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FARM CREDI T ADM NI STRATI ON

12 CFR Parts 611, 618, 620

RI'N: 3052- AC03

Organi zation; General Provisions; Disclosure to Sharehol ders
AGENCY: Farm Credit Adm nistration.

ACTI ON:  Proposed rul e.

SUMMVARY: The Farm Credit Adm nistration (FCA or Agency)
proposes to anmend its regulations to provide procedures for
requesting national charters. The proposed rule wuld al so
requi re each association with a national charter to extend
sound and constructive credit to eligible and creditworthy
custonmers in its Local Service Area (LSA). In addition, the
FCA proposes to establish controls through new busi ness

pl anni ng requirenents for an association with a national
charter. These new requirenents wll help strengthen the
safety and soundness of the Farm Credit System (System or
FCS). These requirenents will also help ensure that the FCS
continues to neet its public policy mssion to provide
adequat e, dependabl e, and conpetitive credit and rel ated
services to agriculture and rural America.

DATES: Pl ease send your coments to us on or before [insert

30 days fromdate of publication in the Federal Register].

ADDRESSES: You may submt comrents via electronic mail to

"reg-commdca. gov" or through the Pendi ng Regul ations

section of our Web site at "www fca.gov." You may al so nai



or deliver witten coments to Thomas McKenzie, Director,
Regul ation and Policy Division, Ofice of Policy and

Anal ysis, Farm Credit Adm nistration, 1501 Farm Credit
Drive, MLean, Virginia 22102-5090 or send them by facsimle
transm ssion to (703) 734-5784. You may review copi es of
all comrents we receive in the Ofice of Policy and

Anal ysis, Farm Credit Adm nistration.

FOR FURTHER | NFORMATI ON CONTACT:

S. Robert Col eman, Senior Policy Analyst, Ofice of Policy
and Analysis, Farm Credit Adm nistration, MLean, VA 22102-
5090, (703) 883-4498, TDD (703) 883-4444,

or

Jenni fer A Cohn, Senior Attorney, Ofice of General
Counsel, Farm Credit Adm nistration, MLean, VA 22102-5090,
(703) 883-4020, TDD (703) 883-4444.

SUPPLEMENTARY | NFORMATI ON:

|. Objectives

Qur objectives are to:

» Establish procedures for a direct |ender association

to request a national charter;

» Establish that each association with a national
charter nust provide dependabl e, sound, adequate,
conpetitive, and constructive credit and rel ated
services to all eligible and creditworthy custoners
within its Local Service Area on a priority basis
whi | e being responsive to other areas in the

nationally chartered territory;



» Establish controls through new business pl anni ng
requirenents for a direct | ender association with a

nati onal charter;

* Muintain safety and soundness and i nprove ri sk

managenent in the FCS; and

» Strengthen the ability of the FCS to achieve its
public policy mssion to serve agriculture and rural
Aneri ca.
W wel cone your comments on how we should nodify this
proposed rule, or whether we should consider a wholly
di fferent approach that woul d better enable the Systemto
remai n responsive to the credit needs of agriculture in a
changi ng mar ket .

1. Authority to Issue National Charters

The Farm Credit Act of 1971, as anended (Act), gives
the FCA broad authority to issue and anmend the charters of
System associ ati ons, including specifying the territories in
whi ch associ ations may carry on their operations. Section
5.17(a)(2)(A) of the Act authorizes the FCA, "[w here
necessary or appropriate to carry out the policy and
objectives of this Act, [to] issue and approve anendnents to
Federal charters of institutions of the System. . . ."
Sections 2.0(b)(8), 2.10(c), and 7.8(b) of the Act
specifically give the FCA the power to provide for the
territory in which a direct |ender association may carry on
its operations, either in the terns of the association's

charter or by regulation. These provisions also give FCA



the power to approve anendnents to the charters of
associations. Finally, section 5.17(a)(5) of the Act
authorizes the FCA to "[g]rant approvals provided for under
this Act either on a case-by-case basis or through
regul ations that confer approval on actions of Farm Credit
Systeminstitutions.” These statutory provisions authorize
the FCA to issue and anend charters, including charters to
operate nationwi de, to direct |ender associations wthout
noti ce and comment rul emaki ng.

