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A S S O C I AT 1 O N




August 14, 2008

Mr. Gary K. Van Meter
Deputy Director, Office of Regulatory Policy
Farm Credit Administration
1501 Farm Credit Drive
McLean, VA 22102-5090

Re: Funding and Fiscal Affairs, Loan Policies and Operations, and Funding Operations; Mission-Related Investments, Rural Community Investments; Farm Credit Administration, 12 CFR Part 615; RIN 3052-AC42

Dear Mr. Van Meter,

The Louisiana Bankers Association (LBA) is writing to express its strong opposition to the Farm Credit Administration's proposed rule that would allow Farm Credit System (FCS) lenders to broadly expand their lending authority well beyond their statutory mission of serving farmers, ranchers, certain farm-related service businesses, farmer-owned cooperatives, and certain rural homeowners. 
The Farm Credit System (FCS) is a farmer-owned and farmer-capitalized cooperative lender that is also a government-sponsored enterprise (GSE).  Congress created GSEs to serve specific missions, with certain advantages and limitations.  Congress has not authorized FCS to make loans for any of the purposes that the Farm Credit Administration (FCA) outlines.  This is a dramatic shift away from those the FCS was created to serve in favor of those activities not actually related to production of agriculture.  The System should not be allowed to make investments in areas where it has no experience, no loan making authority, no branch networks, and no authority granted by Congress.
Congress rejected similar expansion proposals for the FCS in the 2008 Farm Bill and the Farm Credit Administration (FCA) is attempting to use the regulatory process to give FCS institutions the nonfarm investment authority that Congress refused to grant.  The practical result of FCA’s proposal is to make the congressionally intended limits of the Farm Credit Act meaningless.  Any illegal loan or financial activity could be determined by FCA to be an investment and therefore legal.  FCA’s interpretations would become supreme while the statutory law would have little or no significance.  The fact that Congress rejected FCS efforts to gain expanded powers as part of the farm bill is an unmistakable indication Congress did want FCS institutions to be general purpose lenders. 

Another indication of congressional intent was given this week by both the chairman and ranking member of the Senate Banking Committee in a letter sent to the FCA opposing the agency's proposed rule.  Chairman Christopher Dodd (D-Conn.) and Ranking Member Richard Shelby (R-Ala.) wrote:
"We believe the proposed regulation is too broad, not sufficiently rooted in the FCA's current statutory authority, and inconsistent with its primary mission of providing credit to the farm sector, and urge you to withdraw it,"  
The LBA could not agree more with the comments of Chairman Dodd and Senator Shelby.  
In addition to exceeding its statutory authority and shifting from its mission of providing credit to the farm industry, the FCA proposal will also cause great harm to our rural communities as FCS lenders will usurp huge amounts of financing from the community banking sector.  As FCS lenders cherry-pick the best financing opportunities away from the banking sector, many banks will be forced out of business as they lack the tax and funding subsidies of FCS lenders.   

This proposal would authorize FCS institutions to invest 150% of their surplus capital in financing hospitals, health care facilities, roads, bridges, transportation infrastructure, venture capital funds and any other type of investment the FCA approves, if the investment is located in a “rural” community with a population of less than 50,000.  We disagree that such finance activities are for “mission-related” purposes as the FCS claims.  The vast majority of populations living in rural communities are not farmers and the activities financed would not primarily benefit farmers, but the general populace.  
We are also very concerned with FCA’s definition of a “rural” community (50,000 or fewer people).  The Census Bureau defines rural towns as those with 2,500 or fewer people.  In contrast to the proposal, the Farm Credit Act itself limits non-farm financing for rural home mortgages to towns of 2,500 or less and for water and waste disposal to towns of 20,000.  FCA’s rural definition would allow FCS financing near large cities, while ignoring financing in remote rural areas.  This proposal’s real goal is to expand FCS powers as broadly as possible.  
Additionally, the risky venture capital investments allowed by this proposal will place the capital of FCS’s farmer borrowers at risk of loss.  According to the FCA’s most recent annual report, over eighty percent of System surplus is capital.  Banks are not allowed to make investments of 150 percent of their surplus or capital in these activities and bank investments are based on actual legislative authorization by Congress.  Again, FCA’s proposal goes far beyond anything contemplated in the Farm Credit Act by Congress and in other laws applicable to the banking industry.  Banks, unlike FCS lenders, are intended to be general purpose lenders and therefore it makes no sense for FCA to adopt broader policies targeting non-farm purposes than is allowed for the banking sector.  The proposal also would allow the mixing of banking and commerce by a GSE.  Congress has historically prohibited mixing of banking and commerce due to conflicts of interests.  

For the above stated reasons, the Louisiana Bankers Association respectfully requests that FCA withdraw the proposal.
Respectfully Submitted,

Joseph V. Gendron

Director of Government Relations
