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th e  1993 cro p  y ear o nly , b y  allo w ing  a 
six  m o nth d elay  in  the p ay m ent o f  
p rem ium s. Th e intend ed  e ffec t o f  this 
ru le is to  p ro v id e tem p o rary  re lie f  to  
farm ers w ho  su ffered  d am ag es as a 
resu lt o f  H u rricane A nd rew . A t the 
v o lu ntary  d iscretio n  o f  the p riv ate 
reinsu red  co m p anies, the p rem ium  
b illing  d ate m ay  b e  d eferred  fo r up  to  six  
m o nths fro m  Sep tem b er 30,1992 to  
M arch  31,1993 fo r, C o llier, D ad e, Lee, 
and  Palm  Beac h  C o u nties, Flo rid a; and  
A cad ia, A v o y elles, Ev ang eline, Ib eria, 
Ib erv ille , Lafay ette , Po int C o up ee, 
Rap id es, St. Land ry , St. M artin, 
V erm ilio n, and  W est Bato n  Ro ug e 
Parishes, Lo u isiana.

E F F E C TI V E  D A T E : N o v em ber 20,1992.

F O R  F U R TH E R  I N F O R M A TI O N  C O N T A C T :  

Peter F. C o le, Secre tary , Fed eral Cro p  
Insu rance C o rp o ratio n, U .S. D ep artm ent 
o f  A g ricu ltu re, W ashing to n , D C  20250, 
te lep ho ne (202) 254-8314. 

S U P P L E M E N TA R Y  I N F O R M A TI O N : This 
ac tio n  h as b een  rev iew ed  u nd er U SD A  
p ro ced u res estab lish ed  b y  D ep artm ental 
Reg u latio n  1512-1. Th is ac tio n  d o es no t 
co nstitu te a rev iew  as to  the need , 
cu rrency , c larity , and  ef fec tiv en ess o f  
the reg u latio ns affec ted  b y  this ru le 
und er tho se p ro ced u res. Th e su nset 
rev iew  d ate estab lish ed  fo r th ese  
reg u latio ns is O cto b er 1 ,1993.

Jam es E. C aso n , M anag er, FC IC , h as 
d eterm ined  th at th is ac tio n  is no t a 
m ajo r ru le as  d efined  b y  Execu tiv e  
O rd er 12291 b ec au se  it w ill n o t resu lt in :
(a) A n  annu al e f fe c t o n  the eco no m y  o f  
$100 m illio n o r m o re; (b) m ajo r in c reases 
in  co sts o r p rices fo r co nsu m ers, 
ind iv id u al ind u stries, fed eral, state , o r 
lo c al g o v ernm ents, o r a g eo g rap hical 
reg io n; o r (c ) sig n ificant ad v erse e f fec ts 
o n co m p etitio n, em p lo y m ent, 
inv estm ent, p ro d uctiv ity , inno v atio n , o r 
the ab ility  o f  U .S.-b ased  en terp rises to  
co m p ete w ith fo reig n -b ased  enterp rises 
in  d o m estic  o r exp o rt m arkets.

Jam es E. C aso n  also  c ertif ies th at th is 
ac tio n  w ill no t in c rease  the fed eral 
p ap erw o rk bu rd en fo r ind iv id u als, sm all 
b u sin esses, and  o ther p erso ns. Th e 
ac tio n  w ill n o t h av e a  sig nificant 
eco no m ic  e f fe c t o n a su b stan tial num ber 
o f  sm all en tities, o r the farm ers serv ed  
b y  this to tally  v o lu ntary  cro p  insu rance 
p ro g ram  b ec au se  th is ac tio n  im p o ses no  
ad d itio nal bu rd en o n the insu red  farm er, 
d o es no t req u ire p artic ip atio n  in  the 
p ro g ram , o r in c rease  w h at is cu rrently  
p aid  to  g ain  insu rance p ro tectio n .

Further, th is actio n  req u ires o f  the 
reinsu red  co m p any  o r sale s and  serv ice  
c o n trac to r w hat is co nsid ered  no rm al in  
the o rd inary  co nd u ct o f  b u sin ess, 
therefo re, th is ac tio n  is d eterm ined  to  b e  
exem p t fro m  the p ro v isio ns o f  the 
Reg u lato ry  Flex ib ility  A c t arid  no

Reg u lato ry  Flex ib ility  A n aly sis w as 
p rep ared .

Th is p ro g ram  is listed  in  the C atalo g  
o f  Fed eral D o m estic  A ssistan c e  und er 
N o . 10.450.

Th is p ro g ram  is no t su b jec t to  the 
p ro v isio ns o f  Execu tiv e  O rd er 12372 
w hich req u ires interg o v ernm ental 
co nsu ltatio n  w ith  State  and  lo c al 
o ff ic ials. See  the n o tice  re lated  to  7 C FR 
p art 3015, su bp art V , p u b lished  at 48 FR 
29115, Ju ne 24,1983.

Th is ac tio n  is no t exp ec ted  to  hav e 
any  sig nificant im p act o n the q u ality  o f  
the hum an env iro nm ent, health , and  
safety . Therefo re, n eith er an  
Env iro nm ental A ssessm en t no r an  
Env iro nm ental Im p act Statem en t is 
need ed .

FC IC  herew ith  am end s the N ursery  
Cro p  Insu rance Reg u latio ns (7 C FR p art 
406) fo r the 1993 cro p  y ear o nly , to  
p ro v id e that no tw ithstand ing  the term s 
o f  the cro p  insu rance, p rem ium  w ill b e  
d eferred  fo r th o se  p ro d u cers in  areas 
d ev astated  b y  H u rricane A nd rew  fro m  
Sep tem b er 30,1992, u ntil M arch  31,1993. 
Bec au se  o f  the f in an c ial d ev astatio n  
H u rricane A nd rew  cau sed  to  nu rsery  
p ro d u cers, Jam es E. C aso n . M anag er, 
h as d eterm ined  th at the d eferm ent o f  
nu rsery  p rem ium s sho u ld  b e  
im p lem ented  as  qu ickly  as p o ssib le  to  
resp o nd  to  the n eed s o f  the affec ted  
nu rsery  p ro d u cers. T h e  M anag er h as 
d eterm ined  th at th is ru le w ill b e  
e ffec tiv e  up o n p u b licatio n  in  d ie Fed eral 
Reg ister w itho u t p ro v id ing  the no rm al 
p erio d  fo r n o tice  and  co m m ent b efo re  its 
e ffec tiv en ess.

FC IC  req u ests is so lic iting  w ritten  
p u b lic  co m m ent o n th is p ro p o sed  ru le 
fo r 60 d ay s fo llo w ing  its p u b licatio n . 
W ritten  co m m ents sho u ld  b e  ad d ressed  
to  Peter F. C o le, Sec re tary , Fed eral C ro p  
In su ran ce  C o rp o ratio n, U SD A , 
W ash ing to n , D C  20250. Th is ru le w ill b e  
sched u led  fo r rev iew  so  th at any  
am end m ent m ad e n ec essary  b y  su ch 
p u b lic  co m m ent m ay  b e  p u b lished  as 
q u ickly  as p o ssib le .

W ritten  co m m ents rece iv ed  p u rsuant 
to  th is ru le w ill b e  m ad e av ailab le  fo r 
p u b lic  in sp ec tio n  and  co p y ing  in  su ite 
5 0 0 ,2 1 0 1 L Stree t N W ., W ashing to n , D C 
d uring  reg u lar b u sin ess ho urs, M o nd ay  
thro ug h Frid ay .

List o f  Su b je c ts in  7 C FR  Part 406

C ro p  Insu rance, N ursery , Prem ium  
d eferred .

Interim  R u le

A cco rd ing ly , p u rsuant to  the au tho rity  
co ntained  in  the Fed eral C ro p  Insu rance 
A ct, as am end ed  (7 U .S.C . 1501 e t s e q .), 
the Fed eral C ro p  In su ran ce hereb y  
am end s the N ursery  C ro p  Insu rance 
Reg u latio ns (7 C FR p art 406) e f fec tiv e

fo r the 1993 cro p  y ear o nly , b y  m aking  a 
m and ato ry  am end m ent to  the p ro v isio ns 
fo r co v erag e therein . Th is ru le am end s 
the reg u latio ns se t fo rth herein  in  the 
fo llo w ing  in stan ces:

P A R T  4 0 6 — [ A M E N D E D ]

1. Th e au tho rity  c itatio n  fo r 7 C FR 
p art 406 co ntinu es to  read  as fo llo w s:

A uthority: 7 U .S .C . 1506,1516.

2. Sec tio n  406.7 is am end ed  b y  
rev ising  su b sec tio n  5.a. to  read  as 
fo llo w s:

§  4 0 6 .7  T h e  a p p l i c a t i o n  a n d  p o l i c y .

* * it * *

5. A nnual Prem ium.
a. T he annual premium  is due and p ayab le  

on or before Septem b er 30 preceding each  
crop  y ear and  w ill b e earned  in full w hen the 
policy b ecom es effective. Fo r the 1993 crop  
year, the prem ium  m ay b e deferred  until 
M arch 31 ,1993 , fo r Brow ard , Collier, D ade, 
Lee, and  Palm  Beach  Counties, Florida, and  
A cad ia, A voyelles, Evangeline, Ib eria, 
Ib erville, Lafayette, Point Coupee, Rapides, 
S t Landry, St. M artin, V erm ilion, and  W est 
Baton  Rouge Parishes, Louisiana.
*  *  *  *  ' *

D one in W ashington, D C on O cto b er 26,
1992.

David L. Bracht,

A ssociate M anager, Federal C rop Insurance 
C orporation.

[FR Doc. 92-28219 Filed  11-19-92; 8:45 am] 
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F A R M  C R E D I T  A D M I N I S T R A T I O N  

1 2  C F R  P a r t  6 1 4  

R I N  3 0 5 2 -A B 3 4

L o a n  P o l i c i e s  a n d  O p e r a t i o n s ; 

C o l l a t e r a l  E v a l u a t i o n  R e q u i r e m e n t s ,  

A c t i o n s  o n  A p p l i c a t i o n s ,  a n d  R e v i e w  

o f  C r e d i t  D e c i s i o n s

A G E N C Y : Farm  C red it A d m inistratio n. 

A C T I O N : Fin al ru le.

S U M M A R Y : Th e Farm  C red it 
A d m inistratio n  (FC A ), b y  the Farm  
C red it A d m inistratio n  Bo ard  (Bo ard ), 
ad o p ts a f inal reg u latio n relating  to  
c o llateral ev alu atio n  req u irem ents fo r 
Farm  C red it Sy stem  (FC S o r Sy stem ) 
institu tio ns eng ag ed  in  lend ing  o r 
leasing . T h e  f inal co llateral ev alu atio n  
reg u latio n: Se ts fo rth  m inim um  
stand ard s fo r p erfo rm ing  a co llateral 
ev alu atio n ; estab lish es ev alu atio n  
req u irem ents fo r v ario u s ty p es o f  
tran sactio n s, w hich  inc lu d e w h at ty p e o f  
ev alu atio n  m ay  b e  used ; d isting u ishes 
th o se  tran sactio n s requ iring  the serv ices 
o f  an  ev alu ato r fro m  th o se requ iring  the 
serv ices o f  e ith er a State  certified  o r a
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State  licen sed  ap p raiser, req u ires the 
b o ard  o f  d irecto rs o f  each  FC S 
institu tio n  eng ag ed  in  lend ing  o r leasing  
to  ad o p t p o lic ies and  stand ard s fo r the 
ev alu atio n  o f  all real, p erso nal, and  
intang ib le p ro p erty  and  to  p rescrib e 
q u alificatio ns fo r ev alu ato rs that are 
co n sisten t w ith the reg u latio n; and  
req u ires the b o ard  o f  d irecto rs o f  each  
FC S institu tio n to  ad o p t c o llateral 
ev alu atio n  p o lic ies and  stand ard s fo r 
ap p raisals o f  real p ro p erty  and  to  
p rescrib e q u alificatio ns o f  real estate  
ap p raisers that are  co n sisten t w ith the 
req u irem ents o f  the reg u latio n and  the 
U nifo rm  Stan d ard s o f  Pro fessio nal 
A p p raisal Prac tic es (U SPA P) as ad o p ted  
b y  the A p p raisal Fo u nd atio n. 

d a t e s :

E ffe ctiv e  D a te : Th e reg u latio n shall 
b eco m e effec tiv e M arch  1 ,1993, o r up o n 
the exp iratio n  o f  30 d ay s after 
p u b licatio n  d uring  w hich either o r bo th  
ho u ses o f  C o ng ress are  in  sessio n , 
w hichev er is later. N o tice o f  the 
effec tiv e  d ate w ill b e  p u b lished  in the 
Fed eral Reg ister.

C om plian ce  D a te : Ev alu atio ns o f  all 
co llateral, includ ing  ap p raisals o f  real 
estate , co m p leted  o n o r after the 
e ffec tiv e  d ate o f  this reg u latio n m ust 
co m p ly  w ith the stand ard s o f  this 
reg u latio n o n its e f fec tiv e  d ate.
H o w ev er, the e ffec tiv e  d ate fo r the 
req u irem ent to  u se State  certif ied  o r 
State  licen sed  ap p raisers, as 
ap p ro p riate, is the e ffec tiv e  d ate o f  this 
reg u latio n, o r su ch late r d ate as m ay  b e 
estab lish ed  b y  the A p p raisal 
Su bco m m ittee (A SC ) o f  the Fed eral 
Fin an c ial Institu tio ns Exam inatio n  
C o u ncil (FFIEC ), p u rsuant to  sec tio n  
1119 o f  the Fin an c ial Institu tio ns 
Reco v ery , Refo rm  and  Enfo rcem ent A c t 
o f  1989 (FIRREA ), Pu b lic  Law  101-73,
103 Stat. 183 (1989) as  co d ified  at 12 
U .S.C . 3348.

R eal e state  ap p raisals co n tracted  fo r 
b efo re the e ffec tiv e d ate o f  this 
reg u latio n d o  no t hav e to  co m p ly  w ith 
the stand ard s o f  this reg u latio n. 
M o reo v er, sale s o f  lo an s that w ere 
o rig inated  b efo re su ch effec tiv e  d ate 
w ill no t requ ire an  ap p raisal to  b e  
p erfo rm ed  in acco rd an ce  w ith this 
reg u latio n. A n ap p raisal w ill b e d eem ed  
co n trac ted  fo r and  a lo an  w ill b e 
d eem ed  o rig inated  if  there is a bind ing  
co m m itm ent to  p erfo rm  b efo re  the 
e ffec tiv e  d ate o f  this reg u latio n.

D uring the p erio d  fro m  the e ffec tiv e 
d ate o f  this reg u latio n, to  M arch  1,1994, 
any  fund ing  b ank, o n b eh alf  o f  itse lf  
and  /  o r its affiliated  asso c iatio n s, and  
any  b an k  fo r co o p erativ es (BC ) that has 
m ad e g o o d  faith  effo rts to  co m p ly  w ith 
th is reg u latio n m ay  ap p ly  to  the FC A  fo r 
a w aiv er fro m  the u se o f  State  certif ied

o r State  licen sed  real estate  ap p raisers 
if  the fund ing  b an k  o r the BC  p resents 
w ritten  ev id en ce th at the sc arc ity  o f  
certified  o r licen sed  ap p raisers in  a 
State  to  p erfo rm  real estate  ap p raisals is 
cau sing  sig nificant d elay s in  the 
p erfo rm ance o f  su ch ap p raisals.

F O R  F U R TH E R  I N F O R M A TI O N  C O N T A C T :

Dennis K. Carpenter, Senior Policy A nalyst, 
Regulation Development Division, O ffice o f 
Examination, Farm Credit Administration, 
McLean, VA  22102-5090, (703) 883-4498, 
TDD (703) 883-4444, 

or

Christine C. Dion, A ttorney, Regulatory and 
Operations Division, O ffice o f General 
Counsel, Farm Credit Administration, 
McLean, VA  22102-5090, (703) 883-4020, 
TDD (703) 883-4444.

S U P P L E M E N TA R Y  I N F O R M A TI O N :

I .  G e n e r a l

A m end m ents relating  to  ap p raisal 
stand ard s, lend ing  lim its, and  lo an  
p artic ip atio ns w ere o rig inally  inclu d ed  
as p art o f  the Elig ibility / Lend ing  
A u tho rities reg u latio ns p ro p o sed  o n 
N o v em ber 3 ,1988, 53 FR  44438. Th e 
am end m ents w ere rem o v ed  fro m  the 
reg u latio ns p rio r to  their ad o p tio n  and  
w ere rep ro p o sed  o n Janu ary  23 ,1 9 9 1 ,5 4  
FR 2452. Th e co m m ent p erio d  o n the 

-rep ro p o sed  am end m ents end ed  o n 
M arch  25,1991. T h e  FC A  receiv ed  
ap p ro xim ately  430 le tters o f  co m m ent in 
resp o nse to  the p u b lished  rep ro p o sed  
reg u latio ns. A  su b stan tial num ber o f  the 
co m m ent le tters exp ressed  co n cern  
ab o u t the p o tential im p act o f  the lend ing  
lim its and  ap p raisal req u irem ents o f  the 
rep ro p o sed  reg u latio ns. Th e FC A  
p u b lished  a N o tice o f  Pu b lic  H earing s o n 
M ay  10,1991, 54 FR  21637, to  p ro v id e an  
o p p o rtunity  fo r Farm  C red it bo rro w ers, 
institu tio ns, and  o ther in terested  p arties 
to  state  their v iew s and  to  o ffer 
co nstru ctiv e su g g estio ns o n issu es o f  
co n cern  in  the rep ro p o sed  reg u latio ns. 
Th e N o tice o f  Pu b lic  H earing s so lic ited  
co m m ents o n sp ec ific  to p ics. Testim o ny  
w as p resented  b y  121 ind iv id u als d uring  
the 4 d ay s o f  the p u b lic  hearing s; 94 
co m m ent le tters resp o nd ed  to  qu estio ns 
asked  b y  the FC A  in  the N o tice o f  Pu b lic  
H earing s and  at the hearing s, and  85 
ad d itio nal letters w ere receiv ed  b y  the 
FC A  d uring  the co m m ent p erio d , w hich 
end ed  o n July  31,1991.

A ll co m m ents receiv ed  after 
p u b licatio n  o f  the rep ro p o sed  
reg u latio ns, as w ell as all d o cu m ents, 
testim o ny , and  co m m ents relating  to  the 
p u b lic  hearing s w ere co nsid ered  b y  the 
FC A  in  the d ev elo p m ent o f  the final 
co llateral ev alu atio n  requ irem ents 
reg u latio n. Th e FC A  n o tes that the 
lend ing  lim its and  lo an  p artic ip atio n  
reg u latio ns, w hich w ere rep ro p o sed  w ith

the ap p raisal reg u latio n, are  being  
ad d ressed  sep arately .

Th e FC A  Bo ard  reco g niz es the 
im p o rtance o f  this to p ic  to  the b u siness 
o p eratio ns o f  the institu tio ns and  
ackno w led g es the high lev el o f  co ncern  
abo u t the co ntent o f  this final reg u latio n. 
So m e co m m entera hav e co ntinu ed  to  
req u est that the Bo ard  rep ro p o se rath er 
than ad o p t the reg u latio ns in  the fo rm  
p u b lished  to d ay . Th e Bo ard  d esires to  
b e  resp o nsiv e to  the co n cern s o f  the FC S 
institu tio ns, y et m ust b e  aw are  o f  the 
tim e inv o lv ed  if  the reg u latio n w ere to  
b e  rep ro p o sed  and  the o p eratio nal 
co n strain ts that co u ld  b e  p laced  o n the 
institu tio ns in the ab sen c e  o f  final 
reg u latio ns. H o w ev er, it sho uld  b e  no ted  
that th ese  reg u latio ns w ill no t b e 
e ffec tiv e until C o ng ress reco nv enes in  
Janu ary  1993 and  is in sessio n  fo r 30 
d ay s o r M arch  1,1993, w hichev er is 
later. Th erefo re, the Bo ard  b e liev es that 
the p u b lic  w ill h av e am p le o p p o rtunity  
to  further rev iew  the reg u latio n and  
bring  any  tech n ical o r su b stantiv e 
co n cern s to  the Bo ard ’s attentio n  p rio r 
to  the e ffec tiv e  d ate o f  the reg u latio n. A s 
alw ay s, the Bo ard  can  co nsid er req u ests 
fo r further c larificatio n  o r am end m ents 
to  the reg u latio ns p rio r to  o r after their 
e ffec tiv e  d ate .

A m end m ents rep ro p o sed  o n Janu ary
23,1991, ( “ rep ro p o sed  reg u latio n” ) 
co m m ents receiv ed  o n the rep ro p o sed  
reg u latio n, and  the reg u latio n p u b lished  
as final to d ay  (“ f in al reg u latio n” ) are 
d escrib ed  belo w . Sig n ifican t chang es to  
the rep ro p o sed  reg u latio n, includ ing  
co m m ents receiv ed  o n  their su b jec t 
m atter, are  exp lained  b elo w  in the 
Sum m ary  o f  C o m m ents and  in  the 
Sec tio n -b y -Sec tio n  A naly sis.

II. Su b p art F— C o llateral Ev alu atio n 
Req u irem ents

A . B ackground

O n N o v em ber 3,1988, the FC A  
p u blished  a p ro p o sed  ru le (53 FR 44438) 
im p lem enting  chang es resu lting  fro m  the 
am end m ent o f  the Farm  C red it A c t o f  
1971, as am end ed  (A ct) b y  the 
A g ricu ltu ral C red it A ct o f  1987,1 (1987 
A ct), relating  to  b o rro w er elig ib ility  and  
the lend ing  au tho rities o f  FC S 
institu tio ns. Th e p ro p o sed  rule 
co ntained  am end m ents to  p ro v isio ns o f  
sev eral p arts o f  the A c t to  m ake 
co nfo rm ing  chang es and  to  elim inate a 
num ber o f  FC A  p rio r ap p ro v als.

Inc lu d ed  in the p ro v isio ns w as an  
am end m ent to  p art 614, su bp art F, titled , 
“ A p p raisal Stan d ard s.”  Th e am end m ent 
to  the ap p raisal reg u latio n w as 
p ro p o sed  to  ensu re that FC S institu tio ns

1 Public Law  N o. 1 0 0 -2 3 3 ,1 0 1  S tat. 1568 (1988).
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d ev elo p  a m o re structu red  and  unifo rm  
co llateral ap p raisal p ro cess th at w o uld  
co nfo rm  to  the unifo rm  stand ard s o f  the 
ap p raisal ind ustry . T h e  p ro p o sed  
reg u latio n w o uld  also  h av e rem o v ed  the 
ex isting  FC A  p rio r ap p ro v al o f  the Farm  
C red it b an k s’ ap p raisal p o lic ies and  
p ro ced u res and  rep laced  the ap p ro v al 
w ith g eneral criteria fo r the 
estab lish m en t o f  FC S institu tio ns’ 
p o lic ies and  p ro ced u res g o v erning  
ap p raisals. Title p ro p o sed  reg u latio n 
w o uld  hav e requ ired  each  b an k  and  
asso c iatio n  b o ard  to  d ev elo p  p o lic ies 
g o v erning  ap p raisal stand ard s and  
stand ard s fo r the q u alificatio n s o f  staff  
and  fee  ap p raisers. Th e p ro p o sed  
reg u latio n d id  no t p rescrib e su ch 
stand ard s in  the reg u latio n.

W hile  the co m m ents receiv ed  o n the 
p ro p o sed  reg u latio n w ere und er 
co nsid eratio n , C o ng ress en ac ted  
FIRREA . T itle  X I o f  FIRREA  p rescrib ed  
ap p raisal stand ard s and  ap p raiser 
q u alificatio ns fo r all fed erally  re lated  
real e state  lo an s and  requ ired  b ank 
reg u lato ry  ag en c ies to  p rescrib e 
reg u latio ns im p lem enting  these 
p ro v isio ns. A ltho ug h the FC A  is no t 
su b je c t to  the req u irem ents o f  title X I o f  
FIRREA , the FC A  su p p o rts the p o licy  
und erly ing  title  X I o f  FIRREA , nam ely  
that ap p raisals that accu rately  re flec t 
the v alu e o f  co llateral are  essen tial to  
the safe  and  so und  ex erc ise  o f  the 
lend ing  au tho rities v ested  in  FC S 
institu tio ns.

