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risk-based capital requirements speci-
fied in §932.2 and §932.3 of this chapter,
respectively, and each member shall
comply with the minimum investment
established in the capital plan, as of
the effective date of that Bank’s cap-
ital plan. The effective date of a Bank’s
capital plan shall be the date on which
the Bank first issues any Class A or
Class B stock. Prior to the effective
date, the issuance and retention of
Bank stock shall be as provided in
§925.20 and §925.22 of this chapter.

(b) Transition period. (1) Bank transi-
tion. A Bank that will not be in compli-
ance with the minimum leverage and
risk-based capital requirements speci-
fied in §932.2 and §932.3 of this chapter
as of the effective date of its capital
plan shall maintain compliance with
the leverage limit requirements in
§966.3(a) of this chapter and shall in-
clude in its capital plan a description
of the steps that the Bank will take to
achieve compliance with the minimum
capital requirements specified in §932.2
and §932.3 of this chapter. The period of
time for compliance with the minimum
capital requirements shall be stated in
the plan and shall not exceed three
years from the effective date of the
capital plan. When the Bank has
achieved compliance with the leverage
requirement of §932.2 of this chapter,
the leverage limit requirements of
§966.3(a) of this chapter shall cease to
apply to that Bank.

(2) Member transition. (i) Existing mem-
bers. A Bank’s capital plan shall re-
quire any institution that was a mem-
ber on November 12, 1999, and whose in-
vestment in Bank stock as of the effec-
tive date of the capital plan will be less
than the minimum investment re-
quired by the plan, to comply with the
minimum investment by a date speci-
fied in the Bank’s capital plan. The
length of the transition period shall be
specified in the capital plan and shall
not exceed three years. The capital
plan shall describe the actions that the
existing members are required to take
to achieve compliance with the min-
imum investment, and may require
such members to purchase additional
Bank stock periodically over the
course of the transition period.

(ii) New members. A Bank’s capital
plan shall require any institution that
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became a member after November 12,
1999, but prior to the effective date of
the capital plan, to comply with the
minimum investment specified in the
Bank’s capital plan as of the effective
date of the plan. A Bank’s capital plan
shall require any institution that be-
comes a member after the effective
date of the capital plan, to comply
with the minimum investment upon
becoming a member.

(3) New business. A Bank’s capital
plan shall require any member that ob-
tains an advance or other services from
the Bank, or that initiates any other
business activity with the Bank
against which the Bank is required to
hold capital, after the effective date of
the capital plan to comply with the
minimum investment specified in the
Bank’s capital plan for such advance,
services, or activity at the time the
transaction occurs.
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§932.1 Risk management.

Before its new capital plan may take
effect, each Bank shall obtain the ap-
proval of the Finance Board for the in-
ternal market risk model or the inter-
nal cash flow model used to calculate
the market risk component of its risk-
based capital requirement, and for the
risk assessment procedures and con-
trols (whether established as part of its
risk management policy or otherwise)
to be used to manage its credit, mar-
ket, and operations risks.
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§932.2 Total capital requirement.

(a) Bach Bank shall maintain at all
times:

(1) Total capital in an amount at
least equal to 4.0 percent of the Bank’s
total assets; and

(2) A leverage ratio of total capital to
total assets of at least 5.0 percent of
the Bank’s total assets. For purposes of
determining the leverage ratio, total
capital shall be computed by multi-
plying the Bank’s permanent capital
by 1.6 and adding to this product all
other components of total capital.

(b) For reasons of safety and sound-
ness, the Finance Board may require
an individual Bank to have and main-
tain a greater amount of total capital
than mandated by paragraph (a)(1) of
this section.

§932.3 Risk-based capital requirement.

(a) Each Bank shall maintain at all
times permanent capital in an amount
at least equal to the sum of its credit
risk capital requirement, its market
risk capital requirement, and its oper-
ations risk capital requirement, cal-
culated in accordance with §§932.4, 932.5
and 932.6, respectively.

(b) For reasons of safety and sound-
ness, the Finance Board may require
an individual Bank to have and main-
tain a greater amount of permanent
capital than required by paragraph (a)
of this section.

§932.4 Credit
ment.

(a) General requirement. Each Bank’s
credit risk capital requirement shall be
equal to the sum of the Bank’s credit
risk capital charges for all assets, off-
balance sheet items and derivative con-
tracts.

(b) Credit risk capital charge for assets.
Except as provided in paragraph (i) of
this section, each Bank’s credit risk
capital charge for an asset shall be
equal to the book value of the asset
multiplied by the credit risk percent-
age requirement assigned to that asset
pursuant to paragraph (e)(2) of this sec-
tion.

(c) Credit risk capital charge for off-bal-
ance sheet items. Each Bank’s credit
risk capital charge for an off-balance
sheet item shall be equal to the credit
equivalent amount of such item, as de-

risk capital require-
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termined pursuant to paragraph (f) of
this section multiplied by the credit
risk percentage requirement assigned
to that item pursuant to paragraph
(e)(2) of this section, except that the
credit risk percentage requirement ap-
plied to the credit equivalent amount
for a stand-by letter of credit shall be
that for an advance with the same re-
maining maturity as that stand-by let-
ter of credit.

(d) Credit risk capital charge for deriva-
tive contracts. (1) Derivative contracts
with non-member counterparties. Except
as provided in paragraph (j) of this sec-
tion, each Bank’s credit risk capital
charge for a specific derivative con-
tract entered into between a Bank and
a non-member institution shall equal
the sum of :

(i) The current credit exposure for
the derivative contract, calculated in
accordance with paragraph (g) or (h) of
this section, as applicable, multiplied
by the credit risk percentage require-
ment assigned to that derivative con-
tract pursuant to paragraph (e)(2) of
this section, provided that:

(A) The remaining maturity of the
derivative contract shall be deemed to
be less than one year for the purpose of
applying Table 1.1 or 1.3 of this part;
and

(B) Any collateral held against an ex-
posure from the derivative contract
shall be applied to reduce the portion
of the credit risk capital charge cor-
responding to the current credit expo-
sure in accordance with the require-
ments of paragraph (e)(2)(ii)(B) of this
section; plus

(ii) The potential future credit expo-
sure for the derivative contract cal-
culated in accordance with paragraph
(g) or (h) of this section, as applicable,
multiplied by the credit risk percent-
age requirement assigned to that deriv-
ative contract pursuant to paragraph
(e)(2) of this section, where the actual
remaining maturity of the derivative
contract is used to apply Table 1.1 or
Table 1.3 of this part.

(2) Derivative contracts with a member.
Except as provided in paragraph (j) of
this section, the credit risk capital
charge for any derivative contract en-
tered into between a Bank and one of
its member institutions shall be cal-
culated in accordance with paragraph
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(d)1) of this section. However, the
credit risk percentage requirements
used in the calculations shall be found
in Table 1.1 of this part, which sets
forth the credit risk percentage re-
quirements for advances.

