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Loan Policies and Operations; Collateral Evaluation Requirements, Actions on
Applications, and Review of Credit Decisions; Correction


ACTION: Final rule; correcting amendments.  

 [*11371]    

SUMMARY: The Farm Credit Administration (FCA), by the Farm Credit Administration Board (Board), adopted on November 12, 1992, a final regulation amending FCA regulations relating to collateral evaluation requirements for Farm Credit System (FCS or System) institutions engaged in lending or leasing. This regulation was published as a final regulation on November 20, 1992, 57 FR 54683, but will not become effective until March 1, 1993. The FCA Board now publishes corrections and a clarifying change to the regulation which will make it clear that for certain loans, transactional independence between the credit decision and the collateral evaluation where the same employee or officer is responsible for both can be satisfied by providing for prior approval or post-review of the credit decision by the senior management or the board of directors.  

DATES: The regulation shall become effective March 1, 1993, or upon the expiration of 30 days after November 20, 1992 during which either or both houses of Congress are in session, whichever is later. Notice of the effective date will be published in the Federal Register.  

FOR FURTHER INFORMATION CONTACT: Dennis K. Carpenter, Senior Policy Analyst, Regulation Development Division, Office of Examination, Farm Credit Administration, McLean, VA 22102-5090, (703) 883-4498, TDD (703) 883-4444.  

[bookmark: _GoBack]SUPPLEMENTARY INFORMATION: The preamble to the final regulation (57 FR 54683) discussed evaluator independence requirements for collateral evaluations not requiring an appraisal. In such cases, the preamble stated that a loan officer could prepare the collateral evaluation and complete the credit decision if the final credit decision was also reviewed by the FCS institution's senior management and/or board of directors. However, the regulatory language did not accurately reflect the Board's intention. In addition, the preamble did not specify whether the review must be a prior approval or a post-review.  

Section 614.4255 Independence requirements is corrected to indicate that if an employee or officer of the institution prepares the collateral evaluation as well as approves the credit decision, the institution's internal control procedures required by § 618.8430 of this chapter must provide for either a prior approval or a post-review of the credit decision.  

In the case of a director of the institution, the regulation would still prohibit the director from performing   [*11372]   the collateral evaluation and also taking part in the credit decision, under all circumstances.  

In addition, in the preamble, the third line from the bottom of the third full paragraph in the third column of page 54689 should read "credit decision is reviewed by the * * *" rather than the "evaluation is reviewed by the * * *."  

The FCA has been requested to clarify whether it intended that the lending institution be responsible for the engagement of an environmental impact expert to ascertain the magnitude of the environmental concern that has been identified (as described in the Section-by-Section Analysis, paragraph d., second column, page 54692).  

It is the FCA's position that once an environmental concern has been identified, either through the collateral evaluation process or through some other means, the institution is responsible for analyzing the potential impact of the environmental concern on the borrower and ensuring that an environmental assessment is conducted if appropriate. However, either the borrower or the institution may engage the environmental impact expert.  

Therefore, the FCA clarifies this point by correcting page 54692, to eliminate the sentence beginning on line 21 from the bottom of the second column (which begins "Once an environmental concern * * *") through line 11 from the bottom of the second column. In substitution the FCA adds the following: "Once an environmental concern is identified, it is the lender's responsibility to analyze the potential impact of the environmental concern on both the collateral value and the financial viability of the borrower and to ensure that an environmental assessment is obtained if needed. As appropriate, the institution may engage an environmental impact expert to conduct an impact assessment or may require the borrower to take appropriate action."  
   
List of Subjects in 12 CFR Part 614  

Agriculture, Banks and banking, Foreign trade, Reporting and recordkeeping requirements, Rural areas.  

Accordingly, 12 CFR part 614 is amended as follows:  

Subpart F -- Collateral Evaluation Requirements  

§ 614.4250 [Corrected] 

1. Section 614.4250 is amended by removing the reference to "§ 614.4240(l)" and adding in its place "§ 614.4240(k)" in paragraph (a)(1).  

§ 614.4255 [Corrected]  

2. Section 614.4255 is amended by revising paragraph (a); redesignating existing paragraphs (b), (c), and (d) as new paragraphs (c), (d), and (e); adding a new paragraph (b); and by adding an "s" at the end of the word "serve" in the introductory text of redesignated paragraph (c) to read as follows:  

§ 614.4255 Independence requirements.  

(a) Prohibitions. For all personal and intangible property, and for all real property exempted under § 614.4260(c) of this subpart, no person may:  

(1) Perform evaluations in connection with transactions in which such person has a direct or indirect interest, financial or otherwise, in the loan or subject property;  

(2) As a director, vote on or approve a loan decision on which such person performed a collateral evaluation; or  

(3) As a director, perform a collateral evaluation in connection with any transaction on which such person made or will be required to make a credit decision.  

(b) Officers and employees. If the institution's internal control procedures required by § 618.8430 of this chapter include requirements for either a prior approval or post-review of credit decisions, officers and employees may:  

(1) Participate in a vote or approval involving assets on which they performed a collateral evaluation; or  

(2) Perform a collateral evaluation in connection with a transaction on which they have made or will be required to make a credit decision.  

 * * * * *  

Dated: February 19, 1993.  

Curtis M. Anderson,  

Secretary, Farm Credit Administration Board.
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