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ACTION: Final rule. 

SUMMARY: The Farm Credit Administration, by its Federal Farm Credit Board, adopts and publishes new and amended regulations concerning standards of conduct for directors, officers, and employees of Farm Credit System institutions. These amendments revise and clarify the existing regulations. Existing provisions have been reorganized and consolidated to facilitate understanding by affected parties. Certain prohibitions in existing regulations have been eliminated or revised in recognition of the changing operational circumstances of Farm Credit System institutions. Other areas of concern have been revised to provide Farm Credit banks and service organizations with greater flexibility and responsibility for monitoring employee activities and determining appropriate standards of employee conduct. This decentralization is intended to promote greater efficiency and to ensure that each institution will promote the highest standards of conduct for its directors, officers, and employees. 

EFFECTIVE DATE: August 1, 1983, except section 2150(c) which will become effective January 1, 1984. 

FOR FURTHER INFORMATION CONTACT: 

Joseph M. Beltramo, Projects and Planning Division (202) 755-6255, or 

Gary G. Griffith, Bank Services Division (202) 755-5943, Farm Credit Administration, 490 L'Enfant Plaza SW., Washington, DC 20578. 

TEXT: 
[bookmark: _GoBack]SUPPLEMENTARY INFORMATION: On December 15, 1982, the Farm Credit Administration ("FCA") noticed and published for public comment proposed new and amended regulations to 12 CFR Part 612 (47 FR 56140). The new regulations are §§ 612.2130, 612.2160, 612.2260, and 612.2270. The amended, revised, or renumbered regulations are §§ 612.2135, 612.2140, 612.2150, 612.2170, 612.2180, 612.2190, 612.2200, 612.2220, 612.2230, 612.2240, and 612.2250. Also, the following six regulations are being deleted: Sections 612.2160, 612.2220, 612.2270, 612.2280, 612.2320, and 612.2330. For purposes of this supplementary information, certain terms are designated as follows: Farm Credit Administration ("FCA"); Federal Farm Credit Board ("Federal Board"); Farm Credit System ("System"); Federal intermediate credit bank ("FICB"); production credit association ("PCA"); Federal land bank ("FLB"); Federal land bank association ("FLBA"); bank for cooperatives ("BC"); Farm Credit Act of 1971, as amended, 12 U.S.C. 2001, et seq. ("Act"); and Farm Credit Act Amendments of 1980, Pub. L. 96-592 ("1980 Amendments"). 

Seven parties commented on the proposed regulations -- six System banks and one PCA. The Federal Board considered each of the comments received and adopted final regulations in the course of its April 1983 meeting. In addition to responding to comments, minor grammatical, editorial, and conforming changes were made to the regulations. 

Proposed regulation 12 CFR 612.2130 is a new regulation that defines various terms used in 12 CFR Part 612, Subpart B. Four comments were received regarding this regulation. Regarding the definition of "agent" ( § 612.2130(a)), one commentator suggested that the section be modified to exclude title insurance companies. The Federal Board rejected the suggestion because it could see no reason for treating title insurance companies differently from others providing professional services to System institutions. Another commentator suggested that the definition should not include persons providing professional services such as legal, accounting, appraisal, consulting, and other similar services. The commentator stated that these individuals are not agents authorized to act on behalf of a System institution but rather provide services to the institution. The commentator also pointed out that these relationships would be governed by professional ethics. The Federal Board did not accept this suggestion because it believes the term "agent" is descriptive of functions performed by professionals for System institutions and that the code of professional ethics applicable to these vocations varies in specificity and adequacy for dealing with abuses that might be experienced by System institutions in connection with such providers of professional services. The Federal Board also emphasized that most of the provisions in the current regulations which were applicable to agents have been deleted from the proposed regulations. The prohibitions which have been retained are of the type which clearly should be applicable to the persons included in this definition. 
Commenting on the definition of "business relationship" ( § 612.2130(c)), a commentator suggested that the definition should distinguish between "business relationships" and "business transactions." This commentator also suggested that the last sentence could clarify that "personal, family, or household matters" are consumer transactions, not business transactions. These suggestions were not accepted by the Federal Board. The term "business relationship" is used in this subpart in the context of activities which should be prohibited regardless of whether they occur on a one-time basis or as a series of transactions. 

Regarding the definition of "conflict of interest" ( § 612.2130(d)), one commentator suggested that the words "perceived ability" should be deleted on the grounds that it is virtually impossible to identify and control activities whose prohibited nature is premised on the perceptions of others. The Federal Board does not agree with the rationale for this proposal because it believes the regulations must address both actual conflicts of interest and situations which give rise to perceived conflicts of interest. However, the words "perceived ability" have been deleted from the definition as a technical correction since the defined term is intended to encompass only conflicts which exist in fact. Other regulations which prohibit or control certain conduct continue to address activities that involve both real and apparent conflicts of interest. Another commentator suggested that devotion of time to duty is not a conflict item and that including it in this section will have a detrimental impact on the Farm Credit districts' human resources programs. This suggestion was rejected by the Federal Board because it believes that inability to devote required time to official duty could result in serious conflicts of interest. While the Federal Board also does not agree that the inclusion of devotion to duty as a conflict item will cause adverse effects upon human resources programs, it does recognize that a higher degree of coordination between bank departments may be necessitated. 

Commenting on the definition of "controlled entity" ( § 612.2130(e)), one commentator suggested that the limitations on the ownership of equity or voting securities should be raised from 5 to 20 percent. Two commentators suggested that control of an entity should not be defined in terms of the ownership of specified percentages of stock but rather should focus on the ability to exercise a controlling influence over the management of policies of the entity. The Federal Board rejected the last suggestion because it believes that guidelines in the form of specific percentage limitations are needed to ensure that the intent of the regulation is given effect. The Federal Board believes that the 5-percent limitation is appropriate in terms of prior System experience and other legal precedents. The Federal Board also realizes that ownership in stocks is commonplace and believes the regulation will accommodate normal investment activities in an adequate manner. 

Referring to the definition of "employee" ( § 612.2130(g)), one commentator stated that the term should not include part-time or temporary employees or agents since each district needs the flexibility to determine how such personnel should be regulated based on the district's own operating environment. This suggestion was rejected by the Federal Board based on the belief that regardless of the duration, permanence, or status of a person's employment, all employees of System institutions must be held to the same standards of performance and integrity. The Federal Board does not believe that requiring employees or prospective employees to adhere to these standards will create recruitment or retention problems for those employees whose services are needed by System institutions. 

