQUIDITY
AND CAPITAL RESOURCES — Liquidity — Actions of Treasury and FHFA.’

We do not currently have a liquidity backstop available to us (other than draws from Treasury under the Purchase
Agreement and Treasury’s ability to purchase up to $2.25 billion of our obligations under its permanent statutory
authority) if we are unable to obtain funding from issuances of debt or other conventional sources. At present, we are not
able to predict the likelihood that a liquidity backstop will be needed, or to identify the alternative sources of liquidity
that might be available to us if needed, other than from Treasury as referenced above.

Demand for Debt Funding

The willingness of domestic and foreign investors to purchase and hold our debt securities can be influenced by
many factors, including changes in the world economy, changes in foreign-currency exchange rates, regulatory and
political factors, as well as the availability of and preferences for other investments. If investors were to divest their
holdings or reduce their purchases of our debt securities, our funding costs could increase and our business activities
could be curtailed. The willingness of investors to purchase or hold our debt securities, and any changes to such
willingness, may materially affect our liquidity, business and results of operations.

Competition for Debt Funding

We compete for low-cost debt funding with Fannie Mae, the FHLBs, and other institutions. Competition for debt
funding from these entities can vary with changes in economic, financial market, and regulatory environments. Increased
competition for low-cost debt funding may result in a higher cost to finance our business, which could negatively affect
our financial results. An inability to issue debt securities at attractive rates in amounts sufficient to fund our business
activities and meet our obligations could have an adverse effect on our business, liquidity, financial condition, and results
of operations. See “MD&A — LIQUIDITY AND CAPITAL RESOURCES — Liquidity — Other Debt Securities” for a
description of our debt issuance programs.

Our funding costs may also be affected by changes in the amount of, and demand for, debt issued by Treasury.

Line of Credit

We maintain a secured intraday line of credit to provide additional intraday liquidity to fund our activities through
the Fedwire system. This line of credit requires us to post collateral to a third party. In certain circumstances, this secured
counterparty may be able to repledge the collateral underlying our financing without our consent. In addition, because the
secured intraday line of credit is uncommitted, we may not be able to continue to draw on it if and when needed.

Any downgrade in the credit ratings of the U.S. government would likely be followed by a downgrade in our credit
ratings. A downgrade in the credit ratings of our debt could adversely affect our liquidity and other aspects of our
business.

Nationally recognized statistical rating organizations play an important role in determining, by means of the ratings
they assign to issuers and their debt, the availability and cost of funding. Our credit ratings are important to our liquidity.
We currently receive ratings from three nationally recognized statistical rating organizations (S&P, Moody’s, and Fitch)
for our unsecured borrowings. These ratings are primarily based on the support we receive from Treasury, and therefore
are affected by changes in the credit ratings of the U.S. government.
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On August 2, 2011, President Obama signed the “Budget and Control Act of 2011” which raised the
U.S. government’s statutory debt limit. The raising of the statutory debt limit and details outlined in the legislation to
reduce the deficit resulted in actions on the ratings of the U.S. government and our debt, including: (a) on August 5, 2011,
S&P lowered the long-term credit rating of the United States to “AA+” from “AAA” and assigned a negative outlook to
the rating; and (b) on August 8, 2011, S&P lowered our senior long-term debt credit rating to “AA+” from “AAA” and
assigned a negative outlook to the rating. As a result of this downgrade, we posted additional collateral to certain
derivative counterparties in accordance with the terms of the collateral agreements with such counterparties. For more
information, see “MD&A — LIQUIDITY AND CAPITAL RESOURCES — Liquidity — Credit Ratings.”

S&P, Moody’s, and Fitch have indicated that additional actions on the U.S. government’s ratings could occur if steps
toward a credible deficit reduction plan are not taken or if the U.S. experiences a weaker than expected economic
recovery. Any downgrade in the credit ratings of the U.S. government would be expected to be followed or accompanied
by a downgrade in our credit ratings.

In addition to a downgrade in the credit ratings of or outlook on the U.S. government, a number of events could
adversely affect our debt credit ratings, including actions by governmental entities or others, changes in government
support for us, additional GAAP losses, and additional draws under the Purchase Agreement. Such actions could lead to
major disruptions in the mortgage market and to our business due to lower liquidity, higher borrowing costs, lower asset
values, and higher credit losses, and could cause us to experience much greater net losses and net worth deficits. The full
range and extent of the adverse effects to our business that would result from any such ratings downgrades and market
disruptions cannot be predicted with certainty. However, we expect that they could: (a) adversely affect our liquidity and
cause us to limit or suspend new business activities that entail outlays of cash; (b) make new issuances of debt
significantly more costly, or potentially prohibitively expensive, and adversely affect the supply of debt financing available
to us; (c) reduce the value of our guarantee to investors and adversely affect our ability to issue our guaranteed mortgage-
related securities; (d) reduce the value of Treasury and agency mortgage securities we hold; (e) increase the cost of
mortgage financing for borrowers, thereby reducing the supply of mortgages available to us to purchase; (f) adversely
affect home prices, reducing the value of our REO and likely leading to additional borrower defaults on mortgage loans
we guarantee; and (g) trigger additional collateral requirements under our derivatives contracts.

Any decline in the price performance of or demand for our PCs could have an adverse effect on the volume and
profitability of our new single-family guarantee business.

Our PCs are an integral part of our mortgage purchase program. We purchase many mortgages by issuing PCs in
exchange for them in guarantor swap transactions. We also issue PCs backed by mortgage loans that we purchased for
cash. Our competitiveness in purchasing single-family mortgages from our seller/servicers, and thus the volume and
profitability of new single-family business, can be directly affected by the relative price performance of our PCs and
comparable Fannie Mae securities. Increasing demand for our PCs helps support the price performance of our PCs, which
in turn helps us compete with Fannie Mae and others in purchasing mortgages.

Our PCs have typically traded at a discount to comparable Fannie Mae securities, which creates an incentive for
customers to conduct a disproportionate share of their guarantor business with Fannie Mae and negatively impacts the
economics of our business. Various factors, including market conditions and the relative rates at which the underlying
mortgages prepay, affect the price performance of our PCs. The changes to HARP (announced by FHFA on October 24,
2011) could adversely affect the price performance of our PCs, to the extent they cause the loans underlying our PCs to
refinance at a faster rate than loans underlying comparable Fannie Mae securities (or cause the perception that loans
underlying our PCs will refinance at a faster rate). While we employ a variety of strategies to support the price
performance of our PCs and may consider further strategies, any such strategies may fail or adversely affect our business
or we may cease such activities if deemed appropriate. We may incur costs to support the liquidity and price performance
of our securities. In certain circumstances, we compensate customers for the difference in price between our PCs and
comparable Fannie Mae securities. However, this could adversely affect the profitability and market share of our single-
family guarantee business.

Beginning in 2012, under guidance from FHFA we expect to curtail mortgage-related investments portfolio purchase
and retention activities that are undertaken for the primary purpose of supporting the price performance of our PCs, which
may result in a significant decline in the market share of our single-family guarantee business, lower comprehensive
income, and a more rapid decline in the size of our total mortgage portfolio. If these developments occur, it may be
difficult and expensive for us to reverse or mitigate them through PC price support activities, should we desire or be
directed to do so. For more information, see “BUSINESS — Our Business Segments — Single-Family Guarantee
Segment — Securitization Activities” and “— Investments Segment — PC Support Activities.”
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We may be unable to maintain a liquid and deep market for our PCs, which could also adversely affect the price
performance of PCs. A significant reduction in the volume of mortgage loans that we securitize could reduce the liquidity
of our PCs.

Mortgage fraud could result in significant financial losses and harm to our reputation.

We rely on representations and warranties by seller/servicers about the characteristics of the single-family mortgage
loans we purchase and securitize, and we do not independently verify most of the information that is provided to us
before we purchase the loan. This exposes us to the risk that one or more of the parties involved in a transaction (such as
the borrower, seller, broker, appraiser, title agent, loan officer, lender or servicer) will engage in fraud by misrepresenting
facts about a mortgage loan or a borrower. While we subsequently review a sample of these loans to determine if such
loans are in compliance with our contractual standards, there can be no assurance that this would detect or deter mortgage
fraud, or otherwise reduce our exposure to the risk of fraud. We are also exposed to fraud by third parties in the mortgage
servicing function, particularly with respect to sales of REO properties, single-family short sales, and other dispositions of
non-performing assets. We may experience significant financial losses and reputational damage as a result of such fraud.

The value of mortgage-related securities guaranteed by us and held as investments may decline if we were unable to
perform under our guarantee or if investor confidence in our ability to perform under our guarantee were to diminish.

A portion of our investments in mortgage-related securities are securities guaranteed by us. Our valuation of these
securities is consistent with GAAP and the legal structure of the guarantee transaction. These securities include the
Freddie Mac assets transferred to the securitization trusts that serve as collateral for the mortgage-related securities issued
by the trusts (i.e., (a) multifamily PCs; (b) REMICs and Other Structured Securities; and (c) certain Other Guarantee
Transactions). The valuation of our guaranteed mortgage-related securities necessarily reflects investor confidence in our
ability to perform under our guarantee and the liquidity that our guarantee provides. If we were unable to perform under
our guarantee or if investor confidence in our ability to perform under our guarantee were to diminish, the value of our
guaranteed securities may decline, thereby reducing the value of the securities reported on our consolidated balance
sheets, which could have an adverse affect on our financial condition and results of operations. This could also adversely
affect our ability to sell or otherwise use these securities for liquidity purposes.

Changes in interest rates could negatively impact our results of operations, stockholders’ equity (deficit) and fair value
of net assets.

