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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; 

(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. 

[53 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, any of the principal 

outstanding on a loan made to any bor-
rower, where appropriate the Federal 
land bank association of which the bor-
rower 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 ex-
tent provided for in the bylaws of the 
Bank relating to its capitalization, the 
Farm Credit Bank or agricultural cred-
it bank shall retire an equal amount of 
stock owned by the Federal land bank 
association. 

(b) If a production credit association 
or merged association forgives and 
writes off, under § 617.7415, any of the 
principal outstanding on a loan made 
to any borrower, the association shall 
cancel the same dollar amount of bor-
rower stock held by the borrower in re-
spect 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. 

[53 FR 35457, Sept. 14, 1988, as amended at 61 
FR 67188, Dec. 20, 1996; 69 FR 10907, Mar. 9, 
2004] 

§ 615.5295 Payment of dividends. 
(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) Each bank, association, and serv-
ice corporation must exclude any ac-
crued but unpaid dividends from regu-
latory capital computations under this 
part. 

[70 FR 53909, Sept. 13, 2005] 

Subpart K—Surplus and Collateral 
Requirements 

SOURCE: 62 FR 4447, Jan. 30, 1997, unless 
otherwise noted. 
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§ 615.5301 Definitions. 

For the purposes of this subpart, the 
following definitions shall apply: 

(a) The terms deferred-tax assets that 
are dependent on future income or future 
events, institution, permanent capital, 
and total capital shall have the mean-
ings set forth in § 615.5201. 

(b) Core surplus. (1) Core surplus 
means: 

(i) Undistributed earnings/ 
unallocated surplus less, for associa-
tions only, an amount equal to the net 
investment in the bank; 

(ii) Nonqualified allocated equities 
(including stock) that are not distrib-
uted according to an established plan 
or practice, provided that, in the event 
that a nonqualified patronage alloca-
tion is distributed, other than as re-
quired by section 4.14B of the Act, or in 
connection with a loan default or the 
death of an equityholder whose loan 
has been repaid (to the extent provided 
for in the institution’s capital ade-
quacy plan), any remaining non-
qualified allocations that were allo-
cated in the same year will be excluded 
from core surplus. 

(iii) Perpetual common or noncumu-
lative perpetual preferred stock (other 
than allocated stock) that is not re-
tired according to an established plan 
or practice, provided that, in the event 
that stock held by a borrower is re-
tired, other than as required by section 
4.14B of the Act or in connection with 
a loan default to the extent provided 
for in the institution’s capital plan, the 
remaining perpetual stock of the same 
class or series shall be excluded from 
core surplus; 

(iv) A capital instrument or a par-
ticular balance sheet entry or account 
that the Farm Credit Administration 
has determined to be the functional 
equivalent of a component of core sur-
plus. The Farm Credit Administration 
may permit an institution to include 
all or a portion of such instrument, 
entry, or account as core surplus, per-
manently or on a temporary basis, for 
purposes of this subpart. 

(2) For associations only, other allo-
cated equities may also be included in 
the core surplus ratio to the extent 
permitted by § 615.5330(b) if the fol-
lowing conditions are met: 

(i) The allocated equities are includ-
ible in total surplus; and 

(ii) The allocated equities, if subject 
to a plan or practice of revolvement or 
retirement, are not scheduled or in-
tended to be revolved or retired during 
the next 3 years, provided that, in the 
event that such allocated equities in-
cluded in core surplus are retired, 
other than as required by section 4.14B 
of the Act, or in connection with a loan 
default or the death of an equityholder 
whose loan has been repaid (to the ex-
tent provided for in the institution’s 
capital adequacy plan), any remaining 
such allocated equities that were allo-
cated in the same year will be excluded 
from core surplus. 

(3) The deductions that must be made 
by an institution in the computation of 
its permanent capital pursuant to 
§ 615.5207(f), (g), (i), and (k) shall also be 
made in the computation of its core 
surplus. Deductions required by 
§ 615.5207(a) shall also be made to the 
extent that they do not duplicate de-
ductions calculated pursuant to this 
section and required by § 615.5330(b)(2). 

(4) Equities issued by System institu-
tions and held by other System institu-
tions shall not be included in the core 
surplus of the issuing institution or of 
the holder, unless approved pursuant to 
paragraph (b)(1)(iv) of this section, ex-
cept that equities held in connection 
with a loan participation shall not be 
excluded by the holder. This paragraph 
shall not apply to investments by an 
association in its affiliated bank, 
which are governed by § 615.5301(b)(1)(i). 

(5) The core surplus of an institution 
shall exclude the net effect of all trans-
actions covered by the definition of 
‘‘accumulated other comprehensive in-
come’’ contained in the Statement of 
Financial Accounting Standards No. 
130, as promulgated by the Financial 
Accounting Standards Board. 

