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FCA Board Policy Statements

Ethics, Independence, Arm's Length Role, Ex Parte Communications and Open Government (FCA-PS-81) -- The Farm Credit Administration (FCA or Agency) Board was created by Congress to serve the public interest in ensuring a source of affordable and dependable credit to agriculture and rural America.  In fulfilling this obligation, the FCA Board should ensure that the Agency has conducted a thorough, independent and objective analysis of every matter brought before it for action, and that varying viewpoints and interests are considered by the FCA Board prior to making any substantive decision.  As reflected by its current policies, the FCA Board believes that it must place emphasis on the independence and objectivity of itself and all FCA employees in dealing with representatives of the Farm Credit System (System) and the public.  The FCA Board also is committed to the ethics principles and laws governing all Executive Branch employees and to the Agency’s strong ethics program.  The policy reaffirms the Board’s commitment to the ethics laws and regulations, its avoidance of ex parte communications in its judicial and rulemaking roles, its commitment to open Government and its role as an independent, arm’s length safety and soundness regulator.   (Effective 11/7/2011)  [Add this to your Handbook by clicking on the link above and then printing.]




FCA Pending Regulations and Notices

Market Access Agreement  (HM-11-12) -- The Farm Credit Administration published for comment the Draft Second Amended and Restated Market Access Agreement (Draft Second Restated MAA) proposed to be entered into by all of the banks of the Farm Credit System (System or FCS) and the Federal Farm Credit Banks Funding Corporation (Funding Corporation). This Draft Second Restated MAA is an update to and would replace the Amended and Restated MAA (Amended and Restated MAA) approved by the FCA on January 9, 2003.  (Adopted 10/27/2011; published 11/1/2011 (76 FR 67440); comment period ends 12/1/2011)   [Add this to your hard copy FCA Handbook by clicking on the link above and then printing.]


 
[bookmark: _GoBack]Farmer Mac Investments and Liquidity Management (HM-11-13) -- The FCA proposes to amend our regulations governing the Federal Agricultural Mortgage Corporation in the areas of non-program investments and liquidity. (Adopted 10/13/2011; published 11/18/2011 (76 FR 71798); comment period ends 1/17/2012)  [Add this to your hard copy FCA Handbook by clicking on the link above or the PDF below and then printing.]




[You may also want to print out the FCA Board Policy Statements and FCA Pending Regulations & Notices for the most current version using the PDF files provided on our Web site or just print from the PDF file attached above.]
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Ethics, Independence, Arm's-Length Role, Ex Parte Communications and Open Government

THE FCA BOARD HEREBY ADOPTS THE FOLLOWING POLICY STATEMENT:

ETHICS, INDEPENDENCE, ARM'S-LENGTH ROLE, EX PARTE COMMUNICATIONS AND
OPEN GOVERNMENT
FCA-PS-81 [NV 11-25]

Effective Date: 07-NOV-11

Effect on Previous Action: None

Source of Authority: Sections 5.8, 5.9, 5.10, and 5.11 of the Farm Credit Act of 1971, as
amended.

Ethics. The body of ethics law, rules and policies are designed to ensure that every citizen can have
complete confidence in the integrity of the Government. FCA, as an agency in the executive branch, is
subject to the Federal criminal conflict of interest laws and Office of Government Ethics (OGE)
regulations and oversight, including the 14 General Principles of Ethical Conduct and the Uniform
Standards of Ethical Conduct (Code) (5 CFR Part 2635), the restrictions on certain noncareer employees
(5 CFR Part 2636), the regulations on ethics program responsibilities (5 CFR Part 2638), the financial
disclosure regulations (5 CFR Part 2634), the regulations on acts affecting a personal financial interest (5
C FR Part 2640), and the post-employment restrictions (5 CFR Part 2641). FCA also has issued
supplemental ethics rules with the concurrence of OGE (5 CFR Part 4101). In addition, the FCA Board
Members, as Presidential Appointees with Senate confirmation (PAS), are subject to any further
applicable ethics restrictions that may be imposed by the President of the United States.

Pursuant to the body of ethics laws cited above, the FCA Board will continue to hold itself to the highest
standards of ethical conduct in recognition that its commitment and adherence to the Agency ethics
program sets the standard for the commitment and conduct of Agency staff. Board Members should
avoid actions that could create the impression that they can be improperly influenced. They should also
avoid actions that could create the appearance of violating the law, the ethical standards set forth in the
Federal and FCA ethical standards of conduct, or other applicable guidance. In decision making, a Board
Member should be guided by the integrity of the Farm Credit Act, as amended, and also by the
knowledge that he/she is acting on behalf of the public.

Independence. The FCA has been established as an independent Agency to administer laws enacted by
the Congress. Its PAS Board Members serve fixed terms as provided by law. Because of its independent
status, Board Members should not let their official decisions be swayed by partisan demands. Although
the Agency works cooperatively with Congress and the White House, Board Members and employees
must remain mindful of their duty to make independent determinations on matters being considered by
the Agency. The decisions made by a Board Member will reflect objective understanding and knowledge
of the complexity of the matter under consideration.
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Arm's-Length Role. The FCA Board Members and Agency staff are committed to maintaining an arm’s-
length relationship with the System. This means Agency decisions must be independent of any undue
influence, favoritism, or special access so that all parties coming before the Agency stand on an equal
footing. The Board Members, as final arbiters of Agency actions affecting the System, as well as all
Agency employees who have decision-making authority affecting System institutions and related entities,
must be especially mindful to conduct themselves in a fair and impartial manner, avoiding any actions
that create an appearance of a loss of impartiality. This is especially important in light of FCA's
examination, rulemaking and adjudicatory functions. While open and informative communications with
regulated parties is essential for an effective regulator, the FCA Board and staff will strive to maintain an
appropriate balance in its communications with the System, keeping in mind the totality of the
circumstances — including the content, timing and setting of such communications — before engaging with
the System. FCA Board and staff will consult with the ethics staff whenever in doubt about the propriety
of such communications.

Determination of Appearance of Loss of Impartiality. Under the Code's impartiality rule, an
appearance concern is judged on the basis of the individual Board Member or employee
determining that the circumstances would cause a reasonable person with knowledge of the
relevant facts to question his or her impartiality in the matter. The rule also permits the DAEO or
ethics designee to make an independent determination of whether or not a potential appearance
problem would cause a reasonable person with knowledge of the relevant facts to question a

Board Member's or employee's impartiality in a matter.

Ex Parte Communications. In its judicial functions, the Board Members and staff avoid all discussions
with persons outside the Agency and its staff as set forth in Agency regulations at 12 C.F.R. Part 622.7(j).
Specifically, this regulatory provision, in part, prohibits any FCA Board Member or employee who is or
may reasonably be expected to be involved in the decisional process from making or knowingly cause to
be made an ex parte communication relevant to the merits of the proceeding to any person. In its
rulemaking functions, the Board Members and staff also adhere to the ex parte restrictions set forth in
Board Policy 37, which governs substantive oral communications with the public during the rulemaking
process.

Open Government. The Agency is committed to conducting its business in the sunshine and on the public
record as required by law. We also adopt the following core values of an open and accountable FCA as
outlined in the President’s Open Government memorandum issued in January 2009:

Transparency : FCA should provide citizens with information about what it is doing to promote
knowledge, accessibility and accountability.

Participation : FCA should actively solicit expertise from the public and from outside
Washington so that it makes policies with the benefit of the best information.

Collaboration : FCA officials should work together with other Government officials and with
citizens as part of doing its job of solving national problems.

DATED THIS 7" DAY OF NOVEMBER, 2011
BY ORDER OF THE BOARD

Dale L. Aultman
Secretary to the Board
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Handbook Mailing HM-11-12

[6705-01-P]

FARM CREDIT ADMINISTRATION
Market Access Agreement

AGENCY: Farm Credit Administration.

ACTION: Notice of Draft Second Amended and Restated Market Access Agreement; request for
comments.

SUMMARY : The Farm Credit Administration (FCA or we) is publishing for comment the Draft Second
Amended and Restated Market Access Agreement (Draft Second Restated MAA) proposed to be entered
into by all of the banks of the Farm Credit System (System or FCS) and the Federal Farm Credit Banks
Funding Corporation (Funding Corporation). This Draft Second Restated MAA is an update to and would
replace the Amended and Restated MAA (Amended and Restated MAA) approved by the FCA on
January 9, 2003, and published in the Federal Register on January 15, 2003 (68 FR 2037). The Draft
Second Restated MAA sets forth the rights and responsibilities of each of the parties when the condition
of a bank falls below pre-established financial thresholds.

DATES: You may send comments on or before December 1, 2011.

ADDRESSES: There are several methods for you to submit your comments. For accuracy and
efficiency reasons, commenters are encouraged to submit comments by e-mail or through the FCA’s Web
site. As facsimiles (faxes) are difficult for us to process and achieve compliance with section 508 of the
Rehabilitation Act, we are no longer accepting comments submitted by fax. Regardless of the method
you use, please do not submit your comment multiple times via different methods. You may submit
comments by any of the following methods:

E-mail: Send us an e-mail at reg-comm@fca.gov.

FCA Web site: http://www.fca.gov. Select “Public Commenters,” then “Public Comments,” and
follow the directions for “Submitting a Comment.”

Federal E-Rulemaking Web site: http://www.regulations.gov. Follow the instructions for
submitting comments.

Mail: Send mail to Gary K. Van Meter, Director, Office of Regulatory Policy, Farm Credit
Administration, 1501 Farm Credit Drive, McLean, VA 22102-5090.

You may review copies of comments we receive at our office in McLean, Virginia, or on our
Web site at http://www.fca.gov. Once you are in the Web site, select “Public Commenters,” then “Public
Comments,” and follow the directions for “Reading Submitted Public Comments.” We will show your
comments as submitted, but for technical reasons we may omit items such as logos and special characters.
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Identifying information that you provide, such as phone numbers and addresses, will be publicly
available. However, we will attempt to remove e-mail addresses to help reduce Internet spam.

FOR FURTHER INFORMATION CONTACT:

Thomas R. Risdal, Senior Policy Analyst, Office of Regulatory Policy, Farm Credit Administration,
McLean, VA 22102-5090, (703) 883-4257, TTY (703) 883-4434,

or

Rebecca S. Orlich, Senior Counsel, Office of General Counsel, Farm Credit Administration, McLean, VA
22102-5090, (703) 883-4020, TTY (703) 883-4020.

SUPPLEMENTARY INFORMATION:

System banks and the Funding Corporation entered into the original Market Access Agreement
(original MAA) on September 1, 1994, to help control the risk of each System bank by outlining each
party's respective rights and responsibilities in the event the condition of a System bank fell below certain
financial thresholds. As part of the original MAA, System banks and the Funding Corporation agreed to
periodic reviews of the terms of the MAA to consider whether any amendments were appropriate. The
original MAA was updated by the parties in 2003 in the Amended and Restated MAA and received FCA

approval following notice and request for public comments in the Federal Register.’

On December 3, 2010, the FCA Board approved amendments to the Amended and Restated
MAA that would conform its provisions to the System banks' proposed Joint and Several Liability
Reallocation Agreement (Reallocation Agreement) to ensure that the MAA provisions did not impede
operation of the Reallocation Agreement; the amendments also provided that the MAA and the
Reallocation Agreement are separate agreements, and invalidation of one does not affect the other. The
FCA published these amendments in the Federal Register.” The proposed Reallocation Agreement is an
agreement among the banks and the Funding Corporation that establishes a procedure for non-defaulting
banks to pay maturing System-wide debt on behalf of defaulting banks prior to a statutory joint and
several call by the FCA under section 4.4 of the Farm Credit Act of 1971, as amended (Act).3 The FCA
Board approved the proposed Reallocation Agreement on October 14, 2010, and notice of the approval
was published in the Federal Register.” The System banks have approved the Reallocation Agreement
but have not yet executed it.

The Amended and Restated MAA has a termination date of December 31, 2011. The System
banks and the Funding Corporation have requested the FCA to approve the Draft Second Restated MAA
at this time in order to have it approved by the parties and in place when the current agreement terminates.
The FCA seeks public comment on the proposed agreement.

The Amended and Restated MAA establishes certain financial thresholds at which conditions are
placed on the activities of a bank or restrictions are placed on a bank's access to participation in
System-wide and consolidated obligations. The MAA establishes three categories, which are based on
each bank’s net collateral ratio, permanent capital ratio, and scores under the Contractual Inter-bank
Performance Agreement, which is an agreement among the banks and the Funding Corporation that
establishes certain financial performance criteria.

The proposed Second Restated MAA retains the same general framework and most of the
provisions of the Restated and Amended MAA, updated as necessary. An important change is to section
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1.05, which revises the level of the net collateral ratio that would place a bank in Category I. The revision
takes into account that the FCA has increased the minimum net collateral ratio for some banks to an
amount higher than the 103 percent stated in FCA regulation 12 CFR 615.5335. Revisions to the sections
that refer to the Reallocation Agreement clarify that such agreement has not been executed. In addition,
certain voting and quorum procedures in Article Il and Article V1 of the proposed Second Restated MAA
will require consent or approval of all banks rather than a majority of banks; this change recognizes that

there are now only five System banks and are likely to be only four System banks as of January 1, 2012,
The Second Restated MAA, together with the recitals to the amendment, is as follows:

SECOND AMENDED AND RESTATED MARKET ACCESS AGREEMENT
AMONG
AgFirst Farm Credit Bank
AgriBank, FCB
CoBank, ACB
Farm Credit Bank of Texas
U.S. AgBank, FCB
And
Federal Farm Credit Banks Funding Corporation

This SECOND AMENDED AND RESTATED MARKET ACCESS AGREEMENT (the
"Restated MAA") is entered into among AgFirst Farm Credit Bank, AgriBank, FCB, CoBank, ACB, the
Farm Credit Bank of Texas, U.S. AgBank, FCB (collectively, the “Banks™) and the Federal Farm Credit
Banks Funding Corporation (“Funding Corporation™).

WHEREAS, the Banks and the Funding Corporation entered into that certain Market Access
Agreement dated September 1, 1994 and effective as of November 23, 1994, (the "Original Agreement™)
for the reasons stated therein; and

WHEREAS, the Original Agreement was subsequently amended by that certain Amended and
Restated Market Access Agreement, dated July 1, 2003, referred to herein as the “First Restated MAA,”
for the reasons stated therein; and

WHEREAS, pursuant to Sections 7.04 and 7.05 of the First Restated MAA, the Banks and the
Funding Corporation have reviewed the First Restated MAA to consider whether an extension and any
amendments to it are appropriate; and

WHEREAS, representatives of the Banks and the Funding Corporation met various times in
connection with such review and recommended an extension of the First Restated MAA and certain
amendments for presentation to the Committee; and

WHEREAS, the Committee met various times in connection with the review and recommended
an extension of the First Restated MAA and certain amendments for presentation to the Banks and the
Funding Corporation; and

WHEREAS, the boards of directors of the Banks and of the Funding Corporation approved this
Restated MAA in principle; and

WHEREAS, thereafter, this Restated MAA was submitted to FCA for approval and to the
Insurance Corporation for an expression of support; and
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WHEREAS, FCA published this Restated MAA in the Federal Register and sought comments
thereon; and

WHEREAS, FCA approved this Restated MAA, subject to approval of this Restated MAA by the
boards of directors of the Banks and the Funding Corporation, and a notice of such approval was
published in the Federal Register; and

WHEREAS, the Insurance Corporation expressed its support of this Restated MAA; and

WHEREAS, the Parties are mindful of FCA's independent authority under Section 5.17(a)(10) of
the Act to ensure the safety and soundness of Banks, FCA's independent authority under Sections 4.2 and
4.9 of the Act to approve the terms of specific issuances of Debt Securities, the Insurance Corporation's
independent authority under Section 5.61 of the Act to assist troubled Banks, and the Banks' independent
obligations under Section 4.3(c) of the Act to maintain necessary collateral levels for Debt Securities; and

WHEREAS, the Banks are entering into this Restated MAA pursuant to, inter alia, Section 4.2(c)
and (d) of the Act; and

WHEREAS, the Funding Corporation is prepared to adopt as the “conditions of participation”
that it understands to be required by Section 4.9(b)(2) of the Act each Bank’s compliance with the terms
and conditions of this Restated MAA; and

WHEREAS, the Funding Corporation believes the execution and implementation of this Restated
MAA will materially accomplish the objectives which it has concluded are appropriate for a market
access program under Section 4.9(b)(2) of the Act; and

WHEREAS, prior to the adoption of the Original Agreement, the Funding Corporation adopted
and maintained in place a Market Access and Risk Alert Program designed to fulfill what it understood to
be its responsibilities under Section 4.9(b)(2) of the Act with respect to determining “conditions of
participation,” which Program was discontinued by the Funding Corporation in accordance with the terms
of the Original Agreement; and

WHEREAS, the Funding Corporation is entering into this Restated MAA pursuant to, inter alia,
Section 4.9(b)(2) of the Act; and

WHEREAS, the Parties believe that the execution and implementation of this Restated MAA will
accomplish the objectives intended to be achieved by the Original Agreement,

NOW THEREFORE, in consideration of the foregoing, the mutual promises and agreements
herein contained, and other good and valuable consideration, receipt of which is hereby acknowledged,
the Parties, intending to be legally bound hereby, agree as follows:

ARTICLE | - CATEGORIES

Section 1.01. Scorekeeper. The Scorekeeper, for purposes of this Restated MAA, shall be the
Funding Corporation.

Section 1.02. CIPA Oversight Body. The CIPA Oversight Body, for purposes of this Restated
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MAA, shall be the same as the Oversight Body under Section 5.1 of CIPA.

Section 1.03. CIPA Scores. Net Composite Scores and Average Net Composite Scores, for
purposes of this Restated MAA, shall be the same as those determined under Article Il of CIPA and the
Model referred to therein, as in effect on June 30, 2011, and as amended under CIPA or replaced by
successor provisions under CIPA in the future, to the extent such future amendments or replacements are
by agreement of all the Banks.

Section 1.04. Net Collateral and Permanent Capital Ratios. Each Bank shall report to the
Scorekeeper within fifteen days after the end of each month its Net Collateral Ratio and Permanent
Capital Ratio as of the last day of that month. Should any Bank later correct or revise, or be required to
correct or revise, any past financial data in a way that would cause any Net Collateral Ratio or Permanent
Capital Ratio previously reported hereunder to have been different, the Bank shall promptly report a
revised Ratio to the Scorekeeper. Should the Scorekeeper consider it necessary to verify any Net
Collateral Ratio or Permanent Capital Ratio, it shall so report to the Committee, or, if the Committee is
not in existence, to the CIPA Oversight Body, and the Committee or the CIPA Oversight Body, as the
case may be, may verify the Ratios as it deems appropriate, through reviews of Bank records by its
designees (including experts or consultants retained by it) or otherwise. The reporting Bank shall
cooperate in any such verification, and the other Banks shall provide such assistance in conducting any
such verification as the Committee or the CIPA Oversight Body, as the case may be, may reasonably
request.

Section 1.05. Category I. A Bank shall be in Category | if it (a) has an Average Net Composite
Score of 50.0 or more, but less than 60.0, for the most recent calendar quarter for which an Average Net
Composite Score is available, (b) has a Net Composite Score of 45.0 or more, but less than 60.0, for the
most recent calendar quarter for which a Net Composite Score is available, (c) has a Net Collateral Ratio
of 103.00% or more, but less than the greater of: (i) 104.00%, or (ii) 50 basis points above the minimum
set by FCA for the last day of the most recent month or (d) has a Permanent Capital Ratio of 7.00% or
more, but less than 8.00%, for the period ending on the last day of the most recent month.

Section 1.06. Category Il. A Bank shall be in Category Il if it (a) has an Average Net Composite
Score of 35.0 or more, but less than 50.0, for the most recent calendar quarter for which an Average Net
Composite Score is available, (b) has a Net Composite Score of 30.0 or more, but less than 45.0, for the
most recent calendar quarter for which a Net Composite Score is available,(c) has a Net Collateral Ratio
of 102.00% or more, but less than 103.00%, for the last day of the most recent month, (d) has a
Permanent Capital Ratio of 5.00% or more, but less than 7.00%, for the period ending on the last day of
the most recent month, or (e) is in Category | and has failed to provide information to the Committee as
required by Article 111 within two Business Days after receipt of written notice from the Committee of
such failure.

Section 1.07. Category Ill. A Bank shall be in Category Il if it (a) has an Average Net
Composite Score of less than 35.0 for the most recent calendar quarter for which an Average Net
Composite Score is available, (b) has a Net Composite Score of less than 30.0 for the most recent
calendar quarter for which a Net Composite Score is available, (c) has a Net Collateral Ratio of less than
102.00% for the last day of the most recent month, (d) has a Permanent Capital Ratio of less than 5.00%
for the period ending on the last day of the most recent month, or (e) is in Category Il and has failed to
provide information to the Committee as required by Article 111 within two Business Days after receipt of
written notice from the Committee of such failure.

Section 1.08. Highest Category. If a Bank would come within more than one Category by reason
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of the various provisions of Sections 1.05 through 1.07, it shall be considered to be in the
highest-numbered Category for which it qualifies (e.g., Category Il rather than Category I1).

Section 1.09. Notice by Scorekeeper. Within twenty days of the end of each month, after
receiving the reports due under Section 1.04 within fifteen days of the end of the prior month, the
Scorekeeper shall provide to all Banks, all Associations discounting with or otherwise receiving funding
from a Bank that is in Category |, Category Il or Category Ill, FCA, the Insurance Corporation, the
Funding Corporation, and either the CIPA Oversight Body or, if it is in existence, the Committee a notice
identifying the Banks, if any, that are in Categories I, Il and 11, or stating that no Banks are in such
Categories.

ARTICLE II—THE COMMITTEE

Section 2.01. Formation. A Monitoring and Advisory Committee (the “Committee”) shall be
formed at the instance of the CIPA Oversight Body within seven days of the date that it receives a notice
from the Scorekeeper under Section 1.09 that any Bank is in Category I, Category Il or Category 111
(unless such a Committee is already in existence). The Committee shall remain in existence thereafter for
so long as the most recent notice from the Scorekeeper under Section 1.09 indicates that any Bank is in
Category I, Category Il or Category Ill. If not already in existence, the Committee may also be formed
(a) at the instance of the CIPA Oversight Body at any other time, in order to consider a Continued Access
Request that has been submitted or is expected to be submitted, (b) for purposes of preparing the reports
described in Section 7.05, and (c) as provided for in Section 8.04(b).

Section 2.02. Composition. The Committee shall be made up of two representatives of each
Bank and two representatives of the Funding Corporation. One of the representatives of each Bank shall
be that Bank's representative on the CIPA Oversight Body. The other representative of each Bank shall
be an individual designated by the Bank's board of directors, who may be a member of the Bank's board
of directors or a senior officer of the Bank, in the discretion of the Bank’s board. One of the
representatives of the Funding Corporation shall be an outside director of the Funding Corporation
designated by the Funding Corporation board of directors. The other representative of the Funding
Corporation shall be designated by the board of directors of the Funding Corporation from among the
members of its board and/or its senior officers. The removal and replacement of the Committee members
designated directly by Bank boards of directors and by the Funding Corporation shall be in the sole
discretion of each Bank board and of the Funding Corporation, respectively. A replacement for a member
of the CIPA Oversight Body shall automatically replace such member on the Committee.

Section 2.03. Authority and Responsibilities. The Committee shall have the authority and
responsibilities specified in this Article 11, in Sections 1.04, 3.01, 3.02, 3.05, 3.06, 4.02, 7.05, 8.04 and
8.08, and in Article VI, and such incidental powers as are necessary and appropriate to effectuating such
authority and responsibilities.

Section 2.04. Meetings. Notwithstanding anything herein to the contrary, at all times, the Banks
entitled to vote on Committee business shall be all Banks other than (i) those in Category 1l and Category
I11, as indicated in the most recent notice from the Scorekeeper under Section 1.09, and (ii) in the case of
a Bank requesting a Continued Access Decision, such Bank. The initial meeting of the Committee shall
be held at the call of the Chairman of the CIPA Oversight Body or a majority of the Parties entitled to
vote on Committee business. Thereafter, the Committee shall meet at such times and such places at the
call of the Chairman of the Committee or a majority of the Parties entitled to vote on Committee business.
For all voting and quorum purposes each Party entitled to vote on Committee business shall act through at
least one of its representatives. Written notice of each meeting shall be given to each member by the
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Chairman or his or her designee not less than 48 hours prior to the time of the meeting. A meeting may
be held without such notice upon the signing of a waiver of notice by all of the Parties entitled to vote on
Committee business. All of the Parties entitled to vote on Committee business shall constitute a quorum
for the conduct of business. A meeting may be held by a telephone conference arrangement or similar
communication method allowing each speaker to be heard by all others in attendance at the same time.

Section 2.05. Action Without a Meeting. Action may be taken by the Committee without a
meeting if each Bank and the Funding Corporation consent in writing to consideration of a matter without
a meeting and all of the Parties entitled to vote on Committee business approve the action in writing,
which writings shall be kept with the minutes of the Committee.

Section 2.06. Voting. The Funding Corporation and each Bank entitled to vote on Committee
business shall have one vote on Committee business. Voting on Committee business (including
recommendations on Continued Access Decisions, but not the ultimate vote on Continued Access
Decisions, which is addressed in Article V1) shall be by unanimity of the Parties entitled to vote on
Committee business that are present (physically, by telephone conference or similar communication
method allowing each speaker to be heard by all others in attendance at the same time) through at least
one representative. If a Bank or the Funding Corporation has two representatives present, they shall agree
in casting the vote of the Bank or the Funding Corporation, and if they cannot agree on a particular
matter, that Bank or the Funding Corporation shall not cast a vote on that matter, and, in determining
unanimity, shall not be counted as a Party entitled to vote on that matter.