Our investment activities and credit guarantee activities expose us to interest rate and other market risks. Changes in
interest rates, up or down, could adversely affect our net interest yield. Although the yield we earn on our assets and our
funding costs tend to move in the same direction in response to changes in interest rates, either can rise or fall faster than
the other, causing our net interest yield to expand or compress. For example, due to the timing of maturities or rate reset
dates on variable-rate instruments, when interest rates rise, our funding costs may rise faster than the yield we earn on our
assets. This rate change could cause our net interest yield to compress until the effect of the increase is fully reflected in
asset yields. Changes in the slope of the yield curve could also reduce our net interest yield.

Our GAAP results can be significantly affected by changes in interest rates, and adverse changes in interest rates
could increase our GAAP net loss or deficit in total equity (deficit) materially. For example, changes in interest rates
affect the fair value of our derivative portfolio. Since we generally record changes in fair values of our derivatives in
current income, such changes could significantly impact our GAAP results. While derivatives are an important aspect of
our management of interest-rate risk, they generally increase the volatility of reported net income (loss), because, while
fair value changes in derivatives affect net income, fair value changes in several of the types of assets and liabilities being
hedged do not affect net income. We could record substantial gains or losses from derivatives in any period, which could
significantly contribute to our overall results for the period and affect our net equity (deficit) as of the end of such period.
It is difficult for us to predict the amount or direction of derivative results. Additionally, increases in interest rates could
increase other-than-temporary impairments on our investments in non-agency mortgage-related securities.

Changes in interest rates may also affect prepayment assumptions, thus potentially impacting the fair value of our
assets, including our investments in mortgage-related assets. When interest rates fall, borrowers are more likely to prepay
their mortgage loans by refinancing them at a lower rate. An increased likelihood of prepayment on the mortgages
underlying our mortgage-related securities may adversely impact the value of these securities.

When interest rates increase, our credit losses from ARM and interest-only ARM loans may increase as borrower
payments increase at their reset dates, which increases the borrower’s risk of default. Rising interest rates may also reduce
the opportunity for these borrowers to refinance into a fixed-rate loan.
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Interest rates can fluctuate for a number of reasons, including changes in the fiscal and monetary policies of the
federal government and its agencies, such as the Federal Reserve. Federal Reserve policies directly and indirectly
influence the yield on our interest-earning assets and the cost of our interest-bearing liabilities. The availability of
derivative financial instruments (such as options and interest rate and foreign currency swaps) from acceptable
counterparties of the types and in the quantities needed could also affect our ability to effectively manage the risks related
to our investment funding. Our strategies and efforts to manage our exposures to these risks may not be effective. In
particular, in recent periods, a number of factors have made it more difficult for us to estimate future prepayments,
including uncertainty regarding default rates, unemployment, loan modifications, the impact of FHFA-directed changes to
HARP (announced in October 2011), and the volatility and impact of home price movements on mortgage durations. This
could make it more difficult for us to manage prepayment risk, and could cause our hedging-related losses to increase.
See “QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK” for a description of the types
of market risks to which we are exposed and how we seek to manage those risks.

Changes in OAS could materially impact our fair value of net assets and affect future results of operations and
stockholders’ equity (deficit).

OAS is an estimate of the incremental yield spread between a given security and an agency debt yield curve. This
includes consideration of potential variability in the security’s cash flows resulting from any options embedded in the
security, such as prepayment options. The OAS between the mortgage and agency debt sectors can significantly affect the
fair value of our net assets. The fair value impact of changes in OAS for a given period represents an estimate of the net
unrealized increase or decrease in the fair value of net assets arising from net fluctuations in OAS during that period. We
do not attempt to hedge or actively manage the impact of changes in mortgage-to-debt OAS.

Changes in market conditions, including changes in interest rates or liquidity, may cause fluctuations in OAS. A
widening of the OAS on a given asset, which typically causes a decline in the current fair value of that asset, may cause
significant mark-to-fair value losses, and may adversely affect our financial results and stockholders’ equity (deficit), but
may increase the number of attractive investment opportunities in mortgage loans and mortgage-related securities.
Conversely, a narrowing or tightening of the OAS typically causes an increase in the current fair value of that asset, but
may reduce the number of attractive investment opportunities in mortgage loans and mortgage-related securities.
Consequently, a tightening of the OAS may adversely affect our future financial results and stockholders’ equity (deficit).
See “MD&A — FAIR VALUE MEASUREMENTS AND ANALYSIS — Consolidated Fair Value Balance Sheets
Analysis — Discussion of Fair Value Results” for a more detailed description of the impacts of changes in mortgage-to-
debt OAS.

While wider spreads might create favorable investment opportunities, we are limited in our ability to take advantage
of any such opportunities due to various restrictions on our mortgage-related investments portfolio activities. See
“BUSINESS — Conservatorship and Related Matters — Impact of Conservatorship and Related Actions on Our Business
— Limits on Investment Activity and Our Mortgage-Related Investments Portfolio.”

We could experience significant reputational harm, which could affect the future of our company, if our efforts under
the MHA Program and other initiatives to support the U.S. residential mortgage market do not succeed.

We are focused on the servicing alignment initiative, the MHA Program and other initiatives to support the
U.S. residential mortgage market. If these initiatives do not achieve their desired results, or are otherwise perceived to
have failed to achieve their objectives, we may experience damage to our reputation, which may impact the extent of
future government support for our business and government decisions with respect to the future status and role of Freddie
Mac.

Negative publicity causing damage to our reputation could adversely affect our business prospects, financial results, or
net worth.

Reputation risk, or the risk to our financial results and net worth from negative public opinion, is inherent in our
business. Negative public opinion could adversely affect our ability to keep and attract customers or otherwise impair our
customer relationships, adversely affect our ability to obtain financing, impede our ability to hire and retain qualified
personnel, hinder our business prospects, or adversely impact the trading price of our securities. Perceptions regarding the
practices of our competitors, our seller/servicers or the financial services and mortgage industries as a whole, particularly
as they relate to the current housing and economic downturn, may also adversely impact our reputation. Adverse
reputation impacts on third parties with whom we have important relationships may impair market confidence or investor
confidence in our business operations as well. In addition, negative publicity could expose us to adverse legal and
regulatory consequences, including greater regulatory scrutiny or adverse regulatory or legislative changes, and could
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affect what changes may occur to our business structure during or following conservatorship, including whether we will
continue to exist. These adverse consequences could result from perceptions concerning our activities and role in
addressing the housing and economic downturn, concern about our compensation practices, concerns about deficiencies in
foreclosure documentation practices or our actual or alleged action or failure to act in any number of areas, including
corporate governance, regulatory compliance, financial reporting and disclosure, purchases of products perceived to be
predatory, safeguarding or using nonpublic personal information, or from actions taken by government regulators in
response to our actual or alleged conduct.

The servicing alignment initiative, MHA Program, and other efforts to reduce foreclosures, modify loan terms and
refinance mortgages, including HARP, may fail to mitigate our credit losses and may adversely affect our results of
operations or financial condition.

The servicing alignment initiative, MHA Program, and other loss mitigation activities are a key component of our
strategy for managing and resolving troubled assets and lowering credit losses. However, there can be no assurance that
any of our loss mitigation strategies will be successful and that credit losses will not continue to escalate. The costs we
incur related to loan modifications and other activities have been, and will likely continue to be, significant because we
bear the full cost of the monthly payment reductions related to modifications of loans we own or guarantee, and all
applicable servicer and borrower incentives. We are not reimbursed for these costs by Treasury. For information on our
loss mitigation activities, see “MD&A — RISK MANAGEMENT — Credit Risk — Mortgage Credit Risk — Single-
Family Loan Workouts and the MHA Program.’

We could be required or elect to make changes to our implementation of our other loss mitigation activities that
could make these activities more costly to us, both in terms of credit expenses and the cost of implementing and operating
the activities. For example, we could be required to, or elect to, use principal reduction to achieve reduced payments for
borrowers. This could further increase our losses, as we could bear the full costs of such reductions.

A significant number of loans are in the trial period of HAMP or the trial period of our new non-HAMP standard
loan modification. For information on completion rates for HAMP and non-HAMP modifications, see “MD&A — RISK
MANAGEMENT — Credit Risk — Mortgage Credit Risk — Single-Family Loan Workouts and the MHA Program.” A
number of loans will fail to complete the applicable trial period or qualify for our other loss mitigation programs. For
these loans, the trial period will have effectively delayed the foreclosure process and could increase our losses, to the
extent the prices we ultimately receive for the foreclosed properties are less than the prices we could have received had
we foreclosed upon the properties earlier, due to continued home price declines. These delays in foreclosure could also
cause our REO operations expense to increase, perhaps substantially.

Mortgage modification initiatives, particularly any future focus on principal reductions (which at present we do not
offer to borrowers), have the potential to change borrower behavior and mortgage underwriting. Principal reductions may
create an incentive for borrowers that are current to become delinquent in order to receive a principal reduction. This,
coupled with the phenomenon of widespread underwater mortgages, could significantly affect borrower attitudes towards
homeownership, the commitment of borrowers to making their mortgage payments, the way the market values residential
mortgage assets, the way in which we conduct business and, ultimately, our financial results.

Depending on the type of loss mitigation activities we pursue, those activities could result in accelerating or slowing
prepayments on our PCs and REMICs and Other Structured Securities, either of which could affect the pricing of such
securities.

