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FREDDIE MAC

'S MISSTEP

Mortgage agency’s mess s 100 big for Syron’s shovel

ERE’S what I want to
know: Why isn’t ev-
erybody completely
freaked out over what
has apparently been going
at the Federal Home Loan
Mortgage Association?
And while we’re on the
subject, why does anyone
think this company is sud-
denly going to turn back
into- a good place to put
your money now that the
former head of the Ameri-
can Stock Exchange has
been tapped to run it?

In case you haven’t been
following developments at
Freddie Mac (which is the
other name this outfit goes
by), the organization has
been reeling for more than
a year from a multibillion-
dollar accounting scandal
that has been spreading
through the company like
oil on a mud puddle.

Last month the company
announced something that
from an accounting and
management oversight
point of view looked to be
just about as bad as things
could get: Investigators had
discovered that the core
-financial accounts for the

2000, had been totally cor-

rupted and that an incred-
ible $5.2 billion in balance-
sheet) assets and liabilities
had been misallocated.

The - apparent purpose:
To smooth out income vol-
atility. and help the com-
pany report steadily in-
creasing earnings year after
year.

Want to guess who ap-
proved the misallocations?
Would you be surprised to
learn it’s the disgraced and
now-defunct ur Ander-
sen accounting firm — the
same bunch that brought
you Enron, WorldCom,
Boston Chicken, Global
Crossing and plenty more?

Yet another stunner came
just last week, when Fred-
die Mac’s financial regula-
tors — at a place called the

Office of Federal Housing:

Enterprise Oversight — is-
sued  an  astounding
185-page report that says
bogus accounting at Fred-
die Mac didn’t simply pop
out of nowhere beginning
in 2000, but in fact spanned
much of the 1990s as well.

After reading this report,
youwll want to go right to
the shower and scrub down
for a nice long time with
some Brillo pads.

Freddie Mac is.a US.
government-sponsored
agency, folks. It was cre-
ated by an Act of Congress
in 1970 to boost investment
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in the housing market. And
1n 1993 this oversight outfit
— the OFHEO — was set
up to keep an eye on it. So
read on to see how your tax
dollars have been spent.

OR maybe the whole of
the last 13 years, this
entire  organization
seems to have been
driven by just one relent-
less, single-minded (and
totally illegal) obsession:
creatin% a fake track re-
cord of rapid and relent-
lessly rising earnings
growth, year after year.

If you look at a price
chart of Freddie Mac’s
stock, which trades on the
New York Stock Ex-
change, you’ll see the re-
sult. From the start of the
1990s all the way through
to nearly the very end of
the decade, the stock did
just one thing: It went up,
more than 1,223 percent.
That’s more than four
times the growth rate of
the Dow industrials during
the period, three times
IBM’s rate and twice the
gain racked up by General
Electric.

And the OFHEO report
is now telling us the whole
thing was achieved by
bogus accounting. Here’s a
quote from the report, dis-
cussing the “tone” set by
the top brass at Freddie
Mac — and there are many
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other equally rough quotes
in the report regarding
one aspect or another of
this horrid situation:

“The corporate culture
fostered by the ‘tone at the
top’ resulted in intense
and sometimes improper
efforts by the Enterprise
t0 manage its reported
earnings,  compromised
the integrity of many em-
ployees, and limited the
effectiveness of its control
structure.”

_ The report finds that
Freddie Mac set up and
used huge, multibillion-
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'Richard Syron, who had a tough time trying to
clean up the American Stock _Exchangc:, faces an
even bigger challenge in getting Freddie Mac

back on track.
Freddie Mac
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three hours later — en-
abling Freddie Mac to
place them in a different
portfolio from the one in
which the mortgages had
earlier been held, and
thereby creating more fa-
vorable accounting treat-
ment for the assets.

B Maintained loan loss
reserves at excessively
high levels, despite SEC
criticism of the practice,
to hold down current re-
ported  income  and
thereby have it available
as a kind of slush fund for
future use, if needed.

Syron simply may not be up to
the fumigation job.
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dollar accounts that had
no identifiable purpose
other than to mislead in-
vestors and Wall Street by
smoothing out the compa-
ny’s real earnings pattern,
which was up one quarter
and down the next.

To accomplish this,
Freddie Mac’s manage-
ment did things like:

B Transferred $30 bil-
lion of securitized mort-
gages to the Salomon
Smith Barney investment
firm, which then trans-
ferred them right back

B On at least one occa-

sion, set up a transaction
for no other purpose than
to disguise the true size of
Freddie Mac’s derivatives
portfolio and calm down a
Nervous investor.

-Why were the brass so
willing to engage in such
massive deceptions? The
OFHEO report points the
finger of blame directly at
a compensation scheme
presided over by the com-
pany’s top two men —
Chief Executive Officer
Leland Brendsel and his
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sidekick David Glenn — in
which big bonuses were
paid out to executives who
could meet or exceed
specified  earnings-per-
share targets.

How come the public
never found out about any
of this at the time?
According to the report,
the top brass simply ig-
nored the law when it
came to disclosing mater-
ial information to the in-
vesting public: “A disdain
for appropriate disclosure
standards, despite oft-
stated management asser-
tions to the contrary, mis-
led investors and under-
mined market awareness
of the true financial condi-
tion of the Enterprise.”

It just goes on and on
like that, for 185 oily and
revolting fpalges — a lurid
picture of an out-of-con-
trol, rudderless company
careening through the
stock market with no one
responsible for anything
except to show the relent-
less upward surge of earn-
ings whether they were
rising or not.

OW the Freddie Mac
board has appointed
a Boston business-
man named Richard
F. Syron to take over as
chairman and CEO and
straighten the place out. In
Boston, Syron had worked

Exchange practices,

for a company called
Thermo Electron Corp.,
and before that, from 1994
to 1999, he served as chair-
man of the American
Stock Exchange.

A Freddie Mac press re-
lease on the Syron ap-
pointment cited his suc-
cess at the Amex in
“restor[ing] investor con-
fidence by setting the
highest ethical standards
and removing companies
that failed to meet those
standards.”

Really? In November
1998, Business Week mag-
azine began a six-month
probe of American Stock
un-
earthing corruption, self-
dealing, price-fixing and
cover-ups that had been

, gomg on at the exchange

or years. According to an
April 1999 cover story on
the matter, one of the ex-
change’s big%est offenders
of ai% was also one of its
most powerful floor spe-
cialists: Joseph Giamanco,
whom Syron strongly sup-
ported in the story. :

Syron left the Amex in
May 1999 to join Thermo
Electron, whose co-
founder and president,
John Hatsopoulos, - was
then serving as a member
of the Amex board of di-
rectors. Two years later
Giamanco was barred for
life from the exchange
after an Amex disciplinary
panel investigated the
BusinessWeek allegations.
Giamanco had been an in-
Vestor in numerous penn
stocks held by the col-
lapsed Lancer hedge fund
group, shut down by the
SEC this summer.
Thermo Electron, where
Syron had served as an
outside director since
1997, was itself an investor
in one of those stocks:
Hemispherx Biopharma. A
well-known Wall Street
short-seller, Manuel Asen-
sio, pursued a lengthy but
futile effort to get the ex-
change to delist the stock.

Now I am sure Syron is a
fine man, and that given
the rffht circumstances he
would do a fine job at
Freddie Mac. But these are
not the right circum-
stances. If the OFHEO re-
port is even halfway cor-
rect, the place has more in
common with the Fulton
Fish Market than the home
mortgage market, and
Syron simply may not be
up to the fumigation job
that needs to be done.

B Please send e-mail to:
cbyron@nypost.com



