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McLean, Virginia 22102
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RE: Demand for Inspection of Books and Records under Virginia Code
Section 13,1-771

Dear Federal Home Loan Mortgage Corporation and Ladies and Gentlemen of the Board:
We represent Timothy J. Pagliara (the “Stockholder”), the beneficial owner of stock in

the Federal Home Loan Mortgage Corporation (“Freddie Mac” or the “Company”). This letter is
the Stockholder’s demand to inspect the books and records of the Company under the Virginia
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Stock Corporatlon Act (the “VSCA™), specifically Virginia Code Section 13.1-771
(the “Demand”).! A notarized and sworn statement appointing the undersigned to act on the
Stockholder’s behalf is attached hereto as Exhibit 1. Verified documentary evidence of the
Stockholder’s beneficial ownership is attached as Exhibit A to Exhibit 1 hereto, and such
documentary evidence is a true and correct copy of what it purports to be.

L Books and Records to be Inspected

Under Section 13.1-771 of the VSCA, the Stockholder hereby demands that the Company
provide the Stockholder, along with the attorneys, representatives, and agents of the Stockholder,
designated through the enclosed notarized and sworn statement, the opportunity to inspect the
following books and records during the Company’s usual business hours, and to make copies and
extracts therefrom. The relevant time period for this Demand is from August 17, 2011, through
and including the date of the Demand (the “Relevant Time Period™), The information subject to
the Demand includes:

(1)  All Board Materials concerning the Third Amendment to Amended and Restated
Senior Preferred Stock Purchase Agreement, dated August 17, 2012 (the “Net
Worth Sweep™), between the United States Department of the Treasury
(“Treasury”) and the Company, acting through the Federal Housing Finance
Agency (“FHFA™) as conservator.? .

Q) All Board Materials concerning the involvement of FHFA and/or Treasury in the
management of the business and affairs of the Company and the respective roles

' Freddie Mac’s Bylaws, amended and restated on July 13, 2015, designate that the VSCA
controls for purposes of Freddie Mac’s corporate governance practices and procedures. Freddie
Mac Bylaws, § 11.3(a).

2 For purposes of this Demand, the term “Board Materials” means (a) minutes of any meeting,
including meetings held in person, telephonically, electronically, or via any other means,
(including draft minutes and draft or proposed consents or resolutions) of the Company’s board
of directors or any committee thereof, (b) meeting agendas for any meeting of the Company’s
board of directors or any committee thereof, (c) written consents or other written resolutions
adopted by the Company’s board of directors or any committee thereof, (d) presentations,
reports, summaries, analyses, exhibits and other written materials reviewed, considered, provided
to, or prepared for the board of directors or any committee thereof in connection with any
meeting, written consent, or written resolution, (e) notes or summaries of any meeting (or portion
of any meeting) of the Company’s board of directors or any committee thereof, and (f) any
communications, recommendations or proposals with or to stockholders of the Company in
connection with any consents or resolutions adopted by the Board of Directors or any committee
thereof.
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and responsibilities of FHFA, Treasury, and the Board of Directors of the
Company (the “Board” or the “Board of Directors™), including but not limited to:

a) All Board Materials concerning FHFA’s and/or Treasury’s approval of
Company business decisions, transactions, policies, and/or other matters; and

b) All Board Materials concerning FHFA’s and/or Treasury’s directives and/or
instructions to the Company, including “alignment directives,” “letters of
instruction,” “advisory bulletins,” and/or “external communication standards.”

All FHFA and/or Treasury directives and/or instructions to the Company,
including but not limited to “alignment directives,” “letters of instruction,”
“advisory bulletins,” and/or “external communication standards.”

All Board Materials concerning the declaration and/or payment of dividends to
Treasury (as the holder of the Company’s senior preferred stock), including but
not limited to Board Materials concerning or analyzing the availability of surplus
or any other lawful source for payment of any such dividend pursuant to Section
13.1-653 of the VSCA.