On May 3, 2000, the FCA issued guidance to System
di rect | ender associations about how they could apply for a
national charter. Because there was significant public
interest in national charters, we published our guidance in

the Federal Reqgister on July 20, 2000 and invited conment.

See 65 FR 45066, July 20, 2000. W received over 1000

responses to the Federal Register notice. Mny comenters

believe the law requires the FCA to pursue a notice and
comment rul emaking for national charters. Hence, we are
proposing this rule, which codifies requirenents for any
direct | ender association requesting a national charter.
Not wi t hst andi ng this proposal, we continue to believe that
the FCA may issue or anend charters w thout conducting a
rul emaki ng, and we specifically reserve the right to do so
wi th other chartering actions.

I[11. Background

The FCA proposes to anend regulations in parts 611 and

618 to provide procedures for requesting a national charter.



Addi tionally, we propose to anend the disclosure
requirenents in part 620 to provide shareholders with

i nformation about |ending activities if their associations
have national charters. National charters, because they
permt direct |ender associations to diversify their |oan
portfolios geographically and by commodity, wll
significantly enhance safety and soundness opportunities for
t hese associations. The proposed rul e establishes new
regul atory requirenents that, when taken with other

provi sions of our existing regulations, will ensure an
association wth a national charter continues to operate in
a safe and sound manner. |In addition, these new
requirenents will strengthen the comm tnent of each direct

| ender association with a national charter to serve al
eligible and creditworthy customers in its |ocal area.

V. A National Charter Defined

Proposed 8 611.1126(a)(2) defines a national charter as
a charter that authorizes a direct | ender association to
exercise all powers conferred on it under the Act and FCA
regul ati ons throughout the United States and the
Commonweal th of Puerto Rico or within any | esser territory
the FCA specifies in accordance with section 5.17(a) of the
Act .

As di scussed above, the FCA has the authority under
sections 2.0(b)(8), 2.10(c), 7.8(b), and several provisions
of 5.17(a) to issue and anend charters for System

institutions. These provisions give us broad discretion to



i ssue national charters to direct |ender associations that
include nost of the United States and Puerto Rico. Section
5.17(a)(2)(B), (a)(2)(©, (a)(13), and (a)(14) of the Act
requires various consents before the FCA may include certain
territories in an association's national charter.
Specifically, the follow ng associations and their
supervi sory banks mnmust consent before these associations
territories can be included in the national charter of any

ot her associ ati on:

* Ag New Mexico, Farm Credit Services, PCA

» Federal Land Bank Association of North Al abama, FLCA,

» Federal Land Bank Association of North M ssissippi, FLCA
» Federal Land Bank Association of South Al abama, FLCA,

» Federal Land Bank Association of South M ssissippi, FLCA
« First South Agricultural Credit Association?

+ Loui si ana Federal Land Bank Associ ation, FLCA?

* Production Credit Association of New Mexico; and

* Production Credit Association of Southern New Mxi co.
Under the Act, these associations' sharehol ders nust
consent before the territories of these associations can be
included in the charters of other FCS associations.
Additionally, the association's affiliated bank, and for the

three New Mexi co production credit associations, their

' Protected territory of First South Agricultural Credit Association is |ocated
in the States of Al abama, Louisiana, and M ssi ssippi.

2 Except in the parishes of Bienville, Bossier, Caddo, Caliborne, Desoto,
Jackson, Lincoln, Red River, Union and Wbster Parishes, and that part of
Quachita Parish west of the Quachita River in the State of Loui siana.



boards of directors, nust consent to these charter changes.
An association's national charter issued by the FCA wll
specify its exact territory. Separately, we have proposed
rules that woul d provide specific direction on voting
procedures by these institutions. See 65 FR 26776, My 9,
2000 and 65 FR 58486, Septenber 29, 2000.

V. Eligibility to Request a Nati onal Charter

Proposed 8 611.1126(b) provides that an existing direct
| ender association (as defined in 88 619.9135 and 620. 1,
i.e., Federal land credit association, production credit
associ ation, or agricultural credit association) or an
applicant for a new direct | ender association charter may
request a national charter.