Proposed regulation 12 CFR 612.2135 is a revision of old regulation § 612.2130. This section provides general guidance to System directors and employees regarding their responsibilities and conduct. The provisions in the old regulation relating to the adoption of district polices and procedures have been transferred to new regulation § 612.2160 which consolidates, clarifies, and expands similar provisions which were previously contained in several other sections. The only comment received on § 612.2135 suggested deletion of the words "real or apparent" on the grounds that the regulation should only relate to conduct which can be measured by an objective standard. The suggestion was rejected by the Federal Board because this section does not establish standards but rather provides general guidance for directors and employees in the conduct of their official duties. In that regard, it is essential that directors and employees analyze the propriety of their actions not only to determine whether any competing interests they have in relation to a given activity would constitute an improper conflict, but also to determine whether those interests could be perceived as a conflict by a third party, which would thereby bring discredit upon the individual or the institution. 

Proposed regulation 12 CFR 612.2140 is a new section which contains the standards-of-conduct provisions applicable to directors of System institutions. Five comments were received regarding the regulation. Two commentators suggested that paragraph (c) should be deleted on the basis that it will require disclosure of activities which do not involve conflicts of interest. One commentator suggested that paragraphs (b) and (c) could result in time-consuming and impractical reporting and deter capable individuals from accepting directorship nominations. One commentator suggested that paragraph (c) be revised to require reporting of directorships or financial interests in only banking or lending institutions rather than all commercial enterprises. One commentator suggested that directors be required to disclose only those financial interests in entities that do significant business with borrowers or System institutions. The Federal Board believes that the reporting of financial interests will assist bank and association directors in identifying those deliberations in which they have a responsibility to abstain from participation. The Federal Board has amended the regulation to clarify that disclosure of a financial interest in or directorship of an entity is not required for each transaction between the entity and a System institution. Rather, the regulation requires that disclosure of covered interests be made initially within one month after the director is elected or appointed and updated each year thereafter, as necessary. The regulation was also amended to clarify that directors are only required to disclose the name of and the nature of the business of entities in which they have an interest. In response to the comments received regarding the types of situations requiring disclosure, the regulation was amended to require disclosure of entities in which a director has an interest only if the entity does business with the director's institution or any institution which is supervised by the director's institution or any borrowers of those institutions. 

Proposed regulation 12 CFR 612.2150 is a revised version of the current regulation which deletes all references to agents; separates those activities and relationships which are strictly prohibited from those which can be approved pursuant to district policies and procedures; and simplifies, consolidates, and clarifies the areas of regulated conduct, including the addition or expansion of some provisions and the deletion or restriction of others. Six comments were received on the regulation. One commentator suggested that the phrase "conflict of interest with directors, employees, and borrowers," in § 612.2150(a), be amended to refer to "transactions" rather than "conflicts" and that employees be charged to be "circumspect in their transactions with directors, employees, and borrowers." The Federal Board did not agree with the first suggestion because the term "conflict of interest" is defined in § 612.2130 to include "transactions." The Federal Board believes that the recommended addition of a phrase regarding "employee circumspection" is unnecessary since the regulation already requires that employees conduct official duties in a "prudent and professional manner." 

In reference to § 612.2150(b)(1), one commentator suggested that the regulation should provide the same exclusion contained in the current regulation for "trivial relationships" or alternatively that the regulation should be amended to specify the degree of interest or relationship that could affect the employees' impartiality of judgment. Both suggestions were rejected because the Federal Board believes that the conduct proscribed by this section must be avoided in all circumstances to ensure elimination of any basis for questioning the impartiality or integrity of employee actions. Another commentator thought that the scope of this subsection should be more clearly defined. This commentator was apparently concerned that it would prohibit employees who are responsible for making decisions regarding personnel matters from carrying out their official duties. The Federal Board does not believe there is any validity to the concern since this regulation and the definition of "conflict of interest" clearly do not affect the authority of an employee responsible for personnel administration from making personnel decisions which affect all similarly situated employees. 

One comment on § 612.2150(b)(3) suggested the regulation should only prohibit the "knowing" acquisition of the specified property in recognition of title tracing problems and frequency of transfers. The Federal Board agreed to this amendment. This regulation was also amended to clarify that it applies to property owned by the employing institution and any institutions supervising or supervised by that institution. Another commentator suggested that the regulation should only restrict the acquisition of personal property if it was acquired directly from a System institution. The Federal Board disagreed because it believes that the purchase of acquired personal property by System personnel is open to the same criticism as real property. 

Section 612.2150(b)(4) regulates the trading of futures contracts. In response to one comment, the regulation was amended to clarify its applicability to both the purchase and sale of futures contracts and to include option contracts. One commentator believed that an employee trading in futures contracts is engaging in a bona fide form of investment which does not involve a conflict of interest. Another commentator believed that this section should provide more flexibility and should contain a right of appeal. Both commentators stated that this activity should be permitted subject to bank policies and procedures. The Federal Board believes the regulation should not provide for any additional flexibility or exceptions. System employees often have access to information regarding commodity production and use projections which are not generally available to the public. Additionally, employees are involved in extensions of credit to producers of commodities traded on the futures exchanges. The Federal Board believes that these factors could create an actual conflict of interest or appearance of impropriety if System employees speculated in the futures markets. 

Section 612.2150(b)(5) places restrictions on financial involvements between directors, employees, and borrowers of System institutions. One commentator objected to the regulation on the grounds that it prohibited bona fide business and personal dealings or arrangements between employees. Another commentator stated that this area should not be subject to regulation since transactions between insiders do not involve any conflict of interest. Other commentators agreed that this area should be subject to controls but recommended that the districts should be given authority to establish the appropriate restrictions through policies and procedures. One commentator recommended that the regulation be amended to not prohibit financial interrelationships between spouses. Another suggested that the regulation should permit transactions between employees and nonborrowers who subsequently become borrowers. 

