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Organization 

AGENCY: Farm Credit Administration.

ACTION: Final rule with request for comments. 

SUMMARY: The Farm Credit Administration (FCA), by its Federal Farm Credit Board (Federal Board), has promulgated a new regulation, § 611.1145, that sets forth the standards and procedures under which the FCA may direct a transfer of funds and equities between Farm Credit System (System) institutions. 

DATES: Effective September 10, 1985 

Written comments must be received on or before October 9, 1985. 

ADDRESSES: Submit comments in writing to Donald E. Wilkinson, Governor, Farm Credit Administration, 1501 Farm Credit Drive, McLean, Virginia 22102-5090. Copies of all communications received will be available for examination by interested parties in the Office of Director, Congressional and Public Affairs Division, Office of Administration, Farm Credit Administration. 

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

TEXT: 
SUPPLEMENTARY INFORMATION: The Farm Credit Act of 1971, as amended (Act), authorizes the FCA to regulate the borrowing, repayment, and transfer of funds and equities between System institutions. The FCA has adopted final regulations setting forth the standards and procedures under which it may direct a transfer of funds or equities between System institutions in the exercise of such power. 

The primary source of funding for System banks and associations is debt capital obtained through the sale by the banks of long-term notes, bonds, debentures and other similar obligations, and short-term discount notes (hereinafter referred to collectively as "bonds") in the national capital markets. The joint and several liability of the banks on Systemwide bonds makes the System's financial condition only as strong as the sum of all of its component parts. 

The System has used Systemwide bonds and discount notes almost exclusively over the last several years to finance lending activity. Should any bank default on its obligation to repay a Systemwide bond for which the bank is primarily liable within the meaning of section 4.4(a) of the Act, the volume and price aspects of System funding operations would be very negatively affected. While the Act provides for a method to cure a bond default through a call by the Governor for payment first upon the other banks operating under the same title of the Act, and then upon other System banks for payment, such a default would damage, perhaps irreparably, the System's credibility and viability in the capital markets. 

A significant decrease in the volume of funds available or a significant increase in the costs of the funds obtained could prevent System banks and associations from providing adequate levels of credit at competitive rates. The rates that are charged on System bonds are most likely to reflect investor assessments of the System's internal financial condition and the safety and soundness of its bonds relative to alternative investments. 

Because of the dependence on the funding mechanism, it is imperative that the System address each district's financial problems swiftly in order to maintain investors' confidence that the System is effectively managing its assets and financial resources and will have no difficulty paying interest or principal on bonds as due. Absent adequate System action, it is imperative that the FCA utilize all of its authority under the Act to cause the System to marshal its resources in order to obviate defaults by System institutions on their financial obligations. 

The final regulation sets forth standards and procedures under which the FCA may direct the sharing of resources by System institutions through the transfer of funds and equities to assure satisfaction of their financial responsibilities to each other and to investors. The FCA may direct such transfer between System banks when stock of a bank is impaired, the debt-to-capital ratio of a bank exceeds 20 to 1, a bank will be unable to repay its debt obligations, or a bank is not financially viable under specified criteria. Specific attention should be given to the formula for establishing financial viability. 

The four criteria used to determine the financial viability of System institutions were developed by a committee of System financial officers and FCA staff. Criterion (b)(4)(i), the ratio of stock to earned net worth, measures the ability to absorb losses from retained earnings rather than from capital stock. A ratio of stock to earned net worth that exceeds 2 to 1 is a leading indicator that the capital structure of the institution has been seriously weakened. The critical value for this criterion is not applicable to banks for cooperatives because of their unique capital structure. Criterion (b)(4)(ii), relating to the ratio of debt to net worth, also measures the capital strength of the institution. A ratio exceeding 15 to 1 indicates a serious depletion of capital strength. Criterion (b)(4)(iii), relating to the amount of nonearning assets held, is an indicator of the quality of the assets in the institution's portfolio. When the level of nonearning assets reaches 15 percent of total assets, the institution may suffer severe operating losses or be required to charge a noncompetitive lending rate. Criterion (b)(4)(iv), relating to lendable equity, measures the ability of an institution to generate earnings. A negative lendable equity level indicates the institution no longer has the ability to generate operating earnings at competitive lending rates. 

The regulation is applicable to System Federal land bank associations (FLBAs) and production credit associations (PCAs), as well as System banks. Associations benefit directly from bond issues in that bonds, issued through the banks, provide virtually the exclusive source of funds for association lending. The ability of a district bank to maintain a level of financial viability adequate to meet its obligations is largely dependent on the continued financial viability of its stockholder associations. The interests of banks and associations are inextricably intertwined so that financial conditions at one level necessarily support financial viability at the other level. The substantial benefits that associations derive from access to funds through their banks carry corresponding responsibilities on those associations to provide underlying financial support at their level to their banks. 

Accordingly, paragraph (c) of the regulation provides that the FCA may direct a transfer of funds or equities between FLBAs or between PCAs where necessary to support their district bank, to support one another as determined by applying the criteria set forth in paragraphs (b)(2) and (b)(4) of the regulation to the associations, or to implement a System plan to provide financial assistance to their district bank. The ratio of debt to capital referenced in paragraph (b)(4)(ii) is 9 to 1 as applied to associations. 

