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c. Funding of Mortgage Portfolio 
Holdings. 

The Enterprises fund their portfolios 
of mortgage assets largely by issuing 
debt. The Enterprises are also highly 
leveraged—historically, each 
Enterprise’s core capital represented 
less than 2 percent of the sum of its 
mortgage assets and guaranteed MBS. 
The Enterprises have relied heavily on 
short-term debt to fund their mortgage 
portfolio holdings, used financial 
derivatives to alter synthetically the 
maturity of that debt, and depended on 
their ability to roll over debt and enter 
into new derivatives contracts in all 
market conditions. Because of the 
favorable funding costs enjoyed by the 
Enterprises, they benefitted from 
attractive spreads between the yields on 
the assets comprising their mortgage 
portfolio holdings and their cost of 
funds. FHFA will address issues related 
to the funding of Enterprise mortgage 
assets through promulgation of risk 

management standards, the agency’s 
examination process, and by a new risk- 
based capital standard. 

Question 17: Should FHFA establish 
criteria governing the Enterprises’ 
mortgage portfolio holdings that specify 
that the Enterprises adhere to a specific 
maximum ratio of short-term debt to 
mortgage assets or minimum ratio of 
callable debt to long-term, fixed-rate 
mortgage assets or to total long-term 
debt? 

Question 18: Should FHFA specify 
criteria that condition Enterprise 
mortgage portfolio holdings above a 
certain amount on maintaining 
measures of the risks—e.g., duration and 
convexity—associated with those 
portfolios within specified levels? 
Should adherence to appropriate limits 
on such risks be addressed through of 
prudential management and operations 
standards in accordance with section 
1313B of the Act and FHFA’s 
examination process? 

d. Counter-Cyclical Changes in 
Enterprise Mortgage Portfolio Holdings. 

FHFA could establish criteria that 
limit the rate of growth of each 
Enterprise’s mortgage assets once the 
Enterprise complied with criteria 
related to the size of those holdings. The 
growth limit could be tied to the average 
growth rate of the mortgage market over 
a long period, which would allow each 
Enterprise’s portfolio holdings to grow 
more slowly (or rapidly) than the overall 
market during periods in which the 
market was expanding more rapidly (or 
slowly) than on average. That type of 
growth limit would require the 
Enterprises to vary the rate of growth of 
their mortgage portfolio holdings in a 
counter-cyclical manner. One way of 
achieving this could be to require that 
growth in each Enterprise’s portfolio 
holdings be limited to the preceding 10- 
year rolling annual average growth rate 
of RMDO (Chart 3). 

Question 19: Should FHFA create 
incentives for the Enterprises to behave 
in a counter-cyclical manner through 
criteria governing their portfolio 
holdings of mortgage and non-mortgage 
assets, regulatory capital requirements, 
or both? If so, how? What are the 
implications of specifying such criteria 
for the Enterprises’ mission? 

3. Questions Requesting Public 
Comment Regarding Standards 
Governing Enterprise Holdings of Non- 
Mortgage Assets 

i. Benefits and Risks of Enterprises 
Holdings of Non-Mortgage Assets. 

The Enterprises need to maintain 
adequate levels of liquidity so that they 
can carry out their day-to-day operating 
activities. Maintaining adequate levels 
of liquidity can help strengthen the 
Enterprises’ ability to meet their 
statutory mission of providing stability 
and liquidity to the secondary mortgage 
market, during good times and during 
periods of market stress, without 
incurring extraordinary financing costs. 

The risk of not maintaining a portfolio 
of highly liquid non-mortgage assets 
was illustrated in the recent market 
disruption. The quick reversal in market 
conditions illustrates how fast liquidity 

can disappear and how a prolonged 
period of market illiquidity can affect 
firms such as the Enterprises and their 
counterparties. Indeed, during that 
period, spreads between the yields of 
Enterprise debt and U.S. Treasury 
securities reached all time highs. In 
addition, the Enterprises’ large holdings 
of mortgage assets were not useful 
sources of cash as the MBS repurchase 
agreement market shriveled, and sales of 
MBS would have only exacerbated 
problems in the market. 

There is an opportunity cost 
associated with holding a sizable 
volume of generally low-yielding assets 
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in an effort to ensure adequate liquidity 
in a financial crisis. However, up to a 
point that cost is offset by the potential 
benefit of the Enterprises being prepared 
to maintain funding for their long-term 
assets and to respond in an appropriate 
and meaningful way to a market 
disruption. 

Question 20: What risks and costs are 
associated with requiring the 
Enterprises to maintain a portfolio of 
liquid, non-mortgage assets? 

Question 21: Is it appropriate to 
require the Enterprises to hold a large 
portfolio of highly liquid assets even 
during periods of market tranquility? If 
so, why? Should the Enterprises be 
compensated for holding ‘‘excess’’ 
levels of non-mortgage assets during 
periods of market tranquility? If so, 
what are appropriate incentives? 

ii. Standards Governing Enterprise 
Non-Mortgage Assets. 