The Federal Board believes that the business arrangements or dealings between directors, employees, or borrowers, as covered by this section, are not prudent from a practical or appearance standpoint. These types of transactions may clearly involve "conflicts of interest" both as that term is generally understood and as it is defined in § 612.2130. The Federal Board did not amend the regulation to permit financial dealings between an employee and a nonborrower who subsequently becomes a System borrower because these arrangements are subject to many of the undesirable characteristics associated with arrangements initially undertaken between employees and System borrowers. The existence of the conflict is not diminished by the fact that there may have been a financial relationship between the parties prior to the second party becoming a borrower. However, the Federal Board does believe that a reasonable amount of time should be granted to dissolve the relationship between the employee and borrower. Accordingly, § 612.2160 has been amended to require that district policies and procedures provide a reasonable period of time for employees to terminate these and other relationships or transactions. The regulation was also amended to preclude its applicability to situations involving the joint liability of an employee and spouse. 

Section 612.2150(b)(6) prohibits System employees from serving as officers or directors of certain business entities. In response to one comment, the regulation was amended to clarify that it does not prohibit employees from serving as officers or directors of System service entities. The Federal Board also determined that the regulation should be amended to permit such relationships with nonprofit entities. Another commentator correctly remarked that this provision prohibits a PCA or FLBA employee from serving as a director of a cooperative borrower of a BC. The Federal Board believes that this restriction is necessary since that type of situation would usually result in the employee having divided loyalties. Another commentator suggested that this section be moved to § 612.2150(c), thereby permitting these relations to exist subject to district policies and procedures. The Federal Board rejected this suggestion since it believes that, other than the exceptions which have been provided in the regulation, strict prohibition in this area is necessary to ensure the integrity of service by System employees. 

Section 612.2150(b)(9) prohibits employees from engaging in real estate activities. One commentator suggested that an employee acting as a real estate agent did not constitute a "conflict of interest" per se and accordingly recommended that the districts be authorized to establish guidelines in this area. This suggestion was not accepted because the Federal Board believes strict prohibitions are necessary. Each System institution has a direct or indirect involvement in many real estate transactions in its service territory. This involvement is so pervasive that if an employee becomes individually involved as a real estate agent or broker there is a significant likelihood that an actual conflict of interest will arise. The Federal Board also recognized that even in the absence of an actual conflict there is a significant appearance of impropriety which must be avoided. For those reasons the Federal Board also rejected a proposal to exclude from the scope of the regulation real estate activities such as property management. 

Section 612.2150(b)(10) contains the same restrictions regarding the sale or placement of insurance. As with the prohibition against real estate activities, the Federal Board believes that the involvement of System institutions in insurance activities requires that System employees must not individually act as insurance agents or brokers. 

Section 612.2150(c) sets forth those areas in which the districts have the authority to establish policies and procedures which will govern the permissible activities of employees. One commentator did not believe it necessary for district "procedures" to be approved by FCA, and also believes that district policies should be approved on a "differential basis," thereby taking into account the respective histories of success in individual districts of handling local conflicts of interest. The Federal Board agrees that the principles of differential supervision are applicable to the monitoring of these regulations. The final regulation continues the requirement that procedures be subject to FCA approval because the Federal Board believes that the controlling and preventing of conflicts of interest are crucial to maintaining the image of the System and FCA must be able to ensure that the districts exercise their discretion in a manner consistent with the purposes of this subpart. 

There were several comments expressing the view that certain provisions in § 612.2150(c) are excessively and unreasonably restrictive and suggesting that employees should be allowed the latitude to act in good faith. Generally, the Federal Board's response to these comments was that subsection (c) is meant to be broad in order to allow districts to develop reasonable policies and procedures for specific areas to deal with the type of activities listed. Through the process of approving policies and procedures FCA will work with the districts in developing fair and appropriate standards which will accommodate the operating needs of the banks and taken into consideration the practical needs of employees. However, the Federal Board determined that § 612.2150(c)(1)(ii) should be deleted because its scope was unnecessarily broad in light of other provisions in the regulation. 

The Federal Board did note that each district will require a period of time to develop policies and procedures that will identify those types of activities that will be permitted under § 612.2150(c). Until these policies and procedures have been developed by the districts and approved by FCA, it would not be appropriate for the strict prohibitions contained in § 612.2150(c) to be enforced. Accordingly, the effective date for § 612.2150(c) has been delayed until 5 months after the effective date of the remainder of these regulations. Until the expiration of that 6-month period or the approval date of a district's policies and procedures, whichever comes first, employees shall continue to be subject to corresponding provisions in the current regulation. 

One commentator believed that § 612.2150(c)(2) relating to loans to System employees is inconsistent with § 614.4470. This reflects an apparent misreading of the regulations since they address different aspects of that issue. Section 612.2150(c)(2) prohibits System institutions from lending to employees except in accordance with district-established policies and procedures. Section 614.4470 sets forth the mechanics of the approval process which System institutions must follow for approving loans which are made in accordance with those policies and procedures. 

Proposed regulation 12 CFR 612.2160 is a new section which consolidates certain requirements contained in old regulation sections and requires each district board to establish policies and each bank to establish procedures implementing this subpart, particularly the matters covered by § 612.2150(c). The only comment on this regulation argued that the process of prohibiting activities in § 612.2150(c) and then permitting the districts to establish policies and procedures which would provide exception to these prohibitions is confusing, cumbersome, time consuming, and restrictive. In considering this comment the Federal Board emphasized that the regulations have been structured to maximize the flexibility of each district in dealing with standards of conduct. It is the prerogative of a district to prohibit all the activities outlined under § 612.2150(c) and do nothing under this section except comply with the requirements of § 612.2160(b)(4), (5), and (6), which include the appeals procedures. As discussed earlier, this section was amended to include a new paragraph, § 612.2160(b)(4), which requires the districts to provide a reasonable period of time for employees to terminate certain transactions and relationships. 

Proposed regulation 12 CFR 612.2170 is a revised version of the current regulation which requires each bank to designate a Standards of Conduct Officer and establishes that officer's responsibilities. The section also reduces requirements that reports be submitted to FCA. Other changes include the discontinuance of the semiannual report to FCA and the inclusion, under provisions of this regulation, of the Central Bank for Cooperatives, as well as service organizations. Section 612.2160(b) describes the procedures for the submission and review of reports that are filed by System directors and employees. In response to two comments, the regulation was amended to increase the accountability of association boards and clarify the procedures applicable to district directors. 

