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SUBCHAPTER G—FEDERAL HOME LOAN BANK ASSETS AND 
OFF-BALANCE SHEET ITEMS 

PART 950—ADVANCES 

Subpart A—Advances to Members 
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Associates 
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Subpart C—Advances to Out-of- 
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Associates 

950.25 Advances to out-of-district members 
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AUTHORITY: 12 U.S.C. 1422a(a)(3), 1422b(a)(1), 
1426, 1429, 1430, 1430b, 1431. 

SOURCE: 58 FR 29469, May 20, 1993, unless 
otherwise noted. Redesignated at 65 FR 8256, 
Feb. 18, 2000. 

Subpart A—Advances to 
Members 

§ 950.1 Definitions. 
As used in this part: 
Affiliate means any business entity 

that controls, is controlled by, or is 
under common control with, a member. 

Capital deficient member means a 
member that fails to meet its min-
imum regulatory capital requirements 
as defined or otherwise required by the 

member’s appropriate federal banking 
agency, insurer or, in the case of mem-
bers that are not federally insured de-
pository institutions, state regulator. 

Cash equivalents means investments 
that— 

(1) Are readily convertible into 
known amounts of cash; 

(2) Have a remaining maturity of 90 
days or less at the acquisition date; 
and 

(3) Are held for liquidity purposes. 
CFI member means a member that is a 

Community Financial Institution, as 
defined in § 925.1 of this chapter, except 
that, for purposes of this part, the 
member’s average of total assets over 
three years shall be calculated by the 
Bank: 

(1) Based on the average of total as-
sets drawn from the institution’s regu-
latory financial reports (as defined in 
§ 925.1 of this chapter) filed with its ap-
propriate regulator (as defined in § 925.1 
of this chapter) for the three most re-
cent calendar year-ends; and 

(2) Annually, and shall be effective 
April 1 of each year. 

Credit union means a credit union as 
defined in section 101 of the Federal 
Credit Union Act (12 U.S.C. 1752). 

Depository institution means a bank, 
savings association, or credit union. 

Dwelling unit means a single room or 
a unified combination of rooms de-
signed for residential use by one house-
hold. 

Improved residential real property 
means residential real property exclud-
ing real property to be improved, or in 
the process of being improved, by the 
construction of dwelling units. 

Insurer means the FDIC for insured 
depository institutions, as defined sec-
tion 3(c)(2) of the Federal Deposit In-
surance Act (12 U.S.C. 1813(c)(2)), and 
the NCUA for federally-insured credit 
unions. 

Long-term advance means an advance 
with an original term to maturity 
greater than five years. 

Manufactured housing means a manu-
factured home as defined in section 
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603(6) of the Manufactured Home Con-
struction and Safety Standards Act of 
1974, as amended (42 U.S.C. 5402(6)). 

Mortgage-backed security means: 
(1) An equity security representing 

an ownership interest in: 
(i) Fully disbursed, whole first mort-

gage loans on improved residential real 
property; or 

(ii) Mortgage pass-through or partici-
pation securities which are themselves 
backed entirely by fully disbursed, 
whole first mortgage loans on im-
proved residential real property; or 

(2) An obligation, bond, or other debt 
security backed entirely by the assets 
described in paragraph (1)(i) or (ii) of 
this definition. 

Multifamily property means: 
(1)(i) Real property that is solely res-

idential and which includes five or 
more dwelling units; or 

(ii) Real property which includes five 
or more dwelling units with commer-
cial units combined, provided the prop-
erty is primarily residential. 

(2) Multifamily property as defined in 
this section includes nursing homes, 
dormitories and homes for the elderly. 

Nonresidential real property means 
real property not used for residential 
purposes, including business or indus-
trial property, hotels, motels, church-
es, hospitals, educational and chari-
table institutions, clubs, lodges, asso-
ciation buildings, golf courses, rec-
reational facilities, farm property not 
containing a dwelling unit, or similar 
types of property, except as otherwise 
determined by the Finance Board in its 
discretion. 

One-to-four family property means any 
of the following: 

(1) Real property containing: 
(i) One-to-four dwelling units; or 
(ii) More than four dwelling units if 

each unit is separated from the other 
units by dividing walls that extend 
from ground to roof, including row 
houses, townhouses or similar types of 
property; 

(2) Manufactured housing if: 
(i) Applicable state law defines the 

purchase or holding of manufactured 
housing as the purchase or holding of 
real property; and 

(ii) The loan to purchase the manu-
factured housing is secured by that 
manufactured housing; 

(3) Individual condominium dwelling 
units or interests in individual cooper-
ative housing dwelling units that are 
part of a condominium or cooperative 
building without regard to the number 
of total dwelling units therein; or 

(4) Real property containing one-to- 
four dwelling units with commercial 
units combined, provided the property 
is primarily residential. 

Residential housing finance assets 
means any of the following: 

(1) Loans secured by residential real 
property; 

(2) Mortgage-backed securities; 
(3) Participations in loans secured by 

residential real property; 
(4) Loans or investments qualifying 

under the definition of ‘‘community 
lending’’ in § 900.1 of this chapter; 

(5) Loans secured by manufactured 
housing, regardless of whether such 
housing qualifies as residential real 
property; or 

(6) Any loans or investments which 
the Finance Board, in its discretion, 
otherwise determines to be residential 
housing finance assets. 

Residential real property means: 
(1) Any of the following: 
(i) One-to-four family property; 
(ii) Multifamily property; 
(iii) Real property to be improved by 

the construction of dwelling units; 
(iv) Real property in the process of 

being improved by the construction of 
dwelling units; 

(2) The term residential real property 
does not include nonresidential real 
property as defined in this section. 

Savings association means a savings 
association as defined in section 3(b) of 
the Federal Deposit Insurance Act, as 
amended (12 U.S.C. 1813(b)). 

Small agri-business loans means loans 
to finance agricultural production and 
other loans to farmers that are within 
the legal lending limit of the reporting 
CFI member, and that are reported on 
either: Schedule RC-C, Part I, item 3 of 
the Report of Condition and Income 
filed by insured commercial banks and 
FDIC-supervised savings banks; or 
Schedule SC300, SC303 or SC306 of the 
Thrift Financial Report filed by sav-
ings associations (or equivalent suc-
cessor schedules). 
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Small business loans means commer-
cial and industrial loans that are with-
in the legal lending limit of the report-
ing CFI member and that are reported 
on either: Schedule RC-C, Part I, item 
1.e or Schedule RC-C, Part I, item 4 of 
the Report of Condition and Income 
filed by insured commercial banks and 
FDIC-supervised savings banks; or 
Schedule SC300, SC303 or SC306 of the 
Thrift Financial Report filed by sav-
ings associations (or equivalent suc-
cessor schedules). 

Small farm loans means loans secured 
primarily by farmland that are within 
the legal lending limit of the reporting 
CFI member, and that are reported on 
either: Schedule RC-C, Part I, item 1.a. 
or 1.b. of the Report of Condition and 
Income filed by insured commercial 
banks and FDIC-supervised savings 
banks; or Schedule SC260 of the Thrift 
Financial Report filed by savings asso-
ciations (or equivalent successor sched-
ules). 

State housing finance agency or SHFA 
has the meaning set forth in § 926.1 of 
this chapter. 

State regulator means a state insur-
ance commissioner or state regulatory 
entity with primary responsibility for 
supervising a member borrower that is 
not a federally insured depository in-
stitution. 

Tangible capital means: 
(1) Capital, calculated according to 

GAAP, less ‘‘intangible assets’’ except 
for purchased mortgage servicing 
rights to the extent such assets are in-
cluded in a member’s core or Tier 1 
capital, as reported in the member’s 
Thrift Financial Report for members 
whose primary federal regulator is the 
OTS, or as reported in the Report of 
Condition and Income for members 
whose primary federal regulator is the 
FDIC, the OCC, or the FRB. 

(2) Capital calculated according to 
GAAP, less intangible assets, as de-
fined by a Bank for members that are 
not regulated by the OTS, the FDIC, 
the OCC, or the FRB; provided that a 
Bank shall include a member’s pur-
chased mortgage servicing rights to 
the extent such assets are included for 

the purpose of meeting regulatory cap-
ital requirements. 

[58 FR 29469, May 20, 1993, as amended at 58 
FR 29477, May 20, 1993; 59 FR 2949, Jan. 20, 
1994; 62 FR 8871, Feb. 27, 1997; 62 FR 12079, 
Mar. 14, 1997; 63 FR 35128, June 29, 1998; 63 FR 
65545, Nov. 27, 1998; 64 FR 16621, Apr. 6, 1999; 
65 FR 8262, Feb. 18, 2000; 65 FR 44428, July 18, 
2000; 66 FR 50295, Oct. 3, 2001; 67 FR 12850, 
Mar. 20, 2002] 

§ 950.2 Authorization and application 
for advances; obligation to repay 
advances. 

(a) Application for advances. A Bank 
may accept oral or written applica-
tions for advances from its members. 

(b) Obligation to repay advances. (1) A 
Bank shall require any member to 
which an advance is made to enter into 
a primary and unconditional obligation 
to repay such advance and all other in-
debtedness to the Bank, together with 
interest and any unpaid costs and ex-
penses in connection therewith, accord-
ing to the terms under which such ad-
vance was made or other indebtedness 
incurred. 

(2) Such obligations shall be evi-
denced by a written advances agree-
ment that shall be reviewed by the 
Bank’s legal counsel to ensure such 
agreement is in compliance with appli-
cable law. 

(c) Secured advances. (1) Each Bank 
shall make only fully secured advances 
to its members as set forth in the Act, 
the provisions of this part and policy 
guidelines established by the Finance 
Board. 

(2) The Bank shall execute a written 
security agreement with each bor-
rowing member which establishes the 
Bank’s security interest in collateral 
securing advances. 

(3) Such written security agreement 
shall, at a minimum, describe the type 
of collateral securing the advances and 
give the Bank a perfectible security in-
terest in the collateral. 

(d) Form of applications and agree-
ments. Applications for advances, ad-
vances agreements and security agree-
ments shall be in substantially such 
form as approved by the Bank’s board 
of directors, or a committee thereof 
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specifically authorized by the board of 
directors to approve such forms. 

[58 FR 29469, May 20, 1993, as amended at 64 
FR 71278, Dec. 21, 1999; 65 FR 8262, Feb. 18, 
2000. Redesignated at 65 FR 44429, July 18, 
2000; 67 FR 12851, Mar. 20, 2002] 

§ 950.3 Purpose of long-term advances; 
Proxy test. 

(a) A Bank shall make long-term ad-
vances only for the purpose of enabling 
any member to purchase or fund new or 
existing residential housing finance as-
sets, which include, for CFI members, 
small business loans, small farm loans 
and small agri-business loans. 

