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Par. 1
Part 1 Introduction and Purpose

1 Purposeand Sourcesof Authority

A
Handbook
Purpose

B
Sour ces of
Authority

4-7-04

This handbook is designed to assist FSA in understanding:

* regulations governing special loan programs implemented under DAFLP
* roles and responsihilities for processing loans under these programs.

The loan programs addressed in this handbook include the:

e |ITLAP

e SALP

* Emergency Loan for Seed Producers Program

« HBL Program

» Beginning Farmer and Rancher Land Contract Guarantee Pilot Program
o*--Minor Program loans.

The sources of authority for this handbook include:

o 7 CFR Part 770 for Indian Tribal Land Acquisition Loans

7 CFR Part 772 for servicing Minor Programs--*

o 7CFRPart 773 for SALP

o 7 CFR Part 774 for Emergency Loansto Seed Producers Program

* NOFA for HBL Program and the Beginning Farmer and Rancher Land
Contract Guarantee Pilot Program

* other Agency regulations that may be referenced throughout this handbook

* various laws and statutes.

Continued on the next page
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Par. 1
Part 1 Introduction and Purpose

1 Purpose and Sources of Authority (Continued)

C
Regulation
References

11-5-03

Text in this handbook that is published in CFR is printed in bold text. The CFR
citation is also printed in bold text. The references and text:

* areintended to highlight the requirement spelled out in CFR
* may be used to support FSA decisions in adverse decisions.

Note: NOFA isnot incorporated into CFR. Therefore, the bold text in:
* Part 7 isfrom NOFA published in the Federal Register on July 5, 2002

o*--Part 8 isfrom NOFA published in the Federal Register on
September 4, 2003.--*

6-FLP Amend. 7 Page 1-2



Par. 2
2 Reélated References

A
FmHA and RD Following are FmHA and RD Instructions about loan making and loan servicing.
Instructions

Series Title

440.1 | Interest Rates, Amortization, Guarantee Fee, Annual Charge, and
Fixed Period

1927-B | Real Estate Title Clearance and Loan Closing

1940-G | Environmental Programs
1941-B | Closing Loans Secured by Chattels

1951-A | Account Servicing Policies

1951-J | Management and Collection of Nonprogram (NP) Loans

1962-A | Servicing and Liquidation of Chattel Security

gelated FSA The following FSA handbooks address issues impacting the special loan programs
Handbooks covered by this handbook.

IF the area of concern isabout... THEN see...

canceling loan checks and processing payments 3-FI.

confidentiality 2-INFO.

appraisals or ECOA 1-FLP.

forms that cannot be accepted by FAX 1-CM.

maintenance of general and administrative files 25-AS.

Privacy Act 3-INFO.

reviews and appeals 1-APP.

Continued on the next page
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Par. 2
2 Related References (Continued)

C

Websites The FSA website at http://www.fsa.usda.gov contains basic program information
and program updates for Agency programs, including those covered by this
handbook.
The FSA Intranet website at http://intranet.fsa.usda.gov provides electronic
access to some FSA handbooks.
The FSA, NRCS, and Rural Development common Internet website at
http://www.sc.egov.usda.gov contains downloadable Agency forms.

D

State Exhibit 4|lists State supplements required by this handbook.

Supplements

SED’s snall:

* issue required supplements, and any additional supplements, according to
1-AS, paragraph 216

* obtain approval of State supplements according to 1-AS, paragraph 220.

3-10 (Reserved)
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11

12

3-9-05

Par. 11
Part 2  Indian Tribal Land Acquisition Program

Section 1 Program Overview

Objective

A Scope

[7 CFR 770.1] Thispart containsthe Agency’spoliciesand proceduresfor making and
servicing loansto assist a Native American Tribe or tribal corporation with the
acquisition of land interests within tribal reservation or Alaskan community.

Program Objective

ITLAP:

e extends credit to Indian tribes or tribal corporations that do not qualify for standard
commercial loans

¢ benefits Native American tribes by providing credit to acquire land interests within the
Federally recognized tribal reservation or Alaskan community.

Eligibility Requirements
A Eligibility

*--Applicants must meet the requirements addressed in subparagraphs B through | to be--*

eligible for an ITLAP loan.
Submitting FSA-2620
[7 CFR 770.3 (a)] Submit a completed Agency application form;

The application will be submitted on FSA-2620 and will be signed by the tribe's or tribal
corporation’ s authorized representative.

Purchase Agreement
[7 CFR 770.3 (b)] Except for refinancing activities authorized in 770.4 ()

subparagraph 21 A), obtain an option or other acceptable purchase agreement for land
to be purchased with loan funds;

Such an agreement shall be included with the application for loan funds.

6-FLP Amend. 9 Page 2-1



Par. 12

*--12 Eligibility Requirements (Continued)

D Adequate Tribal Funds Not Available

[7 CFR 770.3 (c)] BeaNative American tribeor tribal corporation of a Native
American tribe without adequate uncommitted funds based on Generally Accepted
Accounting Principals, or another financial accounting method acceptableto the
Secretary of Interior to acquirelandsor intereststherein within the Native American
tribe’ sreservation for the use of the Native American tribe or tribal corporation or the
members of either;

The applicant must provide the Agency with the following:

e afinancial statement that meets generally accepted accounting principles standards
e acash flow statement that documents that all funds from all sources are committed
e thepast 3 yearsof financial statements and cash flows budget.

Inability to Obtain Other Credit

[7 CFR 770.3 (d)] Beunableto obtain sufficient credit elsewhere at reasonable rates
and termsfor the purposes established in 770.4;

The applicant must provide letters from at least 3 lenders, 1 of which will be BIA, that
outlines the following:

e amount and terms requested by the tribe or tribal corporation
e reason for denying the request.

Note: Reasonable rates and terms are those normally offered in the lending area for similar
pUrposes.

F Ability to Repay Loan

4-16-01

[7 CFR 770.3 ()] Demonstrate reasonable prospects of successin the proposed
operation of the land to be purchased with funds provided under thispart by
providing;

(1) afeasbility plan for the use of the Native American tribe’'sland and other
enterprises and funds from any other source from which payment will be made;

(2) a satisfactory management and repayment plan; and

(3) asatisfactory record for paying obligations.--*

6-FLP Amend. 3 Page 2-2



Par. 12

12 Eligibility Requirements (Continued)

G Dedlinquency on Federal Debt

x|

[7 CFR 770.3 (f)] Unlesswaived by the FSA Administrator, not have any outstanding
debt with any Federal Agency (other than debt under the Internal Revenue Code of
1986) which isin a delinquent status.

Outstanding Recorded Judgements

[7 CFR 770.3 (g)] Not be subject to ajudgement lien against thetribe’ s property
arising out of a debt to the United States.

Write-down

[7 CFR 770.3(h)] Have not received a write-down as provided in 770.10(e)
(paragraph 41) within the preceding 5 years.--*

13 Application Processing

A Agency Official Responsibilities

3-9-05

Agency official must review the application for completeness and ensure that the applicant
meets all eligibility requirements. Specific responsibilities are addressed in subparagraphs B
through H.

Reviewing FSA-2620

Agency official shall review FSA-2620 for completeness. All information necessary for the
type of application, such as loan making and loan servicing, must be provided to consider the
application complete. FSA-2621, FSA-2622, and FSA-2623 do not have to be provided to
consider an application for aloan complete but must be provided before any loan closing.

An option or purchase according to[subparagraph 12 C must be included with the application
to consider it complete.

Verifying Tribal Statusand Unavailability of Funds
Agency official must:

e contact the local BIA office to verify the Federal status of an applicant and document the
contact in the case file running record

Example: Isthe applicant on the list of Federally recognized tribes.

e review financial, budgetary, and cash flow information and document that the tribe has
demonstrated that al income is being used for purposes other than real estate purchases.

Example: All funds generated by the tribe are used to meet the social and debt
repayment needs of tribe or tribal corporation and not to the purchase of lands.

6-FLP Amend. 9 Page 2-3



Par. 13
*--13 Application Processing (Continued)

D Reviewing Credit Denials
Agency official must review the credit denials provided to ensure that:
e 1of the3 deniasisfromBIA, and 2 are from commercial lenders

e thedenid letters adequately document the amount, terms requested, and reason for
denial.

E Determining Prospects of Success

Agency official shall:

e ensure that loan application documentation contains a pro forma financial statement and
cash flow budget for the current period that demonstrates that the proposed loan or loans
can be repaid and that the most recent 3 years of audited financial statements and cash
flows have been provided

e review and ensure that the application file:

e isadequately documented with the tribe’s record of payment on all payment
obligations

¢ includes a management plan of the tribal operations about the land to be purchased.
Note: The management plan should include all income producing activities to be
derived off of the land to be purchased and the ability of the land to provide
enough revenue to make the proposed loan payments.
F Outstanding Judgements
Agency officials shall ensure that loan applicants provide evidence that all Federal judgments
have been released or paid in full. Loanswill not be approved for applicants with unresolved

Federal judgements. Loan funds shall not be used to pay Federal judgments. Direct
questions about outstanding judgements to the Regional Attorney.--*
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Par. 13

*--13 Application Processing (Continued)

G
Subsequent
L oans

H
Delinquent
Federal Debt

14-20 (Reserved)

4-16-01

A subsequent loan may be made to a borrower for the same purposes and under
the same conditions as the initial loan made to the borrower under this part. In
addition to the requirement of subparagraphs B through F, the Agency official
must ensure the following:

» that the tribe has demonstrated it has complied with past requests for financia
information

+ that the existing loans are current.

Agency officials shall use the automated CAIVRS in determining whether the
applicant is delinquent on any Federal debt.--*

6-FLP Amend. 3 Page 2-5
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Par. 21

Section 2 L oan Purposes, Terms, and Security Requirements

21 Loan Purposesand Limitations

A

L oan Purposes

3-28-02

[7 CFR 770.4] Loan fundsmay only be used to:

(8 Acquireland and intereststherein (including fractional interests,
rights-of-way, water rights, easements, and other appurtenances
(excluding improvements) that would normally passwith theland or are
necessary for the proposed operation of the land) located within the
Native American tribe sreservation which will be used for the benefit of
thetribeor its members.

(b) Pay costsincidental to land acquisition, including but not limited to, title
clearance, legal services, land surveys, and loan closing.

(o) Refinance non-United States Department of Agriculture preexisting
debtsthe applicant incurred to purchase theland provided the following
conditions exist:

(1) Prior tothe acquisition of such land, the applicant filed a loan
application regarding the purchase of such land and received the
Agency’sapproval for theland purchase;

(2) Theapplicant could not acquire an option on such land;

(3) Thedebt for such land isa short term debt with a balloon payment that
cannot be paid by the applicant and that cannot be extended or modified
to enable the applicant to satisfy the obligation; and

(4) The purchase of such land is consistent with all other applicable
requirements of this part.

[7 CFR 770.4 (d)] Pay for the costs of any appraisal conducted pursuant to
thispart.

*--Appraisals must be completed according to 1-FLP, Part 6.--*

Note: Although these costs may be included in aloan, the cost of the
appraisal and land may not exceed the present market value of the

property.

Continued on the next page
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Par. 21

*--21 L oan Purposes and Limitations (Continued)

B
Loan Limitations

[7 CFR 770.5 (a)] Loan funds may not be used for any land improvement or
development purposes, acquisition or repair of buildingsor personal
property, payment of operating costs, payment of finder’sfees, or smilar
costs, or for any purpose that will contribute to excessive erosion of highly
erodibleland or to the conversion of wetlandsto produce an agriculture
commodity asfurther established in exhibit M of subpart G of part 1940 of
thistitle.

[7 CFR 770.5 (b)] The amount of loan funds used to acquire land may not
exceed the market value of the land (excluding the value of any
improvements) as determined by a current appraisal.

[7 CFR 770.5 (c)] Loan fundsfor aland purchase must be disbursed over a
period not to exceed 24 months from the date of loan approval.

Note: The 24-month period begins from the date of the loan or loans
approval. Sixty days before the end of the 24-month period, a letter
shall be mailed to the tribal office responsible for land purchases
providing notification that if the funds are not used before the end of
this period, the remaining obligation will be canceled.

22 Interest Ratesand Terms

A
Terms

B
Interest Rate

4-16-01

[7 CFR 770.6(a)] Each loan will be scheduled for repayment over a period
not to exceed 40 years from the date of the note.

[7 CFR 770.6(b)] Theinterest rate charged by the Agency will be the lower
of theinterest ratein effect at the time of the loan approval or loan closing,
which isthe current rate available in any FSA office. Except as provided in
section 770.10(b)[(paragraph 39), the interest rate will be fixed for thelife of
the loan.

The interest rate is published in RD Instruction 440.1, Exhibit B.--*
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Par. 23

*1-23 Security Requirements

A
Applicant
Responsibilities

B
M ortgage/ Deed
of Trust

4-16-01

[7 CFR 770.7 (a)] Theapplicant will take appropriate action to obtain and
provide security for the loan. However small the parcel purchased, the tribe or
tribal corporation will provide the legal description of the parcel purchased for
future loan servicing requests or actions.

Note: A legal description of the parcel purchased shall be included in the case file
position relating to real estate

Example: A rea estate mortgage and or assignment of income.

[7 CFR 770.7 (b)] A mortgage or deed of trust on the land to be purchased
by the applicant will be taken as security for a loan, except asprovided in
paragraph (c) of this section.

(1) If amortgage or deed of trust isto be obtained on trust or restricted land
and applicant’s constitution or charter does not specifically authorize
mortgage of such land, the mortgage must be authorized by tribal
referendum.

(2) All mortgages or deedsof trust on trust or restricted land must be
approved by the Department of the Interior.

Ordinarily, security will be afirst lien on the real estate plus an assignment of
income. However, the filing of a mortgage or deed of trust may be waived if the
Agency determines that an assignment of income from the applicant provides as
good or better security. The Agency shall first look to determine whether the
filing of areal estate mortgage would be more advantageous to its security
position and repayment of the loan.

If the purchase is for afractionated interest, in addition to any real estate collateral,
income assignments shall be used to secure the loan.--*

Continued on the next page
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Par. 23

*--23 Security Requirements (Continued)

C
Assignment of
Income

[7 CFR 770.7 (c)] The Agency may take an assgnment of incomein lieu of a
mortgage or deed of trust provided:

(1) the Agency determinesthat an assgnment of income provides as good or
better security; and

(2) prior approval of the Administrator has been obtained.

Note: See subparagraph 25 A for information about loan closing on assignments
of income.

24 Approval or Denial Decision

A
Evaluating L oan
Requirements

B
Loan Approval

4-16-01

The loan request will be approved if:

all digibility requirements have been met

loan funds will be used for an authorized purpose

all security requirements have been met, or will be met at closing
DD has reviewed and signed FSA-2620

SED has reviewed and signed FSA-2620.

SED’s are authorized to approve all loans of $500,000 or less. Loans greater than
$500,000 will be approved by the Administrator. Information to be provided to
the National Office includes the following:

the completed loan docket

aproposed letter of conditions to be met by the applicant
a copy of any comments from OGC

SED’s recommendations.

After approval, SED will forward a copy of the executed FmHA 1940-1 to the
St. Louis finance office for each loan approved.

Note: If approva was authorized by the National Office, SED shall sign
FmHA 1940-1 and attach a copy of the memorandum authorizing approval
to FmHA 1940-1.--*

Continued on the next page
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Par. 24
*--24 Approval or Denial Decision (Continued)

C
L oan Denial The Agency shall not approve aloan if it determines that:

» the applicant is not creditworthy, or that the applicant has knowingly provided
incomplete, false, or misleading information

» the applicant, the applicant’s operation, or other circumstances surrounding
the loan are inconsistent with the authorizing statutes, other Federal laws, or
Federal credit policies, except as modified by published regulations

» afeasible plan cannot be developed, except for loans of $30,000 or less with
adequate net worth, which do not require a plan; see[subparagraph 92/B

» for loan requests greater than $30,000, there is inadequate security for the loan
requested.

Denial letters shall be sent according to 1-APP and any other applicable Agency
directives. All letters shall include the nondiscrimination statement in 1-FLP,
[subparagraph 41IC.

The approval official must thoroughly document the reasons for denying the loan
in the application file. If the approval official is not in the local office, the loan file
shall be sent back to the authorized agency officia for completing the loan denial
process.

D
L oan Funding Loan requests shall be funded based on the date the Agency approves the
application. Loan approval is subject to the availability of funds.

The obligated loan fund shall be available to the applicant at loan closing either as
acheck or by electronic funds transfer.

If funds are not available to fund the loan request, the authorized agency official
informs the applicant that funds are not currently available. 1f subsequent or
additional loan funds are not available within 120 calendar days of the date of the
funding shortfall, the loan application shall be withdrawn.--*

Continued on the next page
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Par. 24

24 Approval or Denial Decision (Continued)

E

Appeals

* * * A |oan applicant or borrower may request an appeal or review of an adverse
*--decision made by the Agency according to 7 CFR Parts 11 and 780.

Agency Officials making adverse determinations shall:--*

inform the applicant of mediation, reconsideration, and appeal rights according
to 1-APP

follow procedure in 1-APP to process and act on appeals.

25 Closing Reguirements

A

Loan Closing

3-28-02

The following are needed for loan closing.

The Agency’s OGC must review the Tribal Constitution, Bylaws, and Tribal
Resolutions authorizing the tribe to incur additional debt.

Agency officials will ensure that the tribe or tribal corporation has signed
and provided all documentation required by FSA-2620, FSA-2621, FSA-2622
and FSA-2623, before loan closing.

The tribe must execute and deliver to the Agency a“General Assignment of
Income” that is subordinated in favor of the Agency and acknowledged by
BIA. The subordinated assignment agreement must be reviewed by the
Agency’'s OGC and determined to be legally sufficient. See FSA-2622 and
FSA-2623.

Each assignment of income will be approved by BIA and recorded in the
appropriate public records.

The tribe must provide a written agreement stipulating that they will not
provide assignments or pledges to other parties of income, revenue, or other
property assigned or pledged to FSA without written FSA consent.

The tribe must provide, in addition to the names already provided, the titles
and addresses of all tribal officers.

In addition to properly securing the loan, Agency officials will ensure that
RD 440-22 is executed at loan closing.

Continued on the next page
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Par. 25
*--25 Closing Requirements (Continued)

B
Closing The following documentation is needed for closing requirements.
Requirements
* Thetribe must establish a Land Acquisition Account in which loan funds will
be deposited. This shall be a“Supervised Bank Account.” If fundsin this
account exceed $100,000, it will be secured by the financial institution in
advance.

» Agency officials must ensure that a properly bonded official of the tribe will
receive monies for each account and issue receipts therefor. The bonded
official will deposit all such moniesin the appropriate trust or
counter-signature accounts. As a basis for withdrawals, the deposit agreement
for each account will require the signatures of appropriate tribal official or
officials and the Agency official or an official from DOI, BIA, depending on
whether the account isa BIA trust account or an FSA supervised account in a
commercial bank.

C
Real Estate Trust  If real estate trust property is to be taken as security for the loan or loans, the
Property following steps shall be taken as part of loan closing.