A s a resu lt o f  its co nsid eratio n  o f  
co m m ents receiv ed  and  the p assag e o f  
FIRREA , the FC A  co nc lu d ed  that the 
p ro p o sed  am end m ent to  its ap p raisal 
reg u latio n sho uld  b e  ad ju sted . 
A cco rd ing ly , o n  Janu ary  23,1991, the 
FC A  p u blished  fo r co m m ent rep ro p o sed  
am end m ents to  its reg u latio n relating  to  
ap p raisal requ irem ents. Se e  50 FR  2452 
(Janu ary  23,1991). Th e rep ro p o sed  
am end m ents c lo se ly  p aralle led  in  m o st 
resp ec ts the real estate  ap p raisal 
reg u latio ns that had  b een  p ro p o sed  at 
that tim e b y  o ther Fed eral f in an c ial 
institu tio ns reg u lato ry  ag en c ies su b jec t 
to  title  X I o f  FIRREA .

U nd er the p ro v isio ns o f  title X I o f  
FIRREA , ap p raisals u sed  in co nnectio n  
w ith real estate -re lated  tran sactio n s 
m ust b e  p erfo rm ed  in acco rd an ce  w ith 
unifo rm  stand ard s b y  ind iv id u als w ho se 
co m p etency  h as b een  d em o nstrated  and  
w ho se p ro fessio nal co nd u ct w ill b e 
su b jec t to  e ffec tiv e  su p erv isio n. To w ard  
this end , title X I o f  FIRREA  p ro v id es fo r 
the ad o p tio n and  im p lem entatio n b y  the 
State s o f  stand ard s and  p ro ced u res fo r 
certif icatio n  and  licensing  o f  real estate  
ap p raisers. Th e A SC  is requ ired  und er 
the statu te to  m o nito r State  ap p raiser 
certif icatio n  and  licensing  p ro g ram s.

Fed eral f in an c ial institu tio ns reg u lato ry  
ag en c ies su b je c t to  FIRREA  are  requ ired  
to  u se State  licen sed  o r State  certified  
ap p raisers in  fed erally  re lated  real 
estate  tran sactio n s.

T itle  X I o f  FIRREA  also  required  su ch 
ag en c ies to  ad o p t reg u latio ns reg ard ing  
ap p raisals u sed  in  co n n ectio n  w ith 
certain  re al estate -re lated  f in an c ial 
tran sactio n s entered  into  b y  f in an c ial 
institu tio ns that are  reg u lated  b y  these 
ag en c ies. T h e  reg u latio ns m ust, a t a 
m inim um , req u ire th at all su ch 
ap p raisals b e  w ritten  and  co nfo rm  to  the 
ap p raisal stand ard s p ro m ulg ated  b y  the 
A p p raisal Stan d ard s Bo ard  o f  the 
A p p raisal Fo u nd atio n. T h e  reg u latio ns 
m u st also  p rescrib e  w hich  categ o ries o f  
fed erally  re lated  tran sactio n s m ust b e  
p erfo rm ed  b y  a  State  certif ied  ap p raiser, 
and  w hich b y  a  State  licen sed  ap p raiser. 
A n ag ency  h as au tho rity  u nd er tid e  X I 
o f  FIRREA  to  estab lish  su ch ad d itio nal 
q u alificatio n  c riteria as m ay  b e  
n ec essary  o r ap p ro p riate to  c arfy  o ut its 
statu to ry  resp o n sib ilities. In  acco rd an ce  
w ith  the reg u lato ry  m and ate o f  title  X I 
o f  FIRREA , f inal ap p raisal reg u latio ns 
h av e b een  ad o p ted  b y  the Reso lu tio n  
Tru st C o rp o ratio n  (RTC ) and  the fiv e-  
m em ber ag en c ies o f  FFIEC , w hich  
inc lu d e the Bo ard  o f  G o v erno rs o f  the 
Fed eral R eserv e  Sy stem  (FRB), the 
Fed eral D ep o sit In su ran ce C o rp o ratio n 
(FD IC ), the N atio nal C red it U nio n 
A d m inistratio n  (N CU A ), the O ffic e  o f  
the C o m p tro ller o f  the C u rrency  (O C C ), 
and  the O ffic e  o f  Th rift Su p erv isio n  
(O TS).

Th e e ffec tiv e  d ate fo r the u se o f  State  
licen sed  and  State  certif ied  ap p raisers 
fo r all ap p raisals p erfo rm ed  in  
co n n ectio n  w ith fed erally  re lated  
tran sactio n s u nd er title  X I o f  FIRREA  
w as ex ten d ed  fro m  Ju ly  1 ,1991, to  
Janu ary  1 ,1993 .* By  th at d ate, it is 
an tic ip ated  that a natio nw id e, 
co m p rehensiv e, and  unifo rm  real estate  
ap p raiser reg u lato ry  sy stem  in  
co nfo rm ity  w ith title X I o f  FIRREA  w ill 
b e  in p lace . A t p resent, a nu m ber o f  
State s h av e alread y  estab lish ed  an  
ap p raiser certif icatio n  and  licensing  
sy stem  in  co nfo rm ity  w ith  title  X I o f  
FIRREA . Ind iv id u als in  tho se State s m ay  
seek  acc red itatio n  as a State  licen sed  
and  a State  certified  ap p raiser. Th e A SC  
enco u rag es lend ers to  u se ap p raisers 
certif ied  and  licen sed  b y  tho se State s ’ 
sy stem s as so o n  as p o ssib le .

B . C o lla te ra l E v a lu a tion s

Th e FC A '8 final reg u latio n ad o p ts the 
ap p raisal req u irem ents o f  title X I o f

* §1. am ended section 1119(a)(1) of  FIRREA  (12 
U .S.C . 3346(a)(1)) b y extendin g thé ef fective d ate for 
use o f  S tate certif ied  and  S tate licensed ap p raisers  
from  July 1 .1 9 9 1 , to  D ecem b er 31 ,1992 .

FIRREA  and  also  inco rp o rates g eneral 
co llateral ev alu atio n  req u irem ents to  
ad d ress the sp ec ific  need s o f  FC S 
institu tio ns. T h e  final reg u latio n, entitled  
"C o llateral Ev alu atio n  Req u irem ents,”  
req u ires an  ev alu atio n  o f  all co llateral 
taken  as secu rity  o n exten sio n s o f  cred it 
b y  FC S institu tio ns. It req u ires the b o ard  
o f  d irecto rs o f  eac h  FC S institu tio n 
eng ag ed  in  lend ing  and  leasing  to  ad o p t 
ev alu atio n  p o lic ies an d  stand ard s fo r 
co llateral ev alu atio n . To w ard  this end , 
the f in al reg u latio n se ts fo rth  m inim um  
req u irem ents fo r the d ev elo p m ent o f  
ev alu atio n  p o lic ies and  stand ard s, and  
d isting u ishes tran sactio n s that requ ire 
the serv ices o f  an  ev alu ato r ho rn tho se 
requ iring  a State  licen sed  o r State  
certif ied  real e state  ap p raiser. Th e 
reg u latio n req u ires th at the ev alu atio n  
o f  all co llateral, w hether b y  an  
ev alu ato r o r b y  an  ap p raiser, m ust b e  
p erfo rm ed  b y  a “ q u alified ”  ind iv id ual 
w ho  h as d em o nstrated  the kno w led g e 
an d ex p e rie n c e  n ec essary  to  v alu e the 
ty p e o f  co llateral th at is su b jec t o f  the 
ev alu atio n .

T h e  FC A  n o tes that the c o llateral 
ev alu atio n  req u irem ents o f  the f inal 
reg u latio n relating  to  ap p raisals o f  real 
e state  are  co n sisten t in  m o st resp ec ts 
w ith  the reg u lato ry  req u irem ents o f  
o ther Fed eral f in an c ial institu tio ns 
reg u lato ry  ag en c ies ad o p ted  p u rsuant to  
title X I o f  FIRREA , as th ese  hav e 
recen tly  b een  m o d ified . Th ey  are  also  
g enerally  co n sisten t w ith  tho se o f  
g o v ernm ent ag en c ies p ro v id ing  
g u arantees su p p o rted  b y  real estate , and  
w ith the stand ard s o f  the ap p raisal 
ind ustry . Th e f in al reg u latio n reco g niz es 
that FC S sta f f  and  fee  ap p raisers can n o t 
b e  certified  o r licen sed  und er State  law  
u nless they  satisfy  FIRR EA ’s ap p raisal 
stand ard s and  ap p raiser q u alificatio ns 
criteria.

Furtherm o re, w hile it is no t bo und  by  
the ap p raisal req u irem ents o f  title  X I o f  
FIRREA , the FC A  reco g niz es that 
C o ng ress, thro ugh the en actm en t o f  
FIRREA , h as exp ressed  a stro ng  b e lie f  
that all f in an c ial tran sactio n s invo lv ing  
real estate -re lated  co llateral sho uld  b e  
su p p o rted  b y  ad eq u ate and  accu rate  
co llateral ev alu atio ns. C o ng ress also  
exp ressed  the b e lie f  that su ch co llateral 
ev alu atio ns o f  real e state  sho uld  b e  
b ased  o n stand ard s and  g u id elines that 
are  co n sisten tly  ap p lied  b y  the fin an c ial 
and  ap p raisal ind u stries.

T h e  co ng ressio nal p o licy  re flec ted  in 
FIRREA  h as b een  su p p o rted  and  
im p lem ented  no t o nly  b y  the Fed eral 
f in an c ial institu tio ns reg u lato ry  ag en c ies 
bu t also  b y  the O ffice  o f  M anag em ent 
and  Bud g et (O M B). Sp ec if ically , O M B
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Bu lletin  91-05 3 exten d s title X I real 
e state  ap p raisal stand ard s fo r Fed o ra1 
cred it p ro g ram s, includ ing  fed erally  
g u aranteed  lo an  p ro g ram s. U nd er 
O M B’s g uid elines, any  lo an  so ld  to  
seco nd ary  m arket e n titie s ,4 includ ing  
lo ans so ld  b y  a FC S institu tio n, is 
su b jec t to  the ap p raisal req u irem ents o f  
title X I o f  FIRREA . H o w ev er, any  lo an  
so ld  into  the Fed eral A g ricu ltu ral 
M o rtg ag e C o rp o ratio n (Farm er M ac) is 
su b jec t to  the ap p raisal requ irem ents o f  
title  X I o nly  if  the lend er selling  the lo an  
is su b jec t to  title XI. O M B Bu lletin  92-06 
further exten d s title X I real estate  
ap p raisal stand ard s to  Fed eral ag encies 
su b jec t to  the U nifo rm  R elo catio n  
A ssistan c e  and  R eal Pro p erty  
A cq u isitio n  Po lic ies A c t o f  1970 
(Unifo rm  A ct), as am end ed . Th e bu lletin  
also  d irects all Fed eral ag encies no t 
su b jec t to  the U nifo rm  A c t and  no t 
o therw ise co v ered  b y  Bu lletin  91-05 to  
im p lem ent reg u latio ns th at fo llo w  the 
ap p raisal requ irem ents o f  FIRREA  o n 
Fed eral and  fed erally  assisted  real 
estate  tran sactio n s w ithin  their 
ju risd ic tio n s.8 Th e FC A  b e liev es th at the 
real estate  ap p raisal req u irem ents o f  the 
f inal c o llateral ev alu atio n  reg u latio n, 
w hich are sim ilar to  the ap p raisal 
req u irem ents o f  FIRREA , are  n ecessary  
to  en ab le  FC S institu tio ns to  co nd u ct 
real e state  lend ing  ac tiv ities w ith  o ther 
Fed eral f in an c ial institu tio ns and  w ith 
the v ario u s g o v ernm ent ag en c ies w hich 
fo llo w  the co ng ressio nal p o licy  se t fo rth  
in  FIRREA .

Th e FC A  em p hasiz es that the 
req u irem ent fo r an  ap p raisal in 
acco rd an ce  w ith  stand ard s sim ilar to  
tho se requ ired  b y  title  X I o f  FIRREA  h as 
b een  m o d ified  und er the f in al c o llateral 
ev alu atio n  reg u latio n. A s w ill b e  
d iscu ssed  in  su b seq u ent sec tio n s, the 
f inal reg u latio n h as raised  the de  
m in im is  lev el at w hich ap p raisals are  
required , and  h as d ro p p ed  ap p raisal 
req u irem ents fo r b o th  p erso nal p ro p erty  
and  fo r real p ro p erty  taken  so le ly  o ut o f  
an  ab u nd ance o f  cau tio n.

C . R e gu la tory  Is sues

Th e FC A  ad o p ts th is final reg u latio n 
to  enhance the safe  and  so und  o p eratio n

* O M B C ircular A -129, " M anaging Fed eral C redit 
Program s,” as  am ended b y O M B Bulletin N o. 91-02 , 
d ated  N ovem b er 28 ,1990 , entitled “ G uidance for the 
M anagem ent of  G uaranteed  Loan Program s.”

4 Such seco nd ary  m ark et entities include the 
Fed eral N ational M ortgage C orporation (Fannie  
M ae) and  the Fed eral H om e Loan M ortgage 
C orporation (Freddie M ac).

s O M B Bulletin N o. 9 2 -06 , d ated  M arch 16 ,1992, 
entitled  “G uid ance on  R eal Estate A p praisal 
S tand ard s and  Practices,”  extend s title X I real  
estate  ap p raisal stand ard s to  agencies sub ject to  the 
U niform  Relo cation A ssistan ce and  R eal Property  
A cq uisition Policies A ct o f  1970, as  am ended , w hich  
w as im plem ented b y regulations in 49  C FR p art 24.

o f  the institu tio ns it reg u lates. Th e 
so u nd ness o f  lo ans and  inv estm ents 
m ad e b y  FC S institu tio ns d ep end s up o n 
the ad eq u acy  o f  the an aly sis u sed  to  
sup p o rt tho se tran sactio n s. Th e FC A  
b eliev es that an  ev alu atio n  o f  c o llateral 
is o ne o f  sev eral essen tial co m p o nents 
o f  a p rud ent lend ing  p ro cess. 
A cco rd ing ly , thro ugh the integ ratio n o f  
m inim um  co llateral ev alu atio n  p o lic ies 
and  stand ard s w ith the ad d itio nal 
ap p raisal req u irem ents o f  title  X I o f  
FIRREA  fo r real e state  lo an s, the final 
reg u latio n p ro v id es the FC A  w ith 
reaso n ab le  assu ran ce  th at ev alu atio ns 
o f  co llateral sup p o rting  the lend ing  and  
leasing  au tho rities o f  FC S institu tio ns 
w ill b e  co m p leted  in  a re liab le  m anner.

Th e FC A  an tic ip ates th at ad o p tio n o f  
this reg u latio n m ay  in c rease  c o sts to  
so m e d eg ree fo r b o rro w ers and  
reg u lated  institu tio ns stem m ing  
p rim arily  fro m  the u se o f  certif ied  o r 
licèn sed  ap p raisers. H o w ev er, tho se 
institu tio ns alread y  hav ing  stro ng  
ap p raisal p o lic ies sho uld  hav e lim ited  
c o st in c reases. T h e  FC A  further 
an tic ip ates that ensu ring  th at lo an s are 
co llateraliz ed  ad eq u ately  w ill red u ce 
d efau lts alo ng  w ith  lo an  lo sses, thus 
d ecreasing  co sts to  FC S institu tio ns o f  
all siz es.

A fter co nsid ering  the co m m ents 
receiv ed , the FC A  m ad e a nu m ber o f  
sig n ificant chang es to  the rep ro p o sed  
reg u latio n th at sho uld  help  red u ce co sts, 
p articu larly  fo r sm aller FC S institu tio ns. 
Th e f in al reg u latio n h as b een  rev ised  to  
fo cu s p rim arily  o n the ev alu atio n  o f  
co llateral, co d ify ing  m inim um  stand ard s 
and  p o lic ies w hich  are  u su al and  
cu sto m ary  fo r p ru d ent lend ers. Th e 
ap p raisal req u irem ents o f  the final 
reg u latio n h av e b een  lim ited  to  tho se 
tran sactio n s fo r w hich  the ad d itio nal 
ap p raisal stand ard s and  ad d itio nal 
ap p raiser q u alificatio n s req u ired  und er 
this reg u latio n are  m o st im p o rtant. Th e 
p rinc ip al chang es to  the rep ro p o sed  
reg u latio n m ad e in  the f in al reg u latio n 
are  as fo llo w s:

1. Th e f in al ru le d ro p s the FIRREA - 
b ased  ap p raisal req u irem ents fo r lo an s 
co llateraliz ed  b y  p erso nal p ro p erty . Th is 
d eletio n  su b stan tially  red u ces co sts and  
d elay s that co m m enters antic ip ated  
w o uld  resu lt u nd er the rep ro p o sed  
reg u latio n b ec au se  o f  the ex ten siv e  u se 
o f  p erso nal p ro p erty  as co llateral in  the 
Sy stem . Su ch  co llateral is su b jec t to  
co llateral ev alu atio n  req u irem ents, bu t 
th ese  are  co n sid erab ly  le ss o nero u s and  
co stly  than the FIRR EA -b ased  ap p raisal 
req u irem ents.

2. Th e de m in im is  o r thresho ld  lev el 
h as b een  raised  fro m  $50,000 to  $100,000, 
thus elim inating  sm aller lo an s fro m  the 
ap p raisal req u irem ents o f  the final

reg u latio n and  fo cusing  tho se 
req u irem ents bn tho se larg e tran sactio n s 
w here the exp o su re to  lo ss is g reater.

3. Th e final reg u latio n exem p ts certain  
ad d itio nal ty p es o f  tran sactio n s fro m  the 
ap p raisal requ irem ents. Su ch 
tran sactio n s inclu d e the ad v ancem ent o f  
new  fund s u nd er certain  co nd itio ns o n a 
tran sactio n  su p p o rted  b y  a p rio r 
ap p raisal, and  d ie g u arantee o f  a lo an  
b y  an ag ency  o f  th e  Fed eral g o v ernm ent 
o n a tran sactio n  su p p o rted  b y  a 
co nfo rm ing  ap p raisal.

4. Finally , the rep ro p o sed  reg u latio n 
req u ired  an  ap p raisal und er the 
D ep arture Pro v isio n o f  the U SPA P fo r 
co llateral taken  so lely  thro ugh an  
ab u nd ance o f  cau tio n. Th e final 
reg u latio n o nly  req u ires that su ch 
co llateral b e  ev alu ated  and  that the u se 
o f  an  ab u nd ance o f  cau tio n  excep tio n  b e  
ju stified  b y  d o cu m entatio n.

D . Sum m ary  o f  C om m ents

A  su b stan tial num ber o f  co m m ents 
w as receiv ed  b y  the FC A  reg ard ing  its 
rep ro p o sed  ap p raisal reg u latio n. Th e 
FC A  carefu lly  co nsid ered  all co m m ents 
receiv ed  and  h as m o d ified  p o rtio ns o f  
the f in al co llateral ev alu atio n  reg u latio n 
in  resp o nse to  the co m m ents. T h e  m ajo r 
areas o f  co n cern  and  sig nificant chang es 
fro m  the rep ro p o sed  reg u latio n, as w ell 
as a su m m ary  o f  the co m m ents and  
su g g estio ns receiv ed , are  d iscu ssed  
m o re fu lly  b elo w .

1. Perso n al Pro p erty  A p p raisals

T h e  m ajo rity  o f  co m m ents receiv ed  o n 
the rep ro p o sed  ap p raisal reg u latio n 
o p p o sed  the p erso nal p ro p erty  ap p raisal 
req u irem ents. M ajo r co n cern s exp ressed  
in  the co m m ents w ere th at such 
ap p raisals w o uld : (a) In c rease  co sts 
w itho u t co rresp o nd ing  b en efits; (b ) b e  
u nn ecessary , as  there is no  ev id ence o f  
frau d  o r ab u se  co ntrib u ting  to  lo sses o n 
lo an s secu red  b y  p erso n al p ro p erty  o r 
intang ib les; (c ) b e  o f  m inim al v alu e 
g iv en the sp ec ializ ed  and  flu ctuating  
natu re o f  m o st o f  the p erso nal p ro p erty ;
(d ) enco u rag e the u se o f  u nsecu red  
cred it o r in c rease  re lian c e  o n re al estate  
co llateral in  p reference to  p erso nal 
p ro p erty ; (e) d elay  cred it d ec isio ns; and
(f) p lace  FC S institu tio ns at a 
co m p etitiv e d isad v antag e.

A t the tim e the FC A ’s p ro p o sed  
ap p raisal reg u latio n w as d ev elo p ed , the 
ap p raisal ind ustry , the banking  ind u stry  
and  the o ther Fed eral f in an c ial 
reg u lato rs w ere co nsid ering  extend ing  
FIRREA ’s ap p raisal req u irem ents to  
p erso nal p ro p erty . W h en  the FC A  issu ed  
its p ro p o sed  reg u latio n im p o sing  
FIRR EA -b ased  ap p raisal req u irem ents 
o n p erso nal p ro p erty , it reco g niz ed  that 
the sco p e  o f  ev alu atio n  o f  p erso nal
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p ro p erty  co llateral in its f in al ap p raisal 
reg u latio n w o uld  b e  in flu enced  b y  the 
co v erag e o f  the final reg u latio ns o f  the 
o ther Fed eral f in an c ial reg u lato rs. To  
d ate, the o ther Fed eral reg u lato rs hav e 
cho sen  no t to  exten d  the FIRREA -b ased  
ap p raisal req u irem ents to  p erso nal 
p ro p erty  co llateral.

In  M arch  1991, the A SC  rep o rted  to  
C o ng ress p u rsuant to  sec tio n  1122(e) o f  
title  X I o f  FIRREA , its find ing s regard ing  
the feasib ility  and  d esirab ility  o f  
extend ing  the p ro v isio ns o f  title  X I o f  
FIRREA  to  the fu nctio n o f  p erso nal 
p ro p erty  ap p raising  and  to  p erso nal 
p ro p erty  ap p raisers. T h e  “ Perso nal 
Pro p erty  A p p raisal Stu d y " o f  the A SC  
co nclu d ed  th at so m e fo rm  o f  exten sio n  
o f  the real e state  ap p raisal/ ap p raising  
requ irem ents o f  title  X I o f  FIRREA  to  
p erso nal p ro p erty  is feasib le , bu t is no t 
d esirab le  o r n ec essary  a t the cu rrent 
tim e. T h e  p rim ary  reaso n  fo r the 
co nc lu sio n  w as that the co m m ents 
ind icated  that sig n ifican t lo sses hav e 
no t resu lted  fro m  p erso nal p ro p erty  
co llateral ev alu atio ns. Th is w as d ue 
larg ely  to  the seco n d ary  ro le  th at 
p erso nal p ro p erty  c o llateral p lay s in  the 
lend ing  p ro cess o f  co m m ercial 
institu tio ns.

Th e FC A , up o n rev iew  o f  the 
co m m ents and  the p o sitio n  taken  b y  the 
o ther Fed eral reg u lato ry  ag enc ies, h as 
d eleted  the ap p raisal req u irem ents fo r 
p erso nal p ro p erty  in its f in al reg u latio n. 
A ltho ug h FC Sin stitu tio n s m ay  rely  m o re 
heav ily  o n p erso nal p ro p erty  fo r 
co llateral than co m m ercial b an ks, the 
FC A  is p ersu ad ed  th at FC S institu tio ns 
sho uld  no t b e  p laced  at a co m p etitiv e 
d isad v antag e in  the ab sen c e  o f  
h isto rical lo ss d ata d em o nstrating  that 
su ch ap p raisal req u irem ents are  need ed .

A ltho ug h the FC A  h as d eterm ined  to  
d ro p  the ap p raisal req u irem ents fo r 
p erso nal p ro p erty  in  its final reg u latio n, 
the FC A  co ntinu es to  b eliev e  th at there 
is a need  fo r co ntro ls w ith reg ard  to  
p erso nal p ro p erty  v alu atio n  b ec au se  o f  
the ex ten siv e  u se  o f  su ch p ro p erty  as 
lo an  co llateral w ithin  the Sy stem .
D uring its p u b lic  hearing s, the FC A  
sp ec ifically  asked  w itn esses w hat they  
w o uld  co n sid er to  b e  ap p ro p riate 
co ntro ls. Th e o v erw helm ing  resp o nse 
w as that the v alu atio n  o f  p erso nal 
p ro p erty  co llateral sho uld  b e  ad d ressed  
in the p o licy  and  p ro ced u res ad o p ted  b y  
the lend ing  institu tio n. W h ile  co m m ents 
v aried  in sp ec ific ity  re g ard in g  

reco m m end ed  g u id elines, they  ag reed  
that p ro ced u res to  id entify  p erso nal 
p ro p erty  v alu es sho uld  b e  w ell d efined  
and  p ro v id e fo r o ngo ing  m o nito ring  o f  
tho se v alu es w ith  ap p ro p riate 
d o cu m entatio n an d  w ith an  o b jec tiv e  
in ternal rev iew  p ro cess.

