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FARM CREDIT ADMINISTRATION

 12 CFR Part 624

Farm Credit System Regulatory Accounting Practices; Temporary Regulations 

AGENCY: Farm Credit Administration. 

ACTION: Final rule.  

SUMMARY: The Farm Credit Administration (FCA) publishes amendments to its temporary regulations which were published on December 24, 1986 (51 FR 46597) and amended on January 26, 1987 (52 FR 2670), relating to the utilization of regulatory accounting practices (RAP) by Farm Credit System (System) institutions. These amendments establish the circumstances under which System Federal land bank associations (FLBAs) are authorized to use RAP to adjust the value of their stock for regulatory purposes to reflect the use of RAP by the district Federal land bank (FLB).  

EFFECTIVE DATE: These amendments are effective on December 24, 1986.  

FOR FURTHER INFORMATION CONTACT: 
Robert E. Donnelly, Office of Analysis and Supervision, Farm Credit Administration, McLean, VA 22102-5090, (703) 883-4450 
 Or 
Gary L. Norton, Office of General Counsel, Farm Credit Administration, McLean, VA 22102-5090, (703) 883-4020 

[bookmark: _GoBack]SUPPLEMENTARY INFORMATION: The FCA Board adopted temporary regulations implementing the Farm Credit Act Amendments of 1986 (1986 Amendments), (Pub. L. 99-509), relating to the utilization of RAP by System institutions, and the reporting and disclosure requirements associated therewith (51 FR 46597). The FCA Board published certain technical amendments to the regulations on January 26, 1987 (52 FR 2670). The public was given until February 24, 1987 to submit comments on the regulations. A public hearing on the regulations was held at FCA offices in McLean, Virginia on February 27, 1987. The FCA Board is in the process of reviewing the comments on the regulations and the transcript of the public hearing, and will act on and publish responses to those comments in the near future. However, one of the comments raised an issue on the use of RAP by FLBAs. the FCA Board determined that the issue required separate and expedited attention. The matter was considered by the FCA Board at its special meeting on April 17, 1987, and is the subject of this publication.  

The temporary regulations authorize System banks and associations to use RAP to amortize a portion of their provisions for loan losses and banks to amortize a portion of their interest costs over a period not to exceed 20 years, provided the conditions set forth in the regulations are met.  
The Farm Credit Corporation of America (FCCA), on behalf of the 37 banks of the System, commented that the regulations create an operational problem which arises from the appropriate accounting treatment of an FLBA's investment in an FLB on books and records of the FLBA under generally accepted accounting principles (GAAP). FLBAs do not lend to borrowers, but rather act as agents for district FLBs in originating and servicing loans in the FLBA's territory. The debt issued to finance the loan is issued by the FLB, not the FLBA. Therefore, FLBAs generally do not carry a loan loss reserve or any interest expenses on their books. However, in order to borrow from the FLBA a borrower must purchase stock in the association, which, in turn, purchases stock in the FLB. The value of the borrower's stock in the FLBA is directly related to the value of the FLBA's stock in the FLB (i.e., impairment of the FLBA's stock caused impairment of the borrowers stock.) The FLB can cure its stock impairment by the use of RAP. However, because FLBAs do not have loan loss reserves or debt interest costs to defer and amortize, they are not able to utilize RAP at the FLBA level to correct impairment of stock and participation certificates held by borrowers. The FCA Board agrees with the comments raised by the FCCA and determined that the regulations should be amended promptly to address this issue in order to avoid confusion and uncertainty among FLBA boards of directors regarding their authorities. The FCCA acknowledged that the temporary regulations conform with the expressed provisions of the 1986 Amendments, but asserted their belief that the FCA had the authority under the 1986 Amendments to permit a passthrough from FLBs to FLBAs of RAP treatment and that such action would be consistent with the intent of Congress in enacting the legislation.  
Unlike all other System institutions, FLBAs are highly dependent on the district FLBs for financial viability. FLBAs have limited capacity to generate revenues from sources other than their district FLBs. As a result of continued losses by several FLBs, FLBAs in those districts have experienced losses that have resulted in impairment of their borrower-held stock. Due to the passthrough of the purchase of stock and participation certificates between FLBs and FLBAs (i.e., for each share purchased by a borrower from a FLBA, a corresponding share of equal value must be bought by the FLBA in its district FLB), impairment of the FLB will usually result in an impairment of the stock and participation certificates of FLBAs in the district.  

Because the regulations did not give consideration to the unique relationship between FLBs and their FLBAs, the FCA Board is amending the regulations to allow the FLBAs to use RAP to reflect the use of RAP by FLBs. Accordingly, §  624.104 is redesignated as section 624.105 and a new §  624.104 is added that authorizes FLBAs to utilize RAP in determining the value of the associations' investments in their district FLBs.  