Step Instructionsfor Loan Closing

1 The applicant will request BIA to provide Title Status Reports to Agency Officials.

2 If all administrative closing requirements can be met, BIA will prepare the deeds and obtain
the needed signatures. The Agency will supply BIA with RD 1927-1 and RD 440-22. BIA
will insert the appropriate land descriptions. The partly completed real estate mortgage and
note will be returned to the Agency.

3 The loan check can then be ordered and the loan closed. The mortgage and note will be
completed and signed, but no funds will be disbursed. A conformed copy of the note with
the original mortgage and 2 copies will be forwarded to BIA. BIA will insert a certification
on the mortgage and then return it to the Agency. BIA will also indicate that the deeds have
been recorded and the priority of the Government’s lien in a continuation of the Title Status
Report. However, the certification about the lien priority may be made on the old Status
Report if BIA prefers.

4 The certified original mortgage will then be recorded by the Agency in the county where the
land is located if OGC determines that such recording is necessary. Funds can be disbursed
as soon as the mortgage is recorded or the determination is made that recording is not
necessary.

*

Continued on the next page
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*--25 Closing Requirements (Continued)

D
Non Trust Land Title clearance will be obtained according to RD Instruction 1927-B.

E

Rights-of-Way The applicant will be responsible for obtaining adequate, continuous, and valid
rights-of-way for operating and maintaining the property. The following
documentation will be provided by the tribe to FSA:

» acopy of the form of rights-of-way instrument to be used if it differs from
RD 442-20

Note: Rights-of-way with restrictive provisions should be accepted only in
very unusual circumstances.

» whenever the form of thisinstrument differs from RD 442-20 or contains
special provisions that are required by either the applicant or the grantor,
copies of these instruments will be submitted to FSA for review before
accepting and recording

» either specific rights-of-way or general rights-of-way containing only a
description of the tract or parcel of land affected may be used.--*

26-36 (Reserved)
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Par. 37
*4-Section 3 Loan Servicing

37 General Servicing

A
General

B

Selling
Non-Renewable
Assets

4-16-01

[7 CFR 770.8(a)] Subject to section 770.5(d) (subparagraph 37 B) land
acquired with loan funds, or other property serving as security for a loan
under thispart, may beleased, sold, exchanged, or subject to a subordination
of the Agency’sinterests, provided:

(1) the Agency provides prior written approval of the action;

(2) the Agency determinesthat the borrower’sloan obligationsto the Agency
are adequately secured; and

(3) the borrower’ s ability to repay the loan isnot impaired.
[7 CFR 770.8(b)] Titletoland acquired with aloan under this part may,

with the approval of the Secretary of the Interior, be taken by the United
Statesin trust for thetribe or tribal corporation.

[7 CFR 770.5(d)] The sale of assetsthat are not renewable within the life of
theloan will requireareduction in loan principal equal to the value of the
asset sold.

Any sale of non-renewable assets must receive prior consent from the Agency.
This may include the sale of timber, mineral, or other assets that generally will not
be renewable within the term of the loan. The Agency will review the security for
the loan or loans to determine whether after the sale of the asset, the Agency will
remain well secured. If the Agency remains fully secured, the sale may be
approved. All salesrequire prior approva of the Administrator.--*

Continued on the next page
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Par. 37

*--37 General Servicing (Continued)

C
Land Exchanges

D
Appraisals

4-16-01

[ 7 CFR 770.10(d)] In the caseswhere a borrower proposesto exchange any
portion of land securing a loan for other land, title clearance and a new
mortgage on the land received by the borrower in exchange, which
adequately securesthe unpaid principal balance of the loan, will be required
unlessthe Agency determines any remaining land or other loan security is
adequate security for the loan.

Title clearance can be accomplished through the BIA office serving that particular
tribe or tribal corporation’s reservation.

If an assignment of income is determined to be adequate security for the loan, refer
tolsubparagraph 23 A for using income assignment. 1f the exchange is for land
that is less valuable than the land securing the indebtedness, the Agency will
approve this action if the total land base securing the loans or on which an
assignment of income from land purchased with ITLAP funds has been used for
repayment is greater than the amount presently owed to the government.

To identify security for each loan, the tribe or tribal corporation must maintain a
record of the tract or tracts purchased with loan funds and any transfers or
exchanges that have been substituted for land originally purchased.

[ 7CFR 770.9(a)] Theapplicant or the borrower, asappropriate, will pay
the cost of any appraisal required under thispart.

[7 CFR 770.9(b)] Appraisals must be completed in accordance with section
761.7 of this chapter.--*
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*.-38 Reamortization

A
Eligibility

B
Term of aLoan

C
Consolidation
Authorized

4-16-01

[7 CFR 770.10(a)(1)] The Agency may consider reamortization of a loan
provided:

(i) Theborrower submitsa completed Agency application form; and

(i) Theaccount isdelinquent dueto circumstances beyond the borrower’s
control and cannot be brought current within 1 year; or

(ilf) Theaccount iscurrent, but dueto circumstances beyond the borrower’s
control, the borrower will be unable to meet the annual loan payments.

Example: Circumstances beyond the borrower’s control are increased expenses
resulting from unfunded or partially funded Federal or State mandates,
or natural disasters.

[7 CFR 770.10(b)(2)] Theterm of aloan may not be extended beyond
40 yearsfrom the date of the original note.

(i) Reamortization within the remaining term of the loan will be predicated
on a projection of the tribe’' s operating expensesindicating the ability to
meet the new payment schedule; and

(if) No intervening lien exists on the security for the loan which would
jeopardize the Government’ s security position.

The interest rate will be the loan rate or the current program rate (if lower) if the
borrower meets the requirements of|subparagraph 39 A.

[7 CFR 770.10(b)(3)] If oneor more notesareto bereamortized,
consolidation of the notesis authorized.

The term of the consolidated note cannot exceed 40 years from the date of the
most recently closed loan.

The interest rate will be the rate charged on the most recently closed loan or the
current program rate (if lower) if the borrower meets the requirements of
[subparagraph 39]A.--*
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Par. 39
*1-39 Interest Rate Reduction

A
Requirements [7 CFR 770.10(b)] The Agency may consider areduction of the interest rate
for an existing loan to the current interest rate as available from any Agency
office provided:
(1) the borrower submitsa completed Agency application form;
(2) theloan was made more than 5 years prior to the application for the
interest reduction; and
(3) the Department of the Interior and the borrower certify that the
borrower meets at least one of the criteria contained in paragraph (€)(2)
of this section (subparagraph 41| B).
40 Deferral
A
Requirements [7 CFR 770.10(c)] The Agency may consider afull or partial deferral for a

period not to exceed 5 years provided:
(1) the borrower submitsa completed Agency application form;

(2) the borrower presentsa plan which demonstratesthat dueto
circumstances beyond their control, they will be unable to meet all
financial commitmentsunlessthe Agency payment isdeferred; and

(3) the borrower will be able to meet all financial commitmentsincluding the
Agency payments, after the deferral period has ended.

The tribe or tribal corporation must provide a cash flow projection that indicates
that there will be enough income to meet all expense and payment obligations after
the deferral period ends.--*

4-16-01 6-FLP Amend. 3 Page 2-68



Par. 41
41 Debt Write-down

A Application

[7 CFR 770.10(e)(1)] The Agency will consider debt write-down under either theland
value option or rental value option, asrequested by the borrower.

(i) Theborrower must submit a completed Agency application form;

(i) If the borrower appliesand isdetermined eligiblefor aland value and arental value
write down, the borrower will receive a write-down based on the write-down option
that providesthe greatest debt reduction.

B Eligibility

[7 CFR 770.10(e)(2)] To be€dligiblefor a debt write down, the borrower (in the case of a
tribal corporation, the Native American Tribe of the borrower) must:

(i) belocated in a county which isidentified as a persistent poverty county by the
United States Department of Agriculture, Economic Resear ch Service pursuant to
the most recent data from the Bureau of Census; and

(ii) have a socio-economic condition over theimmediately preceding 5-year period that
meets the following two factor s as certified by the Native American tribe and the
Department of the Interior:

(A) The Native American Tribe has a per capitaincome for individual enrolled
tribal memberswhich islessthan 50 percent of the Federally established poverty
income rate established by the Department of Health and Human Services;

*--Note: If tribal income information is not available, State or county per capita income
data may be used.--*

(B) Thetribal unemployment rate exceeds 50 per cent.

* % *
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Par. 41
41 Debt Write-down (Continued)

C Land Value Write-down

[7 CFR 770.10(e)(3)] The Agency may reducethe unpaid principal and interest balance
on any loan made to the current market value of the land that was purchased with loan
funds provided;

(i) Themarket value of such land has declined by at least 25 percent since theland
was purchased as established by a current appraisal;

Note: The tribe must identify the lands purchased and account for any trade, substitution, or
exchange made since the loan or loans were first made to complete an appraisal and
document the loss in value.

The cost of the appraisal will be paid by the tribe or tribal corporation.

(i) Land value decreaseisnot attributed to the depletion of resources contained on or
under theland,;

Example: The harvesting of timber, strip mining, or any other action that would reduce the
value of land by removal of resources contributing to the value of the land.

(ilf) Theloan was made morethan 5 yearsprior to the application for land value
writedown;

(iv) Theloan hasnot previously been written down under paragraph (e)(4)
(subparagraph D) of this section and hasnot been written down within thelast 5
yearsunder this paragraph; and

*--(v) Theborrower must meet the eligibility requirements of paragraphs (a)(1)(ii) or

(iii) (subparagraph 38 |A) of this section.--*

The decrease in value must be attributable to outside economic forces; natural disaster,
including flood and insect damage; or other factors beyond the borrower’s control for which
they are unable to mitigate the negative effects. Agency officials will document the reason
attributable to the decrease in value before land value write-down approval.
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41 Debt Write-Down (Continued)

D Rental Value Write-Down

[7 CFR 770.10(e)(4)] The Agency may reduce the unpaid principal and interest on any

loan, so the annual loan payment for the remaining term of each loan equals the

average of annual rental value of the land purchased by each such loan for the
*--immediately preceding 5-year period provided:--*

(i)
(i)

*(jii)

The loan was made more than 5 years prior to the rental value writedown;

The description of the land purchased with the loan funds and the rental values
used to calculate the 5-year average annual rental value of the land have been
certified by the Department of the Interior;

Note: To support the determination of the 5-year average annual rental value, the tribe
or tribal corporation must provide and identify the number of acres that were
purchased with FSA loan funds. DOI’s BIA must certify in writing as to the
validity of the figures used by the tribe requesting the write-down.

The borrower provides a record of any actual rents received for the land for the
preceding 5 years, which will be used to calculate the average rental value. This
record must be certified by the Department of the Interior. For land that has not
been leased or has not received any rental income, the borrower must provide a
market value rent study report for the preceding 5 years, which identifies the
average annual rental value based on the market data. The market value rent
study report must be prepared by a certified general appraiser and meet the
requirements of USPAP;

Note: The rental value of improvements on a specific parcel is not considered in the
calculation of the 5 year average rental value of the land.

For a parcel of land that does not have 5 years of rental history from which to determine the
5 year average rental value, a rental value will be assigned for the years of no rental history
based on the rent received for leased land of like value and purpose.

Example: A parcel of pasture land has rented for years 1, 2, and 3 for $18 per acre, but not

10-12-07

for years 4 and 5. Similar adjacent pasture land with a 5 year rental history has
received rent in the following amount:

year 1, $18 per acre
year 2, $19 per acre
year 3, $21 per acre
year 4, $21 per acre
year 5, $25 per acre.

The subject parcel will be assigned a rental rate of $21 for year 4 and $25 for
year 5. The average 5 year rental value will be the average of the 3 years of rents
received and the assigned values for year 4 and 5. $18 + $18 + $18 + $21 +$25 =
$100 + 5 = average rental rate of $20.--*
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42

43

Par. 41

Debt Write-Down (Continued)

D

Rental Value Write-Down (Continued)

*--(iv) The borrower has not previously received a write-down under this paragraph and

has not had a loan written down within the last 5 years under paragraph (e)(3)
(subparagraph C) of this section; and

Note: If the loan has previously received a rental value write-down, it cannot receive
another rental value write-down. If the loan received a land value write-down
within the last 5 years, it cannot receive a rental value write-down.

(v) The borrower must meet the eligibility requirements of paragraph (a)(1)(ii) or (iii)
(subparagraph 38|A) of this section.--*

Reserve Accounts

A Releasing Reserve Account Funds
[7 CFR 770.10(e)] Existing reserve accounts may be released for the purpose of making
ITLAP loan payments or to purchase additional lands, subject to the following;
(1) a written request is received providing detailed use of the funds;
(2) the loan is not delinquent;
(3) the loan is adequately secured by a general assignment of tribal income.
Graduation
A Graduation Requirement
FSA-2621 and FSA-1927-1 contain requirements about graduation.
B Borrower Action

If at any time it appears to FSA officials that the tribe is able to refinance the loan, in whole
or in part, by obtaining a loan for such purposes from responsible cooperative or private
credit sources, at reasonable rates and terms for loans for similar purpose and periods of time,
the tribe will, upon request of FSA, apply for and accept such loan in sufficient amount to
repay FSA.

44-54 (Reserved)

Part3 (Reserved)

55-65 (Reserved)

5-16-08
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Par. 66
*{-Part 4 Servicing Minor Program L oans

Overview

A Scope

[7 CFR 772.1(a)] Thispart containsthe Agency’s policiesand proceduresfor servicing
Minor Program loanswhich include Grazing Association loans, Irrigation and
Drainage Association loans, and Non-Farm Enterprise and Recreation loansto
individuals.

Objectives

The purpose isto assist borrowers of Minor Program loans to continue to meet the objectives
of the loan programs, repay the loans on schedule, comply with all pertinent regulations and
policies, and to protect the Agency’ s financial interest.

Supervision by FSA includes, but is not limited to, reviewing financial information,
performing inspections, evaluating proposed actions by the borrower, and performing
graduation and compliance reviews.

C Appeals

[7 CFR 772.1(b)] Theregulationsat 7 CFR parts 11 and 780 apply to decisons made
under this part.

Equal Opportunity and Nondiscrimination Requirements
[7 CFR 772.17] With respect to any aspect of a credit transaction, the Agency will

comply with the requirements of the Equal Credit Opportunity Act asimplemented in
7 CFR section 1910.2, and the Department’ s civil rights policy in 7 CFR part 15d.--*
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*.-67 Compliance Reviews

4-7-04

A Requirements

[7 CFR 772.3(a)] No Minor Program borrower shall directly, or through contractual or
other arrangement, subject any person or cause any person to be subjected to
discrimination on the basis of race, color, national origin, or disability. Borrowers must
comply with all applicable Federal laws and regulations regarding equal opportunity in
hiring, procurement, and related matters. AMP borrowersare subject tothe
nondiscrimination provisions applicable to Federally assisted programs contained in

7 CFR part 15, subparts A and C, and part 15b. IMP loans are subject to the
nondiscrimination provisions applicable to Federally conducted programs contained in
7 CFR parts 15d and 15e.

Conducting Reviews

[7 CFR 772.3(b)] In accordancewith Title VI of the Civil Rights Act of 1964, the
Agency will conduct a compliance review of all Minor Program borrowers, to
determineif a borrower hasdirectly, or through contractual or other arrangement,
subjected any person or caused any person to be subjected to discrimination on the
basis of race, color, or national origin. The borrower must allow the review official
accessto their premisesand all records necessary to carry out the compliance review as
determined by thereview official.

FLM’s may conduct compliance reviews for IMP loans. Results will be recorded in the case
file running record with a copy sent to DD. DD’s or an Agency Review Official designated
by SED, who has training or experience in completing compliance reviews, will complete
reviews for AMP loans. Resultswill be recorded on FSA-2648.--*
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*--67 Compliance Reviews (Continued)

B Conducting Reviews (Continued)

When all reviews are completed, the results of all reviews using the following format will be
forwarded by DD to SED according to the following formet.

SUBJECT: Civil Rights Compliance Reviews

TO: State Executive Director, FSA

Civil Rights compliance reviews have been conducted, and each recipient listed below
was found in compliance with Title VI of the Civil Rights Act of 1964. Information
which led to this finding and the determination that the recipient is in compliance isin
the running record of the recipient’s file for IMP borrowers and FSA-2648 for AMP

borrowers.
*Type of
Recipient Case Number Assistance Date of Review

Thefollowing recipients were found to be in noncompliance. Narrative explaining
reasons for noncompliance determination and supporting documentation are attached to
this report.

*Type of
Recipient Case Number Assistance Date of Review

District Director

*Indicate only loans which are subject to compliance reviews.
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*--67 Compliance Reviews (Continued)

C Frequency and Timing

[7 CFR 772.3(c)] Compliance reviewswill be conducted no later than October 31 of
every third year until the Minor Program loan is paid in full or otherwise satisfied.

SED will forward the results of all reviews to DAFLP no later than November 30 of each
year. A format similar to the following should be used.

SUBJECT: Summary Report of Civil Rights Compliance Reviews
(Report FLP-5)

TO: Deputy Administrator, Farm Loan Programs, FSA

Civil Rights Compliance Reviews have been conducted and the following recipients
were found in compliance with Title VI of the Civil Rights Act of 1964.

Name of Borrower Loan Type Case Number
1.
2.
3.

The following recipients were found in noncompliance:

Name of Borrower Loan Type Case Number
1.
2.
3.

State Executive Director
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Par. 67
Compliance Reviews (Continued)

D Violations

[7 CFR 772.3(d)] If aborrower refusesto provide information or accessto their
premises as requested by areview official during a compliance review, or isdeter mined
by the Agency to be not in compliance in accordance with this section or Departmental
regulations and procedures, the Agency will service the loan in accordance with the

provisions of section 772.16 of this part (paragraph 80).

Environmental Requirements

A Review
[7 CFR 772.4] Servicing activities such astransfers, assumptions, subordinations, sale
or exchange of security property, and leasing of security will be reviewed for

compliance with 7 CFR part 1940, subpart G and the exhibitsto that subpart and
7 CFR part 799.--*
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*1-69  Security Maintenance

A General

[7 CFR 772.5(a)] Borrowersare responsible for maintaining the collateral that is
serving as security for their Minor Program loan in accordance with their lien
instruments, security agreement, and promissory note.

B Ingpections

[7 CFR 772.5(b)] The Agency will inspect real estatethat is security for a Minor
Program loan at least once every three years, and chattel security at least annually.
More frequent security inspections may be made as determined necessary by the
Agency. Borrowerswill allow representatives of the Agency, or any agency of the U.S.
Government, in accordance with statutes and regulations, such accessto the security
property asthe agency determinesis necessary to document compliance with the
requirements of this section.

C Violations
[7 CFR 772.5(c)] If the Agency determinesthat the borrower hasfailed to adequately
maintain security, made unapproved dispositions of security, or otherwise has placed
the repayment of the Minor Program loan in jeopardy, the Agency will:
(1) For chattel security, service the account according to 7 CFR part 1962, subpart A.
If any normal income security asdefined in that subpart securesa Minor Program
loan, the reporting, approval, and release provisionsin that subpart shall apply.

(2) For real estate security for AMP loans, contact the Regional Office of General
Counsel for advice on the appropriate servicing including liquidation if warranted.

(3) For real estate security for IMP loans, service the account according to 7 CFR
Part 1965, subpart A.