Section 2.07. Officers. The Committee shall elect from among its members a Chairman, a Vice
Chairman, a Secretary and such other officers as it shall from time to time deem appropriate. The
Chairman shall chair the meetings of the Committee and have such other duties as the Committee may
delegate to him or her. The Vice Chairman shall perform such duties of the Chairman as the Chairman is
unable or fails to perform, and shall have such other duties as the Committee may delegate to him or her.
The Secretary shall keep the minutes and maintain the minute book of the Committee. Other officers
shall have such duties as the Committee may delegate to them. Should the Chairman be a representative
of either a Category Il or Category |11 Bank, such individual will no longer be eligible to serve as
Chairman. The Vice Chairman will thereafter perform the duties of Chairman, and if the Vice Chairman
is unable, the Committee may elect a new Chairman from among its members.

Section 2.08. Retention of Staff, Consultants and Experts. The Committee shall be authorized to
retain staff, consultants and experts as it deems necessary and appropriate in its sole discretion.

Section 2.09. Expenses. Any compensation of each member of the Committee for time spent on
Committee business and for his or her out-of-pocket expenses, such as travel, shall be paid by the Party
that designated that member to the Committee or to the CIPA Oversight Body. All other expenses
incurred by the Committee shall be borne by the Banks and assessed by the Funding Corporation based
on the formula then used by the Funding Corporation to allocate its operating expenses.

Section 2.10. Custody of Records. All information received by the Committee pursuant to this
Restated MAA, and all Committee minutes, shall be lodged, while not in active use by the Committee, at
the Funding Corporation, and shall be deemed records of the Funding Corporation for purposes of FCA
examination. The Parties agree that documents in active use by the Committee may also be examined by
FCA.

ARTICLE 11l - PROVISION OF INFORMATION
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Section 3.01. Information To Be Provided By All Banks in Categories I, Il and I1l. If a Bank is
in Category I, Category Il or Category Ill, as indicated in the most recent notice from the Scorekeeper
under Section 1.09, and if the prior monthly notice by the Scorekeeper did not indicate that the Bank was
in any Category, then the Bank shall within thirty days of receipt of the latest notice provide to the
Committee: (a) a detailed explanation of the causes of its being in that Category, (b) an action plan to
improve its financial situation so that it is no longer in any of the three Categories, (c) a timetable for
achieving that result, (d) at the discretion of the Committee, the materials and information listed in
Attachment 1 hereto (in addition to fulfilling the other obligations specified in Attachment 1 hereto) and
(e) such other pertinent materials and information as the Committee shall, within seven days of receiving
notice from the Scorekeeper, request in writing from the Bank. Such Bank shall summarize, aggregate or
analyze data, as well as provide raw data, in such manner as the Committee may request. Such
information shall be promptly updated (without any need for a request by the Committee) whenever the
facts significantly change, and shall also be updated or supplemented as the Committee so requests in
writing of the Bank by such deadlines as the Committee may reasonably specify.

Section 3.02. Additional Information To Be Provided By Banks in Categories Il and IlI. If a
Bank is in Category Il or Category Ill, as indicated in the most recent notice from the Scorekeeper under
Section 1.09, and if the prior monthly notice by the Scorekeeper did not indicate that the Bank was in
Category Il or Category IlI, then the Bank shall within thirty days of receipt of the latest notice provide to
the Committee, in addition to the information required by Section 3.01, at the discretion of the
Committee, the materials and information listed in Attachment 2 hereto (in addition to fulfilling the other
obligations specified in Attachment 2 hereto). Such information shall be promptly updated (without any
need for a request by the Committee) whenever the facts significantly change, and shall also be updated
or supplemented as the Committee so requests in writing of the Bank by such deadlines as the Committee
may reasonably specify.

Section 3.03. Documents or Information Relating to Communications With FCA or the
Insurance Corporation. Notwithstanding Sections 3.01 and 3.02, a Bank shall not disclose to the
Committee any communications between the Bank and FCA or the Insurance Corporation, as the case
may be, or documents describing such communications, except as consented to by, and subject to such
restrictive conditions as may be imposed by, FCA or the Insurance Corporation, as the case may be.
However, facts regarding the Bank's condition or plans that pre-existed a communication with FCA or the
Insurance Corporation and then were included in such a communication are not barred from disclosure by
this section. The Committee shall decide on a case-by-case basis whether to request copies of such
communications and documents from FCA or the Insurance Corporation, as the case may be. Each Bank
hereby consents to the disclosure of such communications and documents to the Committee if consented
to by FCA or the Insurance Corporation, as the case may be. Nothing in this section shall preclude a
Bank from making disclosures to the System Disclosure Agent necessary to allow the System Disclosure
Agent to comply with its obligations under the securities laws or other applicable law or regulations with
regard to disclosure to investors.

Section 3.04. Sources of Information; Certification. Information provided to the Committee
under Sections 3.01 and 3.02 shall, to the extent applicable, be data used in the preparation of financial
statements in accordance with generally accepted accounting principles, or data used in the preparation of
call reports submitted to FCA pursuant to 12 C.F.R. pt. 621, as amended from time to time, or any
successor thereto. A Bank shall certify, through its chief executive officer or, if there is no chief
executive officer, a senior executive officer, the completeness and accuracy of all information provided to
the Committee under Sections 3.01 and 3.02.

Section 3.05. Failure to Provide Information. If a Bank fails to provide information to the
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Committee as and when required under Sections 3.01 and 3.02, and does not correct such failure within
two Business Days of receipt of the written notice by the Committee of the failure, then the Committee
shall so advise the Scorekeeper.

Section 3.06. Provision of Information to Banks. Any information provided to the Committee
under Sections 3.01 and 3.02 shall be provided by the Committee to any Bank upon request. A Bank
shall not have the right under this Restated MAA to obtain information directly from another Bank.

Section 3.07. Cessation of Obligations. A Bank's obligation to provide information to the
Committee under Section 3.01 shall cease as soon as the Bank is no longer in Category |, Category 1l or
Category Il1, as indicated in the most recent notice from the Scorekeeper under Section 1.09. A Bank's
obligation to provide to the Committee information under Section 3.02 shall cease as soon as the Bank is
no longer in Category Il or Category Ill, as indicated in the most recent notice from the Scorekeeper
under Section 1.009.

ARTICLE IV - RESTRICTIONS ON MARKET ACCESS

Section 4.01. Final Restrictions. As of either,

(i) the tenth day after a Bank receives a notification from the Scorekeeper that it is in
Category I, as indicated in the most recent notice from the Scorekeeper under Section 1.09, if it
has not by said tenth day submitted a Continued Access Request to the Committee; or

(ii) if the Bank has submitted a Continued Access Request to the Committee by the tenth
day after its receipt of notice from the Scorekeeper that it is in Category |1, the seventh day
following the day a submitted Continued Access Request is denied,

a Bank in Category I, as indicated in the most recent notice from the Scorekeeper under Section
1.09, (a) shall be permitted to participate in issues of Debt Securities only to the extent necessary to roll
over the principal (net of any original issue discount) of maturing debt, and (b) shall comply with the
Additional Restrictions.

Section 4.02. Category Il Interim Restrictions. From the day that a Bank receives a notice from
the Scorekeeper that it is in Category Il until: (a) ten days thereafter, if the Bank does not by that day
submit a Continued Access Request to the Committee, or (b) if the Bank by such tenth day after it has
received a notice from the Scorekeeper that it is in Category Il does submit a Continued Access Request
to the Committee, the seventh day following the day that notice is received by the Bank that the
Continued Access Request is granted or denied, the Bank (i) may participate in issues of Debt Securities
only to the extent necessary to roll over the principal (net of any original issue discount) of maturing debt
unless the Committee, taking into account the criteria in Section 6.03, shall specifically authorize
participation to a greater extent, and (ii) shall comply with the Additional Restrictions. Notwithstanding
the foregoing, the Category Il Interim Restrictions shall not go into effect if a Continued Access Request
has already been granted in anticipation of the formal notice that the Bank is in Category I1.

Section 4.03. FCA Action. The Final Restrictions and the Category Il Interim Restrictions shall
go into effect without the need for case-by-case approval by FCA.

Section 4.04. Cessation of Restrictions. The Final Restrictions and the Category Il Interim
Restrictions shall cease as soon as the Bank is no longer in Category Il, as indicated in the most recent
notice from the Scorekeeper under Section 1.09. The Bank shall continue, however, to be subject to such
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other obligations under this Restated MAA as may apply to it by reason of its being in another Category .

Section 4.05. Relationship to the Joint and Several Liability Reallocation Agreement. A
Category Il Bank shall not be subject to the Final Restrictions and Category Il Interim Restrictions, to the
extent that the Final Restrictions and Category Il Interim Restrictions would prohibit such Category Il
Bank from issuing debt required to fund such Category Il Bank’s liabilities and obligations under the
Joint and Several Liability Reallocation Agreement, if and when the Joint and Several Liability
Reallocation Agreement is in effect among the Parties.

ARTICLE V - PROHIBITION OF MARKET ACCESS

Section 5.01. Final Prohibition. As of either,

(i) the tenth day after a Bank receives a notification from the Scorekeeper that it is in
Category I11, as indicated in the most recent notice from the Scorekeeper under Section 1.09, if it
has not by said tenth day submitted a Continued Access Request to the Committee; or

(i) if the Bank has submitted a Continued Access Request to the Committee by the tenth
day after its receipt of notice from the Scorekeeper that it is in Category 111, the seventh day
following the day a submitted Continued Access Request is denied,

a Bank in Category Il1, as indicated in the most recent notice from the Scorekeeper under Section
1.09, (a) shall be prohibited from participating in issues of Debt Securities, and (b) shall comply with the
Additional Restrictions.

Section 5.02. Category Il Interim Restrictions. From the day that a Bank receives a notice from
the Scorekeeper that it is in Category 111 until: (a) ten days thereafter, if the Bank does not by that day
submit a Continued Access Request to the Committee, or (b) if the Bank by such tenth day after it has
received a notice from the Scorekeeper that it is in Category 111 does submit a Continued Access Request
to the Committee, the seventh day following the day that notice is received by the Bank that the
Continued Access Request is granted or denied, the Bank (i) may participate in issues of Debt Securities
only to the extent necessary to roll over the principal (net of any original issue discount) of maturing debt,
and (ii) shall comply with the Additional Restrictions. Notwithstanding the foregoing, the Category I11
Interim Restrictions shall not go into effect if a Continued Access Request has already been granted in
anticipation of the formal notice that the Bank is in Category IlI.

Section 5.03. FCA Action. The Category Il Interim Restrictions shall go into effect without the
need for case-by-case approval by FCA. The Parties agree that the Final Prohibition shall go into effect
without the need for approval by FCA; provided, however, that FCA may override the Final Prohibition,
for such time period up to 60 days as FCA may specify (or, if FCA does not so specify, for 60 days), by
so ordering before the date upon which the Final Prohibition becomes effective pursuant to Section 5.01,
and may renew such an override once only, for such time period up to 60 additional days as FCA may
specify (or, if FCA does not so specify, for 60 days), by so ordering before the expiration of the initial
override period. If the Final Prohibition is overridden by FCA, the Category I1I Interim Restrictions shall
remain in effect.

Section 5.04. Cessation of Restrictions. The Final Prohibition and the Category Il Interim
Restrictions shall cease as soon as the Bank is no longer in Category 111, as indicated in the most recent
notice from the Scorekeeper under Section 1.09. The Bank shall continue, however, to be subject to such
other obligations under this Restated MAA as may apply to it by reason of its being in another Category .
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Section 5.05. Relationship to the Joint and Several Liability Reallocation Agreement. A
Category |11 Bank shall not be subject to the Final Prohibition or Category Il Interim Restrictions, to the
extent that the Final Prohibition or Category Il Interim Restrictions would prohibit such Category 11
Bank from issuing debt required to fund such Category 11l Bank’s liabilities and obligations under the
Joint and Several Liability Reallocation Agreement, if and when the Joint and Several Liability
Reallocation Agreement is in effect among the Parties.

ARTICLE VI - CONTINUED ACCESS DECISIONS

Section 6.01. Process. The process for action on Continued Access Requests shall be as follows:

(a) Submission of Request. A Bank may submit a Continued Access Request for consideration
by the Committee at any time, including (i) prior to formal notice from the Scorekeeper that it is in
Category Il or Category IlI, if the Bank anticipates such notice, and (ii) prior to the tenth day after a Bank
receives a notification from the Scorekeeper that it is in Category Il or the tenth day after a Bank receives
a notification from the Scorekeeper that it is in Category IlI.

(b) Committee Recommendation. After a review of the Request, the supporting information and
any other pertinent information available to the Committee, the Committee shall arrive at a
recommendation regarding the Request (including, if the recommendation is to grant the Request,
recommendations as to the expiration date of the Continued Access Decision and as to any conditions to
be imposed on the Decision). The Funding Corporation, drawing upon its expertise and specialized
knowledge, shall provide to the Committee all pertinent information in its possession (and the Banks
authorize the Funding Corporation to provide such information to the Committee for its use as provided
herein, and, to that limited extent only, waive their right to require the Funding Corporation to maintain
the confidentiality of such information). The Committee shall send its recommendation and a statement
of the reasons therefor, including a description of any considerations that were expressed for and against
the recommendation by members of the Committee during its deliberations, together with the Request, the
supporting information, a report of how the members of the Committee voted on the recommendation, a
report by the Funding Corporation concerning its position on the recommendation, and any other material
information that was considered by the Committee, to all Banks and the Funding Corporation by a
nationally recognized overnight delivery service within fourteen days after receiving the Request. If the
Committee fails to act within such fourteen-day period, the Continued Access Request shall be deemed
forwarded to all Banks entitled to vote thereon for their consideration. If the Committee has failed to act,
the Funding Corporation shall send to all Banks, within two days following the deadline for Committee
action, a report concerning the position of the Funding Corporation on the Continued Access Request.

(c) Vote on the Request. Unless otherwise expressly stated herein, the Banks entitled to vote on
the Request shall be all Banks other than those in Category Il and Category 111, as indicated in the most
recent notice from the Scorekeeper under Section 1.09, and other than the Bank requesting the Continued
Access Decision. Within ten days of receiving the Committee's recommendation and the accompanying
materials (or, if the Committee failed to act within fourteen days, within ten days following the fourteenth
day), the board of directors of each Bank entitled to vote on the Request, or its designee, after review of
the recommendation, the accompanying materials, the report of the Funding Corporation, and any other
pertinent information, shall vote to grant or deny the Request (as modified or supplemented by any
recommendations of the Committee as to the expiration date of the Continued Access Decision and as to
conditions to be imposed on the Decision), and shall provide written notice of its vote to the Committee.
If the Committee has recommended in favor of a Continued Access Decision, the vote of a Bank shall be
either to accept or reject the Committee's recommendation, including the recommended expiration date
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and conditions; if the Committee has recommended against a Continued Access Decision or has failed to
act, the vote of a Bank shall be either to grant the Continued Access Request on the terms requested by
the requesting Bank, or to deny it. Failure to vote within the ten-day period shall be considered a "no"
vote. A Continued Access Request shall be granted only upon a 100% Vote within the ten-day period,
and shall be considered denied if a 100% Vote is not forthcoming by that day.

(d) Notice. The Committee shall promptly provide written notice to the Parties, FCA and the
Insurance Corporation of the granting or denial of the Continued Access Request, and, if the Continued
Access Request was granted, of all the particulars of the Continued Access Decision.

Section 6.02. Provision of Information to FCA and the Insurance Corporation. FCA and the
Insurance Corporation shall be advised by the Committee of the submission of a Continued Access
Request, shall be provided by the Committee with appropriate materials relating to the Request, and shall
be advised by the Committee of the recommendation made by the Committee concerning the Request.

Section 6.03. Criteria. The Committee, in arriving at its recommendation on a Continued Access
Request, and the voting Banks, in voting on a Continued Access Request, shall consider (a) the present
financial strength of the Bank in issue, (b) the prospects for financial recovery of the Bank in issue, (c) the
probable costs of particular courses of action to the Banks and the Insurance Fund, (d) any intentions
expressed by the Insurance Corporation with regard to assisting or working with the Bank in issue, (¢)
any existing lending commitments and any particular high-quality new lending opportunities of the Bank,
(f) seasonal variations in the borrowing needs of the Bank, (g) whether the Bank's independent public
accountants have included a Going Concern Qualification in the most recent combined financial
statements of the Bank and its constituent Associations, and (h) any other matters deemed pertinent.

Section 6.04. Expiration Date. A Continued Access Decision shall have such expiration date as
the Committee recommends and is approved by a 100% Vote. If the Committee recommends against or
fails to act on a Continued Access Request, and it is subsequently approved by a 100% Vote, the
expiration date of the Continued Access Decision shall be the earlier of the date requested by the Bank or
180 days from the date the Request is granted. A Continued Access Decision may be terminated prior to
that date, or renewed for an additional term, upon a new recommendation by the Committee and 100%
Vote.

Section 6.05. Conditions. A Continued Access Decision shall be subject to such conditions as
the Committee recommends and are approved by a 100% Vote. If specifically approved by a 100% Vote,
administration of the details of the conditions and ongoing refinement of the conditions to take account of
changing circumstances can be left to the Committee or such subcommittee as it may establish for that
purpose. Among the conditions that may be imposed on a Continued Access Decision are (a) a
requirement of remedial action by the Bank, failing which the Continued Access Decision will terminate,
(b) a requirement of other appropriate conduct on the part of the Bank (such as compliance with the
Additional Restrictions), failing which the Continued Access Decision will terminate, and (c) specific
restrictions on continued borrowing by the Bank, such as a provision allowing a Bank in Category Il to
borrow only for specified types of business in addition to rolling over the principal of maturing debt, or
allowing such a Bank only to roll over interest on maturing debt in addition to rolling over the principal
of maturing debt, or a provision allowing a Bank in Category Il to roll over a portion of its maturing
debt. The Committee shall be responsible for monitoring and determining compliance with conditions,
and shall promptly advise the Parties of any failure by a Bank to comply with conditions. The
Committee's determination with respect to compliance with conditions shall be final, until and unless
overturned or modified in arbitration pursuant to Section 7.08.
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Section 6.06. FCA Action. The Parties agree that a Continued Access Decision shall go into
effect without the need for approval by FCA, but that FCA may override the Continued Access Decision,
for such time period as FCA may specify (or, if FCA does not so specify, until a new Continued Access
Decision is made pursuant to a recommendation of the Committee and a 100% Vote, in which case it is
again subject to override by FCA), by so ordering at any time.

Section 6.07. Notice to FCA of Intent to File Continued Access Request. A Bank that receives
notice that it is in Category Il shall advise FCA, within ten days of receiving such notice, whether it
intends to file a Continued Access Request.

ARTICLE VII - OTHER

Section 7.01. Conditions Precedent. This Restated MAA shall go into effect on January 1, 2012,
provided, however, that on or before January 15, 2012 each Party has executed a certificate in
substantially the form of Attachment 3 hereto that all of the following conditions precedent have been
satisfied: (a) the delivery to the Banks of an opinion by an outside law firm reasonably acceptable to all of
the Parties and in substantially the form of Attachment 4 hereto, (b) the delivery to the Funding
Corporation of an opinion by an outside law firm reasonably acceptable to all of the Parties and in
substantially the form of Attachment 5 hereto, (c) adoption by each of the Banks and the Funding
Corporation of a resolution in substantially the form of Attachment 6 hereto, (d) action by the Insurance
Corporation, through its board, expressing its support for this Restated MAA, and (e) action by FCA,
through its board, approving this Restated MAA pursuant to Section 4.2(c) and Section 4.2(d) of the Act,
and (without necessarily expressing any view as to the proper interpretation of Section 4.9(b)(2) of the
Act) approving this Restated MAA pursuant to Section 4.9(b)(2) of the Act insofar as such approval may
be required, which action shall (i) indicate that the entry into and compliance with this Restated MAA by
the Funding Corporation fully satisfy such obligations as the Funding Corporation may have with respect
to establishing "conditions of participation™ for market access under Section 4.9(b)(2), and (ii) contain no
reservations or other conditions or qualifications except for those which may be specifically agreed to by
the Funding Corporation's board of directors and the other Parties.

Upon execution of its certificate, each Party shall forward a copy to the Funding Corporation,
attn. General Counsel, which shall advise all other Parties when a complete set of certificates is received.

If this Restated MAA becomes effective in accordance with this Section 7.01, the First Restated
MAA shall be amended and restated by this Restated MAA as of that date without further action of the
Parties. If any term, provision, covenant or restriction of this Restated MAA is held by a court of
competent jurisdiction or other authority to be invalid, void or unenforceable, the remainder of the terms,
provisions, covenants and restrictions of this Restated MAA shall remain in full force and effect and shall
in no way be affected, impaired or invalidated. If any term, provision, covenant or restriction of this
Restated MAA that purports to amend a term, provision, covenant or restriction of the Original _
Agreement or the First Restated MAA is held by a court of competent jurisdiction or other authority to be
invalid, void or unenforceable, such term, provision, covenant or restriction of the Original_ Agreement or
the First Restated MAA shall be considered to have continued and to be continuing in full force and effect
at all times since this Restated MAA has purported to be in effect. The Parties agree that notwithstanding
the occurrence of any of the foregoing events they will treat, to the maximum extent permitted by law, all
actions theretofore taken pursuant to this Restated MAA as valid and binding actions of the Parties.

Section 7.02. Representations and Warranties. Each Party represents and warrants to the other
Parties that (a) it has duly executed and delivered this Restated MAA, (b) its performance of this Restated
MAA in accordance with its terms will not conflict with or result in the breach of or violation of any of
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the terms or conditions of, or constitute (or with notice or lapse of time or both constitute) a default under
any order, judgment or decree applicable to it, or any instrument, contract or other agreement to which it
is a party or by which it is bound, (c) it is duly constituted and validly existing under the laws of the
United States, (d) it has the corporate and other authority, and has obtained all necessary approvals, to
enter into this Restated MAA and perform all of its obligations hereunder, and (e) its performance of this
Restated MAA in accordance with its terms will not conflict with or result in the breach of or violation of
any of the terms or conditions of, or constitute (or with notice or lapse of time or both constitute) a default
under its charter (with respect to the Banks), or its bylaws.

Section 7.03. Additional Covenants.

(a) Each Bank agrees to notify the other Parties and the Scorekeeper if, at any time, it anticipates
that within the following three months it will come to be in Category |, Category Il or Category IlI, or
will move from one Category to another.

(b) Whenever a Bank is subject to Final Restrictions, a Final Prohibition, Category Il Interim
Restrictions, Category Il Interim Restrictions, or a Continued Access Decision, the Committee shall
promptly so notify the Funding Corporation, and the Funding Corporation shall take all necessary steps to
ensure that the Bank participates in issues of Debt Securities only to the extent permitted thereunder. The
Funding Corporation may rely on the determination of the Committee as to whether a Bank has complied
with a condition to a Continued Access Decision.

(c) Each Bank agrees that it will not at any time that it is in Category I, Category Il or Category
111, as indicated in the most recent notice from the Scorekeeper under Section 1.09, and will not without
twelve months' prior notice to all other Banks and the Funding Corporation at any other time, either (i)
withdraw, or (ii) modify, in a fashion that would impede the issuance of Debt Securities, the funding
resolution it has adopted pursuant to Section 4.4(b) of the Act. Should a violation of this covenant be
asserted, and should the Bank deny same, the funding resolution shall be deemed still to be in full effect,
without modification, until arbitration of the matter is completed, and each Bank, by entering into this
Restated MAA, consents to emergency injunctive relief to enforce this provision. Nothing in this
Restated MAA shall be construed to restrict any Party's ability to take the position that a Bank's
withdrawal or modification of its funding resolution is not authorized by law.

(d) Each Bank agrees that it will not at any time that it is in Category I, Category Il or Category
111, as indicated in the most recent notice from the Scorekeeper under Section 1.09, and will not without
twelve months' prior notice to all other Banks and the System Disclosure Agent at any other time, fail to
report information to the System Disclosure Agent pursuant to the Disclosure Program for the issuance of
Debt Securities and for the System Disclosure Agent to have a reasonable basis for making disclosures
pursuant to the Disclosure Program. Should the System Disclosure Agent assert a violation of this
covenant, and should the Bank deny same, the Bank shall furnish such information as the System
Disclosure Agent shall request until arbitration of the matter is completed, and each Bank, by entering
into this Restated MAA, consents to emergency injunctive relief to enforce this provision. Nothing in this
Restated MAA shall be construed to restrict the ability of the System Disclosure Agent to comply with its
obligations under the securities laws or other applicable law or regulations with regard to disclosure to
investors.

(e) Without implying that suit may be brought on any other matter, each Bank and the Funding
Corporation specifically agree not to bring suit to challenge this Restated MAA or to challenge any Final
Prohibition, Final Restrictions, Category Il Interim Restrictions, Category |11 Interim Restrictions,
Continued Access Decision, denial of a Continued Access Request or recommendation of the Committee
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with respect to a Continued Access Request arrived at in accordance with this Restated MAA. This
provision shall not be construed to preclude judicial actions under the U.S. Arbitration Act, 9 U.S.C.
sections 1-15, to enforce or vacate arbitration decisions rendered pursuant to Section 7.08, or for an order
that arbitration proceed pursuant to Section 7.08.

