>
GPO,

45066

Federal Register/Vol. 65, No. 140/ Thursday, July 20, 2000/ Notices

is defined by reference to the definition
of “small governmental jurisdiction”
under the RFA. (See UMRA section
102(1), referencing 2 U.S.C. 658, which
references section 601(5) of the RFA.)
“Small governmental jurisdiction”
means governments of cities, counties,
towns, etc., with a population of less
than 50,000, unless the agency
establishes an alternative definition.

The proposed general permit also will
not uniquely affect small governments
because compliance with the permit
conditions affects small governments in
the same manner as any other entities
seeking coverage under the proposed
general permit.

L. Regulatory Flexibility Act. Under
the Regulatory Flexibility Act, 5 U.S.C.
601 et seq., EPA is required to prepare
a Regulatory Flexibility Analysis to
assess the impact of rules on small
entities. Under 5 U.S.C. 605(b), no
Regulatory Flexibility Analysis is
required where the head of the Agency
certifies that the rule will not have a
significant economic impact on a
substantial number of small entities.

EPA takes the position that NPDES
general permits are not subject to
rulemaking requirements under APA
section 553 or any other law. The
requirements of APA section 553 apply
only to the issuance of “rules,” which
the APA defines in a manner that
excludes permits. See APA section
551(4), (6) and (8). The CWA also does
not require publication of a general
notice of proposed rulemaking for
general permits. EPA publishes draft
general NPDES permits for public
comment in the Federal Register in
order to meet the applicable CWA
procedural requirement to provide “an
opportunity for a hearing.” CWA section
402(a), 33 U.S.C. 1342(a).

M. Signature. Accordingly, I hereby
find consistent with the provisions of
the RFA, that this proposed general
permit will not have a significant
impact on a substantial number of small
entities.

Authority: CWA, 33 U.S.C. 1251 et seq.
Dated: July 5, 2000.
Alexis Strauss,
Acting Regional Administrator, Region 9.
[FR Doc. 00-17750 Filed 7-19-00; 8:45 am]
BILLING CODE 6560-50—P

FARM CREDIT ADMINISTRATION
National Charters Booklet

Notice and Request for Comment

AGENCY: Farm Credit Administration.
SUMMARY: The Farm Credit
Administration (FCA or Agency) is

seeking comment on its May 3, 2000,
publication entitled National Charters
(Booklet). This Booklet, which the FCA
sent to all Farm Credit System (System
or FCS) institutions, provides guidance
on the national charter application
process and the national charter
territory. Specifically, the Booklet
explains how a direct lender association
can apply for a national charter; what
the territory of a national charter will
be; and what conditions the FCA will
impose in connection with granting a
national charter. As explained in the
Booklet, the FCA began accepting
applications from System institutions
on July 1, 2000. The FCA has received
several requests from interested parties
to publish the Booklet for public
comment. Additionally, several
interested parties have raised safety and
soundness issues concerning national
charters. While it is not subject to a
notice and comment requirement, the
Booklet has been on our Web site and
available to the public since May 3,
2000. We agree that publishing the
Booklet in the Federal Register and
providing an additional opportunity for
interested parties to comment will assist
the FCA Board as it makes future
chartering decisions.

DATES: Please send your comments to us
on or before August 31, 2000.

ADDRESSES: You may send comments by
electronic mail to ‘‘reg-comm@fca.gov”’
or through the Pending Regulations
section of our Web site at
“www.fca.gov.” You may also mail or
deliver written comments to Patricia W.
DiMuzio, Director, Regulation and
Policy Division, Office of Policy and
Analysis, Farm Credit Administration,
1501 Farm Credit Drive, McLean,
Virginia 22102-5090 or send them by
facsimile transmission to (703) 734—
5784. You may review copies of all
comments we receive in the Office of
Policy and Analysis, Farm Credit
Administration.

FOR FURTHER INFORMATION CONTACT:

S. Robert Coleman, Senior Policy
Analyst, Office of Policy and
Analysis, Farm Credit Administration,
McLean, VA 22102-5090, (703) 883—
4498, TDD (703) 883—4444,
or

Jennifer A. Cohn, Senior Attorney,
Office of General Counsel, Farm
Credit Administration, McLean, VA
22102-5090, (703) 883—4020, TDD
(703) 883—4444.

SUPPLEMENTARY INFORMATION:
I. Objectives

Our objectives are to:

* Provide guidance for System
institutions to apply for a national
charter;

» Provide an additional opportunity
for the public to comment on this
guidance; and

e Address any safety and soundness
concerns regarding national charters.

