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FARM CREDIT ADMINISTRATION

12 CFR Part 618

General Provisions; Member Insurance 


ACTION: Final rule.  

SUMMARY: The Farm Credit Administration Board (FCA Board) adopts amendments to Part 618, Subpart B, relating to the authority of Farm Credit System banks (excluding banks for cooperatives) (hereinafter banks) and associations to sell credit-related forms of insurance to their members and borrowers, on an optional basis. This action is taken to implement amendments made to section 4.29 of the Farm Credit Act of 1971, as amended (1971 Act), by the Agricultural Credit Act of 1987 (Pub. L. 100-233) (1987 Act). The final regulation requires banks which offer insurance to approve the programs of more than two insurers for each type of insurance offered in its chartered territory. The regulation also requires the board of directors of the bank or association to select and offer at least two insurers from among those offering approved programs for each type of insurance made available. Comments received from the public have been considered and minor clarifying changes have been made to the proposed amendments.  

EFFECTIVE DATE: The regulations shall become effective upon the expiration of 30 days after this publication during which either or both Houses of Congress are in session. Notice of the effective date will be published.  

FOR FURTHER INFORMATION CONTACT: 

Dennis K. Carpenter, Senior Credit Specialist, Financial Analysis and Standards Division, Farm Credit Administration, 1501 Farm Credit Drive, McLean, VA 22102-5090, (703) 883-4498, TDD (703) 883-4444.  
or 
Joanne P. Ongman, Attorney, Office of General Counsel, Farm Credit Administration, 1501 Farm Credit Drive, McLean, VA 22102-5090, (703) 883-4020, TDD (703) 883-4444.  

[bookmark: _GoBack]SUPPLEMENTARY INFORMATION: On June 6, 1988, the FCA Board published for public comment proposed amendments to Part 618 Subpart B. 53 FR 20647. The proposed amendments address the authority of Farm Credit System banks and associations to sell credit-related forms of insurance to their members and borrowers, on an optional basis. The proposed amendments implement section 422 of the 1987 Act, which amends section 4.29 of the 1971 Act, 12 U.S.C. 2218. The amended section 4.29 requires banks which offer insurance to approve the programs of more than two insurers for each type of insurance offered in its chartered territory and requires the board of directors of the bank or association to select and offer at least two insurers from among those offering approved programs for each type of insurance made available. The comment period closed July 6, 1988. The FCA received one set of comments from the Farm Credit Corporation of America (FCCA) on behalf of its members and one set of comments from the Crop Insurance Research Bureau and the National Association of Mutual Insurance Companies (CIRB/NAMIC). The FCA Board has carefully analyzed and considered these comments and responds to them on the basis of a thorough consideration of the merits of the positions expressed. 

The FCCA supported the proposed amendments with two minor suggested revisions, both of which have been incorporated into the final regulation. Section 618.8030(b)(6) has been redesignated as §  618.8030(b)(2) in response to FCCA's comment that this reordering provided a more appropriate placement of the basic requirement of approval of more than two insurers for each type of insurance offered in a bank's chartered territory. In addition, language has been added to the redesignated §  618.8030(b)(2) in response to FCCA's suggestion that the second sentence be revised to make clear that the term "program" refers to the approved program of the insurer, rather than the type of member insurance. 

In their joint submission, CIRB/NAMIC stated that the proposed amendments followed the content of the 1987 Act, but offered several suggestions that they assert would ensure its full implementation. For the reasons discussed below, the FCA Board has determined that the comments made by CIRB/NAMIC did not require revisions to the proposed amendments. 

CIRB/NAMIC suggested that banks and associations comply with the insurance codes and regulations of the States in which insurance is offered. Since banks and associations are already subject to these State law requirements, the FCA Board has determined that it is unnecessary to incorporate this comment into the final regulation. 
 
