
Citigroup 
Financial Services Conference

Gary Kain
Senior Vice President -

Investments & Capital Markets

May 20, 2008



1

Investment landscape
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Asset valuations are attractive and were at unprecedented 
levels in March.

Debt levels are extremely attractive especially at short end

Prepayment speeds are benign despite the drop in interest 
as the drop in house prices and credit tightening has 
materially limited refinance activity. 
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Freddie Mac recent investment activities
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Initial GAAP net interest margins are very attractive

In the current steep yield curve environment, a 
duration hedged  portfolio results in very 
substantial GAAP margins.

The initial GAAP margin is more than double the 
option adjusted spread

The initial GAAP margin does not include the 
cost of convexity risk management

Notes:  Reflects hypothetical fixed-rate mortgage security funded with agency debt. 
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Hypothetical Net Interest Margin Profile

Asset Yield 5.35%

Debt Yield:
2 Year 3.05%
5 year 3.85%
10 Year 4.50%
Average Debt Yield 3.81%

Initial Net Interest Margin 1.54%

Hypothetical Duration Hedged Portfolio
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Are there still opportunities?

Source:  Lehman Live. 
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Despite the tightening since March, fixed-rate option adjusted spreads are still wider than at 
any point prior to 2008 excluding the LTCM crises in 1998.

ARMs and other less generic mortgage product offer incremental value versus generic 
passthroughs.

Prepayment picture should continue to be favorable for a number of years as credit issues 
continue to restrain refinancing activity. 
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What about the existing portfolio?
Existing agency fixed-rate mortgage portfolio will benefit from steeper yield curve and better 
prepayment profile.

Existing floating rate margins (agency and non-agency) will expand as a result of the very attractive 
funding levels for short term debt.

We have stress tested our non-agency subprime portfolio using a variety of default and severity 
assumptions and loss estimates are very low given the size of the portfolio. 

Total UPB
($bn)

Avg 3M 
CPR

Avg 60+ 
Del

Avg Total 
CE

Min 
Subord.

Monoline 
UPB ($bn)

50d/50s
($bn)

50d/60s
($bn)

60d/50s
($bn)

2004 & Prior 1 0.51 18% 20% 39% 17% 0.00 0.000 0.000 0.001
2004 & Prior 2 0.51 19% 20% 63% 49% 0.00 0.000 0.000 0.000
2004 & Prior 3 0.58 19% 21% 93% 81% 0.27 0.000 0.000 0.000
2004 & Prior 4 0.47 18% 18% 100% 100% 0.47 0.000 0.000 0.000
2004 & Prior Total 2.07 18% 20% 74% 17% 0.74 0.000 0.000 0.001 

2005 1 4.78 22% 29% 38% 20% 0.00 0.000 0.000 0.000
2005 2 4.72 23% 33% 46% 41% 0.00 0.000 0.000 0.000
2005 3 4.84 22% 32% 56% 51% 0.00 0.000 0.000 0.000
2005 4 5.07 24% 31% 80% 63% 1.28 0.000 0.000 0.000
2005 Total 19.40 23% 31% 55% 20% 1.28 0.000 0.000 0.000 

2006 1 9.05 15% 29% 23% 19% 0.00 0.000 0.000 0.003
2006 2 9.07 16% 34% 28% 26% 0.00 0.000 0.000 0.000
2006 3 9.09 19% 31% 32% 30% 0.00 0.000 0.000 0.000
2006 4 9.07 27% 34% 39% 34% 0.00 0.000 0.000 0.000
2006 Total 36.27 19% 32% 30% 19% 0.00 0.000 0.000 0.003 

2007 1 8.52 11% 22% 22% 19% 0.00 0.000 0.006 0.042
2007 2 8.58 11% 23% 26% 25% 0.00 0.000 0.000 0.000
2007 3 8.49 11% 21% 29% 27% 0.00 0.000 0.000 0.000
2007 4 8.76 11% 15% 44% 31% 1.32 0.000 0.000 0.000
2007 Total 34.36 11% 20% 30% 19% 1.32 0.000 0.006 0.042 