, T h e  final reg u latio n h as b een  rev ised  
to  requ ire that the b o ard  o f  d irecto rs o f  
each  FC S institu tio n ad o p t p o licy  
g u id elines fo r the ev alu atio n  o f  p erso nal 
p ro p erty  u sed  as c o llateral to  sup p o rt 
the co nd itio ns o f  its cred it d ec isio ns. 
Sec tio n  614.4266, entitled  “ Perso nal and  
in tang ib le p ro p erty  ev alu atio n ,”  sets 
fo rth  the m inim um  g u id elines that FC S 
institu tio ns m u st fo llo w  to  assu re 
co n sisten t, re liab le  v alu atio ns o f  
p erso nal p ro p erty  co llateral. Th e f inal 
reg u latio n c larifies th at the co llateral 
ev alu atio n  o f  p erso n al and  intang ib le 
p ro p erty  sho uld  b e  co m p leted  b y  a 
q u alified  ev alu ato r b ased  o n m arket 
v alu e d o cu m ented  b y  a co llateral 
ev alu atio n  rep o rt co n sisten t w ith 
in stitu tio n -estab lished  p o lic ies and  
stand ard s. Su ch  co llateral ev alu atio ns 
m ay  also  b e  sup p o rted , as ap p ro p riate, 
b y  p u b lished  so u rce in fo rm atio n, su ch 
as th at relating  to  the sale  p rice  fo r new  
o r u sed  equip m ent and  co m m o d ity  
m arket rep o rts. H o w ev er, su ch 
in fo rm atio n  m ay  no t b e  the so le  b asis 
fo r d eterm ining  m arket v alu e, as d efined  
in  § 614.4240, w here co nd itio ns su c h  as 
sp ec ial f inancing  term s, sp ec ial sales, o r 
leasin g  co n c essio n s m ay  af fe c t the 
m arket v alu e. A n  ap p raisal o f  su ch 
co llateral is o nly  req u ired  w hen the 
institu tio n  d eterm ines that an  ap p raisal 
is n ec essary  d ue to  the d istressed  
co nd itio n, siz e, co m p lexity , o r the 
sp ec ializ ed  natu re o f  the co llateral. Th e 
FC A  nq tes that, w hen an  institu tio n 
d eterm ines that an  ap p raisal o f  p erso nal 
p ro p erty  is  n ecessary , the ap p raisal 
m ust b e  co m p leted  b y  a q u alified  
ap p raiser c o n sisten t w ith  th e  
C o m p etency  an d  Eth ics Pro v isio ns o f  
the U SPA P.

2. A p p raisals N o t Prim ary  Basis fo r 
C red it D ec isio n

A  sig n ifican t nu m b er o f  co m m enters, 
as w ell as w itn esses at the p u b lic  
hearing s, alleg ed  that the rep ro p o sed  
reg u latio n w o uld  cau se  FC S institu tio ns 
to  re ly  o n c o llateral v alu e as the p rim ary  
b asis fo r a cred it d ec isio n . C o m m enters 
alleg ed  that lo an  o ff icers w o uld  hav e 
le ss in cen tiv e to  co nd u ct an  inv o lv ed  
cred it an aly sis using  rep ay m ent 
cap ac ity  b ec au se  the rep ro p o sed  
reg u latio n 's m essag e is that co llateral 
v alu e at the tim e the cred it is issu ed  is a 
v ery  c ritical cred it facto r, and  that bo th  
the FC A  and  the BC s w o uld  u se it to  
ev alu ate  the q u ality  o f  the lo an . Th e 
co m m enters u nifo rm ly  p o inted  o ut that 
BC s re ly  up o n cash flo w  an aly sis o f  
b o rro w ers to  su p p o rt cred it p ro v id ed . 
Th ey  arg ued  th at it is cash flo w  th at 
serv ices the d ebt, no t the v alu e o f  
und erly ing  co llateral. Th ey  further 
stated  th at the cred i*w o rth iness o f  any  
co m p any  is b ased  o n its v iab ility  as an

o ngo ing  b u siness, no t o n the m arket 
v alu e o f  its p hy sical asse ts. Th ey  urged  
that lo an  rep ay m ent ab ility  co ntinu e to  
b e  the b asis o f  cred it ex ten sio n s.

T h e  N atio nal Bank fo r C o o p erativ es 
(C o Bank) asserted  th at the rep ro p o sed  
reg u latio n w o uld  requ ire the BC s to  
rev erse ex isting  p o lic ies p ro hib iting  
re lian ce  o n ap p raisals excep t fo r sp ec ial 
situ atio ns. T h e  BC s stated  that real 
e state  is o nly  taken  as c o llateral o ut o f  
an  ab u nd ance o f  cau tio n, as a m eans o f  
co ntro l o r su p p o rt fo r the cash flo w ­
g enerating  ch atte l asse ts o f  the 
bo rro w er. Th e BC s also  arg ued  that their 
cu sto m ers and  o p eratio ns are unlike the 
rest o f  the Farm  C red it Sy stem  and , 
therefo re, th at the BC s sho uld  no t b e  
inclu d ed  u nd er the sam e co llateral 
ev alu atio n  requ irem ents.

C o ntrary  to  the alleg atio ns o f  the 
co m m enters, the rep ro p o sed  reg u latio n 
d o es no t su g g est that co llateral v alue 
sho uld  b eco m e the so le  o r the p rim ary  
b asis  fo r cred it d ec isio ns. U nd er 
§ 614,4160 (a) thro ugh (d ) o f  the ex isting  
reg u latio ns, FC S institu tio ns are 
requ ired  to  co nsid er fiv e cred it facto rs 
in  ev alu ating  cred itw o rth iness o f  a lo an  
ap p licatio n , w hich inc lu d e b o th  
rep ay m ent cap ac ity  and  ad eq u acy  o f  the 
co llateral. T h e  rep ro p o sed  reg u latio n 
m erely  p ro v id es stand ard s fo r 
d eterm ining  the ad eq u acy  o f  co llateral 
th at is relied  o n as secu rity  fo r a lo an.
A n  ap p raisal o f  that co llateral is 
n ec essary  to  d eterm ine the c o llateral’s 
ad eq u acy  and  ap p ro p riateness. It d o es 
n o t m ake the ap p raisal the so le  o r the 
p rim ary  b asis fo r d eterm ining  
cred itw o rth iness. Th e FC A  so ug ht to  
c larify  this m isco ncep tio n  at the p u b lic  
hearing s b y  no ting  th at FC S institu tio ns 
can n o t b eco m e so le ly  asset^ based  
lend ers and  co ntinu e to  b e  in 
co m p liance w ith FC A  reg u latio ns. Th e 
FC A  ag ain  em p hasiz es that w hile an  
ap p raisal p lay s an  im p o rtant ro le in  the 
lo an  ap p ro v al p ro cess, und ue re lian ce  
sho uld  no t b e  p laced  up o n the co llateral 
v alu e in  p lace  o f  an  ad eq u ate 
assessm en t o f  the b o rro w er’s  rep ay m ent 
ab ility  o r any  o f  the o ther cred it fac to rs 
p rescrib ed  b y  § 614.4160.

U nd er the .final reg u latio n, all real, 
p erso nal, and  intang ib le co llateral taken  
as secu rity  in any  cred it d ec isio n  m ust, 
at a m inim um , b e  ev alu ated  to  
d eterm ine its ad eq u acy  and  
ap p ro p riateness. H o w ev er, a fo rm al 
w ritten  ap p raisal is requ ired  o nly  in 
tran sactio n s o f  o v er $100,000 that are  
secu red  b y  real estate  w hen the real 
e state  c o llateral is no t taken  so le ly  o ut 
o f  an  ab u nd ance o f  cau tio n  o r is no t 
o therw ise sp ec if ically  excep ted  u nd er 
the reg u latio n.
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A s stated  in the p ream ble o f  the 
rep ro p o sed  reg u latio n (56 FR 2453, 
Janu ary  23,1991), the FC A  sees no  
m aterial d ifference b etw een  the 
structu re and  req u irem ents fo r the BC s’ 
secu rity , and  sim ilar requ irem ents fo r 
larg e co m p lex sho rt- and  interm ed iate- 
term  p ro d uctio n cred it asso c iatio n  
(PC A ) and  ag ricu ltu ral cred it 
asso c iatio n  (A C A ) lo an s. In  v iew  o f  the 
co m m ercial natu re o f  BC  lend ing , the 
BC s sho uld  hav e secu rity  and  ev alu atio n  
req u irem ents co m p arab le w ith the 
stand ard s o f  co m m ercial b anks and  
o ther co m p etito rs o f  the BC s. 
Furtherm o re, in resp o nse to  the BC s' 
co m p laint that so m e o f  their 
co m p etito rs, su ch  as insu rance 
co m p anies and  o ther fin an c ial 
in term ed iaries, are no t restric ted  by  
FIRREA -b ased  ap p raisals, the FC A  
n o tes that tho se co m p etito rs are 
an sw erab le  to  the f in an c ial m arkets as 
w ell as to  their inv esto rs and / o r 
sto ckho ld ers. U nless they  ad here to  
ad eq u ate co llateral ev alu atio n  criteria 
to  p rev ent lo sses, in v esto r and / o r 
sto ckho ld er sup p o rt and  co nfid ence w ill 
no t o nly  d ec line, bu t w ill resu lt in 
d em and s fo r g reater co ntro ls through 
ex tern al and  internal stand ard s. The 
FC A  fu rther n o tes that und er the final 
reg u latio n, if  c o llateral is taken  o ut o f  an  
ab u nd ance o f  cau tio n, lend ing  
institu tio ns, such as the BC s, are o nly  
requ ired  to  co m p lete an  ev alu atio n  o f 
su ch co llateral. Th ey  are  no t requ ired  to  
co m p lete an ap p raisal o f  such co llateral 
und er the U SPA P. To  qu alify  fo r the u se 
o f  the ab u nd ance o f  cau tio n excep tio n, 
lend ing  institu tio ns m ust d o cu m ent in 
the ap p ro p riate lo an  files the reaso n s 
w hy  the c o llateral w as no t co nsid ered  a 
n ec essary  cred it fac to r in sup p o rt o f  the 
cred it d ec isio n.

3. D e m inim is

Th e o v erw helm ing  m ajo rity  o f  
co m m ents receiv ed  o n the de m in im is  
(thresho ld ) lev el su gg ested  that it b e 
raised . Su g g ested  v alu es rang ed  fro m  
$100,000 to  $1,000,000. W hile  a few  
co m m enters req u ested  a thresho ld  lev el 
o f  $250,000, the g reatest num ber o f  
co m m enters reco m m end ed  that the 
thresho ld  am o unt b e  raised  to  $100,000. 
N um ero us co m m enters stated  that they  
had  no t exp erienced  su b stan tial lo sses 
resu lting  fro m  im p ro p er ap p raisals in 
co nnectio n  w ith tran sactio n s b elo w  
$100,000. M any  co m m enters antic ip ated  
that d elay s and  in c reased  co sts 
asso c iated  w ith o btaining  ap p raisals fo r 
tran sactio n s b elo w  $100,000 w o uld  
o utw eig h any  b en efits that m ight b e 
o b tained  fro m  requiring  ap p raisals by  
certified  o r licen sed  ap p raisers fo r tho se 
tran sactio n s.

To  d eterm ine an ap p ro p riate and  co st- 
e ffec tiv e  thresho ld  lev el fo r real estate  
ap p raisals, the FC A  req u ested  d ata fro m  
p u b lic  hearing  w itn esses o n co st 
p ro jec tio ns (p er av erag e lo an  v o lum e) to  
b o rro w ers b ased  o n thresho ld  lev els o f  
$50,000, $100,000, and  $250,000. It also  
so lic ited  d ata o n h isto rical lo sses o n 
lo an s in each  o f  the tiers in the last 10 
y ears. In  ad d itio n to  the d ata receiv ed  
d uring  the p u b lic  co m m ent p erio d  and  in 
resp o nse to  the p u b lic  hearing s, the FC A  
also  rev iew ed  lo an  and  co llateral d ata 
that is p erio d ically  p ro v id ed  b y  the FC S 
institu tio ns to  the FC A .

A fter a tho ro ugh rev iew  o f  the 
so lic ited  d ata, the FC A  b e liev es th at the 
p ro p o sed  $50,000 thresho ld  lev el is to o  
lo w . Th e d ata in d icates that the av erag e 
lo an  siz e o f  FC S institu tio ns, exclu d ing  
the BC s, is ap p ro xim ately  $70,000. The 
p ro p o sed  $50,000 thresho ld  lev el w o uld , 
therefo re, requ ire an  ap p raisal o f  a 
su b stan tial num ber o f  an institu tio n ’ s 
lo an s. Th e d ata further in d icates that 
w hile a larg e p ercentag e o f  the FC S 
institu tio ns’ lo an s are $100,000 o r less in 
siz e, the co n cen tratio n  o f  lo an  vo lum e 
and  p o rtfo lio  risk  in tend ed  to  b e  
ad d ressed  b y  real estate  ap p raisal 
req u irem ents is co n tain ed  in  the sm aller 
p ercentag e o f  lo ans o v er $100,000. 
T ran sac tio n s inv o lv ing  am o unts b elo w  
$100,000 hav e no t led  to  su b stan tial 
lo sses fo r FC S institu tio ns and  d o  no t 
p o se a sy stem ic  th reat to  the Farm  
C red it Sy stem .

Sin ce  the lo ss d ata d id  no t 
d em o nstrate th at the risk  o f  lo ss o n 
sm all lo an s w as su ffic ient to  w arran t 
the c o st o f  co m p ly ing  w ith  the ap p raisal 
req u irem ents o f  the reg u latio n, the FC A  
h as se t the thresho ld  lev el at $100,000 in 
the f inal reg u latio n. Th is thresho ld  lev el 
is co n sisten t w ith the thresho ld  lev el 
ad o p ted  b y  the RTC , the FRB, the O CC , 
the O TS, and  the FD IC , w ho  reach ed  
sim ilar co nc lu sio ns.

4. Ev alu atio n  Req u irem ents

U nd er the f inal reg u latio n, any  real 
estate -re lated  tran sactio n  v alu e 
exceed in g  the $100,000 thresho ld  lev el 
m ust hav e an ap p raisal o f  its real estate  
co llateral th at co m p lies w ith the 
ap p raisal requ irem ent, u nless the 
co llateral is taken  o ut o f  an  ab u nd ance 
o f  cau tio n o r is o therw ise sp ec ifically  
excep ted . T ran sac tio n s w ith v alu es o f 
$250,000 o r less but in ex c ess o f  $100,000 
requ ire, at a m inim um , an ap p raisal o f  
real estate  co llateral p erfo rm ed  b y  a 
State  licen sed  ap p raiser. Th e serv ices o f 
a State  certified  ap p raiser m ay  b e  used  
instead  o f  the State  licen sed  ap p raiser 
fo r such tran sactio n s. Tran sac tio n s w ith 
v alu es in ex c ess o f  $250,000 m ust hav e 
an  ap p raisal o f  real estate  co llateral by  
a State  certified  ap p raiser.

T h e  fin al reg u latio n req u ires co llateral 
ev alu atio ns fo r all real, p erso nal, and  
intang ib le p ro p erty  taken  as co llateral, 
ev en  tho ugh they  m ay  b e  exem p t fro m  
the ap p raisal requ irem ent. H ence, und er 
the final reg u latio n, any  ev alu atio n  o f  
real estate  w ith a tran sactio n  v alu e at o r 
b elo w  the $100,000 thresho ld  lev el, o r 
o therw ise excep ted  fro m  the ap p raisal 
req u irem ents o f  this reg u latio n, m ust 
h av e an  ev alu atio n  o f  its co llateral. The 
FC A  exp ec ts all FC S institu tio ns, as a 
m atter o f  p rud ent banking  p rac tice , to  
o b tain  an  ap p ro p riate ev alu atio n  o f  the 
c o llateral b y  a co m p etent p erso n  (w ho  
need  no t b e  a certified  o r a licen sed  
ap p raiser, excep t as required ) b efo re 
entering  into  any  f in an c ial transactio n . 
C o nseq u ently , any  f in an c ial tran sactio n  
that d o es no t requ ire an ap p raisal und er 
this reg u latio n still m ust hav e an 
ev alu atio n  o f  the c o llateral that 
co m p lies w ith p o licy  g u id elines and  
stand ard s ad o p ted  b y  the institu tio n ’s 
b o ard  o f  d irecto rs.

The FC A  is aw are th at C o ng ress 
recen tly  m ad e sev eral am end m ents to  
title X I o f  FIRREA . O ne o f  the 
am end m ents d irected  the O M B to  
co nd u ct a stud y  o f  w hether there is a 
need  to  estab lish  de m in im is  o r 
thresho ld  lev els fo r co m m ercial real 
e state .6 Th e FC A  w ill stud y  the 
reco m m end atio n o f  the O M B stud y , and  
any  future stud ies, and  w ill rev iew  the 
thresho ld  lev el ad o p ted  in the FC A ’s 
f inal co llateral ev alu atio n  reg u latio n in 
light o f  the stud y ’s reco m m end atio n.

U nd er the rep ro p o sed  reg u latio n, the 
FC A  allo w ed  ap p raisals o n tran sactio n s 
w ith v alu es o v er $50,000 bu t le ss than 
$1,000,000 to  b e  p erfo rm ed  by  a 
“ d esig nated  ap p raiser." Th e term  is no t 
u sed  in  the reg u latio ns o f  o ther ag encies. 
W hen  it w as p ro p o sed , the FC A  
reco g niz ed  the p rac tical d ifficu lty  
institu tio ns m ight hav e in securing  the 
serv ices o f  a State  certified  ap p raiser 
d uring  the im p lem entatio n o f  FIRREA  
ap p raisal req u irem ents and  the ad o p tio n 
o f  State  certif icatio n  p ro g ram s. Th e 
“ d esig nated  ap p raiser”  o p tio n w as 
p ro p o sed  o nly  as an  interim  step  and  
w o uld  hav e ceased  to  b e  effec tiv e 
Janu ary  1,1994.

Th e FC A  h as d eleted  re feren ces to  the 
“ d esig nated  ap p raiser”  fro m  the final 
reg u latio n. Th e exten sio n  o f  the 
e ffec tiv e d ate fo r the u se o f  State  
licen sed  and  certified  ap p raisers to

6 “ Fed eral D eposit Insurance C orporation  
Im provem ent A ct of  1991,” Public Law  102^ -242,105 
S tat. 2386. D ecem b er 19 ,1991 , am ended sectio n 1119 
of  FIRREA  (12 U .S .C . 3348) b y requiring the D irector 
of  O M B to cond uct a study of  a need  to estab lish de 

minimis levels for com m ercial real estate. T he Final 
report w as published and reported  to C ongress 
during A ugust 1992.
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M arch  1,1993, o r su ch later e ffec tiv e  
d ate as m ay  b e  estab lish ed  b y  this 
reg u latio n, lim its the serv ic es o f  the 
“ d esig nated  ap p raiser”  to  the 14-m o nth 
p erio d  fo llo w ing  the effec tiv e  d ate o f  
title  X I o f  FIRREA . Th e final reg u latio n 
ad d resses ap p ro xim ately  the sam e 
co n cern s and  co v ers the sam e p erio d  
that the “ d esig nated  ap p raiser”  w as 
p ro p o sed  to  ad d ress. U nd er the f in al 
reg u latio n, fo r the p erio d  o f  M arch  1, 
1993, o r su ch later effec tiv e  d ate as m ay  
b e  estab lish ed  b y  this reg u latio n, to  
M arch  1,1994, any  fund ing  b ank, o n 
b eh alf  o f  itse lf  and  its affiliated  
asso c iatio n s, and  any  BC  that h as m ad e 
g o o d  faith  e ffo rts to  co m p ly  w ith  this 
reg u latio n m ay  ap p ly  to  the FC A  fo r a 
w aiv er fro m  the u se o f  State  certified  o r 
licensed  real estate  ap p raisers. To  
o b tain  su ch a w aiv er, d ie fund ing  b an k  
o r the BC  m ust p ro v id e reaso n ab le  
w ritten ev id ence that there is a sc arc ity  
o f  su ch ap p raisers in a State  to  p erfo rm  
real e state  ap p raisals, lead ing  to  
sig nificant d elay s in  the p erfo rm ance o f  
su ch ap p raisals. It is the p resent 
in tentio n  o f  the Bo ard  o f  the FC A  no t to  
g rant o r extend  su ch a w aiv er bey o nd  
M arch  1,1994.

5. A b u nd ance o f  C autio n

Th e rep ro p o sed  reg u latio n allo w ed  
ap p raisals to  b e  p erfo rm ed  using  the 
D ep arture Pro v isio n o f  the U SPA P in  
sev eral ty p es o f  f in an c ial tran sactio n s. 
O ne su ch tran sactio n  is w here a lien  o n 
p ro p erty  h as no t b een  taken  as the 
p rim ary  secu rity  bu t h as b een  taken  
so le ly  thro ugh an  ab u nd ance o f  cau tio n, 
and  the term s o f  the tran sactio n  hav e 
no t, as a co nseq u ence , b een  m ad e m o re 
fav o rab le  than they  w o uld  hav e b een  in 
the ab sen c e  o f  the lien.

Th e FC A  v iew s the "ab u n d an ce  o f  
cau tio n”  excep tio n  narro w ly . Th e 
excep tio n  req u ires th at no  m aterial term  
o f  a lo an  b e  m o re fav o rab le  to  the 
b o rro w er b ec au se  the institu tio n takes 
real estate  as co llateral fo r the 
ex ten sio n  o f  cred it. N either the am o unt 
o f  the lo an, the rate  o f  in terest, the term  
o f  the lo an, the p resen ce o r ab sen c e  o f  a 
g uaranto r, no r any  o ther term  affecting  
the institu tio n ’s ab ility  to  reco v er o n the 
lo an  m ay  b e  m o re fav o rab le  to  the 
bo rro w er. By  allo w ing  this excep tio n , 
the FC A  reco g niz ed  that an  institu tio n 
sho uld  no t b e  requ ired  to  o b tain  a full 
ap p raisal o f  real e state  taken  as 
co llateral if  the institu tio n w o uld  hav e 
extend ed  cred it to  the b o rro w er o n 
ex ac tly  the sam e term s w itho u t the 
c o llateral. Th e FC A  b eliev es that 
requ iring  a full ap p raisal und er these 
c ircu m stan ces w o uld  d isco urag e 
institu tio ns fro m  accep ting  ad d itio nal 
p ro tectio n  in this fo rm . A cco rd ing ly , the 
rep ro p o sed  reg u latio n p erm itted  the u se

o f  the D ep arture Pro v isio n o f  the U SPA P 
to  ex cep t co llateral taken  thro ugh an 
ab u nd ance o f  cau tio n  fro m  the 
req u irem ents o f  a full ap p raisal und er 
the USPA P.

C o m m ents w ere receiv ed  
ackno w led g ing  th at the D ep arture 
Pro v isio n allo w s so m e flex ib ility  to  
d ep art fro m  o ne o r m o re o f  the d etailed  
req u irem ents o f  the U SPA P. Fo r 
exam p le, u se o f  the D ep artu re Pro v isio n 
w o uld  allo w  up d ating  the ex isting  
ap p raisal thro ugh inco rp o ratio n  o f  the 
p rev io u s ap p raisal b y  re feren ce. 
H o w ev er, num ero us co m m enters 
co m p lained  th at the D ep arture Pro v isio n 
d o es no t allo w  sho rtcu tting  o f  the 
ap p raisal p ro cess o r the ap p raisal 
rep o rt, b o th  o f  w hich  m ust also  co nfo rm  
w ith the Eth ics and  C o m p etency  
Pro v isio ns o f  the U SPA P. Th e 
co m m enters asserted  that using  the 
D ep arture Pro v isio n w o uld  resu lt in  a 
d isp ro p o rtio nate effo rt in  co nnectio n  
w ith ro u tine lo an  m ainten an ce  o r 
ab u nd ance o f  cau tio n -re lated  actio n s. 
Th e co m m enters req u ested  th at the 
req u irem ent th at the D ep arture 
Pro v isio n b e  satisfied  to  q u alify  fo r the 
ab u nd ance o f  cau tio n  excep tio n  b e  
d eleted .

Th e FC A  is p ersu ad ed  b y  the 
co m m ents that c o llateral taken  thro ugh 
an ab u n d an ce o f  cau tio n  sho uld  no t b e 
requ ired  to  satisfy  the D ep arture 
Pro v isio n  o f  the U SPA P in  o rd er to  
q u alify  fo r the excep tio n . A cco rd ing ly , 
the final reg u latio n h as b een  rev ised  to  
requ ire m erely  th at all FC S institu tio ns 
o b tain  an ap p ro p riate ev alu atio n  o f  real 
e state  taken  as c o llateral o ut o f  an 
ab u nd ance o f  cau tio n , p ro v id ed  su ch 
ev alu atio ns are  in  acc o rd an ce  w ith the 
p o licy  g u id elines ad o p ted  b y  the b o ard  
o f  d irecto rs o f  the institu tio n  u nd er this 
reg u latio n fo r the ev alu atio n  o f  
co llateral that is no t su b je c t to  the 
ap p raisal req u irem ents o f  this 
reg u latio n.