The proposed rule states that any direct |ender
association that is under a cease and desi st order that has
becone final, as defined by section 5.25 of the Act, is
ineligible for a national charter. The FCA is authorized
under part C of title Vto issue cease and desist orders
agai nst any Systeminstitution that operates in an unsafe or
unsound manner or violates a statute or regul ation.

VI. Local Service Areas

Section 1.1 of the Act states that the Farm Credit
Systemis "designed to acconplish the objective of inproving
the incone and wel | -being of Anerican farners and ranchers
by furnishing sound, adequate, and constructive credit and
closely related services to them their cooperatives, and to

selected farmrelated businesses . . . ." The FCA believes



the System shoul d be responsive to all types of agricultural
producers and other eligible borrowers who have a basis for
credit and rel ated services.

Each direct |ender association that receives a national
charter nust remain responsive to the needs of eligible FCS
custonmers. Accordingly, proposed 8§ 611.1126(a)(3) and (e)
establishes a Local Service Area for each direct |ender
associ ation that receives a national charter. The LSA of an
existing direct |ender association wll be its chartered
territory immedi ately before it receives a national charter.
The FCA will designate the LSA of any newy chartered
associ ation.

The Local Service Area establishes where each
association wth a national charter nust offer credit and
rel ated services. The FCA believes the LSA requirenment wl|
ensure that the Systemcarries out its public policy m ssion
of extending credit and related services to farners,
ranchers, and other eligible custoners in every part of the
United States as described in section 1.1 of the Act.
Therefore, each association wth a national charter nust
provi de dependabl e, sound, adequate, conpetitive, and
constructive credit and related services to all eligible and
creditworthy custoners within its LSA on a priority basis,
consistent with safe and sound | endi ng practi ces.

Furt hernore, each association nmust be responsive to the
needs of custoners in other areas of its nationally

chartered territory.



Existing regulations require that all System | enders
extend credit and rel ated services in a safe and sound
manner. Accordingly, every association with a national
charter nmust maintain sufficient capacity and expertise to
provide credit and related services within its LSA before it
can serve other areas in its national charter.

In section 4.19 of the Act, Congress intended that the
System woul d make special efforts to serve young, beginning,
and small farnmers. W anticipate that each association wll
make specific efforts to reach out to serve those farners in
its Local Service Area. In conjunction with business
pl anning for an association's national charter, we encourage
Systeminstitutions to review FCA Policy Statenment 75, dated
Decenber 10, 1998, when they plan, devel op, and i npl enent
program revisions for young, beginning, and small farners.

VII. Procedures for Requesting a National Charter Anendnent

Proposed 8 611.1126(c) establishes the procedures that
an associ ation requesting a national charter nust follow.
Under 8§ 611.1126(c)(1), a national charter applicant nust

submt the followng information to the FCA:

A statenent of the provision(s) of the charter that the
associ ati on proposes to anend and the proposed

amendnent (s) ;

A statenent of the reasons for the proposed
anmendnent (s), the inpact of the anmendnent(s) on the
association and its stockhol ders, and the requested

effective date of the anendnent(s);



* Acertified copy of the resolution of the board of
directors of the association approving the

amendnent (s) ;

* A business plan, revised to reflect the proposed
nati onal charter, that includes an LSA Pl an addressing
the matters set forth in § 618. 8440, and has been

adopted by the association's board of directors; and,

* Any other information or docunents that the association
W shes to submit in support of its application, or
requested by the FCA
Proposed 8 611.1126(c)(2) requires any association that
applies for a national charter to sinultaneously send a copy
of its application to its supervisory bank. The proposed
rule also allows the supervisory bank to provide comments on
a related association's national charter application to the
FCA within a reasonable period of tinme. Under proposed
§ 611.1126(c)(3), the FCAwill informthe association of the
approval or disapproval of its national charter application.
Because 8§ 611.1126(c) would establish specific
procedures for requesting a national charter, we propose to
make conform ng changes to 8§ 611.1121. W propose to anmend
that provision, which sets forth general procedures for
requesting charter anendnments, to exclude national charter
applications fromits scope.

