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FARM CREDIT ADMINISTRATION 

12 CFR Part 618 

General Provisions; Sale of Insurance by Farm Credit System Institutions 

AGENCY: Farm Credit Administration.

ACTION: Final rule. 

SUMMARY: The Farm Credit Administration, by its Federal Farm Credit Board, adopts and publishes a new regulation which provides specific criteria regarding the sale of insurance by Farm Credit System 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 (1971 Act) a new Part E, § 4.29, "Sale of Insurance." This provision expressly recognizes the authority of the Farm Credit Administration to authorize, as a financially related service, the sale of insurance, limits the types of insurance that may be sold, and establishes the conditions under which the authority may be exercised. 

EFFECTIVE DATE: October 3, 1982. 

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: 
[bookmark: _GoBack]SUPPLEMENTARY INFORMATION: On March 25, 1982, the Farm Credit Administration (FCA) noticed and published for public comment a proposed amendment to 12 CFR Part 618 (47 FR 12806), which would add a new regulation § 618.8030. The Federal Farm Credit Board (Board) considered each of the comments received on the proposed amendment and adopted the final regulation at its August 2-4, 1982 meeting. 

Thirteen commentators submitted views on the proposed new regulation. In response to one comment, § 618.8030(a) was clarified by adding "in the event of death or disability of the debtors" to the end of the first sentence. One commentator suggested that the second sentence of § 618.8030(b)(1) should be deleted because the provision would permit Farm Credit System (System) institutions to maintain a permanent insurance relationship with their members regardless of whether the insurance was necessary to protect outstanding loans. The Board rejected the suggestion and believes this provision is consistent with the intent of the provisions in the 1971 Act which authorize credit-related types of insurance. 

One commentator stated that subsection (b)(3) should be amended to require a separate disclosure of the commissions on insurance. The Board rejected this recommendation, noting that the regulation requires that the total cost of the insurance must be disclosed to borrowers and that separate disclosure of individual components of the insurance costs, such as commissions, will not provide any additional benefit to purchasers. 

Two commentators suggested adding the words "from insurers" to the end of subsection (b)(4), stating this would clarify the intent to preclude the receipt of benefits from insurance carriers but not preclude bank or association personnel from benefiting, directly or indirectly, from the sale of insurance. The Board rejected this suggestion because the regulation is designed to prohibit employees from receiving benefits associated with the sale of insurance from both the insurance carriers as well as the banks and associations. 

Four commentators recommended changes for subsection (b)(5). Two of the commentators wanted to be certain term insurance can be sold in an amount equal to the loan commitment and that it will not have to be reduced during the loan period. One of the two commentators suggested adding the words "at the time of insurance issuance" to subsection (b)(5). The other two commentators felt the terminology of this subsection was unclear in that it implies that a bank or association can sell insurance to members of another bank or association. One of the two commentators recommended a rewrite of the subsection in order to clarify the intent. The Board agreed with the recommendations and the final regulation has been rewritten accordingly. 

With respect to subsection (b)(7), one commentator suggested that the subsection should include specific criteria to be used by the banks for evaluating insurance programs and companies. The Board believes that programs must be evaluated on the basis of specific criteria but that each bank should have the flexibility to tailor the criteria it will use to reflect the needs of its borrowers. Another commentator noted that subsection (b)(7) could be interpreted to allow an insurance company that was chosen by a production credit association (PCA) to negotiate individual contract terms with the PCA. The Board believes this interpretation is not in accord with the regulation since it provides that PCAs may only offer insurance as provided for by the Federal intermediate credit bank (FICB) for the entire district. One commentator stated that the regulation should provide that the approval of two or more insurers will only be required when there are two or more companies of sufficient strength and reputation that are interested in serving the PCAs in the district. The Board believes this commentator's concern was anticipatory and could be handled administratively if the situation arose. Another commented that the term "insurance programs" in the third line was vague. The Board agreed with this concern and the final regulation was rewritten. One of the commentators suggested the consolidation of subsections (b)(7) and (b)(14) because by having a separate subsection (b)(14) it may be construed that both FLBAs and PCAs must choose between two or more insurers approved by the district banks. The board accepted this suggestion and in the final regulation subsections (b)(7) and (b)(14) have been consolidated. 