(F) The Funding Corporation agrees that it will not reinstitute the Market Access and Risk Alert
Program, or adopt a similar such program for so long as both (i) this Restated MAA is in effect and (ii)
Section 4.9(b)(2) of the Act is not amended in a manner which would require, nor is there any other
change in applicable law or regulations which would require, the Funding Corporation to establish
"conditions of participation™ different from those contained in this Restated MAA. Should the condition
described in (ii) no longer apply and the Funding Corporation adopt a market access program, this
Restated MAA shall be deemed terminated. All Banks reserve the right to argue, if the conditions
described in clauses (i) or (ii) of the preceding sentence should no longer apply and the Funding
Corporation should adopt such a program, that any such program adopted by the Funding Corporation is
contrary to law, either because Section 4.9(b)(2) of the Act does not authorize such a program, or for any
other reason, and the entry by any Bank into this Restated MAA shall not be construed as waiving such
right.

() Itis expressly agreed that the Original Agreement, FCA approval of the Original Agreement,
the First Restated MAA and FCA approval of this Restated MAA _do not provide any grounds for
challenging FCA or Insurance Corporation actions with respect to the creation of or the conduct of
receiverships or conservatorships. Without limiting the preceding statement, each Bank specifically and
expressly agrees and acknowledges that it cannot, and agrees that it shall not, attempt to challenge FCA's
appointment of a receiver or conservator for itself or any other System institution or FCA's or the
Insurance Corporation's actions in the conduct of any receivership or conservatorship (i) on the basis of
this Restated MAA or FCA's approval of this Restated MAA; or (ii) on the grounds that Category Il
Interim Restrictions, Final Restrictions, Category Il Interim Restrictions, or Final Prohibitions were or
were not imposed, whether by reason of FCA's or the Insurance Corporation's action or inaction or
otherwise. The Banks jointly and severally agree that they shall indemnify and hold harmless FCA and
the Insurance Corporation against all costs, expenses, and damages, including without limitation,
attorneys' fees and litigation costs, resulting from any such challenge by any Party.

Section 7.04. Termination. This Restated MAA shall terminate upon the earliest of (i) December
31, 2025, (ii) an earlier date if so agreed in writing by 100% Vote of the Banks, or (iii) in the event that
all Banks shall be in either Category Il or Category I1l. Commencing a year before December 31, 2025,
the Parties shall meet to consider its extension. Except as provided in Section 7.03(f), it is understood
that the termination of this Restated MAA shall not affect (i) any rights and obligations of the Funding
Corporation under Section 4.9(b)(2) of the Act, and (ii) any Bank’s rights pursuant to any Final
Restrictions, a Final Prohibition, Category Il Interim Restrictions, Category Il Interim Restrictions, or a
Continued Access Decision then-in-effect.

Section 7.05. Periodic Review. Commencing every third anniversary of the effective date of this
Restated MAA, beginning January 1, 2015, and at such more frequent intervals as the Parties may agree,
the Banks and the Funding Corporation, through their boards of directors, shall conduct a formal review
of this Restated MAA and consider whether any amendments to it are appropriate. In connection with
such review, the Committee shall report to the boards on the operation of the Restated MAA and
recommend any amendments it considers appropriate.

Section 7.06. Confidentiality. The Parties may disclose this Restated MAA and any amendments
to it and any actions taken pursuant to this Restated MAA to restrict or prohibit borrowing by a Bank. All
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other information relating to this Restated MAA shall be kept confidential and shall be used solely for
purposes of this Restated MAA, except that, to the extent permitted by applicable law and regulations,
such information may be disclosed by (a) the System Disclosure Agent under the Disclosure Program, (b)
a Bank, upon coordination of such disclosure with the System Disclosure Agent, as the Bank deems
appropriate for purposes of the Bank's disclosures to borrowers or shareholders; (c) a Bank as deemed
appropriate for purposes of disclosure to transacting parties (subject, to the extent the Bank reasonably
can obtain such agreement, to such a transacting party's agreeing to keep the information confidential) of
material information relating to that Bank, or (d) any Party in order to comply with legal or regulatory
obligations. Notwithstanding the preceding sentence, the Parties shall make every effort, to the extent
consistent with legal requirements, securities disclosure obligations and other business necessities, to
preserve the confidentiality of information provided to the Committee by a Bank and designated as
"Proprietary and Confidential." Any expert or consultant retained in connection with this Restated MAA
shall execute a written undertaking to preserve the confidentiality of any information received in
connection with this Restated MAA. Notwithstanding the foregoing, nothing in this Restated MAA shall
prevent Parties from disclosing information to FCA or the Insurance Corporation.

Section 7.07. Amendments. This Restated MAA may be amended only by the written agreement
of all the Parties.

Section 7.08. Dispute Resolution. All disputes between or among Parties relating to this
Restated MAA shall be submitted to final and binding arbitration pursuant to the U.S. Arbitration Act, 9
U.S.C. sections 1-15, provided, however, that any recommendation by the Committee regarding a
Continued Access Request (including, if the recommendation is to grant the Request, recommendations as
to the expiration date of the Continued Access Decision and as to any conditions to be imposed on the
Decision), and any vote by a Bank on a Continued Access Request, shall be final and not subject to
arbitration. Arbitrations shall be conducted under the Commercial Arbitration Rules of the American
Arbitration Association before a single arbitrator. An arbitrator shall be selected within fourteen days of
the initiation of arbitration by any Party, and the arbitrator shall render a decision within thirty days of his
or her selection, or as otherwise agreed to by the parties thereto.

Section 7.09. Governing Law. This Restated MAA shall be governed by and construed in
accordance with the Federal laws of the United States of America, and, to the extent of the absence of
Federal law, in accordance with the laws of the State of New York excluding any conflict of law
provisions that would cause the law of any jurisdiction other than New York to be applied; provided,
however, that in the event of any conflict between the U.S. Arbitration Act and applicable Federal or New
York law, the U.S. Arbitration Act shall control.

Section 7.10. Notices. Any notices required or permitted under this Restated MAA shall be in
writing and shall be deemed given if delivered in person, by e-mail, by fax or by a nationally recognized
overnight courier, in each case addressed as follows, unless such address is changed by written notice
hereunder:

To AgFirst Farm Credit Bank:

AgFirst Farm Credit Bank

Farm Credit Bank Building

1401 Hampton Street

Columbia, SC 29201

Attention: President and Chief Executive Officer
Fax: 803-254-1776

E-Mail:[OMITTED]
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To Agri

Bank, FCB:

AgriBank, FCB

375 Jackson Street

St. Paul, MN 55101

Attention: President and Chief Executive Officer
Fax: 651-282-8494

E-Mail: [OMITTED]

To CoBank, ACB:

CoBank, ACB

5500 South Quebec Street

Greenwood Village, CO 80111

Attention: President and Chief Executive Officer
Fax: 303-740-4002

E-Mail: [OMITTED]

To the Farm Credit Bank of Texas:

To U.S.

Farm Credit Bank of Texas

4801 Plaza on the Lake Drive

Austin, TX 78746

Attention: President and Chief Executive Officer
Fax: 512-465-0775

E-Mail: [OMITTED]

AgBank, FCB:

U.S. AgBank, FCB

Farm Credit Bank Building

245 North Waco

Wichita, KS 67202

Attention: President and Chief Executive Officer
Fax: 316-266-5126

E-Mail: [OMITTED]

To Federal Farm Credit Banks Funding Corporation:

Federal Farm Credit Banks Funding Corporation
10 Exchange Place

Suite 1401

Jersey City, NJ 07302

Attention: President and Chief Executive Officer
Fax: 201-200-8109
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E-Mail: [OMITTED]
To the Farm Credit System Insurance Corporation:

Farm Credit System Insurance Corporation
1501 Farm Credit Drive

McLean, Virginia 22102

Attention: Chairman

Fax: 703-790-9088

E-Mail: [OMITTED]

To the Farm Credit Administration:

Farm Credit Administration
1501 Farm Credit Drive
McLean, Virginia 22102-5090
Attention: Chairman

Fax: 703-734-5784

E-Mail: [OMITTED]

To the CIPA Oversight Body:

At such address, fax number and e-mail address as shall be supplied to the Parties from time to
time by the Chairman of the CIPA Oversight Body.

To the Committee:

At such address, fax number and e-mail address as shall be supplied by the Committee, which the
Committee shall promptly transmit to each Party.

Any notice sent by the courier shall be deemed given one Business Day after depositing with the
overnight courier. Any notice given in person, by e-mail, or by fax shall be deemed given
instantaneously.

Section 7.11. Headings; Conjunctive/Disjunctive; Singular/Plural. The headings of any article or
section of this Restated MAA are for convenience only and shall not be used to interpret any provision of
the Restated MAA. Uses of the conjunctive include the disjunctive, and vice versa, unless the context
clearly requires otherwise. Uses of the singular include the plural, and vice versa, unless the context
clearly requires otherwise.

Section 7.12. Successors and Assigns. Except as provided in the definitions of "Bank" and
"Banks" in Article IX, this Restated MAA shall inure to the benefit of and be binding upon the successors
and assigns of the Parties, including entities resulting from the merger or consolidation of one or more
Banks.
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Section 7.13. Counterparts. This Restated MAA, and any document provided for hereunder, may
be executed in one or more counterparts. Transmission by facsimile or other form of electronic
transmission of an executed counterpart of this Restated MAA shall be deemed to constitute due and
sufficient delivery of such counterpart.

Section 7.14. Waiver. Any provision of this Restated MAA may be waived, but only if such
waiver is in writing and is signed by all Parties to this Restated MAA.

Section 7.15. Entire Agreement. Except as provisions of CIPA are cited in this Restated MAA
(which provisions are expressly incorporated herein by reference), this Restated MAA sets forth the entire
agreement of the Parties and supersedes all prior understandings or agreements, oral or written, among the
Parties with respect to the subject matter hereof.

Section 7.16. Relation to CIPA. This Restated MAA and CIPA are separate agreements, and
invalidation of one does not affect the other. Should CIPA be invalidated or terminated, the Parties will
take the necessary steps to maintain those aspects of CIPA that are referred to in Sections 1.01, 1.02 and
1.03 of this Restated MAA, and to replace the CIPA Oversight Body for purposes of continued
administration of this Restated MAA.

Section 7.17. Third Parties. Except as provided in Sections 2.10, 3.03, 7.03(g), 7.21 and 7.22,
this Restated MAA is for the benefit of the Parties and their respective successors and assigns, and no
rights are intended to be, or are, created hereunder for the benefit of any third party.

Section 7.18. Time Is Of The Essence. Time is of the essence in interpreting and performing this
Restated MAA.

Section 7.19. Statutory Collateral Requirement. Nothing in this Restated MAA shall be
construed to permit a Bank to participate in issues of Debt Securities or other obligations if it does not
satisfy the collateral requirements of Section 4.3(c) of the Act. For purposes of this Section, "Bank" shall
include any System bank in conservatorship or receivership.

Section 7.20. Termination of System Status. Nothing in this Restated MAA shall be construed to
preclude a Bank from terminating its status as a System institution pursuant to Section 7.10 of the Act, or
from at that time withdrawing, as from that time forward, the funding resolution it has adopted pursuant
to Section 4.4(b) of the Act. A Bank that terminates its System status shall cease to have any rights or
obligations under this Restated MAA, except that it shall continue to be subject to Article VIII with
respect to claims accruing through the date of such termination of System status.

Section 7.21. Restrictions Concerning Subsequent Litigation. It is expressly agreed by the Banks
that (a) characterization or categorization of Banks, (b) information furnished to the Committee or other
Banks, and (c) discussions or decisions of the Banks or Committee under this Restated MAA shall not be
used in any subsequent litigation challenging FCA's or the Insurance Corporation's action or inaction.

Section 7.22. Effect of this Agreement. Neither this Restated MAA nor FCA approval hereof
shall in any way restrict or qualify the authority of FCA or the Insurance Corporation to exercise any of
the powers, rights, or duties granted by law to FCA or the Insurance Corporation.

Section 7.23. Relationship to the Joint and Several Liability Reallocation Agreement. This
Restated MAA and the Joint and Several Liability Reallocation Agreement are separate agreements, and
invalidation of one does not affect the other.
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ARTICLE VIII - INDEMNIFICATION

Section 8.01. Definitions. As used in this Article VIII:

@ "Indemnified Party" means any Bank, the Funding Corporation, the Committee, the
Scorekeeper, or any of the past, present or future directors, officers, stockholders, employees or agents of
the foregoing.

(b) "Damages" means any and all losses, costs, liabilities, damages and expenses, including,
without limitation, court costs and reasonable fees and expenses of attorneys expended in investigation,
settlement and defense (at the trial and appellate levels and otherwise), which are incurred by an
Indemnified Party as a result of or in connection with a claim alleging liability to any non-Party for
actions taken pursuant to or in connection with this Restated MAA. Except to the extent otherwise
provided in this Article VIII, Damages shall be deemed to have been incurred by reason of a final
settlement or the dismissal with prejudice of any such claim, or the issuance of a final nonappealable
order by a court of competent jurisdiction which ultimately disposes of such a claim, whether favorably or
unfavorably.

Section 8.02. Indemnity. To the extent consistent with governing law, the Banks, jointly and
severally, shall indemnify and hold harmless each Indemnified Party against and in respect of Damages,
provided, however, that an Indemnified Party shall not be entitled to indemnification under this Article
VI in connection with conduct of such Indemnified Party constituting gross negligence, willful
misconduct, intentional tort or criminal act, or in connection with civil money penalties imposed by FCA.
In addition, the Banks, jointly and severally, shall indemnify an Indemnified Party for all costs and
expenses (including, without limitation, fees and expenses of attorneys) incurred reasonably and in good
faith by an Indemnified Party in connection with the successful enforcement of rights under any provision
of this Article VIII.

Section 8.03. Advancement of Expenses. The Banks, jointly and severally, shall advance to an
Indemnified Party, as and when incurred by the Indemnified Party, all reasonable expenses, court costs
and attorneys' fees incurred by such Indemnified Party in defending any proceeding involving a claim
against such Indemnified Party based upon or alleging any matter that constitutes, or if sustained would
constitute, a matter in respect of which indemnification is provided for in Section 8.02, so long as the
Indemnified Party provides the Banks with a written undertaking to repay all amounts so advanced if it is
ultimately determined by a court in a final nonappealable order or by agreement of the Banks and the
Indemnified Party that the Indemnified Party is not entitled to be indemnified under Section 8.02.

Section 8.04. Assertion of Claim.

@ Promptly after the receipt by an Indemnified Party of notice of the assertion of any claim
or the commencement of any action against him, her or it in respect of which indemnity may be sought
against the Banks hereunder (an "Assertion™), such Indemnified Party shall apprise the Banks, through a
notice to each of them, of such Assertion. The failure to so notify the Banks shall not relieve the Banks of
liability they may have to such Indemnified Party hereunder, except to the extent that failure to give such
notice results in material prejudice to the Banks.

(b) Any Bank receiving a notice under paragraph (a) shall forward it to the Committee

(which, if not in existence, shall be formed at the instance of such Bank to consider the matter). The
Banks, through the Committee, shall be entitled to participate in, and to the extent the Banks, through the
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Committee, elect in writing on thirty days' notice, to assume, the defense of an Assertion, at their own
expense, with counsel chosen by them and satisfactory to the Indemnified Party. Notwithstanding that the
Banks, through the Committee, shall have elected by such written notice to assume the defense of any
Assertion, such Indemnified Party shall have the right to participate in the investigation and defense
thereof, with separate counsel chosen by such Indemnified Party, but in such event the fees and expenses
of such separate counsel shall be paid by such Indemnified Party and shall not be subject to
indemnification by the Banks unless (i) the Banks, through the Committee, shall have agreed to pay such
fees and expenses, (ii) the Banks shall have failed to assume the defense of such Assertion and to employ
counsel satisfactory to such Indemnified Party, or (iii) in the reasonable judgment of such Indemnified
Party, based upon advice of his, her or its counsel, a conflict of interest may exist between the Banks and
such Indemnified Party with respect to such Assertion, in which case, if such Indemnified Party notifies
the Banks, through the Committee, that such Indemnified Party elects to employ separate counsel at the
Banks' expense, the Banks shall not have the right to assume the defense of such Assertion on behalf of
such Indemnified Party. Notwithstanding anything to the contrary in this Article VIII, neither the Banks,
through the Committee, nor the Indemnified Party shall settle or compromise any action or consent to the
entering of any judgment (x) without the prior written consent of the other, which consent shall not be
unreasonably withheld, and (y) without obtaining, as an unconditional term of such settlement,
compromise or consent, the delivery by the claimant or plaintiff to such Indemnified Party of a duly
executed written release of such Indemnified Party from all liability in respect of such Assertion, which
release shall be satisfactory in form and substance to counsel to such Indemnified Party. The Funding
Corporation shall not be entitled to vote on actions by the Committee under this paragraph (b) or Section
8.08.

Section 8.05. Remedies; Survival. The indemnification, rights and remedies provided to an
Indemnified Party under this Article V111 shall be (i) in addition to and not in substitution for any other
rights and remedies to which any of the Indemnified Parties may be entitled, under any other agreement
with any other Person, or otherwise at law or in equity, and (ii) provided prior to and without regard to
any other indemnification available to any Indemnified Party. This Article VIII shall survive the
termination of this Restated MAA.

Section 8.06. No Rights in Third Parties. This Restated MAA shall not confer upon any Person
other than the Indemnified Party any rights or remedies of any nature or kind whatsoever under or by
reason of the indemnification provided for in this Article VIII.

Section 8.07. Subrogation; Insurance. Upon the payment by the Banks to an Indemnified Party
of any amounts for which an Indemnified Party shall be entitled to indemnification under this Article
VII1, if the Indemnified Party shall also have the right to recover such amount under any commercial
insurance, the Banks shall be subrogated to such rights to the extent of the indemnification actually paid.
Where coverage under such commercial insurance may exist, the Indemnified Party shall promptly file
and diligently pursue a claim under said insurance. Any amounts paid pursuant to such claim shall be
refunded to the Banks to the extent the Banks have provided indemnification payments under this Article
VIII, provided, however, that recovery under such insurance shall not be deemed a condition precedent to
the indemnification obligations of the Banks under this Article VIII.

Section 8.08. Sharing in Costs. The Banks shall share in the costs of any indemnification
payment hereunder as the Committee shall determine.

ARTICLE IX - DEFINITIONS

The following definitions are used in this Restated MAA:
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"Act" means the Farm Credit Act of 1971, 12 U.S.C. section 2001, et sed., as amended from time
to time, or any successors thereto.

The "Additional Restrictions" are that a Bank (a) shall manage its asset/liability mix so as not to
increase, and, to the extent possible, so as to reduce or eliminate, any Interest-Rate Sensitivity Deduction
in its Net Composite Score, and (b) shall not increase the dollar amount of any liabilities, or take any
action giving rise to a lien or pledge on its assets, senior to its liability on Debt Securities other than (i)
tax liabilities and secured liabilities arising in the ordinary course of business through activities other than
borrowing, such as mechanic's liens or judgment liens, and (ii) secured liabilities, or an action giving rise
to such a lien or pledge, incurred in the ordinary course of business as the result of issuing secured debt or
entering into repurchase agreements, provided, however, that such debt issuances and agreements may be
undertaken to the extent that the proceeds therefrom are used to repay the principal of outstanding Debt
Securities and the value of the collateral securing the debt issuances or the agreements (computed in the
same manner as provided under Section 4.3(c) of the Act) does not exceed the amount of principal so
repaid.

"Associations" means agricultural credit associations, federal land bank associations, federal land
credit associations and production credit associations.

"Average Net Composite Score" is defined in Section 1.03.

"Bank" means a bank (including its consolidated subsidiaries) of the Farm Credit System, other
than (except where noted) any bank in conservatorship or receivership (and its consolidated subsidiaries).

"Banks" means the banks (including their consolidated subsidiaries) of the Farm Credit System,
other than (except where noted) any banks in conservatorship or receivership (and their consolidated
subsidiaries).

"Business Day" means any day other than a Saturday, Sunday or Federal holiday.

"Business Plan" means the business plan required under 12 C.F.R. 618.8440, as amended from
time to time, or any successors thereto.

"Category" means Category I, Category I, or Category 11, as the circumstances require.
"Category 1" is defined in Section 1.05.

"Category 11" is defined in Section 1.06.

"Category Il Interim Restrictions" means the requirements set forth in Section 4.02.

"Category 11" is defined in Section 1.07.

"Category Il Interim Restrictions™ means the requirements set forth in Section 5.02.

"CIPA" means that certain Amended and Restated Contractual Interbank Performance Agreement

among the Banks of the Farm Credit System and the Federal Farm Credit Banks Funding Corporation, the
Scorekeeper, dated as of June 30, 2011, as amended from time to time, or any successor thereto.
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"CIPA Qversight Body" is defined in Section 1.02.

"Collateral" is defined as in Section 4.3(c) of the Act and the regulations thereunder, as amended
from time to time, or any successors thereto.

The "Committee™ is defined in Section 2.01.

"Continued Access Decision(s)" means a decision, subject to the procedures, terms and
conditions described in Article VI, that Final Restrictions or a Final Prohibition not go into effect, or be
lifted.

"Continued Access Request" means a request for a Continued Access Decision.

"Days" means calendar days, unless the term Business Days is used.

"Debt Securities" means Systemwide and consolidated obligations issued through the Funding
Corporation, within the meaning of Sections 4.2(c), 4.2(d) and 4.9 of the Act.

"Disclosure Program™ means the program established, pursuant to resolutions of the Banks and
the Funding Corporation adopted in 1987 and last substantively revised in 1994, for disclosure at the
Systemwide level of financial and other information in connection with the issuance of Debt Securities, as
amended from time to time, or any successor thereto.

"FCA" means the Farm Credit Administration.

"Final Prohibition" means the requirements set forth in Section 5.01.

"Final Restrictions" means the requirements set forth in Section 4.01.

"First Restated MAA" means that certain Amended and Restated Market Access Agreement,
dated July 1, 2003, among the Banks and the Funding Corporation.

"Funding Corporation™ means the Federal Farm Credit Banks Funding Corporation.

"Going Concern Qualification" means a qualification expressed pursuant to Statement of
Auditing Standards No. 59, "The Auditor's Consideration of an Entity's Ability to Continue As a Going
Concern."”

"Insurance Corporation" means the Farm Credit System Insurance Corporation.

"Insurance Fund" means the Farm Credit Insurance Fund maintained by the Insurance
Corporation pursuant to Section 5.60 of the Act.

"Interest-Rate Sensitivity Deduction" is defined as in Article Il of CIPA, and the Model referred
to therein, as amended from time to time, or any successor thereto.

"Joint and Several Liability Reallocation Agreement" means that certain Joint and Several
Liability Reallocation Agreement among the Banks and the Funding Corporation.

"Liquidity Deficiency Deduction™ is defined as in Article 1l of CIPA, and the Model referred to
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therein, as amended from time to time, or any successor thereto.
"Model" means the term Model as it is defined in the CIPA.

"Net Collateral” means a Bank's collateral as defined in 12 C.F.R. 615.5050, as amended from
time to time, or any successors thereto (except that eligible investments as described in 12 C.F.R.
615.5140, as amended from time to time, or any successors thereto, are to be valued at their amortized
cost), less an amount equal to that portion of the allocated investments of affiliated Associations that is
not counted as permanent capital by the Bank.

"Net Collateral Ratio" means a Bank's Net Collateral divided by Bank-only total liabilities (i.e.,
the total liabilities used to compute the net collateral ratio defined in 12 C.F.R. 615.5301(d), as amended
from time to time or any successors thereto).

"Net Composite Score" is defined in Section 1.03.

"100% Vote" means an affirmative vote, through each voting Bank’s board of directors or its
designee, of all Banks that are entitled to vote on a matter.

"Original Agreement" means that certain Market Access Agreement, dated September 1, 1994
and effective as of November 23, 1994, among the Banks and the Funding Corporation.

"Parties" mean the parties to this Restated MAA. A bank in conservatorship or receivership is not
a party to this Restated MAA.

"Permanent Capital™ is defined as in Section 4.3A(a)(1) of the Act and the regulations thereunder,
as amended from time to time, or any successors thereto.

"Permanent Capital Ratio" means a Bank's Permanent Capital as a percentage of its
Risk-Adjusted Asset Base.

"Person" means any human being, partnership, association, joint venture, corporation, legal
representative or trust, or any other entity.

"Ratio(s)" means either the Net Collateral Ratio, or Permanent Capital Ratio, as the circumstances
require.

"Risk-Adjusted Asset Base" is defined as in 12 C.F.R. 615.5210(e), as amended from time to
time, or any successor thereto.

"Scorekeeper" is defined in Section 1.01.

"System" means the Farm Credit System.

"System Disclosure Agent" means the Funding Corporation or such other disclosure agent as all
Banks shall unanimously agree upon, to the extent permitted by law or regulation. For purposes of this

definition, "Banks" shall include any System bank in conservatorship or receivership.

[end of Draft Second Amended and Restated MAA]
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Date: October 27, 2011

Mary Alice Donner,
Acting Secretary,_
Farm Credit Administration Board.
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'68 FR 19539 (April 21, 2003).
75 FR 76729 (December 9, 2010).
12 U.S.C. 2155.

*75 FR 64727 (October 20, 2010).

"CoBank, ACB and U.S. Agbank, FCB plan to merge as of January 1, 2012. The FCA has preliminarily
approved the merger, and the boards and stockholders of both banks have voted to approve the merger.

