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BILL NO. ~ 

INTRODUCED BY 4lk, 1'/' {1012_,1 

A BILL FOR AN ACT ENTITLED: "AN ACT TO PROVIDE LOAN 

GUARANTY AUTHORITY TO THE AGRICULTURAL LOAN AUTHORITY, 

CREATING AN AGRICULTURAL LOAN GUARANTY FUND' AMENDING 

SECTION 80-12-103, MCA' AND PROVIDING AN EFFECTIVE DATE." 

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF MONTANA: 

Section 1. Section 80-12-103, MCA, is amended to read: 

''80-12-103. Agricultural loan authority general 

powers. The authority may: 

(1} retain professional consultants and advisers; 

(2) adopt rules governing its procedures; 

(3) purchase agricultural loans made by financial 

institutions; 

(4) issue bonds, in accordance with 80-12-301, 

necessary to provide funds for implementing this chapter; 

(5) invest any funds generated by sale of bonds in the 

permissible investments outlined in 17-6-211 until such time 

as the funds are needed for any of the authority's other 

functions; ~nd 

~rocu~e insurance or guara~ties in amounts and in 

the form the authority considers desirable or necessary, 

from any party, including a governmental agency, against any 
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loss in connection with its loan agreements; and 

t6t1ll use the assistance and services of the farmers 

home administration, the production credit association, the 

federal land bank, or private lenders in approving loans for 

issuance of bonds. •• 

NEW SECTION. Section 2. Loan guaranty program. 

to (1) The authority may guarantee and make commitments 

guar'antee payment required by a loan funded under this 

chapter upon such terms and conditions as the authority may 

prescribe in accordance with this chapter. In administering 

the guaranty program, the authority may require the payment 

of a fee or premium, establish application fees, and 

prescribe application, notification, contract and guaranty 

forms, rules, and guidelines. 

(2) Guaranties by the authority under this chapter 

must: 

(a) be made for a loan that the authority finds meets 

the policies and objectives of this chapter; 

(b) be made to an applicant for a guaranty approved by 

the authority; 

(c) contain amortization prov1s1ons satisfactory to 

the authority; and 

(d) be in such principal amount, be in such form, and 

contain such terms and provisions with respect to payment of 

property insurance, repairs, 

-2-
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assessments, delinquency charges, and default remedies as 

the authority determines to be necessary. 

{3) The authority is authorized from time to time to 

enter into guaranties, insurance contracts, or any other 

agreements or contracts with respect to the agricultural 

loan guaranty fund and any guaranteed loan or other credit 

agreement. Such an agreement or contract may contain terms 

and provisions necessary or desirable in connection with the 

guaranty program, subject to the requirements established, 

ir.::l;.;.di&.g ooithvut ::...ilrt.LL.ai...i.vu t..~rms dnri provl.SlOns relatlng 

to loan documentation, review, approval procedures, 

origination and servicing rights and responsibilities, 

default obligations, procedures and obligations, and 

obligations with respect to guaranty contracts made under 

this chapter. 

(4) Any contract of guaranty made by the authority 

under the authorization of this chapter must provide that 

claims payable thereunder must be paid from amounts 

available in the agricultural loan guaranty fund and from 

amounts available under the terms of any applicable contract 

or agreement with the financial institution that originated 

the guaranteed loan. The obligation of the authority to make 

payments under such a contract is limited solely to such 

sources and does not constitute a debt or liability of the 

state. A guaranty contract and any rule or guideline of the 
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authority implementing the guaranty program may contain such 

other terms, provisions, or conditions as the authority 

considers necessary or appropriate, including without 

limitation those relating to the payment of guaranty 

premiums, the giving of notice, claim procedure, the sources 

of payment for claims, the priority of competing claims for 

payment, the release or termination of loan security and 

borrower liability, the timing of payment, the maintenance 

and disposition of projects and the use of amounts received 

during periods of loan delinquency or upon default, and any 

or other provision concerning the rights of insured parties 

conditions to the payment of guaranty claims. Any premiums 

of for the guarantee of loan payments under the provisions 

this chapter may be determined on such basis and be payable 

the by such person in such amounts and at such times as 

authority determines, and the amount of the premium need not 

be uniform among the various lJans, leases, or other credit 

agreements guaranteed. 

NEW SECTION. Section 3. Agricultural loan guarc:mty 

fund. (1) The authority shall create an agricultural loan 

guaranty fund. The fund must be held by a trustee or other 

fiduciary designated by the authority. There must be 

deposited into the fund amounts, insuLance fees, premiums, 

and such other revenues and assets as the authority 

considers necessary to comply with any contract or agreement 

-4-
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entered into by the authority under this chapter. The 

authority may borrow 

loan guaranty fund up 

from and deposit in the agricultural 

to $20,000,000 from any available 

state fund, including funds of the Montana board of housing. 

(2) The amounts in the fund must be used to satisfy 

any claim resulting from a defaulted loan or other credit 

agreement. The amounts in the fund may also be used for any 

other purpose prescribed by the authority in accordance with 

guaranty contracts with financial institutions entered into 

pursuant to this chapter, including without limitation the 

protection of the interest of the authority in loans during 

periods of delinquency or upon default. 

