
FEDERAL RESERVE BANK 
OF M E W  YORK

[ Circular No. 10202  "1 
November 10, 1987 J

AMENDMENT TO REGULATION H 

Comment Invited on Agricultural Loan Loss Amortization

To All State Member Banks in the Second 
Federal Reserve District, and Others Concerned:

Following is the text of a statement issued by the Board of Governors of the Federal Reserve 
System:

The Federal Reserve Board has announced approval of a program allowing eligible State member 
banks to amortize losses on agricultural loans over several years. The eligible State member banks in
clude banks with less than $100 million in assets, but with at least 25 percent of those assets in qualified 
agricultural loans.

Although the program is effective beginning November 9, 1987, amortized loans will first appear 
on Reports of Condition as of December 31, 1987. Consequently, interested State member banks may 
contact their Reserve Banks to determine whether they are eligible. Additionally, the Board is re
questing comment on the regulation. Comments should be received by the Board on this matter by De
cember 3, 1987.

The program was created by Title V I I I  of the Competitive Equality Banking Act of 1987. Similar 
programs have been adopted by the Federal Deposit Insurance Corporation and the Office of the Comp
troller of the Currency.

To reflect this action, the Board of Governors has amended its Regulation H, “Membership of 
State Banking Institutions in the Federal Reserve System,” effective November 9, 1987, and has 
invited public comment on the amendment. Comments should be submitted by December 3, 1987, 
and may be sent to the Board, as indicated in the notice, or to our Compliance Examinations Depart
ment.

Enclosed —  for depository institutions in this District and others who maintain sets of the 
Board’s regulations —  is the text of the amendment to Regulation H, which has been reprinted from 
the Federal Register of November 3; copies will be furnished to others upon request directed to the 
Circulars Division of this Bank (Tel. No. 212-720-5215 or 5216). Questions regarding Regulation H 
may be directed to our Compliance Examinations Department (Tel. No. 212-720-8136).

E . Gerald Corrigan,
President.



Board of Governors of the Federal Reserve System

3
MEMBERSHIP OF STATE BANKING INSTITUTIONS IN THE FEDERAL RESERVE SYSTEM

A M EN D M EN T TO  R EG U L A T IO N  H

(effective N ovem ber 9, 1987)

FEDERAL RESERVE SYSTEM 

12CFR Part 208 
[Regulation H; Docket No. R-0615] 

Agricultural Loan Loss Amortisation
a g e n c y : B oard  of G overn ors of the 
F ed eral R eserv e  System . 
a c t io n : F inal rule w ith  req u est for 
com m ents. * *

SUMMARY: This regulation  im plem ents  
Title VIII of the C om petitive Equality  
Banking A ct of 1987 ("C E B A ") w hich  
perm its sta te  m em ber agricu ltural banks  
to am ortize losses on qualified  
agricultural loan s. The regulation  
d escrib es the p ro ced u res and  stan d ard s

* ap plicab le to s ta te  m em ber banks  
desiring to am ortize losses under that 
statu te . It also  d escrib es the m an n er in 
w hich such am o rtization s are  to be 
done. Title VIII of C E B A  requires  
regulations im plem enting Title VIII to be 
issued not less than 90  d ays after  
en actm en t, that is, by N ovem ber 9 ,1 9 8 7 .  
Therefore, the B oard  is publishing the 
rule as a final rule effective N ovem ber 9, 
1987, for the Call R eport for D ecem ber
3 1 ,1 9 8 7 , but is allow ing in terested  
p arties to com m ent through D ecem b er 3, 
1987. Should ch an ges be in d icated  by 
the com m ents, the B oard  will en d eav o r  
to adopt them  shortly  after the clo se  of 
the com m ent period but before the Call 
R eport for D ecem ber 3 1 ,1 9 8 7 , is filed. 
Banks wishing to am ortize losses m ay  
file an application  any time after  
publication  of the rule.
OATES: T he rule will be effective  
N ovem ber 9 ,1 9 8 7 , and the first Call 
R eport affected  will be the Call R eport 
for D ecem ber 3 1 ,1 9 8 7 . C om m ents m ust 
b e receiv ed  on or before D ecem b er 3, 
1987.
a d d r e s s e s : All com m ents should refer 
to D ocket No. R--0615 and should be 
m ailed to W illiam  W . W iles, S ecre tary .

Board  of G overnors of the F ed eral  
R eserve  System , W ash in gton , DC 20551, 
or d elivered  to Room  B -2223 , 20th S treet 
and C onstitution A venue N W „  
W ash in gton , DC, b etw een  8:45 a.m . and  
5:15 p.m. w eek d ays. C om m ents m ay be 
inspected  in Room  B -1 1 2 2  betw een  8:45 
a.m . and 5:15 p.m. w eekd ays.

FOR FURTHER INFORMATION CONTACT:
Rhoger H. Pugh, M an ager (202) 728 -5 8 8 3 , 
S tanley  B. Rediger, Senior F in an cial 
A nalyst (202) 4 5 2 -2 6 2 9 , Division of 
Banking Supervision and Regulation  
(202) 728-5 8 8 3 ; H elen Lew is (202) 4 5 2 -  
3490, E conom ist, F in an cial R eports 
Section, Division of R esearch  and  
S tatis tics; or John H arry  Jorgenson, 
Senior A ttorn ey  (202) 452 -3 7 7 8 , Legal 
Division; B oard  of C o v ern o rs  of the 
F ed eral R eserve  System , W ash in gton , 
DC 20551. For the hearing im paired  
O N LY, T elecom m u n ication s D evice for 
the D eaf, E arn estin e  Hill or D orothea  
Thom pson, (202) 4 5 2 -3 5 4 4 .