VI11. Business Planni ng Requirenents

Section 618.8440 continues to address business pl anning

requi renents for Systeminstitutions. The proposed
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amendnents to this regulation would add a provision that
specifically requires any association with a national
charter to develop and inplenent a Local Service Area Pl an.

A. Current Busi ness Pl anni ng Requirenents

Each association that obtains a national charter nust
update its business plan to reflect changes in its operating
environment. In addressing the requirenents set forth in
t he proposed anmendnents to 8 618. 8440, each associ ation
shoul d take into account the follow ng considerations when

it updates its business plan:

» Econom c and market conditions facing the

associ ati on;

» The effect that |ending outside the association's
LSA may have on neeting the association’s objectives
wthinits LSA;

» The effect prograns that provide credit and rel ated
services to a broader custoner base will have on the
associ ation's organi zational efficiency, custoner
service, risk managenent, and operational
capabilities;

» Specific operating objectives and strategies for any
new credit or related services prograns, including

delivery and servicing nechani sns;

« The types and projected amounts of credit and
rel ated services that the association will offer and

t he geographic markets in which it will operate;

11



e The risk associated with providing credit and
rel ated services in new markets, including
establishing risk-tolerance levels in relation to
ri sk-bearing capacity and | oan portfolio

concentrations; and

* Policies, underwiting standards, and controls for
the association's lending and rel ated service
activities in any newterritory, so that such
activities are conducted in a safe and sound manner.

Busi ness planning is an integral conponent of any

financial institution operating in a safe and sound manner.
An association's board of directors is responsible for and
in the best position to assess the association's strategic
strengths and weaknesses and to set proper limts and
internal controls on | ending operations and rel ated
services. The FCA will exercise its exam nation and
supervi sory powers to eval uate whet her each System
association is operating in a safe and sound manner as it
executes its plans to extend credit and offers rel ated
services in its national charter territory.

B. Safety and Soundness Requirenents for National

Charter Applicants

Nati onal charters, when planned and i npl enent ed
properly, can inprove safety and soundness by diversifying
geographi c and industry concentrations in the | oan
portfolios of FCS associations. Because they provide

enforceabl e safety and soundness controls, proposed

12



8 611.1126(c) and (d) and the proposed anendnent to

§ 618. 8440 provide additional safeguards to elimnate
concerns that national charters expose Systeminstitutions
to excessive risk.

Proposed 8 611.1126(d) inposes rigorous safety and
soundness criteria on each association that applies for and
subsequently receives a national charter. Specifically,

8 611.1126(d) (1) incorporates by reference existing
regul ati ons that address capital adequacy; |oan underwiting
requi renents; |oan servicing requirenents; interna

controls; and conpliance with regul ati ons governi ng consuner
protection, equal credit opportunity, and fair |ending
practices. Further, 8§ 611.1126(d)(4) requires any

associ ation that receives a national charter to continue to
nmeet safety and soundness standards, both those included in
§ 611.1126(d)(1), and those listed in 8§ 611.1126(d)(2) such
as asset quality, managenent, and earni ngs perfornmance.

Once an associ ation receives a national charter, the FCA
reserves its right to restrict the association's operations
if it fails to operate in a safe and sound manner. In
addition to safety and soundness, 8 611.1126(d)(3) requires
each associ ation that applies for and receives a national
charter to denonstrate that it has inplenmented a programto
serve young, beginning, and small farnmers in its LSA

C. Local Service Area Pl an

The proposed rul e establishes new busi ness pl anning

requi renents for each association applying for a national

13



charter. Existing 8 618.8440 requires each FCS institution
to adopt an operational and strategic business plan on an
annual basis that covers at |east the succeeding 3 years.
Proposed 8 611.1126(c)(1)(iv) and the proposed amendnent to
8§ 618.8440 will require each direct |ender association that
applies for a national charter to develop an LSA Pl an that
addresses how it will continue to serve its |ocal custoners.
Any associ ation that receives a national charter nust update
its LSA Plan annually as part of its planning process and
explain howit will continue to serve |ocal areas by
provi di ng sound, adequate credit and rel ated services to al
eligible and creditworthy custoners.

