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agency under Public Law 103–354 of 
their inability to provide a guarantee 
because of existing contractual ar-
rangements or legal restrictions. 

(c) Other requirements. (1) The lender 
will ascertain that no claim or liens of 
laborers, material men, contractors, 
subcontractors, suppliers of machinery 
and equipment or other parties are 
against the collateral of the borrower, 
and that no suits are pending or threat-
ened that would adversely affect the 
collateral of the borrower when the se-
curity instruments are filed. 

(2) Hazard insurance with a standard 
mortgage clause naming the lender as 
beneficiary will be required on every 
loan in an amount that is at least the 
lesser of the depreciated replacement 
value of the property being insured or 
the amount of the loan. Hazard insur-
ance includes fire, windstorm, light-
ning, hail, business interruption, explo-
sion, riot, civil commotion, aircraft, 
vehicle, marine, smoke, builder’s risk, 
public liability, property damage, flood 
or mudslide or any other hazard insur-
ance that may be required to protect 
the collateral. 

(3) Ordinarily, life insurance, which 
may be decreasing term insurance, is 
required for the principals and key em-
ployees of the borrower and will be as-
signed or pledged to the lender. A 
schedule of life insurance available for 
the benefit of the loan will be included 
as part of the application. 

(4) Workman’s compensation insur-
ance is required in accordance with 
State law. 

Administrative 

A. Par (a)(2). FmHA or its successor agency 
under Public Law 103–354’s credit analysis of 
collateral will consist of the following: 

1. Little or no value will be assigned to un-
secured personal or corporate guarantees. 

2. A maximum of 80 percent of current 
market value will be given to real estate. 
Special purpose real estate should be as-
signed less value. 

3. FmHA or its successor agency under 
Public Law 103–354 at its option may permit 
a maximum of 60 percent of book value to be 
assigned to acceptable accounts receivable; 
however, all accounts over 90 days past due, 
contra accounts, affiliated accounts and 
other accounts deemed, by the FmHA or its 
successor agency under Public Law 103–354 
official, not to be collateral will be omitted. 
Calculations to determine the percentage to 

be applied in the analysis are to be based on 
the realizable value of the accounts receiv-
able taken from a current aging of accounts 
receivable from the borrower’s most recent 
financial statement. 

4. A maximum of 60 percent of book value 
will be assigned to inventory. 

5. Collateral value assigned to machinery 
and equipment, furniture and fixtures will be 
based upon its marketability, mobility, use-
ful life and alternative uses, if any. 

B. Par (b). The State Director will assure 
that the collateral values and personal and 
corporate guarantees are fully reviewed, ana-
lyzed and the loan file is documented as to 
the facts and reasons for decisions reached. 

§ 1980.444 Appraisal of property serv-
ing as collateral. 

(a) Appraisal reports prepared by 
independent qualified fee appraisers 
will be required on all property that 
will serve as collateral. In the case of 
loans two million dollars or less, the 
State Director may modify this re-
quirement by permitting the appraisal 
to be made by a qualified appraiser on 
the lender’s staff with experience ap-
praising the type of collateral in-
volved. The appraisers will give their 
opinion regarding the current market 
value of the collateral and the purpose 
for which the appraisal will be used. 
The lender will be responsible for as-
suring that appropriate appraisals are 
made. 

(b) The lender will be responsible for 
determining that appraisers have the 
necessary qualifications and experience 
to make the appraisals. The lender will 
consult with FmHA or its successor 
agency under Public Law 103–354 for its 
recommendations before having the ap-
praisal made. 

(c) The lender will determine that 
the fees or charges of appraisers are 
reasonable. 

(d) Independent appraisals will be 
made in accordance with the accepted 
format of the industry and those pre-
pared by the lender in accordance with 
its policy and procedures. All apprais-
als will become part of the application. 
(See § 1980.541(i)(6) of this subpart.) 