(e) Determination of credit risk percent-
age requirements—(1) Finance Board de-
termination of credit risk percentage re-
quirements. The Finance Board shall de-
termine, and update periodically, the
credit risk percentage requirements set
forth in Tables 1.1 through 1.4 of this
part applicable to a Bank’s assets, off-
balance sheet items, and derivative
contracts.

(2) Bank determination of credit risk
percentage requirements. (i) Each Bank
shall determine the credit risk percent-
age requirement applicable to each
asset, each off-balance sheet item and
each derivative contract by identifying
the category set forth in Table 1.1,
Table 1.2, Table 1.3 or Table 1.4 of this
part to which the asset, item or deriva-
tive belongs, given, if applicable, its
demonstrated credit rating and re-
maining maturity (as determined in
accordance with paragraphs (e)(2)(ii)
and (e)(2)(iii) of this section). The ap-
plicable credit risk percentage require-
ment for an asset, off-balance sheet
item or derivative contract shall be
used to calculate the credit risk cap-
ital charge for such asset, item, or de-
rivative contract in accordance with
paragraphs (b), (¢c) or (d) of this section
respectively. The relevant categories
and credit risk percentage require-
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ments are provided in the following Ta-
bles 1.1 through 1.4 of this part:

TABLE 1.1.—REQUIREMENT FOR ADVANCES

Percentage
applicable
to advances

Type of advances

Advances with:

Remaining maturity <= 4 years ...........ccccc.c.. 0.07
Remaining maturity > 4 years to 7 years ...... 0.20
Remaining maturity > 7 years to 10 years .... 0.30
Remaining maturity > 10 years ...........cccoce.... 0.35
TABLE 1.2.—REQUIREMENT FOR RATED
RESIDENTIAL MORTGAGE ASSETS
Percentage
applicable
Type of residential mortgage asset to residen-
tial mort-
gage assets
Highest Investment Grade ...........c.ccccovvveivecnenns 0.37
Second Highest Investment Grade . 0.60
Third Highest Investment Grade . 0.86
Fourth Highest Investment Grade .. 1.20
If Downgraded to Below Investment Grade
After Acquisition By Bank:
Highest Below Investment Grade .................. 2.40
Second Highest Below Investment Grade ..... 4.80
All Other Below Investment Grade ................ 34.00
Subordinated Classes of Mortgage Assets:
Highest Investment Grade 0.37
Second Highest Investment Grade . 0.60
Third Highest Investment Grade .. 1.60
Fourth Highest Investment Grade .. 4.45
If Downgraded to Below Investment Grade
After Acquisition By Bank:
Highest Below Investment Grade .................. 13.00
Second Highest Below Investment Grade 34.00
All Other Below Investment Grade .... 100.00

TABLE 1.3.—REQUIREMENT FOR RATED ASSETS OR RATED ITEMS OTHER THAN ADVANCES OR
RESIDENTIAL MORTGAGE ASSETS
[Based on remaining maturity]

Applicable percentage
= 1year >1 ));:sto 3 >37¥/rrsé to >7 yg/Srsto 10 >10 yrs
U.S. Government Securities 0.00 0.00 0.00 0.00 0.00
Highest Investment Grade ........ 0.15 0.40 0.90 1.40 2.20
Second Highest Investment Grade .. 0.20 0.45 1.00 1.45 2.30
Third Highest Investment Grade 0.70 1.10 1.60 2.05 2.95
Fourth Highest Investment Grade ............cccceeevinennnne 2.50 3.70 4.45 5.50 7.05
If Downgraded Below Investment Grade After Acquisi-
tion by Bank:

Highest Below Investment Grade 10.00 13.00 13.00 13.00 13.00

Second Highest Below Investment Grade . 26.00 34.00 34.00 34.00 34.00

All Other ......ccoviiiiiiiiccccce 100.00 100.00 100.00 100.00 100.00
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TABLE 1.4.—REQUIREMENT FOR UNRATED

ASSETS
Applicable
Type of unrated asset percentage
Cash oo . 0.00
Premises, Plant, and Equipment 8.00
Investments Under §940.3(e) & (f) 8.00

(ii) When determining the applicable
credit risk percentage requirement
from Tables 1.2 or 1.3 of this part, each
Bank shall apply the following criteria:

(A) For assets or items that are rated
directly by an NRSRO, the credit rat-
ing shall be the NRSRO’s credit rating
for the asset or item as determined in
accordance with paragraph (e)(2)(iii) of
this section.

(B) When using Table 1.3 of this part,
for an asset, off-balance sheet item, or
derivative contract that is not rated
directly by an NRSRO, but for which
an NRSRO rating has been assigned to
any corresponding obligor
counterparty, third party guarantor, or
collateral backing the asset, item, or
derivative, the credit rating that shall
apply to the asset, item, or derivative,
or portion of the asset, item, or deriva-
tive so guaranteed or collateralized,
shall be the credit rating corresponding
to such obligor counterparty, third
party guarantor, or underlying collat-
eral, as determined in accordance with
paragraph (e)(2)(iii) of this section. If
there are multiple obligor
counterparties, third party guarantors,
or collateral instruments backing an
asset, item, or derivative not rated di-
rectly by an NRSRO, or any specific
portion thereof, then the credit rating
that shall apply to that asset, item, or
derivative or specific portion thereof,
shall be the highest credit rating
among such obligor counterparties,
third party guarantors, or collateral
instruments, as determined in accord-
ance with paragraph (e)(2)(iii) of this
section. Assets, items or derivatives
shall be deemed to be backed by collat-
eral for purposes of this paragraph if
the collateral is:

(I) Actually held by the Bank or an
independent, third-party custodian, or,
if permitted under the Bank’s collat-
eral agreement with such party, by the
Bank’s member or an affiliate of that
member where the term ‘‘affiliate’ has
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the same meaning as in §950.1 of this
chapter;

(2) Legally available to absorb losses;

(3) Of a readily determinable value at
which it can be liquidated by the Bank;

(4) Held in accordance with the provi-
sions of the Bank’s member products
policy established pursuant to §917.4 of
this chapter; and

(5) Subject to an appropriate dis-
count to protect against price decline
during the holding period, as well as
the costs likely to be incurred in the
liquidation of the collateral.

(C) When using Table 1.3 of this part,
for an asset with a short-term credit
rating from a given NRSRO, the credit
risk percentage requirement shall be
based on the remaining maturity of the
asset and the long-term credit rating
provided for the issuer of the asset by
the same NRSRO. Should the issuer of
the short-term asset not have a long-
term credit rating, the long-term
equivalent rating shall be determined
as follows:

(I) The highest short-term credit rat-
ing shall be equivalent to the third
highest long-term rating;

(2) The second highest short-term
rating shall be equivalent to the fourth
highest long-term rating;

(3) The third highest short-term rat-
ing shall be equivalent to the fourth
highest long-term rating; and

(4) If the short-term rating is down-
graded to below investment grade after
acquisition by the Bank, the short-
term rating shall be equivalent to the
second highest below investment grade
long-term rating.

