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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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