(b)(1) Prior to approving an applica-
tion for a long-term advance, a Bank 
shall determine that the principal 
amount of all long-term advances cur-
rently held by the member does not ex-
ceed the total book value of residential 
housing finance assets held by such 
member. The Bank shall determine the 
total book value of such residential 
housing finance assets, using the most 
recent Thrift Financial Report, Report 
of Condition and Income, financial 
statement or other reliable documenta-
tion made available by the member. 

(2) Applications for CICA advances 
are exempt from the requirements of 
paragraph (b)(1) of this section. 

[58 FR 29469, May 20, 1993, as amended at 63 
FR 65545, Nov. 27, 1998. Redesignated and 
amended at 65 FR 44429, July 18, 2000] 

§ 950.4 Limitations on access to ad-
vances. 

(a) Credit underwriting. A Bank, in its 
discretion, may: 

(1) Limit or deny a member’s applica-
tion for an advance if, in the Bank’s 
judgment, such member: 

(i) Is engaging or has engaged in any 
unsafe or unsound banking practices; 

(ii) Has inadequate capital; 
(iii) Is sustaining operating losses; 
(iv) Has financial or managerial defi-

ciencies, as determined by the Bank, 
that bear upon the member’s credit-
worthiness; or 

(v) Has any other deficiencies, as de-
termined by the Bank; or 

(2) Make advances and renewals only 
if the Bank determines that it may 
safely make such advance or renewal 
to the member, including advances and 

renewals made pursuant to this sec-
tion. 

(b) New advances to members without 
positive tangible capital. (1) A Bank shall 
not make a new advance to a member 
without positive tangible capital un-
less the member’s appropriate federal 
banking agency or insurer requests in 
writing that the Bank make such ad-
vance. The Bank shall promptly pro-
vide the Finance Board with a copy of 
any such request. 

(2) A Bank shall use the most re-
cently available Thrift Financial Re-
port, Report of Condition, and Income 
or other regulatory report of financial 
condition to determine whether a 
member has positive tangible capital. 

(c) Renewals of advances to members 
without positive tangible capital—(1) Re-
newal for 30-day terms. A Bank may 
renew outstanding advances, for suc-
cessive terms of up to 30 days each, to 
a member without positive tangible 
capital; provided, however, that a Bank 
shall honor any written request of the 
appropriate federal banking agency or 
insurer that the Bank not renew such 
advances. 

(2) Renewal for longer than 30-day 
terms. A Bank may renew outstanding 
advances to a member without positive 
tangible capital for a term greater 
than 30 days at the written request of 
the appropriate federal banking agency 
or insurer. 

(d) Advances to capital deficient but 
solvent members. (1) Except as provided 
in paragraph (d)(2)(i) of this section, a 
Bank may make a new advance or 
renew an outstanding advance to a cap-
ital deficient member that has positive 
tangible capital. 

(2)(i) A Bank shall not lend to a cap-
ital deficient member that has positive 
tangible capital if it receives written 
notice from the appropriate federal 
banking agency or insurer that the 
member’s use of Bank advances has 
been prohibited. The Bank shall 
promptly provide the Finance Board 
with a copy of any such notice. 

(ii) A Bank may resume lending to 
such a capital deficient member if the 
Bank receives a written statement 
from the appropriate federal banking 
agency or insurer which re-establishes 
the member’s ability to use advances. 
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(e) Reporting. (1) Each Bank shall pro-
vide the Finance Board with a report of 
the advances and commitments out-
standing to each of its members in ac-
cordance with the instructions pro-
vided in the Data Reporting Manual 
issued by the Finance Board, as amend-
ed from time to time. 

(2) Each Bank shall, upon written re-
quest from a member’s appropriate fed-
eral banking agency or insurer, provide 
to such entity information on advances 
and commitments outstanding to the 
member. 

(f) Members without federal regulators. 
In the case of members that are not 
federally insured depository institu-
tions, the references in paragraphs (b), 
(c), (d) and (e) of this section to ‘‘ap-
propriate federal banking agency or in-
surer’’ shall mean the member’s state 
regulator acting in a capacity similar 
to an appropriate federal banking agen-
cy or insurer. 

(g) Advance commitments. (1) In the 
event that a member’s access to ad-
vances from a Bank is restricted pursu-
ant to this section, the Bank shall not 
fund outstanding commitments for ad-
vances not exercised prior to the impo-
sition of the restriction. This require-
ment shall apply to all advance com-
mitments made by a Bank after August 
25, 1993. 

(2) Each Bank shall include the stipu-
lation contained in paragraph (g)(1) of 
this section as a clause in either: 

(i) The written advances agreement 
required by § 950.2(b)(2) of this part; or 

(ii) The written advances application 
required by § 950.2(a) of this part. 

[58 FR 29469, May 20, 1993, as amended at 59 
FR 2949, Jan. 20, 1994; 64 FR 71278, Dec. 21, 
1999; 65 FR 8263, Feb. 18, 2000. Redesignated 
at 65 FR 44429, July 18, 2000, as amended at 67 
FR 12851, Mar. 20, 2002; 71 FR 35500, June 21, 
2006] 

§ 950.5 Terms and conditions for ad-
vances. 

(a) Advance maturities. Each Bank 
shall offer advances with maturities of 
up to ten years, and may offer ad-
vances with longer maturities con-
sistent with the safe and sound oper-
ation of the Bank. 

(b) Advance pricing—(1) General. A 
Bank shall not price its advances to 
members below: 

(i) The marginal cost to the Bank of 
raising matching term and maturity 
funds in the marketplace, including 
embedded options; and 

(ii) The administrative and operating 
costs associated with making such ad-
vances to members. 

(2) Differential pricing. (i) Each Bank 
may, in pricing its advances, distin-
guish among members based upon its 
assessment of: 

(A) The credit and other risks to the 
Bank of lending to any particular 
member; or 

(B) Other reasonable criteria that 
may be applied equally to all members. 

(ii) Each Bank shall include in its 
member products policy required by 
§ 917.4 of this chapter, standards and 
criteria for such differential pricing 
and shall apply such standards and cri-
teria consistently and without dis-
crimination to all members applying 
for advances. 

(3) Exceptions. The advance pricing 
policies contained in paragraph (b)(1) 
of this section shall not apply in the 
case of: 

(i) A Bank’s CICA programs; and 
(ii) Any other advances programs 

that are volume limited and specifi-
cally approved by the Bank’s board of 
directors. 

(c) Authorization for pricing advances. 
(1) A Bank’s board of directors, a com-
mittee thereof, or the Bank’s presi-
dent, if so authorized by the Bank’s 
board of directors, shall set the rates of 
interest on advances consistent with 
paragraph (b) of this section. 

(2) A Bank president authorized to 
set interest rates on advances pursuant 
to this paragraph (c) may delegate any 
part of such authority to any officer or 
employee of the Bank. 

(d) Putable or convertible advances—(1) 
Disclosure. A Bank that offers a putable 
or convertible advance to a member 
shall disclose in writing to such mem-
ber the type and nature of the risks as-
sociated with putable or convertible 
advance funding. The disclosure should 
include detail sufficient to describe 
such risks. 

(2) Replacement funding for putable ad-
vances. If a Bank terminates a putable 
advance prior to the stated maturity 
date of such advance, the Bank shall 
offer to provide replacement funding to 
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the member, provided the member is 
able to satisfy the normal credit and 
collateral requirements of the Bank for 
the replacement funding requested. 

(3) Definition. For purposes of this 
paragraph (d), the term putable advance 
means an advance that a Bank may, at 
its discretion, terminate and require 
the member to repay prior to the stat-
ed maturity date of the advance. 

[58 FR 29469, May 20, 1993, as amended at 61 
FR 52687, Oct. 8, 1996; 65 FR 8263, Feb. 18, 2000. 
Redesignated and amended at 65 FR 44429, 
July 18, 2000] 

§ 950.6 Fees. 

(a) Fees in member products policy. All 
fees charged by each Bank and any 
schedules or formulas pertaining to 
such fees shall be included in the 
Bank’s member products policy re-
quired by § 917.4 of this chapter. Any 
such fee schedules or formulas shall be 
applied consistently and without dis-
crimination to all members. 

(b) Prepayment fees. (1) Except where 
an advance product contains a prepay-
ment option, each Bank shall establish 
and charge a prepayment fee pursuant 
to a specified formula which makes the 
Bank financially indifferent to the bor-
rower’s decision to repay the advance 
prior to its maturity date. 

(2) Prepayment fees are not required 
for: 

(i) Advances with original terms to 
maturity or repricing periods of six 
months or less; 

(ii) Advances funded by callable debt; 
or 

(iii) Advances which are otherwise 
appropriately hedged so that the Bank 
is financially indifferent to their pre-
payment. 

(3) The board of directors of each 
Bank, a designated committee thereof, 
or officers specifically authorized by 
the board of directors, may waive a 
prepayment fee only if such prepay-
ment will not result in an economic 
loss to the Bank. Any such waiver 
must subsequently be ratified by the 
board of directors. 

(4) A Bank, in determining whether 
or not to waive a prepayment fee, shall 
apply consistent standards to all of its 
members. 

(c) Commitment fees. Each Bank may 
charge a fee for its commitment to 
fund an advance. 

(d) Other fees. Each Bank is author-
ized to charge other fees as it deems 
necessary and appropriate. 

[58 FR 29469, May 20, 1993; 65 FR 8263, Feb. 18, 
2000. Redesignated and amended at 65 FR 
44429, July 18, 2000] 

§ 950.7 Collateral. 
(a) Eligible security for advances to all 

members. At the time of origination or 
renewal of an advance, each Bank shall 
obtain from the borrowing member or, 
in accordance with paragraph (g) of 
this section, an affiliate of the bor-
rowing member, and thereafter main-
tain, a security interest in collateral 
that meets the requirements of one or 
more of the following categories: 

(1) Mortgage loans and privately issued 
securities. (i) Fully disbursed, whole 
first mortgage loans on improved resi-
dential real property not more than 90 
days delinquent; or 

(ii) Privately issued mortgage-backed 
securities, excluding the following: 

(A) Securities that represent a share 
of only the interest payments or only 
the principal payments from the under-
lying mortgage loans; 

(B) Securities that represent a subor-
dinate interest in the cash flows from 
the underlying mortgage loans; 

(C) Securities that represent an in-
terest in any residual payments from 
the underlying pool of mortgage loans; 
or 

(D) Such other high-risk securities as 
the Finance Board in its discretion 
may determine. 