II. General Information

In July 1998, the FCA Board issued a
philosophy statement that, among other
things, announced the FCA’s support for
removing regulatory geographic barriers
imposed on FCS institutions. Initially,
the FCA approached this objective with
a proposed rulemaking. On November 9,
1998, we published a proposed rule that
would have eliminated geographic
restrictions on direct lending, related
services, and certain loan participations
by amending or repealing several
regulations in parts 611, 614, and 618.
See 63 FR 60219 (Nov. 9, 1998).
Although the 90-day comment period
was scheduled to expire on February 9,
1999, we extended it until May 10,
1999, at the request of several
commenters. See 63 FR 69220 (Dec. 16,
1998).

The FCA received considerable
comments and insight during the 6-
month public comment period on the
proposed rule. On April 25, 2000, we
published a final rule that deleted the
requirements for a System institution to
provide notice to or seek consent from
other System institutions when it buys
participation interests in loans
originated outside its chartered territory.
See 65 FR 24101 (Apr. 25, 2000). This
final rule became effective on May 25,
2000. See 65 FR 33743 (May 25, 2000).
Other parts of our original proposal—
those that would have removed
restrictions on direct lending and
related services outside an institution’s
designated territory—remain pending.

III. National Charters

Through an Informational
Memorandum dated March 8, 2000,
issued to all FCS institutions, the FCA
Board announced plans to remove the
restrictions on direct lending and
related services through the chartering
process. The FCA exercises its powers
to issue or amend charters under
sections 2.0, 2.10 and 5.17 of the Farm
Credit Act of 1971, as amended.

Through a second Informational
Memorandum to all FCS institutions
dated May 3, 2000, the FCA Board
provided guidance on national charters
by publishing a booklet entitled
National Charters. The Booklet explains
(1) how a direct lender association can
apply for a national charter; (2) what the
territory of a national charter will be;
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and (3) that the FCA will impose certain
conditions in connection with granting
a national charter. The FCA published
this Booklet after gathering information
on removing regulatory geographic
restrictions during the listening sessions
at the Agency’s annual Information
Exchange meetings between the FCS
institutions and the FCA Board held in
March and April 2000.

The FCA believes removing
unnecessary geographic restrictions
through national charters is in the best
economic interest of rural America.
National charters will help level the
playing field for all participants and
provide benefits to farmers, ranchers
and rural America.

National charters can improve safety
and soundness risk by diluting the
geographic risk in a System institution’s
loan portfolio. The FCA believes
associations that hold national charters
will be more geographically diverse and
financially stronger than if we continue
to restrict institutions to limited
geographic areas, which can be prone to
isolated weather and economic
adversities.

As the safety and soundness regulator
of the Farm Credit System, we are
sensitive to any risk affecting System
institutions. In order to correct any
safety and soundness problems in the
Farm Credit System, the FCA will
continue to use its examination and
enforcement powers to correct problems
in FCS institutions.

National charters further support our
July 1998 philosophy statement by
removing existing geographic
constraints on System entities.
Removing these artificially imposed
constraints will promote greater
efficiency, improve customer service,
and enhance the System’s ability to
meet the current and future needs of
rural America. Furthermore, this action
will allow FCS institutions to better
structure their businesses as market
forces and customer demands change.
The FCA believes national charters will
provide farmers, ranchers, and other
eligible rural residents with more
choices, which we believe will improve
the availability, price, and quality of
agricultural credit. Finally, national
charters benefit rural communities as
artificial regulatory territorial
boundaries are removed. System
institutions may elect to form new
partnerships and alliances with each
other and other commercial firms,
which will benefit all of agriculture and
rural America over time.

National charters will enable direct
lender associations in the System to
provide seamless credit to agricultural
producers that do business across the
United States without the burdensome
and unnecessary notice and consent
requirements currently in place.
Removing these geographic constraints
also will allow System institutions to
better manage their credit risks by

diversifying the geographic risk in their
loan portfolios.

The Booklet imposes no requirements
on System institutions or others. Rather,
it is an announcement of our intended
position on future chartering actions.
Accordingly, it is not subject to a notice
and comment requirement.
Nevertheless, we are providing this
notice and additional opportunity to
comment to allow input from all
interested parties as the FCA Board
considers its future chartering decisions.
We are taking this action in response to
several requests from interested parties.