SUPPLEMENTARY INFORMATION: Title VIII 
of the C om petitive Equality Banking A ct 
of 1987 (“C E B A ") perm its agricultural 
banks to am ortize: (1) L osses on 
qualified agricultural loans show n on its 
annual financial statem en t for any y ear  
betw een  D ecem ber 31, 1983 and Jan u ary  
1 .1 9 9 2 ; and (2) losses suffered as the 
result of an ap p raisal of other a sse ts  
(related  to a qualified agricultural loan) 
that it ow ned on Jan u ary  1 .1 9 8 3 . or 
acq uires prior to Jan u ary  1, 1992. Title  
VIII of C EBA  also  requires that the 
federal banking agencies issue 
im plem enting regulations no later than  
90 d ays after the effective d ate of the 
A ct (that is, no la ter than N ovem ber 9,
1987). This regulation is intended to 
com ply with this requirem ent. The oth er 
federal banking agen cies (the O ffice of 
the C om ptroller of the C urrency and the 
Fed eral D eposit In su ran ce C orporation  
("F D IC ")) are  proposing su bstantially  
identical regulations containing only

tech n ical v aria tio n s n e ce ssa ry  to 
a cco m m o d ate  their ow n regulatory and  
organ ization al sy stem s. The stan d ard s  
to be applied are  unchanged.

S tatu to ry  R equirem ents for Loan Loss  
A m ortization

Title VIII of C E B A  includes the 
follow ing elem ents: (1) To be eligible to 
am ortize losses, a bank m ust m eet the 
follow ing requirem ents;

(a) Its d eposits m ust be insured by the 
FDIC;

(b) It m ust be lo cated  in an are a  the 
econ om y of w hich is dependent upon 
agriculture;

(c) It m ust h ave a sse ts  of $100  million  
or less;

(d) It m ust h ave 25 per cen t or m ore of 
its total loan s in “qualified agricultural 
lo a n s” (or, if such loan s are  less than 25 
per cen t, it m ust be recom m en ded  by its 
fed eral or s ta te  regu lator to the FDIC as  
eligible):

(e) It m ust be in need of cap ital  
restoration , and it m ust h ave a plan to 
resto re  cap ita l no la ter than  the close of 
the am ortization  period;

(f) T h ere must be no evid en ce  that 
fraud or crim inal ab use on the part of 
the bank led to the agricu ltural loan  
losses: and

(g) T o rem ain  eligible, the bank m ust 
agree to m ain tain  in its loan  portfolio a 
p ercen tag e  of agricu ltural loan s no 
low er than the p ercen tag e  in its portfolio  
on Jan u ary  1, 1986;

(h) The condition  of the bank m ust not 
d e terio ra te  to the point w here it is no 
longer viab le and fundam entally  sound.

(2) A  bank that is a cce p te d  a s  eligible 
m ay am ortize, o v er a period o f up to 
sev en  y ears , any loss on a qualified  
agricultural loan  that w ould o th erw ise  
be reflected  on the b an k 's annual 
fin ancial s ta tem en ts  for any y e a r  
b etw een  and including 1984 and 1991. 
A m ortization  over a m n o d  of up to 
seven  y e a rs  is a lso  p f  itted for losses.
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For this Regulation to be complete, retain:
1) Regulation H Pamphlet, amended effective April 28, 1982.
2) Amendments effective May 15, 1985 and January 27, 1987 ( included in slip 

sheet dated February 1987).
3) Guidelines for Maintaining Compliance with the Bank Secrecy Act (available 

on request).
4) This slip sheet.
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on reap p raisa l or sale  oi real or p erson al 
property that w as  acquired  in 
co n n ection  with a qualified agricultural 
loan  and that the bank ow ned on 
Jan u ary  1 ,1 9 8 3 , or subsequently  
acq u ires prior to Jan u ary  1 ,1 9 9 2 .

(3) A m ortization  under the program  
will term inate on D ecem b er 3 1 ,1 9 9 8 ,  
w hen all loan s a cce p te d  for 
am o rtization  through the Jan u ary  1 ,1 9 9 2  
closing d ate  established  by the s tatu te  
will be fully am ortized .

D efinitions

The regulation  will ad op t a definition  
of ‘‘agricultural b an k ” w hich  is 
essen tially  the sam e as the language of 

■ Title VIII of C EBA . The definition will 
be used to determ ine w h ether a bank  
m aking agricultural loan s should be 
regard ed  as eligible to am ortize losses  
on those loans. Included in the definition  
of an agricultural bank in Title VIII of 
C EB A  is a bank w hich  does not m eet the 
agricultural loan  volum e test (that 
agricu ltural loan s m ust be 25 per cen t or 
m ore of total loan s) but w hich  the 
b an k ’s federal or s ta te  regulator  
recom m en d s to the FDIC for eligibility. 
L osses to be d eferred  m ay be included  
in determ ining w h ether a bank m eets  
the agricu ltural loan volum e test. 
B e ca u se  of the regulation ’s flexibility in 
defining agricultural loan s (see  
d iscussion  below ), it is an ticip ated  that 
such recom m en d atio n s rarely  will be 
n e ce ssa ry .