The amendments to the regulations authorize a FLBA to use RAP for purposes of maintaining the value of its stock and participation certificates at par or face value. In conformity with all other institutions, the regulations limit the use of RAP by a FLBA to only such amounts as are necessary to cure an impairment of its stock and participation certificates for regulatory purposes. The use of RAP does not change the GAAP value of those FLBA equities. As a prerequisite to the use of RAP, FLBs are required to enter into agreements with the Farm Credit System Capital Corporation (Capital Corporation) and to request direct financial assistance from the Capital Corporation. Since any agreements entered into by the FLBs with the Capital Corporation (with or without Capital Corporation assistance to the FLBs) will have a direct impact on the FLBAs, the amendments do not require FLBAs to undertake such actions themselves. 

The FCA Board also adopted an amendment to section 624.110 to provide that the accounting, reporting, and disclosure requirements contained in Subpart B apply to all institutions, including FLBAs. Boards of directors of FLBAs that elect to use RAP must adopt resolutions to that effect. A board's resolution must provide that the FLBA's stock and participation certificates (equities) are to be issued and retired on either a RAP or GAAP basis. The FCA believes the related policy and business decisions have the same accounting, disclosure, and legal implications to the FLBAs as they have to other System institutions. If an FLBA board elects to retire equities on a RAP basis, the board of directors must obtain a legal opinion from independent counsel stating that the policies and procedures to be followed conform with the requirements of all applicable laws. This same requirement applies to all institutions that elect to retire stock on a RAP basis. The Board made clear that two or more institutions can jointly request a single legal opinion that is prepared in a manner that will be appropriate for use by the boards of directors of each of the requesting institutions.  

The amendments are issued as amendments to the regulations published on December 24, 1986, and have the same effective date as those regulations. For the same reasons discussed in connection with the promulgation of the regulations in December 1986, the FCA Board determined, based on the Board's finding, for good cause and in accordance with 5 U.S.C. 553 (b) and (d), that prior public comment and a delay in the effective date are impracticable, unnecessary, and contrary to the public interest. For the same reasons, the FCA Board determined, in accordance with 12 U.S.C. 2252(b), that an emergency existed that authorized publication of these amendments to the regulations without prior review by the appropriate congressional committees.  

List of Subjects in 12 CFR Part 624 

Accounting, Agricultural, Banks, Banking, Credit, Rural areas. 
 
As stated in the preamble, Chapter VI, Title 12, Code of Federal Regulations is amended as follows: 

1. The title of Part 624 is revised to read as follows: 

PART 624 -- REGULATORY ACCOUNTING PRACTICES -- TEMPORARY REGULATIONS 

2. The authority citation for Part 624 is revised to read as follows: 

Authority: 12 U.S.C. 2001, 2014, 2073, 2093, 2122, 2159, 2205, 2254, Pub. L. 99-509.  

Subpart A -- Deferral and Amortization of Premiums, Interest Expenses and 
Provisions for Loan Losses 

3. Subpart A is amended by redesignating §  624.104 as §  624.105 and by adding a new §  624.104 to read as follows: 

§  624.104 Federal land bank association passthrough of RAP.
  
Each Federal land bank association in a district in which the Federal land bank, in accordance with §  624.105, is retiring stock and participation certificates at par or face amount as determined in accordance with RAP may utilize RAP to value of the association's investment in the Federal land bank as is necessary to maintain a book value of the association's stock and participation certificates equal to par or face amount determined in accordance with RAP.  

Subpart B -- Accounting and Disclosure 

4. Section 624.110 is revised to read as follows: 

§  624.110 General.  

System institutions that adopt and use RAP in accordance with the provisions of Subpart A of this part shall employ accounting practices, make reports to the Farm Credit Administration, and provide disclosure to stockholders and loan applicants in accordance with the provisions of Subpart B of this part.  

5. Section 624.113 is amended by revising paragraphs (a), (b) introductory text and (b)(1) to read as follows: 

§  624.113 Financial reporting and disclosure.  

(a) Each institution that uses RAP in accordance with the provisions of this part shall prepare and issue its financial statements to stockholders in accordance with Part 620 of this chapter. In addition, each such institution shall disclose clearly in footnotes to its financial statements the regulatory accounting practices adopted by the institution and shall reconcile the differences between the application of GAAP and RAP.  

(b) Each Federal land bank, bank for cooperatives, and the Central Bank for Cooperatives that is deferring its provision for loan losses in accordance with § §  624.103 and 624.111(b), each production credit association that is deferring its provision for loan losses in accordance with §  624.103, and each Federal land bank association that is using RAP to passthrough the use of RAP by the district Federal land bank in accordance with §  624.104 shall comply with the requirements of this paragraph.  

(1) Not later than 30 days after the institution has adopted and used RAP the institution shall provide each stockholder and holder of participation certificates with a clearly written notification of the following matters: 

* * * * * 

William A. Sanders, Jr., 

Secretary, Farm Credit Administration Board.  
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