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a minimum, the interest rate risk man-
agement section shall establish poli-
cies and procedures for the bank to:

(a) Identify and analyze the causes of
risks within its existing balance sheet
structure;

(b) Measure the potential impact of
these risks on projected earnings and
market values by conducting interest
rate shock tests and simulations of
multiple economic scenarios at least
on a quarterly basis;

(c) Explore and implement actions
needed to obtain its desired risk man-
agement objectives;

(d) Document the objectives that the
bank is attempting to achieve by pur-
chasing eligible investments that are
authorized by §615.5140 of this subpart;

(e) Evaluate and document, at least
quarterly, whether these investments
have actually met the objectives stated
under paragraph (d) of this section.

[568 FR 63056, Nov. 30, 1993, as amended at 63
FR 39225, July 22, 1998]

§615.5136 Emergencies impeding nor-
mal access of Farm Credit banks to
capital markets.

An emergency shall be deemed to
exist whenever a financial, economic,

12 CFR Ch. VI (1-1-06 Edition)

agricultural or national defense crisis
could impede the normal access of
Farm Credit banks to the capital mar-
kets. Whenever the Farm Credit Ad-
ministration determines after con-
sultations with the Federal Farm Cred-
it Banks Funding Corporation that
such an emergency exists, the Farm
Credit Administration Board shall, in
its sole discretion, adopt a resolution
that:

(a) Increases the amount of eligible
investments that Farm Credit Banks,
banks for cooperatives and agricultural
credit banks are authorized to hold
pursuant to §615.5132 of this subpart;
and/or

(b) Modifies or waives the liquidity
reserve requirement in §615.5134 of this
subpart.

[568 FR 63057, Nov. 30, 1993]

§615.5140 Eligible investments.

(a) You may hold only the following
types of investments listed in the In-
vestment Eligibility Criteria Table.
These investments must be denomi-
nated in United States dollars.
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maintain the highest sovereign rating

(b) Rating of foreign countries. When-
ever the obligor or issuer of an eligible

investment

for political and economic stability by

an NRSRO.

the

located outside

is

United States, the host country must
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Farm Credit Administration

(c) Marketable securities. All eligible
investments, except money market in-
struments, must be marketable. An eli-
gible investment is marketable if you
can sell it quickly at a price that close-
ly reflects its fair value in an active
and universally recognized secondary
market.

(d) Obligor limits. (1) You may not in-
vest more than 20 percent of your total
capital in eligible investments issued
by any single institution, issuer, or ob-
ligor. This obligor limit does not apply
to obligations, including mortgage se-
curities, that are issued or guaranteed
as to interest and principal by the
United States, its agencies, instrumen-
talities, or corporations.

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

(e) Other investments approved by the
FCA. You may purchase and hold other
investments that we approve. Your re-
quest for our approval must explain the
risk characteristics of the investment
and your purpose and objectives for
making the investment.

[64 FR 28896, May 28, 1999]

§615.5141 Stress tests for mortgage se-
curities.

Mortgage securities are not eligible
investments unless they pass a stress
test. You must perform stress tests to
determine how interest rate changes
will affect the cashflow and price of
each mortgage security that you pur-
chase and hold, except for adjustable
rate securities that reprice at intervals
of 12 months or less and are tied to an
index. You must also use stress tests to
gauge how interest rate fluctuations on
mortgage securities affect your institu-
tion’s capital and earnings. You may
conduct the stress tests as described in
either paragraph (a) or (b) of this sec-
tion.

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

§615.5141

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

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

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

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

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

(c) You must rely on verifiable infor-
mation to support all your assump-
tions, including prepayment and inter-
est rate volatility assumptions, when
you apply the stress tests in either
paragraph (a) or (b) of this section. You
must document the basis for all as-
sumptions that you use to evaluate the
security and its underlying mortgages.
You must also document all subse-
quent changes in your assumptions. If
at any time after purchase, a mortgage
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