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Miscellaneous Amendments


ACTION:  Final action.

The Farm Credit Administration, by Its Federal Farm Credit Board, took final action on amendments to its regulations and authorized their issuance effective August 6, 1974. These amendments would

(1) Clarify the applicability of the regulations to the Central Bank for Cooperatives board of directors,

(2) Clarify the procedure for adopting bank and association bylaws,

(3) Provide for an increase in compensation of district board members,

(4) Clarify procedures for amending association charters,

(5) Provide for operating procedures for banks and associations in case of an impairment or insolvency,

(6) Clarify the circumstances under which and to whom an officer or employee of a Farm Credit institution may make information available about a candidate for association, district, or Federal Farm Credit Board membership,

(7) Provide for credit review of special lending programs,

(8) Provide for special lending programs,

(9) Require execution of a General Financing Agreement as a condition to making direct loans,

(10) Delete reference to credit examinations,

(11) Provide for bond coverage if a custodian of collateral is not a Farm Credit bank employee,

(12) Include as loans requiring approval by the district board or by a bank board loans where certain parties are endorsers, guarantors, or co-makers in excess of prescribed amounts,

(13) Clarify that other financing institutions and production credit associations are subject to the same basic borrower eligibility requirements,

(14) Included in one section all policies relating to bond collateral, so that some former sections may be eliminated.

(15) Clarify the authority for first lien determination by Federal land banks,

(16) Clarify when collateral value of a loan shall be adjusted,

(17) Include Farmers Home Administration insured notes as an authorized investment,

(18) Provide for needed approvals in the case of acquisition or sale of bank or association building sites,

(19) Eliminate the minimum Investment requirement for Farm Credit banks,

(20) Provide guidelines for the retirement of equities owned by an other financing institution in a Federal intermediate credit bank,

(21) Provide for maintenance of a reserve for bad debts of Federal intermediate credit banks and production credit associations,

(22) Clarify who may authorize disclosure of contents of credit examination reports,

(23) Change the name of Office of the Inspector General, USDA, to Office of Investigation and Security, USDA,

(24) Substitute the appropriate regional examination office for the office of the district resident examiner,

(25) Substitute the Examination Division regional manager for the resident examiner,

(26) Revise the list of specific procedures to be issued by the Farm Credit Administration.

By a notice published in the FEDERAL REGISTER on June 27, 1974, interested persons were afforded the opportunity to file written comments or suggestions on the proposed amendments not later than July 19, 1974.  Written comments were received both before and after July 19.  All comments were considered prior to the final action on the proposed amendments by the Federal Farm Credit Board. Copies of all communications received are available for examination by interested persons in the Office of the Director of Information, Farm Credit Administration.

Chapter VI of Title 12 of the Code of Federal Regulations is amended by revising paragraph (b) of § 611.1000, paragraph (a) of § 611.1010, and § § 611.1020 and 611.1120, deleting § 611.1121, adding § 611.1140, revising paragraph (a) of § 612.2130 and paragraph (a) (6) of § 614.4051, adding § 614.4165, revising paragraph (d) of § 614.4190, deleting paragraph (e) of § 614.4190, revising paragraph (c) (4) (ii) of § 614.4200 and paragraph (c) (5) of § 614.4260, adding paragraph (f) (iii) to § 614.4460 and paragraph (c) (iii) to § 614.4470, revising § § 614.4540, 615.5050, and 615.5060, deleting § § 615.5070 and 615.5080, revising § 615.5090, paragraph (g) of § 615.5140, and paragraph (b) of § 615.5150 deleting § 615.5170, revising § 615.5320, adding § 615.5335, and revising paragraphs (c) and (d) of § 617.7080, § 617.7090, paragraph (b) of § 617.7110, paragraph (c) of § 617.7120, § 618.8100, and paragraph (g) of § 618.8360. These amendments are as follows:

PART 611-ORGANIZATION

	1. Section 611.1000(b) is revised to read as follows:

§ 611.1000 Organization – district boards of directors.

