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PART 1

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 the “BUSINESS — Forward-Looking
Statements” and “RISK FACTORS” sections of this Form 10-K.

Throughout this Form 10-K, we use certain acronyms and terms that are defined in the “GLOSSARY.”

ITEM 1. BUSINESS

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, 2013.

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 essential mortgage liquidity in a wide range of economic environments. We are working to support the
continued recovery of the housing market and the nation’s economy by: (a) providing America’s families with access to
mortgage funding at low rates while helping distressed borrowers keep their homes and avoid foreclosure, where
possible; and (b) providing consistent liquidity to the multifamily mortgage market, which includes providing
financing for affordable rental housing. At the same time, we are working with FHFA, our customers and the industry
to build a stronger housing finance system for the nation.

Conservatorship and Government Support for Our Business

We continue to operate in conservatorship that began in September 2008, under the direction of FHFA, as our
Conservator. The conservatorship and related matters continue to have a wide-ranging impact on us, including our
management, business, financial condition, and results of operations. There is significant uncertainty as to our future,
as conservatorship has no specified termination date, and it is unknown what changes may occur to our business
model during or following conservatorship, including whether we will continue to exist.

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. We do not have the authority over the long term to build and retain capital
from the earnings generated by our business operations, or return capital to stockholders other than Treasury.

For more information on the conservatorship and government support for our business, including the Purchase
Agreement, see “Conservatorship and Related Matters” and “NOTE 2: CONSERVATORSHIP AND RELATED
MATTERS."

Consolidated Financial Results for 2013

During 2013, we continued to see improvement in the housing market, which contributed positively to our financial
results. Comprehensive income was $51.6 billion for 2013 compared to $16.0 billion for 2012. Comprehensive
income for 2013 consisted of $48.7 billion of net income and $2.9 billion of other comprehensive income. Our net
income for 2013 includes: (a) a benefit for federal income taxes of $23.3 billion that primarily resulted from our
conclusion to release our valuation allowance against our net deferred tax assets; (b) improvements in the fair value of
our derivatives from increases in long-term interest rates; (c) benefits for credit losses resulting from declines in the
volume of newly delinquent loans, lower estimates of incurred losses largely resulting from an increase in national
home prices and representation and warranty settlements of pre-conservatorship loan origination activity; and (d)
settlements of $5.5 billion primarily related to lawsuits regarding our investments in certain residential non-agency
mortgage-related securities. Our total equity was $12.8 billion at December 31, 2013. As a result of our positive net
worth at December 31, 2013, no draw is being requested from Treasury under the Purchase Agreement for the fourth
quarter of 2013. Through December 31, 2013, we have paid aggregate cash dividends to Treasury that slightly exceed
our aggregate draws received under the Purchase Agreement. At December 31, 2013, our aggregate funding received
from Treasury under the Purchase Agreement was $71.3 billion. For a discussion of the factors that led to our
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conclusion to release the valuation allowance against our net deferred tax assets, see “MD&A — CONSOLIDATED
BALANCE SHEETS ANALYSIS — Deferred Tax Assets and Liabilities” and “NOTE 12: INCOME TAXES.”

The level of earnings we have experienced in recent periods is not sustainable over the long term. While our recent
financial results, particularly our benefit (provision) for credit losses, benefited significantly from strong home price
appreciation we are beginning to see moderation in home price growth. In addition, our recent financial results include
large benefits related to the release of our deferred tax asset valuation allowance and settlements of residential
non-agency mortgage-related securities litigation and claims for breaches of representations and warranties by our
sellers. These trends are not expected to continue over the long term. Our settlements with sellers for claims for
breaches of representations and warranties
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primarily related to pre-conservatorship loan activity are largely complete. Our residential non-agency
mortgage-related securities litigation is ongoing with many large institutions and we expect additional settlements in
2014. In addition, declines in the size of our mortgage-related investments portfolio, as required by FHFA and the
Purchase Agreement, will reduce earnings over time. Our financial results will also continue to be positively or
negatively affected by changes in interest rates, yield curves, and mortgage spreads, which can cause significant
earnings and net worth variability.

Our Primary Business Objectives

We are focused on the following primary business objectives: (a) reducing taxpayer exposure to losses by reducing
and managing our overall risk profile, especially to mortgage-related risks; (b) supporting U.S. homeowners and
renters by providing lenders with a constant source of liquidity for mortgage products even when other sources of
financing are scarce; (c) building a commercially strong and efficient business enterprise; and (d) positioning the
company, in particular our people and infrastructure, to succeed in a to-be-determined “future state.”

