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Bond Market Launches New Callable Pricing Guidelines 
 
Introduction: 
 
In an effort to improve transparency and liquidity in the callable debt market, Freddie Mac 
participated in the Callable Agency Taskforce, which was formed by the U.S.-based Bond 
Markets Association (BMA), representing dealers, investors, brokers, vendors and issuers. The 
result of those efforts was the November 3rd launch of standard guidelines for pricing and trading 
of callable debt issued by Government Sponsored Enterprises (GSEs). The guidelines are 
intended for use by market participants in order to promote the smooth functioning of the 
secondary market for GSE callable securities. Improvements provided by the new guidelines 
include issuer specific curves, updated volatility levels and skew adjustments. 
 
The new guidelines apply to securities issued by the GSEs that meet the following requirements: 
q The security’s issue size is at least $1 billion. 
q The security is callable one time only (European call) at Par. 
q The call date is a coupon payment date. 
q The security’s call notification date is no more than 10 business days prior to the call date. 
q The call notification date for the security has not yet occurred. 
q A designated bullet yield curve, base volatility and skew adjusted volatility are each generally 

available to market participants for such securities. 
 
All currently outstanding Freddie Mac’s Syndicated Callable securities with a European style call 
(table) will be traded by market participants according to the new guidelines. 
 

CUSIP Coupon Maturity Call Date Amount 
Outstanding 

3128X1C21 3.125% 08/25/2006 08/25/2004 $1,500,000,000 
3128X15Y9 2.875% 11/03/2006 11/03/2004 $2,000,000,000 
312925A34 4.500% 07/23/2007 07/23/2004 $2,500,000,000 
3128X0FB0 4.000% 10/29/2007 10/29/2004 $2,000,000,000 
3128X0L31 3.250% 02/25/2008 02/25/2005 $2,000,000,000 
3128X03N7 3.500% 04/01/2008 04/01/2005 $2,000,000,000 
312925JK7 5.750% 04/29/2009 04/29/2004 $1,433,000,000 
3128X0B40 4.375% 02/04/2010 02/04/2005 $1,900,000,000 
312925QA1 6.000% 05/25/2012 05/25/2004 $1,775,000,000 
312925W71 5.125% 08/20/2012 08/20/2004 $3,000,000,000 
3128X0BD0 4.750% 10/11/2012 10/11/2005 $3,395,000,000 
3128X1KG1 4.000% 06/12/2013 06/12/2006 $2,500,000,000 

 
In addition, Freddie Mac will apply the new guidelines when pricing future syndicated callable 
offerings. 



 
 
What is the BMA model and what does it do?: 
 
The new BMA model sets guidelines for calculating a price for European-style callable  notes, and 
it allows users to calculate an option adjusted spread of a callable note to the underlying bullet 
curve of a specific issuer. The model’s inputs include the underlying bullet curve (supplied by 
Agency dealers) and volatility (derived from the option-based derivatives market). 
 
The model is a lognormal skew adjusted calculator, based on Black’s continuous time model. It 
computes the value of a call option as the residual between the discounted present value of a 
bullet bond and the market price of the callable bond. To employ this valuation technique the 
model assumes that the forward par yields are log-normally distributed and also adjusts the 
volatility input by a skew-adjustment factor to compensate for the varying swaption volatility 
levels for different option strikes. 
 
Freddie Mac’s European style Syndicated callable notes will be priced at an Agency Option 
Adjusted Spread (referred to as Agency OAS or AOAS) to the Freddie Mac Reference curve, 
which is available via numerous pricing vendors.  A detailed description of the BMA pricing 
model can be found on the Bond Market Association’s website at 
www.bondmarkets.com/market/government.shtml 
 
Advantages: 
 
Liquidity and uniformity:  The new guidelines will promote greater market efficiency as a result 
of the broad application and common adherence to uniform standards.  Freddie Mac will support 
the new standard by pricing new issues of European style syndicated callable notes according to 
the guidelines. 
 
Volatility input: Valuing eligible securities under the new guidelines by using pricing vendors 
such as TradeWeb and Bloomberg automatically uses the market volatility levels from a swaption 
matrix (provided by pricing vendors such as Tullett&Tokyo) most relevant to the structure being 
valued; furthermore, the volatility level is adjusted by a skew factor (described in detail in the 
BMA guidelines) to compensate for varying swaption volatility levels at different strike prices. 
For example, if valuing a 3-year non-call 1-year European-style callable note, the most relevant 
volatility input is the implied volatility of a 1-year option on a 2-year interest rate swap, which is 
automatically loaded from the swaption matrix into the BMA calculator. This volatility is further 
adjusted by a skew factor, as the security’s coupon is usually not the same as the forward rate .   
 
Issuer specific underlying curves: According to the new guidelines, callable notes are valued at 
an option-adjusted spread to the underlying bullet curve of the callable note’s issuer. The Freddie 
Mac Reference curve (called FHLMC on TradeWeb and I267 on Bloomberg) is the default 
underlying bullet curve for valuing Freddie Mac European callable securities; however, it can 
also be used to price other Agency European style callable notes. 
 