                                                     *         *        *           *         *

(b) As provided in section 3.2 of the Act, the Central Bank for Cooperatives has a separate board of directors of not more than 13 members, one elected by each district board and a member-at-large appointed by the Governor, with the advice and consent of the Federal Farm Credit Board. The powers, duties, responsibilities and limitations of the Central Bank Board are comparable to those of the district board acting ex-officio as the board of directors of the district bank for cooperatives. Whenever the term district board, bank board, board member, district board member, bank board member or director is used in these regulations, the term shall also apply to the Central Bank Board or board member. The principal purpose of the Central Bank is to participate in loans with the district banks for cooperatives.

2. Section 611.1010 (a) is revised to read as follows:

§ 611.1010 Powers, duties and responsibilities.

                                                    *         *        *           *         *

(a) Adopt bylaws for the bank and approve bylaws for associations from standard and optional bylaws in form approved by the Farm Credit Administration. Bylaws and amendments to bylaws proposed by a bank or association require Farm Credit Administration approval before implementation.

                                                    *         *        *           *         *

3. Sections 611.1020 and 611.1120 are revised to read as follows:

§ 611.1020 Compensation of district board members.

Directors may be compensated for attendance at board meetings and special assignments, including reasonable travel time from and to their residences. Such compensation shall not exceed $90 per day plus reasonable travel, subsistence, and other related expenses incurred in connection with such meetings and assignments. Compensation at the regular per diem rate for normal travel time to and from Board meetings when the distance and meeting schedule involved requires travel on the day prior to or following the meeting dates, rounded up to a half day, may be allowed. Normal travel by the fastest reasonable route, if available, shall be the basis for compensation.

§ 611.1120 Amendments of association charters.

(a) Merger or consolidation of associations. The boards of directors of two or more like associations may propose to merge or consolidate associations. The resolutions proposing such agreement shall be submitted to the supervising bank board for approval, together with an agreement setting forth the terms and conditions under which the merger or consolidation shall take place.

(1) The agreement for merger or consolidation shall include the proposed effective date; the proposed name and location of the continuing or consolidated association; the designation of the charter and bylaws of one constituent association to be those of the continuing or consolidated association; the names of persons nominated to serve as directors until the first annual meeting after the merger or consolidation; the authority for transferring assets to and assumption of liabilities by the continuing or consolidated association; provision relating to the stock of the constituent associations and the stock of the continuing or consolidated association, provided no factional shares of stock shall be issued; and the designation of persons and granting of authority to carry out the agreement, including authority to execute any documents necessary to perfect title.

(2) The bank board, if it approves of the proposal, shall so certify, and transmit the tentative agreement to the Farm Credit Administration for review. Upon tentative approval of the Farm Credit Administration, the proposal shall be submitted to the stockholders for approval. Approval shall require a majority of the voting stockholders present and the written proxies of voting stockholders presented at a duly held stockholders meeting of each constituent association. The bank shall prescribe the form of proxy, which shall be furnished or made available to each stockholder eligible to vote. If approval is obtained, a copy of the stockholders resolution, together with a certification from each constituent association that a quorum, including proxies, was present and that the majority of the members voting favored the proposal, shall be forwarded to the Farm Credit Administration for approval. Upon such approval, the Farm Credit Administration will amend the charter or issue a new one, and approve bylaws as appropriate. Such action as may be necessary for the continuing or consolidated association to transact its business, may be taken by the newly designated directors at any time thereafter, subject to ratification at the first meeting after the effective date. The execution of the agreement and the merger, in its entirety shall be under the direction of the bank.

(b) Other charter amendments. (1) Territorial adjustments may be made among like associations, subject to the approval of the bank board and the Farm Credit Administration.

(2) Title and headquarters change of associations are subject to the approval of the bank board and the Farm Credit Administration.

(3) Request for any charter amendments shall be submitted by the bank to the Farm Credit Administration, accompanied by a certified copy of the resolution of the association board of directors approving the change, and with a certification of the supervising bank's board approval with any additional information which would be helpful to the Farm Credit Administration in action upon the proposal.

§ 611.1121 [Deleted]

4. Section 611.1121 is deleted.

5. A new § 611.1140 is added, to read as follows:

§ 611.1140 Impairment of stockholder or patron equities: Insolvency-banks and associations.

Upon determination by its board of directors, by a supervising bank, or by Farm Credit Administration, that the capital stock, participation certificates, equity reserves or allocated equities of any bank or association have a book value less than par or stated value, or the bank or association is insolvent, further operations of bank or association shall be subject to procedures approved by the Farm Credit Administration. In the case of associations, the procedures may be established by the supervising bank subject to approval by the Farm Credit Administration.

