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W e are entering a period of in- 
creasing uncertainty for agri- 
cultural lending. Itis difficult to 

make this point in the current climate. 
Net interest income from agricultural 
lending activity at most financial insti- 
tutions remains strong, although not 
quite as strong as it was a year ago. 

Farmland values are still rising in many 
parts of the country. Not as fast as we 
saw in 1996 perhaps, but farmland 
markets remain strong relative to just 
a few years ago. The competition for 
borrowers remains strong as well, 
resulting in some loans being made 
that would have been rejected just a 
few years ago. 

Aninstitution's written loan policy 
outlines the procedures to be followed 
in making new loans. This policy sets 
forth its objectives in terms of profit- 
ability and risk, including the under- 

writing standards against which loan 
applications are to be assessed. The 
loan policy outlines the organizational 
structure for supervising lending ac- 
tivity, including the lending authority 
of individual credit officers, the ap- 
proval process for particular types of 
loans of various sizes, and a loan 
pricing policy that accounts for risk 
exposure. 

Risk to a financial institution mani- 
fests itself in a variety of ways, includ- 
ing interest rate risk, liquidity risk, 
investment risk, operating expense 
risk, collateral risk and credit risk, to 
name a few. This is nothing new. The 
management of financial institutions 
is, after all, the management of these 
different types of risk for a profit. 
Loan pricing for risk is ameans to this 
end. Basically, the lender requires a 
higher rate of return for taking on a 
greater exposure to risk as measured 
by the institution's loan pricing sheet. 
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