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Freddie Mac 
First Quarter 2007 Financial Results Release 
Conference Call Prepared remarks 
June 14, 2007 
 
 
IR Officer - Ed Golding  
 
Good morning.  Welcome to our investor presentation and conference call, where we are 
pleased to resume quarterly reporting and present to you our financial results for the first 
quarter.  Speaking today are Freddie Mac’s Chairman and Chief Executive Officer, Dick 
Syron and our Chief Financial Officer Buddy Piszel.  Also, joining us for the Q&A 
portion are Freddie Mac’s President and Chief Operating Officer, Gene McQuade and 
Executive Vice President and Chief Business Officer, Patti Cook. 
 
As we begin, let me make two important points.  First, we have posted on our Web site a 
slide presentation and core tables, which include additional details on our first quarter 
results.  You may want to have these available as Buddy walks through the numbers. 
 
Second, please note that today we may make certain forward-looking statements 
regarding our business results.  These statements are based upon a set of assumptions 
about our key business drivers and other factors.  Changes in these factors could cause 
our actual results to vary materially from our expectations.  You'll find a discussion of 
these assumptions in the Information Statement and 2006 Annual Report, which are also 
posted on our Web site, and we strongly encourage you to carefully review those factors. 
 
One final note – we would like as many people as possible to be able to ask a question.  
Therefore, if you would please limit yourself to one question and a follow up, I’d be 
grateful. As time permits, we will come back for a second round. Thanks and now let me 
introduce our Chairman and CEO, Dick Syron. 
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Chairman and CEO Dick Syron 
 
Thanks Ed – and good morning to you all. 
 
The first quarter of 2007 was a very challenging period in the U.S. housing and mortgage 
markets.  Housing prices declined.  Mortgage credit tightened for some borrowers.  
Credit spreads and OAS spreads widened.  As you can see in our GAAP and Fair Value 
results, Freddie Mac was affected by these challenges. 
 
Yet despite these headwinds, Freddie Mac gained some ground last quarter.  Thanks to 
our continued high asset quality, low risk exposures and improving operations, Freddie 
Mac is much better positioned for long-term profitability than a year ago.    
 
Moreover, we are taking steps to serve our mission that demonstrate tangible leadership 
and will also serve our business objectives.   
 
And I am proud of the fact that today marks our return to quarterly financial reporting – 
for the first time in five years.   
 
All these strengths point to Freddie Mac’s durability as a franchise – in contrast to the 
volatility found in our financial results under GAAP and Fair Value.   
 
One important measure of our success in the first quarter was our increase in customer 
volumes.  Thus far in 2007, we have seen our guarantee business grow at an annualized 
rate of about 16 percent – in large part by taking advantage of the shift in mortgage 
originations back towards our traditional sweet spot in long-term fixed-rate mortgages.  
This robust increase in our volumes has enabled us to regain some share from the private 
label market – and to grow at more than twice the rate of the market as a whole.   
 
Importantly, we have achieved this growth while maintaining a disciplined approach in 
underwriting the credit risk we take on.  This has helped our aggregate credit statistics 
such as delinquencies to stay lower than the market as a whole. 
 
While we have seen a share reduction with one of our larger customers, we also have 
some recent wins with other customers.  While we hate to see any losses, we think these 
shifts mainly reveal a changing competitive landscape in which originators want to take 
more of a balanced approach in their GSE business.  This should help our efforts to better 
diversify our customer base.  
 
Going forward, we intend to compete and succeed not only by leveraging our traditional 
strengths in the conventional conforming market, but also by developing new capabilities 
to serve our customers and our mission.   
 
We have already begun to do so this year by demonstrating leadership in responding to 
the pressing and very visible problems in the subprime market.  In February, we became 
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the first major secondary market participant to announce that we will no longer buy 
subprime mortgages that pose an unacceptable risk of excessive payment shock and 
possible foreclosure.   

 
In April, we followed up by announcing we will purchase up to $20 billion in fixed-rate 
and hybrid ARM products that are being developed to limit payment shock and provide 
lenders with more and safer choices to offer subprime borrowers.  Purchases under this 
program will start early this summer. 

 
The steps we’re taking on subprime will clearly serve our congressional charter and 
public mission.  We are confident they will serve our business objectives, as well.   
 
