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SUBCHAPTER A—GENERAL DEFINITIONS 

PART 900—GENERAL DEFINITIONS 
APPLYING TO ALL FINANCE 
BOARD REGULATIONS 

Sec. 
900.1 Basic terms relating to the Finance 

Board, the Bank System and related en-
tities. 

900.2 Terms relating to Bank operations, 
mission and supervision. 

900.3 Terms relating to other entities and 
concepts used throughout 12 CFR chapter 
IX. 

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

SOURCE: 67 FR 12842, Mar. 20, 2002, unless 
otherwise noted. 

§ 900.1 Basic terms relating to the Fi-
nance Board, the Bank System and 
related entities. 

As used throughout this chapter, the 
following basic terms relating to the 
Finance Board, the Bank System and 
related entities have the meanings set 
forth below, unless otherwise indicated 
in a particular subchapter, part, sec-
tion, or paragraph: 

Act means the Federal Home Loan 
Bank Act, as amended (12 U.S.C. 1421 
through 1449). 

Bank, written in title case, means a 
Federal Home Loan Bank established 
under section 12 of the Act (12 U.S.C. 
1432). 

Bank System means the Federal Home 
Loan Bank System, consisting of the 12 
Banks and the Office of Finance. 

Board of Directors, written in title 
case, means the Board of Directors of 
the Federal Housing Finance Board; 
the term board of directors, written in 
lower case, has the meaning indicated 
in context. 

Chairperson means the Chairperson of 
the Board of Directors of the Finance 
Board. 

Executive Secretary means an em-
ployee within the Office of Manage-
ment of the Finance Board who is re-
sponsible for records management. 

Finance Board means the Federal 
Housing Finance Board established by 
section 2A of the Act (12 U.S.C. 1422a). 

Financing Corporation or FICO means 
the Financing Corporation established 
and supervised by the Finance Board 

under section 21 of the Act (12 U.S.C. 
1441) and part 995 of this chapter. 

Housing associate means an entity 
that has been approved as a housing as-
sociate pursuant to part 926 of this 
chapter. 

Member means an institution that has 
been approved for membership in a 
Bank and has purchased capital stock 
in the Bank in accordance with §§ 925.20 
or 925.24(b) of this chapter. 

Office of Finance or OF means the Of-
fice of Finance, a joint office of the 
Banks referred to in section 2B of the 
Act (12 U.S.C. 1422b) and established 
under part 985 of this chapter. 

Resolution Funding Corporation or 
REFCORP means the Resolution Fund-
ing Corporation established by section 
21B of the Act (12 U.S.C. 1441b) and ad-
dressed in parts 996 and 997 of this 
chapter. 

Secretary to the Board means employ-
ees within the Office of General Coun-
sel of the Finance Board who are re-
sponsible for issues concerning meet-
ings of the Board of Directors. 

[67 FR 12842, Mar. 20, 2002, as amended at 68 
FR 38169, June 27, 2003] 

§ 900.2 Terms relating to Bank oper-
ations, mission and supervision. 

As used throughout this chapter, the 
following terms relating to Bank oper-
ations, mission and supervision have 
the meanings set forth below, unless 
otherwise indicated in a particular sub-
chapter, part, section or paragraph: 

Acquired member assets or AMA means 
those assets that may be acquired by a 
Bank under part 955 of this chapter. 

Advance means a loan from a Bank 
that is: 

(1) Provided pursuant to a written 
agreement; 

(2) Supported by a note or other writ-
ten evidence of the borrower’s obliga-
tion; and 

(3) Fully secured by collateral in ac-
cordance with the Act and part 950 of 
this chapter. 

Affordable Housing Program or AHP 
means the Affordable Housing Pro-
gram, the CICA program that each 
Bank is required to establish pursuant 
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to section 10(j) of the Act (12 U.S.C. 
1430(j)) and part 951 of this chapter. 

Capital plan means the capital struc-
ture plan required for each Bank by 
section 6(b) of the Act, as amended (12 
U.S.C. 1426(b)), and part 933 of this 
chapter, as approved by the Finance 
Board, unless the context of the regula-
tion refers to the capital plan prior to 
its approval by the Finance Board. 

CIP means the Community Invest-
ment Program, an advance program 
under CICA required to be offered pur-
suant to section 10(i) of the Act (12 
U.S.C. 1430(i)). 

Community Investment Cash Advance 
or CICA means any advance made 
through a program offered by a Bank 
under section 10 of the Act (12 U.S.C. 
1430) and parts 951 and 952 of this chap-
ter to provide funding for targeted 
community lending and affordable 
housing, including advances made 
under a Bank’s Rural Development 
Funding (RDF) program, offered under 
section 10(j)(10) of the Act (12 U.S.C. 
1430(j)(10)); a Bank’s Urban Develop-
ment Funding (UDF) program, offered 
under section 10(j)(10) of the Act (12 
U.S.C. 1430(j)(10)); a Bank’s Affordable 
Housing Program (AHP), offered under 
section 10(j) of the Act (12 U.S.C. 
1430(j)); a Bank’s Community Invest-
ment Program (CIP), offered under sec-
tion 10(i) of the Act (12 U.S.C. 1430(i)); 
or any other program offered by a 
Bank that meets the requirements of 
part 952 of this chapter. 

Community lending means providing 
financing for economic development 
projects for targeted beneficiaries, and, 
for community financial institutions 
(as defined in § 925.1 of this chapter), 
purchasing or funding small business 
loans, small farm loans or small agri- 
business loans (as defined in § 950.1 of 
this chapter). 

Consolidated obligation or CO means 
any bond, debenture, or note author-
ized under part 966 of this chapter to be 
issued jointly by the Banks pursuant to 
section 11(a) of the Act, as amended (12 
U.S.C. 1431(a)), or any bond or note 
issued by the Finance Board on behalf 
of all Banks pursuant to section 11(c) 
of the Act (12 U.S.C. 1431(c)), on which 
the Banks are jointly and severally lia-
ble. 

Data Reporting Manual or DRM means 
a manual issued by the Finance Board 
and amended from time to time con-
taining reporting requirements for the 
Banks. 

Excess stock means that amount of a 
Bank’s capital stock owned by a mem-
ber or other institution in excess of 
that member’s or other institution’s 
minimum investment in capital stock 
required under the Bank’s capital plan, 
the Act, or the Finance Board’s regula-
tions, as applicable. 

Financial Management Policy or FMP 
means the Financial Management Pol-
icy For The Federal Home Loan Bank 
System approved by the Finance Board 
pursuant to Finance Board Resolution 
No. 96–45 (July 3, 1996), as amended by 
Finance Board Resolution No. 96–90 
(Dec. 6, 1996), Finance Board Resolu-
tion No. 97–05 (Jan. 14, 1997), and Fi-
nance Board Resolution No. 97–86 (Dec. 
17, 1997). 

[67 FR 12842, Mar. 20, 2002, as amended at 71 
FR 35499, June 21, 2006; 71 FR 78050, Dec. 28, 
2006] 

§ 900.3 Terms relating to other entities 
and concepts used throughout 12 
CFR chapter IX. 

As used throughout this chapter, the 
following terms relating to other enti-
ties and concepts used throughout 12 
CFR chapter IX have the meanings set 
forth below, unless otherwise indicated 
in a particular subchapter, part, sec-
tion or paragraph: 

Appropriate Federal banking agency 
has the meaning set forth in section 
3(q) of the Federal Deposit Insurance 
Act (12 U.S.C. 1813(q)) and, for feder-
ally-insured credit unions, means the 
NCUA. 

Appropriate state regulator means any 
state officer, agency, supervisor or 
other entity that has regulatory au-
thority over, or is empowered to insti-
tute enforcement action against, a par-
ticular institution. 

Fannie Mae means the Federal Na-
tional Mortgage Association estab-
lished under authority of the Federal 
National Mortgage Association Charter 
Act (12 U.S.C. 1716, et seq.). 

FDIC means the Federal Deposit In-
surance Corporation. 

FRB means the Board of Governors of 
the Federal Reserve System. 
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Freddie Mac means the Federal Home 
Loan Mortgage Corporation established 
under authority of the Federal Home 
Loan Mortgage Corporation Act (12 
U.S.C. 1451, et seq.). 

Generally Accepted Accounting Prin-
ciples or GAAP means accounting prin-
ciples generally accepted in the United 
States. 

Ginnie Mae means the Government 
National Mortgage Association estab-
lished under authority of the Federal 
National Mortgage Association Charter 
Act (12 U.S.C. 1716, et seq.). 

GLB Act means the Gramm-Leach- 
Bliley Act (Pub. L. 106–102 (1999)). 

HUD means the United States De-
partment of Housing and Urban Devel-
opment. 

NCUA means the National Credit 
Union Administration. 

NRSRO means a credit rating organi-
zation regarded as a Nationally Recog-
nized Statistical Rating Organization 

by the Securities and Exchange Com-
mission. 

OCC means the Office of the Comp-
troller of the Currency. 

OTS means the Office of Thrift Su-
pervision. 

SBIC means a small business invest-
ment company formed pursuant to sec-
tion 301 of the Small Business Invest-
ment Act (15 U.S.C. 681). 

SEC means the United States Securi-
ties and Exchange Commission. 

State means a state of the United 
States, American Samoa, the Common-
wealth of the Northern Mariana Is-
lands, the District of Columbia, Guam, 
Puerto Rico, or the United States Vir-
gin Islands. 

1934 Act means the Securities Ex-
change Act of 1934 (15 U.S.C. 78a et 
seq.). 

[67 FR 12842, Mar. 20, 2002, as amended at 69 
FR 38811, June 29, 2004] 
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SUBCHAPTER B—FEDERAL HOUSING FINANCE BOARD 
ORGANIZATION AND OPERATIONS 

PART 906—OPERATIONS 

Subpart A [Reserved] 

Subpart B—Monthly Interest Rate Survey 
(MIRS) 

Sec. 
906.5 Monthly interest rate survey. 

Subpart C [Reserved] 

AUTHORITY: 12 U.S.C. 4516. 

SOURCE: 70 FR 9509, Feb. 28, 2005, unless 
otherwise noted. 

Subpart A [Reserved] 

Subpart B—Monthly Interest Rate 
Survey (MIRS) 

§ 906.5 Monthly interest rate survey. 
The Finance Board conducts its 

Monthly Survey of Rates and Terms on 
Conventional One-Family Non-farm 
Mortgage Loans in the following man-
ner: 

(a) Initial survey. Each month, the Fi-
nance Board samples savings institu-
tions, commercial banks, and mortgage 
loan companies, and asks them to re-
port the terms and conditions on all 
conventional mortgages (i.e., those not 

federally insured or guaranteed) used 
to purchase single-family homes that 
each such lender closes during the last 
five working days of the month. In 
most cases, the information is reported 
electronically in a format similar to 
Finance Board Form FHFB 10–91. The 
initial weights are based on lender type 
and lender size. The data also is 
weighted so that the pattern of weight-
ed responses matches the actual pat-
tern of mortgage originations by lender 
type and by region. The Finance Board 
tabulates the data and publishes stand-
ard data tables late in the following 
month. 

(b) Adjustable-rate mortgage index. The 
weighted data, tabulated and published 
pursuant to paragraph (a) of this sec-
tion, is used to compile the Finance 
Board’s adjustable-rate mortgage 
index, entitled the ‘‘National Average 
Contract Mortgage Rate for the Pur-
chase of Previously Occupied Homes by 
Combined Lenders.’’ This index is the 
successor to the index maintained by 
the former Federal Home Loan Bank 
Board and is used for determining the 
movement of the interest rate on re-
negotiable-rate mortgages and on some 
other adjustable-rate mortgages. 

Subpart C [Reserved] 
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SUBCHAPTER C—GOVERNANCE AND MANAGEMENT OF 
THE FEDERAL HOME LOAN BANKS 

PART 914—DATA AVAILABILITY 
AND REPORTING 

Sec. 
914.1 Regulatory Report defined. 
914.2 Filing Regulatory Reports. 
914.3 [Reserved] 

AUTHORITY: 12 U.S.C. 1440 and 4526. 

SOURCE: 71 FR 35499, June 21, 2006, unless 
otherwise noted. 

§ 914.1 Regulatory Report defined. 

(a) Definition. Regulatory Report 
means any report of raw or summary 
data needed to evaluate the safe and 
sound condition and operations of a 
Bank or to determine compliance with 
any: 

(1) Provision in the Act or other law, 
order, rule, or regulation; 

(2) Condition imposed in writing by 
the Finance Board in connection with 
the granting of any application or 
other request by a Bank; or 

(3) Written agreement entered into 
between the Finance Board and a 
Bank. 

(b) Examples. Regulatory Report in-
cludes: 

(1) Call reports and reports of instru-
ment-level risk modeling data; 

(2) Reports related to a Bank’s hous-
ing mission achievement, such as re-
ports related to AMA, AHP, CIP, and 
other CICA programs; and 

(3) Reports submitted in response to 
requests to one or more Banks for in-
formation on a nonrecurring basis. 

§ 914.2 Filing Regulatory Reports. 

Each Bank shall file Regulatory Re-
ports with the Finance Board in ac-
cordance with the forms, instructions, 
and schedules issued by the Finance 
Board from time to time. If no regu-
larly scheduled reporting dates are es-
tablished, Regulatory Reports shall be 
filed as requested by the Finance 
Board. 

§ 914.3 [Reserved] 

PART 917—POWERS AND RESPON-
SIBILITIES OF BANK BOARDS OF 
DIRECTORS AND SENIOR MAN-
AGEMENT 

Sec. 
917.1 Definitions. 
917.2 General authorities and duties of Bank 

boards of directors. 
917.3 Risk management. 
917.4 Bank Member Products Policy. 
917.5 Strategic business plan. 
917.6 Internal control system. 
917.7 Audit committees. 
917.8 Budget preparation. 
917.9 Dividends. 
917.10 Bank bylaws. 

AUTHORITY: 12 U.S.C. 1422a(a)(3), 1422b(a)(1), 
1426, 1427, 1432(a), 1436(a), 1440. 

SOURCE: 65 FR 25274, May 1, 2000, unless 
otherwise noted. 

§ 917.1 Definitions. 
As used in this part: 
Business risk means the risk of an ad-

verse impact on a Bank’s profitability 
resulting from external factors as may 
occur in both the short and long run. 

Community financial institution has 
the meaning set forth in § 925.1 of this 
chapter. 

Contingency liquidity means the 
sources of cash a Bank may use to 
meet its operational requirements 
when its access to the capital markets 
is impeded, and includes: 

(1) Marketable assets with a matu-
rity of one year or less; 

(2) Self-liquidating assets with a ma-
turity of seven days or less; 

(3) Assets that are generally accepted 
as collateral in the repurchase agree-
ment market; and 

(4) Irrevocable lines of credit from fi-
nancial institutions rated not lower 
than the second highest credit rating 
category by an NRSRO. 

Credit risk means the risk that the 
market value, or estimated fair value 
if market value is not available, of an 
obligation will decline as a result of de-
terioration in creditworthiness. 
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Immediate family member means a par-
ent, sibling, spouse, child, dependent, 
or any relative sharing the same resi-
dence. 

Internal auditor means the individual 
responsible for the internal audit func-
tion at the Bank. 

Liquidity risk means the risk that a 
Bank will be unable to meet its obliga-
tions as they come due or meet the 
credit needs of its members and associ-
ates in a timely and cost-efficient man-
ner. 