(3) The minimum reserve requirement for the 

agricultural loan guaranty fund must be such amount as may 

be provided in an agreement, resolution, or indenture with 

the holders of bonds issued under this chapter, but not in 

excess of the aggregate annual payments due under the loans 

or other credit agreements guaranteed by the authority. No 

loan or other credit agreement may be guaranteed by the 

authority if the amount of money available in the 

21 agricultural loan guaranty fund would be less than the 

22 rniniumum reserve requirement. 

23 (4) In order to assure the maintenance of the 

24 agricultural loan guaranty fund, the authority shall, on or 

25 before September 1 in each year preceding the convening of 
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the legislature, deliver to the governor a certificate 

stating the 

agricultural 

sum, 

loan 

if any, 

guaranty 

required 

fund to 

to restore the 

the minimum reserve 

requirement. The governor shall include in the executive 

budget submitted to the legislature the sum required to 

restore the agricultural loan guaranty fund to the minimum 

reserve requirement. 

(5) All amounts remitted to the authority under this 

section constitute loans to the authority and must be repaid 

to the state treasury without interest from available 

operating revenues of the authority in excess of amounts 

required for the guarantee of loans. 

NEW SECTION. Section 4. Codification instruction. 

Sections 2 and 3 are intended to be codified as an integral 

part of Title 80, chapter 12, and the provisions of Title 

80, chapter 12, apply to sections 2 and 3. 

NEW SECTION. Section 5. Effective date. This act is 

effective July 1, 1985. 

-End-
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STATE OF MONTANA 
REQUEST NO. FNN 236-85 

F I S C A L N 0 T E 
Form BD-15 

In compliance with a written request received January 25, 19 85 , there is hereby submitted a 
Fiscal Note for Senate Bill 208 pursuant to Title 5, Chapter 4, Part 2 of the Montana Code Annotated (MCA). 
Background information used in developing this Fiscal Note is available from the Office of Budget and Program 
Planning, to members of the Legislature upon request. 

DESCRIPTION OF PROPOSED LEGISLATION: 

Senate Bill 208 is an Act to provide Loan Guaranty Authority to Agricultural Loan Authority; to create an 
Agricultural Loan Guaranty Fund and Amend Section 80-12-103, MCA. 

ASSUMPTIONS: 

1. Assume up to 2% insurance guarantee fee on $20,000,000. 
2. Average 100 - $100,000 loans annually beginning January, 1986. 
3. Interest on investments based on current security rates (average 11% on $15,000,000). 
4. General Fund Loan of $75,000 in FY 86 for startup costs. 
5. Issuance rate on bonds approximately 12%. 
6. Bond sale $10,000,000 annually. 
7. Average 20 year repayment schedule. 
8. Act effective July 1, 1985. 
9. Underwriter fee $200,000 annually. 
10. Mechanics of bond issue and sales operation contracted out. 
11. Use interest to offset costs. 
12. Use origination fee to offset costs. 
13. Bond repayment start in FY 87. 

BUDGET DIRECTOR 
Office of Budget and Program Planning 

J~ ._3/. 11~-Date: 
I 

FN4:S/1 c:; 6~ 0 !' 

• 



Request No. FNN 236-85 
Form BD-15 page 2 

FISCAL IMPACT: 

Revenue to Proprietary Fund 
Origination Fee 
Interest 

Expenditures: 
Operation 
Indirect 
GF Payback 
Bond Repayment 

$ 

AFFECT ON COUNTY OR OTHER LOCAL REVENUE: 
None . 

LONG RANGE EFFECTS: 

$ 

$ 

FY 86 Fy 87 

75,000 $ 180,000 
100!000 11500 1000 
775,000 $1,680,000 

128,415 122,665 
7,500 7,500 
-o- 75,000 
~o- 11 325 1000 

135,915 $1,5:m,l65 

The bill proposes to establish a long term agricultural loan program. The bill will commit state funds to 
cover any deficits in the minimum reserve requirement and mandates the Governor to include funds in the 
Executive Budget to fund any deficit. 

TECHNICAL NOTES: 

None. 

. "' •\ 
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STATEMENT OF INTENT 

SENATE BILL 208 

APPROVED BY COMM. 01 
BUSINESS & INDUSTRY 

Senate Business & Industry Committee 

Section 1. A statement of intent is required for this 

bill because it delegates authority to the agricultural loan 

authority to adopt rules concerning loan guaranties. The 

legislature intends that in adopting rules the authority 

look to existing rules established by the Montana economic 

development board, on which the authority contained in this 

bill is patterned. 

Section 2. It is the intent of the legislature that 

the agricultural loan authority prepare rules to establish 

the loan guaranty program authorized in Senate Bill 206 by 

addressing and providing for the following terms and 

conditions: 

(1) Banks and other financial institutions should be 

required to participate in any guaranty program. It is 

suggested that the normal participation would be a minimum 

of 20% by the bank or other financial institution and 80% 

affected by the state guaranty authorized under Senate Bill 

208. 