A direct |ender association's LSA Plan nust include its
assessnment of its LSA and its strategies to ensure adequate
service inits LSA. At a mninmm each association's LSA
Pl an nmust:

» Describe all segments of its existing market

(i ncluding both existing and potential custoners);
* Evaluate how well it is currently serving each

segnent of its existing market (including both

exi sting and potential custoners);

* Assess underserved segnents in its existing market;

* Assess its capacity to serve all segnments of its

exi sting markets (including both existing and
potential custonmers) and any constraints on this

capacity; and

14



* Describe the strategies it will pursue to ensure
that it provides adequate service within its LSA

The purpose of an LSAis to ensure each direct |ender
association does its part to help the FCS neet its public
policy mssion. This mssion includes providing dependabl e,
sound, adequate, conpetitive, and constructive credit and
related services to all eligible farners and ranchers,
aquatic producers and harvesters, farmrel ated busi nesses,
and rural honeowners

D. Sharehol der Reporting Requirenents for Nationally

Chartered Associ ations

The proposed rul e establishes reporting requirenments
t hat provide association sharehol ders and the FCA with
useful information about the | ending and rel ated services
activities of any association that has a national charter.
The proposed rul e anends the sharehol der disclosure
regul ation, 8 620.5, to require any association with a
national charter to disclose in its annual report
i nformation about the volume of |oans, |eases, and rel ated
services both inside and outside its LSA Specifically,
proposed 8§ 620.5(a)(3) would require an associ ation that has
a national charter to disclose to its sharehol ders sumary
information on the percentage and total dollar amunt of
| oans, |eases, and related services extended both inside and
outside the LSA. Additionally, the FCA, through its cal

reporting, may request nore detailed information about

15



| oans, | eases, and related services that nationally
chartered associ ations offer outside their LSAs.

| X. Effective Dates for National Charters

W expect that national charters approved by the FCA
wi || have the sane effective date for all System
associations that apply by a specified target date. The
effective date for national charters and the target date for
submtting applications will be determ ned by the FCA once a
final rule is adopted. Effective dates for nationa
charters for subsequent applications will be based on the
timng of the applications received. W welcone your
comments on any uni que business aspects that we should
consi der when we establish a uniformeffective date for
national charters.

X. Gover nance and Supervi si ng Bank Rel ati onship

National charters will not change FCA regul ati ons on
FCS cor porate governance. A borrower who is an eligible
farmer, rancher, aquatic producer or harvester is entitled
to hold voting stock and to serve as a director in the
System associ ati on fromwhich he or she has a | oan
regardl ess of geographic location. As required by section
4.15 of the Act, each association with a national charter
must make efforts to ensure that borrowers fromits
chartered territory are adequately represented on its board
of directors. Additionally, representation on an
association's board should reflect the types of agriculture

practiced by its borrowers. The proposed rul e does not

16



change the affiliation between a nationally chartered
association and its current funding and supervisory bank.

Li st of Subjects

12 CFR Part 611

Agricul ture, Banks, banking, Rural areas.

12 CFR Part 618

Agriculture, Archives and records, Banks, banking,
| nsurance, Reporting and recordkeeping requirenents, Rural
areas, Technical assistance.

12 CFR Part 620

Accounting, Agriculture, Banks, banking, Reporting and
recordkeepi ng requirenents, Rural areas.

For the reasons stated in the preanble, parts 611, 618,
and 620 of chapter VI, title 12 of the Code of Federal
Regul ati ons are proposed to be amended to read as foll ows:
PART 611-- ORGANI ZATI ON

1. The authority citation for part 611 continues to
read as foll ows:

Aut hority: Secs. 1.3, 1.13, 2.0, 2.10, 3.0, 3.21,
4.12, 4.15, 4.20, 4.21, 5.9, 5.10, 5.17, 7.0-7.13, 8.5(e) of
the FarmCredit Act (12 U S.C. 2011, 2021, 2071, 2091, 2121,
2142, 2183, 2203, 2208, 2209, 2243, 2244, 2252, 2279a-2279f-
1, 2279aa-5(e)); secs. 411 and 412 of Pub. L. 100-233, 101
Stat. 1568, 1638; secs. 409 and 414 of Pub. L. 100-399, 102
Stat. 989, 1003, and 1004.