(D) For residential mortgage assets
and other assets or items, or relevant
portion of an asset or item, that do not
meet the requirements of paragraphs
(e)(2)(ID)(A), (e)(@2)I1B) or (e)(2)(ii)C)
of this section, and are not identified
in Tables 1.1 or Table 1.4 of this part,
each Bank shall determine its own
credit rating for such assets or items,
or relevant portion thereof, using cred-
it rating standards available from an
NRSRO or other similar standards.
This credit rating, as determined by
the Bank, shall be used to identify the
applicable credit risk percentage re-
quirement under Table 1.2 of this part
for residential mortgage assets, or
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under Table 1.3 of this part for all
other assets or items.

(E) The credit risk percentage re-
quirement for mortgage assets that are
acquired member assets described in
§955.2 of this chapter shall be assigned
from Table 1.2 of this part based on the
rating of those assets after taking into
account any credit enhancement re-
quired by §955.3 of this chapter. Should
a Bank further enhance a pool of loans
through the purchase of insurance or
by some other means, the credit risk
percentage requirement shall be based
on the rating of such pool after the
supplemental credit enhancement, ex-
cept that the Finance Board retains
the right to adjust the credit capital
charge to account for any deficiencies
with the supplemental enhancement on
a case-by-case basis.

(iii) In determining the credit ratings
under paragraph (e)(2)(ii)(A),
(e)(2)(i1)(B) and (e)(2)(ii)(C) of this sec-
tion, each Bank shall apply the fol-
lowing criteria:

(A) The most recent credit rating
from a given NRSRO shall be consid-
ered. If only one NRSRO has rated an
asset or item, that NRSRO’s rating
shall be used. If an asset or item has
received credit ratings from more than
one NRSRO, the lowest credit rating
from among those NRSROs shall be
used.

(B) Where a credit rating has a modi-
fier (e.g., A-1+ for short-term ratings
and A+ or A— for long-term ratings)
the credit rating is deemed to be the
credit rating without the modifier (e.g.,
A-1+ = A-1 and A+ or A—= A);

(f) Calculation of credit equivalent
amount for off-balance sheet items. (1)
General requirement. The credit equiva-
lent amount for an off-balance sheet
item shall be determined by a Finance
Board approved model or shall be equal
to the face amount of the instrument
multiplied by the credit conversion
factor assigned to such risk category of
instruments, subject to the exceptions
in paragraph (f)(2) of this section, pro-
vided in the following Table 2 of this
part:

§932.4

TABLE 2—CREDIT CONVERSION FACTORS
FOR OFF-BALANCE SHEET ITEMS

Credit conver-
sion factor
(In percent)

Instrument

Asset sales with recourse where the credit
risk remains with the Bank ........................ 100

Commitments to make advances subject to
certain drawdown.

Commitments to acquire loans subject to
certain drawdown.

Standby letters of credit ...........ccccoeeviriiininnne 50

Other commitments with original maturity of
over one year.

Other commitments with original maturity of
ONE Year Or I€SS .....cccooeveeiiiciiieseeeee 20

(2) Exceptions. The credit conversion
factor shall be zero for Other Commit-
ments With Original Maturity of Over
One Year and Other Commitments
With Original Maturity of One Year or
Less, for which credit conversion fac-
tors of 50 percent or 20 percent would
otherwise apply, that are uncondition-
ally cancelable, or that effectively pro-
vide for automatic cancellation, due to
the deterioration in a borrower’s cred-
itworthiness, at any time by the Bank
without prior notice.

(g) Calculation of current and potential
future credit exposures for single deriva-
tive contracts. (1) Current credit exposure.
The current credit exposure for a deriv-
ative contract that is not subject to a
qualifying bilateral netting contract
described in paragraph (h)(3) of this
section shall be:

(i) If the mark-to-market value of
the contract is positive, the mark-to-
market value of the contract; or (ii) If
the mark-to-market value of the con-
tract is zero or negative, zero.

(2) Potential future credit exposure. (1)
The potential future credit exposure
for a single derivative contract, includ-
ing a derivative contract with a nega-
tive mark-to-market value, shall be
calculated using an internal model ap-
proved by the Finance Board or, in the
alternative, by multiplying the effec-
tive notional amount of the derivative
contract by one of the assigned credit
conversion factors, modified as may be
required by paragraph (g)(2)(ii) of this
section, for the appropriate category as
provided in the following Table 3 of
this part:
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TABLE 3.—CREDIT CONVERSION FACTORS FOR POTENTIAL FUTURE CREDIT EXPOSURE DERIVATIVE

CONTRACTS
[In percent]
Foreign Precious ~
Residual maturity Interest rate exchange Equity metals ex- Omg&igg;n

and gold cept gold
One year or less 0 1 6 7 10
Over 1 year to five years 5 5 8 7 12
OVer fiVe YEarsS .....ccccoovveiiiiiiiiieeiereens 15 75 10 8 15

(ii) In applying the credit conversion
factors in Table 3 of this part the fol-
lowing modifications shall be made:

(A) For derivative contracts with
multiple exchanges of principal, the
conversion factors are multiplied by
the number of remaining payments in
the derivative contract; and

(B) For derivative contracts that
automatically reset to zero value fol-
lowing a payment, the residual matu-
rity equals the time until the next pay-
ment; however, interest rate contracts
with remaining maturities of greater
than one year shall be subject to a
minimum conversion factor of 0.5 per-
cent.

(iii) If a Bank uses an internal model
to determine the potential future cred-
it exposure for a particular type of de-
rivative contract, the Bank shall use
the same model for all other similar
types of contracts. However, the Bank
may use an internal model for one type
of derivative contract and Table 3 of
this part for another type of derivative
contract.

(iv) Forwards, swaps, purchased op-
tions and similar derivative contracts
not included in the Interest Rate, For-
eign Exchange and Gold, Equity, or
Precious Metals Except Gold cat-
egories shall be treated as other com-
modities contracts when determining
potential future credit exposures using
Table 3 of this part.

(v) If a Bank uses Table 3 of this part
to determine the potential future cred-
it exposures for credit derivative con-
tracts, the credit conversion factors
provided in Table 3 for equity contracts
shall also apply to the credit derivative
contracts entered into with investment
grade counterparties. If the
counterparty is downgraded to below
investment grade, the credit conver-
sion factor provided in Table 3 of this

part for other commodity contracts
shall apply.

