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The New Ri sk—B asei

A Little History!

Food, Agriculture, Conservation, and '

— Section 8.32 Required FCA to Es
Capital Stress Test for Farmer N

Farm Credit System Refor‘m

— Prohibited FCA from I
February 1999,

Propos ed Rule
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Objectives

Comply with Statutory Requirements.

— Prescribed Stresstul Credit Risk Risk
— Prescribed Stressful Interest Rat
— Maintain Solvency for 10-year F
* Require Regulatory Cap
Retlects Prescribed !
» Ensure the Stres
« Avoid Creati

 Keepitas

Final Rule

Establishes the Risk-Based Capital St

» Establishes Capital Calculation,
Compliance Requirements .

* Provides Farmer Mac
Stress Test

225



Stress Test Components

W CREDIT ADKINISTRATICH

LOSsE RATE C‘ALCULATORl
LOAN BY LOAN D2ATFA

Cash Flow
Generator

Assumptions
and

Relationships:
P ar: eters

Statutory Requirements

e Credit Risk Component

— Reasonably Relate Loan Default Probal
of Losses to those:

» Bxperienced in contiguous areas o:
least 5% of the total US
highest rates of default
mortgage losses duris

conse cutlve year.
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Credit Risk Component

Loss Rates Calculator
« Apply Loss Frequency Equation to Loa
+  Equation Estimated from Historical I

« Based on Farmer Mac Loan
*  Probability that a Loan D
Multiply Loss Severity wi
Estimate P
e 20.9% W

Loss Frequency Equation

Explanatorv Variables

Reflecting Farmer Mac Loan Char:
— LTV Ratio at Loan Origination;
— DSCR at Loan Origination;
— Original Loan Balance in |

D/A Ratio at Loan Origis
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Interest Rate Risk Component :

« Interest Rates are Shocked Up and Shoc
— Most stressful Rate Movement is Used
— Consistent with Statutory Requir

+ Stress Test the 10 vear CMT
— Simple to Apply and Readily .
— Allow Farmer Mac to Use

e Interest Rate Risk N\

Other Issues

« Stress Test Run Under a Steady State
— Assets essentially held constant

— Financial Performance Reflected 1

» Credit Risk Effects -- Net Incon

+ Interest Rate Risk Effects

— Liabilities Used to M

» Agsets = Liabili

e Income and Expen
— Earnings Rates
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