Partially as a result of the uncertainty in the subprime market – and in spread product 
overall – mortgage rates have recently increased relative to our cost of debt.  This 
widening has improved the OAS on new purchases into our retained portfolio, and has 
presented us with our first real buying opportunity in the market for several years.   
 
While we are still operating under our voluntary portfolio limit, we have some “dry 
powder” which we purposely put away to grow the portfolio this year, thanks to our ROE 
discipline and willingness to allow the portfolio to decline amid tight spreads last year.  
We took the first steps in this direction in the first quarter by growing our retained 
portfolio at a 6 percent annualized rate.  This served our mission and provided liquidity at 
an attractive rate of return. 
 
An even bigger achievement is our return to quarterly reporting today.  This puts us 
closer to being able to grow our portfolio as market conditions warrant and to returning 
additional capital to shareholders.  We’re making measurable progress on our financial 
remediation program.  In light of this, we are setting two specific dates today:   
 

• First, we will release our full-year 2007 audited results within 60 days of year-
end, which meets the market standard for being timely. 

 
• Second, we expect to begin the SEC registration process in mid-2008.   

 
These are the last two major building blocks needed so there’ll be no question that 
Freddie Mac stands on the same footing as any other public company.  I know you look 
forward to that day – as we do – and we’re pleased that today’s milestone of quarterly 
reporting brings it closer.   
 
With that, let me turn things over to Buddy Piszel. 



   4

CFO – Buddy Piszel 
 
Slide 1 – Financial Summary 
 
Thanks Dick - and good morning. 
 
I’m going to take a few minutes to provide a high level review of our first quarter 2007 
financial results and current business trends.  We posted a package of slides that I will 
refer to in my remarks, but first let me give you the headlines.   
 

• As Dick mentioned earlier, the big market story in the first quarter was the 
continued weakening of credit, and associated widening of spreads.  Mark-to-
market effects tied to this trend negatively impacted both our GAAP and Fair 
value results. 

 
• On the revenue side, net interest income in our retained portfolio was down year 

over year. 
 

• Management and guarantee fee income continued its good growth rate. 
 

• Our interest-rate risk metrics remained very low. 
 

• Credit risk metrics have begun to tick upwards.  
 

• We improved our internal controls environment in several areas. 
 

• We made significant progress on our preferred for common swap through the end 
of May, and 

 
• As this call confirms, we have resumed quarterly financial reporting and now see 

the path to timely reporting and SEC registration in mid 2008. 
 
With that, let’s turn to the GAAP results shown on slide 2. 
 
Slide 2 - GAAP Financial Results  
 
As we reported this morning, in the first quarter of 2007, Freddie Mac recorded a net loss 
of $211 million, down from net income of $2.0 billion in the first quarter of 2006.  Most 
of this decline resulted from a swing in our mark-to-market results from a gain of about 
$700 million a year ago to a loss of $1.5 billion in the first quarter.   
 
 
Outside of these items, our pre tax income was down about $355 million from 1Q06, 
mostly due to two factors: 
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• One - Compression of net interest margin which appears to be stabilizing, and  
 

• Two - An increase in credit related expenses. 
 
Let’s start with NII, 
 
Line 1 shows that we had a reduction in net interest income of $153 million compared to 
the first quarter of 2006.  
 
As we discussed in March, our net interest margin declined last year, as a flattening of the 
yield curve and refunding of a significant amount of lower yielding long-term debt 
reduced our GAAP margin.  Since this activity mostly occurred after the first quarter of 
2006, we are still seeing the effect in our year over year comparison.   
 
While it is not shown here, I should note that relative to the fourth quarter of 2006, net 
interest income and NIM have stabilized, with portfolio growth and lower debt 
refundings. 
 
Moving to our guarantee business, line 2 shows that management and guarantee fee 
income increased by $47 million to $460 million, as improved customer volumes more 
than offset a modest decline in our all in guarantee fee rates. 
 
Thus far in 2007, we have increased our credit guarantee customer volumes significantly, 
as shifting origination patterns back towards fixed rate mortgages, and our expanded bid 
for a wider array of mortgage products have both produced good growth. 
 
