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exclusions, conditions, and premiums associ-
ated with flood insurance policies issued on
behalf of the NFIP and policies issued on be-
half of private insurance companies and con-
tact an insurance agent as to the avail-
ability, cost, and comparisons of flood insur-
ance coverage.

[Escrow Requirement for Residential Loans

Federal law may require a lender or its
servicer to escrow all premiums and fees for
flood insurance that covers any residential
building or mobile home securing a loan that
is located in an area with special flood haz-
ards. If your lender notifies you that an es-
crow account is required for your loan, then
you must pay your flood insurance premiums
and fees to the lender or its servicer with the
same frequency as you make loan payments
for the duration of your loan. These pre-
miums and fees will be deposited in the es-
crow account, which will be used to pay the
flood insurance provider.]

_ Flood insurance coverage under the
NFIP is not available for the property secur-
ing the loan because the community in
which the property is located does not par-
ticipate in the NFIP. In addition, if the non-
participating community has been identified
for at least one year as containing a special
flood hazard area, properties located in the
community will not be eligible for Federal
disaster relief assistance in the event of a
Federally declared flood disaster.

[80 FR 43258, July 21, 2015]

APPENDIX B TO SUBPART S OF PART
614—SAMPLE CLAUSE FOR OPTION TO
ESCROW FOR OUTSTANDING LLOANS

Escrow Option Clause

You have the option to escrow all pre-
miums and fees for the payment on your
flood insurance policy that covers any resi-
dential building or mobile home that is lo-
cated in an area with special flood hazards
and that secures your loan. If you choose
this option:

e Your payments will be deposited in an es-
crow account to be paid to the flood insur-
ance provider.

e The escrow amount for flood insurance
will be added to the regular mortgage pay-
ment that you make to your lender or its
servicer.

e The payments you make into the escrow
account will accumulate over time and the
funds will be used to pay your flood insur-
ance policy when your lender or servicer re-
ceives a notice from your flood insurance
provider that the flood insurance premium is
due.

To choose this option, follow the instruc-
tions below. If you have any questions about
the option, contact [Insert Name of Lender
or Servicer] at [Insert Contact Information].

Pt. 615

[Insert Instructions for Selecting to Es-
crow]

[80 FR 43258, July 21, 2015]

PART 615—FUNDING AND FISCAL
AFFAIRS, LOAN POLICIES AND
OPERATIONS, AND FUNDING OP-
ERATIONS

Subpart A—Funding

Sec.

615.5000 General responsibilities.

615.5010 Funding Corporation.

615.5030 Borrowings from
banks.

615.5040 Borrowings from financial institu-
tions other than commercial banks.

commercial

Subpart B—Collateral

615.5045 Definitions.

615.5050 Collateral requirements.

615.5060 Special collateral requirement.

615.5090 Reduction in carrying value of col-
lateral.

Subpart C—lIssuance of Bonds, Notes,
Debentures and Similar Obligations

615.5100 Authority to issue.

615.5101 Requirements for issuance.

615.5102 Issuance of debt obligations
through the Funding Corporation.

615.5103-615.5104 [Reserved]

615.5106 Consolidated Systemwide notes.

Subpart D—Other Funding

615.5110 Authority to issue (other funding).
615.5120 Purchase eligibility requirement.
615.5130 Procedures.

Subpart E—Investment Management

615.5131 Definitions.

615.5132 Investment purposes.

615.5133 Investment management.

615.5134 Liquidity reserve.

615.5136 Emergencies impeding normal ac-
cess of Farm Credit banks to capital
markets.

615.5140 Eligible investments.

615.5142 [Reserved]

615.5143 Management of ineligible invest-
ments and reservation of authority to re-
quire divestiture.

615.5144 Banks for cooperatives and agricul-
tural credit banks.

Subpart F—Property, Transfers of Capital,
and Other Investments

615.5170 Real and personal property.
615.5171 Transfer of capital from banks to
associations.
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615.5172 Production credit association and
agricultural credit association invest-
ment in farmers’ notes given to coopera-
tives and dealers.

615.5173 Stock of the Federal Agricultural
Mortgage Corporation.

615.5174 Farmer Mac securities.

615.5175 Investments in Farm Credit System
institution preferred stock.

Subpart G—Risk Assessment and
Management

615.5180 Bank interest rate risk manage-
ment program.

615.5182 Interest rate risk management by
associations and other Farm Credit Sys-
tem institutions other than banks.

Subpart H—Capital Adequacy

615.5200 Capital planning.

615.5201 Definitions.

615.5206 Minimum permanent capital stand-
ards.

615.5206 Permanent capital ratio computa-
tion.

615.5207 Capital adjustments and associated
reductions to assets.

615.5208 Allotment of allocated investments.

615.5209-615.5212 [Reserved]

615.5215 Distribution of earnings.

615.5216 [Reserved]

Subpart I—Issuance of Equities

615.5220 Capitalization bylaws.

615.5230 Implementation of
principles.

615.5240 Regulatory capital requirements.

615.5245 Limitations on association pre-
ferred stock.

615.5250 Disclosure requirements for sales of
borrower stock.

615.5255 Disclosure and review requirements
for sales of other equities.

cooperative

Subpart J—Retirement of Equities and
Payment of Dividends

615.5260 Retirement of eligible borrower
stock.

615.5270 Retirement of other equities.

615.5280 Retirement in event of default.

615.5290 Retirement of capital stock and
participation certificates in event of re-
structuring.

615.5295 Payment of dividends.

Subpart K [Reserved]

Subpart L—Establishment of Minimum
Capital Ratios for an Individual institution

615.56350 General—Applicability.

615.53561 Standards for determination of ap-
propriate individual institution min-
imum capital ratios.
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615.56352 Procedures.
615.563563 Relation to other actions.
615.5354 Enforcement.

Subpart M—Issuance of a Capital Directive

615.5365 Purpose and scope.

615.5356 Notice of intent to issue a capital
directive.

615.5357 Response to notice.

615.5358 Decision.

615.5359 Issuance of a capital directive.

615.5360 Reconsideration based on change in
circumstances.

615.56361 Relation to other administrative
actions.

Subpart N [Reserved]

Subpart O—Book-Entry Procedures for
Farm Credit Securities

615.5450 Definitions.

615.5451 Book-entry and definitive securi-
ties.

615.5452 Law governing rights and obliga-

tions of Federal Reserve Banks, Farm
Credit banks, and Funding Corporation;
rights of any person against Federal Re-
serve Banks, Farm Credit banks, and
Funding Corporation.

615.54563 Law governing other interests.

615.5454 Creation of participant’s security
entitlement; security interests.

615.5455 Obligations of the Farm Credit
banks and the Funding Corporation; no
adverse claims.

615.5456 Authority of
Banks.

615.5457 Withdrawal of eligible book-entry
securities for conversion to definitive
form.

615.5458 Waiver of regulations.

615.5459 Liability of Farm Credit banks,
Funding Corporation and Federal Re-
serve Banks.

615.5460 Additional provisions.

615.5461 Lost, stolen, destroyed, mutilated
or defaced Farm Credit securities, in-
cluding coupons.

615.5462 Restrictive endorsement of bearer
securities.

Federal Reserve

Subpart P—Global Debt Securities

615.5500 Definitions.
615.5502 Issuance of global debt securities.

Subpart Q—Bankers Acceptances

615.5550 Bankers’ acceptances.

Subpart R [Reserved]
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Subpart S—Federal Agricultural Mortgage
Corporation Securities

615.5570 Book-entry procedures for Federal
Agricultural Mortgage Corporation

AUTHORITY: Secs. 1.5, 1.7, 1.10, 1.11, 1.12, 2.2,
2.3, 2.4, 2.5, 2.12, 3.1, 3.7, 3.11, 3.25, 4.3, 4.3A, 4.9,
4.14B, 4.25, 5.9, 5.17, 6.20, 6.26, 8.0, 8.3, 8.4, 8.6,
8.8, 8.10, 8.12 of the Farm Credit Act (12
U.S.C. 2013, 2015, 2018, 2019, 2020, 2073, 2074,
2075, 2076, 2093, 2122, 2128, 2132, 2146, 2154,
2154a, 2160, 2202b, 2211, 2243, 2252, 2278b, 2278b—
6, 2279aa, 2279aa-3, 2279aa—4, 2279aa-6, 2279aa—
8, 2279aa-10, 2279aa-12); sec. 301(a), Pub. L.
100233, 101 Stat. 1568, 1608; sec. 939A, Pub. L.
111-203, 124 Stat. 1326, 1887 (15 U.S.C. 780-7
note).

Subpart A—Funding

§615.5000 General responsibilities.

(a) The System Dbanks, acting
through the Federal Farm Credit
Banks Funding Corporation (Funding
Corporation), have the primary respon-
sibility for obtaining funds for the
lending operations of the System insti-
tutions.

(b) The System’s funding operations
have a significant impact upon the in-
vestment community, the general pub-
lic, and the national economy in both
the volume and the manner by which
funds are raised. The Farm Credit Ad-
ministration supervises compliance
with the statutory collateral require-
ments for the debt obligations issued.
The Chairman of the Farm Credit Ad-
ministration, under policies adopted by
the Board, consults with the Secretary
of the Treasury concerning the Sys-
tem’s funding activities, pursuant to
section 5.10 of the Act.

[54 FR 1158, Jan. 12, 1989]

§615.5010 Funding Corporation.

(a) The Funding Corporation shall
issue, market, and handle the obliga-
tions of the banks issued under section
4.2(b) through (d) of the Act and inter-
bank or intersystem flow of funds as
may from time to time be required,
and, upon request of the banks, shall
handle investment portfolios. The
Funding Corporation shall maintain
accurate and timely records. The Sys-
tem banks shall provide for the sale of
such obligations through the Funding
Corporation by negotiation, offer, bid,
or syndicate sale, and for the delivery

§615.5050

of such obligations by book entry, wire
transfer, or such other means as may
be appropriate.

(b) The interaction of the System
with the financial community shall be
conducted principally through the
Funding Corporation. The Funding
Corporation shall be subject to regula-
tion and examination by the Farm
Credit Administration.

[54 FR 1158, Jan. 12, 1989]

§615.5030 Borrowings from commer-
cial banks.

Each System bank board, by resolu-
tion, shall authorize all commercial
bank borrowings by that System bank.

[564 FR 1159, Jan. 12, 1989, as amended at 75
FR 35968, June 24, 2010]

§615.5040 Borrowings from financial
institutions other than commercial
banks.

The Farm Credit banks may borrow
from other financial institutions, such
as insurance companies, Federal agen-
cies, or Federal reserve banks.

[87 FR 11434, June 7, 1972, as amended at 54
FR 1151, Jan. 12, 1989; 54 FR 50736, Dec. 11,
1989]

Subpart B—Collateral

SOURCE: 54 FR 1159, Jan. 12, 1989, unless
otherwise noted.

§615.5045 Definitions.

(a) Cost means the actual amount
paid for any asset.

(b) Market value means the price at
which a willing seller would sell to a
willing buyer, neither under any com-
pulsion to buy or sell.

(c) Unpaid balance means total prin-
cipal and accrued interest owed.

(d) Secured interbank loan means a
loan from one Farm Credit System
bank to another Farm Credit System
bank, secured by assets of the bor-
rowing Farm Credit System bank.

§615.5050 Collateral requirements.

(a) Each bank shall have on hand at
the time of issuance of any notes,
bonds, debentures, or other similar ob-
ligations, and at all times thereafter
maintain, free from any lien or other
pledge, assets consisting of notes and
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other obligations representing loans
made under the authority of the Act,
real or personal property acquired in
connection with loans made under the
Act, obligations of the United States or
any agency thereof direct or fully guar-
anteed, other bank assets (including
marketable securities) approved by the
Farm Credit Administration, cash, or
cash equivalents approved by the Farm
Credit Administration, in an aggregate
value equal to the total amount of
notes, bonds, debentures, or other simi-
lar obligations outstanding for which
the bank is primarily liable.

(b) The collateral value of eligible in-
vestments (as defined in §615.5140) shall
be the lower of cost or market value.

(c)(1) Except as otherwise provided in
this paragraph, the collateral value of
notes and other obligations rep-
resenting loans made under the author-
ity of any Farm Credit Act shall be the
unpaid balance of such loans adjusted
for any allowance for loan losses (ex-
cept as provided for in §615.5090).

(2) The collateral value of loans in
process of liquidation or foreclosure,
judgments, and sales contracts shall be
the unpaid balance of such loans, judg-
ments, and contracts adjusted for any
allowance for losses.

(3) The collateral value of loans
which have been restructured by any
action, such as an extension,
deferment, or partial release, shall be
the new unpaid balance of the loans ad-
justed for any allowance for losses.

(4) The collateral value of property
acquired in the liquidation of loans
shall be the book value of such prop-
erty adjusted for any allowance for
losses.

(5) Collateral shall not include the
amount of any loan that exceeds the
maximum amount authorized under
the Act or part 614 of these regulations.

(6) Collateral may include the collat-
eral value of secured interbank loans,
computed as provided in §615.5050(c)(1),
provided that the assets securing the
loan could serve as collateral sup-
porting the issuance of obligations
under §615.5050(a). In computing its eli-
gible collateral, the borrowing bank
shall not count the assets securing
such loan.

(d) Each bank shall have procedures
which will ensure that the bank is in

12 CFR Ch. VI (1-1-21 Edition)

compliance with the statutory require-
ments for maintenance of collateral.
Such procedures shall include provi-
sions for:

(1) Adequate safekeeping facilities;

(2) Methods to determine that debt
instruments meet all requirements of
law and regulations;

(3) A report signed by an authorized
bank officer at each regular meeting of
the board of directors certifying the
eligibility and the adequacy of collat-
eral. Items to be reported will include
but not be limited to the total amount
of eligible collateral, amount of ineli-
gible loans, amount of deductions, and
the amount of excess collateral; and

(4) Written procedures and practices
to ensure that there will be a high de-
gree of accuracy in protecting and ac-
counting for the collateral.

§615.5060 Special collateral require-
ment.

(a) An attorney lien certification
need not be obtained at the time a note
is accepted as collateral if the counsel
for the bank or association has deter-
mined, in writing, that the bank or as-
sociation procedures provide sufficient
safeguards to ensure that a real estate
mortgage loan, within the meaning of
section 1.7(a) of the Act, made by the
bank or association will be secured by
a first lien or its equivalent on the bor-
rower’s interest in the primary real es-
tate security. However, the note shall
be withdrawn from collateral upon the
expiration of 1 year from the date of
the loan closing, unless, before the end
of such period:

(1) An attorney has certified that the
bank or association has a first lien or
its equivalent from a security stand-
point in the primary real estate secu-
rity for the loan; or

(2) The bank or association has ob-
tained a title insurance policy insuring
that it has a first lien or its equivalent
from a security standpoint in the pri-
mary real estate security for the loan,
and all of the following requirements
are satisfied:

(i) The final policy was issued by a
title insurance company that has been
licensed to issue such policies by the
appropriate state insurance regulatory
body or bodies, has not been barred or
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suspended, and has been approved by
the lending institution;

(ii) The standard form on which the
final policy was issued has been ap-
proved by the counsel for the lending
institution;

(iii) The final policy was issued for an
amount at least equal to the balance
outstanding on the real estate mort-
gage loan or, if separate policies are
issued to insure separate tracts, the
minimum amount insured by each pol-
icy shall bear the same ratio to the
outstanding balance of the loan that
the appraised value of the tract insured
by that policy bears to the appraised
value of all the real estate security for
the loan; and

(iv) Personnel meeting written stand-
ards of training and experience in real
estate title matters prescribed by the
counsel for the lending institution cer-
tified in writing that:

(A) They reviewed the final policy
and that the policy complies with
standards prescribed by such counsel;
and

(B) The final policy insures that a
first lien or its equivalent from a secu-
rity standpoint has been obtained on
the primary real estate security for the
loan.

(b) A loan participation agreement to
which a System bank or association is
a participant and involving a loan
originated by another lender shall con-
stitute an obligation meeting the col-
lateral requirements of §615.5050(a).

[64 FR 1159, Jan. 12, 1989, as amended at 59
FR 3787, Jan. 27, 1994]

§615.5090 Reduction in carrying value
of collateral.

When the bank or Farm Credit Ad-
ministration determines that a loan
did not conform to the requirements of
the law or regulations at the time the
loan was closed, such loan shall be
withdrawn from collateral until the
cause of ineligibility is remedied. When
a loan has been classified as a loss
loan, the bank shall adjust the collat-
eral value of the loan accordingly.

§615.5101

Subpart C—lIssuance of Bonds,
Notes, Debentures and Similar
Obligations

§615.5100 Authority to issue.

The Act authorizes each bank of the
System, subject to the collateral re-
quirements of section 4.3(c) of the Act,
to issue:

(a) Notes, bonds, debentures, or other
similar obligations;

(b) Consolidated obligations, to-
gether with any or all banks organized
and operating under the same title of
the Act;

(c) Systemwide obligations, together
with other banks of the System; and

(d) Investment bonds to the author-
ized purchasers subject to the limita-
tions contained in the regulations set
forth in subpart D.

[564 FR 1160, Jan. 12, 1989]

§615.5101 Requirements for issuance.

Except as provided in section 4.2(e) of
the Act, each debt obligation shall
meet the following requirements:

(a) BEach debt obligation shall be
issued through the Federal Farm Cred-
it Banks Funding Corporation acting
for System banks.

(b) Bach debt obligation shall be au-
thorized by resolution of the board(s)
of directors of the issuer(s). Each par-
ticipating bank shall provide, in its au-
thorizing resolution, for its primary li-
ability on the portion of any consoli-
dated or Systemwide obligation issued
on its behalf and be jointly and sever-
ally liable for the payment of any addi-
tional sums as called upon by the Farm
Credit Administration, in accordance
with section 4.4 of the Act, in the event
any bank primarily liable therefor is
unable to pay.

(c) Each issuance of debt obligations
shall meet the collateral requirements
set forth in subpart B.

(d) Each issuance of debt obligations
shall be approved by the Farm Credit
Administration.

(e)(1) Consultation with the Sec-
retary of the Treasury required by 31
U.S.C. 9108 shall be conducted by Sys-
tem representatives and shall have oc-
curred prior to each debt issuance.
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(2) Under policies adopted by the
Board of the Farm Credit Administra-
tion, the Chairman will consult with
the Secretary of the Treasury on a reg-
ular basis concerning the exercise by
the System of the powers conferred
under section 4.2 of the Act.

[54 FR 1160, Jan. 12, 1989]

§615.5102 Issuance of debt obligations
through the Funding Corporation.

