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FARM CREDIT ADMINISTRATION 

12 CFR Part 614 

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 regulation implementing a provision of the Farm Credit Act Amendments of 1980 (Pub. L. 96-592). The provision relates to required programs to address the special credit needs of young, beginning, and small farmers, ranchers, and producers or harvesters of aquatic products. The final regulation also involves an amendment to the financing of specialized enterprises. 

EFFECTIVE DATE: Thirty days from this publication date provided both Houses of Congress are in session. Notice of effective date will be published. 

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 August 6, 1981, the Farm Credit Administration noticed and published for public comment an amendment to 12 CFR 614.4165 -- Special Credit Needs (46 FR 40027-40028). The Federal Farm Credit Board considered each of the comments received and adopted the final regulation in the course of its October 1981 meeting. 

A total of eleven parties commented on the proposed regulation, including six Farm Credit System banks, one individual, and four trade associations. Five commentators concurred with the proposal and did not suggest modification. Six commentators provided the substantive comments discussed below. For purposes of this supplementary information, certain terms are designated as follows: Farm Credit Administration (FCA), Federal Farm Credit Board (Federal Board), Farm Credit System (System), Federal land bank (FLB), Federal land bank association (FLBA), Federal intermediate credit bank (FICB), production credit association (PCA), Farm Credit Act of 1971, as amended 12 U.S.C. 2001, et seq., (Act) and Farm Credit Act Amendments of 1980 (1980 Amendments). 

Section 4.19 of the Act does not define the terms "young", "beginning", or "small" farmer, and the legislative history of the 1980 Amendments offers very little guidance on the intended meaning of those terms. A majority of the commentators suggesting changes to the proposal focused on the necessity of defining "young, beginning, and small" farmers. Two commentators felt that the lack of definitions could lead to confusion and inequitable application of the regulation. 

One commentator suggested that the definitions focus on the family farm operation, net worth, and nonownership of a farm in the previous 10 years. The commentator believed that special consideration should be given to small or beginning farmers who need special terms of credit and who can be expected to succeed in the farming operation. 

Another commentator suggested defining a beginning farmer in terms of resources, including the availability of family resources. The same commentator suggested that the definitions be quantitative and include, but not be limited to, criteria such as: total assets, net worth, gross income, gross farm income, and net worth of the family farm. 

The Federal Board concluded that defining the terms "young," "beginning," and "small" farmer will be of substantial benefit in administration of the statutory requirements. Therefore, the final regulation contains definitions of the three terms. For the purposes of the regulation, the term "young" means a person under 35 years of age. The term "beginning" means not having assumed full control and risk of an agricultural or aquatic operation for longer than 5 years. The term "small" means having maximum sustained gross sales and net worth which will be prescribed by FCA to be consistent throughout the Farm Credit districts. Also, the scope of the final regulation encompasses producers or harvesters of aquatic products, together with farmers and ranchers. This inclusion is consistent with various provisions of the 1980 Amendments which make producers or harvesters of aquatic products eligible for the same credit and services available to farmers and ranchers. 

The Federal Board noted that System institutions have been servicing all classes of young, beginning, small, and other groups of farmers and ranchers prior to both the 1971 Act and the 1980 Amendments, and the same groups have traditionally comprised a substantial percentage of eligible borrowers served. The Federal Board does not believe it would be appropriate or consistent with congressional intent to limit the subject programs to select groups of disadvantaged or special young, beginning, and small farmers, ranchers, and producers or harvesters of aquatic products. 

One commentator suggested that the regulation include a list of specific types of program devices to be utilized to encourage cooperation among financial intermediaries in servicing the young, beginning, and small farmers and ranchers. These devices include loan guarantees and participation with Farmers Home Administration, financial agreements with any State for beginning farmer programs, and increased access by eligible other financing institutions to the Federal intermediate credit bank's discount window. The Federal Board rejected the suggestion because the regulation refers to "coordination among units of the Farm Credit System" and "coordination or participation with other credit institutions, especially governmental sources of credit or guarantees." The Federal Board wanted to void the limiting effect on System institutions that could result from listing specific programs, agencies, or groups. 

One commentator suggested requiring System institutions to provide special supervisory assistance to young, beginning, and small farmers and ranchers. Apparently, the comment was prompted by a typographical error in the August 6 publication of the regulation in the Federal Register omitting language dealing with the components of program development as major considerations. With the error corrected, the term "specialized servicing" should alleviate the concern raised. 

One commentator suggested including a provision in the regulation to require Farm Credit district boards to supply congressional committees with copies of their annual reports on assisting young and beginning farmers. The Federal Board recognizes the importance of keeping Congress fully informed as to related district programs, but did not believe that reporting requirements in addition to those imposed under sections 4.9(b) and 5.18(a)(3) of the Act are necessary or appropriate. 

One commentator suggested deleting § 614.4165(c) relating to the establishment of special "risk funds" based on the alleged impracticality of establishing risk funds for young, beginning, and small farmers and ranchers. In addition, the commentator stated that the entire loan portfolio of an FLBA or a PCA should not be burdened by the risk funds related to such lending programs. The Federal Board noted that the authority for establishing risk funds to protect System institutions which finance specialized enterprises was not designed specifically for young, beginning, and small farmer and rancher borrowers, nor is the establishment of such a fund required in a special credit program. Section 614.4165(c) has been in effect for a number of years and has been utilized by a limited number of System institutions in a variety of special high-risk situations. Consequently, the Federal Board rejected the suggestion to eliminate the provision. 