IV. National Charter Applications

The Booklet states that we will
process all national charter applications
we receive between July 1, 2000, and
September 30, 2000, so that, if the FCA
Board approves them, they will all be
effective on January 1, 2001. By this
notice, we seek additional comments on
the Booklet and on the issues that
national chartering raises. The Booklet
is set forth below in its entirety. If you
prefer to download the Booklet from our
Web site, it has been posted there since
May 3, 2000. The FCA Board will
consider all comments as it makes
future chartering decisions.

Dated: July 14, 2000.
Kelly Mikel Williams,
Secretary, Farm Credit Administration Board.

BILLING CODE 6705-01-P
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National Charters:

What You Need to Know to Apply

This booklet provides guidance on the national charter application process and the national charter territory.

Ensuring Sound, Ade
Constructive Creait 2

If you have any questions about applying for a national
charter or other chartering matters, please contact:

Tom McKenzie, Director
Office of Policy and Analysis
(703) 883-4414
mckenziet@fca.gov

Ed Harshbarger, Director
Risk Analysis Division
(703) 883-4455
harshbargere@fca.gov

For additional information, visit the FCA's Web site:
www.fca.gov

National Charters

Any Farm Credit System (FCS or System) direct lender
association can apply for a national charter. If a direct
lender association is part of a parent/operating subsid-
iary structure, both the parent and all subsidiaries must
apply for a national charter at the same time. A full
national charter includes the 50 states and the Com-
monwealth of Puerto Rico where a direct lender associa-
tion can provide credit and related services. The Farm
Credit Act of 1971 (Act), however, provides for various
consents before the Farm Credit Administration (FCA)
may amend the charters of direct lender associations to
include the territories of certain other institutions. Those
institutions are:

+ Federal Land Bank Association of North Alabama, FLCA,

< Federal Land Bank Association of North Mississippi, FLCA,
« Federal Land Bank Association of South Alabama, FLCA,

« First South Production Credit Association,

« FLBA of South Mississippi,

« Louisiana Federal Land Bank Association, FLCA,

= Production Credit Association of Eastern New Mexico,

+ Production Credit Association of New Mexico, and

= Production Credit Association of Southern New Mexico.

National charters will not permit associations to extend
lending authorities in the listed institutions’ territories
unless the stockholders of those institutions consent.
Those institutions’ funding banks, and, for the New
Mexico PCAs, their boards of directors, must also
consent to the charter changes. National charters will
include the territory of any of the above listed institutions
for which consent is provided. Separately, the FCA is
proposing a rule that will provide specific direction on
voting procedures by these institutions. Also, associa-
tions can continue to seek consent from these institu-
tions on a case-by-case basis under existing regulation
§ 614.4070.

Having a national charter will allow a direct lender
association to expand its fending and related services
activities. Even if a particular association does not apply
for a national charter, its territory will be included in the
charter of other associations that receive a national
charter (except for institutions for which consent is
required, as discussed above).
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An association that receives a national charter must
comply with certain business planning requirements. As
discussed more fully in the section of this booklet
entitied “Ensuring Sound, Adequate, and Constructive
Credit and Related Services,” each association must
identify its competitive strategy and incorporate this
strategy into its business planning process. An appropri-
ate planning process will help associations take advan-
tage of their special skills and operational capacities in
identifying specific geographic regions, markets, or
products for expanded activities.

A national charter will not change FCA regulations
covering FCS corporate governance issues. A borrower
who is an eligible farmer, rancher, aquatic producer or
harvester, or eligible cooperative is entitled to hold voting
stock and to serve as a director in the System associa-
tion from which he or she has a loan, regardless of
geographic location. The national charter provides more
geographic diversification for selecting eligible stock-
holder directors. Each association’s bylaws should
address qualification requirements for members of its
board of directors and any restrictions for serving on the
board of more than one System association. See FCA
regulations for additional guidance on association
governance issues.

National Charter Application

Beginning July 1, 2000, any direct lender association
may submit its application to the Secretary of the FCA
Board. For most associations that apply by September
30, 2000, the application will consist of only one docu-
ment — a certified resolution approved by the
association’s board of directors. The association does
not need to submit its application to its supervising bank
nor does the application need to include any other items
listed in subpart G of part 611 of FCA regulations. The
FCA may, however, require an association to submit
additional information in its application if circumstances
warrant. For example, the FCA may require associa-
tions operating under an order to cease and desist or a
formal agreement to provide additional information in
their national charter applications. The FCA may deny
an association’s request for a national charter if, for
example, safety and soundness concerns exist.