The rationale for establishing 
standards governing the size and 
composition of the Enterprises’ non- 
mortgage assets is to ensure that they 
maintain sufficient liquidity to meet 
their obligations and engage in new 
business during market distress and to 
ensure that the Enterprises do not hold 
amounts of those assets beyond those 
needed to achieve their mission. That 
can be best achieved by requiring that 
the Enterprises maintain portfolios of 
marketable, highly liquid non-mortgage 
assets at prescribed levels. Those assets 
would be easily converted into cash, 
without loss of value and disruption to 
financial markets. Indeed, during a 
market crisis such as that experienced 
in the recent past, a portfolio of highly 
liquid non-mortgage assets would better 
enable the Enterprises to perform their 
mission of providing liquidity and 
stability to the secondary mortgage 
market. 

a. Size of the Non-Mortgage Portfolios. 
FHFA could establish criteria 

governing the size of the Enterprises’ 
holding of non-mortgage assets. For 
example, the criteria could require that 
each Enterprise maintain a minimum 
balance of marketable, highly liquid 
non-mortgage assets equal to 30 days of 
expected net cash needs and totaling at 
least $30 billion at all times. 

Question 22: Should the Enterprises 
be required to maintain a specific 
minimum dollar amount of highly 
liquid non-mortgage assets at all times? 
If so, what is an appropriate dollar 
amount? Alternatively, should the level 
of non-mortgage assets be set at a 
percentage of an Enterprise’s total assets 
or a specified number of days of 
liquidity? If so, what is an appropriate 
percentage factor or number of days? 

Question 23: Should the Enterprises’ 
non-mortgage portfolios grow with the 
phases of the mortgage credit cycle or 
counter to that cycle? Should the 
Enterprises be given incentives for 
holding large volumes of liquid non- 
mortgage assets during periods of ample 
market liquidity? If so, how should such 
incentives be provided? For instance, 
after criteria governing holdings of non- 
mortgage assets are established, FHFA 
could reduce each Enterprise’s 
minimum capital requirement by, for 
example, 75 percent of the amount of 
non-mortgage assets held to comply 
with those criteria. 

b. Composition of the Non-Mortgage 
Portfolios. 

In establishing criteria governing the 
composition of the Enterprises’ non- 
mortgage portfolios, FHFA could require 
that U.S. Treasury securities with 
maturities of 30 days or less represent 
a specified percentage of each 
Enterprise’s total non-mortgage assets 
(for example, 50 percent). The balance 
of each Enterprise’s portfolio could 
include other marketable, liquid, highly- 
rated securities, with maturities of one 
year or less, such as the following— 

• Commercial paper (rated A1/P1); 
• Short-term Eurodollar time 

deposits; 
• Short-term money market accounts; 

and 
• Short-term municipal securities. 
Question 24: Should the criteria 

enumerate the specific types of 
investments the Enterprises should hold 
in the non-mortgage portfolios. If so, 
what type assets should be included? 
Should U.S. Treasury securities 
represent a specific share of the non- 
mortgage portfolios? If so, what is an 
appropriate percentage or dollar 
amount? 

Question 25: What is an appropriate 
maturity range for securities comprising 
the non-mortgage portfolios? How 
should holdings be distributed 
according to that range? 

4. Questions Requesting Public 
Comment Regarding Temporary 
Adjustment of Criteria Governing 
Portfolio Holdings 

The Act authorizes the Director to 
order temporary adjustments to the 
established criteria governing the 
portfolio holdings of an Enterprise or 
both Enterprises, including during times 
of economic distress or market 
dislocation. 12 U.S.C. 4624(b). 

Question 26: Should FHFA attempt 
to specify in advance how it might 
adjust criteria governing Enterprise 
mortgage or non-mortgage portfolio 
holdings in specific circumstances? 

List of Subjects 

12 CFR Part 1252 

Government-sponsored enterprises, 
Portfolio holdings, Mortgages. 

Authority and Issuance 

■ Accordingly, for the reasons stated in 
the preamble, under the authority of 12 
U.S.C. 4624, the Federal Housing 
Finance Agency hereby amends Title 
12, Chapter XII, Code of Federal 
Regulations as follows: 

CHAPTER XII—FEDERAL HOUSING 
FINANCE AGENCY 

Subchapter C—Enterprises 
■ 1. Add Subchapter C consisting of 
part 1252 to read as follows: 

PART 1252—PORTFOLIO HOLDINGS 

Sec. 
1252.1 Enterprise portfolio holdings 

criteria. 
1252.2 Effective duration. 

Authority: 12 U.S.C. 4624. 

§ 1252.1 Enterprise portfolio holding 
criteria. 

The Enterprises are required to 
comply with the portfolio holdings 
criteria set forth in their respective 
Senior Preferred Stock Purchase 
Agreements with the Department of the 
Treasury, as they may be amended from 
time to time. 

§ 1252.2 Effective duration. 
This part shall be in effect for each 

Enterprise so long as— 
(a) This part has not been superseded 

through amendment, and 
(b) The Enterprise remains subject to 

the terms and obligations of the 
respective Senior Preferred Stock 
Purchase Agreement. 

Dated: January 16, 2009. 
James B. Lockhart III, 
Director, Federal Housing Finance Agency. 
[FR Doc. E9–2047 Filed 1–29–09; 8:45 am] 
BILLING CODE 8070–01–P 

NATIONAL LABOR RELATIONS 
BOARD 

29 CFR Part 102 

Revisions of Regulations Concerning 
Procedures for Electronic Filing 

AGENCY: National Labor Relations 
Board. 
ACTION: Final rule. 

SUMMARY: The Board is amending 
regulations concerning the procedures 
for filing documents with the Agency 
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