(a) The amount, maturities, rates or
interest, terms and conditions of par-
ticipation by the System banks in each
issue of joint, consolidated or System-
wide obligations shall be determined
by the Funding Corporation estab-
lished pursuant to section 4.9 of the
Act, acting for the banks of the Sys-
tem, subject to the approval of the
Farm Credit Administration in accord-
ance with §615.5102.

(b) The Funding Corporation shall
plan and develop funding guidelines,
priorities, and objectives based upon
the asset/liability management policies
of the System institutions and the re-
quirements of the market. The guide-
lines, priorities, and objectives shall be
designed to ensure that the debt mar-
keting responsibilities of the Funding
Corporation will continue to provide
flexibility for the banks and are fis-
cally sound.

(c) For all debt issuances conducted
by the Funding Corporation, the spe-
cific prior approval of the Farm Credit
Administration must be obtained prior
to the distribution and sale of the obli-
gation pursuant to section 4.9 of the
Act.

[64 FR 1160, Jan. 12, 1989]
§§615.5103-615.5104 [Reserved]

§615.5105
notes.

Consolidated Systemwide

Consolidated Systemwide notes au-
thorized under §615.5100(b) shall be sub-
ject to the following provisions unless
otherwise approved by the Farm Credit
Administration:

(a) Maturities shall be not less than
five days nor more than 365 days.

12 CFR Ch. VI (1-1-21 Edition)

(b) Prices shall be on a discount yield
basis or as determined by the Funding
Corporation.

[42 FR 32227, June 24, 1977, as amended at 47
FR 28609, July 1, 1982; 54 FR 1160, Jan. 12,
1989; 60 FR 20011, Apr. 24, 1995]

Subpart D—Other Funding

§615.5110 Authority to
funding).

Any Farm Credit bank may issue
Farm Credit Investment Bonds directly
to those eligible as set forth in
§615.5120(a). The bonds are subject to
the limitations contained in the Fed-
eral Reserve Board’s Regulation Q.

[43 FR 47489, Oct. 16, 1978; 43 FR 55239, Nov.
27, 1978]

issue (other

§615.5120 Purchase eligibility require-
ment.

(a) Limitations. Eligibility to pur-
chase Farm Credit Investment Bonds
shall be limited to members and em-
ployees of the Farm Credit banks and
associations, except any bank officers,
directors, and employees who are in-
volved in setting the term or rate, to
retired employees who are beneficiaries
of a pension or retirement program of
the Farm Credit banks or associations,
and to retired employees of the Farm
Credit Administration. A member of a
Farm Credit association or a bank for
cooperatives need not be an active bor-
rower to be eligible. A member of any
Farm Credit institution may purchase
investment bonds from any of the in-
stitutions in the district which offer
the purchase program. Patrons, mem-
bers, employees, or stockholder of
other financing institutions  dis-
counting loans with a Farm Credit
Bank or agricultural credit bank or of
any legal entity which is a borrower
from any Farm Credit institution as
such are ineligible as they are not
members of a Farm Credit institution.
Stock or participation certificates
shall not be sold merely to qualify a
party for the purchase of Farm Credit
Investment Bonds. For purposes of this
section ‘“‘member’’ means a stockholder
or participation certificate holder who
acquired stock or participation certifi-
cates to obtain a loan, to purchase
stock for investment or to qualify for
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other services of the association or
bank. A person who assumes a loan is
not a member unless he becomes a
stockholder or participation certificate
holder in connection with that loan.
Employee means a regular full-time
employee of a Farm Credit bank or as-
sociation. Retired employee means a
retiree who is a direct beneficiary of a
pension or retirement program of a
Farm Credit bank or association or the
Farm Credit Administration under
civil service retirement.

(b) Form and ownership. Farm Credit
Investment Bonds are registered bonds
issued in definitive or book-entry form
depending on investor preference. The
registration used must express the ac-
tual ownership of an interest in the
bond and will be considered by the
issuing institution as conclusive of
such ownership and interest. No des-
ignation of an attorney, agent, or other
representative to request or receive
payment on behalf of the owner or co-
owner, nor any restriction on the right
of the owner or coowner to receive pay-
ment of the bond or interest, except as
provided in this section may be made
in the registration or otherwise. Reg-
istrations requested in applications for
the purchase shall be clear, accurate,
complete, and conform with one of the
registration provisions set forth in this
section, and include the appropriate
taxpayer identifying number. Registra-
tions requested will be inscribed on the
face of the bond if in definitive form or
on the confirmation of investment if in
book-entry form. The following provi-
sions shall apply for registration of
Farm Credit Investment Bonds:

(1) In all cases the member’s name
(whether a natural person, fiduciary, or
legal entity) or employee’s name must
appear as owner of the bond.

(2) A bond may be registered in the
name of a fiduciary only if the fidu-
ciary is in fact the member.

(3) A member or employee may not
use a form of registration (such as a
gift to a minor, irrevocable trust, etc.)
which would divest himself of owner-
ship. However, a minor may be named
as coowner or beneficiary.

(4) If a member is a natural person, a
second natural person, member or non-
member, may be named as coowner or
beneficiary. Coownership may not in-

§615.5131

volve a fiduciary or private organiza-
tion.

(5) In the coownership form the con-
nective ‘“‘or’’ shall serve the same pur-
pose as ‘‘joint tenants with right of
survivorship.”

[43 FR 47489, Oct. 16, 1978; 43 FR 55239, Nov.
27, 1978, as amended at 56 FR 2675, Jan. 24,
1991; 61 FR 67187, Dec. 20, 1996]

§615.5130 Procedures.

Procedures relating to issuance, pric-
ing, payment of interest, redemption,
replacement of lost or stolen bonds and
other matters shall be promulgated
under the authority of this regulation
as operating instructions to banks and
associations.

[37 FR 11434, June 7, 1972]

Subpart E—Investment
Management

§615.5131 Definitions.

For purposes of this subpart, the fol-
lowing definitions apply:

Asset-backed securities (ABS) mean in-
vestment securities that provide for
ownership of a fractional undivided in-
terest or collateral interests in specific
assets of a trust that are sold and trad-
ed in the capital markets. For the pur-
poses of this subpart, ABS exclude
mortgage-backed securities that are
defined in this section.

Asset class means a group of securi-
ties that exhibit similar characteris-
tics and behave similarly in the mar-
ketplace. Asset classes include, but are
not limited to, money market instru-
ments, municipal securities, corporate
bond securities, MBS, ABS, and any
other asset class as determined by
FCA.

Country risk classification (CRC) as de-
fined in §628.2 of this chapter.

Diversified investment fund (DIF)
means an investment company reg-
istered under section 8 of the Invest-
ment Company Act of 1940.

Government-sponsored enterprise (GSE)
means an entity established or char-
tered by the United States Government
to serve public purposes specified by
the United States Congress but whose
debt obligations are not explicitly
guaranteed by the full faith and credit
of the United States Government.

169



§615.5132

Loans are defined by §621.2 of this
chapter and they are calculated quar-
terly (as of the last day of March,
June, September, and December) by
using the average daily balance of
loans during the quarter.

Market risk means the risk to the fi-
nancial condition of your institution
because the value of your holdings may
decline if interest rates or market
prices change. Exposure to market risk
is measured by assessing the effect of
changing rates and prices on either the
earnings or economic value of an indi-
vidual instrument, a portfolio, or the
entire institution.

Mortgage-backed securities
means securities that are either:

(1) Pass-through securities or partici-
pation certificates that represent own-
ership of a fractional undivided inter-
est in a specified pool of residential
(excluding home equity loans), multi-
family or commercial mortgages; or

(2) A multiclass security (including
collateralized mortgage obligations
and real estate mortgage investment
conduits) that is backed by a pool of
residential, multifamily or commercial
real estate mortgages, pass through
MBS, or other multiclass MBSs.

Obligor means an issuer, guarantor,
or other person or entity who has an
obligation to pay a debt, including in-
terest due, by a specified date or when
payment is demanded.

Resecuritization as defined in §628.2 of
this chapter.

Sponsor means a person or entity
that initiates a transaction by selling
or pledging to a specially created
issuing entity, such as a trust, a group
of financial assets that the sponsor ei-
ther has originated itself or has pur-
chased.

United States (U.S.) Government agency
means an instrumentality of the U.S.
Government whose obligations are
fully guaranteed as to the timely pay-
ment of principal and interest by the
full faith and credit of the U.S. Govern-
ment.

You means a Farm Credit bank, asso-
ciation, or service corporation.

(MBS)

[64 FR 28895, May 28, 1999, as amended at 70
FR 51589, Aug. 31, 2005; 77 FR 66370, Nov. 5,
2012; 83 FR 27499, June 12, 2018; 85 FR 52253,
Aug. 25, 2020]
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§615.5132 Investment purposes.

(a) Each Farm Credit bank may hold
eligible investments, listed under
§615.5140, in an amount not to exceed 35
percent of its total outstanding loans,
to comply with its liquidity require-
ments in §615.5134, manage surplus
short-term funds, and manage interest
rate risk under §615.5180. To comply
with this calculation, the 30-day aver-
age daily balance of investments is di-
vided by loans. Investments are cal-
culated at amortized cost. Loans are
calculated as defined in §615.5131. For
the purpose of this calculation, loans
include accrued interest and do not in-
clude any allowance for loan loss ad-
justments. Compliance with the cal-
culation is measured on the last day of
every month.

(b) The following investments may be
excluded when calculating the amount
of eligible investments held by the
Farm Credit bank pursuant to
§615.5132(a):

(1) Eligible investments listed under
§615.56140 that are pledged by a Farm
Credit bank to meet margin require-
ments for derivative transactions; and

(2) Any other investments FCA deter-
mines are appropriate for exclusion.

[77 FR 66371, Nov. 5, 2012]

§615.5133 Investment management.

(a) Responsibilities of board of directors.
The board of directors must adopt writ-
ten policies for managing the institu-
tion’s investment activities. The board
must also ensure that management
complies with these policies and that
appropriate internal controls are in
place to prevent loss. At least annu-
ally, the board, or a designated com-
mittee of the board, must review the
sufficiency of these investment poli-
cies.

(b) Investment policies—general require-
ments. Investment policies must ad-
dress the purposes and objectives of in-
vestments; risk tolerance; delegations
of authority; internal controls; due
diligence; and reporting requirements.
The investment policies must fully ad-
dress the extent of pre-purchase anal-
ysis that management must perform
for various classes of investments. The
investment policies must also address
the means for reporting, and approvals
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needed for, exceptions to established
policies. A Farm Credit bank’s invest-
ment policy must address portfolio di-
versification and obligor limits under
paragraphs (f) and (g) of this section.
Investment policies must be suffi-
ciently detailed, consistent with, and
appropriate for the amounts, types,
and risk characteristics of its invest-
ments.

(c) Investment policies—risk tolerance.
Investment policies must establish risk
limits for eligible investments and for
the entire investment portfolio. The in-
vestment policies must include con-
centration limits to ensure prudent di-
versification of credit, market, and, as
applicable, liquidity risks in the in-
vestment portfolio. Risk limits must
be based on all relevant factors, includ-
ing the institution’s objectives, capital
position, earnings, and quality and re-
liability of risk management systems
and must take into consideration the
interest rate risk management pro-
gram required by §615.5180 or §615.5182,
as applicable. Investment policies must
identify the types and quantity of in-
vestments that the institution will
hold to achieve its objectives and con-
trol credit risk, market risk, and li-
quidity risk as applicable. Each asso-
ciation or service corporation that
holds significant investments and each
Farm Credit bank must establish risk
limits in its investment policies, as ap-
plicable, for the following types of risk:

(1) Credit risk. Investment policies
must establish:

(1) Credit quality standards. Credit
quality standards must be established
for single or related obligors, sponsors,
secured and unsecured exposures, and
asset classes or obligations with simi-
lar characteristics.

(ii) Concentration limits. Concentra-
tion limits must be established for sin-
gle or related obligors, sponsors, geo-
graphical areas, industries, unsecured
exposures, asset classes or obligations
with similar characteristics.

(iii) Criteria for selecting brokers and,
dealers. Each institution must buy and
sell eligible investments with more
than one securities firm. The institu-
tion must define its criteria for select-
ing brokers and dealers used in buying
and selling investments.

§615.5133

(iv) Collateral margin requirements on
repurchase agreements. To the extent
the institution engages in repurchase
agreements, it must regularly mark
the collateral to fair market value and
ensure appropriate controls are main-
tained over collateral held.

(2) Market risk. Investment policies
must set market risk limits for specific
types of investments and for the in-
vestment portfolio.

(3) Liquidity risk—(1) Liquidity at Farm
Credit banks. Investment policies must
describe the liquidity characteristics of
eligible investments that the bank will
hold to meet its liquidity needs and
other institutional objectives.

(i1) Liquidity at associations. Invest-
ment policies must describe the liquid
characteristics of eligible investments
that the association will hold.

(4) Operational risk. Investment poli-
cies must address operational risks, in-
cluding delegations of authority and
internal controls under paragraphs (d)
and (e) of this section.

(d) Delegation of authority. All delega-
tions of authority to specified per-
sonnel or committees must state the
extent of management’s authority and
responsibilities for investments.

(e) Internal controls. Each institution
must:

(1) Establish appropriate internal
controls to detect and prevent loss,
fraud, embezzlement, conflicts of inter-
est, and unauthorized investments.

(2) Establish and maintain a separa-
tion of duties between personnel who
supervise or execute investment trans-
actions and personnel who supervise or
engage in all other investment-related
functions.

(3) Maintain records and manage-
ment information systems that are ap-
propriate for the level and complexity
of the institution’s investment activi-
ties.

(4) Implement an effective internal
audit program to review, at least annu-
ally, the investment management prac-
tices including internal controls, re-
porting processes, and compliance with
FCA regulations. This annual review’s
scope must be appropriate for the size,
risk and complexity of the investment
portfolio.

(f) Farm Credit bank portfolio diver-
sification—(1) Well-diversified portfolio.
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Subject to the exemptions set forth in
paragraph (f)(3) of this section, each
Farm Credit bank must maintain a
well-diversified investment portfolio as
set forth in paragraph (f)(2) of this sec-
tion.

(2) Investment portfolio diversification
requirements. A well-diversified invest-
ment portfolio means that, at a min-
imum, investments are comprised of
different asset classes, maturities, in-
dustries, geographic areas, and obli-
gors. These diversification require-
ments apply to each individual secu-
rity that the Farm Credit bank holds
within a DIF. In addition, except as ex-
empted by paragraph (f)(3) of this sec-
tion, no more than 15 percent of the in-
vestment portfolio may be invested in
any one asset class. Securities within
each DIF count toward the appropriate
asset class. Measurement of this diver-
sification requirement must be based
on the portfolio valued at amortized
cost.

(3) Exemptions from investment port-
folio diversification requirements. The fol-
lowing investments are not subject to
the 15-percent investment portfolio di-
versification requirement specified in
paragraph (f)(2) of this section:

(i) Investments that are fully guaran-
teed as to the timely payment of prin-
cipal and interest by a U.S. Govern-
ment agency;

(ii) Investments that are fully and
explicitly guaranteed as to the timely
payment of principal and interest by a
GSE, except that no more than 50 per-
cent of the investment portfolio may
be comprised of GSE MBS. Investments
in Farmer Mac securities are governed
by §615.5174 and are not subject to this
limitation; and

(iii) Money market instruments iden-
tified in §615.5131.

(g) Farm Credit bank obligor limit. No
more than 10 percent of a Farm Credit
bank’s total capital (Tier 1 and Tier 2)
as defined by §628.2 of this chapter may
be invested in any one obligor. This ob-
ligor limit does not apply to invest-
ments in obligations that are fully
guaranteed as to the timely payment
of principal and interest by U.S. Gov-
ernment agencies or fully and explic-
itly guaranteed as to the timely pay-
ment of principal and interest by
GSEs. For a DIF, both the DIF itself
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and the entities obligated to pay the
underlying debt are obligors.

(h) Due diligence—(1) Pre-purchase
analysis—(i) Eligibility and compliance
with investment policies. Before pur-
chasing an investment, the institution
must conduct sufficient due diligence
to determine whether the investment
is eligible under §615.5140 and complies
with its board’s investment policies.
The institution must document its as-
sessment and retain any supporting in-
formation used in that assessment. The
institution may hold an investment
that does not comply with its invest-
ment policies only with the prior ap-
proval of its board.

(ii) Valuation. Prior to purchase, the
institution must verify the fair market
value of the investment (unless it is a
new issue) with a source that is inde-
pendent of the broker, dealer,
counterparty or other intermediary to
the transaction.

(iii) Risk assessment. At purchase, the
institution must at a minimum include
an evaluation of the credit risk (in-
cluding country risk when applicable),
liquidity risk, market risk, interest
rate risk, and underlying collateral of
the investment, as applicable. This as-
sessment must be commensurate with
the complexity and type of the invest-
ment. The institution must also per-
form stress testing on any structured
investment that has uncertain cash
flows, including all MBS and ABS, be-
fore purchase. The stress test must be
commensurate with the type and com-
plexity of the investment and must en-
able the institution to determine that
the investment does not expose its cap-
ital, earnings, or liquidity if applica-
ble, to risks that are greater than
those specified in its investment poli-
cies. The stress testing must comply
with the requirements in paragraph
(h)(4)(ii) of this section. The institu-
tion must document and retain its risk
assessment and stress tests conducted
on investments purchased.

(2) Ongoing wvalue determination. At
least monthly, the institution must de-
termine the fair market value of each
investment in its portfolio and the fair
market value of its whole investment
portfolio.
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(3) Ongoing analysis of credit risk. The
institution must establish and main-
tain processes to monitor and evaluate
changes in the credit quality of each
investment in its portfolio and in its
whole investment portfolio on an ongo-
ing basis.

(4) Quarterly stress testing. (i) The in-
stitution must stress test its entire in-
vestment portfolio, including stress
tests of each investment individually
and the whole portfolio, at the end of
each quarter. The stress tests must en-
able the institution to determine that
its investment securities, both individ-
ually and on a portfolio-wide basis, do
not expose its capital, earnings, or li-
quidity if applicable, to risks that ex-
ceed the risk tolerance specified in its
investment policies. If the institution’s
portfolio risk exceeds its investment
policy limits, the institution must de-
velop a plan to comply with those lim-
its.

(ii) The institution’s stress tests
must be defined in a board-approved
policy and must include defined param-
eters for the security types purchased.
The stress tests must be comprehensive
and appropriate for the institution’s
risk profile. At a minimum, the stress
tests must be able to measure the price
sensitivity of investments over a range
of possible interest rates and yield
curve scenarios. The stress test meth-
odology must be appropriate for the
complexity, structure, and cash flows
of the investments in the institution’s
portfolio. The institution must rely to
the maximum extent practicable on
verifiable information to support all
its stress test assumptions, including
prepayment and interest rate volatility
assumptions. The institution must doc-
ument the basis for all assumptions
used to evaluate the security and its
underlying collateral. The institution
must also document all subsequent
changes in its assumptions.