{2) A program for guaranteeing existing operating 

loans made by existing banks and other financial 

institutions should be considered, provided all other 

~•n• "•""'"" '"""'" 
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conditions are met, including: (a) an equity in real estate 

or other comparable property is obtained; (b) the guaranty 

does not extend beyond 10 years; and (c) the bank or other 

financial institution agrees to reduce the interest rate to 

at least no higher than the rate on federal obligations for 

comparable maturities. 

(3) Any loan guaranteed under the provisions of Senate 

Bill 208 should be supported by a mortgage on real estate or 

a lien on other comparable property. 

(4) An appraisal by a qualified appraiser should be 

required. The loan or guaranty secured by mortgage on real 

estate or other comparable property should not exceed, when 

taken in conjunction with any prior mortgages or obligations 

on the real estate, 65% of the appraised value of the 

property pledged as security. 

(5} Before any loan can be guaranteed pursuant to 

Senate Bi 11 208, the applicant should provide the 

agricultural loan authority with sufficient information to 

show that he can reasonably expect a positive cash flow from 

the normal operation of the agriculture enterprise. The 

agricultural loan authority may require a surplus cash flow 

by rules properly adopted. 

(6) The agricultural loan authority should not 

guarantee loans that exist for more than 10 years. 

(7) The guaranties provided in Senate Bill 208 should 

-2- SECOND READING 
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1 be targeted primarily for existing farmers and ranchers who 

own agricultural land on which their farming and ranching is 

located and whose total debt from that agricultural 

4 operation equals between 40% and 60% of their total farm and 

ranch assets. 

(8) The department of agriculture and the agricultural 

7 loan authority should retain persons with sufficient 

8 experience in agricultural credit to adequately review all 

9 applications made for guaranty under Senate Bill 208. They 

10 shall take such time in implementing this program as may be 

11 necessary to guarantee that it will operate smoothly and 

12 properly without undue exposure or risk of loss. Experienced 

13 lenders who know and understand the Montana agricultural 

14 situation are absolutely critical to the success of this 

15 program. 

16 (9) The bank or financial institution that originated 

17 the guaranteed loan must initiate the appropriate action to 

18 liquidate the property pledged as security. The costs of 

19 liquidation should be shared pro rata at the same rate as 

20 participation in the guaranty program. 

-3-
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SENATE BILL NO. 208 

INTRODUCED BY TOWE, NEUMAN 

A BILL FOR AN ACT ENTITLED: "AN ACT TO PROVIDE LOAN 

GUARANTY AUTHORITY TO THE AGRICULTURAL LOAN AUTHORITY; 

CREATING AN AGRICULTURAL LOAN GUARANTY FUND; AMENDING 

SECTION 80-12-103, MCA; AND PROVIDING AN IMMEDIATE EFFECTIVE 

DATE." 

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF MONTANA: 

Section 1. Section 80-12-103, MCA, is amended to read: 

"80-12-103. Agricultural loan authority general 

powers. The authority may: 

(l) retain professional consultants and advisers; 

(2) adopt rules governing its procedures; 

(3) purchase agricultural loans made by financial 

institutions; 

{4) issue bonds, in accordance with 80-12-301, 

necessary to provide funds for implementing this chapter; 

(5) invest any funds generated by sale of bonds in the 

permissible investments outlined in 17-6-211 until such time 

as the funds are needed for any of the authority's other 

functions; aftd 

(6} procure insurance or guaranties in amounts and in 

the form the authority considers desirable or necessary, 

~ ... , ...... , ..• ,."""' 
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from any party, including a governmental agency, against any 

loss in connection with its loan agreements; and 

t671ll use the assistance and services of the farmers 

home administration, the production credit association, the 

federal land bank, or private lenders in approving loans for 

issuance of bonds." 

NEW SECTION. Section 2. Loan guaranty program. 

(1) The authority may guarantee and make commitments to 

guarantee payment required by a loan funded under this 

chapter OR ANY OTHER AGRICULTURAL LOAN FOR WHICH A GUARANTY 

HAS BEEN APPROVED BY THE AUTHORITY upon such terms and 

conditions as the authority may prescribe in accordance with 

this chapter. In administering the guaranty program, the 

authority may require the payment of a fee or premium, 

establish application 

notification, contract 

guidelines. 

fees, 

and 

and prescribe 

guaranty forms, 

application, 

rules, and 

(2) Guaranties by the authority under this chapter 

must: 

(a) be made for a loan that the authority finds meets 

the policies and objectives of this chapteri 

{b) be made to an applicant for a guaranty approved by 

the authority: 

(c) contain amortization provisions satisfactory to 

the authority; and 

-2- SB 208 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

ll 

12 

l3 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

SB 0208/02 

(d) be in such principal amount, be in such form, and 

contain such terms and provisions with respect to payment of 

property insurance, repairs, alterations, taxes, 

assessments, delinquency charges, and default remedies as 

the authority determines to be necessary. 