Proposed regulation 12 CFR 612.2180 revises the current regulation to reflect the changed FCA policy which establishes in each System institution the responsibility for conducting investigations of conflicts of interest. FCA retains the authority to conduct its own investigations as it deems appropriate in carrying out its supervisory responsibilities. No comments were received on the proposed regulations. 

Proposed regulation 12 CFR 612.2190 relates to the devotion of time to official duties. The proposed regulation revised the current regulation by eliminating its applicability to agents and by requiring that districts adopt policies and procedures relating to the outside activities of employees. Three comments were received. One commentator said that "perceived ability" was a subjective standard that is impossible to administer. Two commentators stated that the regulation contained language that was vague, overly broad, and unenforceable, and one commentator believed that, when taken literally, the regulation will prohibit employees from engaging in part-time farming or from joining service organizations. The Federal Board agreed that "perceived ability" is a subjective standard but felt that it is possible to administer a subjective standard. While the regulation is written in broad terms, the districts will be establishing policies and procedures and will thereby be able to provide the specific criteria deemed appropriate to accommodate their operating needs. Those procedures will relieve concerns about enforceability. As to the possibility of employees being prevented from engaging in certain activities, this concern is exactly the type of problem that the institution itself must address. If an employee's official duties would normally result in the employee's inability to engage in outside farming or other business activities, the employee's duties should be modified to eliminate the conflict or the employee should not be permitted to engage in such outside activity. 

Proposed regulation 12 CFR 612.2200 prohibits System employees from engaging in certain activities related to the nomination and election of directors and ensures that all candidates for director are accorded the same privileges. One commentator recommended that the proposed regulation be revised to more specifically state whether candidates who expect to be nominated from the floor are entitled to the same privileges as candidates selected by an association's nominating committee. The recommendation is consistent with the intent of the Federal Board and accordingly the term "declared candidates" was substituted for the term "competing candidates." Another commentator suggested the term "service organization" be deleted because employees may be candidates for boards of directors of service organizations. The Federal Board agreed, and the reference to service organizations was eliminated. The regulation was also amended to clarify that it does not affect the right of an employee to nominate or vote for directions of an institution of which the employee is a voting member. 

Section 612.2220 is renumbered but otherwise identical to previous § 612.2170. No comments were received on the regulation. 

Proposed regulation § 612.2230 contains prohibitions relating to nepotism. There were five basic changes to the regulation: (1) Placing emphasis on avoiding situations which would impede management's ability to take an impartial and objective view of its operations; (2) modifying specific restrictions by eliminating some and adding others; (3) requiring institutions to take reasonable steps to secure alternative positions for officers having to relinquish positions due to the election of relatives; (4) consolidating the reporting requirements previously contained in other regulations; and (5) clarifying specific requirements which were subject to misinterpretation. Three comments were received regarding this regulation. One commentator believed that the regulation should regulate rather than prohibit the employment or election of related individuals since "nepotism" should not be defined in terms of relationships but rather as the individual use of corporate authority to benefit a related person. While the Federal Board does agree that this definition of "nepotism" is the consequence which must be avoided, it is necessary and appropriate to prohibit the simultaneous employment of related individuals in certain positions to prevent situations which are likely to produce those consequences. In response to one comment, the Federal Board approved an amendment which deletes the reference to "indirect" supervision in § 612.2230(a)(1) and thereby conforms that subsection with other provisions in the regulation. One commentator believed that it was unfair and inappropriate to require an employee to seek another job or position as a consequence of the election of a relative of the employee as a director. It was recommended that the regulation be amended to disqualify individuals from being elected as directors if their election would create a prohibited relationship. The proposal was rejected because the Federal Board believes that there must be consistency in these matters between districts and associations and there are concerns regarding possible limitations on the authority to impose this type of eligibility requirement on district directors. However, to minimize the likelihood that directors will be elected under these circumstances, the regulation was amended to require that candidates and voting members are informed of the provisions of this regulation and the consequences that election of a candidate would have on relatives who are employed by the institution. 

Proposed regulation 12 CFR 612.2240, which relates to the soliciting or receiving of certain gifts, has been expanded from the current regulation to prohibit a director, employee, or agent of any Farm Credit institution from soliciting or receiving contributions from borrowers or loan applicants for a gift to a director, employee, or agent of a System institution. No comments were received regarding this regulation. 

Proposed regulation 12 CFR 612.2250 contains clarifications to the current regulation regarding the improper use of official property. A commentator recommended that the districts be given discretion to approve transactions which would otherwise violate the provisions of this regulation. This proposal was not accepted because the Federal Board believes that the regulation contains sufficient flexibility by permitting official property to be used on the basis of written agreements arrived at through arm's-length negotiations. 

Proposed regulation 12 CFR 612.2260 is a new section which contains almost all the provisions in this subpart relating to agents. This section was proposed in concert with the proposed elimination of virtually all references to agents contained in other sections of the current regulations. In this manner the standards of conduct applicable to agents have been focused more narrowly and are clearly distinguished from those which are applicable to System officers and employees. Of the seven comments received on this section, three offered editorial changes that were accepted. Other commentators thought the section should be withdrawn because: (1) The binding effect is questionable, and there will be problems with monitoring and enforcement; (2) the provisions are too restrictive, especially in a small community; (3) it will be difficult to force agents to accept an imposed standard of conduct; and (4) it infringes upon the responsibility of management to exercise good judgment. The Federal Board rejected these proposals recognizing at the outset that the standards are significantly less restrictive than the standards contained in the current regulations. Serious enforcement problems should not arise since it is anticipated these standards will be set forth or referenced in contracts with agents which should thereby enable the institution to terminate the relationship in the event of a subsequent branch. The Federal Board did not view the regulation as unduly infringing upon management responsibilities. The Federal Board did adopt an amendment identical to the one made in § 612.2150(b)(5) which excepts certain family transaction from the regulation. The Federal Board also adopted an amendment which clarifies that the regulation does not affect any rights of an agent to nominate or vote for directors of an institution of which the agents is a voting member. 