Exhibit 1 contains a “model” resolution that associations
may use. An association’s board may adopt a different
resolution, but to satisfy the FCA’s application require-
ment the resolution must incorporate the association
board’s acceptance of the FCA’s conditions of approval
(discussed in the section of this booklet entitled “Char-
tering Conditions” and contained in Exhibit 2). The
Corporate Secretary of the association’s board must
sign the resolution to certify board approval.

The FCA plans to expedite action on national charter
applications received by September 30, 2000. All
national charter applications received by this date, if the
FCA Board approves them, will become effective on
January 1, 2001. National charters will define the
territory covered by the amended charter and the
conditions the FCA imposes. The FCA will process
applications received on or after October 1, 2000, using
standard procedures.

Ensuring Sound, Adequate, and Con-
structive Credit and Related Services

System institutions must remain responsive to the needs
of all types of agricultural producers and eligible FCS
customers having a basis for sound and constructive
credit. Each institution must continue to do its part in
meeting the System’s public-policy mission as defined in
sections 1.1, 4.19, and other relevant provisions of the
Act.

Each association that receives a national charter must
revise its business plan (required by FCA regulation

§ 618.8440) to define where it plans to provide new or
expanded services and demonstrate that it has sufficient
capacity to provide those services in a safe and sound
manner. Inthe context of national charters, revised
business plans must be commensurate with iending and
related services activities. The section of this booklet
entitled “Lending Outside the Loca!l Service Area -
Business Planning Considerations,” provides guidance
on revising business plans to reflect the new opportuni-
ties that national charters offer.

System institutions must also continue to serve local
customers by providing adequate credit and related
services to them. Each association’s national charter
will define its Local Service Area (LSA). An association’s
LSA is its chartered territory as it exists on the day
before the effective date of its national charter. The FCA
expects associations to serve their LSAs by providing
adequate credit and related services as contemplated in
the Act. Associations must develop LSA Plans that
address how they will continue to serve their local
customers. These LSA Plans will supplement the
business plan required by § 618.8440 of the regulations.
The section of this booklet entitied “Local Service Area —
Criteria and Plan Content” provides additional guidance
for developing an LSA Plan.
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Chartering Conditions

To ensure associations consider the requirements

discussed in the previous section, the FCA will impose
the following conditions on approving an association’s
request for an amended charter to expand its territory:

+ The association will be obligated to extend credit
and offer related services to all eligible and
creditworthy customers in its LSA,;

« The association may exercise only those authori-
ties authorized by its previous charter until it
transmits to the FCA'™ a revised business plan,
including an LSA Plan, that has been adopted by
its board of directors and that incorporates the
requirements set forth in this booklet; and

+ The association must update its LSA Plan annually
as part of adopting the operational and strategic
business plan required by § 618.8440.

The association’s board, as parit of the resolution
seeking a national charter, must accept these condi-
tions. The “model” resolution in Exhibit 1 contains
language that will meet this requirement. The exact
language of the conditions is provided in Exhibit 2. The
conditions must be attached to the association board’s
resolution. '

Identifying Funding Bank Affiliation

A national charter will not change the funding and
supervisory bank with which an association is affiliated.
If an association wishes to change its funding bank
affiliation, it must seek concurrence from its funding
bank and submit a request separately from its national
charter application.

Requesting Approval for Other
Chartering Actions

In addition to accepting national charter applications, the
FCA will continue to accept applications for mergers,
consolidations, and ACA restructurings. Associations
should keep these applications separate from national
charter requests for several reasons. First, these
applications require stockholder disclosure and ap-
proval, while national chartering requests do not. Sec-
ond, the FCA will process all national chartering re-
quests received by September 30, 2000, on a separate
track to provide a uniform effective date. The FCA may
not be able to meet this objective for a request that is
combined with other applications. If associations with
national charters merge or consolidate, their national
charters will be transferred to the continuing associa-
tions.

PCAs and FLCAs may submit applications to convert to
ACAs without merging with existing associations by
creating temporary companion entities. To clarify the
application process, the FCA anticipates issuing addi-
tional information later this year on how to apply for an
ACA conversion. As with other chartering applications,
associations should keep ACA conversion applications
separate from national charter applications.

Those associations whose mergers, consolidations or
restructurings will be effective by the close of business
on December 31, 2000, may submit a national charter
application for the continuing or resuiting association.
Each constituent association’s board must submit a
resolution requesting the national charter, which will be
effective on January 1, 2001. If the transaction will not
be effective until after January 1, 2001, the constituent
associations should apply separately for national char-
ters, which will be effective from January 1, 2001, until
the transaction becomes effective.