(2) Agency securities. Securities 
issued, insured or guaranteed by the 
United States Government, or any 
agency thereof, including without limi-
tation: 

(i) Mortgage-backed securities issued 
or guaranteed by Freddie Mac, Fannie 
Mae, Ginnie Mae, or any other agency 
of the United States Government; 

(ii) Mortgages or other loans, regard-
less of delinquency status, to the ex-
tent that the mortgage or loan is in-
sured or guaranteed by the United 
States or any agency thereof, or other-
wise is backed by the full faith and 
credit of the United States, and such 
insurance, guarantee or other backing 
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is for the direct benefit of the holder of 
the mortgage or loan; and 

(iii) Securities backed by, or rep-
resenting an equity interest in, mort-
gages or other loans referred to in 
paragraph (a)(2)(ii) of this section. 

(3) Cash or deposits. Cash or deposits 
in a Bank. 

(4) Other real estate-related collateral. 
(i) Other real estate-related collateral 
provided that: 

(A) Such collateral has a readily as-
certainable value, can be reliably dis-
counted to account for liquidation and 
other risks, and can be liquidated in 
due course; and 

(B) The Bank can perfect a security 
interest in such collateral. 

(ii) Eligible other real estate-related 
collateral may include, but is not lim-
ited to: 

(A) Privately issued mortgage- 
backed securities not otherwise eligi-
ble under paragraph (a)(1)(ii) of this 
section; 

(B) Second mortgage loans, including 
home equity loans; 

(C) Commercial real estate loans; and 
(D) Mortgage loan participations. 
(5) Securities representing equity inter-

ests in eligible advances collateral. Any 
security the ownership of which rep-
resents an undivided equity interest in 
underlying assets, all of which qualify 
either as: 

(i) Eligible collateral under para-
graphs (a)(1), (2), (3) or (4) of this sec-
tion; or 

(ii) Cash equivalents. 
(b) Additional collateral eligible as secu-

rity for advances to CFI members or their 
affiliates—(1) General. Subject to the re-
quirements set forth in part 980 of this 
chapter, a Bank is authorized to accept 
from CFI members or their affiliates as 
security for advances small business 
loans, small farm loans or small agri- 
business loans fully secured by collat-
eral other than real estate, or securi-
ties representing a whole interest in 
such loans, provided that: 

(i) Such collateral has a readily as-
certainable value, can be reliably dis-
counted to account for liquidation and 
other risks, and can be liquidated in 
due course; and 

(ii) The Bank can perfect a security 
interest in such collateral. 

(2) Change in CFI status. If a Bank de-
termines, as of April 1 of each year, 
that a member that has previously 
qualified as a CFI no longer qualifies as 
a CFI, and the member has total ad-
vances outstanding that exceed the 
amount that can be fully secured by 
collateral under paragraph (a) of this 
section, the Bank may: 

(i) Permit the advances of such mem-
ber to run to their stated maturities; 
and 

(ii) Renew such member’s advances 
to mature no later than March 31 of 
the following year; provided that the 
total of the member’s advances under 
paragraphs (b)(2)(i) and (ii) of this sec-
tion shall be fully secured by collateral 
set forth in paragraphs (a) and (b) of 
this section. 

(c) Bank restrictions on eligible ad-
vances collateral. A Bank at its discre-
tion may further restrict the types of 
eligible collateral acceptable to the 
Bank as security for an advance, based 
upon the creditworthiness or oper-
ations of the borrower, the quality of 
the collateral, or other reasonable cri-
teria. 

(d) Additional advances collateral. The 
provisions of paragraph (a) of this sec-
tion shall not affect the ability of any 
Bank to take such steps as it deems 
necessary to protect its secured posi-
tion on outstanding advances, includ-
ing requiring additional collateral, 
whether or not such additional collat-
eral conforms to the requirements for 
eligible collateral in paragraphs (a) or 
(b) of this section or section 10 of the 
Act (12 U.S.C. 1430). 

(e) Bank stock as collateral. (1) Pursu-
ant to section 10(c) of the Act (12 
U.S.C. 1430(c)), a Bank shall have a lien 
upon, and shall hold, the stock of a 
member in the Bank as further collat-
eral security for all indebtedness of the 
member to the Bank. 

(2) The written security agreement 
used by the Bank shall provide that the 
borrowing member’s Bank stock is as-
signed as additional security by the 
member to the Bank. 

(3) The security interest of the Bank 
in such member’s Bank stock shall be 
entitled to the priority provided for in 
section 10(e) of the Act (12 U.S.C. 
1430(e)). 
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(f) Advances collateral security requir-
ing formal approval. No home mortgage 
loan otherwise eligible to be accepted 
as collateral for an advance by a Bank 
under this section shall be accepted as 
collateral for an advance if any direc-
tor, officer, employee, attorney or 
agent of the Bank or of the borrowing 
member is personally liable thereon, 
unless the board of directors of the 
Bank has specifically approved such 
acceptance by formal resolution, and 
the Finance Board has endorsed such 
resolution. 

(g) Pledge of advances collateral by af-
filiates. Assets held by an affiliate of a 
member that are eligible as collateral 
under paragraphs (a) or (b) of this sec-
tion may be used to secure advances to 
that member only if: 

(1) The collateral is pledged to secure 
either: 

(i) The member’s obligation to repay 
advances; or 

(ii) A surety or other agreement 
under which the affiliate has assumed, 
along with the member, a primary obli-
gation to repay advances made to the 
member; and 

(2) The Bank obtains and maintains a 
legally enforceable security interest 
pursuant to which the Bank’s legal 
rights and privileges with respect to 
the collateral are functionally equiva-
lent in all material respects to those 
that the Bank would possess if the 
member were to pledge the same col-
lateral directly, and such functional 
equivalence is supported by adequate 
documentation. 

[58 FR 29469, May 20, 1993, as amended at 64 
FR 16621, Apr. 6, 1999; 65 FR 8262, Feb. 18, 
2000. Redesignated and amended at 65 FR 
44429, July 18, 2000; 67 FR 12851, Mar. 20, 2002] 

§ 950.8 Banks as secured creditors. 

(a) Except as provided in paragraph 
(b) of this section, notwithstanding any 
other provision of law, any security in-
terest granted to a Bank by a member, 
or by an affiliate of a member, shall be 
entitled to priority over the claims and 
rights of any party, including any re-
ceiver, conservator, trustee or similar 
party having rights of a lien creditor, 
to such collateral. 

(b) A Bank’s security interest as de-
scribed in paragraph (a) of this section 

shall not be entitled to priority over 
the claims and rights of a party that: 

(1) Would be entitled to priority 
under otherwise applicable law; and 

(2) Is an actual bona fide purchaser 
for value of such collateral or is an ac-
tual secured party whose security in-
terest in such collateral is perfected in 
accordance with applicable state law. 

[58 FR 29469, May 20, 1993. Redesignated at 65 
FR 8256, Feb. 18, 2000 and further redesig-
nated at 65 FR 44429, July 18, 2000, as amend-
ed at 67 FR 12851, Mar. 20, 2002] 

§ 950.9 Pledged collateral; verification. 

(a) Collateral safekeeping. (1) A Bank 
may permit a member that is a deposi-
tory institution to retain documents 
evidencing collateral pledged to the 
Bank, provided that the Bank and such 
member have executed a written secu-
rity agreement pursuant to § 950.2(c) of 
this part whereby such collateral is re-
tained solely for the Bank’s benefit and 
subject to the Bank’s control and di-
rection. 

(2) A Bank shall take any steps nec-
essary to ensure that its security inter-
est in all collateral pledged by non-de-
pository institutions for an advance is 
as secure as its security interest in col-
lateral pledged by depository institu-
tions. 

(3) A Bank may at any time perfect 
its security interest in collateral secur-
ing an advance to a member. 

(b) Collateral verification. Each Bank 
shall establish written procedures and 
standards for verifying the existence of 
collateral securing the Bank’s ad-
vances, and shall regularly verify the 
existence of the collateral securing its 
advances in accordance with such pro-
cedures and standards. 

[58 FR 29469, May 20, 1993, as amended at 64 
FR 16621, Apr. 6, 1999; 65 FR 8263, Feb. 18, 
2000. Redesignated at 65 FR 44430, July 18, 
2000; 67 FR 12851, Mar. 20, 2002] 

§ 950.10 Collateral valuation; apprais-
als. 

(a) Collateral valuation. Each Bank 
shall determine the value of collateral 
securing the Bank’s advances in ac-
cordance with the collateral valuation 
procedures set forth in the Bank’s 
member products policy established 
pursuant to § 917.4 of this chapter. 
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(b) Fair application of procedures. Each 
Bank shall apply the collateral valu-
ation procedures consistently and fair-
ly to all borrowing members, and the 
valuation ascribed to any item of col-
lateral by the Bank shall be conclusive 
as between the Bank and the member. 

(c) Appraisals. A Bank may require a 
member to obtain an appraisal of any 
item of collateral, and to perform such 
other investigations of collateral as 
the Bank deems necessary and proper. 

[65 FR 44430, July 18, 2000] 

§ 950.11 Capital stock requirements; 
unilateral redemption of excess 
stock. 

(a) Capital stock requirement for ad-
vances. At no time shall the aggregate 
amount of outstanding advances made 
by a Bank to a member exceed 20 times 
the amount paid in by such member for 
capital stock in the Bank. 

(b) Unilateral redemption of excess cap-
ital stock; fee in lieu prohibited. (1) A 
Bank, after providing 15 calendar days 
advance written notice to a member, 
may require the redemption of that 
amount of the member’s Bank capital 
stock that exceeds the capital stock re-
quirements set forth in paragraph (a) 
of this section, provided the minimum 
amount required in section 6(b)(1) of 
the Act (12 U.S.C. 1426(b)(1)) is main-
tained. The Bank shall have the discre-
tion to determine the timing of such 
unilateral redemption. The Bank’s im-
plementation of its redemption policy 
shall be consistent with the require-
ment of section 7(j) of the Act (12 
U.S.C. 1427(j)) that the affairs of the 
Bank shall be administered fairly and 
impartially and without discrimina-
tion in favor of or against any member 
borrower. 

(2) A Bank may not impose on or ac-
cept from a member a fee in lieu of re-
deeming the member’s excess Bank 
capital stock. 

[58 FR 29469, May 20, 1993, as amended at 64 
FR 16791, Apr. 6, 1999; 65 FR 8263, Feb. 18, 
2000; 65 FR 13870, Mar. 15, 2000. Redesignated 
at 65 FR 44430, July 18, 2000, as amended at 67 
FR 12851, Mar. 20, 2002] 

§ 950.12 Intradistrict transfer of ad-
vances. 

(a) Advances held by members. A Bank 
may allow one of its members to as-

sume an advance extended by the Bank 
to another of its members, provided the 
assumption complies with the require-
ments of this part governing the 
issuance of new advances. A Bank may 
charge an appropriate fee for proc-
essing the transfer. 