In  ad d itio n to  p erfo rm ing  an 
ev alu atio n  o f  the co llateral, the final 
reg u latio n co ntinu es to  requ ire 
d o cu m entatio n in  the lo an  file  to  sup p o rt 
an in stitu tio n ’s u se o f  the ab u nd ance o f  
cau tio n  excep tio n . Th e d o cu m entatio n 
m ust d em o nstrate th at the cred it 
d ec isio n  is su ffic iently  su p p o rted  b y  the 
cred it fac to rs w itho u t co n sid eratio n  o f  
the su b jec t co llateral. Th e FC A  n o tes 
th at su ch cred it d ec isio ns m ay  b e 
su p p o rted  b y  the taking  o f  c o llateral 
o ther than the co llateral w hich is taken  
so le ly  o ut o f  an  ab u nd ance o f  cau tio n.

6. A p p raiser Ind ep end ence

A  v ariety  o f  co m m ents w as receiv ed  
co ncerning  ap p raiser ind ep end ence. The 
m ajo rity  o f  co m m enters o b jec ted  to  the 
ind ep end ence req u irem ent b ec au se  they

asserted  that it p rev ented  lo an  o fficers 
fro m  ap p raising  p ro p erty , w hich w o uld  
resu lt in  u nn ecessary  co sts fo r train ing  
o ther em p lo y ees, hiring  new  em p lo y ee« , 
o r retaining  o u tsid e fee  ap p raisers. 
Sev eral co m m enters alleg ed  that in their 
ex p erien ce  co stly  ap p raisals d o ne by  
o u tsid e fee  ap p raisers w ere no t alw ay s 
as accu rate  o r as re liab le  as tho se d o ne 
b y  their lo an  o fficers.

N um ero us co m m enters asserted  that 
the rep ro p o sed  reg u latio n ’s ap p raiser 
ind ep end ence req u irem ent w as to o  
restric tiv e . So m e req u ested  that the final 
reg u latio n allo w  FC S institu tio ns the 
flex ib ility  to  d ev elo p  their o w n 
stru ctu res and  p ro ced u res to  ensu re th at 
ap p raisers are  ind ep end ent.

Th e FC A  co ntinu es to  b e liev e  that any  
tran sactio n  requ iring  an ap p raisal o f  
co llateral m u st b e  p erfo rm ed  by  an 
ap p raiser w ho  can  p ro d uce an o b jec tiv e  
o p inio n ab o u t the m arket v alu e o f  that 
co llateral. Th is o b jec tiv ity  m ay  b e  
co m p ro m ised  if  the ap p raiser is eng ag ed  
in  the m arketing , lend ing , co llectio n , o r 
cred it d ec isio n  p ro cesses o f  the 
institu tio n  o r an  institu tio n und er 
co m m o n m anag em ent. A lso , a d irect o r 
ind irect in terest o f  the ap p raiser in  the 
p ro p erty  ap p raised  m ay  und erm ine the 
ac c u racy  o f  the ap p raisal.

W hile  the FC A  co ntinu es to  sup p o rt 
ap p raiser ind ep end ence, the 
req u irem ent o f  the rep ro p o sed  
reg u latio n h as b een  restric ted  und er the 
f in al reg u latio n to  tho se tran sactio n s 
requ iring  an ap p raisal. Fo r tran sactio n s 
no t requ iring  an  ap p raisal, the f inal 
reg u latio n req u ires the co llateral to  hav e 
an  ev alu atio n  p erfo rm ed  b y  a "q u alified  
ev alu ato r.”  U nd er the final reg u latio n, 
the q u alified  ev alu ato r p erfo rm ing  su ch 
an  ev alu atio n  is no t su b je c t to  the 
ind ep end ence req u irem ents o f  the 
U SPA P, bu t is su b jec t to  the ev alu atio n  
p o licy  and  stand ard s ad o p ted  b y  the 
institu tio n ’s b o ard  o f  d irecto rs, as 
p rescrib ed  b y  the f inal reg u latio n, w hich 
o nly  requ ire tran sactio n al ind ep end ence 
o f  the ev alu ato r. Th ey  are  less 
restric tiv e  than the stand ard s o f  the 
U SPA P fo r ap p raisals, w hich requ ire 
fu nctio nal ind ep end ence o f  the 
ap p raiser. Therefo re, an  ind iv id ual 
inv o lv ed  in  the lo an-m aking  fu nctio n, 
su ch as a lo an  o fficer, m ay  p erfo rm  the 
ev alu atio n , p ro v id ed  he o r she h as no  
p erso nal in terest in the co llateral being  
ev alu ated  and  p ro v id ed  th at the 
ev alu atio n  is rev iew ed  b y  the 
institu tio n ’s sen io r m anag em ent o r its 
b o ard  o f  d irecto rs.

Th e f inal reg u latio n co ntinu es to  
req u ire an  ap p raisal o f  real e state  
c o llateral fo r tran sactio n s w ith v alu es 
o v er $100,000, u nless taken  o ut o f  an 
ab u nd ance o f  cau tio n  o r o therw ise
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sp ec ifically  excep ted . Th e ap p raisal 
m ust b e  p erfo rm ed  b y  a q u alified  
ap p raiser w ho  is State  licen sed  o r State  
certified , as  ap p ro p riate. T h e  ap p raiser 
is su b jec t to  the fu nctio nal 
ind ep end ence requ irem ent o f  the 
U SPA P. Th is m eans that the ap p raiser 
can n o t b e  inv o lv ed  in  the lo an-m aking  
fu nctio n o f  the institu tio n. T h e  ap p raiser 
m ust hav e no  d irect o r ind irect in terest, 
f in an c ial o r o therw ise, in  the p ro p erty  o r 
tran sactio n . Th e ap p raiser m u st b e  
ind ep end ent o f  the m arketing , lend ing , 
co llec tio n , o r cred it d ec isio n  p ro cesses 
o f  the institu tio n m aking  the lo an , an 
institu tio n und er co m m o n m anag em ent, 
o r an  institu tio n p inchasing  an  in terest 
in  the lo an. D irecto rs o r o ff icers sho uld  
ab stain  fro m  any  v o te and / o r ap p ro v al 
inv o lv ing  asse ts o n w hich they  (as State  
licen sed  o r certif ied  ap p raisers) hav e 
p erfo rm ed  an  ap p raisal. If  an  ap p raisal 
is p rep ared  b y  a fee  ap p raiser, the 
ap p raiser m ust b e  eng ag ed  d irectly  b y  
the institu tio n and  m u st h av e no  d irect 
o r ind irect in terest, f in an c ial o r 
o therw ise, in  the p ro p erty  o r the 
tran sactio n . Furtherm o re, FC S 
institu tio ns m ust ensu re that all 
ap p raisers are q u alified  to  ap p raise the 
ty p e o f  co llateral that is the su b je c t o f  
the ap p raisal. Th e FC A  b eliev es that the 
u se o f  a q u alified  State  licen sed  o r 
certif ied  ap p raiser w ill p ro m o te the 
accu racy  and  ad eq u acy  o f  an  ap p raisal, 
and  that the ex e rc ise  o f  ind ep end ent 
ap p raiser jud g m ent w ill p ro tect the 
integ rity  o f  the ap p raisal p ro cess.

U nd er the f inal reg u latio n, a FC S 
institu tio n m ay  acc ep t an  ap p raisal th at 
w as p rep ared  b y  an  ap p raiser eng ag ed  
d irectly  b y  ano ther FC S institu tio n o r b y  
an  institu tio n su b jec t to  title X I o f  
FIRREA , if  the FC S institu tio n that 
ac c ep ts the ap p raisal h as: (a) 
Estab lish ed  p ro ced u res fo r rev iew ing  
real e state  ap p raisals: (b) rev iew ed  the 
ap p raisal und er the estab lish ed  rev iew  
p ro ced u res and  fo und  the ap p raisal 
accep tab le ; and  (c) d o cu m ented  the 
rev iew  in  w riting .

7. Recip ro c ity

Sev eral co m m ents w ere receiv ed  
requ esting  c larificatio n  o f  w hether a 
State  licensing  and  certif icatio n  ag ency  
w ill reco g niz e the certif icatio n  o r licen se  
o f  an ap p raiser fro m  ano ther State . 
T h ese  co m m enters no ted  the m u lti-State 
stru ctu re o f  all Farm  C red it d istric ts and  
m any  asso c iatio n s. They  req u ested  that 
the FC A ’8 final reg u latio n ad d ress 
rec ip ro c ity  b y  p erm itting  licen sed  o r 
certified  ap p raisers to  co m p lete FC S 
ap p raisals in all State s w henev er 
p erm itted  b y  State  law .

Sec tio n  1122 o f  title X I o f  FIRREA  (12 
U .S.C . 3351) req u ires a State  ap p raisal 
certify ing  o r licensing  ag ency  to

reco g niz e o n a tem p o rary  b asis the 
c ertif icatio n  o r licen se  o f  an  ap p raiser 
issu ed  b y  ano ther State  p ro v id ed : (a)
Th e p ro p erty  to  b e  ap p raised  is p art o f  a 
fed erally  re lated  tran sactio n ; (b ) the 
ap p raiser’s b u siness is o f  a tem p o rary  
natu re; and  (c) the ap p raiser reg isters 
w ith the State  reg u lato ry  ag ency  in the 
State  o f  tem p o rary  p rac tice .

Th e A SC  h as p u b lished  “ Rev ised  
G u id elines”  (56 FR  26088, June 6,1991)  
to  assist the State s  in  estab lish ing  
e ffec tiv e  c ertif icatio n  and  licensing  
p ro ced u res fo r real e state  ap p raisals. 
Th e g u id elines re flec t the g eneral 
fram ew o rk that the A SC  w ill u se in 
rev iew ing  a State ’s p ro g ram  fo r 
co m p liance w ith  title  X I o f  FIRREA . Th e 
“ R ev ised  G u id elines”  ad d ress 
tem p o rary  p rac tic e  and  rec ip ro c ity  
am o ng  States.

Th e A SC  b e liev es that State s  sho u ld  
no t req u ire tem p o rary  p rac titio n ers to  
o b tain  a certif icatio n  o r lic en se  in  the 
State  o f  tem p o rary  p rac tice . Instead , the 
A SC  reco m m end s th at the State  sho uld  
reco g niz e the c e rtif icate  o r lic en se  
issu ed  b y  the ind iv id u al’s State  o f  
p erm anent certif icatio n  o r licensu re . 
H o w ev er, u nd er title  X I o f  FIRREA , a 
State  m ay  estab lish  tem p o rary  p rac tice  
and  reg istratio n  p ro ced u res. T h ese  
p ro ced u res sho uld  m easu re "tem p o rary ”  
b y  sp ec ific  ap p raiser assig nm ents and  
no t b y  a f ixed  tim e p erio d  o r nu m ber o f  
p ro p erties to  b e  ap p raised .

O th er than  the tem p o rary  p rac tice  
p ro v isio ns o f  title  X I o f  FIRREA , no  
Fed eral req u irem ents ex ist reg ard ing  
State  rec ip ro c ity  ag reem ents. Th e A SC , 
in  its "R ev ised  G u id elines,”  enco u rag e 
the State s  to  co n sid er p erm anent 
rec ip ro c ity  arrang em ents to  ad d ress the 

-need  o f  ap p raisers w ho  p rac tice  o n a 
p erm an en t m u lti-State b asis. Th e FC A  
sup p o rts the A SC ’s  reco m m end atio n , 
bu t the estab lish m en t o f  rec ip ro c ity  is 
an  issu e fo r the State s and  is no t w ithin  
the FC A ’s p u rv iew . H o w ev er, fo r 
p u rp o ses o f  co m p ly ing  w ith these 
reg u latio ns, an  ap p raiser need  no t b e  
licen sed  o r c ertif ied  b y  the State  in 
w hich  the ap p raised  p ro p erty  is lo cated  
p ro v id ed  the ap p raiser can  leg ally  
p erfo rm  ap p raisals in  the State . Thus, 
until title X I o f  FIRREA  is am end ed  to  
requ ire p erm anent rec ip ro c ity  
arrang em ents am o ng  the States, it 
ap p ears that ap p raisals ac ro ss State  
b o u nd aries are lim ited  to  the tem p o rary  
p rac tice  p ro v isio ns o f  title  X I o f  FIRREA  
u nless o r u ntil the State s v o lu ntarily  
p ro v id e fo r p erm anent rec ip ro c ity . 
Sec tio n  614.4260(d ) h as b een  ad d ed  to  
the f in al reg u latio n to  c larify  that, 
su b jec t to  State  law , staf f  ap p raisers o r 
fee  ap p raisers, ap p raising  o n b eh alf  o f  
FC S institu tio ns, m ay  ap p raise real

p ro p erty  ac ro ss State  b o u nd aries and  in 
the C o m m o nw ealth  o f  Puerto  R ico .

8. C o nfid entiality

O ne co m m ent w as receiv ed  no ting  
th at ap p licatio ns fo r licensing  and  
certif icatio n  in  so m e State s req u ire that 
an  affid av it b e  sig ned  b y  the ap p raiser 
th at the ap p raiser w ill, o n req u est, 
p ro v id e the State  w ith co p ies o f  h is o r 
h er ap p raisals. Th e co m m enter p o inted  
o ut that und er ex isting  reg u latio n,
§ 618.8320 o f  th is chap ter, em p lo y ees o f  
FC S institu tio ns are  p ro hib ited  fro m  
p ro v id ing  co p ies o f  an ap p raisal rep o rt. 
Th e co m m enter req u ested  that the 
p ro hib itio n b e  rep ealed  in  o rd er th at its 
staff  ap p raisers m ay  seek  licensing  and  
certif icatio n  in  tho se State s and  still b e  
in  co m p liance w ith FC A  reg u latio ns.

In  reco g nitio n o f  the fac t th at ex isting  
reg u latio ns m ay  p resen t a b arrier in  
so m e State s to  em p lo y ees o f  FC S 
institu tio ns fro m  o b taining  their 
ap p raisal lic en se  and  certif icatio n , the 
FC A  is rev iew ing  the ap p licab le  
reg u latio ns and  ap p ro p riate actio n  is 
being  co n sid ered  to  reso lv e the co n flic t.

9. O ther Fin an c ial Institu tio ns (O FIs)

C o m m ents w ere receiv ed  fro m  sev eral 
O FIs inquiring  w hether they  m ust 
co m p ly  w ith  d ie p ro v isio ns o f  the 
rep ro p o sed  ap p raisal reg u latio n. Th e 
O FIs, w hich o b tain  their financing  u nd er 
ag reem ents w ith  Farm  C red it Ban ks 
(FC Bs), stated  th at su ch co m p liance 
w o uld  b e  d etrim ental to  their ab ility  to  
d o  b u sin ess.

Th e FC A  stated  d uring  its p u b lic  
hearing s that the req u irem ents o f  the 
rep ro p o sed  ap p raisal reg u latio n d id  no t 
ap p ly  d irectly  to  the O FIs. T h e  FC A  
no ted  that, w hile it h as au tho rity  to  
reg u late the d isco u nt relatio nsh ip  
b etw een  the O FIs and  the FC Bs, it d o es 
no t h av e d irect reg u lato ry  au tho rity  o v er 
the O FIs. It is  the FC A ’s p o sitio n  that 
co llateral ev alu atio n  req u irem ents fo r 
lo an s d isco u nted  fo r O FIs are  an  
ap p ro p riate su b je c t fo r the lend ing  
ag reem ent b etw een  the FC Bs and  the 
O FIs.

E. Sec tio n -b y -Sec tio n  A naly sis

Su b p art F— C o llateral Ev alu atio n 
Req u irem ents

T h e  title  o f  p art 614, su bp art F, o f  the 
final reg u latio n h as b een  chang ed  fro m  
“ A p p raisal Req u irem ents”  to  "C o llateral 
Ev alu atio n  Req u irem ents”  to  jpiore 
ap p ro p riately  re flec t the su b je c t o f  the 
su b p art and  its em p hasis o n ev alu atio ns 
o f  lo an  co llateral. Su b p art F o f  the final 
reg u latio n ad d resses co llateral 
ev alu atio n  req u irem ents fo r all 
co llateral taken  as lo an  secu rity ,
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includ ing  co llateral ev alu atio ns 
requiring  ap p raisals.

1. S e ction  614.4240— C o lla te ra l 
D e fin ition s

Sectio n  614.4240 o f  existing  reg u latio n, 
entitled  “ G en eral,”  p ro v id es an 
o v erv iew  o f  the FC A ’s existing  
reg u lato ry  req u irem ents fo r real estate  
ap p raisals and  ch atte l insp ectio ns. The 
rep ro p o sed  and  final reg u latio ns rev ise 
the ex isting  sec tio n  to  id entify  and  
d efine sp ec ific  term s that are ap p licab le  
to  c o llateral ev alu atio ns, includ ing  
ap p raisals. Th e d efin itio ns sec tio n  o f  the 
rep ro p o sed  reg u latio n h as b een  rev ised  
in the final reg u latio n as fo llo w s:

a. A ppra is a l. C o m m ents w e re -  
receiv ed  requesting  that the FC A  
red efine “ ap p raisal”  as the p ro cess o f  
d ev elo p ing  an  o p inio n o f  m arket v alue, 
and  sep arately  d efine "ap p raisal rep o rt”  
as the w ritten statem en t o f  an o p inio n o f  
m arket v alu e. W hile  so m e entities 
sep arate ly  d efine ap p raisal and  
ap p raisal rep o rt (as in the U SPA P), the 
FC A  is retaining  the d efin itio n fro m  the 
rep ro p o sed  reg u latio n b ec au se  it en jo y s 
w id esp read  u se and  ac c ep tan ce  am o ng 
g o v ernm ental ag en c ies and  p riv ate 
entities and  fo llo w s the statu to ry  
lang uag e requ iring  all ap p raisals u sed  
fo r fed erally  re lated  tran sactio n s to  b e  
in w riting . Fo r p u rp o ses o f  this 
reg u latio n, the term  “ ap p raisal”  is 
intend ed  no t o nly  to  ad d ress the 
ev alu atio n  p ro cess, bu t also  its p ro d uct, 
the w ritten  rep o rt.

b . D es ignated  apprais er. Th e term  
“ d esig nated  ap p raiser”  h as b een  d eleted  
fro m  the f inal reg u latio n as it is no t u sed  
in the f inal reg u latio n.

c. E v a luation . A  d efin itio n o f  
“ ev alu atio n”  h as b een  ad d ed  to  the final 
reg u latio n to  c larify  the FC A ’s p o sitio n 
regard ing  co llateral ev alu atio n . The 
final reg u latio n narro w s the fo cu s o f  the 
sp ec ific  ap p raisal req u irem ents to  
certain  real e state  tran sactio n s and  
im p o ses le ss o nero u s g eneral ev alu atio n  
req u irem ents fo r all co llateral taken  as 
secu rity  fo r a lo an. A ltho ug h an 
ap p raisal m ay  b e  u sed  fo r any  ty p e o f  
co llateral, the requ irem ent fo r an 
ev alu atio n  requ iring  an ap p raisal is 
lim ited  to  real estate  tran sactio n s. The 
term  “ ev alu atio n”  m eans a stud y  o f  the 
natu re, quality , o r utility  o f, o r in terest 
in, o r asp ec t o f, an asset. A n ap p raisal is 
a ty p e o f  ev alu atio n.

d . F ee  apprais er. U nd er the final 
reg u latio n, the term  “ fee  ap p raiser”  has 
b een  exp and ed  to  inclu d e an ev alu ato r, 
in ad d itio n, to  an  ap p raiser. The 
d efin itio n also  c larifies that fo r p erso nal 
and  intang ib le co llateral ev alu atio ns, a 
fee  ap p raiser m ay  includ e 
kno w led g eab le ind ustry  exp erts, su ch as 
certified  p u b lic  acco u ntants, equip m ent

d ealers, g rain  bu y ers, liv esto ck  buy ers, 
and  au ctio neers.

e. In com e  ca p ita liza tion  approach. 
Sev eral co m m ents w ere receiv ed  
requesting  rev isio n  o f  the term  “ inco m e 
cap italiz atio n  ap p ro ach”  to  reco g niz e 
that the inco m e ap p ro ach sho uld  
ad d ress annu al cashflo w s. Th e FC A  in 
the rep ro p o sed  reg u latio n co nsid ered  
the annu al cash flo w s to  b e  im p licitly  
ad d ressed  in the inco m e cap italiz atio n  
ap p ro ach  d efin itio n. H o w ev er, in 
resp o nse to  co m m ents, the FC A  has 
rev ised  the final reg u latio n to  exp lic itly  
ad d ress the d isco unting  o f  annu al 
cashflo w s.

f. Q u a lifie d  e v a lua tor. Th e final 
reg u latio n h as rep laced  the term  
“ qu alified  ap p raiser" w ith  the term  
“ qu alified  ev alu ato r.”  Th e su bstitu tio n 
w as m ad e to  ad d ress the fo cu s o f  the 
final reg u latio n requ iring  c o llateral 
ev alu atio ns w hich m ay  inclu d e 
ap p raisals. T h e  term  “ q u alified  
ev alu ato r”  m eans an  ind iv id u al w ho  is 
co m p etent, rep u tab le, im p artial, and  has 
d em o nstrated  su ffic ient train ing  and  
exp erien ce  in  ev alu ating  the p ro p erty  o f 
the ty p e that is the su b jec t o f  the 
ev alu atio n. Fo r p u rp o ses o f  this 
d efinitio n, the term  “ q u alified  ev alu ato r”  
inc lu d es an  ap p raiser w ith  sim ilar 
q u alificatio ns.

Th e term  "q u alified  ev alu ato r”  m ay  
inclu d e, bu t is no t lim ited  to , lo an  
o fficers, acco u n tan ts, au ctio neers, g rain  
o r liv esto ck  bu y ers, and  eq uip m ent 
d ealers.

g. R e a l es tate . Th e term  “ real e state ”  
h as b een  ad d ed  to  the f inal reg u latio n to  
d isting u ish b etw een  the term s “ real 
e state ”  and  “ real p ro p erty ”  as they  are 
u sed  in the co llateral ev alu atio n  
p ro cess. “ Real e state ”  is d efined  to  
m ean an  id entified  p arcel o r trac t o f  
land , includ ing  im p ro v em ents, if  any .

h. R e a l p rope rty . T h e  term  “ real 
p ro p erty " has b een  ad d ed  to  the final 
reg u latio n to  d isting uish b etw een  the 
term s “ real p ro p erty ”  and  "re a l estate ”  
as they  are u sed  in the co llateral 
ev alu atio n  p ro cess. “ R eal p ro p erty ”  is 
d efined  to  m ean all in terests, b en efits, 
and  rights inherent in  the o w nership  o f  
real estate .

i . S ta te  ce rtifie d  appra is er. The 
d efin itio n o f  “ State  certified  ap p raiser”  
has b een  exp and ed  in the final 
reg u latio n in reco g nitio n o f  the 
A p p raisal Su b co m m ittee ’s ro le in the 
ap p ro v al and  m o nito ring  p ro cess o f  the 
State s ’ ap p raiser certif icatio n  p ro g ram s 
and  the A p p raisal Q u alificatio ns 
Bo ard ’s ro le in estab lish ing  certif icatio n  
criteria.

j. S ta te  lice n s e d  apprais er. The 
d efin itio n o f  “ State  licen sed  ap p raiser”  
h as b een  exp and ed  in the final 
reg u latio n in reco g nitio n o f  the required

co nfo rm ance to  FIRREA  o f  the State s ’ 
ap p raiser licensing  requ irem ents and  the 
A p p raisal Su b co m m ittee ’s au tho rity  to  
ap p ro v e the State s ’ p ro g ram s.

k. V aluation . A  d efin itio n o f 
“ v alu atio n”  h as b een  ad d ed  to  the final 
reg u latio n to  d isting uish a c o llateral 
ev alu atio n  no t requ iring  an  ap p raisal 
fro m  o ne requ iring  an  ap p raisal. A  
v alu atio n  resu lts fro m  the co m p letio n o f 
a c o llateral ev alu atio n  that d o es no t 
requ ire an  ap p raisal.

2. S e ction  614.4245— C o lla te ra l 
E v a lu a tion  P o lic ie s

The title o f  this sec tio n  und er the 
rep ro p o sed  reg u latio n w as “ A p p raisal 
p o lic ies.”  Th e sec tio n  h as b een  retitled , 
“ C o llateral ev alu atio n  p o lic ies,”  in  the 
final reg u latio n. Th e sec tio n  ad d resses 
the d ev elo p m ent o f  p o lic ies b y  FC S 
institu tio ns, cu rrently  co ntained  in 
§ 614.4240 o f  the ex isting  reg u latio n. 
H o w ev er, the p o licy  d ev elo p m ent 
req u irem ents se t fo rth  in § 614.4245 o f 
the f inal reg u latio n rem o v e existing  FC A  
p rio r ap p ro v al requ irem ents, inclu d e all 
FC S institu tio ns that are  eng ag ed  in 
lend ing  o r leasing  activ ities secu red  b y  
co llateral, and  estab lish  the b asic  
fram ew o rk und er w hich su ch p o lic ies 
are  to  b e  d ev elo p ed .

