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12 CFR Part 614 

Loan Policies and Operations 

AGENCY: Farm Credit Administration. 

ACTION: Interim Rule With Request for Comments. 

SUMMARY: The Farm Credit Administration ("FCA"), by its Federal Farm Credit Board is amending its regulation dealing with banks for cooperatives' authorization to make both secured and unsecured loans. This amendment will permit the treatment of loans secured by payment in kind ("PIK") contracts as loans secured by warehouse receipts or other title documents. 

DATE: Effective date: June 29, 1983. 

Written comments must be received on or before July 29, 1983. 

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: Gary L. Norton, Office of General Counsel, Farm Credit Administration, Washington, DC 20578, (202) 426-7631. 

TEXT: 
SUPPLEMENTARY INFORMATION: FCA regulation 12 CFR 614.4260 establishes the loan and security requirement for loans made by the banks for cooperatives ("BCs"). The regulation provides that loans which are secured by warehouse receipts or other title document are eligible for advance up to 75 percent of the unhedged net value of the commodity or 90 percent of the hedged value of the commodity. 
On March 4, 1983, the Agricultural Stabilization and Conservation Service, USDA, published a final rule which provides for a payment-in-kind ("PIK") program for acreage diversion for the 1983 crops of wheat, corn, grain sorghum, rice, and upland cotton. Under the program, producers will be offered a quantity of a commodity as compensation for diverting acreage normally planted to that commodity in addition to that being taken out of production under the 1983 acreage reduction and cash land diversion programs for wheat, corn, grain sorghum, rice, and upland cotton previously announced. The USDA has determined that the diversion of this additional acreage from the production of such crops is necessary to adjust the total national acreage of such commodities to achieve desirable production goals and that producers should be compensated by receipt of like commodities. (48 FR 9232 codified at 7 CFR Part 770). 

The Federal Farm Credit Board ("Federal Board") has determined that PIK contracts which have been assigned by producers to marketing cooperatives should be treated as title documents for purposes of 12 CFR 614.4260 because of the unique safeguards contained in the PIK program and in light of cross compliance requirements and provisions for liquidated damages. Accordingly, the interim regulation amends 12 CFR 614.4260 to provide that BC loans secured by contract rights under the PIK program will be eligible for the same net value loan advance amounts as loans secured by title documents. 

In permitting these higher percentage advances the Federal Board recognizes that since PIK commodities are not eligible for Commodity Credit Corporation ("CCC") loans the BCs will not be able to rely on the CCC loan rates as price floor for commodities covered by the contracts. Therefore, the BCs must exercise care in valuing these commodities since it is possible that large crops in 1983 and particularly in 1984 may force the market prices for some commodities below loan rates during the 5 month period of contract delivery. 

Because of the immediate need to provide authority for higher percentage loan advances for BC loans secured by PIK contracts and the need of the BCs to avoid delay when making commitments to advance funds under these loans the Federal Board has determined, pursuant to 5 U.S.C. 553, it unnecessary and contrary to the public interest to provide notice and opportunity for public comment prior to the effective date of this interim regulation. Accordingly, the interim regulation will be effective on the date of publication. The public will have 30 days to submit comments which will be considered before the final regulation is issued. 

List of Subjects in 12 CFR Part 614 

Agriculture, Banks, banking, Credit and rural areas. 

PART 614 -- LOAN POLICIES AND OPERATIONS 

For the reasons set out in the preamble, 12 CFR Part 614 is amended by revising § 614.4260, paragraph (c) to read as follows: 

Subpart G -- Security Requirements 

* * * * * 

§ 614.4260 Banks for cooperatives. 

Banks for cooperatives are authorized to make both secured and unsecured loans. 

* * * * * 

(c) Seasonal loans made to finance commodities that qualify for special interest rate (where applicable) and lending limit consideration shall be secured. Loans secured by a chattel mortgage, factor's lien, security agreement, or security other than warehouse receipts or other title documents shall not exceed 65 percent of the net value of unhedged or 85 percent of the net value of hedged commodities and the borrower must have sufficient working capital to keep the loan properly margined. Loans secured by warehouse receipts or other title documents shall not exceed 75 percent of the unhedged net value of the commodity or 90 percent of the hedged net value and the borrower must have sufficient working capital to keep the loan properly margined. Loans secured by contract rights under the Agricultural Stabilization and Conservation Service, USDA, special program of payment in kind for acreage diversion for 1983 or subsequent crop years of wheat, corn, grain sorghum, upland cotton, and rice (7 CFR Part 770) shall be eligible for the same net value amounts as loans secured by title documents. 

* * * * * 

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

Donald E. Wilkinson, 

Governor. 
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