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FARM CREDIT ADMINISTRATION 

12 CFR Parts 613 and 614 

Eligibility and Scope of Financing Loan Policies and Operations 

AGENCY: Farm Credit Administration.

ACTION: Final rule. 

SUMMARY: The Farm Credit Administration, by its Federal Farm Credit Board, adopts and publishes a final new regulation concerning the extension of credit by Federal land banks and production credit associations to eligible borrowers specifically for basic processing and/or marketing for the borrowers' products, and amended regulations concerning the extension of credit by the production credit associations and repayable by eligible borrowers in not more than 10 years. These new and amended regulations implement two of the major authorities conferred on institutions of the Farm Credit System under the Farm Credit Act Amendments of 1980 (Pub. L. 96-592) to the Farm Credit Act of 1971 (12 U.S.C. 2001, et seq.) 

EFFECTIVE DATE: August 26, 1981. 

FOR FURTHER INFORMATION CONTACT: 

Larry H. Bacon, Deputy Governor, Office of Administration, 490 L'Enfant Plaza, S.W., Washington, DC 20578, (202-755-2181). 

[bookmark: _GoBack]TEXT: 
SUPPLEMENTARY INFORMATION: On July 10, 1981, the Farm Credit Administration proposed for public comment a new regulation, 12 CFR 613.3045 -- Financing of basic processing and marketing activities, and amendments to 12 CFR 614.4110 -- Subpart C -- Lending Authorities, Production credit associations, and 12 CFR 614.4200 -- Subpart E -- Loan Terms and Conditions, Production credit associations (46 FR 35663 and 35664). The Federal Farm Credit Board considered each of the comments received and adopted final regulations in the course of its August 4, 1981 meeting. 

As to 12 CFR 613.3045, a total of seven comments were received, four of which were editorial. Of the three substantive comments, two commentators suggested that the requisite percentage ownership of processing and/or marketing facilities by farmers, ranchers, or producers or harvesters of aquatic products be reduced to two-thirds or 90 percent, respectively. These suggestions were rejected in view of the legislative history of the 1980 amendments, which indicate the intention of Congress that ownership of separate processing and marketing facilities be vested entirely in the persons eligible to borrow from Federal land banks, Federal land bank associations, and production credit associations. The other commentator was concerned with the regulation's apparent exclusion of basic processing and marketing facilities where at least 50 percent of the throughput originates with eligible borrowers. This exclusion was intentional and the regulation has been revised to make clear that it is applicable only to situations where less than 50 percent of the throughput is produced by eligible borrowers. Where 50 percent or more of the throughput is produced by the applicant, the restrictions of the regulation do not apply. 

No comments were received with respect to 12 CFR 614.4110. Two comments were received with respect to 12 CFR 614.4200, both of which were editorial in nature. 

In adopting these final regulations, the Federal Farm Credit Board, acting under the provisions of 5 U.S.C. 553(d), specifically waived the requirement of the Administrative Procedure Act for publication of a substantive rule not less than 30 days before its effective date based on the Federal Farm Credit Board's findings that current and impending financial and economic conditions facing the agricultural sector of the Nation's economy require that Federal land banks, Federal land bank associations, Federal intermediate credit banks, and production credit associations have the increased flexibility to sever member/borrowers which the new regulations would provide. Consequently, these final regulations shall be effective August 28, 1981. 

For the reasons set out in the preamble, Parts 613 and 614 of Chapter IV, Title 12, of the Code of Federal Regulations is amended as shown. 

PART 613 -- ELIGIBILITY AND SCOPE OF FINANCING 

Subpart B -- Eligibility To Borrow from Federal Land Banks and Production Credit Associations 

1. Section 613.3045 is added to read as follows: 

§ 613.3045 Financing of basic processing and marketing activities. 

(a) Federal land banks and production credit associations may provide financing for processing (including storage) and marketing activities related to the production by farmers, ranchers, and producers or harvesters of aquatic products. Where 50 percent or more of the "throughput" (based on the annual usage) used in the basic processing and/or marketing operation is produced by the applicant, this regulation shall not apply. It is intended that benefits from the processing and marketing authority accrue to persons eligible to borrow from Federal land banks or production credit associations (as defined in § 613.3010 and § 613.3020). Such financing may be furnished provided that: 

(1) The basic processing and/or marketing activities constitute a logical and actual extension of a farmer's, rancher's, or aquatic producer's or harvester's operation. (It is intended that credit be made available for financing forward integration from the production stage through the basic processing and/or marketing stage.) 