92.10 17% 27% 37% 17% 3.34 0.000 0.006 0.046 Total

Acquisition 
Date Quartile

Underlying Collateral Performance Stress Test ScenarioCredit Enhancement Statistics

Data based on settlement date.  
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Subprime portfolio breakeven default 
distribution (50% Severity)

Subprime portfolio breakeven default 
distribution (60% Severity)
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Subprime ABS portfolio breakeven default 
distribution

Very high default rates are required to pierce our credit enhancements

Assuming a 50 % severity*:

» No securities will take a loss with default rates below 50 %

» Only approximately $ 4.4 billion in UPB ( 5 % of the subprime portfolio) has exposure below a 60 % default rate.

» Approximately 2/3 of the subprime portfolio would require a default rate in excess of 70 % before losses would 
be projected.

* Projections generated by Intex and dependent on numerous assumptions including but not limited to prepayments, loss timing, collectiability of excess 
interest, and interest rates. 



Appendix
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ABS portfolio

Note:  ABS Portfolio data consists of non-agency single-family mortgage backed securities. 

Product
Total UPB 

($bn)

Monoline
Wrapped 
UPB ($bn)

Credit
Enhancement
(w/Monoline)

Current 60+
Delinquency

Original
% AAA

3/31/08
% AAA

Current
% AAA

Current %
Watchlist

% Invest.
Grade

1 Subprime $92.1 $3.3 37% 27% 100% 71% 58% 29% 91%
2 Alt-A 24.0 0.6 16% 10% 100% 98% 98% 31% 98%
3 MTA ARMs 20.9 0.8 21% 10% 100% 100% 99% 7% 100%
4 HELOCs 4.3 4.3 53% 6% 100% 85% 85% 15% 97%

5 Closed-end 2nd
Lien, and FHA/VA 1.5 0.8 72% 9% 94% 38% 38% 55% 70%

6 Totals $142.8 $9.8 32% 21% 100% 80% 71% 26% 94%
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National home prices have continued to decline

Quarterly home price change, Q1 1988 – Q4 2007

Source: OFHEO Conventional and Conforming Home Price Index, (Index 1980Q1 = 100, NSA) and the S&P/Case-Shiller® National 
U.S. Home Price Index, (Jan 2000=100, NSA)
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National home prices have continued to decline1

Quarterly home price change
Percent 
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1 National home prices use the internal Freddie Mac index, which is value-weighted based on Freddie Mac’s single-family portfolio.

Source: Freddie Mac.
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Delinquencies are low relative to the industry
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Expected Single-family current portfolio credit losses 
through 2009

Notes:  These forecasts are for indicative purposes only and rely on a number of estimates and assumptions some or all of which may not be 
ultimately realized. Assumes approximately 15% peak-to-trough decline in house prices in conventional conforming market.  

Estimates of charge-offs are net of recoveries.  2009 estimate gives full effect to anticipated 2008 credit performance.  Estimates of total credit 
losses in basis points assume annual 10% growth in guarantee business. 

Full-Year
($ Millions) 4Q 2007 1Q 2008 2008E

1 Charge-offs, net of recoveries $110 $320 $2,400

2 REO operations expense 125             208             700             Full-Year 2009E

3   Total credit losses $235 $528 $3,100

4   Total credit losses (basis points) 5.4              11.6            16               20 - 25
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Portfolio D+90 delinquencies by book year: Months 6 - 18
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Note:  Reflects Freddie Mac guarantee portfolio through March 2008.
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Credit losses by state and book year
($ Millions) 2003 and prior 2004 2005 2006 2007 Total