November 2011 26 FCA Pending Regulations and Notices






image3.emf
HM-11-13.pdf


HM-11-13.pdf
76 FR 71798, 11/18/2011

Handbook Mailing HM-11-13

[6705-01-P]

FARM CREDIT ADMINISTRATION
12 CFR Part 652

RIN 3052-AC56

Federal Agricultural Mortgage Corporation Funding and Fiscal Affairs; Farmer Mac Investments
and Liquidity Management

AGENCY: Farm Credit Administration.
ACTION: Proposed rule.

SUMMARY: The Farm Credit Administration (FCA, Agency, us, or we) proposes to amend our
regulations governing the Federal Agricultural Mortgage Corporation (Farmer Mac or the Corporation) in
the areas of non-program investments and liquidity. We are proposing to modify the specific
requirements supporting our objective to ensure that Farmer Mac maintains adequate liquidity to
withstand stressful conditions in accordance with board-established risk tolerance and holds only
high-quality, liquid investments in its liquidity reserve. We also propose to expand the allowable
purposes of Farmer Mac’s non-program investments to include investments that would add value to
Farmer Mac’s operations by complementing its program activities. Further, we request comments on the
best approach for compliance with section 939A of the Dodd-Frank Wall Street Reform and Consumer
Protection Act (Dodd-Frank Act or DFA), which requires us to remove all references to and requirements
relating to credit ratings and to substitute other appropriate standards of creditworthiness. Finally, we
propose significant reorganizing of sections to make the flow of the issues covered more logical.

DATES: You may send us comments by January 17, 2012.

ADDRESSES: We offer a variety of methods for you to submit comments on this proposed rule. For
accuracy and efficiency reasons, commenters are encouraged to submit comments by e-mail or through
the Agency's Web site. As facsimiles (fax) are difficult for us to process and achieve compliance with
section 508 of the Rehabilitation Act, we are no longer accepting comments submitted by fax. Regardless
of the method you use, please do not submit your comment multiple times via different methods. You
may submit comments by any of the following methods:

e E-mail: Send us an e-mail at reqg-comm@fca.gov.

e FCA Web site: http://www.fca.gov. Select “Public Commenters,” then “Public Comments,” and
follow the directions for “Submitting a Comment.”

e Federal eRulemaking Portal: http://www.regulations.gov. Follow the instructions for submitting
comments.

e Mail: Laurie A. Rea, Director, Office of Secondary Market Oversight, Farm Credit
Administration, 1501 Farm Credit Drive, McLean, VA 22102-5090.
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You may review copies of all comments we receive at our office in McLean, Virginia, or on our
Web site at http://www.fca.gov. Once you are in the Web site, select “Public Commenters,” then “Public
Comments,” and follow the directions for “Reading Submitted Public Comments.” We will show your
comments as submitted, but for technical reasons we may omit items such as logos and special characters.
Identifying information that you provide, such as phone numbers and addresses, will be publicly
available. However, we will attempt to remove e-mail addresses to help reduce Internet spam.

FOR FURTHER INFORMATION CONTACT:

Joseph T. Connor, Associate Director for Policy and Analysis, Office of Secondary Market Oversight,
Farm Credit Administration, McLean, VA 22102-5090, (703) 883-4280, TTY (703) 883-4434;

or

Jennifer A. Cohn, Senior Counsel, Office of General Counsel, Farm Credit Administration, McLean, VA
22102-5090, (703) 883-4020, TTY (703) 883-4020.

SUPPLEMENTARY INFORMATION:
I. Objective

The objective of this proposed rule is to ensure the safety and soundness and continuity of Farmer
Mac operations for the purpose of furthering its public mission. To achieve this objective FCA is

proposing to:

® Revise the permissible purposes of non-program investments;
e  Modify the type, quality, maximum remaining term and maximum amount of non-program

investments that may be held by Farmer Mac;

e  Strengthen diversification requirements, including portfolio limits on specific types of
investments and counterparty exposure limits;

e Revise board policy and stress testing requirements;

e  Modify the non-program investment portfolio limit;

® Revise the computation, and level of the minimum, liquidity reserve requirement;

e Reduce the regulatory burden associated with investments that fail to meet eligibility criteria
after purchase or are otherwise unsuitable;

e  Seek public input on approaches to remove reliance on credit ratings in compliance with

section 939A of the Dodd-Frank Act; and

e Reorganize the regulations to make the flow of the issues covered more logical by delineating
more clearly among sections governing investment management, interest rate risk
management, and liquidity risk management.

1. Introduction

On May 19, 2010, we published an advance notice of proposed rulemaking (ANPRM) that

considered revisions to Farmer Mac’s non-program investment and liquidity requirements.2 The 45-day
comment period ended on July 6, 2010. After considering the comments we received on this ANPRM,
we now propose revisions to these requirements.

1. Background
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Congress established Farmer Mac in 1988 as part of its effort to resolve the agricultural crisis of
the 1980s. Congress expected that establishing a secondary market for agricultural and rural housing
mortgages would increase the availability of competitively priced mortgage credit to America's farmers,
ranchers, and rural homeowners.

A guiding principle for FCA in establishing regulations governing Farmer Mac is to maintain an
appropriate balance between the Corporation's mission achievement and risk. Specifically, the intent of
this regulation is to allow Farmer Mac to sufficient flexibility to fully serve its customers and provide an
appropriate return for investors while ensuring that it engages in safe and sound operations. We believe
achieving an appropriate balance between mission achievement and risk should provide a high degree of
certainty that Farmer Mac will continue to make its products available to serve customers without the
need to issue debt to the Department of Treasury or seek any other form of government financial

- 3
assistance.

Existing FCA regulations currently authorize Farmer Mac to invest in non-program investments
for three purposes; to manage short-term surplus funds, to comply with interest rate risk requirements,

and to comply with liquidity reserve requirements.4 Liquidity is a firm's ability to meet its obligations as
they come due without substantial negative impact on its operations or financial condition. The
availability of an appropriately sized portfolio comprised of highly liquid assets is necessary for the
Corporation to conduct its business and to achieve its statutory purposes. Moreover, we believe that
Farmer Mac’s liquidity reserve portfolio, while it must be low risk, can appropriately include investments
that provide a positive return on the portfolio and still fulfill the investment purposes authorized by
regulation under most market conditions.

Liquidity risk is the risk that the Corporation could become
unable to meet expected obligations and reasonably estimated unexpected obligations as they come due
without substantial adverse impact on its operations or financial condition. Reasonably estimated
liquidity risk should consider scenarios of debt market disruptions, asset market disruptions such as
industry sector security price risk scenarios, and other contingent liquidity events. Contingent liquidity
events include significant changes in overall economic conditions, events that would impact the market's
perception of Farmer Mac (such as reputation risks and legal risks), and a broad and significant
deterioration in the agriculture sector and its potential impact on Farmer Mac's need for cash to fulfill
obligations under the terms of products such as Long-Term Standby Purchase Commitments and
AgVantage Plus bond guarantees.

While the management of Farmer Mac's non-program investment portfolio and its liquidity risk
are closely linked, they are not synonymous. Management of the non-program investment portfolio
includes market risk, credit risk, and cash management, as well as earnings performance.5 Moreover, as
discussed below, we propose to permit investments that complement program activities, even if those
investments may not contribute significantly to liquidity risk management. The inclusion of investments
of this nature highlights the distinction between investment management and liquidity risk management.

V. General Discussion of Letters Commenting on the ANPRM

We received four comment letters on the ANPRM, one each from the Farm Credit Council
(Council), AgFirst Farm Credit Bank (AgFirst), Farm Credit West ACA (Farm Credit West), and Farmer
Mac. We discuss in this preamble those comments that pertain to changes we are proposing or to certain
provisions where we propose no changes. Some of the questions in our ANPRM, however, were very
general and theoretical and discussed potential policy options that we have elected not to propose in this
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rulemaking. We do not discuss comments submitted in response to those questions, but we will consider
them in future rulemakings as appropriate.

The Council commented generally that Farmer Mac’s liquidity requirements should be
commensurate with its funding risk and equivalent to the liquidity standards required for Farm Credit
System (System) lenders engaged in similar activities. The Council’s letter also included detailed
comments to many of the specific questions raised in the ANPRM, and it identified specific instances
where the Council believes the Farmer Mac regulations should be more closely aligned with those
governing the System. Ag First’s and Farm Credit West’s letters concurred with the opinions expressed
in the Council’s comment letter, and Ag First's letter also included several specific comments.

In response to commenters, we agree, in general that the liquidity requirements governing Farmer
Mac and the System should be consistent, and alignment is appropriate in certain areas. However, we
also believe that Farmer Mac’s business model, which focuses on secondary market activities (as opposed
to the wholesale and retail lending models of FCS banks), combined with the other differences in their
authorizing statutes, provide ample justification for differences in certain areas of their regulatory
structures. We address the Council’s and AgFirst's specific comments, including specific areas of
alignment and differentiation, below in the section-by-section discussion.

In its comment letter, Farmer Mac agreed that the ANPRM identified important questions relating
to liquidity. It believes, however, that a number of these questions relate specifically to policies and
procedures that should be set at its board level. It therefore reserved specific comments until FCA issues
a proposed rule, and it instead submitted two conceptual level comments for FCA’s consideration.

Farmer Mac first suggested that “any proposed regulation should establish broad guidelines that
lead to prudent risk management rather than being prescriptive.” Farmer Mac stated that in an economic
environment that could change from 1 minute to the next, its ability to respond quickly to market forces
and adjust its use of a range of asset classes is critical. It expressed concern that rigid and narrow
eligibility criteria and amounts for its liquidity portfolio could lead to limited options and thus result in
greater concentrations of relatively higher risk asset classes or particular assets. It recognized the FCA’s
regulatory responsibility to ensure safety and soundness, but it believes the onus of establishing
appropriate specific policies and procedures should be left to its board and management.

We agree that Farmer Mac's board of directors is ultimately accountable and responsible for
effective implementation of prudent policies and practices. Nonetheless, as the Corporation's prudential
regulator, we are charged with establishing an appropriate regulatory and supervisory framework to
promote the long-term viability and safety and soundness of the Corporation as well as achievement of its
public mission.

Farmer Mac encouraged FCA to consider the 2010 Interagency Policy Statement on Funding and

Liquidity Risk Management adopted by the other Federal banking regulatory agencies.6 Farmer Mac
stated that this policy outlines a comprehensive yet flexible regulatory policy for funding and liquidity
risk that promotes safety and soundness and yet allows for differences in board-approved policies across
financial institutions as well as across market and economic environments. Farmer Mac further stated
that regulations should allow for adherence in a variety of market situations to ensure real safety and
soundness and, for this reason, regulations that establish guidelines or parameters, together with an
examination process that tests board-approved policies and procedures, would be the best framework for
ensuring that Farmer Mac continues to maintain adequate amounts and types of liquidity.

In response to Farmer Mac’s request that FCA consider the Interagency Policy Statement, we
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note that there are many similarities between that Statement and this proposed rule, particularly with
respect to the definition of highly liquid assets, stress testing requirements, and contingency funding
plans. In addition, this proposed rule has also, where appropriate, drawn on guidance issued to
international regulators by the Basel Committee on Banking Supervision (Basel Committee) on the topic

of liquidity risk management.7

However, both the Interagency Policy Statement and the guidance issued by the Basel Committee
apply to a very large and diverse group of financial institutions with wide variation in structure, size, and
complexity of operations. That breadth of covered institutions necessitates that any Interagency Policy
Statement providing guidance to all of them must be general in its content.

OSMOQ'’s role as regulator of one institution provides the opportunity to be more specific in its
guidance. Nonetheless, we generally agree with Farmer Mac’s main point to preserve as much of the
flexibility embedded in the Interagency Policy Statement as is appropriate.

Farmer Mac’s second conceptual level comment is that, since its liquidity portfolio will continue
to be a large part of its balance sheet, any new regulatory approach should recognize the tradeoff between
the need for liquidity and the need for “asset income” (i.e., earnings). Farmer Mac states that prudent
business practices cannot ignore the need to provide some return on investments, given the necessary size
of its portfolio. Farmer Mac believes the need for return on its investments is even more critical because

of the statutory requirements that it hold minimum capital of 275 basis points against the investments.”
Farmer Mac asserted the importance of balancing the costs of “a strong liquidity position with the
economic interests of Farmer Mac’s customers and other stakeholders that serve rural America.” Farmer
Mac suggests this need for regulatory balance is even more critical in volatile financial markets, when
asset prices or expected returns can change suddenly. The Corporation further states that regulations that
establish “guidelines” rather than prescriptive “narrow targets or asset classes” would provide Farmer
Mac the flexibility to respond appropriately to volatile markets and “prudently reduce risk by adjusting
policies and changing the asset mix to eliminate illiquid assets, while maintaining an appropriate return.”
Farmer Mac asserts that ultimately, this will lead to the safest and most liquid portfolio possible.

In response to this point, we agree that our regulations should recognize the tradeoff between the
need for liquidity and the need for a reasonable return on assets. This concept is central to this
rulemaking and we discussed the policy implications of the risk and return tradeoff in detail in the

ANPRM.” There, we noted that the balance we target in the revised regulations is intended to serve all
Farmer Mac stakeholders, who include not only customers who serve the financing needs of rural
America and investors who require a return on investment, but also taxpayers. Liquidity risk
management is a specified purpose of the non-program investment portfolio. Income, while acceptable
within a reasonable range, is not a purpose of the non-program investment portfolio. Accordingly, our
guiding principle is that high liquidity attributes must generally take precedence over earnings generation
in Farmer Mac’s non-program investment portfolio.

V. Section-by-Section Discussion of Proposed Revisions

We propose to reorganize the rule considerably and provide the following table to orient the
reader to the proposed reorganization. The left column of the table contains the existing rule’s section
headings and the right column contains the proposed reorganization of section sequence and heading
changes.

Existing Regulations Proposed Reorganization
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§ 652.1 Purpose.

§ 652.1 Purpose

§652.5 Definitions.

§ 652.5 Definitions.

8§ 652.10 Investment management and
requirements.

8 652.10 Investment management.

8 652.15 Interest rate risk management and
requirements.

8 652.15 Non-program investment purposes
and limitation.

8§ 652.20 Liquidity reserve management and
requirements.

8 652.20 Eligible non-program investments.

8 652.25 Non-program investment purposes
and limitation.

8 652.25 Management of ineligible and
unsuitable investments.

8 652.30 Temporary regulatory waivers or
modifications for extraordinary situations.

8 652.30 Interest rate risk management.

8 652.35 Eligible non-program investments.

§ 652.35 Liquidity management.

8§ 652.40 Stress tests for mortgage securities.

8 652.40 Liquidity reserve requirement and
supplemental liquidity.

§ 652.45 Divestiture of ineligible
non-program investments.

8 652.45 Temporary regulatory waivers or
modifications for extraordinary situations.
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We will address each section below in the order it appears in these proposed regulations and
discuss, where applicable, the rationale for the reorganization. Generally, the proposed reorganization is
meant to address sequentially as completely as possible the three major categories of management
governed in the rule: investment management; interest rate risk management; and liquidity management.

Throughout this regulation, we propose minor technical, clarifying, and non-substantive language
changes that we do not specifically discuss in this preamble.

A. Section 652.1-—Purpose

We propose to delete the first sentence of this section as unnecessary. There is no need to list the
topics of the subpart.

B. Section 652.5--Definitions

To enhance clarity of the rule, we propose to add a definition of “cash” to mean cash balances
held at Federal Reserve Banks, proceeds from traded-but-not-yet-settled debt, and the insured amount of
balances held in deposit accounts at Federal Deposit Insurance Corporation-insured banks.

We also propose to add definitions for two newly proposed planning requirements, the Liability
Maturity Management Plan and the Contingency Funding Plan, which are discussed below in the
discussion of § 652.35.

We propose to delete the definition of “liquid investments,” as well as the definition of
“marketable” in current § 652.20(c), and to replace those terms with a description of the term “highly
marketable” in § 652.40(c). This term is addressed in the discussion of that section.

We propose to add a definition of “liquidity reserve.” This new definition is described in the
discussion of proposed § 652.40.

Finally, we are proposing several technical changes. We propose to correct an erroneous
regulatory reference in the definition of affiliate. We propose to clarify the definitions of FCA,
Government agency, and Government-sponsored agency. And we define OSMO to mean FCA's Office
of Secondary Market Oversight.

C. Section 652.10--Investment Management

Section 652.10 would continue to require Farmer Mac to establish and follow certain fundamental
practices to effectively manage risks in its investment portfolio. The recent crisis and its lingering effects
have re-emphasized the importance of sound investment management, and we believe that strengthened
regulation would further insure the safe and sound management of investments. Accordingly, we are
proposing the revisions discussed herein. In addition, we propose minor technical, clarifying, and
non-substantive language changes to this section that we do not specifically discuss in this preamble.

We propose to revise the section heading to delete “and requirements” as it should be understood
that the regulations contain requirements.

1. Section 652.10(a)-—Responsibilities of the Board of Directors
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In 8 652.10(a), we propose to add the requirement that the Farmer Mac board of directors
affirmatively validate the sufficiency of investment policies to ensure the board’s full and in-depth
understanding of, and control over, the policies.

2. Section 652.10(b)-—Investment Policies — General Requirements

Section 652.10(b) lists the items that the board's investment policy must address, and it includes
every requirement of 8 652.10. Because we propose to change some of those requirements, we also
propose to change the listing, to clarify our expectations as to the appropriate content of the board's
policies. We discuss below the requirements we propose to revise.

In addition, we propose to move existing § 652.10(c)(2), which requires that Farmer Mac’s
records or minutes must document any analyses used in formulating policies or amendments of policies,
to § 652.10(b). With this move, this requirement would no longer be limited to policies governing market
risk; it would apply to all investment management policies.

3. Section 652.10(c)-—Investment Policies — Risk Tolerance

Our proposed changes in this section add greater specificity to our expectations regarding our
existing requirements. These proposed changes are intended to provide clarity to our expectations but are
not intended to fundamentally change the requirements.

Proposed § 652.10(c)(1) requires Farmer Mac's investment policies to establish risk limits for
credit risk. Policies would have to include credit quality standards, limits on counterparty risk, and risk
diversification standards that appropriately limit concentrations based on geographical area, industry
sectors, or asset classes or obligations with similar characteristics. Policies would also have to address
management of relationship brokers, dealers and investment bankers, as well as collateral management
related to margin requirements on repurchase agreements.

Proposed § 652.10(c)(2) requires Farmer Mac's investment policies to establish risk limits for
market risk as the value of its holdings may decline in response to changes in interest rates or market
conditions. Exposure to market risk is measured by assessing the effect of changing rates and prices on
either the earnings or economic value of an individual instrument, a portfolio, or the entire Corporation.

4. Section 652.10(e)-—Internal Controls

In 8 652.10(e)(2), we propose adding to the list of personnel whose duties and supervision
must be separated from personnel who execute investment transactions. These additional personnel are
those who post accounting entries, reconcile trade confirmations, and report compliance with investment
policy. We believe this additional separation is a best practice that Farmer Mac must have in place to
ensure controls are sufficient and appropriate.

In 8 652.10(e)(4), we propose to require Farmer Mac to implement an effective internal audit
program to review, at least annually, its investment controls, processes, and compliance with FCA
regulations and other regulatory guidance. The internal audit program would specifically have to include
a review of Farmer Mac's process for ensuring all investments are eligible and suitable for purchase under
its board's investment policies. We believe this requirement provides important guidance on Agency
expectations regarding internal oversight of these operations.

5. Section 652.10(f)-—Due Diligence
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Proposed § 652.10(f) would cover the pre-purchase analysis, ongoing value determination,
quarterly stress testing, and pre-sale value verification that Farmer Mac must perform on each
non-program investment that it purchases. This provision would combine in one location requirements
that are now primarily in existing 8§ 652.10(f) and § 652.40 and in other provisions as well. It would also
contain a more detailed description of the due diligence procedures that are required for investments, but
we do not intend to change the fundamental intent of the provision.

a. Section 652.10(f)(1)-—Pre-Purchase Analysis

Proposed § 652.10(f)(1) would require Farmer Mac to satisfy certain requirements for each
investment that it wishes to purchase. Proposed § 652.10(f)(1)(i) sets forth pre-purchase requirements
regarding the objective, eligibility, and suitability of investments. This provision would require Farmer

Mac, before it purchases an investment, to document the Corporation's investment objective.10

Proposed § 652.10(f)(1)(i) would also require Farmer Mac to conduct sufficient due diligence to
determine whether the investment is eligible under § 652.35 and suitable under its board-approved
investment policies and to document the investment's eligibility and suitability. “Suitability” is a term
that is new to our regulations. A non-program investment is “suitable” if it is eligible under § 652.35(a)
and conforms to Farmer Mac board policy. A non-program investment is unsuitable if it is eligible but
does not conform to Farmer Mac board policy.

Finally, proposed § 652.10(f)(1)(i) would require Farmer Mac's investment policies to fully
address the extent of pre-purchase analysis that management must perform for various types, classes, and
structure of investments.

In proposed § 652.10(f)(2)(ii), we would retain from existing § 652.10(f)(1) the requirement that
prior to purchase, Farmer Mac must verify the value of an investment (unless it is a new issue) with a
source that is independent of the broker, dealer, counterparty, or other intermediary to the transaction.

In proposed § 652.10()(2)(iii), we would require Farmer Mac to document its risk assessment of
each investment, including, at a minimum, an evaluation of credit risk, market risk, and liquidity risk. In
its evaluation of credit risk, § 652.10(f)(1)(iii)(A) would require Farmer Mac to consider, as applicable,
the nature and type of underlying collateral, credit enhancements, complexity of the structure, and any
other available indicators of the risk of default.

In its evaluation of market risk, § 652.10(f)(2)(iii)(B) would require Farmer Mac to consider how
various market stress scenarios including, at a minimum, potential changes in interest rates and market
conditions (such as changes in market perceptions of creditworthiness), are likely to affect the cash flow
and price of the instrument, using reasonable and appropriate methodologies for stress testing for the type
or class of instrument to ensure the investment complies with risk limits established in its investment and
interest rate risk policies.

We note that in our existing regulations, the pre-purchase stress testing requirement is combined
with a quarterly portfolio stress testing requirement in § 652.40, which is a standalone stress testing
regulation. With the intent of improving the organization of the regulations, we have moved the
pre-purchase and quarterly stress testing requirements into the paragraph covering due diligence in our
investment management regulation (§ 652.10) and have separated the two stress tests in that paragraph to
make clearer the difference in stress tests to evaluate individual securities prior to purchase and quarterly

stress tests conducted on the investment portfolio.”
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Existing § 652.40 imposes stress testing requirements only on mortgage securities and requires
consideration of interest rate risk scenarios only. The pre-purchase stress testing requirements in
proposed § 652.10(f)(1)(iii)(B) would apply to all non-program investments, including Treasury
securities, and they would more broadly include market stress scenarios such as changes in market
conditions, including market perceptions of creditworthiness, as well as stressed interest rate scenarios.
We believe that all investments must be stress tested to provide for a comprehensive and internally
consistent analytical framework from which to evaluate the risks in the investment portfolio. In addition,
we believe that a broader consideration of changes in market conditions is necessary because of the
potential for a direct impact on liquidity of adverse changes in those conditions.

In its response to a question in our ANPRM about stress testing, the Council stated that stress
testing should be an integral part of managing liquidity and that regulatory requirements should focus on
requiring entities to regularly test various stress scenarios unique to their own balance sheet and potential
liabilities. The Council further stated that an institution with a relatively low level of liquidity risk might
appropriately accept relatively more risk in its liquidity portfolio, while the opposite might be true for an
institution with more liquidity risk. We agree generally with these statements and consider them to be
generally consistent with our proposals in the area of stress testing.

In its evaluation of liquidity risk, § 652.10(f)(1)(iii)(C) would require Farmer Mac to consider the
investment structure, the depth of the market, and Farmer Mac's ability to liquidate the position under a
variety of economic scenarios and market conditions.

b. Section 652.10(f)(2)-—Ongoing Value Determination

Proposed § 652.10(f)(2) retains the requirement from the existing provision that at least monthly,
Farmer Mac must determine the fair market value of each investment in its non-program investment
portfolio and the fair market value of its entire non-program investment portfolio.

c. Section 652.10(f)(3)-—Quarterly Stress Testing

As discussed above, we propose moving our non-program investment quarterly stress-testing
requirements into § 652.10(f)(3), as part of our due diligence requirements, and removing existing §
652.40 as a standalone stress testing regulation. As with the pre-purchase stress testing discussed above,
the proposed rule would impose the quarterly stress testing requirement on all non-program investments,
including Treasury securities.

Existing § 652.40 is limited to interest rate stress scenarios. Proposed § 652.10(f)(3)(ii)
recognizes that there are stress scenarios other than interest rate risk that could also impact the value or
marketability of investments including, at a minimum, changes in market conditions (including market
perceptions of creditworthiness).

The revisions would also include a change to the requirement that all stress testing assumptions
be supported by verifiable information; we propose to qualify this requirement with “to the maximum
extent practicable” to recognize that modeling treatments could require assumptions for which insufficient
supporting data or information exists, thus requiring management to apply reasonable judgment.
Moreover, Farmer Mac would be required to document the basis for all assumptions used.

6. Section 652.10(q)-—Reports to the Board of Directors
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We propose revisions to § 652.10(g), which specifies information that executive management
must report to the board or a board committee each quarter. The requirements would be fundamentally
unchanged but the language would be modified to add clarifying detail to FCA expectations. The
following would have to be reported:

Plans and strategies for achieving the board's objective for the investment portfolio;
Whether the investment portfolio effectively achieves the board's objectives;

The current composition, quality, and liquidity profile of the investment portfolio;

The performance of each class of investments and the entire investment portfolio, including
all gains and losses incurred during the quarter on individual securities sold before
maturity and why they were liquidated;

e Potential risk exposure to changes in market interest rates as identified through quarterly
stress testing and any other factors that may affect the value of the

investment holdings;

e How investments affect Farmer Mac's capital, earnings, and overall financial condition; and
e Any deviations from the board's policies. These deviations must be formally approved by the
board of directors.

