AUTHENTICATED
U.S. GOVERNMENT
INFORMATION

GPO

Federal Housing Finance Agency

the over-the-counter derivative con-
tract at termination (standard Inter-
national Swaps and Derivatives Asso-
ciation, Inc. language relative to early
termination pricing and methodology
may be used to satisfy this require-
ment); and

(iv) A requirement that the Bank’s
consent be obtained prior to the trans-
fer of an agreement or contract by a
counterparty.
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§1268.1 Definitions.

As used in this part:

Affiliate means any business entity
that controls, is controlled by, or is
under common control with, a member.

AMA investment grade means a deter-
mination made by the Bank with re-
spect to an asset or pool, based on doc-
umented analysis, including consider-
ation of applicable insurance, credit
enhancements, and other sources for
repayment on the asset or pool, that
the Bank has a high degree of con-
fidence that it will be paid principal
and interest in all material respects,
even under reasonably likely adverse
changes to expected economic condi-
tions.

AMA product means a structure that
is defined by a specific set of terms and
conditions that comply with this part
1268 and that is established by a Bank
for purposes of governing the Bank’s
purchase of AMA-eligible loans.

AMA program means a Bank-estab-
lished program to buy mortgage loans
that meet the requirements of this

§1268.3

part, which may comprise multiple
AMA products.

Expected losses means the loss on the
asset or pool given the expected future
economic and market conditions in the
model or methodology used by the
Bank under §1268.5 and applicable to an
AMA product.

Participating financial institution
means a member or housing associate
of a Bank that is authorized to sell,
credit enhance, or service mortgage
loans to or for its own Bank through an
AMA program, or a member or housing
associate of another Bank that has
been authorized to sell, credit enhance,
or service mortgage loans to or for the
other Bank pursuant to an agreement
between the Bank acquiring the AMA
product and the Bank of which the sell-
ing institution is a member or housing
associate.

Pool means a group of loans acquired
under one or more loan funding com-
mitments, contractual agreements, or
similar arrangements.

Qualified insurer means an insurer
that a Bank approves in accordance
with §1268.5(e)(1) to provide any form of
mortgage insurance coverage on assets
and pools purchased under an AMA
program.

Residential real property has the
meaning set forth in §1266.1 of this
chapter.

§1268.2 Authorization for acquired
member assets.

(a) General. Each Bank is authorized
to invest in assets that qualify as
AMA, subject to the requirements of
this part and part 1272 of this chapter.

(b) Grandfathered transactions. Not-
withstanding paragraph (a), a Bank
may continue to hold as AMA assets
that were previously authorized by the
Federal Housing Finance Board or
FHFA for purchase as AMA, provided
that the assets were purchased, and
continue to be held, in compliance with
that authorization.

§1268.3 Asset requirement.

Assets that qualify as AMA shall be
limited to the following:

(a) Whole loans that are eligible to
secure advances under §1266.7(a)(1)(1),

(a)(2)(i), (a)(4), or (b)(1) of this chap-
ter, excluding:
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§1268.4

(1) Single-family mortgage loans
where the loan amount exceeds the
limits established pursuant to 12 U.S.C.
1717(b)(2), unless the loan is guaranteed
or insured by an agency or department
of the U.S. government, in which case
the limits in 12 U.S.C. 1717(b)(2) do not
apply; and

(2) Loans made to an entity, or se-
cured by property, not located in a
state;

(b) Whole loans secured by manufac-
tured housing, regardless of whether
such housing qualifies as residential
real property under applicable state
law;

(c) State and local housing finance
agency bonds; or

(d) Certificates representing interests
in whole loans if:

(1) The loans qualify as AMA under
paragraphs (a) or (b) of this section and
meet the nexus requirement of §1268.4;
and

(2) The certificates:

(i) Meet the credit enhancement re-
quirements of §1268.5;

(i1) Are issued pursuant to an agree-
ment between the Bank and a partici-
pating financial institution to share
risks consistent with the requirements
of this part; and

(iii) Are acquired substantially by
the initiating Bank or Banks.

§1268.4 Member or housing associate
nexus requirement.

(a) General provision. To qualify as
AMA, any assets described in §1268.3
must be acquired in a purchase or fund-
ing transaction only from:

(1) A participating financial institu-
tion, provided that the asset was:

(i) Originated or issued by, through,
or on behalf of the participating finan-
cial institution, or an affiliate thereof;
or

(ii) Held for a valid business purpose
by the participating financial institu-
tion, or an affiliate thereof, prior to ac-
quisition by the Bank; or

(2) Another Bank, provided that the
asset was originally acquired by the
selling Bank consistent with this sec-
tion.