Proposed regulation 12 CFR 612.2270 is a revised version of current regulation § 612.2210(g) relating to the purchase of System obligations by certain employees. Two comments were received on the regulation. One commentator suggested that the clause, "which was issued," be deleted in paragraphs (a) and (b), which would thereby prohibit a president or his designee or appointee from acquiring any Systemwide or consolidated obligations. The proposed amendment was accepted. Taking the opposite view, another commentator recommended that the proposed regulation be revised to permit all presidents, except those serving on a System financial committee, to purchase Farm Credit bonds that are issued while they are serving as president. The Federal Board did not accept the proposed amendment because it believes the appearance of impropriety associated with the purchase of System obligations by persons having a direct or indirect responsibility for establishing the rates therefore must be avoided and therefore the prohibition must apply to all presidents. The regulation eliminates this concern while at the same time leaves intact the wide range of other investment opportunities. 

No comments were received on the proposed deletion of §§ 612.2160, 612.2220, 612.2270, 612.2280, 612.2320, and 612.2330. 

List of Subjects in 12 CFR Part 612 

Agriculture, Banks, banking, Conflict of interest. 

For the convenience of the reader, a redesignation table showing the former sections of Part 612, Subpart B, and the new sections is shown below. 

PART 612 -- PERSONNEL ADMINISTRATION 

Subpart B -- Standards of Conduct for Directors, Officers, and Employees 

Section Title Previous section 
 
612.2130  Definitions  New.  
612.2135  Director and employee responsibilities and conduct -- generally  612.2130.  
612.2140  Directors -- prohibited conduct -- disclosure  612.2140 and 612.2290.  
612.2150  Employees -- prohibited acts  612.2210 and 612.2250.  
612.2160  Bank and service organization policies and procedures  New.  
612.2170  Reports -- designated officer  612.2230 and 612.2310.  
612.2180  Enforcement  612.2300.  
612.2190  Devotion of time to official duties  612.2180.  
612.2200  Soliciting support in election polls for association, district, or Federal Farm Credit   Board membership  612.2150.  
612.2220  Political activity (number change only)  612.2170.  
612.2230  Nepotism  612.2190 and 612.2200.  
612.2240  Gifts or favors  Same.  
612.2250  Improper use of official property  612.2260.  
612.2260  Standards of conduct for agents  New.  
612.2270  Prohibited purchase of System obligations  New.  

For the reasons set out in the preamble, Chapter VI, Title 12 of the Code of Federal Regulations is amended by revising and recodifying Subpart B of Part 612 to read as follows: 

Subpart B -- Standards of Conduct for Directors, Officers, and Employees 

Sec. 

612.2130 Definitions. 

612.2135 Director and employee responsibilities and conduct -- generally. 

612.2140 Directors -- prohibited conduct disclosure. 

612.2150 Employees -- prohibited acts. 

612.2160 Bank and service organization policies and procedures. 

612.2170 Reports -- designated officer. 

612.2180 Enforcement. 

612.2190 Devotion of time to official duties. 

612.2200 Soliciting support in election polls for association, district, or Federal Farm Credit Board membership. 

612.2220 Political activity. 

612.2230 Nepotism. 

612.2240 Gifts or favors. 

612.2250 Improper use of official property. 

612.2260 Standards of conduct for agents. 

612.2270 Prohibited purchase of system obligations. 

Authority: Sec. 5.9, 5.2, 5.18, Pub. L. 92-181, 85 Stat. 619, 620, 621 (12 U.S.C. 2243, 2246 and 2252). 

Subpart B -- Standards of Conduct for Directors, Officers, and Employees 

§ 612.2130 Definitions. 

For purposes of this subpart, the following terms are defined: 

(a) "Agent" means any person, other than a director or employee, who represents the System institution in contacts with third parties or who provides professional services to a System institution, such as legal, accounting, appraisal, consulting, and other similar services. 

(b) The term "board of directors" applies, within the appropriate context, to the governing body of each System institution. 

(c) "Business relationship" or "transacts business" means the relationship of a person (or an entity controlled by the person) with another person which involves: the purchase, sale, lease, ownership, or management of real or personal property; services as a real estate agent or broker; the sale or placement of insurance; sales barn activities; appraisal services; the borrowing or lending of money or other things of value; providing or receiving financial, professional, or other services; and any other similar transaction. The term does not include relationships or transactions associated with personal, family, or household matters. 

(d) A "conflict of interest" exists when a person has an interest in a transaction, relationship, or activity which: 

(1) Actually or potentially affects the person's ability to perform official duties and responsibilities in a totally impartial manner and in the best interest of the employing institution, or 

(2) Results in such person being unable to devote required time to official duties. 

(e) "Controlled entity" and "entity controlled by" mean an entity in which the individual, directly or indirectly, or acting through or in concert with one or more persons: 

(1) Owns 5 percent or more of the equity; 

(2) Owns, controls, or has the power to vote 5 percent or more of any class of voting securities; or 

(3) Has the power to exercise a controlling influence over the management of policies of such entity. 

(f) "Director" means a member of a board of directors. 

(g) "Employee" means any salaried officer or part-time, full-time, or temporary salaried employee and, for purposes of § 612.2230 regarding nepotism, includes agents. 

(h) "Entity" means a corporation, company, association, firm, joint venture, partnership (general or limited), society, joint stock company, trust (business or otherwise), fund, or other organization or institution, except System institutions. 

(i) "Family" means parents, spouse, son, daughter, sibling, stepparents, stepson, stepdaughter, stepbrother, stepsister, half brother, half sister, uncle, aunt, nephew, niece, grandparents, grandson, granddaughter, and each person having any such relationship by marriage. 

(j) "Interested" bank, service organization, association or institution means, within the appropriate context, the bank, service organization, association, or institution on whose board a director serves or for whom an employee works. 

(k) "Mineral interest" means any interest in minerals, oil, or gas, including, but not limited to, any right derived directly or indirectly from a mineral, oil, or gas lease, deed, or royalty conveyance. 

(l) "OFI" means other financing institutions which have established an access relationship with a Federal intermediate credit bank under section 2.3(a)(2) of the Act. 

(m) "Officer" means the salaried president, vice president, secretary, treasurer, and general counsel of each System institution, and any person not so designated who holds a similar position of authority. 

(n) "Person" means individual or entity. 

(o) "Relative" means any member of the family. 