If the violation results in a monetary or nonmonetary default, IMP loans will be serviced
according to Instruction 1951-S. AMP loans will be serviced according to[paragraph 77.}-*
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Par. 70
*.-70 Subordination

A Eligibility

[7 CFR 772.6(a)] The Agency shall grant a subordination of Minor Program loan
security when thetransaction will further the purposes for which the loan was made,
and all of the following are met:

(2) Theloan will still be adequately secured after the subordination, or the value of the
loan security will be increased by the amount of advancesto be made under the
terms of the subordination.

(2) Theborrower can document the ability to pay all debtsincluding the new loan.

(3) Theaction does not change the nature of the borrower’ s activitiesto the extent that
they would no longer be eligible for a Minor Program loan.

(4) The subordination isfor a specific amount.

(5) Theborrower isunable, as determined by the Agency, to refinanceitsloan and
graduate in accordance with this subpart.

(6) Theloan fundswill not be used in such a way that will contribute to erosion of
highly erodibleland or conversion of wetlands for the production of an agricultural
commodity according to 7 CFR part 1940, subpart G.

(7) The borrower hasnot been convicted of planting, cultivating, growing, producing,
harvesting or storing a controlled substance under Federal or State law.
“Borrower,” for purposes of this subparagraph, specifically includes an individual
or entity borrower and any member of an entity borrower. “Controlled substance,”
for the purpose of this subparagraph, isdefined at 21 CFR part 1308. The
borrower will beineligible for a subordination for the crop year in which the
conviction occurred and the four succeeding crop years. An applicant must attest
on the Agency application form that it, and its membersif an entity, have not been
convicted of such a crime.--*
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Par. 70
*--70 Subordination (Continued)

B Application

[7 CFR 772.6(b)] Torequest a subordination, aMinor Program borrower must make
therequest in writing and provide the following:

(1) The specific amount of debt for which a subordination isneeded;

(2) An appraisal prepared in accordance with section 761.7 (1-FLP, Part 6) of this
chapter, if therequest isfor a subordination of morethan $10,000, unless a
sufficient appraisal report, as determined by the Agency, that islessthan one year
old, ison filewith the Agency; and
Note: The cost of the appraisal is the responsibility of the borrower.

(3) Consent and subordination, asnecessary, of all other creditors security interests.

The borrower must:

* complete RD-465-1
» attest to the following statement which must be added to RD 465-1.:

“The borrower has not been convicted of planting, cultivating, growing, producing,
harvesting, or storing a controlled substance under Federal or State law.”

“Borrower”, for purposes of this application, specifically includes an individual or entity
borrower and any member of an entity borrower.

C Approval or Reection
SED is authorized to approve subordination requests. If a subordination request does not
meet the requirements of this paragraph, SED may reject the request and offer appeal rights
or recommend it to the Administrator, FSA for approval.
Rejection of the subordination request is appealable. The regulationsat 7 CFR parts 11

and 780 apply to decisions made under this paragraph. SED decision not to recommend the
action to the Administrator is not appealable.--*
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*4-71 Leasing of Security

4-7-04

A Eligibility

[7 CFR 772.7(a)] The Agency may consent to the borrower leasing all or a portion of
security property for Minor Program loansto a third party when:

(1) Leasing isthe only feasible way to continueto operate the enterpriseand isa
customary practice;

(2) Thelease will not interfere with the purpose for which the loan was made;

(3) The borrower retains ultimate responsibility for the operation, maintenance and
management of the facility or service for its continued availability and use at
reasonableratesand terms,

(4) Thelease prohibits amendmentsto the lease or subleasing arrangements without
prior written approval from the Agency;

(5) Theleaseterms providethat the Agency isalienholder on the subject property and,
assuch, theleaseis subordinate to therights and claims of the Agency aslienholder;
and

(6) Theleaseisfor lessthan 3 yearsand does not constitute a lease/purchase
arrangement, unlessthe transfer and assumption provisions of{paragraph 74 are
met.

Application

[7 CFR 772.7(b)] Theborrower must submit a written request for Agency consent to
lease the property. The borrower must provide a copy of the proposed lease document for
Agency review and approval.

Approval

SED is authorized to approve lease requests.--*
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*1-72 Sale or Exchange of Security Property

4-7-04

A AMP Loans

[7 CFR 772.8 (a)] For AMP Loans:

(1) Saleof all or a portion of the security property may be approved when all of the
following conditions are met:

(i)

(i1)

The property issold for market value based on a current appraisal prepared in
accordance with section 761.7 (1-FLP, Part 6) of this chapter.

Note: The cost of the required appraisal isthe responsibility of the borrower.

The salewill not prevent carrying out the original purpose of theloan. The
borrower must execute an Assurance Agreement as prescribed by the Agency.
The covenant involved will remain in effect aslong asthe property continuesto
be used for the same or smilar purposesfor which the loan wasmade. The
instrument of conveyance will contain the following nondiscrimination
covenant:

The property described herein was obtained or improved with Federal financial
assistance and is subject to the non-discrimination provisions of title VI of the
Civil Rights Act of 1964, title I X of the Education Amendments of 1972,

section 504 of the Rehabilitation Act of 1973, and other smilarly worded
Federal Statutes, and theregulationsissued pursuant thereto that prohibit
discrimination on the basis of race, color, national origin, handicap, religion,
age, or sex in programsor activitiesreceiving Federal financial assistance.

Such provisions apply for aslong asthe property continuesto be used for the
same or similar purposes for which the Federal assistance was extended, for so
long asthe purchaser ownsit, whichever islater.

(i) Theremaining security for the loan isadequate or will not change after the

transaction.

(iv) Sale proceedsremaining after paying any reasonable and necessary selling

expenses are applied to the Minor Program loan according to lien priority.

(2) Exchange of all or a portion of security property for an AMP loan may be approved
when:

(i)
(i1)

The Agency will obtain a lien on the property acquired in the exchange;

Property more suited to the borrower’s needsrelated to the purposes of the
loan isto be acquired in the exchange;--*
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*--72 Sale or Exchange of Security Property (Continued)

73

4-7-04

A AMP Loans (Continued)

(iif) The AMP loan will be asadequately secured after the transaction as before;
and

(iv) It isnecessary to develop or enlarge thefacility, improve the borrower’ s debt-
paying ability, place the operation on a more sound financial basis or otherwise
further theloan objectives and purposes, as determined by the Agency.

RD 465-5 will be completed by the transferor and transferee for approval by FSA.

IMP Loans
[7 CFR 772.8(b)(1)] For IMP Loans:

(1) A saleor exchange of chattel that is serving as security isgoverned by 7 CFR
part 1962, subpart A.

(2) A saleor exchange of real estate that is serving as security for an IMP loan is
governed by 7 CFR part 1965, subpart A.

Releases

A Security

[7 CFR 772.9(a)] Security. Minor Program liens may be released when:
(1) The debt ispaid in full;

(2) Security property issold for market value and sale proceeds are received and
applied to the borrower’s creditors according to lien priority; or

(3) An exchange in accordance with section 772.8 (paragraph 72)|has been concluded.
SED is authorized to approve releases of Minor Program security.
Borrower Liability

[7 CFR 772.9(b] The Agency may release a borrower from liability when the Minor
Program loan, plusall administrative collection costs and chargesare paid in full. IMP
borrower s who have had previous debt forgiveness on a farm loan program loan as
defined in 7 CFR 1951.906, however, cannot be released from liability by FSA until the
previous lossto the Agency has been repaid with interest from the date of debt
forgiveness. An AMP borrower may also be released in accordance with section 772.10
[paragraph 74)|in conjunction with atransfer and assumption.--*
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Par. 74

*:-74 Transfer and Assumption of AMP L oans

4-7-04

A Eligibility

[7 CFR 772.10(a)] The Agency may approve transfersand assumptions of AMP loans
when:

(1) The present borrower isunable or unwilling to accomplish the objectives of the
loan;

(2) Thetransfer will not harm the Government or adversely affect the Agency’s
security position;

(3) Thetransferee will continue with the original purpose of the loan;

(4) Thetransferee will assume an amount at least equal to the present market value of
the loan security;

Note: The market value will be determined by an appraisal according to 1-FLP, Part 6.
The cost of the appraisal will be paid by the transferee or transferor.

(5) Thetransferee documentsthe ability to pay the AMP loan debt asprovided in the
assumption agreement and hasthe legal capacity to enter into the contract;

(6) If thereisalien or judgment against the Agency security being transferred, the
transfereeissubject to such claims. The transferee must document the ability to
repay the claims against the land; and

(7) 1f the transfer isto one or more members of the borrower’s organization and there
iIsno new member, there must not be a loss to the Government.

FSA 1965-13 will be completed by FSA and signed by the assuming party.

Transfer of Withdrawing M ember’s Interest

[7 CFR 772.10(b)] Withdrawal of a member and transfer of the withdrawing member’s
interest in the Association to a new eligible member may be approved by the Agency if

all of the following conditions are met:

(1) The entire unpaid balance of the withdrawing member’s share of the AMP loan
must be assumed by the new member;

(2) In accordance with the Association’s governing articles, the required number of
remaining members must agreeto accept any new member; and

(3) Thetransfer will not adver sely affect collection of the AMP loan.--*
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*--74 Transfer and Assumption of AM P L oans (Continued)

4-7-04

C

Requesting Transfer and Assumption

[7 CFR 772.10(c)] Requesting a transfer and assumption. Thetransferor/borrower
and transferee/applicant must submit:

(1) Thewritten consent of any other lienholder, if applicable.
(2) A current balance sheet and cash flow statement.

Terms

[7 CFR 772.10(d)] Theinterest rate and term of the assumed AMP loan will not be
changed. Any delinquent principal and interest of the AMP loan must be paid current
before the transfer and assumption will be approved by the Agency.

Release of Liability

[7 CFR 772.10(e)] Transferors may bereleased from liability with respect toan AMP
loan by the Agency when:

(2) The full amount of the loan is assumed; or

(2) Lessthan the full amount of the debt isassumed, and the balance remaining will be
serviced in accordance with section 772.9(c)[(paragraph 81).

Approval

SED is authorized to approve transfers and assumptions of AMP loans.--*
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4-7-04

Par. 75
Transfer and Assumption of IMP L oans

A Conditions

[7 CFR 772.11] Transfersand assumptionsfor IMP loans are processed in
accordance with 7 CFR part 1962, subpart A for chattel secured loansand 7 CFR

part 1965, subpart A for real estate secured loans. Any remaining transferor
liability will be serviced in accordance with section 772.9(c) (paragraph 81) of this
subpart.

Graduation Requirements
A General

[7 CFR 772.12(a)] This section[(paragraph 76) only appliesto Minor Program
borrowerswith promissory notes which contain provisions requiring graduation.

Agency loan programs do not supplant or compete with credit available to borrowers from
non-Governmental credit sources.

Agency credit is intended to be available for atemporary period of time until the borrower
has made sufficient progress to obtain credit from commercial lenders.

B Review Period
Graduation Reviews should be completed by July 1 of each year.
C Frequency and Information Required for Graduation Review

[7 CFR 772.12(b)] Borrowersshall provide current financial information when
requested by the Agency or itsrepresentativesto conduct graduation reviews.

(1) AMP loans shall bereviewed at least every two years. In theyear to bereviewed,
each borrower must submit, at a minimum, a year-end balance sheet and cash flow
projection for the current year.

(2) All IMP borrowersclassified as*“commercial” or “standard” in accordance with
7 CFR part 1951, subpart F shall bereviewed at least every two years. In theyear
to bereviewed, each borrower must submit a year-end balance sheet, actual
financial performance for the most recent year, and a projected budget for the
current year.

After screening out the noncommercial and nonstandard borrowers, the Agency will conduct

athorough review of the financial information provided by the borrower and request
additional information as needed to determine whether borrower is able to graduate.--*
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*--76 Graduation Requirements (Continued)

4-7-04

D Graduation Criteria

[7 CFR 772.12(c)] Borrowersmust graduate from the Minor Programs as follows:

(1) Borrowerswith IMP loansthat are classified as*“commercial” or “standard” must

apply for private financing within 30 days from the date the borrower isnotified of
lender interest, if an application isrequired by thelender. For good cause, the
Agency may grant the borrower a reasonable amount of additional timeto apply for
refinancing.

(2) Borrowerswith AMP loanswill be considered for graduation at least every two

yearsor more frequently if the Agency determinesthat the borrower’sfinancial
condition has significantly improved.

E Enforcement

The Agency will take action to enforce graduation, when the Agency has determined that
commercial credit can be obtained at reasonable rates and terms.

The Agency must inform the borrower in writing of the specific request which the
borrower failed or refused to cooperate and provide appeal rights according to 7 CFR
Parts 11 and 780.

Following concurrence by OGC, the Agency will accelerate the loan of a Minor Program
borrower who fails to provide requested documents, does not take positive steps to
refinance the loan when commercial credit can be obtained at reasonable rates and terms,
or refuses to cooperate in any way with the requirements of this subparagraph.

Note: IMP borrower’s appeal rights must be exhausted before acceleration and the
notice of acceleration is not appealable.--*
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Par. 77

*.-77 Delinquent Account Servicing

A AMP Loans

B

4-7-04

[7 CFR 772.13(a)] If theborrower does not make arrangementsto cure the default
after notice by the Agency and isnot eligible for reamortization in accordance with
section 772.14 the Agency will liquidate the account according to
section 772.16 (paragraph 80).

The Agency will take the following actions on delinquent AMP borrowers.

Step

Action

1

First contact. The Agency will:

» attempt to contact the borrower 10 calendar days after the payment due date
* advisethe borrower of the amount past due
* request that the payment be remitted immediately.

Second contact. If, within 20 calendar days, the borrower has not responded to the
initial contact, a delinquency letter will be sent notifying the borrower that, if the
account is not brought current within 30 calendar days, the Agency will take action
to protect the Government’s interest.

Third contact. If, within 30 calendar days, the borrower has not responded to the
second contact delinquency letter or the borrower will not or cannot make
satisfactory arrangements to bring the account current, the borrower will be:

» notified by letter of the option of selling their security property to recover any
equity

* advised that further collection action, including internal Agency offset and
referral to the Department of Treasury Offset Program and Treasury
Cross-Servicing, will be taken if payment is not received or satisfactory
arrangements are not made to bring the account current within 15 calendar days,
provided all appeals concerning the referral have been exhausted.

IMP Loans

[7 CFR 772.13(b)] Delinquent IMP borrowerswill be serviced according to 7 CFR

part 1951, subpart S, and parts 3 and 1951, subpart C concerning internal agency offset
and referral to the Department of Treasury Offset Program and Treasury
Cross-Servicing (or successor regulations).--*
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Par. 78
*.-78 Reamortization AMP L oans

A Requirements
[7 CFR 772.14] The Agency may approve reamortization of AM P loans provided:
(a) Thereisno extension of the final maturity date of the loan;

(b) No intervening lien exists on the security for the loan which would jeopardize the
Government’s security position;

(c) If theaccount isdelinquent, it cannot be brought current within oneyear and the
borrower has presented a cash flow budget which demonstrates the ability to meet
the proposed new payment schedule; and

(d) If the account is current, the borrower will be unable to meet the annual loan
payments due to circumstances beyond the borrower’s control. The borrower has
presented a cashflow budget that demonstrates the ability to meet the proposed new
repayment schedule.

B Approval

SED is authorized to approve reamortizations of AMP loans.--*
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*4-79 Protective Advances

80

4-7-04

A Approval

[7 CFR 772.15(a)] The Agency may approve, without regard to any loan or total
indebtedness limitation, vouchersto pay costs, including insurance and real estate
taxes, to preserve and protect the security, thelien, or the priority of the lien securing
the debt owed to the Agency if the debt instrument providesthat the Agency may
voucher the account to protect itslien or security.

(b) The Agency may pay protective advances only when it determinesit to bein the
Government’s best financial interest.

(c) Protective advances areimmediately due and payable.

SED is authorized to approve protective advances for AMP loans.

Liquidation

A Processing

[7 CFR 772.16] When the Agency determinesthat continued servicing will not
accomplish the objectives of theloan and the delinquency or financial distress cannot be
cured by the optionsin section 772.13[(paragraph 77), or theloan isin non-monetary
default, the borrower will be encouraged to dispose of the Agency security voluntarily
through sale or transfer and assumption in accordance with thispart. If such atransfer
or voluntary saleisnot carried out, the loan will be liquidated according to 7 CFR part
1955, subpart A. For AMP loans, appeal rightsunder 7 CFR part 11 are provided in
the notice of acceleration. For IMP loans, appeal rights must be exhausted before
acceleration, and the notice of acceleration is not appealable.--*
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*.-81 Offsat

A Processing Remaining Federal Debt

[7 CFR 772.9(c)] Balancesremaining after sale or liquidation of the security will be
subject to administrative offset in accordance with 7 CFR part 3, Department of
Treasury Offset Program (TOP) and Treasury Cross-Servicing regulations at 31 CFR
part 285 and Federal Claims Collections Standards at 31 CFR parts 900-904.
Thereafter the debt settlement provisionsin 7 CFR part 1956, subpart B of

chapter XVIII of the Code of Federal Regulations or successor regulation apply.

82 Exception Authority
A Approval
[7 CFR 772.18] Exceptionsto any requirement in this subpart can be approved in
individual cases by the Administrator if application of any requirement or failureto
take action would adver sely affect the Government’sfinancial interest. Any exception
must be consistent with the authorizing statute and other applicable laws.--*

83, 84 (Reserved)
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85 Overview

A
Scope

B
Program
Objective

Par. 85
Part 5 Special Apple Loan Program

[7 CFR 773.1] Thispart containsthe termsand conditionsfor loans made
under the Special Apple Loan Program. Theseregulations are applicableto
applicants, borrowers, and other partiesinvolved in making, servicing, and
liquidating loans.

[7 CFR 773.1] The program objectiveisto assist producers of applesthat are
suffering from economic loss as a result of low apple prices.

86_General Eligibility Requirements

A
Eligibility
Requirements

B
Apple Producer

11-5-03

[7 CFR 773.6] Loan applicants must meet all of the following requirementsto
be eligible for a Special Apple Loan Program loan. Eligibility requirements are
addressed in subparagraphs B through H.

[7 CFR 773.6(a)] Theloan applicant must be an apple producer.

[7 CFR 773.2] Apple producer isafarmer in the United Statesor its
territoriesthat produced apples, on not lessthan 10 acres, for salein 1999 or
2000.

For lease arrangements, a producer, who is not the owner of the real estate, is
eligible to apply for SALP. Land ownerson acrop share lease are not considered
the apple producer. The applicant is not required to continue growing apples
during the term of the SALP loan.

Continued on the next page
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Par. 86

86 General Eligibility Requirements (Continued)

C
United States
Citizenship

D
Legal Capacity
to Incur Debt

12-20-00

[7 CFR 773.6(b)] Theloan applicant must be a citizen of the United States or
an alien lawfully admitted to the United Statesfor permanent residence
under the Immigration and Nationalization Act. For a business entity
applicant, the majority of the business entity must be owned by members
meeting the citizenship test or other entitiesthat are domestically owned.
Aliens must provide the appropriate Immigration and Naturalization Service
formsto document their permanent residency.