Market risk means the risk that the 
market value, or estimated fair value 
if market value is not available, of a 
Bank’s portfolio will decline as a result 
of changes in interest rates, foreign ex-
change rates, equity and commodity 
prices. 

Operational liquidity means sources of 
cash from both a Bank’s ongoing access 
to the capital markets and its holding 
of liquid assets to meet operational re-
quirements in a Bank’s normal course 
of business. 

Operations risk means the risk of an 
unexpected loss to a Bank resulting 
from human error, fraud, unenforce-
ability of legal contracts, or defi-
ciencies in internal controls or infor-
mation systems. 

Reportable conditions means matters 
that represent significant deficiencies 
in the design or operation of the inter-
nal control system that could ad-
versely affect a Bank’s ability to 
record, process, summarize and report 
financial data consistent with the as-
sertions of management. 

[65 FR 25274, May 1, 2000, as amended at 67 
FR 12846, Mar. 20, 2002] 

§ 917.2 General authorities and duties 
of Bank boards of directors. 

(a) Management of a Bank. The man-
agement of each Bank shall be vested 
in its board of directors. While Bank 
boards of directors may delegate the 
execution of operational functions to 
Bank personnel, the ultimate responsi-
bility of each Bank’s board of directors 
for that Bank’s management is non- 
delegable. 

(b) Duties of Bank directors. Each 
Bank director shall have the duty to: 

(1) Carry out his or her duties as di-
rector in good faith, in a manner such 
director believes to be in the best in-

terests of the Bank, and with such 
care, including reasonable inquiry, as 
an ordinarily prudent person in a like 
position would use under similar cir-
cumstances; 

(2) Administer the affairs of the Bank 
fairly and impartially and without dis-
crimination in favor of or against any 
member; 

(3) At the time of appointment or 
election, or within a reasonable time 
thereafter, have a working familiarity 
with basic finance and accounting 
practices, including the ability to read 
and understand the Bank’s balance 
sheet and income statement and to ask 
substantive questions of management 
and the internal and external auditors; 
and 

(4) Direct the operations of the Bank 
in conformity with the requirements 
set forth in the Act and this chapter. 

(c) Authority regarding staff and out-
side consultants. (1) In carrying out its 
duties and responsibilities under the 
Act and this chapter, each Bank’s 
board of directors and all committees 
thereof shall have authority to retain 
staff and outside counsel, independent 
accountants, or other outside consult-
ants at the expense of the Bank. 

(2) Bank staff providing services to 
the board of directors or any com-
mittee of the board under paragraph 
(c)(1) of this section may be required by 
the board of directors or such com-
mittee to report directly to the board 
or such committee, as appropriate. 

§ 917.3 Risk management. 
(a) Risk management policy—(1) Adop-

tion. Beginning August 29, 2000, each 
Bank’s board of directors shall have in 
effect at all times a risk management 
policy that addresses the Bank’s expo-
sure to credit risk, market risk, liquid-
ity risk, business risk and operations 
risk and that conforms to the require-
ments of paragraph (b) of this section 
and to all applicable Finance Board 
regulations and policies. 

(2) Review and compliance. Each 
Bank’s board of directors shall: 

(i) Review the Bank’s risk manage-
ment policy at least annually; 

(ii) Amend the risk management pol-
icy as appropriate; 

(iii) Re-adopt the Bank’s risk man-
agement policy, including interim 

VerDate Sep<11>2014 09:45 Mar 20, 2015 Jkt 235042 PO 00000 Frm 00020 Fmt 8010 Sfmt 8010 Q:\12\12V8.XXX 31



11 

Federal Housing Finance Board § 917.4 

amendments, not less often than every 
three years; and 

(iv) Ensure that policies and proce-
dures are in place that are reasonably 
designed to achieve continuing Bank 
compliance with the risk management 
policy. 

(b) Risk management policy require-
ments. In addition to meeting any other 
requirements set forth in this chapter, 
each Bank’s risk management policy 
shall: 

(1) After the Finance Board has ap-
proved a Bank’s capital plan, but be-
fore the plan takes effect, the Bank 
shall amend its risk management pol-
icy to describe the specific steps the 
Bank will take to comply with its cap-
ital plan and to include specific target 
ratios of total capital and permanent 
capital to total assets at which the 
Bank intends to operate. The target 
operating capital-to-assets ratios to be 
specified in the risk management pol-
icy shall be in excess of the minimum 
leverage and risk-based capital ratios 
and may be expressed as a range of ra-
tios or as a single ratio; 

(2) Set forth the Bank’s tolerance 
levels for the market and credit risk 
components; and 

(3) Set forth standards for the Bank’s 
management of each risk component, 
including but not limited to: 

(i) Regarding credit risk arising from 
all secured and unsecured transactions, 
standards and criteria for, and timing 
of, periodic assessment of the credit-
worthiness of issuers, obligors, or other 
counterparties including identifying 
the criteria for selecting dealers, bro-
kers and other securities firms with 
which the Bank may execute trans-
actions; 

(ii) Regarding market risk, standards 
for the methods and models used to 
measure and monitor such risk; 

(iii) Regarding day-to-day oper-
ational liquidity needs and contin-
gency liquidity needs: 

(A) An enumeration of specific types 
of investments to be held for such li-
quidity purposes; and 

(B) The methodology to be used for 
determining the Bank’s operational 
and contingency liquidity needs; 

(iv) Regarding operations risk, stand-
ards for an effective internal control 

system, including periodic testing and 
reporting; and 

(v) Regarding business risk, strate-
gies for mitigating such risk, including 
contingency plans where appropriate. 

(c) Risk assessment. The senior man-
agement of each Bank shall perform, at 
least annually, a risk assessment that 
is reasonably designed to identify and 
evaluate all material risks, including 
both quantitative and qualitative as-
pects, that could adversely affect the 
achievement of the Bank’s perform-
ance objectives and compliance re-
quirements. The risk assessment shall 
be in written form and shall be re-
viewed by the Bank’s board of directors 
promptly upon its completion. 

[65 FR 25274, May 1, 2000, as amended at 66 
FR 8308, Jan. 30, 2001; 67 FR 12846, Mar. 20, 
2002] 

§ 917.4 Bank Member Products Policy. 

(a) Adoption and review of member 
products policy—(1) Adoption. Beginning 
November 15, 2000, each Bank’s board of 
directors shall have in effect at all 
times a policy that addresses the 
Bank’s management of products of-
fered by the Bank to members and 
housing associates, including but not 
limited to advances, standby letters of 
credit and acquired member assets, 
consistent with the requirements of 
the Act, paragraph (b) of this section, 
and all applicable Finance Board regu-
lations and policies. 

(2) Review and compliance. Each 
Bank’s board of directors shall: 

(i) Review the Bank’s member prod-
ucts policy annually; 

(ii) Amend the member products pol-
icy as appropriate; and 

(iii) Re-adopt the member products 
policy, including interim amendments, 
not less often than every three years. 

(b) Member products policy require-
ments. In addition to meeting any other 
requirements set forth in this chapter, 
each Bank’s member products policy 
shall: 

(1) Address credit underwriting cri-
teria to be applied in evaluating appli-
cations for advances, standby letters of 
credit, and renewals; 

(2) Address appropriate levels of 
collateralization, valuation of collat-
eral and discounts applied to collateral 
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values for advances and standby letters 
of credit; 

(3) Address advances-related fees to 
be charged by each Bank, including 
any schedules or formulas pertaining 
to such fees; 

(4) Address standards and criteria for 
pricing member products, including 
differential pricing of advances pursu-
ant to § 950.5(b)(2) of this chapter, and 
criteria regarding the pricing of stand-
by letters of credit, including any spe-
cial pricing provisions for standby let-
ters of credit that facilitate the financ-
ing of projects that are eligible for any 
of the Banks’ CICA programs under 
part 952 of this chapter; 

(5) Provide that, for any draw made 
by a beneficiary under a standby letter 
of credit, the member will be charged a 
processing fee calculated in accordance 
with the requirements of § 975.6(b) of 
this chapter; 

(6) Address the maintenance of appro-
priate systems, procedures and internal 
controls; and 

(7) Address the maintenance of appro-
priate operational and personnel capac-
ity. 

[65 FR 44426, July 18, 2000, as amended at 67 
FR 12846, Mar. 20, 2002] 

§ 917.5 Strategic business plan. 

(a) Adoption of strategic business plan. 
Beginning on July 30, 2000, each Bank’s 
board of directors shall have in effect 
at all times a strategic business plan 
that describes how the business activi-
ties of the Bank will achieve the mis-
sion of the Bank consistent with part 
940 of this chapter. Specifically, each 
Bank’s strategic business plan shall: 

(1) Enumerate operating goals and 
objectives for each major business ac-
tivity and for all new business activi-
ties, which must include plans for 
maximizing activities that enhance the 
carrying out of the mission of the 
Bank, consistent with part 940 of this 
chapter; 

(2) Discuss how the Bank will: 
(i) Address credit needs and market 

opportunities identified through ongo-
ing market research and consultations 
with members, associates and public 
and private organizations; and 

(ii) Notify members and associates of 
relevant programs and initiatives; 

(3) Establish quantitative perform-
ance goals for Bank products related to 
multi-family housing, small business, 
small farm and small agri-business 
lending; 

(4) Describe any proposed new busi-
ness activities or enhancements of ex-
isting activities; and 

(5) Be supported by appropriate and 
timely research and analysis of rel-
evant market developments and mem-
ber and associate demand for Bank 
products and services. 

(b) Review and monitoring. Each 
Bank’s board of directors shall: 

(1) Review the Bank’s strategic busi-
ness plan at least annually; 

(2) Amend the strategic business plan 
as appropriate; 

(3) Re-adopt the Bank’s strategic 
business plan, including interim 
amendments, not less often than every 
three years; and 

(4) Establish management reporting 
requirements and monitor implementa-
tion of the strategic business plan and 
the operating goals and objectives con-
tained therein. 

(c) Report to Finance Board. Each 
Bank shall submit to the Finance 
Board annually a report analyzing and 
describing the Bank’s performance in 
achieving the goals described in para-
graph (a)(3) of this section. 

[65 FR 25274, May 1, 2000, as amended at 67 
FR 12846, Mar. 20, 2002] 

§ 917.6 Internal control system. 
(a) Establishment and maintenance. (1) 

Each Bank shall establish and main-
tain an effective internal control sys-
tem that addresses: 

(i) The efficiency and effectiveness of 
Bank activities; 

(ii) The safeguarding of Bank assets; 
(iii) The reliability, completeness 

and timely reporting of financial and 
management information and trans-
parency of such information to the 
Bank’s board of directors and to the Fi-
nance Board; and 

(iv) Compliance with applicable laws, 
regulations, policies, supervisory de-
terminations and directives of the 
Bank’s board of directors and senior 
management. 

(2) Ongoing internal control activi-
ties necessary to maintain the internal 
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control system required under para-
graph (a)(1) of this section shall in-
clude, but are not limited to: 

(i) Top level reviews by the Bank’s 
board of directors and senior manage-
ment, including review of financial 
presentations and performance reports; 

(ii) Activity controls, including re-
view of standard performance and ex-
ception reports by department-level 
management on an appropriate peri-
odic basis; 

(iii) Physical and procedural controls 
to safeguard, and prevent the unau-
thorized use of, assets; 

(iv) Monitoring for compliance with 
the risk tolerance limits set forth in 
the Bank’s risk management policy; 

(v) Any required approvals and au-
thorizations for specific activities; and 

(vi) Any required verifications and 
reconciliations for specific activities. 

(b) Internal control responsibilities of 
Banks’ boards of directors. Each Bank’s 
board of directors shall ensure that the 
internal control system required under 
paragraph (a)(1) of this section is estab-
lished and maintained, and shall over-
see senior management’s implementa-
tion of such a system on an ongoing 
basis, by: 

(1) Conducting periodic discussions 
with senior management regarding the 
effectiveness of the internal control 
system; 

(2) Ensuring that an internal audit of 
the internal control system is per-
formed annually and that such annual 
audit is reasonably designed to be ef-
fective and comprehensive; 

(3) Requiring that internal control 
deficiencies be reported to the Bank’s 
board of directors in a timely manner 
and that such deficiencies are ad-
dressed promptly; 

(4) Conducting a timely review of 
evaluations of the effectiveness of the 
internal control system made by inter-
nal auditors, external auditors and Fi-
nance Board examiners; 

(5) Directing senior management to 
address promptly and effectively rec-
ommendations and concerns expressed 
by internal auditors, external auditors 
and Finance Board examiners regard-
ing weaknesses in the internal control 
system; 

(6) Reporting any internal control de-
ficiencies found, and the corrective ac-

tion taken, to the Finance Board in a 
timely manner; 

(7) Establishing, documenting and 
communicating an organizational 
structure that clearly shows lines of 
authority within the Bank, provides 
for effective communication through-
out the Bank, and ensures that there 
are no gaps in the lines of authority; 

(8) Reviewing all delegations of au-
thority to specific personnel or com-
mittees and requiring that such delega-
tions state the extent of the authority 
and responsibilities delegated; and 

(9) Establishing reporting require-
ments, including specifying the nature 
and frequency of reports it receives. 

(c) Internal control responsibilities of 
Banks’ senior management. Each Bank’s 
senior management shall be respon-
sible for carrying out the directives of 
the Bank’s board of directors, includ-
ing the establishment, implementation 
and maintenance of the internal con-
trol system required under paragraph 
(a)(1) of this section, by: 

(1) Establishing, implementing and 
effectively communicating to Bank 
personnel policies and procedures that 
are adequate to ensure that internal 
control activities necessary to main-
tain an effective internal control sys-
tem, including the activities enumer-
ated in paragraph (a)(2) of this section, 
are an integral part of the daily func-
tions of all Bank personnel; 

(2) Ensuring that all Bank personnel 
fully understand and comply with all 
policies, procedures and legal require-
ments applicable to their positions and 
responsibilities; 

(3) Ensuring that there is appropriate 
segregation of duties among Bank per-
sonnel and that personnel are not as-
signed conflicting responsibilities; 

(4) Establishing effective paths of 
communication upward, downward and 
across the organization in order to en-
sure that Bank personnel receive nec-
essary and appropriate information, in-
cluding: 

(i) Information relating to the oper-
ational policies and procedures of the 
Bank; 

(ii) Information relating to the ac-
tual operational performance of the 
Bank; 
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(iii) Adequate and comprehensive in-
ternal financial, operational and com-
pliance data; and 

(iv) External market information 
about events and conditions that are 
relevant to decision making; 

(5) Developing and implementing pro-
cedures that translate the major busi-
ness strategies and policies established 
by the Bank’s board of directors into 
operating standards; 

(6) Ensuring adherence to the lines of 
authority and responsibility estab-
lished by the Bank’s board of directors; 

(7) Overseeing the implementation 
and maintenance of management infor-
mation and other systems; 

(8) Establishing and implementing an 
effective system to track internal con-
trol weaknesses and the actions taken 
to correct them; and 

(9) Monitoring and reporting to the 
Bank’s board of directors the effective-
ness of the internal control system on 
an ongoing basis. 

[65 FR 25274, May 1, 2000, as amended at 67 
FR 12846, Mar. 20, 2002] 

§ 917.7 Audit committees. 
(a) Establishment. The board of direc-

tors of each Bank shall establish an 
audit committee, consistent with the 
requirements set forth in this section. 

(b) Composition. (1) The audit com-
mittee shall comprise five or more per-
sons drawn from the Bank’s board of 
directors, each of whom shall meet the 
criteria of independence set forth in 
paragraph (c) of this section. 