(h) Calculation of current and potential
future credit exposures for multiple deriv-
ative contracts subject to a qualifying bi-
lateral metting contract—(1) Current
credit exposure. The current credit ex-
posure for multiple derivative con-
tracts executed with a single
counterparty and subject to a quali-
fying bilateral netting contract de-
scribed in paragraph (h)(3) of this sec-
tion, shall be calculated on a net basis
and shall equal:

(i) The net sum of all positive and
negative mark-to-market values of the
individual derivative contracts subject
to a qualifying bilateral netting con-
tract, if the net sum of the mark-to-
market values is positive; or

(ii) Zero, if the net sum of the mark-
to-market values is zero or negative.

(2) Potential future credit exposure. The
potential future credit exposure for
each individual derivative contract
from among a group of derivative con-
tracts that are executed with a single
counterparty and subject to a quali-
fying bilateral netting contract de-
scribed in paragraph (h)(3) of this sec-
tion shall be calculated as follows:

Anet = 0.4 x Agr0$ + (0.6 x NGR x AgroS)s

where:

(i) Anet is the potential future credit
exposure for an individual derivative
contract subject to the qualifying bi-
lateral netting contract;

(i1) Agross is the gross potential future
credit exposure, i.e., the potential fu-
ture credit exposure for the individual
derivative contract, calculated in ac-
cordance with paragraph (g)(2) of this
section but without regard to the fact
that the contract is subject to the
qualifying bilateral netting contract;

(iii) NGR is the net to gross ratio,
i.e., the ratio of the net current credit
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exposure of all the derivative contracts
subject to the qualifying bilateral net-
ting contract, calculated in accordance
with paragraph (h)(1) of this section, to
the gross current credit exposure; and

(iv) The gross current credit exposure
is the sum of the positive current cred-
it exposures of all the individual deriv-
ative contracts subject to the quali-
fying bilateral netting contract, cal-
culated in accordance with paragraph
(2)(1) of this section but without regard
to the fact that the contract is subject
to the qualifying bilateral netting con-
tract.

(3) Qualifying bilateral netting con-
tract. A bilateral netting contract shall
be considered a qualifying bilateral
netting contract if the following condi-
tions are met:

(i) The netting contract is in writing;

(ii) The netting contract is not sub-
ject to a walkaway clause;

(iii) The netting contract provides
that the Bank would have a single
legal claim or obligation either to re-
ceive or to pay only the net amount of
the sum of the positive and negative
mark-to-market values on the indi-
vidual derivative contracts covered by
the netting contract in the event that
a counterparty, or a counterparty to
whom the netting contract has been as-
signed, fails to perform due to default,
insolvency, bankruptcy, or other simi-
lar circumstance;

(iv) The Bank obtains a written and
reasoned legal opinion that represents,
with a high degree of certainty, that in
the event of a legal challenge, includ-
ing one resulting from default, insol-
vency, bankruptcy, or similar cir-
cumstances, the relevant court and ad-
ministrative authorities would find the
Bank’s exposure to be the net amount
under:

(A) The law of the jurisdiction by
which the counterparty is chartered or
the equivalent location in the case of
non-corporate entities, and if a branch
of the counterparty is involved, then
also under the law of the jurisdiction
in which the branch is located;

(B) The law of the jurisdiction that
governs the individual derivative con-
tracts covered by the netting contract;
and

(C) The law of the jurisdiction that
governs the netting contract;
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(v) The Bank establishes and main-
tains procedures to monitor possible
changes in relevant law and to ensure
that the netting contract continues to
satisfy the requirements of this sec-
tion; and

(vi) The Bank maintains in its files
documentation adequate to support the
netting of a derivative contract.

(1) Credit risk capital charge for assets
hedged with credit derivatives—(1) Credit
derivatives with a remaining maturity
of one year or more. The credit risk
capital charge for an asset that is
hedged with a credit derivative that
has a remaining maturity of one year
or more may be reduced only in accord-
ance with paragraph (i)(3) or (i)(4) of
this section and only if the credit de-
rivative provides substantial protec-
tion against credit losses.

(2) Credit derivatives with a remaining
maturity of less than one year. The cred-
it risk capital charge for an asset that
is hedged with a credit derivative that
has a remaining maturity of less than
one year may be reduced only in ac-
cordance with paragraph (i)(3) of this
section and only if the remaining ma-
turity on the credit derivative is iden-
tical to or exceeds the remaining ma-
turity of the hedged asset and the cred-
it derivative provides substantial pro-
tection against credit losses.

(3) Capital charge reduced to zero. The
credit risk capital charge for an asset
shall be zero if a credit derivative is
used to hedge the credit risk on that
asset in accordance with paragraph
(i)(1) or (i)(2) of this section, provided
that:

(i) The remaining maturity for the
credit derivative used for the hedge is
identical to or exceeds the remaining
maturity for the hedged asset, and ei-
ther:

(A) The asset referenced in the credit
derivative is identical to the hedged
asset; or

(B) The asset referenced in the credit
derivative is different from the hedged
asset, but only if the asset referenced
in the credit derivative and the hedged
asset have been issued by the same ob-
ligor, the asset referenced in the credit
derivative ranks pari passu to or more
junior than the hedged asset and has
the same maturity as the hedged asset,
and cross-default clauses apply; and
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(ii) The credit risk capital charge for
the credit derivative contract cal-
culated pursuant to paragraph (d) of
this section is still applied.

(4) Capital charge reduction in certain
other cases. The credit risk capital
charge for an asset hedged with a cred-
it derivative in accordance with para-
graph (i)(1) of this section shall equal
the sum of the credit risk capital
charges for the hedged and unhedged
portion of the asset provided that:

(i) The remaining maturity for the
credit derivative is less than the re-
maining maturity for the hedged asset
and either:

(A) The asset referenced in the credit
derivative is identical to the hedged
asset; or

(B) The asset referenced in the credit
derivative is different from the hedged
asset, but only if the asset referenced
in the credit derivative and the hedged
asset have been issued by the same ob-
ligor, the asset referenced in the credit
derivative ranks pari passu to or more
junior than the hedged asset and has
the same maturity as the hedged asset,
and cross-default clauses apply; and

(ii) The credit risk capital charge for
the unhedged portion of the asset
equals:

(A) The credit risk capital charge for
the hedged asset, calculated as the
book value of the hedged asset multi-
plied by the hedged asset’s credit risk
percentage requirement assigned pur-
suant to paragraph (e)(2) of this section
where the appropriate credit rating is
that for the hedged asset and the ap-
propriate maturity is the remaining
maturity of the hedged asset; minus

(B) The credit risk capital charge for
the hedged asset, calculated as the
book value of the hedged asset multi-
plied by the hedged asset’s credit risk
percentage requirement assigned pur-
suant to paragraph (e)(2) of this section
where the appropriate credit rating is
that for the hedged asset but the ap-
propriate maturity is deemed to be the
remaining maturity of the credit deriv-
ative; and

(iii) The credit risk capital charge for
the hedged portion of the asset is equal
to the credit risk capital charge for the
credit derivative, calculated in accord-
ance with paragraph (d) of this section.