Aliens must provide 1-151 or 1-551 to show permanent residency status. If the
Authorized Agency Official questions the authenticity of 1-151 or 1-551 or the
information on the form, the Authorized Agency Official may complete G-845 to
request that INS verify the information. G-845 can be obtained from and
submitted to the nearest INS District Office. To waive the service fee, the
Authorized Agency Official shall insert “INTERAGENCY LAW
ENFORCEMENT REQUEST” in the upper right corner of G-845.

[7 CFR 773.6(c)] Theloan applicant and anyone who will execute the
promissory note must possessthe legal capacity to enter into contracts,
including debt instruments.

The loan applicant must be of legal age and mental capacity to enter into alegally
binding agreement with FSA. An entity applicant, and the entity members who
will execute the promissory note, must be able to enter into this contract.

Continued on the next page
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86 General Eligibility Requirements (Continued)

E
Delinquency on
Federal Debt

F
Outstanding
Recorded
Judgments

12-20-00

[7 CFR 773.6(d)] At loan closing the loan applicant and anyone who will
execute the promissory note must not be delinquent on any Federal debt,
other than a debt under the Internal Revenue Code of 1986.

Delinquencies will be verified by areview of a CAIVRS report for the applicant,
including if the applicant is an entity, the members that will be executing the loan
notes and agreements. The loan applicant may be considered eligible if the
delinquency will be remedied by the date of loan closing. Loan applicants may use
loan funds to cure delinquencies. Federal debt includes, but is not limited to,
student loans, CCC loans, FSA loans, Veteran's Administration loans, and Small
Business Association loans. FSA guaranteed loans are not considered Federal
debits.

Note: An applicant who is current on or who has successfully completed a
bankruptcy reorganization plan that covers a Federal debt will not be
considered delinquent.

[7 CFR 773.6(e)] At loan closing the loan applicant and anyone who will
execute the promissory note must not have any outstanding unpaid
judgments obtained by the United Statesin any court. Such judgmentsdo
not include those filed asa result of action in the United States Tax Courts.

Loan applicants must provide evidence that all Federal judgments have been
released or paid in full. Loans will not be approved for applicants with unresolved
Federal judgments. Loan funds shall not be used to pay Federal judgments. Direct
questions about outstanding judgments to Regional Attorney.

Continued on the next page
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86 General Eligibility Requirements (Continued)

G
Providing False
Information

H

Credit History

I
Loansto FSA
Employees

12-20-00

[7 CFR 773.6(f)] Theloan applicant, in past or present dealingswith the
Agency, must not have provided the Agency with false information.

The applicant must not have knowingly provided false information, or misleading

documents or statements, to affect a credit or program decision. Examples include
inaccurate balance sheets or falsified production records.

ed Exhibit 2 for the definition of "false information”.

[7 CFR 773.6(g)] Theindividual or business entity loan applicant and all
entity members must have acceptable credit history demonstrated by debt
repayment. A history of failureto repay past debts asthey came due
(including debtsto the Internal Revenue Service) when the ability to repay
was within their control will demonstrate unacceptable credit history.
Unacceptable credit history will not include isolated instances of late
paymentswhich do not represent a pattern and were clearly beyond the
applicant’s control or lack of credit history.

Applicants are expected to have paid debts when due without patterns of late
payments, judgments, chargeoffs, or collection accounts. An unacceptable credit
history will be demonstrated by a history of failures to repay past debts as they
come due when the ability to repay was within the applicant's control. Any
occurrences that are more than 36 months old will not be considered if more recent
activity reflects a more acceptable performance.

Loans may be made to Agency employees.
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87 Eligible L oan Purposes

A

General Loan The Authorized Agency Official shall review applications to ensure that SALP
Purposes funds are used for authorized purposes.

B

SALP Loan [7 CFR 773.7] Loan funds may be used for any of the following purposes
Purposes related to the production or marketing of apples:

(a) Payment of costs associated with reorganizing a farm to improve;
profitability;

(b) Payment of annual farm operating expenses,
(c) Purchase of farm equipment or fixtures;

(d) Acquiring, enlarging, or leasing a farm;

(e) Making capital improvementsto afarm;

Note: SALP funds may be used for real estate purposes; however, the loan
must be repaid within 3 years.

(f) Refinancing indebtedness,

Note: The debt must have been incurred for a purpose related to the
production or marketing of apples.

(g) Purchase of cooperative stock for credit, production, processing, or
marketing purposes, or

(h) Payment of loan closing costs.
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88 Loan Limitations

A
Maximum Loan
Amount

B
Prohibited Use of
L oan Funds

12-20-00

[7 CFR 773.8(a)] The maximum loan amount any individual or entity may
receive under Special Apple Loan Program is $500,000.

[7 CFR 773.8(b)] The maximum loan is further limited to $300 per acre of
appletreesin production in 1999 or 2000, whichever isgreater.

Note: The applicant will certify to actual acresin apple production in 1999 and
2000 on CCC-2651. The year with the greater acreage in production will
be used to determine the base acreage used to calculate the maximum loan
the applicant is eligible to receive. Immature trees, not of bearing age, may
be considered.

[7 CFR 773.8(c)] Loan funds may not be used to pay expensesincurred for
lobbying or related activities.

[7 CFR 773.8(d)] Loans may not be made for any purpose which contributes
to excessive erosion of highly erodible land or to the conversion of wetlandsto
produce an agricultural commodity.

Note: A decision by the Agency to reject an application for this reason is
appealable. An appeal questioning the presence of a wetland, converted
wetland, or highly erodible land on a particular property must be filed
directly with the USDA agency making the determination according to the
Agency’s appeal procedures.
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89 Environmental Requirements

A
Environmental
Evaluation

B

NEPA and
NHPA
Compliance

12-20-00

[7 CFR 773.9(a)] Except as otherwise specified in this section, prior to
approval of any loan, an environmental evaluation will be completed by the
Agency to determineif the proposed action will have any adver se impacts on
the human environment and cultural resources. Loan applicantswill provide
all information necessary for the Agency to make its evaluation.

[7 CFR 773.9(b)] Thefollowing loan actions werereviewed for the purpose of
compliance with the National Environmental Policy Act (NEPA), 40 CFR
Parts 1500 through 1508, and determined not to have a significant impact on
the quality of the human environment, either individually or cumulatively.
Therefore these loan actions are categorically excluded from the
requirements of an environmental evaluation:

(1) Payment of legal costs associated with reorganizing a farm to improveits
profitability aslong asthere are no changesin the land's use or
character;

(2) Purchase of farm equipment which will not be affixed to a permanent
mount or position;

(3) acquiring or leasing a farm;

Note: Provided that no loan funds are used to expand the operation in a
manner which may have the potential for environmental impacts

(4) Refinancing an indebtedness not greater than $30,000;

(5) Purchase of stock in a credit association or in a cooperative which deals
with the production, processing, or marketing of apples; and

(6) Payment of loan closing costs.

Continued on the next page
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89 Environmental Requirements (Continued)

B

NEPA and
NHPA
Compliance
(Continued)

C
Environmental
Review

12-20-00

[7 CFR 773.9(c)] Theloan actionslisted in paragraph (b) of this section were
also reviewed in accordance with section 106 of National Historic
Preservation Act (NHPA). It wasdetermined that these loan actionsare
non-undertakings with no potential to effect or alter historic propertiesand
therefore, will not require consultation with the State Historic Preservation
Officer, Tribal Historic Preservation Officer, or other interested parties.

For loan actions which are categorically excluded, the following statement should
be included in the running record of the casefile:

"This loan is categorically excluded from the requirements of an environmental
evaluation and has been determined a non-undertaking under section 106."

For &l other loan purposes, an environmental evaluation will be completed using
FSA-850 according to 1-FSFL.

[7 CFR 773.9(d)] If adverse environmental impacts, either direct or indirect,
areidentified, the Agency will complete an environmental assessment in
accordance with the Council on Environmental Quality's Regulations for
Implementing the Procedural Provisions of NEPA to the extent required by
law.

For example, if completion of FSA-850 identifies adverse environmental or
cultural resource impacts and no alternative or mitigation measures exist, a Class 11
Environmental Assessment will be completed according to RD Instruction 1940-G,
Section 1940.318 and Exhibit H.

If it is determined from completing the environmental assessment process that
there are significant impacts and no alternatives or mitigation measures exist, the
County Office shall do either of the following:

* deny the applicant’s request for aloan
* request that SED request assistance from the National Office for further

assessment of the impacts of the project and any associated alternatives and
mitigation measures.

Continued on the next page
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89 Environmental Requirements (Continued)

D

Emergencies When emergency circumstances arise that prevent implementing the provisions of
this section, follow the provisionsin RD Instruction 1940-G, Section 1940.332.

E

Monitoring FSA staff, who normally have responsibility for the post-approval inspection and

monitoring of approved projects, shall ensure that mitigation measures that were
identified in the approval stage and required to be undertaken to reduce adverse
environmental impacts are effectively implemented.

FSA staff shall review the action’s approval documents and consult with the
preparer of the action’s environmental review document before making site visits
or requesting project status reports to determine whether there are environmental
requirements to be monitored.

* The preparer will directly monitor actions containing difficult or complex
environmental special conditions.

» Before certifying that conditions within offers of financial assistance have been
fully met, the responsible monitoring staff will obtain the opinion of the
preparer for those conditions developed as a result of the environmental
review. Satisfactory completion of required mitigation measures will be
documented as an addendum to Exhibit 12 of FSA-850 on file with initials of
the reviewing official on the addendum.

*  Whenever noncompliance with an environmental special condition is detected
by FSA, SEC will be informed immediately and take appropriate steps, in
consultation with the responsible program office, to bring the action into
compliance.

Continued on the next page
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Par. 89

89 Environmental Requirements (Continued)

F
Due Diligence

12-20-00

[7 CFR 773.9(e)] In order to minimizethe financial risk associated with
contamination of real property from hazardous waste and other
environmental concerns, the Agency will complete an environmental risk
evaluation of the environmental risksto the real estate collateral posed by the
presence of hazardous substances and other environmental concerns.

(1) The Agency will not accept real estate as collateral which has significant
environmental risks.

(2) If thereal estate offered as collateral contains significant environmental
risks, the Agency will provide the applicant with the option of properly
correcting or removing therisk, or offering other non-contaminated
property ascollateral.

The release or presence of a hazardous substance, hazardous waste, or leaking
underground storage tank on a property could affect the value of the property that
is offered as security for aloan. Furthermore, a borrower with substantia liability
associated with hazardous waste contamination or aleaking underground storage
tank may indicate a severely diminished ability to repay. Therefore, due diligence
will be performed for all new loans involving real estate as security, including real
estate offered as additional security. Due diligence will be completed by the
County Office by completing the Transaction Screen Questionnaire, which is
avallablefromal SEC's.

If FSA determines that the property being offered as security contains possible
hazardous waste contamination based on the completion of a Transaction Screen
Questionnaire, FSA shall notify the applicant that no further processing of the loan
application can take place until 1 of the following occurs:

» the applicant provides an environmental site assessment completed by a
qualified environmental professional that shows the property offered for
Ssecurity is not contaminated

* new non-contaminated property is offered as security for the loan or loans

» the contaminated property being offered as security has been fully remediated
according to a plan approved by the appropriate regulatory agency

» the contaminated property can be subdivided, thus leaving a non-contaminated
property to offer as security.
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Par. 90
90 Other Regquirements

A

Other Federal, [7 CFR 773.10] Borrowersarerequired to comply with all applicable:
State, and L ocal

Requirements (a) Federal, State, or local laws;

(b) Regulatory commission rules; and

(c) Regulationswhich are presently in existence, or which may be later
adopted including, but not limited to, those governing the following:

(1) Borrowing money, pledging security, and raising revenues for
repayment of debt;

(2) accounting and financial reporting; and
(3) Protection of the environment.

Notes: Additional instruction as to applicable laws, rules, and regulations will be
provided in State supplements.

Agencies that may have regulations or other guidance that the borrower
will have to follow include State Historic Preservation Offices, State
Environmental Boards, local zoning boards, and local Conservation
Districts.

B
Nondiscrimination Include the nondiscrimination statement in 1-FLP, * * * paragraph 41 * * * in al
Statement materials produced for public information or distribution.

9-11-02 6-FLP Amend. 6 Page 5-11



Par. 91

91 Applying for Loan Funds

A
Application
Package

B
Application
Form

12-20-00

[7 CFR 773.18(a)] A complete application will consist of the following:
(1) A completed Agency application form;

(2) If the applicant isa business entity, any legal documents evidencing the
organization and any State recognition of the entity;

(3) Documentation of compliance with the Agency’s environmental
regulations contained in 7 CFR part 1940, subpart G;

(4) A balance sheet on the applicant;

(5) Payment to the Agency for ordering a credit report;

(6) Any additional information required by the Agency to determinethe
eligibility of the applicant, the feasibility of the operation, or the
adequacy and availability of security.

Note: If the applicant is an existing FSA farm loan borrower, information from
the existing case file may be used with appropriate adjustments for the loan
request.

See subparagraph H for additional application requirements for loans:

* over $30,000
» for applicants who do not demonstrate strong owner equity.

Applicants shall submit CCC-2651, completing all certifications, including apple
acreage and loan purposes. FSA will not verify certifications unless there is reason
to believe they are inaccurate.

Continued on the next page
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Par. 91

91 Applying for Loan Funds (Continued)

C
Entity
Applicants

D
Environmental
Information

Balance Sheet

12-20-00

A business entity applicant must provide legal documents evidencing the
organization and any State recognition of the entity such as articles of
incorporation or partnership agreements, must be submitted. The application must
include the following information for each entity member:

* name

e address

» Socia Security number, or IRS tax ID number for a member that is a business
entity

* percent ownership interest in the entity

* inthe case of amember that isitself a business entity, legal documents
evidencing the organization and any State recognition of the entity.

Thisinformation is required for FSA to:
o identify the members

* document that the entity meets eligibility requirements
* determine which members are required to execute the promissory note.

Applicants must comply with the environmental requirementsin RD Instruction
1940-G.

Borrowers are required to have a current AD-1026 on file with FSA. FSA can
conduct its environmental review in most cases without additional information. In
cases where additional information is required such as wetland determinations,
potential historical or archaeological sites, etc., the loan application is not
considered complete, and the loan processing timeframe does not start, until this
information is received.

The application package for all loans must include a balance sheet on the applicant
that was prepared within 90 calendar days of the date the application was
submitted.

Continued on the next page
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91 Applying for Loan Funds (Continued)

F
Credit Report

G
Additional
Information

H

L oans Over
$30,000 or
Without Strong
Owner Equity

12-20-00

Applicants are required to provide payment for ordering a credit report. The cost
is $28 for a single applicant, $34 for joint applicants, and $40 for an entity
applicant. FSA will obtain and review a current credit report. Credit report fees
will be submitted according to 3-FI and applicable FI notices.

If an applicant is applying for another farm loan at the same time, then only 1
report will be ordered and payment will be handled according to FLP procedures.

Additional information may be required if necessary to determine the eligibility of
the applicant, the feasibility of the operation, or the adequacy and availability of
security. Thisinformation may include collateral documents such as depreciation
schedules, deeds, county assessments, tax records, etc. Verification of debts with
significant impact on repayment and/or collateral security will also be obtained.
These verifications can be made with copies of the last statements, or by using
FSA-440-32.

For any loan request when the applicant’s net worth is less than 3 times the loan
amount and on all loan requests greater than $30,000, a complete application will
include the following, in addition to the items in subparagraph A:

» [7CFR 773.18(a)(5)] Thefarm’soperating plan, including the projected
cash flow budget reflecting production, income, expenses, and loan
repayment plan;

e [7CFR 773.18(a)(6)] Thelast 3 yearsof production and income and
expense information.

Note: The documentation may include income statements, income tax returns,
and actual production records.
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Par. 92

92 Ability to Repay L oan

A
Purpose

B

L oans of $30,000
or LessWhen
Applicant Has
Strong Net
Worth

C

L oans Greater
Than $30,000 or
Any Loan When
Applicant Has
Weak Net Worth

12-20-00

[7 CFR 773.19(e)(1)] All loan applicants must demonstrate that the loan can
be repaid.

[7 CFR 773.19(e)(2)] For loansthat are for $30,000 or lesswherethe
applicant’s balance sheet shows a net worth of three times the loan amount
or greater, repayment ability will be considered adequate without further
documentation.

For loan requests of $30,000 or less, a cash flow budget will not be required, if the
applicant’ s balance sheet shows a net worth of 3 times the loan amount or grester.

[7 CFR 773.19(¢e)(4)] For loansthat are for more than $30,000, repayment
ability must be demonstrated using the farm’s operating plan, including a
projected cash flow budget based on historical performance.

[7 CFR 773.19(e)(3)] For loansthat arefor $30,000 or lesswhere the
applicant’s balance sheet shows a net worth of lessthan three timesthe loan
amount, repayment ability must be demonstrated using the farm’s operating
plan, including a projected cash flow budget based on historical
performance. Such operating plan isrequired notwithstanding

Section 773.18 of this part.

For those applicants with a net worth that is not at least 3 times the loan amount or
requesting a loan greater than $30,000, repayment ability must be demonstrated
using the farm’s operating plan, including a projected cash flow budget based on
historical performance.

The operating plan must include documentation of the ability to repay the loan
requested. Cash flow must include a projection listing all anticipated cash inflows
(including all farm income, nonfarm income, and all loan advances) and all cash
outflows (including all farm and nonfarm debt service and other expenses) to be
incurred by the borrower during the period of the budget, based on prior history
and be consistent with anticipated prices for smilar goods and services. It must be
documented in sufficient detail to adequately reflect the overall condition of the
operation. A cash flow budget may be completed either for a 12 month period, a
typical production cycle, or the life of the loan, as appropriate to determine
repayment ability.
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Par. 93
93 Interest Ratesand Loan Terms

A

Establishing [7 CFR 773.19(a)] Theinterest rate will be fixed for theterm of theloan. The

Interest Rate rate will be established by the Agency and available in each Agency Office,
based upon the cost of Government borrowing for loans of smilar maturities.
The rate will be published in RD Instruction 440.1, Exhibit B.

B

Loan Term [7 CFR 773.19(b)] Theloan term will be for up to 3 years, based upon the

useful life of the security offered.

The final maturity date for each loan cannot exceed 3 years from the date of the
promissory note. A lesser term will be used if the security offered is not adequate
to secure the loan for 3 years. The installments will be equal with the loan to be
paid in full in 3 years from the date of the note. Balloon installments are
prohibited. The Approval Official will document in the case file that the payment
schedule is consistent with the income generated by the operation and the
collateral securing the loan.
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Par. 94

94 Security Requirements

A
Purpose

B
L oans of $30,000
or Less

12-20-00

[7 CFR 773.19(c)] The Agency will take a lien on the following security, if
available, as necessary to adequately secure the loan:

(1) Real estate;

(2) Chattels,

(3) Crops;

(4) Other assets owned by the applicant;

Note: Examplesinclude non-farm real estate, certificates of deposit, persona
guarantees, €tc.

(5) Assetsowned and pledged by a third party.

Security must be taken to protect the Government’s interest and as protection
against possible loss.

Note: The applicant must provide a detailed description and valuation of possible
security with the loan application, such aslegal description of all owned
farm real estate and local property tax assessments or list of equipment and
income tax depreciation schedule.