Multiple pricing vendors: There are a number of pricing vendors that provide platforms for the 
BMA model for valuing eligible European callable notes using issuer specific bullet curves, 
including TradeWeb, Bloomberg and BrokerTec. 
 



 
 
Applicability: 
 
By construct, this model is applicable to pricing only European style callable notes because it 
makes an assumption about the distribution of rates at the option expiration date. This assumption 
makes it difficult to value Bermudan- or American-style callable notes with multiple expiration 
dates. 
 
At present, the existing platforms use live input only during New York trading hours as the 
pricing vendors rely on direct issuer curve and volatility feeds from the dealer community in New 
York. Naturally, the model can be used outside of the New York trading hours using static 
underlying curve and volatility input. Freddie Mac is working with all participants to provide 
pricing capability in all time zones as a future enhancement. 
 
Illustration: 
 
Depicted below are screens prints from TradeWeb, Bloomberg and BrokerTec using the BMA 
model to value Freddie Mac’s recently issued 3-year non-call 1-year syndicated callable note.  
Users can select this security (CUSIP: 3128X15Y9) or any other eligible security and 
automatically obtain the appropriate Agency’s maturity adjusted underlying reference curve, 
skew-adjusted mid-market swaption volatility pertaining to the callable structure, and the market 
price on the pricing screen. Users can then solve for Agency OAS given the price, or solve for 
price given a specific Agency OAS level. 
 
To arrive at the TradeWeb screen depicted below (Picture 1): 
1. Click on the “Agcy” tab at the bottom of the main screen 
2. Click on the “Callable” tab 
3. Click on the (bid or offer side) OAS for FHLMC 2.875 11/06-04 
 
To arrive at the Bloomberg screen depicted below (Picture 2): 
1. Type:  FHLMC 2.875 11/04 <Corp> AOAS <Go> 
 
On the BrokerTec inter-dealer application, the bid/offer columns represent the Agency OAS level 
inputted by traders.  The OAP bid / OAP Offer columns represent the live, updated prices for the 
Agency OAS based on the respective agency curve and the appropriate swaption volatility 
number.  BrokerTec employs a timer mechanism in the upper right corner of the trading page 
communicating to traders when the agency curve and swaption volatility will be polled for 
updates. These updates occur several times each minute.  Callable Agency trade prices are 
captured and weighted automatically against swap legs with all data points sent to all callable 
traders post trade initiation.   
 
Additional information: 
 
Freddie Mac is pleased to introduce the new Agency Callable Pricing Guidelines, and we look 
forward to the increased transparency and liquidity that these guidelines are expected to 
contribute to the market. If you have any questions regarding pricing of callable notes, please 
contact any major securities dealer, the Bond Market Association or our Debt Investor Hotline at 
1-888-882-6275 or via email at debt_securities@freddiemac.com. You may also contact pricing 
vendors at the following numbers: Bloomberg – Brian Devers at (212) 893-4851; TradeWeb – 
Peter Pujols at (201) 536-6556; and BrokerTec – Steve Cooper at (201) 209-7868. 



Definitions : 
  

Lognormal Volatility:  Percentage Volatility is constant with regard to yield levels i.e. 
a 10% constant volatility at 7.00% yield is 70bps but only 50bps 
at 5.00% yield. 

Skew: Percentage Volatility is negatively correlated with yield levels 
or option strike levels i.e. the percentage volatility is lower at 
high rate levels than at low rate levels. To illustrate application 
of Skew: As the coupon of a callable security is typically lower 
than the forward Agency rate at option expiration date, the skew 
factor is an incremental adjustment upwards to the percentage 
volatility level to more accurately value the embedded option. 

European option:  Exercisable only on one pre-specified date – the expiration date of 
option. 

Bermudan option: Exercisable discretely on pre-specified dates after the initial lockout 
period. 

American option: Exercisable any time after the initial lockout period.  

 
 

Picture 1 - TradeWeb Screen 

 
 



 
Picture 2 - Bloomberg Screen (AOAS) 

 
 
 

Picture 3 – BrokerTec Screen 

 
 
 
 
 
 
 
 



This document contains information related to, or referenced in the offering documentation for, 
certain Freddie Mac debt securities.  This information is provided for your general information 
only, is current only as of its date and does not constitute an offer to sell or a solicitation of an 
offer to buy securities.  The information does not constitute a sufficient basis for making a 
decision with respect to the purchase and sale of any security.  All information regarding or 
relating to Freddie Mac securities is qualified in its entirety by the relevant offering circular and 
any related supplements.  Investors should review the relevant offering circular and any related 
supplements before making a decision with respect to the purchase or sell of any security.   
The examples set forth above are for illustrative purposes only.  Opinions contained in this 
document are those of Freddie Mac currently and are subject to change without notice. 
 
 