(p) "Service organization" means the Fiscal Agency, each service corporation authorized by section 4.25 of the Act, and each unincorporated service organization formed pursuant to agreements authorized by section 5.6(a) of the Act. 

(q) "Standards of Conduct Officer" is an officer designated under § 612.2170 of these regulations. 

(r) "Supervised institution" is a term which only applies within the context of a System bank or an employee of a System bank and refers to each association supervised by that bank. 

(s) "Supervising institution" is a term which only applies within the context of an association or an employee of an association and refers to the bank which supervises that association. 

(t) "System institution" and "institution" mean any bank, association, or service organization in the Farm Credit System, including the Federal land banks, Federal intermediate credit banks, banks for cooperatives, Central Bank for Cooperatives, Federal land bank associations, production credit associations, and the Fiscal Agency and other service organizations. 

§ 612.2135 Director and employee responsibilities and conduct -- generally. 

(a) The maintenance of high standards of industry, honesty, integrity, impartiality, and conduct by directors and employees of all System institutions is essential to ensure the proper performance of System business and continued public confidence in the System and each of its institutions. The avoidance of misconduct and conflicts of interest, real or apparent, is indispensable to the maintenance of these standards. 

(b) To achieve these high standards of conduct, directors and employees shall observe, to the best of their abilities, the letter and intent of all applicable laws, regulations, rules, policy statements, instructions, and procedures of the Farm Credit Administration and System institutions and shall exercise diligence and good judgment in carrying out their duties, obligations, and responsibilities. 

§ 612.2140 Directors -- prohibited conduct -- disclosure. 

(a) To avoid conflicts of interest, a director shall not: 

(1) Divulge or use for personal benefit information acquired as a director. 

(2) Participate, directly or indirectly, in deliberations on any question affecting, directly or indirectly, the interest of the director, a relative of the director, or any entity controlled by the director. 

(3) Obtain or attempt to obtain special advantage or favoritism in dealing with directors, employees, borrowers of System institutions, or other persons doing business with System institutions, particularly in relation to matters involving any real or personal property in which the director or an entity controlled by the director or any such System institution or person has an interest. 

(b) Any director who is or plans to become involved in any relationship, transaction, or activity which is or may be prohibited by paragraph (a) of this section shall promptly disclose such involvement in writing. 

(c) Each director shall disclose the name of and the nature of the business of any entity in which the director has financial interest or on whose board the director sits if such entity: 

(1) Transacts business with the director's institution; 

(2) Transacts business with any institution supervised by the director's institution; 

(3) Transacts business with a borrower of the director's institution; 

(4) Transacts business with a borrower of any institution supervised by the director's institution. 

(d) Disclosure required by paragraph (c) of this section shall be made within 1 month after the director is elected or appointed to the board and shall be updated each year thereafter, as necessary. Disclosures required by paragraphs (b) and (c) of this section shall be made in accordance with section 2170. 

§ 612.2150 Employees -- prohibited acts. 

(a) Employees of System institutions shall conduct their official duties in a prudent and professional manner and avoid conflicts of interest with directors, employees, and borrowers or other persons who do business with the institution. These employees shall not engage in activities which might impair their judgment or objectivity or bring discredit upon themselves or the System. Paragraph (b) of this section sets forth those activities, transactions, and relationships which employees are prohibited from entering into or engaging in. Paragraph (c) of this section sets forth additional activities, transactions, and relationships which are prohibited, except to the extent they are permitted pursuant to policies and guidelines issued by the employing institution or supervisory bank, and approved by the Farm Credit Administration pursuant to § 612.2160. 

(b) An employee of a System institution: 

(1) Shall not participate, directly or indirectly, in the deliberation on, or the determination of, any matter affecting the interests of the employee, any relative of the employee, or any entity controlled by the employee. 

(2) Shall not divulge or make use of, except in the performance of official duties, any fact, information, or document not generally available to the public which is acquired by virtue of employment with a System institution. 

(3) Shall not knowingly acquire, directly or indirectly, except by inheritance, any interest in any real or personal property, including mineral interests, which was owned by the employing, supervising, or any supervised institution within the preceding 12 months and which has been acquired by any such institution as a result of foreclosure or similar action. 

(4) Shall not purchase or sell futures or option contracts involving agricultural commodities which are financed by any institution within the district. Normal hedging operations and forward contracting to cover agricultural commodities produced or owned by the employee are not prohibited. 

(5) Shall not, directly or indirectly, borrow from, lend to, or become financially obligated with or on behalf of a director or employee of the employing, supervising, or supervised institution of a borrower or loan applicant of the employing institution. This paragraph shall not apply to loan transactions between family members or on which family members have joint liability. This paragraph shall not apply to relations with OFIs and other lenders which have an access or participation relationship as addressed in paragraph (c)(1)(iv) of this section. 

(6) Shall not serve as an officer or director of an entity that transacts business with a System institution in the district or of any commercial bank, savings and loan, or other non-System financial institution, except employee credit unions. For the purposes of this paragraph, "transacts business" does not include loans by a System institution to a family-owned entity, and does not include transactions with nonprofit entities or entities in which the System institution has an ownership interest. Those persons approved to serve in such capacity on the effective date of this regulation may continue to serve until their term expires or until 1 year after the effective date of this regulation, whichever occurs first. 

(7) Shall not use the employee's position or information acquired as a result of the employee's position to solicit or obtain any fee or gratuity. 

(8) Shall not accept any fee or gratuity from any person with reason to believe that such fee or gratuity was given for the purpose of influencing official action or obtaining information which the employee has access to by reason of employment with a System institution. 

(9) Shall not act as a real estate agent or broker. 

(10) Shall not act as an agent or broker in connection with the sale and placement of insurance; provided that this paragraph shall not apply to the sale or placement of insurance authorized by section 4.29 of the Act. 

(c) Except to the extent permitted under bank or service organization policies and procedures which have been approved by the Farm Credit Administration pursuant to § 612.2160, and employee of a System institution: 

(1) Shall not have a business relationship, directly or indirectly, except in an official capacity, with; 

(i) Any borrower or loan applicant of the employing or supervising institution or any supervised institution. 

(ii) Any person who transacts business with the employing or supervising institution or any supervised institution. 

(iii) Directors or employees of the employing or supervising institution or any supervised institution. 