[7 CFR 773.19(d)(1)] For loansthat are for $30,000 or less, collateral value
will be based on the best available, verifiable information. These loans will be
considered adequately secured by taking a best lien obtainable on the applicant’s
real estate. |If the applicant does not own real estate, alien will be taken on crops
and available chattel security.

Continued on the next page
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Par. 94
94 Security Requirements (Continued)

C

Loans Greater Loan requests greater than $30,000 require greater Agency scrutiny and

Than $30,000 documentation of adequate security. The Approval Official must determine the
amount and type of security required to adequately secure the loan. When the
applicant owns real estate, FSA will normally file alien on al real estate. If other
security, such as chattels or non-farm assets, will offer better protection of the
Government'sinterest, the Approval Official may take alien on the alternate
security. When available, the security value should be at least 150 percent of the
loan amount. Inall cases, at a minimum, the value of the security must be at least
equal to the loan amount.

D

Identifiable Loans must be secured by collateral that can be distinguished from other security

Security items and can be adequately described in security instruments.

E

Real Estate A survey is not required, if the property is adequately described. The applicant is

responsible for obtaining and paying any costs for documentation that must be
completed to properly identify the security property.

Continued on the next page
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Par. 94

94 Security Requirements (Continued)

F
Chattels

Crops

H
Other Collateral

|
Insurance

12-20-00

Chattels consist of equipment or livestock. Equipment must be identified by
manufacturer, model, year, and serial number, where available. If thisinformation
is not available, awritten description of the equipment that is adequate to define
the security will be kept in the case file.

Security interest in crops will be perfected by a UCC-1 filing according to State
law.

An applicant may provide other collateral to strengthen the value of the Agency’s
lien. Other collateral may be non-farm real estate, certificates of deposit, or
collateral pledged by others. The applicant will need to provide satisfactory
documentation as to the value of the collateral and availability for FSA to perfect a
lien.

The applicant will obtain insurance policies covering FSA loan security, if they are
available and cost effective.
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95 Appraisals

A
L oans of $30,000
or Less

B
Loans Greater
Than $30,000

12-20-00

Par. 95

FSA will take alien on the applicant’'s farm property, if it isowned. If not owned,
FSA will take alien on crops and chattels.

Appraisals or other methods of collateral valuation are not required.

[7 CFR 773.19(d)(2)] For loans of greater than $30,000 where the applicant's
balance sheet shows a net worth of three timesthe loan amount or greater,
collateral value will be based on tax assessment of real estate and
depreciation schedules of chattels, as applicable, lessany existing liens. An
appraisal will not be required.

[7 CFR 773.19(d)(3)] For loans of greater than $30,000, where the applicant’s
balance sheet shows a net worth of lessthan three timesthe loan amount,
collateral value will be based on an appraisal. Such appraisals must be
obtained by the applicant, at the applicant’s expense, and be acceptable to
the Agency. Appraisals of real estate must be completed in accordance with
USPAP. These appraisals must comply with 1-FLP, Part 6. The applicant will be
supplied a list of acceptable appraisers at the time of loan application and must
select an appraiser from this list to complete the appraisal. 1n addition, the
applicant will be provided alist of appraisal requirements to give to the appraiser.
The applicant should request the appraiser submit the appraisal directly to FSA. A
current appraisal in the applicant’ s direct or guaranteed loan file, if applicable, is
also acceptable. See 1-FLP, subparagraph 141 F for guidance on using third-party
appraisals.

Note: Loans can be approved subject to obtaining an appraisal.
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96 _Summary of Documentation and Security Requirements

A
Summary Chart

12-20-00

Par. 96

Use the following table to determine security, appraisal, and repayment

documentation requirements.

Loan Appraisal Repayment
Characteristics Security Required | Documentation
¢ lessthan $30,000 best lien No not required
obtainable on
* net worth greater than real estate or
3 timesthe loan amount | chattels
¢ lessthan $30,000 best lien No projected cash
obtainable on flow budget
* net worth less than real estate or
3 timesthe loan amount | chattels
¢ greater than $30,000 must at least | No projected cash
equal loan Use tax flow budget
* net worth greater than amount assessment/
3 times the loan amount depreciation
schedules.
¢ greater than $30,000 must at least | Yes projected cash
equal loan flow budget
* net worth lessthan amount
3 times the loan amount
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97 Loan Processing/Approval or Denial Decisions

A
Approval
Authorities

B
Other FSA
Loans

C
Processing
Timeframes

12-20-00

Par. 97

Use this table to determine approval authorities.

SED and

FLO FLO FLO delegated
GS7 GS9 GS 11 FLM State Office

$50,000 $100,000 $150,000 $200,000 $500,000

An Agency employee must have been delegated FLP loan approval authority to
exercise the approval authoritiesin this part.

County Office employees will not be given approval authority without
authorization from DAFLP, and may not exceed the loan approval authority
equivalent to that of the equivalent grade for FLO or FLM.

SED may delegate approval authority to qualified State Office employees.

SALP loans may be approved up to $500,000. Outstanding loan balances from
other FLP's, direct or guaranteed, will not affect the amount an applicant is eligible
to receive or the amount an Agency employee with approval authority is able to
approve within the appropriate authority. Likewise, outstanding SALP loans will
not affect the amount an applicant is eligible to receive under any other FSA loan
program.

The Approval Official must make the decision to approve or deny the loan and
notify the applicant within 30 calendar days after the loan application is
complete.

All applications will be entered into MAC. SED, DD, and FLM will monitor the
processing of all loan applications to ensure that all applications are processed in a
timely manner.

Continued on the next page
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Par. 97

97 Loan Processing/Approval or Denial Decisions (Continued)

D
Evaluating L oan
Requirements

12-20-00

[7 CFR 773.21(a)(1)] The Agency will approvetheloan if it determinesthat:

(i) Theloan can berepaid;

(ii) The proposed use of loan fundsis authorized,;

(iif) The applicant has been determined €ligible;

(iv) All security requirements have been, or will be met at closing;

(v) All other pertinent requirements have been, or will be met at closing.

The Approval Officia has the ultimate responsibility for evaluating the loan file to
determine whether the proposed request complies with established FSA policies
and all pertinent regulations.

At aminimum, the Approval Official shall verify the following itemsin the final
review before making the loan decision and is responsible for determining that the:

applicant is eligible

funds are requested for authorized purposes

loan is within the limits the applicant is eligible to receive
environmental requirements have been met

security is adequate

applicant has the ability to repay the loan.

A loan requiring areal estate appraisal for the determination of adequate security
may be approved subject to obtaining an appraisal in those cases where:

» available financial information indicates security will be adequate when the
appraisal is completed

» the approval requirements include obtaining an acceptable appraisal before
loan closing.

Continued on the next page
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Par. 97
97 Loan Processing/Approval or Denial Decisions (Continued)

E
Loan Approval [7 CFR 773.21(a)(2)] The Agency will place conditions upon loan approval as
necessary to protect itsinterest.
The Authorized Agency Official will:
* document the loan approved by completing and executing FmHA 1940-1; the
applicant will not be required to sign FmMHA 1940-1
* notify the applicant of loan approval using the following guide letter.
(Applicant)
(Address)
(City, State, ZIP Code)
Dear

By this|etter, the United States of America, acting through the Farm Service Agency (FSA), has approved your [oan
reguest under the Special Apple Loan Program (SALP) for $ . Subject to the enumerated conditions
and available funding, this loan approval will become binding and effective upon your acceptance of all conditions at
loan closing.

The basic terms and conditions of the loan are set forth in thisletter. Theseterms are not intended to be exhaustive, as
final documentation will be binding in the loan closing documents. A promissory note and security instrument
incorporating these and other necessary, usual, and customary terms will be signed prior to rel ease of funds to you.
Subject to those qualifications, the loan will be made on the following terms and conditions:

1. Loan Amount - Theloan will total $

2. Use of Proceeds -Theloan will be used only for the following loan purposes.
(Enter loan purposes).

Any material changes from the uses outlined in the application must have the express prior consent of FSA.

3. Interest Rate - Interest rate on the loan will be %, (Enter interest rate for apple loansin effect at the time
of loan approval). Thisratewill be fixed for the term of the loan.

4. Term - Theterm of the loan will be years, from the date of loan closing.

5. Repayment Schedule - The repayment schedule, will be

(Enter the proposed repayment schedule including, installment
amounts and due dates).

Continued on the next page
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Par. 97
97 Loan Processing/Approval or Denial Decisions (Continued)

E
Loan Approval
(Continued)

6. Collatera - Theloan will be secured by the following:
(Enter the collateral to be taken).

7. Insurance- You must maintain liability insurance coverage for any collateral securing the loan funds advanced
throughout the term of the loan.

8. Reporting - You must notify FSA of any adverse actions, including but not limited to, anticipated default on
the loan.

9. Lega Authority - You will certify that you (a) are duly formed, incorporated, and in compliance with applicable
laws to conduct and perform its programs and purposes, and (b) have satisfied all statutory and regulatory
reguirements for continuing operations.

10. Environmental Requirements- You will certify that all Federal and State statutory and regulatory
environmental regquirements have been complied with. Throughout the term of the loan the borrower will
comply with all applicable environmental laws and regulations relative to its activities.

11. Expiration - This commitment letter remains effective until close of business on (enter
60 calendar days from the date of the letter). The loan closing and release of 1oan funds are subject to you and
FSA agreeing upon all terms and conditions to be contained in the documentation required for the loan,
including promissory notes, loan agreements, and security instruments.

Y our signature on all loan closing documents will indicate your acceptance of the conditions of thisletter. Theloan
closing is scheduled for . If you have any questions concerning this proposal, please contact the FSA
office at

Sincerdly,

Continued on the next page
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Par. 97
97 Loan Processing/Approval or Denial Decision (Continued)

F
L oan Denial The Agency will not approve aloan if it determines that:

» theapplicant is not creditworthy, or that the applicant has knowingly provided
incomplete, false, or misleading information

» the applicant, the applicant’s operation, or other circumstances surrounding the
loan are inconsistent with the authorizing statutes, other Federal laws, or
Federal credit policies, except as modified by published regulations

+ afeashble plan cannot be developed, except for loans of $30,000 or less with
adequate net worth, which do not require a plan; seelsubparagraph 92/ B

 for loan requests greater than $30,000, there is inadequate security for the loan
requested.

Denial letters will be sent according to 1-APP and any other applicable Agency
directives. All letters will include the nondiscrimination statement in 1-FLP,
[subparagraph 41| C.

The Approval Official must thoroughly document the reasons for denying the loan
in the application file. If the Approval Official is not in the local office, the loan
file will be sent back to the Authorized Agency Official for completing the loan
denial process.

Appeals [7 CFR 773.3] A loan applicant or borrower may request an appeal or review
of an adver se decision made by the Agency in accordance with 7 CFR
part 11.
Approving authorities making adverse determinations will:

* inform the applicant of mediation, reconsideration, and appeal rights according
to 1-APP

» follow procedurein 1-APP to process and act on appeals.

Continued on the next page
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Par. 97

97 Loan Processing/Approval or Denial Decisions (Continued)

H
L oan Funding

|
Loan Closing
and Loan Fees

12-20-00

[7 CFR 773.20] Loan requests will be funded based on the date the Agency
approvesthe application. Loan approval issubject to the availability of
funds.

The obligated loan funds will be available to the applicant at loan closing either as
acheck or by electronic funds transfer. Loan funds must be provided to the
applicant within 15 calendar days after obligation, unless the applicant agreesto a
longer timeframe.

If funds are not available to fund the loan request, the Authorized Agency Officia
informs the applicant that funds are not currently available. 1f subsequent or
additional loan funds are not available within 120 calendar days of the date of the
funding shortfall, the loan application will be withdrawn.

The Approval Official, or designee, shall close the loan according to the following.

e [7CFR 773.21(b)(1)] The applicant must meet all conditions specified by
theloan approval official in the notification of loan approval prior to loan
closing.

o [7CFR 773.21(b)(2)] There must have been no significant changesin the
plan of operation or the applicant’sfinancial condition since the loan was
approved. A certification to this effect isincluded on CCC-2652.

o [7CFR 773.21(b)(3)] The applicant will execute all loan instruments and
legal documentsrequired by the Agency to evidence the debt, perfect the
required security interest in property securing the loan, and protect the
Government’sinterests, in accordance with applicable State and Federal
laws. Inthe case of an entity applicant, all officersor partnersand any
board members also will berequired to execute the promissory notes as
individuals. CCC-2652 will be executed to provide evidence of repayment
requirements and security pledged. No SALP loan funds will be transferred to
the applicant until CCC-2652 has been executed.

Continued on the next page
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Par. 97

97 Loan Processing/Approval or Denial Decisions (Continued)

I

Loan Closing
and Loan Fees
(Continued)

12-20-00

Notes: For loans that require more than 2 signatures, the Approval Official will
seek guidance from the appropriate Regional Attorney for assistance in
properly executing an addendum or attachment for additional signatures.

SED wiill issue State supplements, with the advice of the Regional
Attorney, on perfecting the liens, including preparing mortgages, for
closing loans.

[7 CFR 773.21(c)] The applicant will pay all loan closing feesincluding credit
report fees, feesfor appraisals, feesfor recording any legal instruments
determined to be necessary, and all notary, lien search, and similar fees
incidental to loan transactions. No feeswill be assessed for work performed
by Agency employees.

Payment of loan feesis an eligible loan purpose.

SALP loans, secured by real estate, will be closed according to RD Instruction
1927-B. Loanswith real estate security will be closed by a closing agent, selected
by and paid for by the applicant. When loans of $30,000 or less are secured by
real estate, they will be secured by a "best lien obtainable”; therefore title searches,
certifications, or insurance will not be required. However, FSA may send the loan
documents to an agent, selected and paid for by the applicant, for preparation,
closing, and recording. SALP loans, with security other than real estate, will be
closed according to FmHA Instruction 1941-B.
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98 Loan Servicing

A
Guidance

Par. 98

[7 CFR 773.22] Loanswill be serviced in accordance with subpart J of part
1951, or itssuccessor regulation, during the term of the loan. If theloan is
not paid in full during thisterm, servicing will proceed in accordance with
1951.468.

If any installment is not paid according to the terms of the loan agreement, the loan
is not fully satisfied at expiration of the loan agreement, or the borrower isin
default on the terms of the loan agreement or security instruments, the loan will be
serviced according to FmHA Instruction 1951-J.

99 Exception to Security Requirement

A
Exception

[7 CFR 773.23] The Agency may grant an exception to the security
requirements of this section, if the proposed changeisin the best financial
interest of the Government and not inconsistent with the authorizing statute
or other applicable law.

DAFLP, or designeg, is authorized to approve exceptions to:

* real estate security requirements
* requiring an appraisal or atitle opinion.

If the applicant has an abundance of security available, DAFLP may approve an
exception. The case file must contain documentation as to the basis for the
determination and evidence that security and collectability for the loan are not
adversely affected. DAFLP's decision to grant or deny exceptionsisfinal, and
appeal rights will not be given.

100-109 (Reserved)

12-20-00
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110 Overview

Scope

B
Program
Objective

Par. 110

Part 6 Emergency Loan for Seed Producers Program

[7 CFR 774.1] Theregulations of this part contain the terms and conditions
under which loans are made under the Emergency Loan for Seed Producers
Program. Theseregulations are applicable to applicants, borrowers, and
other partiesinvolved in making, servicing, and liquidating these loans.

[7 CFR 774.1] The program objectiveisto assist certain seed producers
adversely affected by the bankruptcy filing of AgriBiotech.

111 General Eligibility Requirements

A
Eligibility
Requirements

B
Seed Producer

12-20-00

[7 CFR 774.6] Loan applicants must meet all of the following requirementsto
be eligible under the Emergency L oan for Seed Producers Program.

[7 CFR 774.6(a)] The applicant must be a seed producer.

[7 CFR 774.2] Seed producer isafarmer that produced a 1999 crop of grass,
forage, vegetable or sorghum seed for saleto AgriBiotech under contract.

A contract includes a sales contract with AgriBiotech or its predecessor
organizations for the sale of 1999 grass, forage, vegetable, or sorghum seed. In
addition, awritten or oral extension of a previous years contract is also acceptable.
The producer must not have received full payment for seed produced under
contract to AgriBiotech as aresult of the bankruptcy proceeding involving
AgriBiotech. The documentation that the producer did not receive payment for
seed production will be a bankruptcy proof of claim that is not contested and has
not been assigned, sold, or transferred to another party in whole or in part.

Continued on the next page
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Par. 111

111  General Eligibility Requirements (Continued)

B
Seed Producer
(Continued)

C
Proof of Claim

D
United States
Citizenship

12-20-00

If there has been a change of business entity between the time that the 1999 seed
crop was produced and loan closing, the Agency can make the loan to the
successor organization provided that the individuals that owned a majority interest
in the business entity that produced the 1999 crop are also members of the
successor business entity, and the business entity that filed the proof of claim
assigns their monetary interests to the Agency in consideration for the loan.

[7 CFR 774.6(b)] Theindividual or entity loan applicant must have a timely
filed proof of claim in the Chapter X1 bankruptcy proceedingsinvolving
AgriBiotech and the claim must have arisen from a contract to grow seedsin
the United States.

Note: Proof of claimsthat are uncontested will be accepted as valid and assumed
to be submitted in good faith for the purpose of obtaining an FSA loan. If
claims are found to be false, these findings will be grounds for loan denial.

[7 CFR 774.6(c)] Theloan applicant must be a citizen of the United States or
an alien lawfully admitted to the United Statesfor permanent residence
under the Immigration and Naturalization Act. For a business entity
applicant, the majority of the business entity must be owned by members
meeting the citizenship test or other entitiesthat are domestically owned.
Aliens must provide appropriate Immigration and Naturalization Service
formsto document their permanent residency.

Aliens must provide I-151 or 1-551 to show permanent residency status. If the
Authorized Agency Official questions the authenticity of 1-151 or 1-551 or the
information on the form, the Authorized Agency Official may complete G-845 to
request that INS verify the information. G-845 can be obtained from and
submitted to the nearest INS District Office. To waive the service fee, the
Authorized Agency Official shal insert “INTERAGENCY LAW
ENFORCEMENT REQUEST” in the upper right corner of G-845.

Continued on the next page
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111  General Eligibility Requirements (Continued)

E
L egal Capacity
to Incur Debt

F
Delinquency on
Federal Debt

12-20-00

[7 CFR 774.6(d)] Theloan applicant and anyone who will execute the
promissory note must possessthe legal capacity to enter into contracts,
including debt instruments.

The loan applicant must be of legal age and mental capacity to enter into alegally
binding agreement with FSA. An entity applicant, and the entity members who
will execute the promissory note, must be able to enter into such a contract.

[7 CFR 774.6(e)] At loan closing, the loan applicant, and anyone who will
execute the promissory note must not be delinquent on any Federal debt,
other than a debt under the Internal Revenue Code of 1986.

Delinquencies will be verified by review of a CAIVRS report for the applicant,
including if the applicant is an entity, the members that will be executing the loan
notes and agreements. The loan applicant may be considered eligible if the
delinquency will be remedied by the date of loan closing. Loan applicants may use
loan funds to cure delinquencies. Federal debt includes, but is not limited to,
student loans, CCC loans, FSA loans, Veteran's Administration loans, and Small
Business Association loans. FSA guaranteed loans are not considered Federal
debits.

