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vice president of an Enterprise, and
any individual, without regard to title,
who has similar responsibilities.

§§1710.3-1710.9 [Reserved]

Subpart B—Corporate Practices
and Procedures

§1710.10 Law applicable to corporate
governance.

(a) General. The corporate governance
practices and procedures of each Enter-
prise shall comply with applicable
chartering acts and other Federal law,
rules, and regulations, and shall be
consistent with the safe and sound op-
erations of the Enterprise.

(b) Election and designation of body of
law. (1) To the extent not inconsistent
with paragraph (a) of this section, each
Enterprise shall follow the corporate
governance practices and procedures of
the law of the jurisdiction in which the
principal office of the Enterprise is lo-
cated, as amended; Delaware General
Corporation Law, Del. Code Ann. tit. 8,
as amended; or the Revised Model Busi-
ness Corporation Act, as amended.

(2) Each Enterprise shall designate in
its bylaws the body of law elected for
its corporate governance practices and
procedures pursuant to this paragraph
within 90 calendar days from August 5,
2002.

§1710.11 Committees of board of direc-
tors.

(a) General. The board of directors
may rely, in directing the Enterprise,
on reports from committees of the
board of directors, provided, however,
that no committee of the board of di-
rectors shall have the authority of the
board of directors to amend the bylaws
and no committee shall operate to re-
lieve the board of directors or any
board member of a responsibility im-
posed by applicable law, rule, or regu-
lation.

(b) Audit and compensation committees.
Each Enterprise shall provide in its by-
laws, within 90 calendar days from Au-
gust 5, 2002, for the establishment of,
however styled:

(1) An audit committee that is in
compliance with the charter, independ-
ence, composition, expertise, and other
requirements of the audit committee

§1710.15

rules of the NYSE, as from time to
time amended, unless otherwise pro-
vided by OFHEO; and

(2) A compensation committee, the
membership of which is to include at
least three independent board members
and the duties of which include, at a
minimum, oversight of compensation
policies and plans for executive officers
and employees and approving the com-
pensation of senior executive officers.

§1710.12 Compensation of board mem-
bers, executive officers, and em-
ployees.

Compensation of board members, ex-
ecutive officers, and employees shall
not be in excess of that which is rea-
sonable and commensurate with their
duties and responsibilities and comply
with applicable laws, rules, and regula-
tions.

§1710.13 Quorum of board of direc-
tors; proxies not permissible.

Each Enterprise shall provide in its
bylaws, within 90 calendar days from
August 5, 2002, that, for the transaction
of business, a quorum of the board of
directors is at least a majority of the
entire board of directors and that a
board member may not vote by proxy.

§1710.14 Conflict-of-interest stand-

ards.

Each Enterprise shall establish and
administer written conflict-of-interest
standards that are reasonably designed
to assure the ability of board members,
executive officers, and employees of
the Enterprise to discharge their duties
and responsibilities, on behalf of the
Enterprise, in an objective and impar-
tial manner.

§1710.15 Conduct and responsibilities
of board of directors.

(a) Purpose. The purpose of this sec-
tion, and of this subpart, is to set forth
minimum standards of the conduct and
responsibilities of the board of direc-
tors in furtherance of the safe and
sound operations of each Enterprise.
The provisions of this section neither
provide shareholders of an Enterprise
with additional rights nor impose li-
ability on any board member under
State law.
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§§1710.16-1710.19

(b) Conduct and responsibilities. The
board of directors is responsible for di-
recting the conduct and affairs of the
Enterprise in furtherance of the safe
and sound operation of the Enterprise
and must remain reasonably informed
of the condition, activities, and oper-
ations of the Enterprise. The respon-
sibilities of the board of directors in-
clude having in place adequate policies
and procedures to assure its oversight
of, among other matters, the following:

(1) Corporate strategy, major plans of
action, risk policy, and corporate per-
formance;

(2) Hiring and retention of qualified
senior executive officers and succession
planning for such senior executive offi-
cers;

(3) Compensation programs of the En-
terprise;

(4) Integrity of accounting and finan-
cial reporting systems of the Enter-
prise, including independent audits and
systems of internal control;

(5) Process and adequacy of report-
ing, disclosures, and communications
to shareholders, investors, and poten-
tial investors; and

(6) Responsiveness of executive offi-
cers in providing accurate and timely
reports to Federal regulators and in ad-
dressing the supervisory concerns of
Federal regulators in a timely and ap-
propriate manner.

(c) Guidance. The board of directors
should refer to the body of law elected
under §1710.10 and to publications and
other pronouncements of OFHEO for
additional guidance on conduct and re-
sponsibilities of the board of directors.

§§1710.16-1710.19 [Reserved]

Subpart C—Indemnification

§1710.20 Indemnification.

(a) Safety and soundness authority.
OFHEO has the authority, under the
Act, to prohibit or restrict reimburse-
ment or indemnification of any current
or former board member or any current
or former executive officer by an En-
terprise or by any affiliate of an Enter-
prise in furtherance of the safe and
sound operations of the Enterprise.

(b) Policies and procedures. Each En-
terprise shall have in place policies and
procedures consistent with this part

12 CFR Ch. XVII (1-1-05 Edition)

for indemnification, including the ap-
proval or denial by the board of direc-
tors of indemnification of current and
former board members and current or
former executive officers. Such policies
and procedures should address, among
other matters, standards relating to in-
demnification, investigation by the
board of directors, and review by inde-
pendent counsel.

PART 1720—SAFETY AND
SOUNDNESS

Sec.

1720.1 Authority.

1720.2 Safety and soundness standards.

APPENDIX A TO PART 1720—PoLICY GUIDANCE;
MINIMUM SAFETY AND SOUNDNESS RE-
QUIREMENTS

APPENDIX B TO PART 1720—PoLICY GUIDANCE;
NON-MORTGAGE LIQUIDITY INVESTMENTS

APPENDIX C TO PART 1720—PoLICY GUIDANCE;
SAFETY AND SOUNDNESS STANDARDS FOR
INFORMATION

AUTHORITY: 12 U.S.C. 4513(a), 4513(b)(1),
4513(b)(5), 4517(a), 4521(a)(2) through (3), 4631,
4632, and 4636.

SOURCE: 67 FR 55693, Aug. 30, 2002, unless
otherwise noted.

§1720.1 Authority.

(a) Authority. This part is issued by
the Office of Federal Housing Enter-
prise Oversight (OFHEO) pursuant to
sections 1313(a), 1313(b)(1), and 1313(b)(5)
of the Federal Housing Enterprise Fi-
nancial Safety and Soundness Act
(Act) (12 U.S.C. 4513(a), 4513(b)(1), and
4513(b)(5)). These provisions of the Act
authorize OFHEO to take any action
deemed appropriate by the Director of
OFHEO to ensure that the Federal Na-
tional Mortgage Association and the
Federal Home Loan Mortgage Corpora-
tion (the Enterprises) are operated in a
safe and sound manner, including by
adopting supervisory policies and
standards by regulation, guidance, or
other process.

(b) Preservation of existing authority.
No action by OFHEO undertaken with
reference to a policy guidance or this
regulation will in any way limit the
authority of the Director otherwise to
address unsafe or unsound conditions
or practices, or other violations of law,
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