All Board Materials concerning the declaration and/or payment of dividends
pursuant to the Net Worth Sweep, including but not limited to Board Materials
concerning or analyzing any lawful source for payment of any such dividend
pursuant to Section 13.1-653 of the VSCA.,

All Board Materials concerning any report, analysis, or evaluation of the solvency
or insolvency of the Company.

Accounting records sufficient to show the net worth of the Company immediately
before and after the payment of the Net Worth Sweep to Treasury for each quarter
from August 17, 2012, through the present.

Accounting records sufficient to show the aggregate par value of the issued and
outstanding shares of all classes of capital stock of the Company at the times of
each payment of the Net Worth Sweep from August 17, 2012, through the
present.

All Board Materials pertaining to the Company’s outstanding public securities,
shareholders, and debtholders, including but not limited to the conduct of the
conservatorship as administered by FHFA and/or Treasury, and the impact of
decisions made by FHFA and/or Treasury on the Company’s outstandlng public
securities, shareholders and debtholders.

All Board Materials concerning the Company’s investment in Common
Securitization Solutions, LLC (“CSS”) or the Common Securitization Platform
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(the “CSP”), whether directly or indirectly, all contracts entered into by the
Company regarding CSS or the CSP, all directives, instructions, or other
documents received by the Company from FHFA, Treasury, any other Executive
Branch personnel (including at the White House), or Legislative Branch personnel
relating to the creation and implementation of either CSS or the CSP, and any
formal business plans developed by the Company with respect to its investments
in CSS or the CSP.

(11)  All policies, handbooks, rules, directives, instructions, procedures, or other
documents concerning FHFA’s and/or Treasury’s oversight of the Company’s
public statements, including the subject matter or content of speeches, interviews,
press releases, congressional testimony, and/or the Company’s website.

(12) A list of stockholders and a stock ledger.

(13)  Books and records sufficient to show whether the Company’s directors have been
elected by written consent in lieu of an annual meeting in the past 13 months.

(14)  Books and records sufficient to show any directors and officers insurance policies
maintained for the benefit or protection of the Company’s directors.

I1. Purposes of the Demand
The purposes of the Demand are:

(a) to investigate potential breaches of fiduciary duty by directors and/or officers of the
Company, by FHFA, and/or by Treasury in connection with the matters discussed
below;

(b) to investigate FHFA’s and/or Treasury’s aiding and abetting breaches of fiduciary
duty by directors and/or officers of the Company in connection with the matters
discussed below;

(¢) to investigate mismanagement, waste, wrongdoing, and/or violations of law by
directors and/or officers of the Company, by FHFA, and/or by Treasury in connection
with the matters discussed below;

(d) to determine the respective roles and responsibilities of FHFA and the Board of
Directors in the management of the business and affairs of the Company;

(e) to determine whether FHFA and/or the Board of Directors has improperly
disregarded the corporate form of the Company and/or applicable statutes relating to
the duties and responsibilities of the Board of Directors of the Company;
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(f) to determine the Company’s position as to the rights of the Company’s stockholders
(other than Treasury);

(g) to determine whether dividends have been declared and/or paid by the Company’s
Board of Directors in accordance with Virginia law;

(h) to determine whether the Company had a lawful source out of which dividends
lawfully could be declared and paid at the time of the declaration and payment of
dividends pursuant to the Net Worth Sweep for each quarter from August 17, 2012
through the present, and whether the Company’s directors could be personally liable
for the payment of unlawful dividends under Section 13.1-692 of the VSCA;

(i) to determine whether payments made pursuant to the Net Worth Sweep constitute a
fraudulent conveyance or fraudulent transfer under applicable law;

() to determine the Company’s financial safety and soundness and overall risk
management practices, and whether FHFA and/or the Board of Directors is ensuring
that the Company operates in a safe and sound manner;

(k) to determine the extent of independence and disinterestedness of the Board of
Directors, and whether the Board has acted in good faith and consistent with its duty
of loyalty to the Company, in connection with the matters described herein to
determine, among other matters, whether a pre-suit demand is necessary or would be
excused prior to commencing any derivative action on behalf of the Company;

(1) to communicate with other Company stockholders regarding matters of concern to
such stockholders; and

(m) to value the stock held by the Stockholder.
III.  The Statutory and Fiduciary Duties of the Board

As you know, Freddie Mac is a federally chartered corporation established pursuant to
the Federal Home Loan Mortgage Corporation Act (the “Corporation Act”), and owned by
private stockholders, including the Stockholder, The Corporation Act created “a body corporate
under the direction of a Board of Directors.” 12 U.S.C. § 1452(a)(1); see also Freddie Mac
Bylaws § 4.1. Under Freddie Mac’s Bylaws, Virginia law is the law of decision governing
Freddie Mac’s “corporate governance practices and procedures.” Freddie Mac Bylaws § 11.3.