(6) Presale value wverification. Before
the institution sells an investment, it
must verify its fair market value with
an independent source not connected
with the sale transaction.

(i) Reports to the board of directors. At
least quarterly, the institution’s man-
agement must report on the following
to its board of directors or a designated
board committee:

§615.5134

(1) Plans and strategies for achieving
the board’s objectives for the invest-
ment portfolio;

(2) Whether the investment portfolio
effectively achieves the board’s objec-
tives;

(3) The current composition, quality,
and the risk and liquidity profiles of
the investment portfolio;

(4) The performance of each class of
investments and the entire investment
portfolio, including all gains and losses
realized during the quarter on indi-
vidual investments that the institution
sold before maturity and why they
were liquidated;

(5) Potential risk exposure to
changes in market interest rates as
identified through quarterly stress
testing and any other factors that may
affect the value of its investment hold-
ings;

(6) How investments affect its cap-
ital, earnings, and overall financial
condition;

(7) Any deviations from the board’s
policies (must be specifically identi-
fied);

(8) The status and performance of
each investment described in
§615.5143(a) and (b) or that does not
comply with the institution’s invest-
ment policies; including the expected
effect of these investments on its cap-
ital, earnings, liquidity, as applicable,
and collateral position; and

(9) The terms and status of any re-
quired divestiture plan or risk reduc-
tion plan.

[83 FR 27499, June 12, 2018; 83 FR 30833, July
2, 2018]

§615.5134 Liquidity reserve.

(a) Liquidity policy—(1) Board responsi-
bility. The board of each Farm Credit
bank must adopt a written liquidity
policy. The liquidity policy must be
compatible with the investment man-
agement policies that the bank’s board
adopts pursuant to §615.5133 of this
part. At least once every year, the
bank’s board must review its liquidity
policy, assess the sufficiency of its li-
quidity policy, and make any revisions
it deems necessary. The board of each
Farm Credit bank must ensure that
adequate internal controls are in place
so that management complies with and
carries out this liquidity policy.
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(2) Policy content. At a minimum, the
liquidity policy of each Farm Credit
bank must address:

(i) The purpose and objectives of the
liquidity reserve;

(ii) Diversification requirements for
the liquidity reserve portfolio;

(iii) The target amount of days of li-
quidity that the bank needs based on
its business model and risk profile;

(iv) Delegations of authority per-
taining to the liquidity reserve; and

(v) Reporting requirements, which at
a minimum must require management
to report to the board at least once
every quarter about compliance with
the bank’s liquidity policy and the per-
formance of the liquidity reserve port-
folio. However, management must re-
port any deviation from the bank’s li-
quidity policy, or failure to meet the
board’s liquidity targets to the board
before the end of the quarter if such de-
viation or failure has the potential to
cause material loss to the bank.

(b) Liquidity reserve requirement. Each
Farm Credit bank must maintain at all
times a liquidity reserve sufficient to
fund at least 90 days of the principal
portion of maturing obligations and
other borrowings of the bank. At a
minimum, each Farm Credit Bank
must hold instruments in its liquidity
reserve listed and discounted in the
Table below that are sufficient to
cover:

(1) Days 1 through 15 only with Level
1 instruments;

(2) Days 16 through 30 only with
Level 1 and Level 2 instruments; and

(3) Days 31 through 90 with Level 1,
Level 2, and Level 3 instruments.

12 CFR Ch.
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Liquidity
level

Instruments

Discount
(multiply
by)

Level 2 ...

Level 3 ...

GSE senior debt
securities that
mature within 60
days, excluding
securities issued
by the Farm
Credit System.
Diversified in-
vestment funds
comprised exclu-
sively of Level 1
instruments.
Obligations of
U.S. Government
agencies with a
final remaining
maturity of more
than 3 years.
MBS that are
fully guaranteed
by a U.S. Gov-
ernment agency
as to the timely
repayment of
principal and in-
terest.
Diversified in-
vestment funds
comprised exclu-
sively of Levels 1
and 2 instru-
ments.

GSE senior debt
securities with
maturities ex-
ceeding 60 days,
excluding senior
debt securities of
the Farm Credit
System.

MBS that are
fully guaranteed
by a GSE as to
the timely repay-
ment of principal
and interest.
Money market in-
struments matur-
ing within 90
days.

Diversified in-
vestment funds
comprised exclu-
sively of levels 1,
2, and 3 instru-
ments.

95 per-
cent

95 per-
cent

97 per-
cent

95 per-
cent

95 per-
cent

93 per-
cent for
all
Level 3
instru-
ments

U Discount
L'ﬁ“'d'ty Instruments (multiply
evel by)

Level 1 ... | i e Cash, including 100 per-
cash due from cent
traded but not
yet settled debt.

o Overnight money | 100 per-
market invest- cent
ment.

¢ Obligations of 97 per-
U.S. Government cent
agencies with a
final remaining
maturity of 3
years or less.

(c) Unencumbered. All investments
that a Farm Credit bank holds in its li-
quidity reserve and supplemental li-
quidity buffer in accordance with this
section must be unencumbered. For the
purpose of this section, an investment
is unencumbered if it is free of lien,
and it is not explicitly or implicitly
pledged to secure, collateralize, or en-
hance the credit of any transaction.
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Additionally, an unencumbered invest-
ment held in the liquidity reserve can-
not be used as a hedge against interest
rate risk if liquidation of that par-
ticular investment would expose the
bank to a material risk of loss.

(d) Marketable. All investments that a
Farm Credit bank holds in its liquidity
reserve in accordance with this section
must be readily marketable. For the
purposes of this section, an investment
is marketable if it:

(1) Can be easily and quickly con-
verted into cash with little or no loss
in value;

(2) Exhibits low credit and market
risks;

(3) Has ease and certainty of valu-
ation; and

(4) Except for money market instru-
ments, can be easily bought and sold in
active and sizeable markets without
significantly affecting prices.

(e) Supplemental liquidity buffer. Each
Farm Credit bank must hold supple-
mental liquid assets in excess of the 90-
day minimum liquidity reserve. The
supplemental liquidity buffer must be
comprised of cash and qualified eligible
investments authorized by §615.5140 of
this part. A Farm Credit bank must be
able to liquidate any qualified eligible
investment in its supplemental liquid-
ity buffer within the liquidity policy
timeframe established in the bank’s li-
quidity policy at no less than 80 per-
cent of its book value. A Farm Credit
bank must remove from its supple-
mental liquidity buffer any investment
that has, at any time, a market value
that is less than 80 percent of its book
value. Each investment in the supple-
mental liquidity buffer that has a mar-
ket value of at least 80 percent of its
book value, but does not qualify for
Levels 1, 2, or 3 of the liquidity reserve,
must be discounted to (multiplied by)
90 percent of its market value. The
amount of supplemental liquidity that
each Farm Credit bank holds, at min-
imum, must meet the requirements of
its board’s liquidity policy, provide ex-
cess liquidity beyond the days covered
by the liquidity reserve, and satisfy the
applicable portions of the bank’s CFP
in accordance with paragraph (f).

(f) Contingency Funding Plan (CFP).
The board of each Farm Credit bank
must adopt a CFP to ensure sources of

§615.5136

liquidity are sufficient to fund normal
operations under a variety of stress
events. Such stress events include, but
are not limited to market disruptions,
rapid increase in loan demand, unex-
pected draws on unfunded commit-
ments, difficulties in renewing or re-
placing funding with desired terms and
structures, requirements to pledge col-
lateral with counterparties, and re-
duced market access. Each Farm Cred-
it bank must maintain an adequate
level of unencumbered and marketable
assets in its liquidity reserve that can
be converted into cash to meet its net
liquidity needs for 30 days based on es-
timated cash inflows and outflows
under an acute stress scenario. The
board of directors must review and ap-
prove the CFP at least once every year
and make adjustments to reflect
changes in the bank’s risk profile and
market conditions. The CFP must:

(1) Be customized to the financial
condition and liquidity risk profile of
the bank and the board’s liquidity risk
tolerance policy.

(2) Identify funding alternatives that
the Farm Credit bank can implement
whenever access to funding is impeded,
which must include, at a minimum, ar-
rangements for pledging collateral to
secure funding and possible initiatives
to raise additional capital.

(3) Require periodic stress testing
that analyzes the possible effects on
the bank’s cash inflows and outflows,
liquidity position, profitability and
solvency under a variety of stress sce-
narios.

(4) Establish a process for managing
events that imperil the bank’s liquid-
ity, and assign appropriate personnel
and implement executable action plans
that carry out the CFP.

[78 FR 23455, Apr. 18, 2013; 78 FR 26701, May 8,
2013, as amended at 83 FR 27501, June 12, 2018]

§615.5136 Emergencies impeding nor-
mal access of Farm Credit banks to
capital markets.

An emergency shall be deemed to
exist whenever a financial, economic,
agricultural, national defense, or other
crisis could impede the normal access
of Farm Credit banks to the capital
markets. Whenever the Farm Credit
Administration determines, after con-
sultation with the Federal Farm Credit
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Banks Funding Corporation to the ex-
tent practicable, that such an emer-
gency exists, the Farm Credit Adminis-
tration Board may, in its sole discre-
tion, adopt a resolution that:

(a) Modifies the amount, qualities,
and types of eligible investments that
Farm Credit banks are authorized to
hold pursuant to §615.5132 of this sub-
part;

(b) Modifies or waives the liquidity
requirement(s) in §615.5134 of this sub-
part; and/or

(c) Authorizes
deemed appropriate.

[77 FR 66372, Nov. 5, 2012]

§615.5140 Eligible investments.

(a) Farm Credit banks—(1) Investment
eligibility criteria. A Farm Credit bank
may purchase an investment only if it
satisfies the following investment eli-
gibility criteria:

(i) The investment must be purchased
and held for one or more investment
purposes authorized in §615.5132.

(ii) The investment must be one of
the following:

(A) A non-convertible senior debt se-
curity;

(B) A money market instrument with
a maturity of 1 year or less;

(C) A portion of an MBS or ABS that
is fully guaranteed as to the timely
payment of principal and interest by a
U.S. Government agency;

(D) A portion of an MBS or ABS that
is fully and explicitly guaranteed as to
the timely payment of principal and in-
terest by a GSE;

(E) The senior-most position of an
MBS or ABS that a U.S. Government
agency does not fully guarantee as to
the timely payment of principal and in-
terest or a GSE does not fully and ex-
plicitly guarantee as to the timely pay-
ment of principal and interest, pro-
vided that the MBS satisfies the defini-
tion of ‘“‘mortgage related security’ in
15 U.S.C. 78c(a)(4]1);

(F) An obligation of an international
or multilateral development bank in
which the U.S. is a voting member; or

(G) Shares of a diversified invest-
ment fund registered under the Invest-
ment Company Act of 1940, if its port-
folio consists solely of securities that
satisfy paragraph (a)(1)(ii)(A), (B), (C),
(D), (B), or (F) of this section, or are el-

other actions as
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igible under §615.5174. The investment
company’s risk and return objectives
and use of derivatives must be con-
sistent with the Farm Credit bank’s in-
vestment policies.

(iii) At least one obligor of the in-
vestment must have very strong capac-
ity to meet its financial commitment
for the expected life of the investment.
If any obligor whose capacity to meet
its financial commitment is being re-
lied upon to satisfy this requirement is
located outside the U.S., either:

(A) That obligor’s sovereign host
country must have the highest or sec-
ond-highest consensus Country Risk
Classification (0 or 1) as published by
the Organization for Economic Co-
operation and Development (OECD) or
be an OECD member that is unrated; or

(B) The investment must be fully
guaranteed as to the timely payment
of principal and interest by a U.S. Gov-
ernment agency.

(iv) The investment must exhibit low
credit risk and other risk characteris-
tics consistent with the purpose or pur-
poses for which it is held.

(v) The investment must be denomi-
nated in U.S. dollars.

(2) Resecuritications. Notwithstanding
any other provision of this section,
System banks may not purchase
resecuritizations (except when both
principal and interest are fully and ex-
plicitly guaranteed by the U.S. Govern-
ment or a GSE) without approval under
paragraph (e) of this section.

(b) Farm Credit associations—(1) Risk
management investments. Each Farm
Credit System association, with the ap-
proval of its funding bank, may pur-
chase and hold investments to manage
risks. Hach association must identify
and evaluate how the investments that
it purchases contributes to manage-
ment of its risks. Only securities that
are issued by, or are unconditionally
guaranteed or insured as to the timely
payment of principal and interest by,
the United States Government or its
agencies are investments that associa-
tions may acquire for risk management
purposes under this paragraph (b).

(2) Secondary market Government-guar-
anteed loans. In addition to investing in
the securities described in paragraph
(b)(1) of this section, each Farm Credit
System association may also manage
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risk by holding those portions of loans
that:

(i) Lenders, which are not Farm Cred-
it System institutions, originate and
then sell in the secondary market; and

(ii) The United States Department of
Agriculture fully and unconditionally
guarantees or insures as to both prin-
cipal and interest.

(3) Risk management requirements.
Each association that purchases in-
vestments pursuant to paragraphs
(b)(1) and (2) of this section must docu-
ment how its investment activities
contribute to managing risks as re-
quired by paragraph (b)(1) of this sec-
tion. Such documentation must ad-
dress and evidence that the associa-
tion:

(i) Complies with §615.5133(a), (b), (¢),
(d), (e), (h), and (i). These investment
management processes must be appro-
priate for the size, risk and complexity
of the association’s investment port-
folio.

(ii) Complies with §615.5182 for in-
vestments that exhibit interest rate
risk that could lead to significant de-
clines in net income or in the market
value of capital.

(iii) Assesses how these investments
impact the association’s overall credit
risk profile and how these investment
purchases aid in diversifying, hedging,
or mitigating overall credit risk.

(iv) Considers and evaluates any
other relevant factors unique to the as-
sociation or to the nature of the in-
vestments that could affect the asso-
ciation’s overall risk-bearing capacity,
including but not limited to manage-
ment experience and capability to un-
derstand and manage unique risks in
investments purchased.

(4) Association investment portfolio
limit. The total amount of investments
purchased and held under this section
must not exceed 10 percent of the asso-
ciation’s total outstanding loans. In
computing this limit:

(i) Include in the numerator the daily
(point-in-time) balance of all invest-
ments purchased and held under this
section. Unless otherwise directed by
FCA, associations must use the invest-
ment balance on the last business day
of the quarter when calculating the nu-
merator of the portfolio limit under
this paragraph. For this calculation,
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value investments at amortized cost
and accrued interest.

(ii) Include in the denominator the
90-day average daily balance of total
outstanding 1loans as defined in
§615.5131. For this calculation, value
loans at amortized cost and include ac-
crued interest. The denominator does
not include any allowance for loan loss
adjustments.

(iii) Exclude from the numerator the
following:

(A) Equity investments in unincor-
porated business entities authorized in
§611.1150 of this chapter;

(B) Equity investments in Rural
Business Investment Companies orga-
nized under 7 U.S.C. 2009cc et seq.;

(C) Equity investments in Class B
Farmer Mac stock authorized in
§615.5173; and

(D) Farmer Mac agricultural mort-
gage-backed securities under §615.5174.

() Funding bank supervision of asso-
ciation investments. (i) The association
must not purchase and hold invest-
ments without the funding bank’s prior
approval. The bank must review the as-
sociation’s prior approval requests and
explain in writing its reasons for ap-
proving or denying the request. The
prior approval is required before the as-
sociation engages in investment activi-
ties and with any significant change(s)
in investment strategy.

(ii) In deciding whether to approve an
association’s request to purchase and
hold investments, the bank must
evaluate and document that the asso-
ciation:

(A) Has adequate policies, proce-
dures, and controls, in place for its in-
vestment accounting and reporting;

(B) Has capable staff with the nec-
essary expertise to manage the risks in
investments; and

(C) Complies with paragraph (b)(3) of
this section.

(iii) The bank must review annually
the investment portfolio of every asso-
ciation that it funds. This annual re-
view must evaluate whether the asso-
ciation’s investments manage risks
over time, and the continued adequacy
of the associations’ risk management
practices.

(6) Transition for association invest-
ments. (i) An association is not required
to divest of any investment held on
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January 1, 2019 that was authorized
under §615.5140 as contained in 12 CFR
part 615 revised as of January 1, 2018 or
otherwise by official written FCA ac-
tion that allowed the association to
continue to hold such investment. Once
such investment matures, the associa-
tion must not renew it unless the in-
vestment is authorized pursuant to
this section.

(ii) No association is required to di-
vest of investments if a decline in total
outstanding loans causes it to exceed
the portfolio limit in paragraph (b)4)
of this section. However, the institu-
tion must not purchase new invest-
ments unless, after they are purchased,
the total amount of investments held
falls within the portfolio limit.

(c) Reservation of authority. FCA may,
on a case-by-case basis, determine that
a particular investment you are hold-
ing poses inappropriate risk, notwith-
standing that it satisfies the invest-
ment eligibility criteria. If so, we will
notify you as to the proper treatment
of the investment.

(d) [Reserved]

(e) Other investments approved by FCA.
You may purchase and hold invest-
ments that we approve. Your request
for our approval must explain the risk
characteristics of the investment and
your purpose and objectives for making
the investment.

[83 FR 27502, June 12, 2018; 83 FR 30833, July
2, 2018, as amended at 85 FR 62949, Oct. 6,
2020; 85 FR 70955, Nov. 6, 2020]

§615.5142 [Reserved]

§615.5143 Management of ineligible in-
vestments and reservation of au-
thority to require divestiture.

(a) Investments ineligible when pur-
chased. Investments that do not satisfy
the eligibility criteria set forth in
§615.5140(a) or (b) or investments FCA
had not approved under §615.5140(e), as
applicable, at the time of purchase are
ineligible. System institutions must
not purchase ineligible investments. If
the institution determines that it has
purchased an ineligible investment, it
must notify FCA within 15 calendar
days after the determination. The in-
stitution must divest of the investment
no later than 60 calendar days after de-
termining that the investment is ineli-
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gible unless FCA approves, in writing,
a plan that authorizes the institution
to divest the investment over a longer
period. Until the institution divests of
the ineligible investment:

(1) A Farm Credit bank must not use
the ineligible investment to satisfy its
liquidity requirement(s) under
§615.5134;

(2) The institution must include the
ineligible investment in the portfolio
limit calculation defined in §615.5132 or
§615.5140(b)(4), as applicable; and

(3) A Farm Credit bank must exclude
the ineligible investment as collateral
under §615.5050.

