U.S. house of Representatives

Committee on Energy and Commerce
Room 2125, Rayburn house Office Building
Washington, DC 20515

July 24, 1989

The Honorable Nicholas F. Brady
Secretary

Department of Treasury

1500 Pennsylvania Avenue, N. W.
Washington, D. C. 20220

Re:  Book-Entry Regulations for Securities
Guaranteed by the Federal Mortgage
Agricultural Corporation (Farmer Mac)

Dear Secretary Brady:

Pursuant to our continuing oversighttoé application, administration, execution, and
effectiveness of the laws over securities and exchanges within the jurisdiction of this Committee
under Rule X of the Rules of the House of Resentatives, we have been following the progress
of the Federal Agricultural Mortgage Corporation (Farmer Mac) with great interest. Farmer Mac
recently submitted credit underwriting, loan repayment, security appraisal, and loan
diversification standards to Congress for reviadgpted eligibility standds for certified loan
poolers, and is actively working tmmplete work on pool diversification criteria. With Farmer
Mac rapidly proceeding toward implementatmfithe secondary market for agricultural
mortgage loans, we note that thés at least one isspinvolving the use of the bookentry system
of the Federal Reserve System for FarMac securities, thattill needs resolution.

You may recall that the Farmer Mac titlesn@nsidered by Congress to be an integral
part of the restructuring of the agricultural credit system during the development of the
Agricultural Credit Act of 1987 (the Act). Thughout the legislative deteg careful attention
was given to the role that Farmer Mac wouldyph attracting new sources of finance to the
agricultural sector. Accordingly, on @ember 9, 1987, the Banking Committee and this
Committee wrote to the Speaker requesting sagieaferral of Title [ll. On Wednesday,
September 9, 1987, H.R. 3030 was sequentiafgrred to the Committee on Energy and
Commerce, and the Committee on Banking, Fieaand Urban Affairs until midnight, Monday,
September 14, 1987. The package of amenthmenommended by this Committee, and
adopted by the House, included SEC registreétothe mortgage-backezkcurities to be
guaranteed by Farmer Mac (S8cl2(a)) along with provision fdhe Treasury to authorize
Farmer Mac to use the book-entry system of the FeBesdrve System (Sec. 8.3(e)).
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During the conference on the House and &eh#is, the Senate agreed to accept the
requirement for SEC registration on the basi$reasury Department sextions that such
registration was essential for irster protection. Treasy balanced its position with assurances
that registration would not jeopardize the Vidpof Farmer Mac. This viability was
accomplished through a legislative compromiseéngi Farmer Mac other agency “attributes,”
including the authority to use the book-entry systentlfe guaranteed securities.

The Treasury assurances, that this comge approach would not adversely affect
Farmer Mac’s status in the agency market, vesqaessed to Membeo$ Congress by letter
dated December 16, 1987, from then Treasuryebagyr James A. Baker (enclosure). The
Secretary wrote the conferees oa #ct that “it is the Departmeéstseriously considered view
that any resulting increased cost [from the S&gistration requirement] would be insubstantial
and would certainly not jeopamdi the overall viabilityf the secondary market.” Secretary
Baker went on to say “l undersi@d very well that the essenceasfy House-Senate Conference,
as well as of Congressional-Administration relations, is compromise. Our request here is very
mindful of that essential characteristic . . . [and] of the six points” being considered by the
conferees, one of which was thelaurity for the use of book-entry.

The Congress clearly intended that theénarity for the use of the book-entry system
would be granted by Treasu¥yThis is critical, in our opinion, to achieving the objectives of the
Act to establish a viable secondary marketlii@r benefit of farmersna ranchers and we are
aware of no reason the request should be denied.

We understand that on February 17, 1989, John R. Dahl, Chairman of the Farmer Mac
Board of Directors wrote to then Acting Assist Secretary David W. Mullins, to request the
issuance of regulations which would authoffz@mer Mac to use the Fed’s book-entry system
for its guaranteed agricultural real estate magbacked securities. Véee advised that, to
date, Chairman Dahl has not re@ha response to that request.

