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12 CFR Part 613 

Eligibility and Scope of Financing 

AGENCY: Farm Credit Administration.

ACTION: Proposed rule. 

SUMMARY: The Farm Credit Administration, by its Federal Farm Credit Board, publishes for comment miscellaneous amendments to its regulations which set forth the criteria necessary to be eligible to borrow funds, and also the extent of financing possible through the Farm Credit System. These amendments are for clarification and updating because of new authorities conferred on institutions of the Farm Credit System by the Farm Credit Act Amendments of 1980 (Pub. L. 96-592). 

DATE: Written comments must be received on or before January 19, 1982. 

ADDRESSES: Submit any comments or suggestions in writing to Donald E. Wilkinson, Governor, Farm Credit Administration, Washington, D.C. 20578. Copies of all communications received will be available for examination by interested persons in the Office of Director, Congressional and Public Affairs Division, Office of Administration, Farm Credit Administration.

FOR FURTHER INFORMATION CONTACT:

Larry H. Bacon, Deputy Governor, Office of Administration, 490 L'Enfant Plaza, SW., Washington, D.C. 20578 (202-755-2181). 

TEXT: 
SUPPLEMENTARY INFORMATION: 

PART 613 -- ELIGIBILITY AND SCOPE OF FINANCING 

Part 613 of Chapter VI, Title 12 of the Code of Federal Regulations is amended as shown: 

Subpart A -- General 

1. Section 613.3000 is revised to read as follows: 

§ 613.3000 Authority. 

The Act, sections 1.8, 2.15, authorizes the Federal land banks and production credit associations to make loans to bona fide farmers, ranchers, producers or harvesters of aquatic products, rural residents, and persons furnishing services directly related to the onfarm operating needs of farmers and ranchers. Similarly, sections 3.7 and 3.8 of the Act authorize banks for cooperatives to make loans to eligible cooperatives and to domestic or foreign parties that substantially benefit eligible cooperatives. 

Subpart B -- Eligibility to Borrow From Federal Land Banks and Production Credit Associations 

2. Section 613.3020 is revised to read as above: 

§ 613.3020 Farmers and ranchers and producers or harvesters of aquatic products. 

(a) Definitions: 

(1) A bona fide farmer or rancher is a person owning agricultural land, or engaged in the production of agricultural products, including aquatic products under controlled conditions. 

(2) A producer or harvester of aquatic products is a person engaged in producing or harvesting aquatic products for economic gain in open waters under uncontrolled conditions. 

(b) Eligibility: 

(1) To be eligible to borrow, an individual's qualification as a bona fide farmer, rancher or producer or harvester of aquatic products shall be established as a part of the application for credit. 

(2) A legal entity shall meet the same requirements in either paragraph (a)(1) or (a)(2) of this section and at least one of the following qualifications to be eligible to borrow: 

(i) More than 50 percent of the value or number of shares of its outstanding voting stock or equity is owned by the individuals conducting the farming, livestock or aquatic operation. 

(ii) More than 50 percent of the value of its assets consist of assets related to the production of agricultural products or production or harvest of aquatic products. 

(iii) More than 50 percent of its income originates from its production of agricultural products or production or harvest of aquatic products. 

(c) In addition, any loan to a legal entity in which at least 50 percent of ownership or the control is vested directly or indirectly in another legal entity that does not meet at least one of the preceding three requirements shall be subject to prior approval of the appropriate bank and submitted to the Farm Credit Administration for post review. The applicant must also demonstrate that such owned or controlled legal entity can operate as a counterpart to the normal farm or aquatic businesses eligible to borrow, without jeopardy to such normal farm or aquatic business or the general agricultural or aquatic economy. Submissions shall fully document the ownership structure, the business affiliations of those owning or controlling the applicant, and the compatibility of the applicant's farming or aquatic business to normal farm or aquatic business operating in the area or to the general agricultural or aquatic economy. 

(d) A legal entity engaged in agriculture or production or harvesting of aquatic products for the primary purpose of conducting its operation at a loss to absorb taxable income from nonagricultural or nonaquatic sources shall not be eligible. The legal entity shall demonstrate compliance with this subsection. 

3. Part 613, Subpart B, is amended by removing § 613.3030. 

Subpart D -- Eligibility of Cooperatives to Borrow From a Bank for Cooperatives 

4. Section 613.3110 is revised to read as follows: 

§ 613.3110 Cooperative eligibility. 

