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ACTION: Final rule.  

SUMMARY: The Farm Credit Administration (FCA) by the Farm Credit Administration Board (Board) adopts a final rule amending 12 CFR part 611 in order to reflect amendments to the Farm Credit Act of 1971 (1971 Act) made by the Agricultural Credit Technical Corrections Act of 1988 (1988 Act).  n1 The proposed rule was published for comment on June 16, 1992 (57 FR 26786). The amendment to § 611.400 authorizes Farm Credit System (FCS or System) banks to pay their directors fair and reasonable compensation that does not exceed the amount set forth in section 4.21 of the 1971 Act, as amended. The regulation, as amended, also requires FCS banks to disclose the amount of reimbursement that directors receive for travel, subsistence, and other related expenses separately from cash compensation in annual disclosures to shareholders and reports to the FCA.  

n 1 Public Law No. 100-399, 102 Stat. 989 (1988).  

EFFECTIVE DATE: The regulation shall become effective upon the expiration of 30 days after publication in the Federal Register during which either or both Houses of Congress are in session. Notice of the effective date will be published in the Federal Register.  

FOR FURTHER INFORMATION CONTACT:  

Linda C. Sherman, Policy Analyst, Regulation Development Division, Office of Examination, Farm Credit Administration, McLean, VA 22102-5090, (703) 883-4498, TDD (703) 883-4444, or  
   
Richard A. Katz, Senior Attorney, Regulatory and Legislative Law Division, Office of General Counsel, Farm Credit Administration, McLean, VA 22102-5090, (703) 883-4020, TDD (703) 883-4444.  

SUPPLEMENTARY INFORMATION: The 1988 Act amended the 1971 Act by: (1) Limiting compensation for each bank director to $15,000 per annum n2; and (2) abolishing the district boards n3. On June 16, 1992, the FCA proposed to amend § 611.400 to reflect amendments to the 1971 Act. More specifically, the FCA proposed to delete the provision of § 611.400(b)(2) that prohibits FCS banks from paying their directors more than $200 per day, and replace it with a new provision that authorizes FCS banks to pay their directors fair and reasonable compensation that does not exceed any limit set by the 1971 Act, as it may be amended from time to time. Other proposed amendments to § 611.400 included: (1) Replacing the terms "district boards" and "district directors" with "bank boards" and "bank directors" in paragraph (b) introductory paragraph, paragraph (b)(2), and the introductory paragraph of paragraph (c); and (2) changing the references to the 1971 Act in § 611.400 from "section 5.5" to "section 4.21."  
n 2 Section 414 of the 1988 Act added section 4.21 to the 1971 Act.  

n 3 Section 409 of the 1988 Act repealed sections 5.1 through 5.6 of the 1971 Act.  

The FCA also proposed to add a new paragraph (c)(6) to § 611.400 that would require each bank to disclose reimbursements of travel, subsistence, and other related expenses incurred by a director, both in disclosures to shareholders pursuant to § 620.5(i)(1) of this chapter, and in reports to the FCA. As explained in the preamble to the proposed regulation, reimbursable expenses are not considered compensation for the purposes of section 4.21 of the 1971 Act, which limits the amount of compensation for bank directors to $15,000 per year. However, FCS banks currently report compensation and reimbursable expenses paid to their directors as a lump sum on their call reports to FCA. Proposed § 611.400(c)(6) would enable both the FCA and the shareholders to identify director compensation distinctly from reimbursable expenses. The FCA also noted in the preamble to the proposed regulation that this amendment would allow the shareholders to determine whether the bank's reimbursement of travel, subsistence, and other related expenses is reasonable.  

The only comment FCA received about the proposed regulations pertained to proposed paragraph (c)(6). The Farm Credit Council (FCC), with the endorsement of two Farm Credit Banks (FCBs), expressed strong objections to proposed § 611.400(c)(6), which requires disclosure of bank directors' reimbursable expenses. The commentor asserts that commercial banks, savings associations, and credit unions are not required by their Federal regulators to disclose the amount of reimbursable expenses that they pay to their directors. The commentor also claims that the premise underlying § 611.400(c)(1) is not well founded because existing regulations and the FCA's enforcement powers are sufficient to prevent abuses. The FCC argues that the disclosure requirement in proposed § 611.400(c)(6) is "both unwarranted and an example of regulatory overkill."  