(b) Advances held by nonmembers. A 
Bank may allow one of its members to 
assume an advance held by a non-
member, provided the advance was 
originated by the Bank and provided 
the assumption complies with the re-
quirements of this part governing the 
issuance of new advances. A Bank may 
charge an appropriate fee for proc-
essing the transfer. 

[59 FR 2950, Jan. 20, 1994. Redesignated at 65 
FR 44430, July 18, 2000] 

§ 950.13 Special advances to savings 
associations. 

(a) Eligible institutions. (1) A Bank, 
upon receipt of a written request from 
the Director of the OTS, may make 
short-term advances to a savings asso-
ciation member. 

(2) Such request must certify that 
the member: 

(i) Is solvent but presents a super-
visory concern to the OTS because of 
the member’s financial condition; and 

(ii) Has reasonable and demonstrable 
prospects of returning to a satisfactory 
financial condition. 

(b) Terms and conditions. Advances 
made by a Bank to a member savings 
association under this section shall: 

(1) Be subject to all applicable collat-
eral requirements of the Bank, this 
part and section 10(a) of the Act (12 
U.S.C. 1430(a)); and 

(2) Be at the interest rate applicable 
to advances of similar type and matu-
rity that are made available to other 
members that do not pose such a super-
visory concern. 

[58 FR 29469, May 20, 1993. Redesignated at 65 
FR 8256, Feb. 18, 2000 and further redesig-
nated at 65 FR 44430, July 18, 2000] 

§ 950.14 Advances to the Savings Asso-
ciation Insurance Fund. 

(a) Authority. Upon receipt of a writ-
ten request from the FDIC, a Bank 
may make advances to the FDIC for 
the use of the Savings Association In-
surance Fund. The Bank shall provide 
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a copy of such request to the Finance 
Board. 

(b) Requirements. Advances to the 
FDIC for the use of the Savings Asso-
ciation Insurance Fund shall: 

(1) Bear a rate of interest not less 
than the Bank’s marginal cost of funds, 
taking into account the maturities in-
volved and reasonable administrative 
costs; 

(2) Have a maturity acceptable to the 
Bank; 

(3) Be subject to any prepayment, 
commitment, or other appropriate fees 
of the Bank; and 

(4) Be adequately secured by collat-
eral acceptable to the Bank. 

[58 FR 29469, May 20, 1993, as amended at 65 
FR 8262, Feb. 18, 2000. Redesignated at 65 FR 
44430, July 18, 2000] 

§ 950.15 Liquidation of advances upon 
termination of membership. 

If an institution’s membership in a 
Bank is terminated, the Bank shall de-
termine an orderly schedule for liqui-
dating any indebtedness of such mem-
ber to the Bank; this section shall not 
require a Bank to call any such indebt-
edness prior to maturity of the ad-
vance. The Bank shall deem any such 
liquidation a prepayment of the mem-
ber’s indebtedness, and the member 
shall be subject to any fees applicable 
to such prepayment. 

[58 FR 29469, May 20, 1993. Redesignated at 65 
FR 8256, Feb. 18, 2000 and further redesig-
nated at 65 FR 44430, July 18, 2000] 

Subpart B—Advances to Housing 
Associates 

SOURCE: 62 FR 12079, Mar. 14, 1997, unless 
otherwise noted. 

§ 950.16 Scope. 
Except as otherwise provided in 

§ § 950.14 and 950.17, the requirements of 
subpart A apply to this subpart. 

[58 FR 29469, May 20, 1993. Redesignated at 65 
FR 44430, July 18, 2000] 

§ 950.17 Advances to housing associ-
ates. 

(a) Authority. Subject to the provi-
sions of the Act and this subpart, a 
Bank may make advances only to a 
housing associate whose principal place 

of business, as determined in accord-
ance with part 925 of this chapter, is lo-
cated in the Bank’s district. 

(b) Collateral requirements—(1) Ad-
vances to housing associates. A Bank 
may make an advance to any housing 
associate upon the security of the fol-
lowing collateral: 

(i) Mortgage loans insured by the 
Federal Housing Administration of 
HUD under title II of the National 
Housing Act; or 

(ii) Securities representing a whole 
interest in the principal and interest 
payments due on a pool of mortgage 
loans insured by the Federal Housing 
Administration of HUD under title II of 
the National Housing Act. A Bank may 
only accept as collateral the securities 
described in this paragraph (b)(1)(ii) if 
the housing associate provides evi-
dence that such securities are backed 
solely by mortgages of the type de-
scribed in paragraph (b)(1)(i) of this 
section. 

(2) Certain advances to SHFAs. (i) In 
addition to the collateral described in 
paragraph (b)(1) of this section, a Bank 
may make an advance to a housing as-
sociate that has satisfied the require-
ments of § 926.3(b) for the purpose of fa-
cilitating residential or commercial 
mortgage lending that benefits individ-
uals or families meeting the income re-
quirements in section 142(d) or 143(f) of 
the Internal Revenue Code (26 U.S.C. 
142(d) or 143(f)) upon the security of the 
following collateral: 

(A) The collateral described in 
§ 950.7(a)(1) or (2). 

(B) The collateral described in 
§ 950.7(a)(3). Solely for the purpose of 
facilitating acceptance of such collat-
eral, a Bank may establish a cash col-
lateral account for a housing associate 
that has satisfied the requirements of 
§ 926.3(b). 

(C) The other real estate-related col-
lateral described in § 950.7(a)(4), pro-
vided that such collateral comprises 
mortgage loans on one-to-four family 
or multifamily residential property. 

(ii) Prior to making an advance pur-
suant to this paragraph (b)(2), a Bank 
shall obtain a written certification 
from the housing associate that it shall 
use the proceeds of the advance for the 
purposes described in paragraph 
(b)(2)(i) of this section. 
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(c) Terms and conditions—(1) General. 
Subject to the provisions of this para-
graph (c), a Bank, in its discretion, 
shall determine whether, and on what 
terms, it will make advances to a hous-
ing associate. 

(2) Advance pricing. (i) A Bank shall 
price advances to housing associates in 
accordance with the requirements for 
pricing advances to members set forth 
in § 950.3(b). Wherever the term ‘‘mem-
ber’’ appears in § 950.3(b), the term shall 
be construed also to mean ‘‘housing as-
sociate.’’ 

(ii) A Bank shall apply the pricing 
criteria identified in § 950.5(b)(2) equal-
ly to all of its member and housing as-
sociate borrowers. 

(3) Limit on advances. The principal 
amount of any advance made to a hous-
ing associate may not exceed 90 per-
cent of the unpaid principal of the 
mortgage loans or securities pledged as 
security for the advance. This limit 
does not apply to an advance made to 
a housing associate under paragraph 
(b)(2) of this section. 

(d) Transaction accounts. Solely for 
the purpose of facilitating the making 
of advances to a housing associate, a 
Bank may establish a transaction ac-
count for each housing associate. 

(e) Loss of eligibility—(1) Notification of 
status changes. A Bank shall require a 
housing associate that applies for an 
advance to agree in writing that it will 
promptly inform the Bank of any 
change in its status as a housing asso-
ciate. 

(2) Verification of eligibility. A Bank 
may, from time to time, require a 
housing associate to provide evidence 
that it continues to satisfy all of the 
eligibility requirements of the Act, 
this subpart and part 926 of this chap-
ter. 

(3) Loss of eligibility. A Bank shall not 
extend a new advance or renew an ex-
isting advance to a housing associate 
that no longer meets the eligibility re-
quirements of the Act, this subpart and 
part 926 of this chapter until the entity 
has provided evidence satisfactory to 

the Bank that it is in compliance with 
such requirements. 

[58 FR 29469, May 20, 1993, as amended by 65 
FR 203, Jan. 4, 2000; 65 FR 8263, Feb. 18, 2000. 
Redesignated and amended at 65 FR 44430, 
July 18, 2000; 67 FR 12851, Mar. 20, 2002; 70 FR 
9510, Feb. 28, 2005] 

Subpart C—Advances to Out-of- 
District Members and Housing 
Associates 

§ 950.25 Advances to out-of-district 
members and housing associates. 

(a) Establishment of creditor/debtor re-
lationship. Any Bank may become a 
creditor to a member or housing asso-
ciate of another Bank through the pur-
chase of an outstanding advance, or a 
participation interest therein, from the 
other Bank, or through an arrange-
ment with the other Bank that pro-
vides for the establishment of such a 
creditor/debtor relationship at the time 
an advance is made. 

(b) Applicability of advances require-
ments. Any creditor/debtor relationship 
established pursuant to paragraph (a) 
of this section shall be subject to all of 
the provisions of this part that would 
apply to an advance made by a Bank to 
its own members or housing associates. 

[65 FR 43981, July 17, 2000; 65 FR 46049, July 
26, 2000, as amended at 67 FR 12852, Mar. 20, 
2002] 

PART 952—COMMUNITY INVEST-
MENT CASH ADVANCE PRO-
GRAMS 

Sec. 
952.1 Definitions. 
952.2 Scope. 
952.3 Purpose. 
952.4 Targeted Community Lending Plan. 
952.5 Community Investment Cash Advance 

Programs. 
952.6 Reporting. 
952.7 Documentation. 

AUTHORITY: 12 U.S.C. 1422b(a)(1), 1430. 

SOURCE: 63 FR 65546, Nov. 27, 1998, unless 
otherwise noted. Redesignated at 65 FR 8256, 
Feb. 18, 2000. 

§ 952.1 Definitions. 
As used in this part: 
Champion Community means a com-

munity which developed a strategic 
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plan and applied for designation by ei-
ther the Secretary of HUD or the Sec-
retary of the USDA as an Empower-
ment Zone or Enterprise Community, 
but was designated a Champion Com-
munity. 

CICA program or Community Invest-
ment Cash Advance program means: 

(1) A Bank’s AHP; 
(2) A Bank’s CIP; 
(3) A Bank’s RDF program or UDF 

program using any combination of the 
targeted beneficiaries and targeted in-
come levels specified in § 952.1 of this 
part; and 

(4) Any other advance or grant pro-
gram offered by a Bank using targeted 
beneficiaries and targeted income lev-
els other than those specified in § 952.1 
of this part, established by the Bank 
with the prior approval of the Finance 
Board. 

Economic development projects means: 
(1) Commercial, industrial, manufac-

turing, social service, and public facil-
ity projects and activities; and 

(2) Public or private infrastructure 
projects, such as roads, utilities, and 
sewers. 

Family means one or more persons 
living in the same dwelling unit. 