State bps $ % bps $ % bps $ % bps $ % bps $ % bps $ %

1 CA 0.0 1 0% 0.1 3 1% 0.3 15 3% 1.6 72 13% 0.5 21 4% 2.5 112 21%
2 FL 0.1 1 0% 0.0 1 0% 0.3 13 2% 0.5 24 5% 0.0 2 1% 0.9 41 8%
3 AZ 0.0 1 0% 0.0 0 0% 0.1 4 1% 0.5 23 4% 0.1 3 1% 0.7 31 6%
4 VA 0.0 0 0% 0.0 0 0% 0.1 5 1% 0.4 17 3% 0.1 5 1% 0.6 27 5%
5 NV 0.0 0 0% 0.0 1 0% 0.1 2 0% 0.3 13 3% 0.0 1 0% 0.4 17 3%
6 GA 0.2 7 2% 0.0 2 0% 0.1 4 1% 0.2 11 2% 0.2 7 1% 0.7 31 6%
7 MI 0.7 33 6% 0.3 13 3% 0.4 18 3% 0.2 10 2% 0.1 5 1% 1.7 79 15%
8 MD 0.0 0 0% 0.0 0 0% 0.0 0 0% 0.1 5 1% 0.0 1 0% 0.1 6 1%

9 Other 1.5 71 14% 0.6 26 5% 0.6 30 6% 1.1 50 9% 0.2 7 1% 4.0 184 35%

10 Total 2.5 $114 22% 1.0 $46 9% 2.0 $91 17% 4.9 $225 42% 1.2 $52 10% 11.6 $528 100%

Note:  Reflects Freddie Mac guarantee portfolio through March 2008.
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SF Flow All-In G-Fee, New Business

Improved fundamentals in guarantee business

GSE market share of new issuances Expected all-in g-fees on new volumes

Source: Inside Mortgage Finance and Freddie Mac.

Note:  All-in g-fees reflect contractual amounts as well as deferred delivery fee amounts which we recognized as a component of income on 
Guarantee Obligation. 
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Credit profile of worst quintile has continued to improve

Worst Quintile Credit Characteristics 2007 Peak March 2008
Total

Improvement

1 FICO <620 21% 9% (12%)

2 TLTV >90 46% 22% (24%)

3 Reduced documentation loans 41% 12% (29%)

4 % of loans with 2nd lien exposure at origination 38% 12% (26%)

5 Expected Default Costs on worst quintile new 
guarantees (basis points) 97 bps 41 bps (56) bps

Note:  Reflects Freddie Mac guarantee portfolio through March 2008.



Freddie Mac obligations

Freddie Mac’s securities are obligations of Freddie Mac only. The securities, including any interest or return of 
discount on the securities, are not guaranteed by and are not debts or obligations of the United States or any 
federal agency or instrumentality other than Freddie Mac.

No offer or solicitation of securities  

This presentation includes information related to, or referenced in the offering documentation for, certain Freddie 
Mac securities, including offering circulars and related supplements and agreements. Freddie Mac securities may 
not be eligible for offer or sale in certain jurisdictions or to certain persons. This information is provided for your 
general information only, is current only as of its specified 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 or 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 sale of any security. In addition, before purchasing any security, please consult your legal and 
financial advisors for information about and analysis of the security, its risks and its suitability as an investment in 
your particular circumstances.

Forward-looking statements 

Freddie Mac's presentations sometimes contain forward-looking statements pertaining to management's current 
expectations as to Freddie Mac's future credit losses, business plans, capital management, remediation 
initiatives, returns on investments, results of operations and/or financial condition on a GAAP, Segment Earnings, 
or fair value basis. Management's expectations for the company’s future necessarily involve a number of 
assumptions, judgments and estimates, and various factors, including changes in market conditions, liquidity, 
mortgage-to-debt OAS, and credit outlook, and the impacts of newly enacted legislation or regulations, could 
cause actual results to differ materially from these expectations. These assumptions, judgments, estimates and 
factors are discussed in the company’s Information Statement and Annual Report dated February 28, 2008 and 
related Information Statement Supplements, which are available on the company’s Web site:  
www.FreddieMac.com/investors.

© 2008 by Freddie Mac.  No part of this document may be duplicated, reproduced, distributed or displayed in public in any manner or by any means without the 
written permission of Freddie Mac.

Safe Harbor Statements