Reducing Taxpayer Exposure to Losses by Reducing and Managing Our Overall Risk Profile, Especially to
Mortgage-Related Risks

We continue to actively manage and reduce the high credit risk related to our 2005-2008 Legacy single-family book
by: (a) providing homeowners with alternatives that allow them to stay in their homes; (b) maximizing the proceeds
from short sales and REO sales; (c) actively managing our servicers; (d) pursuing our rights with our sellers; (e)
enforcing our rights with other counterparties; and (f) reducing our mortgage-related investments portfolio. The
2005-2008 Legacy single-family book represented 16% of our single-family credit guarantee portfolio at December
31, 2013, but comprised 81% of our credit losses during 2013.

Providing Homeowners with Alternatives that Allow Them to Stay in Their Homes

We establish guidelines for our servicers to follow and provide them default management programs to use, in part, in
determining which type of loan workout would be expected to provide us with an opportunity to manage our exposure
to credit losses. Our servicers pursue repayment plans and loan modifications for borrowers facing financial or other
hardships because the level of recovery on a reperforming loan may often be much higher than would be the case with
foreclosure or foreclosure alternatives. Since 2009, we have helped approximately 953,000 borrowers experiencing
hardship complete a loan workout. Under our loan workout programs, our servicers contact borrowers experiencing
hardship with a goal of helping them stay in their homes or avoid foreclosure. Our servicers seek and also facilitate the
completion of foreclosure alternatives when a home retention solution is not possible.

Beginning in 2009, we introduced a variety of borrower-assistance programs, including HAMP, to help keep families
in their homes. We continued to expand these programs in 2013. In July 2013, as part of the servicing alignment
initiative, we implemented a new streamlined modification initiative, which provides an additional modification
opportunity to many delinquent borrowers who are at least 90 (but not more than 720) days delinquent. Across all our
modification programs, we modified $17.4 billion and $15.1 billion in UPB of loans in 2013 and 2012, respectively.
Our relief refinance initiative, including HARP (which is the portion of our relief refinance initiative for loans with
LTV ratios above 80%), is another key program used by our seller/servicers to help keep families in their homes. In
2013 and 2012, we purchased or guaranteed $99.2 billion and $122.8 billion in UPB of relief refinance loans,
respectively, which included $62.5 billion and $86.9 billion in UPB of HARP loans, respectively. We have purchased
HARP loans provided to nearly 1.3 million borrowers since the initiative began in 2009, including approximately
340,000 borrowers during 2013. See “Table 47 — Single-Family Relief Refinance Loans” for more information about the
volume of our relief refinance purchases.

As of December 31, 2013, the borrower’s monthly payment for all of our completed HAMP modifications was reduced
on average by an estimated $531, which amounts to an average of $6,372 per year, and a total of $1.5 billion in annual
reductions (these amounts are calculated by multiplying the number of completed modifications by the average
reduction in monthly payment, and have not been adjusted to reflect the actual performance of the loans following
modification).

2 Freddie Mac
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The table below presents our single-family loan workout activities for the last five years.
Table 1 — Total Single-Family Loan Workout Voluniés

Based on workouts 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.
(1) 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.
As of December 31, 2013, approximately 21,000 borrowers were in modification trial periods, including
approximately 16,000 borrowers in trial periods for our non-HAMP modification.
Excludes loans with long-term forbearance under a completed loan modification. Many borrowers enter into 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 within the year; however, a single loan may
be included under separate forbearance agreements in each year.
While we believe our home retention programs have been largely successful, many borrowers still need our assistance.
See “MD&A — RISK MANAGEMENT — Credit Risk — Mortgage Credit Risk — Single-Family Mortgage Credit Risk™ for
more information about loss mitigation activities and our efforts to keep families in their homes, including through our
loan modification initiatives and our relief refinance mortgage initiative.
Maximizing the Proceeds from Short Sales and REO Sales
In cases where repayment plans and loan modifications are not possible or successful, a short sale transaction typically
provides us with a comparable or higher level of recovery than a foreclosure and subsequent property sale from our
REO inventory. In large part, the benefit of a short sale is that we avoid costs we would otherwise incur to complete
the foreclosure and dispose of the property, including maintenance, property taxes, and other expenses associated with
holding REO property.
We believe our REO disposition and short sale severity ratios in 2013 were positively affected by changes made in
2012 to our process for evaluating the market value and determining the list price for our REO properties when we
offer them for sale, as well as repairing a higher percentage of our REO properties prior to listing them.
Actively Managing our Servicers
We continue to face challenges with respect to the performance of certain of our single-family servicers in managing
our seriously delinquent loans. Our servicers represent and warrant to us that loans serviced on our behalf will be
serviced in accordance with our servicing contract. These contractual obligations provide us with remedies for
breaches in servicing. These contractual remedies include the ability to require the servicer to pay compensatory or
other fees, repurchase the loan at its current UPB, and/or reimburse us for losses realized. During 2013, we began to
increase our review of servicing related violations, including by issuing notices of defect to our servicers for certain
violations of our servicing standards. As of December 31, 2013, we had: (a) $0.6 billion of outstanding repurchase
requests; and (b) $0.3 billion of outstanding notices of