12 CFR Ch. IX (1-1-02 Edition)

(j) Zero Credit risk capital charge for
certain derivative contracts. The credit
risk capital charge for the following
derivative contracts shall be zero:

(1) A foreign exchange rate contract
with an original maturity of 14 cal-
endar days or less (gold contracts do
not qualify for this exception); and

(2) A derivative contract that is trad-
ed on an organized exchange requiring
the daily payment of any variations in
the market value of the contract.

(k) Date of calculations. Unless other-
wise directed by the Finance Board,
each Bank shall perform all calcula-
tions required by this section using the
assets, off-balance sheet items, and de-
rivative contracts held by the Bank,
and, if applicable, the values or credit
ratings of such assets, items, or deriva-
tives as of the close of business of the
last business day of the month for
which the credit risk capital charge is
being calculated.

[66 FR 8310, Jan. 30, 2001, as amended at 66
FR 54108, Oct. 26, 2001]

§932.5 Market risk capital require-
ment.

(a) General requirement. (1) Each
Bank’s market risk capital require-
ment shall equal the sum of:

(i) The market value of the Bank’s
portfolio at risk from movements in in-
terest rates, foreign exchange rates,
commodity prices, and equity prices
that could occur during periods of mar-
ket stress, where the market value of
the Bank’s portfolio at risk is deter-
mined using an internal market risk
model that fulfills the requirements of
paragraph (b) of this section and that
has been approved by the Finance
Board; and

(ii) The amount, if any, by which the
Bank’s current market value of total
capital is less than 85 percent of the
Bank’s book value of total capital,
where:

(A) The current market value of the
total capital is calculated by the Bank
using the internal market risk model
approved by the Finance Board under
paragraph (d) of this section; and

(B) The book value of total capital is
the same as the amount of total capital
reported by the Bank to the Finance
Board under §932.7 of this part.
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(2) A Bank may substitute an inter-
nal cash flow model to derive a market
risk capital requirement in place of
that calculated using an internal mar-
ket risk model under paragraph (a)(1)
of this section, provided that:

(i) The Bank obtains Finance Board
approval of the internal cash flow
model and of the assumptions to be ap-
plied to the model; and

(ii) The Bank demonstrates to the Fi-
nance Board that the internal cash
flow model subjects the Bank’s assets
and liabilities, off-balance sheet items
and derivative contracts, including re-
lated options, to a comparable degree
of stress for such factors as will be re-
quired for an internal market risk
model.

(b) Measurement of market value at risk
under a Bank’s internal market risk
model. (1) Except as provided under
paragraph (a)(2) of this section, each
Bank shall use an internal market risk
model that estimates the market value
of the Bank’s assets and liabilities, off-
balance sheet items, and derivative
contracts, including any related op-
tions, and measures the market value
of the Bank’s portfolio at risk of its as-
sets and liabilities, off-balance sheet
items, and derivative contracts, includ-
ing related options, from all sources of
the Bank’s market risks, except that
the Bank’s model need only incor-
porate those risks that are material.

(2) The Bank’s internal market risk
model may use any generally accepted
measurement technique, such as vari-
ance-covariance models, historical sim-
ulations, or Monte Carlo simulations,
for estimating the market value of the
Bank’s portfolio at risk, provided that
any measurement technique used must
cover the Bank’s material risks.

(3) The measures of the market value
of the Bank’s portfolio at risk shall in-
clude the risks arising from the non-
linear price characteristics of options
and the sensitivity of the market value
of options to changes in the volatility
of the options’ underlying rates or
prices.

(4) The Bank’s internal market risk
model shall use interest rate and mar-
ket price scenarios for estimating the
market value of the Bank’s portfolio at
risk, but at a minimum:
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(i) The Bank’s internal market risk
model shall provide an estimate of the
market value of the Bank’s portfolio at
risk such that the probability of a loss
greater than that estimated shall be no
more than one percent;

(ii) The Bank’s internal market risk
model shall incorporate scenarios that
reflect changes in interest rates, inter-
est rate volatility, and shape of the
yield curve, and changes in market
prices, equivalent to those that have
been observed over 120-business day pe-
riods of market stress. For interest
rates, the relevant historical observa-
tions should be drawn from the period
that starts at the end of the previous
month and goes back to the beginning
of 1978;

(iii) The total number of, and specific
historical observations identified by
the Bank as, stress scenarios shall be:

(A) Satisfactory to the Finance
Board;

(B) Representative of the periods of
the greatest potential market stress
given the Bank’s portfolio, and

(C) Comprehensive given the mod-
eling capabilities available to the
Bank; and

(iv) The measure of the market value
of the Bank’s portfolio at risk may in-
corporate empirical correlations
among interest rates.

(5) For any consolidated obligations
denominated in a currency other than
U.S. Dollars or linked to equity or
commodity prices, each Bank shall, in
addition to fulfilling the criteria of
paragraph (b)(4) of this section, cal-
culate an estimate of the market value
of its portfolio at risk due to the mate-
rial foreign exchange, equity price or
commodity price risk, such that, at a
minimum:

(i) The probability of a loss greater
than that estimated shall not exceed
one percent;

(ii) The scenarios reflect changes in
foreign exchange, equity, or com-
modity market prices that have been
observed over 120-business day periods
of market stress, as determined using
historical data that is from an appro-
priate period; and

(iii) The total number of, and specific
historical observations identified by
the Bank as, stress scenarios shall be:
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(&)
Board;

(B) Representative of the periods of
greatest potential stress given the
Bank’s portfolio; and

(C) Comprehensive given the mod-
eling capabilities available to the
Bank; and

(iv) The measure of the market value
of the Bank’s portfolio at risk may in-
corporate empirical correlations with-
in or among foreign exchange rates, eq-
uity prices, or commodity prices.

(c) Independent validation of Bank in-
ternal market risk model or internal cash
flow model. (1) Each Bank shall conduct
an independent validation of its inter-
nal market risk model or internal cash
flow model within the Bank that is car-
ried out by personnel not reporting to
the business line responsible for con-
ducting business transactions for the
Bank. Alternatively, the Bank may ob-
tain independent validation by an out-
side party qualified to make such de-
terminations. Validations shall be done
on an annual basis, or more frequently
as required by the Finance Board.

(2) The results of such independent
validations shall be reviewed by the
Bank’s board of directors and provided
promptly to the Finance Board.