(b) Investments that no longer satisfy
investment eligibility criteria. If the insti-
tution determines that an investment
(that satisfied the eligibility criteria
set forth in §615.5140(a) or (b), as appli-
cable, when purchased) no longer satis-
fies the criteria, or that an investment
that FCA approved pursuant to
§615.5140(e), no longer satisfies the con-
ditions of approval, the institution
may continue to hold the investment,
subject to the following requirements:

(1) The institution must notify FCA
within 15 calendar days after such de-
termination;

(2) A Farm Credit bank must not use
the ineligible investment to satisfy its
liquidity requirement(s) under
§615.5134;

(3) The institution must include the
ineligible investment in the portfolio
limit calculation defined in §615.5132 or
§615.5140(b)(4), as applicable;

(4) A Farm Credit bank may continue
to include the investment as collateral
under §615.5050 at the lower of cost or
market value; and

(5) The institution must develop a
plan to reduce the investment’s risk to
the institution.

(c) Reservation of authority. FCA re-
tains the authority to require the in-
stitution to divest of any investment
at any time for failure to comply with
§615.5132(a) or §615.5140(a), (b), or (e), or
for safety and soundness reasons. The
timeframe set by FCA will consider the
expected loss on the transaction (or
transactions) and the effect on the in-
stitution’s financial condition and per-
formance.

[83 FR 27503, June 12, 2018; 83 FR 30833, July
2, 2018]
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§615.5144 Banks for cooperatives and
agricultural credit banks.

As may be authorized by the banks
for cooperatives’ or agricultural credit
banks boards of directors ownership in-
vestment may be made in foreign busi-
ness entities solely for the purpose of
obtaining credit information and other
services needed to facilitate trans-
actions which may be financed under
section 3.7(b) of the Farm Credit Act
Amendments of 1980. Such an invest-
ment shall not exceed the level re-
quired to access credit and other serv-
ices of the entity and shall not be made
for earnings purposes. The business en-
tity shall be deemed to be principally
engaged in providing credit informa-
tion to and performing such servicing
functions for its members where such
activities constitute a materially im-
portant line of business to its mem-
bers. Also, investments must be made
by a bank for cooperatives or agricul-
tural credit bank for its own account
and not on behalf of its members. The
bank for cooperatives or agricultural
credit bank shall use only those serv-
ices provided by the business entity as
necessary to facilitate transactions au-
thorized by section 3.7(b) of the Farm
Credit Act Amendments of 1980.

[46 FR 55088, Nov. 6, 1981, as amended at 54
FR 1151, Jan. 12, 1989; 54 FR 50736, Dec. 11,
1989; 61 FR 67187, Dec. 20, 1996. Redesignated
at 64 FR 28899, May 28, 1999]

Subpart F—Property, Transfers of
Capital, and Other Investments

§615.5170 Real and personal property.

Real estate and personal property
may be acquired, held, or disposed of
by any Farm Credit institution for the
necessary and normal operations of its
business. The purchase, lease, or con-
struction of office quarters shall be
limited to facilities reasonably nec-
essary to meet the foreseeable require-
ments of the institution. Property
shall not be acquired if it involves, or
appears to involve, a bank or associa-
tion in the real estate or other unre-
lated business.

[60 FR 48554, Nov. 26, 1985. Redesignated at 58
FR 630566, Nov. 30, 1993, and amended at 60 FR
20011, Apr. 24, 1995]

§615.5171
from

§615.5171 Transfer of capital
banks to associations.

(a) Definitions for this section—(1)
Transfer of capital means any payment
or forbearance by a Farm Credit Bank
or agricultural credit bank (collec-
tively, bank) to an affiliated associa-
tion, including but not limited to:

(i) The purchase of nonvoting stock
or participation certificates;

(ii) The payment of cash;

(iii) Debt forgiveness or reduction;

(iv) Interest rate concessions or in-
terest-free loans;

(v) The transfer of loans at other
than fair market value;

(vi) The reduction or elimination of
standard loan servicing or other fees;
and

(vii) The assumption of operating or
other expenses, such as legal fees or in-
surance premiums.

(2) Preferential transfer of capital
means a transfer of capital that is not
available to all similarly situated af-
filiated associations.

(3) Nonroutine transfer of capital
means a transfer of capital that is not
available in the ordinary course of
business.

(b) Considerations for preferential or
nonroutine transfers of capital. Before
authorizing a preferential or nonrou-
tine transfer of capital, a bank board of
directors must take into account and
document whether:

(1) The transfer of capital is in the
best interests of all of the share-
holders;

(2) The bank will be able to achieve
its capital adequacy and business plan
goals after making the transfer of cap-
ital; and

(3) The transfer of capital is the
“‘least cost’ alternative available and
will enable the association to maintain
sound, adequate, and constructive serv-
ice to borrowers.

(¢c) Notification requirements. At least
30 days before making a preferential or
nonroutine transfer of capital to an af-
filiated association, banks must pro-
vide shareholders and the Chief Exam-
iner of the Farm Credit Administration
with a description of the transfer and
the documentation required by para-
graph (b) of this section.

[64 FR 49961, Sept. 15, 1999]
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§615.5172 Production credit associa-
tion and agricultural credit associa-
tion investment in farmers’ notes
given to cooperatives and dealers.

(a) In accordance with policies pre-
scribed by the board of directors of the
Farm Credit Bank or agricultural cred-
it bank and each production credit as-
sociation and agricultural credit asso-
ciation (hereinafter association(s)),
such association(s) may invest in
notes, conditional sales contracts, and
other similar obligations given to co-
operatives and private dealers by farm-
ers and ranchers eligible to borrow
from such associations.

(b) Such notes and other obligations
evidencing purchases of farm machin-
ery, supplies, equipment, home appli-
ances, and other items of a capital na-
ture handled by cooperatives and pri-
vate dealers will be eligible for pur-
chase as investments.

(c) The total amount which an asso-
ciation may invest in such obligations
at any one time shall not exceed 15 per-
cent of the balance of its loans out-
standing at the close of the associa-
tion’s preceding fiscal year. In addi-
tion, the total amount which an asso-
ciation may invest in such obligations
that are originated by any one coopera-
tive or private dealer, at any one time,
shall not exceed 50 percent of associa-
tion capital and surplus.

(d) All notes in which an association
invests shall be endorsed with full re-
course against the cooperative or deal-
er. The association shall contact each
notemaker who meets the association’s
credit standards to encourage him to
become a borrower.

[64 FR 1158, Jan. 12, 1989, as amended at 55
FR 24888, June 19, 1990; 55 FR 38313, Sept. 18,
1990. Redesignated at 58 FR 63056, Nov. 30,
1993]

§615.5173 Stock of the Federal Agri-
cultural Mortgage Corporation.

Banks and associations of the Farm
Credit System are authorized to pur-
chase and hold Class B common stock
of the Federal Agricultural Mortgage
Corporation pursuant to section 8.4 of
the Farm Credit Act.

[568 FR 63058, Nov. 30, 1993]
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§615.5174 Farmer Mac securities.

(a) General authority. You may pur-
chase and hold mortgage securities
that are issued or guaranteed as to
both principal and interest by the Fed-
eral Agricultural Mortgage Corpora-
tion (Farmer Mac securities). You may
purchase and hold Farmer Mac securi-
ties for the purposes of managing cred-
it and interest rate risks, and fur-
thering your mission to finance agri-
culture. The total value of your Farm-
er Mac securities cannot exceed your
total outstanding loans, as defined by
§615.5131.

(b) Board and management responsibil-
ities. Your board of directors must
adopt written policies that will govern
your investments in Farmer Mac secu-
rities. All delegations of authority to
specified personnel or committees
must state the extent of management’s
authority and responsibilities for man-
aging your investments in Farmer Mac
securities. The board of directors must
also ensure that appropriate internal
controls are in place to prevent loss, in
accordance with §615.5133(e). Manage-
ment must submit quarterly reports to
the board of directors on the perform-
ance of all investments in Farmer Mac
securities. Annually, your board of di-
rectors must review these policies and
the performance of your Farmer Mac
securities and make any changes that
are needed.

(c) Policies. Your board of directors
must establish investment policies for
Farmer Mac securities that include
your:

(1) Objectives for holding Farmer Mac
securities.

(2) Credit risk parameters including:

(i) The quantities and types of Farm-
er Mac mortgage securities that are
collateralized by qualified agricultural
mortgages, rural home loans, and loans
guaranteed by the Farm Service Agen-
cy.
(ii) Product and geographic diver-
sification for the loans that underlie
the security; and

(iii) Minimum pool size, minimum
number of loans in each pool, and max-
imum allowable premiums or discounts
on these securities.

(3) Liquidity risk tolerance and the li-
quidity characteristics of Farmer Mac
securities that are suitable to meet

180



Farm Credit Administration

your institutional objectives. A bank
may not include Farmer Mac mortgage
securities in the liquidity reserve
maintained to comply with §615.5134.

(4) Market risk limits based on the ef-
fects that the Farmer Mac securities
have on your capital and earnings.

(d) Stress test. You must perform
stress tests, in accordance with
§615.5133(h)(1)(iii) and (h)(4), on mort-
gage securities, issued or guaranteed
by Farmer Mac, that are backed by
loans that you did not originate.

(e) You. Means a Farm Credit bank,
association, or service corporation.

[64 FR 28899, May 28, 1999, as amended at 70
FR 51590, Aug. 31, 2005; 77 FR 66374, Nov. 5,
2012; 83 FR 27503, June 12, 2018]

§615.5175 Investments in Farm Credit
System institution preferred stock.

Except as provided for in §615.5171,
Farm Credit banks, associations and
service corporations may only pur-
chase preferred stock issued by another
Farm Credit System institution, in-
cluding the Federal Agricultural Mort-
gage Corporation, with the written
prior approval of the Farm Credit Ad-
ministration. The request for approval
should explain the terms and risk char-
acteristics of the investment and the
purpose and objectives for making the
investment.

[70 FR 53908, Sept. 13, 2005]

Subpart G—Risk Assessment and
Management

SOURCE: 63 FR 39225, July 22, 1998, unless
otherwise noted.

§615.5180 Bank interest rate risk man-
agement program.

(a) The board of directors of each
Farm Credit bank must develop, imple-
ment, and effectively oversee an inter-
est rate risk management program tai-
lored to the needs of the institution.
The program must establish a risk
management process that effectively
identifies, measures, monitors, and
controls interest rate risk. The board
of directors of each Farm Credit bank
must be knowledgeable of the nature
and level of interest rate risk taken by
the institution.

§615.5180

(b) Senior management is responsible
for ensuring that interest rate risk is
properly managed on both a long-range
and a day-to-day basis.

(¢c) The board of directors of each
Farm Credit bank must adopt an inter-
est rate risk management section of an
asset/liability management policy that
establishes interest rate risk exposure
limits as well as the criteria to deter-
mine compliance with these limits. At
a minimum, the interest rate risk man-
agement section must establish poli-
cies and procedures for the bank to:

(1) Address the purpose and objec-
tives of interest rate risk management;

(2) Identify and analyze the causes of
risks within its existing balance sheet
structure;

(3) Measure the potential effect of
these risks on projected earnings and
market values by conducting interest
rate shock tests and simulations of
multiple economic scenarios at least
on a quarterly basis and by considering
the effect of investments on interest
rate risk based on the results of the
stress testing required under
§615.5133(h)(4);

(4) Describe and implement actions
needed to obtain its desired risk man-
agement objectives;

(5) Identify exception parameters and
approvals needed for any exceptions to
the requirements of the board’s poli-
cies;

(6) Describe delegations of authority;

(7) Describe reporting requirements,
including exceptions to limits con-
tained in the board’s policies;

(8) Consider the nature and purpose
of derivative contracts and establish
counterparty risk thresholds and lim-
its for derivatives.

(d) At least quarterly, management
of each Farm Credit bank must report
to its board of directors, or a des-
ignated committee of the board, de-
scribing the nature and level of inter-
est rate risk exposure. Any deviations
from the board’s policy on interest rate
risk must be specifically identified in
the report and approved by the board
or designated committee of the board.

[77 FR 66374, Nov. 5, 2012, as amended at 83
FR 27503, June 12, 2018]
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§615.5182 Interest rate risk manage-
ment by associations and other
Farm Credit System institutions
other than banks.

Any association or other Farm Credit
System institution other than Farm
Credit banks, excluding the Federal
Agricultural Mortgage Corporation,
with interest rate risk that could lead
to significant declines in net income or
in the market value of capital must
comply with the requirements of
§615.5180. The interest rate risk man-
agement program required under
§615.56180 must be commensurate with
the level of interest rate risk of the in-
stitution.

[77 FR 66375, Nov. 5, 2012]
Subpart H—Capital Adequacy

SOURCE: 53 FR 39247, Oct. 6, 1988, unless
otherwise noted.

§615.5200 Capital planning.

(a) The Board of Directors of each
System institution shall determine the
amount of regulatory capital needed to
assure the System institution’s contin-
ued financial viability and to provide
for growth necessary to meet the needs
of its borrowers. The minimum capital
standards specified in this part and
part 628 of this chapter are not meant
to be adopted as the optimal capital
level in the System institution’s cap-
ital adequacy plan. Rather, the stand-
ards are intended to serve as minimum
levels of capital that each System in-
stitution must maintain to protect
against the credit and other general
risks inherent in its operations.

(b) Each Board of Directors shall es-
tablish, adopt, and maintain a formal
written capital adequacy plan as a part
of the financial plan required by
§618.8440 of this chapter. The plan shall
include the capital targets that are
necessary to achieve the System insti-
tution’s capital adequacy goals as well
as the minimum permanent capital,
common equity tier 1 (CET1) capital,
tier 1 capital, total capital, and tier 1
leverage ratios (including the
unallocated retained earnings (URE)
and URE equivalents minimum) stand-
ards. The plan shall address any pro-
jected dividend payments, patronage
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payments, equity retirements, or other
action that may decrease the System
institution’s capital or the components
thereof for which minimum amounts
are required by this part and part 628 of
this chapter. The plan shall set forth
the circumstances and minimum time-
frames in which equities may be re-
deemed or revolved consistent with the
System institution’s applicable bylaws
or board of directors resolutions. Such
bylaws or resolutions must include the
information described in paragraph (d)
of this section.

(¢) In addition to factors that must
be considered in meeting the minimum
standards, the board of directors shall
also consider at least the following fac-
tors in developing the capital adequacy
plan:

(1) Capability of management and the
board of directors (the assessment of
which may be a part of the assessments
required in paragraphs (b)(2)(ii) and
(b)(T)(1) of §618.8440 of this chapter);

(2) Quality of operating policies, pro-
cedures, and internal controls;

(3) Quality and quantity of earnings;

(4) Asset quality and the adequacy of
the allowance for losses to absorb po-
tential loss within the loan and lease
portfolios;

(5) Sufficiency of liquid funds;

(6) Needs of a System institution’s
customer base; and

(7) Any other risk-oriented activities,
such as funding and interest rate risks,
potential obligations under joint and
several liability, contingent and off-
balance-sheet liabilities or other condi-
tions warranting additional capital.

(d) In order to include otherwise eli-
gible purchased and allocated equities
in tier 1 capital and tier 2 capital under
part 628 of this chapter, a System insti-
tution must adopt a capitalization
bylaw, or its board of directors must
adopt a resolution, which resolution
must be re-affirmed by the board on an
annual basis in the capital adequacy
plan, in which the institution under-
takes the following:

(1) The institution shall obtain prior
FCA approval under §628.20(f) of this
chapter before:

(i) Redeeming or revolving equities
included in CET1 capital;

(ii) Redeeming or calling equities in-
cluded in additional tier 1 capital; and
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(iii) Redeeming, revolving, or calling
instruments included in tier 2 capital
other than limited life preferred stock
or subordinated debt on the maturity
date.

(2) The institution shall have a min-
imum redemption or revolvement pe-
riod of 7 years for equities included in
CET1 capital, a minimum no-call or re-
demption period of 5 years for addi-
tional tier 1 capital, and a minimum
no-call, redemption, or revolvement pe-
riod of 5 years for tier 2 capital.

(3) The institution shall obtain prior
FCA approval before:

(i) Redesignating URE equivalents as
equities that the institution may exer-
cise its discretion to redeem other than
upon dissolution or liquidation;

(ii) Removing equities or other in-
struments from CET1, additional tier 1,
or tier 2 capital other than through re-
purchase, cancellation, redemption or
revolvement; and

(iii) Redesignating equities included
in one component of regulatory capital
(CET1 capital, additional tier 1 capital,
or tier 2 capital) for inclusion in an-
other component of regulatory capital.

(4) The institution shall not exercise
its discretion to revolve URE equiva-
lents except upon dissolution or liq-
uidation and shall not offset URE
equivalents against a loan in default
except as required under final order of
a court of competent jurisdiction or if
required under §615.5290 in connection
with a restructuring under part 617 of
this chapter.

[81 FR 49773, July 28, 2016]

§615.5201 Definitions.

For the purpose of this subpart, the
following definitions apply:

Allocated investment means earnings
allocated but not paid in cash by a Sys-
tem bank to an association or other re-
cipient.

Deferred tax assets (DTAs) means an
amount of income taxes refundable or
recoverable in future years as a result
of temporary differences and net oper-
ating loss or tax credit carryforwards
that exist at the reporting date. There
are three types of DTAs and they arise
from:

(1) A temporary difference that a
System  institution could realize
through a net loss carryback;

§615.5201

(2) A temporary difference that a
System institution could not realize
through net loss carryback; and

(3) An operating loss and tax credit
carryforward.

Nonagreeing association means an as-
sociation that does not have an allot-
ment agreement in effect with a Farm
Credit Bank or agricultural -credit
bank pursuant to §615.5207(b)(2).