PART 612-PERSONNEL ADMINISTRATION

6. Paragraph (a) of § 612.2130 is revised to read as follows:

§ 612.2130 Soliciting support in polls for association, district, or Federal Farm Credit Board membership.

(a) No salaried officer or employee of a bank or association shall take any part, directly or indirectly, in the designation of nominees for the Federal Farm Credit Board, or in the nomination or election of members of a district Farm Credit Board, or an association board, or make any statement, either orally or in writing, which may be construed as intending to influence any vote in such designations, nominations, or elections, except that a statement by such officer or employee of biographical and other data and matters relating to a candidate shall not be so construed if it is made at the request of and to the board of directors of the employing institution, or is made to the nominating committee as directed by the board of directors of an association in connection with the selection of nominees for an association election. Action shall immediately be taken, for suspension or dismissal in accordance with applicable procedures, against any such officer or employee who violates the provisions of this section.

                                              *         *        *           *         *

PART 614-LOAN POLICIES AND OPERATIONS

7. Paragraph (a) (6) of § 614.4051 is revised to read as follows:

§ 614.4051 Federal land bank and Federal intermediate bank credit review.

(a) * * *

(6) Credit review procedures will be issued to bank personnel to facilitate the making of credit reviews and the issuance of reports. Where the bank and/or association have adopted special lending programs (i.e., specialized enterprise financing, young farmer programs, etc.) bank procedures will provide that such loans be classified in accordance with standards prescribed in paragraph (a) (4) of this section but that the reports also contain a specific and separate analysis of each special lending program. Such analysis should cover the reasons for the program, the selectivity of borrowers included, the quality of service and control exercised over the loan, relative progress being made by individual borrowers, and the success or failure in meeting the objectives of the program.

                                          *         *        *           *         *

8. A new § 614.4165 is added to read as follows:

§ 614.4165 Special credit needs.

(a) In the formulation of board policies and bank procedures, consideration shall be given to the peculiar credit needs of farmers engaged in highly specialized, high risk enterprises and the special credit needs of young farmers to the extent the bank and/or association has financial resources and staff capabilities to do so on a sound and constructive basis.

(1) Specialized enterprises. Consideration can be given to organizing groups of similar borrowers into pools by which banks or associations may be afforded increased protection from the higher risk occasioned by financing their specialized enterprises.

(2) Young farmers. Consideration can be given to special lending programs for young farmers placing emphasis upon sound credit service to those entering farming in a low equity-high risk position but demonstrating high management ability and earning capacity, thereby providing service to high potential persons within the broad category of young farmers who might otherwise not have an opportunity to enter into farming. Programs shall limit total lending by a Federal land bank or production credit association to an amount not exceeding five percent of their preceding year's peak loans outstanding. This same limitation will generally be applied by Federal land banks when authorizing Federal land bank association programs.

(b) Where special lending programs are authorized, district and bank boards shall adopt appropriate policies that

(1) Assure coordination between banks,

(2) Provide guidelines which motivate association boards to fulfill their responsibility on a sound basis,

(3) Define criteria for the selection of borrowers for any special lending authorized, and

(4) Establish requirements for bank supervisory procedures which will give direction, guidance and control to association programs. Bank policies authorizing special lending programs shall be subject to Farm Credit Administration approval.

9. In § 614.4190, paragraph (d) is revised to read as follows, and paragraph (e) is deleted.	

§ 614.4190 Federal intermediate credit banks.

                                                   *         *        *           *         *

(d) General Financing Agreement.  Federal intermediate credit banks shall require execution of a General Financing Agreement, in form approved by the Farm Credit Administration, as a condition to making direct loans to production credit associations and other financing institutions. Direct loans and advances to other financing institutions will be evidenced by a separate promissory note. Direct loans and advances to production credit associations may be evidenced by a separate promissory note or as provided in the General Financing agreement.

(e) [Deleted]

10. In § 614.4200, paragraph (e) (4) (ii) is revised to read as follows:

§ 614.4200 Production credit associations.	

                                                                     *         *        *           *         *
(c) * * *

(3)	* * *

(ii) Procedures to be followed in credit reviews whereby loans of this type, made during the period covered by the review, will be reviewed and commented upon as to compliance with policy and procedures.