(d) Finance Board approval of Bank in-
ternal market risk model or internal cash
flow model. Each Bank shall obtain Fi-
nance Board approval of an internal
market risk model or an internal cash
flow model, including subsequent ma-
terial adjustments to the model made
by the Bank, prior to the use of any
model. Bach Bank shall make such ad-
justments to its model as may be di-
rected by the Finance Board.

(e) Date of calculations. Unless other-
wise directed by the Finance Board,
each Bank shall perform any calcula-
tions or estimates required under this
section using the assets and liabilities,
off-balance sheet items, and derivative
contracts held by the Bank, and if ap-
plicable, the values of any such hold-
ings, as of the close of business of the
last business day of the month for
which the market risk capital require-
ment is being calculated.

Satisfactory to the Finance

12 CFR Ch. IX (1-1-02 Edition)

§932.6 Operations risk capital require-
ment.

(a) General requirement. Except as au-
thorized under paragraph (b) of this
section, each Bank’s operations risk
capital requirement shall at all times
equal 30 percent of the sum of the
Bank’s credit risk capital requirement
and market risk capital requirement.

(b) Alternative requirements. With the
approval of the Finance Board, each
Bank may have an operations risk cap-
ital requirement equal to less than 30
percent but no less than 10 percent of
the sum of the Bank’s credit risk cap-
ital requirement and market risk cap-
ital requirement if:

(1) The Bank provides an alternative
methodology for assessing and quanti-
fying an operations risk capital re-
quirement; or

(2) The Bank obtains insurance to
cover operations risk from an insurer
rated at least the second highest in-
vestment grade credit rating by an
NRSRO.

§932.7 Reporting requirements.

Each Bank shall report to the Fi-
nance Board by the 156th business day of
each month its risk-based capital re-
quirement by component amounts, and
its actual total capital amount and
permanent capital amount, calculated
as of the close of business of the last
business day of the preceding month,
or more frequently, as may be required
by the Finance Board.

§932.8 Minimum
ments.

liquidity require-

In addition to meeting the deposit li-
quidity requirements contained in
§965.3 of this chapter, each Bank shall
hold contingency liquidity in an
amount sufficient to enable the Bank
to meet its liquidity mneeds, which
shall, at a minimum, cover five busi-
ness days of inability to access the con-
solidated obligation debt markets. An
asset that has been pledged under a re-
purchase agreement cannot be used to
satisfy minimum liquidity require-
ments.

770



Federal Housing Finance Board

§932.9 Limits on unsecured extensions
of credit to one counterparty or af-
filiated counterparties; reporting
requirements for total extensions of
credit to one counterparty or affili-
ated counterparties.

(a) Unsecured extensions of credit to
single counterparty. (1) General require-
ment. Unsecured extensions of credit by
a Bank to a single counterparty that
arise from the Bank’s on-and off-bal-
ance sheet transactions shall not ex-
ceed the product of the maximum cap-
ital exposure limit applicable to such
counterparty, as set forth in paragraph
(a)(2) and Table 4 of this part, multi-
plied by the lesser of:

(i) The Bank’s total capital; or

(ii) The counterparty’s Tier 1 capital,
or if Tier 1 capital is not available,
total capital (as defined by the
counterparty’s principal regulator) or
some similar comparable measure iden-
tified by the Bank.

(2) Bank determination applicable max-
imum exposure limits. The applicable
maximum capital exposure limits for
specific counterparties are assigned to
each counterparty based upon the cred-
it rating of the counterparty, as deter-
mined in accordance with paragraph
(a)(3) of this section, and are provided
in the following Table 4 of this part:

TABLE 4.—MAXIMUM LIMITS ON UNSECURED EX-
TENSIONS OF CREDIT TO A SINGLE
COUNTERPARTY BY COUNTERPARTY CREDIT
RATING CATEGORY

Maximum
- capital expo-
Credit rating of counterparty category sure limit
(in percent)
Highest Investment Grade ...........cccoccovveineennne 15
Second Highest Investment Grade . 12
Third Highest Investment Grade ..... 6
Fourth Highest Investment Grade ... 15
Below Investment Grade or Other 1

(3) Bank determination of applicable
credit ratings. In determining the appli-
cable credit rating category under
Table 4 of this part, the following cri-
teria shall be applied:

(i) The most recent credit rating
from a given NRSRO shall be consid-
ered. If only one NRSRO has rated the
counterparty, that NRSRO’s rating
shall be used. If a counterparty has re-
ceived credit ratings from more than
one NRSRO, the lowest credit rating
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from among those NRSROs shall be
used;

(ii) Where a credit rating has a modi-
fier, the credit rating is deemed to be
the credit rating without the modifier;

(iii) If a counterparty has received
different credit ratings for its trans-
actions with short-term and long-term
maturities:

(A) The higher credit rating shall
apply for purposes of determining the
allowable maximum capital exposure
limit applicable to the total amount of
unsecured credit extended by the Bank
to such counterparty; and

(B) The lower credit rating shall
apply for purposes of determining the
allowable maximum capital exposure
limit applicable to the amount of unse-
cured credit extended by the Bank to
such counterparty for the transactions
with maturities governed by that rat-
ing.

(iv) If a counterparty is placed on a
credit watch for a potential downgrade
by an NRSRO, the credit rating from
that NRSRO at the next lower grade
shall be used; and

(v) If a counterparty is not rated by
a NRSRO, the Bank shall determine
the applicable credit rating by using
credit rating standards available from
an NRSRO or other similar standards.

(b) Unsecured extensions of credit to af-
filiated counterparties. The total amount
of unsecured extensions of credit by a
Bank to all affiliated counterparties
shall not exceed the product of the
maximum capital exposure limit pro-
vided under Table 4 of this part based
upon the highest credit rating of the
affiliated counterparties, as deter-
mined in accordance with paragraph
(a)(3) of this section, multiplied by the
lesser of:

(1) The Bank’s total capital; or

(2) The combined Tier 1 capital, or if
Tier 1 capital is not available, the com-
bined total capital (as defined by each
affiliated counterparty’s principal reg-
ulator) or some similar comparable
measure identified by the Bank, of all
of the affiliated counterparties.

(c) Reporting requirements—(1) Total
unsecured extensions of credit. Each
Bank shall report monthly to the Fi-
nance Board the amount of the Bank’s
total unsecured extensions of credit
arising from on- and off-balance sheet
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transactions to any single
counterparty or group of affiliated
counterparties that exceeds 5 percent
of:

(i) The Bank’s total capital; or

(ii) The counterparty’s, or affiliated
counterparties’ combined, Tier 1 cap-
ital, or if Tier 1 capital is not avail-
able, total capital (as defined by each
counterparty’s principal regulator) or
some similar comparable measure iden-
tified by the Bank.

