February 16, 2015



Mr. Barry Mardock
Deputy Director, Office of Regulatory Policy
Farm Credit Administration 
1501 Farm Credit Drive 
McLean, Virginia 22102-5090


Dear Mr. Mardock:

As an appointed outside director for Frontier Farm Credit, I appreciate the opportunity to comment on Farm Credit Administration’s proposed capital rule.  Although I am a relative newcomer to the farm credit system (System), I have several years of experience in the credit union sector at the former wholesale bankers’ bank level, which was similar to the role played by your Banks and Funding Corporation. In addition, I was a 10-year board member for the National Cooperative Business Association, addressing issues for the broader cooperative community.

Your stated objective of comparability to the Basel III framework and capital requirements of other Federal banking regulatory agencies--to the extent appropriate to the System’s structure and mission-- is laudable. However, I believe your objectives would be optimized with three modifications: 

1. Revise the required Tier 1 capital leverage ratio to 4%. The proposed Tier 1 capital leverage ratio of 5% versus 4% for other financial institutions is inconsistent with your stated objective. The ANPRM included an excerpt from the Funding Corporation’s December 2008 comment letter asking for a “level playing field” in order for the System to be able to compete with other lenders. Based on my prior work experience in presenting information to rating agencies and investors, any difference to comparable institutions requires significant and ongoing explanations, which may be interpreted differently than intended. For example, rather than conveying the System is “safer” due to its higher level of required capital, I believe that would translate as “riskier”. Such perception does not seem warranted and could unfairly penalize the Banks and Funding Corporation with a higher cost of funds that would adversely affect every customer-member. 

2. Reduce or eliminate the 10-year revolvement cycle requirement for Association investments in Banks. The proposed requirement of 10-year revolvement cycles for Association investments in their respective funding Banks in order to count as Cooperative Equity Tier 1 (CET1) is antithetical to cooperative principles. The built-in “right-sizing” of required capital in proportion to an Association’s “use” of its Bank’s balance sheet is a distinct advantage of cooperative systems. The ability to adjust this investment is critical to ensure that Associations share proportionately and appropriately in Bank capitalization and risk of loss.  It is more important to have as much capital as you need, when you need it than to be concerned about the implied permanence of capital due to increasing and decreasing balance sheets. Giving up flexibility by requiring a 10-year period seems disadvantageous and unnecessary. 

3. [bookmark: _GoBack]Eliminate the requirement that System institutions obtain shareholder votes on the capitalization bylaw changes required by the proposed capital rule.  This requirement would result in a meaningless vote that could place System institutions and their member-customers in an unfortunate situation—at best, confusing to the stockholders and at worst, disastrous to the institution.  If member-customers do not approve the bylaw changes required by the proposed capital rule, the institutions likely would face capitalization challenges.  At a minimum, non-qualified written notices of allocation that System institutions have distributed with no intent to revolve should be eliminated from this requirement. A board directive or similar document can accomplish the same objective as a capitalization bylaw vote.

Addressing the three points described above would make the proposed capital rule more workable and clearly more consistent with how other financial institution regulators are implementing Basel III, without sacrificing safety and soundness.  Most importantly, the refinements would ensure that the System would continue to function pursuant to cooperative principles.

Thank you for the opportunity to comment on this proposed rule.

Sincerely,

Kathy Brick
Board of Directors – Frontier Farm Credit
913-579-8391
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