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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 with request for comments.  

SUMMARY: The Farm Credit Administration (FCA), by the FCA Board, adopts a final regulation relating to the retirement of stock of Farm Credit System (System) institutions operating under regulatory accounting practices (RAP). The final regulation prohibits a System institution from retiring stock or participation certificates in accordance with RAP when the net worth of such institution reaches zero in accordance with generally accepted accounting principles (GAAP) and/or, in the case of a System bank, when that bank is unable to meet its statutory and regulatory requirements to have sufficient collateral on hand at the time of issuance of any consolidated or Systemwide securities in the national money markets.  

DATES: The final regulation was effective September 22, 1987. Written comments must be received on or before November 2, 1987.  

ADDRESS: Submit comments on the final regulation in writing (in triplicate) to Anne E. Dewey, Acting General Counsel, Farm Credit Administration, McLean, VA 22102-5090. Copies of all communications received will be available for examination by interested parties in the Office of the General Counsel, Farm Credit Administration.

FOR FURTHER INFORMATION CONTACT: John Barkell, Assistant Chief, Financial Analysis and Standards Division, Farm Credit Administration, 1501 Farm Credit Drive, McLean, VA 22102-5090, (703) 883-4495.  

TEXT: SUPPLEMENTARY INFORMATION: At a special meeting on September 22, 1987, the FCA Board adopted an amendment to the FCA regulations implementing the Farm Credit Act Amendments of 1986 (1986 Amendments), Pub. L. 99-509, relating to the use of RAP by System institutions and the reporting and disclosure requirements in accordance with RAP.  

[bookmark: _GoBack]The RAP regulations were published in the Federal Register on December 24, 1986 (51 FR 46597), and amended 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 responded to one matter raised by the comments relating to use of RAP by Federal land bank associations (FLBA) and adopted an amendment to the RAP regulations at its special meeting on April 17, 1987. The amendment was published in the Federal Register on April 23, 1987 (52 FR 13428). The FCA is in the process of reviewing the remainder of the comments and will act on and publish responses to those comments shortly. Due to the financial condition of certain System institutions, the FCA Board at its special meeting of September 22, 1987, concluded that it must take immediate action relating to the retirement of stock and participation certificates by institutions using RAP.  

The current RAP regulations authorize System banks and production credit associations (PCAs) 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 institutions meet the conditions set forth in the regulations. The existing regulation authorizes System banks and PCAs which have stock and participation certificates with a book value less than par or face amount in accordance with GAAP to retire such equities at par or face amount as long as the book value is equal to our greater than par or face amount in accordance with RAP and other regulatory criteria are satisfied. 12 CFR 624.105. In addition, if a Federal land bank (FLB) is retiring its stock at par in accordance with RAP, the FLBAs which own the FLB may use RAP to value their investment in the FLB as necessary to maintain the book value of the FLBA's stock or participation certificates at par or face amount. 12 CFR 624.104.  

Generally, a financially deteriorating System bank would exhaust its collateral available for supporting the issuance of consolidated or Systemwide obligations and be precluded from issuing securities in the national money markets before its net worth reached zero under GAAP or through the use of RAP. However, several System banks have recently adopted collateral sharing agreements which enable them to continue to issue securities in the national money markets and to continue operations, including retiring borrower stock and participation certificates in the normal course of business. Because a bank may continue issuing securities based on collateral transferred from other banks under such agreements, it is possible for an institution to reach the point of operating with zero or less net worth under GAAP and have positive net worth under RAP. This condition and the financial condition of certain System institutions requires that the FCA must now consider whether an institution should be permitted to continue to retire stock or participation certificates when its net worth reaches zero under GAAP. To address this issue, the FCA Board amends the regulation at 12 CFR 624.105 relating to stock retirement to make clear that an institution may not use RAP to retire stock or participation certificates at par or face amount when its net worth reaches zero in accordance with GAAP.  

The primary purpose of RAP was to enable a System institution to spread its high financing costs and/or loan losses over a longer period (up to 20 years) in order to give the institution time to correct its financial problems. By amortizing these costs, the institution would be paying for part of these costs from future earnings. However, in order for an institution to accomplish this process successfully it must operate in a manner that preserves its viability in order to achieve those future earnings.  

The FCA Board determined that retiring stock or participation certificates when an institution reaches zero net worth under GAAP threatens the viability of that and other System institutions, constitutes an unsafe and unsound practice, and is a result not intended by the 1986 Amendments. The FCA Board reasoned that if an institution continues to dissipate its assets through stock retirement when its net worth has reached zero under GAAP, that action increases the likelihood that the institution will not be able to meet its obligations as they become due and increases the need for the institution to call on other System institutions under loss-sharing arrangements or statutory provisions to meet such obligations. The eventual consequences could have a negative impact on the ability of the System as a whole to continue to obtain funds in the national money markets.  

The FCA Board concluded that the 1986 Amendments did not intend to authorize the use of RAP by System institutions in a manner that may endanger the financial viability of the institution. H.R. Rep. No. 967, 99th Cong., 2d Sess. 6-8 (1986). The 1986 Amendments did not alter an institution's responsibility to conduct operations in a safe and sound manner nor authorize the use of RAP to the detriment of the institution's viability. Congress made clear that System institutions should follow GAAP and only use RAP for a limited period to lessen the impact of high borrowing costs and loan losses. Id. at 6-8. The FCA must continue to take appropriate regulatory and enforcement actions to insure that an institution does not use RAP in a manner that threatens the institution's financial viability. H.R. Rep. No. 1012, 99th Cong., 2d Sess. 230 (1986).  

The amendment is issued with an immediate effective date. Because of the financial condition of certain System institutions, the FCA Board has determined that the Board must take immediate action.  

Therefore, for good cause and in accordance with 5 U.S.C. 553 (b) and (d), 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 has determined, in accordance with 12 U.S.C. 2252(b), that an emergency exists that justifies publication of this amendment to the regulations without prior review by the appropriate congressional committees. As noted above, the public will have 30 days to submit written comments to the FCA after publication of the final regulation.  

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: 

PART 624 -- [AMENDED] 

1. The authority citation for Part 624 continues to read as follows: 

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

2. Section 624.105 is amended by adding the following to the end of the section to read as follows: 

§  624.105 Retirement of equities. 

* * * * * 

Notwithstanding the provisions of paragraph (a) or (b), an institution shall cease retirement of stock and participation certificates when the net worth of the institution is zero or less as determined in accordance with GAAP. In addition to the requirements of the preceding sentence, a System bank shall cease such equity retirements when the bank is unable to meet statutory collateral requirements established in section 4.3(c) of the Act and regulatory requirements of Part 615, Subpart B -- Collateral.  

David A. Hall, 

Secretary, Farm Credit Administration Board.  
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