Under this applicable Virginia law, the Board owes fiduciary duties to Freddie Mac and
its stockholders and is therefore required to act in the best interests of Freddie Mac and its
stockholders. See Va. Code Ann. § 13.1-690; see also Byelick v. Vivadelli, 79 F. Supp. 2d 610,
623 (E.D. Va. 1999) (“It is well-settled that ‘[a] Virginia corporation’s directors and officers owe
a duty of loyalty both to the corporation and to the corporation’s sharecholders’) (citations
omitted). Under Virginia law, the Board also must comply with the VSCA. See, e.g., Malon v.
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Franklin Fin. Corp., No. 3:14CV671-HEH, 2014 WL 6791611, at *4, n4 (E.D. Va. Dec. 2,
2014) (“The decision-making process of the Franklin Board is governed by the Virginia Stock
Corporation Act.”).

The Board continues to owe these fiduciary and statutory duties despite and irrespective
of FHFA’s conservatorship. The Housing and Economic Recovery Act of 2008 (“HERA”) did
not eliminate or alter these duties.® Although, under HERA, FHFA succeeded to the rights of
Freddie Mac’s stockholders, this did not eliminate the Board’s duties.* Under the governing law,
the stockholders did not even possess the power to eliminate the Board’s duties.

The Board’s statutory and fiduciary duties are similarly unaffected by FHFA’s directions
that certain corporate actions by the Board must be approved by FHFA or Treasury. The Board
is required to exercise its fiduciary duty in the best interest of the corporation, regardless of
whether its decision is ultimately subject to the approval of a controlling stockholder or other
person.’ The Board’s fiduciary duties may never be delegated away from the Board. Under
Virginia law, “the unbending rule is that the director must act in the utmost good faith, and this

3 HERA provides Freddie Mac’s Board of Directors with immunity from liability only for the
decision to consent to the appointment of a conservator, See 12 U.S.C.A. § 4617 (“The members
of the board of directors of a regulated entity shall not be liable to the shareholders or creditors of
the regulated entity for acquiescing in or consenting in good faith to the appointment of the
Agency as conservator or receiver for that regulated entity.”)

* Virginia courts have cited with approval 8 Del. C. Section 102(b)(7), which restricts
opportunities for eliminating or limiting personal liability of directors to the corporation or its
stockholders. See 8 Del. C. § 102(b)(7) (mandating that certificates of incorporation “shall not
eliminate or limit the liability of a director: (i) [f]or any breach of the director’s duty of loyalty to
the corporation or its stockholders; (ii) [flor acts or omissions not in good faith or which involve
intentional misconduct or a knowing violation of law; (iii) under § 174 of this title [for unlawful
payment of divided or unlawful stock purchase or redemption]; or (iv) for any transaction from
which the director derived an improper personal benefit”); see also Williams v. 5300 Columbia
Pike Corp., 891 F. Supp. 1169, 1183, n.30 (E.D. Va, 1995) (“a by-law amendment surely cannot
eliminate directors’ fiduciary duty of loyalty and fairness to shareholders™) (citing 8 Del. C. §
102(b)). The applicable law is inflexible with respect to the imposition of these fiduciary duties
on all directors.,