The definition of “qualified  
agricu ltural lo an " in co rp o rates  the 
definitions of "lo a n s  to fin an ce  
agricultural production  and oth er loans  
to farm ers” and “loan s secu red  by farm  
lan d ” con tained  in the Schedule R C -C  
of the F ed eral F in an cial Institutions  
E xam in atio n  C ouncil’s co n so lid ated  
R eports of C ondition and Incom e (“Call 
R ep ort” ). The C all R eport definitions are  
virtually  id entical to those co n tain ed  in 
Title VIII of C EB A  but are  m ore  
com p reh en siv e and perm it the agen cies  
to use the Call R ep orts as the 
predom inant m onitoring d evice  for the 
am o rtization  program . A dditionally , as  
suggested  by T itle VIII of C E B A , the 
B o ard  h as retain ed  d iscretion  to deem  
oth er types of loan s and le a se s  to be  
“qualified” an d  to recom m en d  them  to 
the FDIC as eligible if the requesting  
bank d em o n stra tes  th ose a s se ts  to be  
sufficiently related  to agriculture.

W hile T itle VIII of C E B A  uses the 
p h rase “a re a  the econ om y of w hich  is 
d epen d ent on agricu ltu re ,” the agen cies  
have not attem p ted  to d escrib e  such an  
agricu ltural a re a  b e ca u se  the norm al 
m ean s of identifying such  a re a s —- 
incom e levels, revenue flow s, a cre a g e  in 
p roduction— are  ab norm ally  d ep ressed

due to the cu rren t s ta te  o f the  
agricultural econ om y . A dopting a list of 
a cce p ta b le  cou nties or geograp h ic  
regions might leav e  the erron eou s  
im pression that a bank  lo ca te d  outside  
such an arb itrary  a re a  could not qualify  
even though it m ight oth erw ise  qualify  
as an "agricu ltu ral b an k .” E a ch  
ap plication  should include a d escrip tion  
of the b an k ’s location , dom inant lines of 
com m erce  in its se rv ice  a re a , and any  
other inform ation the bank believes will 
support the con tention  that it is lo ca ted  
in an agricu ltural a rea .

Loss A m ortization

The purpose of T itle VIII of C EB A  is 
best acco m p lish ed  by perm itting eligible 
banks to am o rtize  lo sses on qualifying  
agricultural loan s and oth er related  
assets  th at they w ould oth erw ise be  
required to ch arg e  off by reporting the 
am ount of such d eferred  losses in new  
item s in the a s se t and equity cap ital 
section s of the b a la n ce  sheet of their 
Call R eport. This ap p roach  will provide  
for the d isclosure of the d eferred  losses, 
will not d istort rep orted  incom e, and  
will facilita te  the m onitoring of the 
bank’s com p lian ce  w ith the loss d eferral 
program  through regular, q u arterly  Call 
R eports. M oreover, the full unam ortized  
b a lan ce  of the deferred  losses will be  
included in prim ary cap ita l for all 
federal regulatory  and sup ervisory  
purposes by the three F ed eral banking  
agen cies.

The p rovisions on loss am ortization  
and reap p raisa l ad d ress  tw o issu es: (1) 
W hich  losses are  subject to 
am ortization , and (2) how  they m ay be 
am ortized. On the first issue, the 
regulation reflects  C o n g ress’ c le a r intent 
that losses resulting from fraud or 
crim inal ab u se  on the part of the bank, 
its officers, d irecto rs , or principal 
sh areh o ld ers not be eligible for 
am ortization . A ccordin gly , w here a 
bank has been found eligible to 
p articip ate  in the loss am ortization  
program , fraudulent losses will not be 
eligible for am ortization . A dditionally , it 
should be noted  that Title VIII of C E B A  
requires there be "no evid en ce o f ’ fraud  
or crim inal ab use. A ccordin gly , under 
the regulation, it is not n e ce ssa ry  that 
such fraud or crim inal abuse be 
con clu siv ely  established  to disqualify a 
loan  or, as d iscu ssed  below , a bank.

To be eligible for am ortization  under 
the regulation, a loss on a qualified  
agricu ltural loan m ust oth erw ise have  
been required to be reflected  in the 
b an k ’s financial sta tem en ts  for the years  
1984 through 1991. Sim ilarly, charge-offs  
that result from a reap p raisa l or sale of 
real or p erson al prop erty  m ay  be

am ortized  if the property is ow ned by 
the bank on or a fter N ovem b er 9 ,1 9 8 7 ;  
w as acqu ired  in con n ection  w ith a 
qualified agricultural loan; and w as  
ow ned on or a fter Jan u ary  1 ,1 9 8 3 , or 
subsequently acquired  before Jan u ary  1, 
1992.

W ith  re sp e ct to the seco n d  issue, i.e., 
the m an n er of am ortization , T itle VIII of 
C E B A  p rovides th at the loss shall be 
am ortized  ov er a period not to e x c e e d  
seven  y e a rs  as p rovided  in regulations  
issued  by the fed eral banking agen cies. 
The regulation  provides that 
am ortization  shall o ccu r on a quarterly  
straight-line b asis .