                                                     *         *        *           *         *

11. Section 614.4260(c) (5) is revised to read as follows:


§ 614.4260 Banks for Cooperatives.

                                                     *         *        *           *         *

(c)    * * *	

(5) Documents required in conjunction with these loans may be held by a custodian selected by the bank. In such cases the bank shall provide the custodian written instructions outlining procedures and practices to be followed in the acceptance, handling, and release of all related documents. The custodian shall be adequately bonded. The bank shall provide for periodic review of custodial activities by bank officials and shall establish that activities of the custodian are subject to review and audit by the Farm Credit Administration.

12. In § 614.4460 paragraph (f) (i) and (ii) is redesignated as (f) (1) and (2) and a new paragraph (f) (3) is added, to read as follows:

§ 614.4460 Loan approval responsibility.

                                                     *         *        *           *         *

(f) Loans where directors, officers or employees designated above:

                                                     *         *        *           *         *

(3) are endorsers, guarantors or co-makers in excess of an amount prescribed by an appropriate bank board and approved by the Farm Credit Administration.

13. In § 614.4470, paragraph (c) (i) and (ii) is redesignated as (c) (1) and (2), and a new paragraph (c) (3) is added to read as set forth below.

§ 614.4470 Loans subject to bank prior approval.

                                                      *         *        *           *         *

(c) Loans to any borrower where the directors or employees designated above:

                                                     *         *        *           *         *

(3) are endorsers, guarantors or co-makers in excess of an amount prescribed by an appropriate bank board and approved by the Farm Credit Administration.

14. Section 614.4540, is revised to read as follows:

§ 614.4540 General.

The Federal intermediate credit banks are authorized to discount for, or purchase from commercial banks and other financing institutions, with their endorsement or guaranty, notes and other obligations for loans which have been made for agricultural purposes to farmers and ranchers as set out in Section 3020. No paper shall be purchased from or discounted for a commercial bank, trust company or savings institution if the amount of such paper added to the aggregate liabilities of the institution, exclusive of deposit liabilities, exceeds the lower of the amount of liabilities of the institution permitted under the laws of the jurisdiction creating the institution, or twice the paid-in and unimpaired capital and surplus of the institution. No paper shall be purchased from or discounted for any other financial institution if the amount of such paper added to the aggregate liabilities of the institution exceeds the lower of the amount of liabilities permitted under the laws of the jurisdiction creating the institution, or ten times the paid-in and unimpaired capital and surplus of the institution. Hereafter, in this part the term "other financing institution" means all financing institutions eligible to borrow from or discount paper with a Federal intermediate credit bank other than institutions of the Farm Credit System.

PART 615-FUNDING AND FISCAL AFFAIRS

15. Sections 615.5050 and 615.5060 are revised to read as set forth below.

§ 615.5050 Policy.

(a) Each bank shall have on hand at the time of issuance of any long-term notes, bonds, debentures, or similar obligations, and at all times thereafter, free from any lien or other pledge, assets consisting of notes and other obligations representing loans made under the authority of the Act, notes of Federal land banks, Federal intermediate credit banks, and banks for cooperatives representing secured interbank or intersystem loans, readily marketable securities approved by the Farm Credit Administration or cash, in an aggregate value equal to the total amount of long-term notes, bonds, debentures, or similar obligations outstanding for which the bank is primarily liable.

(b) The collateral value of eligible securities shall be the lower of par or market value. Par value of securities may be used for report purposes if the use of market value would not result in a deficiency of eligible collateral.

(c) The collateral value of notes and other obligations representing loans made under the authority of any Farm Credit act is the unpaid principal of loans (except as provided for in Section 5090) , excluding undisbursed loan funds held by the bank or the association and funds held for account of borrowers and purchasers. For collateral purposes, loans in process of liquidation, foreclosures, judgments, property acquired in the liquidation of loans, and real estate sales contracts shall be valued at their recovery value or investment value, whichever is lower.

(d) When there is loan servicing, such as reamortization, extension, deferment or partial release, the new unpaid balance may be used as the collateral carrying value. In case of land banks the carrying value shall not exceed 85 percent of the appraisal value established by the most recent appraisal report of the primary security.

