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(5) Ensure procedures are established to 
evaluate and document, at least quarterly, 
whether actions taken have actually met the 
Corporation’s desired risk management ob-
jectives; 

(6) Identify exception parameters and ap-
provals needed for any exceptions to the pol-
icy’s requirements; 

(7) Describe delegations of authority; and, 
(8) Describe reporting requirements, in-

cluding exceptions to policy limits. 
(d) At least quarterly, management must 

report to the Corporation’s board of direc-
tors, or a designated committee of the board, 
describing the nature and level of interest 
rate risk exposure. Any deviations from the 

board’s policy on interest rate risk must be 
specifically identified in the report and ap-
proved by the board, or a designated com-
mittee of the board. 

§ 652.35 Eligible non-program invest-
ments. 

(a) You may hold only the types, 
quantities, and qualities of non-pro-
gram investments listed in the fol-
lowing Non-Program Investment Eligi-
bility Criteria Table. These invest-
ments must be denominated in United 
States dollars. 
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(b) Rating of foreign countries. When-
ever the obligor or issuer of an eligible 

investment is located outside the 
United States, the host country must 
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maintain the highest sovereign rating 
for political and economic stability by 
an NRSRO. 

(c) Marketable investments. All eligible 
investments, except money market in-
struments, must be readily market-
able. An eligible investment is market-
able if you can sell it promptly at a 
price that closely reflects its fair value 
in an active and universally recognized 
secondary market. You must evaluate 
and document the size and liquidity of 
the secondary market for the invest-
ment at time of purchase. 

(d) Obligor limits. (1) You may not in-
vest more than 25 percent of your regu-
latory capital in eligible investments 
issued by any single entity, issuer or 
obligor. This obligor limit does not 
apply to Government-sponsored agen-
cies or Government agencies. You may 
not invest more than 100 percent of 
your regulatory capital in any one 
Government-sponsored agency. There 
are no obligor limits for Government 
agencies. 

(2) Obligor limits for your holdings in 
an investment company. You must count 
securities that you hold through an in-
vestment company towards the obligor 
limits of this section unless the invest-
ment company’s holdings of the secu-
rity of any one issuer do not exceed 5 
percent of the investment company’s 
total portfolio. 

(e) Preferred stock and other invest-
ments approved by the FCA. (1) You may 
purchase non-program investments in 
preferred stock issued by other Farm 
Credit System institutions only with 
our written prior approval. You may 
also purchase non-program invest-
ments other than those listed in the 
Non-Program Investment Eligibility 
Criteria Table at paragraph (a) of this 
section only with our written prior ap-
proval. 

(2) Your request for our approval 
must explain the risk characteristics of 
the investment and your purpose and 
objectives for making the investment. 

EFFECTIVE DATE NOTE: At 77 FR 66382, Nov. 
5, 2012, § 652.35 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: 

§ 652.35 Liquidity reserve management and 
requirements. 

(a) Minimum liquidity reserve requirement. 
Within 24 months of this rule becoming ef-
fective, and thereafter, Farmer Mac must 
hold cash, eligible non-program investments 
under § 652.35 of this subpart, and/or on-bal-
ance sheet securities backed by portions of 
Farmer Mac program assets (loans) that are 
guaranteed by the United States Department 
of Agriculture as described in section 
8.0(9)(B) of the Act (in accordance with the 
requirements of paragraphs (b) and (c) of this 
section), to maintain sufficient liquidity to 
fund a minimum of 60 days of maturing obli-
gations, interest expense, and operating ex-
penses at all times. You must document your 
compliance with this minimum reserve re-
quirement at least once each month as of the 
last day of the month using month-end data. 
Liquid asset values must be marked to mar-
ket. In addition, you must have the capa-
bility and information systems in place to be 
able to calculate the minimum reserve re-
quirement on a daily basis. 

(b) Free of lien. All investments held for the 
purpose of meeting the liquidity reserve re-
quirement of this section must be free of 
liens or other encumbrances. 

