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retired employees who are beneficiaries
of a pension or retirement program of
the Farm Credit banks or associations,
and to retired employees of the Farm
Credit Administration. A member of a
Farm Credit association or a bank for
cooperatives need not be an active bor-
rower to be eligible. A member of any
Farm Credit institution may purchase
investment bonds from any of the in-
stitutions in the district which offer
the purchase program. Patrons, mem-
bers, employees, or stockholder of
other financing institutions discount-
ing loans with a Farm Credit Bank or
agricultural credit bank or of any legal
entity which is a borrower from any
Farm Credit institution as such are in-
eligible as they are not members of a
Farm Credit institution. Stock or par-
ticipation certificates shall not be sold
merely to qualify a party for the pur-
chase of Farm Credit Investment
Bonds. For purposes of this section
‘““member’’ means a stockholder or par-
ticipation certificate holder who ac-
quired stock or participation certifi-
cates to obtain a loan, to purchase
stock for investment or to qualify for
other services of the association or
bank. A person who assumes a loan is
not a member unless he becomes a
stockholder or participation certificate
holder in connection with that loan.
Employee means a regular full-time
employee of a Farm Credit bank or as-
sociation. Retired employee means a
retiree who is a direct beneficiary of a
pension or retirement program of a
Farm Credit bank or association or the
Farm Credit Administration under
civil service retirement.

(b) Form and ownership. Farm Credit
Investment Bonds are registered bonds
issued in definitive or book-entry form
depending on investor preference. The
registration used must express the ac-
tual ownership of an interest in the
bond and will be considered by the
issuing institution as conclusive of
such ownership and interest. No des-
ignation of an attorney, agent, or other
representative to request or receive
payment on behalf of the owner or co-
owner, nor any restriction on the right
of the owner or coowner to receive pay-
ment of the bond or interest, except as
provided in this section may be made
in the registration or otherwise. Reg-
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istrations requested in applications for
the purchase shall be clear, accurate,
complete, and conform with one of the
registration provisions set forth in this
section, and include the appropriate
taxpayer identifying number. Registra-
tions requested will be inscribed on the
face of the bond if in definitive form or
on the confirmation of investment if in
book-entry form. The following provi-
sions shall apply for registration of
Farm Credit Investment Bonds:

(1) In all cases the member’s name
(whether a natural person, fiduciary, or
legal entity) or employee’s name must
appear as owner of the bond.

(2) A bond may be registered in the
name of a fiduciary only if the fidu-
ciary is in fact the member.

(3) A member or employee may not
use a form of registration (such as a
gift to a minor, irrevocable trust, etc.)
which would divest himself of owner-
ship. However, a minor may be named
as coowner or beneficiary.

(4) If a member is a natural person, a
second natural person, member or non-
member, may be named as coowner or
beneficiary. Coownership may not in-
volve a fiduciary or private organiza-
tion.

(5) In the coownership form the con-
nective “‘or”’ shall serve the same pur-
pose as ‘‘joint tenants with right of
survivorship.”

[43 FR 47489, Oct. 16, 1978; 43 FR 55239, Nov.
27, 1978, as amended at 56 FR 2675, Jan. 24,
1991; 61 FR 67187, Dec. 20, 1996]

§615.5130 Procedures.

Procedures relating to issuance, pric-
ing, payment of interest, redemption,
replacement of lost or stolen bonds and
other matters shall be promulgated
under the authority of this regulation
as operating instructions to banks and
associations.

[37 FR 11434, June 7, 1972]

Subpart E—Investment
Management

§615.5131 Definitions.

(a) Absolute final maturity means the
date on which the remaining principal
amount of a mortgage-backed security
or asset-backed security is due and
payable (matures) to the registered
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owner. It shall not mean the average
life, the expected average life, the du-
ration, or the weighted average matu-
rity.

(b) Adjustable rate mortgage (ARM)
means a mortgage-backed security
that features a predetermined adjust-
ment of the interest rate at regular in-
tervals tied to an index.

(c) Asset-backed security (ABS) means
investment securities that provide for
ownership of a fractional undivided in-
terest, or collateral interests, in a spe-
cific asset of a trust that are sold and
traded in the capital markets. For the
purposes of this subpart, all eligible
ABSs shall be collateralized with ei-
ther loans for the sale of automobiles
(CARs) or credit card receivables
(CARDsS).

(d) Asset/liability management means
the process used to plan, acquire, and
direct the flow of funds through a
Farm Credit bank in order to generate
adequate and stable earnings and to
steadily build equity, while taking rea-
sonable and measured business risks.

(e) Collateralized mortgage obligation
(CMO) means a multi-class, pay-
through bond representing a general
obligation of the issuer backed by
mortgage collateral. Each CMO con-
sists of a set of, at least, four tranches
of bonds with different maturities and
cashflow patterns. An accrual bond is
last tranche. Floating Rate CMO means
a CMO or REMIC tranche that pays an
adjustable rate of interest that is tied
to a representative interest rate index.

(f) Federal funds means funds sold to
or bought from a federally insured de-
pository institution or government-
sponsored enterprise for 1 business day
which increases or decreases that insti-
tution’s reserve account of imme-
diately available funds with a Federal
Reserve Bank. Term Federal funds
means funds sold to or bought from a
federally insured depository institution
or government-sponsored enterprise
under a callable contract with a term
to maturity of 100 days or less.

(g) Interest rate risk means the risk of
loss resulting from the impact of inter-
est rate fluctuations upon the net in-
terest income and market value of eqg-
uity of a bank.