(3) The authority is authorized from time to time to 

enter into guaranties, insurance contracts, or any other 

agreements or contracts with respect to the agricultural 

loan guaranty fund and any guaranteed loan or other credit 

agreement. Such an agreement or contract may contain terms 

and provisions necessary or desirable in connection with the 

guaranty program, subject to the requirements established, 

including without limitation terms and provisions relating 

to loan, documentation, review, approval procedures, 

origination and servicing rights and responsibilities, 

default obligations, procedures and obligations, and 

obligations with respect to guaranty contracts made under 

this chapter. 

(4) Any contract of guaranty 

under the authorization of this chapter 

claims payable thereunder must be 

made by the authority 

must provide that 

paid from amounts 

available in the agricultural loan guaranty fund and from 

amounts available under the terms of any applicable contract 

or agreement with the financial institution that originated 

the guaranteed loan. The obligation of the authority to make 

-3- SB 208 
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payments under such a contract is limited solely to such 

sources and does not constitute a debt or liability of the 

state. A guaranty contract and any rule or guideline of the 

authority implementing the guaranty program may contain such 

other terms, provisions, or conditions as the authority 

considers 

limitation 

necessary or appropriate, 

those relating to the 

including 

payment of 

without 

guaranty 

premiums, the giving of notice, claim procedure, the sources 

of payment for claims, the priority of competing claims for 

payment, the release or termination of loan security and 

borrower liability, the timing of payment, the maintenance 

and disposition of projects and the use of amounts received 

during periods of loan delinquency or upon default, and any 

other provision concerning the rights of insured parties or 

conditions to the payment of guaranty claims. Any premiums 

for the guarantee of loan payments under the provisions of 

this chapter may be determined on such basis and be payable 

by such person in such amounts and at such times as the 

authority determines, and the amount of the premium need not 

be uniform among the various loans, leases, or other credit 

agreements guaranteed. 

NEW SECTION. Section 3. Agricultural loan guaranty 

fund. (1) The authority shall create an agricultural loan 

guaranty fund. The fund must be held by a trustee or other 

fiduciary designated by the authority. There must be 

-4- SB 208 
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deposited into the fund amounts, insurance fees, premiums, 

and such other revenues and assets as the authority 

considers necessary to comply with any contract or agreement 

entered into by the authority under this chapter. The 

authcrity may borrow from and deposit in the agricultural 

loan guaranty fund up to $20,000,000 from any available 

state fund, including funds of the Montana board of housing. 

(2) The amounts in the fund must be used to satisfy 

any claim resulting from a defaulted loan or other credit 

agreement. The amounts in the fund may also be used for any 

other purpose prescribed by the authority in accordance with 

guaranty contracts with financial institutions entered into 

pursuant to this chapter, including without limitation the 

protection of the interest of the authority in loans during 

periods of delinquency or upon default. 

(3) The minimum reserve requirement for the 

agricultural loan guaranty fund must be such amount as may 

be provided in an agreement, resolution, or indenture with 

the holders of bonds issued under this chapter, but not in 

excess of the aggregate annual payments due under the loans 

or other credit agreements guaranteed by the authority. No 

loan or other credit agreement may be guaranteed by the 

author~ty if the amount of money available in the 

agric~ltural loan guaranty fund would be less than the 

25 mini~mum reserve requirement. 

-5- SB 208 

2 

3 

5 

6 

7 

8 

9 

10 

11 

12 

13 

l4 

15 

16 

17 

l8 

19 

20 

21 

SB 0208/02 

(4) In order to assure the maintenance of the 

agricultural loan guaranty fund, the authority shall, on or 

before September 1 in each year preceding the convening of 

the legislature, deliver to the governor a certificate 

stating the sum, if 

agricultural loan guaranty 

any, 

fund 

required 

to the 

to restore the 

minimum reserve 

requirement. The governor shall include in the executive 

budget submitted to the legislature the sum required to 

restore the agricultural loan guaranty fund to the minimum 

reserve requirement. 

{5) All amounts remitted to the authority under this 

section constitute loans to the authority and must be repaid 

to the state treasury without interest from available 

operating revenues of the authority in excess of amounts 

required for the guarantee of loans. 

NEW SECTION. Section 4. Codification instruction. 

Sections 2 and 3 are intended to be codified as an integral 

part of Title 80, chapter 12, and the provisions of Title 

80, chapter 12, apply to sections 2 and 3. 

NEW SECTION. Section S. Effective date. This act is 

effective d~ty-t,-t98S ON PASSAGE AND APPROVAL. 

-End-
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STATEMENT OF INTENT 

SENATE BILL 208 

Senate Business & Industry Committee 

Section l. A statement of intent is required for this 

bill because it delegates authority to the agricultural loan 

authority to adopt rules concerning loan guaranties. The 

legislature intends that in adopting rules the authority 

look to existing rules established by the Montana economic 

development board, on which the authority contained in this 

bill is patterned. 

Section 2. It is the intent of the legislature that 

the agricultural loan authority prepare rules to establish 

the loan guaranty program authorized in Senate Bill 208 by 

addressing and providing for the following terms and 

conditions: 

(1) Banks and other financial institutions should be 

required to participate in any guaranty program. It is 

suggested that the normal participation would be a minimum 

of 20\ by the bank or other financial institution and 80\ 

affected by the state guaranty authorized under Senate Bill 

208. 