Permanent capital, subject to adjust-
ments as described in §615.5207, in-
cludes:

(1) Current year earnings;

(2) Allocated and unallocated earn-
ings (which, in the case of earnings al-
located in any form by a System bank
to any association or other recipient
and retained by the bank, must be con-
sidered, in whole or in part, permanent
capital of the bank or of any such asso-
ciation or other recipient as provided
under an agreement between the bank
and each such association or other re-
cipient);

(3) All surplus;

(4) Stock issued by a System institu-
tion, except:

(i) Stock that may be retired by the
holder of the stock on repayment of
the holder’s loan, or otherwise at the
option or request of the holder;

(ii) Stock that is protected under sec-
tion 4.9A of the Act or is otherwise not
at risk;

(iii) Farm Credit Bank equities re-
quired to be purchased by Federal land
bank associations in connection with
stock issued to borrowers that is pro-
tected under section 4.9A of the Act;

(iv) Capital subject to revolvement,
unless:

(A) The bylaws of the System institu-
tion clearly provide that there is no ex-
press or implied right for such capital
to be retired at the end of the
revolvement cycle or at any other
time; and

(B) The System institution clearly
states in the notice of allocation that
such capital may only be retired at the
sole discretion of the board of directors
in accordance with statutory and regu-
latory requirements and that the insti-
tution does not grant any express or
implied right to have such capital re-
tired at the end of the revolvement
cycle or at any other time;

(5) [Reserved]
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(6) Financial assistance provided by
the Farm Credit System Insurance Cor-
poration that the FCA determines ap-
propriate to be considered permanent
capital; and

(7) Any other debt or equity instru-
ments or other accounts the FCA has
determined are appropriate to be con-
sidered permanent capital. The FCA
may permit one or more System insti-
tutions to include all or a portion of
such instrument, entry, or account as
permanent capital, permanently or on
a temporary basis, for purposes of this
part.

Preferred stock means stock that is
permanent capital and has dividend
and/or liquidation preference over com-
mon stock.

Risk-adjusted asset base means
“‘standardized total risk-weighted as-
sets’” as defined in §628.2 of this chap-
ter, adjusted in accordance with
§615.5207 and excluding the deduction
in paragraph (2) of that definition for
the amount of the System institution’s
allowance for loan losses that is not in-
cluded in tier 2 capital.

Stock means stock and participation
certificates.

System bank means a Farm Credit
bank as defined in §619.9140 of this
chapter, which includes Farm Credit
Banks, agricultural credit banks, and
banks for cooperatives.

System institution means a System
bank, an association of the Farm Cred-
it System, Farm Credit Leasing Serv-
ices Corporation, and their successors,
and any other institution chartered by
the FCA that the FCA determines
should be considered a System institu-
tion for the purposes of this subpart.

Term preferred stock means preferred
stock with an original maturity of at
least 5 years and on which, if cumu-
lative, the board of directors has the
option to defer dividends, provided
that, at the beginning of each of the
last 5 years of the term of the stock,
the amount that is eligible to be count-
ed as permanent capital is reduced by
20 percent of the original amount of
the stock (net of redemptions).

[81 FR 49773, July 28, 2016]
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§615.5205 Minimum permanent capital
standards.

Each institution shall at all times
maintain permanent capital at a level
of at least 7 percent of its risk-adjusted
asset base.

[62 FR 4446, Jan. 30, 1997]

§615.5206 Permanent
computation.

capital ratio

(a) The System institution’s perma-
nent capital ratio is determined on the
basis of the financial statements of the
System institution prepared in accord-
ance with generally accepted account-
ing principles.

(b) The System institution’s asset
base and permanent capital are com-
puted using average daily balances for
the most recent 3 months.

(c) The System institution’s perma-
nent capital ratio is calculated by di-
viding the System institution’s perma-
nent capital, adjusted in accordance
with §615.5207 (the numerator), by the
risk-adjusted asset base (the denomi-
nator) as defined in §615.5201, to derive
a ratio expressed as a percentage.

[81 FR 49774, July 28, 2016]

§615.5207 Capital adjustments and as-
sociated reductions to assets.

For the purpose of computing the
System institution’s permanent capital
ratio, the following adjustments must
be made prior to assigning assets to
risk-weight categories and computing
the ratio:

(a) Where two System institutions
have stock investments in each other,
such reciprocal holdings must be elimi-
nated to the extent of the offset. If the
investments are equal in amount, each
System institution must deduct from
its assets and its permanent capital an
amount equal to the investment. If the
investments are not equal in amount,
each System institution must deduct
from its permanent capital and its as-
sets an amount equal to the smaller in-
vestment. The elimination of recip-
rocal holdings required by this para-
graph must be made prior to making
the other adjustments required by this
section.

(b) Where an association has an eq-
uity investment in a System bank, the
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double counting of capital is elimi-
nated in the following manner:

(1) For a purchased investment, each
association must deduct its investment
in a System bank from its permanent
capital. Each System bank will con-
sider all purchased stock investments
as its permanent capital.

(2) For an allocated investment, each
System bank and each of its affiliated
associations may enter into an agree-
ment that specifies, for computing per-
manent capital only, a dollar amount
and/or percentage allotment of the as-
sociation’s allocated investment be-
tween the bank and the association.
Section 615.5208 provides conditions for
allotment agreements or defines allot-
ments in the absence of such agree-
ments.

(c) A Farm Credit Bank or agricul-
tural credit bank and a recipient, other
than an affiliated association, of allo-
cated earnings from such bank may
enter into an agreement specifying a
dollar amount and/or percentage allot-
ment of the recipient’s allocated earn-
ings in the bank between the bank and
the recipient. Such agreement must
comply with §615.5208, except that, in
the absence of an agreement, the allo-
cated investment must be allotted 100
percent to the allocating bank and 0
percent to the recipient. All equities of
the bank that are purchased by a re-
cipient are considered as permanent
capital of the issuing bank.

(d) A bank for cooperatives and a re-
cipient of allocated earnings from such
bank may enter into an agreement
specifying a dollar amount and/or per-
centage allotment of the recipient’s al-
located earnings in the bank between
the bank and the recipient. Such agree-
ment must comply with §615.5208, ex-
cept that, in the absence of an agree-
ment, the allocated investment must
be allotted 100 percent to the allo-
cating bank and 0 percent to the recipi-
ent. All equities of a bank that are pur-
chased by a recipient shall be consid-
ered as permanent capital of the
issuing bank.

(e) Where a System institution has
an equity investment in another Sys-
tem institution to capitalize a loan
participation interest, the investing
System institution must deduct from
its permanent capital an amount equal
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to its investment in the participating
System institution.

(f) Each System institution must de-
duct from permanent capital any eq-
uity investment in a service corpora-
tion chartered under section 4.25 of the
Act or the Funding Corporation char-
tered under section 4.9 of the Act.

(g) Each System institution must de-
duct from its permanent capital an
amount equal to all goodwill, whenever
acquired.

(h) Each System institution must de-
duct from its risk-adjusted asset base
any item deducted from permanent
capital under this section.

(i) Where a System bank and an asso-
ciation have an enforceable written
agreement to share losses on specifi-
cally identified assets on a predeter-
mined quantifiable basis, such assets
must be counted in each System insti-
tution’s risk-adjusted asset base in the
same proportion as the System institu-
tions have agreed to share the loss.

(j) The permanent capital of a Sys-
tem institution must exclude any accu-
mulated other comprehensive income
(loss) as reported under GAAP.

(k) For purposes of calculating cap-
ital ratios under this part, deferred-tax
assets are subject to the conditions,
limitations, and restrictions described
in §628.22(a)(3) of this chapter.

(1) [Reserved]

[81 FR 49774, July 28, 2016]

§615.5208 Allotment of allocated in-
vestments.

(a) The following conditions apply to
agreements that a System bank enters
into with an affiliated association pur-
suant to §615.5207(b)(2):

(1) The agreement must be for a term
of 1 year or longer.

(2) The agreement must be entered
into on or before its effective date.

(3) The agreement may be amended
according to its terms, but no more fre-
quently than annually except in the
event that a party to the agreement is
merged or reorganized.

(4) On or before the effective date of
the agreement, a certified copy of the
agreement, and any amendments there-
to, must be sent to the field office of
the Farm Credit Administration re-
sponsible for examining the System in-
stitution. A copy must also be sent
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within 30 calendar days of adoption to
the bank’s other affiliated associa-
tions.

(5) Unless the parties otherwise
agree, if the System bank and the asso-
ciation have not entered into a new
agreement on or before the expiration
of an existing agreement, the existing
agreement will automatically be ex-
tended for another 12 months, unless
either party notifies the Farm Credit
Administration in writing of its objec-
tion to the extension prior to the expi-
ration of the existing agreement.

(b) In the absence of an agreement
between a System bank and one or
more associations, or in the event that
an agreement expires and at least one
party has timely objected to the con-
tinuation of the terms of its agree-
ment, the following formula applies
with respect to the allocated invest-
ments held by those associations with
which there is no agreement (non-
agreeing associations), and does not
apply to the allocated investments held
by those associations with which the
bank has an agreement (agreeing asso-
ciations):

(1) The allotment formula must be
calculated annually.

(2) The permanent capital ratio of
the System bank must be computed as
of the date that the existing agreement
terminates, using a 3-month average
daily balance, excluding the allocated
investment from nonagreeing associa-
tions but including any allocated in-
vestments of agreeing associations
that are allotted to the bank under ap-
plicable allocation agreements. The
permanent capital ratio of each non-
agreeing association must be computed
as of the same date using a 3-month av-
erage daily balance, and must be com-
puted excluding its allocated invest-
ment in the bank.

(3) If the permanent capital ratio of
the System bank calculated in accord-
ance with paragraph (b)(2) of this sec-
tion is 7 percent or above, the allocated
investment of each nonagreeing asso-
ciation whose permanent capital ratio
calculated in accordance with para-
graph (b)(2) of this section is 7 percent
or above must be allotted 50 percent to
the bank and 50 percent to the associa-
tion.
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(4) If the permanent capital ratio of
the System bank calculated in accord-
ance with paragraph (b)(2) of this sec-
tion is 7 percent or above, the allocated
investment of each nonagreeing asso-
ciation whose capital ratio is below 7
percent must be allotted to the asso-
ciation until the association’s capital
ratio reaches 7 percent or until all of
the investment is allotted to the asso-
ciation, whichever occurs first. Any re-
maining unallotted allocated invest-
ment must be allotted 50 percent to the
bank and 50 percent to the association.

(5) If the permanent capital ratio of
the System bank calculated in accord-
ance with paragraph (b)(2) of this sec-
tion is less than 7 percent, the amount
of additional capital needed by the
bank to reach a permanent capital
ratio of 7 percent must be determined,
and an amount of the allocated invest-
ment of each nonagreeing association
must be allotted to the System bank,
as follows:

(i) If the total of the allocated invest-
ments of all nonagreeing associations
is greater than the additional capital
needed by the bank, the allocated in-
vestment of each nonagreeing associa-
tion must be multiplied by a fraction
whose numerator is the amount of cap-
ital needed by the bank and whose de-
nominator is the total amount of allo-
cated investments of the nonagreeing
associations, and such amount must be
allotted to the bank. Next, if the per-
manent capital ratio of any non-
agreeing association is less than 7 per-
cent, a sufficient amount of unallotted
allocated investment must then be al-
lotted to each nonagreeing association,
as necessary, to increase its permanent
capital ratio to 7 percent, or until all
such remaining investment is allotted
to the association, whichever occurs
first. Any unallotted allocated invest-
ment still remaining must be allotted
50 percent to the bank and 50 percent
to the nonagreeing association.

(ii) If the additional capital needed
by the bank is greater than the total of
the allocated investments of the non-
agreeing associations, all of the re-
maining allocated investments of the
nonagreeing associations must be al-
lotted to the bank.

[81 FR 49774, July 28, 2016]
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§§615.5209-615.5212 [Reserved]

§615.5215 Distribution of earnings.

The boards of directors of System in-
stitutions may not reduce the perma-
nent capital of the institution through
the payment of patronage refunds or
dividends, or the retirement of stock or
allocated equities except retirements
pursuant to §§615.5280 and 615.5290 if,
after or due to the action, the perma-
nent capital of the institution would
fail to meet the minimum permanent
capital adequacy standard established
under §615.5205 for that period. This
limitation shall not apply to the pay-
ment of noncash patronage refunds by
any institution exempt from Federal
income tax if the entire refund paid
qualifies as permanent capital at the
issuing institution. Any System insti-
tution subject to Federal income tax
may pay patronage refunds partially in
cash if the cash portion of the refund is
the minimum amount required to qual-
ify the refund as a deductible patron-
age distribution for Federal income tax
purposes and the remaining portion of
the refund paid qualifies as permanent
capital.

[63 FR 39247, Oct. 6, 1988, as amended at 53 FR
40046, Oct. 13, 1988]

§615.5216 [Reserved]
Subpart I—Issuance of Equities

SOURCE: 53 FR 40046, Oct. 13, 1988, unless
otherwise noted.

§615.5220 Capitalization bylaws.

(a) The board of directors of each
System bank and association shall,
pursuant to section 4.3A of the Farm
Credit Act of 1971 (Act), adopt capital-
ization bylaws, subject to the approval
of its voting shareholders, that set
forth:

(1) Classes of equities and the manner
in which they shall be issued, trans-
ferred, converted and retired;

(2) For each class of equities, a de-
scription of the class(es) of persons to
whom such stock may be issued, voting
rights, dividend rights and preferences,
and priority upon liquidation, includ-
ing rights, if any, to share in the dis-
tribution of the residual estate;
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(3) The number of shares and par
value of equities authorized to be
issued for each class of equities. How-
ever, the bylaws need not state a num-
ber or value limit for these equities:

(i) Equities that are required to be
purchased as a condition of obtaining a
loan, lease, or related service.

(ii) Non-voting stock resulting from
the conversion of voting stock due to
repayment of a loan.

(iii) Non-voting equities that are
issued to an association’s funding bank
in conjunction with any agreement for
a transfer of capital between the asso-
ciation and the bank.

(iv) Equities resulting from the dis-
tribution of earnings.

(4) For Farm Credit Banks, agricul-
tural credit banks (with respect to
loans other than to cooperatives), and
associations, the percentage or dollar
amount of equity investment (which
may be expressed as a range within
which the board of directors may from
time to time determine the require-
ment) that will be required to be pur-
chased as a condition for obtaining a
loan, which amount shall be not less
than 2 percent of the loan amount or
$1,000, whichever is less;

(5) For banks for cooperatives and ag-
ricultural credit banks (with respect to
loans to cooperatives), the percentage
or dollar amount of equity or guaranty
fund investment (which may be ex-
pressed as a range within which the
board may from time to time deter-
mine the requirement) that serves as a
target level of investment in the bank
for patronage-sourced business, which
amount shall not be less than, 2 per-
cent of the loan amount or $1,000,
whichever is less;

(6) The manner in which equities will
be retired, including a provision stat-
ing that equities other than those pro-
tected under section 4.9A of the Act are
retireable at the sole discretion of the
board, provided minimum capital ade-
quacy standards established in subpart
H of this part, part 628 of this chapter,
and the capital requirements estab-
lished by the board of directors of the
System institution, are met;

(7) The manner in which earnings
will be allocated and distributed, in-
cluding the basis on which patronage
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will be paid, which shall be in accord
with cooperative principles; and

(8) For System banks, the manner in
which the capitalization requirements
of the Farm Credit bank shall be allo-
cated and equalized from time to time
among its owners.

(b) The board of directors of each
service corporation (including the
Farm Credit Leasing Services Corpora-
tion) shall adopt capitalization bylaws,
subject to the approval of its voting
shareholders, that set forth the re-
quirements of paragraphs (a)1), (2),
and (3) of this section to the extent ap-
plicable. Such bylaws shall also set
forth the manner in which equities will
be retired and the manner in which
earnings will be distributed.

[81 FR 49775, July 28, 2016]

§615.5230 Implementation of coopera-
tive principles.

(a) Voting stockholders of Farm
Credit banks and associations shall be
accorded full voting rights in accord-
ance with cooperative principles, in-
cluding those set forth in §611.350 of
this chapter. Except as otherwise re-
quired by statute or regulation, and ex-
cept as modified by paragraphs (b) and
(c) of this section, the voting rights of
each voting shareholder are as follows:

(1) BEach voting stockholder of a
Farm Credit Bank has only one vote
that is assigned a weight proportional
to the number of that association’s
voting stockholders and has the right
to vote in the election of each stock-
holder-elected director and to cumu-
late such votes and distribute them
among the candidates in the stock-
holder’s discretion, except that cumu-
lative voting for directors may be
eliminated if 75 percent of the associa-
tions that are stockholders of the
Farm Credit Bank vote in favor of
elimination. In a vote to eliminate cu-
mulative voting, each association shall
be accorded one vote.

(2) Each voting stockholder of an ag-
ricultural credit bank has only one
vote, unless another voting scheme has
been approved by the Farm Credit Ad-
ministration.

(3) Bach voting stockholder of an as-
sociation or bank for cooperatives has
only one vote, regardless of the number
of shares owned or the number of loans
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outstanding. Unless regional election
of directors is provided for in the by-
laws pursuant to §615.5230(b), each vot-
ing stockholder of an association or
bank for cooperatives has the right to
vote in the election of each stock-
holder-elected director. Unless other-
wise provided in the capitalization by-
laws, each voting stockholder of an as-
sociation or bank for cooperatives is
allowed to cumulate such votes and
distribute them among the candidates
in the stockholder’s discretion. Cumu-
lative voting is not allowed in the re-
gional election of stockholder-elected
directors.

(b) The regional election of stock-
holder-elected directors is only per-
mitted under the following conditions:

(1) A bylaw establishing regional
elections is approved by a majority of
voting stockholders, voting in person
or by proxy, prior to implementation.

(2) The bylaw provides that the use of
regional election of stockholder-elect-
ed directors does not prevent all voting
stockholders of the institution, regard-
less of the region where they reside or
conduct agricultural or aquatic oper-
ations, from voting in any stockholder
vote to remove a director.

(3) There are an approximately equal
number of voting stockholders in each
of the institution’s voting regions. Re-
gions will have an approximately equal
number of voting stockholders if the
number of voting stockholders in any
one region does not exceed the number
of voting stockholders in any other re-
gion by more than 25 percent. At least
once every 3 years, the institution
must count the number of voting
stockholders in each region and, if the
regions do not have an approximately
equal number of stockholders, the re-
gional boundaries must be adjusted to
achieve such result.

(4) An institution may provide for
more than one director to represent a
region. Institutions providing for more
than one director to represent a region
will determine the equitability of the
regions by dividing the number of vot-
ing stockholders in that region by the
number of director positions rep-
resenting that region, and the result-
ing quotient shall be the number that
is compared to the number of voting
stockholders in other regions.
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(5) Each voting stockholder is ac-
corded the right to vote in the election
of each stockholder-elected director for
his or her region.

(c) Each equityholder of each institu-
tion shall be equitably treated in the
operation of the institution.

(1) BEach issuance of preferred stock
(other than preferred stock out-
standing on October 5, 1988, and stock
into which such outstanding stock is
converted that has substantially simi-
lar preferences) shall be approved by a
majority of the shares voting of each
class of equities adversely affected by
the preference, voting as a class,
whether or not such classes are other-
wise authorized to vote;

(2) Any dividends paid to the holders
of common stock and participation cer-
tificates shall be on a per share basis
and without preference as to rate or
priority of payment between classes of
common stock, between classes of par-
ticipation certificates, between classes
of common stock and classes of partici-
pation certificates, or between holders
of the same class of stock or participa-
tion certificates, except that any class
of common stock or participation cer-
tificates that result from the conver-
sion of allocated surplus may be subor-
dinated to other classes of common
stock and participation certificates in
the payment of dividends.