(2) Total secured and unsecured exten-
sions of credit. Each Bank shall report
monthly to the Finance Board the
amount of the Bank’s total secured and
unsecured extensions of credit arising
from on- or off-balance sheet trans-
actions to any single counterparty or
group of affiliated counterparties that
exceeds 5 percent of the Bank’s total
assets.

EFFECTIVE DATE NOTE: At 66 FR 66728, Dec.
27, 2001, §932.9 was revised, effective March
27, 2002. For the convenience of the user, the
revised text is set forth as follows:

§932.9 Limits on unsecured extensions of
credit to one counterparty or affiliated
counterparties; reporting requirements
for total extensions of credit to one
counterparty or affiliated counterparties.

(a) Unsecured extensions of credit to a single
counterparty. A Bank shall not extend unse-
cured credit to any single counterparty
(other than a GSE) in an amount that would
exceed the limits of this paragraph. A Bank
shall not extend unsecured credit to a GSE
in an amount that would exceed the limits
set forth in paragraph (c) of this section. If
a third-party provides an irrevocable, uncon-
ditional guarantee of repayment of a credit
(or any part thereof), the third-party guar-
antor shall be considered the counterparty
for purposes of calculating and applying the
unsecured credit limits of this section with
respect the to guaranteed portion of the
transaction.

(1) Term limits. All unsecured extensions of
credit by a Bank to a single counterparty
that arise from the Bank’s on- and off-bal-
ance sheet and derivative transactions (but
excluding the amount of sales of federal
funds with a maturity of one day or less and
sales of federal funds subject to a continuing
contract) shall not exceed the product of the
maximum capital exposure limit applicable
to such counterparty, as determined in ac-
cordance with paragraph (a)(4) of this section
and Table 4 of this part, multiplied by the
lesser of:

(i) The Bank’s total capital; or

(ii) The counterparty’s Tier 1 capital, or if
Tier lcapital is not available, total capital
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(as defined by the counterparty’s principal
regulator) or some similar comparable meas-
ure identified by the Bank.

(2) Overall limits including sales of overnight
federal funds. All unsecured extensions of
credit by a Bank to a single counterparty
that arise from the Bank’s on- and off-bal-
ance sheet and derivative transactions, in-
cluding the amounts of sales of federal funds
with a maturity of one day or less and sales
of federal funds subject to a continuing con-
tract, shall not exceed twice the limit cal-
culated pursuant to paragraph (a)(1) of this
section.

(3) Limits for certain obligations issued by
state, local or tribal governmental agencies. The
term limit set forth in paragraph (a)(1) of
this section when applied to the marketable
direct obligations of state, local or tribal
government unit or agencies that are ac-
quired member assets identified in
§955.2(a)(3) of this chapter or are otherwise
excluded from the prohibition against in-
vestments in whole mortgages or whole loan
or interests in such mortgages or loans by
§956.3(a)(4)(iii) of this chapter shall be cal-
culated based on the Bank’s total capital and
the credit rating assigned to the particular
obligation as determined in accordance with
paragraph (a)(5) of this section. If a Bank
owns series or classes of obligations issued
by a particular state, local or tribal govern-
ment unit or agency or has extended other
forms of unsecured credit to such entity fall-
ing into different rating categories, the total
amount of unsecured credit extended by the
Bank to that government unit or agency
shall not exceed the term limit associated
with the highest-rated obligation issued by
the entity and actually purchased by the
Bank.

(4) Bank determination of applicable mazx-
imum capital exposure limits. (i) Except as set
forth in paragraph (a)(4)(ii) or (a)(4)(iii) of
this section, the applicable maximum capital
exposure limits are assigned to each
counterparty based upon the long-term cred-
it rating of the counterparty, as determined
in accordance with paragraph (a)(b) of this
section, and are provided in the following
Table 4 of this part:

TABLE 4.—MAXIMUM LIMITS ON UNSECURED EX-
TENSIONS OF CREDIT TO A  SINGLE
COUNTERPARTY BY COUNTERPARTY LONG-
TERM CREDIT RATING CATEGORY

Maximum cap-

Long-term credit rating of counterparty cat- ital exposure
egory limit

(in percent)

Highest Investment Grade 15
Second Highest Investment Grade 14
Third Highest Investment Grade .... 9
Fourth Highest Investment Grade .. 3
Below Investment Grade or Other 1
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(ii) If a counterparty does not have a long-
term credit rating but has received a short-
term credit rating from an NRSRO, the max-
imum capital exposure limit applicable to
that counterparty shall be based upon the
short-term credit rating, as determined in
accordance with paragraph (a)(5) of this sec-
tion, as follows:

(A) The highest short-term investment
grade credit rating shall correspond to the
maximum capital exposure limit provided in
Table 4 of this part for the third highest
long-term investment grade rating;

(B) The second highest short-term invest-
ment grade rating shall correspond to the
maximum capital exposure limit provided in
Table 4 of this part for the fourth highest
long-term investment grade rating; and

(C) The third highest short-term invest-
ment grade rating shall correspond to the
maximum capital exposure limit provided in
Table 4 of this part for the fourth highest
long-term investment grade rating.

(iii) If a specific debt obligation issued by
a counterparty receives a credit rating from
an NRSRO that is lower than the
counterparty’s long-term credit rating, the
total amount of the lower-rated obligation
held by the Bank may not exceed a sub-limit
calculated in accordance with paragraph
(a)(1) of this section, except that the Bank
shall use the credit rating associated with
the specific obligation to determine the ap-
plicable maximum capital exposure limit.
For purposes of this paragraph, the credit
rating of the debt obligation shall be deter-
mined in accordance with paragraph (a)(5) of
this section.

(5) Bank determination of applicable credit
ratings. The following criteria shall be ap-
plied to determine a counterparty’s credit
rating:

(i) The counterparty’s most recent credit
rating from a given NRSRO shall be consid-
ered;

(ii) If only one NRSRO has rated the
counterparty, that NRSRO’s rating shall be
used. If a counterparty has received credit
ratings from more than one NRSRO, the low-
est credit rating from among those NRSROs
shall be used;

(iii) Where a credit rating has a modifier,
the credit rating is deemed to be the credit
rating without the modifier;

(iv) If a counterparty is placed on a credit
watch for a potential downgrade by an
NRSRO, the credit rating from that NRSRO
at the next lower grade shall be used; and

(v) If a counterparty is not rated by an
NRSRO, the Bank shall determine the appli-
cable credit rating by using credit rating
standards available from an NRSRO or other
similar standards.

(b) Unsecured extensions of credit to affiliated
counterparties. (1) In general. The total
amount of unsecured extensions of credit by
a Bank to a  group of affiliated
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counterparties that arise from the Bank’s
on- and off-balance sheet and derivative
transactions, including sales of federal funds
with a maturity of one day or less and sales
of federal funds subject to a continuing con-
tract, shall not exceed thirty percent of the
Bank’s total capital.