Housing projects means projects or ac-
tivities that involve the purchase, con-
struction, rehabilitation or refinancing 
(subject to § 952.5(c) of this part) of, or 
predevelopment financing for: 

(1) Individual owner-occupied hous-
ing units, each of which is purchased or 
owned by a family with an income at 
or below the targeted income level; 

(2) Projects involving multiple units 
of owner-occupied housing in which at 
least 51% of the units are owned or are 
intended to be purchased by families 
with incomes at or below the targeted 
income level; 

(3) Rental housing where at least 51% 
of the units in the project are occupied 
by, or the rents are affordable to, fami-
lies with incomes at or below the tar-
geted income level; or 

(4) Manufactured housing parks 
where: 

(i) At least 51% of the units in the 
project are occupied by, or the rents 
are affordable to, families with in-
comes at or below the targeted income 
level; or 

(ii) The project is located in a neigh-
borhood with a median income at or 
below the targeted income level. 

Median income for the area—(1) Owner- 
occupied housing projects and economic 
development projects. For purposes of 
owner-occupied housing projects and 
economic development projects, me-
dian income for the area means one or 
more of the following, as determined 
by the Bank: 

(i) The median income for the area, 
as published annually by HUD; 

(ii) The median income for the area 
obtained from the Federal Financial 
Institutions Examination Council; 

(iii) The applicable median family in-
come, as determined under 26 U.S.C. 
143(f) (Mortgage Revenue Bonds) and 
published by a State agency or instru-
mentality; 

(iv) The median income for the area, 
as published by the USDA; or 

(v) The median income for the area 
obtained from another public entity or 
a private source and approved by the 
Board of Directors, at the request of a 
Bank, for use under the Bank’s CICA 
programs. 

(2) Rental housing projects. For pur-
poses of rental housing projects, me-
dian income for the area means one or 
more of the following, as determined 
by the Bank: 

(i) The median income for the area, 
as published annually by HUD; or 

(ii) The median income for the area 
obtained from the Federal Financial 
Institutions Examination Council; 

(iii) The median income for the area 
obtained from another public entity or 
a private source and approved by the 
Board of Directors, at the request of a 
Bank, for use under the Bank’s CICA 
programs. 

MSA means a Metropolitan Statis-
tical Area as designated by the Office 
of Management and Budget. 

Neighborhood means: 
(1) A census tract or block numbering 

area; 
(2) A unit of local government with a 

population of 25,000 or less; 
(3) A rural county; or 
(4) A geographic location designated 

in comprehensive plans, ordinances, or 
other local documents as a neighbor-
hood, village, or similar geographic 
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designation that is within the bound-
ary of but does not encompass the en-
tire area of a unit of general local gov-
ernment. 

Provide financing means: 
(1) Originating loans; 
(2) Purchasing a participation inter-

est, or providing financing to partici-
pate, in a loan consortium for CICA-el-
igible housing or economic develop-
ment projects; 

(3) Making loans to entities that, in 
turn, make loans for CICA-eligible 
housing or economic development 
projects; 

(4) Purchasing mortgage revenue 
bonds or mortgage-backed securities, 
where all of the loans financed by such 
bonds and all of the loans backing such 
securities, respectively, meet the eligi-
bility requirements of the CICA pro-
gram under which the member or hous-
ing associate borrower receives fund-
ing; 

(5) Creating or maintaining a sec-
ondary market for loans, where all 
such loans are mortgage loans meeting 
the eligibility requirements of the 
CICA program under which the member 
or housing associate borrower receives 
funding; 

(6) Originating CICA-eligible loans 
within 3 months prior to receiving the 
CICA funding; and 

(7) Purchasing low-income housing 
tax credits. 

RDF or Rural Development Funding 
program means an advance or grant 
program offered by a Bank for targeted 
community lending in rural areas. 

Rural area means: 
(1) A unit of general local govern-

ment with a population of 25,000 or 
less; 

(2) An unincorporated area outside an 
MSA; or 

(3) An unincorporated area within an 
MSA that qualifies for housing or eco-
nomic development assistance from the 
USDA. 

Small business means a ‘‘small busi-
ness concern,’’ as that term is defined 
by section 3(a) of the Small Business 
Act (15 U.S.C. 632(a)) and implemented 
by the Small Business Administration 
under 13 CFR part 121, or any successor 
provisions. 

Targeted beneficiaries means bene-
ficiaries determined by the geo-

graphical area in which a project is lo-
cated (Geographically Defined Bene-
ficiaries), by the individuals who ben-
efit from a project as employees or 
service recipients (Individual Bene-
ficiaries), or by the nature of the 
project itself (Activity Beneficiaries), 
as follows: 

(1) Geographically Defined Bene-
ficiaries: 

(i) The project is located in a neigh-
borhood with a median income at or 
below the targeted income level; 

(ii) The project is located in a rural 
Champion Community, or a rural Em-
powerment Zone or rural Enterprise 
Community, as designated by the Sec-
retary of the USDA; 

(iii) The project is located in an 
urban Champion Community, or an 
urban Empowerment Zone or urban En-
terprise Community, as designated by 
the Secretary of HUD; 

(iv) The project is located in an In-
dian area, as defined by the Native 
American Housing Assistance and Self- 
Determination Act of 1996 (25 U.S.C. 
4101 et seq.), Alaskan Native Village, or 
Native Hawaiian Home Land; 

(v) The project is located in an area 
and involves a property eligible for a 
Brownfield Tax Credit; 

(vi) The project is located in an area 
affected by a military base closing and 
is a ‘‘community in the vicinity of the 
installation’’ as defined by the Depart-
ment of Defense at 32 CFR part 176; 

(vii) The project is located in a des-
ignated community under the Commu-
nity Adjustment and Investment Pro-
gram as defined under 22 U.S.C. 290m-2; 

(viii) The project is located in a Fed-
erally declared disaster area; or 

(ix) The project is located in a state 
declared disaster area, or other area 
that qualifies for assistance under an-
other Federal or State targeted eco-
nomic development program, approved 
by the Finance Board. 

(2) Individual Beneficiaries: 
(i) The annual salaries for at least 

51% of the permanent full- and part- 
time jobs, computed on a full-time 
equivalent basis, created or retained by 
the project, other than construction 
jobs, are at or below the targeted in-
come level; or 

(ii) At least 51% of the families who 
otherwise benefit from (other than 
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through employment), or are provided 
services by, the project have incomes 
at or below the targeted income level. 

(3) Activity Beneficiaries: Projects 
that qualify as small businesses. 

(4) Other Targeted Beneficiaries. A 
Bank may designate, with the prior ap-
proval of the Finance Board, other tar-
geted beneficiaries for its targeted 
community lending. 

(5) Only targeted beneficiaries identi-
fied in paragraphs (1)(i) through (1)(iv), 
and (2)(i) and (2)(ii) of this definition 
are eligible for CIP advances. 

Targeted community lending means 
providing financing for economic devel-
opment projects for targeted bene-
ficiaries. 

Targeted income level means: 
(1) For rural areas, incomes at or 

below 115 percent of the median income 
for the area, as adjusted for family size 
in accordance with the methodology of 
the applicable area median income 
standard or, at the option of the Bank, 
for a family of four; 

(2) For urban areas, incomes at or 
below 100 percent of the median income 
for the area, as adjusted for family size 
in accordance with the methodology of 
the applicable area median income 
standard or, at the option of the Bank, 
for a family of four; 

(3) For advances provided under CIP: 
(i) For economic development 

projects, incomes at or below 80 per-
cent of the median income for the area; 
or 

(ii) For housing projects, incomes at 
or below 115 percent of the median in-
come for the area, both as adjusted for 
family size in accordance with the 
methodology of the applicable area me-
dian income standard or, at the option 
of the Bank, for a family of four; or 

(4) For advances or grants provided 
under any other CICA program offered 
by a Bank, a targeted income level es-
tablished by the Bank with the prior 
approval of the Finance Board. 

UDF program or Urban Development 
Funding program means an advance or 
grant program offered by a Bank for 
targeted community lending in urban 
areas. 

Urban area means: 
(1) A unit of general local govern-

ment with a population of more than 
25,000; or 

(2) An unincorporated area within an 
MSA that does not qualify for housing 
or economic development assistance 
from the USDA. 

USDA means the United States De-
partment of Agriculture. 

[63 FR 65546, Nov. 27, 1998, as amended at 65 
FR 8264, Feb. 18, 2000; 65 FR 44431, July 18, 
2000; 66 FR 50295, Oct. 3, 2001. Redesignated 
and amended at 67 FR 12852, Mar. 20, 2002] 

§ 952.2 Scope. 

Section 10(j)(10) of the Act (12 U.S.C. 
1430(j)(10) authorizes the Banks to offer 
Community Investment Cash Advance 
(CICA) programs. This part establishes 
requirements for all CICA programs of-
fered by a Bank, except for a Bank’s 
Affordable Housing Program (AHP), 
which is governed specifically by part 
951 of this chapter. 

[63 FR 65546, Nov. 27, 1998, as amended at 65 
FR 8264, Feb. 18, 2000. Redesignated and 
amended at 67 FR 12852, Mar. 20, 2002] 

§ 952.3 Purpose. 

The purpose of this part is to identify 
targeted community lending projects 
that the Banks may support through 
the establishment of CICA programs 
under section 10(j)(10) of the Act (12 
U.S.C. 1430(j)(10)). Pursuant to this 
part, a Bank may offer Rural Develop-
ment Funding (RDF) or Urban Develop-
ment Funding (UDF) programs, or 
both, for targeted community lending 
using the targeted beneficiaries or tar-
geted income levels specified in § 952.1, 
without prior Finance Board approval. 
A Bank also may offer other CICA pro-
grams for targeted community lending 
using targeted beneficiaries and tar-
geted income levels other than those 
specified in § 952.1, established by the 
Bank with the prior approval of the Fi-
nance Board. In addition, a Bank shall 
offer CICA programs under section 10(i) 
of the Act (12 U.S.C. 1430(i)) (Commu-
nity Investment Program (CIP)) and 
section 10(j) of the Act (12 U.S.C. 
1430(j)) (Affordable Housing Program 
(AHP)). A Bank may provide advances 
or grants under its CICA programs ex-
cept for CIP programs, under which a 
Bank may only provide advances. 

[67 FR 12852, Mar. 20, 2002] 
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§ 952.4 Targeted Community Lending 
Plan 

Each Bank shall develop and adopt 
an annual Targeted Community Lend-
ing Plan pursuant to § 944.6 of this 
chapter. 

[63 FR 65546, Nov. 27, 1998, as amended at 65 
FR 8264, Feb. 18, 2000; 65 FR 44431, July 18, 
2000] 

§ 952.5 Community Investment Cash 
Advance Programs. 

(a) In general. (1) Each Bank shall 
offer an AHP in accordance with part 
951 of this chapter. 

(2) Each Bank shall offer a CIP to 
provide financing for housing projects 
and for eligible targeted community 
lending at the appropriate targeted in-
come levels. 

