


3. Eliminate the concept of 10-year revolvement cycles for association investments in their 
funding bank to qualify for CETl. Northwest FCS' investment in its funding bank is understood 
and legally structured as a permanent capital contribution to the bank that is fully at risk and 
available to absorb losses. The law requires affiliated associations to capitalize and obtain 
funding from a Farm Credit Bank, which means they need to maintain a permanent investment in 
the bank. The ability to adjust this investment is critical for ensuring associations share 
proportionately and appropriately in bank capitalization and risk of loss. The proposed 
requirement means that the bank will be unable to function as a cooperative or to equalize capital 
investments. The permanence of the bank capital is entirely unaffected by how capital is 
equalized among affiliated associations. We suggest that the FCA provide flexibility for banks 
to equalize capital investment among affiliated associations without compromising CETl 
treatment. 

4. Revise the proposed "safe harbor" provtswn limiting distributions. including stock 
retirements. without FCA prior approval to be consistent with provisions implemented by 
European bank regulators. The proposed limit of no reduction in CETl restricts boards' ability 
to manage capital without first seeking FCA prior approval. This is far more restrictive than the 
approach taken by foreign bank regulators that implemented Basel III for cooperatives. We 
propose the same standards as these regulators and allow up to a 2% reduction in CETl as long 
as capital ratios remain above the conservation buffer. In addition, the "haircut deduction" for 
early distributions should be eliminated from the proposed regulations and handled through 
examination. 

5. Eliminate or refine the unallocated retained earnings CURE) sub-limit embedded within 
the proposed Tier 1 leverage requirement. The proposed sub-limit implies URE is of higher 
quality than CETl. Basel III did not see a safety and soundness need to establish URE as a 
"superior" class of CETl. The proposal is also significantly more stringent than FCA's current 
URE requirement, given it is measured on total, unweighted assets. We believe it is appropriate 
for FCA to authorize System institutions' boards to manage the components of CETl, including 
URE, consistent with current requirements and calculate the URE ratio on a risk-adjusted basis. 

6. Reduce the proposed Tier 1 leverage requirement to 4% to be consistent with Basel III 
global standards. We do not desire any perceived inconsistency with Basel III and with the 
approach taken by regulators around the globe and do not want to raise questions (directly or 
indirectly) about the System's risk profile compared to other lending institutions. Any such 
questions relating to risk could increase borrowing costs for our member-customers. We 
recommend a 4% Tier I leverage ratio, consistent with the Basel III guidance. 

7. Clarify the treatment of High Volatility Commercial Real Estate (HVCRE) as it pertains 
to traditional agricultural mortgages and eligible project finance transactions. The proposed 
definition of HVCRE and the associated 150% risk weight are unclear with respect to 
agricultural mortgages where the value of the land exceeds production value. While we do not 
believe the FCA intended to imply that traditional agricultural mortgages are HVCRE, we are 
concerned that examiners will determine any financing that exceeds the agricultural production 
value needs to be risk weighted at 150%. Such a determination would essentially compromise 
the ability for the System to meets its statutory mission and it would be inconsistent with the 