In addition, in this credit environment, we are seeing good buying opportunities in our 
bulk purchase channel.  Here we get to individually underwrite each purchase, which 
allows us to prudently grow our business with strong emphasis on risk and return rather 
than targeting specific market share. 
 
Turning to expenses, line 6 shows that administrative expense increased by $30 million 
to $403 million, as we have continued to make strides in fixing our internal controls and 
financial reporting capabilities.  This has been money well spent, as it facilitated our 
return to quarterly reporting today.   
 
We are continuing to invest in Freddie’s future by adding personnel in critical business 
areas like operations and finance so that we can meet our reporting and SEC filing 
objectives.  Given our current efforts in these areas, it is likely that our full year 2007 
administrative expenses will come in modestly above last year’s level. 
 
Over the long term, we believe we should be able to reduce our total administrative 
expense on an absolute basis.  On one hand, we’ll benefit from the sunset of all of this 
financial-remediation spend and all the new technology we’re deploying.  On the other 
hand we are committed to fund the expansion of our business and increase spending on 
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customer facing systems and other business projects with a strong strategic rationale.   So 
this is work in process that we will have more visibility into as we get to year-end. 
 
Overall we think there is leverage in our business model and administrative expenses as a 
percentage of the total mortgage portfolio will decline.  Year-over-year on this basis we 
were basically flat at about 8.7 bps.  
 
Finally, line 7 shows that our credit related expenses increased to $193 million. 
 
In response to deteriorating mortgage credit in specific parts of our portfolio, we 
increased our reserves for credit losses by $179 million, net of charge-offs and other 
transfers.  This increase was partly driven by higher delinquency-to-foreclosure transition 
rates as well as increased average UPB levels on interest only and adjustable rate loans 
originated in 2006.   
 
In addition, significantly lower levels of house price appreciation throughout the U.S. 
increased the level of risk on mortgages from most product and origination cohorts.   
   
At the end of the first quarter, our total reserves for credit loss stood at $545 million, or 
roughly 3 basis points of our total mortgage portfolio.   I should note that another 
measure of total credit costs is charge-offs for those loans we resolved this quarter plus 
REO expense.  While this measure will generally lag current market conditions, our cost 
was $58 million in 1Q07, an annualized 1.5 basis points of our average total mortgage 
portfolio.   
 
To put that figure into historical context, that is up from a very low 1.2 bps a year ago, 
but well below both our historical average level of about 5 basis points. 
 
Just as a reminder we don’t hold subprime loans directly, so there is no contribution in 
the numbers I just mentioned from subprime.   Also, we continue to expect no losses 
from our subprime-backed AAA rated ABS security exposure.   
 
That said, we do expect our credit-related metrics to worsen from their extremely low 
levels seen in the past few years but our overall strong credit position should enable us to 
weather the housing downturn better than the market as a whole. 
 
Let me now take you through the GAAP mark-to-market items on slide 3, since 
these were the drivers for most of our year over year change. 
 
Slide 3 – Mark-to-Market Items 
 
As I indicated earlier, Freddie recorded a loss of $1.5 billion on mark-to-market items in 
the first quarter. 
 
About half of this resulted from the negative mark on our derivatives portfolio.  As 
previously discussed this is a lopsided view. 
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Far from adding risk, the derivatives we use in conjunction with callable debt actually 
help us to keep our interest rate exposure at low levels.  This is because the losses on 
derivatives are economically offset by gains on our debt funding programs and retained 
portfolio securities, which are not reflected in the income statement.   
 
Moving down to line 8, increased market concerns over mortgage credit risk produced 
mark-to-market losses of $547 million in the first quarter.  
 
This includes negative marks on three items – the delinquent loans we buy out of PC’s, 
certain pool purchases that have a built-in loss at inception, and the GO mark for 
Freddie’s securities we repurchased. 
 
While these credit-related mark-to-market items significantly impacted our GAAP 
income statement in the first quarter, we feel that they potentially overstate the credit 
impact in our underlying results.  This is because a portion of these losses reflects the 
significant market uncertainty in the pricing of mortgage credit at March 31st and 
accordingly the implied losses are higher than we expect to ultimately incur.   

Let me turn now to our Fair Value results on slide 4. 

Slide 4 - Fair Value Financial Results  
 
Fair value of net assets declined by about $300 million in the first quarter, as losses 
associated with OAS widening and market credit spread deterioration more than offset 
improved contributions from our underlying investment and guarantee activities. 
 