(c) Discounts. The amount that may be 
counted to meet the minimum liquidity re-
serve requirement is as follows: 

(1) For cash and overnight investments, 
multiply the cash and investments by 100 
percent; 

(2) For money market instruments with 
maturities of 5 business days or less, mul-
tiply the instruments by 97 percent of mar-
ket value; 

(3) For money market instruments with 
maturities greater than 5 business days and 
floating-rate debt and preferred stock securi-
ties, multiply the instruments and securities 
by 95 percent of market value; 

(4) For diversified investment funds, mul-
tiply the individual securities in the funds 
by the discounts that would apply to the se-
curities if held separately; 

(5) For fixed-rate debt and preferred stock 
securities, multiply the securities by 90 per-
cent of market value; 

(6) For securities backed by Farmer Mac 
program assets (loans) guaranteed by the 
United States Department of Agriculture as 
described in section 8.0(9)(B) of the Act, mul-
tiply the securities by 75 percent; and 

(7) We reserve the authority to modify or 
determine the appropriate discount for any 
investment used to meet the minimum li-
quidity reserve requirement if the otherwise 
applicable discount does not accurately re-
flect the liquidity of that investment or if 
the investment does not fit wholly within 
one of the specified investment categories. 
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In making any modification or determina-
tion, we will consider the liquidity of the in-
vestment as well as any other relevant fac-
tors. We will provide notice of at least 20 
business days before any modified discounts 
will take effect. 

(d) Liquidity reserve policy—board respon-
sibilities. Farmer Mac’s board of directors 
must adopt a liquidity reserve policy. The 
board must also ensure that management 
uses adequate internal controls to ensure 
compliance with the liquidity reserve policy 
standards, limitations, and reporting re-
quirements established pursuant to this 
paragraph and to paragraphs (e), (f), and (g) 
of this section. At least annually, the board 
of directors or a designated subcommittee of 
the board must review and validate the li-
quidity policy’s adequacy. The board of di-
rectors must approve any changes to the pol-
icy. You must provide a copy of the revised 
policy to FCA’s Office of Secondary Market 
Oversight within 10 business days of adop-
tion. 

(e) Liquidity reserve policy—content. Your li-
quidity reserve policy must contain at a 
minimum the following: 

(1) The purpose and objectives of liquidity 
reserves; 

(2) A listing of specific assets, debt, and ar-
rangements that can be used to meet liquid-
ity objectives; 

(3) Diversification requirements of your li-
quidity reserve portfolio; 

(4) Maturity limits and credit quality 
standards for non-program investments used 
to meet the minimum liquidity reserve re-
quirement of paragraph (a) of this section; 

(5) The minimum and target (or optimum) 
amounts of liquidity that the board believes 
are appropriate for Farmer Mac; 

(6) The maximum amount of non-program 
investments that can be held for meeting 
Farmer Mac’s liquidity needs, as expressed 
as a percentage of program assets and pro-
gram obligations; 

(7) Exception parameters and post approv-
als needed; 

(8) Delegations of authority; and 
(9) Reporting requirements. 
(f) Liquidity reserve reporting—periodic re-

porting requirements. At least quarterly, 
Farmer Mac’s management must report to 
the Corporation’s board of directors or a des-
ignated subcommittee of the board describ-
ing, at a minimum, liquidity reserve compli-
ance with the Corporation’s policy and this 
section. Any deviations from the board’s li-
quidity reserve policy (other than require-
ments specified in § 652.20(e)(5)) must be spe-
cifically identified in the report and ap-
proved by the board of directors. 

(g) Liquidity reserve reporting—special report-
ing requirements. Farmer Mac’s management 
must immediately report to its board of di-
rectors any noncompliance with board policy 
requirements that are specified in 

§ 652.20(e)(5). Farmer Mac must report, in 
writing, to FCA’s Office of Secondary Mar-
ket Oversight no later than the next busi-
ness day following the discovery of any 
breach of the minimum liquidity reserve re-
quirement at § 652.20(a). 

§ 652.40 Stress tests for mortgage secu-
rities. 

(a) 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 mortgage securities that reprice 
at intervals of 12 months or less and 
are tied to an index. You must also use 
stress tests to gauge how interest rate 
fluctuations on mortgage securities af-
fect your capital and earnings. The 
stress tests must be able to measure 
the price sensitivity of mortgage in-
struments over different interest rate/ 
yield curve scenarios and be consistent 
with any asset liability management 
and interest rate risk policies. 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 tests to 
determine that the risk in the mort-
gage securities is within the risk limits 
of your board’s investment policies. 
The stress tests 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. 

(b) You must rely on verifiable infor-
mation to support all your assump-
tions, including prepayment and inter-
est rate volatility assumptions. 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, Farmer 
Mac’s management must report to the 
Corporation’s board of directors in ac-
cordance with § 652.10(g). 

EFFECTIVE DATE NOTE: At 77 FR 66382, Nov. 
5, 2012, § 652.40 was removed and reserved, ef-
fective 30 days after publication in the FED-
ERAL REGISTER during which either or both 
Houses of Congress are in session. 
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