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OFHEO Directs Freddie Mac to Maintain Mandatory Target 
Capital Surplus Pre-Approval Required for Certain Corporate 

Transactions 
 

WASHINGTON, D.C. —  Armando Falcon, Jr., Director of the Office of 
Federal Housing Enterprise Oversight (OFHEO), today directed Freddie Mac to 
maintain a mandatory target capital surplus of thirty percent over its 
minimum capital requirement.  In addition, Freddie Mac must seek pre-
approval for certain corporate transactions and must make weekly reports 
including its projected capital position and other information.   The steps were 
taken to ensure that the Enterprise continues to maintain an adequate capital 
surplus until its operational risk is reduced and timely, certified financial 
statements are produced.   
 

“This capital directive by OFHEO will help to assure the public and Congress 
that Freddie Mac will remain financially healthy as it works to restore the 
public’s trust,” Falcon said.  
 

The requirements, which go into effect immediately, follow OFHEO’s special 
examination of Freddie Mac, which recommended a capital surplus 
requirement and other steps to improve accounting, management and 
disclosure by the Enterprise.  Freddie Mac has also undertaken a series of 
remedial steps to improve financial reporting and controls, including 
addressing elements of the Consent Order entered into by OFHEO and Freddie 
Mac in December.  

 

For purposes of illustration, the following reflects Freddie Mac’s minimum 
capital position as of November 30, 2003:  

 

Freddie Mac Minimum Capital [1] 
November 30, 2003  $ Billions   
Minimum Capital 
Requirement 

25.096  

Core Capital 33.169  
Surplus (Deficit) 8.073  32.2% [2] 



    
      

 

1.  Calculations reflect existing general ledger, and do not reflect 
pending 2003 financial statement adjustments.  The numbers and 
calculations for November 30, 2003 do reflect the increase in capital 
of approximately $5 billion from the 2002 restatement process. 

2.  Reported Surplus equals 32.2% of the November 30, 2003 Minimum 
Capital Requirement. 

 
The full text of OFHEO’s letter detailing the mandatory 
capital surplus and other measures is attached. 
  

### 
 

OFHEO's mission is to promote housing and a strong national housing finance system by 
ensuring the safety and soundness of Fannie Mae and Freddie Mac. 

 



January 28. 2004 

Richard F. yron 

OFFl E OF FEDERAL HO USiNG ENTERPRISE OVERSIGHT 
1700 G STREET I W WASHfNGTON DC 20552 (202) -I 14-380U 
off""' 0/ DI"'CI'" 

haimlan and hie fExecul ive Otlicer 
Freddie Mac 
8200 Jones Branch Drive 
McLean. Virginia 22102 

Dear Mr. Syr n: 

By this letter, 0 HEO directs Freddie Mac t(l m,l int, in a mandatory target capital surplus as a 
prudential aClion as !he company undertakes remedial steps to improve financial reporting and 
. ntrol , including addressing elements of the Consent Order entered into by OFHEO and Freddie Mac 
on Dec mber 9.2003 . Freddie Mac hould maintain a mandatory target capital surplus of thirty 
percent subject to conditions and variation described below) over its minimum capital requirement. 
In addition. Freddie Mac must seek pr ·approval r. r certain corporate transactions (as defined below). 
This supervisory framework shall apply until OFHEO determine in writing otherwise. 

Mandatorv Target Capital Surplus 

OFHEO has reviewed Freddie Mac ' s propo ed meth dology for m, inwining the mandatory target 
surplu and determined it IS reasonable. The methodology takes into account such factors as th~ 
potential impacts that market vo latility and growtb an have on capital levels and capital requiremellls. 
as well as a pnldential margin for operational considerations . OFIIE O recognizes that such a market 
and risk sensi ti ve methodology may re ul t in some variabili ty ill the amOWll of the sw-plus. s a result 
of this variability, both the methodo logy for calculating the mandatory target capital surplus and the 
ongoing level of !he acrual surp lus wi ll be reviewed by OFf-LEO as part of its ongoing monitoring. 
Wide fl uctuations in the surplus may result in OFHE directed change to the methodology. 

Reporting 

On a weekly basis. Freddie Mac will submi t to OFHEO its most current analysis and calculation of the 
mandator_. target capital surp lus, including Freddje Mac ' prujected capital posit jon as well as ootice 
of any proposed hangcs in calculation methodology . Fred ie Mac will continue to submit month-end 
minimum capi tal reports, doing so JO days after the end of eacb month. These shall be reconciled to 
the genera l ledger and continue to include the offici al declaration that is cutTently part of these reports. 
OFHEO will verify and assess both weeki and monthly reports fo r accuracy and request such 
additional information it determines necessary, 

Freddie Mac will begi n to sllbmit th~ weekI}' report un February 6, 2004 for the week ending January 
30. 2004. 



Remedies 

ICOFHEO detemlincs that Freddie Mac unreasonably deviated fro m the methodology for setttng the 
mandatory target capital surp lus or fai led to act reasonably to al ign its proj e.cted cap itaJ surpluses with 
its mandatory target capital surplus or that the monthly mi nill1um capital surplu ' varies unreasonab ly 
from the mandatory target capital surp lus and the projected capital surplus levels, OH IEO will require 
Freddie Mac to submit a plan for remed iation or take oth er re medjal steps. 

Prior Approval for Certain omorate Actions 

To ensure Freddie Mac's continued compliance wit h a ll reguJatory capital requirements, Freddi e Mac 
shall ob ta in the Director's prior written approval before engaging in any of the following: an y 
payment made to repurchase, redeem, retire or otherv:ise acqui re an y of its shares, inc\udmg share 
repurcbases : the cal ling of any i suance of prefen'ed siock, or the payment of preferred stock dividends 
above stated contractual rates' and any o ther action tba t is likely to impair the ability of Freddie Mac to 
manage 10 the t.1rget capita l surpl us, 

In add ition to U1C above, pursuant to 12 lJ ok ,C. 451 4(b), Freddi e Mac shall submit a wrirtGn report to 
the Director after the declaration of any common stock capital di idellJs and belore making the capital 
d istri but ion, The report shall contain spec ific informati on on the amount o f the dividend, the rati onale 
for tile payment, and the impact 00 the capital surplus . 

Effective Date 

The requirements of til is lelter are effective immediately atlci will rema.in in effect until such Lim e as 
the Director detenuines they should be mod ifi ed or expire, cons idering sucu factors as: Frcddie ivlac-s 
compliance with Article Vlf of OFHEO onscnt Order 0 . 2003-02 (Dec. 9, 2003) ("Public 
Disclosures and Regulotory Reporting"); Freddie Mac 's submission of timely capital reports prepared 
in compl ianc(> with genera lly accepted accounting princi ples (GAAP); Freddie Mac ' s resubmi ssion of 
,lilY amended capi ta l reports that rnay be required by O FH EO; and, the completion o f the independent 
audit made of Freddie Mac ' s unancial statements fo r the most-recen t yea r by an ind ependent public 
accountant in acco rdance wi th AAP . 

OFHEO wi ll continue iLS regulatory oversight, incl udi ng thi s superv isory framework for capitaL In 
regards to this mltlter, [ have desigllatcd OFHE O s50ciate Director Leonard Reid, Offi ce of 'api ta l 
Supervision. to oversee Freddie Mac's CI'I ll1 pliance with thi s supervisory le ttcr aDd he will work with 
YO ll r staff regard ing imple l1lel1l3tion . 

I appreciate yo ur contill ued cooperation ill this matter. 

ir~ landO F~~~ 
Director 
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