(iv) An OFI or another lender which has an access or participation relationship with the employing, supervising, or a supervised institution. 

(2) Shall not borrow from the employing, supervising, or a supervised institution. 

(3) Shall not acquire, directly or indirectly, except by inheritance, any interest in any real or personal property, including mineral interests, which are mortgaged to any System institution or were thus mortgaged at any time within the preceding 12 months. 

(4) Shall not purchase, directly or indirectly, any real or personal property of a System institution acquired by such institution for its operations. 

(d) Any employee who is or plans to become involved in any relationship, transaction, or activity which is or may be prohibited by this section shall disclose such involvement in writing in accordance with § 612.2170. 

§ 612.2160 Bank and service organization policies and procedures. 

(a) Each district board, the board of the Central Bank for Cooperatives, and the governing body of each service organization shall adopt and issue policies and guidelines implementing this subpart. Such policies and guidelines may permit employees of the bank, service organization, or supervised associations to enter into business relationships involving activities identified in § 612.2150(c). No such policy or guidelines may permit activities prohibited under § 612.2150(b). The policies and guidelines shall reflect due consideration of any adverse effect the proposed activities may have on the System, and the potential that the activities could affect the impartial judgment of employees, or detract from their performance of official duties. Each bank and service organization shall develop procedures implementing board policies and shall submit the policies, guidelines, and procedures to the Farm Credit Administration for approval. 

(b) Bank and service organization policies, guidelines, and procedures shall include at a minimum: 

(1) Criteria under which business relationships may be approved. 

(2) Relationships involving association employees which may be approved by the association board of directors without the prior approval of the supervising bank. 

(3) Criteria (in addition to the approval requirement contained in § 614.4470) under which employees may receive loans from System institutions. 

(4) Provision for a reasonable period of time for employees to terminate prohibited transactions or relationships with other persons which when initiated did not result in violations of this subpart. 

(5) Documentation required to support the decision of an institution. 

(6) Appeal procedures available to any employee to whom approval has been denied. 

(c) Each bank and service organization shall ensure that all directors and employees of the institution and each supervised association are adequately informed of the provisions and requirements of this subpart. 

§ 612.2170 Reports -- designated officer. 

(a) Each bank and service organization shall designate a Standards of Conduct Officer who shall: 

(1) Receive reports required by this subpart; 

(2) Record actions taken to resolve each case reported; 

(3) Report promptly to the board and Farm Credit Administration all cases where an investigation by the institution results in the removal of a director or discharge of an employee; 

(4) Report promptly to the board and Farm Credit Administration all cases where violations may have an adverse impact on continued public confidence in the System or any of its institutions; 

(b) Any director or employee of a System institution who is involved or interested in any activity, transaction, or relationship to which this subpart or any policy issued under this subpart is applicable shall promptly make a written disclosure of such interest. 

(1) Reports by district directors shall be submitted to the district board and then submitted through the Chairman of the Presidents Committee to the Standards of Conduct Officer designated by the Chairman of the Presidents Committee to receive reports from district directors. 

(2) Reports by association directors shall be submitted to the board on which the director serves and to the Standards of Conduct Officer through the institution's chief executive officer. 

(3) Reports by bank and service organization employees shall be submitted to the Standards of Conduct Officer through the chief executive officer. 

(4) Reports by association employees shall be submitted to the respective board of directors through the association's chief executive officer and then the board action shall be submitted to the Standards of Conduct Officer for bank approval. 

§ 612.2180 Enforcement. 

(a) Each bank and service organization is responsible for ensuring compliance with this subpart by its directors and employees and the directors and employees of supervised associations, and shall investigate: 

(1) All cases involving possible violations of §§ 612.2140 and 612.2150, and applicable policies and guidelines approved under § 612.2160. 

(2) All complaints received against the directors and employees of such institution, and of each supervised association. 

(3) Other conflict-of-interest provisions of this subpart when the activities or suspected activities are of a sensitive nature and could impact on continued public confidence in the Farm Credit System. 

(b) The bank or service organization shall promptly notify the Farm Credit Administration of those cases which, after a preliminary investigation by them, indicate that a Federal criminal statute may have been violated (see § 617.7110). 

(c) Each bank shall ensure that the associations under its supervision have complied with bank policies and procedures relating to the monitoring and enforcement responsibilities that have been delegated to such associations. 

(d) Each institution shall, with regard to conduct involving conflicts of interest of its directors and employees and the directors and employees of supervised associations, take prompt action in a manner that will preserve the integrity of and the public confidence in the System and the institution concerned. 

(e) The Farm Credit Administration may, as it deems appropriate, investigate any case arising under this subpart and other activities involving possible violations of Farm Credit Administration rules and regulations. 

§ 612.2190 Devotion of time to official duties. 

(a) Employees of a System institution are required to devote the full business time for which they are employed to the effective accomplishment of the duties assigned them by such institution. They shall not accept outside employment or compensation or engage in any other activities that could require the use of time that should be devoted to official duties or that might embarrass the System institution or the Farm Credit Administration or reflect adversely upon their ability, or perceived ability, to perform their official duties and responsibilities in a totally impartial manner. 

(b) Each district shall establish policies and procedures for ensuring compliance with this section by all employees on a districtwide basis. 

§ 612.2200 Soliciting support in election polls for association, district, or Federal Farm Credit Board membership. 

(a) No employee of a System institution shall take any part, directly or indirectly, in the designation of nominees for the Federal Farm Credit Board, or the nomination or election of members of a district or association board, or make any statement, either orally or in writing, which may be construed as intended to influence any vote in such designations, nominations, or elections. This provision shall not prohibit employees from providing biographical and other information or engaging in other activities pursuant to the district policies and procedures for nominations and elections. This paragraph does not affect the right of an employee to nominate or vote for directors of an institution of which the employee is a voting member. 

(b) No System institution property, facilities, or resources shall be used by any candidate for nomination or election or any other person for the benefit of any candidate for nomination or election, unless the same property, facilities, or resources are simultaneously known to and are available for use by all declared candidates. 

(c) No director or employee shall, for the purpose of furthering the interests of any candidate for nomination or election, furnish or make use of System records that are not made available for use by all competing candidates. 

§ 612.2220 Political activity. 