(e) Each bank shall have procedures which will insure that the bank is in compliance with the statutory requirements for maintenance of collateral. Such procedures shall include provision for:

(1) Adequate safekeeping facilities.

(2) Methods to determine that debt instruments meet all requirements of law and regulations.

(3) Certification by a responsible officer of the institution as to eligibility and adequacy of the collateral.

(4) Written procedures and practices to be followed by the collateral custodian to insure that there will be a high degree of accuracy in protecting and accounting for the collateral.

(5) The procedures shall be furnished to the Farm Credit Administration for review.

§ 615.5060 Special collateral requirement-Federal land banks.

(a) If the chief counsel for a Federal land bank has determined in writing that bank procedures provide sufficient safeguards to assure that a loan made by the bank will be secured by a first lien or its equivalent on interest in the primary real estate security, an attorney lien certification need not be obtained at the time a note is accepted for collateral. The note shall be withdrawn from collateral upon the expiration of one year from the date of loan closing, unless before the end of such period, an attorney has certified that the interest of the bank in the primary real estate security for that loan is a first lien on the borrower's interest or its equivalent from a security standpoint.

(b) Since by contract with the bondholders specific pledge continues to be attached to collateral for obligations of the Federal land banks issued under the superseded Federal Farm Loan Acts until those obligations are retired, the collateral securing them must be accounted for separately from collateral not specifically pledged in connection with obligations of the banks issued under the provisions of the Farm Credit Act of 1971.

§§ 615.5070, 615.5080 [Deleted]

16. Sections 615.5070 and 615.5080 are deleted.

17. Section 615.5090 is revised to read as set forth below.

§ 615.5090 Reduction in carrying value of collateral.

When the bank or Farm Credit Administration determines that a loan did not conform to the requirements of the law or regulations at the time the loan was closed, such loan shall be withdrawn from collateral until the cause of ineligibility is remedied. When a loan has been classified as a loss loan, the bank shall adjust the collateral value of the loan accordingly, or withdraw the loan from collateral.

18. Section 615.5140(g) is revised to read as follows:

§ 615.5140 Investment eligibility.

                                                   *         *        *           *         *

(g) Obligations issued by the Farmers Home Administration.

                                                   *         *        *           *         *

19. Section 615.5150(b) is revised to read as follows:

§ 615.5150 Real and personal property.
      
                                                   *         *        *           *         *

(b) The purchase, construction, or sale of Farm Credit bank buildings and appurtenances, or the acquisition or the sale of a proposed bank building site shall have approval of the Farm Credit Administration. Purchase, construction, or sale of association buildings and appurtenances, or the acquisition or sale of a proposed association building site shall have the approval of the appropriate supervising bank which shall keep the bank board currently advised of such actions. In the case of joint associations office buildings, these actions shall be approved jointly by the supervising banks. It shall be the responsibility of the district board to approve guidelines for all associations in the district to follow regarding the purchase, construction, or sale of office space and acquisition or sale of a building site.

Within the framework of said guidelines, the Federal land banks and Federal intermediate credit banks may prescribe criteria which can include giving limited prior approval to an association board of directors for office facilities actions.

                                                     *         *        *           *         *

§ 615.5170 [Deleted]

20. Section 615.5170 is deleted.

21. Section 615.5320 is revised to read as follows:

§ 615.5320 Retirement of Federal intermediate credit bank class B stock, participation certificates, and allocated legal reserve.

After all stock held by the Governor has been retired, the bank may retire class B stock at par, participation certificates at face amount and allocated legal reserve without preferences to all holders thereof, and in such manner that the oldest outstanding stock, participation certificates or allocated legal reserve will be retired first, provided that after such retirements the net worth structure of the bank meets the minimum requirements approved by the Farm Credit Administration. Notwithstanding the foregoing provision, in the event of an equalization of the ownership by production credit associations of capital stock, participation certificates, and allocated legal reserve of the bank, whether in connection with an assessment for capital stock or otherwise, when an association surrenders stock, participation certificates, or allocated legal reserve, it shall first surrender that which was acquired by purchase, to the extent available, and thereafter surrender that acquired through patronage distributions from the bank. If authorized by the bank board, participation certificates and allocated legal reserve owned by an other financing institution may be retired upon termination of the financing agreement, and participation certificates purchased by an other financing institution may be retired in an amount which has been determined to be excess capital to support the maximum amount of credit authorized to be outstanding.