Requesting a Transfer of Lending
Authority

All remaining Federal land bank associations (FLBAS)
should be direct lender associations by October 1, 2000.
Any current FLBA that will become a direct lender
association by October 1, 2000, may submit an applica-
tion before September 30 for a national charter for the
resulting FLCA. Otherwise, an FLBA may not apply for a
national charter. The FCA will not issue national char-
ters to FLBAs because they are lending agents of
System banks and not direct lender associations.

Using Trade and Official Institution
Names

The FCA Board is adopting a new policy on FCS institu-
tion names that explains how System institutions may
use official and trade names and the criteria for official
names. Institutions may continue to seek new official
names. The FCA will process name change requests
separately from national charter applications.

FCA examiners will evalu
. tiens rewsed busmé : plan including: {he LSA Pla'
thmugh ‘the Agencys exammatmn and: supmlsery program .
The FCA will: not prmr apprcve these plans: -

45071



45072

Federal Register/Vol. 65, No. 140/ Thursday, July 20, 2000/ Notices

Lending Outside the Local Service
Area — Business Planning
Considerations

A direct lender association may offer all lending and
related service programs authorized by the Act and FCA
regulations within its national charter territory. The FCA
expects associations’ boards of directors and senior
management to establish appropriate controls to effec-
tively implement their national charters and manage risk.
The association’s board and senior management must
ensure that adequate operational and financial capacity
exists and that appropriate procedures and controls are
in place before lending and providing related services
outside the LSA. If an institution extends loans and
offers related services beyond its LSA, the potential
exists that its risk exposure will increase, particularly if
the institution offers new products, expands product
delivery, or operates in new regions. The section of this
booklet entitied “Local Service Area — Criteria and Plan
Content” describes the LSA and related planning re-
quirements.

An institution’s business plan is a cornerstone of sound
business management and risk control. Accordingly, an
association with a national charter must revise its
business plan to reflect the change in its operating
environment created by the national charter. Revisions
to the business plan should be commensurate with
planned lending and related services activities outside its
LSA. The revised business plan must comply with

§ 618.8440 and must:

+ Assess the economic and market conditions
facing the association;

« Define where an association’s board plans to
expand the association’s lending and related
services activities outside its LSA. The board
may choose to target neighboring counties,
states, or the entire national chartered terri-
tory.? The association may also choose to
target a specific geographic area or a specific
market or product, depending on its strategic
focus; and

2 Stblact 16 statutory restrictio
.- i the censent of sharehiolders

ties and how have they changed?

ain geographic areas where
ertain institutions (s required.

= Evaluate the effects that lending outside the
association’s LSA may have on meeting the
association’s abjectives within its LSA.

This section provides guidance to System associations for
developing their revised business plans as they expand
their business activities.

Associations need to revise their business plans to
ensure they implement their national charters in a safe
and sound manner. They also need to revise their
business plans so they can identify appropriate market
segments for their associations and address how they
plan to lend outside their LSA. The business plan is the
primary control for an association’s board to ensure its
lending is consistent with its financial and operational
capacities. Business planning requires an association’s
board to consider all implications (risks and rewards) of
lending in expanded areas. Therefore, the revised
business plan ensures the association conducts lending
outside its LSA in a reasonable manner, while not
adversely affecting service to its LSA.

‘How should an association determine its
of lending and related services sutsic
2 S o

e

An association should evaluate its existing market area
and identify its strengths and weakness. It shouid aiso
identify geographic areas or market segments within its
national charter where it can take advantage of its
special skills or expertise, broaden its lending base, or
diversify its loan portfolio. To help determine an
association’s goals and objectives for lending and
providing related services outside its LSA, it should
match its skills, expertise and financial capacity with the
opportunities provided by a national charter.

ation board’

s responsibiii-

An association board’s responsibilities increase in direct
relationship to the new opportunities implemented and
additional risks associated with lending outside tradi-
tional areas of expertise and the LSA. The board of
directors should be actively involved in pianning and
carrying out new strategies. The board should consider
appropriate operating parameters for lending outside the
LSA commensurate with the association’s risk-bearing
capacity and the board and management’s ability to
control any risks associated with its business expansion
plans.



Federal Register/Vol. 65, No. 140/ Thursday, July 20, 2000/ Notices

45073

An association can lend and provide related services
outside its LSA after its national charter is effective and it
submits a revised business plan, including an LSA Plan,
to the FCA. The conditions for a national charter require
an association’s board to develop, approve, and imple-
ment a business plan, in accordance with § 618.8440,
that fully incorporates the institution's plans for expan-
sion of lending activities before making any ioans and
providing related services outside its LSA.