D. Section 652.15--Non-Program Investment Purposes and Limitation

We propose to renumber existing § 652.25 as § 652.15. We propose in paragraph (a) to add a
new permissible purpose for non-program investments -- investments that complement program business
activities. This purpose would recognize that certain investments, such as investments with a rural focus
that are backed by the full faith and credit of the United States Government, could advance Farmer Mac’s
mission. This provision would not add any new eligible investments to our authorized list; Farmer Mac
would still need to seek FCA's prior approval for any investments not explicitly authorized on the list of
eligible investments.

Section 8.3(c)(12) of the Act permits Farmer Mac to “purchase or sell any securities or
obligations . . . necessary and convenient to the business of the Corporation.” We believe this proposed
broadening of investment purposes is compatible with Farmer Mac’s statutory mandate and consistent
with congressional intent.

Neither the proposed purpose nor any of the three existing purposes authorize Farmer Mac to
accumulate investment portfolios for arbitrage activities or to engage in trading for speculative or
primarily capital gains purposes. Realizing gains on sales before investments mature is not a regulatory
violation as long as the profits are incidental to the specified permissible investment purposes. Farmer
Mac must ensure that its internal controls, required under § 652.10(e), ensure that eligible investments
purchased under § 652.20(a) clearly fulfill one or more of the purposes authorized under § 652.15(a).

In addition, we propose to change the current regulatory maximum non-program investment
parameters in paragraph (b) to delete the alternate maximum of a fixed $1.5 billion. While we continue to
believe that excessive or inappropriate use of non-program investments is not consistent with the
Corporation's statutory mission and status as a Government-sponsored enterprise (GSE), we believe the
maximum investment parameter of 35 percent of program volume alone is sufficient and that there is no
longer a need for the $1.5 billion ceiling on that maximum calculation. This proposed change is based on
Farmer Mac’s growth since the $1.5 billion ceiling was established in 2005.

We also propose to permit Farmer Mac to exclude investments pledged to meet margin
requirements for derivative transactions (collateral) when calculating the 35-percent investment limit
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under paragraph (b).12 We note that investments that are pledged as collateral do not count toward Farmer

Mac's compliance with its liquidity reserve requirement.n We propose this change because the
Dodd-Frank Act may result in additional margin requirements for Farmer Mac and we do not want to
discourage the use of derivatives as an appropriate risk management tool.

E. Section 652.20--Eligible Non-Program Investments

Under the current rule, Farmer Mac may purchase and hold the eligible non-program investments
listed in § 652.35(a). This list permits Farmer Mac to invest, within limits, in an array of highly liquid
investments while providing a regulatory framework that can readily accommodate innovations in
financial products and analytical tools.

The recent financial crisis resulted in substantial turmoil in the financial markets. Based on this
experience, we now propose amendments that would clarify the characteristics of eligible investments,
eliminate certain investments, and reduce portfolio limits where appropriate. In addition, we ask
guestions about the most effective way to comply with section 939A of the DFA. As discussed in greater
detail below, that provision requires each Federal agency to revise all regulations that refer to or require
reliance on credit ratings to assess creditworthiness of an instrument to remove the reference or
requirement and to substitute other appropriate creditworthiness standards. We also propose to renumber
this regulation as § 652.20.

1. Section 652.20(a)

We propose revisions to the language in the introductory paragraph of paragraph (a). The
existing language authorizes Farmer Mac to hold only the types, quantities, and qualities of investments
that are listed. Like our existing regulation, our proposal would permit institutions to purchase only those
investments that satisfy the eligibility criteria in 8 652.35 (which would be renumbered as § 652.20). An
investment that does not satisfy the eligibility criteria would not be eligible for purchase and would be

subject to the divestiture requirements of proposed § 652.25(a) if it were purchased.14

In a change from our existing approach, however, eligibility would be determined only at the time
of purchase. An investment that satisfies the eligibility criteria at the time of purchase but that
subsequently failed to satisfy the eligibility criteria would not become ineligible and would not have to be
divested. Instead, Farmer Mac would be permitted to retain the investment subject to certain
requirements. As discussed below, in our discussion of our proposed amendments to § 652.25, we
believe this change would reduce regulatory burden without creating safety and soundness concerns.

In addition, existing 8 652.35(a) states that all investments must be denominated in United States
dollars. We propose to relocate this language to paragraph (b) of redesignated § 652.20.

The table in § 652.35(a) currently provides that a specified nationally recognized statistical rating
organizations (NRSRO) credit rating is a criterion for eligibility for a number of asset classes, including
municipal securities, money market instruments, mortgage securities, asset-backed securities, and
corporate debt securities. Section 939A of the Dodd-Frank Act requires us to remove this criterion and to
substitute other appropriate creditworthiness standards. Below, we discuss possible approaches as to how
we can comply with this requirement. We do not propose any revisions to this criterion at this time.

Finally, we discuss general comments on the table, received in response to the ANPRM. In the

ANPRM, we asked, “Would the experience gained during the financial markets crisis of 2008 and 2009
justify adjustments to many of the portfolio limits in § 652.35 to add conservatism to them and improve
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diversification of the portfolio?” We also invited comment on appropriate changes within each asset class
regarding final maturity limit, credit rating requirement, portfolio concentration limit, and other
restrictions.

The Council suggested making “limited changes” to the portfolio limits, stating that the financial
markets, and specifically the market for mortgage securities, have arguably suffered through severe crisis
and System entities have emerged in a solid financial position. The Council believes that existing limits,
particularly on non-Agency mortgage securities, arguably prevented System entities from focusing on
higher return sectors that would have resulted in larger losses. The Council suggested that the Farmer
Mac regulations should be “closely aligned with existing limits for other Farm Credit entities.”

In our discussion below, we discuss the revisions we propose by eligible asset class, and we
respond to the Council's general comments above as well as their specific comments on particular asset
classes.

a. Section 652.20(a)(1)--Obligations of the United States

Existing § 652.35(a)(1)(which would become § 652.20(a)(1)) permits Farmer Mac to invest in
Treasuries and other obligations (except mortgage securities) fully insured or guaranteed by the United

States Government or a Government agency without limitation.” We note that Ginnie Mae securities fall
under this provision.

In the ANPRM, we asked, “Given that Farmer Mac might not always hold the ‘on the run’ (i.e.,
highest liquidity) issuance of Treasury securities, would imposing maximum maturity limitations enhance
the resale value of these investments in stressful conditions?” In its comments, the Council stated that
“Treasury securities with longer dated maturities have the potential to provide less liquidity due to
sensitivities to changes in interest rates.”

We propose no change to this regulation. Although we agree with the Council that the value of
longer term Treasuries can vary due to interest rate risk, we deal with interest rate risk in a separate
section of these regulations. In this section, our concern is focused on differences in liquidity due to
differences in trading volume and bid/ask spreads between on-the-run and off-the-run Treasury securities.

b. Section 652.20(a)(2)--Obligations of Government-Sponsored Agencies

Existing § 652.35(a)(2)(which would become § 652.20(a)(2)) permits Farmer Mac to invest in

obligations of Government-sponsored agencies,16 including Government-sponsored agency securities and
other obligations fully insured or guaranteed by Government-sponsored agencies (but not mortgage
securities). The only limitation currently imposed on these non-mortgage security investments is found in
8§ 652.35(d)(1), which precludes Farmer Mac from investing more than 100 percent of its regulatory

- - 17
capital in any one Government-sponsored agency.

In the ANPRM we asked, “In light of the recent financial instability of Government-sponsored
agencies such as Fannie Mae and Freddie Mac, would it be appropriate to revise this section to put
concentration limits on exposure to these entities in § 652.35(a)(2)?” The Council stated that it is
appropriate to maintain portfolio limits on securities issued by the Federal National Mortgage Corporation
(Fannie Mae) and the Federal Home Loan Mortgage Corporation (Freddie Mac) and even Government
National Mortgage Corporation (Ginnie Mae) securities, which enjoy explicit government backing. The
Council noted that the Federal government is currently contemplating regulatory GSE reform through the
legislative process in this area.
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We do not propose concentration limits on exposures to Government-sponsored agencies based
on historical experience, including that observed in recent years, that the value of GSE debt has not
declined materially even when the GSE has been under significant stress.

Our proposal would limit investments in Government-sponsored agency obligations to senior
debt securities. We believe counterparty exposures to Government-sponsored agencies should be
confined only to the highest quality investments and should not include subordinated debt or hybrid
equity issuances.

c. Section 652.20(a)(3)--Municipal Securities

Existing § 652.35(a)(3) (which would become § 652.20(a)(3)) authorizes investments in
municipal securities. Currently, revenue bonds are limited to 15 percent or less of Farmer Mac’s total
investment portfolio, while general obligations have no such limitations. The maturity limit is also longer
for general obligations.

In the ANPRM we asked whether it would be “more appropriate for our regulation to limit both
sub-categories [of municipal securities] equally?” The Council stated that historically, general obligation
bonds have been less risky than revenue bonds because of the taxing authority of the underlying issuer
but also stated that in the recent economic downturn, the safety of many of these general obligation issues
have been called into question due to the financial strains on many State and local governments.
Accordingly, the Council commented that all municipal securities should carry similar limits.

We agree. We also believe, in light of the ongoing financial strain at the municipal level, that
additional limitations on municipal securities, whether general obligations or revenue bonds, are
warranted. Accordingly, we propose to authorize investment in municipal securities only if the securities
have a maximum remaining maturity of 10 years or less at the time of purchase and the investments do
not exceed 15 percent of the total non-program investment portfolio.

d. Section 652.20(a)(4)--International and Multilateral Development Bank Obligations

Section 652.35(a)(4) (which would become § 652.20(a)(4)) currently authorizes investments in
obligations of international and multilateral development banks, provided the United States is a voting
shareholder. Examples of eligible banks include the International Bank for Reconstruction and
Development (World Bank), Inter-American Development Bank, and the North American Development
Bank. Other highly rated banks working in concert with the World Bank to promote development in
various countries are also eligible, subject to the shareholder-voting requirement above. There is no
maturity limit or portfolio limit.

We propose to revise this provision to authorize investment in such obligations with similar
constraints as those applied to municipal securities. The nature of the obligations in this asset class is
similar to municipal obligations in that the ultimate creditors are a diverse group of governments with
varying credit characteristics. While we view this asset class as generally strong credits, we do not believe
its strength is equivalent to U.S. Treasuries, and therefore some limits are appropriate. On that basis, we
propose a 10-year limit on their maximum maturity remaining at purchase and a portfolio concentration
limit of 15 percent of Farmer Mac’s total non-program investment portfolio.

e. Section 652.20(a)(5)-—Money Market Instruments
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Existing 8 652.35(a)(5) (which would become § 652.20(a)(5)) permits institutions to invest in
repurchase agreements that satisfy specified conditions. If the counterparty defaults, the regulation
requires the institution to divest non-eligible securities in accordance with the divestiture requirements of
8 652.45. Under our proposal, as discussed above, an eligible investment could not become ineligible,
and would not be required to be divested. Accordingly, we propose to delete this divestiture requirement.

f. Section 652.20(a)(6)--Mortgage Securities

Existing § 652.35(a)(6) (which would become § 652.20(a)(6)) requires stress testing of all
mortgage securities. As discussed above, proposed 8 652.10(f) would require stress testing on all
investments held in Farmer Mac's portfolio. Accordingly, we propose to delete the specific stress-testing
requirement for mortgage securities.

The first asset class listed in existing 8§ 652.25(a)(6) is mortgage securities that are issued or
guaranteed by the United States or a Government agency. We propose to revise this asset class
description to refer to mortgage securities that are fully guaranteed or fully insured by a Government
agency. The deletion of "United States" is a technical, non-substantive change, because we propose to
include "United States™ in the definition of "Government agency" in 8 652.5. The addition of the word
"fully™ makes clear that this asset class includes only mortgage securities that are fully backed by the full
faith and credit of the United States. If the United States Government issues a mortgage security that is
not fully guaranteed or fully insured by the full faith and credit of the United States Government, it is not
eligible under this asset class.

The third asset class listed in existing § 652.35(a)(6) authorizes investments in non-Government
agency or Government-sponsored agency securities that comply with 15 U.S.C. 77d(5) or 15 U.S.C.
78c(8)(41). These types of mortgage securities are typically issued by private sector entities and are
mostly comprised of securities that are collateralized by “jumbo” mortgages with principal amounts that
exceed the maximum limits of Fannie Mae or Freddie Mac programs. We propose technical,
non-substantive changes to the language describing this asset class, for clarity. Furthermore, in this
preamble we refer to these securities using the shorthand reference non-Agency mortgage securities.

In the ANPRM, we invited comment on whether it is appropriate to continue to include
non-Agency mortgage securities collateralized by "jumbo” mortgages as an eligible liquidity investment.
The Council commented that while these are not as liquid as agency collateralized mortgage obligations,
and despite the fact that this sector is currently under stress, it believes the sector can provide viable
diversification and should develop stronger credit quality over time with improved underwriting and
increased credit enhancements. We do not propose to remove this asset class from the list of eligible
investments at this time, but we will continue to evaluate the appropriateness of including this asset class.

However, to reduce credit default risk that may be associated with certain positions in
non-Agency mortgage securities, we propose to require that a position in such a security would be eligible
only if it is the senior-most position at the time of purchase. The FCA considers a position in a
non-Agency mortgage security to be the senior-most position only if it currently meets both of the
following criteria:

e No other remaining position in the securitization has priority in liquidation. Remaining
positions that are the last to experience losses in the event of default and which share those
losses pro rata meet this criterion.

e No other remaining position in the securitization has a higher priority claim to any
contractual cash flows. Remaining positions that have the first priority claim to contractual
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cash flows (including planned amortization classes), as well as those that share on a pro rata
basis a first priority claim to cash flows meet this criterion.

The tranche that is the senior-most position at the time Farmer Mac is considering purchase is not
necessarily the same tranche that was in the senior-most position at the time of issue. Farmer Mac should
be careful not to be misled by the labeling of tranches as “super senior” or “senior” in a prospectus (or on
market reporting services). Farmer Mac may purchase non-Agency mortgage-backed securities (MBS)
only if the securities satisfy the above two criteria at the time of purchase.

Further, the existing rule’s concentration limit for non-Agency mortgage securities is 15 percent
when combined with another asset class -— commercial mortgage-backed securities. However, because of
our belief that commercial mortgage-backed securities pose undue risk due to the nature of the underlying
collateral and the particularly weak performance of this asset class during the financial crisis, we propose
to delete these securities as an eligible asset class. Given the existing rule’s combined portfolio
concentration limit of 15 percent for these two asset classes, we propose to set the portfolio concentration
limit for non-Agency securities at 10 percent.

g. Section 652.20(a)(7)--Asset-Backed Securities

Existing § 652.35(a)(7) (which would become § 652.20(a)(7)) authorizes Farmer Mac to invest in
asset-backed securities (ABS) secured by credit card receivables; automobile loans; home equity loans;
wholesale automobile dealer loans; student loans; equipment loans; and manufactured loans. The

maximum weighted average life (WAL)" for fixed rate or floating rate ABS at their contractual interest
rate caps is 5 years, and all ABS combined are limited to 25 percent of Farmer Mac’s non-program
investment portfolio.

In its comment letter, AgFirst noted that the existing 25-percent portfolio limit is higher than the
20 percent permitted for other System institutions.” AgFirst stated that there should be movement toward
consistency. AgFirst further stated that ABS suffered from severe market deterioration during the recent
credit crisis and that bringing the limit down to that in place for other System institutions would help
reduce concentration risk.

Because we agree with AgFirst's comment, and because of the relative lack of liquidity of all
ABS in the wake of the recent financial crisis, we propose to reduce the portfolio limit to no more than 15
percent (combined) of Farmer Mac's total investment portfolio and to limit any single collateral type to no

more than 5 percent.zo In addition, given the significant instability in the ABS market in recent years, we
propose a maximum WAL of 7 years for floating rate ABS with current coupon rates below their
contractual interest rate cap.

h. Section 652.20(a)(8)--Corporate Debt Securities

Existing § 652.35(a)(8) (which would become 8§ 652.20(a)(8)) authorizes investment in corporate
debt securities, limited to 25 percent of Farmer Mac’s total non-program investment portfolio. In its
comment letter, AgFirst noted that the existing limit is higher than the 20 percent permitted for other
System institutions.” AgFirst stated that there should be movement toward consistency. AgFirst further
stated that corporate debt securities suffered from severe market deterioration during the recent credit
crisis and that bringing the limit down to that in place for other System institutions would help reduce
concentration risk.

Because we agree with this comment, we propose to reduce the portfolio limit to 20 percent in
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total. In addition, we propose to limit corporate debt securities in any one of the industry sectors defined
by the Global Industry Classification Standard (GICS) to no more than 10 percent of Farmer Mac's total

investment portfolio.22 While financial services sector was not the only industry sector hit hard by the
recent financial crisis, there were sectors, e.g., utilities, that were not as severely impacted. Sector
diversification limits provide enhanced guidance regarding the Agency’s expectations for portfolio
diversification.

In the ANPRM, we asked whether is it appropriate to allow investments in subordinated debt as
the current rule does. The Council stated it does not think subordinated debt is an appropriate investment
for purposes of liquidity. It based its comment on lack of liquid markets for subordinated debt as well as
the lack of expertise in most financial institutions to research and evaluate the risk of individual issuers.

We generally agree with this comment and propose to limit eligible corporate debt securities to
senior debt securities only. We note that, while we do not deem perfect consistency with regulations
governing other System institutions to be appropriate in all cases, all of our proposed changes to
investment in corporate debt securities are consistent with those recently proposed for other System

institutions.”

i. Section 652.20(a)(9)--Diversified Investment Funds

Existing § 652.35(a)(9) (which would become 8§ 652.20(a)(9)) authorizes investment in
diversified investment funds with the stipulation that the funds’ holdings must consist solely of eligible
investments as defined by this section of the rule. The existing rule contains no portfolio concentration
limit so long as the shares in each investment company comprise less than 10 percent of Farmer Mac’s
portfolio. If the shares comprise more than 10 percent, the fund's holdings are counted toward the limits
for each asset class set forth in this section.

Under the existing rule, Farmer Mac could invest 100 percent of its non-program investment
portfolio in 10 different funds. We believe this would not allow for sufficient diversification of the
portfolio. Therefore, we propose to add a portfolio concentration limit with two components; no more
than 50 percent of the total portfolio could be comprised of diversified investment funds and no more than
10 percent of the total portfolio could be in any single fund.

In addition, we believe that in the existing rule the term "diversified investment funds" could be
interpreted to include closed-end funds, which are typically exchange-traded. We propose to add
language stating that only open-end funds are eligible, in order to reduce the possibility that investments
are purchased for potentially speculative purposes.

2. Dodd-Frank Act Compliance

In July 2010, the President signed into law the Dodd-Frank Act to strengthen regulation of the
financial industry in the wake of the financial crisis that unfolded in 2007 and 2008. Section 939A of the
DFA requires the following:

e Each Federal agency must review (i) all of its regulations that require the use of an
assessment of the creditworthiness of a security or money market instrument, and

(ii) any references to or requirements in its regulations regarding credit ratings.

e Each Federal agency must modify its regulations to remove any reference to or requirement
of reliance on credit ratings and to substitute in the regulations such

standards of creditworthiness as the agency determines is appropriate. In making this
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determination, the agency must seek to establish, to the extent feasible, uniform standards of
creditworthiness.

We have completed our review of FCA regulations that impose creditworthiness requirements or
that refer to or require the use of credit ratings. Existing § 652.35 is one such regulation; it requires
minimum NRSRO credit ratings for many categories of investments — including municipal securities,
certain money market instruments, non-Agency mortgage securities, asset-backed securities, and
corporate debt securities -- for them to be eligible.

We do not propose a method to replace NRSRO credit ratings in this rulemaking while we
continue to focus our research on appropriate alternatives to them. We note that FCA has already
published an ANPRM soliciting public input on the requirements of section 939A as it applies to the
Agency’s Risk-Based Capital Stress Test (RBCST) which sets regulatory minimum capital requirements

for Farmer Mac.” FCA has also published a Notice of Proposed Rulemaking seeking comments on how

section 939A should be applied to the eligibility regulation governing other System institutions” -- a
regulation that is very similar to this one. Moreover, several other Federal regulators have also issued

ANPRMs on this topic.”

In the discussion below, we explore various approaches that could be considered for assessing

creditworthiness as a determinant of eligibility.27 We may want to propose several of these approaches in
concert with one another.

First, our regulation could specify financial measurements, benchmark indexes, and other
measurable criteria against which institutions could evaluate the creditworthiness of their investments.
For example, the regulation might specify certain ranges within the total range of those measurements to
stratify or rank relative levels of creditworthiness using labels such “Highest” and “Second Highest” —
and establish the level within that ranking below which investments would be deemed insufficiently
creditworthy for investment by Farmer Mac. Farmer Mac would need to ensure that these criteria were
met for an investment to be eligible at the time of purchase and continue to satisfy the eligibility

requirements and otherwise remain a suitable investment over the period it is held. Some of the factors
that could be considered in establishing these criteria are as follows:

e Credit spreads (i.e., whether it is possible to demonstrate that a position in certain investments
is subject to a minimal amount of credit risk based on the spread between the security’s
yield and the yield of Treasury or other securities, or based on credit default swap spreads that
reference the security);

e Default statistics (i.e., whether providers of credit information relating to securities express a
view that specific securities have a probability of default consistent with other securities
with a minimal amount of credit risk);

e Inclusion on an index (i.e., whether a security or issuer of the security is commonly included
as a component of a recognized index of instruments that are subjectto a minimal amount of
credit risk or are deemed by FCA to be sufficiently comparable to securities on an index based on
specific criteria);

e Priorities and enhancements (i.e., the extent to which a security includes credit enhancement
features, along with an evaluation of the relative strength of the enhancements,
such as overcollateralization and reserve accounts, or has priority under applicable bankruptcy or
creditors’ rights provisions);

e Price, yield and/or volume (i.e., whether the price and yield of a security or a credit default
swap that references the security are consistent with other securities that are subject to a
minimal amount of credit risk and whether the price resulted from active trading); and
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e  Asset class-specific factors (e.q., in the case of structured finance products, the risk
characteristics of the specific underlying collateral).

Should FCA consider any of the above as useful sources from which to derive evaluative criteria
that could replace NRSRO credit ratings? Are there other sources of information that should be included?
More specifically, should the creditworthiness standard include specific standards for probability of
default (PD) and loss given default (loss severity)? If so, why, and where could the agency source such
data to derive such probabilities and loss severity standards? Also, should this vary by asset class and/or
type of investment? Finally, would it be appropriate to combine this approach with one or more of the
other approaches discussed below, and if so, which ones, and why?

As a second alternative (or in combination with the first approach), our regulation could require
Farmer Mac to develop its own internal assessment process or system for evaluating the creditworthiness
of investments. One way to structure such a system could be to quantify expected loss rates and stratify
creditworthiness categories by range of expected loss. This would require Farmer Mac to provide
convincing evidence that probability of default and loss given default estimates are reasonably accurate.
Any such internal evaluation system might need to be frequently recalibrated based on changes in the
marketplace.

Is this second approach -- an FCA-approved internal Farmer Mac system -- one that we should
consider? If so, what principles should be applied in creating such a system, and why? Would the
amount of resources needed to establish and maintain such a system potentially be overly burdensome to
Farmer Mac? Would it be appropriate to combine this approach with one or more of the other approaches
and if so, which ones, and why?

As a third alternative, FCA could develop regulations that would require Farmer Mac to use third
party assessments to assess creditworthiness. Organizations other than NRSROs may have the capability
to evaluate creditworthiness, and this evaluation could be considered in Farmer Mac’s creditworthiness
assessment. We also believe that the DFA does not prohibit Farmer Mac from looking to the NRSROs as
a tool for assessing creditworthiness. If Farmer Mac does so, however, it should evaluate the quality of
third party assessments, including consideration of whether issuers or investors pay the rating fees. In
either case, as we have seen in the recent crisis, reliance on third party analysis can be problematic and
cannot be used in isolation. Accordingly, if we were to require this approach, it would be in concert with
one or more of the other approaches.

Is this third-party approach one that we should consider? What reliable third party sources exist?
Should we distinguish between issuer-paid third party sources and investor-paid third party sources and,
if so, how? How might we combine this approach with one or more of the other approaches to create an
optimal regulatory structure?

Unlike the proposed regulations governing the RBCST, "this proposal’s system of ranking
investment creditworthiness need not be quantified in terms of specific expected loss rates. However,
since a ranking based on expected loss rates could become available as a result of the rulemaking
associated with the RBCST, we note that this system might also be applicable for purposes of these
regulations governing liquidity and investment management. Moreover, if it were, it would add
consistency to our regulations which, while not a necessity, is highly desirable.

3. Changes to Remainder of § 652.20

a. Section 652.20(b)-—Dollar Denomination
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As discussed above, we propose to relocate to paragraph (b) the requirement, currently contained
in the introductory paragraph of § 652.35(a), that all investments must be denominated in United States
dollars.

b. Section 652.20(d)--Obligor Limits

We have discussed the risks of investment concentrations and the benefits of a well-diversified
and high quality investment portfolio. In § 652.35(d)(1) of the existing rule, we prohibit Farmer Mac
from investing more than 25 percent of its regulatory capital in eligible investments issued by any single
entity, issuer, or obligor. However, the obligor limit does not currently apply to Government agencies or
Government-sponsored agencies. Instead, we currently prohibit Farmer Mac from investing more than
100 percent of its regulatory capital in any one Government-sponsored agency. There are no obligor
limits for Government agencies.