(b) Special provision for housing fi-
nance agency bonds. In the case of hous-
ing finance agency bonds acquired by a
Bank from a housing associate located
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in the district of another Bank (local
Bank), the arrangement required by
the definition of ‘“‘participating finan-
cial institution’ in §1268.1 between the
acquiring Bank and the local Bank
may be reached in accordance with the
following process:

(1) The housing finance agency shall
first offer the local Bank right of first
refusal to purchase, or negotiate the
terms of, its proposed bond offering;

(2) If the local Bank indicates, within
three business days, it will negotiate in
good faith to purchase the bonds, the
housing finance agency may not offer
to sell or negotiate the terms of a pur-
chase with another Bank; and

(3) If the local Bank declines the
offer, or has failed to respond within
three business days, the acquiring
Bank will be considered to have an ar-
rangement with the local Bank for pur-
poses of this section and may offer to
buy or negotiate the terms of a bond
sale with the housing finance agency.

§1268.5 Credit risk-sharing require-
ment.

(a) General credit risk-sharing require-
ment. For each AMA product, the Bank
shall implement and have in place at
all times, a credit risk-sharing struc-
ture that:

(1) Requires a participating financial
institution to provide the credit en-
hancement necessary to enhance an el-
igible asset or pool to the credit qual-
ity specified by the terms and condi-
tions of the AMA product, provided,
however, that such credit enhancement
results in the eligible asset or pool
being at least AMA investment grade,
as defined in §1268.1; and

(2) Meets the requirements of this
section.

(b) Determination of mnecessary credit
enhancement. (1) No later than 30 cal-
endar days after the purchase of the
asset or after a pool closes, the Bank
shall determine the total credit en-
hancement necessary to enhance the
asset or pool to at least AMA invest-
ment grade and to be consistent with
the terms and conditions of a specific
AMA product. The enhancement shall
be for the life of the asset or pool. The
Bank shall make this determination
for each AMA product using a model
and methodology that the Bank deems
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appropriate, subject to paragraph (f) of
this section.

(2) A Bank shall document its basis
for concluding that the contractual
credit enhancement required from each
participating financial institution with
regard to a particular asset or pool will
equal or exceed the credit enhance-
ment level specified in the terms and
conditions of the AMA product and de-
termined in accordance with paragraph
(b)(1) of this section.

(c) Credit risk-sharing structure. Under
any credit risk-sharing structure, the
credit enhancement provided by the
participating financial institution
shall at all times meet the following
requirements:

(1) The participating financial insti-
tution that is providing the credit en-
hancement required under this para-
graph (c) shall in all cases:

(i) Bear the direct economic con-
sequences of actual credit losses on the
asset or pool:

(A) From the first dollar of loss up to
the amount of expected losses; or

(B) Immediately following expected
losses, but in an amount equal to or ex-
ceeding the amount of expected losses;
and

(ii) Fully secure its direct credit en-
hancement obligation in accordance
with §1266.7; and

(2) The participating financial insti-
tution also may provide all or a por-
tion of the credit enhancement, with
the approval of the Bank, by:

(i) Contracting with an insurance af-
filiate of that participating financial
institution to provide an enhancement,
but only where such insurance is posi-
tioned in the credit risk-sharing struc-
ture so as to cover only losses remain-
ing after the participating financial in-
stitution has borne losses as required
under paragraph (c)(1)(i) of this sec-
tion;

(ii) Purchasing loan-level insurance
only where:

(A) The participating financial insti-
tution is legally obligated at all times
to maintain such insurance with a
qualified insurer; and

(B) Such insurance is positioned in
the credit enhancement structure so as
to cover only losses remaining after
the participating financial institution

§1268.5

has borne losses as required under
paragraph (c)(1)(i) of this section;

(iii) Purchasing pool-level insurance
only where:

(A) The participating financial insti-
tution is legally obligated at all times
to maintain such insurance with a
qualified insurer;

(B) Such insurance insures that por-
tion of the required credit enhance-
ment attributable to the geographic
concentration and size of the pool; and

(C) Such insurance is positioned last
in the credit enhancement structure so
as to cover only those losses remaining
after all other elements of the credit
enhancement structure have been ex-
hausted;

(iv) Contracting with another partici-
pating financial institution in the
Bank’s district to provide a credit en-
hancement consistent with this sec-
tion, in return for compensation; or

(v) Contracting with a participating
financial institution in another Bank’s
district, pursuant to an arrangement
between the two Banks, to provide a
credit enhancement consistent with
this section, in return for compensa-
tion.