T he regulation  perm its qualified  
losses to be am ortized  ov er a period not 
to e x c e e d  seven  y e a rs  so  as  to be fully 
am ortized  by D ecem b er 3 1 ,1 9 9 8 . L osses  
su stain ed  in y e a rs  prior to the effective  
d ate of the regulation  w ould be treated  
as if am ortized  ov er seven  y ears  
beginning on the d ate  of the loss. Thus, a 
bank could  take only the am o rtization s  
w hich rem ain  for such a loss after it 
en ters the program . F or exam p le , if a 
bank began to p articip ate  in the program  
in the last q uarter of 1987 and had a loss 
sustained  in the fourth q u arter of 1985. 
that loss w ould be am ortized  ov er a 
seven  y e a r  period beginning in 1985. 
T h erefore, 5 /7 th s  of the 1985 loss w ould  
rem ain  to be am ortized  as of D ecem b er  
31, 1987.

A ccounting for A m ortization

The regulation  d irects  that in 
accoun ting for loss am ortization , a bank  
should re s ta te  its cap ita l and oth er  
relev an t acco u n ts  in a c co rd a n c e  w ith  
the FFIEC  in structions for the 
C onsolid ated  R ep orts of C ondition and  
Incom e. T h ose in stru ction s will continue  
to require the reporting of actu al loan  
losses and reco v eries  through the 
A llow an ce for Loan and L ease  L osses  
but will then perm it losses eligible for 
d eferral to be rein stated  in new  item s in 
the a s se t and equity section s of the 
b a la n ce  sheet on the R eport of 
Condition. A dditionally , the regulation  
p rovides that any resulting in cre a se  in 
the cap ital a cco u n t shall be trea ted  e s  
prim ary cap ital for purposes of 
determ ining the b an k ’s com p lian ce  w ith  
the variou s fed eral regulatory  
requirem ents, guidelines, and. stan d ard s  
affecting or related  to cap ital.

Eligibility

U nder the regulation, any bank  
desiring to p articip ate  in the program  
will be required to subm it to th e  
ap p rop riate  fed eral banking ag en cy  a 
p rop osal establishing both its eligibility  
an d  the eligibility of the losses, it

2



p rop oses to am ortize. Ia  ord er to be  
eligible, the proposing bank m ust b e  an  
“agricu ltural b ank ” a s  defined  in the 
regulation.

Further, the proposing b an k ’s curren t 
cap ita l m ust be in need of restoration , 
but the bank also  m ust be an  
econ om ically  viable, fundam entally  
sound institution. T h erefore, a bank  with  
cap ital below  levels estab lish ed  by the 
B o ard 's  R egulation Y (12 C FR  P a rt 225), 
or w hich  is su b ject to an  en forcem en t 
actio n  re la te d  to cap ita l levels ca n  be  
eligible. A cc e p ta n c e  of a  bank for Loss 
am ortization  w ith an  ad eq u ate cap ita l  
plan will n orm ally relieve the b ank  of 
any in co n sisten t provisions dealing w ith  
cap ita l in any e x ta n t B o ard  order, 
agreem en t, or d irective.

T h e  le g is la tiv e  h isto ry  o f T itle  V IE . o f 
C E B A  in d ica te s  th at the C on g ress  
in ten d ed  th at only b a n k s  w ith  c a p ita l in  
n eed  o f re s to ra tio n  b e  p erm itted  to  
am o rtize  Losses. B a n k s  w h ich  h av e  
e x p e r ie n c e d  ca p ita l d ec lin e s  b u t w h ich  
r e ta in  an  a c c e p ta b le  am ou nt o f ca p ita l 
h av e  no need  to a m o rtiz e  or d efer th e ir 
reco g n ition  o f lo ss e s . C o n g ress  c le a r ly  
w a s  a w a re  o f this fa c t  in  th at it requ ired  
a s  an  e s s e n tia l con d itio n  o f e lig ib ility  
the su b m issio n  o f a  p la n  to re s to re  
ca p ita l to a lev e l a c c e p ta b le  to the 
b a n k in g  agen cy .

In 'o rd er to b e approved , th e  c a p ita l 
p la n  m o st be. b a s e d  upon r e a l is t ic  
p ro je c tio n s  a s  to earnings, an d  o th er 
m a te r ia l fa c to rs-w h ich  a c cu ra te ly  re fle c t  
co n d itio n s  in th e  b a n k ’s  m a rk et a r e a . 
Fu rther, it sh o u ld  a d d ress  d iv id en d  
lev e ls, c o m p en sa tio n  to d irecto rs , 
e x e c u tiv e  o ffice rs  and  ind iv id u als  w ho 
h av e  a con tro llin g  in te re s t  and  their 
re la ted  in terests ; and  p ay m en ts  for 
serv ic es  or p rod u cts fu rn ish ed  by 
a ffilia te d  com p an ies.

V iability is not defined in the 
regulation. It is a judgm ent b ased  on  
m any variab les . O ne m easu re  of  
viability  w ould be w h eth er a b ank ’s 
trad ition al funding so u rces and dem and  
for loans of a cce p ta b le  quality w ithin its 
m ark et are a  are  su fficien t to perm it the 
bank to earn  a re a so n a b le  profit in a  
norm al en viro n m en t w hile achievin g  
and m aintaining a cap ita l level th at  
en ab les the bank to op erate  throughout 
the norm al dow nturns in econ om ic  
cy cle s  w ithout suffering sev ere  financial 
problem s. U sually, a bank will be 
con sid ered  viab le if it h as a reaso n ab le  
p ro sp ect of rem aining a going con cern  
throughout the p rogram  an d  a t the end  
of the am ortization  period.