On October 24, 2011, FHFA, Freddie Mac, and Fannie Mae announced a series of FHFA-directed changes to HARP
in an effort to attract more eligible borrowers whose monthly payments are current and who can benefit from refinancing
their home mortgages. The Acting Director of FHFA stated that the goal of pursuing these changes is to create refinancing
opportunities for more borrowers whose mortgages are owned or guaranteed by Freddie Mac and Fannie Mae, while
reducing risk for Freddie Mac and Fannie Mae and bringing a measure of stability to housing markets. However, there can
be no assurance that the revisions to HARP will be successful in achieving these objectives or that any benefits from the
revised program will exceed our costs. We may face greater exposure to credit and other losses on these HARP loans
because we are not requiring lenders to provide us with certain representations and warranties on these HARP loans. In
addition, changes in expectations of mortgage prepayments could result in declines in the fair value of our investments in
certain agency securities and lower net interest yields over time on other mortgage-related investments. The ultimate
impact of the HARP revisions on our financial results will be driven by the level of borrower participation and the volume
of loans with high LTV ratios that we acquire under the program. Over time, relief refinance mortgages with LTV ratios
above 80% may not perform as well as relief refinance mortgages with LTV ratios of 80% and below because of the
continued high LTV ratios of these loans. There is an increase in borrower default risk as LTV ratios increase, particularly
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for loans with LTV ratios above 80%. In addition, relief refinance mortgages may not be covered by mortgage insurance
for the full excess of their UPB over 80%.

We are devoting significant internal resources to the implementation of the servicing alignment initiative and the
MHA Program, which has, and will continue to, increase our expenses. The size and scope of these efforts may also limit
our ability to pursue other business opportunities or corporate initiatives.

We may experience further write-downs and losses relating to our assets, including our investment securities, net
deferred tax assets, REO properties or mortgage loans, that could materially adversely affect our business, results of
operations, financial condition, liquidity and net worth.

We experienced significant losses and write-downs relating to certain of our assets during the past several years,
including significant declines in market value, impairments of our investment securities, market-based write-downs of
REO properties, losses on non-performing loans removed from PC pools, and impairments on other assets. The fair value
of our assets may be further adversely affected by continued weakness in the economy, further deterioration in the
housing and financial markets, additional ratings downgrades, or other events.

We increased our valuation allowance for our net deferred tax assets by $2.3 billion during 2011. The future status
and role of Freddie Mac could be affected by actions of the Conservator, and legislative and regulatory action that alters
the ownership, structure, and mission of the company. The uncertainty of these developments could materially affect our
operations, which could in turn affect our ability or intent to hold investments until the recovery of any temporary
unrealized losses. If future events significantly alter our current outlook, a valuation allowance may need to be established
for the remaining deferred tax asset.

Due to the ongoing weaknesses in the economy and in the housing and financial markets, we may experience
additional write-downs and losses relating to our assets, including those that are currently AAA-rated, and the fair values
of our assets may continue to decline. This could adversely affect our results of operations, financial condition, liquidity,
and net worth.

There may not be an active, liquid trading market for our equity securities. Our equity securities are not likely to have
any value beyond the short-term.

Our common stock and classes of preferred stock that previously were listed and traded on the NYSE were delisted
from the NYSE effective July 8, 2010, and now trade on the OTC market. The market price of our common stock
declined significantly between June 16, 2010, the date we announced our intention to delist these securities, and July 8,
2010, the first day the common stock traded exclusively on the OTC market, and may decline further. Trading volumes on
the OTC market have been, and will likely continue to be, less than those on the NYSE, which would make it more
difficult for investors to execute transactions in our securities and could make the prices of our securities decline or be
more volatile. The Acting Director of FHFA has stated that “[Freddie Mac and Fannie Mae’s] equity holders retain an
economic claim on the companies but that claim is subordinate to taxpayer claims. As a practical matter, taxpayers are not
likely to be repaid in full, so [Freddie Mac and Fannie Mae] stock lower in priority is not likely to have any value.”

Operational Risks

We have incurred, and will continue to incur, expenses and we may otherwise be adversely affected by delays and
deficiencies in the foreclosure process.

We have been, and will likely continue to be, adversely affected by delays in the foreclosure process, which could
increase our expenses.

The average length of time for foreclosure of a Freddie Mac loan significantly increased in recent years, and may
continue to increase. A number of factors have contributed to this increase, including: (a) the increasingly lengthy
foreclosure process in many states; and (b) concerns about deficiencies in seller/servicers’ conduct of the foreclosure
process. More recently, regulatory developments impacting mortgage servicing and foreclosure practices have also
contributed to these delays. For more information on these developments, see “BUSINESS — Regulation and
Supervision — Legislative and Regulatory Developments — Developments Concerning Single-Family Servicing Practices.”

Delays in the foreclosure process could cause our credit losses to increase for a number of reasons. For example,
properties awaiting foreclosure could deteriorate until we acquire ownership of them through foreclosure. This would
increase our expenses to repair and maintain the properties when we do acquire them. Such delays may also adversely
affect the values of, and our losses on, the non-agency mortgage-related securities we hold. Delays in the foreclosure
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process may also adversely affect trends in home prices regionally or nationally, which could also adversely affect our
financial results.

It also is possible that mortgage insurance claims could be reduced if delays caused by servicers’ deficient
foreclosure practices prevent servicers from completing foreclosures within required timelines defined by mortgage
insurers. Mortgage insurance companies establish foreclosure timelines that vary by state and range between 30 and
960 days.

Delays in the foreclosure process could create fluctuations in our single-family credit statistics. For example, our
realization of credit losses, which consists of REO operations income (expense) plus charge-offs, net, could be delayed
because we typically record charge-offs at the time we take ownership of a property through foreclosure. Delays could
also temporarily increase the number of seriously delinquent loans that remain in our single-family mortgage portfolio,
which could result in higher reported serious delinquency rates and a larger number of non-performing loans than would
otherwise have been the case.

In the fall of 2010, several large seller/servicers announced issues relating to the improper preparation and execution
of certain documents used in foreclosure proceedings. These announcements raised various concerns relating to
foreclosure practices. A number of our seller/servicers, including several of our largest ones, temporarily suspended
foreclosure proceedings in certain states while they evaluated and addressed these issues. While the larger servicers
generally resumed foreclosure proceedings in early 2011, single-family mortgages in our portfolio have continued to
experience significant delays in the foreclosure process in 2011, as compared to periods before these issues arose,
particularly in states that require a judicial foreclosure process. These and other factors could also delay sales of our REO
properties. In addition, a group consisting of state attorneys general and state bank and mortgage regulators is reviewing
foreclosure practices. We have terminated the eligibility of several law firms to serve as counsel in foreclosures of Freddie
Mac mortgages, due to issues with respect to the firms’ foreclosure practices. It is possible that additional deficiencies in
foreclosure practices will be identified.

We have incurred, and will continue to incur, expenses related to deficiencies in foreclosure documentation practices
and the costs of remediating them, which may be significant. These expenses include costs related to terminating the
eligibility of certain law firms and other incremental costs. We may also incur costs if we become involved in litigation or
investigations relating to these issues. It will take time for seller/servicers to complete their evaluations of these issues and
implement remedial actions. The integrity of the foreclosure process is critical to our business, and our financial results
could be adversely affected by deficiencies in the conduct of that process.

Issues related to mortgages recorded through the MERS System could delay or disrupt foreclosure activities and have
an adverse effect on our business.

The Mortgage Electronic Registration System, or the MERS® System, is an electronic registry that is widely used by
seller/servicers, Freddie Mac, and other participants in the mortgage finance industry, to maintain records of beneficial
ownership of mortgages. The MERS System is maintained by MERSCORP, Inc., a privately held company, the
shareholders of which include a number of organizations in the mortgage industry, including Freddie Mac, Fannie Mae,
and certain seller/servicers, mortgage insurance companies, and title insurance companies.

Mortgage Electronic Registration Systems, Inc., or MERS, a wholly-owned subsidiary of MERSCORP, Inc., has the
ability to serve as a nominee for the owner of a mortgage loan and in that role become the mortgagee of record for the
loan in local land records. Freddie Mac seller/servicers may choose to use MERS as a nominee. Approximately 42% of
the loans Freddie Mac owns or guarantees were registered in MERS’ name as of December 31, 2011; the beneficial
ownership and the ownership of the servicing rights related to those loans are tracked in the MERS System.

In the past, Freddie Mac servicers had the option of initiating foreclosure in MERS’ name. On March 23, 2011, we
informed our servicers that they no longer may initiate foreclosures in MERS’ name for those mortgages owned or
guaranteed by us and registered with MERS that are referred to foreclosure on or after April 1, 2011. As of April 1, 2011,
foreclosure of mortgages owned or guaranteed by us for which MERS serves as nominee is accomplished by MERS
assigning the record ownership of the mortgage to the servicer, and the servicer initiating foreclosure in its own name.
Many of our servicers were following this procedure before the March 23 announcement.

MERS has also been the subject of numerous lawsuits challenging foreclosures on mortgages for which MERS is
mortgagee of record as nominee for the beneficial owner. For example, on February 3, 2012, the Attorney General of the
State of New York filed a lawsuit against MERSCORP, Inc., MERS and several large banks alleging, among other items,
that the creation and use of the MERS System has resulted in a wide range of deceptive and fraudulent foreclosure filings
in New York state and federal courts. It is possible that adverse judicial decisions, regulatory proceedings or action, or
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legislative action related to MERS, could delay or disrupt foreclosure of mortgages that are registered on the MERS
System. Publicity concerning regulatory or judicial decisions, even if such decisions were not adverse, or MERS-related
concerns about the integrity of the assignment process, could adversely affect the mortgage industry and negatively impact
public confidence in the foreclosure process, which could lead to legislative or regulatory action. Because MERS often
executes legal documents in connection with foreclosure proceedings, it is possible that investigations by governmental
authorities and others into deficiencies in foreclosure practices may negatively impact MERS and the MERS System.

Federal or state legislation or regulatory action could prevent us from using the MERS System for mortgages that we
currently own, guarantee, and securitize and for mortgages acquired in the future, or could create additional requirements
for the transfer of mortgages that could affect the process for and costs of acquiring, transferring, servicing, and
foreclosing mortgages. Such legislation or regulatory action could increase our costs or otherwise adversely affect our
business. For example, we could be required to transfer mortgages out of the MERS System. There is also uncertainty
regarding the extent to which seller/servicers will choose to use the MERS System in the future.