> See, e.g., Freddie Mac Current Report on Form 10-K/4, 5 (for fiscal year ended December 31,
2008) (“The Conservator has instructed the Board that it should consult with and obtain the
approval of the Conservator before taking action in . . . actions involving capital stock,
dividends, the senior preferred stock purchase agreement, or the Purchase Agreement, between
[Freddie Mac] and the U.S. Department of the Treasury, or Treasury, increases in risk limits,
material changes in accounting policy, and reasonably foreseeable material increases in
operational risk . . . .”).
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good faith forbids placing himself in a position where his individual interest clashes with his
duty to his corporation.” Mardel Sec., Inc. v. Alexandria Gazette Corp., 183 F. Supp. 7, 14-15
(E.D. Va. 1960) gff"d, 320 F.2d 890 (4th Cir. 1963); see also In re Adams Labs., Inc., 3 B.R. 495,
497-98 (Bankr. E.D. Va. 1980) (“A director’s fiduciary duty to a corporation has been likened to
a position of trust . . . [a director] must conduct himself with the utmost fidelity . . .”). The Board
of Freddie Mac continues to owe all the statutory and fiduciary duties provided by Virginia law.
Those fiduciary duties require the Board to act to protect the stockholders’ interests to the full
extent of its power, no matter how constrained that may be.

For the above reasons, any claim asserting that the Board owes fiduciary duties only to
FHFA is mistaken, and the Board may not rely upon the assertion. See, e.g., Smith v. Van
Gorkom, 488 A.2d 858, 888 (Del. 1985) (holding that the trial court “erred in according to the
[director] defendants the benefits of the business judgment rule” where “the Board was mistaken
as a matter of law regarding its available courses of action” under 8 Del. C. § 251(b) with respect
to a merger).

The Board remains exposed to liability on claims for breaches of statutory and fiduciary
duties. The statutory prohibition on court actions that restrict or affect the conservator’s powers
and functions do not bar claims that (a) challenge conduct inconsistent with the conservatorship,
(b) seek monetary relief, or (c) are asserted against the Board.® Nor does it or any other portion
of HERA bar stockholders from asserting claims for decisions or omissions in which FHFA
and/or Treasury have a conflict of interest.” Finally, to the extent that any claim might possibly
be barred by HERA, the bar would cease upon termination of the conservatorship, with the result
that the members of the Board would then be newly exposed to liability for breaches that took
place during the conservatorship.® And while the Company’s Bylaws purport to limit the

§ See 12 U.S.C. § 4617(f) (“Except as provided in this section or at the request of the Director [of
FHFA], no court may take any action to restrain or affect the exercise of powers or functions of
[FHFA] as a conservator or a receiver.”).

7 See Kellmer v. Raines, 674 F.3d 848, 850 (D.C. Cir. 2012) (explaining that, if a “manifest
conflict of interest by the conservator” had been at issue, HERA would not bar shareholder
derivative actions); First Hartford Sav. Corp. Pension Plan & Trust v. United States, 194 F.3d
1279, 1295 (Fed. Cir. 1999) (holding, where FDIC’s statutory receivership authority includes the
right to control prosecution of legal claims on behalf of bank under FDIC receivership, that
FDIC could not prohibit a shareholder of the bank under receivership from bringing a derivative
suit alleging breach by FDIC of a contract between the government and the bank under
receivership, because FDIC had a conflict of interest when it “was asked to decide on behalf of
the [bank] in receivership whether it should sue the federal government based upon breach of
contract, which, if proven, was caused by the FDIC itself”).

¥ Debate in Congress recently confirmed, in connection with approving the Consolidated

Appropriations Act, 2016 — Section 702, that the conservatorship has a finite duration, regardless

of the Third Amendment and other developments. In discussing provisions in the Consolidated
7
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liability of directors on claims brought by or in the name of the Company or its shareholders, see
Bylaws § 8.1, neither the Bylaws nor the VSCA allows for the limitation of liability for willful
misconduct. Directors who knowingly abdicate their corporate responsibility and allow—quarter
after quarter—all of the Company’s profits to go to Treasury are certainly risking exposure to
claims of willful misconduct.’

IV.  Breaches of the VSCA and Fiduciary Duties

As detailed below, the Stockholder has a credible basis to believe that the Board of
Directors has breached and continues to breach its statutory and fiduciary duties to Freddie Mac
and its stockholders, aided and abetted by FHFA and Treasury. The Stockholder also has a
credible basis to believe that FHFA and Treasury have also violated statutory and fiduciary
duties owed to the Company and its stockholders.

