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12 CFR Part 618 

General Provisions; Insurance 

AGENCY: Farm Credit Administration. 

ACTION: Proposed rule. 

SUMMARY: The Farm Credit Administration, by its Federal Farm Credit Board, has under consideration a new regulation which would provide for specific limitations on the types of and conditions under which insurance can be sold by Farm Credit institutions. Prior to 1980, the sale of insurance to members by Farm Credit System institutions was authorized under a general authority to offer financially related services to members. The Farm Credit Act Amendments of 1980 (Pub. L. 96-592) added to the Farm Credit Act of 1971 a new Part E, § 4.29, "Sale of Insurance," which expressly recognizes the authority of FCA to authorize, as a financially related service, the sale of insurance, but limits the types of insurance that may be sold and establishes the conditions under which the authority may be exercised. Current regulations set forth general guidelines for all technical assistance and financially related services. In the proposed regulation, these existing guidelines are designated Subpart A of § 618.8030 and a new Subpart B, Member Insurance, is added to govern the sale of insurance. 

DATE: Written comments must be received on or before May 25, 1982. 

ADDRESSES: Submit any comments or suggestions in writing to Donald E. Wilkinson, Governor, Farm Credit Administration, Washington, DC 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: For the convenience of the reader, a redesignation table showing the former subparts of Part 618 and the new subparts is shown below.

Part 618 -- General Provisions  

Subparts and sections  Previous subparts and  
 sections 

Subpart A -- Technical Assistance and Financially Related Services:  
618.8000 Authorization  Same.  
618.8010 District board policies  Same.  
618.8020 Farm Credit Administration approval  Same.  
Subpart B -- Member Insurance  New.  
618.8030 Sale of insurance  New.  
Subpart C -- Leasings  Subpart B -- Leasings.  
618.8050 Leasing authority  Same.  
618.8060 Leasing limitations  Same.  
Subpart D -- Procedures and Guidelines  Subpart C -- Procedures and Guidelines.  
618.8100 Farm Credit Administration  Same.  
Subpart E -- Nominations and Elections of Directors  Subpart D -- Nominations and Elections of Directors.  
618.8150 Federal Farm Credit Board  Same.  
618.8160 District boards of directors  Same.  
Subpart F -- Miscellaneous Provisions  Subpart E -- Miscellaneous Provisions.  
618.8200 Publication of reports  Same.  
618.8210 Conducting information programs  Same.  
618.8220 Contributions to and memberships in other organizations  Same.  
618.8230 Allocation of expenses for administrative services  Same.  
618.8240 Quarters and facilities for the Farm Credit Administration  Same.  
618.8250 Purchases and sales of personal property  Same.  
618.8260 Purchase of automobiles through General Services Administration  Same.  
618.8270 Travel  Same.  
Subpart G -- Releasing Information  Subpart F -- Releasing Information.  
618.8300 General regulation  Same.  
618.8310 Lists of borrowers  Same.  
618.8320 Data regarding borrowers and loan applicants  Same.  
618.8330 Director, officer or employee summoned as witness  Same.  
618.8340 Information regarding personnel  Same.  
618.8350 Authority reserved to release information  Same.  
Subpart H -- Disposition of Obsolete Records  Subpart G -- Disposition of Obsolete Records.  
618.8360 Authorization  Same.  
618.8370 Records disposal  Same.  
Subpart I -- Federal Records  Subpart H -- Federal Records.  
618.8380 Record material  Same.  
618.8390 Federal records in the districts  Same.  
618.8400 General Services Administration Regulations  Same.  
618.8410 Transfers to Federal Records Center  Same.  
618.8420 Requests for additional disposal authority  Same.  
Subpart J -- Internal Controls  Subpart I -- Internal Controls.  
618.8430 Internal controls  Same. 

Therefore, it is proposed to amend 12 CFR, Chapter VI, as follows: 

PART 618 -- GENERAL PROVISIONS 

1. Section 618.8030 is added under a new Subpart B -- Member Insurance -- to read as follows: 

Subpart B -- Member Insurance 

§ 618.8030 Authorization. 

(a) Banks and associations may sell to any Farm Credit system borrowing member, on an optional basis, credit or term life and credit disability insurance appropriate to protect the loan commitment. The sale of other insurance necessary to protect a member's farm or aquatic unit is permitted, but limited to hail and multiple peril crop insurance, title insurance, and insurance necessary to protect the facilities and equipment of aquatic borrowers. 

(b) District board policies. District board policies governing the provision of member insurance programs require approval of the Farm Credit Administration. The policies shall be established with the following general guidelines: 

(1) There must be a debtor-creditor relationship with a Farm Credit institution for a member to be eligible for authorized member insurance services. Coverage may continue after the loan has been repaid provided the member can reasonably be expected to borrow again within 2 years, provided such continuation of insurance is not contrary to state law. For hail and multiple peril crop insurance only, eligibility extends to landlords of tenants and tenants of landlords having a debtor-creditor relationship. 

(2) Member insurance services may be offered only if: 

(i) The bank or association has the capacity to render authorized insurance services. 

(ii) There exists the probability that the service will generate sufficient revenue to cover all costs. 
(iii) Rendering the insurance service will not have an adverse effect on the credit or other operations of the bank or association. 

(3) All costs to members for insurance services provided shall be disclosed separately from interest charges. 

(4) Bank or association personnel shall not benefit, directly or indirectly, from insurance sales by receipt of commissions, gifts, or incentive awards. 

(5) Term insurance may be written for the amount of coverage desired by the member, but in no case may the amount of term insurance, credit life insurance, or a combination of the two, be in excess of total System loan commitments to the member. 

(6) The banks shall prescribe reasonable standards for financial condition and quality of service to be met by private insurers. 

(7) In making insurance available through private insurers, the Federal intermediate credit banks shall approve at least two insurers and insurance programs for the district. The banks may provide comparative information relative to costs and quality of approved programs and financial condition of approved companies. 

(8) The banks may, only by agreement with an insurer, offer services traditionally furnished by insurers to the Farm Credit System. The banks shall not underwrite insurance applications, adjust claim payment or settlements, or train and school or service adjustors or insurance agents. 

(9) No bank or association shall, directly or indirectly, condition the extension of credit or provision of other service on the purchase of insurance sold or endorsed by a bank or association. At the time insurance sold or endorsed by a bank or association is offered to a borrower, a bank or association shall present a written notice that the service is optional. The notice shall be in prominent type and separately signed by the borrower. the bank or association shall explain to the borrower that the insurance is optional and that the borrower will not be discriminated against for obtaining the insurance elsewhere. 

(1) No bank or association shall, directly or indirectly, discriminate in any manner against any agent, broker, or insurer that is not affiliated with such bank or association, or against any party who purchases insurance through any such nonaffiliated insurance agent, broker, or insurer. 

(11) The bank shall review annually, or more frequently if necessary, the individual association member insurance services which have been approved by the bank to ascertain that the regulatory guidelines and bank policies are being followed. Results of these reviews shall be incorporated in the review and evaluation of the bank's program. The bank's evaluation of the program shall be presented to the bank board annually. 

(12) Bank supervision shall ensure that insurance services offered by approved insurers consistently provide association borrowers with a high quality and cost-effective service as prescribed by policies of the bank's board of directors, but such supervision shall be without any coercion or suasion from any bank in favor of any agent or insurer. 

(13) Records must be maintained by banks and associations in sufficient detail to facilitate the review and supervision required herein. 

(14) The associations must be left to choose from among the two or more approved insurers and insurance programs. 

(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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