(2) A program for guaranteeing existing operating 

loans made by exist in~ banks and other financial 

institutions should be considered, provided all other 

~ ... --·· co.ncil 
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conditions are met, including: (a) an equity in real estate 

or other comparable property is obtained; (b) the guaranty 

does not extend beyond 10 years; and (c) the bank or other 

financial institution agrees to reduce the interest rate to 

at least no higher than the rate on federal obligations for 

comparable maturities. 

(3) Any loan guaranteed under the provisions of Senate 

Bill 208 should be supported by a mortgage on real estate or 

a lien on other comparable property. 

(4) An appraisal by a qualified appraiser should be 

required. The loan or guaranty secured by mortgage on real 

estate or other comparable property should not exceed, when 

taken in conjunction with any prior mortgages or obligations 

on the real estate, 65% of the appraised value of the 

property pledged as security. 

(5) Before any loan can be guaranteed pursuant to 

Senate Bill 208, the applicant should provide the 

agricultural loan authority with sufficient information to 

show that he can reasonably expect a positive cash flow from 

the normal operation of the agriculture enterprise. The 

agricultural loan authority may require a surplus cash flow 

by rules properly adopted. 

(6) The agricultural loan authority should not 

guarantee loans that exist for more th.an 10. years. 

(7) The guaranties provided in Senate Bill 208 should 
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1 be targ•ted pr~marily for existing farmers and ranchers who 

2 own agricultural land on which their farming and ranching is 

3 located and whose total debt from that agricultural 

4 operation equals between 40i and 60\ of their total farm and 

5 ranch. assets. 

6 

7 

(8) The department of agriculture and the agricultural 

loan authority should retain persons with sufficient 

B experience in agricultural credit to adequately review all 

9 applications made for guaranty under senate Bill 208. They 

10 shall take such time in implementing this program as may be 

11 necessary to guarantee that it will operate smonthly and 

12 properly without undue exposure or risk of loss. Experienced 

13 lenders who know and understand the Montana agricultural 

14 situation are absolutely critical to the success of this 

15 program. 

16 (9) The hank or financial institution that originated 

17 the guaranteed loan must initiate the appropriate action to 

18 liquidate the property pledged as security. The costs of 

19 liquidation should be shared pro <ata at the same rate as 

20 participation in the guaranty program. 
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SENATE BILL NO. 208 

INTRODUCED 8¥ TOHE, NEUMAN 

A BILL FOR AN ACT ENTITLED: "AN ACT TO PROVIDE LOAN 

GUARANT¥ AUTBORIT¥ TO THE AGRICULTURAL LOAN AUTHORIT¥; 

CREATING AN AGRICULTURAL LOAN GUARANT¥ FUND; AMENDING 

SECTION 80-12-103, MCA; AND PROVIDING AN IMMEDIATE EFFECTIVE 

DATE.u 

BE IT ENACTED 8¥ THE LEGISLATURE OF THE STATE OF MONTANA: 

Section 1. Section 80-12-103, MCA, is amended to read: 

"80-12-103, Agricultural loan authority general 

powers. The authority may: 

(1) retain professional consultants and advisers; 

(2) adopt rules governing its procedures; 

(3) purchase agricultural loans made by financial 

institutions; 

(4) issue bonds, in accordance with 80-12-301, 

necessary to provide funds for implementing this chapter; 

(5) invest any funds generated by sale of bonds in the 

permissible investments outlined in 17-6-211 until such time 

as the funds are needed for any of the authority's other 

functions; aftd 

(6) procure insurance or guaranties in amounts and in 

the form the authority considers desirable or necessary, 
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from any party, including a governmental agencv~ against any 

loss in connection with its loan agreements; and 

t6till use the assistance and services of the farmers 

home administration, the production credit association, the 

federal land bank, or private lenders in approving loans for 

issuance of bonds.• 

NEH SECTION, Section 2. Loan guaranty program. 

(1) The authority may guarantee and make commitments to 

guarantee payment required by a loan funded under this 

chapter OR ANY OTHER AGRICULTURAL LOAN FOR WHICH A GUARANT¥ 

HAS BEEN APPROVED 8¥ THE AUTHORIT¥ upon such terms and 

conditions as the authority may prescribe in accordance with 

this chapter. In administering the guaranty program, the 

authority may require the payment of a fee or premium, 

establish application fees, and prescribe application, 

notification, 

guidelines. 

contract and quaranty forms, rules, and 

(2) Guaranties by the authority under this chapter 

must: 

(a) be made for a loan that the authority finds meets 

the policies and objectives of this chapter; 

(b) be made to an applicant for a guaranty approved by 

the authority; 

(c) contain amortization provisions satisfactory to 

the authority: and 
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(d) be in such principal aaount, be in such fora, and 

contain such teras and provisions with re~pect to payaent of 

prQperty insurance, repairs., alter•tions, taxea,. 

aaaesBIIents, delinquency charges, and default rearedies as 

the authority determines to be necessary. 

