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FARM CREDIT ADMINISTRATION

12 CFR Part 614

Loan Policies and Operations 

AGENCY: Farm Credit Administration.

ACTION: Proposed rule.  

SUMMARY: The Farm Credit Administration, by its Federal Farm Credit Board, publishes for comments miscellaneous amendments to its regulations governing loan policies and operating procedures. These amendments are for clarification and updating because of new authorities conferred on institutions of the Farm Credit System by the Farm Credit Act Amendments of 1980 (Pub. L. 96-592).  

DATES: Written comments must be received on or before January 19, 1982.  

ADDRESSES: Submit any comments or suggestions in writing to Donald E. Wilkinson, Governor, Farm Credit Administration, Washington, D.C. 20578. Copies of all communications received will be available for examination by interested persons in the Office of Director, Congressional and Public Affairs Division, Office of Administration, Farm Credit Administration.

FOR FURTHER INFORMATION CONTACT: 

Larry H. Bacon, Deputy Governor, Office of Administration, 490 L'Enfant Plaza, S.W., Washington, DC 20578 (202-755-2181).  

TEXT: PART 614 -- LOAN POLICIES AND OPERATIONS 

Part 614 of Chapter VI, Title 12 of the Code of Federal Regulations 

Subpart A -- General 

1. Section 614.4020 is revised to read as follows: 

 §  614.4020 Delegation of authority. 

(a) The Farm Credit Act of 1971, as amended, authorizes and directs the delegation and redelegation of such of the duties, powers, and authority of the Farm Credit Administration as may be determined to be in the interest of effective administration. 

(b) The banks shall provide for the exercise of loanmaking authority by the associations commensurate with their demonstrated ability to extend and administer credit soundly on condition that adequate control and supervisory measures are developed and exercised. 

(c) It shall be the responsibility of each bank board to adopt a policy authorizing the bank to delegate loanmaking authority to bank personnel and associations. Such policy shall require the bank to define authorities to be delegated, provide for documented evaluation of the capability and responsibility of individuals or associations where authority is delegated, provide for reporting of actions taken under delegated authority, provide procedures for periodic review and enforcement, and provide for withdrawal of authority where appropriate. Where associations are authorized to redelegate loanmaking authority to employees, bank procedures shall provide for associations to utilize similar control measures. 

 § §  614.4030 and 614.4031 [Removed] 

2. Part 614, Subpart A, is amended by removing §  614.4030 and §  614.4031. 

3. Section 614.4051 is revised to read as follow: 

* * * * * 

 §  614.4051 Federal land Federal intermediate credit bank credit review. 

(a) It shall be the duty of the supervising bank to adequately review and evaluate annually the credit quality of loans and related loan assets and the quality of credit administration in each Federal land bank association and each production credit association. Each bank board shall adopt a policy prescribing credit review criteria and providing for the issuance of a report to the association board. The adequacy and reliability of bank reviews and the completeness of reporting will be major considerations by Farm Credit Administration examiners in determining the scope of their audit and examination of associations and banks. Bank policies shall be subject to approval by the Farm Credit Administration. The policies shall include at least the following: 

(1) Evaluating and reporting shall at all times be under the supervision of a bank credit officer, properly trained and with proven capability in analyzing loans, credit administration, and personnel performance. 

(2) A credit review program shall be prepared annually which will designate the scope of review to be made in each association. The extent of review may range from a minimum sampling in strong associations to be full review in weaker associations. All associations shall be subject to a comprehensive review at intervals of no more than 3 years.  

(i) Scope of review -- production credit associations.  A comprehensive scope of review shall include a review of loans, acquired property, sales contracts, liquidating assets, the total area of credit administration, and the report from the association board at year-end of the number and amount of losses estimated in its loan portfolio. The basis for the decision to exclude any of these areas from a minimum review should be documented in the review report. 

(ii) Scope of review -- Federal land bank associations.  A comprehensive scope of review shall include new loans made, partial release and subordination functions, forbearance cases, overall loan servicing, the total area of credit administration, including appraisal accuracy, and the report from the association board at year-end of the number and amount of losses estimated in its loan portfolio. The basis for the decision to exclude any of these areas from a minimum review should be documented in the review report. 

(3) An annual written report shall be prepared on each Federal land bank association and production credit association detailing: 

(i) The quality of credit, 

(ii) The quality of credit administration, and 

(iii) An evaluation of management (unless prepared by other bank departments) and compliance with law, regulations, and association and bank policies. 

(4) Loans shall be classified in accordance with the following Systemwide loan classification standards: 

(i) Acceptable loans.  Loans of highest quality, ranging down to and including those having significant credit weaknesses. 

