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Sec.

965.1 Definitions.

965.2 Authorized liabilities.

965.3 Liquidity reserves for deposits.

AUTHORITY: 12 U.S.C. 1422a, 1422b, 1431.

SOURCE: 65 FR 36298, June 7, 2000, unless
otherwise noted.

§965.1 Definitions.

As used in this part:

Deposits in banks or trust companies
means:

(1) A deposit in another Bank;

(2) A demand account in a Federal
Reserve Bank;

(3) A deposit in, or a sale of Federal
funds to:

(i) An insured depository institution,
as defined in section 2(12)(A) of the Act
(12 U.S.C. 1422(12)(A)), that is des-
ignated by a Bank’s board of directors;

(if) A trust company that is a mem-
ber of the Federal Reserve System or
insured by the FDIC, and is designated
by a Bank’s board of directors; or

(iii) A U.S. branch or agency of a for-
eign bank, as defined in the Inter-
national Banking Act of 1978, as
amended (12 U.S.C. 3101 et seq.), that is
subject to the supervision of the FRB,
and is designated by a Bank’s board of
directors.

Repurchase agreement means an agree-
ment in which a Bank sells securities
and simultaneously agrees to repur-
chase those securities or similar secu-
rities at an agreed upon price, with or
without a stated time for repurchase.

[65 FR 36298, June 7, 2000, as amended at 67
FR 12853, Mar. 20, 2002]

§965.2 Authorized liabilities.

As a source of funds for business op-
erations, each Bank is authorized to
incur liabilities by:

(a) Accepting proceeds from the
issuance of consolidated obligations
issued in accordance with part 966 of
this chapter;

(b) Accepting time or demand depos-
its from members, other Banks or in-
strumentalities of the United States,
and cash accounts from members or as-

sociates pursuant to §8§969.2,
950.17(b)(2)(i)(B), 950.17(d) or 960.4(a)(1),
or other institutions for which the
Bank is providing correspondent serv-
ices pursuant to section 11(e) of the Act
(12 U.S.C. 1431(e));

(c) Purchasing Federal funds; and

(d) Entering into repurchase agree-
ments.

[65 FR 36298, June 7, 2000, as amended at 67
FR 12853, Mar. 20, 2002]

§965.3 Liquidity reserves for deposits.

Each Bank shall at all times have at
least an amount equal to the current
deposits received from its members in-
vested in:

(a) Obligations of the United States;

(b) Deposits in banks or trust compa-
nies; or

(c) Advances with a maturity of not
to exceed five years that are made to
members in conformity with part 950 of
this chapter.

PART 966—CONSOLIDATED
OBLIGATIONS

Sec.

966.1 Definitions.

966.2 Issuance of consolidated obligations.

966.3 Leverage limit and credit rating re-
quirements.

966.4 Form of consolidated obligations.

966.5 Transactions in consolidated obliga-
tions.

966.6 Lost, stolen, destroyed, mutilated or
defaced consolidated obligations.

966.7 Administrative provision.

966.8 Conditions for issuance of consolidated
obligations.

966.9 Joint and several liability.

966.10 Savings clause.

AUTHORITY: 12 U.S.C. 1422a, 1422b, 1431.
SOURCE: 65 FR 36298, June 7, 2000, unless
otherwise noted.
§966.1 Definitions.

As used in this part:

Non-complying Bank means a Bank
that has failed to provide the liquidity
certification as required under
§966.9(b)(1).

[67 FR 12853, Mar. 20, 2002]
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§966.2 Issuance of consolidated obliga-
tions.

(a) Consolidated obligations issued by
the Finance Board. The Finance Board
may issue consolidated obligations
under section 11(c) of the Act (12 U.S.C.
1431(c)), including the determination of
the dates of issue, maturities, rates of
interest, terms and conditions thereof,
and the manner in which such consoli-
dated obligations shall be issued. The
Finance Board in its discretion from
time to time may delegate this by reso-
lution of the Board of Directors, or
may terminate such delegation.

(b) Consolidated obligations issued by
the Banks. (1) Pursuant to the Banks’
housing finance mission set forth in
section 2A(a)(3)(B)(ii) of the Act (12
U.S.C. 1422a(a)(3)(B)(ii)), pursuant to
the Finance Board’s duty to ensure
that the Banks carry out that mission
and remain adequately capitalized and
able to raise funds in the capital mar-
kets under section 2A(a)(3)(B)(ii) and
(iii) of the Act (12 U.S.C.
1422a(a)(3)(B)(ii) and (iii)), and subject
to the provisions of this part and such
rules, regulations, terms and condi-
tions as the Finance Board may pre-
scribe, the Banks are authorized to
issue joint debt under section 11(a) of
the Act (12 U.S.C. 1431(a)), which shall
be called consolidated obligations and
on which the Banks shall be jointly
and severally liable under §966.9 of this
part.

