
138 

12 CFR Ch. IX (1–1–10 Edition) § 955.3 

(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: 
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(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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