Yes, but the depth of analysis in the business plan
addressing lending and related services outside the LSA
should be commensurate with the planned level of
activity. For example, if the association plans to make
only a few loans in neighboring counties outside its LSA,
and this additional activity is inconsequential relative to
risk funds, then the discussion in the business plan need
not be extensive.

However, even if an association makes only a few loans
outside its LSA, it may need to revise its loan pricing and
underwriting policies to document clearly how these two
critical areas will be affected. As with all lending, the
association must comply with applicable regulations
governing loan pricing and underwriting.

an association does not wantar
narter or does not ols

Each association’s board must choose whether to apply
for a national charter. If the association chooses not to
apply for a national charter, it still should consider
revising its business plan to reflect changes in its
operating environment. As other associations with
national charters begin to offer products and services to
customers in its territory, the competitive environment
may change significantly. Accordingly, business plan-
ning is important for all institutions.

A national charter does not require an association to
lend or provide related services outside its LSA. An
association’s board should use its business plan to
direct “how, when, and where” the association intends to
lend and provide related services outside its LSA.

Each direct lender association will be required to submit
its revised business plan (including the LSA Plan dis-
cussed in the section of this booklet entitled “Local
Service Area — Criteria and Plan Content”) to the Office
of Examination (OE) Field Office responsible for the
ongoing examination of the association. Business plans
must be submitted before the association begins to lend
or provide related services outside of its LSA. After the
first year, each association will submit a revised busi-
ness plan as part of its annual submission to OE.
Examiners will evaluate each association’s business
plan as part of the FCA's risk-based examination and
supervisory program for that association. The FCA may
require associations to submit additional information to
facilitate the monitoring of their lending and related
services inside and outside their LSAs. The FCA may
also ask associations to submit their business plans in
electronic format to facilitate storage and review.

ild be addressed ina

The association’s board and management should
assess the economic and market conditions facing the
association and its financial and operating capacity to
succeed. Specifically, a board of directors should
consider:

= How extending loans and offering related
services outside the association’s LSA will
affect the association’s ability to meet its goals
within the LSA;

How it will direct and control its association’s
lending and related service activities con-
ducted beyond the LSA to ensure that such
activities are conducted in a safe and sound
manner;

« How programs for providing credit and related
services to a broader customer base will affect
organizational efficiency, customer service,
risk management, and operational capabilities;

»

What are the specific operating objectives and
strategies for each program initiative,

+ What types and amount of loans and related
services will be offered in new markets;

» What is its risk-tolerance for loan volume
outside the LSA, in relation to the
association’s risk-bearing capacity and loan
portfolio concentrations;
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+ What will the underwriting criteria be for loans may need to reevaluate the associations’ optimum
and related services that will be offered in new capital levels in light of the new environment. Depend-
geographic markets, taking into consideration ing on the business strategy selected, capital needs

the association’s management capabilities could go up or down.
and credit expertise and the servicing require- —— S
ments of loans made outside the LSA,; and

= How its loan pricing policies and strategies will

achieve equitable rate treatment for lending Existing regulations address several important matters

activities inside and outside the LSA. that apply to all lending activities, whether inside or
outside the LSA. Associations must ensure continued
comptiance with all applicable FCA regulations and
revise their related policies and procedures to ensure
they are appropriate for extending lending and related
services beyond the LSA. Pertinent regulations that

Loan pricing is a critically important function in an association boards should review as they revise busi-
association’s operations and takes on added importance ness plans include:

as national charters are implemented. Associations

must establish equitable interest rates for all borrowers. §614.4150 Lending policies and loan underwriting
Loan-pricing decisions directly affect the safety and standards.

soundness of associations through their impact on §614.4155 Interest rates (requires adoption of an
earnings, credit risk and, ultimately, capital adequacy. interest rate plan).

As SUCh, associations must price loans in a manner § 614.4160 Differential interest rate programs,
sufficient to cover costs, provide the capitalization §614.4510 General (loan servicing requirements).
needed to ensure the association’s financial viability, §615.5200 General (capital adequacy).

protect the association against losses, provide for §618.8015 - Policy guidelines (related services).
stockholder needs, and allow for growth. Associations §618.8430 Internal controls.

must have appropriate policy direction, controls, and §618.8440 Planning.

monitoring and reporting mechanisms to ensure appro-
priate loan pricing both inside and outside their LSAs.