(2) Consolidated obligations shall be
issued only through the Office of Fi-
nance, as agent of the Banks pursuant
to this part and part 985 of this chap-
ter.

(3) The authorization contained here-
in shall be deemed to constitute satis-
faction of the requirement for Finance
Board approval of the ‘“‘terms and con-
ditions” of the consolidated obliga-
tions pursuant to section 1l(a) of the
Act (12 U.S.C. 1431(a)).

(c) Negative pledge requirement. Each
Bank shall at all times maintain assets
described in paragraphs (c)(1) through
(c)(6) of this section free from any lien
or pledge, in an amount at least equal
to a pro rata share of the total amount
of currently outstanding consolidated
obligations jointly issued by the Banks
pursuant to section 11(a) of the Act (12
U.S.C. 1431(a)) and by the Finance

§966.3

Board pursuant to section 11(c) of the
Act (12 U.S.C. 1431(c)) and equal to such
Bank’s participation in all such COs
outstanding, provided that any assets
that are subject to a lien or pledge for
the benefit of the holders of any issue
of consolidated obligations shall be
treated as if they were assets free from
any lien or pledge for purposes of com-
pliance with this paragraph (c). Eligi-
ble assets are:

(1) Cash;

(2) Obligations of or fully guaranteed
by the United States;

(3) Secured advances;

(4) Mortgages as to which one or
more Banks have any guaranty or in-
surance, or commitment therefor, by
the United States or any agency there-
of;

(5) Investments described in section
16(a) of the Act (12 U.S.C. 1436(a)); and

(6) Other securities that have been
assigned a rating or assessment by an
NRSRO that is equivalent to or higher
than the rating or assessment assigned
by that NRSRO to consolidated obliga-
tions outstanding.

[65 FR 36298, June 7, 2000, as amended at 67
FR 12853, Mar. 20, 2002]

§966.3 Leverage limit and credit rat-
ing requirements.

(a) Bank leverage. (1) Except as pro-
vided in paragraph (a)(2) of this sec-
tion, the total assets of any Bank shall
not exceed 21 times the total of paid-in
capital stock, retained earnings, and
reserves (excluding loss reserves and li-
quidity reserves for deposits pursuant
to section 11(g) of the Act (12 U.S.C.
1431(g)) of that Bank.

(2) The aggregate amount of assets of
any Bank may be up to 25 times the
total paid-in capital stock, retained
earnings, and reserves of that Bank,
provided that non-mortgage assets,
after deducting the amount of deposits
and capital, do not exceed 11 percent of
such total assets. For the purposes of
this section, the amount of non-mort-
gage assets equals total assets after de-
duction of:

(i) Advances;

(ii) Acquired member assets, includ-
ing all United States government-in-
sured or guaranteed whole single-fam-
ily or multi-family residential mort-
gage loans;
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(iii) Standby letters of credit;

(iv) Intermediary derivative con-
tracts;

(v) Debt or equity investments:

(A) That primarily benefit house-
holds having a targeted income level, a
significant proportion of which must
benefit households with incomes at or
below 80 percent of area median in-
come, or areas targeted for redevelop-
ment by local, state, tribal or Federal
government (including Federal Em-
powerment Zones and Enterprise and
Champion Communities), by providing
or supporting one or more of the fol-
lowing activities:

(1) Housing;

(2) Economic development;

(3) Community services;

(4) Permanent jobs; or

(5) Area revitalization or stabiliza-
tion;

(B) In the case of mortgage-or asset-
backed securities, the acquisition of
which would expand liquidity for loans
that are not otherwise adequately pro-
vided by the private sector and do not
have a readily available or well estab-
lished secondary market; and

(C) That involve one or more mem-
bers or housing associates in a manner,
financial or otherwise, and to a degree
to be determined by the Bank;

(vi) Investments in SBICs, where one
or more members or housing associates
of the Bank also make a material in-
vestment in the same activity;

(vii) SBIC debentures, the short term
tranche of SBIC securities, or other de-
bentures that are guaranteed by the
Small Business Administration under
title 111 of the Small Business Invest-
ment Act of 1958, as amended (15 U.S.C.
681 et seq);

(viii) Section 108 Interim Notes and
Participation Certificates guaranteed
by the Department of Housing and
Urban Development under section 108
of the Housing and Community Devel-
opment Act of 1974, as amended (42
U.S.C. 5308);

(ix) Investments and obligations
issued or guaranteed under the Native
American Housing Assistance and Self-
Determination Act of 1996 (25 U.S.C.
4101 et seq.).