The FCA disagrees with the commentor's arguments that § 611.400(c)(1) is regulatory overkill. Although the FCA often takes the approaches of other Federal bank regulatory agencies into consideration when it develops regulations, the FCA's obligation is to address particular issues in the context of statutory provisions that establish the characteristics of, and constraints on the FCS. Section 4.21 of the 1971 Act specifically limits the amount of compensation that FCS banks are authorized to pay their directors, while director compensation at other federally regulated financial institutions is not subject to similar statutory restrictions. The disclosure requirement is consistent with congressional concern over the impact of director costs on the borrower. 

Reimbursable expenses are often a significant component of overall director costs. Past experience indicates that expenses may exceed compensation for some directors in the FCS. FCA believes that shareholders of FCS banks should be afforded the opportunity to review the reimbursement of expenses incurred by bank directors and to guard against excessive expenditures by their directors. Such a disclosure requirement is consistent with the shareholders' common law right to inspect the corporation's books and records, and emphasizes self-discipline, which may obviate the need for enforcement action.  

The approach advocated by the FCA is consistent with the initiative for economic growth that the President of the United States unveiled on January 30, 1992. The President's initiative requires Federal agencies to review their regulations in order to: (1) Identify those regulations that impede economic growth; and (2) accelerate action on those regulations that promote growth. The President's initiative establishes five criteria for evaluating the impact of a regulation on economic growth. The FCA concludes that this regulation promotes economic growth by complying with two of these criteria. This regulation reduces reliance on command-and-control regulatory requirements and relies on market mechanisms by enhancing shareholder ability to contain costs at FCS banks.  

As stated in the preamble to the proposed rule, the FCA withdrew its proposed rule published at 52 FR 43081 (November 9, 1987) because the proposed disclosure requirements are now covered by § 620.5(i)(1) of this chapter.  
   
List of Subjects in 12 CFR Part 611  

Agriculture, Banks, banking, Rural areas.  

For the reasons stated in the preamble, part 611 of chapter VI, title 12 of the Code of Federal Regulations is amended as follows:  

PART 611 -- ORGANIZATION  

1. The authority citation for part 611 is revised to read as follows:  

Authority: Secs. 1.3, 1.13, 2.0, 2.10, 3.0, 3.21, 4.12, 4.15, 5.9, 5.10, 5.17, 7.0-7.13, 8.5(e) of the Farm Credit Act; 12 U.S.C. 2011, 2021, 2071, 2091, 2121, 2142, 2183, 2203, 2243, 2244, 2252, 2279a-2279f-1, 2279aa-5(e); secs. 411 and 412 of Pub. L. 100-233; 101 Stat. 1568, 1638; secs. 409 and 414 of Pub. L. 100-399, 102 Stat. 989, 1003 and 1004.  

Subpart D -- Rules for Compensation of Board Members  

2. Section 611.400 is amended by removing the words, "district directors" and adding in their place, "bank directors" in paragraph (b) introductory text and paragraph (b)(2); by removing the words, "$200 per day" and adding in their place, "limits established by the Farm Credit Act of 1971, as amended" in paragraph (b)(2); by adding the words "travel, subsistence, and other related" after the word "for" in paragraph (b)(3); by removing the words "and subsistence" and adding in their place, the words ", subsistence, and other related" in paragraph (b)(5); by removing the words "district board" and adding in their place, the words "bank board" each place it appears in paragraphs (b) introductory text and (c) introductory text; by revising paragraph (a); and by adding a new paragraph (c)(6) to read as follows: 

§ 611.400 Compensation of Bank Board members.  

(a) Farm Credit System banks are authorized to pay, in accordance with section 4.21 of the Farm Credit Act of 1971, as amended, fair and reasonable compensation to directors for services performed in an official capacity. No Farm Credit System bank shall compensate any director for rendering services on behalf of any other Farm Credit System institution or a cooperative of which the director is a member, or for performing other assignments of a nonofficial nature.  
   
 * * * * *  

(c) * * *  

(6) Such compensation and the aggregate amount of any reimbursement for expenses shall be disclosed to shareholders on an annual basis, in compliance with § 620.5(i)(1) of this chapter. Such disclosure, and any requisite reporting to the Farm Credit Administration, shall identify cash compensation paid to directors separately from the reimbursement of travel, subsistence, and other related expenses paid to each director.  

Dated: September 14, 1992.  
   
Curtis M. Anderson,  

Secretary, Farm Credit Administration Board.  

[FR Doc. 92-22642 Filed 9-18-92; 8:45 am]  
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