1 See, e.g., October 1, 1987 memoranduiembers of the Committee from the
Subcommittee on Telecommunications and Finance regarding araetsdio Title 111 of H.R.
3030 at Committee markup on Tuesday, October 2 at page 5:

The Federal Reserve Board operates what is known as the
electronic book-entry sgem which provides the ability to process
paperwork electronically. This &particularly valuable tool for
mortgage-backed securities, which involve massive amounts of
paperwork. Without this system, transfer of securities requires a physical
delivery of an enormous amount ofgea. The book-entry system also
prevents the potential for collateral fraud by automatically and
electronically transferringollateral control. The amendment is necessary
because the Department of Treaswily not permit use of this system
without such statutory authorization.
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As Mr. Dahl pointed out imis letter, the book-entry systeshthe Federal Reserve is
used not only by the Treasury, but also by BExport-Import Bank, Federal Home Loan Bank
Board, Student Loan Marketing Association, Fatlelome Loan Mortgage Corporation, and the
Federal National Mortgage Association. Trevision for Farmer Mac securities to be
authorized for the book-entry system was an irgya feature of our efforts to accord Farmer
Mac the same status as an “agency” ofdhded States Government for purposes of the
financial markets which deal in those secastas is the case with the other government
sponsored agencies. Only in this way will Fariac be able to offer a security that investors
will accept at competitive prices. Competitive prices are the result of competitive yields, which
are, in turn, essential for the secondary maketchieve its goal dfenefiting the farmers and
ranchers of this Nation through a new sourclwtcost, fixed-rate agricultural real estate
credit.

On the basis of the facts set forth in tleiser, you are urged to promptly exercise the
discretion granted to you by Congress to promulgate regulations autgdfeamer Mac to use
the book-entry system of the Federal Reserve System.

Sincerely,

JOHN D. DINGELL
CHAIRMAN

Enclosure

cc: The Honorable David W. Mullins
Assistant Secretary for Domestic Finance
Department of the Treasury

The Honorable Edward J. Markey
The Honorable Norman F. Lent
The Honorable Matthew J. Rinaldo



THE SECRETARY OF THE TREASURY

WASHINGTON

December 16, 1987

Dear Dick:

| understand that Chairman Dingell and the other Energy anth@oce conferees have issued
or are about to issue a countéeoto the “staff compromise” ombse portions of the secondary
market title of the farm credit legislati within the Energy and Commerce conferees’
jurisdiction. | am writing to urgén strongest terms that you vdteaccept the House conferees’
offer.

Before discussing the reasons why the Department is so insistesngupport of the House

offer, | want to point out and express nppeeciation for how far baotthe Congress and the
Administration have come in fashioning a walpke secondary market for securitized farm
mortgages. As you know, the Department opptisesreation of a federally subsidized
secondary market for a variety of reasons; nonesiselwe pledged to you and others in Congress
developing this legislation to work constructively to attainadbl@ provision. | am convinced

not only that we in the Department have livgxto our pledge, buatiso that the resulting
secondary market language is a vast improvement.

There remains, however, one very significant problem which arose in the “staff compromise”
developed in the early hours of Tuesday, Ddwani5: the designatimf the securities as
“government securities” for purposes of certaitefi@l securities laws. This designation would
be seriously detrimental not only tie interests of investor protem, but also to what | believe
is our shared interest in minimizing federal budgetary exposure ailityliabhave been

informed that officials of the SEC have begarcommunicate their coeens on the issue of
investor protection, and that an SEC represtere will be present when the Conference
resumes. For our part, Assistant Secretarkirgsis will attend the Conference and be available
to explain the Department’s very grave concerns. We are well aware of the opposing arguments
about reducing the cost of the securities aededby ensuring a viable secondary market; let me
respond simply by asserting that it is the Daparit’s seriously consitted view that any
resulting increased cost would insubstantial and would certaintpt jeopardize the overall
viability of the secondary market.

| will close by emphasizing that | understand very well that the essence of any House-Senate
Conference, as well as of Congressional-Administration relations, is compromise. Our request
here is very mindful of that egs&al characteristic; in fact, of éhsix points at issue within their
jurisdiction, the Houseanferees’ offer would recede outrigbtthe Senate on two points, and
would recede with amendment on two others.



Because wehut especially you, have comedose to attaining a positive and workable
provision, and in that spirit of compromise, garyou most strongly to vote to accept the House
offer.

Sincerely,

James A. Baker, IlI

The Honorable Richard G. Lugar
United States Senate
Washington, D.C. 20510



