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FARM CREDIT ADMINISTRATION 

12 CFR Part 615 

Funding and Fiscal Affairs, Loan Policies and Operations, and Funding Operations 

AGENCY: Farm Credit Administration. 

ACTION: Proposed rule. 

SUMMARY: The Farm Credit Administration (FCA), by its Federal Farm Credit Board (Federal Board), published for comment proposed amendments and new regulations pertaining to Farm Credit System (System) banks' investment activities. The Farm Credit Act Amendments of 1980 (1980 Amendments) gave System banks expanded authorities to make investments as authorized by their boards of directors and approved by FCA. Recent FCA and System emphasis on the need to maintain adequate liquidity reserves both at the bank level and System level requires that the banks be given more flexibility in their investment programs both in terms of the volume and types of investments held. The proposed amendments broaden investment standards for bank investment policies and eliminate FCA prior approval of such policies. The new regulation also proposes additional types of investments that System banks may make under authority of the 1980 Amendments. 

DATE: Written comments must be received on or before February 10, 1986. 

ADDRESSES: Submit any comments in writing to Donald E. Wilkinson, Governor, Farm Credit Administration, 1501 Farm Credit Drive, McLean, VA 22102-5090. Copies of all communications received will be available for examination by interested parties in the Office of Examination and Supervision, Finance and Operations Division, Farm Credit Administration. 

FOR FURTHER INFORMATION CONTACT: 

Michael J. LaVerghetta, Assistant Director, Office of Examination and Supervision, (703) 883-4400, or 

Kenneth L. Peoples, Office of the General Counsel, (703) 883-4020, Farm Credit Administration, 1501 Farm Credit Drive, McLean, VA 22102-5090 

TEXT: 
SUPPLEMENTARY INFORMATION: The Federal Board at its September meeting proposed regulations expending the authority of System institutions to make investments as authorized by their respective boards of directors. Currently, System banks are restricted essentially to investments for liquidity purposes. In addition, bank investment policies are subject to the prior approval of the FCA. The 1980 Amendments gave System institutions expanded investment authority when authorized by their boards of directors and approved by the FCA. The incorporation of service organizations, the implementation of System financial assistance packages, and the increased importance of cash management of liquidity funds have generated a need for expansion of the current FCA investment regulations. The Federal Board also believes that prior approval of bank policies is unnecessarily restrictive since FCA supervisory goals can be accomplished by establishing detailed investment criteria for bank policies and by taking appropriate action where the policies do not meet the regulatory requirements. 

The proposed amendments to the regulations would eliminate FCA approval of bank investment policies and other investment restrictions. Proposed amendments to 12 CFR 615.5135 require System banks to adopt policies according to specific criteria. Proposed new regulation § 615.5136 sets forth the types of investments that banks are authorized to hold, including liquidity, and in such entities, securities, or other instruments closely related to the business of the bank. 

A number of amendments have been proposed to 12 CFR 615.5140 to clarify and expand the categories of investments that a bank may hold for liquidity purposes. The amendments establish bank liquidity requirements according to a System or FCA formula based on the schedule of a bank's maturing debt. Investments for liquidity purposes are limited generally to the enumerated list. However, the list has been substantially broadened. This formula may be changed by the FCA at any time. The FCA would also continue to consider additional eligible investments as requested by the banks and found appropriate for liquidity purposes. 

Proposed amendments to 12 CFR 615.5141 and 615.5142 permit System associations to make investments for liquidity purposes as authorized by the supervising bank. Proposed new 12 CFR 615.5144 would authorize System service organizations to make investments for liquidity and such other purposes as approved by the FCA. 

List of Subjects in 12 CFR Part 615 

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

For the reasons set out in the preamble, it is proposed that Part 615 of Chapter VI, Title 12 of the Code of Federal Regulations, be amended as shown. 

PART 615 -- FUNDING AND FISCAL AFFAIRS, LOAN POLICIES AND OPERATIONS, AND FUNDING OPERATIONS 

1. The authority citation of 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). 

2. Move § 615.5135 from Subpart D to Subpart E and revise § 615.5135 to read as follows: 

Subpart E -- Investments 

§ 615.5135 Investment policy. 

(a) Each bank's board of directors shall adopt a policy regarding the management of its investments. Within this policy, the following items shall be addressed: 

(1) The purpose of the bank's investments and the relation of such investments to the business of the bank. 

(2) The portfolio objectives. 

(3) The bank's liquidity needs. 

(4) The portfolio size and quality. 

(5) Maturity guidelines. 

(6) Authorization to manage investment activities. 

(7) Reporting and monitoring requirements. 

Additional areas may be addressed in the policy as deemed appropriate by each bank. 

(b) Each bank shall follow the criteria set forth below in adopting a policy for each bank investment authorized by this section and § 615.5140: 

(1) Liquidity investments shall be maintained to satisfy a bank's demonstrable liquidity requirements. Each bank shall comply with the liquidity formula as referenced in § 615.5140. 

(2) A bank may invest in the obligations of any issuer only after the appropriate analysis has been made of the financial condition of the issuer. The bank shall maintain records of such analysis. 

(3) Each bank shall establish an adequate internal control and reporting of bank investment activities by and to the bank's chief executive officer. 

3. Section 615.5136 is added to read as follows: 

§ 615.5136 Types of investments. 

(a) Banks are authorized to hold investment portfolios for the purpose of maintaining sufficient liquidity, investing short-term surplus funds, and managing short-term debt in eligible instruments as set forth in § 615.5140. 

(b) In addition to the investments authorized in paragraph (a) of this section, a bank is authorized to invest in such entities, securities, or other instruments closely related to the business of the bank as set forth below: 

(1) Farm Credit System service organizations chartered by the Farm Credit Administration under Title IV, Part D, of the Act. 

