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

 
ACTION: Proposed suspension of rule.  

SUMMARY: The Farm Credit Administration (FCA), by the Farm Credit Administration Board (Board), proposes for public comment the temporary suspension, for a period of 2 years, of certain provisions of the regulations governing the computation of permanent capital ratios of Farm Credit System (System) institutions. The effect of the suspension would be to permit Farm Credit Banks and direct lender associations, for the succeeding 2 years, to determine whether, and to what extent, an association's investment in a Farm Credit Bank is deducted from the assets of the association in the computation of the permanent capital ratio.  

DATES: Comments must be received by July 16, 1992.  

ADDRESSES: Comments should be submitted in writing, in triplicate, to Jean Noonan, General Counsel, Farm Credit Administration, McLean, Virginia 22102-5090. Copies of all communications received will be available for examination by interested parties in the Office of General Counsel, Farm Credit Administration.  

FOR FURTHER INFORMATION CONTACT:  

Robert S. Child, Senior Credit Specialist, Office of Examination, Farm Credit Administration, McLean, VA 22102-5090, (703) 883-4498, TDD (703) 883-4444, or  
   
Rebecca S. Orlich, Senior Attorney, Office of General Counsel, Farm Credit Administration, McLean, VA 22102-5090, (703) 883-4020, TDD (703) 883-4444.  

[bookmark: _GoBack]SUPPLEMENTARY INFORMATION: On September 28, 1988, the Board adopted final regulations amending 12 CFR part 615 that, among other things, established minimum permanent capital standards for System institutions. Those regulations implemented section 301(a) of the Agricultural Credit Act of 1987 (1987 Act), Public Law 100-233, which directed the FCA to issue regulations under section 4.3(a) of the Farm Credit Act of 1971 (1971 Act), 12 U.S.C. 2001 et seq. Section 4.3(a) requires the FCA to cause System institutions to achieve and maintain adequate capital by establishing minimum levels of capital for System institutions. See 53 FR 39229 (October 6, 1988).  

Section 615.5210 of those regulations sets forth the method for the computation of the permanent capital ratio. Paragraph (d) provides that, for the sole purpose of computing the permanent capital ratio, certain adjustments must be made to the assets and capital of System institutions. First, where two System institutions own stock in each other, an amount equal to the smaller of the two investments must be eliminated from the assets and total capital of both institutions.  

Second, after the elimination of the reciprocal stock investments, the so-called "double-counted capital" must be eliminated in such a way that it is included in the capital of only one institution. The "double-counted capital" represents a direct lender association's investment in a Farm Credit Bank and consists of purchased stock and distributed equities. (The investment is referred to as "double-counted capital" because, prior to 1989, it was included in the assets and capital of both the bank and the direct lender association. This gave the impression that there was a greater amount of capital in some institutions than there actually was.) Traditionally, banks have made noncash patronage distributions to direct lender associations while retaining cash at the bank level. The "double-counted capital" is required by § 615.5210(d) to be treated, for the purpose of computation of the permanent capital ratio, as follows:  
   
1. Paragraph (d)(2)(i)  

This provision states that, until January 1, 1993, each Farm Credit Bank shall, with the agreement of a majority of the direct lender associations in its district, adopt a districtwide plan specifying a percentage allocation of an association's investment in the bank between the bank and the association. The bank and associations are permitted to amend the plan each year. In the event that the bank and the associations are unable to reach agreement on the allocation, the direct lender associations' investments are allocated 20 percent to the bank and 80 percent to the associations.  
   
2. Paragraph (d)(2)(ii)  

This provision states that, beginning January 1, 1993, and thereafter, all equities of a Farm Credit Bank that were purchased by direct lender associations must be allocated to the bank.  
   
3. Paragraph (d)(2)(iii)  

This provision sets forth a phase-in period for the allocation of equities distributed by a Farm Credit Bank to direct lender associations. The phase-in period is to commence on January 1, 1993, and specifies the minimum percentage of distributed equities that must be allocated to the banks. In 1993, banks and associations are permitted to allocate up to 100 percent of the distributed equities to the association; the permissible allocation to the association decreases by 20 percentage points each following year until 1998. In 1998 and thereafter, all of the distributed equities must be allocated to the bank. 