C o n g ress  in ten d ed  th a t only  banks- 
w ith  re a s o n a b le  p ro sp e cts  fo r su rv iv a l 
shou ld  b e p erm itted  to am o rtize  lo s s e s ; 
the leg is la tiv e  h is to ry  in d ic a te s  th at 
T itle  V III  o f  C E B A  w a s  in te n d e d  to

perm it “fun dam entally  sound banks to' 
w e a th e r this storm .” Cong. K ec. (D aily  
ed .) S3941 (M arch  2 6 ,1 9 8 7 ). T o p erm it 
n on -viab le institutions to. am o rtiz e  
lo sses w ould m erely  in cre a se  the loss  
exp o su re  of the FDIC w ith no  
cou n tervailin g  public benefit.

T he regulation  d oes not p rescrib e  an y  
ab solute level of c a p ita l to be a c h ie v e d  
T he B o a rd ’s cap ita l ad e q u a cy  guidelines  
(referen ced  at 12 C FR  208.13 a s  
A p p en d ix A  to the B o a rd ’s R egulation  Y, 
12 CFR P a rt 225; Fed. R es. Reg. Serv.,
H 3 -1 5 0 6 ) already, estab lish  m inim um  
cap ita l stan d ard s  for w ell run banks' i® 
sa tis fa c to ry  fin an cial condition . E a ch  
b an k ’s individual c ircu m sta n ce s  will be  
evalu ated  during th e  re v ie w  of the 
requisite ca p ita l plan.. This, approach: 
p arallels  the c u rre n t p ra c tic e  u n d er th e  
B o ard ’s existin g cap ita l fo rb e a ra n ce  
program s.

A n ad d itio n al criterio n  for eligibility  
is th at there be no e v id en ce  th at frau d  os 
crim inal ab u se  by th e  bank  o r  its. 
officers, d irecto rs  or p rincipal 
sh areh o ld ers led to  significant lo sses  on  
qualified agricultural loan s; L iterally  
read , Title VIII of C E B A  w ou ld  s e e m  to 
disqualify an y b ank in w h ich  th ere w a s  
evid en ce  that losses, resu lted  from  fraud  
or crim inal ab use no m atter. ho.w sm all  
in am ount the lo sses w ere . C ertain ly , 
w h ere in sider fraud re s u lts  in significant 
agricu ltural lo a n  lo sse s , thus hank should  
be disqualified. C ongress, internied Title. 
VIII to; "p ro v id e  a s s is ta n c e  far- 
agricultural b ank s, w ho through no fault 
of their ow n, are  being squeezed  by the 
ongoing agricu ltu ral cris is  * * *” Id. 
H ow ever, a  reaso n ab le  in terp retation  of 
Title VIII, ad op ted  in the regulation, 
w ould disqualify only banks w here  
significant fraud lo sses occurred .

C onditions on A cce p ta n ce

T he regulation  specifies that any  
a cce p ta n c e  of a b ank ’s p roposal will be 
sub ject to certa in  conditions. T h ese  
conditions are  designed to ensure that a 
bank con tinu es to m eet the eligibility  
requirem ents and is properly am ortizing  
losses under the program . First, the bank  
will be required to fully ad here to the 
ap proved  cap ita l plan or to obtain  the 
prior ap proval of any m odifications to 
the plan. S econd, the bank will be 
required  to m ain tain  accoun ting record s  
ad eq u ate  to d ocum ent the am ount and  
timing of deferrals, rep aym ents, and  
am o rtization s for e ach  loss, subject to 
d eferral under the program . Third, the 
bank m u st rem ain  a viable, 
fundam entally  sou n d  institution. Fourth, 
the bank  m ust agree to m ake a 
reaso n ab le  effort, co n sisten t with safe  
and sound banking p ra ctice s , to

m ain tain  in its portfolio a p ercen tag e  of 
agricu ltural loan s w hich  is not low er 
than  the p ercen tag e  of such loan s in its 
loan  portfolio on Jan u ary  1 ,1 9 8 6 . Fifth, 
particip atin g banks will be required to 
provide the B o ard  or the R eserve  Bank  
in w hose D istrict the bank is located , 
upon request, an y  inform ation n e ce ssa ry  
to m onitor the b an k ’s am ortization  or its 
com p lian ce  w ith conditions, or its 
continued  eligibility under the program . 
T he failure of a bank  to com ply w ith any  
con dition  is grounds for rev o catio n  of an  
a c ce p ta n c e  and term ination  of eligibility 
to p a rticip ate  in the loss deferral 
program . Finally , a vio lation  of a 
con dition  m ay  resu lt in an  
ad m in istrativ e  actio n  again st the bank  
under 12 U .S .C . 1818(b ) b ecau se  such  
con ditions a re  im posed in co n n ection  
w ith the granting of a request.