(ii) Problem loans. Loans having serious credit weaknesses requiring more than normal supervision but believed to be collectible in full. 

(iii) Vulnerable loans. High risk loans still considered collectible but involving probability of loss in the event repayment from available sources does not materialize. 

(iv) Loss loans. Loans on which all or any portion is deemed uncollectible. 

(5) Statistical reporting shall comply with minimum uniformity requirements prescribed by the Farm Credit Administration. 

(6) Association internal credit reviews may be used as a part of the bank's review program provided: 

(i) Authority and direction is provided in the bank board policy and the program is approved by the Farm Credit Administration. 

(ii) The bank provides the necessary training, supervision, and testing of the association review process. 

(7) Credit review procedures will be issued to bank personnel to facilitate the making of credit reviews and the issuance of reports. Where the bank and/or association have adopted special lending programs (i.e., specialized enterprise financing, young farmer programs, etc.), bank procedures will provide that such loans be classified in accordance with standards prescribed in paragraph (a)(4) of this section but that the reports also contain a specific and separate analysis of each special lending program. Such analysis should cover the reasons for the program, the selectivity of borrowers included, the quality of service and control exercised over the loan, relative progress being made by individual borrowers, and the success or failure in meeting the objectives of the program. 

(b) Each Federal intermediate credit bank policy shall provide for a credit review of other financing institutions borrowing or discounting paper. The bank's credit review program shall prescribe a scope of review for such institutions commensurate with the capability and responsibility of the institution and the ratio of peak debt to capital and collateral pledged. Frequency of review and loan classification and reporting standards will be generally the same as for production credit associations, recognizing that supervisory responsibility is not a factor. 

* * * * * 

Subpart B -- Chartered Territories 

4. Section 614.4070 is revised to read as follows: 

 §  614.4070 Loans outside the established territory -- Federal land banks, Federal land bank associations, and production credit associations. 

(a) A loan to finance eligible borrower operations conducted wholly within the territory of a bank or an association may be made by the bank or association in whose territory the operations are conducted regardless of the residence of the applicant. 

(b) A loan to finance eligible borrower operations which are conducted partially within and partially without the territory of an association or bank may be made if concurrence of all like supervising banks responsible for territories in which the operations are conducted is obtained. 

(c) A loan to finance eligible borrower operations conducted wholly outside the chartered territory of an association or bank may be made, provided such loans are authorized under policies established by the bank board and approved by the Farm Credit Administration. If a loan is made to an eligible borrower whose operation is conducted wholly outside the chartered territory of the lending association or bank, concurrence of like associations and the supervising bank(s) in whose territory(ies) the operation is conducted shall be obtained. 

* * * * * 

Subpart E -- Loan Terms and Conditions 

5. Section 614.4180 is amended by revising paragraph (b) to read as follows: 

 §  614.4180 Federal land banks. 

* * * * * 

(b) The outstanding loan balance on any loan shall not at any time during the life of the loan exceed 85 percent (97 percent if guaranteed by a Federal, State, or other governmental agency) of the appraised value established by the most recent appraisal report on the primary real estate security. This shall not, however, prohibit advancing taxes, advancing insurance premiums with respect to the real estate, capitalizing past due interest, rescheduling loan payments, or granting partial releases of security interests in the real estate when, (1) If there is adequate collateral to support the total amount of the outstanding debt, such action will increase the ability of the debtor to repay the debt, or (2) if there is not adequate collateral to support the debt, the actions are considered necessary to protect the financial interest of the bank in the collateral. 

* * * * * 

6. Section 614.4230 is amended by revising paragraph (a) and (c) to read as follows: 

Subpart F -- Security Requirements 

 §  614.4230 Federal land banks. 

(a) Primary security for a Federal land bank loan shall consist of a first lien on an interest in real estate comprising agricultural property, an eligible farm-related business, as eligible rural residence, or real estate used as an integral part of an eligible aquatic operation, whichever is most appropriate for the type of loan being made. The real estate interest must be mortgageable under deeds or leases which reasonably may be considered adequate to allow the bank to have security of a first lien upon such interest. Collateral closely aligned with, an integral part of, and normally sold with real estate may be included in the appraised value of the primary security upon which a loan is based. Values shall be determined within appraisal standards approved by the bank. 

* * * * * 

(c) Personal property used in farming or aquatic operations and considered as collateral for short- and intermediate-term credit will normally not be included as additional security. Before taking such personal property as additional security, the Federal land bank and Federal land bank associations shall consider whether all or a portion of the credit needs might be met more satisfactorily by a short- or intermediate-term loan such as may be obtained through a production credit association in accordance with district board policies under §  616.6020 of these regulations. 