Failures by MERS to apply prudent and effective process controls and to comply with legal and other requirements
in the foreclosure process could pose legal and operational risks for us. We may also face significant reputational risk due
to our ties to MERS, as we are a shareholder of MERSCORP, Inc., and a Freddie Mac officer serves on the board of
directors of both entities.

We cannot predict the impact that such events or actions may have on our business. On April 13, 2011, the Office of
the Comptroller of the Currency, the Federal Reserve, the FDIC, the Office of Thrift Supervision, and FHFA entered into
a consent order with MERS and MERSCOREP, Inc., which stated that such federal regulators had identified certain
deficiencies and unsafe or unsound practices by MERS and MERSCORP, Inc. that present financial, operational,
compliance, legal, and reputational risks to MERSCORP, Inc. and MERS, and to its participating members, including
Freddie Mac. The consent order requires MERS and MERSCORP, Inc. to, among other things, create and submit plans to
ensure that MERS and MERSCORP, Inc. (a): are operated in a safe and sound manner and have adequate financial
strength and staff; (b) improve communications with MERSCORP, Inc. shareholders and members; (c) intensify the
monitoring of and response to litigation; and (d) establish processes to ensure data quality and strengthen certain aspects
of corporate governance. The federal banking regulators have also indicated that MERSCORP, Inc. should take action to
simplify its governance structure, which could involve us giving up certain governance rights. It is unclear what changes
will ultimately be made and whether there will be any consequent impact on Freddie Mac’s relationship with and rights
with respect to the two entities.

Weaknesses in internal control over financial reporting and in disclosure controls could result in errors and inadequate
disclosures, affect operating results, and cause investors to lose confidence in our reported results.

We face continuing challenges because of deficiencies in our controls. Control deficiencies could result in errors, and
lead to inadequate or untimely disclosures, and affect operating results. Control deficiencies could also cause investors to
lose confidence in our reported financial results, which may have an adverse effect on the trading price of our securities.
For information about our ineffective disclosure controls and two material weaknesses in internal control over financial
reporting, see “CONTROLS AND PROCEDURES.”

There are a number of factors that may impede our efforts to establish and maintain effective disclosure controls and
internal control over financial reporting, including: (a) the nature of the conservatorship and our relationship with FHFA;
(b) the complexity of, and significant changes in, our business activities and related GAAP requirements; (c) significant
employee and management turnover; (d) internal reorganizations; (e) uncertainty regarding the sustainability of newly
established controls; (f) data quality or servicing-related issues; and (g) the uncertain impacts of the ongoing housing and
economic downturn on the results of our models, which are used for financial accounting and reporting purposes.
Disruptive levels of employee turnover could negatively impact our internal control environment, including internal
control over financial reporting, and ability to issue timely financial statements. During 2011, we experienced significant
changes to our internal control environment as a result of resignations, terminations, or changes in responsibility. We
cannot be certain that our efforts to improve and maintain our internal control over financial reporting will ultimately be
successful.

Effectively designed and operated internal control over financial reporting provides only reasonable assurance that
material errors in our financial statements will be prevented or detected on a timely basis. A failure to maintain effective
internal control over financial reporting increases the risk of a material error in our reported financial results and delay in
our financial reporting timeline. Depending on the nature of a control failure and any required remediation, ineffective
controls could have a material adverse effect on our business.
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We face risks and uncertainties associated with the internal models that we use for financial accounting and reporting
purposes, to make business decisions, and to manage risks. Market conditions have raised these risks and uncertainties.

We make significant use of business and financial models for financial accounting and reporting purposes and to
manage risk. We face risk associated with our use of models. First, there is inherent uncertainty associated with model
results. Second, we could fail to properly implement, operate, or use our models. Either of these situations could
adversely affect our financial statements and our ability to manage risks.

We use market-based information as inputs to our models. However, it can take time for data providers to prepare
information, and thus the most recent information may not be available for the preparation of our financial statements.
When market conditions change quickly and in unforeseen ways, there is an increased risk that the inputs reflected in our
models are not representative of current market conditions.

The severe deterioration of the housing and credit markets beginning several years ago and, more recently, the
extended period of economic weakness and uncertainty has increased the risks associated with our use of models. For
example, certain economic events or the implementation of government policies could create increased model uncertainty
as models may not fully capture these events, which makes it more difficult to assess model performance and requires a
higher degree of management judgment. Our models may not perform as well in situations for which there are few or no
recent historical precedents. We have adjusted our models in response to recent events, but there remains considerable
uncertainty about model results.

Models are inherently imperfect predictors of actual results. Our models rely on various assumptions that may be
incorrect, including that historical experience can be used to predict future results. It has been more difficult to predict the
behaviors of the housing and credit capital markets and market participants over the past several years, due to, among
other factors: (a) the uncertainty concerning trends in home prices; (b) the lack of historical evidence about the behavior
of deeply underwater borrowers, the effect of an extended period of extremely low interest rates on prepayments, and the
impact of widespread loan refinancing and modification programs (such as HARP and HAMP), including the potential for
the extensive use of principal reductions; and (c) the impact of the concerns about deficiencies in foreclosure
documentation practices and related delays in the foreclosure process.

We face the risk that we could fail to implement, operate, or adjust or use our models properly. This risk may be
increasing due to our difficulty in attracting and retaining employees with the necessary experience and skills. For
example, the assumptions underlying a model could be invalid, or we could apply a model to events or products outside
the model’s intended use. We may fail to code a model correctly or we could use incorrect data. The complexity and
interconnectivity of our models create additional risk regarding the accuracy of model output. While we have processes
and controls in place designed to mitigate these risks, there can be no assurances that such processes and controls will be
successful.

Management often needs to exercise judgment to interpret or adjust modeled results to take into account new
information or changes in conditions. The dramatic changes in the housing and credit capital markets in recent years have
required frequent adjustments to our models and the application of greater management judgment in the interpretation and
adjustment of the results produced by our models. This further increases both the uncertainty about model results and the
risk of errors in the implementation, operation, or use of the models.

We face the risk that the valuations, risk metrics, amortization results, loan loss reserve estimations, and security
impairment charges produced by our internal models may be different from actual results, which could adversely affect
our business results, cash flows, fair value of net assets, business prospects, and future financial results. For example, our
models may under-predict the losses we will suffer in various aspects of our business. Changes in, or replacements of, any
of our models or in any of the assumptions, judgments, or estimates used in the models may cause the results generated
by the model to be materially different from those generated by the prior model. The different results could cause a
revision of previously reported financial condition or results of operations, depending on when the change to the model,
assumption, judgment, or estimate is implemented. Any such changes may also cause difficulties in comparisons of the
financial condition or results of operations of prior or future periods.

Due to increased uncertainty about model results, we also face increased risk that we could make poor business
decisions in areas where model results are an important factor, including loan purchases, management and guarantee fee
pricing, asset and liability management, market risk management, and quality-control sampling strategies for loans in our
single-family credit guarantee portfolio. Furthermore, any strategies we employ to attempt to manage the risks associated
with our use of models may not be effective. See “MD&A — CRITICAL ACCOUNTING POLICIES AND
ESTIMATES” and “QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK — Interest-Rate
Risk and Other Market Risks” for more information on our use of models.
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Changes in our accounting policies, as well as estimates we make, could materially affect how we report our financial
condition or results of operations.

Our accounting policies are fundamental to understanding our financial condition and results of operations. Certain of
our accounting policies, as well as estimates we make, are “critical,” as they are both important to the presentation of our
financial condition and results of operations and they require management to make particularly difficult, complex or
subjective judgments and estimates, often regarding matters that are inherently uncertain. Actual results could differ from
our estimates and the use of different judgments and assumptions related to these policies and estimates could have a
material impact on our consolidated financial statements. For a description of our critical accounting policies, see
“MD&A — CRITICAL ACCOUNTING POLICIES AND ESTIMATES.”

From time to time, the FASB and the SEC change the financial accounting and reporting guidance that govern the
preparation of our financial statements. These changes are beyond our control, can be difficult to predict and could
materially impact how we report our financial condition and results of operations. We could be required to apply new or
revised guidance retrospectively, which may result in the revision of prior period financial statements by material
amounts. The implementation of new or revised accounting guidance could result in material adverse effects to our
stockholders’ equity (deficit) and result in or contribute to the need for additional draws under the Purchase Agreement.

FHFA may require us to change our accounting policies to align more closely with those of Fannie Mae. FHFA may
also require us and Fannie Mae to have the same independent public accounting firm. Either of these events could
significantly increase our expenses and require a substantial time commitment of management.

See “NOTE 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES” for more information.

A failure in our operational systems or infrastructure, or those of third parties, could impair our liquidity, disrupt our
business, damage our reputation, and cause losses.

Shortcomings or failures in our internal processes, people, or systems could lead to impairment of our liquidity,
financial loss, errors in our financial statements, disruption of our business, liability to customers, further legislative or
regulatory intervention, or reputational damage. Servicing and loss mitigation processes are currently under considerable
stress, which increases the risk that we may experience further operational problems in the future. Our core systems and
technical architecture include many legacy systems and applications that lack scalability and flexibility, which increases
the risk of system failure. While we are working to enhance the quality of our infrastructure, we have had difficulty in the
past conducting large-scale infrastructure improvement projects.