In the ANPRM we asked whether the obligor limits provide for an adequate level of
diversification and specifically whether, in light of the uncertainty associated with the current
conservatorships of both Fannie Mae and Freddie Mac, it is appropriate to maintain a higher obligor limit
for Government-sponsored agencies.

Both the Council and AgFirst stated that for obligors other than Government agencies or
Government-sponsored agencies, obligor limits should be reduced to 20 percent of total capital to be
consistent with the limits on other System institutions. In a recent NPRM governing the other System

institutions, FCA proposed that these obligor limits should be reduced from 20 percent to 15 percent.zg
We agree that consistency with other System institutions is appropriate in this case. We also believe 15
percent would help to ensure sufficient diversification among obligors. Accordingly, we propose to
reduce the current obligor limit for non-Government agencies and non-Government-sponsored agency
obligors from 25 percent to 15 percent of regulatory capital.

For Government-sponsored agencies, the Council stated that investment limits should be set at 50
percent of the total portfolio, in alignment with the limits placed on the System. The Council stated that
the government support recently provided to Fannie Mae and Freddie Mac is very similar to that which
would be provided to a government agency and that, because of the importance to the Federal government
of the role filled by Fannie Mae and Freddie Mac, it appears this strong support will continue. The
Council states that if future legislation weakens the “implicit” guarantee, the investment limits can be
revisited at that time. The Council also stated that restrictions on Fannie Mae and Freddie Mac securities
under regulatory liquidity requirements may cause institutions to take additional prepayment and
extension risk in return for lower spreads by forcing the institutions to purchase Ginnie Mae securities,
which have weaker cashflow stability and lower spreads as compared to similar Fannie Mae and Freddie
Mac securities.

While we may not agree with every detail of the supporting justification of the Council’s position,
we agree that our existing 50-percent investment portfolio limit for Government-sponsored agency
mortgage securities in existing § 652.35(a)(6) is appropriate, and we propose no change to that limit.

In addition, we believe that that obligor limits for obligations that are issued or guaranteed as to
principal and interest by Government-sponsored agencies are not warranted due to the relatively low
credit risk of Fannie Mae and Freddie Mac mortgage securities. Accordingly, we propose to delete the
prohibition on Farmer Mac's investment of more than 100 percent of its regulatory capital in any one

30
Government-sponsored agency.
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C. Section 652.20(e)--Other Investments Approved by FCA

Under the current regulation at § 652.35(e), with our prior written approval, Farmer Mac may
purchase non-program investments in preferred stock issued by other System institutions and in other
non-program investments that are not listed in § 652.35(a). We propose to revise paragraph (e) to require
prior FCA approval for all investments not listed in paragraph (a), with no separate mention of FCS
preferred stock. As the safety and soundness regulator for Farmer Mac, we have concerns regarding
concentration and systemic risk that arise from Farmer Mac investments in large amounts of preferred
stock issued by System institutions, and Farmer Mac should not expect that we will approve such
investments without a compelling reason.

No change is proposed from the existing rule’s requirement that Farmer Mac's request for FCA
approval to invest in other non-program investments must explain the risk characteristics of the
investment and the Corporation's purpose and objective for making the investment. If we approve the
investment, we would notify Farmer Mac of any conditions we would impose, as well as the appropriate
discount on any such investments for purposes of complying with minimum liquidity standards set forth
in proposed § 652.40.

F. Section 652.40--Stress Tests for Mortgage Securities

Because we propose to relocate our stress-testing requirements to § 652.10(f), we also propose to
remove this standalone, stress-testing section from our regulations.

G. Section 652.25--Management of Ineligible and Unsuitable Investments

We propose to delete existing § 652.45, which is labeled “Divestiture of Ineligible Non-Program
Investments,” and to replace it with § 652.25, which would be labeled "Management of Ineligible and
Unsuitable Investments."

Existing § 652.45(a)(2) requires Farmer Mac to dispose of an investment that is ineligible (under
the existing 8 652.35 criteria) within 6 months unless we approve, in writing, a plan that authorizes
divestment over a longer period of time. An acceptable divestiture plan generally must require Farmer
Mac to dispose of the ineligible investment as quickly as possible without substantial financial loss. Until
it actually disposes of the ineligible investment, Farmer Mac must report on specified matters to its board

of directors and to FCA at least quarterly.”

As part of effective risk management of investments, we expect the Corporation to exit its
position or develop a strategy to reduce risk exposure stemming from investments that were eligible at
purchase but are no longer suitable. As part of its risk management process we would expect Farmer Mac
to evaluate the potential for additional unrealized losses or write-downs under expected and stressed
conditions. The risk management process for investments should be dynamic and robust. Thus, we are
modifying our approach to ensure the Corporation has sufficient flexibility to manage its position and
mitigate losses which may not necessarily be achieved through a forced divesture during a specific time
period.

Accordingly, proposed 8§ 652.25(b) would no longer require Farmer Mac, for an investment that
satisfied the eligibility criteria set forth in 8 652.20 (renumbered from § 652.35) when purchased but that
no longer satisfies them,” to divest of the investment within 6 months unless FCA approves a divesture
plan authorizing a longer divestiture period. Rather, Farmer Mac would be required to notify the OSMO
promptly, and the investment would be subject to specified requirements that are discussed below. These
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requirements would also apply to investments that become ineligible as result of changes to the
investment eligibility regulations proposed herein.

Section 652.25(b) would also require prompt notification to the OSMO when an investment that
satisfies the § 652.20(a) eligibility criteria is not suitable because it does not satisfy the risk tolerance
established in the institution’s board policy pursuant to § 652.10(c), and the investment would be subject
to the same specified requirements discussed below.

Proposed § 652.25(a) provides that an investment that does not satisfy the § 652.20 eligibility
criteria at the time of purchase is ineligible. Under the proposal (as under the existing regulation), Farmer
Mac may not purchase ineligible investments. If Farmer Mac did purchase an ineligible investment, it
would be required to notify us promptly and to divest of the investment no later than 60 days after
discovering that the investment is ineligible unless we approved, in writing, a plan that authorized

divestiture over a longer period of time.”

Although it is not stated in the regulation, we clarify here that an acceptable divestiture plan
would have to require Farmer Mac to dispose of the investment as quickly as possible without substantial
financial loss. The plan would also have to contain sufficient analysis to support continued retention of
the investment, including its impact on the institution’s capital, earnings, liquidity, and collateral position.
Our decision would not be based solely on financial loss and would include consideration of whether the
investment was purchased by mistake or through the deliberate action of a Farmer Mac employee. Until
Farmer Mac divested of the investment, it would be subject to the same specified requirements discussed
below.

Furthermore, we emphasize that any purchase of an ineligible investment would indicate
weaknesses in Farmer Mac’s internal controls and due diligence and would trigger increased FCA
oversight if it occurs. We expect such a purchase to occur extremely rarely, if ever.

The specified requirements that would apply to investments retained by Farmer Mac that are
ineligible, that no longer satisfy the eligibility requirements, or that are unsuitable are specified in 8
652.25(c). We believe these specified requirements are warranted by safety and soundness concerns.

Proposed § 652.25(c)(1) contains reporting requirements. Each quarter, Farmer Mac would be
required to report to FCA and to its board on the status of all such investments. The report would have to
demonstrate that impact that the investments may have on the Corporation's capital, earnings, and
liquidity position. Additionally, the report would have to address how the Corporation planned to reduce
its risk exposure from these investments or exit the position.

Proposed § 652.25(c)(2) contains other proposed requirements. We propose that the investments
may not be used to fund Farmer Mac's liquidity reserve or supplemental liquidity required under § 652.40
and that they must continue to be included in the investment portfolio limit established in 8 652.15(b).

Finally, proposed § 652.25(d) would reserve FCA’s authority to require Farmer Mac to divest of
any investment at any time for safety and soundness purposes. The timeframe FCA sets would consider
the expected loss on the transaction (or transactions) and the impact on Farmer Mac’s financial condition
and performance. Because the proposed rule would not require divestiture of any investment that was
eligible when purchased, FCA must reserve the authority to require divestiture of investments when
necessary.

H. Section 652.30--Interest Rate Risk Management
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We propose to reorganize the rule by moving provisions governing “Interest Rate Risk
Management and Requirements” found in the existing rule at § 652.15 to new 8§ 652.30. We propose to
revise the name of this section by deleting “and requirements” because the words are unnecessary since
all sections of the regulation either define or describe requirements. This same deletion and reasoning is
proposed to several other section headings.

In this section, we propose in paragraph (a) two minor syntactical changes without any resulting
substantive change. We propose to delete existing paragraph (b), which provides that Farmer Mac's
management must ensure that interest rate risk is properly managed on both a long-range and a day-to-day
basis, because we establish the ultimate responsibility for interest rate risk management at the board level
in paragraph (a) and we believe it should be understood that the board would delegate proper interest rate
risk management to management.

In paragraph (c)(2), we propose to require that the interest rate risk management policy identify
the causes of interest rate risk and set appropriate quantitative limits consistent with a clearly articulated
board risk tolerance. We believe this improves the clarity of requirements for board policy as compared
with the existing corresponding regulation, at § 615.15(d)(2), which requires the policy to identify and
analyze the cause of interest rate risks within Farmer Mac's existing balance sheet structure.

In paragraph (c)(3), we propose to replace the word “shock’” with “stress” to make it consistent with stress
testing terminology used throughout this subpart and to remove any uncertainty about whether we intend
interest rate stress testing to be somehow fundamentally different from other stress testing referred to in
this subpart — we do not. In other words, board policies and risk tolerance thresholds for interest rate risk
should be generally consistent with the levels applied to stress testing policies referenced in other sections
of this subpart.

We further propose in this paragraph to enhance guidance on stress testing of interest rate risk by
specifying that the results of stress tests must gauge the sensitivity of capital, earnings, and liquidity to
interest rate stress scenarios. We further propose to specify that the methodology applied must be
appropriate for the complexity of the structure and cash flows of the instruments held.

We also propose to require interest rate risk management policies to consider the nature and
purpose of derivative contracts and establish counterparty concentration limits for derivatives. We
propose this change in furtherance of the emphasis on derivatives counterparty risk management in Title
V11 of the Dodd-Frank Act and due to the significant use of derivatives by Farmer Mac to modify
synthetically the term structure of its debt.

As with our quarterly stress testing requirement under § 650.10(f)(3), we propose to require that
all assumptions applied in this stress test rely, to the maximum extent practicable, on verifiable
information, in recognition that modeling treatments could require assumptions for which insufficient
data or information exists. In addition, Farmer Mac would be required to document the basis for all
assumptions.

We propose to clarify in proposed paragraphs (d)(4) and (d)(5) the appropriate roles of the board
and of management.

We propose to delete existing paragraph (d)(5) because we propose to require Farmer Mac to

document its objective when purchasing eligible investments in 8 652.10(f)(1) of this subpart. We
believe the placement of this requirement is more logical in that section.
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Given that proposed deletion, we propose to re-number all paragraphs that follow in the existing
8§ 652.15 accordingly with minor clarifying changes to their wording.

I. Section 652.35--Liquidity Management

As part of the proposed re-ordering of sections in this subpart, we propose to move and rename
existing 8 652.20 “Liquidity Reserve Management and Requirements” to § 652.35 “Liquidity
Management.”

We also propose to reorganize the rule by moving provisions governing the minimum liquidity
requirements found at existing 8 652.20(a) to a new section, 8 652.40, to be named “Liquidity Reserve
Requirement and Supplemental Liquidity.”

1. Section 652.35(a)-—-Liquidity Policy — Board Responsibilities

We propose to begin this section with paragraph (a) “Liquidity Policy — Board
Responsibilities” (currently found at § 652.20(d)). We propose only minor revisions to that paragraph,
none of which are substantive. One of these revisions is a proposed requirement that Farmer Mac's
liquidity policy must be consistent with its investment management policies, including the level of the
board’s risk tolerance in these areas.

2. Section 652.35(b)-—Policy Content

We propose to renumber existing 8 652.20(e) as § 652.35(b). We propose to change the section
heading from “Liquidity Reserve Policy Content” to “Policy Content” and to make several minor
syntactical changes. We also propose to add paragraph (b)(10), a liability maturity management plan
(LMMP), and paragraph (b)(11), a contingency funding plan (CFP). The rationale and expectations for
the LMMP and CFP proposals are explained in detail in the discussions of § 652.35(d) and § 652.35(e),
respectively, below.

3. Section 652.35(c)-—Reporting Requirements

Newly proposed paragraphs (c)(1)(i) and (c)(1)(ii) of § 652.35 contain, with some minor
revisions, the Farmer Mac periodic and special board reporting requirements currently found at
paragraphs (f) and (g), respectively, of § 652.20(f). Newly proposed § 652.35(c)(2) contains the FCA
special reporting requirement currently found at § 652.20(g).

4. Section 652.35(d)-—Liability Maturity Management Plan

In the ANPRM, we asked if it would be appropriate to require Farmer Mac to establish a debt
maturity management plan. The question was whether such a plan would be appropriate in light of the
marginal funding instability that results from relying primarily on shorter term debt —- even when the
maturity is extended synthetically. Farmer Mac often synthetically extends the term of much of its
short-funded debt using swap contracts, which results in a lower net cost of funds compared to simply
issuing longer term debt (under normal yield curve conditions, as discussed in the ANPRM). The fact
that these combinations of debt and derivative positions behave like longer term debt contributes to the
stability and strength of its liquidity position. However, the practice adds counterparty risk on the swaps
and short-term debt rollover risk to Farmer Mac's overall liquidity risk position compared to issuing
long-term debt.
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The minimum days-of-liquidity reserve requirement also includes incentives to this same end of
diversifying the term structure of Farmer Mac's debt. This additional planning requirement would
augment the days-of-liquidity measurement and reinforces the importance of management of the term

structure of debt and other obligations as a key component of the liquidity risk management.“

The Council commented supportively, stating that each institution should have a funding strategy
that provides for effective diversification of sources and tenors of funding and that maturity
concentrations increase liquidity risk.

Because we agree that Farmer Mac should have such a funding strategy, we now propose a new
paragraph § 652.35(d), which would require Farmer Mac's board to adopt a liability maturity management
plan (LMMP) that establishes a funding strategy that provides for effective diversification of the sources

and tenors of funding.”

This proposed § 652.35(d) sets forth specific contents and internal controls to be included in the
LMMP. Under the proposal, the LMMP must:

e Include targets of acceptable ranges of the proportion of debt issuances maturing within
specific time intervals;

e Reflect the Farmer Mac board’s liquidity risk tolerance;” and
e Consider components of the Corporation’s funding strategy that offset or contribute to
liquidity risk associated with debt maturity concentrations.

The LMMP is intended to become a risk management tool that contributes to the management of,
for example, targets for the term structure of debt. As the portion of total debt maturing within some
appropriate short-term time interval increases, the amount of liquidity stress that would be experienced
under a scenario of a disruption in Farmer Mac’s access to debt markets (i.e., refunding risk) would likely
also increase. We would expect the LMMP to place appropriate limits on that risk consistent with the
board’s risk tolerance level as defined in other areas of investment and liquidity risk management.

We propose to refer to this plan as an LMMP rather than as a debt maturity management plan, as
we discussed in the ANPRM, to make it more general, in contemplation of the possibility that Farmer
Mac could use funding instruments that might not strictly take the form of debt. For example, the LMMP
would have to address the use of swaps to synthetically extend debt tenors to offset liquidity risk.
However, the LMMP would also have to recognize that the counterparty risk added through those swap
positions contributes to liquidity risk due to the exposure to defaults of these counterparties generally (in
terms of reduced expected cash inflows) as well as through the concentration of swap exposure to
individual swap counterparties. The LMMP should also consider the potential expense (and even the
potential infeasibility in certain scenarios) of replacing defaulted swap positions under stressful market
conditions. Finally, if overall funding strategy also includes additional swap positions that synthetically
shorten the effective maturity of debt positions, these positions and counterparty exposures too would
have to be reflected in the LMMP.

5. Section 652.35(e)-—Contingency Funding Plan

In the ANPRM, we asked whether it would be appropriate for our regulations to require a
liquidity contingency funding plan (CFP). If so, we asked how specific the regulation should be
regarding required components of the plan versus simply requiring that the plan reasonably reflect current

standards, for example, those specified by the Basel Committee on Banking Supervision.37
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The Council commented in support of such a requirement, stating that each institution should
maintain, regularly update, and test a formal liquidity contingency funding plan that clearly sets out the
strategies for addressing liquidity shortfalls in emergency situations. The Council stated that such a plan
should delineate policies to manage a range of stress environments, establish clear lines of responsibility,
and articulate clear implementation and escalation procedures. Further, it should be regularly tested and
updated to ensure that it is operationally sound.

We agree with this comment and we now propose a new § 652.35(e) imposing CFP requirements.
We view these proposed CFP requirements as prudent and integral to an organized and systematic
approach to managing liquidity risk and ensuring ongoing compliance with board policy pertaining to
liquidity risk -- as well as generally consistent with the spirit of the guidance issued in the Interagency

Policy Statement and by the Basel Committee and, thus, with emerging industry best practices.38

In § 652.35(e)(1) we propose to require Farmer Mac to have a CFP to ensure sources of liquidity
are sufficient to fund normal operating requirements under a variety of stress events, which we specify in

paragraph (3)(v) and discuss below.”

Section 652.35(e)(2) would require Farmer Mac's board of directors to review and approve the
CFP at least once each year and to make adjustments to reflect changes in the results of stress tests, the
Corporation’s risk profile, and market conditions. Under the CFP, Farmer Mac would have to maintain
unencumbered and highly marketable assets as described in paragraphs (b) and (c) of § 652.40 in its
liquidity reserve sufficient to meet its liquidity needs based on estimated cash inflows and outflows for a
30-day time horizon under a stress scenario that is sufficiently acute as to be consistent with the level of
the board’s risk tolerance.

This effectively creates an additional liquidity metric to the traditional days-of-liquidity metric in
the existing rule -- which is retained, though revised, in this proposed rule.” The difference between the
two metrics lies in the stress scenario considered in each. The existing days-of-liquidity metric compares
highly marketable assets (appropriately discounted) to actual maturing debt over a given time interval at
the date of calculation. In essence the stress applied is a lack of access of debt markets. The requirement
proposed in § 652.35(e)(2) is based on an appropriately estimated, more comprehensive, stress scenario
specifically calibrated to the board’s established risk tolerance level. We propose this additional
regulatory standard to achieve better consistency with the objectives and recommendations envisioned

under Basel I11."
Under § 652.35(¢)(3), the CFP would have to:

e Be customized to the financial condition and liquidity risk profile of Farmer Mac, the board’s
liquidity risk tolerance, and the Corporation’s business model;

e Identify funding alternatives that can be implemented as access to funding is reduced. For
example, it would have to include, at a minimum,  collateral pledging arrangements to
secure funding and possible capital-raising initiatives;

e Establish a process for managing events that imperil the Corporation’s liquidity. The process
must assign appropriate personnel and executable action plans to implement the CFP; and

e Require periodic stress testing that analyzes the possible impacts on Farmer Mac’s cash
flows, liquidity position, profitability, and solvency for a wide variety of stress scenarios.
Stress scenarios would have to be established and defined by the board and should be
consistent with those applied in other areas of the Corporation’s risk analysis, i.e., those
proposed in § 652.10 (Investment Management) and § 652.30 (Interest Rate Risk
Management). The basis for assumptions must be documented and well-reasoned. The stress
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scenarios would have to be at a level of severity consistent with the board's risk tolerance and
include scenarios such as market disruptions; rapid increase in contractually required loan
purchases; unexpected requirements to fund commitments or revolving lines of credit or to
fulfill guarantee obligations; difficulties in renewing or replacing funding with desired terms
and structures; requirements to pledge collateral with counterparties; or reduced access to
debt markets as a result of asset quality deterioration (including both program assets and
non-program assets). FCA would also retain the discretion to require certain specific stress
scenarios in response to changes in market and economic outlooks.

To satisfy these requirements, the CFP would have to set forth specific policies,
procedures, and action steps (including which asset classes will be sold under specific
scenarios) with designated responsibilities, to address a range of contingent scenarios that are
internal to Farmer Mac or external, such as sector-wide or market-wide disruptions. For
example, the CFP should include an external communications plan for how the Corporation will
manage press inquiries during a liquidity event. Poor external communications during a
liquidity event could directly, if inadvertently, increase the severity of the event. FCA could
use its reservation of authority to require specific stress scenarios to be used, for example, in
response to developments in the Agency’s outlook for Farmer Mac’s business environment.

J. Section 652.40--Liquidity Reserve Requirement and Supplemental Liquidity

Existing § 652.20(a) requires Farmer Mac to hold cash, eligible non-program investments, and/or
Farmer Mac Il assets (all subject to specified discounts) to maintain sufficient liquidity to fund a
minimum of 60 days of maturing obligations, interest expense, and operating expenses. The purpose of
this minimum liquidity requirement is to enable Farmer Mac to continue its operations if its access to the
capital markets were impeded or otherwise disrupted.

As discussed in the ANPRM, we recognize that a drawback of the “days-of-liquidity” metric is
that it provides no projected information; a large days-of-liquidity today provides little or no information
about what the measurement might be even the following day. For example, a bank with 150
days-of-liquidity today might issue a very large volume of discount notes the following day that mature in
100 days. This issuance could significantly reduce the days-of-liquidity calculated only the day before.
A well-managed financing operation will evaluate the days-of-liquidity metric against its short-term
anticipated funding needs, i.e., how that measurement might change in the very near future. A funding
strategy that combines short-term debt with long-term swaps could make the days-of-liquidity
measurement highly volatile under plausible scenarios.

Both the Council and AgFirst commented that that the days-of-liquidity approach to liquidity
management is appropriate and widely used. We received no comments suggesting alternative metrics,
and we do not propose any such alternative. We note, however, that the proposed LMMP discussed
above would contribute to management of the shortcomings in the days-of-liquidity metric.

1. Section 652.40(a)--General

In contrast to current regulation, proposed § 652.40(a) (which would replace existing § 652.20(a)
in the existing regulations) would require Farmer Mac to maintain a liquidity reserve equal to at least 90
days of maturing obligations and other borrowings. In its comment letter, AgFirst suggested that a
90-day liquidity reserve would lead to improved liquidity risk management as well as to consistency with
System bank practices.
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We established the current 60-day minimum in 2005 as part of our first rulemaking governing
Farmer Mac’s liquidity risk management. We set the minimum lower than minimums discussed in the
regulatory literature at the time, e.g., regulations governing other Farm Credit System institutions, to
avoid unintended consequences on Farmer Mac’s operations as we introduced this regulation for the first
time. Farmer Mac has since increased its liquidity position substantially and in our view a higher
minimum would advance the Corporation’s safety and soundness.

In addition to the proposed increase in the minimum requirement, we propose to simplify the
components of the calculation of days-of-liquidity in proposed § 652.40(a) by including only obligations

and other borrowingsd2 and to no longer include interest obligations or operational expenses. While those
obligations are deemed no less relevant, the increased minimum will, we believe, more than compensate
for the exclusion of these obligations from the calculation while gaining the benefit of reduced
complexity in the regulatory structure. Thus, while we do not suggest that the effects of the increased
requirement and the simplified calculation are perfectly offsetting, we note that there is such an overall
offsetting effect and that a net increase in the standard is intended.

The liquidity reserve could be comprised only of cash and of specified, highly marketable
investments that are discussed below. Also as discussed below, the investments would have to be
discounted as specified.

We also propose in 8 652.40(a) to require Farmer Mac to maintain supplemental liquidity as
required by the table in paragraph (d) of this section. As discussed below, the supplemental liquidity
requirement in the table at paragraph (d) would require Farmer Mac to maintain assets to fund obligations
maturing after 90 calendar days in an amount necessary to meet its board liquidity policy. As discussed
below, supplemental liquidity could be comprised of cash, eligible investments, and qualifying securities
backed by Farmer Mac program assets (loans); the investments and qualifying securities would have to be
discounted as specified.

2. Section 652.40(b)--Unencumbered

In proposed 8§ 652.40(b), we would require that all investments and qualifying securities used to
meet the liquidity reserve and supplemental liquidity requirements must be unencumbered, and we
propose a description of the term “unencumbered.” This requirement would replace the requirement in
existing 8 652.20(b) that investments held to meeting the liquidity reserve requirement must be free of
liens or other encumbrances.

We propose this new terminology to bring greater clarity and precision to this requirement. We
propose the term unencumbered to mean free of lien and not pledged either explicitly or implicitly in any
way to secure, collateralize, or enhance the credit of any transaction. Investments held as a hedge against
any other exposure would also not be unencumbered.

As noted throughout this preamble, FCA considers the guidance of other regulators in developing
its policy proposals and evaluates their benefits and appropriateness for Farmer Mac. We note that the
Liquidity Coverage Ratio standard recommended by Basel includes various forms of funding

commitments and contingency funding commitments of the regulated entity.d3 We request comment on
whether such commitments should be incorporated into the minimum liquidity reserve requirements in
this rule. Specifically with regard to Farmer Mac, should Long-term Standby Purchase Commitments
(LTSPC) be considered contingent obligations and some portion of the outstanding LTSPC volume be
included in the days-of-liquidity calculation? Should its revolving lines of credit be included among
these and, if so, what proportion? Should an estimated draw on its commitments on processing facilities,
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if any, be included in obligations?