Note: An applicant who is current on or who has successfully completed a
bankruptcy reorganization plan that covers a Federal debt will not be
considered delinquent.

Continued on the next page
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111  General Eligibility Requirements (Continued)

G
Outstanding
Recorded
Judgments

H
Providing False
Information

I
Loansto FSA
Employees

12-20-00

[ 7 CFR 774.6(f)] At loan closing, the loan applicant and anyone who will
execute the promissory note must not have any outstanding unpaid
judgments obtained by the United Statesin any court. Such judgmentsdo
not include those filed asa result of action in the United States Tax Courts.

Loan applicants must provide evidence that all Federal judgments have been
released or paid in full. Loans will not be approved for applicants with unresolved
Federal judgments. Loan funds will not be used to pay Federal judgments. Direct
questions about outstanding judgments to Regional Attorney.

[7 CFR 774.6(g)] Theloan applicant, in past or present dealingswith the
Agency, must not have provided the Agency with false information.

The applicant must not have knowingly provided false information, or misleading

documents or statements, to affect a credit or program decision. Examples include
inaccurate balance sheets or falsified production records.

for the definition of "false information”.

Loans may be made to FSA employees.
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Par. 112

112 Eligible Loan Purposes

A
Reason for
Program

The Emergency Loan for Seed Producers Program was designed to provide bridge
loans to growers who were not paid for their 1999 crop of grass, forage,
vegetable, or sorghum seed because of the AgriBiotech bankruptcy filing.

Borrowers may use loan funds for any typical expense that would have been
funded with proceeds from the sale of their crop. Funds may not be used for any
purpose prohibited according tg paragraph 113|

113  Loan Limitations

A
Maximum Loan
Amount

12-20-00

[7 CFR 774.8(a)] The maximum loan amount any individual or business
entity may receive will be 65 percent of the value of the timely filed proof of
claim against AgriBiotech in the bankruptcy proceeding as determined by
the Agency.

The maximum loan amount any individual or business entity may receive under the
Emergency Loan for Seed Producers Program may not exceed 65 percent of the
value of the applicant’ s timely filed proof of claimin the AgriBiotech bankruptcy
proceeding for 1999 seed produced or sold under contract.

The value of the applicant’s timely filed proof of claim will be the amount of the
applicant’s uncontested claim for 1999 seed produced or sold under contract with
AgriBiotech, less any payments or distributions which may have been made for the
delivery or sale of 1999 seed inventory in the applicant’s possession and included
in the proof of claim amount at the time of filing.

The maximum loan amount will be rounded down to the nearest multiple of $10.

Continued on the next page
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Par. 113
113 Loan Limitations (Continued)

B
Prohibited Useof « [7 CFR 774.8(b)] Loan funds may not be used to pay expensesincurred
L oan Funds for lobbying or related activities.

* Loan funds may not be used to pay judgments obtained by the United States.

 [7CFR 774.8(c)] Loans may not be made for any purpose which
contributesto excessive erosion of highly erodible land or to the
conversion of wetlandsto produce an agricultural commodity.

Note: A decision by the Agency to reject an application for this reason is
appealable. An appeal questioning the presence of awetland,
converted wetland, or highly erodible land on a particular property
must be filed directly with the USDA agency making the determination
according to the agency’ s appeal procedures.
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Par. 114

114  Other Requirements

A

Other Federal,
State, and L ocal
Requirements

B
Nondiscrimination
Statement

C
Environmental
Requirements

9-11-02

[7 CFR 774.10] Borrowersarerequired to comply with all applicable:
(a) Federal, State, or local laws;
(b) Regulatory commission rules; and

(c) Regulationswhich are presently in existence, or which may be later
adopted including, but not limited to, those governing the following:

(1) Borrowing money, pledging security, and raising revenues for
repayment of debt;

(2) Accounting and financial reporting; and
(3) Protection of the environment.

Additional instructions as to applicable laws, rules, and regulations will be
provided in State supplements.

Include the nondiscrimination statement in 1-FLP, * * * paragraph 41 * * * in all
materials produced for public information or * * * distribution.

[7 CFR 774.9] Theloan actionsin thispart werereviewed for the purpose of
compliance with the National Environmental Policy Act (NEPA), 40 CFR
parts 1500 through 1508, and determined not to have a significant impact on
the quality of the human environment, either individually or cumulatively.
These loan actions are categorically excluded from the requirements of an
environmental evaluation dueto thefact that the loan fundswould be
utilized to replace operating capital the applicant would have had if
AgriBiotech had not filed bankruptcy.

The following statement should be included in the running record of the casefile:

"This loan is categorically excluded from the requirements of an environmental
evaluation."
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Par. 115

115  Applying for Loan Funds

A
Application
Package

B
Application
Form

C
Proof of Claim

2-1-01

[7 CFR 774.17] A complete application will consist of the following:
(a) A completed Agency application form;
(b) Proof of a bankruptcy claim in the AgriBiotech bankruptcy proceedings;

(c) If the applicant isa business entity, any legal documents evidencing the
organization and any State recognition of the entity;

(d) Documentation of compliance with the Agency’s environmental
regulationsin 7 CFR part 1940, subpart G;

(e) A balance sheet on the applicant; and
(f) Any other additional information the Agency needsto determinethe

eligibility of the applicant and the application of any Federal, State or
local laws.

The applicant will submit FSA-2661, completing al certifications.

The applicant must have filed atimely * * * proof of claim in the bankruptcy
proceedings involving AgriBiotech that has not been transferred, assigned, or sold
to another party, in whole or in part. An applicant will be required to provide
proof of avalid claim. This may include a copy of the filed claim, written
correspondence from the court affirming the claim, and any other legal
documentation providing proof of the amount of, validity of, and holder of the
claim. FSA may use public documents from the court to verify claims.

*--Claims may also be verified using the Excel spreadsheet, Claimant List, posted
to the Ag Credit File Library on BBS or available on request from the Loan
Making Division at 202-720-3889. Such verification will not negate the need for
the applicant to provide proof of afiled claim.--*

Continued on the next page
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Par. 115
115 Applying for Loan Funds (Continued)

C

Proof of Claim *--Claims will not be considered dligible if filed after the July 5, 2000, bar date.

(Continued) The amount of the claim will be the “Claimed Amount” and eligible applicants will
have a*“Claim Number” as well as a*“ Creditor Number”. Applicants will not be
eligible for aloan greater than 65 percent of the claimed amount. However,
agency officials will not deny loan requests based solely on such information
initially submitted on or with the application, but will instead provide the applicant
an opportunity to submit additional information as to the validity of the amount
claimed and documentation of the proof of the claim. The Authorized Agency
Official will notify the applicant in writing as to the items that need to be
documented or clarified. The applicant must provide the needed items within 30
calendar days of the Agency’ s notification.--*

Continued on the next page
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Par. 115

115 Applying for Loan Funds (Continued)

D
Entity
Applicants

E
Environmental
Information

12-20-00

A business entity applicant must provide legal documents evidencing the
organization and any State recognition of the entity such as articles of
incorporation or partnership agreements, must be submitted. Entity applicants
must submit additional information for each entity member. The application must
contain the following information about each entity member:

*  name
¢  address

o Socia Security number or IRS tax identification number for amember that isa
business entity

* percent ownership interest in the business entity

* inthe case of amember that isitself a business entity, legal documents
evidencing the organization and any State recognition of the entity.

Thisinformation is required for FSA to:
o identify the members

* document that the entity meets eligibility requirements
» determine which members are required to execute the promissory note.

Borrowers are required to have a current AD-1026 on file with FSA.

[7 CFR 774.9] Theloan actionsin this part werereviewed for the purpose of
compliance with NEPA, 40 CFR Parts 1500 through 1508, and determined
not to have a significant impact on the quality of the human environment,
either individually or cumulatively. Theseloan actions are categorically
excluded from the requirements of an environmental evaluation because the
loan fundswould be used to replace operating capital the applicant would
have had if AgriBiotech had not filed bankruptcy.

The loan actions listed in this part were also reviewed in accordance with section
106 of NHPA. It was determined that these loan actions are non-undertakings
with no potential to effect or alter historic properties and therefore, will not require
consultation with the State Historic Preservation Officer, Tribal Historic
Preservation Officer, or other interested parties.

Continued on the next page
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Par. 115

115 Applying for Loan Funds (Continued)

F
Balance Sheet

G
Additional
Information

The application package for all loans must include a balance sheet on the applicant
that was prepared within 90 calendar days of the date the application was
submitted.

Additional information required by the Agency to determine the eligibility of the
applicant, the maximum loan amount, the availability of security, or the
applicability of any Federal, State, or local laws may include information such as
seed production contracts, contract numbers, seed varieties produced, amounts
produced, seed test reports, seed lot numbers, bills of lading, and other similar
documents or information.

Additional instructions as to applicable laws, rules, and regulations will be
provided in State supplements.

116  Interest Ratesand Loan Terms

A
Interest Rate

6-20-02

[7 CFR 774.18(a)(1)] Theinterest rate on the loan will be zero percent for
*--36 monthsor until the date of settlement of, completion of, or final--*
distribution of assetsin the bankruptcy proceeding involving AgriBiotech,
whichever comesfirst.

[7 CFR 774.18(a)(2)] There after interest will begin to accrue at the regular
rate for an Agency Farm operating-direct loan (availablein any Agency
office).

The interest rate will be published in RD Instruction 440.1, Exhibit B.

Continued on the next page
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Par. 116

116 Interest Ratesand Loan Terms (Continued)

B
Loan Term and
Amortization

4-7-04

[7 CFR 774.18(b)(1)] Loansshall be due and payable upon the earlier of the
settlement of the bankruptcy claim or 36 months from the date of the note.

[7 CFR 774.18(b)(2)] However, any principal remaining thereafter will be
amortized over aterm of 7 years at the farm operating-direct loan interest
rate.

If not paid in full on or before the earlier of the settlement of the bankruptcy claim
or 36 months from the date of the note, the unpaid balance of the note will be
amortized in annual installments at the regular interest rate for farm operating-
direct loans then in effect, over aloan term of 7 years from the date of
*--amortization. The effective date of the amortization will be the earlier of

36 months after the date of the original Promissory Note and Security Agreement,
or the date of the settlement of the bankruptcy.

The first amortized installment should be scheduled in a manner consistent with
when income is received by the operation, but in no case more than 12 months
from the date of the amortization. The remaining amortized installments will be--*
scheduled annually from the date of the first amortized installment.

The loan will be amortized without additional review. The borrower will not be
required to demonstrate creditworthiness or repayment or to pledge additional
security. The borrower will be sent the following guide letter 36 months after the
date of the original note or when instructed by the National Office.

*--To process the amortization, County Offices will complete a 1M transaction,
kind code 24.--*

Continued on the next page
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Par. 116

116 Interest Ratesand Loan Terms (Continued)

B

Loan Term and
Amortization
(Continued)

6-20-02

*

(Borrower name)
(Address)
(City, State, ZIP Code)

Dear

By thisletter, the United States of America, acting through the Farm Service Agency (FSA),
is providing notice of the beginning of interest accrual on your loan balance effective

(Enter the date 36 months after the date of the original note or the date provided by the
National Office Farm Loan Programs for the settlement of, completion of, or final distribution

of assetsin the AgriBiotech bankruptcy)
and the loan installments due.

The basic terms and conditions of the loan amortization are set forth in thisletter. These are
an addendum to your |oan agreement signed

1. Loan Amount - The current principal balanceis:
$

2. Interest Rate - The Interest rate on the loan will be %, the current Direct
farm-operating rate. Thisratewill be fixed for the term of the loan.

3. Term - Theterm of the loan will be seven (7) years form the date of interest accrual,
noted above.

4. Repayment Schedule - The repayment schedule will be

(Enter proposed repayment schedule, including installment
amount, and date due).

5. Reporting - You must notify FSA of any adverse actions, including but not limited
to, anticipated default on the loan.

If you have any questions concerning this proposal, please contact the FSA office at

Sincerdly,

*

Continued on the next page
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Par. 116

116 Interest Ratesand Loan Terms (Continued)

C

L oan Payment
and Payment
Schedule

12-20-00

All payments received as a result of distributions from the bankruptcy estate of
AgriBiotech and as aresult of the delivery or sale of stored 1999 seed in the
borrower’ s possession produced or sold under contract with AgriBiotech, are
considered proceeds generated from the sale of basic security as defined in FmHA
Instruction 1962-A, section 1962.4 and will be applied to the unpaid balance as
extra payments as defined in FmHA Instruction 1951-A, section 1951.8(b).

If an extra payment of 20 percent or more of the unpaid balance of the loan after
initial amortization is received, the remaining unpaid balance will be reamortized at
the original interest rate within the remaining term of the loan.

The Approval Official will notify the borrower of the reamortization and the
resulting payments using the guide letter in subparagraph B modifying the
language referring to amortization to reamortization.
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Par. 117
117 Security Requirements

A
L oan Security [7 CFR 774.18(c)(1)] The Agency will require afirst position pledge and
Requirements assignment of the applicant’s monetary claim in the AgriBiotech bankruptcy

estateto securetheloan.

[7 CFR 774.18(c)(2)] If the applicant has seed remaining in their possession
that was produced under contract to AgriBiotech, the applicant will also
provide the Agency with afirst lien position on thisseed. Itisthe
responsibility of the applicant to negotiate with any existing lienholdersto
secure the Agency’sfirst lien position.

A lien search will also be completed to determine whether any liens may impair the
Agency's security position.

The collateral description in the Agency's security instruments will include a
reference to or description of:

o 1999 seed, and proceeds from 1999 seed, produced or sold under contract
with AgriBiotech or its predecessor or successor organizations

* k% %

« al monetary interestsin and distributions resulting from the applicant's claim
against the bankruptcy estate of AgriBiotech.

Any creditor that may claim alien or security interest in the applicant’ s contract
rights, general intangibles, accounts receivable, 1999 seed and seed proceeds
produced under contract with AgriBiotech, any remaining 1999 seed inventory
produced under contract with AgriBiotech, or the applicant’s interest in the
bankruptcy estate of AgriBiotech must subordinate that lien or security interest in
favor of the Agency. FSA-2663 will be completed for this purpose.
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118  Loan Processing/Approval or Denial Decisions

A
Approval
Authorities

12-20-00

Par. 118

Use this table to determine approval authorities.

SED and
FLO FLO FLO delegated
GS 7 GS9 GS-11 FLM State Office
$50,000 $100,000 $150,000 $200,000 over
$200,000

An Agency employee must have an existing FLP loan approval authority to
exercise the approval authoritiesin this part.

County Office employees will not be given approval authority without
authorization from DAFLP, and may not exceed the loan approval authority
equivalent to that of the equivalent grade for FLO or FLM.

SED may delegate approval authority to qualified State Office employees.

6-FLP Amend. 1

Continued on the next page
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Par. 118

118 Loan Processing/Approval or Denial Decisions (Continued)

B
Other FSA
Loans

C
Processing
Timeframes

12-20-00

Loans made under the Emergency Loan for Seed Producers Program may be
approved for any amount that the applicant is eligible to receive. Outstanding loan
balances from other FLP's, direct or guaranteed, will not affect the amount any
applicant is eligible to receive or the Agency employee with approval authority for
the loan request. Likewise, outstanding Emergency Loans for Seed Producers
loans will not affect the amount an applicant is eligible to receive under any other
FSA loan program.

[7 CFR 774.19] Applicationswill be processed until such timethat fundsare
exhausted, or all claims have been paid and the bankruptcy involving
AgriBiotech has been discharged. When all loan funds have been exhausted
or the bankruptcy isdischarged, no further applications will be accepted and
any pending application will be considered withdrawn.

Applicants will be notified by letter if loan funds have been exhausted and that, asa
result, their application is being withdrawn.

The Approval Official must make the decision to approve or deny the loan and
notify the applicant within 30 calendar days after the loan application is determined
complete.

All applications will be entered into MAC. SED, DD, and FLM will monitor the
processing of all loan applications to ensure that all applications are processed in a
timely manner.

Continued on the next page
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Par. 118
118 Loan Processing/Approval or Denial Decisions (Continued)

D
Evaluating L oan The Approval Officia has the ultimate responsibility for evaluating the loan file to
Requirements determine whether the proposed loan complies with established FSA policies and

all pertinent regulations. The Approval Official should verify the following items
before making a loan decision:

that the applicant is eligible

that the loan is no more than 65 percent of the value of the bankruptcy claim
that the environmental requirements have been met

that the security requirements have been met

that the proceeds will not be used for prohibited purposes.

Continued on the next page
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Par. 118
118 Loan Processing/Approval or Denial Decisions (Continued)

E

L oan Approval The term on FmHA 1940-1 will be 2 years. At amortization, the term will be
revised to 7 years. The Authorized Agency Officia will document loan approval
by completing and executing FmHA 1940-1. The applicant will not be required to
sign FmHA 1940-1. The Authorized Agency Official will use the following guide
letter to notify the applicant of approval.

(Applicant)
(Address)
(City, State, ZIP Code)

Dear

By this|etter, the United States of America, acting through the Farm Service Agency (FSA), has approved your |oan
reguest under the Emergency Loans to Seed Producers program for $ . Subject to the enumerated
conditions and available funding, this loan approval will become binding and effective upon your acceptance of all
conditions at loan closing.

The basic terms and conditions of the loan are set forth in thisletter. Theseterms are not intended to be exhaustive, as
final documentation will be binding in the loan closing documents. A promissory note and security agreement
incorporating these and other necessary, usual, and customary terms will be signed prior to rel ease of funds to you.
Subject to those qualifications, the loan will be made on the following terms and conditions:

1. Loan Amount - Theloan will total $

2. Useof Proceeds -Theloan will be used only for following loan purposes.

(Enter loan purposes)
Any material changes from the uses outlined in the application must have the express prior consent of FSA.

3. Interest Rate - The Interest rate on the loan will be zero percent for 36 months or until the date of settlement of,
completion of, or final distribution of assetsin the bankruptcy proceeding involving AgriBiotech, which ever
comes first. Thereafter, theinterest will begin to accrue at the regular rate for a CONACT Farm operating-
direct loan (available in any County FSA Office). Thisrate will be fixed for the term of the loan.

4. Term - Theterm of the loan will not exceed one hundred twenty (120) months, from the date of 1oan closing.

5. Repayment Schedule - The repayment schedule, when implemented, will bein equa installments for the term
of the loan.

*

Continued on the next page
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Par. 118
118 Loan Processing, Review, Approval or Denial Decisions (Continued)

E
Loan Approval
(Continued)

6. Cdllateral - Theloan will be secured by the following: (@) an assignment of and lien on proceeds of your claim
in the AgriBiotech bankruptcy; and (b) afirst lien on 1999 seed and seed proceeds produced or sold under
contract with AgriBiotech, remaining in your possession. |n the case of any security in which another lender
holds a secured interest, the other lender must agree to a subordination of the security interest based upon the
borrower’ s debt FSA will hold after the loan is closed and advanced.

7 Reporting - You will notify FSA of any adverse actions, including but not limited to, anticipated default on the
|oan.

8. Lega Authority - You will certify, that you (a) are duly formed, incorporated, and in compliance with
applicable laws to conduct and perform its programs and purposes, and (b) have satisfied all statutory and
regulatory requirements for continuing operations.