Our business is highly dependent on our ability to process a large number of transactions on a daily basis and
manage and analyze significant amounts of information, much of which is provided by third parties. The transactions we
process are complex and are subject to various legal, accounting, and regulatory standards. The types of transactions we
process and the standards relating to those transactions can change rapidly in response to external events, such as the
implementation of government-mandated programs and changes in market conditions. Our financial, accounting, data
processing, or other operating systems and facilities may fail to operate properly or become disabled, adversely affecting
our ability to process these transactions. The information provided by third parties may be incorrect, or we may fail to
properly manage or analyze it. The inability of our systems to accommodate an increasing volume of transactions or new
types of transactions or products could constrain our ability to pursue new business initiatives or change or improve
existing business activities.

Our employees could act improperly for their own gain and cause unexpected losses or reputational damage. While
we have processes and systems in place designed to prevent and detect fraud, there can be no assurance that such
processes and systems will be successful.

We also face the risk of operational failure or termination of any of the clearing agents, exchanges, clearinghouses, or
other financial intermediaries we use to facilitate our securities and derivatives transactions. Any such failure or
termination could adversely affect our ability to effect transactions, service our customers, and manage our exposure to
risk.

Most of our key business activities are conducted in our principal offices located in McLean, Virginia and represent a
concentrated risk of people, technology, and facilities. Despite the contingency plans and local recovery facilities we have
in place, our ability to conduct business would be adversely impacted by a disruption in the infrastructure that supports
our business and the geographical area in which we are located. Potential disruptions may include outages or disruptions
to electrical, communications, transportation, or other services we use or that are provided to us. If a disruption occurs
and our employees are unable to occupy our offices or communicate with or travel to other locations, our ability to
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service and interact with our customers or counterparties may deteriorate and we may not be able to successfully
implement contingency plans that allow us to carry out critical business functions at an acceptable level.

Due to the concentrated risk and inadequate distribution of resources nationally, we are also exposed to the risk that a
catastrophic event, such as a terrorist event or natural disaster, could result in a significant business disruption and an
inability to process transactions through normal business processes. Any measures we take to mitigate this risk may not be
sufficient to respond to the full range of catastrophic events that may occur.

Freddie Mac management has determined that current business recovery capabilities would not be effective in the
event of a catastrophic regional business event and could result in a significant business disruption and inability to process
transactions through normal business processes. While management has developed a remediation plan to address the
current capability gaps, any measures we take to mitigate this risk may not be sufficient to respond to the full range of
catastrophic events that may occur.

We have experienced significant management changes, internal reorganizations, and turnover of key staff, which could
increase our operational and control risks and have a material adverse effect on our ability to do business and our
results of operations.

Internal reorganizations, inability to retain key executives and staff members, and our efforts to reduce administrative
expenses may increase the stress on existing processes, leading to operational or control failures and harm to our financial
performance and results of operations. A number of senior officers left the company in 2011, including our Chief
Operating Officer, our Executive Vice President — Single-Family Credit Guarantee, our Executive Vice President —
Investments and Capital Markets and Treasurer, our Executive Vice President — Multifamily, our Senior Vice President —
Operations & Technology, our Executive Vice President — General Counsel & Corporate Secretary, our Executive Vice
President — Chief Credit Officer, and our Senior Vice President — Interim General Counsel & Corporate Secretary. On
October 26, 2011, FHFA announced that our Chief Executive Officer has expressed his desire to step down in 2012. We
also experienced several significant internal reorganizations in 2011 and significant employee turnover.

The magnitude of these changes and the short time interval in which they have occurred, particularly during the
ongoing housing and economic downturn, add to the risks of operational or control failures, including a failure in the
effective operation of our internal control over financial reporting or our disclosure controls and procedures. Control
failures could result in material adverse effects on our financial condition and results of operations. Disruptive levels of
turnover among both executives and other employees could lead to breakdowns in any of our operations, affect our ability
to execute ongoing business activities, cause delays and disruptions in the implementation of FHFA-directed and other
important business initiatives, delay or disrupt critical technology and other projects, and erode our business, modeling,
internal audit, risk management, information security, financial reporting, legal, compliance, and other capabilities. For
more information, see “MD&A — RISK MANAGEMENT — Operational Risks” and “CONTROLS AND
PROCEDURES.”

In addition, management attention may be diverted from regular business concerns by these and future
reorganizations and the continuing need to operate under the framework of conservatorship.

We may not be able to protect the security of our systems or the confidentiality of our information from cyber attack
and other unauthorized access, disclosure, and disruption.

Our operations rely on the secure receipt, processing, storage, and transmission of confidential and other information
in our computer systems and networks and with our business partners. Like many corporations and government entities,
from time to time we have been, and likely will continue to be, the target of cyber attacks. Because the techniques used to
obtain unauthorized access, disable or degrade service, or sabotage systems change frequently and often are not
recognized until launched against a target, and because some techniques involve social engineering attempts addressed to
employees who may have insufficient knowledge to recognize them, we may be unable to anticipate these techniques or
to implement adequate preventative measures. While we have invested significant resources in our information security
program, there is a risk that it could prove to be inadequate to protect our computer systems, software, and networks.

Our computer systems, software, and networks may be vulnerable to internal or external cyber attack, unauthorized
access, computer viruses or other malicious code, computer denial of service attacks, or other attempts to harm our
systems or misuse our confidential information. Our employees may be vulnerable to social engineering efforts that cause
a breach in our security that otherwise would not exist as a technical matter. If one or more of such events occur, this
potentially could jeopardize or result in the unauthorized disclosure, misuse or corruption of confidential and other
information, including nonpublic personal information and other sensitive business data, processed, stored in, or
transmitted through, our computer systems and networks, or otherwise cause interruptions or malfunctions in our

73 Freddie Mac



operations or the operations of our customers or counterparties. This could result in significant losses or reputational
damage, adversely affect our relationships with our customers and counterparties, and adversely affect our ability to
purchase loans, issue securities or enter into and execute other business transactions. We could also face regulatory action.
Internal or external attackers may seek to steal, corrupt or disclose confidential financial assets, intellectual property, and
other sensitive information. We may be required to expend significant additional resources to modify our protective
measures or to investigate and remediate vulnerabilities or other exposures, and we may be subject to litigation and
financial losses that are not fully insured.

We rely on third parties for certain important functions, including some that are critical to financial reporting, our
mortgage-related investment activity, and mortgage loan underwriting. Any failures by those vendors could disrupt our
business operations.

We outsource certain key functions to external parties, including: (a) processing functions for trade capture, market
risk management analytics, and financial instrument valuation; (b) custody and recordkeeping for our mortgage-related
investments; (c) processing functions for mortgage loan underwriting and servicing; (d) certain services we provide to
Treasury in our role as program compliance agent under HAMP; and (e) certain technology infrastructure and operations.
We may enter into other key outsourcing relationships in the future. If one or more of these key external parties were not
able to perform their functions for a period of time, at an acceptable service level, or for increased volumes, our business
operations could be constrained, disrupted, or otherwise negatively impacted. Our use of vendors also exposes us to the
risk of a loss of intellectual property or of confidential information or other harm. We may also be exposed to reputational
harm, to the extent vendors do not conduct their activities under appropriate ethical standards. Financial or operational
difficulties of an outside vendor could also hurt our operations if those difficulties interfere with the vendor’s ability to
provide services to us.

Our risk management efforts may not effectively mitigate the risks we seek to manage.

We could incur substantial losses and our business operations could be disrupted if we are unable to effectively
identify, manage, monitor and mitigate operational risks, interest rate and other market risks and credit risks related to our
business. Our risk management policies, procedures and techniques may not be sufficient to mitigate the risks we have
identified or to appropriately identify additional risks to which we are subject. See “QUANTITATIVE AND
QUALITATIVE DISCLOSURES ABOUT MARKET RISK” and “MD&A — RISK MANAGEMENT” for a discussion of
our approach to managing certain of the risks we face.

Legal and Regulatory Risks
The Dodd-Frank Act and related regulation may adversely affect our business activities and financial results.

The Dodd-Frank Act, which was signed into law on July 21, 2010, significantly changed the regulation of the
financial services industry and could affect us in substantial and unforeseeable ways and have an adverse effect on our
business, results of operations, financial condition, liquidity, and net worth. For example, the Dodd-Frank Act and related
future regulatory changes could impact the value of assets that we hold, require us to change certain of our business
practices, impose significant additional costs on us, limit the products we offer, require us to increase our regulatory
capital, or make it more difficult for us to retain and recruit management and other employees. We will also face a more
complicated regulatory environment due to the Dodd-Frank Act and related future regulatory changes, which will increase
compliance costs and could divert management attention or other resources. The Dodd-Frank Act and related future
regulatory changes will also significantly affect many aspects of the financial services industry and potentially change the
business practices of our customers and counterparties; it is possible that any such changes could adversely affect our
business and financial results.

Implementation of the Dodd-Frank Act is being accomplished through numerous rulemakings, many of which are
still in process. The final effects of the legislation will not be known with certainty until these rulemakings are complete.
The Dodd-Frank Act also mandates the preparation of studies of a wide range of issues, which could lead to additional
legislative or regulatory changes. It could be difficult for us to comply with any future regulatory changes in a timely
manner, due to the potential scope and number of such changes, which could limit our operations and expose us to
liability.

The long-term impact of the Dodd-Frank Act and related future regulatory changes on our business and the financial
services industry will depend on a number of factors that are difficult to predict, including our ability to successfully
implement any changes to our business, changes in consumer behavior, and our competitors’ and customers’ responses to
the Dodd-Frank Act and related future regulatory changes.
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Examples of aspects of the Dodd-Frank Act that may significantly affect us include the following:

e The new Financial Stability Oversight Council could designate Freddie Mac as a non-bank financial company to be
subject to supervision and regulation by the Federal Reserve. If this occurs, the Federal Reserve will have authority
to examine Freddie Mac and we may be required to meet more stringent prudential standards than those applicable
to other non-bank financial companies. New prudential standards could include requirements related to risk-based
capital and leverage, liquidity, single-counterparty credit limits, overall risk management and risk committees,
stress tests, and debt-to-equity limits, among other requirements.