(d) Loans guaranteed or insured by a
department or agency of the U.S. govern-
ment. Instead of the structure set forth
in paragraph (c) of this section, a par-
ticipating financial institution also
may provide the required credit en-
hancement through loan-level insur-
ance that is issued by an agency or de-
partment of the U.S. government or is
a guarantee from an agency or depart-
ment of the U.S. government, provided
that the government insurance or
guarantee remains in place for as long
as the Bank owns the loan.

(e) Qualified insurers. (1) Within one
year of January 18, 2017, each Bank
must develop, and subsequently main-
tain, written financial and operational
standards that an insurer must meet
for the Bank to approve it as a quali-
fied insurer. A Bank shall review quali-
fied insurers at least once every two
years to determine whether they still
meet the financial and operational
standards set by the Bank. A Bank
may delegate responsibility for devel-
opment of these standards and ap-
proval of qualified insurers to another
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§1268.6

Bank or group of Banks pursuant to
§1268.8.

(2) Only qualified insurers may pro-
vide private loan insurance on AMA el-
igible assets or the loan or pool insur-
ance allowed as part of the credit en-
hancement structure for AMA products
under paragraphs (c)(2)(ii) or (iii) of
this section.

(f) Appropriate methodology for calcu-
lating credit enhancement. A Bank shall
use a model and methodology for esti-
mating the amount of credit enhance-
ment for an asset or pool. A Bank shall
provide to FHF A upon request informa-
tion about the model and methodology,
including and without limitation re-
sults of any model runs and the results
of any tests of the model performed by
the Bank. FHFA reserves the right to
direct a Bank to make changes to its
model and methodology, and a Bank
promptly shall institute any such
FHFA-directed changes.

§1268.6 Servicing of AMA loans.

(a) Servicing of AMA loans may be
performed by or transferred to any in-
stitution, including an institution that
is not a member of the Bank System,
provided that the loans, after such
transfer, continue to meet all require-
ments to qualify as AMA under
§§1268.3, 1268.4, and 1268.5.

(b) The transfer of mortgage serv-
icing rights and responsibilities must
be approved by the Bank or Banks that
own the loan or a participation inter-
est in the loan.

(c) A Bank shall have in place poli-
cies and procedures to ensure that the
transfer of mortgage servicing rights
does not negatively affect the credit
enhancement on the loans in question
or substantially increase the Bank’s
exposure to the credit risk for the asset
or pool.

§1268.7 Reporting requirements for

acquired member assets.

Each Bank shall report information
related to AMA in accordance with the
instructions provided in the Data Re-
porting Manual issued by FHFA, as
amended from time to time.

12 CFR Ch. XII (1-1-25 Edition)

§1268.8 Administrative transactions
and agreements between Banks.

(a) Delegation of administrative duties.
A Bank may delegate the administra-
tion of an AMA program to another
Bank whose administrative office has
been examined and approved by FHFA,
or previously examined and approved
by the Federal Housing Finance Board,
to process AMA transactions. The ex-
istence of such a delegation, or the pos-
sibility that such a delegation may be
made, must be disclosed to any poten-
tial participating financial institution
as part of any AMA-related agreements
signed with that participating finan-
cial institution. A Bank may contract
with one or more parties, including
without limitation another Bank, to
provide services related to the adminis-
tration of its own AMA program or the
AMA program of another Bank for
which it has been delegated adminis-
trative responsibility, without the ne-
cessity for further disclosure to the
participating financial institutions.

(b) Termination of agreements. Any
agreement made between two or more
Banks in connection with the adminis-
tration of any AMA program may be
terminated by any party after a rea-
sonable notice period.

(c) Delegation of pricing authority. A
Bank that has delegated its AMA pric-
ing function to another Bank shall re-
tain a right to refuse to acquire AMA
at prices it does not consider appro-
priate, pursuant to contractual provi-
sions among the parties.

PART 1269—STANDBY LETTERS OF
CREDIT

Sec.

1269.1 Definitions.

1269.2 Standby letters of credit on behalf of
members.

1269.3 Standby letters of credit on behalf of
housing associates.

1269.4 Obligation to Bank under all standby
letters of credit.

1269.5 Additional provisions applying to all
standby letters of credit.

AUTHORITY: 12 U.S.C. 1429, 1430, 1430b, 1431,
4511, 4513 and 4526.

SOURCE: 63 FR 65699, Nov. 30, 1998, unless
otherwise noted. Redesignated at 656 FR 8256,
Feb. 18, 2000, and further redesignated at 67
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