2. Revise the heading of subpart Gto read as foll ows:

17



Subpart G -Mergers, Consolidations, and other Chartering

Actions of Associations

3. Revise 8§ 611.1120(b) to read as foll ows:
8§ 611.1120 Ceneral authority.

* * * * *

(b) The Farm Credit Adm nistration may nake changes in
the charter of an association as may be requested by that
associ ati on and approved by the Farm Credit Adm nistration
pursuant to 8 611.1121 or, in the case of national charters,
§ 611.1126 of this part.

%k x %

4. Amend § 611.1121 by revising the introductory

paragraph to read as foll ows:

§ 611.1121 Charter anendnent procedures.

This section applies to any request by an association
to anend its charter, except it does not apply to
applications for national charters.

x %k x %

5. Add 8§ 611.1126 to subpart Gto read as follows:

8§ 611.1126 National charters.

This section applies to any association that requests
or receives a national charter.

(a) Definitions.

(1) You neans a direct |ender association as defined
in 88 619.9135 and 620.1 of this chapter.

(2) National charter. A charter that authorizes you

to exercise all powers conferred on you under the Act and

18



regul ations of the Farm Credit Adm nistration throughout the
United States and the Commonweal th of Puerto Rico or wthin
such lesser territory as specified by the Farm Credit
Adm ni stration in accordance with section 5.17(a) of the
Act .

(3) Local Service Area (LSA

(i) If you are an existing direct |ender association,
your LSA is your chartered territory i medi ately before you
receive a national charter.

(it) If you are a newy chartered direct |ender
association, your LSA is any territory the Farm Credit
Adm ni stration designates as such.

(b) Eligibility to request a national charter.

(1) An existing direct |ender association or an
applicant for a new direct |ender association charter may
request a national charter.

(2) No direct lender association that is under a cease
and desist order that has beconme final as defined by section

5.25 of the Act is eligible to request a national charter.

(c) Procedures for requesting an anendnent to an

existing charter that would result in a national charter.

(1) In requesting an anmendnent to an existing charter
that would result in a national charter, you nmust submt an
application to the Farm Credit Adm nistration that contains

the follow ng information:

19



(i) A statenent of the provision(s) of the charter
that the association proposes to anend and the proposed
amendnent (s) ;

(i) A statement of the reasons for the proposed
anmendnent (s), the inpact of the anmendnent(s) on the
association and its stockhol ders, and the requested
effective date of the anendnent(s);

(iti) Acertified copy of the resolution of the board
of directors of the association approving the anendnent (s);

(iv) A business plan, revised to reflect your proposed
national charter, that includes an LSA Pl an addressing the
matters set forth in 8 618.8440 of this chapter and has been
adopted by your board of directors; and

(v) Any additional information or docunents that you
Wi sh to submt in support of your application or that the
Farm Credit Adm nistration requests.

(2) You nust sinultaneously send a copy of your
national charter application to your supervisory bank. The
supervi sory bank may provide comments on your national
charter application to the Farm Credit Adm nistration within
a reasonabl e period of tine.

(3) The FarmCredit Adm nistration wll notify you of
its approval or disapproval of the anendnent request.

(d) Criteria for issuing national charters.

(1) You may apply for a national charter if you are in

conpliance wth:

20



(i) Capital adequacy requirenents in subpart H of part
615 of this chapter;

(i1) Loan underwriting requirenents in subpart D of
part 614 of this chapter;

(i1i1) Loan servicing requirenents in subpart N of part
614 of this chapter;

(iv) Internal control requirenents in subpart J of
part 618 of this chapter;

(v) Al applicable laws and regul ations pertaining to
nondi scrimnation in lending requirenents in part 626 of
this chapter, and other Federal statutes and regul ations
governi ng consumer protection, equal credit opportunity, and
fair lending practices.

(2) The FarmCredit Admi nistration wll grant national
charters only to direct |ender associations that it
determ nes are operating safely and soundly in accordance
with capital, assets, nmanagenent, earnings, liquidity,
interest rate sensitivity, and other safety and soundness
st andar ds.