(x) Securities representing an inter-
est in pools of mortgages (MBS) issued,
guaranteed, or fully insured by the

12 CFR Ch. IX (1-1-04 Edition)

Government National Mortgage Asso-
ciation (Ginnie Mae), the Federal
Home Loan Mortgage Corporation
(Freddie Mac), or the Federal National
Mortgage Association (Fannie Mae), or
Collateralized Mortgage Obligations
(CMOs), including Real Estate Mort-
gage Investment Conduits (REMICs),
backed by such securities;

(xi) Other MBS, CMOs, and REMICs
rated in the highest rating category by
a NRSRO;

(xii) Asset-backed securities
collateralized by manufactured hous-
ing loans or home equity loans and
rated in the highest rating category by
a NRSRO; and

(xiii) Marketable direct obligations
of state or local government units or
agencies, rated in one of the two high-
est rating categories by a NRSRO,
where the purchase of such obligations
by a Bank provides to the issuer the
customized terms, necessary liquidity,
or favorable pricing required to gen-
erate needed funding for housing or
community development.

(b) Credit ratings. (1) The Banks, col-
lectively, shall obtain from an NRSRO
and, at all times, maintain a current
credit rating on the Banks’ consoli-
dated obligations.

(2) Each Bank shall operate in such a
manner and take any actions nec-
essary, including without Ilimitation
reducing Bank leverage, to ensure that
the Banks’ consolidated obligations re-
ceive and continue to receive the high-
est credit rating from any NRSRO by
which the consolidated obligations
have then been rated.

(c) Individual Bank credit rating. Each
Bank shall operate in such a manner
and take any actions necessary to en-
sure that the Bank has and maintains
an individual issuer credit rating of at
least the second highest credit rating
from any NRSRO providing a rating,
where such rating is a meaningful
measure of the individual Bank’s finan-
cial strength and stability, and is up-
dated at least annually by an NRSRO,
or more frequently as required by the
Finance Board, to reflect any material
changes in the condition of the Bank.

(d) Transition provision. Each Bank
shall obtain the credit rating from an
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NRSRO required under paragraph (c) of
this section by July 1, 2001.

[65 FR 36298, June 7, 2000, as amended at 67
FR 12853, Mar. 20, 2002; 67 FR 35715, May 21,
2002]

§966.4 Form of consolidated obliga-
tions.

(a) All consolidated obligations shall
be issued in pari passu.

(b) Consolidated obligations with ma-
turities of one year or less may be des-
ignated consolidated notes.

§966.5 Transactions in consolidated

obligations.

The general regulations of the De-
partment of the Treasury now or here-
after in force governing transactions in
United States securities, except 31 CFR
part 357 regarding book-entry proce-
dure, are hereby incorporated into this
part 966, so far as applicable and as
necessarily modified to relate to con-
solidated obligations, as the regula-
tions of the Finance Board for similar
transactions on consolidated obliga-
tions. The book-entry procedure for
consolidated obligations is contained
in part 987 of this subchapter.

§966.6 Lost, stolen, destroyed, muti-
lated or defaced consolidated obli-
gations.

United States statutes and regula-
tions of the Department of the Treas-
ury now or hereafter in force governing
relief on account of the loss, theft, de-
struction, mutilation or defacement of
United States securities, so far as ap-
plicable and as necessarily modified to
relate to consolidated obligations, are
hereby adopted as the regulations of
the Finance Board for the issuance of
substitute consolidated obligations or
the payment of lost, stolen, destroyed,
mutilated or defaced consolidated obli-
gations.

§966.7 Administrative provision.

The Secretary of the Treasury or the
Acting Secretary of the Treasury is
hereby authorized and empowered, as
the agent of the Finance Board and the
Banks, to administer §§966.5 and 966.6,
and to delegate such authority at their
discretion to other officers, employees,
and agents of the Department of the
Treasury. Any such regulations may be

§966.9

waived on behalf of the Finance Board
and the Banks by the Secretary of the
Treasury, the Acting Secretary of the
Treasury, or by an officer of the De-
partment of the Treasury authorized to
waive similar regulations with respect
to United States securities, but only in
any particular case in which a similar
regulation with respect to United
States securities would be waived. The
terms ‘“‘securities’” and ‘‘bonds’’ as used
in this section shall, unless the context
otherwise requires, include and apply
to coupons and interim certificates.

