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12 CFR Part 614 

Loan Policies and Operations 

AGENCY: Farm Credit Administration. 

ACTION: Proposed rule. 

SUMMARY: The Farm Credit Administration ("FCA") by its Federal Farm Credit Board, publishes for comment proposed amendments to its regulation concerning interest rate programs. 

The amendments authorize banks or associations to establish interest rate programs subject to FCA approval. Differential interest rates, based on costs reasonably associated with different portions of the banks' or associations' loan portfolios, are now specifically authorized. 

DATE: Written comments must be received on or before August 8, 1983. 

ADDRESSES: Submit any comments 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 the Director, Congressional and Public Affairs Division, Office of Administration, Farm Credit Administration.
 
FOR FURTHER INFORMATION CONTACT:Michael C. Salapka, Finance Division, (202) 755-4055, or Gary Griffith, Operations Management Section, (202) 755-5943, Farm Credit Administration, 490 L'Enfant Plaza East, S.W., Washington, DC 20578. 

TEXT: 
SUPPLEMENTARY INFORMATION: The current FCA regulation § 614.4321 does not specifically authorize Farm Credit System ("System") banks or production credit associations to establish differential interest rates based on costs reasonably associated with particular segments of their loan portfolios. An amendment to the regulation is being proposed to allow banks and associations to set differential interest rates based on funding and operations costs and on such other factors as the FCA may approve. All differential interest rate programs shall be subject to FCA approval. 

The current FCA Regulation § 614.4321 authorizes System banks and associations to implement differential interest programs which price credit for specific classes of loans based on type, purpose, amount, quality, or any combination of these factors. Except for the limited use of match-funded loan programs, System institutions currently do not price credit to their borrowers giving specific consideration to the funding and operating costs properly attributable to the particular type of loan involved. Such costs are spread over the institution's entire loan portfolio rather than weighted in the calculation of the rates applicable to the respective types of credit. One result of this practice is that borrowers under one type of credit program which has lower associated costs may be subsidizing the interest rates of borrowers under another type of credit program which has higher associated costs. Since such a result may be considered inequitable, the proposed amendment to the regulation is designed to allow System institutions to address the problem by also considering funding and operating costs as factors in formulating differential interest rate programs. A differential interest rate program which considers such costs will better enable System institutions to meet the statutory objective of providing the types of credit needed by eligible borrowers, at the lowest reasonable cost. The proposed amendment permits, but does not require, System banks to develop differential interest rate programs. 

List of Subjects in 12 CFR Part 614 

Agriculture, Banks, banking, Credit, Rural areas. 

PART 614 -- LOAN POLICIES AND OPERATIONS 

As stated in the preamble, it is proposed that Part 614 of Chapter VI, Title 12 of the Code of Federal Regulations, be amended by revising § 614.4321 to read as follows: 

§ 614.4321 Interest rate programs. 

The following types of interest rate programs may be employed by banks and production credit associations. Bank interest rate programs are subject to Farm Credit Administration approval. 

(a) Fixed rates. The rate of interest specified in the note or loan document shall prevail as the maximum rate chargeable to the borrower during the period of the loan. 

(b) Variable rates. The interest rate(s) on outstanding loan balances may be changed from time to time during the period of the loan, if appropriate provisions are made in the note or loan document. 

(c) Fixed interest spread. Interest rates shall be expressed in terms of a percentage to be added to the cost of money to the bank or association. 

(d) Differential rates. Differential interest rates may be established for loans based on type, purpose, amount, quality, funding or operating costs, any combination of these factors, or such other factors as may be approved by the Farm Credit Administration. Differential interest rate programs should achieve equitable rate treatment among categories of borrowers. In the adoption of differential interest rate programs bank boards shall consider the effect that such interest rate structures will have on the achievement of district objectives relating to the special credit needs of young farmers. The Federal intermediate credit banks must provide other financing institutions with the same differential interest rate programs as they provide to production credit associations. 

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

Carl T. Fredrickson, 

Acting Governor. 
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