An association’s board and management have the
responsibility to establish appropriate loan pricing

policies. Loan pricing decisions should ensure that the An association should contact the Director of the OE

association is ge"e”f‘"“g an adequate level of earnings, Field Office with oversight responsibility for that associa-
as measured by business plan goals to ensure the tion.

association achieves and maintains the optimum level of
capital prescribed in the business and capital plans.
Loan pricing must also achieve equitable interest rate
treatment for {ending activities among borrowers.

The importance of loan pricing requires that the
association’s board establish a formal policy that directs
and controls pricing decisions. Section 614.4150(f) of
FCA regulations requires each association to adopt a
formal policy for loan pricing. As national charters are
implemented, an association board should update loan
pricing policies to ensure equitable treatment of borrow-
ers in the new lending environment.

Summary information on lending and related services
inside and outside of the LSA should be made available
to the stockholders and the public. One option would be
to include this explanation in the Management Discus-
sion and Analysis (MD&A) section of an association’s
annual report. Consequently, associations must seg-
ment their loan portfolios to ensure easy identification of
loans made both within and outside their LSA.

The FCA Cali Report provides routine information for
reporting and monitoring of System activities and risk
exposure. The FCA may revise submission require-

N . . v with th ments to include information on lending and related
0. Associations must continue to comply with the services offered inside and outside an association’s

existing capital requirements in part 615 of FCA regula- LSA. Any revisions to the Call Report requirements will

tions and make any necessary adjustments in their be made as part of the annual update process
capital and business plans to reflect projected levels of P pdate p )

risk in their loan portfolios. However, boards of directors
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Local Service Area — Criteria and
Plan Content

As national charters are implemented, the FCA expects
System institutions to continue to serve their local
customers by providing adequate credit and related
services. Associations should be responsive to the credit
needs of all types of local agricultural producers having a
basis for credit. As previously discussed, the FCA will
require each direct lender association applying for a
national charter to develop an LSA Plan to address how it
will continue to serve its local customers.

When the FCA Board adopted its Philosophy Statement
on July 14, 1998, it realized that removing geographic
restrictions will help ensure the System continues to
meet the current and future needs of agriculture and rural
America. The FCA believes section 1.1 of the Act
provides an excellent summary of the System’s public-
policy mission. As charters are expanded, each associa-
tion should accomplish this mission mandate first in its
LSA before expanding to new markets.

This section provides guidance to System associations
for developing their LSA Plans to better serve their
public-policy mission.

WHat 1< the pure

An LSA is that part of a direct lender association’s
chartered territory where it is obligated to extend credit
and offer related services to all eligible and creditworthy
customers.

The purpose of an LSA is to ensure each direct lender
association does its part to help the FCS meet its public-
policy mission. This mission includes providing depend-
able, sound, adequate, competitive, and constructive
credit and related services to all eligible farmers and
ranchers, aquatic producers and harvesters, their
cooperatives, select farm-related businesses, and rural
homeowners (collectively called “customers”).

‘What is an LSA Plan’

An institution’s LSA Plan includes an assessment of its
LSA and strategies to ensure adequate service in its
LSA. The LSA Plan is an integral supplement to the
business plan required by § 618.8440. As discussed in
the section entitled “ Lending Outside the Local Service
Area — Business Planning Considerations,” the FCA wiil
evaluate the LSA Plan as part of its examination and
supervisory programs for each association.

The LSA Plan defines how the institution will meet the
goals for its obligation to provide credit and related
services to eligible customers.

Each association should assess service in its LSA
territory by describing all segments of its existing market
and evaluating how well it is serving each segment. In
this context, market is defined broadly to include all
existing and potential customers in each segment found
within the LSA and is not limited only to those segments
currently being served.

The assessment should identify any underserved seg-
ments of the territory and should be used to establish
strategies to better serve any underserved segments
identified in the LSA.

‘What types of information should the LSA
territory assessment include?

Each direct lender association should gather information
for its LSA that will allow it to develop strategies and
consider alternatives to ensure the institution is providing
adequate service to all market segments. Examples of
such information include:

« Potential and existing customers in all market
segments of the LSA.

« Farm typology (including ranching and aquac-
ulture) — size, number, and commodities.

< Demographic data on median farm income,

distribution of farm income, and the nature of

farming enterprises.

Sources and amounts of off-farm income and

other employment opportunities.

Level of competition from others for lending,

investments, or related services.
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< The direct lender association’s capacity and
censtraints, including the size and financial
condition of the institution, the economic
climate, safety and soundness considerations,
and any other factors that significantly affect

_the institution’s ability to provide lending,

investments, or related services in its LSA.