(3) Any patronage refunds that are
paid shall be paid in accordance with
cooperative principles, on an equitable
and nondiscriminatory basis deter-
mined by the board of directors in ac-
cordance with the capitalization by-
laws, provided that any earning pools
that may be established for the pay-
ment of patronage shall be established
on a rational and equitable basis that
will ensure that each patron of the in-
stitution receives its fair share of the
earnings of the institution and bears
its fair share of the expenses of the in-
stitution.

(4) All classes of common stock and
participation certificates (except those
resulting from a conversion of allo-
cated surplus) must be accorded the
same priority with respect to impair-
ment and restoration of impairment

§615.5245

and have the same rights and priority
upon liquidation.

[63 FR 40046, Oct. 13, 1988, as amended at 54
FR 6118, Feb. 8, 1989; 60 FR 57921, Nov. 24,
1995; 62 FR 4446, Jan. 30, 1997; 62 FR 49908,
Sept. 24, 1997; 63 FR 39228, July 22, 1998; 70 FR
53908, Sept. 13, 2005; 71 FR 5763, Feb. 2, 2006;
75 FR 18743, Apr. 12, 2010]

§615.5240 Regulatory capital require-
ments.

(a) The capitalization bylaws shall
enable the institution to meet the cap-
ital adequacy standards established
under subpart H of this part, part 628 of
this chapter, and the capital require-
ments established by the board of di-
rectors of the System institution.

(b) In order to qualify as permanent
capital, equities issued under the by-
laws must meet the following require-
ments:

(1) Retirement must be solely at the
discretion of the board of directors and
not upon a date certain (other than the
original maturity date of preferred
stock) or upon the happening of any
event, such as repayment of the loan,
and not pursuant to any automatic re-
tirement or revolvement plan;

(2) Retirement must be at not more
than book value;

(3) The institution must have made
the disclosures required by this sub-
part;

(4) For common stock and participa-
tion certificates, dividends must be
noncumulative and payable only at the
discretion of the board; and

(6) For cumulative preferred stock,
the board of directors must have dis-
cretion to defer payment of dividends.

[81 FR 49776, July 28, 2016]

§615.5245 Limitations on association
preferred stock.

(a) The board of directors of each as-
sociation offering preferred stock must
adopt a policy that addresses the asso-
ciation’s conditions or limits on the
amount of preferred stock that any one
holder, or small number of holders may
acquire.

(b) Each association offering pre-
ferred stock must make the stock
available for purchase to each of its
members on the same basis.
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(c) An association may not extend
credit for purchases of preferred stock
in the association.

[70 FR 53908, Sept. 13, 2005]

§615.5250 Disclosure requirements for
sales of borrower stock.

(a) For sales of borrower stock, which
for this subpart means equities pur-
chased as a condition for obtaining a
loan, a System institution must pro-
vide a prospective borrower with the
following documents prior to loan clos-
ing:

(1) The institution’s most recent an-
nual report filed under part 620 of this
chapter;

(2) The institution’s most recent
quarterly report filed under part 620 of
this chapter, if more recent than the
annual report;

(3) A copy of the institution’s cap-
italization bylaws; and

(4) A written description of the terms
and conditions under which the equity
is issued. In addition to specific terms
and conditions, the description must
disclose:

(i) That the equity is an at-risk in-
vestment and not a compensating bal-
ance;

(ii) That the equity is retireable only
at the discretion of the board of direc-
tors consistent with the institution’s
bylaws and only if minimum capital
standards established under subpart H
of this part and part 628 of this chapter
are met and that such retirement may
also require the approval of the FCA;

(iii) Whether the institution pres-
ently meets its minimum capital
standards established under subpart H
of this part and part 628 of this chapter;

(iv) Whether the institution knows of
any reason the institution may not
meet its capital standards on the next
earnings distribution date; and

(v) The rights, if any, to share in pa-
tronage payments.

(b) Notwithstanding the provisions of
paragraph (a) of this section, no mate-
rials previously provided to a pur-
chaser (except the disclosures required
by paragraph (a)(4) of this section) need
be provided again unless the purchaser
requests such materials.

[81 FR 49776, July 28, 2016]
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§615.5255 Disclosure and review re-
quirements for sales of other equi-
ties.

(a) A bank, association, or service
corporation must submit a proposed
disclosure statement to the Farm Cred-
it Administration (FCA) for review and
clearance prior to the proposed sale of
any other equities, which for this sub-
part means equities not purchased as a
condition for obtaining a loan.

(b) An institution may not offer to
sell other equities until a disclosure
statement is reviewed and cleared by
the FCA.

(c) A disclosure statement must in-
clude:

(1) All of the information required by
parts 620 and 628 of this chapter in the
annual report to shareholders as of a
date within 135 days of the proposed
sale. An institution may satisfy this
requirement by referring to its most
recent annual report to shareholders
and the most recent quarterly report
filed with the FCA, provided such re-
ports contain the required information;

(2) The information required by
§615.5250(a)(3) and (4); and

(3) A discussion of the intended use of
the sale proceeds.

(d) An institution is not required to
provide the materials identified in
paragraphs (c)(1) and (2) of this section
to a purchaser who previously received
them unless the purchaser requests it.

(e) For any class of stock where each
purchaser and each subsequent trans-
feree acquires at least $250,000 of the
stock and meets the definition of “‘ac-
credited investor’ or ‘‘qualified insti-
tutional buyer” contained in 17 CFR
230.501 and 230.144A, a disclosure state-
ment submitted pursuant to this sec-
tion is deemed reviewed and cleared by
the FCA and an institution may treat
stock that meets all requirements of
this part as permanent capital for the
purpose of meeting the minimum per-
manent capital standards established
under subpart H of this part, unless the
FCA notifies the institution to the con-
trary within 30 days of receipt of a
complete disclosure statement submis-
sion. A complete disclosure statement
submission includes the proposed dis-
closure statement plus any additional
materials requested by the FCA.
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(f) For all other issuances, a disclo-
sure statement submitted pursuant to
this section is deemed cleared by the
FCA, and an institution may treat
stock that meets all requirements of
this part as permanent capital for the
purpose of meeting the minimum per-
manent capital standards established
under subpart H unless the FCA noti-
fies the institution to the contrary
within 60 days of receipt of a complete
disclosure statement submission. A
complete disclosure statement submis-
sion includes the proposed disclosure
statement plus any additional mate-
rials requested by the FCA.

(g) Upon request, the FCA will in-
form the institution how it will treat
the proposed issuance for other regu-
latory capital ratios or computations.

(h) No institution, officer, director,
employee, or agent shall, in connection
with the sale of equities, make any dis-
closure, through a disclosure state-
ment or otherwise, that is inaccurate
or misleading, or omit to make any
statement needed to prevent other dis-
closures from being misleading.

(i) Bach bank and association must
establish a method to disclose and
make information on insider preferred
stock purchases and retirements read-
ily available to the public. At a min-
imum, each institution offering pre-
ferred stock must make this informa-
tion available upon request.

(j) The requirements of this section
do not apply to the sale of Farm Credit
System institution equities to:

(1) Other Farm Credit System insti-
tutions;

(2) Other financing institutions in
connection with a lending or discount
relationship; or

(3) Non-Farm Credit System lenders
that purchase equities in connection
with a loan participation transaction.

(k) In addition to the requirements of
this section, each institution is respon-
sible for ensuring its compliance with
all applicable Federal and state securi-
ties laws.

[81 FR 49776, July 28, 2016]

§615.5260

Subpart J—Retirement of Equities
and Payment of Dividends

§615.5260 Retirement of eligible bor-
rower stock.

(a) Definitions. For the purposes of
this subpart the following definitions
shall apply:

(1) Eligible borrowers stock means:

(i) Stock, participation certificates
or allocated equities outstanding on
January 6, 1988, or purchased as a con-
dition of obtaining a loan prior to the
earlier of the date of shareholder ap-
proval of capitalization bylaws under
section 4.3A of the Act or October 6,
1988; and

(ii) Any stock, participation certifi-
cates or allocated equities for which
such eligible borrower stock is ex-
changed in connection with a merger,
consolidation, or other reorganization
or a transfer of territory. Eligible bor-
rower stock does not include equities for
which eligible borrower stock is re-
quired to be exchanged pursuant to the
bylaws adopted under section 4.3A or
equities for which eligible borrower
stock is voluntarily exchanged except
in connection with a merger, consolida-
tion or other reorganization or a trans-
fer of territory.

(2) Retirement in the ordinary course of
business means:

(i) Retirement upon repayment of a
loan or under a retirement or
revolvement plan in effect prior to
January 6, 1988, and for eligible bor-
rower stock issued after that date, at
the time the loan was made; or

(ii) Retirement pursuant to §§615.5280
and 615.5290.

(3) Par value means:

(i) In the case of stock, par value;

(ii) In the case of participation cer-
tificates and other equities, face or
equivalent value; or

(iii) In the case of participation cer-
tificates and allocated surplus subject
to retirement under a revolving cycle
and retired out or order pursuant to
§§615.5280 and 615.5290 or otherwise
under the Act, par or face value dis-
counted at a rate determined by the in-
stitution to reflect the present value of
the equity as of the date of such retire-
ment.

(b) When an institution retires eligi-
ble borrower stock in the ordinary
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course of business, such equities shall
be retired at par, even if book value is
less than par.

(c) When a Farm Credit Bank retires
stock for the sole purpose of enabling
an association to retire eligible bor-
rower stock that was issued in connec-
tion with a long term real estate loan,
such stock shall be retired at par even
if its book value is less than par.

[63 FR 40048, Oct. 13, 1988; 54 FR 7029, Feb. 16,
1989, as amended at 62 FR 4447, Jan. 30, 1997;
63 FR 39228, July 22, 1998]

§615.5270 Retirement of other equi-
ties.

(a) BEquities other than eligible bor-
rower stock shall be retired at not
more than their book value.

(b) Subject to the redemption restric-
tions in part 628 of this chapter, no eq-
uities shall be retired, except pursuant
to §§615.5280 and 615.5290 or term stock
at its stated maturity, unless after re-
tirement the institution would con-
tinue to meet the minimum permanent
capital standards established under
subpart H of this part, part 628 of this
chapter, and the capital requirements
established by the board of directors of
the System institution.

(c) A System bank, association, or
service corporation board of directors
may delegate authority to retire at-
risk stock to institution management
if:

(1) The board has determined that
the institution’s capital position is
adequate;

(2) All retirements are in accordance
with applicable provisions of part 628 of
this chapter and the institution’s cap-
ital adequacy plan or capital restora-
tion plan;

(3) After any retirements, the insti-
tution’s permanent capital ratio will
be in excess of 9 percent, its capital
conservation buffer set forth in §628.11
of this chapter will be above 2.5 per-
cent, and its leverage buffer set forth
in §628.11 of this chapter will be above
1.0 percent;

(4) The institution will continue to
satisfy all applicable regulatory cap-
ital standards after any retirements;
and

(5) Management reports the aggre-
gate amount and net effect of stock
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purchases and retirements to the board
of directors each quarter.

(d) Each board of directors of a Sys-
tem bank, association, or service cor-
poration that issues preferred stock
must adopt a written policy covering
the retirement of preferred stock that
complies with this paragraph and part
628 of this chapter. The policy must, at
a minimum:

(1) Establish any delegations of au-
thority to retire preferred stock and
the conditions of delegation, which
must meet the requirements of para-
graph (c) of this section and include
minimum levels for regulatory capital
standards as applicable and commensu-
rate with the volatility of the preferred
stock.

(2) Identify limitations on the
amount of stock that may be retired
during a single quarterly (or shorter)
time period;

(3) Ensure that all stockholder re-
quests for retirement are treated fairly
and equitably;

(4) Prohibit any insider, including in-
stitution officers, directors, employees,
or agents, from retiring any preferred
stock in advance of the release of ma-
terial non-public information con-
cerning the institution to other stock-
holders; and

(5) Establish when insiders may re-
tire their preferred stock.

(e) The institution’s board must re-
view its policy at least annually to en-
sure that it continues to be appropriate
for the institution’s current financial
condition and consistent with its long-
term goals established in its capital
adequacy plan.

[81 FR 49777, July 28, 2016]

§615.5280 Retirement in event of de-
fault.

(a) When the debt of a holder of eligi-
ble borrower stock issued by a produc-
tion credit association, Federal land
bank association, Federal land credit
association or agricultural credit asso-
ciation is in default, such institution
may, but shall not be required to, re-
tire at par eligible borrower stock
owned by such borrower on which the
institution has a lien, in total or par-
tial liquidation of the debt.

(b) When the debt of a holder of
stock, participation certificates or
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other equities issued by a production
credit association, Federal land bank
association, Federal land credit asso-
ciation or agricultural credit associa-
tion is in default, such institution
may, but shall not be required to, re-
tire at book value not to exceed par all
or part of such equities, other than eli-
gible borrower stock as defined in
§615.5260(a)(1), owned by such borrower
on which the institution has a lien, in
total or partial liquidation of the debt.

(c) When the debt of a holder of equi-
ties or guaranty fund -certificates
issued by a bank for cooperatives or ag-
ricultural credit bank is in default the
bank may, but shall not be required to,
retire all or part of such equities qual-
ify or guaranty fund investments
owned by the borrower on which the
bank has a lien, in total or partial lig-
uidation of the debt. If such invest-
ments qualify as eligible borrower
stock, it shall be retired at par, as de-
fined in §615.5260(a)(3). All other invest-
ments shall be retired at a rate deter-
mined by the institution to reflect its
present value on the date of retire-
ment.

(d) When the debt of a holder of the
equities of a Farm Credit Bank or agri-
cultural credit bank is in default the
bank may, but shall not be required to,
retire all or part of such equities owned
by the borrower on which the bank has
a lien, in total or partial liquidation of
the debt. If such equities qualify as eli-
gible borrower stock or are retired
solely to permit a Federal land bank
association to retire eligible borrower
stock under §615.5280(a), they shall be
retired at par. All other equities shall
be retired at book value not to exceed
par.

(e) Any retirements made under this
section by a Federal land bank associa-
tion shall be made only upon the spe-
cific approval of, or in accordance
with, approval procedures issued by the
association’s funding bank.

(f) Prior to making any retirement
pursuant to this section, except retire-
ments pursuant to paragraphs (c) and
(d) of this section, the institution shall
provide the borrower with written no-
tice of the following matters;

(1) A statement that the institution
has declared the borrower’s loan to be
in default;

§615.5290

(2) A statement that the institution
will retire all or part of the equities of
the borrower in total or partial liquida-
tion of his or her loan;

(3) A description of the effect of the
retirement on the relationship of the
borrower to the institution;

(4) A statement of the amount of the
outstanding debt that will be owed to
the institution after the retirement of
the borrower’s equities; and

(5) The date on which the institution
will retire the equities of the borrower.

(g) The notice required by this sec-
tion shall be provided in person at least
10 days prior to the retirement of any
equities of a holder, or by mailing a
copy of the notice by first class mail to
the last known address of the equity
holder at least 13 days prior to the re-
tirement of such person’s equities.

(h) The requirements of this section
may be satisfied by notices given pur-
suant to §§617.7405, 617.7410, 617.7420,
and 617.7425 of this chapter that con-
tain the information required by this
section.

[63 FR 40048, Oct. 13, 1988; 54 FR 7029, Feb. 16,
1989, as amended at 61 FR 67187, Dec. 20, 1996;
62 FR 13213, Mar. 19, 1997; 69 FR 10907, Mar. 9,
2004]

§615.5290 Retirement of capital stock
and participation certificates in
event of restructuring.

(a) If a Farm Credit Bank or agricul-
tural credit bank forgives and writes
off, under §617.7415 of this chapter, any
of the principal outstanding on a loan
made to any borrower, where appro-
priate the Federal land bank associa-
tion of which the borrower is a member
and stockholder shall cancel the same
dollar amount of borrower stock held
by the borrower in respect of the loan,
up to the total amount of such stock,
and to the extent provided for in the
bylaws of the Bank relating to its cap-
italization, the Farm Credit Bank or
agricultural credit bank shall retire an
equal amount of stock owned by the
Federal land bank association.

(b) If an association forgives and
writes off, under §617.7415 of this chap-
ter, any of the principal outstanding on
a loan made to any borrower, the asso-
ciation shall cancel the same dollar
amount of borrower stock held by the
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borrower in respect of the loan, up to
the total amount of such loan.

(c) Notwithstanding paragraphs (a)
and (b) of this section, the borrower
shall be entitled to retain at least one
share of stock to maintain the bor-
rower’s membership and voting inter-
est.

[81 FR 49777, July 28, 2016]
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(a) The board of directors of a bank,
association, or service corporation
must declare a dividend on a class of
stock before any dividends may be paid
to stockholders.

(b) No bank, association, or service
corporation may declare or pay any
dividend unless after declaration or
payment of the dividend the institu-
tion would continue to meet its regu-
latory capital standards under this
part.

(c) Bach System bank, association,
and service corporation must exclude
any accrued but unpaid dividends from
regulatory capital computations under
this part and part 628 of this chapter.

[70 FR 53909, Sept. 13, 2005, as amended at 81
FR 49777, July 28, 2016]

Payment of dividends.

Subpart K [Reserved]

Subpart L—Establishment of Min-
imum Capital Ratios for an In-
dividual Institution

SOURCE: 62 FR 4448, Jan. 30, 1997, unless
otherwise noted.

§615.5350 General—Applicability.

(a) The rules and procedures specified
in this subpart are applicable to a pro-
ceeding to establish required minimum
capital ratios that would otherwise be
applicable to an institution under
§§615.5205 and 628.10 of this chapter.
The Farm Credit Administration is au-
thorized to establish such minimum
capital requirements for an institution
as the Farm Credit Administration, in
its discretion, deems to be necessary or
appropriate in light of the particular
circumstances of the institution. Pro-
ceedings under this subpart also may
be initiated to require an institution
having capital ratios greater than
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those set forth in §615.5205 or §628.10 of
this chapter to continue to maintain
those higher ratios.

