Farm Credit Administration

Subpart D—General Loan Policies
for Banks and Associations

§614.4150 Lending policies and loan
underwriting standards.

Under the policies of its board, each
institution shall adopt written stand-
ards for prudent lending and shall issue
written policies, operating procedures,
and control mechanisms that reflect
prudent credit practices and comply
with all applicable laws and regula-
tions. Written policies and procedures
shall, at a minimum, prescribe:

(@) The minimum supporting credit
and financial information, frequency
for collection of information, and
verification of information required in
relation to loan size, complexity and
risk exposure

(b) The procedures to be followed in
credit analysis

(¢) The minimum standards for loan
disbursement, servicing and collections

(d) Requirements for collateral and
methods for its administration

(e) Loan approval delegations and re-
quirements for reporting to the board

(f) Loan pricing practices

(g) Loan underwriting standards that
include measurable standards:

(1) For determining that an applicant
has the operational, financial, and
management resources necessary to
repay the debt from cashflow

(2) That are appropriate for each loan
program and the institution’s risk-
bearing ability; and

(3) That consider the nature and type
of credit risk, amount of the loan, and
enterprises being financed

(h) Requirements that loan terms
and conditions are appropriate for the
loan; and

(i) Such other requirements as are
necessary for the professional conduct
of a lending organization, including
documentation for each loan trans-
action of compliance with the loan un-
derwriting standards or the compen-
sating factors or extenuating cir-
cumstances that establish repayment
of the loan notwithstanding the failure
to meet any one or more loan under-
writing standard.

[62 FR 51014, Sept. 30, 1997]

§614.4165

§614.4155 Interest rates.

Loans made by each bank and direct
lender association shall bear interest
at a rate or rates as may be determined
by the institution board. The board
shall set interest rates or approve indi-
vidual interest rate changes either on a
case-by-case basis or pursuant to an in-
terest rate plan within which manage-
ment may establish rates. Any interest
rate plan shall set loan-pricing policies
and objectives, provide guidance re-
garding the circumstances under which
management may adjust rates, and
provide the upper and lower limits on
management authority. Any interest
rate plan adopted shall be reviewed on
a continuing basis by the board, as well
as in conjunction with its review and
approval of the institution’s oper-
ational an strategic business plan.

[62 FR 66818, Dec. 22, 1997]

§614.4160 Differential
programs.
Pursuant to policies approved by the
board of directors, differential interest
rates may be established for loans
based on a variety of factors that may
include type, purpose, amount, quality,
funding or operating costs, or similar
factors or combinations of factors. Dif-
ferential interest rate programs should
achieve equitable rate treatment with-
in categories of borrowers. In the adop-
tion of differential interest rate pro-
grams, institutions may consider,
among other things, the effect that
such interest rate structures will have
on the achievement of objectives relat-
ing to the special credit needs of
young, beginning or small farmers.

[61 FR 67186, Dec. 20, 1996. Redesignated at 62
FR 66818, Dec. 22, 1997]

interest rate

§614.4165 Young, beginning, and small
farmers and ranchers.

(a) Definitions.

(1) For purposes of this subpart, the
term ‘“‘credit’ includes:

(i) Loans made to farmers and ranch-
ers and producers or harvesters of
aquatic products under title | or Il of
the Act; and

(i) Interests in participations made
to farmers and ranchers and producers
or harvesters of aquatic products under
title 1 or Il of the Act.
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(2) For purposes of this subpart, the
term ‘“‘services’ includes:

(i) Leases made to farmers and ranch-
ers and producers or harvesters of
aquatic products under title | or Il of
the Act; and

(ii) Related services to farmers and
ranchers and producers or harvesters of
aquatic products under title | or Il of
the Act.

(b) Farm Credit bank policies. Each
Farm Credit Bank and Agricultural
Credit Bank must adopt written poli-
cies that direct:

(1) The board of each affiliated direct
lender association to establish a pro-
gram to provide sound and construc-
tive credit and services to young, be-
ginning, and small farmers and ranch-
ers and producers or harvesters of
aquatic products (YBS farmers and
ranchers or YBS). The terms “‘bona fide
farmer or rancher,” and ‘“‘producer or
harvester of aquatic products’ are de-
fined in §613.3000 of this chapter;

(2) Each affiliated direct lender asso-
ciation to include in its YBS farmers
and ranchers program provisions ensur-
ing coordination with other System in-
stitutions in the territory and other
governmental and private sources of
credit;

(3) Each affiliated direct lender asso-
ciation to provide, annually, a com-
plete and accurate YBS farmers and
ranchers operations and achievements
report to its funding bank; and

(4) The bank to provide the agency a
complete and accurate annual report
summarizing the YBS program oper-
ations and achievements of its affili-
ated direct lender associations.

(c) Direct lender association YBS pro-
grams. The board of directors of each
direct lender association must estab-
lish a program to provide sound and
constructive credit and services to YBS
farmers and ranchers in its territory.
Such a program must include the fol-
lowing minimum components:

(1) A mission statement describing
program objectives and specific means
for achieving such objectives.

(2) Annual gquantitative targets for
credit to YBS farmers and ranchers
that are based on an understanding of
reasonably reliable demographic data
for the lending territory. Such targets
may include:
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(i) Loan volume and loan number
goals for ‘“‘young,” ‘‘beginning,” and
““small”” farmers and ranchers in the
territory;

(ii) Percentage goals representative
of the demographics for ““young,” ‘“‘be-
ginning,” and ‘“small” farmers and
ranchers in the territory;

(iii) Percentage goals for loans made
to new borrowers qualifying as
‘“‘young,” ‘“‘beginning,” and ‘‘small”
farmers and ranchers in the territory;
or

(iv) Goals for capital committed to
loans made to ‘“‘young,” ‘‘beginning,”
and ‘“‘small” farmers and ranchers in
the territory.