S u b rn s s io B  o f  P ro p o sa ls

F in a lly , the reg u la tio n  lists, the con ten t 
o f  p ro p o sa ls  to b e  su b m itted  by  b a n k s  
d esirin g  to p a rtic ip a te  in lo ss  
a m o rtiz a tio n . In ad d ition  to the item s, 
p rev io u sly  d iscu ssed , the p ro p o sa l sh a ll 
in clu d e a  cop y  o f a  re so lu tio n  by  the 
b a n k ’s B o a rd  o f D irecto rs  au th oriz in g  
su b m issio n  o f th e  p ro p o sa l. T h is  is to 
e n s u re  th a t the B o a rd  o f  D irecto rs  h as 
b e e n  fully in form ed . P ro p o sa ls  m ay b e  
su bm itted , to- th e  F e d e r a l  R e s e r v e  B an k  
for the F e d e ra l’ R eserve . D istric t in  w hich  
the b a n k  is  lo c a te d  o n  or after- 
N ov em b er 9, 1987.
N o tice  and  P u b lic  C om m en t

T he B oard  finds good ca u se  for asking  
for public com m ent con cu rren tly  with  
the adoption  of the rule, for not seeking  
public com m ent prior to the adoption  of 
the rule, and for having the rule effective  
less than thirty d ays after publication. 
First, Title VIII of C E B A  requires that 
regulations im plem enting the T itle be 
im plem ented no la te r than 90 d ays after  
the effective d ate  of th at T itle (th at is, 
by N ovem b er 9 ,1 9 8 7 ) . T herefore, this 
regulation  m ust be effective on  
N ovem b er 9 ,1 9 8 7 , w hich  is less than  
thirty d ays of the publication  d ate . 
Second , the Call R ep ort for D ecem ber
3 1 ,1 9 8 7 , is the first acco u n tin g  rep ort 
that could  be affected  by this regulation, 
an d  it will not be due until a fter the 
close  of the com m ent period. Thus, any  
eligible bank receivin g ap proval to 
am o rtize  loan s on the b asis  of the 
regulation  in its curren t form will h ave  
am ple time prior to filing its Call R eport 
for D ecem b er 3 1 ,1 9 8 7 , to m ake any  
ad justm en ts n e ce s sa ry  b ecau se  of 
am en d m en ts to this rule resulting from  
any com m ents rece iv ed . A ccordin gly , 
the B o ard  b elieves that n otice  and
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public p articip ation  beyond that 
provided for is im p racticab le , 
u n n ecessary  and co n trary  to the public 
in terest.

Inform ation C ollection

The inform ation to be included in an  
ap p lication  and all inform ation n eeds  
under the loan  loss d eferral program  a re  
co n tain ed  in a new  inform ation  
collectio n , the “R eport by Banks  
Proposing to A m ortize L o sses  on 
Q ualified A gricultural L o a n s" (form FR  
4020; OM B No. 7 1 0 0 -0 2 2 6 ). This report 
w as ap proved  by the B o ard  under 
d elegated  authority  from  the O ffice of 
M an ag em en t and Budget (“O M B") a t the 
sam e time the B o ard  ap p roved  this final 
rule. N otice of the im plem entation  of 
this inform ation collectio n  is provided in 
a sep arate  F ed eral R egister notice  
published con tem p oran eou sly  w ith this 
final rule.

In addition  to the inform ation required  
to estab lish  eligibility under the 
program , certa in  continuing inform ation  
will be required for m onitoring. For this 
purpose, the B oard  and the other 
ag en cies  intend to rely m ainly on the 
R eports of C ondition  and Incom e (FFIEC  
0 3 1 -0 3 4 ; OM B No. 710 0 -0 0 3 6 ). A  
p roposal requesting ap proval to m ake  
the n e ce s sa ry  chan ges to th ese reports  
for the D ecem b er 3 1 ,1 9 8 7 , report d ate  is 
being subm itted  shortly to OM B. A 
se p a ra te  F ed eral R egister n otice  
regarding th ose ch an ges will be 
published at the tim e the p roposal is 
subm itted  to OM B.

R egu latory  Flexibility  A ct A n aly sis

Pursuant to section  605(b) of the 
R egulatory F lexibility  A ct (Pub. L. 9 6 -  
354, 5 U .S.C . 601 et seq.}, the B oard  
certifies that the am endm ents will not 
have a significant econ om ic im p act on a 
sub stan tial num ber of sm all entities. The  
am endm ents w ould not h ave any effect 
on m any depository  institutions, and  
an y  ad v erse  im pact on sm all 
depositories affected  (w hich  only occu rs  
if an institution ch o o ses  to take  
ad v a n ta g e  of this regulation) would  
likely be outw eighed by the benefits  
b esto w ed  by the regulation  on these  
sm all d ep o sito ry  institutions.

List of S u b jects  in 12 C F R  P art 208

B a n k s , B anking , S ta te  m em b er b a n k s, 
A p p lica tio n s, R eco rd k eep in g , F lo o d  
in su ran ce , C ap ita l.

Pursuant to the B o ard ’s au thority  
under T itle VIII of the C om petitive  
Equality Banking A ct of 1987 (Pub. L.
No. 1 0 0 -8 6 ), and sectio n  9 of the F ed eral 
R eserve A ct, 12 U .S.C . 321 et seq., the 
B o ard  is am ending 12 C FR  P art 208 as  
follow s:

PART 208—MEMBERSHIP OP STATE 
BANKING INSTITUTIONS IN THE 
FEDERAL RESERVE SYSTEM

1. T he authority  c ita tio n  for 12 C FR  
P art 208 is rev ised  to re a d  a s  follow s:

Authority: Sections 9,11, and 21 of the 
Federal Reserve Act (12 U.S.C. 321-338, 248, 
and 486); sections 4 and 13(j) of the Federal 
Deposit Insurance Act (12 U.S.C. 1814 and 
1823(j)); and sections 907 and 908 of the 
International Lending Supervision Act of 1983 
(12 U.S.C. 3906 and 3907).