(2) The audit committee shall include 
a balance of representatives of: 

(i) Community financial institutions 
and other members; and 

(ii) Appointive and elective directors 
of the Bank. 

(3) The terms of audit committee 
members shall be appropriately stag-
gered so as to provide for continuity of 
service. 

(4) At least one member of the audit 
committee shall have extensive ac-
counting or related financial manage-
ment experience. 

(c) Independence. Any member of the 
Bank’s board of directors shall be con-
sidered to be sufficiently independent 
to serve as a member of the audit com-
mittee if that director does not have a 
disqualifying relationship with the 

Bank or its management that would 
interfere with the exercise of that di-
rector’s independent judgment. Such 
disqualifying relationships include, but 
are not limited to: 

(1) Being employed by the Bank in 
the current year or any of the past five 
years; 

(2) Accepting any compensation from 
the Bank other than compensation for 
service as a board director; 

(3) Serving or having served in any of 
the past five years as a consultant, ad-
visor, promoter, underwriter, or legal 
counsel of or to the Bank; or 

(4) Being an immediate family mem-
ber of an individual who is, or has been 
in any of the past five years, employed 
by the Bank as an executive officer. 

(d) Charter. (1) The audit committee 
of each Bank shall adopt, and the 
Bank’s board of directors shall ap-
prove, a formal written charter that 
specifies the scope of the audit com-
mittee’s powers and responsibilities, as 
well as the audit committee’s struc-
ture, processes and membership re-
quirements. 

(2) The audit committee and the 
board of directors of each Bank shall: 

(i) Review, assess the adequacy of 
and, where appropriate, amend the 
Bank’s audit committee charter on an 
annual basis; 

(ii) Amend the audit committee char-
ter as appropriate; and 

(iii) Re-adopt and re-approve, respec-
tively, the Bank’s audit committee 
charter not less often than every three 
years. 

(3) Each Bank’s audit committee 
charter shall: 

(i) Provide that the audit committee 
has the responsibility to select, evalu-
ate and, where appropriate, replace the 
internal auditor and that the internal 
auditor may be removed only with the 
approval of the audit committee; 

(ii) Provide that the internal auditor 
shall report directly to the audit com-
mittee on substantive matters and that 
the internal auditor is ultimately ac-
countable to the audit committee and 
board of directors; and 

(iii) Provide that both the internal 
auditor and the external auditor shall 
have unrestricted access to the audit 
committee without the need for any 
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prior management knowledge or ap-
proval. 

(e) Duties. Each Bank’s audit com-
mittee shall have the duty to: 

(1) Direct senior management to 
maintain the reliability and integrity 
of the accounting policies and financial 
reporting and disclosure practices of 
the Bank; 

(2) Review the basis for the Bank’s fi-
nancial statements and the external 
auditor’s opinion rendered with respect 
to such financial statements (including 
the nature and extent of any signifi-
cant changes in accounting principles 
or the application therein) and ensure 
that policies are in place that are rea-
sonably designed to achieve disclosure 
and transparency regarding the Bank’s 
true financial performance and govern-
ance practices; 

(3) Oversee the internal audit func-
tion by: 

(i) Reviewing the scope of audit serv-
ices required, significant accounting 
policies, significant risks and expo-
sures, audit activities and audit find-
ings; 

(ii) Assessing the performance and 
determining the compensation of the 
internal auditor; and 

(iii) Reviewing and approving the in-
ternal auditor’s work plan; 

(4) Oversee the external audit func-
tion by: 

(i) Approving the external auditor’s 
annual engagement letter; 

(ii) Reviewing the performance of the 
external auditor; and 

(iii) Making recommendations to the 
Bank’s board of directors regarding the 
appointment, renewal, or termination 
of the external auditor; 

(5) Provide an independent, direct 
channel of communication between the 
Bank’s board of directors and the inter-
nal and external auditors; 

(6) Conduct or authorize investiga-
tions into any matters within the audit 
committee’s scope of responsibilities; 

(7) Ensure that senior management 
has established and is maintaining an 
adequate internal control system with-
in the Bank by: 

(i) Reviewing the Bank’s internal 
control system and the resolution of 
identified material weaknesses and re-
portable conditions in the internal con-
trol system, including the prevention 

or detection of management override 
or compromise of the internal control 
system; and 

(ii) Reviewing the programs and poli-
cies of the Bank designed to ensure 
compliance with applicable laws, regu-
lations and policies and monitoring the 
results of these compliance efforts; 

(8) Review the policies and proce-
dures established by senior manage-
ment to assess and monitor implemen-
tation of the Bank’s strategic business 
plan and the operating goals and objec-
tives contained therein; and 

(9) Report periodically its findings to 
the Bank’s board of directors. 

(f) Meetings. The audit committee 
shall prepare written minutes of each 
audit committee meeting. 

[65 FR 25274, May 1, 2000, as amended at 67 
FR 12846, Mar. 20, 2002] 

§ 917.8 Budget preparation. 
(a) Adoption of budgets. Each Bank’s 

board of directors shall be responsible 
for the adoption of an annual operating 
expense budget and a capital expendi-
tures budget for the Bank, and any sub-
sequent amendments thereto, con-
sistent with the requirements of the 
Act, this section, other regulations and 
policies of the Finance Board, and with 
the Bank’s responsibility to protect 
both its members and the public inter-
est by keeping its costs to an efficient 
and effective minimum. 

(b) No delegation of budget authority. A 
Bank’s board of directors may not dele-
gate the authority to approve the 
Bank’s annual budgets, or any subse-
quent amendments thereto, to Bank of-
ficers or other Bank employees. 

(c) Interest rate scenario. A Bank’s an-
nual budgets shall be prepared based 
upon an interest rate scenario as deter-
mined by the Bank. 

(d) Board approval for deviations. A 
Bank may not exceed its total annual 
operating expense budget or its total 
annual capital expenditures budget 
without prior approval by the Bank’s 
board of directors of an amendment to 
such budget. 

§ 917.9 Dividends. 
(a) A Bank’s board of directors may 

declare and pay a dividend only from 
previously retained earnings or current 
net earnings and only in accordance 
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with any other applicable limitations 
on dividends set forth in the Act or 
this chapter. Dividends on such capital 
stock shall be computed without pref-
erence. 

(b) A Bank’s board of directors may 
not declare or pay a dividend based on 
projected or anticipated earnings and 
may not declare or pay a dividend if 
the par value of the Bank’s stock is im-
paired or is projected to become im-
paired after paying such dividend. 

(c) The requirement in paragraph (a) 
of this section that dividends be com-
puted without preference shall cease to 
apply to any Bank that has established 

any dividend preferences for 1 or more 
classes or subclasses of its capital 
stock as part of its approved capital 
plan, as of the date on which the cap-
ital plan takes effect. 

[71 FR 78051, Dec. 28, 2006] 

§ 917.10 Bank bylaws. 

A Bank’s board of directors shall 
have in effect at all times bylaws gov-
erning the manner in which the Bank 
administers its affairs and such bylaws 
shall be consistent with applicable laws 
and regulations as administered by the 
Finance Board. 
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SUBCHAPTER E—FEDERAL HOME LOAN BANK RISK 
MANAGEMENT AND CAPITAL STANDARDS 

PART 930—DEFINITIONS APPLYING 
TO RISK MANAGEMENT AND 
CAPITAL REGULATIONS 

AUTHORITY: 12 U.S.C. 1422a(a)(3), 1422b(a), 
1426, 1436(a), 1440, 1443, and 1446. 

§ 930.1 Definitions. 
As used in this subchapter: 
Affiliated counterparty means a 

counterparty of a Bank that controls, 
is controlled by or is under common 
control with another counterparty of 
the Bank. For the purposes of this defi-
nition only, direct or indirect owner-
ship (including beneficial ownership) of 
more than 50 percent of the voting se-
curities or voting interests of an entity 
constitutes control. 

Certain drawdown means a legally 
binding agreement that commits the 
Bank to make an advance or acquire a 
loan, at or by a specified future date. 

Charges against the capital of the Bank 
means an other than temporary decline 
in the Bank’s total equity that causes 
the value of total equity to fall below 
the Bank’s aggregate capital stock 
amount. 

Class A stock means capital stock 
issued by a Bank, including subclasses, 
that has the characteristics specified 
by § 931.1(a) of this subchapter. 

Class B stock means capital stock 
issued by a Bank, including subclasses, 
that has the characteristics specified 
by § 931.1(b) of this subchapter. 

Contingency liquidity means the 
sources of cash a Bank may use to 
meet its operational requirements 
when its access to the capital markets 
is impeded, and includes: 

(1) Marketable assets with a matu-
rity of one year or less; 

(2) Self-liquidating assets with a ma-
turity of seven days or less; 

(3) Assets that are generally accepted 
as collateral in the repurchase agree-
ment market; and 

(4) Irrevocable lines of credit from fi-
nancial institutions rated not lower 
than the second highest credit rating 
category by an NRSRO. 

Credit derivative contract means a de-
rivative contract that transfers credit 
risk. 

Credit risk means the risk that the 
market value, or estimated fair value 
if market value is not available, of an 
obligation will decline as a result of de-
terioration in creditworthiness. 

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. 

Exchange rate contracts include cross- 
currency interest-rate swaps, forward 
foreign exchange rate contracts, cur-
rency options purchased, and any simi-
lar instruments that give rise to simi-
lar risks. 

General allowance for losses means an 
allowance established by a Bank in ac-
cordance with GAAP for losses, but 
which does not include any amounts 
held against specific assets of the 
Bank. 

Government Sponsored Enterprise, or 
GSE, means a United States Govern-
ment-sponsored agency or instrumen-
tality originally established or char-
tered to serve public purposes specified 
by the United States Congress, but 
whose obligations are not obligations 
of the United States and are not guar-
anteed by the United States. 

Interest rate contracts include, single 
currency interest-rate swaps, basis 
swaps, forward rate agreements, inter-
est-rate options, and any similar in-
strument that gives rise to similar 
risks, including when-issued securities. 

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 rating category by 
any NRSRO; or 

(2) If there is no credit quality rating 
by an NRSRO, a determination by a 
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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. 

Market risk means the risk that the 
market value, or estimated fair value 
if market value is not available, of a 
Bank’s portfolio will decline as a result 
of changes in interest rates, foreign ex-
change rates, equity and commodity 
prices. 

Marketable means, with respect to an 
asset, that the asset can be sold with 
reasonable promptness at a price that 
corresponds reasonably to its fair 
value. 

Market value at risk is the loss in the 
market value of a Bank’s portfolio 
measured from a base line case, where 
the loss is estimated in accordance 
with § 932.5 of this chapter. 

Minimum investment means the min-
imum amount of Class A and/or Class B 
stock that a member is required to own 
in order to be a member of a Bank and 
in order to obtain advances and to en-
gage in other business activities with 
the Bank in accordance with § 931.3 of 
this chapter. 

Operations risk means the risk of an 
unexpected loss to a Bank resulting 
from human error, fraud, unenforce-
ability of legal contracts, or defi-
ciencies in internal controls or infor-
mation systems. 

Permanent capital means the retained 
earnings of a Bank, determined in ac-
cordance with GAAP, plus the amount 
paid-in for the Bank’s Class B stock. 

Redeem or Redemption means the ac-
quisition by a Bank of its outstanding 
Class A or Class B stock at par value 
following the expiration of the six- 
month or five-year statutory redemp-
tion period, respectively, for the stock. 

Regulatory risk-based capital require-
ment means the amount of permanent 
capital that a Bank is required to 
maintain in accordance with § 932.3 of 
this chapter. 

Regulatory total capital requirement 
means the amount of total capital that 
a Bank is required to maintain in ac-
cordance with § 932.2 of this chapter. 

Repurchase means the acquisition by 
a Bank of excess stock prior to the ex-
piration of the six-month or five-year 

statutory redemption period for the 
stock. 

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. 

Sales of federal funds subject to a con-
tinuing contract means an overnight 
federal funds loan that is automati-
cally renewed each day unless termi-
nated by either the lender or the bor-
rower. 

Total assets means the total assets of 
a Bank, as determined in accordance 
with GAAP. 

Total capital of a Bank means the 
sum of permanent capital, the amounts 
paid-in for Class A stock, the amount 
of any general allowance for losses, and 
the amount of other instruments iden-
tified in a Bank’s capital plan that the 
Finance Board has determined to be 
available to absorb losses incurred by 
such Bank. 

Walkaway clause means a provision in 
a bilateral netting contract that per-
mits a nondefaulting counterparty to 
make a lower payment than it would 
make otherwise under the bilateral 
netting contract, or no payment at all, 
to a defaulter or the estate of a de-
faulter, even if the defaulter or the es-
tate of the defaulter is a net creditor 
under the bilateral netting contract. 

[66 FR 8310, Jan. 30, 2001, as amended at 66 
FR 54107, Oct. 26, 2001; 66 FR 66728, Dec. 27, 
2001; 67 FR 12849, Mar. 20, 2002; 71 FR 78051, 
Dec. 28, 2006] 

PART 931—FEDERAL HOME LOAN 
BANK CAPITAL STOCK 

Sec. 
931.1 Classes of capital stock. 
931.2 Issuance of capital stock. 
931.3 Minimum investment in capital stock. 
931.4 Dividends. 
931.5 Liquidation, merger, or consolidation. 
931.6 Transfer of capital stock. 
931.7 Redemption and repurchase of capital 

stock. 
931.8 Other restrictions on the repurchase 

or redemption of Bank stock. 
931.9 Transition provision. 

AUTHORITY: 12 U.S.C. 1422a(a)(3), 1422b(a), 
1426, 1440, 1443, 1446. 

SOURCE: 66 FR 8310, Jan. 30, 2001, unless 
otherwise noted. 
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§ 931.1 Classes of capital stock. 
The authorized capital stock of a 

Bank shall consist of the following in-
struments: 

(a) Class A stock, which shall: 
(1) Have a par value as determined by 

the board of directors of the Bank and 
stated in the Bank’s capital plan; 

(2) Be issued, redeemed, and repur-
chased only at its stated par value; and 

(3) Be redeemable in cash only on six- 
months written notice to the Bank. 

(b) Class B stock, which shall: 
(1) Have a par value as determined by 

the board of directors of the Bank and 
stated in the Bank’s capital plan; 

(2) Be issued, redeemed, and repur-
chased only at its stated par value; 

(3) Be redeemable in cash only on 
five-years written notice to the Bank; 
and 

(4) Confer an ownership interest in 
the retained earnings, surplus, undi-
vided profits, and equity reserves of the 
Bank; and 

(c) Any one or more subclasses of 
Class A or Class B stock, each of which 
may have different rights, terms, con-
ditions, or preferences as may be au-
thorized in the Bank’s capital plan, 
provided, however, that each subclass 
of stock shall have all of the character-
istics of its respective class, as speci-
fied in paragraph (a) or (b) of this sec-
tion. 

§ 931.2 Issuance of capital stock. 
(a) In general. A Bank may issue ei-

ther one or both classes of its capital 
stock (including subclasses), as author-
ized by § 931.1, and shall not issue any 
other class of capital stock. A Bank 
shall issue its stock only to its mem-
bers and only in book-entry form, and 
the Bank shall act as its own transfer 
agent. All capital stock shall be issued 
in accordance with the Bank’s capital 
plan. 

(b) Initial issuance. In connection 
with the initial issuance of its Class A 
and/or Class B stock (or any subclass of 
either), a Bank may issue such stock in 
exchange for its existing stock, 
through a conversion of its existing 
stock, or through any other fair and 
equitable transaction or method of dis-
tribution. As part of its initial stock 
issuance transaction, a Bank may dis-
tribute any portion of its then-existing 

unrestricted retained earnings as 
shares of Class B stock. 