(2) The applicant, or as provided for in paragraph 3, the owners of the applicant processing or marketing unit, produces on a sustained basis a minimum of 20 percent of the "throughput" (based on annual usage) of the basic processing and/or marketing operation or such higher percentage established by the bank board. Essentially all of the additional "throughput" utilized in the processing and/or marketing stage shall be purchased from or handled for persons eligible to borrow from Federal land banks or production credit associations (as defined in § 613.3010 and § 613.3020). 

(3) Where the ownership of the processing and/or marketing activities differs from that of the basic production unit, all of the ownership of the processing and/or marketing operation shall be vested in persons eligible to borrow from Federal land banks or production credit associations (as defined in § 613.3010 and § 613.3020). 

(b) All district board policies in connection with the financing of processing and/or marketing activities shall be submitted to FCA prior to implementation of such authorities. Such policies may be amended subject to FCA prior approval. 

(c) The coordinated district board policies shall provide the basic framework for more detailed procedures to be developed by the banks. All policies shall embody at least the following: 

(1) The minimum "throughput" requirement or variations of this requirement. 

(2) The method for defining basic processing and/or marketing activities by commodity or groups of commodities. 

(3) Provisions for limiting financing extended under the processing and marketing authority to those needs directly associated with the processing and/or marketing operation. 

(4) Provisions for identifying processing and/or marketing loans where less than 50 percent of the throughput is produced by the borrower or owners of the processing and/or marketing activity. 

(5) Provisions for requiring an analysis and documentation in loan files of the ownership and operational features of the borrower sufficient to establish loan eligibility under § 613.3045(a) and continuing eligibility at each new loan or loan renegotiation. 

(6) Authorities and limitations applicable to Federal land banks and production credit associations regarding loan purposes and such other guidelines deemed necessary. 

PART 614 -- LOAN POLICIES AND OPERATIONS 

Subpart C -- Lending Authorities 

2. Section 614.4110 is revised as follows: 

§ 614.4110 Production credit associations. 

Each production credit association, under policies established by the bank board and procedures prescribed by the bank, may make, guarantee, or participate with other lenders in short- and intermediate-term loans and other similar financial assistance to eligible borrowers. Short- and intermediate-term loans may be made for a term not exceeding 7 years, or such longer periods, not to exceed 10 years as provided in § 614.4200. Loans to eligible producers or harvesters of aquatic products for the purposes enumerated in § 614.4200(d) may be for a term not exceeding 15 years. 

Subpart F -- Loan Terms and Conditions 

3. Section 614.4200 is amended by revising paragraphs (c) and (d) and removing (e). 

§ 614.4200 Production credit associations. 

* * * * * 

(c) Longer intermediate-term loans may be made with maximum maturity not to exceed 10 years from date of initial disbursement. Adoption of this longer intermediate-term loan program is optional with each district Farm Credit board. 

(1) Loans made or extended under this 10-year program shall meet the following criteria: 

(i) Specific major capital items can be financed, such as new equipment, new or remodeled buildings, or facilities with a useful life and value, after normal depreciation, which exceeds the term of the loan at all times. The loan will be amortized and the purpose of the loan specifically identified. 

(ii) The borrower's earnings, history, repayment record, and net earnings projections must satisfactorily support the loan and provide assurance for repayment within 10 years. 

(iii) Long-term real estate mortgage credit must not be practical for the applicant to obtain if the loan is being made to finance or refinance the purchase of real estate. 

(2) District boards shall adopt policies relating to: 

(i) Cooperation between production credit associations and Federal land bank associations in the consideration of any loans bordering on the longer term real estate mortgage category. 

(ii) Conditions under which this authority can be delegated and withdrawn from a production credit association. 

(iii) Methods 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. 

(iv) Provisions for easy identification and adequate reporting on loans of this type to enable timely supervision by the bank. 

(3) The policies are subject to Farm Credit Administration approval. 

(d) Longer term loans may be made with maturities not to exceed 15 years to producers or harvesters of aquatic products for major capital expenditures including but not limited to purchase of vessels, construction or purchase of shore facilities, and similar purposes directly related to the producing or harvesting operation. 

(Secs. 5.9, 5.12, 5.18, Pub. L. 92-181, 85 Stat. 619, 620, 621, 12 U.S.C. 2243, 2246, and 2252) 

Donald E. Wilkinson, 

Governor. 
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