22. A new § 615.5335 is added to read as follows:

§ 615.5335 Federal intermediate credit bank system provision for losses on loans.

(a) Each bank shall evaluate its loans and discounts, accrued interest on loans and other loan assets at the close of each fiscal year and establish and maintain a provision for losses thereon which will reflect the fair book value of such assets.

(b) Each production credit association shall establish and maintain a provision for losses on loans and other loan assets. At the end of each fiscal year an amount equal to 1/2 percent of loans outstanding at the end of each fiscal year or such lesser amount that utilizes all earnings, shall be added to the provision until it equals 3 1/2 percent of the loans outstanding at the end of the fiscal year. The provision may be increased beyond the 3 1/2 percent level with the approval of the supervising bank.

PART 617-EXAMINATIONS, AUDITS, AND IRREGULARITIES

23. In § 617.7080, paragraphs (c) and (d) are revised to read as set forth below.

§ 617.7080 Reports.

                                              *         *        *           *         *

(c) Reports of examination are the property of the Farm Credit Administration and are furnished to the institution examined for its confidential use. Reports of examinations of banks or associations made by examiners may be disclosed only with the consent of the Governor or the chief examiner. Consent is given for disclosing reports of regular examinations to the banks and associations involved or interested, but disclosure of reports of special examinations and investigations shall be only by action or consent of the Governor or chief examiner in each instance. Information needed for filing claims with surety companies and for establishing lines of credit may be extracted from such reports without further consent.

(d) Consent is also given for disclosing reports of regular examinations to authorized representatives of the Farm Credit Administration and, when requested for confidential use in official investigations, to agents of the Federal Bureau of Investigation, Department of Justice; Bureau of the Chief Postal Inspector, United States Postal Service; the Secret Service; the Internal Revenue Service; and the Office of Investigation and Security, United States Department of Agriculture.

24. Section 617.7090 is revised to read as follows:

§ 617.7090 Liquidation.

In the event of voluntary or involuntary liquidation of a bank or association, or any of their agents, and upon completion of such liquidation, the books and records of the institution shall be forwarded to the appropriate regional examination office for final examination and audit. If circumstances warrant, such final examination and audit shall be made at the institution's offices.

25. In § 617.7710, paragraph (b) is revised to read as follows:

§ 617.7110 Reporting of violations.

                                                       *         *        *           *         *

(b) The bank shall immediately notify the Examination Division regional manager and other appropriate officials of the Farm Credit Administration, and furnish them with all available information concerning the matter.

                                                                         *         *        *           *         *

26. Section 617.7120(c) is revised to read as follows:

	§ 617.7120 Cases for referral.

                                                       *         *        *           *         *

(c) Cases in which the chief examiner notifies bank officials that further investigation by the Federal Bureau of Investigation or the Secret Service is appropriate.

PART 618-GENERAL PROVISIONS

27. Section 618.8100 is revised to read as follows:

§ 618.8100 Farm Credit Administration.

The Farm Credit Administration shall issue procedures and guidelines as necessary from time to time to facilitate carrying out requirements of the law and regulations. These instructions shall describe procedures, include sample resolutions and forms and specify records to be retained. The institutions supervised shall comply with such procedures and guidelines. These procedures will include but are not limited to the following:

(a) Graphic standards.

(b) Electronic data processing standards.

(c) Charts and descriptions of accounts.

(d) Instructions for preparation of financial and statistical reports.

(e) Format and content of published financial statements.
28. Paragraph (g) of § 618.8360 is revised to read as follows:

§ 618.8360 Authorization.

Banks and associations are authorized to dispose of obsolete corporate, credit, accounting and financial records and other papers not required for research, legal, or audit purposes, in accordance with an established written procedure, except the following:

                                               *         *        *           *         *

(g) Applications, notes, security instruments, financial statements, and any individual records pertaining to loans charged off where the borrower has a significant, enforceable, and residual liability.

                                               *         *        *           *         *

(Secs. 5.9, 5.18, 85 Stat. 619, 621 (12 U.S.C. 2243, 2252) )

E. A. JAENKE,
Governor,
Farm Credit Administration.
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