9. Environmental Requirements- You will certify that all Federal and State statutory and regulatory
environmental requirements have been complied with. Throughout the term of the loan you must comply with
all applicable environmental laws and regulations relative to its activities.

10. Expiration - This commitment letter remains effective until close of business on (enter
60 calendar days from the date of the letter). The loan closing and release of 1oan funds are subject to you and
FSA agreeing upon all terms and conditions to be contained in the documentation required for the loan,
including promissory notes, loan agreements, and security instruments.

Your signature on al loan closing documents will indicate your acceptance of the conditions of thisletter. Theloan
closing is scheduled for . If you have any questions concerning this proposal, please contact the FSA
office at

Sincerdly,

*

The obligated loan funds will be available to the applicant at loan closing either as
acheck or by electronic funds transfer. Loan funds must be provided to the
applicant within 15 calendar days of obligation, unless loan closing conditions
require otherwise or the applicant agreesto alonger timeframe.

Continued on the next page
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Par. 118
118 Loan Processing/Approval or Denial Decisions (Continued)

F
L oan Denial The Agency will not approve aloan if it determines that the applicant:

* isnot eligible

* hasassigned, transferred, or sold the proof of claim, in whole or in part, to
another party

* hasnot provided complete, truthful, and accurate information

* proof of claim or its amount is contested or unverifiable

* isunableto provide the Agency with the required security position
o will use loan funds for prohibited purposes

» or the operation, or other circumstances surrounding the loan are inconsistent
with the authorizing statutes, other Federal laws, or Federal credit policies.

The Approval Official must indicate the reasons for denia in the loan file, and
inform the loan applicant. If the Approval Official is not in the local office, the
loan file will be sent back to the Authorized Agency Official for completing the
loan denial process. All letters shall include the nondiscrimination statement in
1-FLP, subparagraph 41 C.

Denial letters will be sent according to 1-APP and any other applicable Agency
directive.

Continued on the next page
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Par. 118

118 Loan Processing/Approval or Denial Decision (Continued)

G
Appeals

H
L oan Funding

I
Loan Closing

12-20-00

[7 CFR 774.3] A loan applicant or borrower may request an appeal or review
of an adver se decision made by the Agency in accordance with 7 CFR

part 11.

Approving authorities making adverse determinations will:

« inform the applicant of their mediation, reconsideration, and appeal rights
according to 1-APP

+ follow procedure in 1-APP to process and act on appeals.

[7 CFR 774.20] Loan requests will be funded based on the date the Agency
approves an application. Loan approval issubject to the availability of
funds.

The Approval Official, or designee, shall close the loan according to the following.

o [7CFR 774.22(b)] The applicant will execute all loan instruments and
legal documentsrequired by the Agency to evidence the debt, perfect the
required security interest in the bankruptcy claim and protect the
Government’sinterest, in accordance with applicable State and Federal
laws. Inthe case of an entity applicant, all officersor partnersand any
board memberswill berequired to execute the promissory notes as
individuals.

As required by[subparagraph 117 A, the applicant must also execute any legal
documents required to perfect alien on any seed produced under contract to
AgriBiotech remaining in their possession.

Continued on the next page
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Par. 118

118 Loan Processing/Approval and Denial Decisions (Continued)

I
Loan Closing
(Continued)

*--J
Processing
FSA-2664

2-1-01

FSA-2662 will be executed to provide evidence of repayment requirements and
security pledged. FSA-2664 will be executed to provide FSA with alien and
assignment of the applicant’s interest in the bankruptcy estate of AgriBiotech
for security purposes. Loan funds will not be transferred to the applicant until
FSA-2662 and FSA-2664 have been executed.

Note: For loans that require more than 2 signatures, the Approval Official will
seek guidance from the appropriate Regional Attorney for assistance in
properly executing an addendum or attachment for additional signatures.

* [7CFR 774.22(c)] The applicant will pay all loan closing feesfor
recording any legal instruments determined to be necessary and all
notary, lien search, and similar feesincidental to the loan transaction. No
fees will be assessed for work performed by Agency employees.

* The Approval Official will prepare UCC-1 with a description of the applicant’s
interest in the AgriBiotech bankruptcy estate and, if applicable, 1999 stored
seed in the applicant’s possession. UCC-1 will be filed or recorded according
to State law.

Emergency Loans for Seed Producers will be closed according to FmHA
Instruction 1941-B. All loan closing fees will be paid by the applicant. Closing
fees are an authorized loan purpose.

Note: SED will issue State supplements with the advice of OGC on perfecting
proper lien position in preparing to close seed loans.

Before disbursing any funds, the agency official shall secure the loan with properly
executed closing documents. The claimant or borrower shall assign any future
payments from the court in the AgriBiotech bankruptcy to FSA by executing
FSA-2664. The Authorized Agency Official is responsible for filing the
assignment as expeditiously as possible. Delays in filing may compromise the
Agency’'s claim for payment.--*

Continued on the page
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Par. 118
118 Loan Processing/Approval and Denial Decisions (Continued)

*--J

Processing The original FSA-2664 will be filed by mailing the following cover letter with the
FSA-2664 assignments.

(Continued)

Robert L. Berger & AssociatesLLC
Attn: Yvette

16501 Ventura Blvd., Suite 440
Encino, CA 91436

Re:  AgriBioTech, Inc.
Chapter 11 Case No. 00-10533 LBR
District of Nevada

Dear Mr. Berger:

By this letter, the United States of America, acting through the Farm Service Agency (FSA), is
seeking to secure itsinterest in the payments that may be made on the following claimsin the
AgriBioTech, Inc. Chapter 11 bankruptcy.

(For each FSA-2664 attached, enter the claim number, claimant name, and dollar amount of claim.)

Asdiscussed in Mr. William P. Wientraub's December 17, 2000, |etter, this letter and attached
Notice of Claim Assignment serve as notice that you should amend your records and forward any
payments to be received for each claim to the address on the face of each of the attached Notice of
Claim Assignment.

Any questions or correspondence concerning this matter should be directed to me at (enter contact
office telephone number).

Sincerely,

The letter and attached FSA-2664 must be mailed “ Certified Mail - Return Receipt
Requested”. Each FSA-2664 must include the correct address for any future
payments to be sent. The agency official sending the letter shall receive areturn
notice of assignment from Robert L. Berger and Associates LLC that will
document the filing of the assignment of proceeds. The Authorized Agency
Official will verify that the return notice is received for each Assignment of Claim
filed. The notice will be kept in the casefile to document the Agency’sinterest in
the bankruptcy proceeds.--*

Continued on the next page
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Par. 118
118 Loan Processing/Approval and Denial Decisions (Continued)

*

Other | ssues L oan funds may be distributed upon proper execution of all required loan
documents at loan closing.--*
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Par. 119

119 Loan Servicing

A
Guidance

[7 CFR 774.23] Loans will be serviced in accordance with subpart J of part
1951 or itssuccessor regulation. If theloan isnot repaid as agreed and
default occurs, servicing will proceed in accordance with section 1951.468.

If any installment is not paid according to the terms of the loan agreement, the loan
is not fully satisfied at expiration of the loan agreement, or the borrower isin
default on the terms of the loan agreement or security instruments, the loan will be
serviced according to FmHA Instruction 1951-J.

120  Exceptionsto Program Requirements

A
Exception

[7 CFR 774.24] The Agency may grant an exception to any of the
requirements of this section if the proposed changeisin the best financial
interest of the Government and not inconsistent with the authorizing statute
or other applicable law.

DAFLP has the authority to make exceptions to the rules for the Emergency Loan
for Seed Producers Program. Exceptions will only be made on a case-by-case
basis where the proposed exception isin the best interest of FSA and the loan

applicant.

SED’s shall evaluate all requests for exceptions and forward to DAFLP with their
analysis of the benefits or problems, and a recommendation for approval. No
exception will be granted without an analysis and documentation of why the
exception is in the Government’ s best interest. DAFLP’ s decision on granting
exceptionsis final and appeal rights will not be given.

121-135 (Reserved)

9-11-02
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136 Overview

Scope

B
Program
Objective

9-11-02

Par. 136
*+-Part 7 HBL Program

This part:

» containsthe terms and conditions for loans made under the HBL Program
announced in the Federal Register as NOFA, Volume 67, Number 129,
pages 44799 through 44804, dated July 5, 2002

* isapplicable to applicants, borrowers, and other parties involved in making,
servicing, and liquidating loans.

These loans will mitigate the income loss and reduction in credit availability faced
by HB’s. Assistanceis limited to only those HB’s who:

+ have suffered losses as aresult of MRLS
+ cannot obtain sufficient credit e'sewhere
» meet al other requirements established in this part.--*
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Par. 137

*:-137 General Eligibility Requirements

A
Eligibility
Requirements

B

Horse Breeder

C
Timely
Application

9-11-02

[NOFA I11.] Applicants must meet all of the following requirementsto be
eligible for a Horse Breeder loan. Eligibility requirements are addressed in
subparagraphs B through N.

Applicants not meeting the eligibility requirements in this paragraph, will be
notified according tof subparagraph 149 F.

[NOFA I11. 2] Theapplicant must be a horse breeder as defined by this
notice.

[NOFA |.] Horsebreeder isan individual or business entity who as of
November 28, 2001, derives more than 70 percent of their grossincome from
the horse breeding business during the shorter of:

1. the5-year period ending on January 1, 2001; or

2. theperiod theindividual or business entity has been engaged in the
horse breeder business.

[NOFA I11.1.] Theapplicant must submit a signed Form FSA 410-1
completed to the best of the applicant’s ability to the Agency no later than
September 30, 2002.

The County Office staff will date stamp FSA-410-1 on the date it isreceived in the
County Office.--*

Continued on the next page
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Par. 137
*--137 General Eligibility Requirements (Continued)

D
Qualifying L oss [NOFA II1. 3.] Duringthe period beginning January 1 and ending October 1
of any calendar year 2000, 2001 or 2002:

(a) 30 percent or more of the mares owned by the applicant failed to
conceive, miscarried, aborted, or otherwise failed to produce a live
healthy foal; or

(b) 30 percent or more of the mares boarded on a farm owned, operated or
leased by the applicant failed to conceive, miscarried, aborted, or
otherwise failed to produce a live healthy foal.

Applicants must have suffered a qualifying loss in the number of mares owned or
the number of mares boarded. The number of mares owned and the number of
mares boarded are not to be added together when calculating the qualifying loss.

E

Financial Need [NOFA I11.4.] Theapplicant isunable to meet financial obligations, or pay
ordinary and necessary expensesincurred in connection with the horse
breeder business.

for the definitions of “financial obligations’ and “ordinary and
necessary expenses’ .--*

Continued on the next page
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Par. 137
*--137 General Eligibility Requirements (Continued)

F

Test for Credit [NOFA I11.5] Theapplicant must be unable to obtain sufficient credit
elsawhere at reasonablerates and terms.

(a) Toestablish this, the applicant must obtain written denials of credit
from legally organized commercial lending institutions within reasonable

proximity of the applicant that specify the reasonsfor the denial as
follows:

(1) In the case of a loan request of $300,000 or more, two written
denials of credit arerequired.

* Oneof theselendersmust be the applicant’s normal lender.
* Both lenders must typically make horse breeder business loans.

(2) In the case of aloan request of lessthan $300,000, one written
denial of credit isrequired.

* Theapplicant’snormal lender will be contacted unlessthe
lender has already denied a request to continue with the
applicant or extend additional credit.

* Theapplicant may contact another lender that makes horse
breeder business loans.

(3) In the case of aloan request of $100,000 or less, the Agency may
waive the requirement for obtaining a written denial of credit if
the Agency determinesthat requiring a written denial would pose
an undue burden on the applicant and based on the applicant’s
circumstances credit isnot likely to be available.

The loan approval official may waive the requirement for written credit denial
when areview of the financial statement, credit report, and other financial
information clearly indicates that other credit is not available to the applicant.--*

Continued on the next page
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Par. 137

*--137 General Eligibility Requirements (Continued)

F
Test for Credit
(Continued)

9-11-02

A waiver must be thoroughly documented in the case file and should address a
comparison of the:

+ credit standards of local lenders that make HBL's
o applicant’s financial condition.

The fact that an applicant has obtained credit for HB business purposes through
credit cards, finance companies, or other “sub-prime” lenders does not constitute
failure to meet the test for credit unless the rates and terms for that credit are
similar to the rates and terms offered on loans for the same purpose by other
lenders in the community.

[NOFA I11. 5. (b)] Notwithstanding the applicant’s submission of the
required written denial of credit, the Agency may contact other commercial
lending institutions within reasonable proximity of the applicant and make
an independent determination of the applicant’s ability to obtain credit
elsawhere.

If the loan approval official believes that based on areview of the applicant’s
financial statement, credit report, and other financia information, that other credit
is available, the loan approval official may contact lenders to determine if they are
willing to extend credit to the applicant.

The following will be used to verify and document the availability of credit:

o FSA-440-32

¢ FSA-1940-38

» letter from lenders containing all the information requested on FSA-1940-38.

[NOFA I11. 5. (c)] When theapplicant isan entity, all individuals, members,
stockholders, and partners must meet test for credit requirements.--*

Continued on the next page
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Par. 137

*--137 General Eligibility Requirements (Continued)

G
Citizenship

9-11-02

[NOFA II1.6.] Theapplicant must be a citizen of the United States, United
States non-citizen national, or a qualified alien under applicable Federal
immigration laws. For an entity applicant, the majority of the entity must be
owned by members meeting the citizenship test or other entitiesthat are
domestically owned.

Any applicant who is neither aU.S. citizen, U.S. noncitizen national, nor a
qualified alien should be regjected. U.S. noncitizen and qualified aliens must
provide acceptable evidence that they are U.S. noncitizens or qualified aliens, as
listed below. The authorized agency officia should review the original document
and make legible photocopies of both the front and back. If thereisaquestion
about the authenticity of the information provided, the authorized agency official
must contact INS for verification.

Any of the following is acceptable evidence of qualified aliens.
* |-551 or before 1979, 1-151

* |-688B which must be annotated “Provision of Law” followed by 1 of the
provisions listed below:

o 274 a12(c)(ii)
o 274a12(a)(1)
o 274a12(a)(3)
o 274a12(a)(4)
o 274a12(a)(5)
* 274 a.12(a)(10)

e |-765 annotated as follows:
e A3

. A5
. A10-*

Continued on the next page
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Par. 137
*--137 General Eligibility Requirements (Continued)

G
Citizenship e |-571:
(Continued)
* [-94 with 1 of the following annotations:

“Admitted as Refugee Pursuant to Section 207"
« “Section 208" or “Asylum’
» “Section 243(h)” or “Deportation stayed by Attorney General”

* “Paroled Pursuant to Section 212(d)(5) of the Immigration and
Nationality Act (INA)”

* “Admitted under Section 203(a)(7) of the INA.”

Note: If 1-94 is not annotated, then it should be accompanied by 1 of the
following.

* Final court decision granting asylum.
Note: Only if no appeal is taken.

o Letter froman INS asylum officer granting asylum if application is filed
on or after October 1, 1990, or from an INS DD granting asylum if
application filed before October 1, 1990.

» Court decision granting withholding of deportation.

o Letter froman INS asylum officer granting withholding of deportation
if application filed on or after October 1, 1990.

* Receipt issued by INS indicating that an application for issuing a replacement
document in 1 of the above-listed categories has been made, and the
applicant’s entitlement to the document has been verified.

» Other acceptable evidence.
Note: If other documents are determined by INS to constitute acceptable

evidence of eligible immigration status, it will be announced in the
Federa Register.--*
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Par. 137

*--137 General Eligibility Requirements (Continued)

H
Legal Capacity

I
Federal Debt

J
Unpaid
Judgments

9-11-02

[NOFA II1I.7.] Theloan applicant must be of legal age, mental capacity, and
have the authority to enter into a legally binding agreement. An entity
applicant, and all entity memberswho will execute the promissory note, must
meet thisrequirement.

[NOFA 111. 8] At loan closing, the applicant and anyone who will execute
the promissory note must not be delinquent on any Federal debt, other than
a debt under the Internal Revenue Code of 1986, nor be a federal judgment
debtor on a non-tax debt.

Delinquencies will be verified by areview of a Credit Alert Interactive Voice
Response System (CAIVRS) report for the applicant, including if the applicant is
an entity, the members that will be executing the loan notes and agreements. The
applicant may be considered €eligible if the delinquency is remedied by the date of
loan closing. Federal debt includes, but is not limited to, student loans, CCC
loans, FSA direct loans, Veterans Administration loans, and Small Business
Administration loans. FSA guaranteed loans are not considered Federal debts.

Note: An applicant who is current on or who has successfully completed a
bankruptcy reorganization plan that covers a Federal debt will not be
considered delinquent. Debt discharged in bankruptcy is not considered
Federal debt.

[NOFA I11.9.] At loan closing the applicant and anyone who will executethe
promissory note must not have any outstanding unpaid judgements obtained
by the United Statesin any court.

Such judgments do not include those filed as aresult of action in the U.S. Tax
Courts. Direct questions about outstanding judgments to the Regional
Attorney.--*

Continued on the next page
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Par. 137

*--137 General Eligibility Requirements (Continued)

K
False
I nformation

L
Credit History

9-11-02

[NOFA I11.10.] Theapplicant, in past or present dealingswith the Agency,
must not have knowingly provided the Agency with false information.

Examples of false information include but are not limited to inaccurate balance
sheets or falsified production records.

[NOFA 111.11] Theindividual or business entity applicant and all entity
members must have acceptable credit history demonstrated by debt
repayment. A history of failureto repay past debts asthey came due
(including debtsto the Internal Revenue Service) when the ability to repay
was within their control will demonstrate unacceptable credit history.

The loan approval official will use the following documents and sources, as
applicable, to verify the creditworthiness of the applicant and all individual entity
members.

Credit reports ordered according to RD Instruction 1910-B.
Current and past debts inquiry screens from the ADPS system.
CAIVRS reports,

FSA-440-32 or similar document.

Unacceptable credit history does not include the following:

* isolated instances of late payments that do not represent a pattern and were
clearly beyond the applicant’s control

* any occurrences that are more than 36 months old if more recent activity
reflects an acceptable performance

o lack of credit history.--*

Continued on the next page
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Par. 137

*--137 General Eligibility Requirements (Continued)

M
Repayment

N
Loansto FSA
Employees

9-11-02

[NOFA I11.12.] The applicant must submit a feasible plan asdefined in this
notice.

for the definition of “feasible plan”.

[NOFA VI1.] Loansmay be madeto Agency employees otherwise qualified
for theloans.

Applications received from:
* County Office employees will be reviewed and approved by the State Office

» State Office employees will be reviewed and approved by the National
Office.--*
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Par. 138
*1-138 L oan Purposes

A

General Loan The loan approval official shall review applications to ensure that funds will be
Purposes used for authorized purposes.

B

L oan Purposes [NOFA 1V.] Loan fundsonly may be used to:
1. Pay ordinary and necessary expensesfor the horse breeding business.
2. Replace maresand foalslost or disabled dueto MRLS.
Note: for the definition of “disabled”.
3. Purchaseor lease additional existing pastureto replace pasture where a
veterinarian or other recognized expert has determined the potential for

MRLS exists.

4. Pay or refinance financial obligations as defined by this notice, provided
the applicant can demonstrate a need to do so.

