Farm Credit Administration

§ 615.5208

permanent capital of the Farm Credit
Bank or agricultural credit bank.
(2) Each Farm Credit Bank or agricultural credit bank and each of its affiliated associations may enter into an
agreement that specifies, for the purpose of computing permanent capital
only, a dollar amount and/or percentage allotment of the association’s allocated 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 agricultural credit bank and a recipient, other
than an association, of allocated earnings from such bank may enter into an
agreement specifying a dollar amount
and/or percentage allotment of the recipient’s allocated earnings in the bank
between the bank and the recipient.
Such agreement must comply with the
provisions of paragraph (b) of this section, except that, in the absence of an
agreement, the allocated 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 recipient are considered as permanent capital of the
issuing bank.
(d) A bank for cooperatives and a recipient of allocated earnings from such
bank may enter into an agreement
specifying a dollar amount and/or percentage allotment of the recipient’s allocated earnings in the bank between
the bank and the recipient. Such agreement must comply with the provisions
of paragraph (b) of this section, except
that, in the absence of an agreement,
the allocated investment must be allotted 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 invests in an association to capitalize a
loan participation interest, the investing institution must deduct from its
total capital an amount equal to its investment in the participating institution.
(f) The double counting of capital by
a service corporation chartered under
section 4.25 of the Act and its stockholder institutions must be eliminated

by deducting an amount equal to the
institution’s investment in the service
corporation from its total capital.
(g) Each institution must deduct
from its total capital an amount equal
to all goodwill, whenever acquired.
(h) To the extent an institution has
deducted its investment in another
Farm Credit institution from its total
capital, the investment may be eliminated from its asset base.
(i) Where a Farm Credit Bank and an
association have an enforceable written agreement to share losses on specifically identified assets on a predetermined quantifiable basis, such assets must be counted in each institution’s risk-adjusted asset base in the
same proportion as the institutions
have agreed to share the loss.
(j) The permanent capital of an institution must exclude the net effect of
all transactions covered by the definition of ‘‘accumulated other comprehensive income’’ contained in the Statement of Financial Accounting Standards No. 130, as promulgated by the Financial Accounting Standards Board.
(k) For purposes of calculating capital ratios under this part, deferred-tax
assets are subject to the conditions,
limitations, and restrictions described
in § 615.5209.
(l) Capital may also need to be reduced for potential loss exposure on
any recourse obligations, direct credit
substitutes, residual interests, and
credit-enhancing
interest-only-strips
in accordance with § 615.5210.
[70 FR 35351, June 17, 2005]

§ 615.5208 Allotment of allocated investments.
(a) The following conditions apply to
agreements that a Farm Credit Bank
or agricultural credit bank enters into
with an affiliated association pursuant
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 frequently 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
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agreement, and any amendments thereto, must be sent to the field office of
the Farm Credit Administration responsible for examining the institution. A copy must also be sent within
30 calendar days of adoption to the
bank’s other affiliated associations.
(5) Unless the parties otherwise
agree, if the bank and the association
have not entered into a new agreement
on or before the expiration of an existing agreement, the existing agreement
will automatically be extended for another 12 months, unless either party
notifies the Farm Credit Administration in writing of its objection to the
extension prior to the expiration of the
existing agreement.
(b) In the absence of an agreement
between a Farm Credit Bank or an agricultural credit bank and one or more
associations, or in the event that an
agreement expires and at least one
party has timely objected to the continuation of the terms of its agreement, the following formula applies
with respect to the allocated investments held by those associations with
which there is no agreement (nonagreeing associations), and does not
apply to the allocated investments held
by those associations with which the
bank has an agreement (agreeing associations):
(1) The allotment formula must be
calculated annually.
(2) The permanent capital ratio of
the Farm Credit Bank or agricultural
credit 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 associations but including any allocated investments of agreeing associations
that are allotted to the bank under applicable allocation agreements. The
permanent capital ratio of each nonagreeing association must be computed
as of the same date using a 3-month average daily balance, and must be computed excluding its allocated investment in the bank.
(3) If the permanent capital ratio for
the Farm Credit Bank or agricultural
credit bank calculated in accordance
with § 615.5208(b)(2) is 7 percent or
above, the allocated investment of
each nonagreeing association whose

