
175 

Farm Credit Administration § 615.5141 

INVESTMENT ELIGIBILITY CRITERIA TABLE—Continued 

Asset class Final maturity limit NRSRO Credit rating Other requirements Investment portfolio 
limit 

• Master notes ............ 270 days ...................... Highest short-term ....... None ............................ 20%. 
• Repurchase agree-

ments collateralized 
by eligible invest-
ments or marketable 
securities rated in the 
highest credit rating 
category by an 
NRSRO.

100 days ...................... NA ................................ None ............................ None. 

(5) Mortgage Securi-
ties: 

• Issued or guaranteed 
by the United States.

None ............................ NA ................................ None ............................ None. 

• Fannie Mae or 
Freddie Mac mort-
gage securities.

None ............................ NA ................................ None ............................ 50%. 

• Non-Agency securi-
ties that comply 15 
U.S.C. 77d(5) or 15 
U.S.C. 78c(a)(41).

None ............................ Highest ......................... None ............................ 15%. 

• Commercial mort-
gage-backed securi-
ties.

None ............................ Highest ......................... • Security must be 
backed by a min-
imum of 100 loans.

• Loans from a single 
mortgagor cannot ex-
ceed 5% of the pool.

• Pool must be geo-
graphically diversified 
pursuant to the 
board’s policy.

(6) Asset-Backed Secu-
rities secured by.

• Credit card receiv-
ables. 

• Automobile loans. 
• Home equity loans. 
• Wholesale auto-

mobile dealer loans. 
• Student loans. 
• Equipment loans. 
• Manufactured hous-

ing loans. 

None ............................ Highest ......................... 5-year WAL for fixed 
rate or floating rate 
ABS at their contrac-
tual interest rate caps.

7-year WAL for floating 
rate ABS that remain 
below their contrac-
tual interest rate cap. 

20%. 

(7) Corporate Debt Se-
curities.

5 years ......................... One of the two highest Cannot be convertible 
to equity securities.

20%. 

(8) Diversified Invest-
ment Funds.

Shares of an invest-
ment company reg-
istered under section 
8 of the Investment 
Company Act of 
1940. 

NA ................................ NA ................................ The portfolio of the in-
vestment company 
must consist solely of 
eligible investments 
authorized by 
§§ 615.5140 and 
615.5174.

The investment com-
pany’s risk and return 
objectives and use of 
derivatives must be 
consistent with FCA 
guidance and your 
investment policies. 

None, if your shares in 
each investment 
company comprise 
10% or less of your 
portfolio. Otherwise 
counts toward limit 
for each type of in-
vestment. 

* * * * * 

§ 615.5141 Stress tests for mortgage se-
curities. 

Mortgage securities are not eligible 
investments unless they pass a stress 
test. You must perform stress tests to 

determine how interest rate changes 
will affect the cashflow and price of 
each mortgage security that you pur-
chase and hold, except for adjustable 
rate securities that reprice at intervals 
of 12 months or less and are tied to an 
index. You must also use stress tests to 
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gauge how interest rate fluctuations on 
mortgage securities affect your institu-
tion’s capital and earnings. You may 
conduct the stress tests as described in 
either paragraph (a) or (b) of this sec-
tion. 

(a) Mortgage securities must comply 
with the following three tests at the 
time of purchase and each following 
quarter: 

(1) Average Life Test. The expected 
WAL of the instrument does not exceed 
5 years. 

(2) Average Life Sensitivity Test. The 
expected WAL does not extend for more 
than 2 years, assuming an immediate 
and sustained parallel shift in the yield 
curve of plus 300 basis points, nor 
shorten for more than 3 years, assum-
ing an immediate and sustained par-
allel shift in the yield curve of minus 
300 basis points. 

(3) Price Sensitivity Test. The esti-
mated change in price is not more than 
thirteen (13) percent due to an imme-
diate and sustained parallel shift in the 
yield curve of plus or minus 300 basis 
points. 

(4) Exemption. A floating rate mort-
gage security is subject only to the 
price sensitivity test in paragraph 
(a)(3) of this section if at the time of 
purchase and each quarter thereafter it 
bears a rate of interest that is below 
its contractual cap. 

(b) You may use an alternative stress 
test to evaluate the price sensitivity of 
your mortgage securities. An alter-
native stress test must be able to 
measure the price sensitivity of mort-
gage instruments over different inter-
est rate/yield curve scenarios. The 
methodology that you use to analyze 
mortgage securities must be appro-
priate for the complexity of the instru-
ment’s structure and cashflows. Prior 
to purchase and each quarter there-
after, you must use the stress test to 
determine that the risk in the mort-
gage security is within the risk limits 
of your board’s investment policies. 
The stress test must enable you to de-
termine at the time of purchase and 
each subsequent quarter that the mort-
gage security does not expose your cap-
ital or earnings to excessive risks. 

(c) You must rely on verifiable infor-
mation to support all your assump-
tions, including prepayment and inter-

est rate volatility assumptions, when 
you apply the stress tests in either 
paragraph (a) or (b) of this section. You 
must document the basis for all as-
sumptions that you use to evaluate the 
security and its underlying mortgages. 
You must also document all subse-
quent changes in your assumptions. If 
at any time after purchase, a mortgage 
security no longer complies with re-
quirements in this section, you must 
divest it in accordance with § 615.5143. 

[64 FR 28899, May 28, 1999] 

EFFECTIVE DATE NOTE: At 77 FR 66374, Nov. 
5, 2012, § 615.5141 was removed, effective 30 
days after publication in the FEDERAL REG-
ISTER during which either or both Houses of 
Congress are in session. 

§ 615.5142 Association investments. 

An association may hold eligible in-
vestments listed in § 615.5140, with the 
approval of its funding bank, for the 
purposes of reducing interest rate risk 
and managing surplus short-term 
funds. Each bank must review annually 
the investment portfolio of every asso-
ciation that it funds. 

[64 FR 28899, May 28, 1999] 

§ 615.5143 Disposal of ineligible invest-
ments. 

You must dispose of an ineligible in-
vestment within 6 months unless we 
approve, in writing, a plan that author-
izes you to divest the instrument over 
a longer period of time. An acceptable 
divestiture plan must require you to 
dispose of the ineligible investment as 
quickly as possible without substantial 
financial loss. Until you actually dis-
pose of the ineligible investment, the 
managers of your investment portfolio 
must report at least quarterly to your 
board of directors about the status and 
performance of the ineligible instru-
ment, the reasons why it remains ineli-
gible, and the managers’ progress in 
disposing of the investment. 

[64 FR 28899, May 28, 1999] 

EFFECTIVE DATE NOTE: At 77 FR 66374, Nov. 
5, 2012, § 615.5143 was revised, effective 30 days 
after publication in the FEDERAL REGISTER 
during which either or both Houses of Con-
gress are in session. For the convenience of 
the user, the revised text is set forth as fol-
lows: 
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