Subpart G -- Interest Rates and Charges 

* * * * * 

7. Section 614.4310 is revised to read as follows: 

 §  614.4310 Interest rate limitation for Federal intermediate credit banks. 

(a) The rate of interest charged borrowers on notes or other obligations that a Federal intermediate credit bank may purchase, discount, or accept as collateral for loans shall not exceed by more than 4 percent per annum the lending rate of the Federal intermediate credit bank; payment of interest on other than a simple interest rate basis (add-on, interest after maturity, etc.) may be accepted provided the effective simple interest rate to the borrowers does not exceed the 4-percent spread limitation.  

(b) Interest rate spreads for fixed rate loans shall be based on the FICB and borrower rates on the date the loan is closed; 

(c) Interest rates for variable rate loans may vary provided the current rate charged the borrower shall not exceed by more than 4 percent per annum the current lending rate of the bank. 

(d) Interest rates charged commercial bank borrowers on PCA-commercial bank participation loans shall not exceed by more than 6 percent per annum the lending rate of the Federal intermediate credit bank. 

* * * * * 

Subpart I -- Loss-Sharing Agreements 

8. Section 614.4340 is revised to read as follows: 

 §  614.4340 General. 

(a) With approval of the boards of directors of the respective Farm Credit System institutions, Farm Credit banks and associations may enter into agreements to share loan and other losses as provided in paragraph (b) of this section. The loss-sharing agreements shall cover, but not be limited to, definition of terms, terms and conditions for activation, determination of assessment formulas, limitation on assessments, reimbursements, administration, arbitration, and provisions for amendment and termination. All loss-sharing agreements shall be subject to Farm Credit Administration approval. 

(b) Loss-sharing agreements to protect against the impairment of capital stock and participation certificates and for any other purpose may be entered into by: 

(1) The 12 Federal land banks;
 
(2) The 12 Federal intermediate credit banks; 

(3) The 12 district banks for cooperatives; 

(4) The 37 Farm Credit banks; 

(5) Federal land bank and district Federal land bank associations;
 
(6) District Federal land bank associations with the approval of the supervising bank; 

(7) Federal intermediate credit bank and district production credit associations; and 

(8) District production credit associations with the approval of the supervising bank. 

Subpart N -- Loan Servicing Requirements 

Section 614.4511 is revised to read as follows: 

 §  614.4511 Federal land bank association compensation. 

Financial policies on Federal land bank association compensation are subject to the approval of the bank board and the Farm Credit Administration. Compensation may be paid to associations in an amount which reflects the value of the services being rendered for the bank and other financial policies and objectives. Compensation plans and changes there to shall be approved by the bank board. 

Subpart O -- Special Lending Programs 

10. Section 614.4520 is revised to read as follows: 

 §  614.4520 General.
  
(a) To provide the best possible credit service to farmers, ranchers, and producers or harvesters of aquatic products, a district board may adopt policies permitting banks and associations to enter into agreements (subject to approval by the bank) with agents, dealers, cooperatives, other lenders, and individuals to facilitate the making of loans to eligible farmers, ranchers, and producers or harvesters of aquatic products. 

(b) Federal land banks.  A bank, or an association with bank approval, may enter into an agreement which will accrue to the benefit of the borrower and lender which allows others to perform functions in loanmaking or servicing other than the evaluation and approval of loans. When such an agreement is developed, and the territory covered by the agreement extends outside the territorial limits of the originating association or bank, a permissive agreement from all affected banks or associations is required. Reasonable compensation may be paid for services rendered. 

(c) Production credit associations may enter into agreements with private dealers or cooperatives permitting them to take applications for loans from the association to purchase farm or aquatic equipment, supplies, and machinery. Such agreements shall normally be limited to persons or businesses selling to farmers, ranchers, or producers or harvesters of aquatic products and shall contain credit limits consistent with sound credit standards. When the sales territory of a dealer or cooperative extends outside the territory of the originating association, or the Farm Credit district, agreement of all banks and associations affected shall be obtained before making such loans. Reasonable compensation may be paid or charged to a dealer or cooperative for services rendered in connection with such programs. 

(d) Subject to the approval of the respective bank's board of directors, Federal land banks, Federal intermediate credit banks, banks for cooperatives, and production credit associations may enter into memorandums of understanding among themselves or with other lenders for the simultaneous processing and closing of loans to a mutual borrower. The basic policies and principles of each System lender shall apply.  

(Secs. 5.9, 5.12, 5.18, Pub. L. 92-181, 85 Stat. 619, 620, 621, 12 U.S.C. 2243, 2246, and 2252) 

C. T. Fredrickson, 

Acting Governor.  

[FR Doc. 81-33645 Filed 11-20-81; 8:45 am] 
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