permanent capital ratio calculated in
accordance with § 615.5208(b)(2) is 7 percent or above must be allotted 50 percent to the bank and 50 percent to the
association.
(4) If the permanent capital ratio of
the Farm Credit Bank or agricultural
credit bank calculated in accordance
with § 615.5208(b)(2) is 7 percent or
above, the allocated investment of
each nonagreeing association whose
capital ratio is below 7 percent must be
allotted to the association until the association’s capital ratio reaches 7 percent or until all of the investment is
allotted to the association, whichever
occurs first. Any remaining unallotted
allocated investment must be allotted
50 percent to the bank and 50 percent
to the association.
(5) If the permanent capital ratio of
the Farm Credit Bank or agricultural
credit bank calculated in accordance
with § 615.5208(b)(2) 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 investment of each nonagreeing
association must be allotted to the
Farm Credit Bank or agricultural credit bank, as follows:
(i) If the total of the allocated investments of all nonagreeing associations
is greater than the additional capital
needed by the bank, the allocated investment of each nonagreeing association must be multiplied by a fraction
whose numerator is the amount of capital needed by the bank and whose denominator is the total amount of allocated investments of the nonagreeing
associations, and such amount must be
allotted to the bank. Next, if the permanent capital ratio of any nonagreeing association is less than 7 percent, a sufficient amount of unallotted
allocated investment must then be allotted 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 investment 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
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the allocated investments of the nonagreeing associations, all of the remaining allocated investments of the
nonagreeing associations must be allotted to the bank.
(c) If a payment or part of a payment
to the Farm Credit System Financial
Assistance Corporation pursuant to
section 6.9(e)(3)(D)(ii) of the Act would
cause a bank to fall below its minimum
permanent capital requirement, the
bank and one or more associations
shall amend their allocation agreements to increase the allotment of the
allocated investment to the bank sufficiently to enable the bank to make the
payment to the Farm Credit System
Financial Assistance Corporation, provided that the associations would continue to meet their minimum permanent capital requirement. In the case
of a nonagreeing association, the Farm
Credit Administration may require a
revision of the allotment sufficient to
enable the bank to make the payment
to the Farm Credit System Financial
Assistance Corporation, provided that
the association would continue to meet
its minimum permanent capital requirement. The Farm Credit Administration may, at the request of one or
more of the institutions affected, waive
the requirements of this paragraph if
the FCA deems it is in the overall best
interest of the institutions affected.
[70 FR 35351, June 17, 2005]

§ 615.5209 Deferred-tax assets.
For purposes of calculating capital
ratios under this part, deferred-tax assets are subject to the conditions, limitations, and restrictions described in
this section.
(a) Each institution must deduct an
amount of deferred-tax assets, net of
any valuation allowance, from its assets and its total capital that is equal
to the greater of:
(1) The amount of deferred-tax assets
that is dependent on future income or
future events in excess of the amount
that is reasonably expected to be realized within 1 year of the most recent
calendar quarter-end date, based on financial projections for that year, or
(2) The amount of deferred-tax assets
that is dependent on future income or
future events in excess of 10 percent of
the amount of core surplus that exists

before the deduction of any deferredtax assets.
(b) For purposes of this calculation:
(1) The amount of deferred-tax assets
that can be realized from taxes paid in
prior carryback years and from the reversal of existing taxable temporary
differences may not be deducted from
assets and from equity capital.
(2) All existing temporary differences
should be assumed to fully reverse at
the calculation date.
(3) Projected future taxable income
should not include net operating loss
carryforwards to be used within 1 year
or the amount of existing temporary
differences expected to reverse within
that year.
(4) Financial projections must include the estimated effect of tax-planning strategies that are expected to be
implemented to minimize tax liabilities and realize tax benefits. Financial
projections for the current fiscal year
(adjusted for any significant changes
that have occurred or are expected to
occur) may be used when applying the
capital limit at an interim date within
the fiscal year.
(5) The deferred tax effects of any unrealized holding gains and losses on
available-for-sale debt securities may
be excluded from the determination of
the amount of deferred-tax assets that
are dependent upon future taxable income and the calculation of the maximum allowable amount of such assets.
If these deferred-tax effects are excluded, this treatment must be followed consistently over time.
[70 FR 35351, June 17, 2005]

§ 615.5210

Risk-adjusted assets.

(a) Computation. Each asset on the institution’s balance sheet and each offbalance-sheet item, adjusted by the appropriate credit conversion factor in
§ 615.5212, is assigned to one of the risk
categories specified in § 615.5211. The
aggregate dollar value of the assets in
each category is multiplied by the percentage weight assigned to that category. The sum of the weighted dollar
values from each of the risk categories
comprises ‘‘risk-adjusted assets,’’ the
denominator for computation of the
permanent capital ratio.
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