(2) Partnerships, joint ventures, and unincorporated associations organized to conduct activities the banks are authorized to perform. 

(3) Foreign branches or representatives offices of banks for cooperatives to engage in activities of the banks for cooperatives authorized under section 3.7(b) of the Act and under § 614.4120 of this chapter. 

(4) Foreign entities principally engaged in providing credit information to and performing such servicing functions for their members in connection with the members' international activities as set forth in § 615.5143. Such credit information and service functions must be the major sector of the entity's business. 

(5) Bankers acceptances, letters of credit, and other extensions of credit to foreign or domestic parties that a bank for cooperatives could have made under § 614.4120 of this chapter to serve as a liquidity facility for obligations arising out of transactions authorized by section 3.7(b) of the Act with voting stockholders of the banks for cooperatives. Such investments may be made only by banks for cooperatives and shall not exceed 15 percent of the bank's outstanding loans and other credits extended pursuant to section 3.7(b) of the Act. 

(6) Any corporation or organization not chartered by the Farm Credit Administration where such investment is closely related to the business of the bank and approved by the Farm Credit Administration. 

(7) Any System financial assistance plan to any System bank or association approved by the Farm Credit Administration, including without limitation, participation or purchase of loans, acquired property, stock, or other assets of the bank or association. 

(8) Such other investments as may be approved by the Farm Credit Administration. 

4. Section 615.5140 is revised to read as follows: 

§ 615.5140 Eligible liquidity investments. 

(a) The approved list of eligible investments for the Farm Credit banks for liquidity purposes and other purposes as set forth in § 615.5136 shall include the following securities. The banks may also invest in such other securities and financial instruments and for such other purposes as permitted under § 615.5136. All such investments must be denominated in dollars ($ US) unless otherwise authorized by the Farm Credit Administration. Each bank must maintain liquidity investments equaling the minimum standard set by the liquidity formula established by the Farm Credit System. The Farm Credit Administration may direct changes to such formula at any time or adopt such other formula deemed necessary for liquidity purposes. In no event shall a bank maintain liquidity exceeding the maturing debt needs of such bank pursuant to the liquidity formula in effect. 

(1) Notes, bonds, debentures, or other similar obligations of the Farm Credit banks issued individually or jointly and severally as Systemwide obligations. 

(2) Notes, bonds, bills, debentures, or other similar obligations issued or guaranteed by the United States Government. 

(3) Notes, bonds, debentures, or similar obligations of, or guaranteed by: 

(i) Any Federal Home Loan Bank chartered pursuant to 12 U.S.C. 1421-1459. 

(ii) The Federal Home Loan Mortgage Corporation. 

(iii) The Federal National Mortgage Association. 

(iv) The Student Loan Marketing Association. 

(v) The Tennessee Valley Authority. 

(vi) The International Bank for Reconstruction and Development, the International Finance Corporation, or such other public international financial institution approved by the Farm Credit Administration. 

(vii) The National Credit Union Administration. 

(viii) The Federal Financing Bank. 

(4) Bankers acceptances. 

(5) Negotiable certificates of deposit. 

(6) Prime corporate notes, drafts, and bills of exchange, provided such corporate debt obligations continue to be rated in the highest category by the most recently published rating of such obligations by a nationally recognized investment rating service. All such investments under this paragraph are not be exceed 15 percent of the bank's total investment portfolio. 

(7) Repurchase agreements of eligible investments. 

(8) Notes, bonds, debentures, bills, or similar obligations of any State, territory, or possession of the United States, or political subdivision thereof, including any agency, corporation, or instrumentality of any State, territory, possession, or political subdivision thereof, provided: 

(i) The obligations are rated A or better (or the equivalent) by a nationally recognized rating service. 

(ii) The obligations mature within approximately 10 years. 

(iii) The obligations are readily marketable. 

(9) Loans of unsecured day(s) funds to an insured bank or other federally insured financial institution (i.e., Federal funds or similar unsecured loans), provided that such loans will mature in 90 days or less. 

(10) Shares or certificates in any open-end management investment company registered with the Securities and Exchange Commission under the Investment Company Act of 1940, while the portfolio of such company is restricted by its investment policy, changeable only by vote of the shareholders, to investments authorized by this section. 

(11) Any Systemwide funding reserve maintained by the fiscal agency or other institution of the Farm Credit System for the retirement of Systemwide debt as necessary. Investments of such reserve must be eligible under this section. 

(12) Other types of investments authorized by the Farm Credit Administration. 

(b) The collateral value of eligible investments supporting System obligations shall be the lower of cost or market value. 

5. Section 615.5141 is revised to read as follows: 

§ 615.5141 Production credit associations. 

Production credit associations shall invest in obligations eligible as investments for liquidity purposes under § 615.5140, as authorized by the supervising bank. 

6. Section 615.5142 is revised to read as follows: 

§ 615.5142 Federal land bank associations. 

A Federal land bank association shall invest its excess cash in unsecured obligations of its supervising bank or in obligations eligible as investments for liquidity purposes under § 615.5140, as authorized by the supervising bank. 

7. Section 6155144 is added to read as follows: 

§ 615.5144 System service organizations. 

A service organization incorporated by the Farm Credit System banks under Title IV, Part D, of the Act and § 611.1150 of this changer may invest in obligations eligible as investments for liquidity and other purposes approved by the Farm Credit Administration under § 615.5140. 

Donald E. Wilkinson, 

Governor. 

[FR Doc. 85-29456 Filed 12-11-85; 8:45 am] 
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