CIRB/NAMIC suggested that the financial and quality of service standards, to be established for insurers, be uniform and published, and that professional errors and omission insurance be purchased to protect association or bank employees selling insurance. The FCA Board believes that it is appropriate to allow the banks to determine whether to establish uniform financial and quality of service standards and the proposed amendments provide this flexibility. Similarly, the FCA Board believes that the decision as to whether professional errors and omission insurance should be obtained is more appropriately left to each bank and association. The decisions made in each of these areas will be evaluated in the examination process based on sound business practices.  
CIRB/NAMIC commented that banks should automatically disqualify from selection as an approved insurer any subsidiary whose parent company has previously been designated an approved insurer. the FCA Board has not incorporated this comment into the final regulation because whether a subsidiary and its parent company constitute separate insurers presents a question of fact more appropriately handled on a case-by-case basis.  

CIRB/NAMIC suggested that banks make available to associations information relating to the cost and quality of approved programs. The FCA Board notes that §  618.8030(b)(2) of the final regulation, which implements new section 4.29(a)(2) of the 1971 Act, already provides that banks may furnish such information to associations.  
CIRB/NAMIC commented that the final regulation should require that loan files contain a form signed by each bank or association borrower (borrower) stating that the borrower has been informed that: (1) Insurance may be purchased from sources other than Farm Credit System banks and associations, (2) the purchase of insurance offered by Farm Credit System banks and associations is optional, (3) comparative information has been provided on the insurance products offered by Farm Credit System banks and associations, and (4) at least two insurance products have been offered for each line of insurance required to secure the loan.  

The FCA Board has determined that no change is required to the proposed amendments in response to this comment. The first two items are already adequately addressed in existing §  618.8030(b)(9) (newly redesignated §  618.8030(b)(8)) and the third item is adequately addressed in §  618.8030(b)(2) of the final regulation. Newly redesignated §  618.8030(b)(8) requires banks and associations to present to borrowers a written notice for their signature stating that the purchase of insurance offered by these institutions is optional. This paragraph also requires banks and associations to explain to borrowers that there can be no discrimination against them for obtaining insurance elsewhere. Regarding the third point, new section 4.29(a)(2) does not require comparative information on insurance programs to be provided to borrowers. As discussed above, it instead states that banks may provide associations comparative information on approved programs and approved insurers, and §  618.8030(b)(2) of the final regulation incorporates this provision.  

The fourth point of this comment does not reflect the requirements of the amended section 4.29. Specifically, section 4.29(b)(2)(E) requires at least two approved insurers to be offered for "each type of insurance made available to members and borrowers," rather than for "each line of insurance required to secure the loan" as stated by CIRB/NAMIC. Accordingly, the FCA Board has determined that the fourth point is already appropriately handled in existing §  618.8030 (b)(11) and (b)(13) (newly redesignated §  618.8030 (b)(10) and (b)(12), respectively). Newly redesignated §  618.8030(b)(10) requires banks to review association insurance services at least annually to determine whether regulatory guidelines are being followed and also requires annual review and evaluation of each bank's insurance program. Newly redesignated §  618.8030(b)(12) requires records to be maintained by banks and associations in sufficient detail to facilitate review and supervision. Regarding redesignated §  618.8030(b)(10), the FCA Board has concerns that the existing requirement for bank review of association insurance services contained in this regulation duplicates reviews performed by FCA in the course of its examination of System institutions. This concern will be addressed in the context of a comprehensive review of FCA regulations.  

Finally, CIRB/NAMIC suggest in their comments that each currently insured borrower be sent a notice regarding the recent changes to section 4.29, including notification that insurance can be purchased from sources other than Farm Credit System banks and associations. Under existing §  618.8030(b)(9) (newly redesignated §  618.8030(b)(8)), banks and associations have been required to explain the insurance options available to borrowers at the time insurance is sold or endorsed. The FCA Board has determined that this remains the appropriate point in time to inform borrowers of their insurance options, and that it is unnecessary to include in the final regulation a requirement that the above-described notice be sent to currently insured borrowers. However, Farm Credit System banks and associations may elect to inform borrowers of recent changes to section 4.29, as well as the other provisions of the 1987 Act, if they so choose. Regarding the concern expressed by CIRB/NAMIC that borrowers be notified that insurance can be purchased from sources other than Farm Credit System banks and associations, the preceding discussion has already noted that even prior to enactment of the 1987 Act, existing regulation §  618.8030(b)(9) (newly redesignated §  618.8030(b)(8)) required banks and associations to inform borrowers of this option.  

