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This latter is in re•pons• to your l•tter dated Au9ust 8, 
1989, in which you request on behalf of the Public Securities 
Association that th• Division at Market Re9ulation ("Division") 
issue a na•4ction letter that will parmi~ brok•r-aealers to 
consid•r the Federal Hom• Loan Mortgaqe Corporation ("FHLMC:") 
and the Federal National Mortqaqe Association ("FNMA") as 
control locations "for purposes of paragraph (b) ( 4) of 
securitiee Exehanqe Act Rule l5cl·3 (17 c.F.R. l240.15c3~3). 

You state that it ie your understanding that occasionally 
broker•dealera will exchanqe their proprietary FHLMC or FNMA 
aecuritiea for newly iaaued FHLMC or FNMA REMICs or other 
derivative sacuriti~a thet are backed by the securities 
exchan9ed by the bro~er~dealera. Because FHLMC and FNMA m~st 
ensure that they have received the correct securities and that 
the securities have tha required averaqe coupon and average 
maturity, broker-dealers will generally deliver their 
securities to FHLMC.or FNMA up to five days in advance of tha 
issuance of the new derivative aecuritiea. Upon receipt ot a 
broker•dtaler•s aecuriti•a, both Ffft.MC and FNMA: (1) mark thetr 
books •nd recorde to in~l~ate that each broker-deale~•s 
sec~ritie• are bein9 held tor the ~xcluaive benetit of that 
brnker•deal•r' (2) ••gre;ate on their boo~e and r•cords tne 
aecuritie1 b•in9 h•ld for the brokar•daaler from the securities 
that they own1 and (3) issue receipt• to the delivering broker­
dealer atatin9 that sacuritiea of a specific curr•nt unpaid 
amount or an ori9inal face amount aompriaing certain pool 
numbers and coupon interest rato1 are beinq held by FHLMC or 
FNMA until the exchange dat•. Furthermore, you state that at 
all time• prior to th• exchanqe, the specified securities will 
r•maln th• separate property of th• brokerMdealer with the 
appropriate indications bein9 mada on FHLMC'• ~n4 FNMA's books 
and records and will b• held tree ~nd clear ot any riqht, 
char9e, security interest, lien, or claim of any kind. 

You also state that b~ok•r·d•alers want to enter into 
"".ti;purchu• a9raemanta ( • repos" I using the. Hcuri ties tl\ey hava 
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deliv•ie•d to FHU4C or FNMA as the su.bject1 ot the repos. 
Amonq oth•~ things, para9raph (b)(4)(i) ot Rule l5c3-3 
requite• e broker•d•aler that retain• custody of securities 
that are the subject of a repo between itselt and a • 
counterparty ("hold~in-cuatody repo 11 ) to maintain possession or 
control ot those securities. Pursuant to paragraph (b) (4)(ii), 
sec~ritie• that are not within a broker•daale~•s physical 
possession will b• deemed tor purpoeas of paragr~ph (b) (4) to 
be in the broker•deal•r'• control only if the securities are in 
one ot the "aont~ol loeationa~ set rorth in paragraph• (c)(l), 
(c) (3), (c) (5), or (c) (6) ot the rule. 

sine• a broker~dealer that ha• delivered securities to 
FHLMC or FNMA 11 not in physical po•session of th• securities 
and since neither FHLMC nor FNMA falls within tho description 
ot any ot the control locations sat forth in paraqraphs (c)(l), 
(c)(3), (o) (5), or (c) (6), a brokar"dealer is prohibited trom 
usinq the deliv•~•d securities aa the subjoQt of a nold·in­
custody repo. However, based on the ~ireumstances described 
above, the Division will not reeommend any action it brokar­
dealers consider FHLMC and FNMA aa control locations for 
purpose• of paragraph (b)(4) ot Rule l'cl-3. This no-action 
position is based on th• r•preaentatione eet forth abova. Any 
material enan9e oould warrant • different position and, 
therefore, should be brought to the Division's attention. 

Plea1e do not h•aitate to contact me or my $tatt if you 
hava que9tions concer~in9 the above. 

Sincerely, 
II 

.' ~ ,·. ·. I 
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Michael A. M•cchiaroli 
Aa•iatant Director 

cc: Salvatore Pallante 
New York stock Exehange, Inc. 

Thomae R. Ca•••lla 
National Association ot securities 
Dealers, Inc. 