(6) The Farm Credit Administration 
may, if it finds that a particular com-
ponent, balance sheet entry, or account 
has characteristics or terms that di-
minish its contribution to an institu-
tion’s ability to absorb losses, require 
the deduction of all or a portion of 
such component, entry, or account 
from core surplus. 

(c) Net collateral means the value of a 
bank’s collateral as defined by § 615.5050 
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(except that eligible investments as de-
scribed in § 615.5140 are to be valued at 
their amortized cost), less an amount 
equal to that portion of the allocated 
investments of affiliated associations 
that is not counted as permanent cap-
ital by the bank. 

(d) Net collateral ratio means a bank’s 
net collateral, divided by the bank’s 
total liabilities. 

(e) Net investment in the bank means 
the total investment by an association 
in its affiliated bank, less reciprocal 
investments and investments resulting 
from a loan originating/service agency 
relationship, including participations. 

(f) Nonqualified allocated equities 
means allocations of earnings des-
ignated to the institution’s members 
that are not deducted from the gross 
taxable income of the allocating insti-
tution at the time of allocation. 

(g) Perpetual stock or equity means 
stock or equity not having a maturity 
date, not redeemable at the option of 
the holder, and having no other provi-
sions that will require the future re-
demption of the issue. 

(h) Qualified allocated equities means 
allocations of earnings that are de-
ducted from the gross taxable income 
of the allocating institution and des-
ignated to the institution’s members. 

(i) Total surplus means: 
(1) Undistributed earnings/ 

unallocated surplus; 
(2) Allocated equities, including allo-

cated surplus and stock, that are not 
subject to a plan or practice of 
revolvement or retirement of 5 years or 
less and are eligible to be included in 
permanent capital pursuant to para-
graph (4)(iv) of the definition of perma-
nent capital in § 615.5201; and 

(3) Common and perpetual preferred 
stock (other than allocated stock) that 
is not purchased or held as a condition 
of obtaining a loan, provided that the 
institution has no established plan or 
practice of retiring such stock; 

(4) Term preferred stock that is not 
purchased or held as a condition of ob-
taining a loan, up to a maximum of 25 
percent of the institution’s permanent 
capital (as calculated after deductions 
required in the permanent capital ratio 
computation). The amount of includ-
ible term stock must be reduced by 20 
percent (net of redemptions) at the be-

ginning of each of the last 5 years of 
the term of the instrument; 

(5) The total surplus of an institution 
shall exclude the net effect of all trans-
actions covered by the definition of 
‘‘accumulated other comprehensive in-
come’’ contained in the Statement of 
Financial Accounting Standards No. 
130, as promulgated by the Financial 
Accounting Standards Board. 

(6) A capital instrument or a par-
ticular balance sheet entry or account 
that the Farm Credit Administration 
has determined to be the functional 
equivalent of a component of total sur-
plus. The Farm Credit Administration 
may permit one or more institutions to 
include all or a portion of such instru-
ment, entry, or account as total sur-
plus, permanently or on a temporary 
basis, for purposes of this subpart. 

(7) The Farm Credit Administration 
may, if it finds that a particular com-
ponent, balance sheet entry, or account 
has characteristics or terms that di-
minish its contribution to an institu-
tion’s ability to absorb losses, require 
the deduction of all or a portion of 
such component, entry, or account 
from total surplus. 

(8) Any deductions made by an insti-
tution in the computation of its perma-
nent capital pursuant to § 615.5207 shall 
also be made in the computation of its 
total surplus. 

(j) Total liabilities means liabilities 
valued in accordance with generally 
accepted accounting principles 
(GAAP), except that total liabilities 
shall exclude the following: 

(1) As set forth in Statement of Fi-
nancial Accounting Standards No. 133, 
Accounting for Derivative Instruments 
and Hedging Activities, as promulgated 
by the Financial Accounting Standards 
Board— 

(i) Adjustments to the carrying 
amount of any liability designated as 
being hedged; and 

(ii) Any derivative recognized as a li-
ability that is designated as a hedging 
instrument. 

(2) Term preferred stock to the ex-
tent such stock is included as total 
surplus in the computation of the 
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bank’s total surplus ratio pursuant to 
§ 615.5301(i). 

[62 FR 4447, Jan. 30, 1997; 62 FR 19219, Apr. 21, 
1997; 63 FR 39228, July 22, 1998; 68 FR 18534, 
Apr. 16, 2003; 70 FR 35356, June 17, 2005] 

§ 615.5330 Minimum surplus ratios. 

(a) Total surplus. (1) Each institution 
shall achieve and at all times maintain 
a ratio of at least 7 percent of total 
surplus to the risk-adjusted asset base. 