§ 931.3 Minimum investment in capital 
stock. 

(a) A Bank shall require each mem-
ber to maintain a minimum invest-
ment in the capital stock of the Bank, 
both as a condition to becoming and re-
maining a member of the Bank and as 
a condition to transacting business 
with the Bank or obtaining advances 
and other services from the Bank. The 
amount of the required minimum in-
vestment shall be determined in ac-
cordance with the Bank’s capital plan 
and shall be sufficient to ensure that 
the Bank remains in compliance with 
its minimum capital requirements. A 
Bank shall require each member to 
maintain its minimum investment for 
as long as the institution remains a 
member of the Bank and for as long as 
the member engages in any activity 
with the Bank against which the Bank 
is required to maintain capital. 

(b) A Bank may establish the min-
imum investment required of each 
member as a percentage of the total as-
sets of the member, as a percentage of 
the advances outstanding to the mem-
ber, as a percentage of any other busi-
ness activity conducted with the mem-
ber, on any other basis that is approved 
by the Finance Board, or any combina-
tion thereof. 

(c) A Bank may require each member 
to satisfy the minimum investment re-
quirement through the purchase of ei-
ther Class A or Class B stock, or 
through the purchase of one or more 
combinations of Class A and Class B 
stock that have been authorized by the 
board of directors of the Bank in its 
capital plan. A Bank, in its discretion, 
may establish a lower minimum invest-
ment for members that invest in Class 
B stock than is required for members 
that invest in Class A stock, provided 
that such reduced investment provides 
sufficient capital for the Bank to re-
main in compliance with its minimum 
capital requirements. 

(d) Each member of a Bank shall at 
all times maintain an investment in 
the capital stock of the Bank in an 
amount that is sufficient to satisfy the 
minimum investment required for that 
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member in accordance with the Bank’s 
capital plan. 

[66 FR 8310, Jan. 30, 2001, as amended at 70 
FR 9510, Feb. 28, 2005] 

§ 931.4 Dividends. 
(a) In general. A Bank may pay divi-

dends on Class A or Class B stock, in-
cluding any subclasses of such stock, 
only out of previously retained earn-
ings or current net earnings, and shall 
declare and pay dividends only as pro-
vided by its capital plan. The capital 
plan may establish different dividend 
rates or preferences for each class or 
subclass of stock, which may include a 
dividend that tracks the economic per-
formance of certain Bank assets, such 
as Acquired Member Assets. A member, 
including a member that has provided 
the Bank with a notice of intent to 
withdraw from membership or one 
whose membership is otherwise termi-
nated, shall be entitled to receive any 
dividends that a Bank declares on its 
capital stock while the member owns 
the stock. 

(b) Limitation on payment of dividends. 
In no event shall a Bank declare or pay 
any dividend on its capital stock if 
after doing so the Bank would fail to 
meet any of its minimum capital re-
quirements, nor shall a Bank that is 
not in compliance with any of its min-
imum capital requirements declare or 
pay any dividend on its capital stock. 

[66 FR 8310, Jan. 30, 2001, as amended at 66 
FR 54108, Oct. 26, 2001] 

§ 931.5 Liquidation, merger, or consoli-
dation. 

The respective rights of the Class A 
and Class B stockholders, in the event 
that the Bank is liquidated, or is 
merged or otherwise consolidated with 
another Bank, shall be determined in 
accordance with the capital plan of the 
Bank. 

§ 931.6 Transfer of capital stock. 
A Bank in its capital plan may allow 

a member to transfer any excess cap-
ital stock of the Bank to another mem-
ber of that Bank or to an institution 
that has been approved for membership 
in that Bank and that has satisfied all 
conditions for becoming a member, 
other than the purchase of the min-

imum amount of Bank stock that it is 
required to hold as a condition of mem-
bership. Any such stock transfers shall 
be at par value and shall be effective 
upon being recorded on the appropriate 
books and records of the Bank. The 
Bank may, in its capital plan, require a 
member to receive the approval of the 
Bank before a transfer of the Bank’s 
stock, as allowed under this section, is 
completed. 

[66 FR 8310, Jan. 30, 2001, as amended at 66 
FR 54108, Oct. 26, 2001] 

§ 931.7 Redemption and repurchase of 
capital stock. 

(a) Redemption. A member may have 
its capital stock in a Bank redeemed 
by providing written notice to the 
Bank in accordance with this section. 
For Class A stock, a member shall pro-
vide six-months written notice, and for 
Class B stock a member shall provide 
five-years written notice. The notice 
shall indicate the number of shares of 
Bank stock that are to be redeemed, 
and a member shall not have more 
than one notice of redemption out-
standing at one time for the same 
shares of Bank stock. A member may 
cancel a notice of redemption by so in-
forming the Bank in writing, and the 
Bank may impose a fee (to be specified 
in its capital plan) on any member that 
cancels a pending notice of redemption. 
At the expiration of the applicable no-
tice period, the Bank shall pay the 
stated par value of that stock to the 
member in cash. A request by a mem-
ber (whose membership has not been 
terminated) to redeem specific shares 
of stock shall automatically be can-
celled if the Bank is prevented from re-
deeming the member’s stock by para-
graph (c) of this section within five 
business days from the end of the expi-
ration of the applicable redemption no-
tice period because the member would 
fail to maintain its minimum invest-
ment in the stock of the Bank after 
such redemption. The automatic can-
cellation of a member’s redemption re-
quest shall have the same effect as if 
the member had cancelled its notice to 
redeem stock prior to the end of the re-
demption notice period, and a Bank 
may impose a fee (to be specified in its 
capital plan) for automatic cancella-
tion of a redemption request. A Bank 
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shall not be obligated to redeem its 
capital stock other than in accordance 
with this paragraph. 

(b) Repurchase. A Bank, in its discre-
tion and without regard to the applica-
ble redemption periods, may repur-
chase from a member any outstanding 
Class A or Class B capital stock that is 
in excess of the amount of that class of 
Bank stock that the member is re-
quired to hold as a minimum invest-
ment, in accordance with the capital 
plan of that Bank. A Bank undertaking 
such a stock repurchase at its own ini-
tiative shall provide the member with 
reasonable notice prior to repurchasing 
any excess stock, with the period of 
such notice to be specified in the 
Bank’s capital plan, and shall pay the 
stated par value of that stock to the 
member in cash. For purposes of this 
section, any Bank stock owned by a 
member shall be considered to be ex-
cess stock if the member is not re-
quired to hold such stock either as a 
condition of remaining a member of 
the Bank or as a condition of obtaining 
advances or transacting other business 
with the Bank. A member’s submission 
of a notice of intent to withdraw from 
membership, or its termination of 
membership in any other manner, shall 
not, in and of itself, cause any Bank 
stock to be deemed excess stock for 
purposes of this section. 

(c) Limitation. In no event may a 
Bank redeem or repurchase any stock 
if, following the redemption or repur-
chase, the Bank would fail to meet any 
minimum capital requirement, or if 
the member would fail to maintain its 
minimum investment in the stock of 
the Bank, as required by § 931.3. 

[66 FR 8310, Jan. 30, 2001, as amended at 66 
FR 54108, Oct. 26, 2001; 70 FR 9510, Feb. 28, 
2005] 

§ 931.8 Other restrictions on the repur-
chase or redemption of Bank stock. 

(a) Capital impairment. A Bank may 
not redeem or repurchase any capital 
stock without the prior written ap-
proval of the Finance Board if the Fi-
nance Board or the board of directors 
of the Bank has determined that the 
Bank has incurred or is likely to incur 
losses that result in or are likely to re-
sult in charges against the capital of 
the Bank. This prohibition shall apply 

even if a Bank is in compliance with its 
minimum capital requirements, and 
shall remain in effect for however long 
the Bank continues to incur such 
charges or until the Finance Board de-
termines that such charges are not ex-
pected to continue. 

(b) Bank discretion to suspend redemp-
tion. A Bank, upon the approval of its 
board of directors, or of a sub-
committee thereof, may suspend re-
demption of stock if the Bank reason-
ably believes that continued redemp-
tion of stock would cause the Bank to 
fail to meet its minimum capital re-
quirements as set forth in §§ 932.2 or 
932.3 of this chapter, would prevent the 
Bank from maintaining adequate cap-
ital against a potential risk that may 
not be adequately reflected in its min-
imum capital requirements, or would 
otherwise prevent the Bank from oper-
ating in a safe and sound manner. A 
Bank shall notify the Finance Board in 
writing within two business days of the 
date of the decision to suspend the re-
demption of stock, informing the Fi-
nance Board of the reasons for the sus-
pension and of the Bank’s strategies 
and time frames for addressing the con-
ditions that led to the suspension. The 
Finance Board may require the Bank 
to re-institute the redemption of mem-
ber stock. A Bank shall not repurchase 
any stock without the written permis-
sion of the Finance Board during any 
period in which the Bank has sus-
pended redemption of stock under this 
paragraph. 

[66 FR 8310, Jan. 30, 2001, as amended at 66 
FR 54108, Oct. 26, 2001] 

§ 931.9 Transition provision. 

(a) In general. Each Bank shall com-
ply with the minimum leverage and 
risk-based capital requirements speci-
fied in § 932.2 and § 932.3 of this chapter, 
respectively, and each member shall 
comply with the minimum investment 
established in the capital plan, as of 
the effective date of that Bank’s cap-
ital plan. The effective date of a Bank’s 
capital plan shall be the date on which 
the Bank first issues any Class A or 
Class B stock. Prior to the effective 
date, the issuance and retention of 
Bank stock shall be as provided in 
§ 925.20 and § 925.22 of this chapter. 

VerDate Sep<11>2014 09:45 Mar 20, 2015 Jkt 235042 PO 00000 Frm 00031 Fmt 8010 Sfmt 8010 Q:\12\12V8.XXX 31



22 

12 CFR Ch. IX (1–1–15 Edition) Pt. 932 

(b) Transition period—(1) Bank transi-
tion. A Bank that will not be in compli-
ance with the minimum leverage and 
risk-based capital requirements speci-
fied in § 932.2 and § 932.3 of this chapter 
as of the effective date of its capital 
plan shall maintain compliance with 
the leverage limit requirements in 
§ 966.3(a) of this chapter and shall in-
clude in its capital plan a description 
of the steps that the Bank will take to 
achieve compliance with the minimum 
capital requirements specified in § 932.2 
and § 932.3 of this chapter. The period of 
time for compliance with the minimum 
capital requirements shall be stated in 
the plan and shall not exceed three 
years from the effective date of the 
capital plan. When the Bank has 
achieved compliance with the leverage 
requirement of § 932.2 of this chapter, 
the leverage limit requirements of 
§ 966.3(a) of this chapter shall cease to 
apply to that Bank. 

(2) Member transition—(i) Existing 
members. A Bank’s capital plan shall re-
quire any institution that was a mem-
ber on November 12, 1999, and whose in-
vestment in Bank stock as of the effec-
tive date of the capital plan will be less 
than the minimum investment re-
quired by the plan, to comply with the 
minimum investment by a date speci-
fied in the Bank’s capital plan. The 
length of the transition period shall be 
specified in the capital plan and shall 
not exceed three years. The capital 
plan shall describe the actions that the 
existing members are required to take 
to achieve compliance with the min-
imum investment, and may require 
such members to purchase additional 
Bank stock periodically over the 
course of the transition period. 

(ii) New members. A Bank’s capital 
plan shall require any institution that 
became a member after November 12, 
1999, but prior to the effective date of 
the capital plan, to comply with the 
minimum investment specified in the 
Bank’s capital plan as of the effective 
date of the plan. A Bank’s capital plan 
shall require any institution that be-
comes a member after the effective 
date of the capital plan, to comply 
with the minimum investment upon 
becoming a member. 

(3) New business. A Bank’s capital 
plan shall require any member that ob-

tains an advance or other services from 
the Bank, or that initiates any other 
business activity with the Bank 
against which the Bank is required to 
hold capital, after the effective date of 
the capital plan to comply with the 
minimum investment specified in the 
Bank’s capital plan for such advance, 
services, or activity at the time the 
transaction occurs. 

PART 932—FEDERAL HOME LOAN 
BANK CAPITAL REQUIREMENTS 

Sec. 
932.1 Risk management. 
932.2 Total capital requirement. 
932.3 Risk-based capital requirement. 
932.4 Credit risk capital requirement. 
932.5 Market risk capital requirement. 
932.6 Operations risk capital requirement. 
932.7 Reporting requirements. 
932.8 Minimum liquidity requirements. 
932.9 Limits on unsecured extensions of 

credit to one counterparty or affiliated 
counterparties; reporting requirements 
for total extensions of credit to one 
counterparty or affiliated counterpar-
ties. 

AUTHORITY: 12 U.S.C. 1426, 1440, 1443, 1446, 
4513, 4526. 

SOURCE: 66 FR 8310, Jan. 30, 2001, unless 
otherwise noted. 

§ 932.1 Risk management. 
Before its new capital plan may take 

effect, each Bank shall obtain the ap-
proval of the Finance Board for the in-
ternal market risk model or the inter-
nal cash flow model used to calculate 
the market risk component of its risk- 
based capital requirement, and for the 
risk assessment procedures and con-
trols (whether established as part of its 
risk management policy or otherwise) 
to be used to manage its credit, mar-
ket, and operations risks. 

§ 932.2 Total capital requirement. 
Each Bank shall maintain at all 

times: 
(a) Total capital in an amount at 

least equal to 4.0 percent of the Bank’s 
total assets; and 

(b) A leverage ratio of total capital 
to total assets of at least 5.0 percent of 
the Bank’s total assets. For purposes of 
determining the leverage ratio, total 
capital shall be computed by multi-
plying the Bank’s permanent capital 
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by 1.5 and adding to this product all 
other components of total capital. 

[76 FR 11674, Mar. 3, 2011] 

§ 932.3 Risk-based capital requirement. 

Each Bank shall maintain at all 
times permanent capital in an amount 
at least equal to the sum of its credit 
risk capital requirement, its market 
risk capital requirement, and its oper-
ations risk capital requirement, cal-
culated in accordance with §§ 932.4, 932.5 
and 932.6, respectively. 

[76 FR 11674, Mar. 3, 2011] 

§ 932.4 Credit risk capital require-
ment. 

(a) General requirement. Each Bank’s 
credit risk capital requirement shall be 
equal to the sum of the Bank’s credit 
risk capital charges for all assets, off- 
balance sheet items and derivative con-
tracts. 

(b) Credit risk capital charge for assets. 
Except as provided in paragraph (i) of 
this section, each Bank’s credit risk 
capital charge for an asset shall be 
equal to the book value of the asset 
multiplied by the credit risk percent-
age requirement assigned to that asset 
pursuant to paragraph (e)(2) of this sec-
tion. 

(c) Credit risk capital charge for off-bal-
ance sheet items. Each Bank’s credit 
risk capital charge for an off-balance 
sheet item shall be equal to the credit 
equivalent amount of such item, as de-
termined pursuant to paragraph (f) of 
this section multiplied by the credit 
risk percentage requirement assigned 
to that item pursuant to paragraph 
(e)(2) of this section, except that the 
credit risk percentage requirement ap-
plied to the credit equivalent amount 
for a stand-by letter of credit shall be 
that for an advance with the same re-
maining maturity as that stand-by let-
ter of credit. 