Th e rep ro p o sed  reg u latio n ad d ressed  
the d ev elo p m ent o f  ap p raisal p o lic ies 
and  stand ard s fo r all ty p es o f  co llateral. 
Th e reg u latio n ’s fo cu s w as chang ed  to  
exp and  the ty p es o f  co llateral that m ay  
b e  ev alu ated  und er le ss string ent 
stand ard s than are  requ ired  fo r 
ap p raisals und er the U SPA P. U nd er the 
final reg u latio n, the institu tio n ’s bo ard  
o f  d irecto rs is resp o n sib le  fo r 
estab lish ing  sp ec ific  g u id elines relating  
to  the ty p e o f  co llateral ev alu atio ns that 
are  requ ired  and  the c ircu m stances 
und er w hich su ch ev alu atio ns are 
ap p ro p riate. Th e reg u latio n req u ires 
that, at a m inim um , the institu tio n ’s 
p o lic ies and  g u id elines co ntain  the b asic  
criteria co ntained  in  the sec tio n s o f  p art 
614, su bp art F, o f  the f inal reg u latio n.

3. S e ction  614.4250— C o lla te ra l 
E v a lu a tion  Standards

Sectio n s 614.4250 thro ugh 614.4260 o f  
the ex isting  reg u latio ns w ere rem o v ed  
and  reserv ed  by  the Elig ib ility  and  
Lend ing  A u tho rity  reg u latio ns w hich 
w ere ad o p ted  b y  the FC A  as final 
reg u latio ns o n June 19,1990 (55 FR 
24877).

In the rep ro p o sed  ap p raisal 
reg u latio n, this sec tio n  w as titled  
"A p p raisal Stan d ard s.”  Th e sec tio n  
p ro v id ed  sp ec ific  criteria fo r the 
estab lish m en t o f  p o lic ies and  
p ro ced u res fo r co llateral ap p raisal, 
includ ing  the requ irem ent that the
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USPA P be used  fo r all co llateral 
ap p raisals. Com m ents receiv ed  on this 
sectio n ’s requirem ents related  to  
benchm ark ap p raisals, reco v ery  value, 
legal d escrip tio ns, env iro nm ental im p act 
analysis, and  the ap p licatio n o f highest 
and  b est use.

a. B enchm ark approach. Th e FC A  
p u blished  its p o sitio n o n the u se o f  a 
b enchm ark sy stem  o f  real estate  
ap p raisals in  the rep ro p o sed  reg u latio n 
at 56 FR 2456 o n Janu ary  23,1991. Th e 
FC A  co nsid ers a benchm ark sy stem  to  
b e  a fo rm  o f  sale s co m p ariso n  ap p ro ach  
w here the co m p arab le p ro p erties are 
re flec ted  in  a co m p ariso n to  a sing le 
p ro p erty  rather than sev eral p ro p erties 
and  ad ju stm ents are  m ad e fo r the 
d ifferences in the su b je c t p ro p erty  fro m  
the co m p arab le, o r b enchm ark, b ased  o n 
p ast exp erience . A  b enchm ark sy stem  
co u ld  b e  reco g niz ed  as a fo rm  o f  the 
co m p arab le sales ap p ro ach , w hich  is 
o ne o f  the three p erm itted  ap p ro aches, 
p ro v id ed  the institu tio n  m aintains a 
cu rrent m arket ev alu atio n  o f  the 
benchm ark p ro p erties su p p lem ented  
w ith  sale s d ata d ev elo p ed  fro m  o ngo ing  
sales co m p ariso ns.

b . R e cov e ry  value . Th e ex isting  
reg u latio n req u ires the u se o f  reco v ery  
v alu e fo r p erso nal p ro p erty  co llateral. 
R eco v ery  v alu e is d efined  as the am o unt 
the lend er sho uld  realiz e  fro m  a sale  o f  
the p ro p erty  o n reaso n ab le  term s le ss 
estim ated  m ainten an ce, selling  co sts, 
and  p rio r lien s and  encu m b rances, at 
the d ate o f  in sp ec tio n  o r ap p raisal. Th e 
rep ro p o sed  reg u latio n requ ired  p erso nal 
p ro p erty , as w ell as in tan g ib les, to  b e  
v alu ed  o n the b asis o f  a m arket v alu e. 
U nd er the U SPA P stand ard s, the 
“ m arket v alu e”  o f  certain  ty p es o f  
p erso nal p ro p erty  inv o lv ing  
transp o rtatio n  co sts o r re lated  exp en ses 
asso c iated  w ith the m arketing  o f  su ch 
p ro d ucts inc lu d es co n sid eratio n  o f  su ch 
fac to rs and  co sts. In  ad d itio n, the FC A  
reco g niz es th at the ch arac te ristic s o f  a 
sale  o f  p ro p erty  as fo rm erly  d efined  b y  
“ reco v ery  v alu e”  m ay  m o re accu rately  
re flec t the liq u id atio n v alu atio n  o f  
co llateral fo r und erw riting  p urp o ses.

Therefo re, altho ug h the rep ro p o sed  
reg u latio n d isco ntinu ed  the u se o f  
reco v ery  v alu e as the req u ired  b asis fo r 
v alu ing  p erso nal p ro p erty , the FC A  
b eliev es th at institu tio ns sho uld  
co ntinu e to  co nsid er the net realiz ab le  
v alu e o f  c o llateral in  their cred it 
und erw riting  stand ard s. H o w ev er, the 
FC A  h as co nclu d ed  th at the u se o f  
“ m arket v alu e”  as the b asis fo r 
v alu atio n  fo r real, p erso nal, and  
intang ib le p ro p erty  is co n sisten t w ith 
ind ustry  stand ard s. Fo r these reaso n s, 
the f in al reg u latio n co ntinu es to  requ ire 
“ m arket v alu e”  as  the b asis fo r

co llateral ev alu atio ns o f  p erso nal and  
in tang ib le p ro p erty  as w ell as real 
p ro p erty .

c. L e g a l d es crip tions . Commentera 
also  exp ressed  co ncern w ith the 
requirem ent that legal d escrip tio ns be 
required  as p art o f the ap p raisal 
d o cum entatio n included  under
§ 614.4250 o f  the rep ro p o sed  reg u latio n. 
Th e FC A  ag rees that the g eneral 
g u id elines fo r co llatéral ev alu atio ns 
need  no t co n tain  su ch a sp ec ific  
req u irem ent w here an  ap p raisal is no t 
requ ired . C o nseq u ently , the leg al 
d escrip tio n  req u irem ent h as b een  
d eleted  fro m  the criteria o f  § 614.4250 o f  
the final reg u latio n. H o w ev er, the FC A  
co ntinu es to  b eliev e  th at a leg al 
d escrip tio n  sho uld  b e  inc lu d ed  in  an  
ap p raisal rep o rt to  ensu re p ro p er 
id entificatio n  o f  the p ro p erty  being  
ap p raised . T h e  leg al d escrip tio n  o f  any  
real p ro p erty  taken  as p rim ary  secu rity  
fo r a lo an  is  n ec essary  to  ensu re fu ll 
c lo su re o f  the p ro p erty  and  the ab sen c e  
o f  any  co nd itio ns th at m ay  jeo p ard iz e 
the v alid ity  o f  the ap p raisal and / o r the 
leg al p o sitio n  o f  the lend er. A cco rd ing ly , 
the f in al reg u latio n  co ntinu es to  req u ire 
a  leg al d escrip tio n  fo r re al e state  
ap p raisals u nd er § 614.4265.

d. E n v iron m e n ta l im p a ct analy s is . 

Sev eral co m m entera stated  th at the 
rep ro p o sed  reg u latio n im p o sed  an  
env iro nm ental im p act an aly sis 
req u irem ent o n ap p raisers. Th ey  arg ued  
th at an  ap p raiser is no t q u alified  to  
p erfo rm  su ch  an  an aly sis and  th at the 
req u irem ent w o u ld  intro d u ce a hig her 
d eg ree o f  liab ility  fo r the ap p raiser. Th e 
rep ro p o sed  reg u latio n d id  n o t req u ire an  
ap p raiser to  co m p lete an  env iro nm ental 
an aly sis o f  any  p ro p erty . It d id  req u ire 
an  ap p raiser o r ev alu ato r, in  the 
ex e rc ise  o f  d ue d ilig ence to  id entify  any  
o bv io u s env iro nm ental co n cern s in  the 
ap p raisal o r ev alu atio n  rep o rt o n the 
re al p ro p erty  c o llateral. O n ce  an  
env iro nm ental co n cern  h as b een  
d o cu m ented  in  the ap p raisal o r 
ev alu atio n  rep o rt, it is the institu tio n ’s 
resp o nsib ility  to  eng ag e an  exp ert to  
co nd u ct an  an aly sis to  asc ertain : (1) Th e 
im p act o f  the env iro nm ental co ncern ; (2) 
the asso c iated  c o st o f  any  n ec essary  
c leanu p ; and  (3) the e f fec t o f  the 
env iro nm ental co n cern  o n the m arket 
v alu e o f  the su b je c t p ro p erty .

e. H ighe s t and  b es t use. C o m m entera 
also  o b jec ted  to  the req u irem ent 
co ntained  in  this sec tio n  o f  the 
rep ro p o sed  reg u latio n th at co llateral b e  
ap p raised  in  its “ as is”  co nd itio n. They  
req u ested  su bstitu tio n  o f  the “ hig hest 
and  b est u se”  req u irem ent as d efined  in  
§ 614.4240 fo r the “ as  is”  requ irem ent. 
Th e f in al reg u latio n in co rp o rates this 
su g g estio n, to  av o id  lim iting

co nstructio n and  facility  financing  and  
because the "as is”  requirem ent is 
ad equately  ad d ressed  in the USPA P.

4. S e ction  614.4255— Ind epend ence  

R e qu ire m e n ts

Under the rep ro po sed  regulatio n, this 
sectio n o nly ad d ressed  ind ep end ence o f 
the ap p raisal function w ithin FC S 
institutio ns and  required  functio nal 
ind ep end ence o f the ap p raisal p ro cess. 
This m eant that ap p raisals o f all 
co llateral had  to  be p erfo rm ed  
sep arately  from the lending, marketing, 
and  co llectio n p ro cesses. The 
rep ro p o sed  regulatio n required  only 
transactio nal ind ep end ence on lo an 
transactio ns that w ere under the de 
m in im is  level, taken out o f an 
abund ance o f cautio n, o r w ere 
o therw ise excep ted  from ap p raisal 
requirem ents.

W here an ap p raisal o f real estate is 
required , the final regulatio n continues 
to  require that the ap p raiser be 
functio nally  ind ep end ent o r sep arate 
from  the lending, marketing, and  
co llectio n p ro cesses o f the institutio n. 
O n all o ther co llateral evaluatio n, only 
transactio nal ind ep end ence is required . 
Under the flnal regulatio n, this sectio n 
p ro vid es guidance fo r transactio nal 
ind ep end ence in  all ev aluatio ns o f  
p erso nal, intangible, and  real property 
co llateral. Und er transactio nal 
ind ep end ence, a lo an o fficer o r some 
o ther qualified  em plo yee engaged  in the 
lending, m arketing, o r co llectio n 
p ro cesses m ay co m p lete the co llateral 
evaluatio n, provid ed  the cred it d ecisio n 
is rev iew ed  by  the institutio n’s senio r 
m anagem ent o r bo ard  o f d irecto rs.

5. S e ction  614.4260— E v a lu a tion  

R e qu ire m e n ts

Th is sec tio n  u nd er the rep ro p o sed  
reg u latio n req u ired  th at all c o llateral b e  
ap p raised  b y  a q u alified  ap p raiser and  
th at State  licen sed  o r State  certif ied  real 
estate  ap p raiser^  b e  u sed  to  co m p lete 
the ap p raisals o n all real estate -re lated  
tran sactio n s w ith v alu es ab o v e $50,000. 
Th e rep ro p o sed  reg u latio n also  c reated  
an  interim  “ d esig nated  ap p raiser" 
categ o ry  until Janu ary  1 ,1994.

Th is sec tio n  o f  the flnal reg u latio n 
sets fo rth  the ev alu atio n  req u irem ents 
fo r a v alu atio n  o f  c o llateral and  fo r an 
ap p raisal o f  co llateral. Sec tio n  614.4260 
p ro v id es th at all co llateral taken  as 
secu rity  m ust b e  ev alu ated  b y  a 
qu alified  ev alu ato r. It also  p rescrib es 
th at real p ro p erty  th at is ab o v e  the de 
m in im is  lev el, and  is no t o therw ise 
excep ted , m ust b e  ap p raised  in 
acc o rd an ce  w ith U SPA P b y  a State  
licen sed  o r a State  certif ied  ap p raiser. 
Sp ec ifically , ap p raisals o f  real estate
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secu ring  lo an  tran sactio n s v alu ed  at 
$250,000 o r less bu t in e x c e ss  o f  $100,000 
m ust b e  co m p leted  by  a State  licen sed  
ap p raiser. A p p raisals o f  real estate  
securing  lo an  tran sactio n s v alu ed  in 
e x c ess o f  $250,000 m ust b e  co m p leted  by  
a State  certified  ap p raiser.

Sec tio n  614.4260 o f  the final reg u latio n 
sets fo rth  in p arag rap hs (a) and  (b) the 
ev alu atio n  req u irem ents fo r ind iv id u als 
co m p leting  an  ev alu atio n  and  an  
ap p raisal o f  co llateral. Parag rap h (a) 
p ro v id es that a ll co llateral taken  as 
secu rity  m ust b e  ev alu ated  b y  a 
q u alified  ev alu ato r. Parag rap h (b ) 
req u ires that real p ro p erty  tran sactio n s 
that are  ab o v e the de m in im is  lev el, and  
are  no t o therw ise excep ted , b e  
ap p raised  b y  a State  licen sed  o r a State  
certified  ap p raiser. Sp ec ifically , 
ap p raisals o f  real estate  secu ring  lo an  
tran sactio n s v alu ed  at $250,000 o r less 
bu t in  ex c ess o f  $100,000 m ust b e 
co m p leted  b y  a State  licen sed  ap p raiser. 
A p p raisals o f  real e state  securing  lo an  
tran sactio n s v alu ed  in e x c e ss  o f  
$250,000 m ust b e  co m p leted  by  a State  
certified  ap p raiser.

Parag rap h (c) o f  § 614.4260 sets fo rth 
the criteria und er w hich real p ro p erty  
m ay  b e  exem p ted  fro m  the ap p raisal 
q u alificatio n  req u irem ents o f  p arag rap h
(b ). Su ch  real p ro p erty  is su b jec t o nly  to  
the ev alu atio n  req u irem ents o f  
p arag rap h (a).

Parag rap h (c ) o f  th e  final reg u latio n 
also  p ro v id es that an  ap p raisal 
p erfo rm ed  b y  a State  certified  o r State  
licen sed  ap p raiser is n o t required  fo r a. 
real estate -re lated  f in an c ial tran sactio n  
in the fo llo w ing  in stan ces:

a. D e  m in im is . A  real estate -re lated  
f in an c ial tran sactio n  hav ing  a 
tran sactio n  v alu e less than o r eq u al to  
$100,000>

b . A b und ance  o f  caution . A  real 
estate -re lated  f in an c ial tran sactio n  in 
w hich a lien  o n real p ro p erty  h as b een  
taken  as co llateral so le ly  thro ugh an 
ab u nd ance o f  cau tio n .

c. R enew als . A  real estate -re lated  
f in an c ial tran sactio n  in  w hich  there is a 
su b seq u ent tran sactio n  resu lting  fro m  a 
m aturing  ex ten sio n  o f  cred it, p ro v id ed  
that the b o rro w er h as m ad e all 
sched u led  p ay m ents u nd er the no te , no  
new  fund s are  ad v anced  o ther than 
p rev io u sly  ag reed , the b o rro w er rem ains 
cred itw o rthy , and  there h as b een  no  
o bv io u s and  m aterial d eterio ratio n  in 
m arket co nd itio n o r in  the p hy sical 
asp ec ts o f  the p ro p erty  w hich w o uld  
threaten  the institu tio n ’s co llateral 
p ro tectio n.

d. A d v an ce m e n t o f new  funds . W hen  
new  fund s are  ad v anced  o n an  ex isting  
real estate -re lated  f in an c ial transactio n , 
that is su p p o rted  b y  an  ap p raisal, 
p ro v id ed  that su ch  fund s are  ad v anced

w ithin  2  y ears o f  the d ate o f  the p rio r 
ap p raisal; the f in an c ial co nd itio n  o f  the 
b o rro w er h as no t d eterio rated ; and  there 
h as b een  no  o bv io u s and  m aterial 
d eterio ratio n  in the m arket v alu e o r the 
p hy sical co nd itio n  o f  the p ro p erty  that 
w o uld  threaten  the institu tio n ’s 
c o llateral p ro tectio n.

e. P ools . W hen  a FC S institu tio n 
p u rchases a lo an  o r an  in terest in a lo an, 
p o o l o f  lo ans, o r in terests in  real 
p ro p erty , includ ing  m o rtg ag e-backed  
secu rities, p ro v id ed  that: (1) Th e 
ap p raisal p rep ared  fo r eac h  lo an, p o o led  
lo an, o r real p ro p erty  in terest, w hen 
o rig inated , m et d ie stand ard s o f  this 
reg u latio n, o ther Fed eral reg u latio ns 
ad o p ted  p u rsuant to  F1RREA , o r the 
req u irem ents o f  g o v ernm ent-sp o nso red  
seco n d ary  m arket interm ed iaries und er 
w ho se au sp ices the in terest is so ld ; and
(2) there h as b een  no  o bv io u s and  
m aterial d eterio ratio n  in  the m arket 
v alu e o r the p h y sical co nd itio n  o f  the 
p ro p erty  that w o uld  threaten  the FC S 
institu tio n ’s co llateral p o sitio n.

f. G ov e rnm en t-guaran teed  loans . A  
real estate -re lated  f in an c ial tran sactio n  
inv o lv ing  a lo an  g u aranteed  b y  an  
ag ency  o f  the Fed eral g o v ernm ent, 
p ro v id ed  th at the tran sactio n  is 
su p p o rted  b y  a  cu rrent ap p raisal that 
co nfo rm s to  the req u irem ents o f  the 
Fed eral ag ency  p ro v id ing  the g u arantee.

Th e FC A  n o tes, w ith  reg ard  to  
exem p tio ns a. and  e. stated  ab o v e, th at 
any  lo an  to  b e  so ld  in  the seco n d ary  
m arket is su b je c t to  the ap p raisal 
req u irem ents o f  this reg u latio n as w ell 
as the ap p raisal req u irem ents o f  the 
p u rchaser. T o  d ate, Fann ie  M ae, Fred d ie 
M ac  and  Farm er M ac  h av e no t ad o p ted  
a de  m in im is  lev el fo r ap p raisals o f  
seco n d ary  m arket lo an s. Therefo re, all 
su ch lo an s req u ire an  ap p raisal 
reg ard less o f  tran sactio n  v alu e.

Th e FC A  further n o tes that 
exem p tio ns d . and  f. stated  ab o v e w ere 
no t co ntained  in  the rep ro p o sed  
reg u latio n. Bo th  exem p tio ns h av e b een  
ad o p ted  b y  the FC A  in its final 
reg u latio n in reco g nitio n that requ iring  
tho se tran sactio n s to  m eet ad d itio nal 
ap p raisal req u irem ents w o uld  in c rease  
co sts fo r FC S institu tio ns w itho ut 
p ro v id ing  ad d itio nal b en efits o r 
furthering  the p u rp o ses fo r w hich  title  X I 
o f  FIRREA  w as enacted .

Th e FC A  em p hasiz es that to  q u alify  
fo r any  o f  the six  exem p tio ns o f  
§ 614.4260(c ) fro m  the ap p raisal 
req u irem ents o f  this su bp art, the 
institu tio n m ust d o cu m ent sup p o rt fo r 
su ch exem p tio n in  the ap p licab le  lo an  
file(s).

Sec tio n  614.4261 o f  the ex isting  
reg u latio n ad d ressing  sep arate  BC  
secu rity  and  ap p raisal stand ard s has 
b een  rem o v ed  fro m  the f in al reg u latio n.

U nd er the f in al reg u latio n, w here 
co llateral is taken  as secu rity  fo r the 
BC s’ lo ans, the co llateral ev alu atio n  
req u irem ents o f  su bp art F w o uld  b e  
ap p licab le  to  su ch lo ans.

6. S e ction  614.4265— R e a l E s ta te  
E v a lu a tion s

Th is sec tio n  h as b een  rev ised  in  the 
final reg u latio n to  ad d ress ev alu atio ns 
o f  real p ro p erty , w hich m ay  o r m ay  no t 
requ ire ap p raisals. U nd er the rev ised  
sectio n , w hen  ap p raisals are  requ ired  
fo r real estate  co llateral, th ese  
ap p raisals m ust co nfo rm  to  the USPA P. 
In  ad d itio n, the ap p raisal rep o rt m ust 
inclu d e a leg al d escrip tio n  o f  the 
p ro p erty  being  ap p raised , to  av o id  
Co nfusio n th at m ay  arise  fro m  less 
p rec ise  id entificatio n . Th is requ irem ent 
en ab les a read er to  co m p are the leg al 
d escrip tio n  in  the ap p raisal rep o rt to  the 
leg al d escrip tio n  in the lo an  d o cu m ents. 
T h e  leg al d escrip tio n  is to  b e  p ro v id ed  
in ad d itio n to , and  no t in  lieu  o f, the ty p e 
o f  d escrip tio n  requ ired  in  the USPA P.

C o nsistent w ith  the ap p ro ach o f  o ther 
f in an c ial reg u lato rs, § 614.4265 o f  the 
final reg u latio n also  p ro hib its the u se o f  
the D ep arture Pro v isio n o f  the U SPA P 
w hen an  ap p raisal is co m p leted  o n a 
real estate -re lated  tran sactio n  requ iring  
the serv ices o f  a State  licen sed  o r a 
State  certified  ap p raiser. Th e FC A  
b e liev es th at the D ep arture Pro v isio n in  
the U SPA P allo w s fo r the o m issio n  o f  
d ata th at sho uld  b e  inclu d ed  in 
d ev elo p ing  and  rep o rting  ap p raisals 
rend ered  in  co nnectio n  w ith real estate -  
re lated  tran sactio n s. Therefo re, the FC A  
h as d eterm ined  that the D ep arture 
Pro v isio n sh all no t ap p ly  to  su ch 
ap p raisals.

U nd er § 614,4265 o f  the final 
reg u latio n, inco m e-b ased  ev alu atio ns o f  
real e state  co llateral are requ ired  w here 
the tran sactio n  v alu e ex c eed s $100,000 
and  the c o llateral p ro p erties are 
ren tab le , inco m e p ro d ucing , and  
p rim arily  sup p o rt the so u rce o f  lo an  
rep ay m en t Th e inco m e ap p ro ach  is also  
requ ired  w here the tran sactio n  v alue 
ex c eed s $100,000 and  the co llateral 
p ro p erty  is no t an  integ ral p art o f  and  
d o es n o t sup p o rt the p rincip al so u rce o f  
lo an  rep ay m en t bu t h as d em o nstrab le 
ren tal m arket ap p eal, is statu to rily  
requ ired  as lo an  co llateral, and  fu lly  o r 
p artially  co nstitu tes, o r is an  integ ral 
p art o f, an  ag ricu ltu ral o r aq u atic  
o p eratio n.

Th e FC A  n o tes that, und er the final 
reg u latio n, the inco m e ap p ro ach  m u st b e 
co m p leted  and  d o cu m ented  fo r any  su ch 
p ro p erty  and  fo r the cred it an aly sis o n 
any  re lated  lo an  actio n , w hether o r no t 
the inco m e ap p ro ach  is u sed  as  the final 
d eterm inatio n  o f  m arket v alue. If  an
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institutio n d o es no t co nsid er the 
co m p leted  inco m e app ro ach to  b e an 
ap pro priate final d eterm inatio n o f the 
p ro perty ’s m arket value, the institutio n 
m ay select either the sales co m p ariso n 
app ro ach o r the co st ap p ro ach as the 
b asis o f m arket value. The institutio n 
must, ho w ever, exp lain the elim inatio n 
o f each ap p ro ach no t used  as the final 
d eterm inatio n o f m arket value.