131 The authority is authodzed from time to tillle to 

enter into guaranties, insuran-ce cont·racta, or any other 

agreements or contracts with respect to the agricultural 

loan guaranty fund and any guaranteed loan or other credit 

agreement. Such an agreeaent or contract may contain terms 

and provisions necessary or desirabLe in connection with the 

guaranty program, subject to the requirements established, 

includ~ng without limitation terms and provisions relating 

to loan documentation, review, approval procedures, 

origination and servicing rights and responsibilities, 

default obligations, procedures and obligations, and 

obligations with respect to guaranty contracts aacle under 

this chapter .• 

( 4) Any contract of guaranty aade by the authority 

under the authorization of this chapter must provide that 

claias payable thereunder 11u11.t be paid f"Com amounts 

.available J.n the .agricult~>ral loan guaranty fund alld fr<1111 

aaouata ..,.ilable under the terll8 .of any applicable contract 

or avraement with the finanCial imotitvtion tturt origi-ted 

the guaranteed loan. The obligation of the authority to -lte 
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paaseuts under &uoh a cmntract is limited sole~y to such 

source11 and does not conat.itu te a debt or li.abi.U.ty of the 

state. 'A guaranty contract and any rule or gui~tae of the 

authority i~nting the q.,..ranty progr811 ~~~ay CGDt.llin aueh 

other terms, provis,J.ons, or conclll:tions as the alttbority 

conside-rs necessary or appropriate_, including without 

limitation tbose relating to tbe payt~~e~tt of vuara»ty 

preai.uas., the giving of notice, ·claim p«oce4ure, tbe sources 

of .payaent for cl.aims, tbe pr ioril:y of COOQJetillq cla·ims for 

payment., tbe release or tera:i:Mtion o·f loan security ..xi 

harrower liability, the tiaing of peyaeot, the ll&i:J>tlonalfCe 

and disposition of projects and the use c>f -....ts receive4 

during periods of loan delinquency or upon ~lt. ·AM any. 

other provision concerning the rights of insured parties or 

conditions to the payaent of guaT...t:y claias. -Airy preBi­

for the IJWlrantee of loan payments umter tbe pr""iaioas of 

this chapter aay be determiDed on ...,ch basis alld be .. poqtable 

by such person in such BlOUnts and at 11uch tiraes - the 

authority tiletermiaes., ami the -.mt of the pr-eaiua need not 

be uni:foaa among the -.:ious l-118., 1-s, or ~ credit 

agreeaeuts par..,:teed. 

- SM:TIQII. Sec't.ion J. •iedta~:al loaa 98&raaty 

fUIIIl. {l) 1lbe .authority "8hal.1 _, • ~dc:al.tu.ral loan 

gaarllllit:p :faad. Tbe f1md - Joe tlel:4 bF a t~ ·or -..r 

Liduciaey de&i'fD8ted bF the autbority. Tltare - be 
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deposited into the fund amounts, insurance fees, premiums, 

and such other revenues and assets as the authority 

considers necessary to comply with any contract or agreement 

entered into by the authority under this chapter. The 

authority may borrow from and deposit in the agricultural 

loan guaranty fund up to $20,000,000 from any available 

state fund, including funds of the Montana board of housing. 

(2) The amounts in the fund must be used to satisfy 

any claim resulting from a defaulted loan or other credit 

agreement. The amounts in the fund may also be used for any 

other purpose prescribed by the authority in accordance with 

guaranty contracts with financial institutions ~ntered into 

pursuant to this chapter, including without limitation the 

protection of the interest of th.e authority in loans during 

periods of delinquency or upon default. 

(3) The minimum reserve requirement for the 

agricultural loan guaranty fund must be such amount as may 

be provided in an agreement, resolution, or indenture with 

the holders of bonds issued under this chapter, but not in 

excess of the aggregate annual payments due under the loans 

or other credit agreements guaranteed by the authority. No 

loan or other credit agreement may be guaranteed by the 

authority if the amount of money ava-ilable in the 

agri·cultural loan guaranty fund would be less than the 

25 miniumum reserve r_equirement. 
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(4) In order to assure the maintenance of the 

agricultural loan guaranty fund, the authority shall, on or 

before September 1 in each year preceding the convening of 

the legislature, deliver to the governor a certificate 

stating the sum, if any, required to restore the 

agricultural loan guaranty fund to the minimum reserve 

requirement. The governor shall include in the executive 

budget submitted to the legislature the sum required to 

restore the agricultural loan guaranty fund to the minimum 

reserve requirement. NOTHING CONTAINED HEREIN SHALL 

OBLIGATE THE LEGISLATURE TO MAKE AN APPROPRIATION FOR THIS 

PURPOSE. 

(5) All amounts remitted to the authority under this 

section constitute loans to the authority and must be repaid 

to the state treasury without interest from available 

in excess of amounts operating ~evenues of the authority 

required for the guarantee of loans. 

NEW SECTION. Section 4. Codification instruction. 

Sections 2 and 3 are intended to be codified as an integral 

part of Title 80, chapter 12, and the provisions of Title 

ao, chapter 12, apply to sections 2 and 3. 