(3) If you apply for a national charter, you mnust
denonstrate to the Farm Credit Adm nistration that you have
i npl enented a programthat serves young, beginning, and
smal | farmers in your |ocal service area, and that you have
complied with 8 614.4165 of this chapter and ot her Agency

gui dance.
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(4) After you receive a national charter, you nust
continue to conmply wwth all the requirenents in paragraphs
(d)(1), (d)(2) and (d)(3) of this section.

(e) LSArequirenent. |If you receive a national

charter, you wll have an LSA. Once you receive your
national charter, you nust extend credit and offer rel ated
services to all eligible and creditworthy custoners in your
LSA, consistent with safe and sound | endi ng practices.
PART 618—GENERAL PROVI SI ONS

6. The authority citation for part 618 continues to
read as foll ows:

Aut hority: Secs. 1.5, 1.11, 1.12, 2.2, 2.4, 2.5, 2.12,
3.1, 3.7, 4.12, 4.13A, 4.25, 4.29, 5.9, 5.10, 5.17 of the
Farm Credit Act (12 U.S.C. 2013, 2019, 2020, 2073, 2075,
2076, 2093, 2122, 2128, 2183, 2200, 2211, 2218, 2243, 2244,
2252) .

Subpart J—+tnternal Controls

7. Revise 8§ 618.8440 to read as follows:
§ 618. 8440 Pl anni ng.

(a) No later than 30 days after the commencenent of
each cal endar year, the board of directors of each Farm
Credit Systeminstitution nmust adopt an operational and
strategi c business plan for at |east the succeeding 3 years.

(b) The business plan nust include, at a mninmum the
fol | ow ng:

(1) A mssion statenent;
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(2) Areviewof the internal and external factors that
are likely to affect the institution during the planning
peri od;

(3) Quantifiable goals and objectives;

(4) Pro forma financial statenents for each year of
t he pl an;

(5) A detailed operating budget for the first year of
t he plan; and

(6) The capital adequacy plan adopted pursuant to 88§
615. 5200(b), 615.5330(c), and 615.5335(b) of this chapter.

(c)(1) The business plan for each Farm Credit System
associ ation that has received a national charter, as defined
in 8 611. 1126 of this chapter, nust include a Local Service
Area (LSA) Pl an

(2) An LSA Plan is a plan that addresses how the Farm
Credit System association will serve its LSA under
§ 611.1126(d) of this chapter. At a mninmum an LSA Plan
must :

(i) Describe all segnents of the existing market of
the Farm Credit System association (including both existing
and potential custoners);

(i1) Evaluate how well the Farm Credit System
association is currently serving each segnent of its
exi sting market (including both existing and potenti al
custoners);

(ii1i1) Assess underserved segnents in the Farm Credit

System associ ation's exi sting market;
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(iv) Assess the Farm Credit System association's
capacity to serve all segnents of its existing nmarkets
(i ncluding both existing and potential custoners) and any
constraints on this capacity; and

(v) Describe the strategies the Farm Credit System
association will pursue to ensure that it provides ful
service within its LSA
PART 620—Bl SCLOSURE TO SHAREHOLDERS

8. The authority citation for part 620 continues to
read as foll ows:

Authority: Secs. 5.17, 5.19, 8.11 of the Farm Credit
Act (12 U S. C 2252, 2254, 2279aa-11); sec. 424 of Pub. L.
100- 233, 101 Stat. 1568, 1656.

Subpart B-Annual Report to Sharehol ders

9. Anmend 8 620.5(a)(3) as follows:

a. Renove the “;” at the end of the third sentence and
add a "."; and

b. Add two new sentences to the end of this paragraph
to read as follows:

8 620.5 Contents of the annual report to sharehol ders.

* * * * *

(a) Description of business. * * *

(3) * * * For any association that has a national
charter, it nust identify the percentage and the total
dol I ar anmpbunt of |oans, |eases, and related services that it
extends to eligible custoners. An association with a

national charter nust separately report the total | oans,
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| eases, and related services that is nakes both inside and

outside its | ocal service area;

* * * * *

Dat ed:

Kelly Mkel WIIians,

Secretary,
Farm Credit Adnministrati on Board.
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