3. Section 652.40(c)--Highly Marketable

In proposed § 652.40(c) we relocate and replace the requirement currently found at § 652.35(c)
that non-program investments be readily marketable with the requirement that investments held for the
purpose of meeting the liquidity reserve minimum must be highly marketable. An investment is
considered to be highly marketable if it possesses the following characteristics:

It is easily and immediately convertible to cash with little or no loss in value;

It has low credit and market risk;

It has ease and certainty of valuation; and

Except for money market instruments, it is listed on a developed and recognized
exchange market and is able to be sold or converted to cash through repurchase
agreements in active and sizable markets.

The first three characteristics are consistent with the expectations of the other regulators concerning
highly liquid investments.” The final characteristic is unchanged from the existing rule.

The newly proposed language clarifies that the requirement applies only to investments included
in the liquidity reserve and not to all eligible investments generally. The relocation of this requirement to
a regulation dealing with liquidity from one governing eligible investments generally further emphasizes
the scope of the requirement. In addition, investments held to provide supplemental liquidity would not
have to meet the “highly marketable” test. We note that our interpretation of the term “immediate” in the
description of “highly marketable” will consider the overall quality of the investment. For example, if an
investment is both backed by the full faith and credit of the United States Government but also thinly
traded, its conversion at little or no loss in value may be uncertain within a single trading day, yet very
certain within a very small number of days. Such very high credit-quality investments would qualify for
Level 1 or Level 2 depending on a conservative estimate of the number of days required —- and not be
relegated to supplemental liquidity simply on the basis that liquidation could take a very small number of
days.

4, Section 652.40(d)-—Composition of Liquidity Reserve and Supplemental Liquidity

The existing liquidity requirement, at § 652.20(a), requires Farmer Mac to hold sufficient cash,
eligible non-program investments, and/or Farmer Mac 1l assets sufficient to fund at least 60 days of
maturing obligations, interest expense, and operating expenses. The requirement does not currently
differentiate among the relatively different liquidity characteristics of different types of investments.

We asked in the ANPRM whether it would be appropriate to establish a subcategory of the
minimum days-of-liquidity requirement that would include assets that would not lose liquidity value in a
market downturn, such as cash and Treasury securities, that would be sufficient to meet maturing
obligations for a lesser number of days. In its comment letter, the Council stated that augmentation of
liquidity through a short-term liquidity calculation contemplating cash and highly liquid investment
securities is part of a prudent liquidity strategy. AgFirst commented that the days-of-liquidity approach to
liquidity management can be enhanced by including subcategories of minimum days provided by
different types of assets, and it noted that it and the other System banks have adopted a tiered liquidity
system such as this.

We agree with these comments and propose to strengthen the existing days-of-liquidity
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requirement by adopting a tiered approach to the liquidity requirement.

Proposed § 652.65(d) would require Farmer Mac to continuously maintain Level 1 and Level 2
investments sufficient to meet the 90-day minimum liquidity requirement. It would also require Farmer
Mac to maintain supplemental liquidity in an amount necessary to meet its board's liquidity policy.

Level 1 investments would be the most liquid investments. Investments that would qualify as
Level 1 investment are cash, Treasury securities, other Government agency obligations,
Government-sponsored agency securities (except mortgage securities) that mature within 60 days, and
diversified investment funds comprised exclusively of Level 1 instruments.

Under the proposal, only Level 1 instruments could be used to fund obligations maturing in
calendar days 1 through 30. In addition, at least 15 days must be comprised only of cash or instruments
with remaining maturities of less than 3 years.

Level 2 investments, while still highly marketable, are deemed to be generally less liquid than
Level 1 instruments. Investments that qualify as Level 2 instruments include Level 1 instruments to the
extent Level 1 qualifying volume exceeds 30 days of maturing obligations, Government-sponsored
agency securities (excluding mortgage securities) with maturities exceeding 60 days,
Government-sponsored agency mortgage securities (excluding Farmer Mac's own securities), money
market instruments maturing within 90 days, and diversified investments funds with holdings comprised
entirely of Level 1 or Level 2 instruments.

Under the proposal, the third tier of liquidity investments are those that can be held for
supplemental liquidity. Supplemental liquidity investments are used to fund obligations maturing after 90
calendar days, as necessary to meet the Farmer Mac board's liquidity policy.

Investments that can be held for supplemental liquidity include all eligible investments, as well as
qualifying securities backed by Farmer Mac program assets (loans) guaranteed by the USDA, excluding
the portion that would be necessary to satisfy obligations to creditors and equity holders in Farmer Mac Il
LLC. We consider this portion to be encumbered and therefore not appropriate for inclusion in
supplemental liquidity under § 652.65(b). These are generally the investments that are counted toward
the liquidity reserve requirement under existing § 652.20(a).

5. Section 652.40(e)-—Discounts

Existing § 65.20(c) specifies discounts for various classes of investments in the liquidity reserve,
including money market instruments, floating and fixed rate debt and preferred stock securities,
diversified investment funds, and Farmer Mac 1l assets. In the ANPRM, we asked whether, in the wake
of recent disruptions in financial markets, it would be appropriate to re-evaluate these discounts to reflect
better the risk of diminished marketability of liquid investments under adverse conditions. We asked
commenters to identify any changes they believed we should make. In addition, we specifically asked
whether the discount currently applied to Farmer Mac 11 securities is appropriate. We also asked whether
we should consider basing discounts on credit ratings.

We received no comments on our general question about discounts or on our question about
Farmer Mac securities. The Council did comment that discounts should not be based on credit ratings,
because the market value of a security (discounts applied to market values) is a timelier and more accurate
reflection of liquidity and risk than credit ratings are. For this reason, and also because of section 939A
of the DFA, we agree that discounts should not be based on credit ratings.
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In proposed § 652.40(e), we propose discounts that better fit the proposed tiered structure of the
minimum liquidity reserve requirement. We believe the proposed discounting structure results in reduced
complexity in the regulation.

The proposed discounts are as follows:

e  Multiply cash and overnight investments by 100 percent.
e  Multiply Treasury securities by 97 percent of their market value. This would be a lessening
of the current discount for Treasury securities which, along with all other fixed

rate debt securities, are currently multiplied by 90 percent.45 This level is reasonably consistent

with discounts applied by the Federal Reserve;" and

e  Multiply all other Level 1 qualifying investments by 95 percent of their market value (even if
some of these instruments are counted toward the Level 2 liquidity reserve requirements
due to a surplus of Level 1 qualifying instruments over the Level 1 liquidity reserve
requirements). We believe this discount level is likely to be lower than the average discount
applied to this portion of Farmer Mac’s portfolio historically, but we believe it is warranted

by the relative liquidity of these instruments;”
e  Multiply all Level 2 investments by 93 percent of their market value, except the volume of
Level 1 qualifying investments that exceed the Level 1 liquidity reserve requirement and

is therefore applied to the Level 2 liquidity reserve requirement. This level is similar to the
existing rule's treatment of such investments with similar ~ cash flows; and
e  Multiply all other investments held for supplemental liquidity by 85 percent of market value,
except:
e  Multiply the volume of Level 1-qualifying investments that exceed the Level 1 or Level 2
liquidity reserve requirement by 95 percent;
e  Multiply the volume of Level 2 qualifying investments that exceed the Level 2 liquidity
reserve requirements by 93 percent; and
e  Multiply securities backed by Farmer Mac program assets (loans) guaranteed by the
United States Department of Agriculture as described in section 8.0(9)(B) of the Act by
75 percent, the same as the existing discount.

We believe the 15-percent supplemental liquidity discount is warranted in light of our proposal
not to require these investments to be "highly marketable." Moreover, this requirement is also based on

guidance in Basel 111.”
The proposed 25-percent discount for Farmer Mac |1 assets is unchanged from the existing rule.

6. Section 652.40(f)-—Reservation of Authority

In 8 652.40(f), we propose to reserve the right, on a case-by-case basis, to require Farmer Mac to
adjust its treatment of instruments (assets) in its liquidity reserve and supplemental liquidity so that it has
liquidity that is sufficient and commensurate for the risks its faces. This reservation of authority enables
FCA to respond to adverse financial, economic, or market conditions by requiring Farmer Mac, on a
case-by-case basis, to:

e Increase the specified discounts that are applied to any individual security or any class of
securities due to changes in market conditions or marketability of such securities;

e  Shift individual or multiple securities from one level of the liquidity reserve to another, or
between one of the levels of the liquidity reserve and supplemental liquidity, based on the
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performance of such asset(s), or based on financial, economic, or market conditions affecting
the liquidity and solvency of Farmer Mac;

e Change portfolio concentration limits in § 652.20(a); or

e Take any other action that we deem necessary to ensure that Farmer Mac has sufficient
liquidity to meet its financial obligations as they come due.

This reservation of authority would enable FCA to respond to adverse financial, economic, or market
conditions by giving us the authority to require Farmer Mac to maintain liquidity that is sufficient and
commensurate for the risks its faces.

K. Section 652.45-—Temporary Requlatory Waivers or Modifications for Extraordinary Situations

We propose to relocate existing § 652.30, which authorizes FCA to modify or waive regulatory
investment management and liquidity management requirements in extraordinary situations, to new 8§
652.45. We believe this location is more appropriate for this provision.

In addition to the existing specific modifications and waivers the provision authorizes, we
propose to authorize FCA to take other actions as deemed appropriate. This added authority would give
FCA additional flexibility to address extraordinary situations.

VI. Requlatory Flexibility Act

Farmer Mac has assets and annual income in excess of the amounts that would qualify it as a
small entity. Therefore, Farmer Mac is not a “small entity” as defined in the Regulatory Flexibility Act.
Pursuant to section 605(b) of the Regulatory Flexibility Act (5 U.S.C. 601 et seq.), the FCA hereby
certifies that the proposed rule will not have a significant economic impact on a substantial number of
small entities.

‘Section 652.5 defines “non-program investments” as investments other than those in (1) “qualified loans”
as defined in section 8.0(9) of the Farm Credit Act of 1971, as amended (Act), or (2) securities
collateralized by “qualified loans.” Section 8.0(9) is codified at 12 U.S.C. 2279aa.

*75 FR 27951,

*Under certain specific adverse circumstances, Farmer Mac is authorized to issue debt to the Department
of the Treasury to meet obligations on guarantees. See section 8.13 of the Act (12 U.S.C. 2279aa-13).

‘12 CFR 652.25.

"We view the management of non-program investment earnings performance as including both the
avoidance of underperforming appropriate benchmarks for this portfolio as well as avoiding performance
that is excessive relative to appropriate benchmarks -- as excessive returns can reasonably be viewed as
indications of excessive liquidity risk. We discuss this concept at length in our ANPRM, at 75 FR
27952-53. We continue to study this concept but do not propose regulatory guidance regarding the
establishment of such benchmarks at this time.
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"See 75 FR 13656, Mar. 22, 2010. These agencies are the Office of the Comptroller of the Currency
(OCC), the Board of Governors of the Federal Reserve System (Federal Reserve), the Federal Deposit
Insurance Corporation (FDIC), the Office of Thrift Supervision (OTS), and the National Credit Union
Administration (NCUS).

7“Principles for Sound Liquidity Risk Management and Supervision,” Basel Committee on Banking
Supervision, September 2008, and “International framework for liquidity risk management, standards and
monitoring,” Consultative Document, Basel Committee on Banking Supervision, December 2009. These
documents can be found on the Basel Committee’s Web site at www.bis.org/bcbs.

"Section 8.33 of the Act (12 U.S.C. 2279bb-2).
*75 FR 27952-53, May 19, 2010.

“A similar requirement is currently contained in 8 652.15(d)(5), and we therefore propose to delete that
provision.

“In the proposal, the quarterly stress testing requirement would be located at § 652.10(f)(3). We would
delete § 652.40 as a stand-alone stress testing regulation. In addition, the proposed regulation would
impose stress testing in § 652.30(c)(3), as part of interest rate risk management, and in § 652.35(¢)(3)(v),
as part of the contingency funding plan (CFP). We expect that Farmer Mac will integrate these stress
testing requirements to the extent appropriate.

“Paragraph (b) permits Farmer Mac to hold eligible non-program investments, for specified purposes, up
to 35 percent of program volume.

“Under existing 8 652.20(b), all investments held for the purpose of meeting the liquidity reserve
requirement must be free of liens or other encumbrances. As discussed below, we propose a more
detailed version of this requirement at § 652.40(b).

“In this context, "purchase” would include an acquisition such as a swap of one security in exchange for
another. This interpretation is consistent with our interpretation of the existing rule.

“The proposed rule would make a minor, non-substantive change to the language in this provision to
reflect the slightly revised definition of "Government agency" we propose in 8§ 652.5. We intend no
change in meaning with this proposed revision.

“Section 652.5 defines Government-sponsored agency as an agency, instrumentality, or corporation
chartered or establish to serve public purposes specified by the United States Congress but whose
obligations are not explicitly guaranteed by the full faith and credit of the United States, including but not
limited to any Government-sponsored enterprise. We propose a minor, technical change in this
definition.

"In light of the proposed changes to this provision, we propose to delete the § 652.35(d)(1) limitation. We
discuss that proposal below.

18Generally, the WAL is the average amount of time required for each dollar of invested principal to be
repaid, based on the cashflow structure of an ABS and an assumed level of prepayments. Nearly all ABS
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are priced and traded on the basis of their WAL, not their final maturity dates.
“See § 615.5140(a)(6).

“These limits are consistent with those recently proposed for the other System institutions. See 76 FR
51289, Aug. 18, 2011.

“See § 615.5140(a)(7).

“GICS was developed by Morgan Stanley Capital International and Standards and Poor's. The GICS is
an industry analysis framework for investment research portfolio management and asset allocation. The
GICS structure consists of 10 sectors, 24 industry groups, 68 industries, and 154 sub-industries. More
information can be found at www.mscibarra.com/products/indices/gics.

“76 FR 51289, Aug. 18, 2011.
“76 FR 35138, June 16, 2011.
“76 FR 51289, Aug. 18, 2011.

“For example, the OCC, the Federal Reserve, the FDIC, and the OTS issued an ANPRM at 75 FR 52283,
Aug. 25, 2010. The Federal Housing Finance Agency issued an ANPRM at 76 FR 5292, Jan. 31, 2011.

“In addition, existing 8 652.35(b), which we propose to renumber as § 652.20(c), provides that whenever
the obligor or issuer of an eligible investment is located outside the United States, the host country must
maintain the highest sovereign rating for political and economic stability by an NRSRO. The DFA
requires us to replace that NRSRO standard with an appropriate substitute. The following discussion also
applies to that provision.

*76 FR 35138, June 16, 2011.

“76 FR 51289, Aug. 18, 2011.

*We note that the other FCS institutions do not have an obligor limit for Government-sponsored agencies,
and no such limit is proposed in the recent NPRM. See § 615.5140(d)(1) of our regulations and 76 FR
51289, Aug. 18, 2011.

SlExisting 8 652.45(a)(1) pertains to the divestiture requirements of investments that became ineligible
when the divestiture regulation initially became effective in 2005. Because there is no longer a need for
these initial divestiture requirements, we propose to delete them.

32 . . e . "
These investments would no longer be considered "ineligible.

“In this context, "purchase" would include an acquisition such as a swap of one ineligible security for
another.

“We discussed this concept in our ANPRM at 75 FR 27953-27954.
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“As discussed above, proposed § 652.35(b)(10) would require that the LMMP be contained in Farmer
Mac's liquidity policy.

SGAIthough not specified in the rule, guidance must be focused on the avoidance of maturity
concentrations that would cause the Corporation to exceed the board's risk tolerance.

37"Principles for Sound Liquidity Risk Management and Supervision,” Basel Committee on Banking
Supervision, September 2008 (or successor document, in the future). This document can be found at
http://www.bis.org/publ/bcbs144.htm.

75 FR 13656, Mar. 22, 2010, and "Principles for Sound Liquidity Risk Management and Supervision,"
Basel Committee on Banking Supervision, www.bis.org/bcbs, respectively.

“As discussed above, proposed § 652.35(b)(1) would require that the CFP be contained in Farmer Mac's
liquidity policy.

“Days-of-liquidity is discussed below.

“Page 3 of “Basel I11: International Framework for Liquidity Risk Measurement, Standards and
Monitoring” Basel Committee on Banking Supervision, December 2010, www.bis.org/bcbs.

“The term “other borrowings” is used to make clear that all forms borrowing should be included even if
some do not technically take the form of debt, such as obligations under repurchase agreements.

43Page 12 of "Basel I1I: International Framework for Liquidity Risk Measurement, Standards and
Monitoring,” www.bis.org/bcbs.

“See Interagency Policy Statement, 75 FR 13658, 13664, Mar. 22, 2010.
“Section 652.20(c)(5).

“Information on Federal Reserve collateral margins can be found at www.frbdiscountwindow.org. Click
on the link to Collateral Margins Table.

“The reason we use the term “Level 1 qualifying instruments” is to make clear that if Farmer Mac holds
cash, Treasuries, and other Level 1 investments such that a portion of that Level 1 qualifying investment
volume exceeds the 30 calendar days required of Level-1 investment volume and therefore is available to
cover a portion of the 60-day Level 2 requirement, those Level 1 qualifying investments will not be
discounted at seven percent as all other Level 2 investments but rather at the applicable Level 1 discount.
This ensures equal discounting treatment regardless of whether Level 1 investments are applied to the
Level 1 or Level 2 requirement. It also removes the potential incentive for Farmer Mac to reduce the
proportion of higher liquidity assets that qualify as Level 1 instruments in excess of the Level 1 minimum
requirement that it might prefer to hold absent this regulatory structure.

“Page 9 of “Basel I11: International Framework for Liquidity Risk Measurement, Standards and
Monitoring,” December 2010, www.bis.org/bcbs.
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List of Subjects in 12 CFR Part 652

Agriculture, Banks, Banking, Capital, Investments, Rural areas.

For the reasons stated in the preamble, part 652 of chapter VI, title 12 of the Code of Federal
Regulations is proposed to be amended as follows:

PART 652--FEDERAL AGRICULTURAL MORTGAGE CORPORATION FUNDING AND
FISCAL AFFAIRS

1. Subpart A, consisting of 8§ 652.1 through 652.45, is revised to read as follows:

Subpart A--Investment Management

Sec.

652.1 Purpose.

652.2 Definitions.

652.10 Investment management.

652.15 Non-program investment purposes and limitation.

652.20 Eligible non-program investments.

652.25 Management of ineligible and unsuitable investments.
652.30 Interest rate risk management.

652.35 Liquidity management.

652.40 Liquidity reserve requirement and supplemental liquidity.
652.45 Temporary regulatory waivers or modifications for extraordinary situations.

Authority: Secs. 4.12,5.9,5.17, 8.11, 8.31, 8.32, 8.33, 8.34, 8.35, 8.36, 8.37, '8.41 of the Farm
Credit Act (12 U.S.C. 2183, 2243, 2252, 2279aa-11, 2279bb, 2279bb-1, 2279bb-2, 2279bb-3, 2279bb-4,
2279bb-5, 2279bb-6, 2279cc); sec. 514 of Pub. L. 102-552, 106 Stat. 4102; sec. 118 of Pub. L. 104-105,
110 Stat. 168; sec. 939A of Pub. L. 11-203, 124 Stat. 1326, 1887.

Subpart A--Investment Management

8 652.1 Purpose.

The purpose of this subpart is to ensure safety and soundness, continuity of funding, and
appropriate use of non-program investments considering the Federal Agricultural Mortgage Corporation’s
(Farmer Mac or Corporation) special status as a Government-sponsored enterprise (GSE). The subpart
contains requirements for Farmer Mac's board of directors to adopt policies covering the management of
non-program investments, funding and liquidity risk, and interest rate risk. The subpart also requires
Farmer Mac to comply with various reporting requirements.

§ 652.5 Definitions.

For purposes of this subpart, the following definitions will apply:

Affiliate means any entity established under authority granted to the Corporation under section
8.3(c)(14) of the Farm Credit Act of 1971, as amended.

Asset-backed securities (ABS) mean investment securities that provide for ownership of a
fractional undivided interest or collateral interests in specific assets of a trust that are sold and traded in
the capital markets. For the purposes of this subpart, ABS exclude mortgage securities that are defined
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below.

Cash means cash balances held at Federal Reserve Banks, proceeds from
traded-but-not-yet-settled debt, and the insured amount of balances held in deposit accounts at Federal
Deposit Insurance Corporation-insured banks.

Contingency Funding Plan (CEP) is described in § 652.35(e).

Eurodollar time deposit means a non-negotiable deposit denominated in United States dollars and
issued by an overseas branch of a United States bank or by a foreign bank outside the United States.

Farmer Mac, Corporation, you, or your means the Federal Agricultural Mortgage Corporation
and its affiliates.

FCA, our, us, or we means the Farm Credit Administration.

Final maturity means the last date on which the remaining principal amount of a security is due
and payable (matures) to the registered owner. It does not mean the call date, the expected average life,
the duration, or the weighted average maturity.

General obligations of a state or political subdivision mean:

(1) The full faith and credit obligations of a state, the District of Columbia, the Commonwealth
of Puerto Rico, a territory or possession of the United States, or a political subdivision thereof that
possesses general powers of taxation, including property taxation; or

(2) An obligation that is unconditionally guaranteed by an obligor possessing general powers of
taxation, including property taxation.

Government agency means the United States Government or an agency, instrumentality, or
corporation of the United States Government whose obligations are fully and explicitly insured or
guaranteed as to the timely repayment of principal and interest by the full faith and credit of the United
States Government.

Government-sponsored agency means an agency, instrumentality, or corporation chartered or
established to serve public purposes specified by the United States Congress but whose obligations are
not explicitly insured or guaranteed by the full faith and credit of the United States Government,
including but not limited to any Government-sponsored enterprise.

Liability Maturity Management Plan (LMMP) is described in § 652.35(d).

Liquidity reserve is described in § 652.40.

Long-Term Standby Purchase Commitment (LTSPC) is a commitment by Farmer Mac to
purchase specified eligible loans on one or more undetermined future dates. In consideration for Farmer
Mac's assumption of the credit risk on the specified loans underlying an LTSPC, Farmer Mac receives an
annual commitment fee on the outstanding balance of those loans in monthly installments based on the
outstanding balance of those loans.

Market risk means the risk to your financial condition because the value of your holdings may
decline if interest rates or market prices change. Exposure to market risk is measured by assessing the
effect of changing rates and prices on either the earnings or economic value of an individual instrument, a
portfolio, or the entire Corporation.

Maturing obligations mean maturing debt and other obligations that may be expected, such as
buyouts of LTSPCs or repurchases of agricultural mortgage securities.

Mortgage securities mean securities that are either:

(1) Pass-through securities or participation certificates that represent ownership of a fractional
undivided interest in a specified pool of residential (excluding home equity loans), multifamily or
commercial mortgages, or

(2) A multiclass security (including collateralized mortgage obligations and real estate mortgage
investment conduits) that is backed by a pool of residential, multifamily or commercial real estate
mortgages, pass-through mortgage securities, or other multiclass mortgage securities.

(3) This definition does not include agricultural mortgage-backed securities guaranteed by
Farmer Mac itself.

Nationally recognized statistical rating organization (NRSRO) means a rating organization that
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the Securities and Exchange Commission recognizes as an NRSRO.

Non-program investments mean investments other than those in:

(1) "Qualified loans" as defined in section 8.0(9) of the Farm Credit Act of 1971, as amended; or

(2) Securities collateralized by "qualified loans."

OSMO means FCA's Office of Secondary Market Oversight.

Program assets mean on-balance sheet "qualified loans" as defined in section 8.0(9) of the Farm
Credit Act of 1971, as amended.

Program obligations mean off-balance sheet "qualified loans" as defined in section 8.0(9) of the
Farm Credit Act of 1971, as amended.

Regulatory capital means your core capital plus an allowance for losses and guarantee claims, as
determined in accordance with generally accepted accounting principles.

Revenue bond means an obligation of a municipal government that finances a specific project or
enterprise, but it is not a full faith and credit obligation. The obligor pays a portion of the revenue
generated by the project or enterprise to the bondholders.

Weighted average life (WAL) means the average time until the investor receives the principal on
a security, weighted by the size of each principal payment and calculated under specified prepayment
assumptions.

8 652.10 Investment management.

(a) Responsibilities of the board of directors. Your board of directors must adopt written
policies for managing your non-program investment activities. Your board must also ensure that
management complies with these policies and that appropriate internal controls are in place to prevent
loss. At least annually, your board, or a designated committee of the board, must review and
affirmatively validate the sufficiency of these investment policies. Any changes to the policies must be
adopted by the board. You must report any changes to these policies to the OSMO within 10 business
days of adoption.

(b) Investment policies--general requirements. Your investment policies must address the
purposes and objectives of investments, risk tolerance, delegations of authority, internal controls, due
diligence, and reporting requirements. Furthermore, the policies must include reporting requirements and
approvals needed for exceptions to the board’s policies. Investment policies must be sufficiently detailed,
consistent with, and appropriate for the amounts, types, and risk characteristics of your investments. You
must document in the Corporation's records or minutes any analyses used in formulating your policies or
amendments to the policies.

(c) Investment policies--risk tolerance. Your investment policies must establish risk limits for
the various types, classes, and sectors of eligible investments. These policies must ensure that you
maintain prudent diversification of your investment portfolio and that your asset allocations and
investment portfolio strategies do not expose the Corporation's capital or earnings to excessive risk of
loss. Risk limits must be based on the Corporation's objectives, capital position, and risk tolerance. Your
policies must identify the types and quantity of investments that you will hold to achieve your objectives
and control credit, market, liquidity, and operational risks. Your policies must establish risk limits for the
following four types of risk:

(1) Credit risk. Your investment policies must establish:

(i) Credit quality standards, limits on counterparty risk, and risk diversification standards that
limit concentrations as follows: Concentration limits must be based on a single or related
counterparty(ies). Concentration limits must also be based on geographical area, industry sectors, or asset
classes or obligations with similar characteristics.

