§616.6200

monitoring of the servicer and author-
ization and conditions for action in the
event of lessee distress or default;

(6) Provide for a method of resolution
of disagreements arising under the
agreement;

(7) Specify whether the contract is
assignable by either party; and

(8) In the case of lease transactions
through agents, comply with
§614.4325(h) of this chapter, reading the
term “‘lease’ or “‘leases’ in place of the
term ““loan’ or “loans,” as applicable.

(d) Independent judgment. Each insti-
tution that buys an interest in a lease
must make a judgment on the payment
ability of the lessee that is independent
of the originating or lead lessor and
any intermediary seller or broker. This
must occur before the purchase of the
interest and before any servicing ac-
tion that alters the terms of the origi-
nal agreement. The institution must
not delegate such judgment to any per-
son(s) not employed by the institution.
A Farm Credit System institution that
buys a lease or any interest in a lease
may use information, such as apprais-
als or inspections, provided by the orig-
inating or lead lessor, or any inter-
mediary seller or broker; however, the
buying Farm Credit System institution
must independently evaluate such in-
formation when exercising its judg-
ment. The independent judgment must
be documented by a payment analysis
that considers factors set forth in
§616.6300. The payment analysis must
consider such financial and other lessee
information as would be required by a
prudent lessor and must include an
evaluation of the capacity and reli-
ability of the servicer. Boards of direc-
tors of jointly managed institutions
must adopt procedures to ensure the
interests of their respective share-
holders are protected in participation
between such institutions.

(e) Sales with recourse. When a lease
or interest in a lease is sold with re-
course:

(1) For the purpose of determining
the lending and leasing limit in sub-
part J of part 614 of this chapter, the
lease must be considered, to the extent
of the recourse or guaranty, a lease by
the buyer to the seller, and in addition,
the seller must aggregate the lease
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with other obligations of the lessee;
and

(2) The lease subject to the recourse
agreement must be considered an asset
sold with recourse for the purpose of
computing capital ratios.

(f) Similar entity lease transactions.
The provisions of §613.3300 of this chap-
ter that apply to interests in loans
made to similar entities apply to inter-
ests in leases made to similar entities.
In applying these provisions, the term
“loan”” shall be read to include the
term ‘“‘lease”” and the term “‘principal
amount” shall be read to include the
term ‘‘lease amount.”

§616.6200 Out-of-territory leasing.

A System institution may make
leases outside its chartered territory.

§616.6300 Leasing policies, proce-
dures, and underwriting standards.

The board of each institution en-
gaged in lease underwriting must adopt
a written policy (or policies). Manage-
ment, at the direction of the board,
must develop procedures that reflect
lease practices that control risk and
comply with all applicable laws and
regulations. Any leasing activity must
comply with the lending policies and
loan underwriting requirements in
§614.4150 of this chapter. An institution
engaged in the making, buying, or syn-
dicating of leases also must adopt writ-
ten policies and procedures that ad-
dress the additional risks associated
with leasing. Written policies and pro-
cedures must address the following, if
applicable:

(a) Appropriateness of the lease
amount, purpose, and terms and condi-
tions, including the residual value es-
tablished at the inception of the lease;

(b) Process for estimating the leased
asset’s market value during the lease
term;

(c) Types of equipment and facilities
the institution will lease;

(d) Remarketing of leased property
and associated risks;

(e) Property tax and sales tax report-
ing;

(f) Title and ownership of leased as-
sets;

(g) Title and licensing for motor ve-
hicles;
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(h) Liability associated with owner-
ship, including any environmental haz-
ards or risks;

(i) Insurance requirements for both
the lessor and lessee;

(J) Classification of leases in accord-
ance with generally accepted account-
ing principles; and

(k) Tax treatment of lease trans-
actions and associated risks.

§616.6400 Documentation.

Each institution must document that
any asset it leases is within its statu-
tory authority.

§616.6500 Investment in leased assets.

An institution may acquire property
to be leased that is consistent with
current or planned leasing programs.

§616.6600 Leasing limit.

All leases made by Farm Credit Sys-
tem institutions shall be subject to the
lending and leasing limit in subpart J
of part 614 of this chapter.

§616.6700 Stock purchase
ments.

require-

(a) Each System institution, except
the Farm Credit Leasing Services Cor-
poration, making an equipment lease
under titles Il or 11l of the Act must re-
quire the lessee to buy or own at least
one share of stock or one participation
certificate in the institution making
the lease, in accordance with its by-
laws.

(b) The disclosure requirements of
§615.5250(a) and (b) of this chapter
apply to stock (or participation certifi-
cates) bought as a condition for obtain-
ing a lease.

§616.6800 Disclosure requirements.

(a) Each System institution must
give to each lessee a copy of all lease
documents signed by the lessee within
a reasonable time following lease clos-
ing.

(b) Each System institution must
make its decision on a lease applica-
tion as soon as possible and provide
prompt written notice of its decision to
the applicant.

§617.1

PART 617—REFERRAL OF KNOWN
Og SgSPECTED CRIMINAL VIOLA-
TION

Sec.
617.1 Purpose and scope.
617.2 Referrals.
617.3 Notification of board of directors and
bonding company.
617.4 Institution responsibilities.
AUTHORITY: Secs. 5.9, 5.17 of the Farm Cred-
it Act (12 U.S.C. 2243, 2252).
SOURCE: 62 FR 24566, May 6, 1997, unless
otherwise noted.

§617.1 Purpose and scope.

(a) This part applies to all institu-
tions of the Farm Credit System as de-
fined in section 1.2(a) of the Farm Cred-
it Act of 1971, as amended, (Act) (12
U.S.C. 2002(a)) including, but not lim-
ited to, associations, banks, service
corporations chartered under section
4.25 of the Act, the Federal Farm Cred-
it Banks Funding Corporation, the
Farm Credit System Financial Assist-
ance Corporation, the Farm Credit
Leasing Services Corporation, and the
Federal Agricultural Mortgage Cor-
poration (hereinafter, institutions).
The purposes of this part are to ensure
public confidence in the Farm Credit
System, to ensure the reporting of
known or suspected criminal activity,
to reduce potential losses to institu-
tions, and to ensure the safety and
soundness of institutions. This part re-
quires that institutions use the Farm
Credit Administration Criminal Refer-
ral Form (hereinafter FCA Referral
Form) to notify the appropriate Fed-
eral authorities when any known or
suspected Federal criminal violations
of the type described in §617.2 are dis-
covered by institutions.

(b) The specific referral requirements
of this part apply to known or sus-
pected criminal violations of the
United States Code involving the as-
sets, operations, or affairs of an insti-
tution. This part prescribes procedures
for referring those violations to the
proper Federal authorities and the
Farm Credit Administration. No spe-
cific procedural requirements apply to
the referral of violations of State or
local laws.

(c) Nothing in this part should be
construed as reducing in any way an
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