As you can see on line 1, investment activities in our retained portfolio contributed an 
increase of about $400 million in fair value in the first quarter, up from a decline of $100 
million a year ago. 
 
If you adjust these results for the OAS reductions, year over year returns improved, 
because of higher core-spread income and better returns on asset liability management 
activities and other market conditions.   
 
In our guarantee activities shown on line 3, the change in fair value was a negative 
$1.2 billion in the first quarter, compared to a gain of $1.1 billion a year ago.  The 2006 
quarter benefited by about $800 million in positive valuation increases in the GA. 
 
The ’07 story is really shown on line 5, which shows a $2 billion decline primarily due 
to widening credit spreads.  About half of that related to the GO.  The other half relates to 
losses we recorded on our portfolio of delinquent loans purchased out of securities due to 
lower market prices and an increased population of those mortgages. 
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As I discussed in our GAAP results, our experience suggests that the future credit losses 
implied by these marks on the GO and purchased loans are higher than those we expect to 
ultimately incur. 
 
Capital  
 
I’ll close on our progress on capital management, financial reporting and internal 
controls.  
 
First capital.  Following the release of our 2006 financials, we initiated our preferred for 
common swap under our $1 billion authorization.  We began our activities in late March, 
and I am pleased to tell you that we bought back about $750 million in common shares 
and issued $500 million in preferred stock through the end of May.   
 
Having spoken directly with many of our investors in the past few months, I know how 
important progress on this front is.  While we still have work to do, our recent actions 
make it clear that this is a high priority for our management team, and we will take every 
opportunity we can to deliver shareholder value through capital management activities. 
 
Controls / timeline  
 
Improving our controls and financial timeline can only help in this effort.  Let me make a 
couple points. 
 
First - With today’s release in 75 days, we achieved an improvement of one full week 
over our year-end 2006 release.  My goal is to get to 60 days for the third quarter of this 
year.  At this rate, we’re right on track. 
 
Second - Having been here a little over six months, I am increasingly comfortable with 
our monthly, and quarterly close processes, and am confident that we will be able to issue 
a timely full year 2007 annual report within 60 days of year-end.   
 
That should put us in good position to begin the SEC registration process in mid-2008. 
 
Third – We are continuing to improve our transparency.  As I noted, we’ve added 
additional details to our fair value discussion and have disclosed option premium 
information that many of you have asked for.  While this isn’t the end of our efforts, we 
are getting better with each release. 
 
Lastly – We have addressed two more of our control issues. 
 

• The first addressed a material weakness on the Adequacy of Staffing.  We did this 
by filling many critical vacancies in the controls and financial reporting areas, and 
by improving our HR practices; 
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• The second resolved issues dealing with New Products Governance, where we 
redesigned the process and controls over the implementation of new products. 

 
We are making good progress on all our remaining issues, and I am optimistic that we 
will have the bulk of our control issues behind us by year-end. 
 
With that, let me turn it back to Dick. 
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Chairman and CEO Dick Syron 
 
Thanks, Buddy.  I just want to make a couple of capstone comments. 
 
As we’ve discussed, the first quarter was a difficult period for our industry.  There’s no 
denying Freddie Mac was affected by all the same challenges you’ve heard us talk about.   
 
But tough times also show which companies are built to last.  And thanks to Freddie’s 
high asset quality, low risk exposures, and improving operations, we are positioned not 
only to weather this soft market, but to thrive over the longer term.   
 
In the first quarter, our guarantee portfolio showed very strong growth; we seized market 
opportunities to grow our retained portfolio prudently; and we served our mission by 
demonstrating leadership on the subprime problem.   
 
With today’s return to quarterly reporting, we’ve passed a very important milestone.  We 
believe we’re on the upswing operationally.  
 
Finally, we are continuing our strong multi-year trend of returning common shareholder 
capital.   
 
All that adds up to make Freddie Mac a very solid long-term investment in a sector that 
continues to project strong growth of 8 percent per year, over an extended time.  So if 
you want to participate in this market, we continue to believe that Freddie is an excellent 
way to do so.   
 
With that, I’ll turn it over to Ed for your questions. 
 

   

 

 