NEW SECTION. Section 5. Effective date. This act is 

effective aaiy-%;-%985 ON PASSAGE AND APPROVAL. 

-End-
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STATEMENT OF INTENT 

SENATE BILL 208 

Senate Business & Industry Committee 

Section 1. A statement of intent is required for this 

bill because it delegates authority to the agricultural loan 

authority to adopt rules concerning loan guaranties. The 

legislature intends that in adopting rules the authority 

look to existing rules established by the Montana economic 

development board, on which the authority contained in this 

bill is patterned. 

Section 2. It is the intent of the legislature that 

the agricultural loan authority prepare rules to establish 

the loan guaranty program authorized in Senate Bill 208 by 

addressing and providing for the following terms and 

conditions: 

11) Banks and other financial institutions should be 

required to participate in any guaranty program. It is 

suggested that the normal participation would be a minimum 

of 20\ by the bank or other financial institution and 80\ 

affected by the state guaranty authorized under Senate Bill 

208. 

12) A program for guaranteeing existing operating 

loans made by existing banks and ather financial 

institutions should be considered, provided all other 
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SB 0208/si 

conditions are met, includinq: (a) an equity in real est&te 

or other comparable property is obtained; (b) the guaranty 

does not extend beyond 10 years; and (c) the bank or other 

financial institution agrees to reduce the interest rate to 

at least no higher than the rate on federal obligations for 

comparable maturitiesa 

(3) Any loan guaranteed under the provisions of Senate 

Bill 208 should be supported by a mortgage on real estate or 

a lien on other comparable property. 

(4} An appraisal by a qualified appraiser should be 

required. The loan or guaranty secured by mortgage an real 

estate or other comparable property should not exceed, when 

taken in conjunction with any prior mortgages or obligations 

on the real estate, 65' of the appraised value of the 

property pledged as security. 

(5) Before any loan can be guaranteed pursuant to 

Senate Bill 208, the applicant should provide the 

agricultural loan authority with sufficient information to 

show that he can reasonably expect a positive cash flow from 

the normal operation of the agriculture enterprise. The 

agricultural loan authority may require a surplus cash flow 

by rules properly adopted. 

( 6) The agricultural loan authority should not 

guarantee loans that exist for more than 10 years. 

(7) The guaranties provided in Senate Bill 208 should 

-2- REFERENCE BILL 
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1 be targeted primarily for existing farmers and ranchers who 

2 own agricultural land on which their farming and ranching is 

3 located and whose total debt from that agricultural 

4 operation equals between 40% and 60% of their total farm and 

5 ranch assets. 

6 (8) The department of agriculture and the agricultural 

7 loan authority should retain persons with sufficient 

8 experience in agricultural credit to adequately review all 

9 applications made for guaranty under Senate Bill 208. They 

10 shall take such time in implementing this program as may be 

11 necessary to guarantee that it will operate smoothly and 

12 properly without undue exposure or risk of loss. Experienced 

13 lenders who know and understand the Montana agricultural 

14 situation are absolutely critical to the success of this 

15 program. 

16 (9) The bank or financial institution that originated 

17 the guaranteed loan must initiate the appropriate action to 

18 liquidate the property pledged as security. The costs of 

19 liquidation should be shared pro rata at the same rate as 

20 participation in the guaranty program. 

-3-
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SENATE BILL NO. 208 

INTRODUCED BY TOWE, NEUMAN 

A BILL FOR AN ACT ENTITLED: "'AN ACT TO PROVIDE LOAN 

GUARANTY AUTHORITY TO THE AGRICULTURAL LOAN AUTHORITY; 

CREATING AN AGRICULTURAL LOAN GUARANTY FUND; AMENDI!lG 

SECTION 80-12-103, MCA; AND PROVIDING AN IMMEDIATE EFFECTIVE 

DATE. II 

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF MONTANA: 

Section la Section 80-12-103, MCA, is amended to read: 

"80-12-103. Agricultural loan authority 

powers. The authority may: 

general 

(l) retain professional consultants and advisers; 

( 2) 

(3) 

adopt rules governing its procedures; 

purchase agricultural loans made by financial 

institutions; 

(4) issue bonds, in accordance with 80-12-301, 

necessary to provide funds for implementing this chapter; 

(5) invest any funds generated by sale of bonds in the 

permissible investments outlined in 17-6-211 until such time 

as the funds are needed for any of the authority's other 

functions; and 

(6) procure insurance or guaranties -in amounts and in 

the form the authority considers desirable or necessary, 
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from any party, including a governmental agency, against any 

loss in connection with its loan agreements; and 

t6t111 use the assistance and services of the farmers 

home administration, the production credit association, the 

federal land bank, or private lenders in approving loans for 

issuance of bonds." 

NEW SECTION. Section 2. Loan guaranty program. 