* The Dodd-Frank Act will have a significant impact on the derivatives market. Large derivatives users, which may
include Freddie Mac, will be subject to extensive new oversight and regulation. These new regulatory standards
could impose significant additional costs on us related to derivatives transactions and it may become more difficult
for us to enter into desired hedging transactions with acceptable counterparties on favorable terms.

e The Dodd-Frank Act will create new standards and requirements related to asset-backed securities, including
requiring securitizers and potentially originators to retain a portion of the underlying loans’ credit risk. Any such
new standards and requirements could weaken or remove incentives for financial institutions to sell mortgage loans
to us.

e The Dodd-Frank Act and related future regulatory changes could negatively impact the volume of mortgage
originations, and thus adversely affect the number of mortgages available for us to purchase or guarantee.

* Under the Dodd-Frank Act, new minimum mortgage underwriting standards will be required for residential
mortgages, including a requirement that lenders make a reasonable and good faith determination based on “verified
and documented information” that the consumer has a “reasonable ability to repay” the mortgage. The Act requires
regulators to establish a class of qualified loans that will receive certain protections from legal liability, such as the
borrower’s right to rescind the loan and seek damages. Mortgage originators and assignees, including Freddie Mac,
may be subject to increased legal risk for loans that do not meet these requirements.

e Under the Dodd-Frank Act, federal regulators, including FHFA, are directed to promulgate regulations, to be
applicable to financial institutions, including Freddie Mac, that will prohibit incentive-based compensation
structures that the regulators determine encourage inappropriate risks by providing excessive compensation or
benefits or that could lead to material financial loss. It is possible that any such regulations will have an adverse
effect on our ability to retain and recruit management and other employees, as we may be at a competitive
disadvantage as compared to other potential employers not subject to these or similar regulations.

For more information on the Dodd-Frank Act, see “BUSINESS — Regulation and Supervision — Legislative and
Regulatory Developments.”

Legislative or regulatory actions could adversely affect our business activities and financial results.

In addition to the Dodd-Frank Act discussed in the immediately preceding risk factor, and possible GSE reform
discussed in “Conservatorship and Related Matters — The future status and role of Freddie Mac is uncertain and could be
materially adversely affected by legislative and regulatory action that alters the ownership, structure, and mission of the
company,” our business initiatives may be directly adversely affected by other legislative and regulatory actions at the
federal, state, and local levels. We could be negatively affected by legislation or regulatory action that changes the
foreclosure process of any individual state. For example, various states and local jurisdictions have implemented
mediation programs designed to bring servicers and borrowers together to negotiate workout options. These actions could
delay the foreclosure process and increase our expenses, including by potentially delaying the final resolution of seriously
delinquent mortgage loans and the disposition of non-performing assets. We could also be affected by any legislative or
regulatory changes that would expand the responsibilities and liability of servicers and assignees for maintaining vacant
properties prior to foreclosure. These laws and regulatory changes could significantly expand mortgage costs and
liabilities. We could be affected by any legislative or regulatory changes to existing bankruptcy laws or proceedings or
foreclosure processes, including any changes that would allow bankruptcy judges to unilaterally change the terms of
mortgage loans. We could be affected by legislative or regulatory changes that permit or require principal reductions,
including through the bankruptcy process. Our business could also be adversely affected by any modification, reduction,
or repeal of the federal income tax deductibility of mortgage interest payments.

Pursuant to the Temporary Payroll Tax Cut Continuation Act of 2011, FHFA has been directed to require Freddie
Mac and Fannie Mae to increase guarantee fees by no less than 10 basis points above the average guarantee fees charged
in 2011 on single-family mortgage-backed securities to fund the payroll tax cut. If we are found to be out of compliance
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with this requirement of the Act for two consecutive years, we will be precluded from providing any guarantee for a
period to be determined by FHFA, but in no case less than one year.

Legislation or regulatory actions could indirectly adversely affect us to the extent such legislation or actions affect
the activities of banks, savings institutions, insurance companies, securities dealers, and other regulated entities that
constitute a significant part of our customer base or counterparties, or could indirectly affect us to the extent that they
modify industry practices. Legislative or regulatory provisions that create or remove incentives for these entities to sell
mortgage loans to us, purchase our securities or enter into derivatives, or other transactions with us could have a material
adverse effect on our business results and financial condition.

The Basel Committee on Banking Supervision is in the process of substantially revising capital guidelines for
financial institutions and has finalized portions of the so-called “Basel III”’ guidelines, which would set new capital and
liquidity requirements for banks. Phase-in of Basel III is expected to take several years and there is significant uncertainty
about how regulators might implement these guidelines or how the resulting regulations might impact us. For example, it
is possible that any new regulations on the capital treatment of mortgage servicing rights, risk-based capital requirements
for credit risk, and liquidity treatment of our debt and guarantee obligations could adversely affect our business results
and financial condition.

We may make certain changes to our business in an attempt to meet the housing goals and subgoals set for us by
FHFA that may increase our losses.

We may make adjustments to our mortgage loan sourcing and purchase strategies in an effort to meet our housing
goals and subgoals, including changes to our underwriting standards and the expanded use of targeted initiatives to reach
underserved populations. For example, we may purchase loans that offer lower expected returns on our investment and
increase our exposure to credit losses. Doing so could cause us to forgo other purchase opportunities that we would expect
to be more profitable. If our current efforts to meet the goals and subgoals prove to be insufficient, we may need to take
additional steps that could further increase our losses. FHFA has not yet published a final rule with respect to our duty to
serve underserved markets. However, it is possible that we could also make changes to our business in the future in
response to this duty. If we do not meet our housing goals or duty to serve requirements, and FHFA finds that the goals or
requirements were feasible, we may become subject to a housing plan that could require us to take additional steps that
could have an adverse effect on our results of operations and financial condition.

We are involved in legal proceedings, governmental investigations, and IRS examinations that could result in the
payment of substantial damages or otherwise harm our business.

We are a party to various legal actions, including litigation in the U.S. Tax Court as result of a dispute of certain tax
matters with the IRS related to our 1998 through 2005 federal income tax returns. In addition, certain of our current and
former directors, officers, and employees are involved in legal proceedings for which they may be entitled to
reimbursement by us for costs and expenses of the proceedings. The defense of these or any future claims or proceedings
could divert management’s attention and resources from the needs of the business. We may be required to establish
reserves and to make substantial payments in the event of adverse judgments or settlements of any such claims,
investigations, proceedings, or examinations. Any legal proceeding, governmental investigation, or examination issue, even
if resolved in our favor, could result in negative publicity or cause us to incur significant legal and other expenses.
Furthermore, developments in, outcomes of, impacts of, and costs, expenses, settlements, and judgments related to these
legal proceedings and governmental investigations and examinations may differ from our expectations and exceed any
amounts for which we have reserved or require adjustments to such reserves. We are also cooperating with other
investigations, such as the review being conducted by state attorneys general and state bank and mortgage regulators into
foreclosure practices. These proceedings could divert management’s attention or other resources. See “LEGAL
PROCEEDINGS” and “NOTE 18: LEGAL CONTINGENCIES” for information about our pending legal proceedings and
“NOTE 13: INCOME TAXES” for information about our litigation with the IRS relating to potential additional income
taxes and penalties for the 1998 to 2005 tax years and other tax-related matters.
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ITEM 1B. UNRESOLVED STAFF COMMENTS

None.

ITEM 2. PROPERTIES

Our principal offices consist of five office buildings in McLean, Virginia. We own four of the office buildings,
comprising approximately 1.3 million square feet. We occupy the fifth building, comprising approximately 200,000 square
feet, under a lease from a third party.

ITEM 3. LEGAL PROCEEDINGS

We are involved as a party to a variety of legal proceedings arising from time to time in the ordinary course of
business. See “NOTE 18: LEGAL CONTINGENCIES” for more information regarding our involvement as a party to
various legal proceedings.

ITEM 4. MINE SAFETY DISCLOSURES
Not applicable.
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PART II

ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED
STOCKHOLDER MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES

Market Information

Our common stock, par value $0.00 per share, trades in the OTC market and is quoted on the OTC Bulletin Board
under the ticker symbol “FMCC.” As of February 27, 2012, there were 649,733,472 shares of our common stock
outstanding.

On July 8, 2010, our common stock and 20 previously-listed classes of preferred securities were delisted from the
NYSE. We delisted such securities pursuant to a directive by the Conservator. The classes of preferred stock that were
previously listed on the NYSE also now trade in the OTC market.

The table below sets forth the high and low prices of our common stock on the NYSE and the high and low bid
information for our common stock on the OTC Bulletin Board for the indicated periods. The OTC Bulletin Board
quotations reflect inter-dealer prices, without retail mark-up, mark-down, or commission, and may not necessarily
represent actual transactions.

Table 7 — Quarterly Common Stock Information

High Low
2011 Quarter Ended"
December 31 . . . .o e $0.27  $0.18
September 30 . . . 0.41 0.24
JUNE 30 .« o e 054 034
March 31 . .o oo e 1.00 013
2010 Quarter Ended
December 3100 $0.50  $0.29
September 307 . . L 044 024
June 300 L 1.68 040
March 310 1.52 1.12

(1) Based on bid information for our common stock on the OTC Bulletin Board.

(2) Based on the prices of our common stock on the NYSE prior to July 8, 2010 and bid information for our common stock on the OTC Bulletin Board
on and after July 8, 2010.

(3) Based on the prices of our common stock on the NYSE.

Holders
As of February 27, 2012, we had 2,104 common stockholders of record.

Dividends and Dividend Restrictions
We did not pay any cash dividends on our common stock during 2011 or 2010.

