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FARM CREDIT ADMINISTRATION 

12 CFR Part 614 

Loan Policies and Operations 

AGENCY: Farm Credit Administration. 

ACTION: Final rule. 

SUMMARY: The Farm Credit Administration ("FCA"), by its Federal Farm Credit Board ("Federal Board"), is amending its regulations dealing with loss-sharing and guaranty agreements between Farm Credit System ("System") institutions. The current regulations do not authorize "unlike" banks or "unlike" associations to agree to share losses or guaranty obligations on either a districtwide or Systemwide basis, with the exception of a 37-bank agreement. Consequently the FCA has been unable to approve loss-sharing agreements between all banks or unlike associations in a district, or among districts. In addition, the eight categories enumerated in § 614.4340(b) of the regulation do not permit System service corporations to share losses among themselves or with banks or associations. 

These amendments relax restrictions currently contained in the regulations, thereby eliminating regulatory limitations on the FCA's authority to approve certain loss-sharing agreements proposed by System institutions. The amendments will enable System institutions to devise needed methods for addressing financial difficulties which they currently are facing. 

EFFECTIVE DATE: December 17, 1984. 

FOR FURTHER INFORMATION CONTACT: Gary L. Norton, Office of General Counsel, Farm Credit Administration, McLean, Virginia 22101-5090, (703) 883-4020. 

TEXT: 
SUPPLEMENTARY INFORMATION: The Farm Credit Act of 1971, as amended ("1971 Act"), authorizes each System institution to agree to share losses with any other System institution. This authority is not limited to agreements between "like" banks or "like" associations. 

The 1971 Act authorizes loss-sharing agreements to prevent the impairment of capital or for any other purposes and provides that all loss-sharing agreements are subject to FCA approval. FCA regulations currently restrict the types of institutions that can enter into agreements by listing eight categories of permissible agreements. This limitation is also contained in 12 CFR 614.4345 regarding guaranty agreements. Several System institutions have recently proposed agreements which have involved innovative attempts to address the financial conditions facing the individual institutions. The FCA has not approved these proposals when they have involved institutions not enumerated among the eight categories in the regulation. In light of the significant financial stress in the agriculture industry which has had an effect on all agricultural lenders, including System institutions, the Federal Board believes that the limitations imposed by the regulation are not appropriate at this time. 

Additionally, the Federal Board believes the regulation should clarify that "loss-sharing" can be used to address losses of many types, not just loan losses, and can achieve many purposes, not just the protection against the impairment of capital. System institutions are encouraged to use their ingenuity, within existing legal authority, to devise efficient and cost effective means for providing support in and among districts on a Systemwide basis. System service corporations should also be able to formulate loss-sharing proposals consistent with their legal authorities. As required by the 1971 Act, the FCA will continue to monitor and control the parties entering into loss-sharing agreements and the types of those agreements by exercising its statutory approval authority. 

These amendments relax restrictions currently contained in the regulations, thereby eliminating regulatory limitations on the FCA's authority to approve certain loss-sharing agreements proposed by System institutions. The amendments will enable System institutions to devise needed methods for addressing financial difficulties which they currently are facing. Accordingly, the Federal Board has determined, pursuant to 5 U.S.C. 553, it unnecessary and contrary to the public interest to provide notice and opportunity for public comment prior to the effective date of this regulation. In accordance with 12 U.S.C. 2252(b)(2), the regulations are effective on the date of publication. 

List of Subjects in 12 CFR Part 614 

Banks, Banking, Credit, Agriculture. 

PART 614 -- LOAN POLICIES AND OPERATIONS 

12 CFR Part 614 is amended by revising Subpart I to read as follows: 

Subpart I -- Loss-Sharing Agreements 

§ 614.4340 General. 

(a) Upon the approval of the board of directors of the respective Farm Credit System institutions, and with the prior written approval of the Farm Credit Administration, any System bank, association, or service corporation or service association may enter into an agreement to share loan and other losses with any other institution(s) of the System. As appropriate, a loss-sharing agreement may contain provisions relating to definitions of terms, terms and conditions for activation, determinations of assessment formulas, limitations on assessments, reimbursements, administration, arbitration, and provisions for amendment and termination. 

(b) System institutions may agree among themselves to share losses for the purpose of protecting against the impairment of capital stock or participation certificates, or for any other purpose. Agreements may provide for sharing losses that arise in the future or that were recognized by one or more of the signatory institutions before the date of the agreement. Agreements may contain provisions that are not entirely reciprocal among the signatories to the agreement. Loss-sharing agreements can provide for the sharing of loan losses, operating losses, casualty losses, losses on high risk assets, or any other losses. 

§ 614.4345 Guaranty Agreements. 

With approval of the Farm Credit Administration, guaranty agreements under which a percentage of the risk associated with specific loans is assumed may be entered into by or among System banks and associations. 

(Secs. 5.9, 5.12, 5.18, Pub. L. 92-181, 85 Stat. 619, 620, 621 (12 U.S.C. 2243, 2252)) 

Kenneth J. Auberger, 

Acting Governor. 
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