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FARM CREDIT ADMINISTRATION 

12 CFR Part 614 

Loan Policies and Operations 

AGENCY: Farm Credit Administration. 

ACTION: Final rule. 

SUMMARY: The Farm Credit Administration ("FCA"), by its Federal Farm Credit Board ("Federal Board"), adopts and publishes this final regulation as part of Title 12, Code of Federal Regulations, Chapter VI. The regulation amends existing rules in order to expand the types of differential interest rate programs that may be offered by Farm Credit System ("System") banks or associations with FCA approval. Upon effectiveness, differential interest rate programs may be based on operating and funding costs reasonably associated with different portions of the banks' or associations' loan portfolios or on such other factors as approved by FCA. System banks and associations will be able to associate the cost of funds and operating expenses more equitably to existing lending programs. 

EFFECTIVE DATE: Thirty days from this publication date provided either or both Houses of Congress are in session. Notice of effective date will be published. 

FOR FURTHER INFORMATION CONTACT: Michael C. Salapka, Finance Division (202-755-4055), or Gary G. Griffith, Operations Management Section (202-755-5943), Farm Credit Administration, 490 L'Enfant Plaza East SW., Washington, D.C. 20578. 

TEXT: 
[bookmark: _GoBack]SUPPLEMENTARY INFORMATION: On June 6, 1983, FCA noticed and published for public comment a proposed amendment to 12 CFR Part 614 (48 FR 25210), specifically § 614.4321. The Federal Board considered each of the comments received on the proposed amendment and adopted this final regulation at its September 1983 meeting. Comments were received from commercial banks, System banks, two trade associations, and a university professor; the majority of responses favored adoption of the amended regulation. Those comments made in objection to the amendment in whole or in part, or which included suggestions for changes, are discussed in detail below along with the response of the Federal Board. 

Three commentators objected to authorizing Federal intermediate credit banks ("FICBs") to price loans to production credit associations ("PCAs") and other financing institutions ("OFIs") based on quality. (For more information on OFIs, see 12 CFR §§ 614.4540-614.4650). Two of these comments suggested that loan pricing to PCAs and OFIs should not consider risk as it relates to each loan made by a PCA or OFI because these institutions are required to repurchase a loan discounted to an FICB when such loan is in default. The Federal Board does not concur with the comments. For over 10 years, FCA has authorized different interest rate programs based on the type, purpose, amount, or quality of loans or any combination of these factors (See 37 FR 11424, June 27, 1972). The amended regulation expands this to permit such interest rate programs to be based on funding or operating costs or other factors approved by FCA. In any case, an FICB may properly consider quality as a pricing factor in connection with loans and discounts extended to PCAs and OFIs under a differential interest rate program. An agreement to repurchase loans in default does not protect the FICB against the risk of insolvency or failure of the PCA or OFI. The number of recent financial institution failures emphasizes the reality of this risk. 

Two commentators focused on the requirement for FCA approval of bank differential interest rate programs. One suggested deleting the approval requirement in subsection (d) since § 614.4280 already requires FCA approval for bank interest rate policies. The other suggested adding "and association" to the FCA approval requirement in subsection (d) in order to reflect the fact that FCA approves PCA interest rate programs indirectly in its approval of bank guidelines for association programs. The Federal Board believes that the FCA approval requirement in the amended regulation is necessary to emphasize FCA approval of all bank interest rate programs, particularly in the case of differential interest rate programs. However, the Federal Board adopted the suggestion to include bank guidelines for association programs in the approval requirement. 

Two parties commented on the potential effect of the amended regulation on young farmers. One commentator stated that it was inappropriate for one group to be singled out in establishing interest rate programs. The other party expressed concern that the regulation discriminates against young farmers in that they may be charged higher rates to cover the higher servicing and supervising costs of a young farmer loan. As stated above, System institutions have been authorized to have differential interest rate programs for over 10 years. In amending the regulation, the Federal Board decided the interests of young farmers should be taken into account in developing such interest rate programs. The Federal Board added to subsection (d) a requirement that bank boards consider the effects their interest rates will have on the achievement of district young farmer programs. Thus, the amendment is designed to encourage attention to the special credit needs of young farmers. The Federal Board agrees with the party's statement that the district boards must consider many factors in addition to achievement of young farmer program objectives and has amended the regulation to reflect this. 

One party commented that the amendment destroys the basis upon which the System was established. The party stated that the System, from its inception, has provided loans to all borrowers on the same terms and conditions and argued that using differential interest rates based on the various factors permitted by the regulation is inconsistent with the concept that all borrowers should share equally in System financing opportunities. As mentioned above, the System's authority to use differential interest rates is not new but has been available under FCA Regulations for over 10 years. In passage of the Farm Credit Act of 1971 ("1971 Act") Congress directed the System to continue to furnish eligible agricultural borrowers with credit at the lowest reasonable cost under all money cost conditions. Congress recognized that this would include variable rates and different rates for different types of loans and credit risks. FCA promulgated regulations covering interest rate programs pursuant to this mandate. The amended regulation recognizes this authority and assures that System banks are able to provide the lowest cost credit to eligible borrowers based on operating, funding, and other factors approved by FCA. 

One party expressed concern that an FICB would have to approve for OFIs any differential interest rate plan approved for PCAs. This is not correct. The requirement that FICBs must provide OFIs with the same differential interest rate programs they make available to PCAs only applies to the rates FICBs charge PCAs and OFIs. Both OFIs and PCAs must have equal access to differential interest rates charged by the district FICB. This requirement has no bearing upon FICB approval of PCA differential interest rates charged farmers, ranchers, and producers or harvesters of aquatic products. The authority of OFIs to implement differential interest rate programs is controlled by applicable state and Federal laws, not the 1971 Act. 

The same commentator asked whether a FICB can charge different rates to categories of PCAs. The regulation permits such differential interest rates based on the enumerated factors. In such cases, the FICB would use the same differential classifications to make such rates available to OFIs on an equitable basis. 

One commentator suggested amending the regulation to include interest rate limits in order to prevent unfair PCA competitive advantage. The party suggested that the ability to charge differential rates will allow PCAs to loan funds below cost in order to attract new customers. The Federal Board does not think such limits are necessary. The use of differential rates to "buy" new accounts or for other unfair competitive purposes is not a permissible basis for FCA approval of a bank differential interest rate program. 

Finally, one party expressed concern that the amended regulation would allow new and existing borrowers to be charged different interest rates. The Federal Board agrees that such a program would be authorized. The Federal Board believes the primary purpose of the amendment is to better associate the costs of borrowing with current market conditions at the time of entry into interest rate cycles. The results may be lower or higher interest rates to new borrowers depending on the timing of their entry into the cycle. 

List of Subjects in 12 CFR Part 614 

Agriculture, Bank, banking, Credit, Rural areas. 

PART 614 -- [AMENDED] 

For the reasons set out in the preamble, Part 614 of Chapter VI, Title 12 of the Code of Federal Regulations is amended as shown. 

Section 614.4321 is revised to read as follows: 

Subpart G -- Interest Rates and Charges 

* * * * * 

§ 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 and bank guidelines for association interest rate programs 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 charged 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 may consider, among other things, 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. 

* * * * * 

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

Donald E. Wilkinson, 

Governor. 

[FR Doc. 83-31957 Filed 11-29-83; 8:45 am] 
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