N umerous com m enters also  o b jected  
to  the inclusio n o f underw riting 
stand ard s, such as acco unt o fficers' 
co llateral insp ectio n requirem ents, that 
w ere ap p licable to  co llateral 
evaluatio ns as op p osed  to  ap p raisal 
requirem ents. It is the FC A ’s co ntinued  
p o sitio n that such related  stand ard s are 
ap pro priate criteria fo r the 
co nsid eratio n and  co ntro l o f the 
co llateral ev aluatio n p ro cess. In 
ad d ition, the final regulation em p hasizes 
the requirem ent that, w hile a lo an 
o fficer m ay  no t be the ev aluato r o f the 
su b ject co llateral, the lo an o fficer is still 
exp ected  to  b e fam iliar w ith the 
co llateral, its lo catio n, quantity , and  
quality. The lo an o fficer should , as a 
p art o f prudent cred it ad m inistratio n, 
p erio d ically  rev iew  and  m onito r the 
co llateral securing  a lo an and, w here 
ap p licable, verify  the co llateral ag ainst 
any  borrow ing base/ co llateral rep orting 
requirem ents o f the lo an.

7. S e ction  614.4266— P e rs on a l and  

In ta n g ib le  P ro p e rty  E v a lu a tion s

The rep ro p osed  regulatio n required  all 
p erso nal and  intangible p ro perty taken 
as security  fo r lo ans to  be ap p raised  by  
qualified  ap p raisers und er the USPA P. 
The final regulatio n m erely  requ ires a 
co llateral ev aluatio n o f p erso nal and  
intangible property taken as security  fo r 
lo ans to  be com p leted  by  a qualified  
ev aluato r based  o n m arket value 
d ocum ented  by  a co llateral ev aluatio n 
rep ort co nsistent w ith institution* 
estab lished  p o licies and  stand ard s.

8. S e ction  614.4267— P ro fe s s ion a l 
A s s ocia tion  M e m b e rs h ip ; C om pe te ncy

a. M e m b e rs h ip  in  appra is a l 

organ izations . Sectio n 1122 (12 U.S.C. 
3351) o f title XI o f FIRREA  ad d resses 
Co ngress’ co ncern that ap p licants fo r 
licensing  and  certificatio n might b e 
d iscrim inated  ag ainst o n the b asis o f 
m em bership  o r nonmembership  in 
certain ap p raisal o rg anizatio ns.7 
Paragraph (d) o f  sectio n 1122 p ro hibits 
the exclusio n o f a certified  o r licensed  
ap p raiser fo r co nsid eratio n o f an 
assignm ent so lely  by  v irtue o f 
m em bership  o r lack o f m em bership  in .

1 See, e g.. H ouse Bank ing C om m ittee Report at 
484; see also  H .R. Conf. Rept. N o. 2 2 2 ,101st Cong., 
1st S ess.. at 457 (1989).

any  p articular ap p raisal o rganizatio n. 
This p ro hibitio n is set fo rth in § 614.4256 
o f the FC A ’s final co llateral evaluatio n 
regulation. The FC A  b eliev es that an 
institutio n should  rev iew  the 
qualificatio ns o f ap p raisers rather than 
the qualificatio ns o f ap p raisal 
o rganizatio ns to  ensure that a qualified  
ind ivid ual is being  employed . 
M em bership  in an o rganizatio n m ay be 
consid ered ; ho w ever, it m ay  no t be the 
so le determining facto r in accep ting  o r 
rejecting  an app raiser.

b. C om petency . The FC A  reco g nizes 
that no t all ev aluato rs and  ap p raisers 
are qualified  to  p erfo rm  ev ery  type o f 
evaluatio n. The co m p etency  p ro visio n o f 
this regulatio n requires that all 
ev aluato rs and  ap p raisers be qualified  
by  having d em o nstrated  know ledge and  
exp erience to  perfo rm  ev aluatio ns o f the 
sp ecific  type o f p ro perty  that is the 
su b ject o f the ev aluatio n. The p ro visio n 
also  p ro v id es that an ev aluato r o r an 
ap p raiser should  no t be co nsid ered  
co m p etent so lely  b ecau se he o r she is 
accred ited , o r State certified  o r State 
licensed . Institutio ns should  lo o k 
beyo nd  an ind iv id ual’s title to  d eterm ine 
if  he o r she has the requisite exp erience 
and  training  to  co m p lete a p articu lar 
assignm ent com petently .

This p ro v isio n is no t intend ed  to  
p ro hibit an ind iv id ual from  app raising  a 
type o f  p ro p erty w ith w hich he o r she is 
no t fam iliar in ev ery  circum stance. 
H ow ever, in such instances, an 
ap p raiser m ay  perfo rm  the ap p raisal 
o nly  in acco rd ance w ith the 
Co m p etency  Pro v isio n in the USPA P. In 
ad d itio n, an ind iv id ual w ho  is no t a 
State  certified  o r licensed  ap p raiser m ay  
assist in the p rep aratio n o f an ap p raisal 
if  he o r she is d irectly  superv ised  by  a 
licensed  o r certified  ap p raiser (as 
app ro priate), and  the ap p raisal is 
approved  and  signed  by  a certified  o r 
licensed  ap p raiser.

III. Sub part L— A ction s on A p p lications; 
R eview  o f  C redit D ecisions

A . S e ction  614.4440— D e fin itio n s

This sectio n under the existing  
regulatio n d o es no t pro vid e a d efinitio n 
fo r an “ ind ep end ent ap p raiser.”  The 
need  fo r the d efinitio n w as d iscussed  in 
the p ream ble to  the final bo rro w er rights 
regulatio n (53 FR 35452, Sep tem ber 14, 
1988). The pream ble stated  that the 
d efinitio n w ould  b e subsequently  
d evelo p ed  und er rev isio ns to  p art 614, 
subp art F. A ccord ingly , the rep ro po sed  
regulation (56 FR 2452, January  23,1991)  
d efined  an ind ep end ent ap p raiser as a 
State certified , a State licensed , a 
d esignated , o r an accred ited  ap p raiser 
w ho  w as qualified  to  ap p raise the

su bject p ro perty and  w ho  w as no t a FC S 
institutio n em plo yee.

Sev eral com m enters requested  
clarificatio n o f the w ord s “ d esignated ,”  
"accred ited ,”  and  “ qualified ”  in the 
d efinitio n o f an “ independent 
ap p raiser.”  A fter rev iew  o f the 
co m m ents receiv ed  and  in co nsid eratio n 
o f the rev ised  fo cus o f the final 
regulatio ns co ntained  in subp art F, the 
FC A  has rev ised  the d efinitio n o f 
"ind ep end ent ap p raiser”  in subp art L o f  
the final regulatio n. Sectio n 614.4440 has 
substituted  the term “ ind ep end ent 
ev aluato r”  fo r the term “ ind ep end ent 
ap p raiser”  in reco gnitio n that co llateral 
evaluatio ns must be com pleted  by  
ind iv id uals o n pro p erties w here an 
ap p raisal m ay no t b e required . The final 
regulatio n also  includ es “ qualified  
ev aluato r”  as a d efined  term  und er 
§ 614.4240 and  elim inates the term 
“ d esignated  ap p raiser.”  The rev isio ns to  
the regulatio n reco gnize that all 
co llateral securing  lo ans is no t real 
estate-related  and  that valuatio n o f such 
co llateral m ay  b e d evelo p ed  w ithout full 
co m p liance w ith the USPA P.

Rev iew  o f co m m ents receiv ed  
ind icated  that so m e com m enters 
believed  that a "qualified ”  ap p raiser is a 
sep arate ap p raisal d esignatio n. The 
final regulation c larifies that all 
ev aluato rs, includ ing State licensed  and  
certified  ap p raiser, must b e "qualified ”  
to  com p lete the p articu lar co llateral 
ev aluatio n assignm ent co m p etently . 
Q ualificatio n and  co m p etency  stand ard s 
fo r ev aluato rs and  ap p raisers are 
general criteria ap p licab le to  all 
evaluato rs, includ ing ap p raisers, and  are 
no t intend ed  to  b e a sep arate 
d esignatio n.

B . S e ction  614.4443— R e v ie w  P roce s s

S e ction  614.4443(c)— Ind epend ent 

co lla te ra l e v a lua tions . Th e ex isting  
reg u latio n ad d resses the g eneral 
req u irem ents fo r an  ind ep end ent 
ap p raisal co m p leted  b y  an  acc red ited  
ap p raiser in  co n n ectio n  w ith  a rev iew  o f  
a lo an  d ec isio n , w hich  is  req u ired  b y  
sec tio n  4.14(d ) o f  the A c t. U nd er the 
rep ro p o sed  reg u latio n, a d efinitio n o f  an 
“ ind ep end ent ap p raiser”  w as ad d ed  to  
reco g niz e cu rrent p rac tic e s o f  the 
ap p raisal ind u stry  resu lting  fro m  the 
en actm en t o f  title  X I o f  FIRREA . Th e 
rep ro p o sed  reg u latio n req u ired  th at the 
bo rro w er eng ag e an  ind ep end ent 
ap p raiser and  that the ap p raiser co m p ly  
w ith  tiie ap p licab le  req u irem ents o f  p art 
614, su bp art F, in  co m p leting  an  
ap p raisal rep o rt.

Co m m enters asserted  that the 
inclusio n o f State licensed . State 
certified , o r d esignated  ap p raisers in the 
d efinitio n o f an ind ep end ent ap p raiser
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exceed ed  the “ acc red ited  ap p raiser* 
c riteria co ntained  in  sec tio n  4.14(d ) o f  - 
the A ct. C o m m enters also  exp ressed  
co n cern  w ith the p rac tical ap p licatio n  
and  the ab ility  o f  th e  FC A  to  co m p el 
co m p liance w ith the reg u latio ns 
co ntained  in su bp art F w hen the 
ap p raisers are  eng ag ed  b y  the bo rro w er.

Th e ind ep end ent ap p raiser d efin itio n 
in  the rep ro p o sed  reg u latio n reco g niz ed  
and  inco rp o rated  the f in an c ial and  
ap p raisal ind u stries’ co m p liance w ith 
the req u irem ents o f  title  X I o f  FIRREA , 
w hich d id  n o t e x ist w hen sec tio n  4.14(d ) 
o f  the A c t w as en acted . Th e 
co m p rehensiv e ap p ro ach  to  real e state  
ap p raisals co ntem p lated  b y  FIRREA  
su p p lants to  a larg e d eg ree the co n cep t 
o f  acc red itatio n  in  the ap p raisal 
ind ustry . In  ad d itio n , the FC A  b eliev ed  
that it w o uld  b e  u nfair an d  u nsafe and  
unso und  fo r a P C S institu tio n  to  b e  
requ ired  to  reco n sid er a  cred it d ec isio n  
o n the b asis o f  an  ap p raisal m eeting  a 
le sse r stand ard  than the institu tio n is 
requ ired  to  m eet. H o w ev er, und er the 
f in al reg u latio n, ap p raisals are  no t 
req u ired  fo r all ty p es o f  tran sactio n s. 
Therefo re, th is sec tio n  h as b een  rev ised  
in the final reg u latio n to  re flec t the 
chang es m ad e in  su b p art F. Th e e f fe c t is 
to  im p o se the sam e stand ard s o n the 
ind ep end ent ev alu atio n  o b tained  b y  the 
b o rro w er as up o n the institu tio n. It 
w o uld  b e  u nfair to  ho ld  the institu tio n to  
an  ev alu atio n  stand ard  and  allo w  d ie 
bo rro w er to  ap p eal a cred it d ec isio n  
b ased  o n an  ev alu atio n  m eeting  a le sser 
stand ard . It w o uld  also  b e  u n fair to  the 
b o rro w er to  requ ire the b o rro w er to  
m eet a m o re string ent stand ard  than the 
institu tio n is  requ ired  to  m e e t Th e e f fec t 
o f  this chang e is  to  d efine “ accred ited  
ap p raiser”  to  b e  a  q u alified  ev alu ato r in  
tho se c ircu m stan ces n o t requ iring  an  
ap p raisal, and  a  State  certif ied  o r 
licen sed  ap p raiser in  th o se  
c ircu m stan ces in  w hich  an  ap p raisal is 
required .

Th is sec tio n  o f  the f in al reg u latio n 
also  reco g niz es the co m m entere ’ 
co n cern s relating  to  the institu tio ns’  lack  
o f  co ntro l o f  ind ep end ent ev alu ato rs' 
co m p liance w ith  the requ irem ents o f  
p art 014, su b p art F, w hen the ev alu ato r 
is retained  b y  the bo rro w er. U nd er tins 
sec tio n  o f  the f inal reg u latio n, d ie 
ap p licant/ bo rro w er eng ag es the serv ices 
o f  the ind ep end ent ev alu ato r and  is 
resp o nsib le  fo r the asso c iate d  c o st o f  
the ev alu atio n . Therefo re, in  the final 
reg u latio n, this sec tio n  req u ires th at a 
co p y  o f  p art 614, su bp art F, b e  p ro v id ed  
to  the ap p licant/ bo rro w er. Th e 
ap p licant/ bo rro w er m u st then p ro v id e a  
co p y  o f  su b p art F to  the ind ep end ent 
ev alu ato r as  p art o f  d ie ev alu atio n  
eng ag em ent ag reem en t Th e ev alu ato r,

as  a  co nd itio n o f  h is o r h er en g ag em en t 
w ill ackno w led g e receip t ó f  a  co p y  o f  
p art 614, su bp art F, and  w ill d o cu m ent 
the final ev alu atio n  rep o rt w ith  the 
sig ned  co p y  o f  su bp art F a s  an 
attac h m e n t It is the FC A ’s  p o sitio n  that 
fo r co m p ariso n  p u rp o ses the b o rro w er’s 
ind ep end ent ev alu ato r’s rep o rt m ust b e  
co m p leted  und er ev alu atio n  stand ard s 
co m p arab le to  tho se stand ard s 
ap p licab le  to  FC S institu tio ns.
Therefo re, a  FC S institu tio n ’s cred it 
rev iew  co m m ittee need  no t co n sid er a 
b o rro w er’s ap p licatio n  fo r 
reco nsid eratio n , w here an  ind ep end ent 
co llateral ev alu atio n  is req u ested , u nless 
the ind ep end ent ev alu ato r h as 
co m p leted  a  c o llateral ev alu atio n  in 
co nfo rm ance w ith the req u irem ents 
d escrib ed  in  su b p art F o f  p art 614 
re lativ e  to  c o llateral ev alu atio n  
stand ard s, ind ep end ence requ irem ents 
and  q u alificatio n  req u irem ents.

List o f  Su b je c ts in  12 C FR  Part 614

A griculture, Banks, b anking  Foreign 
trad e, Rep orting and  reco rdkeeping 
requirem ents, Rural areas.

Fo r reaso n s stated  in  the p ream ble, 
p art 614 o f  ch ap ter VL title  12 o f  the 
C o d e o f  Fed eral Reg u latio ns is am end ed  
to  read  as fo llo w s;

P A R T  6 1 4 — L O A N  P O L I C I E S  A N O  

O P E R A TI O N S

1. Th e au tho rity  c itatio n  fo r p art 614 
co ntinu es to  read  a s  fo llo w s:

Authority; Secs. 1J5, US, 1 .0 , U 7 ,1.9,1.10,
2.0, 2.2, 2.3,2.4, 2.10, 2.12,2.13, 2.15, 3.0,3.1,
3.3, 3.7,3A  3.10, 320 ,328 ,4 .12 ,4.12A , 4.13, 
4.13a 4.14,4.14A , 4.14C, 4.14D. 4.14E, 4.18,
4.19,4.38,4.37,5.9, 5.10,5.17,7JO, 7 2 ,72 ,7 .7 , 
7 .8 ,7.12,7.13,82,82 o f the Farm Credit A ct;
12 U.S.C. 2011,2013,2014,2015,2017, 2018, 
2071,2073,2074,2075, 2091, 2093, 2094, 2096, 
2121, 2122, 2124, 2128, 2129, 2131,2141,2149, 
2183, 2184, 2199,2201, 2202, 2202a, 2202c,
2202d, 2202e, 2206, 2207,2219a, 2219b, 2243, 
2244, 2252, 2279a, 2279a-2, 2279b, 22796-1, 
2279b-2,2279f. 2279f-l, 2279a« , 2279aa-5; sec. 
413 o f  Pub. L. 100-233,101 Stat. 1568,1639,

2. Subp art F is rev ised  to  read  as 
fo llo w s;

S u b p a r t  F — C o l l a t e r a l  E v a l u a t i o n  

R e q u i r e m e n t s

S e a

614.4240 Co llateral definitions.
614.4245 Collateral evaluation policies. 
614.4250 Collateral evaluation standards. 
6144255 Independence requirements.
614.4280 Evaluation requirements.
614.4265 Real property evaluations.
614.4266 Personal and Intangible property 

evaluations.
614.4267 Pro fessional asso ciation 

membership; competency.

S u b p a r t  F — C o l l a t e r a l  E v a l u a t i o n  

R e q u i r e m e n t s

§  6 1 4 .4 2 4 0  C o l l a t e r a l  d e f i n i t i o n s .

Fo r the purpose o f this part, the 
fo llow ing d efinitio ns shall apply;

(a)  A b und ance  o f cau tion , w hen used  
to  d escribe d ecisio ns to  require 
co llateral, m eans that d ie co llateral is 
required  in circum stances in w hich it is 
no t required  by  statute, regulation, o r 
the institutio n’s p o licies and it w ould  
no t be required  by  a prudent lend er to  
support the cred it d ecisio n. To  qualify  
fo r the abund ance o f cautio n excep tio n 
to  the requirem ents o f this subp art, the 
institutio n must document in the lo an 
file that the ap p licatio n, w hen evaluated  
on the cred it facto rs set forth in
§ 614.4160 o f  this p art w itho u t 
co nsid ering  the co llateral that is the 
su b jec t o f  the co llateral ev alu atio n , 
w o uld  su p p o rt the cred it d ec isio n .

(b) A p p ra is a l m eans a w ritten 
statem ent ind ep end ently  and  im p artially  
prep ared  by  a qualified  ap p raiser setting  
fo rth an opinion as to  the m arket value 
o f an ad equately  d escribed  pro perty as 
o f a sp ecific  d ate(s), supported  by  tee 
p resentatio n and  analy sis o f relev ant 
m arket information.

(c )  A p p ra is a l F ound ation  m eans te e  
A p p raisal Fo u nd atio n estab lish ed  o n 
N o v em ber 30,1987, b y  p ro fessio nal 
ap p raisal o rg aniz atio ns, as  a no t-fo r- 
p ro fit co rp o ratio n  und er the law s o f  
Illino is, in  o rd er to  en h an ce the q u ality  
o f  p ro fessio nal ap p raisals.

(d) A p p ra is a l S ub com m itte e  m eans 
tee A p p raisal Subco m m ittee o f the 
Fed eral Financial Institutio ns 
Exam inatio n CounciL

(e) C os t approach m es as  the valuatio n 
p ro cess by  w hich an ev aluato r 
estab lishes an ind icated  value by  
m easuring the current m arket co st to  
co nstruct a reprod uctio n o f  o r 
rep lacem ent fo r the improvements, 
minus tee  amount o f d ep reciatio n 
(p hy sical d eterio ratio n, o r functio nal 
and / or external o bso lescence) ev id ent 
hi tee structure from all causes, plus the 
m arket value o f the land .

(f) E v a lu a tion  m eans a study o f  the 
nature, quality , o r utility  o f, o r interest 
in, o r asp ects o f, an a sse t This m ay  o r 
m ay  no t includ e a valuatio n o r an 
ap p raisal

(g) F e e  a p pra is e r m eans a qualified  
evaluato r/ ap p raiser w ho  is no t an 
em p lo yee o f the co ntracting  p arty  and  
w ho  perfo rm s an ev aluatio n/ ap p raisal 
o n a fee b asis. Fo r purposes o f this 
subp art, a fee ap p raiser m ay  includ e a 
staff ev aluato r/ ap p raiser from ano ther 
Farm  Cred it Sy stem  institutio n o nly if 
the employing institutio n is no t 
operating  under jo int m anagem ent w ith
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the co ntracting  institu tio n. In  ad d itio n, 
fo r p u rp o ses o f  p erso nal and  intang ib le 
co llateral ev alu atio ns, the term  “ fee  
ap p raiser“  inc lu d es, bu t is no t lim ited  to , 
certified  p u b lic  acco u n tan ts, eq uip m ent 
d ealers, g rain  b u y ers, liv esto ck  bu y ers, 
and  au ctio neers.

(h) F IR R E A  m eans the Fin an c ial 
Institu tio ns Reco v ery , Refo rm , and  
Enfo rcem ent A c t o f  1989.

(i) H ighe s t and  b es t use  m eans the 
reaso n ab le  and  m o st p ro b ab le u se o f  the 
p ro p erty  that w o uld  resu lt in  the hig hest 
m arket v alu e o f  v acan t land  o r im p ro v ed  
p ro p erty , as o f  the d ate o f  v alu atio n; o r 
th at use, fro m  am o ng reaso n ab ly  
p ro b ab le and  leg ally  alternativ e u ses, 
fo und  to  b e  p hy sically  p o ssib le , 
ap p ro p riately  sup p o rted , fin an c ially  
feasib le , and  w hich resu lts in  the hig hest 
land  v alu e.

(j)  In com e  ca p ita liza tion  approach 

m eans the p ro ced ure that v alu es 
p ro p erty  b y  m easuring  the p resen t v alu e 
o f  the exp ec ted  future b en e fits o f  
p ro p erty  o w nership . Th is v alu e is 
d eriv ed  fro m  either:

(1) C ap italiz ing  a sing le y ear’ s inco m e 
exp ec tan cy  o r an  annu al av erag e o f  
sev eral y ears’ inco m e ex p ec tan c ies at a 
m arket-d eriv ed  cap italiz atio n  rate  that 
re flec ts a sp ec ific  inco m e p attern, retu rn 
o n inv estm ent, and  chang e in  the v alue 
o f  the inv estm ent; o r

(2) D isco u nting  the annu al cashflo w s 
fo r the ho ld ing  p erio d  and  the rev ersio n  
at a  sp ec ified  y ield  rate  o r sp ec ified  
y ield  rates w hich  re fle c t m arket 
b ehav io r.

(k) M a rke t v a lue  m eans the m o st 
p ro b ab le p rice th at a p ro p erty  sho uld  
bring  in  a co m p etitiv e and  o p en m arket 
u nd er all co nd itio ns req u isite to  a fair 
sale , the b u y er and  se lle r eac h  acting  
p rud ently , kno w led g eab ly , and  
assu m ing  n either is und er d uress. 
Im p lic it in  this d efin itio n  is the 
co nsu m m atio n o f  a sale  as  o f  a sp ec ified  
d ate and  the p assing  o f  title  fro m  se lle r 
to  b u y er und er co nd itio ns w hereb y :

( l )  Bu y er and  se lle r are ty p ically  
m o tiv ated ;

(2) Bo th  p arties are  w ell info rm ed  o r 
w ell ad v ised , and  acting  in  w h at they  
co n sid er their b est in terests;

(3) A  reaso n ab le  tim e is allo w ed  fo r 
exp o su re in  the o p en m arket;

(4) Pay m ent is m ad e in  term s o f  cash  
in  U nited  State s d o llars o r in  term s o f  
f in an c ial arrang em ents co m p arab le 
thereto ; and

(5) Th e p rice rep resen ts the no rm al 
co nsid eratio n  fo r the p ro p erty  so ld  
u naffec ted  b y  sp ec ial o r c reativ e  
financing  o r sales co n cessio n s g ranted  
b y  any o ne asso c iated  w ith  the sale .

(1) P e rs on a l p ro p e rty  fo r p u rp o ses o f  
this su bp art, m eans all tang ib le and

m o v ab le p ro p erty  no t co nsid ered  real 
p ro p erty  o r fixtu res.

(m) Q u a lifie d  e v a lu a tor m eans an 
ind iv id u al w ho  is co m p etent, rep u tab le, 
im p artial, and  h as d em o nstrated  
su ffic ient train ing  and  exp erien ce  to  
p ro p erly  ev alu ate p ro p erty  o f  the ty p e 
th at is tiie su b jec t o f  the ev alu atio n . Fo r 
the p u rp o ses o f  th is d efin itio n, the term  
“ q u alified  ev alu ato r”  inc lu d es an 
ap p raiser w ith sim ilar q u alificatio ns.

(n) R e a l e s ta te  m eans an  id entified  
p arc e l o r trac t o f  land , includ ing  
im p ro v em ents, if  any .