2. A  n ew  § 208.15 is ad d ed  a s  follow s:
§ 20®. 15 Agricultural loan loss  
amortization.

(a) Definitions. F o r  purposes of this 
section :

(1) “A gricu ltu ral B an k " m ean s a bank:
(1) The deposits  of w hich  a re  insured  

by the F e d e ra l D eposit Insurance  
C orp oration :

(ii) W h ich  is lo ca te d  in an a re a  of the 
cou ntry  the econ om y of w hich  is 
depen d ent on agriculture:

(iii) W h ich  h as to tal a s se ts  of 
$100 ,000 ,000  or less a s  of the m ost recen t  
R eport of Condition; and

(iv) W h ich  has:
(A ) A t le a s t 25 p ercen t of its total 

loan s in qualified agricultural loan s: or
(B) L ess  than  25 p ercen t of its total 

loans in qualified agricultural loan s, but 
w hich bank the B o ard  or the R eserv e  
Bank in w h ose D istrict the bank is 
lo ca ted  or its p rim ary s ta te  regulator h as  
recom m en d ed  to the F ed eral D eposit 
In surance C orp oration  for eligibility  
under this part.

(2) “Q ualified A gricultural L o an "  
m eans:

(i) Loans qualifying as “loans to 
finance agricultural production and  
other loan s to farm ers" or as  “loans  
secu red  by farm  lan d " for purposes of 
Schedule R C -C  of the FFIEC  
C onsolid ated  R eport of Condition;

(ii) O th er loan s or leases  that a bank  
p roves to be sufficiently related  to 
agriculture for classificatio n  as an  
agricu ltural loan by the B oard  or the 
R eserve  Bank in w hose D istrict the bank  
is lo ca ted ; and

(iii) the rem aining unpaid b a lan ce  of 
an y loans, as d escrib ed  in paragraph  
(a)(2)(i) and  (ii) of this section , that have  
been charged  off since Jan u ary  1 ,1 9 8 4 ,  
and that qualify for d eferral under this 
regulation.

(3) "A ccep tin g  O fficial" m ean s:
(i) The R eserve  Bank in w h ose D istrict 

the bank is lo ca ted ; or
(ii) The D irector of the D ivision of 

Banking Supervision and R egulation in 
c a se s  in w hich  the R eserve  Bank can n ot 
determ ine that the bank qualifies under 
the regulation.

(b) Loss amortization and reappraisal.

(1) P rovided  that there is no evid en ce  
that the loss resu lted  from  fraud or 
crim inal ab use on the p art of the bank, 
its officers, d irecto rs , or principal 
sh areh o ld ers, a bank that h as been  
a cce p te d  under this section  m ay, in the 
m an n er d escrib ed  below , am ortize in its 
R eports of C ondition  and Incom e:

(1) A n y loss on any qualified  
agricu ltural loan  that the bank reflected  
in its annual fin an cial sta tem en ts  for 
an y  y e a r  b etw een  and including 1984  
■ and 1991; and

(ii) A ny loss reflected  in its financial 
sta tem en ts  resulting from a reap p raisa l  
or sa le  of curren tly  ow ned p rop erty , real 
or person al, that it acqu ired  in 
co n n ection  w ith a qualified agricultural 
loan  and that it ow ned on Jan u ary  1, 
1983, and  any such additional p roperty  
that it acq u ires on or before D ecem b er  
3 1 ,1 9 9 1 .

(2) A m ortization  under this section  
shall be com puted  ov er a period not to 
e x c e e d  seven  y ears  on a quarterly  
straight-line b asis  com m encing in the 
first quarter after the loan w as  or is 
ch arged  off so as to be fully am ortized  
not la te r than D ecem b er 3 1 ,1 9 9 8 .

(c) Accounting for amortization. A ny  
bank w hich  is perm itted  to am ortize  
lo sses in a c co rd a n c e  w ith p aragraph  (b), 
of this section , m ay re s ta te  its cap ital 
an d  oth er relev an t a cco u n ts  and acco u n t  
for future authorized  d eferrals and  
am o rtization s in a c co rd a n c e  w ith the 
instructions to the F FIE C  C onsolid ated  
R eports of C ondition  and Incom e. A ny  
resulting in crease  in the cap ital acco u n t  
shall be included in prim ary cap ital as  
per section  2G8.13 of this Part.

(d) Eligibility. A  p roposal subm itted  
in a cco rd  w ith p aragrap h  (f) shall be 
accep te d , su bject to the conditions  
d escrib ed  in p aragrap h  (e), if the 
A ccep ting O fficial finds:

(1) The proposing bank is an  
agricultural bank;

(2) The proposing b ank 's current 
cap ital is in need of resto ratio n , but the 
bank rem ains an eco n om ically  viable, 
fundam entally  sound institution;

(3) T h ere is no evid en ce  that fraud or 
crim inal ab use by the bank or its. 
officers, d irectors or principal 
sh areh o ld ers led to significant losses on 
qualified agricu ltural loans and related  
a sse ts : and

(4) T he proposing bank has subm itted  
a cap ital plan ap proved  by the 
A ccep ting O fficial that will restore  its 
cap ital to an acce p ta b le  level.