(d) Credit risk capital charge for deriva-
tive contracts—(1) Derivative contracts 
with non-member counterparties. Except 
as provided in paragraph (j) of this sec-
tion, each Bank’s credit risk capital 
charge for a specific derivative con-
tract entered into between a Bank and 
a non-member institution shall equal 
the sum of : 

(i) The current credit exposure for 
the derivative contract, calculated in 
accordance with paragraph (g) or (h) of 
this section, as applicable, multiplied 
by the credit risk percentage require-
ment assigned to that derivative con-
tract pursuant to paragraph (e)(2) of 
this section, provided that: 

(A) The remaining maturity of the 
derivative contract shall be deemed to 
be less than one year for the purpose of 
applying Table 1.1 or 1.3 of this part; 
and 

(B) Any collateral held against an ex-
posure from the derivative contract 
shall be applied to reduce the portion 
of the credit risk capital charge cor-
responding to the current credit expo-
sure in accordance with the require-
ments of paragraph (e)(2)(ii)(B) of this 
section; plus 

(ii) The potential future credit expo-
sure for the derivative contract cal-
culated in accordance with paragraph 
(g) or (h) of this section, as applicable, 
multiplied by the credit risk percent-
age requirement assigned to that deriv-
ative contract pursuant to paragraph 
(e)(2) of this section, where the actual 
remaining maturity of the derivative 
contract is used to apply Table 1.1 or 
Table 1.3 of this part. 

(2) Derivative contracts with a member. 
Except as provided in paragraph (j) of 
this section, the credit risk capital 
charge for any derivative contract en-
tered into between a Bank and one of 
its member institutions shall be cal-
culated in accordance with paragraph 
(d)(1) of this section. However, the 
credit risk percentage requirements 
used in the calculations shall be found 
in Table 1.1 of this part, which sets 
forth the credit risk percentage re-
quirements for advances. 

(e) Determination of credit risk percent-
age requirements—(1) Finance Board de-
termination of credit risk percentage re-
quirements. The Finance Board shall de-
termine, and update periodically, the 
credit risk percentage requirements set 
forth in Tables 1.1 through 1.4 of this 
part applicable to a Bank’s assets, off- 
balance sheet items, and derivative 
contracts. 

(2) Bank determination of credit risk 
percentage requirements. (i) Each Bank 
shall determine the credit risk percent-
age requirement applicable to each 

VerDate Sep<11>2014 09:45 Mar 20, 2015 Jkt 235042 PO 00000 Frm 00033 Fmt 8010 Sfmt 8010 Q:\12\12V8.XXX 31



24 

12 CFR Ch. IX (1–1–15 Edition) § 932.4 

asset, each off-balance sheet item and 
each derivative contract by identifying 
the category set forth in Table 1.1, 
Table 1.2, Table 1.3 or Table 1.4 of this 
part to which the asset, item or deriva-
tive belongs, given, if applicable, its 
demonstrated credit rating and re-
maining maturity (as determined in 
accordance with paragraphs (e)(2)(ii) 
and (e)(2)(iii) of this section). The ap-
plicable credit risk percentage require-
ment for an asset, off-balance sheet 
item or derivative contract shall be 
used to calculate the credit risk cap-
ital charge for such asset, item, or de-
rivative contract in accordance with 
paragraphs (b), (c) or (d) of this section 
respectively. The relevant categories 
and credit risk percentage require-
ments are provided in the following Ta-
bles 1.1 through 1.4 of this part: 

TABLE 1.1—REQUIREMENT FOR ADVANCES 

Type of advances 
Percentage 
applicable 

to advances 

Advances with: 
Remaining maturity <= 4 years .................. 0.07 
Remaining maturity >4 years to 7 years .... 0.20 
Remaining maturity >7 years to 10 years .. 0.30 

TABLE 1.1—REQUIREMENT FOR ADVANCES— 
Continued 

Type of advances 
Percentage 
applicable 

to advances 

Remaining maturity >10 years ................... 0.35 

TABLE 1.2—REQUIREMENT FOR RATED 
RESIDENTIAL MORTGAGE ASSETS 

Type of residential mortgage asset 

Percentage 
applicable 
to residen-
tial mort-

gage assets 

Highest Investment Grade ................................. 0.37 
Second Highest Investment Grade ................... 0.60 
Third Highest Investment Grade ....................... 0.86 
Fourth Highest Investment Grade ..................... 1.20 
If Downgraded to Below Investment Grade 

After Acquisition By Bank: 
Highest Below Investment Grade .............. 2.40 
Second Highest Below Investment Grade 4.80 
All Other Below Investment Grade ............ 34.00 

Subordinated Classes of Mortgage Assets: 
Highest Investment Grade ......................... 0.37 
Second Highest Investment Grade ............ 0.60 
Third Highest Investment Grade ................ 1.60 
Fourth Highest Investment Grade .............. 4.45 

If Downgraded to Below Investment Grade 
After Acquisition By Bank: 

Highest Below Investment Grade .............. 13.00 
Second Highest Below Investment Grade 34.00 
All Other Below Investment Grade ............ 100.00 

TABLE 1.3—REQUIREMENT FOR RATED ASSETS OR RATED ITEMS OTHER THAN ADVANCES OR 
RESIDENTIAL MORTGAGE ASSETS 

[Based on remaining maturity] 

Applicable percentage 

≤1 year >1 yr to 3 
yrs 

>3 yrs to 
7yrs 

>7 yrs to 10 
yrs >10 yrs 

U.S. Government Securities ......................................... 0.00 0.00 0.00 0.00 0.00 
Highest Investment Grade ............................................ 0.15 0.40 0.90 1.40 2.20 
Second Highest Investment Grade ............................... 0.20 0.45 1.00 1.45 2.30 
Third Highest Investment Grade ................................... 0.70 1.10 1.60 2.05 2.95 
Fourth Highest Investment Grade ................................. 2.50 3.70 4.45 5.50 7.05 
If Downgraded Below Investment Grade After Acquisi-

tion by Bank: 
Highest Below Investment Grade ................... 10.00 13.00 13.00 13.00 13.00 
Second Highest Below Investment Grade ..... 26.00 34.00 34.00 34.00 34.00 
All Other .......................................................... 100.00 100.00 100.00 100.00 100.00 

TABLE 1.4—REQUIREMENT FOR UNRATED 
ASSETS 

Type of unrated asset Applicable 
percentage 

Cash .................................................................. 0.00 
Premises, Plant, and Equipment ....................... 8.00 
Investments Under § 940.3(e) & (f) ................... 8.00 

(ii) When determining the applicable 
credit risk percentage requirement 
from Tables 1.2 or 1.3 of this part, each 
Bank shall apply the following criteria: 

(A) For assets or items that are rated 
directly by an NRSRO, the credit rat-
ing shall be the NRSRO’s credit rating 
for the asset or item as determined in 
accordance with paragraph (e)(2)(iii) of 
this section. 

(B) When using Table 1.3 of this part, 
for an asset, off-balance sheet item, or 
derivative contract that is not rated 
directly by an NRSRO, but for which 
an NRSRO rating has been assigned to 
any corresponding obligor 
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counterparty, third party guarantor, or 
collateral backing the asset, item, or 
derivative, the credit rating that shall 
apply to the asset, item, or derivative, 
or portion of the asset, item, or deriva-
tive so guaranteed or collateralized, 
shall be the credit rating corresponding 
to such obligor counterparty, third 
party guarantor, or underlying collat-
eral, as determined in accordance with 
paragraph (e)(2)(iii) of this section. If 
there are multiple obligor counterpar-
ties, third party guarantors, or collat-
eral instruments backing an asset, 
item, or derivative not rated directly 
by an NRSRO, or any specific portion 
thereof, then the credit rating that 
shall apply to that asset, item, or de-
rivative or specific portion thereof, 
shall be the highest credit rating 
among such obligor counterparties, 
third party guarantors, or collateral 
instruments, as determined in accord-
ance with paragraph (e)(2)(iii) of this 
section. Assets, items or derivatives 
shall be deemed to be backed by collat-
eral for purposes of this paragraph if 
the collateral is: 

(1) Actually held by the Bank or an 
independent, third-party custodian, or, 
if permitted under the Bank’s collat-
eral agreement with such party, by the 
Bank’s member or an affiliate of that 
member where the term ‘‘affiliate’’ has 
the same meaning as in § 950.1 of this 
chapter; 

(2) Legally available to absorb losses; 
(3) Of a readily determinable value at 

which it can be liquidated by the Bank; 
(4) Held in accordance with the provi-

sions of the Bank’s member products 
policy established pursuant to § 917.4 of 
this chapter; and 

(5) Subject to an appropriate dis-
count to protect against price decline 
during the holding period, as well as 
the costs likely to be incurred in the 
liquidation of the collateral. 

(C) When using Table 1.3 of this part, 
for an asset with a short-term credit 
rating from a given NRSRO, the credit 
risk percentage requirement shall be 
based on the remaining maturity of the 
asset and the long-term credit rating 
provided for the issuer of the asset by 
the same NRSRO. Should the issuer of 
the short-term asset not have a long- 
term credit rating, the long-term 

equivalent rating shall be determined 
as follows: 

(1) The highest short-term credit rat-
ing shall be equivalent to the third 
highest long-term rating; 

(2) The second highest short-term 
rating shall be equivalent to the fourth 
highest long-term rating; 

(3) The third highest short-term rat-
ing shall be equivalent to the fourth 
highest long-term rating; and 

(4) If the short-term rating is down-
graded to below investment grade after 
acquisition by the Bank, the short- 
term rating shall be equivalent to the 
second highest below investment grade 
long-term rating. 

(D) For residential mortgage assets 
and other assets or items, or relevant 
portion of an asset or item, that do not 
meet the requirements of paragraphs 
(e)(2)(ii)(A), (e)(2)(ii)(B) or (e)(2)(ii)(C) 
of this section, and are not identified 
in Tables 1.1 or Table 1.4 of this part, 
each Bank shall determine its own 
credit rating for such assets or items, 
or relevant portion thereof, using cred-
it rating standards available from an 
NRSRO or other similar standards. 
This credit rating, as determined by 
the Bank, shall be used to identify the 
applicable credit risk percentage re-
quirement under Table 1.2 of this part 
for residential mortgage assets, or 
under Table 1.3 of this part for all 
other assets or items. 

(E) The credit risk percentage re-
quirement for mortgage assets that are 
acquired member assets described in 
§ 955.2 of this chapter shall be assigned 
from Table 1.2 of this part based on the 
rating of those assets after taking into 
account any credit enhancement re-
quired by § 955.3 of this chapter. Should 
a Bank further enhance a pool of loans 
through the purchase of insurance or 
by some other means, the credit risk 
percentage requirement shall be based 
on the rating of such pool after the 
supplemental credit enhancement, ex-
cept that the Finance Board retains 
the right to adjust the credit capital 
charge to account for any deficiencies 
with the supplemental enhancement on 
a case-by-case basis. 

(iii) In determining the credit ratings 
under paragraph (e)(2)(ii)(A), 
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(e)(2)(ii)(B) and (e)(2)(ii)(C) of this sec-
tion, each Bank shall apply the fol-
lowing criteria: 

(A) The most recent credit rating 
from a given NRSRO shall be consid-
ered. If only one NRSRO has rated an 
asset or item, that NRSRO’s rating 
shall be used. If an asset or item has 
received credit ratings from more than 
one NRSRO, the lowest credit rating 
from among those NRSROs shall be 
used. 

(B) Where a credit rating has a modi-
fier (e.g., A–1+ for short-term ratings 
and A+ or A¥ for long-term ratings) 
the credit rating is deemed to be the 
credit rating without the modifier (e.g., 
A–1+ = A–1 and A+ or A–= A); 

(f) Calculation of credit equivalent 
amount for off-balance sheet items—(1) 
General requirement. The credit equiva-
lent amount for an off-balance sheet 
item shall be determined by a Finance 
Board approved model or shall be equal 
to the face amount of the instrument 
multiplied by the credit conversion 
factor assigned to such risk category of 
instruments, subject to the exceptions 
in paragraph (f)(2) of this section, pro-
vided in the following Table 2 of this 
part: 

TABLE 2—CREDIT CONVERSION FACTORS FOR 
OFF-BALANCE SHEET ITEMS 

Instrument 
Credit conver-

sion factor 
(In percent) 

Asset sales with recourse where the credit 
risk remains with the Bank ........................ 100 

Commitments to make advances subject to 
certain drawdown.

Commitments to acquire loans subject to 
certain drawdown.

Standby letters of credit ................................ 50 
Other commitments with original maturity of 

over one year.
Other commitments with original maturity of 

one year or less ......................................... 20 

(2) Exceptions. The credit conversion 
factor shall be zero for Other Commit-
ments With Original Maturity of Over 
One Year and Other Commitments 
With Original Maturity of One Year or 
Less, for which credit conversion fac-
tors of 50 percent or 20 percent would 
otherwise apply, that are uncondition-
ally cancelable, or that effectively pro-
vide for automatic cancellation, due to 
the deterioration in a borrower’s cred-
itworthiness, at any time by the Bank 
without prior notice. 

(g) Calculation of current and potential 
future credit exposures for single deriva-
tive contracts—(1) Current credit expo-
sure. The current credit exposure for a 
derivative contract that is not subject 
to a qualifying bilateral netting con-
tract described in paragraph (h)(3) of 
this section shall be: 

(i) If the mark-to-market value of 
the contract is positive, the mark-to- 
market value of the contract; or 

(ii) If the mark-to-market value of 
the contract is zero or negative, zero. 

(2) Potential future credit exposure. (i) 
The potential future credit exposure 
for a single derivative contract, includ-
ing a derivative contract with a nega-
tive mark-to-market value, shall be 
calculated using an internal model ap-
proved by the Finance Board or, in the 
alternative, by multiplying the effec-
tive notional amount of the derivative 
contract by one of the assigned credit 
conversion factors, modified as may be 
required by paragraph (g)(2)(ii) of this 
section, for the appropriate category as 
provided in the following Table 3 of 
this part: 

TABLE 3—CREDIT CONVERSION FACTORS FOR POTENTIAL FUTURE CREDIT EXPOSURE DERIVATIVE 
CONTRACTS 

[In percent] 

Residual maturity Interest rate 
Foreign 

exchange 
and gold 

Equity 
Precious 

metals ex-
cept gold 

Other com-
modities 

One year or less ....................................................... 0 1 6 7 10 
Over 1 year to five years .......................................... .5 5 8 7 12 
Over five years .......................................................... 1 .5 7 .5 10 8 15 
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(ii) In applying the credit conversion 
factors in Table 3 of this part the fol-
lowing modifications shall be made: 

(A) For derivative contracts with 
multiple exchanges of principal, the 
conversion factors are multiplied by 
the number of remaining payments in 
the derivative contract; and 

(B) For derivative contracts that 
automatically reset to zero value fol-
lowing a payment, the residual matu-
rity equals the time until the next pay-
ment; however, interest rate contracts 
with remaining maturities of greater 
than one year shall be subject to a 
minimum conversion factor of 0.5 per-
cent. 

(iii) If a Bank uses an internal model 
to determine the potential future cred-
it exposure for a particular type of de-
rivative contract, the Bank shall use 
the same model for all other similar 
types of contracts. However, the Bank 
may use an internal model for one type 
of derivative contract and Table 3 of 
this part for another type of derivative 
contract. 

(iv) Forwards, swaps, purchased op-
tions and similar derivative contracts 
not included in the Interest Rate, For-
eign Exchange and Gold, Equity, or 
Precious Metals Except Gold cat-
egories shall be treated as other com-
modities contracts when determining 
potential future credit exposures using 
Table 3 of this part. 