Section 13.1-690. The VSCA requires that “[a]ll corporate powers shall be exercised by
or under the authority of, and the business and affairs of the corporation managed under the
direction of, its board of directors[.]” Va. Code Ann. § 13.1-673B. Likewise, the Corporation
Act created “a body corporate under the direction of a Board of Directors.” 12 U.S.C. §
1452(a)(1). Section 4.1 of the Freddie Mac Bylaws, as amended and restated on July 13, 2015,
provides: “[s]ubject to the limitations of law and regulation, the Board of Directors shall
determine the general policies that govern the operations of the Corporation, and the Corporation
shall be under the Direction of the Board of Directors.”*

The VSCA provides the general standards of conduct for the Board of Directors, Va.
Code Ann. § 13.1-690. The VSCA’s primary command to directors is simple: “[a] director shall

Appropriations Act concerning Treasury’s preferred stock, Senator Minority Leader Harry Reid
noted that “As then-Secretary Paulson described, conservatorship was meant to be a ‘time out’
‘not an indefinite state of being.” Banking Committee Ranking Member Senator Sherrod Brown
then added: “. . . the FHFA and Treasury Department could have placed the GSEs into
receivership if the intent was to liquidate them. The purpose of a conservatorship is to preserve
and conserve the assets of the entities in conservatorship until they are in a safe and solvent
condition as determined by their regulator.”

° Furthermore, the members of the Board cannot knowingly abdicate their fiduciary duties and
point to the conservator as the culpable actor. Colgate v. Disthene Grp., Inc., 86 Va. Cir. 218
(Buckingham County Cir. Ct, 2013) (“lack of action” may be actionable under Section 13.1-
690); Allen C. Goolsby & Steven M. Haas, Goolsby & Haas on Virginia Corporations § 9.7
(director liability under Virginia law “applies not just to actions taken by the directors, but also
to any conscious failure to act”™).

' Section 4.1 is designated as a Level 1 Provision and thereby deemed to constitute a provision
of the Company’s articles of incorporation for purposes of the VSCA., Freddie Mac Bylaws §
11.3(b).
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discharge his duties as a director, including his duties as a member of a committee, in accordance
with his good faith business judgment of the best interests of the corporation.” Id,

Virginia law, as incorporated into federal law, also governs the Board’s ability to declare
and pay dividends. Under Virginia law, dividends are voluntary; declaration and payment of
dividends is entrusted to the Board’s discretion. See Va. Code Ann. § 13.1-653A (“A board of
directors may authorize and the corporation may make distributions to its shareholders . . .”)
(emphasis added). Likewise, the Corporation Act states that Freddie Mac may make capital
distributions, “as may be declared by the Board of Directors.” 12 U.S.C. § 1452(b)(1).
Consistent with these statutes, Treasury’s Amended and Restated Senior Preferred Stock
Certificate, executed after the Freddie Mac Board was reconstituted by FHFA, states that holders
of such stock are only entitled to cash dividend payments “when, as and if declared by the Board
of Directors, in its sole discretion, out of funds legally available therefor.” Freddie Mac
Amended and Restated Senior Preferred Stock Certificate of Designation § 2(a). In exercising its
discretion to declare and pay dividends, as in all its actions, the Board must follow its good faith
business judgment of the best interests of the Company.

Notwithstanding these provisions, in 2012 FHFA and Treasury entered into the Net
Worth Sweep, providing for the quarterly distribution, in perpetuity, of ultimately all of the net
worth of Freddie Mac to Treasury. FHFA and Treasury have both made clear that the Net Worth
Sweep “ensures all [Freddie Mac’s] earnings are used to benefit taxpayers.”’! The declaration
and payment of such dividends is plainly not action taken based on good faith business judgment
of the best interests of the Company or its shareholders.