(o ) R e a l e s ta te -re la te d  fin a n cia l 

trans actions  m eans any  tran sactio n  
invo lv ing :

(1) Th e sale , lease , p u rchase, 
inv estm ent in  o r exchang e o f  real 
p ro p erty , includ ing  in terests in  p ro p erty  
o r the financing  thereo f; o r

(2) Th e refinancing  o f  real p ro p erty  o r 
in terests in  re al p ro p erty ; o r

(3) Th e u se o f  real p ro p erty  o r 
in terests in  real p ro p erty  as secu rity  fo r 
a lo an  o r inv estm ent, includ ing  
m o rtg ag e-b acked  secu rities,

(p) R e a l p ro p e rty  m eans all in terests, 
b en efits, and  rig hts inherent in  the 
o w nership  o f  re al estate .

(q) Sales  com paris on  approach  m eans 
the p ro ced u re th at v alu es p ro p erty  b y  
co m p aring  the su b je c t p ro p erty  to  
sim ilar p ro p erties lo c ated  in  re lativ ely  
c lo se  p ro xim ity , hav ing  sim ilar siz e  and  
utility , and  hav ing  b een  recen tly  so ld  in 
arm s-leng th tran sac tio n s (co m p arab le 
sales) . T h e  sale s co m p ariso n  ap p ro ach  
req u ires the ev alu ato r to  estim ate  the 
d eg ree o f  sim ilarity  and  d ifference 
b etw een  the su b je c t p ro p erty  and  
co m p aráb le sales. Su ch  co m p ariso n  
sh all b e  m ad e o n the b asis  o f  co nd itio ns 
o f  sale , financing  term s, m arket 
co nd itio ns, lo catio n , p h y sical 
ch arac te ristic s, and  inco m e 
c h arac te ristic s. A p p ro p riate ad ju stm ents 
sh all b e  m ad e to  tiie  sale s p rice  o f  the 
co m p arab le p ro p erty  b ased  o n the 
id entified  d e fic ien c ies o r su p erio rities o f  
the su b je c t p ro p erty  to  arriv e at a 
p ro b ab le  p rice  fo r w hich  the su b je c t 
p ro p erty  co u ld  b e  so ld  o n the d ate o f  the 
c o llateral ev alu atio n .

(r) S ta te  ce rtifie d  a ppra is e r m eans 
any  ind iv id u al w ho  h as satisfied  the 
req u irem ents fo r and  h as b een  certified  
as a real estate  ap p raiser b y  a State  o r 
territo ry  w ho se req u irem ents fo r 
c ertif icatio n  cu rrently  m eet o r ex c eed  
the m inim um  criteria fo r certif icatio n  
issu ed  b y  the A p p raiser Q u alificatio n  
Bo ard  o f  the A p p raisal Fo u nd atio n. N o  
ind iv id u al sh all b e  a State  certified  
ap p raiser u nless su ch ind iv id u al h as 
ach iev ed  a p assing  g rad e o n a su itab le  
exam in atio n  ad m inistered  b y  a State  o r 
territo ry  th at is co n sisten t w ith  and  
eq u iv alent to  the U nifo rm  State

C ertif icatio n  Exam in atio n  issu ed  o r 
end o rsed  b y  the A p p raiser Q u alificatio n  
Bo ard  o f  the A p p raisal Fo u nd atio n. In  
ad d itio n, the A p p raisal Su b co m m ittee 
m u st no t h av e issu ed  a find ing  th at the 
p o lic ies, p rac tices, o r p ro ced u res o f  the 
State  o r territo ry  are  in co n sisten t w ith 
title  X I o f  FIRREA .

(s) S ta te  lice n s e d  a ppra is e r m eans 
any  ind iv id u al w ho  h as satisfied  the 
req u irem ents fo r licensing  and  h as b een  
licen sed  as a real estate  ap p raiser b y  a 
State  o r territo ry  in  w hich the licensing  
p ro ced u res co m p ly  w ith  title X I o f  
FIRR EA  and  in  w h ich  the A p p raisal 
Su b co m m ittee h as no t issu ed  a find ing  
that the p o lic ies, p rac tices, o r 
p ro ced u res o f  the State  o r territo ry  are 
in co n sisten t w ith  title X I o f  FIRREA .

(t) Tran s action  v alue  m eans:

(1) Fo r lo an s o r o ther ex ten sio n s o f 
cred it, the am o unt o f  the lo an, lo an  
co m m itm ent, o r o ther ex ten sio n s o f  
cred it;

(2) Fo r sales, leases, p u rchases, and  
inv estm ents in  o r exch an g es o f  real 
p ro p erty , the m arket v alu e o f  the 
p ro p erty  in terest inv o lv ed ; and

(3) Fo r the p o o ls o f  lo an s o r in terests 
in  re al p ro p erty , the tran sactio n  v alu e o f  
the ind iv id u al lo an s o r the m arket v alu e 
o f  the real p ro p erty  in terests co m p rising  
the p o o l.

(u) U S P A P  m eans the U nifo rm  
Stan d ard s o f  Pro fessio n al A p p raisal 
Prac tic e  ad o p ted  b y  the A p p raisal 
Fo u nd atio n.

(v ) V a lua tion  m eans the p ro cess o f  
estim ating  a d efined  v alu e o f  an  
id entified  in terest o r in terests in  a 
sp ec ific  asse t o r asse ts e s o f  a g iv en 
d ate . A  v alu atio n  resu lts fro m  the 
co m p letio n  o f  a c o llateral ev alu atio n  
th at d o es no t req u ire an  ap p raisal.

§  6 1 4 .4 2 4 5  C o l l a t e r a l  e v a l u a t i o n  p o l i c i e s .

(a) T h e  b o ard  o f  d irecto rs o f  each  
Farm  C red it Sy stem  institu tio n  th at 
eng ag es in  lead ing  o r leasin g  secu red  b y  
c o llateral sh all ad o p t w ell-d efined  and  
e ffec tiv e  c o llateral ev alu atio n  p o lic ies 
and  stand ard s to  ensu re th at c o llateral 
ev alu atio n s are:

(1) Perfo rm ed  b ased  o n criteria 
estab lish ed  fo r the p u rp o se o f  
d eterm ining  the c ircu m stan ces und er 
w hich  co llateral ev alu atio ns w ill b e  
req u ired  and  w hen they  w ill b e  requ ired . 
Su ch  criteria m ust, at a m inim um :

(i) Estab lish  w hen an  institu tio n  w ill 
requ ire a co llateral ap p raisal co m p leted  
und er the U SPA P rath er than a 
c o llateral v alu atio n; and

(ii) T ak e  into  acco u n t su ch  fac to rs as 
m arket trend s, m arket v o latility , and  
v ario u s ty p es o f  cred it, lo an  serv ic ing , 
co llec tio n , and  liq u id atio n actio n s; and
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(2) C o m p leted  b y  a q u alified  ev alu ato r 
in an  u nb iased  m anner.

(b) Th e p o lic ies and  stand ard s 
requ ired  b y  this sec tio n  shall, at a 
m inim um , ad d ress the criteria o utlined  
in §§  614.4250 thro ugh 614.4267 o f  this 
su bp art.

(c) A  Fed eral land  b ank asso c iatio n  
shall, w ith the ap p ro v al o f  its resp ectiv e 
Farm  C red it b ank, ad o p t c o llateral 
ev alu atio n  p o lic ies that are co n sisten t 
w ith the b an k ’s p o lic ies and  stand ard s.

§  6 1 4 .4 2 5 0  C o l l a t e r a l  e v a l u a t i o n  

s t a n d a r d s .

(а) W hen  real, p erso nal, o r intang ib le 
p ro p erty  is taken  as secu rity  fo r a lo an  
o r is the su b jec t o f  a lease , an 
ev alu atio n  o f  su ch p ro p erty  sh all b e 
p erfo rm ed  in acco rd an ce  w ith this 
sectio n , § 614.4260, and  the institu tio ns’ 
p o lic ies and  p ro ced u res. Su ch  a 
c o llateral ev alu atio n  sh all b e  id entified  
as either a co llateral v alu atio n  o r a 
co llateral ap p raisal. Sp ec ifically , all 
co llateral ev alu atio ns m ust:

(1) V alu e the su b jec t p ro p erty  b ased  
up o n m arket v alu e as d efined  in
§ 614.4240(1);

(2) Be p resented  in a w ritten fo rm at;
(3) C o nsid er the p u rp o se fo r w hich the 

p ro p erty  w ill b e  u sed  and  the p ro p erty ’s 
hig hest and  b est u se, if  d ifferent fro m  
the intend ed  use;

(4) Be su ffic iently  d escrip tiv e to  
en ab le  the read er to  asc ertain  the 
estim ated  m arket v alu e and  the 
ratio n ale  fo r the estim ate;

(5) Pro v id e su ffic ient d etail and  d ep th 
o f  an aly sis to  re flec t the re lev ant 
ch arac teristic s and  co m p lexity  o f  the 
su b jec t p ro p erty ;

(б) A naly z e and  rep o rt, as 
ap p ro p riate, o n:

(i) Th e cu rrent inco m e-p ro d ucing  
cap ac ity  o f  the p ro p erty ;

(ii) A  reaso n ab le  m arketing  p erio d  fo r 
the p ro p erty ;

(iii) Th e cu rrent m arket co nd itio ns 
and  trend s that w ill af fe c t p ro jec ted  
inco m e, to  the ex ten t su ch co nd itio ns 
w ill af fe c t the v alu e o f  the p ro p erty ;

(iv ) Id entify  the ap p ro p riate 
d ed u ctio ns and  d isco u nts as they  w o uld  
ap p ly  to  the p ro p erty , includ ing  bu t no t 
lim ited  to , tho se b ased  o n the co nd itio n 
o f  the p ro p erty , as w ell as the

♦ sp ec ializ atio n  o f  the o p eratio n  and  
p ro p erty ; and

(v) Id entify  p o tential liab ilities, 
includ ing  tho se asso c iated  w ith any  
haz ard o u s w aste  o r o ther env iro nm ental 
co ncerns.

(7) Inclu d e in  the ev alu atio n  rep o rt a 
c ertif icatio n  that the ev alu atio n  w as no t 
b ased  o n a req u ested  m inim um  
v alu atio n  o r sp ec ific  v alu atio n  o r 
ap p ro v al o f  a lo an; and

(8) C o ntain  su ffic ient sup p o rting  
d o cu m entatio n (includ ing  an  
id entificatio n  and  d escrip tio n  o f  the 
p ro p erty ) w ith all p ertinent info rm atio n 
rep o rted  so  that the ev alu ato r’s 
reaso ning , jud g m ent, and  an aly sis in 
arriv ing  at a co nc lu sio n  ind icate to  the 
read er the reaso n ab len ess o f  the m arket 
v alue rep o rted .

(b) Fo r p u rp o ses o f  d eterm ining  
ap p raisal v alu e as requ ired  in sec tio n
1.10(a) o f  the A ct, the d efin itio n o f  
m arket v alu e and  the req u irem ents o f  
this su bp art shall ap p ly .

§  6 1 4 .4 2 5 5  I n d e p e n d e n c e  r e q u i r e m e n t s .

(a) E v a luator. Fo r all p erso nal and  
in tang ib le p ro p erty , and  fo r all real 
p ro p erty  exem p ted  u nd er § 614.4260(c ) 
o f  this su bp art, q u alified  p erso ns 
p erfo rm ing  an  ev alu atio n  m ay  no t b e 
inv o lv ed  in  the m arketing , lend ing , 
co llec tio n , o r cred it d ec isio n  p ro cesses 
o f  the em p lo y ing  Farm  C red it Sy stem  
institu tio n, u nless su ch institu tio n  takes 
ap p ro p riate step s to  ensu re th at the 
ev alu ato r ex e rc ises ind ep end ent 
jud g m ent and  th at the ev alu atio n  is 
ad eq u ate. Su ch  step s sh all inclu d e, bu t 
are  no t lim ited  to :

(1) A d o p ting  p ro ced u res fo r ensu ring  
that an ind iv id ual w ill no t p erfo rm  
ev alu atio ns in co n n ectio n  w ith 
tran sactio n s in  w hich  the ev alu ato r has 
a d irect o r ind irect in terest, f in an c ial o r 
o therw ise, in  the lo an  o r su b jec t 
p ro p erty ; and

(2) Pro hib iting  d irecto rs, o fficers, and  
em p lo y ees fro m  p artic ip ating  in any  
v o te o r ap p ro v al inv o lv ing  asse ts o n 
w hich they  p erfo rm ed  a co llateral 
ev alu atio n  o r in  p erfo rm ing  a c o llateral 
ev alu atio n  in co nnectio n  w ith any  
tran sactio n  o n w hich they  hav e m ad e a 
cred it d ec isio n.

(b) R e a l e s ta te  apprais er. Excep t as 
p ro v id ed  in *§ 614.4260(c) o f  this su bp art, 
all ev alu atio ns o f  real p ro p erty  that 
serv e as the p rim ary  secu rity  fo r a lo an  
sh all b e  p erfo rm ed  b y  a qu alified  real 
e state  ap p raiser w ho  h as no  d irect o r 
ind irect interest, f in an c ial o r o therw ise, 
in the lo an  o r su b jec t p ro p erty  and  is no t 
eng ag ed  in  the m arketing , lend ing , 
co llectio n , o r cred it d ec isio n  p ro cesses 
o f  any  o f  the fo llo w ing :

(1) A  Farm  C red it Sy stem  institu tio n 
m aking  o r o rig inating  the lo an;

(2) A  Farm  C red it Sy stem  institu tio n 
o p erating  und er co m m o n m anag em ent 
w ith the institu tio n m aking  o r 
o rig inating  the lo an; o r

(3) A  Farm  C red it Sy stem  institu tio n 
p urchasing  an  in terest in  the lo an.

(c) F ee  appraisers . Fee  ap p raisers 
sh all b e eng ag ed  d irectly  b y  the Farm  
C red it Sy stem  institu tio n  o r its ag ent, 
and  sh all hav e no  d irect o r ind irect 
in terest, f in an c ial o r o therw ise, in the

p ro p erty  o r tran sactio n . A  Farm  C red it 
Sy stem  institu tio n m ay  acc ep t a real 
estate  ap p raisal that w as p rep ared  by  
an  ap p raiser eng ag ed  d irectly  by  
ano ther Farm  C red it Sy stem  institu tio n 
o r ano ther institu tio n su b jec t to  title  XI 
o f  FIRREA , if  the Farm  C red it Sy stem  
institu tio n that acc ep ts the ap p raisal 
has:

(1) Estab lish ed  p ro ced u res fo r rev iew  
o f  real e state  ap p raisals;

(2) R ev iew ed  the ap p raisal und er the 
estab lish ed  rev iew  p ro ced u res and  
fo und  the ap p raisal accep tab le ; and

(3) D o cum ented  the rev iew  in w riting .
(d) Loan  Purchases . In  tho se cases

w here an  ev alu atio n  h as b een  
p erfo rm ed  b y  an  ind iv id ual fro m  ano ther 
Farm  C red it Sy stem  institu tio n in 
co nnectio n  w ith a lo an  in  w hich su ch 
institu tio n su bseq u ently  p u rchases an 
in terest, the ev alu ato r sh all no t 
p artic ip ate in  any  d ec isio n  re lated  to  the 
lo an  p u rchase.

§  6 1 4 .4 2 6 0  E v a l u a t i o n  r e q u i r e m e n t s .

(a) E v a luation . Ev alu atio ns o f  
p erso nal and  in tang ib le p ro p erty , as 
w ell as real p ro p erty  exem p ted  und er 
p arag rap h (c) o f  this sectio n , shall b e  
p erfo rm ed  b y  qu alified  ind iv id uals w ho  
m eet the estab lish ed  stand ard s o f  the 
Farm  C red it Sy stem  institu tio n o btaining  
the co llateral ev alu atio n .

(b) A ppra is a l. A p p raisals o f  real 
estate  sh all b e  p erfo rm ed  as fo llo w s:

(1) A p p raisals fo r real estate -re lated  
f in an c ial tran sactio n s w ith tran sactio n  
v alu es o f  m o re than $250,000 shall b e  
p erfo rm ed  b y  a q u alified  ap p raiser w ho  
is a State  certif ied  real estate  ap p raiser.

(2) A p p raisals fo r real estate -re lated  
f in an c ial tran sactio n s w ith tran sactio n  
v alu es o f  $250,000 o r less bu t in  ex c ess 
o f  $100,000 sh all b e  p erfo rm ed  b y  a 
qu alified  ap p raiser w ho , at a m inim um , 
is a State  licen sed  real e state  ap p raiser.

(c) A ppra is a ls  n o t re qu ire d . A n 
ap p raisal p erfo rm ed  b y  a State  certified  
o r State  licen sed  ap p raiser is no t 
requ ired  fo r any  real estate -re lated  
f in an c ial tran sactio n  in w hich any  o f  the 
fo llo w ing  co nd itio ns are  m et:

(1) Th e tran sactio n  v alu e is $100,000 
o r less;

(2) A  lien  o n real p ro p erty  h as b een  
taken  as co llateral so le ly  o ut o f  an 
ab u nd ance o f  cau tio n and  the term s o f  
the tran sactio n  as a co n seq u en ce hav e 
no t b een  m ad e m o re fav o rab le than they  
w o uld  hav e b een  in  the ab sen c e  o f  the 
lien;

(3) Th ere  is a su b seq u ent tran sactio n  
resu lting  fro m  the m aturing  exten sio n  o f  
cred it, p ro v id ed  that:

(i) Th e b o rro w er h as p erfo rm ed  
satisfac to rily  acco rd ing  to  the o rig inal 
term s;



54698 Fed eral Reg ister /  V o l. 57, N o . 225 /  Frid ay , N o v em b er 20, 1992 /  R u les an d  R eg u latio n s

(ii) N o  new  m o nies h av e b een  
ad v anced  o ther than as p rev io u sly  
ag reed ;

(iii) Th e cred it stand ing  o f  the 
bo rro w er h as no t d eterio rated ; and

(iv ) Th ere  h as b een  no  o bv io u s and  
m aterial d eterio ratio n  in  m arket 
co nd itio ns o r p hy sical asp ec ts o f  the 
p ro p erty  that w o uld  threaten  the Farm  
C red it Sy stem  institu tio n ’s co llateral 
p o sitio n;

(4) N ew  fund s are  ad v anced  o n an  
existing  lo an , that is su p p o rted  b y  an  
ap p raisal, p ro v id ed  that:

(i) T h e new  fund s are  ad v anced  
w ithin  2 y ears o f  the d ate o f  the p rio r 
ap p raisal;

(ii) T h e  f in an c ial co nd itio n o f  the 
bo rro w er has no t d eterio rated ; and

(iii) There h as b een  no  o bv io u s and  
m aterial d eterio ratio n  in the m arket 
v alu e o r the p h y sical co nd itio n o f  the 
p ro p erty  th at w o uld  th reaten  the Farm  
C red it Sy stem  institu tio n ’s co llateral 
p o sitio n;

(5) A  Farm  C red it Sy stem  institu tio n 
p u rchases a lo an  o r an in terest in  a lo an, 
p o o l o f  lo ans, o r in terests in  real 
p ro p erty , includ ing  m o rtg ag e-backed  
secu rities, p ro v id ed  that:

(i) Th e ap p raisal p rep ared  fo r each  
lo an, p o o led  lo an, o r real p ro p erty  
in terest, w hen o rig inated , m et the 
stand ard s o f  th is reg u latio n, o ther 
Fed eral reg u latio ns ad o p ted  p u rsu ant to  
FIRREA , o r the req u irem ents o f  the 
g o v ernm ent-sp o nso red  seco nd ary  
m arket interm ed iaries und er w ho se 
au sp ices the in terest is so ld ; and

(ii) Th ere  h as b een  no  o b v io u s and  
m aterial d eterio ratio n  in  the m arket 
v alu e o r the p hy sical co nd itio n o f  the 
p ro p erty  th at w o uld  threaten  the Farm  
C red it Sy stem  institu tio n ’ s  c o llateral 
p o sitio n, o r

(6) A  Farm  C red it Sy stem  institu tio n 
m akes o r p u rchases a lo an  secu red  b y  
real estate , w hich lo an  is g u aranteed  b y  
an ag ency  o f  the U nited  States 
g o v ernm ent and  is  su p p o rted  b y  an  
ap p raisal th at co nfo rm s to  the 
req u irem ents o f  the g u aranteeing  
ag ency .

To  qu alify  fo r excep tio n s (c)(1) thro ugh
(c)(6) fro m  the req u irem ents o f  th is 
su bp art, the institu tio n m ust hav e 
d o cu m entatio n fo r su ch excep tio n  in  the 
ap p licab le  lo an  file(s).

(d ) R e cip ro city . Th e req u irem ents o f  
this reg u latio n are  satisfied  b y  the u se o f  
State  certified  o r State  licen sed  
ap p raisers fro m  any  State  p ro v id ed  that:

(1) Th e ap p raiser is q u alified  to  
p erfo rm  su ch ap p raisals;

(2) Th e ap p licab le  Farm  C red it Sy stem  
institu tio n h as estab lish ed  p o lic ies 
p ro v id ing  fo r su ch in terstate  ap p raisals; 
and

(3) Th e ap p licab le  State  ap p raiser 
licensing  and  certif icatio n  ag ency  
reco g n iz es the c ertif icatio n  o r licen se  o f  
the ap p raiser’s State  o f  p erm anent 
certif icatio n  o r licensu re.

§  6 1 4 .4 2 6 5  R e a l  p r o p e r t y  e v a l u a t i o n s .

(a) R eal estate  sh all b e  v alu ed  o n the 
b asis o f  m arket v alue.

(b) R eal e state  sh all b e  v alu ed  b y  a 
reaso n ab le  v alu atio n  m etho d  that 
co nsid ers the inco m e cap italiz atio n  
ap p ro ach, the sales co m p ariso n, and / o r 
the c o st ap p ro ach, as ap p ro p riate, to  
d eterm ine m arket v alu e; reco n c iles 
tho se ap p ro aches and  exp lain s the 
elim inatio n  o f  eac h  ap p ro ach  no t used .

(c) W h ere  real estate  ap p raisals are  
requ ired , su ch ap p raisals sh all b e  
co m p leted  in  acco rd an ce  w ith  the 
U SPA P and  sh all inc lu d e a leg al 
d escrip tio n  o f  the su b je c t p ro p erty .

(d ) A t a m inim um , the ev alu ato r sh all 
d ev elo p  and  d o cu m ent the ev alu atio n  o f  
the inco m e cap italiz atio n  ap p ro ach  
(estab lish in g  p ro d uctio n earning s 
cap ac ity  fo r the p ro p erty ) and  at le ast 
o ne o f  d ie o ther tw o  ap p ro ach es to  
v alu ing  real estate , w h ich ev er is 
ap p ro p riate, w here the tran sactio n  v alu e 
ex c eed s $100,000 and  the real estate  
taken  as c o llateral:

(1) Is an  in teg ral p art o f  and  sup p o rts 
the p rinc ip al so u rce o f  lo an  rep ay m ent, 
and  the p ro p erty  h as d em o nstrab le  
ren tal m arket ap p eal; o r

(2) Is no t an  integ ral p art o f  and  d o es 
n o t sup p o rt the p rinc ip al so u rce o f  lo an  
rep ay m ent, bu t h as d em o nstrab le  ren tal 
m arket ap p eal, is statu to rily  requ ired , 
and  fu lly  o r p artially  co n stitu tes o r is an 
integ ral p art o f  an  ag ricu ltu ral o r aq u atic  
o p eratio n.

(e) T h e  ren tal g ro ss and  the n et 
earning s c ap ac ity  estab lish ed  und er 
p arag rap h (d ) o f  this sec tio n  tut su ch 
p ro p erties sh all b e  d o cu m ented  as p art 
o f  the cred it an aly sis fo r any  re lated  
lo an  ac tio n  w hether o r no t the inco m e 
ap p ro ach  v alu e is u sed  as the b asis fo r 
the m arket v alu e co nc lu sio n  stated  in  
the ev alu atio n  rep o rt. *

(f) C o llateral c lo se ly  alig ned  w ith, an  
integ ral p art o f, and  no rm ally  so ld  w ith 
real e state  (fixtu res) m ay  b e  inclu d ed  in 
the v alu e o f  the real estate . A ll o ther 
co llateral asso c iated  w ith  the real 
estate , bu t d esig nated  as p erso nal 
p ro p erty , sh all b e  ev alu ated  as p erso nal 
p ro p erty  in  acco rd an ce  w ith § § 614.4250 
and  614.4266 o f  th is su bp art.

(g) Th e ev alu atio n  sh all p ro p erly  
id entify  all no nag ricu ltu ral in flu ences, 
includ ing , bu t no t lim ited  to , u rban 
d ev elo p m ent, m ineral d ep o sits, and  
co m m ercial bu ild ing  d ev elo p m ent v alu e, 
and  the reaso ning  sup p o rting  the 
ev alu ato r’s h ig hest and  b est u se 
co nclu sio n.