The regulation provides that the FCA shall establish the amount, timing, direction, repayment, and other terms of assessment necessary to accomplish a transfer, and the FCA may authorize a district bank to accomplish a transfer of funds or equities between associations through debits and credits to the accounts of the bank. 

In acting on the regulation, the Federal Board determined that the financial condition of the banks and associations in a number of districts requires that the FCA have fully implemented its powers under the Act to regulate the sharing of resources between System institutions. Thus, the Federal Board found that public notice and publication for comment are not necessary and are contrary to the public interest, although the public will have 30 day to submit written comments to the Agency after the publication of the final regulation. For the same reasons, the Federal Board, acting pursuant to section 5.18(b)(2) of the Act, waived the 30-day period otherwise applicable under subparagraph (b)(1) of that section to final FCA Regulations. In accordance with 12 U.S.C. § 2252(b)(2), the regulation is effective on the date of publication. 

List of Subjects in 12 CFR Part 611 

Agriculture, Banks, banking, Organization and functions (Government agencies), Rural areas. 
PART 611 -- ORGANIZATION 

As stated in the preamble, Part 611 of Chapter VI, Title 12 of the Code of Federal Regulations, is to be revised as follows: 

1. The authority citation for Part 611 continues to read as follows: 

Authority: Secs. 1.13, 2.10, 4.12, 5.9, 5.12, 5.18, Pub. L. 91-181, 85 Stat. 619, 620, 621 (12 U.S.C. 2031, 2091, 2183, 2243, 2246 and 2251). 

2. Subpart H is redesignated as Subpart I and a new Subpart H is added, the table of contents to read as follows: 

Subpart H -- Rules of Inter-System Fund Transfers 

Sec. 

611.1145 Inter-System transfer of funds and equities. 

Subpart H -- Rules for Inter-System Fund Transfers 

§ 611.1145 Inter-System transfer of funds and equities. 

(a) Section 5.18(11) of the Act authorizes the FCA to regulate the borrowing, repayment, and transfer of funds and equities between institutions of the System, including banks, associations, and service organizations organized under the Act. This section sets forth the circumstances and procedures under which the FCA may direct such a transfer of funds and equities based on its determination with respect to the financial condition of one or more institutions of the System. For purposes of this section, the term "bond" refers to long-term notes, bonds, debentures, or other similar obligations, or short-term discount notes issued by one or more banks pursuant to section 4.2 of the Act. 

(b) The FCA may direct a transfer of funds or equities by one or more banks of the System to another bank of the System where it determines that: 

(1) The receiving institution will not be able to make payments of principal or interest on bonds for which it is primarily liable within the meaning of section 4.4(a) of the Act; or 

(2) The common or preferred stock, participation certificates, or allocated equities of the receiving institution have a book value less than their par or stated values; or 

(3) The total bonds outstanding for which the receiving institution is primarily liable exceed 20 times the combined capital and surplus accounts of the bank; or 

(4) Based on application to it of one or more of the following ratios, the receiving institution is not financially viable in that it will not be able to continue to extend new or additional credit or financial assistance to its eligible borrowers: 

(i) The ratio of stock to earned net worth (including legal reserve, unallocated and reserved surplus, undistributed earnings, and allowance for losses) exceeds 2 to 1; 

(ii) The ratio of the outstanding bonds to capital and surplus exceeds 15 to 1; 

(iii) Nonearning assets (any noninterest-bearing assets, including but not limited to cash, nonaccrual loans, net fixed assets, acquired property, accrued interest receivable, and accounts receivable) exceed 15 percent of total assets; 

(iv) Lendable net worth (interest-earning assets less interest-bearing liabilities) is zero or less. 
(c) The FCA may direct a transfer of funds or equities between two or more Federal land bank associations or two or more production credit associations in district where it determines that such transfer: 

(1) Is necessary to provide financial support to the district bank in which those associations are stockholders based on application of the criteria to the bank as set forth in paragraph (b) of this section; or 

(2) Is necessary to provide financial support to one or more other like associations in the district based on application of the criteria set forth in paragraphs (b)(2) or (b)(4) of this section to the associations, provided that in applying paragraph (b)(4)(ii) of this section the ratio of outstanding indebtedness to capital and surplus of the receiving associations(s) shall not exceed 9 to 1; or 

(3) Is an integral part of a plan that has been adopted by other institutions of the System, and approved by the FCA, under which those institutions will extend financial assistance to the district bank in which those associations are stockholders. 

(d) A direction by the FCA for a transfer of funds or equities pursuant to this section shall be signed by the Governor and shall establish the amount, timing, duration, repayment, and other terms of assessments necessary to accomplish such transfer, taking into consideration the financial condition of each institution to be assessed. Where the FCA directs a transfer of funds or equities between associations under paragraph (c)(1) or (c)(2) of this section, it may authorize the district bank in which such associations are stockholders to accomplish the necessary assessments through debits and credits to the accounts of the bank. 

Donald E. Wilkinson, 

Governor. 
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