§966.8 Conditions for issuance of con-
solidated obligations.

(a) The Office of Finance board of di-
rectors shall authorize the offering for
current and forward settlement (up to
12 months) or the reopening of COs, as
necessary, and authorize the matu-
rities, rates of interest, terms and con-
ditions thereof, subject to the provi-
sions of 31 U.S.C. 9108.

(b) COs may be offered for sale only
to the extent that Banks are com-
mitted to take the proceeds.

(c) COs shall not be directly placed
with any Bank.

(d) If a Bank participates in any CO
denominated in a currency other than
U.S. Dollars or linked to equity or
commodity prices, then the Bank shall
meet the following requirements:

(1) The relevant foreign exchange, eq-
uity price or commodity price risks as-
sociated with the CO must be hedged in
accordance with §956.6 of this chapter;

(2) If there is a default on the part of
a counterparty to a contract hedging
the foreign exchange, equity or com-
modity price risk associated with a CO,
the Bank shall enter into a replace-
ment contract in a timely manner and
as soon as market conditions permit.

[65 FR 36298, June 7, 2000, as amended at 66
FR 8321, Jan. 30, 2001; 67 FR 12853, Mar. 20,
2002]

§966.9 Joint and several liability.

(@) In general. (1) Each and every
Bank, individually and collectively,
has an obligation to make full and
timely payment of all principal and in-
terest on consolidated obligations
when due.

(2) Each and every Bank, individually
and collectively, shall ensure that the
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timely payment of principal and inter-
est on all consolidated obligations is
given priority over, and is paid in full
in advance of, any payment to or re-
demption of shares from any share-
holder.

(3) The provisions of this part shall
not limit, restrict or otherwise dimin-
ish, in any manner, the joint and sev-
eral liability of all of the Banks on all
of the consolidated obligations issued
by the Finance Board pursuant to sec-
tion 11(c) of the Act (12 U.S.C. 1431(c))
and by the Banks pursuant to section
11(a) of the Act (12 U.S.C. 1431(a)).

(b) Certification and reporting. (1) Be-
fore the end of each calendar quarter,
and before declaring or paying any div-
idend for that quarter, the President of
each Bank shall certify in writing to
the Finance Board that, based on
known current facts and financial in-
formation, the Bank will remain in
compliance with the liquidity require-
ments set forth in section 11(g) of the
Act (12 U.S.C. 1431(g)), and the Finance
Board’s FMP or any regulations (as the
same may be amended, modified or re-
placed), and will remain capable of
making full and timely payment of all
of its current obligations, including di-
rect obligations, coming due during the
next quarter.

(2) A Bank shall immediately provide
written notice to the Finance Board if
at any time the Bank:

(i) Is unable to provide the certifi-
cation required by paragraph (b)(1) of
this section;

(ii) Projects at any time that it will
fail to comply with statutory or regu-
latory liquidity requirements, or will
be unable to timely and fully meet all
of its current obligations, including di-
rect obligations, due during the quar-
ter;

(iii) Actually fails to comply with
statutory or regulatory liquidity re-
quirements or to timely and fully meet
all of its current obligations, including
direct obligations, due during the quar-
ter; or

(iv) Negotiates to enter or enters into
an agreement with one or more other
Banks to obtain financial assistance to
meet its current obligations, including
direct obligations, due during the quar-
ter; the notice of which shall be accom-
panied by a copy of the agreement,

12 CFR Ch. IX (1-1-04 Edition)

which shall be subject to the approval
of the Finance Board.

(c) Consolidated obligation payment
plans. (1) A Bank promptly shall file a
consolidated obligation payment plan
for Finance Board approval:

(i) If the Bank becomes a non-com-
plying Bank as a result of failing to
provide the certification required in
paragraph (b)(1) of this section;

(ii) If the Bank becomes a non-com-
plying Bank as a result of being re-
quired to provide the notice required
pursuant to paragraph (b)(2) of this sec-
tion, except in the event that a failure
to make a principal or interest pay-
ment on a consolidated obligation
when due was caused solely by a tem-
porary interruption in the Bank’s debt
servicing operations resulting from an
external event such as a natural dis-
aster or a power failure; or

(iii) If the Finance Board determines
that the Bank will cease to be in com-
pliance with the statutory or regu-
latory liquidity requirements, or will
lack the capacity to timely and fully
meet all of its current obligations, in-
cluding direct obligations, due during
the quarter.