(3) Each Bank may offer RDF pro-
grams or UDF programs, or both, for 
targeted community lending using the 
targeted beneficiaries or targeted in-
come levels specified in § 952.1 of this 
part, without prior Finance Board ap-
proval. 

(4) Each Bank may offer CICA pro-
grams for targeted community lending 
using targeted beneficiaries and tar-
geted income levels other than those 
specified in § 952.1 of this part, estab-
lished by the Bank with the prior ap-
proval of the Finance Board. 

(b) Mixed-use projects. (1) For projects 
funded under CICA programs other 
than CIP, involving a combination of 
housing projects and economic develop-
ment projects, only the economic de-
velopment components of the project 
must meet the appropriate targeted in-
come level for the respective CICA pro-
gram. 

(2) For projects funded under CIP, 
both the housing and economic devel-
opment components of the project 
must meet the appropriate targeted in-
come levels. 

(c) Refinancing. CICA funding other 
than AHP may be used to refinance 
economic development projects and 
housing projects, provided that any eq-
uity proceeds of the refinancing of 
rental housing and manufactured hous-
ing parks are used to rehabilitate the 
projects or to preserve affordability for 
current residents. 

(d) Pricing and Availability of ad-
vances—(1) Advances to members. For 

CICA programs other than AHP and 
CIP, a Bank shall price advances to 
members as provided in § 950.5 of this 
chapter, and may price such advances 
at rates below the price of advances of 
similar amounts, maturities and terms 
made pursuant to section 10(a) of the 
Act. (12 U.S.C. 1430(a)). 

(2) Pricing of CIP advances. The price 
of advances made under CIP shall not 
exceed the Bank’s cost of issuing con-
solidated obligations of comparable 
maturity, taking into account reason-
able administrative costs. 

(3) Pricing of AHP advances. A Bank 
shall price advances made under AHP 
in accordance with parts 950 and 951 of 
this chapter. 

(4) Advances to housing associate bor-
rowers. (i) A Bank may offer advances 
under CICA programs to housing asso-
ciate borrowers at the Bank’s option, 
except for AHP and CIP, which are 
available only to members. 

(ii) A Bank shall price advances to 
housing associate borrowers as pro-
vided in § 950.17 of this chapter, and 
may price such advances at rates below 
the price of advances of similar 
amounts, maturities and terms made 
pursuant to section 10b of the Act. (12 
U.S.C. 1430b). 

(5) Pricing pass-through. A Bank may 
require that borrowers receiving ad-
vances made under CICA programs pass 
through the benefit of any price reduc-
tion from regular advance pricing to 
their borrowers. 

(6) Discount Fund. (i) A Bank may es-
tablish a Discount Fund which the 
Bank may use to reduce the price of 
CIP or other advances made under 
CICA programs below the advance 
prices provided for by this part. 

(ii) Price reductions made through 
the Discount Fund shall be made in ac-
cordance with a fair distribution 
scheme. 

[63 FR 65546, Nov. 27, 1998, as amended at 65 
FR 8264, Feb. 18, 2000; 65 FR 44431, July 18, 
2000; 66 FR 50296, Oct. 3, 2001; 67 FR 12852, 
Mar. 20, 2002] 

§ 952.6 Reporting. 
(a) By July 1, 1999, each Bank shall 

provide to the Finance Board an initial 
assessment of the credit needs and 
market opportunities in a Bank’s dis-
trict for targeted community lending. 
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(b) Effective in 2000, each Bank annu-
ally shall provide to the Finance 
Board, on or before January 31, a Tar-
geted Community Lending Plan. 

(c) Each Bank shall provide such 
other reports concerning its CICA pro-
grams as the Finance Board may re-
quest from time to time. 

[63 FR 65546, Nov. 27, 1998. Redesignated at 65 
FR 8256, Feb. 18, 2000, as amended at 65 FR 
44431, July 18, 2000] 

§ 952.7 Documentation. 
(a) A Bank shall require the borrower 

to certify to the Bank that each 
project funded under a CICA program 
(other than AHP) meets the respective 
targeting requirements of the CICA 
program. Such certification shall in-
clude a description of how the project 
meets the requirements, and where ap-
propriate, a statistical summary or list 
of incomes of the borrowers, rents for 
the project, or salaries of jobs created 
or retained. 

(b) For those CICA-funded projects 
that also receive funds from another 
targeted Federal economic develop-
ment program that has income tar-
geting requirements that are the same 
as, or more restrictive than, the tar-
geting requirements of the applicable 
CICA program, the Bank shall permit 
the borrower to certify that compli-
ance with the criteria of such Federal 
economic development program will 
meet the requirements of the respec-
tive CICA program. 

(c) Such certifications shall satisfy 
the Bank’s obligations to document 
compliance with the CICA funding pro-
visions of this part. 

[63 FR 65546, Nov. 27, 1998. Redesignated at 65 
FR 8256, Feb. 18, 2000, as amended at 66 FR 
50296, Oct. 3, 2001] 

PART 955—ACQUIRED MEMBER 
ASSETS 

Sec. 
955.1 Definitions. 
955.2 Authorization to hold acquired mem-

ber assets. 
955.3 Required credit-risk sharing structure. 
955.4 Reporting requirements for acquired 

member assets. 
955.5 Administrative and investment trans-

actions between Banks. 
955.6 Risk-based capital requirement for ac-

quired member assets. 

AUTHORITY: 12 U.S.C. 1422a(a)(3), 1422b(a), 
1430, 1430b, 1431. 

SOURCE: 65 FR 43981, July 17, 2000, unless 
otherwise noted. 

§ 955.1 Definitions. 
As used in this part: 
Affiliate means any business entity 

that controls, is controlled by, or is 
under common control with, a member. 

Expected losses means the base loss 
scenario in the methodology of an 
NRSRO applicable to that type of AMA 
asset. 

Residential real property has the 
meaning set forth in § 950.1 of this 
chapter. 

[67 FR 12852, Mar. 20, 2002] 

§ 955.2 Authorization to hold acquired 
member assets. 

Subject to the requirements of part 
980 of this chapter, each Bank may 
hold assets acquired from or through 
Bank System members or housing as-
sociates by means of either a purchase 
or a funding transaction (AMA), sub-
ject to each of the following require-
ments: 

(a) Loan type requirement. The assets 
are either: 

(1) Whole loans that are eligible to 
secure advances under §§ 950.7(a)(1)(i), 
(a)(2)(ii), (a)(4), or (b)(1) of this chapter, 
excluding: 

(i) Single-family mortgages where 
the loan amount exceeds the limits es-
tablished pursuant to 12 U.S.C. 
1717(b)(2); and 

(ii) Loans made to an entity, or se-
cured by property, not located in a 
state; 

(2) Whole loans secured by manufac-
tured housing, regardless of whether 
such housing qualifies as residential 
real property; or 

(3) State and local housing finance 
agency bonds; 

(b) Member or housing associate nexus 
requirement. The assets are: 

(1) Either: 
(i) Originated or issued by, through, 

or on behalf of a Bank System member 
or housing associate, or an affiliate 
thereof; or 

(ii) Held for a valid business purpose 
by a Bank System member or housing 
associate, or an affiliate thereof, prior 
to acquisition by a Bank; and 
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(2) Acquired either: 
(i) From a member or housing asso-

ciate of the acquiring Bank; 
(ii) From a member or housing asso-

ciate of another Bank, pursuant to an 
arrangement with that Bank, which, in 
the case of state and local finance 
agency bonds only, may be reached in 
accordance with the following process: 

(A) The housing finance agency shall 
first offer the Bank in whose district 
the agency is located (local Bank) a 
right of first refusal to purchase, or ne-
gotiate the terms of, its proposed bond 
offering; 

(B) If the local Bank indicates, with-
in a three day period, that it will nego-
tiate in good faith to purchase the 
bonds, the agency may not offer to sell 
or negotiate the terms of a purchase 
with another Bank; and 

(C) If the local Bank declines the 
offer, or has failed to respond within 
the three day period, the acquiring 
Bank will be considered to have an ar-
rangement with the local Bank for pur-
poses of this section and may offer to 
buy or negotiate the terms of a bond 
sale with the agency; 

(iii) From another Bank; and 
(c) Credit risk-sharing requirement. The 

transactions through which the Bank 
acquires the assets either: 

(1) Meet the credit risk-sharing re-
quirements of § 955.3 of this part; or 

(2) Were authorized by the Finance 
Board under section II.B.12 of the FMP 
and are within any total dollar cap es-
tablished by the Finance Board at the 
time of such authorization. 

§ 955.3 Required credit risk-sharing 
structure. 

(a) Determination of necessary credit 
enhancement. At the earlier of 270 days 
from the date of the Bank’s acquisition 
of the first loan in a pool, or the date 
at which the amount of a pool’s assets 
reaches $100 million, a Bank shall de-
termine the total credit enhancement 
necessary to enhance the asset or pool 
of assets to a credit quality that is 
equivalent to that of an instrument 
having at least the fourth highest cred-
it rating from an NRSRO, or such high-
er credit rating as the Bank may re-
quire. The Bank shall make this deter-
mination for each AMA product using a 
methodology that is confirmed in writ-

ing by an NRSRO to be comparable to 
a methodology that the NRSRO would 
use in determining credit enhancement 
levels when conducting a rating review 
of the asset or pool of assets in a 
securitization transaction. 