(v) If a Bank uses Table 3 of this part 
to determine the potential future cred-
it exposures for credit derivative con-
tracts, the credit conversion factors 
provided in Table 3 for equity contracts 
shall also apply to the credit derivative 
contracts entered into with investment 
grade counterparties. If the 
counterparty is downgraded to below 
investment grade, the credit conver-
sion factor provided in Table 3 of this 
part for other commodity contracts 
shall apply. 

(h) Calculation of current and potential 
future credit exposures for multiple deriv-
ative contracts subject to a qualifying bi-
lateral netting contract—(1) Current cred-
it exposure. The current credit exposure 
for multiple derivative contracts exe-
cuted with a single counterparty and 
subject to a qualifying bilateral net-
ting contract described in paragraph 

(h)(3) of this section, shall be cal-
culated on a net basis and shall equal: 

(i) The net sum of all positive and 
negative mark-to-market values of the 
individual derivative contracts subject 
to a qualifying bilateral netting con-
tract, if the net sum of the mark-to- 
market values is positive; or 

(ii) Zero, if the net sum of the mark- 
to-market values is zero or negative. 

(2) Potential future credit exposure. The 
potential future credit exposure for 
each individual derivative contract 
from among a group of derivative con-
tracts that are executed with a single 
counterparty and subject to a quali-
fying bilateral netting contract de-
scribed in paragraph (h)(3) of this sec-
tion shall be calculated as follows: 

Anet = 0.4 × Agross + (0.6 × NGR × Agross), 

where: 
(i) Anet is the potential future credit 

exposure for an individual derivative 
contract subject to the qualifying bi-
lateral netting contract; 

(ii) Agross is the gross potential future 
credit exposure, i.e., the potential fu-
ture credit exposure for the individual 
derivative contract, calculated in ac-
cordance with paragraph (g)(2) of this 
section but without regard to the fact 
that the contract is subject to the 
qualifying bilateral netting contract; 

(iii) NGR is the net to gross ratio, 
i.e., the ratio of the net current credit 
exposure of all the derivative contracts 
subject to the qualifying bilateral net-
ting contract, calculated in accordance 
with paragraph (h)(1) of this section, to 
the gross current credit exposure; and 

(iv) The gross current credit exposure 
is the sum of the positive current cred-
it exposures of all the individual deriv-
ative contracts subject to the quali-
fying bilateral netting contract, cal-
culated in accordance with paragraph 
(g)(1) of this section but without regard 
to the fact that the contract is subject 
to the qualifying bilateral netting con-
tract. 

(3) Qualifying bilateral netting con-
tract. A bilateral netting contract shall 
be considered a qualifying bilateral 
netting contract if the following condi-
tions are met: 

(i) The netting contract is in writing; 
(ii) The netting contract is not sub-

ject to a walkaway clause; 
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(iii) The netting contract provides 
that the Bank would have a single 
legal claim or obligation either to re-
ceive or to pay only the net amount of 
the sum of the positive and negative 
mark-to-market values on the indi-
vidual derivative contracts covered by 
the netting contract in the event that 
a counterparty, or a counterparty to 
whom the netting contract has been as-
signed, fails to perform due to default, 
insolvency, bankruptcy, or other simi-
lar circumstance; 

(iv) The Bank obtains a written and 
reasoned legal opinion that represents, 
with a high degree of certainty, that in 
the event of a legal challenge, includ-
ing one resulting from default, insol-
vency, bankruptcy, or similar cir-
cumstances, the relevant court and ad-
ministrative authorities would find the 
Bank’s exposure to be the net amount 
under: 

(A) The law of the jurisdiction by 
which the counterparty is chartered or 
the equivalent location in the case of 
non-corporate entities, and if a branch 
of the counterparty is involved, then 
also under the law of the jurisdiction 
in which the branch is located; 

(B) The law of the jurisdiction that 
governs the individual derivative con-
tracts covered by the netting contract; 
and 

(C) The law of the jurisdiction that 
governs the netting contract; 

(v) The Bank establishes and main-
tains procedures to monitor possible 
changes in relevant law and to ensure 
that the netting contract continues to 
satisfy the requirements of this sec-
tion; and 

(vi) The Bank maintains in its files 
documentation adequate to support the 
netting of a derivative contract. 

(i) Credit risk capital charge for assets 
hedged with credit derivatives—(1) Credit 
derivatives with a remaining maturity of 
one year or more. The credit risk capital 
charge for an asset that is hedged with 
a credit derivative that has a remain-
ing maturity of one year or more may 
be reduced only in accordance with 
paragraph (i)(3) or (i)(4) of this section 
and only if the credit derivative pro-
vides substantial protection against 
credit losses. 

(2) Credit derivatives with a remaining 
maturity of less than one year. The cred-

it risk capital charge for an asset that 
is hedged with a credit derivative that 
has a remaining maturity of less than 
one year may be reduced only in ac-
cordance with paragraph (i)(3) of this 
section and only if the remaining ma-
turity on the credit derivative is iden-
tical to or exceeds the remaining ma-
turity of the hedged asset and the cred-
it derivative provides substantial pro-
tection against credit losses. 

(3) Capital charge reduced to zero. The 
credit risk capital charge for an asset 
shall be zero if a credit derivative is 
used to hedge the credit risk on that 
asset in accordance with paragraph 
(i)(1) or (i)(2) of this section, provided 
that: 

(i) The remaining maturity for the 
credit derivative used for the hedge is 
identical to or exceeds the remaining 
maturity for the hedged asset, and ei-
ther: 

(A) The asset referenced in the credit 
derivative is identical to the hedged 
asset; or 

(B) The asset referenced in the credit 
derivative is different from the hedged 
asset, but only if the asset referenced 
in the credit derivative and the hedged 
asset have been issued by the same ob-
ligor, the asset referenced in the credit 
derivative ranks pari passu to or more 
junior than the hedged asset and has 
the same maturity as the hedged asset, 
and cross-default clauses apply; and 

(ii) The credit risk capital charge for 
the credit derivative contract cal-
culated pursuant to paragraph (d) of 
this section is still applied. 

(4) Capital charge reduction in certain 
other cases. The credit risk capital 
charge for an asset hedged with a cred-
it derivative in accordance with para-
graph (i)(1) of this section shall equal 
the sum of the credit risk capital 
charges for the hedged and unhedged 
portion of the asset provided that: 

(i) The remaining maturity for the 
credit derivative is less than the re-
maining maturity for the hedged asset 
and either: 

(A) The asset referenced in the credit 
derivative is identical to the hedged 
asset; or 

(B) The asset referenced in the credit 
derivative is different from the hedged 
asset, but only if the asset referenced 
in the credit derivative and the hedged 
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asset have been issued by the same ob-
ligor, the asset referenced in the credit 
derivative ranks pari passu to or more 
junior than the hedged asset and has 
the same maturity as the hedged asset, 
and cross-default clauses apply; and 

(ii) The credit risk capital charge for 
the unhedged portion of the asset 
equals: 

(A) The credit risk capital charge for 
the hedged asset, calculated as the 
book value of the hedged asset multi-
plied by the hedged asset’s credit risk 
percentage requirement assigned pur-
suant to paragraph (e)(2) of this section 
where the appropriate credit rating is 
that for the hedged asset and the ap-
propriate maturity is the remaining 
maturity of the hedged asset; minus 

(B) The credit risk capital charge for 
the hedged asset, calculated as the 
book value of the hedged asset multi-
plied by the hedged asset’s credit risk 
percentage requirement assigned pur-
suant to paragraph (e)(2) of this section 
where the appropriate credit rating is 
that for the hedged asset but the ap-
propriate maturity is deemed to be the 
remaining maturity of the credit deriv-
ative; and 

(iii) The credit risk capital charge for 
the hedged portion of the asset is equal 
to the credit risk capital charge for the 
credit derivative, calculated in accord-
ance with paragraph (d) of this section. 

(j) Zero Credit risk capital charge for 
certain derivative contracts. The credit 
risk capital charge for the following 
derivative contracts shall be zero: 

(1) A foreign exchange rate contract 
with an original maturity of 14 cal-
endar days or less (gold contracts do 
not qualify for this exception); and 

(2) A derivative contract that is trad-
ed on an organized exchange requiring 
the daily payment of any variations in 
the market value of the contract. 

(k) Date of calculations. Unless other-
wise directed by the Finance Board, 
each Bank shall perform all calcula-
tions required by this section using the 
assets, off-balance sheet items, and de-
rivative contracts held by the Bank, 
and, if applicable, the values or credit 
ratings of such assets, items, or deriva-
tives as of the close of business of the 
last business day of the month for 

which the credit risk capital charge is 
being calculated. 

[66 FR 8310, Jan. 30, 2001, as amended at 66 
FR 54108, Oct. 26, 2001] 

§ 932.5 Market risk capital require-
ment. 

(a) General requirement. (1) Each 
Bank’s market risk capital require-
ment shall equal the sum of: 

(i) The market value of the Bank’s 
portfolio at risk from movements in in-
terest rates, foreign exchange rates, 
commodity prices, and equity prices 
that could occur during periods of mar-
ket stress, where the market value of 
the Bank’s portfolio at risk is deter-
mined using an internal market risk 
model that fulfills the requirements of 
paragraph (b) of this section and that 
has been approved by the Finance 
Board; and 

(ii) The amount, if any, by which the 
Bank’s current market value of total 
capital is less than 85 percent of the 
Bank’s book value of total capital, 
where: 

(A) The current market value of the 
total capital is calculated by the Bank 
using the internal market risk model 
approved by the Finance Board under 
paragraph (d) of this section; and 

(B) The book value of total capital is 
the same as the amount of total capital 
reported by the Bank to the Finance 
Board under § 932.7 of this part. 

(2) A Bank may substitute an inter-
nal cash flow model to derive a market 
risk capital requirement in place of 
that calculated using an internal mar-
ket risk model under paragraph (a)(1) 
of this section, provided that: 

(i) The Bank obtains Finance Board 
approval of the internal cash flow 
model and of the assumptions to be ap-
plied to the model; and 

(ii) The Bank demonstrates to the Fi-
nance Board that the internal cash 
flow model subjects the Bank’s assets 
and liabilities, off-balance sheet items 
and derivative contracts, including re-
lated options, to a comparable degree 
of stress for such factors as will be re-
quired for an internal market risk 
model. 

(b) Measurement of market value at risk 
under a Bank’s internal market risk 
model. (1) Except as provided under 
paragraph (a)(2) of this section, each 
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Bank shall use an internal market risk 
model that estimates the market value 
of the Bank’s assets and liabilities, off- 
balance sheet items, and derivative 
contracts, including any related op-
tions, and measures the market value 
of the Bank’s portfolio at risk of its as-
sets and liabilities, off-balance sheet 
items, and derivative contracts, includ-
ing related options, from all sources of 
the Bank’s market risks, except that 
the Bank’s model need only incor-
porate those risks that are material. 

(2) The Bank’s internal market risk 
model may use any generally accepted 
measurement technique, such as vari-
ance-covariance models, historical sim-
ulations, or Monte Carlo simulations, 
for estimating the market value of the 
Bank’s portfolio at risk, provided that 
any measurement technique used must 
cover the Bank’s material risks. 

(3) The measures of the market value 
of the Bank’s portfolio at risk shall in-
clude the risks arising from the non- 
linear price characteristics of options 
and the sensitivity of the market value 
of options to changes in the volatility 
of the options’ underlying rates or 
prices. 

(4) The Bank’s internal market risk 
model shall use interest rate and mar-
ket price scenarios for estimating the 
market value of the Bank’s portfolio at 
risk, but at a minimum: 

(i) The Bank’s internal market risk 
model shall provide an estimate of the 
market value of the Bank’s portfolio at 
risk such that the probability of a loss 
greater than that estimated shall be no 
more than one percent; 

(ii) The Bank’s internal market risk 
model shall incorporate scenarios that 
reflect changes in interest rates, inter-
est rate volatility, and shape of the 
yield curve, and changes in market 
prices, equivalent to those that have 
been observed over 120-business day pe-
riods of market stress. For interest 
rates, the relevant historical observa-
tions should be drawn from the period 
that starts at the end of the previous 
month and goes back to the beginning 
of 1978; 

(iii) The total number of, and specific 
historical observations identified by 
the Bank as, stress scenarios shall be: 

(A) Satisfactory to the Finance 
Board; 

(B) Representative of the periods of 
the greatest potential market stress 
given the Bank’s portfolio, and 

(C) Comprehensive given the mod-
eling capabilities available to the 
Bank; and 

(iv) The measure of the market value 
of the Bank’s portfolio at risk may in-
corporate empirical correlations 
among interest rates. 

(5) For any consolidated obligations 
denominated in a currency other than 
U.S. Dollars or linked to equity or 
commodity prices, each Bank shall, in 
addition to fulfilling the criteria of 
paragraph (b)(4) of this section, cal-
culate an estimate of the market value 
of its portfolio at risk due to the mate-
rial foreign exchange, equity price or 
commodity price risk, such that, at a 
minimum: 

(i) The probability of a loss greater 
than that estimated shall not exceed 
one percent; 

(ii) The scenarios reflect changes in 
foreign exchange, equity, or com-
modity market prices that have been 
observed over 120-business day periods 
of market stress, as determined using 
historical data that is from an appro-
priate period; and 

(iii) The total number of, and specific 
historical observations identified by 
the Bank as, stress scenarios shall be: 

(A) Satisfactory to the Finance 
Board; 

(B) Representative of the periods of 
greatest potential stress given the 
Bank’s portfolio; and 

(C) Comprehensive given the mod-
eling capabilities available to the 
Bank; and 

(iv) The measure of the market value 
of the Bank’s portfolio at risk may in-
corporate empirical correlations with-
in or among foreign exchange rates, eq-
uity prices, or commodity prices. 

(c) Independent validation of Bank in-
ternal market risk model or internal cash 
flow model. (1) Each Bank shall conduct 
an independent validation of its inter-
nal market risk model or internal cash 
flow model within the Bank that is car-
ried out by personnel not reporting to 
the business line responsible for con-
ducting business transactions for the 
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Bank. Alternatively, the Bank may ob-
tain independent validation by an out-
side party qualified to make such de-
terminations. Validations shall be done 
on an annual basis, or more frequently 
as required by the Finance Board. 

(2) The results of such independent 
validations shall be reviewed by the 
Bank’s board of directors and provided 
promptly to the Finance Board. 

(d) Finance Board approval of Bank in-
ternal market risk model or internal cash 
flow model. Each Bank shall obtain Fi-
nance Board approval of an internal 
market risk model or an internal cash 
flow model, including subsequent ma-
terial adjustments to the model made 
by the Bank, prior to the use of any 
model. Each Bank shall make such ad-
justments to its model as may be di-
rected by the Finance Board. 

(e) Date of calculations. Unless other-
wise directed by the Finance Board, 
each Bank shall perform any calcula-
tions or estimates required under this 
section using the assets and liabilities, 
off-balance sheet items, and derivative 
contracts held by the Bank, and if ap-
plicable, the values of any such hold-
ings, as of the close of business of the 
last business day of the month for 
which the market risk capital require-
ment is being calculated. 

§ 932.6 Operations risk capital require-
ment. 

(a) General requirement. Except as au-
thorized under paragraph (b) of this 
section, each Bank’s operations risk 
capital requirement shall at all times 
equal 30 percent of the sum of the 
Bank’s credit risk capital requirement 
and market risk capital requirement. 

