	
[image: image1.png]




	FCA 2002-1

Date Published:  February 15, 2002   
	

	
	FCA EXAMINATION BULLETIN
	

	Office of Examination

Farm Credit Administration

	Subject:   
	Temporary Relief for Agricultural Producers Under Stress
	Description: 
	 Supplemental Guidance for

 FCA Examiners     



PURPOSE

This bulletin addresses acceptable measures that institutions can and should take in working with borrowers experiencing stress and serves to summarize current requirements and guidance (see also an Informational Memorandum issued September 14, 1998, entitled “Working with Distressed Borrowers”).  This bulletin will also serve to promote consistent application of regulatory requirements regarding distressed loans.  

BACKGROUND  

Recent reports provided by Farm Credit System (System) institutions disclosed that the overall quality of loan assets was satisfactory and that the financial condition of System institutions was fundamentally sound.  However, these reports do not reflect the risk emerging from financial and economic crisis in the international arena or domestic problems that affect agriculture.  Declining exports, currency devaluation, unfavorable currency exchange rates, oversupply of certain commodities, and adverse weather have materially affected prices and returns that producers and marketers receive.  The current environment is difficult, and there is no doubt that some borrowers will have difficulty satisfying their obligations in the short term.  

EXAMINATION GUIDANCE

The Office of Examination recognizes that downturns frequently occur in various sectors of the farm economy and System borrowers may be subject to financial stress during these occurrences.  These downturns can affect more than one commodity at the same time, resulting in financial stress that may be beyond a producer's control.  During these times, if done in accordance with acceptable business practices, it may be in the long-term interests of borrowers and lenders for System institutions to provide temporary relief for agricultural producers under stress.  

Institutions that are financing specific agricultural commodities experiencing economic stress are encouraged to use the considerable flexibility under existing regulations to provide appropriate relief.  Such relief efforts may include, but not be limited to, extending the terms of loan payments or restructuring a borrower's debt.  In addition, System institutions may conclude that easing certain loan documentation requirements or credit terms for new loans to affected borrowers may be the most appropriate business decision given the circumstances.   We should expect that this would be part of a board-approved program.  If necessary, a System institution may request that the Farm Credit Administration (FCA) grant relief from specific regulatory requirements.  

The principal objectives of any board-approved program of a System institution should be to:

1. Provide necessary and timely relief to affected customers of the institution;

2. Reduce the adverse effects of stress on the profitability, financial condition, operating efficiency, and morale of both the customer and the institution;

3. Review applicable statutory and regulatory requirements and determine whether requesting the FCA to provide temporary exceptions from regulatory requirements would be appropriate; and

4. Maintain the System's mandate of providing American farmers and ranchers with sound, adequate, and constructive credit and closely related services.

The Office of Examination believes that working with distressed borrowers in accordance with the law, regulations, and sound business practices serves the interests of the lender as well as those of the borrower.  Accordingly, FCA examiners should encourage System institutions to work with those borrowers experiencing financial stress.  Institutions should have a board-approved program in place, and ensure proper risk controls and management oversight is exercised.  This will ensure the borrowers’ and the institution’s interests are maintained and significant departures from established polices and procedures are documented.    

Criteria for Working With Distressed Borrowers

Examiners should be familiar with Section 4.14A of the Farm Credit Act of 1971, as amended, (Act) and corresponding applicable sections of FCA Regulations § 614.4512 through § 614.4522.  Further, examiners should continue to remind institutions that the Act requires qualified lenders to consider restructuring a loan prior to foreclosure.  In this regard, System institutions should accelerate contacts with those borrowers who they believe may become stressed due to the unfavorable economic environment.  Timely contact, before the borrower’s loan becomes delinquent, can provide early resolution of problems that can be mutually beneficial to the borrower and the lender.  In many instances, the opportunity to seek a guarantee from government agencies can substantially benefit the borrower and mitigate risk in the institution’s portfolio that would improve the options available to both the borrower and lender. 
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