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 12 CFR Ch. VI 

Loan Participations Between Federal Land Banks and Production Credit Associations 

 AGENCY: Farm Credit Administration.

ACTION: Notice of Intent. 

SUMMARY: The Farm Credit Administration ("FCA") hereby publishes definitive guidelines relating to loan participations among Federal land banks ("FLBs") and production credit associations ("PCAs") of the Farm Credit System ("System") as specifically authorized by various provisions of the Farm Credit Act Amendments of 1980 (Pub. L. 96-592) ("1980 Amendments"). 

Due to the complexity of the issues involved, the FCA has deferred issuing regulations regarding the exercise of loan participation authorities by System institutions in order to allow sufficient study of the options available for implementation. A System task force was established in 1981 to identify loan participation opportunities provided by the 1980 Amendments. The task force issued its report in mid-1982. In view of the interest by System institutions in loan participations, the FCA has issued these definitive guidelines for the conduct of such activities by FLBs and PCAs. 

It is anticipated that after an interim period during which System institutions gain experience with loan participations, the FCA will propose regulations relative to the exercise by System institutions of loan participation authorities conferred under the 1980 Amendments. Recommendations of the System task force and all public comments received on the guidelines will be evaluated and considered in connection with that rulemaking action. 

DATE: Written comments must be received on or before November 29, 1982. 

ADDRESSES: Comments or suggestions should be submitted in writing to Donald E. Wilkinson, Governor, Farm Credit Administration, Washington, DC 20578. Copies of all communications received will be available for inspection 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, DC 20578, (202-755-2181). 

TEXT: 
SUPPLEMENTARY INFORMATION: Loan participations among FLBs and PCAs have the potential for improving the quality of credit services offered by System institutions. Such loan participations can be a tool for better accommodating the needs of young farmers and other credit worthy applicants/borrowers who require specialized loan financing and loan servicing arrangements. 

In recognition of the usefulness of loan participations, the FCA hereby authorizes, pursuant to §§ 1.4(6) and (12), 2.12(13), and 4.18 of the Farm Credit Act of 1971, as amended ("Act"), loan participations between FLBs and PCAs subject to the conditions and guidelines set forth below. This authorization, unless otherwise amended, is effective for the interim period between the date of this notice of intent and issuance of final regulations regarding loan participations. It is anticipated that such final rules will be in place during 1983. This authorization does not extend to any other type of loan participation arrangements between System institutions that operate under different titles of the Act nor does it limit any previously authorized loan participation agreements. 

General Guidelines 

Only loan participation arrangements between FLBs and PCAs designed to accomplish at least one of the following goals are authorized by this memorandum: (1) To facilitate the sharing of credit expertise on specific loans; and (2) to provide loan servicing arrangements that are advantageous to FLBs or PCAs in accommodating borrowers who have special needs. 

District boards desiring to implement a coordinated program consistent with the following guidelines shall effect such policy approvals and modify existing policies as necessary. These policies shall be submitted to FCA for approval prior to the implementation of the program in the district. 

FLBs and PCAs entering into loan participation agreements authorized by these guidelines shall comply with the following guidelines. Federal intermediate credit banks ("FICBs") shall exercise supervisory authority over PCAs where indicated to ensure observance of these guidelines. 

1. Any FLB or PCA shall have the option to accept or reject any loan participation. 

2. PCAs shall enter into loan participation agreements only upon receiving prior approval of their supervising FICB. The FICB shall evaluate, in addition to the overall terms of each proposed loan participation, the capacity of the association to properly administer the loan in accordance with the loan participation agreement and any other factors relating to the ability of the PCA to carry out the terms of the agreement within the guidelines of this notice of intent. 

3. FLBs and PCAs shall only enter into loan participation agreements on loans financing operations wholly located within the chartered territories of both participating institutions or on loans financing operations that both institutions can finance pursuant to FCA Regulation § 614.4070. 

4. FLBs desiring to utilize differential interest rates to the borrower for the purpose of blending the FLB and PCA interest rates or for other reasons shall submit policies to FCA in accordance with FCA regulation § 614.4280. PCAs shall obtain approvals for differential interest rates to the borrower from the supervising FICB. 

5. The amount of any loan retained or purchased by an individual bank or association shall be subject to any prior approval requirements for that bank or association and shall be in accordance with 12 CFR Part 614, Subpart J, of FCA Regulations. 

6. No FLB or PCA shall have loan participations authorized by this memorandum that exceed in the aggregate 15 percent of its loan volume. 

Loan Participation Agreement Guidelines 

Borrower eligibility, membership, loan term, loan amount, loan security, and the requirement for the purchase of stock or participation certificates by the borrower shall be determined in accordance with statutory and regulatory provisions under which the institution that originates the loan operates. All other terms shall be as to the agreement of the participating institutions. Each agreement, as a whole, shall ensure an equitable financial and operational arrangement for the borrower and participating institutions. 

All loan participation agreements shall include provisions that define the duties and responsibilities of both the originating and participant institutions consistent with good business practices. At a minimum, loan participation agreements shall: 

1. Identify the particular loan or loans of the borrower to be covered by the agreement; 

2. Provide for disbursement and repayment of loan funds; 

3. Provide for sharing, dividing, or assigning collateral; 

4. Provide a loan service plan; 

5. Provide collection procedures; 

6. Provide authorization and conditions for action in the event of borrower distress and default; 

7. Provide for the sharing of loss; 

8. Provide for capitalization requirements between participating institutions; 

9. Set forth conditions for acceptance and termination of the agreement; and 

10. Provide for arbitration of controversies and/or disagreements between parties arising under the agreement. 

In addition, loan participation agreements shall contain any other applicable terms necessary to administer the loan and safeguard the interests of System institutions. Equity investments between institutions shall be in the form of participation certificates. 

List of Subjects in 12 CFR Ch. VI 

Agriculture, Banks, banking. 

(Secs. 5.9, 5.12, 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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