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Farm Credit Administration § 615.5206 

that create stratified credit risk posi-
tions whose performance is dependent 
upon an underlying pool of credit expo-
sures, including loans and commit-
ments. 

Servicer cash advance means funds 
that a mortgage servicer advances to 
ensure an uninterrupted flow of pay-
ments, including advances made to 
cover foreclosure costs or other ex-
penses to facilitate the timely collec-
tion of the loan. A servicer cash ad-
vance is not a recourse obligation or a 
direct credit substitute if: 

(1) The servicer is entitled to full re-
imbursement and this right is not sub-
ordinated to other claims on the cash 
flows from the underlying asset pool; 
or 

(2) For any one loan, the servicer’s 
obligation to make nonreimbursable 
advances is contractually limited to an 
insignificant amount of the out-
standing principal amount on that 
loan. 

Stock means stock and participation 
certificates. 

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). 

Total capital means assets minus li-
abilities, valued in accordance with 
generally accepted accounting prin-
ciples, except that liabilities do not in-
clude obligations to retire stock pro-
tected under section 4.9A of the Act. 

Traded position means a position re-
tained, assumed, or issued that is ex-
ternally rated, where there is a reason-
able expectation that, in the near fu-
ture, the rating will be relied upon by: 

(1) Unaffiliated investors to purchase 
the position; or 

(2) An unaffiliated third party to 
enter into a transaction involving the 
position, such as a purchase, loan, or 
repurchase agreement. 

U.S. depository institution means 
branches (foreign and domestic) of fed-
erally insured banks and depository in-
stitutions chartered and headquartered 

in the 50 states of the United States, 
the District of Columbia, Puerto Rico, 
and United States territories and pos-
sessions. The definition encompasses 
banks, mutual or stock savings banks, 
savings or building and loan associa-
tions, cooperative banks, credit unions, 
international banking facilities of do-
mestic depository institutions, and 
U.S.-chartered depository institutions 
owned by foreigners. The definition ex-
cludes branches and agencies of foreign 
banks located in the U.S. and bank 
holding companies. 

[70 FR 35348, June 17, 2005, as amended at 70 
FR 53908, Sept. 13, 2005; 77 FR 66375, Nov. 5, 
2012] 

§ 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 capital ratio 
computation. 

(a) The institution’s permanent cap-
ital ratio is determined on the basis of 
the financial statements of the institu-
tion prepared in accordance with gen-
erally accepted accounting principles 
except that the obligations of the Farm 
Credit System Financial Assistance 
Corporation issued to repay banks in 
connection with the capital preserva-
tion and loss-sharing agreements de-
scribed in section 6.9(e)(1) of the Act 
shall not be considered obligations of 
any institution subject to this regula-
tion prior to their maturity. 

(b) The institution’s asset base and 
permanent capital are computed using 
average daily balances for the most re-
cent 3 months. 

(c) The institution’s permanent cap-
ital ratio is calculated by dividing the 
institution’s permanent capital, ad-
justed in accordance with § 615.5207 (the 
numerator), by the risk-adjusted asset 
base (the denominator) as determined 
in § 615.5210, to derive a ratio expressed 
as a percentage. 

(d) Until September 27, 2002, pay-
ments of assessments to the Farm 
Credit System Financial Assistance 
Corporation, and any part of the obli-
gation to pay future assessments to the 
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Farm Credit System Financial Assist-
ance Corporation that is recognized as 
an expense on the books of a bank or 
association, shall be included in the 
capital of such bank or association for 
the purpose of determining its compli-
ance with regulatory capital require-
ments, to the extent allowed by section 
6.26(c)(5)(G) of the Act. If the bank di-
rectly or indirectly passes on all or 
part of the payments to its affiliated 
associations pursuant to section 
6.26(c)(5)(D) of the Act, such amounts 
shall be included in the capital of the 
associations and shall not be included 
in the capital of the bank. After Sep-
tember 27, 2002, no payments of assess-
ments or obligations to pay future as-
sessments may be included in the cap-
ital of the bank or association. 

[70 FR 35351, June 17, 2005] 

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

For the purpose of computing the in-
stitution’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 Farm Credit System 
institutions have stock investments in 
each other, such reciprocal holdings 
must be eliminated to the extent of the 
offset. If the investments are equal in 
amount, each institution must deduct 
from its assets and its total capital an 
amount equal to the investment. If the 
investments are not equal in amount, 
each institution must deduct from its 
total capital and its assets an amount 
equal to the smaller investment. The 
elimination of reciprocal holdings re-
quired by this paragraph must be made 
prior to making the other adjustments 
required by this section. 

(b) Where a Farm Credit Bank or an 
agricultural credit bank is owned by 
one or more Farm Credit System insti-
tutions, the double counting of capital 
is eliminated in the following manner: 

(1) All equities of a Farm Credit 
Bank or agricultural credit bank that 
have been purchased by other Farm 
Credit institutions are considered to be 
permanent capital of the Farm Credit 
Bank or agricultural credit bank. 

(2) Each Farm Credit Bank or agri-
cultural credit bank and each of its af-
filiated associations may enter into an 

agreement that specifies, for the pur-
pose of computing permanent capital 
only, a dollar amount and/or percent-
age allotment of the association’s allo-
cated investment between the bank 
and the association. Section 615.5208 
provides conditions for allotment 
agreements or defines allotments in 
the absence of such agreements. 

(c) A Farm Credit Bank or agricul-
tural credit bank and a recipient, other 
than an association, of allocated earn-
ings from such bank may enter into an 
agreement specifying a dollar amount 
and/or percentage allotment of the re-
cipient’s allocated earnings in the bank 
between the bank and the recipient. 
Such agreement must comply with the 
provisions of paragraph (b) of this sec-
tion, except that, in the absence of an 
agreement, the allocated investment 
must be allotted 100 percent to the al-
locating bank and 0 percent to the re-
cipient. All equities of the bank that 
are purchased by a recipient are con-
sidered 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 the provisions 
of paragraph (b) of this section, except 
that, in the absence of an agreement, 
the allocated investment must be al-
lotted 100 percent to the allocating 
bank and 0 percent to the recipient. All 
equities of a bank that are purchased 
by a recipient shall be considered as 
permanent capital of the issuing bank. 

(e) Where a bank or association in-
vests in an association to capitalize a 
loan participation interest, the invest-
ing institution must deduct from its 
total capital an amount equal to its in-
vestment in the participating institu-
tion. 

(f) The double counting of capital by 
a service corporation chartered under 
section 4.25 of the Act and its stock-
holder institutions must be eliminated 
by deducting an amount equal to the 
institution’s investment in the service 
corporation from its total capital. 
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