	Title:
	FINAL RULE--Funding and Fiscal Affairs--12 CFR Part 615

	Date of Issuance:
	9/10/1985

	Agency:
	FCA

	Federal Register Cite:	
	50 FR 36868


FARM CREDIT ADMINISTRATION 

12 CFR Part 615 

Funding and Fiscal Affairs 

AGENCY: Farm Credit Administration. 

ACTION: Final rule. 

SUMMARY: The Farm Credit Administration (FCA), by its Federal Farm Credit Board (Federal Board), amends its regulations concerning the method by which banks for cooperatives' (BC) earnings are to be distributed. The current regulation restricts to 10 percent the amount of net savings that BCs may use to create or maintain reasonable contingency reserves. The amended regulation will increase the amount of net savings that the BCs can use to create or maintain contingency reserves from 10 to 50 percent. The Federal Board believes the BCs need to retain adequate contingency reserves to build their risk capital in view of current economic conditions in order to ensure sound and adequate capitalization. 

EFFECTIVE DATE: Thirty days from this publication date, provided either or both Houses of Congress are in session. Notice of the effective date will be published. 

FOR FURTHER INFORMATION CONTACT: 

Thomas J. Holland, Assistant Director, Office of Examination and Supervision, (703) 883-4452, or 

Kenneth L. Peoples, Office of the General Counsel, (703) 883-4024, Farm Credit Administration, 1501 Farm Credit Drive, McLean, VA 22102-5090. 

TEXT: 
[bookmark: _GoBack]SUPPLEMENTARY INFORMATION: In the May 8, 1985 Federal Register (50 FR 19379), FCA published the proposed amendment to its regulation concerning the method by which BCs' earnings can be distributed and invited comments for 60 days ending July 8, 1985. Comments were received from five Farm Credit System institutions and all were in agreement with the proposed regulation. The Federal Board believes that it is necessary to relieve the restriction imposed by the current regulation which limits the banks' abilities to meet their changing capital needs. Therefore, the Federal Board has approved the proposed amendment to 12 CFR 615.5370 to authorize the bank, with bank approval, to retain up to 50 percent of the net savings derived from business done with or for patrons, plus the total amount of any net earnings derived from nonpatronage sources for use in creating or maintaining an unallocated surplus or unallocated reserve account. Additional amounts beyond the 50-percent limit may be added with FCA approval. As required by the existing regulation, FCA will continue to monitor the banks' earnings distribution plans to ensure the banks are operating on a cooperative basis with provisions for sound and adequate capitalization as required by the Farm Credit Act of 1971, as amended. 

List of Subjects in 12 CFR Part 615 

Accounting, Agriculture, Banks, Banking, Government securities, Investments, Rural areas. 

PART 615 -- FUNDING AND FISCAL AFFAIRS 

As stated in the preamble, Part 615 of Chapter VI, Title 12 of the Code of Federal Regulations, is amended as shown: 

1. The authority citation for Part 615 continues to read as follows: 

Authority: Secs. 5.9, 5.12, 5.18, Pub. L. 92-181, 85 Stat. 619, 620, 621 (12 U.S.C. 2243, 2246, 2252). 

Subpart L -- Distribution of Earnings 

* * * * * 

2. Section 615.5370 is amended by revising paragraphs (a) and (c) as follows: 

§ 615.5370 Banks for cooperatives' earnings. 

(a) Whenever at the end of any fiscal year a bank shall have no outstanding capital stock held by the Governor, the net savings shall first be applied to the restoration of the amount of the impairment, if any, of capital stock, as determined by the bank board. Any remaining net savings or losses shall be distributed as authorized by the bank board. Twenty-five percent of such remaining net savings, or such other percentage as determined by the bank board, derived from business done with or for patrons may be used to maintain an allocated surplus account. Upon approval of the bank board, up to 50 percent of the net savings derived from business done with or for patrons, plus the total amount of any net earnings derived from nonpatronage (including nonmember) sources, may be used to create or maintain an unallocated surplus or unallocated reserve account. Additional amounts beyond the 50-percent limit may be added with the approval of the Farm Credit Administration. The amount so determined shall first be reduced by related income taxes. For purposes of this regulation, all net savings shall be deemed to be from patronage sources unless otherwise determined by the bank. Cash patronage refunds shall not exceed 25 percent of the total amount of net savings allocated or paid to patrons except with Farm Credit Administration approval. Patronage refunds not paid in cash or allocated surplus shall be paid in capital stock and participation certificates as determined by the bank board. A net loss in any fiscal year shall be absorbed on the basis determined by the bank board. Any costs or expenses attributable to a prior year that are used in the computation of current year's net savings shall not be charged to reserves, surplus, or patronage allocations without the approval of the Farm Credit Administration. 

* * * * * 

(c) The phrase "service fees" as used in section 3.11(c) of the Act refers to loan service fees and not income related to "technical assistance and financially related services" referred to in section 3.7 of the Act. If net savings from "technical assistance and financially related services" become more than incidental, such net savings shall be distributed as patronage to borrowers using such services. 

* * * * * 

Donald E. Wilkinson, 

Governor. 
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