List of Subjects in 12 CFR Part 618 

Agriculture, Archives and records, Banks, banking, Insurance, Reporting and recordkeeping requirements, Rural area, Technical assistance.  

For the reasons stated in the preamble, Part 618 of Chapter VI, Title 12 of the Code of Federal Regulations is amended to read as follows: 

PART 618 -- GENERAL PROVISIONS 

1. The authority citation for Part 618 is revised to read as follows: 

Authority: Secs. 1.5, 1.11, 1.12, 2.2, 2.4, 2.5, 2.12, 3.1, 3.7, 4.12, 4.13A, 4.25, 4.29, 5.9, 5.10, 5.17; 12 U.S.C. 2013, 2019, 2020, 2073, 2075, 2076, 2093, 2122, 2128, 2183, 2200, 2211, 2218, 2243, 2244, 2252. 

Subpart B -- Member Insurance 

2. Section 618.8030 is amended by revising the heading; removing paragraphs (b)(6) and (b)(7); by redesignating paragraphs (b)(2) through (b)(5) and paragraphs (b)(8) through (b)(13) as paragraphs (b)(3) through (b)(12); in newly redesignated paragraph (b)(4) by adding the words "and borrowers" after "members"; in newly redesignated paragraph (b)(6) by adding the words "or borrower" after the word "member" each place it appears; in newly redesignated paragraph (b)(8) by adding the words "member or" before the word "borrower" each place it appears; in newly redesignated paragraph (b)(11) by adding the words "members or" before the word "borrowers" and removing the word "association"; by adding a new paragraph (b)(2); and by revising paragraphs (a), (b) introductory text, (b)(1), and newly redesignated (b)(3) to read as follows: 

§  618.8030 Authorized Insurance Services.  

(a) Farm Credit System banks (excluding banks for cooperatives) (hereinafter banks) and associations may sell to their members and borrowers, on an optional basis, credit or term life and credit disability insurance appropriate to protect the loan commitment in the event of death or disability of the debtors. The sale of other insurance necessary to protect a member's or borrower's farm or aquatic unit is permitted, but limited to hail and multiple-peril crop insurance, title insurance, and insurance necessary to protect the facilities and equipment of aquatic members and borrowers. A member or borrower shall have the option, without coercion from the bank or association, to accept or reject such insurance.  

(b) Bank and association board policies governing the provision of member insurance programs shall be established within the following general guidelines: 

(1) There must be a debtor-creditor relationship with a Farm Credit System bank or association for a member to be eligible for authorized member insurance services. Coverage may continue after the loan has been repaid provided the member can reasonably be expected to borrow again within 2 years, and provided such continuation of insurance is not contrary to State law. For hail and multiple-peril crop insurance only, eligibility extends to landlords of tenants and tenants of landlords having a debtor-creditor relationship.  

(2) In making insurance available through private insurers, each bank shall approve the programs of more than two insurers for each type of insurance offered in the bank's chartered territory. If the approved program of an insurer is not offered in all of the States in the bank's chartered territory, the bank shall approve the programs of such additional insurers as are necessary to insure that the bank or each association is provided more than two approved programs from which to select and offer to its members and borrowers. The banks may provide comparative information relating to costs and quality of approved programs and the financial condition of approved companies.  

(3) Member insurance services may be offered only if: 

(i) The insurance program has been approved by the bank or association from among eligible programs made available to it by insurers -- 

(A) Meeting reasonable financial and quality of service standards prescribed by the bank; and 

(B) Licensed under State law to do business in the State(s) in which the insurance is offered: 

(ii) The bank or association has the capacity to render authorized insurance services in an effective and efficient manner; 

(iii) There exists the probability that the service will generate sufficient revenue to cover all costs; 

(iv) Rendering the insurance service will not have an adverse effect on the credit or other operations of the bank or association; and 

(v) In making insurance available through approved insurers, the board of directors of the bank or association selects and offers at least two approved insurers for each type of insurance made available to the members and borrowers.  

* * * * * 

Date: September 8, 1988.  

David A. Hill, 
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