(b) Alternative requirements. With the 
approval of the Finance Board, each 
Bank may have an operations risk cap-
ital requirement equal to less than 30 
percent but no less than 10 percent of 
the sum of the Bank’s credit risk cap-
ital requirement and market risk cap-
ital requirement if: 

(1) The Bank provides an alternative 
methodology for assessing and quanti-
fying an operations risk capital re-
quirement; or 

(2) The Bank obtains insurance to 
cover operations risk from an insurer 
rated at least the second highest in-

vestment grade credit rating by an 
NRSRO. 

§ 932.7 Reporting requirements. 
Each Bank shall report to the Fi-

nance Board by the 15th business day of 
each month its risk-based capital re-
quirement by component amounts, and 
its actual total capital amount and 
permanent capital amount, calculated 
as of the close of business of the last 
business day of the preceding month, 
or more frequently, as may be required 
by the Finance Board. 

§ 932.8 Minimum liquidity require-
ments. 

In addition to meeting the deposit li-
quidity requirements contained in 
§ 965.3 of this chapter, each Bank shall 
hold contingency liquidity in an 
amount sufficient to enable the Bank 
to meet its liquidity needs, which 
shall, at a minimum, cover five busi-
ness days of inability to access the con-
solidated obligation debt markets. An 
asset that has been pledged under a re-
purchase agreement cannot be used to 
satisfy minimum liquidity require-
ments. 

§ 932.9 Limits on unsecured extensions 
of credit to one counterparty or af-
filiated counterparties; reporting 
requirements for total extensions of 
credit to one counterparty or affili-
ated counterparties. 

(a) Unsecured extensions of credit to a 
single counterparty. A Bank shall not 
extend unsecured credit to any single 
counterparty (other than a GSE) in an 
amount that would exceed the limits of 
this paragraph. A Bank shall not ex-
tend unsecured credit to a GSE in an 
amount that would exceed the limits 
set forth in paragraph (c) of this sec-
tion. If a third-party provides an irrev-
ocable, unconditional guarantee of re-
payment of a credit (or any part there-
of), the third-party guarantor shall be 
considered the counterparty for pur-
poses of calculating and applying the 
unsecured credit limits of this section 
with respect the to guaranteed portion 
of the transaction. 

(1) Term limits. All unsecured exten-
sions of credit by a Bank to a single 
counterparty that arise from the 
Bank’s on- and off-balance sheet and 
derivative transactions (but excluding 
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the amount of sales of federal funds 
with a maturity of one day or less and 
sales of federal funds subject to a con-
tinuing contract) shall not exceed the 
product of the maximum capital expo-
sure limit applicable to such 
counterparty, as determined in accord-
ance with paragraph (a)(4) of this sec-
tion and Table 4 of this part, multi-
plied by the lesser of: 

(i) The Bank’s total capital; or 
(ii) The counterparty’s Tier 1 capital, 

or if Tier 1 capital is not available, 
total capital (as defined by the 
counterparty’s principal regulator) or 
some similar comparable measure iden-
tified by the Bank. 

(2) Overall limits including sales of 
overnight federal funds. All unsecured 
extensions of credit by a Bank to a sin-
gle counterparty that arise from the 
Bank’s on- and off-balance sheet and 
derivative transactions, including the 
amounts of sales of federal funds with 
a maturity of one day or less and sales 
of federal funds subject to a continuing 
contract, shall not exceed twice the 
limit calculated pursuant to paragraph 
(a)(1) of this section. 

(3) Limits for certain obligations issued 
by state, local or tribal governmental 
agencies. The term limit set forth in 
paragraph (a)(1) of this section when 
applied to the marketable direct obli-
gations of state, local or tribal govern-
ment unit or agencies that are ac-
quired member assets identified in 
§ 955.2(a)(3) of this chapter or are other-
wise excluded from the prohibition 
against investments in whole mort-
gages or whole loan or interests in such 
mortgages or loans by § 956.3(a)(4)(iii) 
of this chapter shall be calculated 
based on the Bank’s total capital and 
the credit rating assigned to the par-
ticular obligation as determined in ac-
cordance with paragraph (a)(5) of this 
section. If a Bank owns series or class-
es of obligations issued by a particular 
state, local or tribal government unit 
or agency or has extended other forms 
of unsecured credit to such entity fall-
ing into different rating categories, the 
total amount of unsecured credit ex-
tended by the Bank to that govern-
ment unit or agency shall not exceed 
the term limit associated with the 
highest-rated obligation issued by the 

entity and actually purchased by the 
Bank. 

(4) Bank determination of applicable 
maximum capital exposure limits. (i) Ex-
cept as set forth in paragraph (a)(4)(ii) 
or (a)(4)(iii) of this section, the applica-
ble maximum capital exposure limits 
are assigned to each counterparty 
based upon the long-term credit rating 
of the counterparty, as determined in 
accordance with paragraph (a)(5) of 
this section, and are provided in the 
following Table 4 of this part: 

TABLE 4—MAXIMUM LIMITS ON UNSECURED EX-
TENSIONS OF CREDIT TO A SINGLE 
COUNTERPARTY BY COUNTERPARTY LONG- 
TERM CREDIT RATING CATEGORY 

Long-term credit rating of counterparty cat-
egory 

Maximum cap-
ital exposure 

limit 
(in percent) 

Highest Investment Grade ............................. 15 
Second Highest Investment Grade ............... 14 
Third Highest Investment Grade ................... 9 
Fourth Highest Investment Grade ................. 3 
Below Investment Grade or Other ................ 1 

(ii) If a counterparty does not have a 
long-term credit rating but has re-
ceived a short-term credit rating from 
an NRSRO, the maximum capital expo-
sure limit applicable to that 
counterparty shall be based upon the 
short-term credit rating, as determined 
in accordance with paragraph (a)(5) of 
this section, as follows: 

(A) The highest short-term invest-
ment grade credit rating shall cor-
respond to the maximum capital expo-
sure limit provided in Table 4 of this 
part for the third highest long-term in-
vestment grade rating; 

(B) The second highest short-term in-
vestment grade rating shall correspond 
to the maximum capital exposure limit 
provided in Table 4 of this part for the 
fourth highest long-term investment 
grade rating; and 

(C) The third highest short-term in-
vestment grade rating shall correspond 
to the maximum capital exposure limit 
provided in Table 4 of this part for the 
fourth highest long-term investment 
grade rating. 

(iii) If a specific debt obligation 
issued by a counterparty receives a 
credit rating from an NRSRO that is 
lower than the counterparty’s long- 
term credit rating, the total amount of 
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the lower-rated obligation held by the 
Bank may not exceed a sub-limit cal-
culated in accordance with paragraph 
(a)(1) of this section, except that the 
Bank shall use the credit rating associ-
ated with the specific obligation to de-
termine the applicable maximum cap-
ital exposure limit. For purposes of 
this paragraph, the credit rating of the 
debt obligation shall be determined in 
accordance with paragraph (a)(5) of 
this section. 

(5) Bank determination of applicable 
credit ratings. The following criteria 
shall be applied to determine a 
counterparty’s credit rating: 

(i) The counterparty’s most recent 
credit rating from a given NRSRO shall 
be considered; 

(ii) If only one NRSRO has rated the 
counterparty, that NRSRO’s rating 
shall be used. If a counterparty has re-
ceived credit ratings from more than 
one NRSRO, the lowest credit rating 
from among those NRSROs shall be 
used; 

(iii) Where a credit rating has a 
modifier, the credit rating is deemed to 
be the credit rating without the modi-
fier; 

(iv) If a counterparty is placed on a 
credit watch for a potential downgrade 
by an NRSRO, the credit rating from 
that NRSRO at the next lower grade 
shall be used; and 

(v) If a counterparty is not rated by 
an NRSRO, the Bank shall determine 
the applicable credit rating by using 
credit rating standards available from 
an NRSRO or other similar standards. 

(b) Unsecured extensions of credit to af-
filiated counterparties—(1) In general. 
The total amount of unsecured exten-
sions of credit by a Bank to a group of 
affiliated counterparties that arise 
from the Bank’s on- and off-balance 
sheet and derivative transactions, in-
cluding sales of federal funds with a 
maturity of one day or less and sales of 
federal funds subject to a continuing 
contract, shall not exceed thirty per-
cent of the Bank’s total capital. 

(2) Relation to individual limits. The 
aggregate limits calculated under this 
paragraph shall apply in addition to 
the limits on extensions of unsecured 
credit to a single counterparty imposed 
by paragraph (a) of this section. 

(c) Special limits for GSEs—(1) In gen-
eral. Unsecured extensions of credit by 
a Bank to a GSE that arise from the 
Bank’s on- and off-balance sheet and 
derivative transactions, including from 
the purchase of any subordinated debt 
subject to the sub-limit set forth in 
paragraph (c)(2) of this section, from 
any sales of federal funds with a matu-
rity of one day or less and from sales of 
federal funds subject to a continuing 
contract, shall not exceed the lesser of: 

(i) The Bank’s total capital; or 
(ii) The GSE’s total capital (as de-

fined by the GSE’s principal regulator) 
or some similar comparable measure 
identified by the Bank. 

(2) Sub-limit for subordinated debt. The 
maximum amount of subordinated debt 
issued by a GSE and held by a Bank 
shall not exceed the term limit cal-
culated under paragraph (a)(1) of this 
section, except that a Bank shall use 
the credit rating of the GSE’s subordi-
nated debt to determine the applicable 
maximum capital exposure limit. The 
credit rating of the subordinated debt 
shall be determined in accordance with 
paragraph (a)(5) of this section. 

(3) Limits applying to a GSE after a 
downgrade. If any NRSRO assigns a 
credit rating to any senior debt obliga-
tion issued (or to be issued) by a GSE 
that is below the highest investment 
grade or downgrades, or places on a 
credit watch for a potential downgrade 
of the credit rating on any senior unse-
cured obligation issued by a GSE to 
below the highest investment grade, 
the special limits on unsecured exten-
sions of credit under paragraph (c)(1) of 
this section shall cease to apply, and 
instead, the Bank shall calculate the 
maximum amount of its unsecured ex-
tensions of credit to that GSE in ac-
cordance with paragraphs (a)(1) and 
(a)(2) of this section. 

(4) Extensions of unsecured credit to 
other Banks. The limits of this section 
do not apply to unsecured credit ex-
tended by one Bank to another Bank. 

(d) Extensions of unsecured credit after 
downgrade or placement on credit watch. 
If an NRSRO downgrades the credit 
rating applicable to any counterparty 
or places any counterparty on a credit 
watch for a potential downgrade, a 
Bank need not unwind or liquidate any 
existing transaction or position with 
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that counterparty that complied with 
the limits of this section at the time it 
was entered. In such a case, however, a 
Bank may extend any additional unse-
cured credit to such a counterparty 
only in compliance with the limita-
tions that are calculated using the 
lower maximum exposure limits. For 
the purposes of this section, the re-
newal of an existing unsecured exten-
sion of credit, including any decision 
not to terminate any sales of federal 
funds subject to a continuing contract, 
shall be considered an additional ex-
tension of unsecured credit that can be 
undertaken only in accordance with 
the lower limit. 

(e) Reporting requirements—(1) Total 
unsecured extensions of credit. Each 
Bank shall report monthly to the Fi-
nance Board the amount of the Bank’s 
total unsecured extensions of credit 
arising from on- and off-balance sheet 
and derivative transactions to any sin-
gle counterparty or group of affiliated 
counterparties that exceeds 5 percent 
of: 

(i) The Bank’s total capital; or 
(ii) The counterparty’s, or affiliated 

counterparties’ combined, Tier 1 cap-
ital, or if Tier 1 capital is not avail-
able, total capital (as defined by each 
counterparty’s principal regulator) or 
some similar comparable measure iden-
tified by the Bank. 

(2) Total secured and unsecured exten-
sions of credit. Each Bank shall report 
monthly to the Finance Board the 
amount of the Bank’s total secured and 
unsecured extensions of credit arising 
from on- and off-balance sheet and de-
rivative transactions to any single 
counterparty or group of affiliated 
counterparties that exceeds 5 percent 
of the Bank’s total assets. 

(3) Extensions of credit in excess of lim-
its. A Bank shall report promptly to 
the Finance Board any extensions of 
unsecured credit that exceeds any limit 
set forth in paragraphs (a), (b) or (c) of 
this section. In making this report, a 
Bank shall provide the name of the 
counterparty or group of affiliated 
counterparties to which the excess un-
secured credit has been extended, the 
dollar amount of the applicable limit 
which has been exceeded, the dollar 
amount by which the Bank’s extension 
of unsecured credit exceeds such limit, 

the dates for which the Bank was not 
in compliance with the limit, and, if 
applicable, a brief explanation of any 
extenuating circumstances which 
caused the limit to be exceeded. 

(f) Measurement of unsecured exten-
sions of credit—(1) In general. For pur-
poses of this section, unsecured exten-
sions of credit will be measured as fol-
lows: 

(i) For on-balance sheet transactions, 
an amount equal to the sum of the 
book value of the item plus net pay-
ments due the Bank; 

(ii) For off-balance sheet trans-
actions, an amount equal to the credit 
equivalent amount of such item, cal-
culated in accordance with § 932.4(f) of 
this part; and 

(iii) For derivative transactions, an 
amount equal to the sum of the current 
and potential future credit exposures 
for the derivative contract, where 
those values are calculated in accord-
ance with §§ 932.4(g) or 932.4(h) of this 
part, as applicable, less the amount of 
any collateral that is held in accord-
ance with the requirements of 
§ 932.4(e)(2)(ii)(B) of this part against 
the credit exposure from the derivative 
contract. 

(2) Status of debt obligations purchased 
by the Bank. Any debt obligation or 
debt security (other than mortgage- 
backed securities or acquired member 
assets that are identified in 
§§ 955.2(a)(1) and (2) of this chapter) pur-
chased by a Bank shall be considered 
an unsecured extension of credit for 
the purposes of this section, except: 

(i) Any amount owed the Bank 
against which the Bank holds collat-
eral in accordance with 
§ 932.4(e)(2)(ii)(B) of this part; or 

(ii) Any amount which the Finance 
Board has determined on a case-by-case 
basis shall not be considered an unse-
cured extension of credit. 

(g) Obligations of the United States. Ob-
ligations of, or guaranteed by, the 
United States are not subject to the re-
quirements of this section. 

[66728, Dec. 27, 2002] 

PART 933—BANK CAPITAL 
STRUCTURE PLANS 

Sec. 
933.1 Submission of plan. 
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933.2 Contents of plan. 
933.3 Independent review of capital plan. 
933.4 Transition provisions. 
933.5 Disclosure to members concerning 

capital plan and capital stock conver-
sion. 

AUTHORITY: 12 U.S.C. 1422a(a)(3), 1422b(a), 
1426, 1440, 1443, 1446. 

SOURCE: 66 FR 8310, Jan. 30, 2001, unless 
otherwise noted. 

§ 933.1 Submission of plan. 
(a) In general. By no later than Octo-

ber 29, 2001, the board of directors of 
each Bank shall submit to the Finance 
Board a plan to establish and imple-
ment a new capital structure for that 
Bank, which plan shall comply with 
part 931 of this chapter and under 
which, when implemented, the Bank 
shall have sufficient total and perma-
nent capital to comply with the regu-
latory capital requirements established 
by part 932 of this chapter. The Fi-
nance Board, upon a demonstration of 
good cause submitted by the board of 
directors of a Bank, may approve a rea-
sonable extension of the 270-day period 
for submission of the capital plan. A 
Bank shall not implement its capital 
plan, or any amendment to the plan, 
without Finance Board approval. 