(a) No salaried officer, employee, or agent of a System institution shall hold a public office or be a candidate for such office unless the bank by which he is employed or which supervises his employer has, after investigation and consideration of all facts involved, determined in writing that such candidacy or holding of public office would not bring justified criticism on the grounds of political activities or partialities or in any other manner adversely affect the best interests of the borrowers or the operations and public image of the System or any institutions thereof. All determinations made hereunder shall be reported to the board of directors of the bank concerned. 

(b) No salaried employee shall take an active part or issue public statements relating to the nomination or candidacy of any person or participate in partisan political campaigns for national or statewide elective office, in any way that would implicate by support, endorsement, or otherwise, his connection with the System institution by which he is employed. This statement shall not be construed to prohibit an employee from expressing his personal opinion on political affairs or candidates or making voluntary campaign contributions. 

§ 612.2230 Nepotism. 

(a) To enable management to take an impartial and objective view of its operations and to avoid the appearance of giving special advantage or favoritism in the hiring or promotion of officers and employees of System institutions, the following restrictions shall be observed: 

(1) A relative of a director of a System bank or service organization shall not serve as an officer of that institution. 

(2) A relative of a System bank director shall not serve as the chief executive officer of an association supervised by that bank. 

(3) A relative of an association director shall not serve as an officer or branch manager of that association. 

(4) A person shall not serve as an officer or employee of a System institution in a position that is under the direct supervision of a relative, or where the relative by the position held in the institution or supervising institution has authority to take administrative or other action directly affecting such a person. 

(b) Notwithstanding the other provisions of this regulation, a person may serve as an officer or employee in a position directly supervised by a relative or where the relative, by the position held in the institution or supervising institution, has authority to take administrative or other action directly affecting such person for periods in any calendar year not exceeding a total of 75 workdays provided that positive documented efforts have been made to recruit a qualified nonrelative for the position. 

(c) The provisions of this regulation shall not preclude any person involved in a nepotistic relationship allowable under previous regulations from continuing to serve in the position such person held on the effective date of this regulation. 

(d) Each System institution shall establish a mechanism by which each candidate for a position as a director and the voting members are informed of the provisions of this regulation and the consequences that the election of such candidate will have on relatives. 

(e) Each System institution in which a person is required to relinquish the position held because of the election of a relative shall take all reasonable steps to secure an alternative position for such person and minimize the impact of this action. 

(f) Prior to the employment or promotion of a person, the institution shall determine whether a prohibited relationship would be created by the action. 

(g) Upon becoming aware of any violation or prospective violation, related individuals shall immediately notify the employing System institution's chief executive officer or manager. The chief executive officer or manager upon hearing of any violation or prospective violation by this or other means shall take prompt corrective action, or request instructions from the supervising bank or the Farm Credit Administration, as appropriate. 

§ 612.2240 Gifts or favors. 

(a) No director, employee, or agent of any System institution shall solicit, give, or receive any gift or present from or to any director, employee, or agent of the employing or supervising institution or any supervised institution. This paragraph shall not apply to gifts of a nominal value traditionally exchanged as part of acceptable social amenities. 

(b) No director, employee, or agent of any System institution shall at any time solicit or receive contributions from the institution's borrowers or loan applicants for a gift or present to any director, employee, or agent of a System institution. 

§ 612.2250 Improper use of official property. 

No director, employee, or agent of a System institution shall use the space, personal property, communication, transportation, or other facilities of a System institution for activities or business in such person's personal interest or the personal interest of another. This provision does not apply to the use of property, facilities, or resources pursuant to a lease or contract with the institution which is based on an agreement arrived at following arm's-length negotiations, and which is evidenced in a writing setting forth the terms and conditions of such use. Official stationery shall be used only in the conduct of official business of the institution, and shall not be used to express opinions which do not represent the official views of the institution. 

§ 612.2260 Standards of conduct for agents. 

(a) The maintenance of high standards of honesty, integrity, and impartiality by agents of System institutions is essential to ensure the proper performance of System business and continued public confidence in the System and all its institutions. The avoidance of misconduct and conflicts of interest, either real or apparent, by agents is indispensable to the maintenance of these standards. 

(b) Agents of System institutions shall not: 

(1) Divulge or use for the benefit of the agent, the agent's family, or an entity controlled by the agent information acquired as an agent. 

(2) Participate, directly or indirectly, in the deliberation by the institution on any matter affecting, directly or indirectly, the interest of the agent, the agent's family, or any entity controlled by the agent. 

(3) Obtain or appear to obtain special advantage or favoritism in dealing with directors, employees, or borrowers of System institutions, particularly in relation to matters involving any interest or lien in real or personal property owned or mortgaged by the System institution. 

(4) Borrow from, lend to, or become financially obligated with or on behalf of, directly or indirectly, a director or employee of the System institution. This paragraph shall not apply to loan transactions between family members or on which family members have joint liability. 

(5) Take any part, directly or indirectly, in the designation of nominees for the Federal Farm Credit Board, or in the nomination or election of members of a district, association, or service organization board, or make any statement, either orally or in writing, which may be construed as intending to influence such designation, nominations, or elections. This provision shall not prohibit agents from providing bio-graphical and other information or engaging in other activities pursuant to the district policies and procedures for nominations and elections. This paragraph does not affect the right of an agent to nominate or vote for directors of an institution of which the agent is a voting member. 

(c) Districts shall adopt policies to ensure that: 

(1) Agents are in compliance with this section at the time of employment; 

(2) Agents are periodically informed of the provisions of this section; and 

(3) Corrective action is taken when agents are found to be in noncompliance with this section. 

§ 612.2270 Prohibited purchase of system obligations. 

(a) No president of a System bank may purchase or otherwise acquire, directly or indirectly, except by inheritance, any Systemwide or consolidated obligation of a System institution; 

(b) No employee who serves as the representative or designee of a bank president on a System finance committee or subcommittee may purchase any Systemwide or consolidated obligation of a System institution during such period of service; 

(c) No director of or employee of the Fiscal Agency may purchase or otherwise acquire, directly or indirectly, except by inheritance, any Systemwide or consolidated obligation of a System institution. 

Donald E. Wilkinson, 

Governor. 

[FR Doc. 83-16849 Filed 6-22-83; 8:45 am] 

BILLING CODE 6705-01-M
		
	