Section 13.1-653, By approving the Net Worth Sweep, the Board appears to have
permitted an inevitable breach of Section 13.1-653 of the VSCA. Under that section,
distributions to shareholders cannot be properly authorized if the distribution would result (i) in
the corporation becoming unable to pay its debts as due in the usual course of business, or (ii) in
the corporation’s total assets becoming less than its total liabilities plus the amount needed to
satisfy certain shareholders’ preferential rights. Va. Code Ann. § 13.1-653C. Freddie Mac has
paid out, and continues to pay out, billions of dollars in discretionary cash dividends to Treasury
under this Board’s administration. At the same time, the contractual restraints on capital
preservation imposed by the Senior Preferred Stock have left the Company teetering perilously
on the edge of insolvency.

"' Federal Housing Finance Agency, Conservatorship, “Senior Preferred Stock Purchase
Agreements,” available at http://www.fhfa.gov/Conservatorship/Pages/Senior-Preferred-Stock-
Purchase-Agreements.aspx; see also U.S. Dep’t of the Treasury, Press Release, “Treasury
Department Announces Further Steps to Expedite Wind Down of Fannie Mae and Freddie Mac,”
(Aug. 17, 2012), available at https://www.treasury.gov/press-center/press-
releases/Pages/tg1684.aspx (Net Worth Sweep will “make sure that every dollar of earnings
[Freddie Mac] generates is used to benefit taxpayers™).

9
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The Net Worth Sweep may already violate Section 13.1-653 of the VSCA—and certainly
will violate Section 13.1-653 once the “Applicable Capital Reserve Amount” is reduced to zero
beginning on January 1, 2018—because it contemplates payment of dividends to Treasury
beyond the restrictions imposed by that section, that is, payment of dividends out of the
Company’s capital. Stated another way, pursuant to the Net Worth Sweep, the “Dividend
Amount” comprises the entire net worth of the Companies—i.e., total assets less total
liabilities—plus a decreasing reserve amount, When the decreasing reserve amount is lower than
the Company’s capital, the Net Worth Sweep appears to contemplate the distribution of the
Company’s capital in the form of dividends. Because the Net Worth Sweep improperly
authorizes payment of dividends, it violates Section 13.1-653 of the VSCA.

Courts applying Virginia law have affirmed that directors may be held personally liable
for authorizing a distribution under such circumstances. See, e.g., In re Heilig-Meyers Co., 328
B.R. 471, 489 (E.D. Va. 2005) (citing to Section 13.1-653C of the VSCA) (“Virginia law
prohibits a corporation from paying a dividend while insolvent or if the dividend would cause
insolvency”™).

Breach of the Duty of Loyalty from the Company’s Investments in CSS/CSP.  The

Board also appears to have violated its fiduciary duty of loyalty by approving or permitting the
Company’s investments in CSS and the CSP and pursuit of the single security.

In October 2013 the Company and the Federal National Mortgage Association (“Fannie
Mae”) established CSS, a jointly owned limited liability company, to develop and eventually
operate the CSP. Federal Housing Finance Agency, An Update on the Common Securitization
Platform (Sept. 15, 2015), at 6. The CSP is intended to eventually replace certain elements of
Fannie Mae and Freddie Mac’s separate and proprietary systems for securitizing mortgages and
related associated back office and administrative functions, as well as to ultimately provide a
common platform for other market participants. Fannie Mae Fiscal Year 2014 Form 10-X, at 30.
According to FHFA, “[i]nvesting in a single platform to support single-family securitization and
the Single Security will benefit both Enterprises and taxpayers in the long run” (emphasis
added).”” Moreover, the Company has pursued the single security, which will ultimately replace
the Company’s securitization and tie the Company’s financial future to the fortunes of Fannie
Mae. Development of the single security “is supportive of the [FHFA’s] statutory obligation to
ensure the liquidity of the nation’s housing finance markets.” Federal Housing Finance Agency,
An Update on the Common Securitization Platform (May 15, 2015), at 1.