(2) The risk-adjusted asset base is the 
total dollar amount of the institution’s 
assets adjusted in accordance with 
§ 615.5301(i)(7) and weighted on the basis 
of risk in accordance with § 615.5210. 

(b) Core surplus. (1) Each institution 
shall achieve and at all times maintain 
a ratio of core surplus to the risk-ad-
justed asset base of at least 3.5 percent, 
of which no more than 2 percentage 
points may consist of allocated equi-
ties otherwise includible pursuant to 
§ 615.5301(b). 

(2) Each association shall compute 
its core surplus ratio by deducting an 
amount equal to the net investment in 
the bank from its core surplus. 

(3) The risk-adjusted asset base is the 
total dollar amount of the institution’s 
assets adjusted in accordance with 
§§ 615.5301(b)(3) and 615.5330(b)(2), and 
weighted on the basis of risk in accord-
ance with § 615.5210. 

(c) An institution shall compute its 
risk-adjusted asset base, total surplus, 
and core surplus ratios using average 
daily balances for the most recent 3 
months. 

[63 FR 39228, July 22, 1998, as amended at 70 
FR 35356, June 17, 2005; 75 FR 18744, Apr. 12, 
2010] 

§ 615.5335 Bank net collateral ratio. 

(a) Each bank shall achieve and at all 
times maintain a net collateral ratio of 
at least 103 percent. 

(b) At a minimum, a bank shall com-
pute its net collateral ratio as of the 
end of each month. A bank shall have 
the capability to compute its net col-
lateral ratio a day after the close of a 
business day using the daily balances 
outstanding for assets and liabilities 
for that date. 

[63 FR 39229, July 22, 1998] 

§ 615.5336 Compliance and reporting. 

(a) Noncompliance and reporting. An 
institution that meets the minimum 
applicable surplus ratios and net col-
lateral ratio established in §§ 615.5330 
and 615.5335 at or after the end of the 
quarter in which these regulations be-
come effective and subsequently falls 
below one or more minimum require-
ments shall be in violation of the appli-
cable regulations. Such institution 
shall report its noncompliance to the 
Farm Credit Administration within 20 
calendar days following the month end 
in which the institution initially deter-
mines that it is not in compliance with 
the requirements. 

(b) Initial compliance and reporting re-
quirements. (1) An institution that fails 
to satisfy one or more of its minimum 
applicable surplus and net collateral 
ratios at the end of the quarter in 
which these regulations become effec-
tive shall report its initial noncompli-
ance to the Farm Credit Administra-
tion within 20 days following such 
quarter end and shall also submit a 
capital restoration plan for achieving 
and maintaining the standards, dem-
onstrating appropriate annual progress 
toward meeting the goal, to the Farm 
Credit Administration within 60 days 
following such quarter end. If the cap-
ital restoration plan is not approved by 
the Farm Credit Administration, the 
Agency shall inform the institution of 
the reasons for disapproval, and the in-
stitution shall submit a revised capital 
restoration plan within the time speci-
fied by the Farm Credit Administra-
tion. 

(2) Approval of compliance plans. In de-
termining whether to approve a capital 
restoration plan submitted under this 
section, the FCA shall consider the fol-
lowing factors, as applicable: 

(i) The conditions or circumstances 
leading to the institution’s falling 
below minimum levels, the exigency of 
those circumstances, and whether or 
not they were caused by actions of the 
institution or were beyond the institu-
tion’s control; 

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

(iv) How far an institution’s ratios 
are below the minimum requirements; 

(v) The estimated rate at which the 
institution can reasonably be expected 
to generate additional earnings; 

(vi) The effect of the business 
changes required to increase capital; 

(vii) The institution’s previous com-
pliance practices, as appropriate; 

(viii) The views of the institution’s 
directors and senior management re-
garding the plan; and 

(ix) Any other facts or circumstances 
that the FCA deems relevant. 

(3) An institution shall be deemed to 
be in compliance with the surplus and 
collateral requirements of this subpart 
if it is in compliance with a capital res-
toration plan that is approved by the 
Farm Credit Administration within 180 
days following the end of the quarter in 
which these regulations become effec-
tive. 

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, 615.5330, and 615.5335. The 
Farm Credit Administration is author-
ized to establish such minimum capital 
requirements for an institution as the 
Farm Credit Administration, in its dis-
cretion, deems to be necessary or ap-
propriate in light of the particular cir-
cumstances of the institution. Pro-
ceedings under this subpart also may 
be initiated to require an institution 
having capital ratios greater than 
those set forth in §§ 615.5205, 615.5330, or 
615.5335 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; 

(5) 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] 

§ 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: 

(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 cir-
cumstances or potential problems; 
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