(h) Liquid investments are assets that
can be promptly converted into cash
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without significant loss to the inves-
tor. In the money market, a security is
liquid if the spread between bid and ask
prices is narrow, and a reasonable
amount can be sold at those prices.

(i) Loans is defined as in §621.2(a)(13)
of this chapter, and is calculated quar-
terly (as the last day of March, June,
September, and December) by using the
average daily balance of loans for the
quarter then ended.

(J) Marketable investment is an asset
that can be sold with reasonable
promptness at a price that reasonably
reflects its fair value in an active and
universally recognized secondary mar-
ket.

(k) Market value of equity measures
the impact that interest rate changes
have upon the market value of the
bank’s assets, liabilities and off-bal-
ance-sheet items.

(I) Mortgage-backed securities (MBSs)
means investment securities
collateralized with mortgage loans.
MBSs provide for ownership of a frac-
tional undivided interest in a specific
pool of mortgages. Each MBS has a
stated maturity, weighted average ma-
turity, and coupon rate.

(m) Negotiable certificates of deposit
means a negotiable large-denomination
time deposit with a specific maturity,
as evidenced by definitive or book-
entry form. Yankee certificate of deposit
means a certificate of deposit issued in
the United States by the American
branch of a foreign bank. Eurodollar
certificate of deposit means a certificate
of deposit denominated in United
States dollars and issued by an over-
seas branch of a United States bank or
by a foreign bank outside the United
States.

(n) Net interest income means the dif-
ference between interest income and
interest expense.

(o) Prime commercial paper means a se-
cured or unsecured promissory note of
a corporation with a fixed maturity of
no more than 270 days that is rated A-
1 or P-1 or an equivalent rating by a

nationally recognized credit rating
service.
(p) Real estate mortgage investment

conduit (REMIC) means a nontaxable
entity (created under the Tax Reform
Act of 1986) formed for the sole purpose
of holding a fixed pool of mortgages
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(both residential and commercial) se-
cured by an interest in real property
and issuing multiple classes of inter-
ests in the underlying mortgages.

(g) Repurchase agreement means a
transaction where any Farm Credit
Bank, bank for cooperatives, or agri-
cultural credit bank agrees to purchase
a security from a counterparty and to
subsequently sell the same or identical
security back to that counterparty for
a specified price with a term to matu-
rity of 100 days or less.

(r) Stripped mortgage-backed securities
means securities created by segregat-
ing the cashflows from the underlying
mortgages or mortgage securities to
create two or more new securities, each
with a specified percentage of the un-
derlying security’s principal payments,
interest payments, or combination of
the two. In their purest form, stripped
mortgage-backed securities represent
mortgage-backed securities that have
been converted into interest-only (10)
securities, where the investor receives
100 percent of the interest flows, and
principal-only (PO) securities, where
the investor receives 100 percent of the
principal cashflows.

(s) Residual means a “‘residual’ inter-
est tranche from a CMO or REMIC se-
curity that collects any cashflows re-
maining from the collateral after the
obligations to the other tranches have
been met.

(t) Total capital is defined as in Sub-
part H—Capital Adequacy, §615.5201(n)
of this chapter.

(u) Weighted average maturity (WAM)
means the weighted average number of
months to the final payment of each
loan backing a mortgage security,
weighted by the size of the principal
loan balances.

(v) Weighted average life (WAL) means
the average time to receipt of prin-
cipal, weighted by the size of each prin-
cipal payment. Weighted average life
for CMOs and mortgage-backed securi-
ties is calculated under some specific
prepayment assumptions.

[58 FR 63055, Nov. 30, 1993, as amended at 59
FR 37404, July 22, 1994]
§615.5132 Investment purposes.

Farm Credit Banks, banks for co-
operatives and agricultural credit
banks are authorized to hold eligible
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investments, listed under §615.5140, in
an amount not to exceed 30 percent of
the total outstanding loans of such
banks, for the purposes of complying
with the liquidity reserve requirement
of §615.5134, managing surplus short-
term funds, and for managing interest
rate risk under §615.5135.

[58 FR 63056, Nov. 30, 1993]

§615.5133 Investment management.

The board of directors of each Farm
Credit Bank, bank for cooperatives, or
agricultural credit bank shall adopt
written policies regarding the manage-
ment of the bank’s investments that
are consistent with the Farm Credit
Act of 1971, Farm Credit Administra-
tion regulations, and all other applica-
ble statutes and regulations. The board
of directors shall also ensure that the
bank’s investments are safely and
soundly managed in accordance with
these written policies, and that appro-
priate internal controls are in place to
preclude investment actions that un-
dermine the solvency and liquidity of
the bank. The board of directors shall
not delegate its responsibility to over-
see and review the investment prac-
tices of the bank. The board of direc-
tors of each Farm Credit Bank, bank
for cooperatives, or agricultural credit
bank shall, on an annual basis, review
these policies, as well as the objectives
and performance of the investment
portfolio. At a minimum, the written
policy should address:

(a) The purpose and objectives of the
bank’s investment portfolio;

(b) The liquidity needs of the bank
pursuant to the requirements of
§615.5134;

(c) Interest rate risk management
pursuant to §615.5135;

(d) Permissible brokers, dealers, and
institutions for investing bank funds
and limitations consistent with
§615.5140 of this subpart, and the
amount of funds that shall be invested
or placed with any broker, dealer or in-
stitution;

(e) The size and quality of the invest-
ment portfolio;

(f) Risk diversification of the invest-
ment portfolio;

(g) Delegation of authority to man-
age bank investments to specific per-
sonnel or committees and a statement

162