Improving the value and profit of the Company, the necessary goal of this Board’s
management of the Company, is not identified as a goal of CSS, the CSP, or the single security.
The Board would breach its fiduciary duty of loyalty, and could be held personally liable for
doing so, if its approval of the Company’s investments in CSS, the CSP, and the single security

12 Federal Housing Finance Agency, Policy, Common Securitization Platform, available at
http://www.fhfa.gov/PolicyProgramsResearch/Policy/Pages/Securitization-Infrasturcture.aspx.
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was given for the purpose of furthering FHFA’s policy objectives rather than to further the
Company’s interests.

Further, if the Board’s deliberation process included consideration of the CSP’s benefit to
both Fannie Mae and Freddie Mac, that deliberation process would violate the Board’s duty of
loyalty. The Board owes no fiduciary duties to Fannie Mae or Fannie Mae shareholders. The
Board’s duty of loyalty runs solely to Freddie Mac and its shareholders. Consideration of the
manner in which “both Enterprises” would benefit from the CSP violates that duty of loyalty.

Waste from the Net Worth Sweep. By approving the Net Worth Sweep, and the
dividends paid to Treasury pursuant to the Net Worth Sweep, the Board appears to have violated
its fiduciary duty not to permit corporate waste. Corporate waste occurs where “the
consideration received by the corporation was so inadequate that no person of ordinary sound
business judgment” would have approved the transaction. In re Capital One Derivative S holder
Litig.,, 952 F, Supp. 2d 770, 782 (E.D. Va. 2013) (citing to Delaware law); see also Giannotti v.
Hamway, 239 Va. 14, 25, 387 S.E.2d 725, 731 (1990) (referencing “abundant, credible evidence
... that defendants engaged in oppressive conduct and that they misapplied and wasted corporate
assets” and finding that “the burden of proof lies upon the persons who fill the position of trust
and confidence to show that the transaction has been fair”) (citation omitted).

The Company received no additional consideration whatsoever in exchange for the Net
Worth Sweep, pursuant to which the Company has paid more than $70 billion to Treasury. No
business person of ordinary, sound judgment could possibly have concluded that the Company
received adequate consideration for this massive expropriation of economic value from the
Company to Treasury. As such, the Company’s directors appear responsible for corporate waste,

Unfair, Self-Dealing Transaction with Controlling Stockholder. Treasury and the
Board appear to have breached fiduciary duties in the Net Worth Sweep and the dividends paid
pursuant to the Net Worth Sweep because they are unfair transactions with Freddie Mac’s
controlling stockholder. Treasury is the controlling stockholder of Freddie Mac because it
exercises control over the Company and its Board of Directors independently and through
FHFA. -

As a controlling stockholder of Freddie Mac, Treasury owed a fiduciary duty of entire
fairness to the Company and its minority stockholders, including a duty to exercise good faith
and care and a duty to deal fairly. Parsch v. Massey, 79 Va. Cir. 446 (City of Charlottesville Cir,
Ct. 2009), citing Brown v. Scott County Tobacco Warehouses, 5 Va. Cir. 75 (Scott County Cir.
Ct. 1983) (“Dominant or controlling shareholders also owe minority shareholders fiduciary
duties . . . [they] must exercise good faith and care . . . Any disposition of the corporation or its
assets to deprive the minority holders of their just share of it or to gain for themselves at the
expense of the holders of the minority of the stock is a breach of their duties and of trust™)
(emphasis in original).
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Treasury did not pay a fair price in exchange for the Net Worth Sweep, which was the
end result of an unfair process dictated by Treasury and agreed to by the Board. Indeed, the
Company and its stockholders other than Treasury received no additional investments or value of
any sort in exchange for entering into the Net Worth Sweep. Through its absolute control, the
government effectively stood on both sides of the decision to implement the Net Worth Sweep,
to the benefit of Treasury and the detriment of the Company and all other shareholders. The Net
Worth Sweep therefore constituted an unfair, self-dealing transaction with Freddie Mac’s
controlling stockholder. As such, Treasury and the Board breached their fiduciary duties to the
Company and to shareholders other than Treasury in implementing the Net Worth Sweep.
FHFA may also be liable, at least for aiding and abetting these breaches of fiduciary duty.

