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August 6, 2008

Gary K. Van Meter
Deputy Director

Office of Regulatory Policy

Farm Credit Administration

1501 Farm Credit Drive

McLean, VA  22102-5090

Dear Mr. Van Meter:

Community Security Bank (CSB) is writing to oppose the Farm Credit Administration’s (FCA’s) proposed rule to expand farm credit system lending in cities of less than 50,000 people.  CSB believes that an expansion of the Farm Credit System’s (FCS’s) powers is unnecessary, exceeds the FCS’s statutory mandate, and would be harmful to the banking industry and potentially to American taxpayers.
All but about ten cities in Minnesota are under 50,000 in population, so this proposed rule would have a huge impact on our state.  In its proposal, the FCA asserts but does not provide evidence that credit availability is lacking in cities with populations less than 50,000.  Minnesota has a strong financial services sector, with many banks, credit unions, insurance companies and other lenders doing a great job of serving the needs of both business and consumer borrowers.  Before expanding the powers of a government-sponsored enterprise (GSE), CSB believes the FCA should be required to provide tangible proof that there is a void to fill.  If there truly are underserved areas, perhaps this rule could apply to those states or portions of states that are underserved.  If the FCA were able to prove a lack of credit availability in certain areas, the next logical step might be to partner with banks in these areas, rather than competing directly against them.    

The changes to the FCS’s mission through this proposed rule are substantial.  While the FCA argues that it has a statutory basis for its proposed rule, the argument is weak.  This type of significant change to the FCS’s mission should be made through Congress, not through the rulemaking process by the FCA.  It is disturbing that the FCA is proposing an expansion in powers despite the fact that Congress clearly does not want to expand FCS powers.  Congress demonstrated this by emphatically rejecting the HORIZONS language from the most recent Farm Bill.  
CSB believes that this proposed rule would have a very real and very significant impact on community banking.  The Farm Credit System doesn’t just compete against banks - it is a super-competitor.  When Congress created the FCS, it created a federal government instrumentality with significant advantages over the banks against which they compete directly. Unlike other government sponsored enterprises, the FCS is a competitor to the private sector, not a partner. The competitive advantages the FCS enjoys are real, and they are well-documented. 

With those advantages, Congress knew that they were creating a super-competitor.  Therefore, Congress limited the FCS’s mission by only allowing the FCS to lend to certain borrowers.  Expanding the FCS’s mission through the rulemaking process is completely counter to that Congressional limit.  The fact that the proposed rule calls the financing mechanism an investment rather than a loan is immaterial.  
Finally, CSB believes that the FCS has very little experience evaluating and making such investment decisions.  Poor decisions could hurt the FCS’s credit rating, resulting in higher interest rates and fees charged to farmers and ranchers.  Not only could this harm farmers, ranchers, and the FCS’s cooperative framework, it could also expose taxpayers to unwarranted risk, which is something we have seen in the past from the FCS.  In 1987, burdened by non-performing loans and a fleeing customer base, Congress rescued the FCS to prevent a complete financial collapse and liquidation.  Ultimately a $4 billion line of credit from the United States Treasury was provided, enabling the FCS to avoid defaulting on their bonds, preserving the capital of their farmer shareholders, and enabling the FCS to continue as a going concern.  The 1987 FCS bailout package was the first time the U.S. government made the implied federal guaranty of GSE debt explicit, and that action confirmed that taxpayers were liable for FCS misdeeds.  We certainly do not want to see a repeat of that performance.
CSB is opposed to any expansion of the FCS’s financing authority for the reasons expressed in this letter.  We respectfully encourage the FCA to withdraw its proposal.  

Sincerely,

Arvin “Jake” Jacobson
President & CEO
Community Security Bank
1100 1st Street NE
New Prague, Minnesota  56071