(e) If a subsequent loan request is 
made within 3 years from the date of 
the most recent borrower’s appraisal 
report, and there is no significant 
change in collateral, then the FmHA or 
its successor agency under Public Law 
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103–354 State Director in his/her discre-
tion, and if the lender agrees, may use 
the existing appraisal report in lieu of 
having a new appraisal prepared. 

[52 FR 6501, Mar. 4, 1987, as amended at 53 FR 
40401, Oct. 17, 1988] 

§ 1980.445 Periodic financial state-
ments and audits. 

All borrowers will be required to sub-
mit periodic financial statements to 
the lender. Lenders must forward cop-
ies of the financial statements and the 
lender’s analysis of the statements to 
the Agency. 

(a) Audited financial statements. Ex-
cept as provided in paragraphs (d) and 
(e) of this section, all borrowers with a 
total principal and interest loan bal-
ance for loans under this subpart, at 
the end of the borrower’s fiscal year of 
more than $1 million, must submit an-
nual audited financial statements. The 
audit must be performed in accordance 
with generally accepted accounting 
principles (GAAP). In addition, the au-
dits are also to be performed in accord-
ance with approriate Office of Manage-
ment and Budget (OMB) circulars and 
any Agency requirements specified in 
this subpart. 

(b) Unaudited financial statements. For 
borrowers with a loan balance (prin-
cipal plus interest at year-end) of $1 
million or less, the Agency will require 
annual financial statements which may 
be statements compiled or reviewed by 
an accountant qualified in accordance 
with the publication ‘‘Standards for 
Audit of Governmental Organizations, 
Programs, Activities and Functions’’ 
instead of audited financial state-
ments. 

(c) Internal financial statements. The 
Agency may require submission of fi-
nancial statements prepared by the 
borrower at whatever frequency is de-
termined necessary to adequately mon-
itor the loan. Quarterly financial state-
ments will be required on new business 
enterprises or those needing close mon-
itoring. 

(d) Minimum requirements. This sec-
tion sets out minimum requirements 
for audited and unaudited financial 
statements to be submitted to the 
Agency. If specific circumstances war-
rant, the Agency may require audited 
financial statements or independent 

unaudited financial statements in ex-
cess of the minimum requirements. For 
example, loans that depend heavily on 
inventory and accounts receivable for 
collateral will normally be audited, re-
gardless of the size of the loan. Nothing 
in this section shall be considered an 
impediment to the lender requiring fi-
nancial statements more frequently 
than required by the Agency or requir-
ing audited financial statements when 
the Agency would accept unaudited fi-
nancial statements. 

(e) Public bodies and nonprofit corpora-
tions. Notwithstanding other provisions 
of this section, any public body or non-
profit corporation that receives a guar-
antee of a loan that meets the thresh-
olds established by OMB Circular A–128 
or A–133 for coverage under such cir-
cular, must provide an audit in accord-
ance with the applicable OMB Circular 
A–128 or A–133 for the fiscal year of the 
borrower in which the Loan Note Guar-
antee is issued. If the loan is for devel-
opment or purchases made in a pre-
vious fiscal year through interim fi-
nancing, an audit, in accordance with 
the applicable circular, will also be 
provided for the fiscal year in which 
the development or purchases occurred. 
Any audit provided by a public body or 
nonprofit corporation in compliance 
with OMB Circular A–128 or A–133 will 
be considered adequate to meet the re-
quirements of this section for that 
year. OMB Circulars are available from 
the Office of Management and Budget, 
EOP Publications Office, 725 17th 
Street, NW., Room 2200, New Executive 
Office Building, Washington, DC 20503. 

[61 FR 18494, Apr. 26, 1996] 

§§ 1980.446–1980.450 [Reserved] 

§ 1980.451 Filing and processing appli-
cations. 

(a) Borrowers’ and lenders’ contact. 
Borrowers and lenders desiring FmHA 
or its successor agency under Public 
Law 103–354 assistance as provided in 
this subpart may file preapplications 
or applications with the County Super-
visor or District Director servicing the 
area in which the project is to be lo-
cated. In either case, the requirements 
of § 1980.46 of Subpart A of this part 
must be met. The County Supervisor or 
District Director receiving the request 
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