Unlawful Disregard of Corporate Form. The Board, FHFA and Treasury have failed
to respect the Company’s separate corporate existence, as required under Virginia law, See
Federico v. Lincoln Military Hous., LLC, No. 2:12CV596, 2015 WL 5123324, at *22 (E.D. Va.
Aug. 31, 2015) (noting that, generally, “[a] corporation is a ‘legal entity separate and distinct
from the stockholders or members who compose it’”) (citation omitted). As summarized above,
it appears that they have failed to respect the proper role of the Freddie Mac Board and the rights
of Freddie Mac’s stockholders, have treated Freddie Mac’s assets as assets of Treasury and have
used Freddie Mac to pursue government policy objectives, without regard to the harm to Freddie
Mac. In each case, this conduct can lead to substantial liability for the Company’s directors. See
id. (“a court may in some circumstances disregard the corporate entity and place liability directly
on the members . . .”). The Stockholder requires access to the books and records of the Company
to investigate this apparent breach of fiduciary duty, as well as to investigate the other apparent
breaches described above.

® %k %k

For purposes of the Demand, the Stockholder requests that the Company provide or
otherwise make available all such information as soon as practically possible. In addition, the
Stockholder further requests that the Company provide or otherwise make available all additions,
changes, and corrections to any of the requested information from the time of this Demand to the
time of any inspection,

We believe that this Demand complies with the provisions of Section 13.1-771 in all
material respects. If the Company believes otherwise, we request that you contact the
undersigned immediately in writing. Such correspondence shall set forth the facts that the
Company contends support its position, and shall specify, as appropriate, any additional
information believed to be required, so that any purported deficiencies may be addressed
promptly. Under Section 13.1-771, if the Company does not respond to this Demand within five
business days of the date hereof, the Stockholder will be entitled to seek appropriate relief. In
any event, we look forward to discussing this Demand with you (or your counsel) at your earliest
convenience,

12



We look forward to your response,

Sincersly,

N. Thomas Connally, III

Partner
tom.connally@hoganlovells.com
D +1 7036106126

Enclosure

cc: Timothy J. Pagliara
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EXHIBIT 1

DECLARATION OF TIMOTHY J. PAGLIARA

I'am over the age of 18 years old and competent to testify to the following facts, of which
I'have personal knowledge.

I submit this Declaration in support of my Demand for Inspection of Books and Records
of the Federal Home Loan Mortgage Corporation under Virginia Code Section 13.1-771
(the “Books and Records Demand™).

A true and correct copy of a 2015 brokerage account statement reflecting my beneficial
ownership of stock in the Federal Home Loan Mortgage Corporation is attached hereto as
Exhibit A.

I'hereby appoint N. Thomas Connally, IIl and the law firm of Hogan Lovells US LLP as
my true and lawful attorney, with full power and authority hereby conferred, to do and

perform all acts in connection with my Books and Records Demand.

[ hereby declare, under the penalty of perjury, that the foregoing is true and correct to the best of
my knowledge, information, and belief.

Executed this 19th day of January, 2016. :

Timot}M Pagliara

Subscritied and svom to before mEThisT %hdﬂ of January, 2016.

Cw/é”m//f ///4'///,(4 /M(y

NOTARY PUBLIC /

My Commission Expires /0.7 -.20/

A
S STTE e
é? O 2% ®

TEMNESSEE § o«
QL NOTARY e s
oG PBLC S
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Connally, N. Thomas, Il

From: Connally, N. Thomas, III

Sent: Tuesday, January 19, 2016 4:49 PM

To: boardofdirectors@freddiemac.com

Subject: Books and Records Demand to Freddie Mac

Attachments: 01.19.2016 Books and Records letter to Freddie Mac (with exhibits).pdf

Please see the attached demand for inspection of corporate books and records.
Thank you for your attention to this matter.

Best regards, Tom Connally

N. Thomas Connally
Partner

Hogan Lovells US LLP

Park Place I, Ninth Floor
7930 Jones Branch Drive
Mcl.ean, VA 22102-3302

Tel: +1 703 610 6100

Direct: +1 7036106126

Fax: +1 703 610 6200

Email.  tom.connally@hoganiovells.com
www.hoganlovells.com

Please consider the environment before printing this e-mail.