(2) A consolidated obligation pay-
ment plan shall specify the measures
the non-complying Bank will under-
take to make full and timely payments
of all of its current obligations, includ-
ing direct obligations, due during the
applicable quarter.

(3) A non-complying Bank may con-
tinue to incur and pay normal oper-
ating expenses incurred in the regular
course of business (including salaries,
benefits, or costs of office space, equip-
ment and related expenses), but shall
not incur or pay any extraordinary ex-
penses, or declare, or pay dividends, or
redeem any capital stock, until such
time as the Finance Board has ap-
proved the Bank’s consolidated obliga-
tion payment plan or inter-Bank as-
sistance agreement, or ordered another
remedy, and all of the non-complying
Bank’s direct obligations have been
paid.

(d) Finance Board payment orders; Ob-
ligation to reimburse. (1) The Finance
Board, in its discretion and notwith-
standing any other provision in this
section, may at any time order any
Bank to make any principal or interest
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payment due on any consolidated obli-
gation.

(2) To the extent that a Bank makes
any payment on any consolidated obli-
gation on behalf of another Bank, the
paying Bank shall be entitled to reim-
bursement from the non-complying
Bank, which shall have a corresponding
obligation to reimburse the Bank pro-
viding assistance, to the extent of such
payment and other associated costs
(including interest to be determined by
the Finance Board).

(e) Adjustment of equities. (1) Any non-
complying Bank shall apply its assets
to fulfill its direct obligations.

(2) If a Bank is required to meet, or
otherwise meets, the direct obligations
of another Bank due to a temporary
interruption in the latter Bank’s debt
servicing operations (e.g., in the event
of a natural disaster or power failure),
the assisting Bank shall have the same
right to reimbursement set forth in
paragraph (d)(2) of this section.

(3) If the Finance Board determines
that the assets of a non-complying
Bank are insufficient to satisfy all of
its direct obligations as set forth in
paragraph (e)(1) of this section, then
the Finance Board may allocate the
outstanding liability among the re-
maining Banks on a pro rata basis in
proportion to each Bank’s participa-
tion in all consolidated obligations
outstanding as of the end of the most
recent month for which the Finance
Board has data, or otherwise as the Fi-
nance Board may prescribe.

(f) Reservation of authority. Nothing in
this section shall affect the Finance
Board’s authority to adjust equities be-
tween the Banks in a manner different
than the manner described in para-
graph (e) of this section, or to take en-
forcement or other action against any
Bank pursuant to the Finance Board’s
authority under the Act or otherwise
to supervise the Banks and ensure that
they are operated in a safe and sound
manner.

(g9) No rights created. (1) Nothing in
this part shall create or be deemed to
create any rights in any third party.

(2) Payments made by a Bank toward
the direct obligations of another Bank

§969.2

are made for the sole purpose of dis-
charging the joint and several liability
of the Banks on consolidated obliga-
tions.

(3) Compliance, or the failure to com-
ply, with any provision in this section
shall not be deemed a default under the
terms and conditions of the consoli-
dated obligations.

§966.10 Savings clause.

Any agreements or other instru-
ments entered into in connection with
the issuance of COs prior to the amend-
ments made to this part shall continue
in effect with respect to all COs issued
under the authority of section 11 of the
Act (12 U.S.C. 1431) and pursuant to
this part. References to consolidated
obligations in such agreements and in-
struments shall be deemed to refer to
all joint and several obligations of the
Banks.

65 FR 36298, June 7, 2000, as amended at 67 FR
12854, Mar. 20, 2002]

PART 969—DEPOSITS

Sec.
969.1 Definitions. [Reserved]
969.2 Deposits from members.

AUTHORITY: 12 U.S.C. 1422b(a)(1), 1431.

SOURCE: 65 FR 8266, Feb 18, 2000, unless oth-
erwise noted.

§969.1 Definitions. [Reserved]

§969.2 Deposits from members.

Banks may accept demand and time
deposits from members, reserving the
right to require notice of intention to
withdraw any part of time deposits.
Rates of interest paid on all deposits
shall be set by the Bank’s board of di-
rectors (or, between regular meetings
thereof, by a committee of directors se-
lected by the board) or by the Bank
President, if so authorized by the
board. Unless otherwise specified by
the board, a Bank President may dele-
gate to any officer or employee of the
Bank any authority he possesses under
this section.
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