Our payment of dividends is subject to the following restrictions:

Restrictions Relating to the Conservatorship

As Conservator, FHFA announced on September 7, 2008 that we would not pay any dividends on Freddie Mac’s
common stock or on any series of Freddie Mac’s preferred stock (other than the senior preferred stock). FHFA has
instructed our Board of Directors that it should consult with and obtain the approval of FHFA before taking actions
involving dividends.

Restrictions Under the Purchase Agreement

The Purchase Agreement prohibits us and any of our subsidiaries from declaring or paying any dividends on Freddie
Mac equity securities (other than with respect to the senior preferred stock or warrant) without the prior written consent of
Treasury.

Restrictions Under the GSE Act

Under the GSE Act, FHFA has authority to prohibit capital distributions, including payment of dividends, if we fail
to meet applicable capital requirements. Under the GSE Act, we are not permitted to make a capital distribution if, after
making the distribution, we would be undercapitalized, except the Director of FHFA may permit us to repurchase shares if
the repurchase is made in connection with the issuance of additional shares or obligations in at least an equivalent amount
and will reduce our financial obligations or otherwise improve our financial condition. If FHFA classifies us as
undercapitalized, we are not permitted to make a capital distribution that would result in our being reclassified as
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significantly undercapitalized or critically undercapitalized. If FHFA classifies us as significantly undercapitalized,
approval of the Director of FHFA is required for any dividend payment; the Director may approve a capital distribution
only if the Director determines that the distribution will enhance the ability of the company to meet required capital levels
promptly, will contribute to the long-term financial safety-and-soundness of the company, or is otherwise in the public
interest. Our capital requirements have been suspended during conservatorship.

Restrictions Under our Charter

Without regard to our capital classification, we must obtain prior written approval of FHFA to make any capital
distribution that would decrease total capital to an amount less than the risk-based capital level or that would decrease
core capital to an amount less than the minimum capital level. As noted above, our capital requirements have been
suspended during conservatorship.

Restrictions Relating to Subordinated Debt

During any period in which we defer payment of interest on qualifying subordinated debt, we may not declare or pay
dividends on, or redeem, purchase or acquire, our common stock or preferred stock. Our qualifying subordinated debt
provides for the deferral of the payment of interest for up to five years if either: (a) our core capital is below 125% of our
critical capital requirement; or (b) our core capital is below our statutory minimum capital requirement, and the Secretary
of the Treasury, acting on our request, exercises his or her discretionary authority pursuant to Section 306(c) of our
charter to purchase our debt obligations. FHFA has directed us to make interest and principal payments on our
subordinated 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 payments of interest under certain circumstances, including our failure to maintain
specified capital levels, are no longer applicable. As noted above, our capital requirements have been suspended during
conservatorship.

Restrictions Relating to Preferred Stock

Payment of dividends on our common stock is also subject to the prior payment of dividends on our 24 series of
preferred stock and one series of senior preferred stock, representing an aggregate of 464,170,000 shares and
1,000,000 shares, respectively, outstanding as of December 31, 2011. Payment of dividends on all outstanding preferred
stock, other than the senior preferred stock, is subject to the prior payment of dividends on the senior preferred stock. We
paid dividends on the senior preferred stock during 2011 at the direction of the Conservator, as discussed in “MD&A —
LIQUIDITY AND CAPITAL RESOURCES — Liquidity — Dividend Obligation on the Senior Preferred Stock” and
“NOTE 12: FREDDIE MAC STOCKHOLDERS’ EQUITY (DEFICIT) — Dividends Declared During 2011.” We did not
declare or pay dividends on any other series of preferred stock outstanding in 2011.

Recent Sales of Unregistered Securities

The securities we issue are “exempted securities” under the Securities Act of 1933, as amended. As a result, we do
not file registration statements with the SEC with respect to offerings of our securities.

Following our entry into conservatorship, we suspended the operation of, and ceased making grants under, equity
compensation plans. Previously, we had provided equity compensation under these plans to employees and members of
our Board of Directors. Under the Purchase Agreement, we cannot issue any new options, rights to purchase,
participations, or other equity interests without Treasury’s prior approval. However, grants outstanding as of the date of
the Purchase Agreement remain in effect in accordance with their terms.

No stock options were exercised during the three months ended December 31, 2011. However, restrictions lapsed on
10,729 restricted stock units.

See “NOTE 12: FREDDIE MAC STOCKHOLDERS’ EQUITY (DEFICIT)” for more information.

Issuer Purchases of Equity Securities

We did not repurchase any of our common or preferred stock during the three months ended December 31, 2011.
Additionally, we do not currently have any outstanding authorizations to repurchase common or preferred stock. Under the
Purchase Agreement, we cannot repurchase our common or preferred stock without Treasury’s prior consent, and we may
only purchase or redeem the senior preferred stock in certain limited circumstances set forth in the Certificate of Creation,
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Designation, Powers, Preferences, Rights, Privileges, Qualifications, Limitations, Restrictions, Terms and Conditions of
Variable Liquidation Preference Senior Preferred Stock.

Transfer Agent and Registrar

Computershare Trust Company, N.A.
P.O. Box 43078

Providence, RI 02940-3078

Telephone: 781-575-2879
http://www.computershare.com/investors
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ITEM 6. SELECTED FINANCIAL DATA"Y

The selected financial data presented below should be reviewed in conjunction with MD&A and our consolidated
financial statements and related notes for the year ended December 31, 2011.
At or For The Year Ended December 31,
2011 2010 2009 2008 2007
(dollars in millions, except share-related amounts)

Statements of Income and Comprehensive Income Data

Net interest iNCOME . . . . o o v v ettt et e e e e e e $ 18397 $ 16,856 $ 17,073 $ 6,796 $ 3,099
Provision for credit 10SSeS. . . . . . ... .. (10,702) (17,218) (29,530) (16,432) (2,854)
Non-interest income (10SS) . . . . .. .ot (10,878) (11,588) (2,732) (29,175) (275)
NON-INEIESt EXPEINSE .« « « v v o v v v e e e e et e e e e e (2,483) (2,932) (7,195) (5,753) (5,959)
Net loss attributable to Freddie Mac . . .. ..................... (5,266) (14,025) (21,553) (50,119) (3,094)
Total comprehensive income (loss) attributable to Freddie Mac. . . . . .. (1,230) 282 (2,913) (70,483) (5,786)
Net loss attributable to common stockholders. . .. ............... (11,764) (19,774) (25,658) (50,795) (3,503)
Net loss per common share:

Basic . . ... (3.63) (6.09) (7.89) (34.60) (5.37)

Diluted. . . . ... (3.63) (6.09) (7.89) (34.60) (5.37)
Cash dividends per common share . . . ....................... — — — 0.50 1.75
Weighted average common shares outstanding (in thousands):?®

Basic . ... 3,244,896 3,249,369 3,253,836 1,468,062 651,881

Diluted . . . . ... 3,244,896 3,249,369 3,253,836 1,468,062 651,881

Balance Sheets Data
Mortgage loans held-for-investment, at amortized cost by consolidated

trusts (net of allowances for loan losses) ... ................. $1,564,131  $1,646,172 $ — 3 — 3 —
Total @SSELS. . . v v v vt e e e e 2,147,216 2,261,780 841,784 850,963 794,368
Debt securities of consolidated trusts held by third parties . .. ....... 1,471,437 1,528,648 — — —
Other debt . . ... ... .. 660,546 713,940 780,604 843,021 738,557
All other liabilities. . . .. ... ... .. . 15,379 19,593 56,808 38,576 28,906
Total Freddie Mac stockholders’ equity (deficit) . . ... ............ (146) (401) 4,278 (30,731) 26,724
Portfolio Balances®
Mortgage-related investments portfolio . .. .................... $ 653313 $ 696,874 $ 755272 $ 804,762 $ 720,813
Total Freddie Mac mort%a)ge—related securities® . . ... ... ... ... ... 1,624,684 1,712,918 1,854,813 1,807,553 1,701,207
Total mortgage portfolio™ . .. .. ... ... .. .. .. ... 2,075,394 2,164,859 2,250,539 2,207,476 2,102,676
Non-performing assets® . . ... ... ... 129,152 125,405 104,984 46,620 16,119
Ratios
Return on average assets®U2 (0.2)% (0.6)% (2.5)% (6.1)% 0.4)%
Non-performing assets ratio™ . . ... ......... .. ... ... .. ..... 6.8 6.4 5.2 2.4 0.9
Return on common equity!®? N/A N/A N/A N/A (21.0)
Equity to assets ratio" P2 — 0.2) (1.6) (0.2) 3.4

(1) See “NOTE 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES” for information regarding our accounting policies and the impact of
new accounting policies on our consolidated financial statements. Effective January 1, 2010, we adopted amendments to the accounting guidance
for transfers of financial assets and the consolidation of VIEs. This had a significant impact on our consolidated financial statements. Consequently,
our results for 2010 and 2011 are not comparable with the results for prior years. For more information, see “NOTE 19: SELECTED FINANCIAL
STATEMENT LINE ITEMS.”

(2) Includes the weighted average number of shares that are associated with the warrant for our common stock issued to Treasury as part of the
Purchase Agreement for periods after 2007. This warrant is included in basic loss per share, because it is unconditionally exercisable by the holder
at a cost of $0.00001 per share.

(3) Represents the UPB and excludes mortgage loans and mortgage-related securities traded, but not yet settled.

(4) See “Table 35 — Freddie Mac Mortgage-Related Securities” for the composition of this line item.

(5) See “Table 16 — Composition of Segment Mortgage Portfolios and Credit Risk Portfolios” for the composition of our total mortgage portfolio.

(6) See “Table 60 — Non-Performing Assets” for a description of our non-performing assets.