(b) Failure to submit a capital plan. If 
a Bank fails to submit a capital plan to 
the Finance Board by October 29, 2001, 
including any approved extension, the 
Finance Board may establish a capital 
plan for that Bank, take any enforce-
ment action against the Bank, its di-
rectors, or its executive officers au-
thorized by section 2B(a) of the Act (12 
U.S.C. 1422b(a)), or merge the Bank 
pursuant to section 26 of the Act (12 
U.S.C. 1446) into any other Bank that 
has submitted a capital plan. 

(c) Consideration of the plan. After re-
ceipt of a Bank’s capital plan, the Fi-
nance Board may return the plan to 
the Bank if it does not comply with 
section 6 of the Act (12 U.S.C. 1426) or 
any regulatory requirement or is oth-
erwise incomplete or materially defi-
cient. If the Finance Board accepts a 
capital plan for review, it may require 
the Bank to submit additional informa-
tion regarding its plan or to amend the 
plan, prior to determining whether to 
approve the plan. The Finance Board 
may approve a capital plan as sub-

mitted or as amended, or may condi-
tion its approval on the Bank’s compli-
ance with certain stated conditions, 
and may require that the capital plans 
of all Banks take effect on the same 
date. 

§ 933.2 Contents of plan. 
The capital plan for each Bank shall 

include, at a minimum, provisions ad-
dressing the following matters: 

(a) Minimum investment. (1) The cap-
ital plan shall require each member to 
purchase and maintain a minimum in-
vestment in the capital stock of the 
Bank, in accordance with § 931.3, of this 
chapter and shall prescribe the manner 
in which the minimum investment is 
to be calculated. The plan shall require 
each member to maintain its minimum 
investment in the Bank’s stock for as 
long as it remains a member and, with 
regard to Bank stock purchased to sup-
port an advance or other business ac-
tivity, for as long as the advance or 
business activity remains outstanding. 

(2) The capital plan shall specify the 
amount and class (or classes) of Bank 
stock that an institution is required to 
own in order to become and remain a 
member of the Bank, and shall specify 
the amount and class (or classes) of 
Bank stock that a member is required 
to own in order to obtain advances 
from, or to engage in other business 
transactions with, the Bank. If a Bank 
requires its members to satisfy its min-
imum investment through the pur-
chase of one or more combinations of 
Class A and Class B stock, the author-
ized combinations of stock shall be 
specified in the capital plan, which 
shall afford the members the option of 
satisfying the minimum investment 
through the purchase of any such com-
bination of stock. 

(3) The capital plan may establish a 
minimum investment that is cal-
culated as a percentage of the total as-
sets of the member, as a percentage of 
the advances outstanding to the mem-
ber, as a percentage of the other busi-
ness activities conducted with the 
member, on any other basis approved 
by the Finance Board, or on any com-
bination of the above. 

(4) The minimum investment estab-
lished by the capital plan shall be set 
at a level that, when applied to all 
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members, provides sufficient capital 
for the Bank to comply with its min-
imum capital requirements, as speci-
fied in part 932 of this chapter. The 
capital plan shall require the board of 
directors of the Bank to monitor and, 
as necessary, to adjust, the minimum 
investment to ensure that the stock re-
quired to be purchased and maintained 
by the members is sufficient to allow 
the Bank to comply with its minimum 
capital requirements. The plan shall 
require each member to comply 
promptly with any adjusted minimum 
investment established by the board of 
directors of the Bank, but may allow a 
member a reasonable time to do so and 
may allow a member to reduce its out-
standing business with the Bank as an 
alternative to purchasing additional 
stock. 

(b) Classes of capital stock. The capital 
plan shall specify the class or classes of 
stock (including subclasses, if any) 
that the Bank will issue, and shall es-
tablish the par value, rights, terms, 
and preferences associated with each 
class (or subclass) of stock. A Bank 
may establish preferences relating to, 
but not limited to, the dividend, vot-
ing, or liquidation rights for each class 
or subclass of Bank stock. Any voting 
preferences established by the Bank 
pursuant to § 915.5 of this chapter shall 
expressly state the voting rights of 
each class of stock with regard to the 
election of Bank directors. The capital 
plan shall provide that the owners of 
the Class B stock own the retained 
earnings, surplus, undivided profits, 
and equity reserves of the Bank, but 
shall have no right to receive any por-
tion of those items, except through 
declaration of a dividend or capital dis-
tribution approved by the board of di-
rectors or through the liquidation of 
the Bank. 

(c) Dividends. The capital plan shall 
establish the manner in which the 
Bank will pay dividends, if any, on 
each class or subclass of stock, and 
shall provide that the Bank may not 
declare or pay any dividends if it is not 
in compliance with any capital require-
ment or if after paying the dividend it 
would not be in compliance with any 
capital requirement. 

(d) Initial issuance. The capital plan 
shall specify the date on which the 

Bank will implement the new capital 
structure, and shall establish the man-
ner in which the Bank will issue Class 
A and/or Class B stock to its existing 
members, as well as to eligible institu-
tions that subsequently become mem-
bers. The capital plan shall address 
how the Bank will retire the stock that 
is outstanding as of the effective date, 
including stock held by a member that 
does not affirmatively elect to convert 
or exchange its existing stock to either 
Class A or Class B stock, or some com-
bination thereof. 

(e) Members wishing not to convert ex-
isting stock. The capital plan shall es-
tablish an opt-out date on or before 
which a member that does not wish to 
convert its existing stock into Class A 
and/or Class B stock must file a writ-
ten notice to withdraw from member-
ship with the Finance Board. This opt- 
out date shall not be more than six 
months before the effective date of the 
capital plan. (For purposes of applying 
this provision, the membership of an 
institution that files its notice to with-
draw with the Finance Board on or be-
fore the opt-out date established in a 
capital plan shall terminate six months 
from the date that the notice of with-
drawal was filed with the Finance 
Board or on the effective date of the 
Bank’s capital plan, whichever date is 
earlier.) The capital plan shall further 
provide that any member that is in the 
process of withdrawing on the effective 
date of the capital plan but did not file 
its written notice to withdraw from 
membership with the Finance Board on 
or before this opt-out date, shall have 
its existing stock converted into Class 
A and/or Class B stock as required by 
the capital plan, and that the effective 
date of withdrawal for such member 
shall be established in accordance with 
§§ 925.26(b) and (c) of this chapter, pro-
vided, however, that the applicable 
stock redemption periods calculated 
under § 925.26(c) of this chapter shall 
commence on date the member first 
submitted its written notice to with-
draw to the Finance Board. 

(f) Stock transactions. The capital plan 
shall establish the criteria for the 
issuance, redemption, repurchase, 
transfer, and retirement of stock 
issued by the Bank. The capital plan 
also: 
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(1) Shall provide that the Bank may 
not issue stock other than in accord-
ance with § 931.2 of this chapter; 

(2) Shall provide that the stock of the 
Bank may be issued only to and held 
only by the members of that Bank; 

(3) Shall specify whether the stock of 
the Bank may be transferred among 
members, and, if such transfer is al-
lowed, shall specify the procedures that 
a member should follow to effect such 
transfer, and that the transfer shall be 
undertaken only in accordance with 
§ 931.6 of this chapter; 

(4) Shall specify that the stock of the 
Bank may be traded only between the 
Bank and its members; 

(5) May provide for a minimum in-
vestment for members that purchase 
Class B stock that is lower than the 
minimum investment for members 
that purchase Class A stock, provided 
that the level of investment is suffi-
cient for the Bank to comply with its 
regulatory capital requirements; 

(6) Shall specify the fee, if any, to be 
imposed on a member that cancels a re-
quest to redeem Bank stock; and 

(7) Shall specify the period of notice 
that the Bank will provide to a mem-
ber before the Bank, on its own initia-
tive, determines to repurchase any ex-
cess Bank stock from a member. 

(g) Termination of membership. The 
capital plan shall address the manner 
in which the Bank will provide for the 
disposition of its capital stock that is 
held by institutions that terminate 
their membership, and the manner in 
which the Bank will liquidate claims 
against its members, including claims 
resulting from prepayment of advances 
prior to their stated maturity. 

(h) Implementation. The capital plan 
shall demonstrate that the Bank has 
made a good faith determination that 
the Bank will be able to implement the 
plan as submitted and that the Bank 
will be in compliance with its regu-
latory total capital requirement and 
its regulatory risk-based capital re-
quirement after the plan is imple-
mented. 

[66 FR 8310, Jan. 30, 2001, as amended at 66 
FR 54108, Oct. 26, 2001; 70 FR 9510, Feb. 28, 
2005] 

§ 933.3 Independent review of capital 
plan. 

Prior to submitting its capital plan, 
each Bank shall conduct a review of 
the plan by an independent certified 
public accountant to ensure, to the ex-
tent possible, that the implementation 
of the plan would not result in any 
write-down of the redeemable stock 
owned by its members, and shall con-
duct a separate review by at least one 
NRSRO to determine, to the extent 
possible, whether the implementation 
of the plan would have a material ef-
fect on the credit rating of the Bank. 
The Bank shall submit a copy of each 
report to the Finance Board as part of 
its proposed capital plan. 

§ 933.4 Transition provisions. 
(a) The capital plan of a Bank may 

include a transition provision that 
would allow a period of time, not to ex-
ceed three years, during which the 
Bank shall increase its total and per-
manent capital to levels that are suffi-
cient to comply with its minimum le-
verage capital requirement and its 
minimum risk-based capital require-
ment. The capital plan of a Bank may 
also include a transition provision that 
would allow a period of time, not to ex-
ceed three years, during which institu-
tions that were members of the Bank 
on November 12, 1999, shall increase the 
amount of Bank stock to a level that is 
sufficient to comply with the minimum 
investment established by the capital 
plan. The length of the transition peri-
ods need not be identical. 

(b) Any transition provision shall 
comply with the requirements of § 931.9. 

§ 933.5 Disclosure to members con-
cerning capital plan and capital 
stock conversion. 

(a) No capital plan shall become ef-
fective until disclosure required by 
paragraphs (b) and (c) of this section 
has been provided to members. All dis-
closure required under this section 
shall be transmitted, sent or given to 
members not less than 45 days and not 
more than 60 days prior to the opt-out 
date established in the Bank’s capital 
plan in accordance with § 933.2(e). 

(b) The following information shall 
be provided to members about the 
Class A and/or Class B stock that a 
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Bank intends to issue on the effective 
date of its capital plan: 

(1) With regard to each class or sub-
class of authorized stock, a description 
of: 

(i) Dividend rights; 
(ii) The terms of conversion; 
(iii) Redemption and repurchase 

rights; 
(iv) Voting rights and preferences, 
(v) Liquidation rights; and 
(vi) Any liability to further calls or 

to assessments by the Banks; 
(2) A description of any material dif-

ferences between the securities to be 
converted into Class A and/or Class B 
stock and the Class A and/or Class B 
stock with regard to the rights ad-
dressed in paragraph (b)(1) of this sec-
tion. 

(3) A statement of the reasons for the 
conversion to Class A and/or Class B 
stock and of the general effect thereof 
upon the rights of existing members; 
and 

(4) A description of any other mate-
rial features concerning the Bank’s ini-
tial issuance of Class A and/or Class B 
stock. 

(c) In addition to the disclosure 
about Class A and/or Class B stock, the 
following information shall be provided 
to members: 

(1) The Bank shall disclose financial 
information as follows: 

(i) Audited balance sheets as of the 
end of the two most recent fiscal years, 
audited statements of income and cash 
flows for each of the three fiscal years 
preceding the date of the most recent 
audited balance sheet being presented, 
and unaudited interim balance sheets 
and statements of income and cash 
flows as of and for appropriate interim 
dates that in form and content meet 
the requirements of § 989.4 of this chap-
ter; 

(ii) A pro forma capitalization table 
that reflects the Bank’s projected new 
capital structure relative to its actual 
capitalization as of the date of the lat-
est balance sheet required to be pro-
vided to members by paragraph (c)(1)(i) 
of this section. The Bank shall also 
provide a description of any material 
assumptions underlying the pro forma 
capitalization table and the basis for 
these assumptions, and shall provide 
estimates of its risk-based capital re-

quirement, calculated in accordance 
with § 932.3 of this chapter, and of its 
total capital-to-asset ratio (both of 
which shall be based on the same finan-
cial data used for the capitalization 
table), along with a discussion of mate-
rial assumptions underlying these esti-
mates and the basis for these assump-
tions; and 

(iii) Any of the financial information 
required to be disclosed by paragraph 
(c)(1) of this section may be incor-
porated by reference, provided the in-
formation being incorporated is con-
tained in an annual or quarterly Bank 
report prepared in accordance with 
§ 989.4 of this chapter or an annual or 
quarterly Bank System report, and the 
disclosure identifies the information 
being incorporated by reference; 

(2) A narrative discussion of antici-
pated developments that could materi-
ally affect the liquidity, capital, earn-
ings or continuing operations of the 
Bank, including those affecting divi-
dends, product volumes, investment 
volumes, new business lines and risk 
profile. 

(3) A description of any amendments 
anticipated to be made to the Bank’s 
by-laws, policies or other governance 
documents as a result of the implemen-
tation of the capital plan; 

(4) To the extent that such informa-
tion has not been provided under para-
graph (b) of this section, the Bank 
shall disclose information related to 
the capital plan as follows: 

(i) A description of the minimum 
stock investment requirements set 
forth in the capital plan; 

(ii) A statement outlining the re-
quirements for amending the capital 
plan; 

(iii) A description of any restrictions 
or limitations under a Bank’s capital 
plan on a member’s rights to buy, or 
redeem its class A or class B stock, to 
have such stock repurchased, or other-
wise to make use of such stock to ful-
fill the member’s minimum stock in-
vestment requirement; 

(iv) A statement setting forth the 
opt-out date, on or before which a 
member’s written notice to withdraw 
must be filed with the Finance Board 
(as established in accordance with 
§ 933.2(e) of this part) for the member 
not to have its existing Bank stock 
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converted to Class A or Class B stock 
on the effective date of the Bank’s cap-
ital plan and describing the effect on a 
member’s effective date of withdrawal 
of failing to file its notice to withdraw 
on or before the opt-out date; and 

(v) A description of a member’s 
rights under the capital plan to have 
its stock redeemed or repurchased upon 
voluntary or involuntary termination 
of its membership; 

(5) The Bank should state the name, 
address and telephone number where 
members may direct written or oral re-
quests for a copy of the capital plan 
and any other instrument or document 

that defines the rights of the member/ 
stockholders. This information shall be 
provided to the members without 
charge; and 

(6) The Bank shall provide a state-
ment as to the anticipated accounting 
treatment for the transaction and the 
federal income tax implications of the 
transaction that members should con-
sider in consultation with their own 
accounting and tax advisors. 

(d) Nothing in this section shall cre-
ate or be deemed to create any rights 
in any third party. 

[66 FR 54109, Oct. 26, 2001] 

SUBCHAPTER F [RESERVED] 
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SUBCHAPTER G—FEDERAL HOME LOAN BANK ASSETS AND 
OFF-BALANCE SHEET ITEMS 

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 

(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 
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(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: 

(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 
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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 
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 
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there is evidence that a decline in the 
credit quality of that pool may have 
occurred. 

PARTS 934–999 [RESERVED] 

SUBCHAPTERS H–M [RESERVED] 
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