2)

3)
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defect, with our servicers, based on the UPB of the related loans. We also recognized $0.4 billion of compensatory
fees during 2013 primarily for servicer failures to complete a foreclosure within our timelines.

We continue to have a large population of seriously delinquent loans, many of which have been delinquent for more
than one year; these loans tend to be more challenging to resolve. As of December 31, 2013, our serious delinquency
rate for the aggregate of those states that require a judicial foreclosure and all other states was 3.31% and 1.63%,
respectively. Foreclosures generally take longer to complete in states where judicial foreclosures are required,
compared to other states. During 2013, the average time to foreclose on properties in judicial states was 943 days
compared to 567 days in non-judicial states for loans in our single-family credit guarantee portfolio, excluding those
underlying our Other Guarantee Transactions.

As part of our efforts to maximize foreclosure alternatives, increase problem loan workouts, and mitigate our credit
losses, we have continued to facilitate the transfer of servicing for certain pools of loans with higher credit risk from
underperforming servicers to other servicers that specialize in workouts of problem loans. During 2013, we facilitated
the transfer of servicing for $55.6 billion in UPB of loans from our primary servicers to specialty servicers.

Pursuing Our Rights with Our Sellers

We have contractual arrangements with our sellers 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., that contractual standards were not followed), we can
exercise certain contractual remedies to mitigate our actual or potential credit losses. These remedies include the
ability to require the seller to repurchase the loan at its current UPB and/or reimburse us for losses realized.

We continue to recover credit losses from seller/servicers in the normal course of business related to breaches of
representations and warranties for loans they sold to us or service for us. In addition, in 2013, we also actively pursued
seller representation and warranty settlements of pre-conservatorship loan activity, agreeing to settlements with nine
of our larger sellers and several of our smaller sellers covering approximately 49% of the 2005-2008 Legacy
single-family book as of December 31, 2013. During 2013, we recovered amounts from seller/servicers with respect to
$5.6 billion in UPB of loans subject to our repurchase requests, including $2.1 billion related to settlement
agreements. Approximately 23% of the $5.6 billion in UPB associated with repurchase requests were satisfied by the
reimbursement of losses (excluding amounts related to settlement agreements). As of December 31, 2013, we had
$1.6 billion of outstanding repurchase requests with sellers, based on UPB of the loans. In November 2013, FHFA
announced that we had substantially achieved the 2013 Conservatorship Scorecard goal to complete our requests for
remedies for breaches of seller representations and warranties related to pre-conservatorship loan origination activity.
Enforcing Our Rights with Other Counterparties

We continue to pursue claims for coverage under mortgage insurance policies in the normal course of business. We
also continued to actively pursue settlements with mortgage insurance counterparties. We use mortgage insurance,
which is a form of credit enhancement, to mitigate our credit loss exposure. Primary mortgage insurance is generally
required to be purchased at loan origination, typically at the borrower’s expense, for certain mortgages with higher
LTV ratios, from an insurer that is typically selected by the lender. We received payments under primary and other
mortgage insurance of $2.0 billion in each of 2013 and 2012 which helped to mitigate our credit losses. Although the
financial condition of certain of our mortgage insurers improved moderately in 2013 as a result of strong home price
appreciation and their having raised additional capital, there is still a significant risk that these counterparties may fail
to meet their obligations to pay our claims. We expect to receive substantially less than full payment of our claims
from three of our seven larger mortgage insurance counte