(h) Th e “ D ep arture Pro v isio n”  o f  the 
U SPA P m ay  no t b e  u sed  fo r real estate  
ev alu atio n s requ iring  the u se o f  a State  
licen sed  o r State  certified  real e state  
ap p raiser as set fo rth  in § 614.4260(b ) o f  
this su bp art.

(i) W h ere  an  ev alu atio n  o f  real 
p ro p erty  is co m p leted  b y  a fee  
ap p raiser, as d efined  in  § 614.4240(g ) o f  
this su bp art, the institu tio n ’ s stand ard s 
sh all inc lu d e p ro v isio ns fo r p erio d ic  
co llateral insp ectio ns p erfo rm ed  b y  the 
institu tio n ’ s acco u n t o ff icer o r d esig nee.

§  6 1 4 .4 2 6 6  P e r s o n a l  a n d  i n t a n g i b l e  

p r o p e r t y  e v a l u a t i o n s .

(a) Perso nal p ro p erty  and  intang ib les 
shall b e  v alu ed  o n the b asis  o f  m arket 
v alu e in  acco rd an ce  w ith the 
institu tio n ’ s ev alu atio n  stand ard s and  
p o lic ies.

(b ) Perso n al p ro p erty  ev alu atio ns 
sh all inc lu d e a d escrip tio n  o f  the 
p ro p erty  being  ev alu ated , includ ing  
lo catio n  o f  the p ro p erty  and , w here 
ap p licab le , q u antity , sp ec ies/ v ariety , 
m easu re/ w eig ht, v alu e, ty p e o f  
id entificatio n  (su ch as, b rand , b ill o f  
lad ing , o r w areho u se receip t), q u ality ,, 
co nd itio n , and  d ate.

(c ) Ev alu atio ns o f  in tan g ib les shall 
inc lu d e a rev iew  and  d escrip tio n  o f  the 
leg al d o cu m ents su p p o rting  the p ro p erty  
in terests and  the m arketab ility  o f  the 
intang ib le p ro p erty , includ ing  ap p licab le  
term s, co nd itio ns, and  restric tio n s 
co n tain ed  in  the d o cu m ent th at w o uld  
affe c t the v alu e o f  the p ro p erty .

(d ) W h ere  an  ev alu atio n  o f  p erso nal 
o r intang ib le p ro p erty  is co m p leted  b y  a 
fee  ap p raiser, as d efined  in  § 614.4240(g ) 
o f  this su bp art, the institu tio n ’ s 
stand ard s sh all inclu d e p ro v isio ns fo r 
p erio d ic  co llateral insp ec tio ns and  
v erif icatio n  b y  the institu tio n ’s acco u n t 
o ff ic er o r d esig nee.

(e) W h en  a Farm  C red it Sy stem  
institu tio n  d eem s an  ap p raisal 
n ecessary , p erso nal o r intang ib le 
p ro p erty  shall b e  ap p raised  in 
acco rd an ce  w ith p ro ced u res and  
stand ard s estab lish ed  b y  the institu tio n 
b y  ind iv id u als d eem ed , q u alified  b y  the 
institu tio n to  co m p lete the w o rk und er 
the U SPA P C o m p etency  and  Eth ics 
Pro v isio ns.

§  6 1 4 .4 2 6 7  P r o f e s s i o n a l  a s s o c i a t i o n  

m e m b e r s h i p ; c o m p e t e n c y .

(a) M e m b e rs h ip  in  appra is a l 
organ iza tions . A  State  certif ied  
ap p raiser o r a State  licen sed  ap p raiser 
m ay  no t b e  exc lu d ed  fro m  co nsid eratio n  
fo r an  assig nm ent fo r a real estate -  
re lated  tran sactio n  so le ly  b y  v irtu e o f  
m em bership  o r lac k  o f  m em bership  in 
any  p articu lar ap p raisal o rg aniz atio n.
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(b) C om petency . A ll staff  and  fee  
ev alu ato rs, includ ing  ap p raisers, 
p erfo rm ing  ev alu atio ns in co nnectio n  
w ith real, p erso nal, o r intang ib le 
p ro p erty  taken  as co llateral in 
co nnectio n  w ith exten sio n s o f  cred it 
m u st m eet the q u alificatio n  
req u irem ents o f  this subp art. H o w ev er, 
an  ev alu ato r m ay  no t b e  co nsid ered  
co m p etent so lely  b y  v irtu e o f  being  
certified , licensed , o r accred ited . A ny  
d eterm inatio n o f  co m p etency  shall be 
b ased  o n the ind iv id u al’s exp erience 
and  ed u catio nal backg ro und  as they  
re late  to  the p articu lar ev alu atio n  
assig nm ent fo r w hich su ch ind iv id ual is 
being  co nsid ered .

S u b p a r t  L —- A c t i o n s  o n  A p p l i c a t i o n s ; 

R e v i e w  o f  C r e d i t  D e c i s i o n s

3. Sec tio n  614.4440 is rev ised  b y  
red esig nating  p arag rap hs (f), (g), and  (h) 
as new  p arag rap hs (g), (h), and  (i), 
resp ectiv ely , and  ad d ing  a new  
p arag rap h (f) to  read  as fo llo w s:

§  6 1 4 .4 4 4 0  D e f i n i t i o n s .

* * * * *

(f) Ind ependent ev a luator, fo r the 
p u rp o ses o f  this su bp art, m eans an  
ind iv id ual w ho  is a q u alified  ev alu ato r 
and  w ho  satisf ies the stand ard s 
estab lish ed  b y  § 614.4260 o f  su bp art F o f  
this p art and  b y  the Farm  C red it Sy stem  
institu tio n  fo r the ty p e o f  p ro p erty  to  b e 
ev alu ated .

Th e ind ep end ent ev alu ato r m ay  no t 
b e  a Farm  C red it Sy stem  institu tio n 
em p lo y ee o r hav e a relatio nship  w ith 
the institu tio n o r any  o f  its o fficers o r 
d irecto rs that co n trav en es the 
p ro v isio ns o f  p art 612, su bp art B o f  this 
chap ter.
*  *  *  *  : *

4. Sec tio n  614.4443 is am end ed  by  
rev ising  p arag rap h (c) to  read  as 
fo llo w s:

§  6 1 4 .4 4 4 3  R e v i e w  p r o c e s s .  

* * * * *

(c) Ind epend ent co lla te ra l 
ev a luations .

(1) A n ap p licant fo r a lo an, o r a 
b o rro w er w ho  h as ap p lied  fo r a 
restru cturing , m ay , as p art o f  the req u est 
fo r a rev iew , req u est an  ind ep end ent 
co llateral ev alu atio n  b y  an  ind ep end ent 
ev alu ato r, as d efined  in § 614.4440 o f  
this su bp art, o f  any  in terests in  p ro p erty  
securing  the lo an  (o ther than the sto ck  
o r p artic ip atio n  certif icates o f  the lend er 
held  b y  the bo rro w er). W ith in  30 d ay s 
after a req u est fo r a c o llateral 
ev alu atio n, the cred it rev iew  co m m ittee 
shall p resent the ap p licant o r b o rro w er 
w ith a list o f  three ind ep end ent 
ev alu ato rs ap p ro v ed  by  the q u alified  
lend er, and  the b o rro w er shall se lec t

and  eng ag e the serv ices o f  an  ev alu ato r 
fro m  the list to  co nd u ct the co llateral 
ev alu atio n, the c o st o f  w hich shall b e 
b o rne b y  the ap p licant o r bo rro w er. The 
cred it rev iew  co m m ittee shall co nsid er 
the resu lts o f  any  su ch co llateral 
ev alu atio n  in any  final d eterm inatio n 
w ith resp ec t to  the lo an  o r restru cturing  
p ro v id ed  the ap p licant’s o r b o rro w er’s 
ev alu ato r h as p ro v id ed  a co p y  o f  the 
ev alu atio n  rep o rt to  the lend er no t less 
than 15 b u siness d ay s p rio r to  any  
sched u led  m eeting  o f  the cred it rev iew  
co m m ittee, and

(2) A ny  su ch co llateral ev alu atio ns 
that are no t co m p leted  in co nfo rm ance 
w ith the co llateral ev alu atio n  
req u irem ents d escrib ed  in  su bp art F o f  
this p art re lativ e to  co llateral ev alu atio n  
stand ard s, ind ep end ence requ irem ents, 
and  q u alificatio n  req u irem ents need  no t 
b e  co nsid ered  b y  the cred it rev iew  
co m m ittee. To  fac ilitate  the p ro p er 
co m p letio n o f  su ch co llateral 
ev alu atio ns, a co p y  o f  p art 614, su bp art 
F, o f  these reg u latio ns sh all b e  p ro v id ed  
to  the b o rro w er fo r p resen tatio n  to  the 
bo rro w er’s ev alu ato r, and  a co p y  sig ned  
b y  the b o rro w er’s ev alu ato r sh all b e  a 
requ ired  exh ib it in  the su b seq u ent 
ev alu atio n  rep o rt.
* * * * *

D ated: N ovem b er 12 ,1992 .

Curtis M . A nderson,

S e cre ta ry , F a rm  C re d it A d m in is tra tion  B oard . 

[FR D oc. 92-27961 Filed  11 - 19 -92 ; 8:45 am ] 
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F o o d  A d d i t i v e s  P e r m i t t e d  F o r  D i r e c t  

A d d i t i o n  t o  F o o d  F o r  H u m a n  

C o n s u m p t i o n : F o o d  S t a r c h -M o d i f i e d

A G E N C Y : Fo o d  and  D rug  A d m inistratio n, 
H H S.

A C TI O N : Final ru le.

s u m m a r y : Th e Fo o d  and  Drug 
A d m inistratio n (FD A ) is am end ing  the 
fo o d  ad d itiv e reg u latio ns to  p ro v id e fo r 
the safe  u se o f  m o d ified  fo o d  starch  
p rep ared  using  alp ha-am y lase. Th is 
ac tio n  is in resp o nse to  a p etitio n  filed  
b y  the G rain  Pro cessing  Co rp .

D A TE S : Effec tiv e  N o v em ber 20,1992; 
o b jec tio n s b y  D ecem b er 21,1992. 

A D D R E S S E S : Su bm it w ritten  o b jec tio n s 
to  the D o ckets M anag em ent Branch  
(H FA -305), Fo o d  and  Drug

A d m inistratio n, rm. 1 -23,12420 
Parklaw n Dr., Ro ckv ille, M D  20857.

F O R  F U R TH E R  I N F O R M A TI O N  C O N T A C T :  

V in cen t E. Z enger, C enter fo r Fo o d  
Safety  and  A p p lied  N utritio n (H FF-333), 
Fo o d  and  Drug A d m inistratio n, 200 C St. 
SW ., W ashing to n, D C 20204, 202-254-  
9523.

S U P P L E M E N TA R Y  I N F O R M A TI O N : In a 
n o tice  p u b lished  in the Fed eral Reg ister 
o f  M arch 19,1990 (55 FR 10113), FD A  
anno u nced  that a fo o d  ad d itiv e p etitio n  
(FA P 9A 4153) had  b een  filed  by  the 
G rain  Pro cessing  Co rp ., 1600 O reg o n St., 
P.O . Bo x  349, M u scatine, IA  52761, 
p ro p o sing  that fo o d -starch  m o d ified  (21 
C FR 172.892) b e am end ed  to  p ro v id e fo r 
the safe  u se o f  alp ha-am y lase to  treat 
m o d ified  fo o d  starch . In fact, the fo o d  
ad d itiv e und er rev iew  is m o d ified  fo o d  
starch , no t alp ha-am y lase. Thus, the 
p etitio n  requ ested , and  the ag ency  
ev alu ated , the safety  o f  the u se o f  
m o d ified  fo o d  starch  p rep ared  using  
alp h-am y lase.

FD A  h as ev alu ated  d ata in the 
p etitio n  and  o ther re lev ant m aterial. The 
ag ency  co nclu d es that m o d ified  fo o d  
starch  p rep ared  using  alp ha-am y lase is 
safe  and  that § 172.892(h) sho uld  b e 
am end ed  and  a new  p arag rap h (i) 
sho uld  b e  ad d ed  as se t fo rth belo w . The 
ag ency  also  co nc lu d es th at alp ha- 
am y lase sho uld  m o re p ro p erly  b e 
id entified  as “ alp ha-am y lase 
(In ternatio nal U nio n o f  Bio chem istry  
Enzy m e C o m m issio n (E.C. 3 .2 .I.I.) ) .’ ’

In  acco rd an ce  w ith § 171.1(h) (21 C FR 
171.1(h)), the p etitio n  and  the d o cu m ents 
th at FD A  co nsid ered  and  relied  up o n in 
reach ing  its d ec isio n  to  ap p ro v e the 
p etitio n  are  av ailab le  fo r insp ectio n  at 
the C enter fo r Fo o d  Safe ty  and  A p p lied  
N utritio n (ad d ress ab o v e) by  
ap p o intm ent w ith the info rm atio n 
co n tac t p erso n  listed  ab o v e. A s 
p ro v id ed  in 21 C FR 171.1(h), the ag ency  
w ill d elete fro m  the d o cu m ents any  
m aterials that are  no t av ailab le  fo r 
p u b lic  d isc lo su re b efo re  m aking  the 
d o cu m ents av ailab le  fo r insp ectio n.

Th e ag ency  h as carefu lly  co nsid ered  
the p o tential env iro nm ental e ffec ts o f  
this actio n . FD A  h as co nclu d ed  th at the 
ac tio n  w ill no t hav e a sig n ificant im p act 
o n the hum an env iro nm ent, and  th at an 
env iro nm ental im p act statem ent is no t 
required . Th e ag en cy ’s find ing  o f  no  
sig nificant im p act and  the ev id ence 
sup p o rting  that find ing , co ntained  in an  
env iro nm ental assessm en t, m ay  b e  seen  
in  the D o ckets M anag em ent Branch  
(ad d ress ab o v e) b etw een  9 a.m . and  4 
p .m ., M o nd ay  thro ugh Frid ay .

A ny  p erso n  w ho  w ill b e ad v ersely  
affec ted  b y  this reg u latio n m ay  at any  
tim e o n o r b efo re  D ecem b er 21,1992, file
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w ith th e  D o ckets M anag em ent Branch  
(ad d ress ab o v e) w ritten  o b jec tio n s 
thereto . Each  o b jec tio n  sh all b e  
sep arate ly  num bered , and  each  
num bered  o b jec tio n  sh all sp ec ify  w ith 
p articu larity  the p ro v isio ns o f  the 
reg u latio n to  w hich o b jec tio n  is m ad e 
and  the g ro und s fo r the o b jec tio n . Each  
num bered  o b jec tio n  o n w hich a hearing  
is req u ested  sh all sp ec ifically  so  state . 
Failu re to  req u est a hearing  fo r any  
p articu lar o b jec tio n  shall co nstitu te a 
w aiv er o f  the rig ht to  a hearing  o n th at 
o b jectio n . Each  num bered  o b jec tio n  fo r 
w hich a hearing  is req u ested  sh all 
inc lu d e a d etailed  d escrip tio n  and  
an aly sis o f  the sp ec ific  fac tu al 
info rm atio n intend ed  to  b e  p resented  in 
sup p o rt o f  the o b jec tio n  in the ev ent that 
a hearing  is held . Failu re to  inc lu d e such 
a d escrip tio n  and  an aly sis fo r any  
p articu lar o b jec tio n  sh all co nstitu te a 
w aiv er o f  the rig ht to  a hearing  o n the 
o b jectio n . Th ree  co p ies o f  all d o cu m ents 
sh all b e  su bm itted  and  sh all b e  
id entified  w ith the d o cket num ber fo und  
in  b rac ke ts in  the head ing  o f  this 
d o cu m ent. A ny  o b jec tio n s receiv ed  in 
resp o nse to  the reg u latio n m ay  b e  seen  
in  the D o ckets M anag em ent Branch  
b etw een  9 am i. and  4 p .m ., M o nd ay  
thro ugh Frid ay .

List o f  S ub jects in 2 1 C FR  Part 172

Fo o d  ad d itiv es, Rep o rting  and  
reco rd keep ing  req u irem ents.

Therefo re, u nd er the Fed eral Fo o d , 
D rug , and  C o sm etic  A c t and  u nd er 
au tho rity  d eleg ated  to  the C o m m issio ner 
o f  Fo o d  and  D rugs and  red eleg ated  to  
the D irecto r o f  the C enter fo r Fo o d  
Safety  and  A p p lied  N utritio n, 21 C FR 
p art 172 is am end ed  as fo llo w s:

P A R T  1 7 2 — F O O D  A D D I T I V E S  

P E R M I T T E D  F O R  D I R E C T  A D D I T I O N  

T O  F O O D  F O R  H U M A N  C O N S U M P TI O N

1. Th e au tho rity  c itatio n  fo r 21 C FR 
p art 172 co ntinu es to  read  as fo llo w s:

Authority: Secs. 201 ,401 , 402, 409, 701, 706 

o f the Federal Food, Drug, and Cosmetic A ct 
(21 U.S.C. 321, 341, 342, 348, 371, 376).

2. Sec tio n  172.892 is am end ed  in  
p arag rap h (h) b y  rem o v ing  the 
p h rase“ p arag rap hs (a) and / o r (b )”  and  
ad d ing  in its p lace  “ p arag rap hs (a), (b ), 
and / o r (i) ’\ and  b y  ad d ing  new  
p arag rap h (i) to  read  as fo llo w s:

§  1 7 2 .8 9 2  F o o d  s t a r c h -m o d i f i e d .  

* * * * *

(i) Fo o d  starch  m ay  b e  m o d ified  b y  
treatm ent w ith the fo llo w ing  enzy m e:

E n z y m e L i m i t a t i o n s

A l p h a -a m y l a s e  ( E . C .  

3 .2 . 1 . 1 ) .

T h e  e n z y m e  m u s t  b e  

g e n e r a l l y  r e c o g n i z e d  a s  

s a f e  o r  a p p r o v e d  a s  a 
f o o d  a d d i t i v e  f o r  t h i s  

p u r p o s e .  T h e  r e s u l t i n g  

n o n s w e e t  n u t r i t i v e  

s a c c h a r i d e  p o l y m e r  h a s  

a  d e x t r o s e  e q u i v a l e n t  o f  

l e s s  t h a n  2 0 .

D ated: O ctob er 27 ,1992.

Douglas L. A rcher,
A ctin g  D ire cto r, C e n te r fo r  F ood  S a fe ty  and  

A p p lie d  N u tritio n .

[FR D oc. 92-28178 Filed  11 - 19 -02 ; 8:45 am j 
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I n d i r e c t  F o o d  A d d i t i v e s : A d j u v a n t s ,  

P r o d u c t i o n  A i d s ,  a n d  S a n i t i z e r s

a g e n c y : Fo o d  and  D rug  A d m inistratio n, 
H H S.

A C TI O N : Fin al ru le.

s u m m a r y : Th e Fo o d  and  Drug  
A d m inistratio n  (FD A ) is am end ing  the 
fo o d  ad d itiv e reg u latio ns to  p ro v id e fo r 
the safe  u se o f  d ecan o ic  ac id , n o n an o ic  
acid , p ho sp ho ric  ac id , p ro p io nic  ac id  
and  so d ium  1-o c tan esu lfo n ate, and  
su lfu ric  ac id  as an o p tio nal ing red ient, 
as co m p o nents o f  a sanitiz ing  so lu tio n to  
b e  u sed  o n fo o d -p ro cessing  eq u ip m ent 
and  u tensils, inclu d ing  d airy -p ro cessing  
eq uip m ent. T h is ac tio n  resp o nd s to  a 
p etitio n  filed  b y  W e st A g ro , Inc .

D A TE S : Effec tiv e  N o v em ber 20,1992; 
w ritten  o b jec tio n s and  req u ests fo r a 
hearing  b y  D ecem b er 21,1992. 

A D D R E S S E S : Su bm it w ritten  o b jec tio n s 
to  the D o ckets M anag em ent Branch  
(H FA -305), Fo o d  and  Drug 
A d m inistratio n, Rm . 1-23 ,12420  
Parklaw n D r., R o ckv ille, M D  20857.

F O R  F U R TH E R  I N F O R M A TI O N  C O N T A C T :  

San d ra L. V arner, C enter fo r Fo o d  
Safe ty  and  A p p lied  N utritio n (H FF-335), 
Fo o d  and  Drug  A d m inistratio n, 200 C St. 
SW ., W ashing to n , D C  20204, 202-254-  
9511.

S U P P L E M E N TA R Y  I N F O R M A TI O N : In  a 
n o tice  p u b lished  in  the Fed eral R eg ister 
o f  Ju ly  30,1990 (55 FR 30983), FD A  
anno u nced  th at a fo o d  ad d itiv e p etitio n  
(FA P 0B4203) had  b een  filed  b y  W est 
A g ro , Inc., 11100 N o rth C o ng ress A v e., 
K an sas C ity , M O  64153-1222, p ro p o sing  
that § 178.1010 S a n itiz in g  s o lu tion s  (21 
C FR 178.1010) b e  am end ed  to  p ro v id e 
fo r the safe  u se o f  d ecan o ic  acid , 
no n an o ic  acid , p ho sp ho ric  acid , 
p ro p io nic  ac id  and  so d ium  1-

o ctan esu lfo nate , and  su lfuric ac id  as an 
o p tio nal ing red ient, as co m p o nents o f  a 
sanitiz ing  so lu tio n to  b e  u sed  in co n tac t 
w ith fo o d .

I. Safe ty  and  Fu nctio nal Effec t o f  
Petitio ned  U se o f  the A d d itiv es

Sanitiz ing  so lu tio ns are reg u lated  as 
m ixtu res o f  ch em icals w hich fu nctio n 
to g ether to  san itiz e  fo o d -co ntac t 
su rfaces. Each  listed  co m p o nent in  a 
sanitiz ing  so lu tio n h as a fu nctio nal 
effec t. In  ad d itio n, FD A  reg u latio ns 
p erm it the ad d itio n to  a sanitiz ing  
so lu tio n o f  any  co m p o nent that is 
g enerally  reco g niz ed  as safe  (G RA S)
(§  178.1010(b )). Th e su b je c t sanitiz ing  
so lu tio n co n tain s d ecan o ic  acid , 
no n an o ic  acid , p ho sp ho ric  ac id , 
p ro p io nic  ac id  and  so d ium  1- 
o c tanesu lfo nate, and  su lfuric ac id  as an  
o p tio nal ing red ient. Th e fu nctio n o f  eac h  
co m p o nent and  the b asis fo r FD A ’s 
d eterm inatio n  o f  the safety  o f  each  
co m p o nent in  the su b jec t san itiz er are  
d escrib ed  belo w .

A . D e ca n o ic A c id

D ecan o ic  ac id  fu nctio ns as an 
antim icro b ial ag ent in  the su b jec t 
sanitiz ing  so lu tio n. D ecan o ic  ac id  is 
listed  as a co m p o nent in  reg u lated  
sanitiz ing  so lu tio ns und er 
§ 178.1010(b )(27), (b )(35), and  (b )(38). O n 
the b asis o f  the d ata su bm itted  in  
su p p o rt o f  th ese  alread y  reg u lated  u ses 
and  the d ata co ntained  in  the fo o d  
ad d itiv e p etitio n  su bm itted  in  sup p o rt o f  
th is sanitiz ing  so lu tio n, FD A  find s that 
the u se o f  d ecan o ic  ac id  is safe  in  the 
su b je c t sanitiz ing  so lu tio n.

B . N on a n o ic A c id

N o nano ic  ac id  fu nctio ns as an 
antim icro b ial ag ent in the su b jec t 
sanitiz ing  so lu tio n. N o nano ic  ac id  is 
reg u lated  fo r u se as a d irect fo o d  
ad d itiv e und er 21 C FR 172.515. O n the 
b asis o f  the d ata su bm itted  in sup p o rt o f  
this alread y  reg u lated  u se and  the d ata 
co n tain ed  in  the fo o d  ad d itiv e p etitio n  
su bm itted  in  sup p o rt o f  this sanitiz ing  
so lu tio n, FD A  find s th at the u se o f  
no n an o ic  ac id  in the su b jec t sanitiz ing  
so lu tio n is safe .

C . P h os p h oric A c id

Pho sp ho ric  ac id  fu nctio ns as an 
ac id u lant in  the su b jec t sanitiz ing  
so lu tio n. Pho sp ho ric  ac id  is listed  as 
G RA S und er 21 C FR 182.1073. It is also  
reg u lated  fo r u se in sev eral sanitiz ing  
so lu tio ns und er § 178.1010. O n the b asis 
o f  the d ata su bm itted  in sup p o rt o f  th ese  
alread y  reg u lated  u ses, the d ata 
co n tain ed  in the fo o d  ad d itiv e p etitio n  
su bm itted  in sup p o rt o f  this sanitiz ing  
so lu tio n, and  o ther av ailab le  d ata, FD A