(1) The authority may guarantee and make commitments to 

guarantee payment required by a loan funded under this 

chapter OR ANY OTHER AGRICULTURAL LOAN FOR WHICH A GUARANTY 

BAS BEEN APPROVED BY THE AUTHORITY upon such terms and 

conditions as the authority may prescribe in accordance with 

this chapter. In administering the guaranty program, the 

authority may require the payment of a fee or premium, 

establish application 

notification, 

guidelines. 

contract 

fees, 

and 

and prescribe application, 

guaranty forms, rules, and 

(2) Guaranties by the authority under this chapter 

must: 

(a) be made for a loan that the authority finds meets 

the policies and objectives of this chapter; 

(b) be made to an applicant for a guaranty ~pproved by 

the authority; 

(C) contain amortization provisions satisfactory to 

the authority; and 

-2- SB 208 
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(d) be in such principal amount, be in such form, and 

contain such teems and provisions with respect to payment of 

property insurance, repairs, alterations, taxes, 

assessments, delinquency charges, and default remedies as 

the authority determines to be necessary. 

(3) The authority is authorized from time to time to 

enter into guaranties, insurance contracts, or any other 

agreements or contracts with respect to the agricultural 

loan guaranty fund and any guaranteed loan or other credit 

agreement. Such an agreement or contract may contain terms 

and provisions necessary or desirable in connection with the 

guaranty program, subject to the requirements established, 

including without limitation terms and provisions relating 

to loan documentation, review, 

origination and servicing rights 

default obligations, procedures 

obligations with respect to guaranty 

this chapter. 

(4) Any contract of guaranty 

approval procedures, 

and responsibilities, 

and obligations, and 

contracts made under 

made by the authority 

under the authorization of this chapter must provide that 

claims payable thereunder must be paid from amounts 

available in the agricultural loan guaranty fund and from 

amounts available under the terms of any applicable contract 

or agreement with the financial institution that originated 

the guaranteed loan. The obligation of the authority to make 
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payments under such a contract is limited solely to such 

sources and does not constitute a debt or liability of the 

state. A guaranty contract and any rule or guideline of the 

authority implementing the guaranty program may contain such 

other terms, provisions, or conditions as the authority 

considers necessary or appropriate, including without 

limitation those relating to the payment of guaranty 

premiums, the giving of notice, claim procedure, the sources 

of payment for claims, the priority of competing claims for 

payment, the release or termination of loan security and 

borrower liability, the timing of payment, the maintenance 

and disposition of projects and the use of amounts received 

during periods of loan delinquency or upon default, and any 

other provision concerning the rights of insured parties or 

conditions to the payment of guaranty claims. Any premiums 

for the guarantee of loan payments under the provisions of 

this chapter may be determined on such basis and be payable 

by such person in such amounts and at such times as the 

authority determines, and the amount of the premium need not 

be uniform among the various loans, leases, or other credit 

agreements guaranteed. 

NEW SECTION. Section 3. Agricultural loan guaranty 

fund. (1) The authority shall create an agricultural loan 

guar_anty fund. The fund must be held by a trustee or other 

fiduciary designated by the authority. There must be 
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deposited into the fund amounts, insurance fees, premiums, 

and such other revenues and assets as the authority 

considers necessary to comply with any contract or agreement 

entered into by the authority under this chapter. The 

authority may borrow from and deposit in the agricultural 

loan guaranty fund up to $20,000,000 from any available 

state fund, including funds of the Montana board of housing. 

(2) The amounts in the fund must be used to satisfy 

any claim resulting from a defaulted loan or other credit 

agreement. The amounts in the fund may also be used for any 

other purpose prescribed by the authority in accordance with 

guaranty contracts with financial institutions entered into 

pursuant to this chapter, including without limitation the 

protection of the interest of the authority in loans during 

periods of delinquency or upon default. 

(3) The minimum reserve requirement for the 

agricultural loan guaranty fund must be such amount as may 

be provided in an agreement, resolution, or indenture with 

the holders of bonds issued under this chapter, but not in 

excess of the aggregate annual payments due under the loans 

or other credit agreements guaranteed by the authority. No 

loan or ather credit agreement may be guaranteed by the 

authority if the amount of money available in the 

agricultural loan guaranty fund would be less than the 

25 miniumum reserve requirement. 
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(4) In order to assure the maintenance of the 

agricultural loan guaranty fund, the authority shall, on or 

before September 1 in each year preceding the convening of 

the legislature, deliver to the governor a certificate 

stating the sum, if any, required to restore the 

agricultural loan guaranty fund to the minimum reserve 

requirement. The governor shall include in the executive 

budget submitted to the legislature the sum required to 

restore the agricultural loan guaranty fund to the minimum 

reserve requirement. NOTHING CONTAINED HEREIN SHALL 

OBLIGATE THE LEGISLATURE TO MAKE AN APPROPRIATION FOR THIS 

PURPOSE. 

(5) All amounts remitted to the authority under this 

section constitute loans to the authority and must be repaid 

to the state treasury without interest from available 

operating revenues of the authority in excess of amounts 

required for the guarantee of loans. 

NEW SECTION. Section 4. Codification instruction. 

Sections 2 and 3 are intended to be codified as an integral 

part of Title 80, chapter 12, and the provisions of Title 

80, chapter 12, apply to sections 2 and 3. 

NEW SECTION. Section 5. Effective date. This act is 

effective aaiy-i,-1985 ON PASSAGE AND APPROVAL. 

-End-
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