(b) The Farm Credit Administration
may require higher minimum capital
ratios for an individual institution in
view of its circumstances. For exam-
ple, higher capital ratios may be appro-
priate for:

(1) An institution receiving special
supervisory attention;

(2) An institution that has, or is ex-
pected to have, losses resulting in cap-
ital inadequacy;

(3) An institution with significant ex-
posure due to operational risk, interest
rate risk, the risks from concentra-
tions of credit, certain risks arising
from other products, services, or re-
lated activities, or management’s over-
all inability to monitor and control fi-
nancial risks presented by concentra-
tions of credit and related services ac-
tivities;

(4) An institution exposed to a high
volume of, or particularly severe, prob-
lem loans;

(6) An institution that is growing
rapidly; or

(6) An institution that may be ad-
versely affected by the activities or
condition of System institutions with
which it has significant business rela-
tionships or in which it has significant
investments.

(7) An institution with significant ex-
posures to declines in net income or in
the market value of its capital due to
a change in interest rates and/or the
exercising of embedded or explicit op-
tions.

[62 FR 4448, Jan. 30, 1997, as amended at 63
FR 39229, July 22, 1998; 81 FR 49777, July 28,
2016]

§615.5351 Standards for determination
of appropriate individual institu-
tion minimum capital ratios.

The appropriate minimum capital ra-
tios for an individual institution can-
not be determined solely through the
application of a rigid mathematical
formula or wholly objective criteria.
The decision is necessarily based in
part on subjective judgment grounded
in Agency expertise. The factors to be
considered in the determination will
vary in each case and may include, for
example:
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(a) The conditions or circumstances
leading to the Farm Credit Administra-
tion’s determination that higher min-
imum capital ratios are appropriate or
necessary for the institution;

(b) The exigency of those
cumstances or potential problems;

(c) The overall condition, manage-
ment strength, and future prospects of
the institution and, if applicable, affili-
ated institutions;

(d) The institution’s capital, adverse
assets (including nonaccrual and non-
performing loans), allowance for loss,
and other ratios compared to the ratios
of its peers or industry norms; and

(e) The views of the institution’s di-
rectors and senior management.

cir-

§615.5352 Procedures.

(a) Notice. When the Farm Credit Ad-
ministration determines that min-
imum capital ratios greater than those
set forth in §615.5205 or §628.10 of this
chapter are necessary or appropriate
for a particular institution, the Farm
Credit Administration will notify the
institution in writing of the proposed
minimum capital ratios and the date
by which they should be reached (if ap-
plicable) and will provide an expla-
nation of why the ratios proposed are
considered necessary or appropriate for
the institution.

(b) Response. (1) The institution may
respond to any or all of the items in
the notice. The response should include
any matters which the institution
would have the Farm Credit Adminis-
tration consider in deciding whether
individual minimum capital ratios
should be established for the institu-
tion, what those capital ratios should
be, and, if applicable, when they should
be achieved. The response must be in
writing and delivered to the designated
Farm Credit Administration official
within 30 days after the date on which
the institution received the notice. In
its discretion, the Farm Credit Admin-
istration may extend the time period
for good cause. The Farm Credit Ad-
ministration may shorten the time pe-
riod with the consent of the institution
or when, in the opinion of the Farm
Credit Administration, the condition of
the institution so requires, provided
that the institution 1is informed
promptly of the new time period.
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(2) Failure to respond within 30 days
or such other time period as may be
specified by the Farm Credit Adminis-
tration shall constitute a waiver of any
objections to the proposed minimum
capital ratios or the deadline for their
achievement.

(c) Decision. After the close of the in-
stitution’s response period, the Farm
Credit Administration will decide,
based on a review of the institution’s
response and other information con-
cerning the institution, whether indi-
vidual minimum capital ratios should
be established for the institution and,
if so, the ratios and the date the re-
quirements will become effective. The
institution will be notified of the deci-
sion in writing. The notice will include
an explanation of the decision, except
for a decision not to establish indi-
vidual minimum capital requirements
for the institution.

(d) Submission of plan. The decision
may require the institution to develop
and submit to the Farm Credit Admin-
istration, within a time period speci-
fied, an acceptable plan to reach the
minimum capital ratios established for
the institution by the date required.

(e) Reconsideration based on change in
circumstances. If, after the Farm Credit
Administration’s decision in paragraph
(c) of this section, there is a change in
the circumstances affecting the insti-
tution’s capital adequacy or its ability
to reach the required minimum capital
ratios by the specified date, either the
institution or the Farm Credit Admin-
istration may propose a change in the
minimum capital ratios for the institu-
tion, the date when the minimums
must be achieved, or the institution’s
plan (if applicable). The Farm Credit
Administration may decline to con-
sider proposals that are not based on a
significant change in circumstances or
are repetitive or frivolous. Pending a
decision on reconsideration, the Farm
Credit Administration’s original deci-
sion and any plan required under that
decision shall continue in full force and
effect.

[62 FR 4448, Jan. 30, 1997, as amended at 81
FR 49778, July 28, 2016]
§615.5353 Relation to other actions.

In lieu of, or in addition to, the pro-
cedures in this subpart, the required
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minimum capital ratios for an institu-
tion may be established or revised
through a written agreement or cease
and desist proceedings under part C of
title V of the Act, or as a condition for
approval of an application.

§615.5354 Enforcement.

An institution that does not have or
maintain the minimum capital ratios
applicable to it, whether required in
subpart H of this part or part 628 of
this chapter, in a decision pursuant to
this subpart, in a written agreement or
temporary or final order under part C
of title V of the Act, or in a condition
for approval of an application, or an in-
stitution that has failed to submit or
comply with an acceptable plan to at-
tain those ratios, will be subject to
such administrative action or sanc-
tions as the Farm Credit Administra-
tion considers appropriate. These sanc-
tions may include the issuance of a
capital directive pursuant to subpart M
of this part or other enforcement ac-
tion, assessment of civil money pen-
alties, and/or the denial or condition of
applications.

[81 FR 49778, July 28, 2016]

Subpart M—Issuance of a Capital
Directive

SOURCE: 62 FR 4449, Jan. 30, 1997, unless
otherwise noted.

§615.5355 Purpose and scope.

(a) This subpart is applicable to pro-
ceedings by the Farm Credit Adminis-
tration to issue a capital directive
under sections 4.3(b) and 4.3A(e) of the
Act. A capital directive is an order
issued to an institution that does not
have or maintain capital at or greater
than the minimum ratios set forth in
§615.5205 or §628.10 of this chapter; or
established for the institution under
subpart L of this part, by a written
agreement under part C of title V of
the Act, or as a condition for approval
of an application. A capital directive
may order the institution to:

(1) Achieve the minimum capital ra-
tios applicable to it by a specified date;

(2) Adhere to a previously submitted
plan to achieve the applicable capital
ratios;
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(3) Submit and adhere to a plan ac-
ceptable to the Farm Credit Adminis-
tration describing the means and time
schedule by which the institution shall
achieve the applicable capital ratios;

(4) Take other action, such as reduc-
tion of assets or the rate of growth of
assets, restrictions on the payment of
dividends or patronage, or restrictions
on the retirement of stock, to achieve
the applicable capital ratios, or reduce
levels of interest rate and other risk
exposures, or strengthen management
expertise, or improve management in-
formation and measurement systems;
or

(5) A combination of any of these or
similar actions.

(b) A capital directive may also be
issued to the board of directors of an
institution, requiring such board to
comply with the requirements of sec-
tion 4.3A(d) of the Act prohibiting the
reduction of permanent capital.

(c) A capital directive issued under
this rule, including a plan submitted
under a capital directive, is enforceable
in the same manner and to the same
extent as an effective and outstanding
cease and desist order which has be-
come final as defined in section 5.25 of
the Act. Violation of a capital direc-
tive may result in assessment of civil
money penalties in accordance with
section 5.32 of the Act.

[62 FR 4449, Jan. 30, 1997, as amended at 63
FR 39229, July 22, 1998; 81 FR 49778, July 28,
2016]

§615.5356 Notice of intent to issue a
capital directive.

The Farm Credit Administration will
notify an institution in writing of its
intention to issue a capital directive.
The notice will state:

(a) The reasons for issuance of the
capital directive;

(b) The proposed contents of the cap-
ital directive, including the proposed
date for achieving the minimum cap-
ital requirement; and

(c) Any other relevant information
concerning the decision to issue a cap-
ital directive.
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§615.5357 Response to notice.

(a) An institution may respond to the
notice by stating why a capital direc-
tive should not be issued and/or by pro-
posing alternative contents for the cap-
ital directive or seeking other appro-
priate relief. The response shall include
any information, mitigating cir-
cumstances, documentation, or other
relevant evidence that supports its po-
sition. The response may include a plan
for achieving the minimum capital ra-
tios applicable to the institution. The
response must be in writing and deliv-
ered to the Farm Credit Administra-
tion within 30 days after the date on
which the institution received the no-
tice. In its discretion, the Farm Credit
Administration may extend the time
period for good cause. The Farm Credit
Administration may shorten the 30-day
time period:

(1) When, in the opinion of the Farm
Credit Administration, the condition of
the institution so requires, provided
that the institution shall be informed
promptly of the new time period;

(2) With the consent of the institu-
tion; or

(3) When the institution already has
advised the Farm Credit Administra-
tion that it cannot or will not achieve
its applicable minimum capital ratios.

(b) Failure to respond within 30 days
or such other time period as may be
specified by the Farm Credit Adminis-
tration shall constitute a waiver of any
objections to the proposed capital di-
rective.

§615.5358 Decision.

After the closing date of the institu-
tion’s response period, or receipt of the
institution’s response, if earlier, the
Farm Credit Administration may seek
additional information or clarification
of the response. Thereafter, the Farm
Credit Administration will determine
whether or not to issue a capital direc-
tive, and if one is to be issued, whether
it should be as originally proposed or
in modified form.

§615.5359 Issuance of a capital direc-
tive.

(a) A capital directive will be served
by delivery to the institution. It will
include or be accompanied by a state-
ment of reasons for its issuance.
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(b) A capital directive is effective im-
mediately upon its receipt by the insti-
tution, or upon such later date as may
be specified therein, and shall remain
effective and enforceable until it is
stayed, modified, or terminated by the
Farm Credit Administration.

§615.5360 Reconsideration based on
change in circumstances.

Upon a change in circumstances, an
institution may request the Farm
Credit Administration to reconsider
the terms of its capital directive or
may propose changes in the plan to
achieve the institution’s applicable
minimum capital ratios. The Farm
Credit Administration also may take
such action on its own motion. The
Farm Credit Administration may de-
cline to consider requests or proposals
that are not based on a significant
change in circumstances or are repet-
itive or frivolous. Pending a decision
on reconsideration, the capital direc-
tive and plan shall continue in full
force and effect.

§615.5361 Relation to other adminis-
trative actions.

A capital directive may be issued in
addition to, or in lieu of, any other ac-
tion authorized by law, including cease
and desist proceedings, civil money
penalties, or the conditioning or denial
of applications. The Farm Credit Ad-
ministration also may, in its discre-
tion, take any action authorized by
law, in lieu of a capital directive, in re-
sponse to an institution’s failure to
achieve or maintain the applicable
minimum capital ratios.

Subpart N [Reserved]

Subpart O—Book-Entry Proce-
dures for Farm Credit Securi-
ties

SOURCE: 61 FR 67192, Dec. 20, 1996, unless
otherwise noted.

§615.5450 Definitions.

In this subpart, unless the context
otherwise requires or indicates:

(a) Adverse claim means a claim that
a claimant has a property interest in a
security and that it is a violation of
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the rights of the claimant for another
person to hold, transfer, or deal with
the security.

(b) Book-entry security means a Farm
Credit security issued or maintained in
the Book-entry System.

(c) Book-entry System means the auto-
mated book-entry system operated by
the Federal Reserve Banks, acting as
the fiscal agent for the Farm Credit
banks, through which book-entry secu-
rities are issued, recorded, transferred
and maintained in book-entry form.

(d) Definitive Farm Credit security
means a Farm Credit security in en-
graved or printed form, or that is oth-
erwise represented by a certificate.

(e) Eligible book-entry security means a
book-entry security issued or main-
tained in the Book-entry System,
which by the terms of its securities
documentation, is eligible to be con-
verted from book-entry into definitive
form.

(f) Entitlement Holder means a person
to whose account an interest in a book-
entry security is credited on the
records of a securities intermediary.

(g) Farm Credit banks means one or
more Farm Credit Banks, agricultural
credit banks, and banks for coopera-
tives.

(h) Farm Credit securities means con-
solidated notes, bonds, debentures, or
other similar obligations of the Farm
Credit banks and Systemwide notes,
bonds, debentures, or similar obliga-
tions of the Farm Credit banks issued

under sections 4.2(c) and 4.2(d), respec-
tively, of the Act, or laws repealed
thereby.

(i) Federal Reserve Bank means a Fed-
eral Reserve Bank or Branch acting as
agent for the Farm Credit banks and
the Funding Corporation.

(j) Federal Reserve Bank Operating Cir-
cular means the publication issued by
each Federal Reserve Bank that sets
forth the terms and conditions under
which the Federal Reserve Bank main-
tains book-entry securities accounts
and transfers book-entry securities.

(k) Funding Corporation means the
Federal Farm Credit Banks Funding
Corporation established pursuant to
section 4.9 of the Act, which issues
Farm Credit securities on behalf of the
Farm Credit banks.
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(1) Funds Account means a reserve
and/or clearing account at a Federal
Reserve Bank to which debits or cred-
its are posted for transfers against pay-

ment, book-entry securities trans-
action fees, or principal and interest
payments.

(m) Participant means a person that
maintains a participant’s securities ac-
count with a Federal Reserve Bank.

(n) Participant’s Securities Account
means an account in the name of a par-
ticipant at a Federal Reserve Bank to
which book-entry securities held for a
participant are or may be credited.

(0) Person means an individual, cor-
poration, company, governmental enti-
ty, association, firm, partnership,
trust, estate, representative and any
other similar organization, but does
not mean the United States, a Farm
Credit bank, the Funding Corporation
or a Federal Reserve Bank.

(p) Revised Article 8 means Uniform
Commercial Code, Revised Article 8,
Investment Securities (with Con-
forming and Miscellaneous Amend-
ments to Articles 1, 3, 4, 5, 9, and 10)
1994 Official Text, and has the same
meaning as in 31 CFR 357.2.

(q) Securities Documentation means
the applicable statement of terms,
trust indenture, securities agreement,
offering circular or other documents
establishing the terms of a book-entry
security.

(r) Securities Intermediary means:

(1) A person that is registered as a
“‘clearing agency’’ under the Federal
securities laws; a Federal Reserve
Bank; any other person that provides
clearance or settlement services with
respect to a book-entry security that
would require it to register as a clear-
ing agency under the Federal securities
laws but for an exclusion or exemption
from the registration requirement, if
its activities as a clearing corporation,
including promulgation of rules, are
subject to regulation by a Federal or
State governmental authority; or

(2) A person (other than an indi-
vidual, unless such individual is reg-
istered as a broker or dealer under the
Federal securities laws) including a
bank or broker, that in the ordinary
course of its business maintains securi-
ties accounts for others and is acting
in that capacity.
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(s) Security means a Farm Credit se-
curity as defined in paragraph (h) of
this section.

(t) Security Entitlement means the
rights and property interest of an enti-
tlement holder with respect to a book-
entry security.

(u) State means any State of the
United States, the District of Colum-
bia, Puerto Rico, the Virgin Islands, or
any other territory or possession of the
United States.

(v) Transfer Message means an in-
struction of a participant to a Federal
Reserve Bank to effect a transfer of a
book-entry security maintained in the
Book-entry System, as set forth in
Federal Reserve Bank Operating Circu-
lars.

[61 FR 67192, Dec. 20, 1996, as amended at 62
FR 53229, Oct. 14, 1997]

§615.5451 Book-entry and definitive
securities.

Subject to subpart C of this part:

(a) Farm Credit banks operating
under the same title of the Act may
issue consolidated securities in book-
entry form.

(b) Farm Credit banks may issue Sys-
temwide securities in book-entry form.

(c) Consolidated and Systemwide se-
curities also may be issued in either
registered or bearer definitive form.

[61 FR 67192, Dec. 20, 1996, as amended at 62
FR 53229, Oct. 14, 1997]

§615.5452 Law governing rights and
obligations of Federal Reserve
Banks, Farm Credit banks, and
Funding Corporation; rights of any
person against Federal Reserve
Banks, Farm Credit banks, and
Funding Corporation.

(a) Except as provided in paragraph
(b) of this section, the following are
governed solely by the regulations con-
tained in this subpart O, the securities
documentation, and Federal Reserve
Bank Operating Circulars:

(1) The rights and obligations of the
Farm Credit banks, the Funding Cor-
poration, and the Federal Reserve
Banks with respect to:

(i) A book-entry security or security
entitlement, and

(ii) The operation of the Book-entry
System as it applies to Farm Credit se-
curities; and
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(2) The rights of any person, includ-
ing a participant, against the Farm
Credit banks, the Funding Corporation,
and the Federal Reserve Banks with re-
spect to:

(i) A book-entry security or security
entitlement, and

(ii) The operation of the Book-entry
System as it applies to Farm Credit se-
curities.

(b) A security interest in a security
entitlement that is in favor of a Fed-
eral Reserve Bank from a participant
and that is not recorded on the books
of a Federal Reserve Bank pursuant to
§615.5454(c)(1) of this subpart, is gov-
erned by the law (not including the
conflict-of-law rules) of the jurisdic-
tion where the head office of the Fed-
eral Reserve Bank maintaining the
participant’s securities account is lo-
cated. A security interest in a security
entitlement that is in favor of a Fed-
eral Reserve Bank from a person that
is not a participant, and that is not re-
corded on the books of a Federal Re-
serve Bank pursuant to §615.5454(c)(1)of
this subpart, is governed by the law de-
termined in the manner specified in
§615.5453 of this subpart.

(c) If the jurisdiction specified in the
first sentence of paragraph (b) of this
section is a State that has not adopted
revised Article 8 (see 31 CFR 357.2) then
the law specified in paragraph (b) of
this section shall be the law of that
State as though revised Article 8 had
been adopted by that State.

[61 FR 67192, Dec. 20, 1996, as amended at 62
FR 53229, Oct. 14, 1997]

§615.5453 Law governing other inter-
ests.

(a) To the extent not inconsistent
with these regulations, the law (not in-
cluding the conflict-of-law rules) of a
securities intermediary’s jurisdiction
governs:

(1) The acquisition of a security enti-
tlement from the securities inter-
mediary;

(2) The rights and duties of the secu-
rities intermediary and entitlement
holder arising out of a security entitle-
ment;

(3) Whether the securities inter-
mediary owes any duties to an adverse
claimant to a security entitlement;
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(4) Whether an adverse claim can be
asserted against a person who acquires
a security entitlement from the securi-
ties intermediary or a person who pur-
chases a security entitlement or inter-
est therein from an entitlement holder;
and

(6) Except as otherwise provided in
paragraph (c) of this section, the per-
fection, effect of perfection or non-per-
fection and priority of a security inter-
est in a security entitlement.