(e) Conditions on acceptance. All 
a c ce p ta n c e s  of p rop osals shall be 
subject to the follow ing conditions:

(1) The bank shall fully ad here to the 
ap proved  cap ital plan and shall obtain  
the prior ap proval of the A ccep ting
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O fficial for any m odifications to the 
plan;

(2) W ith  re sp e ct to each  a sse t subject 
to loss d eferral under the program , the 
bank shall m aintain  accoun ting record s  
ad eq u ate  to docum ent the am ount an d  
timing of the deferrals, repaym ents, and  
am ortization s;

(3) The financial condition of the bank  
shall not d eteriorate  to the point w here  
it is no longer a vaible, fundam entally  
sound institution;

(4) The bank agrees, to m ake a  
reason ab le  effort, co n sisten t w ith s a fe  
and sound b an k in g ;p ractices, to 
m aintain in its loan  portfolio a  
p ercentage o i agricu ltural loan s not 
low er th an  the p ercen tag e  of such  loans  
in its loan portfolio, o n  Jan u ary  1 ,1 9 8 6 ;  
and

(5) The bank  shall agree to provide the 
A ccep tin g  O fficial, upon request, with' 
such inform ation as  the A ccepting, 
O fficial d eem s n e ce ssa ry  to m onitor the 
bank's, am ortization , its com p lian ce with  
conditions, an d  its. continued  eligibility.

(f) Submission of proposals. (1) A  
bank wishing, to am ortize losses on  
qualified ag ricu ltu ral Loans, or other 
related  a sse ts  shall subm it a p rop osal to. 
the appropriate A ccep tin g  O fficial,

(2) The p roposal shall con tain  the 
following inform ation;

(;j N am e and ad dress of the bank;
fiij Inform ation establishing that the 

bank is lo ca ted  in an a re a  the econom y  
of w hich is depen d ent on  agriculture; the 
inform ation could con sist of a

descrip tion  a£ the h an k ’s location , 
dom inant lines of com m erce  in its 
service a rea , and an y  other inform ation  
the bank b elieves w ill support the- 
contention th a t  it is lo ca  ted in  su ch  an  
area :

(ill) A  copy of the b an k 's  m ost recen t 
R eport of Condition and Incom e;

(iv) If the R ep ort of Condition am f 
Incom e fails to show  that a t least 25 
percent of the b ank ’s totalT oans are  
qualified agricultural loans, the basis  
upon w hich the b ank  b elieves that it 
should be d e clared  eligible to am ortize  
losses;

(v) A  cap ita l plan dem onstrating: that 
the bank will ach iev e  an. accep tab le  
capital level n o t la ter than the end of the 
bank's am ortization  period. The plan  
should provide for a realistic  
im provem ent in  the b a n k 's  capital, over  
the course of the am o rtizatio n  period, 
from earnings retention, cap ital1 
injections, or o th er sou rces; a n d  include  
specific inform ation  regarding-dividend  
levels, co m p en satio n  to. d irecto rs, 
execu tiv e  officers and individuals who  
have a  controlling in terest a n d  in turn to. 
their related  in terests, and. p ay m en ts  for 
services  or p rod u cts furnished by 
affiliated com p an ies,

(vi) A  list of the loan s and reap p raised  
property upon w hich  the bank p rop oses  
to defer loss including for e ach  such- 
loan or property,, the follo wing, 
inform ation:

(A) The n a m e  of the b orrow er, the

am oun t of the loan  th a t resulted  in the 
loss, and  the am oun t of th e  lo ss ;

(B.) T he-date-on  w hich  the loss w as  
d eclared ;

(C) T h e  b asis  upon- w hich the loss 
resu lted 'from  a qualified agricu ltu ral 
loan;

(vii) A  certification  by the b ank ’s chief 
ex e cu tiv e  officer th at there is no 
evidence- that* the losses- resu lted  from  
fraud or crim in al ab u se  by th e  bank,, its 
officers, d irecto rs, or principal, 
shareholders;

(viii) A  cop y of a resolution, by the 
bank 's B oard  of D irectors-authorizing  
subm ission of the proposal; an d

(ix) Such other inform ation; as. the 
A cce p tin g  O fficial m ay require.

(g) Revocation of eligibility. T h e  
failure to-com ply with, any con d itio n  na
an a c c e p ta n c e  or with-, th e  cap ita l  
resto ratio n  plan is groan  da for 
rev o catio n  of a c ce p ta n c e  for loss  
am ortization  a n d  for a n  adm inistrative; 
a ctio n  ag ain st the bank, under 1 2  UIS.C. 
1818(b). A dditionally, accep tan ce- of a  
bank, for loss am o rtiza tio n  w ill n ot 
fo re clo se  an y  a d m in istra tiv e  action- 
again st the- bank that the B o ard  m ay  
deem  appropriate,.

By order oi the Board of Governors of the 
Federal Reserve System, October 28,1987. 
William W„ Wiles,,
Secretary of the Board:
[FR Doc. 87-25359-Filed 11-2-37; 8:45 am| 
BULLING CODE 6210-0 t-M
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