(7) The dividend payout ratio on common stock is not presented because we are reporting a net loss attributable to common stockholders for all
periods presented.

(8) Ratio computed as net income (loss) attributable to Freddie Mac divided by the simple average of the beginning and ending balances of total
assets.

(9) Ratio computed as non-performing assets divided by the ending UPB of our total mortgage portfolio, excluding non-Freddie Mac mortgage-related
securities.

(10) Ratio computed as net income (loss) attributable to common stockholders divided by the simple average of the beginning and ending balances of
total Freddie Mac stockholders’ equity (deficit), net of preferred stock (at redemption value). Ratio is not presented for periods in which the simple
average of the beginning and ending balances of total Freddie Mac stockholders’ equity (deficit) is less than zero.

(11) Ratio computed as the simple average of the beginning and ending balances of total Freddie Mac stockholders’ equity (deficit) divided by the
simple average of the beginning and ending balances of total assets.

(12) To calculate the simple averages for 2010, the beginning balances of total assets and total Freddie Mac stockholders’ equity are based on the
January 1, 2010 balances, so that both the beginning and ending balances reflect the January 1, 2010 changes in accounting principles related to
VIEs.
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS

You should read this MD&A in conjunction with “BUSINESS — Executive Summary” and our consolidated financial
statements and related notes for the year ended December 31, 2011.

MORTGAGE MARKET AND ECONOMIC CONDITIONS, AND OUTLOOK

Mortgage Market and Economic Conditions
Overview

Despite some improvements in the national unemployment rate, the housing market continued to experience
challenges during 2011 due primarily to continued weakness in the employment market and a significant inventory of
seriously delinquent loans and REO properties in the market. The U.S. real gross domestic product rose by 1.6% during
2011, compared to 3.1% during 2010, according to the Bureau of Economic Analysis estimates released on January 27,
2012. The national unemployment rate was 8.5% in December 2011, compared to 9.4% in December 2010, based on data
from the U.S. Bureau of Labor Statistics. In the data underlying the unemployment rate, there was employment growth
(net new jobs added to the economy) in each month during 2011, which shows evidence of a slow, but steady positive
trend for the economy and the housing market.

The table below provides important indicators for the U.S. residential mortgage market.

Table 8 — Mortgage Market Indicators
Year Ended December 31,

2011 2010 2009

Home sale units (in thousands)m ..................................................... 4,564 4,513 4,715
Home price change™® . . . .. ... ... BO%  59%  (23)%
Single-family originations (in billions)® . . . ... ... ... ... $ 1350 $ 1,630 $ 1,840

ARM share™ .. o 12% 10% 7%

Refinance share'™ . . .. .. .. .. 79% 80% 73%
U.S. single-family mortgage debt outstanding (in billionsg(@ ................................... $10,336  $10,522  $10,866
U.S. multifamily mortgage debt outstanding (in billions)® . . . .. .. .. ... . .. .. ... . $ 841 $ 3838 $§ 847

(1) Includes sales of new and existing homes in the U.S. Source: National Association of Realtors news release dated February 22, 2012 (sales of
existing homes) and U.S. Census Bureau news release dated February 24, 2012 (sales of new homes).

(2) Calculated internally using estimates of changes in single-family home prices by state, which are weighted using the property values underlying our
single-family credit guarantee portfolio to obtain a national index. The depreciation rate for each year presented incorporates property value
information on loans purchased by both Freddie Mac and Fannie Mae through December 31, 2011 and the percentage change will be subject to
revision based on more recent purchase information. Other indices of home prices may have different results, as they are determined using different
pools of mortgage loans and calculated under different conventions than our own.

(3) Source: Inside Mortgage Finance estimates of originations of single-family first-and second liens dated January 27, 2012.

(4) ARM share of the dollar amount of total mortgage applications. Source: Mortgage Bankers Association Mortgage Applications Survey. Data reflect
annual average of weekly figures.

(5) Refinance share of the number of conventional mortgage applications. Source: Mortgage Bankers Association’s Mortgage Applications Survey. Data
reflect annual average of weekly figures.

(6) Source: Federal Flow of Funds Accounts of the United States dated December 8, 2011. The outstanding amounts for 2011 presented above reflect
balances as of September 30, 2011.

Single-Family Housing Market

We believe the number of potential home buyers in the market, combined with the volume of homes offered for sale,
will determine the direction of home prices. Within the industry, existing home sales are important for assessing the rate
at which the mortgage market might absorb the inventory of listed, but unsold, homes in the U.S. (including listed REO
properties). Additionally, we believe new home sales can be an indicator of certain economic trends, such as the potential
for growth in gross domestic product and total U.S. mortgage debt outstanding. Based on data from the National
Association of Realtors, sales of existing homes in 2011 were 4.26 million, increasing from 4.19 million during 2010. The
National Association of Realtors report states that distressed and all-cash sales comprised a historically high volume of
existing home sales in 2011. Investors typically represent the bulk of all-cash transactions. Based on data from the
U.S. Census Bureau and HUD, new home sales in 2011 were approximately 304,000 homes, decreasing approximately
6% from 323,000 homes in 2010. The relative level of mortgage interest rates is also a factor that impacts home sale
demand because lower interest rates result in more affordable housing for borrowers. During 2011, the Federal Reserve
took several actions designed to support an economic recovery and maintain historically low interest rates, which
impacted and will likely continue to impact single-family mortgage market activity, including the volume of mortgage
refinancing.
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The recently expanded and streamlined HARP initiative, together with interest rates that we expect to remain at
historically low levels through much of 2012, may result in a high level of refinancing, particularly for borrowers that are
underwater on their current loans. These changes in HARP allow eligible borrowers whose monthly payments are current
to refinance and obtain substantially lower interest rates and monthly payments, which may reduce future defaults and
help lower the volume of distressed sales in some markets. For information on this initiative, and its potential impact on
our business and results, see “RISK FACTORS — Competitive and Market Risks — The servicing alignment initiative,
MHA Program and other efforts to reduce foreclosures, modify loan terms and refinance mortgages, including HARP, may
fail to mitigate our credit losses and may adversely affect our results of operations or financial condition,” and “RISK
MANAGEMENT — Credit Risk — Mortgage Credit Risk — Single-Family Mortgage Credit Risk — Single-Family Loan
Workouts and the MHA Program.”

We estimate that home prices decreased approximately 3.0% nationwide during 2011. This estimate is based on our
own index of mortgage loans in our single-family credit guarantee portfolio. Other indices of home prices may have
different results, as they are determined using different pools of mortgage loans and calculated under different conventions
than our own.

The serious delinquency rate of our single-family loans declined during 2011, but remained near historically high
levels. The Mortgage Bankers Association reported in its National Delinquency Survey that delinquency rates on all
single-family loans in the survey declined to 7.7% as of December 31, 2011, down from 8.6% at year-end 2010.
Residential loan performance has been generally worse in areas with higher unemployment rates and where declines in
property values have been more significant during the last five years. In its survey, the Mortgage Bankers Association
presents delinquency rates both for mortgages it classifies as subprime and for mortgages it classifies as prime
conventional. The delinquency rates of subprime mortgages are markedly higher than those of prime conventional loan
products in the Mortgage Bankers Association survey; however, the delinquency experience in prime conventional
mortgage loans during the last four years has been significantly worse than in any year since the 1930s.

Based on data from the Federal Reserve’s Flow of Funds Accounts, there was a sustained and significant increase in
single-family mortgage debt outstanding from 2001 to 2006. This increase in mortgage debt was driven by increasing
sales of new and existing single-family homes during this same period. As reported by FHFA in its Conservator’s Report
on the Enterprises’ Financial Condition, dated June 13, 2011, the market share of mortgage-backed securities issued by
the GSEs and Ginnie Mae declined significantly from 2001 to 2006 while the market share of non-GSE securities peaked.
Non-traditional mortgage types, such as interest-only, Alt-A, and option ARMs, also increased in market share during
these years, which we believe introduced greater risk into the market. We believe these shifts in market activity, in part,
help explain the significant differentiation in delinquency performance of securitized non-GSE and GSE mortgage loans as
discussed below.

Based on the National Delinquency Survey’s data, we estimate that we owned or guaranteed approximately 24% of
the outstanding single-family mortgages in the U.S. at December 31, 2011, based on number of loans. At December 31,
2011, we held or guaranteed approximately 414,000 seriously delinquent single-family loans, representing approximately
11% of the seriously delinquent single-family mortgages in the market as of that date. We estimate that loans backing
non-GSE securities comprised approximately 9% of the single-family mortgages in the U.S. and represented
approximately 29% of the seriously delinquent single-family mortgages at September 30, 2011 (based on the latest
information available). As of December 31, 2011, we held non-GSE single-family mortgage-related securities with a UPB
of $79.8 billion as investments.

The foreclosure process continues to experience delays, due to a number of factors. This has caused the average
length of time for foreclosure of a Freddie Mac loan to increase significantly in recent years. Delays in the foreclosure
process may also adversely affect trends in home prices regionally or nationally. For more information, see “RISK
FACTORS — Operational Risks — We have incurred, and will continue to incur, expenses and we may otherwise be
adversely affected by delays and deficiencies in the foreclosure process” and “BUSINESS — Regulation and
Supervision — Legislative and Regulatory Developments — Developments Concerning Single-Family Servicing Practices.”

Multifamily Housing Market

Multifamily market fundamentals continued to improve on a national level during 2011. This improvement continues
a trend of favorable movements in key indicators such as vacancy rates and effective rents that generally began in early
2010. Vacancy rates and effective rents are important to loan performance because multifamily loans are generally repaid
from the cash flows generated by the underlying property and these factors significantly influence those cash flows. These
improving fundamentals and perceived optimism about demand for multifamily housing has contributed to lower
capitalization rates which has improved property values in most marke