(ii) Criteria for selecting brokers, dealers, and investment bankers (collectively, securities firms).
You must buy and sell eligible investments with more than one securities firm. As part of your review of
your investment policies required under paragraph (a) of this section, your board of directors, or a
designated committee of the board, must review the criteria for selecting securities firms. Any changes to
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the criteria must be approved by the board. Also, as part of your review required under paragraph (a) of
this section, the board, or a designated committee of the board, must review existing relationships with
securities firms and determine whether to continue your relationships with them. Any changes to the
existing relationships with securities firms must be approved by the board.

(iii) Collateral margin requirements on repurchase agreements. You must regularly mark the
collateral to market and ensure appropriate controls are maintained over collateral held.

(2) Market risk. Your investment policies must set market risk limits for specific types of
investments and for the investment portfolio.

(3) Liquidity risk. Your investment policies must describe the liquidity characteristics of eligible
investments that you will hold to meet your liquidity needs and the Corporation's objectives.

(4) Operational risk. Investment policies must address operational risks, including delegations
of authority and internal controls in accordance with paragraphs (d) and (e) of this section.

(d) Delegation of authority. All delegations of authority to specified personnel or committees
must state the extent of management's authority and responsibilities for investments.

(e) Internal controls. You must:

(1) Establish appropriate internal controls to detect and prevent loss, fraud, embezzlement,
conflicts of interest, and unauthorized investments.

(2) Establish and maintain a separation of duties and supervision between personnel who execute
investment transactions and personnel who post accounting entries, reconcile trade confirmations, report
compliance with investment policy, and approve, revalue, and oversee investments.

(3) Maintain records and management information systems that are appropriate for the level and
complexity of your investment activities.

(4) Implement an effective internal audit program to review, at least annually, your investment
controls, processes, and compliance with FCA regulations and other regulatory guidance. Your internal
audit program must specifically include a review of your process for ensuring all investments are eligible
and suitable for purchase under your board's investment policies.

(F) Due diligence.

(1) Pre-purchase analysis.

(i) Objective, eligibility, and suitability. Before you purchase an investment, you must
document your investment objective. In addition, you must conduct sufficient due diligence to determine
whether the investment is eligible under § 652.20 and suitable under your board-approved investment
policies, and you must document the investment's eligibility and suitability. Your investment policies
must fully address the extent of pre-purchase analysis that management must perform for various types,
classes, and structure of investments.

(ii) Valuation. Prior to purchase, you must verify the value of the investment (unless it is a new
issue) with a source that is independent of the broker, dealer, counterparty or other intermediary to the
transaction.

(iii) Risk assessment. You must document your risk assessment of each investment. Your risk
assessment must at a minimum include an evaluation of:

(A) Credit risk. As applicable, you must consider the nature and type of underlying collateral,
credit enhancements, complexity of the structure, and any other available indicators of the risk of default.
(B) Market risk. You must consider how various market stress scenarios including, at a

minimum, potential changes in interest rates and market conditions (such as changes in market
perceptions of creditworthiness), are likely to affect the cash flow and price of the instrument, using
reasonable and appropriate methodologies for stress testing for the type or class of instrument to ensure
the investment complies with risk limits established in your investment and interest rate risk policies.

(C) Liquidity risk. Your evaluation of liquidity risk must consider the investment structure, depth
of the market, and ability to liquidate the position under a variety of economic scenarios and market
conditions.

(2) Monthly fair value determination. At least monthly, you must determine the fair market
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value of each investment in your portfolio and the fair market value of your whole investment portfolio.

(3) Quarterly stress testing.

(i) You must stress test your entire investment portfolio on a quarterly basis. If your portfolio
risk exceeds your investment policy limits, you must develop a plan to reduce risk and comply with your
investment policy limits.

(if) Your stress tests must be comprehensive and appropriate for the risk profile of your
investment portfolio and the Corporation. At a minimum, the stress tests must consider how potential
changes in interest rates and market conditions (including market perceptions of creditworthiness) are
likely to affect the cash flow and price of the instrument. The methodology that you use to analyze
investment securities must be appropriate for the complexity, structure, and cash flows of the investments
in your portfolio. The stress tests must enable you to determine that your investment securities, either
individually or on a portfolio-wide basis, do not expose your capital, earnings, or liquidity to excessive
risks. You must rely to the maximum extent practicable on verifiable information to support all your
assumptions, including prepayment and interest rate volatility assumptions, when you apply your stress
tests. Your assumptions must be conservative and you must document the basis for all assumptions that
you use to evaluate the security and its underlying collateral. You must also document all subsequent
changes in your assumptions.

(4) Presale value verification. Before you sell an investment, you must verify its value with a
source that is independent of the broker, dealer, counterparty, or other intermediary to the transaction.

(g) Reports to the board of directors. At least quarterly, executive management must report on
the following to the board of directors or a designated committee of the board:

(1) Plans and strategies for achieving the board's objectives for the investment portfolio;

(2) Whether the investment portfolio effectively achieves the board's objectives;

(3) The current composition, quality, and liquidity profile of the investment portfolio;

(4) The performance of each class of investments and the entire investment portfolio, including
all gains and losses that you incurred during the quarter on individual securities that you sold before
maturity and why they were liquidated;

(5) Potential risk exposure to changes in market interest rates as identified through quarterly
stress testing and any other factors that may affect the value of your investment holdings;

(6) How investments affect your capital, earnings, and overall financial condition;

(7) Any deviations from the board's policies. These deviations must be formally approved by the
board of directors.

8 652.15 Non-program investment purposes and limitation.

(a) Farmer Mac is authorized to hold eligible non-program investments listed under § 652.20 for
the purposes of enterprise risk management, including complying with the interest rate risk requirements
in § 652.30 and the liquidity requirements in § 652.40; managing surplus short-term funds; and
complementing program business activities.

(b) Non-program investments cannot exceed 35 percent of program assets and program
obligations, excluding qualifying securities that are both guaranteed by the United States Department of
Agriculture and included as a potential source of supplemental liquidity in § 652.40(d). When calculating
the total amount of non-program investments under this section, exclude investments pledged to meet
margin requirements on derivative transactions.

8 652.20 Eligible non-program investments.

(a) You may purchase only the investments that satisfy the eligibility criteria in this section. An
investment that does not satisfy the eligibility criteria at the time of purchase is not eligible for purchase
and is subject to the requirements of § 652.20(a) if purchased. An investment that satisfies the eligibility
criteria at the time of purchase but subsequently fails to satisfy the eligibility criteria is subject to the
requirements of § 652.25(b).
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ASSET CLASS

FINAL
MATURITY
LIMIT

NRSRO ISSUE OR ISSUER
CREDIT RATING
REQUIREMENT

OTHER
REQUIREM
ENTS

MAXIMUM
PERCENTA
GE OF
TOTAL
NON-
PROGRAM
INVESTMEN
T
PORTFOLIO

1) Obligations of
the United  States

Obligations
(except mortgage
securities) fully
insured or
guaranteed by a
Government
agency.

None

NA

None

None

(2) Obligations of
Government-spo
nsored agencies

Government-spon
sored agency
securities (except
mortgage
securities).

Other obligations
(except mortgage
securities) fully
insured or
guaranteed by
Government-spon
sored agencies.

None

NA

Senior debt
securities only

None

3) Municipal
Securities

General
obligations

10 years

One of the two highest.

None

15%

Revenue
bonds

10 years

Highest

None

15%

(4) International and
Multilateral
Development
Bank Obligations

10 years

None

The United
States must be
a voting
shareholder.

15%

(5) Money
Market Instruments

Federal funds

1 day or
continuously
callable up to 100
days

One of the two highest
short-term.

None

None

Negotiable
certificates of deposit

1 year

One of the two highest
short-term.

None

None
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Bankers

collateralized by
eligible investments or
marketable securities
rated in the highest
credit rating category
by an NRSRO.

None One of the two highest Issued by a None
acceptances -
short-term. depository
institution.
Erlme 270 days Highest short-term. None None
commercial paper
Non-callable ; o
term Eederal funds and 100 days Highest short-term. None 20%
Eurodollar time
deposits.
Master notes 270 days Highest short-term. None 20%
Repurchase 100 days NA None
agreements

Note: You must also comply with requirements of paragraphs (b), (c), and (d) of this section. "NA" means not applicable.

FINAL NRSRO ISSUE OR ISSUER OTHER MAXIMUM
MATURITY CREDIT RATING REQUIREME PERCENTA
ASSET CLASS LIMIT REQUIREMENT NTS GE OF
TOTAL
NON-
PROGRAM
INVESTMEN
T
PORTFOLIO
(6) Mortgage
Securities
Fully insured or
None NA None

guaranteed by a

Government agency.

' None One of the two highest. 50%

Government-sponsored

agency mortgage

securities.

Secu_rltles that None Highest Senior-most 10%

are not fully insured or o

fully guaranteed by a position only

Government agency or

Government- sponsored

agency and that comply

with 15 U.S.C. 77d(5)

or 15 U.S.C. 78c(a)(41).

(7) Asset-Backed None Highest Maximum of 15% in total,
Securities secured 5-year WAL for and no more
by: fixed rate or than 5% of any

Credit card floating rate single
receivables ABS at their collateral type.
Automobile contractual
loans interest rate
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Home equity
loans

Wholesale
automobile dealer loans

Student loans

caps.

Maximum of
7-year WAL for
floating rate

Equipment ABS_that
loans remain below
Manufactured tcr:)e;:trr actual
housing loans interest rate
caps.
(8) Corporate 5 years One of the highest two for Senior debt 20% in total,
Debt Securities maturities greater than 3 years, securities only. and no more
and one of the highest three for than 10% in
maturities of three years or less. any one of the
Cannot be 10 industry
convertible to sectors as
equity defined by the
securities. Global
Industry
Classification
Standard
(GICS)
(9) Diversified NA NA Open-end funds | 50% in total.

Investment Funds

Shares of an
investment
company
registered under
section 8 of the
Investment
Company Act of
1940.

only

The portfolio of
the investment
company must
consist solely of
eligible
investments
authorized by
this section.

The investment
company’s risk
and return
objectives and
use of
derivatives
must be
consistent with
FCA guidance
and your
investment
policies.

No more than
10% in any
single fund;
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(b) Denomination. All investments must be denominated in United States dollars.

(c) Rating of foreign countries. Whenever the obligor or issuer of an eligible investment is
located outside the United States, the host country must maintain the highest sovereign rating for political
and economic stability by an NRSRO.

(d) Obligor limits.

(1) You may not invest more than 15 percent of your regulatory capital in eligible investments
issued by any single entity, issuer or obligor, except that there are no obligor limits on obligations
(including mortgage securities) that are issued or guaranteed as to principal and interest by Government
agencies or Government-sponsored agencies.

(2) Obligor limits for your holdings in an investment company. You must count securities that
you hold through an investment company toward the obligor limits of this section unless the investment
company's holdings of the security of any one issuer do not exceed 5 percent of the investment company's
total portfolio.

(e) Other investments approved by the FCA.

(1) You may purchase and hold other non-program investments only with our prior written
approval. Your request for our approval must explain the risk characteristics of the investment and your
purpose and objectives for making the investment.

8 652.25 Management of ineligible and unsuitable investments.

(a) Investments ineligible when purchased. Investments that do not satisfy the eligibility criteria
set forth in § 652.20 at the time of purchase are ineligible. You may not purchase ineligible investments.
If you determine that you have purchased an ineligible investment, you must notify the OSMO promptly
after such determination and must divest of the investment no later than 60 calendar days after the
determination unless we approve, in writing, a plan that authorizes you to divest of the investment over a
longer period of time.

(b) Investments that no longer satisfy eligibility criteria or are unsuitable. If an investment (that
satisfied the eligibility criteria set forth in § 652.20 when purchased) no longer satisfies the eligibility
criteria, or if an investment is unsuitable under your board’s policy, you must notify the OSMO promptly.

(c) Requirements for investments that are ineligible, no longer satisfy eligibility criteria, or are
unsuitable.

(1) Reporting requirements. Each quarter, you must report to the OSMO and your board on the
status of investments identified in paragraph (a) or (b). Your report must demonstrate the impact that
these investments may have on the Corporation’s capital, earnings, and liquidity position. Additionally,
the report must address how the Corporation plans to reduce its risk exposure from these investments or
exit the position(s).

(2) Other requirements. Investments identified in paragraph (a) or (b) may not be used to fund
your liquidity reserve or supplemental liquidity required under § 652.40. These investments must
continue to be included the investment portfolio limit established in § 652.15(b).

(d) Reservation of authority. FCA retains the authority to require you to divest of any
investment at any time for safety and soundness reasons. The timeframe set by FCA for such required
divestiture will consider the expected loss on the transaction (or transactions) and the impact on the
Corporation’s financial condition and performance.

8 652.30 Interest rate risk management.

() The board of directors of Farmer Mac must provide effective oversight (direction, controls,
and supervision) of interest rate risk management and must be knowledgeable of the nature and level of
interest rate risk taken by Farmer Mac.

(b) The board of directors of Farmer Mac must adopt an interest rate risk management policy that
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establishes appropriate interest rate risk exposure limits based on the Corporation's risk-bearing capacity
and reporting requirements in accordance with paragraphs (c) and (d) of this section. At least annually,
the board of directors, or a designated committee of the board, must review the policy. Any changes to
the policy must be approved by the board of directors. You must report any changes to the policy to the
OSMO within 10 business days of adoption.

(c) The interest rate risk management policy must, at a minimum:

(1) Address the purpose and objectives of interest rate risk management;

(2) Identify the causes of interest rate risk and set appropriate quantitative limits consistent with a
clearly articulated board risk tolerance;

(3) Require management to establish and implement comprehensive procedures to measure the
potential impact of these risks on the Corporation's projected earnings and market values by conducting
interest rate stress tests and simulations of multiple economic scenarios at least quarterly. Your stress
tests must gauge how interest rate fluctuations affect the Corporation's capital, earnings, and liquidity
position. The methodology that you use must be appropriate for the complexity of the structure and cash
flows of your on- and off-balance sheet positions, including the nature and purpose of derivative
contracts, and establish counterparty risk thresholds and limits for derivatives. It must also ensure an
appropriate level of consistency with the stress-test scenarios considered under § 652.10(f)(3).
Assumptions applied in stress tests must be conservative and, to the maximum extent practicable, must
rely on verifiable information. You must document the basis for all assumptions that you use.

(4) Describe and authorize management to implement actions needed to achieve Farmer Mac's
desired risk management objectives;

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

(6) ldentify exception parameters and approvals needed for any exceptions to the policy's
requirements;

(7) Describe delegations of authority; and,

(8) Describe reporting requirements, including exceptions to policy limits.

(d) At least quarterly, management must report to the Corporation's board of directors, or a
designated committee of the board, describing the nature and level of interest rate risk exposure. Any
deviations from the board's policy on interest rate risk must be specifically identified in the report and
approved by the board, or a designated committee of the board.

8 652.35 Liquidity management.

(a) Liquidity policy--board responsibilities. Farmer Mac's board of directors must adopt a
liquidity policy, which may be integrated into a comprehensive asset-liability management or
enterprise-wide risk management policy. The risk tolerance embodied in the liquidity policy must be
consistent with the investment management policies required by § 652.10 of this part. The board must
ensure that management uses adequate internal controls to ensure compliance with its liquidity policy. At
least annually, the board of directors or a designated committee of the board must review and
affirmatively validate the sufficiency of the liquidity policy. The board of directors must approve any
changes to the policy. You must provide a copy of the revised liquidity policy to the OSMO within 10
business days of adoption.

(b) Policy content. Your liquidity policy must contain at a minimum the following:

(1) The purpose and objectives of liquidity reserves;

(2) A listing of specific asset classes and characteristics that can be used to meet liquidity
objectives;

(3) Diversification requirements for your liquidity reserve portfolio;

(4) Maturity limits and credit quality standards for non-program investments used to meet the
minimum liquidity requirements of § 652.40 (d);

(5) The minimum and target (or optimum) amounts of liquidity that the board has established for
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Farmer Mac, expressed in days of maturing obligations;

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

(7) Exception parameters and post approvals needed with respect to the liquidity reserve;

(8) Delegations of authority pertaining to the liquidity reserve;

(9) Reporting requirements which must comply with the requirements under paragraph (c) of this
section;

(10) A liability maturity management plan (LMMP), as described in § 652.35(d); and,

(11) A contingency funding plan (CFP), as described in § 652.35(e).

(c) Reporting requirements.

(1) Board reporting.

(i) Periodic. At least quarterly, Farmer Mac's management must report to the Corporation's
board of directors or a designated committee of the board describing, at a minimum, the status of the
Corporation's compliance with board policy and the performance of the liquidity reserve portfolio.

(ii) Special. Management must report any deviation from the bank’s liquidity policy, or failure
to meet the board’s liquidity targets immediately to the board.

(2) OSMO reporting. Farmer Mac must report, in writing, to the OSMO no later than the next
business day following the discovery of any breach of the minimum liquidity reserve requirement at §
652.40.

(d) Liability maturity management plan. Your board must adopt a LMMP that establishes a
funding strategy that provides for effective diversification of the sources and tenors of funding. The
LMMP must:

(1) Include targets of acceptable ranges of the proportion of debt issuances maturing within
specific time periods;

(2) Reflect the board’s liquidity risk tolerance; and

(3) Consider components of the Corporation’s funding strategy that offset, or contribute to,
liquidity risk.

(e) Contingency funding plan.

(1) General. Farmer Mac must have a CFP to ensure sources of liquidity are sufficient to fund
normal operating requirements under a variety of stress events described in paragraph (e)(3)(iv) of this
section.

(2) CEP requirements. The board of directors must review and approve the CFP at least once
each year and must make adjustments to reflect changes in the results of stress tests, the Corporation’s
risk profile, and market conditions. Under the CFP, Farmer Mac must maintain unencumbered and highly
marketable assets as described in paragraphs (b) and (c) of § 652.40 in its liquidity reserve sufficient to
meet its liquidity needs based on estimated cash inflows and outflows for a 30-day time horizon under a
stress scenario that is sufficiently acute as to be consistent with the level of the board’s risk tolerance.

(3) The CFP must:

(i) Be customized to the financial condition and liquidity risk profile of Farmer Mac, the board’s
liquidity risk tolerance, and the Corporation’s business model;

(ii) Identify funding alternatives that can be implemented as access to funding is
reduced,;

(iii) Establish a process for managing events that imperil Farmer Mac's liquidity. The
process must assign appropriate personnel and executable action plans to implement the CFP;
and,

(iv) Require periodic stress testing that analyzes the possible impacts on Farmer Mac’s
cash flows, liquidity position, profitability, and solvency for a wide variety of stress scenarios.
Stress scenarios must be established and defined by the board and consistent with those applied
in other areas of the Corporation’s risk analysis. Assumptions applied must be conservative and
their basis documented. The stress scenarios must be at a level of severity consistent with the
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board’s risk tolerance and include scenarios such as market disruptions; rapid increase in
contractually required loan purchases; unexpected requirements to fund commitments or
revolving lines of credit or to fulfill guarantee obligations; difficulties in renewing or replacing
funding with desired terms and structures; requirements to pledge collateral with counterparties;
or reduced access to debt markets as a result of asset quality deterioration (including both
program assets and non-program assets). FCA may, at its discretion, require certain specific
stress scenarios in response to changes in market and economic outlooks.

8 652.40 Liquidity reserve requirement and supplemental liquidity.

(a) General. Farmer Mac must maintain a liquidity reserve in accordance with paragraph (d) of
this section sufficient to fund 90 days of the principal portion of maturing obligations and other
borrowings at all times. The liquidity reserve must be comprised only of cash and investments, eligible
under 8 652.20, that are specified under paragraph (d) of this section. Farmer Mac must also maintain
supplemental liquidity as required by paragraph (d) of this section. Supplemental liquidity must be
comprised of cash, investments that are eligible under § 652.20, and qualifying securities backed by
Farmer Mac program assets (loans) as specified in paragraph (d) of this section. Investments and
qualifying securities comprising the liquidity reserve and supplemental liquidity must be discounted in
accordance with paragraph (e) of this section.

(b) Unencumbered. All investments and qualifying securities held for the purpose of
meeting the liquidity reserve and supplemental liquidity requirements of this section must be
unencumbered, meaning free of lien, not pledged either explicitly or implicitly in any way to
secure, collateralize, or enhance the credit of any transaction, and not held as a hedge against
any other exposure.

(c) Highly marketable. All investments that Farmer Mac holds for the purpose of
meeting the liquidity reserve minimum requirements of this section must be highly marketable.

For purposes of this section, an investment is highly marketable if it possesses the following
characteristics:

(1) Itis easily and immediately convertible to cash with little or no loss in value;

(2) It has low credit and market risk;

(3) It has ease and certainty of valuation; and

(4) Except for money market instruments, it is listed on a developed and recognized
exchange market and is able to be sold or converted to cash through repurchase agreements in
active and sizable markets.

(e) Composition of liquidity reserve and supplemental liquidity. Farmer Mac must
continuously maintain Level 1 and Level 2 investments described in the table below sufficient
to meet the 90-day minimum liquidity requirement in paragraph (a) of this section. Farmer Mac
must also maintain supplemental liquidity as required by the table below.

Level 1 Investments: Instruments used to - Cash.

fund obligations maturing in calendar days - Treasury securities.

1 through 30. - Other Government agency obligations.

At least 15 days of the Level 1 requirement - Government-sponsored agency securities

must be comprised of cash or instruments (excluding mortgage securities) that mature

with remaining maturities of less than 3 within 60 days.

years. - Diversified Investment Funds comprised
exclusively of Level 1 instruments.

Level 2 Investments: Instruments used to - Additional amounts of Level 1 Instruments,

fund obligations maturing in calendar days - Government-sponsored agency securities

31 through 90. (excluding mortgage securities) with maturities
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exceeding 60 days

Government-sponsored agency mortgage
securities (excluding Farmer Mac securities).
Money Market instruments maturing within 90
days.

Diversified Investment Funds comprised of
Level 1 or 2 instruments.

Supplemental Liquidity: - Eligible investments under § 652.20.

Assets to fund obligations maturing after 90 - Qualifying securities backed by Farmer Mac
calendar days in an amount necessary to program assets (loans) guaranteed by the United
meet board liquidity policy in accordance States Department of Agriculture (excluding the
with § 652.35. portion that would be necessary to satisfy

obligations to creditors and equity holders in
Farmer Mac Il LLC).

(e) Discounts. The liquid assets of the liquidity reserve and supplemental liquidity are
discounted as follows:

(1) Multiply cash and overnight investments by 100 percent;

(2) Multiply Treasury securities by 97 percent of the market value;

(3) Multiply all other Level 1 qualifying instruments by 95 percent of their market
value, even if some of these instruments are counted toward the Level 2 liquidity reserve
requirements due to a surplus of Level 1 qualifying instruments over the Level 1 liquidity
reserve requirements.

(4) Multiply all Level 2 Instruments by 93 percent of the market value, except the
volume of Level 1 qualifying instruments that exceeds the Level 1 liquidity reserve requirement
and is therefore applied to the Level 2 liquidity reserve requirement, as described in paragraph
(e)(3) of this section; and

(5) Multiply all other investments held for supplemental liquidity by 85 percent of
market value, except:

(i) The volume of Level 1 qualifying instruments that exceeds the Level 1 or Level 2
liquidity reserve requirements, as described in paragraph (e)(3) of this section; and

(ii) The volume of Level 2 qualifying instruments that exceeds the Level 2 liquidity
reserve requirements, as described in paragraph (e)(4) of this section; and,

(iii) Multiply securities backed by Farmer Mac program assets (loans) guaranteed by
the United States Department of Agriculture as described in section 8.0(9)(B) of the Act by 75
percent.

(F) Reservation of authority. FCA reserves the right, on a case-by-case basis, to require Farmer
Mac to adjust its treatment of instruments (assets) in its liquidity reserve and supplemental liquidity so
that it has liquidity that is sufficient and commensurate for the risks its faces. This reservation of
authority enables FCA to respond to adverse financial, economic, or market conditions by requiring
Farmer Mac, on a case-by-case basis, to:

(1) Increase the discounts specified in paragraph (e) of this section that are applied to any
individual security or any class of securities due to changes in market conditions or marketability of such
securities;

(2) Shift individual or multiple securities from one level of the liquidity reserve to another, or
between one of the levels of the liquidity reserve and supplemental liquidity based on the performance of
such asset(s), or based on financial, economic, or market conditions affecting the liquidity and solvency
of Farmer Mac;

(3) Change portfolio concentration limits in § 652.20(a); or

(4) Take any other action that the Farm Credit Administration deems necessary to ensure that
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Farmer Mac has sufficient liquidity to meet its financial obligations as they come due.

8 652.45 Temporary requlatory waivers or modifications for extraordinary situations.

Whenever the FCA determines that an extraordinary situation exists that necessitates a temporary
regulatory waiver or modification, the FCA may, in its sole discretion:

(a) Modify or waive the minimum liquidity reserve requirement in § 652.40 of this subpart;

(b) Modify the amount, qualities, and types of eligible investments that you are authorized to
hold pursuant to 8 652.20 of this subpart; and/or

(c) Take other actions as deemed appropriate.

Dated: November 10, 2011

Dale L. Aultman,

Secretary,
Farm Credit Administration Board.
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