(2) Relation to individual limits. The aggre-
gate limits calculated under this paragraph
shall apply in addition to the limits on ex-
tensions of unsecured credit to a single
counterparty imposed by paragraph (a) of
this section.

(c) Special limits for GSEs. (1) In general. Un-
secured extensions of credit by a Bank to a
GSE that arise from the Bank’s on- and off-
balance sheet and derivative transactions,
including from the purchase of any subordi-
nated debt subject to the sub-limit set forth
in paragraph (c)(2) of this section, from any
sales of federal funds with a maturity of one
day or less and from sales of federal funds
subject to a continuing contract, shall not
exceed the lesser of:

(i) The Bank’s total capital; or

(ii) The GSE’s total capital (as defined by
the GSE’s principal regulator) or some simi-
lar comparable measure identified by the
Bank.

(2) Sub-limit for subordinated debt. The max-
imum amount of subordinated debt issued by
a GSE and held by a Bank shall not exceed
the term limit calculated under paragraph
(a)(1) of this section, except that a Bank
shall use the credit rating of the GSE’s sub-
ordinated debt to determine the applicable
maximum capital exposure limit. The credit
rating of the subordinated debt shall be de-
termined in accordance with paragraph (a)(5)
of this section.

(3) Limits applying to a GSE after a down-
grade. If any NRSRO assigns a credit rating
to any senior debt obligation issued (or to be
issued) by a GSE that is below the highest
investment grade or downgrades, or places
on a credit watch for a potential downgrade
of the credit rating on any senior unsecured
obligation issued by a GSE to below the
highest investment grade, the special limits
on unsecured extensions of credit under
paragraph (c)(1) of this section shall cease to
apply, and instead, the Bank shall calculate
the maximum amount of its unsecured ex-
tensions of credit to that GSE in accordance
with paragraphs (a)(1) and (a)(2) of this sec-
tion.

(4) Extensions of unsecured credit to other
Banks. The limits of this section do not
apply to unsecured credit extended by one
Bank to another Bank.

(d) Extensions of unsecured credit after down-
grade or placement on credit watch. If an
NRSRO downgrades the credit rating appli-
cable to any counterparty or places any
counterparty on a credit watch for a poten-
tial downgrade, a Bank need not unwind or
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liquidate any existing transaction or posi-
tion with that counterparty that complied
with the limits of this section at the time it
was entered. In such a case, however, a Bank
may extend any additional unsecured credit
to such a counterparty only in compliance
with the limitations that are calculated
using the lower maximum exposure limits.
For the purposes of this section, the renewal
of an existing unsecured extension of credit,
including any decision not to terminate any
sales of federal funds subject to a continuing
contract, shall be considered an additional
extension of unsecured credit that can be un-
dertaken only in accordance with the lower
limit.

(e) Reporting requirements. (1) Total unse-
cured extensions of credit. Each Bank shall re-
port monthly to the Finance Board the
amount of the Bank’s total unsecured exten-
sions of credit arising from on- and off-bal-
ance sheet and derivative transactions to
any single counterparty or group of affili-
ated counterparties that exceeds 5 percent
of:

(i) The Bank’s total capital; or

(ii) The counterparty’s, or affiliated
counterparties’ combined, Tier 1 capital, or
if Tier 1 capital is not available, total cap-
ital (as defined by each counterparty’s prin-
cipal regulator) or some similar comparable
measure identified by the Bank.

(2) Total secured and unsecured extensions of
credit. Bach Bank shall report monthly to
the Finance Board the amount of the Bank’s
total secured and unsecured extensions of
credit arising from on- and off-balance sheet
and derivative transactions to any single
counterparty or group of affiliated
counterparties that exceeds 5 percent of the
Bank’s total assets.

(3) Extensions of credit in excess of limits. A
Bank shall report promptly to the Finance
Board any extensions of unsecured credit
that exceeds any limit set forth in para-
graphs (a), (b) or (c) of this section. In mak-
ing this report, a Bank shall provide the
name of the counterparty or group of affili-
ated counterparties to which the excess un-
secured credit has been extended, the dollar
amount of the applicable limit which has
been exceeded, the dollar amount by which
the Bank’s extension of unsecured credit ex-
ceeds such limit, the dates for which the
Bank was not in compliance with the limit,
and, if applicable, a brief explanation of any
extenuating circumstances which caused the
limit to be exceeded.

(f) Measurement of unsecured extensions of
credit. (1) In general. For purposes of this sec-
tion, unsecured extensions of credit will be
measured as follows:

(i) For on-balance sheet transactions, an
amount equal to the sum of the book value
of the item plus net payments due the Bank;

(ii) For off-balance sheet transactions, an
amount equal to the credit equivalent
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amount of such item, calculated in accord-
ance with §932.4(f) of this part; and

(iii) For derivative transactions, an
amount equal to the sum of the current and
potential future credit exposures for the de-
rivative contract, where those values are cal-
culated in accordance with §§932.4(g) or
932.4(h) of this part, as applicable, less the
amount of any collateral that is held in ac-
cordance with the requirements of
§932.4(e)(2)(ii)(B) of this part against the
credit exposure from the derivative contract.

(2) Status of debt obligations purchased by the
Bank. Any debt obligation or debt security
(other than mortgage-backed securities or
acquired member assets that are identified
in §§9556.2(a)(1) and (2) of this chapter) pur-
chased by a Bank shall be considered an un-
secured extension of credit for the purposes
of this section, except:

(i) Any amount owed the Bank against
which the Bank holds collateral in accord-
ance with §932.4(e)(2)(ii)(B) of this part; or

(ii) Any amount which the Finance Board
has determined on a case-by-case basis shall
not be considered an unsecured extension of
credit.

(g) Obligations of the United States. Obliga-
tions of, or guaranteed by, the United States
are not subject to the requirements of this
section.

PART 933—BANK CAPITAL
STRUCTURE PLANS

Sec.
933.1
933.2
933.3

Submission of plan.

Contents of plan.

Independent review of capital plan.

933.4 Transition provisions.

933.5 Disclosure to members concerning
capital plan and capital stock conver-
sion.

AUTHORITY: 12 U.S.C. 1422a(a)(3), 1422b(a),

1426, 1440, 1443, 1446.

SOURCE: 66 FR 8310, Jan. 30, 2001, unless
otherwise noted.

§933.1 Submission of plan.

(a) In general. By no later than Octo-
ber 29, 2001, the board of directors of
each Bank shall submit to the Finance
Board a plan to establish and imple-
ment a new capital structure for that
Bank, which plan shall comply with
part 931 of this chapter and under
which, when implemented, the Bank
shall have sufficient total and perma-
nent capital to comply with the regu-
latory capital requirements established
by part 932 of this chapter. The Fi-
nance Board, upon a demonstration of
good cause submitted by the board of
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