(b) The following rules determine a
‘“‘securities intermediary’s jurisdic-
tion”’ for purposes of this section:

(1) If an agreement between the secu-
rities intermediary and its entitlement
holder specifies that it is governed by
the law of a particular jurisdiction,
that jurisdiction is the securities
intermediary’s jurisdiction.

(2) If an agreement between the secu-
rities intermediary and its entitlement
holder does not specify the governing
law as provided in paragraph (b)(1) of
this section, but expressly specifies
that the securities account is main-
tained at an office in a particular juris-
diction, that jurisdiction is the securi-
ties intermediary’s jurisdiction.

(3) If an agreement between the secu-
rities intermediary and its entitlement
holder does not specify a jurisdiction
as provided in paragraph (b)(1) or (b)(2)
of  this section, the securities
intermediary’s jurisdiction is the juris-
diction in which is located the office
identified in an account statement as
the office serving the entitlement hold-
er’s account.

(4) If an agreement between the secu-
rities intermediary and its entitlement
holder does not specify a jurisdiction
as provided in paragraph (b)(1) or (b)(2)
of this section and an account state-
ment does not identify an office serv-
ing the entitlement holder’s account as
provided in paragraph (b)(3) of this sec-
tion, the securities intermediary’s ju-
risdiction is the jurisdiction in which
is located the chief executive office of
the securities intermediary.

(c) Notwithstanding the general rule
in paragraph (a)(5) of this section, the
law (but not the conflict-of-law rules)
of the jurisdiction in which the person
creating a security interest is located
governs whether and how the security
interest may be perfected automati-
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cally or by filing a financing state-
ment.

(d) If the jurisdiction specified in
paragraph (b) of this section is a State
that has not adopted revised Article 8
(see 31 CFR 357.2), then the law for the
matters specified in paragraph (a) of
this section shall be the law of that
State as though revised Article 8 had
been adopted by that State. For pur-
poses of the application of the matters
specified in paragraph (a) of this sec-
tion, the Federal Reserve Bank main-
taining the securities account is a
clearing corporation, and the partici-
pant’s interest in a book-entry security
is a security entitlement.

§615.5454 Creation of participant’s se-
curity entitlement; security inter-
ests.

(a) A participant’s security entitle-
ment is created when a Federal Re-
serve Bank indicates by book entry
that a book-entry security has been
credited to a participant’s securities
account.

(b) A security interest in a security
entitlement of a participant in favor of
the United States to secure deposits of
public money, including without limi-
tation deposits to the Treasury tax and
loan accounts, or other security inter-
est in favor of the United States that is
required by Federal statute, regula-
tion, or agreement, and that is marked
on the books of a Federal Reserve Bank
is thereby effected and perfected, and
has priority over any other interest in
the securities. Where a security inter-
est in favor of the United States in a
security entitlement of a participant is
marked on the books of a Federal Re-
serve Bank, such Federal Reserve Bank
may rely, and is protected in relying,
exclusively on the order of an author-
ized representative of the TUnited
States directing the transfer of the se-
curity. For purposes of this paragraph,
an ‘‘authorized representative of the
United States” is the official des-
ignated in the applicable regulations or
agreement to which a Federal Reserve
Bank is a party, governing the security
interest.

(c)(1) The Farm Credit Banks, the
Funding Corporation, and the Federal
Reserve Banks have no obligation to
agree to act on behalf of any person or
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to recognize the interest of any trans-
feree of a security interest or other
limited interest in favor of any person
except to the extent of any specific re-
quirement of Federal law or regulation
or to the extent set forth in any spe-
cific agreement with the Federal Re-
serve Bank on whose books the interest
of the participant is recorded. To the
extent required by such law or regula-
tion or set forth in an agreement with
a Federal Reserve Bank, or the Federal
Reserve Bank Operating Circular, a se-
curity interest in a security entitle-
ment that is in favor of a Federal Re-
serve Bank, a Farm Credit Bank, the
Funding Corporation, or a person may
be created and perfected by a Federal
Reserve Bank marking its books to
record the security interest. Except as
provided in paragraph (b) of this sec-
tion, a security interest in a security
entitlement marked on the books of a
Federal Reserve Bank shall have pri-
ority over any other interest in the se-
curities.

(2) In addition to the method pro-
vided in paragraph (c)(1) of this sec-
tion, a security interest, including a
security interest in favor of a Federal
Reserve Bank, may be perfected by any
method by which a security interest
may be perfected under applicable law
as described in §615.5452(b) or §615.5453
of this subpart. The perfection, effect
of perfection or non-perfection and pri-
ority of a security interest are gov-
erned by that applicable law. A secu-
rity interest in favor of a Federal Re-
serve Bank shall be treated as a secu-
rity interest in favor of a clearing cor-
poration in all respects under that law,
including with respect to the effect of
perfection and priority of the security
interest. A Federal Reserve Bank Oper-
ating Circular shall be treated as a rule
adopted by a clearing corporation for
such purposes.

[62 FR 67192, Dec. 20, 1996, as amended at 62
FR 53229, Oct. 14, 1997]

§615.5455 Obligations of the Farm
Credit banks and the Funding Cor-
poration; no adverse claims.

(a) Except in the case of a security
interest in favor of the United States
or a Federal Reserve Bank or otherwise
as provided in §615.5454(c)(1), for the
purposes of this subpart O, the Farm

§615.5455

Credit banks, the Funding Corporation
and the Federal Reserve Banks shall
treat the participant to whose securi-
ties account an interest in a book-
entry security has been credited as the
person exclusively entitled to issue a
transfer message, to receive interest
and other payments with respect there-
of and otherwise to exercise all the
rights and powers with respect to such
security, notwithstanding any informa-
tion or notice to the contrary. The
Federal Reserve Banks, the Farm Cred-
it banks, and the Funding Corporation
are not liable to a person asserting or
having an adverse claim to a security
entitlement or to a book-entry secu-
rity in a participant’s securities ac-
count, including any such claim arising
as a result of the transfer or disposi-
tion of a book-entry security by a Fed-
eral Reserve Bank pursuant to a trans-
fer message that the Federal Reserve
Bank reasonably believes to be gen-
uine.

(b) The obligation of the Farm Credit
banks and the Funding Corporation to
make payments (including payments of
interest and principal) with respect to
book-entry securities is discharged at
the time payment in the appropriate
amount is made as follows:

(1) Interest or other payments on
book-entry securities are either cred-
ited by a Federal Reserve Bank to a
funds account maintained at the Fed-
eral Reserve Bank or otherwise paid as
directed by the participant.

(2) Book-entry securities are re-
deemed in accordance with their terms
by a Federal Reserve Bank with-
drawing the securities from the partici-
pant’s securities account in which they
are maintained and by either crediting
the amount of the redemption pro-
ceeds, including both principal and in-
terest, where applicable, to a funds ac-
count at the Federal Reserve Bank or
otherwise paying such principal and in-
terest as directed by the participant.
No action by the participant is re-
quired in connection with the redemp-
tion of a book-entry security.

[61 FR 67192, Dec. 20, 1996, as amended at 62
FR 53229, Oct. 14, 1997]
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§615.5456 Authority of Federal Re-
serve Banks.

(a) Each Federal Reserve Bank is
hereby authorized as fiscal agent of the
Farm Credit banks and the Funding
Corporation to perform functions with
respect to the issuance of book-entry
securities offered and sold by the Farm
Credit banks and the Funding Corpora-
tion to which this subpart applies, in
accordance with the terms of the secu-
rities documentation and the provi-
sions of this subpart:

(1) To service and maintain book-
entry securities in accounts estab-
lished for such purposes;

(2) To make payments of principal
and interest, as directed by the Farm
Credit banks and the Funding Corpora-
tion;

(3) To effect transfer of book-entry
securities between participants’ securi-
ties accounts as directed by the par-
ticipants;

(4) To effect conversions between
book-entry securities and definitive
Farm Credit securities with respect to
those securities as to which conversion
rights are available pursuant to the ap-
plicable securities documentation; and

(6) To perform such other duties as
fiscal agent as may be requested by the
Farm Credit banks and the Funding
Corporation.

(b) Each Federal Reserve Bank may
issue Operating Circulars not incon-
sistent with this subpart, governing
the details of its handling of book-
entry securities, security entitlements,
and the operation of the Book-entry
System under this subpart.

§615.5457 Withdrawal of eligible book-
entry securities for conversion to
definitive form.

(a) Eligible book-entry securities
may be withdrawn from the Book-
entry System by requesting delivery of
like definitive Farm Credit securities.

(b) A Federal Reserve Bank shall,
upon receipt of appropriate instruc-
tions to withdraw eligible book-entry
securities from book-entry in the
Book-entry System, convert such secu-
rities into definitive Farm Credit secu-
rities and deliver them in accordance
with such instructions.

(c) Farm Credit securities which are
to be delivered upon withdrawal may
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be issued in either registered or bearer
form, to the extent permitted by the
applicable securities documentation.

(d) All requests for withdrawal of eli-
gible book-entry securities must be
made prior to the maturity or the ap-
plicable date of call of the Farm Credit
securities.

[61 FR 67192, Dec. 20, 1996, as amended at 62
FR 53230, Oct. 14, 1997]

§615.5458 Waiver of regulations.

The Farm Credit Administration re-
serves the right, in the Farm Credit
Administration’s discretion, to waive
any provision(s) of the regulations in
this subpart in any case or class of
cases for the convenience of the Farm
Credit banks and the Funding Corpora-
tion or in order to relieve any person(s)
of unnecessary hardship, if such action
is not inconsistent with law, does not
adversely affect any substantial exist-
ing rights, and the Farm Credit Admin-
istration is satisfied that such action
will not subject the Farm Credit banks
and the Funding Corporation to any
substantial expense or liability.

§615.5459 Liability of Farm Credit
banks, Funding Corporation and
Federal Reserve Banks.

The Farm Credit banks, the Funding
Corporation, and the Federal Reserve
Banks may rely on the information
provided in a transfer message or other
transaction documentation, and are
not required to verify the information.
The Farm Credit banks, the Funding
Corporation, and the Federal Reserve
Banks shall not be liable for any action
taken in accordance with the informa-
tion set out in the transfer message,
other transaction documentation, or
evidence submitted in support thereof.

§615.5460 Additional provisions.

(a) Additional requirements. In any
case or any class of cases arising under
the regulations in this subpart, the
Farm Credit banks and the Funding
Corporation may require such addi-
tional evidence and a bond of indem-
nity, with or without surety, as may in
the judgment of the Farm Credit banks
and the Funding Corporation be nec-
essary for the protection of the inter-
ests of the Farm Credit banks and the
Funding Corporation.
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(b) Notice of attachment for Farm Cred-
it securities in the Book-entry System.
The interest of a debtor in a security
entitlement may be reached by a cred-
itor only by legal process upon the se-
curities intermediary with whom the
debtor’s securities account is main-
tained, except where a security entitle-
ment is maintained in the name of a
secured party, in which case the debt-
or’s interest may be reached by legal
process upon the secured party. These
regulations do not purport to establish
whether a Federal Reserve Bank is re-
quired to honor an order or other no-
tice of attachment in any particular
case or class of cases.

(c) Conversion of definitive securities
into book-entry securities. Definitive
Farm Credit securities may be con-
verted to book-entry form in accord-
ance with the terms of the applicable
securities documentation and Federal
Reserve Operating Circular.

[61 FR 67192, Dec. 20, 1996, as amended at 62
FR 53230, Oct. 14, 1997]

§615.5461 Lost, stolen, destroyed, mu-
tilated or defaced Farm Credit se-
curities, including coupons.

(a) Relief on the account of the loss,
theft, destruction, mutilation, or de-
facement of any definitive consolidated
or Systemwide securities of the Farm
Credit banks and coupons of such secu-
rities may be granted on the same
basis and to the same extent as relief
may be granted under the statutes of
the United States and the regulations
of the Department of the Treasury on
the account of the loss, theft, destruc-
tion, mutilation, or defacement of
United States securities and coupons of
such securities.

(b) Applicants for relief under para-
graph (a) of this section, shall present
claims and proof of loss:

(1) To the Division of Special Invest-
ments, Bureau of the Public Debt, P.O.
Box 396, Parkersburg, WV 26102-0396, in
the case of consolidated or Systemwide
securities of the Farm Credit banks
issued prior to May 1, 1978; or

(2) To the Federal Farm Credit Banks
Funding Corporation, 10 Exchange
Place, Suite 1401, Jersey City, NJ 07302,
in the case of consolidated or System-
wide securities issued on or after May
1, 1978.

§615.5502

§615.5462 Restrictive endorsement of
bearer securities.

When consolidated and Systemwide
bearer securities of the Farm Credit
banks are being presented to Federal
Reserve Banks, for redemption, ex-
change, or conversion to book entry,
such securities may be restrictively en-
dorsed. The restrictive endorsement
shall be placed thereon in substantially
the same manner and with the same ef-
fects as prescribed in United States
Treasury Department regulations, now
or hereafter in force, governing like
transactions in United States bonds;
and consolidated or Systemwide securi-
ties of the Farm Credit banks so en-
dorsed shall be prepared for shipment
and shipped in the manner prescribed
in such regulations for United States
bearer securities. (See 31 CFR part 328.)

Subpart P—Global Debt Securities

§615.5500 Definitions.

In this subpart, unless the context
otherwise requires or indicates:

(a) Global debt securities means con-
solidated Systemwide debt securities
issued by the Funding Corporation on
behalf of the Farm Credit banks under
section 4.2(d) of the Act through a fis-
cal agent or agents and distributed ei-
ther exclusively outside the United
States or simultaneously inside and
outside the United States.

(b) Global agent means any fiscal
agent, other than the Federal Reserve
Banks, used by the Funding Corpora-
tion to facilitate the sale of global debt
securities.

[60 FR 57919, Nov. 24, 1995]

§615.5502 Issuance of global debt secu-
rities.

(a) The Funding Corporation may
provide for the sale of global debt secu-
rities on behalf of the Farm Credit
banks through a global agent or agents
by negotiation, offer, bid, or syndicate
sale, and deliver such obligations by
book-entry, wire transfer, or such
other means as may be appropriate.

(b) The Funding Corporation Board of
Directors shall establish appropriate
criteria for the selection of global
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agents and shall approve each global
agent.

[60 FR 57919, Nov. 24, 1995]

Subpart @—Bankers’
Acceptances

§615.5550 Bankers’ acceptances.

Banks for cooperatives may redis-
count with other purchasers the ac-
ceptances they have created. The bank
for cooperatives’ board of directors,
under established policies, may dele-
gate this authority to management.

[71 FR 65387, Nov. 8, 2006]
Subpart R [Reserved]

Subpart S—Federal Agricultural
Mortgage Corporation Securities

§615.5570 Book-entry procedures for
Federal Agricultural Mortgage Cor-
poration Securities.

(a) The Federal Agricultural Mort-
gage Corporation (Farmer Mac) is a
Federally chartered instrumentality of
the United States and an institution of
the Farm Credit System, subject to the
examination and regulation of the
Farm Credit Administration.

(b) Farmer Mac, either in its own
name or through an affiliate controlled
or owned by Farmer Mac, is authorized
by section 8.6 of the Act:

(1) To issue and/or guarantee the
timely payment of principal and inter-
est on securities representing interests
in or obligations backed by pools of ag-
ricultural real estate loans (guaranteed
securities); and

(2) To issue debt obligations (which,
together with the guaranteed securi-
ties described in paragraph (b)(1) of
this section, are referred to as Farmer
Mac securities). Farmer Mac may pre-
scribe the forms, the denominations,
the rates of interest, the conditions,
the manner of issuance, and the prices
of Farmer Mac securities.

(c) Farmer Mac securities shall be
governed by §§615.5450, and 615.5452
through 615.5460. In interpreting those
sections for purposes of this subpart,
unless the context requires otherwise,
the term ‘“Farmer Mac securities”
shall be read for “Farm Credit securi-
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ties,” and ‘“‘Farmer Mac’’ shall be read
for “Farm Credit banks” and ‘“‘Funding
Corporation.” These terms shall be
read as though modified where nec-
essary to effectuate the application of
the designated sections of subpart O of
this part to Farmer Mac.

[61 FR 31394, June 20, 1996, as amended at 61
FR 67195, Dec. 20, 1996]

PART 616—LEASING

Sec.

616.6000 Definitions.

616.6100 Purchase and sale of interests in
leases.

616.6200 Out-of-territory leasing.

616.6300 Leasing policies, procedures,
underwriting standards.

616.6400 Documentation.

616.6500 Investment in leased assets.

616.6600 Leasing limit.

616.6700 Stock purchase requirements.

616.6800 Disclosure requirements.

AUTHORITY: Secs. 1.3, 1.5, 1.6, 1.7, 1.9, 1.10,
1.11, 2.0, 2.2, 2.3, 2.4, 2.10, 2.12, 2.13, 2.15, 3.0,
3.1, 8.3, 3.7, 3.8, 3.9, 3.10, 3.20, 3.28, 4.3, 4.3A,
4.13, 4.13A, 4.13B, 4.14, 4.14A, 4.14C, 4.14D,
4.14E, 4.18, 4.18A, 4.25, 4.26, 4.27, 4.28, 4.36, 4.37,
5.9, 5.10, 5.17, 7.0, 7.2, 7.3, 7.6, 7.8, 7.12, 7.13 of
the Farm Credit Act (12 U.S.C. 2011, 2013,
2014, 2015, 2017, 2018, 2019, 2071, 2073, 2074, 2075,
2091, 2093, 2094, 2097, 2121, 2122, 2124, 2128, 2129,
2130, 2131, 2141, 2149, 2154, 2154a, 2199, 2200,
2201, 2202, 2202a, 2202c, 2202d, 2202e, 2206, 2206a,
2211, 2212, 2213, 2214, 2219a, 2219b, 2243, 2244,
2252, 2279a, 2279a-2, 2279a-3, 2279b, 2279c-1,
2279f, 2279f-1).

SOURCE: 64 FR 34518, June 28, 1999, unless
otherwise noted.

and

§616.600 Definitions.

For the purposes of this part, the fol-
lowing definitions apply:

(a) Interests in leases means ownership
interests in any aspect of a lease trans-
action, including, but not limited to,
servicing rights.

(b) Lease means any contractual obli-
gation to own and lease, or lease with
the option to purchase, equipment or
facilities used in the operations of per-
sons eligible to borrow under part 613
of this chapter.

(c) Sale with recourse means a sale of
a lease or an interest in a lease in
which the seller:

(1) Retains some risk of loss from the
transferred asset for any cause except
the seller’s breach of usual and cus-
tomary warranties or representations
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