(a) Definitions. For the purpose of this part -- 

(1) "Cooperative" means any association of farmers, ranchers, producers or harvesters of aquatic products, or any federation of such associations, or a combination of such associations and farmers, ranchers, or producers or harvesters of aquatic products, which is operated on a cooperative basis, is engaged in processing, preparing for market, handling, or marketing farm or aquatic products; or purchasing, testing, grading, processing, distributing, or furnishing farm or aquatic supplies; or furnishing farm or aquatic business or other services to eligible farmers, ranchers, producers or harvesters of aquatic products, or eligible cooperatives. 

(2) "Cooperative basis" means the conduct of business for the mutual benefit of the members as patrons. 

(3) "Farm or aquatic supplies and farm or aquatic business services" are any economic goods, business, or services normally used by farmers, ranchers, or producers or harvesters of aquatic products which contribute to their business operations or are in furtherance of the livelihood, welfare, or security of such persons. 

(4) "Service cooperative" is a cooperative predominantly involved in providing a specialized business service related to the agricultural or aquatic business operations of farmers, ranchers, or producers or harvesters of aquatic products or cooperatives as approved by the Farm Credit Administration. 

(b) Eligibility. To be eligible to borrow from a bank for cooperatives, a cooperative shall meet the following requirements: 
(1) At least 80 percent -- 

(i) 60 percent in the case of rural electric, telephone, public utility, and service cooperatives; 

(ii) 60 percent in the case of local farm supply cooperatives which have historically served needs of the community that would not adequately be served by other suppliers and have experienced a reduction in the percentage of farmer membership due to circumstances beyond their control such as, but not limited to, urbanization of the community; 

(iii) 60 percent in the case of local farm supply cooperatives which provide or will provide needed services to a community and which are or will be in competition with a cooperative specified in § 613.3110(b)(1)(ii); 
Of the voting control shall be held by farmers, ranchers, producers or harvesters of aquatic products, or entities eligible under § 613.3020, or other cooperatives eligible to borrow from a bank for cooperatives. Higher farmer, rancher, producer or harvester of aquatic products, or eligible cooperative voting control percentage requirements may be established by resolution of the bank board with respect to any type of cooperative. Such higher voting control percentage requirements shall be applied uniformly and consistently to any type of cooperative so designated by bank board resolution. Such resolutions shall be subject to Farm Credit Administration prior approval. Bank board policies shall ensure that bank procedures require good faith representations on the part of borrowers in applications for loans and in loan covenants to affirm that the minimum farmer, rancher, and producer or harvester of aquatic products voting control percentage requirements are met as established by law. The procedures shall require documentation in bank loan files of the basis on which such representations are made and accepted in the case of those cooperatives whose records do not establish the percentage of voting control held by agricultural or aquatic producers. Board policies concerning cooperative voting control shall be subject to Farm Credit Administration approval. 

(2) It deals in farm or aquatic products or products therefrom, farm or aquatic supplies, or farm or aquatic business services with or for members in an amount at least equal in value to the total amount of such business transacted by it with or for nonmembers, excluding from the total of member and nonmember business transactions with the United States or any agencies or instrumentalities thereof or services or supplies furnished as a public utility. 

(3) No member of the cooperative shall have more than one vote because of the amount of stock or membership capital owned therein; or, the cooperative must restrict dividends on stock or membership capital to 10 percent per year or the maximum percentage per year permitted by the applicable State statutes, whichever is less. 

(4) A cooperative which was otherwise eligible and was a borrower on May 17, 1972, and which does not materially change its entity structure or ownership and control will continue to be eligible for further borrowing. 

(c) Scope of financing. A bank for cooperatives may make loans to meet any credit need which will enable a cooperative to perform those functional powers described in paragraph (a) of this section which will benefit its members. A Bank may also make loans, to a cooperative otherwise eligible to borrow, for purposes not directly related to such primary functions or powers, so long as a finding is made that the amount to be loaned is reasonably modest in relation to the total credit provided and such business purpose(s) will enhance the well-being of the members and patrons. 

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

Frederick R. Medero, 

Acting Governor. 

[FR Doc. 81-33648 Filed 11-20-81; 8:45 am] 
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