Four commentators expressed views regarding subsection (b)(8). In response to one comment, the regulation was amended to clarify that the banks may enter into agreements with master marketers selling Federal crop insurance. In response to a second comment, the board rejected the suggested addition of a new sentence which would specifically authorize the banks to provide administrative insurance training to association personnel. The Board believes the additional language is unnecessary since such training is clearly authorized as a "service traditionally furnished by insurers" provided for in the first sentence of this subsection. The Board rejected, as inappropriate, several suggested editorial comments. 

Five comments were received regarding subsection (b)(9). Three commentators expressed the opinion that this subsection will impose redundant requirements on the associations which will cause unnecessary additional paperwork and increase costs. The Board believes these commentators misinterpreted the intent of the subsection. The regulation will not necessarily impose additional paperwork requirements on the banks and associations since required notices can be incorporated into existing loan documents. The regulation requires that whenever insurance sold or endorsed by a bank or association is offered to a borrower, the borrower must be notified that the insurance is optional. By requiring notice whenever insurance is offered, the regulation expands on the provisions of section 4.29 of the 1971 Act, which only requires notice when insurance is required as a condition for the loan. One commentator objected to the additional requirements in the regulation. The Board considered the objection but retained the regulation intact because of its belief that this additional notice requirement will clarify to borrowers that the purchase of sponsored insurance is optional and will also provide documentation to refute any potential allegations that borrowers were coerced into purchasing insurance offered by banks or associations. One of the commentators believed that the first sentence of the regulation could be interpreted to prohibit the associations from requiring some type of insurance as a condition to the extension of credit. The Board does not believe the regulation is reasonably subject to this misinterpretation since the first sentence only applies to "insurance sold or endorsed by a bank or association." The same commentator recommended the last sentence be clarified to say "the bank or association shall explain to the borrower that purchase of the insurance from the association is optional * * *." The Board agreed with the suggestion and the regulation was amended to include the recommended language. 

One commentator expressed the view that the phrase in subsection (b)(10), "directly or indirectly, discriminate in any manner against * * * " was overly broad and subject to various interpretations. The Board disagreed with this comment and notes that the requirement in this subsection is consistent with the provisions of subsection (b)(11) and section 4.29(b)(3) of the 1971 Act. 

One commentator suggested that subsection (b)(11) should be amended to provide for a biannual review of insurance programs in place of the current requirement for an annual review. The Board rejected this suggestion, noting that the annual review of insurance programs is identical to the review requirements imposed by the regulations on other financially related services. 

Six commentators expressed views regarding subsection (b)(14). All of these commentators were concerned that the reference to associations included Federal land bank associations as well as production credit associations. One of the commentators suggested combining this subsection with subsection (b)(7) and specifying production credit associations. The Board believes the intent of legislation was to include only production credit associations and, therefore, accepted the suggestion and consolidated subsections (b)(14) and (b)(7) in the final regulation. 

For the convenience of the reader, a redesignation table showing the former subparts of Part 618 and the new subparts is shown below.

REDESIGNATION TABLE FOR 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 Authorization New. 
Subpart C -- Leasing 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 -- Nomination and Election 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. 
618.8250 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. 

List of Subjects in 12 CFR Part 618 

Agriculture, Archives and records, Banks, banking, and Rural areas. 

PART 618 -- GENERAL PROVISIONS 

For the reasons set out in the preamble, Part 618 of Chapter VI, Title 12, of the Code of Federal Regulations is amended as shown: 

Subparts B through I [Redesignated as Subparts C through J] 

1. Subparts B-I are redesignated as Subparts C-J, respectively. 

2. A new Subpart B consisting of § 618.8030 is added to Part 618 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 in the event of death or disability of the debtors. 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 within 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 with an institution of the System, be in excess of total loan commitments to the member by the institution writing the insurance. 

(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 the program of at least two insurers for each type of insurance offered in the district. The banks may provide comparative information relative to costs and quality of approved programs and financial condition of approved companies. However, the production credit associations must be left to choose from among the programs offered by the two or more approved insurers. 

(8) The banks may, only be agreement with an insurer, offer services traditionally furnished by insurers to the Farm Credit System. This shall include master marketers when considering the sale of Federal crop insurance. The banks shall not underwrite insurance, adjust claim payments 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 purchase of insurance from the association is optional and that the borrower will not be discriminated against for obtaining the insurance elsewhere. 

(10) 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. 

(Sec. 4.29, Pub. L. 92-181, as added by Pub. L. 96-592 section 404, 94 Stat. 3448, 12 U.S.C. 2218). 

Donald E. Wilkinson, 

Governor. 
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