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ACTION: Proposed Rule

SUMMARY: The Farm Credit Administration (FCA) proposes a new rule that would authorize each Farm Credit System (Farm Credit, System, or FCS) bank, association and service corporation (institution) to invest in rural communities across America under certain conditions. The proposed rule would allow each System institution to make investments in rural communities only for specific purposes.  Several provisions in the proposed rule would ensure that System investments in rural America are safe and sound and comply with the Farm Credit Act of 1971, as amended (Act), and other applicable statutes.

COMMENTS:
USDA Rural Development’s Community Facilities Programs routinely maintains a backlog of nearly $800 million in Direct Lending requests and until 2007, finished each year with unused Guaranteed Loan Program funds.  The Farm Credit System’s Pilot Policy begun in late 2005 has been a welcome and very positive investor in rural communities.

USDA Rural Development has many years of experience in underwriting infrastructure and essential community facilities and service for rural America.  The challenge is in providing sufficient funds at reasonable rates and terms to meet the needs of rural America for rural municipal entities and nonprofit organizations with significant community support.  Depending on the program, grants represent a $1 for $1 match in terms of Congressional budget authority.  For every $1 of Congressional budget authority, Direct Loans generate up to $17 of supportable Direct Loan authority. However, the Community Facilities Guaranteed Loan Program generates up to $32 times the amount of funds Congress budgets for the program.  Clearly in terms of budget authority, Community Facilities Guaranteed Loan Funds allows USDA to punch way above our weight.
USDA has struggled to find qualified and experienced financing sources that are subject to Federal or State credit examination and that are willing to invest in larger projects and take advantage of USDA Rural Development’s Community Facilities Guaranteed Loan Program.  Local community banks/lenders have been excellent in providing capital for smaller projects in nature, scope and complexity.  However, they simply lack the capital and experience in many instances to provide funding for the larger projects.  The Farm Credit System has stepped up to the plate to help fill that void by providing access to much needed capital for rural communities to develop and improve essential community facilities and services at competitive rates and terms.  The Farm Credit Systems bonds program is critical to meeting the needs of rural America’s capital improvement requirements for essential community facilities and services.
Farm Credit System institution’s employees have proven skills in understanding and working with the Community Facilities Guarantee Loan process and in working with USDA Rural Development employees to underwrite larger utilities and community facilities projects in a timely manner.  At the same time, the Farm Credit System is partnering with commercial banks when possible.  At least three recent USDA Guaranteed Loan financings have involved Farm Credit institutions and commercial lenders.  We strongly encourage the Farm Credit System to continue to reach out and partner with community lenders, as appropriate, to help meet the needs of the community and the capabilities of lenders.  We have found that the Farm Credit System’s bonds program complements rather than competes with commercial banks/lenders.
The needs in rural America are great.  In rural healthcare alone, the 50 year replacement cycle for hospitals, skilled nursing facilities, rural clinics and assisted living facilities is more than $5 Billion annually.  According to a Stroudwater Associates study of Critical Access Hospitals (1,300 nationwide) only 39 such hospitals have been replaced through 2006 (from 2001 – 2006).  Another 61 are in various stages toward replacement, whether strategic planning, design, request for proposal or actual completion.    

USDA Rural Development and the Farm Credit System have common goals – the support of rural America.  USDA Rural Development believes that it will take commercial banks, Farm Credit institutions and many other service companies to finance the infrastructure and essential community facilities needs in rural areas.  Working together, USDA’s Community Facilities Guaranteed Loan Program can help to mitigate risk by providing a credit enhancement and commercial banks and Farm Credit can provide for the capital needs of rural America.

In closing, the Farm Credit System’s Pilot Policy Bond’s Program is essential in providing access to competitive financing to help rural communities develop their essential community facilities.  The program does not compete, but complements commercial/community bank and lenders.