Since the promulgation of § 615.5210(d)(2), concerns have been expressed by some System institutions about the potential effects on the capital positions of the direct lender associations and the financial health of the System as a whole. In particular, such institutions have indicated that, in order for some direct lender associations to achieve their minimum required permanent capital levels, it may be necessary for a district bank to transfer assets to the associations either through the payment of cash dividends or the retirement of distributed equities. Both types of transportations are taxable and could therefore result in the depletion of an association's capital funds.  

In addition, concern has been expressed by System institutions and others that any significant transfer of assets from Farm Credit Banks to direct lender associations may have a long-term effect on the cost of funds to the System as a whole. Most of the funds of System institutions are raised through the issuance by the Farm Credit Banks and the banks for cooperatives of Systemwide obligations. Such obligations are insured by the Farm Credit System Insurance Fund, but in the event that the Insurance Fund is ever exhausted, all of the banks are jointly and severally liable under section 4.4 of the 1971 Act to pay the principal and interest on the obligations. Therefore, the Systemwide bonds are ultimately backed by the assets of all of the System banks. However, the direct lender associations, to which the banks lend most of the funds raised through the issuance of Systemwide obligations, are not jointly and severally liable on the Systemwide obligations. It has been asserted that, once assets have been transferred by a bank to an association, they may no longer be available to pay the principal and interest on Systemwide obligations under the joint and several liability provisions. Concern has been expressed that a significant movement of capital from the Farm Credit Banks to the direct lender associations could increase the cost to the System of raising funds through the issuance of Systemwide obligations.  

Because of these concerns, it is the opinion of the Board that the current regulations on the computation of a direct lender association's investment in a bank should be reexamined. Therefore, the Board proposes to delay the effect of those provisions that, commencing January 1, 1993, require part or all of a direct lender association's investment in a Farm Credit Bank to be eliminated from the capital of the associations.  

The following provisions are proposed to be temporarily suspended:  

1. The phrase "until January 1, 1993," in § 615.5210(d)(2)(i);  

2. Section 615.5210(d)(2)(ii) in its entirety; and  

3. Section 615.5210(d)2)(iii) in its entirety.  

During the period these provisions are suspended, other provisions of the regulation would remain in effect. This means that a Farm Credit Bank, with the agreement of a majority of the direct lender associations in its district, could adopt a districtwide plan specifying a percentage of where the direct lender associations' investment in the bank would be counted for the purpose of computing the permanent capital ratio. In the absence of such an agreement, 20 percent of the direct investment would be allocated to the bank, and 80 percent would be allocated to the associations. 

The Board further proposes that the suspension be effective for a 2-year period, commencing 30 days after it is published in the Federal Register during which either or both Houses of the Congress are in session. After the 2-year period expires, these provisions would automatically become effective again unless the Board has taken further action to amend them.  

It is the intention of the Board to reexamine the capital regulations during the suspension period in light of the concerns described above, particularly as they relate to the safety and soundness of individual institutions and districts as well as the System as a whole.  
   
List of Subjects in 12 CFR Part 615  

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

The authority citation for part 615 continues to read as follows:  

Authority: Secs. 1.5, 1.11, 1.12, 2.2, 2.3, 2.4, 2.5, 2.12, 3.1, 3.7, 3.11, 3.25, 4.3, 4.9, 4.14B, 4.25, 5.9, 5.17, 6.20, 6.26 of the Farm Credit Act; 12 U.S.C. 2013, 2019, 2020, 2073, 2074, 2075, 2076, 2093, 2122, 2128, 2132, 2146, 2154, 2160, 2202b, 2211, 2243, 2252, 2278b, 2278b-6; sec. 301(a) of Pub. L. 100-233.  

Dated June 10, 1992.  
   
Curtis M. Anderson,  

Secretary, Farm Credit Administration Board. 

[FR Doc. 92-13962 Filed 6-15-92; 8:45 am]  
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