= The institution’s current performance for
serving each segment of its market and the
performance of other lenders serving the
market.

Where

The LSA Plan must incorporate a broad variety of data
from many different sources. A valuable place to start is
the United States Department of Agriculture 1997 Cen-
sus of Agriculture. You can visit their Web site at: http://
www.nass.usda.gov/census/

The LSA establishes where each direct lender associa-
tion is obligated to extend credit and offer related ser-
vices. Each direct lender association must provide
dependable, sound, adequate, competitive, and con-
structive credit and related services to all eligible and
creditworthy customers within its LSA.

The LSA Plan should also make clear that the associa-
tion must spend its resources to first achieve its public-
policy mission within its LSA. Mission achievement
creates the expectation that if left with only $1 to lend, the
direct lender association would select the customer in its
LSA over a comparable opportunity outside the LSA.

1. Lending Activity to Meet Core Objectives of the Famm
Credit System in the LSA: Providing dependable,
sound, adequate, competitive, and constructive
credit and related services to all eligible and credit-
worthy customers. The LSA Plan should also
address providing credit to rural homeowners within
statutory requirements.

can this typie of information be found?

d the LSA Piao

2.

Innovative ar Flexible Underwriting Practices: Using
innovative or flexible lending practices in a safe and
sound manner to address the credit needs of
underserved and limited resource individuals or
geographies. Examples include participation with
Federal, state and local credit assistance programs
to provide agricultural credit to specific market
segments.

Alliances: Rural community development activities that
may range from partnerships, strategic alliances, ap-
plication of technology, legislative, and regulatory
changes that provide more services to market seg-
ments within the LSA.

Related Services: Related financial services and
technical assistance offered to eligible customers.

Use of Investment Opportunities: Purchase of assets
that finance agriculture and related industries or
otherwise support the mission of the Farm Credit
System to increase the flow of funds to agriculture
and rural markets.
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Exhibit 1

XXX Association’
Board of Directors Resolution

WHEREAS, the Farm Credit Administration (FCA) has announced that its priority is to remove geo-
graphic barriers in the Farm Credit System by granting national charters to direct lender associations, pro-
vided the associations requesting national charters agree to certain Conditions of Approval (Conditions),

WHEREAS, a national charter will offer XXX Association the potential of lowering its cost of credit,
improving its customer service and enhancing its risk management, thereby enabling it to meet the current
and future credit needs of agriculture and rural America;

WHEREAS, the Board of Directors of XXX Association believes it would be in the best interests of its
stockholders to exercise its authorities in those areas it deems appropriate throughout the United States and
the Commonwealth of Puerto Rico;

NOW, THEREFORE, BE IT RESOLVED that the Board of Directors of XXX Association
hereby authorizes its officers to apply to the FCA for a national charter and take any other action
the officers deem necessary to obtain such charter.

BE IT FURTHER RESOLVED that the Board of Directors of XXX Association agrees to the
attached Conditions, which the FCA requires in granting a national charter.

I, (name of corporate secretary), Corporate Secretary of XXX Association, certify that this
resolution was adopted by the Board of Directors of XXX Association at a meeting duly held on
{date).?

(Date) (Name), Corporate Secretary

1. Replace XXX Association with the name of your institution.
2. Bolded text is required.
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Exhibit 2

Conditions of Approval

The Farm Credit Administration (FCA) imposes these Conditions of Approval under 12 U.S.C. § 2261
in connection with granting X0C{ Association’s application for an amended charter to expand its terri-
tory. These Conditions are effective on the effective date of XXX Association’s amended charter.

1. XXX Association is obligated to extend credit and offer related services to all eligible and
creditworthy customers in its Local Service Area (LSA).

2. XXX Association may exercise only those authorities authorized by its previous charter until it
transmits to the FCA a revised business plar, including an LSA Plan, that has been adopted by its
board of directors and that incorporates FCA’s guidance on these plans. This guidance is
contained in FCA's booklet entitled “National Charters” dated May 3, 2000.

3. XXX Association must update its LSA Plan annually as part of adopting the operational and
strategic business plan required under FCA regulation § 618.8440.

These Conditions will remain in effect until the FCA amends, waives, or terminates them. If, at any
time, the FCA believes it appropriate to take any action affecting XXX Association, nothing in these
Conditions prevents the FCA from doing so.

[FR Doc. 00-18283 Filed 7-19-00; 8:45 am|]
BILLING CODE 6705-01-C
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