(3) Annual qualitative YBS goals
that must include efforts to:

(i) Offer related services either di-
rectly or in coordination with others
that are responsive to the needs of the
“‘young,” ‘‘beginning,” and ‘“small”’
farmers and ranchers in the territory;

(i) Take full advantage of opportuni-
ties for coordinating credit and serv-
ices offered with other System institu-
tions in the territory and other govern-
mental and private sources of credit
who offer credit and services to those
who qualify as ‘‘young,” ‘“‘beginning,”
and ‘“‘small’’ farmers and ranchers; and

(iii) Implement effective outreach
programs to attract YBS farmers and
ranchers, which may include the use of
advertising campaigns and educational
credit and services programs beneficial
to ““young,” ‘‘beginning,” and ‘‘small”’
farmers and ranchers in the territory,
as well as an advisory committee com-
prised of ‘‘young,” ‘‘beginning,” and
“small”” farmers and ranchers to pro-
vide views on how the credit and serv-
ices of the direct lender association
could best serve the credit and services
needs of YBS farmers and ranchers.

(4) Methods to ensure that credit and
services offered to YBS farmers and
ranchers are provided in a safe and
sound manner and within a direct lend-
er association’s risk-bearing capacity.
Such methods could include cus-
tomized loan underwriting standards,
loan guarantee programs, fee waiver
programs, or other credit enhancement
programs.

(d) Review and approval of YBS pro-
grams. The YBS program of each direct
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lender association is subject to the re-
view and approval of its funding bank.
However, the funding bank’s review
and approval is limited to a determina-
tion that the YBS program contains all
required components as set forth in
paragraph (c) of this section. Any con-
clusion by the bank that a YBS pro-
gram is incomplete must be commu-
nicated to the direct lender association
in writing.

(e) YBS program and the operational
and strategic business plan. Targets and
goals outlined in paragraphs (c)(2) and
(c)(3) of this section must be included
in each direct lender association’s
operational and strategic business plan
for at least the succeeding 3 years (as
set forth in §618.8440 of this chapter).

() YBS program internal controls. Each
direct lender association must have in-
ternal controls that establish clear
lines of responsibility for YBS program
implementation, YBS performance re-
sults, and YBS quarterly reporting to
the association’s board of directors.

[69 FR 16470, Mar. 30, 2004]

Subpart E—Loan Terms and
Conditions

SOURCE: 55 FR 24884, June 19, 1990, unless
otherwise noted.

§614.4200 General requirements.

(@) Terms and conditions. (1) The
terms and conditions of each loan made
by a Farm Credit bank or association
shall be set forth in a written docu-
ment or documents, such as a loan
agreement, promissory note, or other
instrument(s) appropriate to the type
and amount of the credit extension, in
order to establish loan conditions and
performance requirements. Copies of
all documents executed by the bor-
rower in connection with the closing of
a loan made under titles | or Il of the
Act shall be provided to the borrower
at the time of execution and at any
time thereafter that the borrower re-
quests additional copies.

(2) The terms and conditions of all
loans shall be adequately disclosed in
writing to the borrower not later than
loan closing. For loans made under ti-
tles | and Il of the Act, the institution

§614.4200

shall provide prompt written notice of
the approval of the loan.

(3) Applicants shall be provided noti-
fication of the action taken on each
credit application in compliance with
the requirements of 12 CFR 202.9.

(b) Security. (1) Long-term real estate
mortgage loans must be secured by a
first lien interest in real estate, except
that the loans may be secured by a sec-
ond lien interest if the institution also
holds the first lien on the property. No
funds shall be advanced, under a le-
gally binding commitment or other-
wise, if the outstanding loan balance
after the advance would exceed 85 per-
cent (or 97 percent as provided in sec-
tion 1.10(a) of the Act) of the appraised
value of the real estate, except that a
loan on which private mortgage insur-
ance is obtained may exceed 85 percent
of the appraised value of the real estate
to the extent that the loan amount in
excess of 85 percent is covered by such
insurance. The real estate that is used
to satisfy the loan-to-value limitation
must be comprised primarily of agri-

cultural or rural property, including
agricultural land and improvements
thereto, a farm-related business, a

marketing or processing operation, a
rural residence, or real estate used as
an integral part of an aquatic oper-
ation.

(2) Notwithstanding the requirements
of paragraph (b)(1) of this section, the
lending institution may advance funds
for the payment of taxes or insurance
premiums with respect to the real es-
tate, reschedule loan payments, grant
partial releases of security interests in
the real estate, and take other actions
necessary to protect the lender’s col-
lateral position. Any action taken that
results in exceeding the loan-to-value
limitation shall be in accordance with
a policy of the institution’s board of di-
rectors and adequately documented in
the loan file.

(3) Short- and intermediate-term
loans may be secured or unsecured as
the documented creditworthiness of
the borrower warrants.

(4) In addition to the requirements in
paragraph (b)(1) of this section, a long-
term, non-farm rural home loan, in-
cluding a revolving line of credit, shall
be secured by a first lien on the prop-
erty, except that it may be secured by

113