(b) Credit risk-sharing structure. A 
Bank acquiring AMA shall implement, 
and have in place at all times, a credit 
risk-sharing structure for each AMA 
product under which a member or 
housing associate of the Bank or, with 
the approval of both Banks, a member 
or housing associate of another Bank, 
provides a sufficient credit enhance-
ment from the first dollar of credit loss 
for each asset or pool of assets such 
that the acquiring Bank’s exposure to 
credit risk for the life of the asset or 
pool of assets is no greater than that of 
an asset rated in the fourth highest 
credit rating category, as determined 
pursuant to paragraph (a) of this sec-
tion, or such higher rating as the ac-
quiring Bank may require. This credit 
enhancement structure shall meet the 
following requirements: 

(1) A portion of the credit enhance-
ment may be provided by: 

(i) Contracting with an insurance af-
filiate of that member or housing asso-
ciate to provide an enhancement or un-
dertaking against losses to the Bank, 
but only where such insurance is posi-
tioned in the credit enhancement 
structure so as to cover only losses re-
maining after the member or housing 
associate has borne losses as required 
under paragraph (b)(2) of this section; 

(ii) Purchasing loan-level insurance, 
which may include United States gov-
ernment insurance or guarantee, but 
only where: 

(A) The member or housing associate 
is legally obligated at all times to 
maintain such insurance with an in-
surer rated not lower than the second 
highest credit rating category; and 

(B) Such insurance is positioned in 
the credit enhancement structure so as 
to cover only losses remaining after 
the member or housing associate has 
borne losses as required under para-
graph (b)(2) of this section; 

(iii) Purchasing pool-level insurance, 
but only where such insurance: 

VerDate Nov<24>2008 15:15 Feb 23, 2009 Jkt 217041 PO 00000 Frm 00159 Fmt 8010 Sfmt 8010 Y:\SGML\217041.XXX 217041ys
hi

ve
rs

 o
n 

P
R

O
D

1P
C

62
 w

ith
 C

F
R



150 

12 CFR Ch. IX (1–1–09 Edition) § 955.4 

(A) Insures that portion of the re-
quired credit enhancement attrib-
utable to the geographic concentration 
and size of the pool; and 

(B) Is positioned last in the credit en-
hancement structure so as to cover 
only those losses remaining after all 
other elements of the credit enhance-
ment structure have been exhausted; or 

(iv) Contracting with another mem-
ber or housing associate in the Bank’s 
district or in another Bank’s district, 
pursuant to an arrangement with that 
Bank, to provide an enhancement or 
undertaking against losses to the Bank 
in return for some compensation; 

(2) The member or housing associate 
that is providing the credit enhance-
ment required under paragraph (b)(1) of 
this section shall in all cases bear the 
direct economic consequences of actual 
credit losses on the asset or pool of as-
sets: 

(i) From the first dollar of loss up to 
the amount of expected losses; or 

(ii) Immediately following expected 
losses, but in an amount equal to or ex-
ceeding the amount of expected losses; 

(3) The portion of the credit enhance-
ment that is an obligation of a Bank 
System member or housing associate 
shall be fully secured; and 

(4) The Bank shall obtain written 
verification from an NRSRO that con-
cludes to the satisfaction of the Fi-
nance Board, based on the underlying 
economic terms of the credit enhance-
ment structure as represented by the 
Bank for each AMA product, that ei-
ther: 

(i) The level of credit enhancement 
provided by the member or housing as-
sociate is generally sufficient to en-
hance the asset or pool of assets to a 
credit quality that is equivalent to 
that of an instrument having the 
fourth highest credit rating from an 
NRSRO, or such higher rating as the 
Bank may require; or 

(ii) The methodology used by the 
Bank for estimating the level of credit 
enhancement provided by the member 
or housing associate is in accordance 
with the practices established by the 
NRSRO. 

(c) Timing of NRSRO opinions. For 
AMA programs already in operation at 
the time of the effective date of this 
rule, a Bank shall have 90 days from 

the effective date of this rule to obtain 
the NRSRO verifications required 
under paragraphs (a) and (b)(4) of this 
section. 

[65 FR 43981, July 17, 2000, as amended at 67 
FR 12852, Mar. 20, 2002] 

§ 955.4 Reporting requirement for ac-
quired member assets. 

Each Bank shall report information 
related to AMA in accordance with the 
instructions provided in the Data Re-
porting Manual issued by the Finance 
Board, as amended from time to time. 

[71 FR 35500, June 21, 2006] 

§ 955.5 Administrative and investment 
transactions between Banks. 

(a) Delegation of administrative duties. 
A Bank may delegate the administra-
tion of an AMA program to another 
Bank whose administrative office has 
been examined and approved by the Fi-
nance Board to process AMA trans-
actions. The existence of such a delega-
tion, or the possibility that such a del-
egation may be made, must be dis-
closed to any potential participating 
member or housing associate as part of 
any AMA-related agreements are 
signed with that member or housing 
associate. 

(b) Terminability of Agreements. Any 
agreement made between two or more 
Banks in connection with any AMA 
program shall be made terminable by 
either party after a reasonable notice 
period. 

(c) Delegation of Pricing Authority. A 
Bank that has delegated its AMA pric-
ing function to another Bank shall re-
tain a right to refuse to acquire AMA 
at prices it does not consider appro-
priate. 

§ 955.6 Risk-based capital requirement 
for acquired member assets. 

(a) General. Each Bank shall hold re-
tained earnings plus general allowance 
for losses as support for the credit risk 
of all AMA estimated by the Bank to 
represent a credit risk that is greater 
than that of comparable instruments 
that have received the second highest 
credit rating from an NRSRO in an 
amount equal to or greater than the 
outstanding balance of the assets or 
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pools of assets times a factor associ-
ated with the putative credit rating of 
the assets or pools of assets as deter-
mined by the Finance Board on a case- 

by-case basis. For single-family mort-
gage assets, the factors are as set forth 
in Table 1 of this part. 

TABLE 1 

Putative rating of single-family mortgage assets 

Percentage ap-
plicable to on- 
balance sheet 

equivalent value 
of AMA 

Third Highest Investment Grade ........................................................................................................................... 0.90 
Fourth Highest Investment Grade ......................................................................................................................... 1.50 
If Downgraded to Below Investment Grade After Acquisition By Bank: 

Highest Below Investment Grade ........................................................................................................... 2.25 
Second Highest Below Investment Grade .............................................................................................. 2.60 
All Other Below Investment Grade ......................................................................................................... 100.00 

(b) Recalculation of credit enhance-
ment. For risk-based capital purposes, 
each Bank shall recalculate the esti-
mated credit rating of a pool of AMA if 
there is evidence that a decline in the 
credit quality of that pool may have 
occurred. 

PART 956—FEDERAL HOME LOAN 
BANK INVESTMENTS 

Sec. 
956.1 Definitions. 
956.2 Authorized investments. 
956.3 Prohibited investments and prudential 

rules. 
956.4 Risk-based capital requirement for in-

vestments. 
956.5 Authorization for derivative contracts 

and other transactions. 
956.6 Use of hedging instruments. 

AUTHORITY: 12 U.S.C. 1422a(a)(3), 1422b(a), 
1429, 1430, 1430b, 1431, 1436. 

SOURCE: 65 FR 43985, July 17, 2000, unless 
otherwise noted. 

§ 956.1 Definitions. 
As used in this part: 
Deposits in banks or trust companies 

has the meaning set forth in § 965.1 of 
this chapter. 

Derivative contract means generally a 
financial contract the value of which is 
derived from the values of one or more 
underlying assets, reference rates, or 
indices of asset values, or credit-re-
lated events. Derivative contracts in-
clude interest rate, foreign exchange 
rate, equity, precious metals, com-
modity, and credit contracts, and any 
other instruments that pose similar 
risks. 

Investment grade means: 
(1) A credit quality rating in one of 

the four highest credit rating cat-
egories by an NRSRO and not below 
the fourth highest credit rating cat-
egory by any NRSRO; or 

(2) If there is no credit quality rating 
by an NRSRO, a determination by a 
Bank that the issuer, asset or instru-
ment is the credit equivalent of invest-
ment grade using credit rating stand-
ards available from an NRSRO or other 
similar standards. 

Repurchase agreement means an agree-
ment between a seller and a buyer 
whereby the seller agrees to repurchase 
a security or similar securities at an 
agreed upon price, with or without a 
stated time for repurchase. 

[67 FR 12853, Mar. 20, 2002] 

§ 956.2 Authorized investments. 

In addition to assets enumerated in 
parts 950 and 955 of this chapter and 
subject to the applicable limitations 
set forth in this part, in the Financial 
Management Policy and in part 980 of 
this chapter, each Bank may invest in: 

(a) Obligations of the United States; 
(b) Deposits in banks or trust compa-

nies; 
(c) Obligations, participations or 

other instruments of, or issued by, 
Fannie Mae or Ginnie Mae; 

(d) Mortgages, obligations, or other 
securities that are, or ever have been, 
sold by Freddie Mac pursuant to sec-
tion 305 or 306 of the Federal Home 
Loan Mortgage Corporation Act (12 
U.S.C. 1454 or 1455); 
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(e) Stock, obligations, or other secu-
rities of any small business investment 
company formed pursuant to 15 U.S.C. 
681(d), to the extent such investment is 
made for purposes of aiding members of 
the Bank; and 

(f) Instruments that the Bank has de-
termined are permissible investments 
for fiduciary or trust funds under the 
laws of the state in which the Bank is 
located. 

[65 FR 43985, July 17, 2000, as amended at 67 
FR 12853, Mar. 20, 2002] 

§ 956.3 Prohibited investments and 
prudential rules. 

(a) Prohibited investments. A Bank 
may not invest in: 

(1) Instruments that provide an own-
ership interest in an entity, except for 
investments described in § § 940.3(e) and 
(f) of this chapter; 

(2) Instruments issued by non-United 
States entities, except United States 
branches and agency offices of foreign 
commercial banks; 

(3) Debt instruments that are not 
rated as investment grade, except: 

(i) Investments described in § 940.3(e) 
of this chapter; 

(ii) Debt instruments that were 
downgraded to a below investment 
grade rating after acquisition by the 
Bank; or 

(4) Whole mortgages or other whole 
loans, or interests in mortgages or 
loans, except: 

(i) Acquired member assets; 
(ii) Investments described in § 940.3(e) 

of this chapter; 
(iii) Marketable direct obligations of 

state, local, or tribal government units 
or agencies, having at least the second 
highest credit rating from an NRSRO, 
where the purchase of such obligations 
by the Bank provides to the issuer the 
customized terms, necessary liquidity, 
or favorable pricing required to gen-
erate needed funding for housing or 
community lending; 

(iv) Mortgage-backed securities, or 
asset-backed securities collateralized 
by manufactured housing loans or 
home equity loans, that meet the defi-
nition of the term ‘‘securities’’ under 
15 U.S.C. 77b(a)(1); and 

(v) Loans held or acquired pursuant 
to section 12(b) of the Act (12 U.S.C. 
1432(b)). 

(b) Foreign currency or commodity posi-
tions prohibited. A Bank may not take a 
position in any commodity or foreign 
currency. A Bank may participate in 
consolidated obligations denominated 
in a currency other than U.S. Dollars 
or linked to equity or commodity 
prices, provided that the Bank meets 
the requirements of § 966.8(d) of this 
chapter, and all other applicable re-
quirements related to issuing consoli-
dated obligations. 

[65 FR 43985, July 17, 2000, as amended at 66 
FR 8320, Jan. 30, 2001; 67 FR 12853, Mar. 20, 
2002] 

§ 956.4 Risk-based capital requirement 
for investments. 

Each Bank shall hold retained earn-
ings plus general allowance for losses 
as support for the credit risk of all in-
vestments that are not rated by an 
NRSRO, or are rated or have a putative 
rating below the second highest credit 
rating, in an amount equal to or great-
er than the outstanding balance of the 
investments multiplied by: 

(a) A factor associated with the cred-
it rating of the investments as deter-
mined by the Finance Board on a case- 
by-case basis for rated assets to be suf-
ficient to raise the credit quality of the 
asset to the second highest credit rat-
ing category; and 

(b) 0.08 for assets having neither a pu-
tative nor actual rating. 