One commentator suggested requiring System institutions to commit at least 25 percent of all the loans they make to special credit programs. The commentator also suggested that System institutions be required to make a complementary supervisory program available and allow cooperatives made up of young, beginning, and small farmers to qualify for the programs. The Federal Board did not adopt either suggestion. First, the program to be established pursuant to the 1980 Amendments relates specifically to FLBAs and PCAs. While the BC system is not specifically included, it will continue to be responsible to eligible, credit worthy cooperatives regardless of the makeup of their memberships. Second, the Federal Board did not believe that a quota system should be imposed on the amount of agricultural loans made. 

Two commentators recommended that the regulation specify goals for special credit or require district banks to set goals for achieving the purposes of the program. The Federal Board noted that the regulation refers to reporting of "progress toward program objectives" and thus the Federal Board believed no change is necessary. 

The other comments received related to: (1) The types of information to be included in annual reports, (2) the establishment of local public hearings to obtain input on the programs, and (3) the extension of the 20-day public comment period. The Federal Board recognized that the suggested report information may be useful to FCA in establishing the reporting requirements. The comment relating to local public hearings made reference to an FCA-sponsored young farmer conference held in the early 1970's preceding an earlier young farmer program, and the commentator believed that the new program should receive as much preparation as the earlier program. The Federal Board recognized that the earlier program was successful and will consider similar programs after the regulation becomes final. As to extending the comment period, comments were solicited and accepted by FCA for a considerable time after the formal comment period expired. Since all comments received on the proposal were fully considered at the meeting of the Federal Board, the Federal Board believed there had been adequate time for public participation in the rulemaking process. 

In accordance with section 5.18(b)(1) of the Act, this final regulation shall be effective 30 days from the date of this publication provided either or both Houses of Congress are in session during that time. 

PART 614 -- LOAN POLICIES AND OPERATIONS 

For the reasons set out in the preamble, Part 614 of Chapter VI, Title 12 of the Code of Federal Regulations is amended as shown. Section 614.4165 is revised to read as follows: 

Subpart D -- General Loan Policies for Banks and Associations 

* * * * * 

§ 614.4165 Special credit needs. 

(a) In the formulation of bank lending policies and procedures, consideration shall be given to the special credit needs of young, beginning, or small farmers, ranchers, and producers or harvesters of aquatic products, and the peculiar needs of borrowers engaged in highly specialized, high-risk enterprises. 

(b) When used in this section, 

(1) The term "young" farmer, rancher, and producer or harvester of aquatic products means one who is under the age of 35; 

(2) The term "beginning" farmer, rancher, and producer or harvester of aquatic products means one who is in the process of establishing an agricultural operation and who has not assumed the full control and risk of such an operation for longer than five years; and 

(3) The term "small" farmer, rancher, and producer or harvester of aquatic products means one having sustained gross sales from agricultural or aquatic production and a net worth as prescribed by the Farm Credit Administration. 

(c) Young, beginning, and small farmers, ranchers, and producers or harvesters of aquatic products. District boards shall adopt policies prescribing establishment of programs by production credit associations and Federal land bank associations in their extension of sound and constructive credit and related services to young, beginning, or small farmers, ranchers, and producers or harvesters of aquatic products. Such policies shall outline objectives of the programs and shall include, but are not limited to, the following: 

(1) Provisions, relating to coordination among units of the Farm Credit System, which recognize the special requirements of such borrowers and assure that credit and related services are made available to them on a joint and cooperative basis. Such provisions should also emphasize coordination or participation with other credit institutions, especially governmental sources of credit or guarantees. 

(2) The requirement that each association board adopt policies establishing parameters within which management is directed to operate in this phase of its lending and services. Capital resources with which to withstand risk and staff resources capable of providing specialized servicing shall be major considerations in program development. Association policies shall be subject to prior approval of the supervising bank. 

(3) The specific years of experience and amount of gross sales and net worth to be established under the definition of beginning and small farmer, rancher, or producer or harvester of aquatic products. 

(4) Bank supervisory requirements which will ensure: 

(i) Uniform identification of loans made to borrowers under such programs; 

(ii) Monitoring and evaluation of the associations' operations and achievements; 

(iii) Periodic reporting of activities under programs developed and progress toward program objectives. 

(d) The Federal land bank and Federal intermediate credit bank for each district, on the basis of reports of activities from each association under their supervision, shall provide to the Farm Credit Administration a joint annual report summarizing the operations and achievements in their district under such programs. The format for these reports shall be prescribed by the Farm Credit Administration. 

(e) Specialized enterprises. Consideration can be given by bank and association boards to organizing groups of similar specialized borrowers engaged in enterprises involving a high degree of risk into pools by which banks or associations may minimize the higher risk occasioned by financing such specialized enterprises. Where such programs are authorized, the bank board shall adopt appropriate policies that: (1) Define criteria for the selection of specialized high risk enterprises and (2) establish requirements for bank supervisory procedures which will give direction, guidance, and control to association programs. 

(f) District and bank policies relating to the special credit needs of eligible borrowers shall be subject to Farm Credit Administration approval. 

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

C. T. Fredrickson, 

Acting Governor. 

[FR Doc. 81-31204 Filed 10-27-81; 8:45 am] 
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