[65 FR 43985, July 17, 2000, as amended at 67 
FR 12853, Mar. 20, 2002] 

§ 956.5 Authorization for derivative 
contracts and other transactions. 

A Bank may enter into the following 
types of transactions: 

(a) Derivative contracts; 
(b) Standby letters of credit, pursu-

ant to the requirements of part 960 of 
this chapter; 

(c) Forward asset purchases and 
sales; 

(d) Commitments to make advances; 
and 

(e) Commitments to make or pur-
chase other loans. 

[66 FR 8320, Jan. 30, 2001, as amended at 67 
FR 12853, Mar. 20, 2002] 
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§ 956.6 Use of hedging instruments. 
(a) Applicability of GAAP. Derivative 

instruments that do not qualify as 
hedging instruments pursuant to 
GAAP may be used only if a non-specu-
lative use is documented by the Bank. 

(b) Documentation requirements. (1) 
Transactions with a single 
counterparty shall be governed by a 
single master agreement when prac-
ticable. 

(2) A Bank’s agreement with the 
counterparty for over-the-counter de-
rivative contracts shall include: 

(i) A requirement that market value 
determinations and subsequent adjust-
ments of collateral be made at least on 
a monthly basis; 

(ii) A statement that failure of a 
counterparty to meet a collateral call 
will result in an early termination 
event; 

(iii) A description of early termi-
nation pricing and methodology, with 
the methodology reflecting a reason-
able estimate of the market value of 
the over-the-counter derivative con-
tract at termination (standard Inter-
national Swaps and Derivatives Asso-
ciation, Inc. language relative to early 
termination pricing and methodology 
may be used to satisfy this require-
ment); and 

(iv) A requirement that the Bank’s 
consent be obtained prior to the trans-
fer of an agreement or contract by a 
counterparty. 

[66 FR 8321, Jan. 30, 2001] 

PART 960—STANDBY LETTERS OF 
CREDIT 

Sec. 
960.1 Definitions. 
960.2 Standby letters of credit on behalf of 

members. 
960.3 Standby letters of credit on behalf of 

housing associates. 
960.4 Obligation to Bank under all standby 

letters of credit. 
960.5 Additional provisions applying to all 

standby letters of credit. 

AUTHORITY: 12 U.S.C. 1422b, 1429, 1430, 1430b, 
1431. 

SOURCE: 63 FR 65699, Nov. 30, 1998, unless 
otherwise noted. Redesignated at 65 FR 8256, 
Feb. 18, 2000, and further redesignated at 67 
FR 12853, Mar. 20, 2002. 

§ 960.1 Definitions. 

As used in this part: 
Applicant means a person or entity at 

whose request or for whose account a 
standby letter of credit is issued. 

Beneficiary means a person or entity 
who, under the terms of a standby let-
ter of credit, is entitled to have its 
complying presentation honored. 

Confirm means to undertake, at the 
request or with the consent of the 
issuer, to honor a presentation under a 
standby letter of credit issued by a 
member or housing associate. 

Document means a draft or other de-
mand, document of title, investment 
security, certificate, invoice, or other 
record, statement, or representation of 
fact, law, right, or opinion that is pre-
sented under the terms of a standby 
letter of credit. 

Investment grade means: 
(1) A credit quality rating in one of 

the four highest credit rating cat-
egories by an NRSRO and not below 
the fourth highest credit rating cat-
egory by any NRSRO; or 

(2) If there is no credit quality rating 
by an NRSRO, a determination by a 
Bank that the issuer, asset or instru-
ment is the credit equivalent of invest-
ment grade using credit rating stand-
ards available from an NRSRO or other 
similar standards. 

Issuer means a person or entity that 
issues a standby letter of credit. 

Presentation means delivery of a doc-
ument to an issuer, or an entity that 
has undertaken a confirmation at the 
request or with the consent of the 
issuer, for the giving of value under a 
standby letter of credit. 

Residential housing finance means: 
(1) The purchase or funding of ‘‘resi-

dential housing finance assets,’’ as that 
term is defined in § 950.1 of this chap-
ter; or 

(2) Other activities that support the 
development or construction of resi-
dential housing. 

SHFA associate means a housing asso-
ciate that is a ‘‘state housing finance 
agency,’’ as that term is defined in 
§ 926.1 of this chapter, and that has met 
the requirements of § 926.3(b) of this 
chapter. 

Standby letter of credit means a defi-
nite undertaking by an issuer on behalf 
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of an applicant that represents an obli-
gation to the beneficiary, pursuant to a 
complying presentation: to repay 
money borrowed by, advanced to, or for 
the account of the applicant; to make 
payment on account of any indebted-
ness undertaken by the applicant; or to 
make payment on account of any de-
fault by the applicant in the perform-
ance of an obligation. The term standby 
letter of credit does not include a com-
mercial letter of credit, or any short- 
term self-liquidating instrument used 
to finance the movement of goods. 

[63 FR 65699, Nov. 30, 1998, as amended at 65 
FR 8265, Feb. 18, 2000; 65 FR 44431, July 18, 
2000. Redesignated and amended at 67 FR 
12853, Mar. 20, 2002] 

§ 960.2 Standby letters of credit on be-
half of members. 

(a) Authority and purposes. Each Bank 
is authorized to issue or confirm on be-
half of members standby letters of 
credit that comply with the require-
ments of this part, for any of the fol-
lowing purposes: 

(1) To assist members in facilitating 
residential housing finance; 

(2) To assist members in facilitating 
community lending; 

(3) To assist members with asset/li-
ability management; or 

(4) To provide members with liquid-
ity or other funding. 

(b) Fully secured. A Bank, at the time 
it issues or confirms a standby letter of 
credit on behalf of a member, shall ob-
tain and maintain a security interest 
in collateral that is sufficient to secure 
fully the member’s unconditional obli-
gation described in § 960.4(a)(2) of this 
part, and that complies with the re-
quirements set forth in paragraph (c) of 
this section. 

(c) Eligible collateral. (1) Any standby 
letter of credit issued or confirmed on 
behalf of a member may be secured in 
accordance with the requirements for 
advances under § 950.7 of this chapter. 

(2) A standby letter of credit issued 
or confirmed on behalf of a member for 
a purpose described in paragraphs (a)(1) 
or (a)(2) of this section may, in addi-
tion to the collateral described in para-
graph (c)(1) of this section, be secured 
by obligations of state or local govern-

ment units or agencies rated as invest-
ment grade by an NRSRO. 

[63 FR 65699, Nov. 30, 1998, as amended at 65 
FR 8265, Feb. 18, 2000; 65 FR 44431, July 18, 
2000. Redesignated and amended at 67 FR 
12853, Mar. 20, 2002] 

§ 960.3 Standby letters of credit on be-
half of housing associates. 

(a) Housing associates. Each Bank is 
authorized to issue or confirm on be-
half of housing associates standby let-
ters of credit that are fully secured by 
collateral described in § § 950.17(b)(1)(i) 
or (ii) of this chapter, and that other-
wise comply with the requirements of 
this part, for any of the following pur-
poses: 

(1) To assist housing associates in fa-
cilitating residential housing finance; 

(2) To assist housing associates in fa-
cilitating community lending; 

(3) To assist housing associates with 
asset/liability management; or 

(4) To provide housing associates 
with liquidity or other funding. 

(b) SHFA associates. Each Bank is au-
thorized to issue or confirm on behalf 
of SHFA associates standby letters of 
credit that are fully secured by collat-
eral described in § 950.17(b)(2)(i) (A), (B) 
or (C) of this chapter, and that other-
wise comply with the requirements of 
this part, for the purpose of facilitating 
residential or commercial mortgage 
lending that benefits individuals or 
families meeting the income require-
ments in section 142(d) or 143(f) of the 
Internal Revenue Code (26 U.S.C. 142(d) 
or 143(f)). 

[63 FR 65699, Nov. 30, 1998, as amended at 65 
FR 8265, Feb. 18, 2000; 65 FR 44431, July 18, 
2000] 

§ 960.4 Obligation to Bank under all 
standby letters of credit. 

(a) Obligation to reimburse. A Bank 
may issue or confirm a standby letter 
of credit only on behalf of a member or 
housing associate that has: 

(1) Established with the Bank a cash 
account pursuant to §§ 950.17(b)(2)(i)(B), 
950.17(d), or 969.2 of this chapter; and 

(2) Assumed an unconditional obliga-
tion to reimburse the Bank for value 
given by the Bank to the beneficiary 
under the terms of the standby letter 
of credit by depositing immediately 
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available funds into the account de-
scribed in paragraph (a)(1) of this sec-
tion not later than the date of the 
Bank’s payment of funds to the bene-
ficiary. 

(b) Prompt action to recover funds. If a 
member or housing associate fails to 
fulfill the obligation described in para-
graph (a)(2) of this section, the Bank 
shall take action promptly to recover 
the funds that such member or housing 
associate is obligated to repay. 

(c) Obligation financed by advance. 
Notwithstanding the obligations and 
duties of the Bank and its member or 
housing associate under paragraphs (a) 
and (b) of this section, the Bank may, 
at its discretion, permit such member 
or housing associate to finance repay-
ment of the obligation described in 
paragraph (a)(2) of this section by re-
ceiving an advance that complies with 
sections 10 or 10b of the Act (12 U.S.C. 
1430, 1430(b)) and part 950 of this chap-
ter. 

[63 FR 65699, Nov. 30, 1998, as amended at 65 
FR 8265, Feb. 18, 2000; 65 FR 44431, July 18, 
2000. Redesignated and amended at 67 FR 
12853, Mar. 20, 2002] 

§ 960.5 Additional provisions applying 
to all standby letters of credit. 

(a) Requirements. Each standby letter 
of credit issued or confirmed by a Bank 
shall: 

(1) Contain a specific expiration date, 
or be for a specific term; and 

(2) Require approval in advance by 
the Bank of any transfer of the standby 
letter of credit from the original bene-
ficiary to another person or entity. 

(b) Additional collateral provisions. (1) 
A Bank may take such steps as it 
deems necessary to protect its secured 
position on standby letters of credit, 
including requiring additional collat-
eral, whether or not such additional 
collateral conforms to the require-
ments of § § 960.2 or 960.3 of this part. 

(2) Collateral pledged by a member or 
housing associate to secure a letter of 
credit issued or confirmed on its behalf 
by a Bank shall be subject to the provi-
sions of §§ 950.7(d), 950.7(e), 950.8, 950.9 
and 950.10 of this chapter. 

[63 FR 65699, Nov. 30, 1998, as amended at 65 
FR 8265, Feb. 18, 2000; 65 FR 44431, July 18, 
2000. Redesignated and amended at 67 FR 
12853, Mar. 20, 2002] 
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