Note: See Exhibit P for the definition of “financial obligations’.
The loan approval official must document that the lender or creditor to be
refinanced is unwilling to restructure the debt at rates and terms that would permit
the applicant to develop afeasible plan.
[NOFA 1V ]

5. Pay loan closing costs.--*
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Par. 139

*.-139 Loan Limitations

A
Maximum Loan
Amount

B
Prohibited Uses
of Loan Funds

9-11-02

[NOFA V]

1. Themaximum cumulative loan amount any individual or business entity
may receive under thisnoticeislimited to $500,000.

2. Theamount of theloan isfurther limited to the lesser of;
(a) thefinancial needs of the applicant; or

(b)  theamount of loss suffered by the applicant as measured by
Section X1 of this notice [paragraph 144).

3. Outstanding loan balances from Agency Farm Loan Programs, direct or
guaranteed, will not affect the amount an applicant iseligible to receive
under this section.

[NOFA VI ]

1. Loan fundsmay not be used to pay expensesincurred for lobbying or
related activities.

2. Loan funds may not be used for any purpose which contributesto
excessive erosion of highly-erodible land or to the conversion of wetlands
to produce an agricultural commodity.

Note: A decision by FSA to reject an application for this reason is appealable.
An appeal questioning the presence of a wetland, converted wetland, or
highly erodible land on a particular property must be filed directly with
the USDA Agency making the determination according to the
Agency’s appeal procedure.

3. Loan funds may not be used to refinance consumer debt, such ashome
equity loans, automobile loans, or credit card debt unless such debt is
directly attributableto the horse breeder business operation.

4. Loan funds may not be used to pay Federal judgments.--*
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Par. 140

*.-140 Environmental Requirements

A
Environmental
Compliance

B
Environmental
Review

C
Due Diligence

9-11-02

[NOFA IX. 1] Theenvironmental and historic preservation requirements
contained in 7 CFR part 1940, subpart G or itssuccessor regulation must be
met prior to approval of any loan.

The authorized agency official will complete FmHA 1940-22,
FmHA 1940-21, or aClass Il Environmental Assessment, as required by RD
Instruction 1940-G.

[NOFA 1X. 2.] In order to minimizethefinancial risk associated with
contamination of real property from hazardous waste and other
environmental concerns, the Agency will complete an environmental risk
evaluation.

(a) The Agency will not accept as security any real estate which has
significant environmental risks, such as, but not limited to the presence of
known or suspected underground storage tanks or hazardous waste.

(b) If thereal estate offered as security contains significant environmental
risks, the Agency will provide the applicant with the option of properly
correcting or removing therisk, at the applicant’s expense or offering
other non-contaminated property as security for the loan.--*
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Par. 141

*1-141 Other Requirements

A

Other Federal,
State, and L ocal
Requirements

B
Nondiscrimination
Statement

ECOA

9-11-02

[NOFA X.] Horsebreeder loan borrowersarerequired to comply with all
applicable:

1. Federal, State, or local laws,
2. Regulatory commission rules; and

3. Regulationswhich are presently in existence, or which may be later
adopted including, but not limited to, those governing the following:

(a) Borrowing money, pledging security, and raising revenues for
repayment of debt;

(b) Accounting and financial reporting; and
(c) Protection of the environment.

Note: Additiona instruction as to applicable laws, rules, and regulations will be
provided in State supplements.

4. Any construction financed by the Agency must comply with applicable
Federal, State, local, and industry building standards.

A development plan will be maintained in the borrower’ s case file.

The nondiscrimination statement in 1-FLP, paragraph 41 shall be included in all
materials produced for public information or distribution and any adverse decision
letters.

[NOFA VII1] The Agency must comply with the provisions of ECOA and the
implementing regulations of the Federal Reserve System published in
12 CFR part 202.

The ECOA statement in 1-FLP, paragraph 41 must be included in all adverse
decision letters.--*
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Par. 142

*1-142 Complete Applications

A

Receiving and
Processing
Applications

B
Application Form

9-11-02

[NOFA XI11.] An Agency application Form FSA 410-1, completed to the best
of the applicant’s ability and submitted on or before September 30, 2002, will
meet the application deadline. However, aloan decision will not be made
until a complete application isreceived in accordance with thissection. All
formslisted are available at any Agency office. The Agency will not consider
any application that is not complete as of June 30, 2003. A complete loan
application includes all of the following items (subparagraphs B through L).

[NOFA XI1.1] A completed FSA 410-1.

Upon receiving a complete FSA-410-1, FSA personnel will date stamp the
application form and record the date received and the date complete in the MAC
system. The system will automatically generate WLS item 1025 for a 60 day loan
decision follow-up.

Notes:. MAC may automatically generate other WLS items that do not apply to
HBL’s. Theseitems should be deleted.

For MAC purposes only, use Emergency Designation Number “H002" .--*

Continued on the next page
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Par. 142

*--142 Complete Applications (Continued)

C
Entity
Applicants

D
Test for Credit

9-11-02

[NOFA XIl1. 2] If theapplicant isa business entity, all legal documents
evidencing the organization and any state recognition of the entity such as
articles of incorporation or partnership agreements. The application must
include the following information for each entity member:

(a) Name.

(b) Address.

(c) Social Security number, or IRStax ID number for a member that isa
business entity.

(d) Percent ownership interest in the entity.

(e) In the case of a member that isitself a business entity, legal documents
evidencing the organization and any State recognition of the entity.

Thisinformation is required for FSA to:
o identify business entity members
* document that the entity meets eligibility requirements

* determine which members are required to execute the promissory notes and
security agreements.

[NOFA XI1. 3] Verification that the applicant or individual membersof an
entity applicant cannot obtain credit elsewhereincluding a loan guarantee by
a State or other Federal agency.

Thiswill be documented according to requirements listed under

Lsubparagraph 137 IF.--*

Continued on the next page
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Par. 142

*--142 Complete Applications (Continued)

E
Tax and Business
Records

F
Balance Sheet

G
Operating
Plan/Cashflow

H
Off-farm/Other
Nonfarm Income

I

Legal
Description for
Real Estate

9-11-02

[NOFA XIl1. 4.] Incometax and businessrecordsfor the lesser of the
previous 3 yearsor the number of yearsin business.

Note: Eligibility determinations require 5 years of tax and business records, if
avallable. Feasibility determinations require only 3 years of tax and
business records, if available. Records should be marked “Confidential”
when kept in the casefile.

[NOFA XI1.5.] A current balance sheet that was prepared within 90 days of
the date of application.

[NOFA XIl1.6.] Projected production, income and expenses, and loan
repayment plan, which may be submitted on Form FSA 431-2 or other
similar plan of operation acceptable to the Agency.

[NOFA XI1.7.] Verification of off-farm employment, and other non-farm
income, if any. Thiswill be required only when the applicant isrelying on
off-farm income for a feasible plan.

RD 1910-5 or other similar documentation may be used to verify nonfarm income.

[NOFA XI11.8.] A legal description of farm, real estate property securing the
loan, and a copy of any lease, contract, option or agreement, or a written
statement setting forth terms or conditions of any agreement entered into by
the applicant which may be pertinent to consideration of the application.--*

Continued on the next page
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Par. 142

*--142 Complete Applications (Continued)

J
Veterinary
Certification

K
Credit Reports

L
Other
Documentation

9-11-02

[NOFA X11.9.] A written certification from a licensed veterinarian, see
Exhibit 1] Sample, stating the number of mares:

(a) Owned or boarded that were bred.
(b) That failed to conceive or otherwise produce a live healthy foal.

for asample Veterinary Certification.

[NOFA XI1. 10.] A credit report fee of $28.00 for individual applicants,
$34.00 for joint applicants, and $40.00 for commercial business applicants.

Credit report fees will be handled according to 3-Fl.

[NOFA XI1. 11.] Any other documentsrequested by the Agency and needed
to process the application.

Other documentation may include but is not limited to the following:

construction plans and specifications
sales receipts

breeding records

boarding contracts.--*
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Par. 143
*1-143 Incomplete Applications

A

Handling When an incomplete application is received, the authorized agency official shall:
Incomplete

Applications o date stamp FSA-410-1 and record the date received in the MAC system

* no later than 10 days from the date of receiving the incomplete application
send a letter to the applicant:

« listing al information needed to complete the application

* advising the applicant that the application cannot be processed until all
required information is received

o establishing June 30, 2003, as the deadline for submitting all required
information.

Note: Use WLS item number 1015 to establish the 10 day incomplete
application follow-up letter.

On January 30, 2003, the authorized agency official shall send areminder letter to
all applicants with incomplete applications:

 listing any required information from the initial letter that has not been received

* advising the applicant that the incomplete application will be automatically
withdrawn without further notice on COB June 30, 2003.

Note Use afield office created WLS item numbered 1500 or above for the
reminder letter.--*
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Par. 144
*1-144 L oss Calculations

A
CalculatingLoss  [NOFA XI. 1]

(a) The applicant’s Federal income tax and business recordswill be the
primary source of financial information for the loss calculation. Sales,
receipts, invoices, or other official salerecordswill document the sales
price of individual animals asreferenced in paragraph (2) of this section.

(b) If the applicant does not have 3 complete years of businessrecords, the
Agency will obtain the most reliable and reasonable information available
from sources such asthe Cooperative Extension Service, universities, and
breed associationsto document production and expenses for those years
for which the applicant does not have a complete year of businessrecords.
To the extent such additional information isunavailable, the Agency will
use the applicant’s available business records to make realistic income
and expense calculations.

B

Calculating [NOFA XI. 2] Todeterminethe value of foalslost or disabled as a result of
L osses Because MRLS:

of Foal Loss

(a) The average sales price of horses sold by the applicant will be determined
by adding thetotal proceeds from the sales of horsesincluding only:
weanlings, yearlings and 2-year old offspring for the previous 3 non-loss
years, and dividing by the number of horses sold during those 3 years.

(b) The average sales price will be multiplied by the number of mares shown
on theveterinarian certification that failed to conceive or produce alive
healthy foal dueto MRLS.--*

Continued on the next page
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Par. 144
*--144 L oss Calculations (Continued)

B
Calculating Example: Horse Sales Number of Horses Sold
L osses Because
of Foal Loss 1998 $15,000 3
(Continued) 1999 $10,000 2
2000 $23,000 5
$48,000 10

Total sdles = Average SalesPrice  $48,000 = $4,800
Total Horses Sold 10

Number of mares, indicated on the veterinarian certificate that failed to
conceive or produce alive hedlthy foal (FoalsLost): 6

Average Sales Prices x Number of Foals Lost = Value of Foal Loss
$4,800 x 6 = $28,800

To be eligible for afoal loss for the value of the foal, the mare and foal must have
been owned by the applicant.

Exception:  If apercentage of the foa sales price wasto pay the boarding bill, a
nonowner applicant would be eligible for a percentage of the foal
loss.

The value of foal loss for applicants who have not had any weanlings, yearlings,
and 2-year old offspring sales for the previous 3 nonloss years will be equal to the
stud fee.--*

Continued on the next page
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Par. 144

*--144 | oss Calculations (Continued)

C
Calculating
Other Losses

9-11-02

[NOFA XI. 3.] Todeterminethevalue of all other losses:

(a) Calculate the average annual net income for the horse breeder business
for the previous 3 non-lossyears, and subtract the horse breeder business
net income for theloss year.

(b) Theannual net income for the horse breeder business will be determined
by subtracting all cash business expenses from all businessincome
reported on Schedule F and other related schedules of the applicant’s
Federal incometax return. Any depreciation shown on Schedule F isnot
a cash expense and must not beincluded as an expensein loss
calculations.

(c) The average annual net income for the horse breeder business shall be
calculated by adding the applicant’s horse breeder business annual net
income from the previous 3 non-loss years and dividing by 3.

Note: Loss must be because of MRLS. See Exhibit]2 for the definition of

“MRLS".
Example:
1998 1999 2000
Gross HB Business Income $120,000 $130,000 $140,000
L ess Cash HB Business Exp. $ 55,000 $ 50,000 $ 57,000

Net Income from HB Business $ 65,000 $ 80,000 $ 83,000

Net Income from HB Business (Nonloss Years) 1998 $65,000
1999 $80,000
2000 $83,000

Total Net HB Business Income $228,000

HB Business Net Incomefor theLossYear  $40,000

Total Net HB Business Income = Average Net Income from HB Business
3 years

$228,000 = $76,000

3
Average Net Income from HB Business $76,000
Less HB Business Net Incomefor theLoss Year $40,000
Value of Other Losses $36,000--*

Continued on the next page

6-FLP Amend. 6 Page 7-22



Par. 144

*--144 | oss Calculations (Continued)

D
Total Amount of
L oss

9-11-02

[NOFA XI. 4] Theresultsof the calculations from paragraphs 2|and 3 of
this section shall be added together to determine thetotal amount of lossthe
applicant has suffered asaresult of MRLS.

Example: Value of Foal L oss (subparagraph B)  $28,800
Plus Other Losses (subparagraph C)  $36,000
Total Loss $64,800--*
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Par. 145

*1-145 Ratesand Terms

A
Interest Rate

Terms

9-11-02

[NOFA XIl11.] Loansclosed in accordance with thisnotice will be charged
interest at therate established for Emergency loansin 7 CFR part 764.
Current ratesare available at any Agency office.

The interest rate for HBL will be the lower of the interest rate at the time of either
loan approval or loan closing and in no event shall exceed 8 percent annually.
Interest rates are published in RD Instruction 440.1, Exhibit B.

[NOFA XIV ]

1.

The Agency schedules repayment of Horse Breeder loans based on the
useful life of the loan security and the applicant’ s repayment ability, but
not to exceed 20 years. Loans secured only by collateral other than real
estate shall not exceed 7 years. |If necessary to improve the repayment
ability of the borrower and real estate security isavailable, the term of the
loan may be extended up to atotal length not to exceed 20 yearsfrom the
date of the promissory note. Balloon installments are prohibited. Balloon
installments are final installmentsthat exceed twice the amount of the
regular amortized installment.

The repayment schedule must include at least one payment every year.
Payments must be no lessthan the interest accrued on the principal
balance at the time the installment isto be paid and may not result in a
prohibited balloon installment.

The specific term of the loan shall be determined by the applicant’ s projected ability
to repay as shown on FSA 431-2 or other operating plan prepared for atypica year
according to FmHA Instruction 1924-B.--*
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*1-146 Security

A
General Security
Requirements

B
Real Estate

C

Chattelsand
Crops, other
than Horses

D

Other Assets
Owned by the
Applicant

9-11-02

Par. 146

[NOFA XV.]

1. Theapplicant shall have sufficient equity to provide adequate security for
theloan. In addition, the applicant shall provide additional security, if
available, not to exceed 150 percent of the loan amount.

2. Loansshall be secured by collateral that can be adequately described in
security instruments.

3. TheAgency will take the best lien obtainable on the following security,
if available, as necessary to protect the Government’sinterest. The
security will betaken in the order of priority asfollows. (subparagraphs B
through G).

[NOFA XV. 3(a)] A surveyisnot required if the property isadequately
described. The applicant isresponsible for obtaining and paying any costs
for documentation necessary to properly identify the security property.

[NOFA XVI1.] The Agency may takealien on Indian Trust lands as security
provided that the requirementsof 7 CFR part 1943, subpart A, or its
successor regulations are satisfied.

[NOFA XV. 3(b)] Chattelsconsist of equipment or livestock, other than
horses. Equipment must be identified by manufacturer, moddl, year, and
serial number, where available.

[NOFA XV. 3(c)] Other assets owned by the applicant such as certificates of
deposit may betaken as security. The applicant shall provide satisfactory
documentation asto the value of the assets and their availability for Agency
lien perfection.

Note: Entity members must pledge all assets, personal and business, as collateral,
if necessary to adequately secure the loan.--*

Continued on the next page
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Par. 146

*--146 Security (Continued)

E

Third Party
Pledges of
Property Not
Owned by the
Applicant

F
Horses

G
Repayment
Ability

9-11-02

[NOFA XV. 3(d)] Interestsin property not owned by the applicant (such as,
but not limited to: real estate, leasesthat provide a mortgageable value,
water rights, easements, mineral rights, and royalties) can be offered as
security for the loan.

[NOFA XV. 3(e)] Horsesmust beidentified by color, sex, and distinguishing
marks (i.e., socks, blaze, registration numbers).

Note: Some registered horses have a registration number tattooed on their lip.

[NOFA XV. 3(f)] The applicant’srepayment ability may be accepted as
adequate security provided that the applicant can meet all of the following
requirements.

(1) The applicant has pledged as security for the loan all available personal
and business collateral.

Note: If the applicant is an entity, the entity and all individual members will
pledge all assets, personal and business, as collateral.

(2) Thefeasible plan, approved by the Agency, indicates the loan will be
repaid based upon the applicant’s production and income history and
addresses applicable income risksto the extent practicable through the
use of breeder’sinsurance, mortality insurance, or similar risk
management practices.

(3) The applicant has had positive net income from the horse breeder
businessin at least 3 of the past 5 years. If the applicant hasbeen in the
horse breeder businessfor fewer than 5 years, the applicant must have
had positive net income from the horse breeder businessin at least 50
percent of the yearsthe applicant has been in the horse breeder business.

Note: Net income will be calculated according ta subparagraph 144|C.

(4) The applicant has given the Agency an assgnment on any USDA
program payments, unencumbered installment sales proceeds, or other
contractually based income.--*
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Par. 147

*:-147 Appraisals and Valuation Requirements

A
Appraisals

[NOFA XVI.] Appraisalsgenerally arerequired for real estate and chattel
property used to secure a Horse Breeder loan. Real estate appraisals,
however, are not required when the amount of the loan does not exceed
$50,000 and the loan approval official clearly documentsthat the estimated
value of security, less existing liens, exceedsthe loan amount. Real estate and
chattel appraisals shall be completed in accordance with 7 CFR § 761.7.

Appraisals will be completed according to 1-FLP, Part 6.

The cost of aloanmaking appraisal will be handled according to 1-FLP, Part 7.

148  Insurancefor Loan Security

A
General

B
Hazard
Insurance

C

Flood or
Muddide
Insurance

D
Crop Insurance

9-11-02

[NOFA XVII11.] An applicant must obtain insurance, consistent with this
section, equal to thelesser of the value of the security at the time of loan
closing, or the principal of the loan.

[NOFA XVII11. 1] All security (except growing crops) must be covered by
hazard insuranceif it isreadily available and economically feasible.

[NOFA XVI11. 2] Real estate security located in a special Flood Hazard
Area asdetermined by the Federal Emergency M anagement Agency, must be
covered by flood or muddlide insurance.

[NOFA XVIII. 3.] Growing crops used to provide adequate security must be
covered by crop insuranceif such insuranceisreadily available and
economically feasible.--*

Continued on the next page
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Par. 148
*--148 Insurance for Loan Security (Continued)

E

Mortality [NOFA XVII1.4.] All horsesused as security for the loan must be covered by
Insurance mortality insuranceif it isreadily available and economically feasible.

F

Indemnities [NOFA XVII11.5.] An applicant must:

(a) List the Agency asloss payee for the insurance indemnity payment or asa
beneficiary of a mortgagee loss payable clause; and

(b) In the case of crop and mortality insurance, execute an assgnment of
indemnity in favor of the Agency.--*
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*1-149 L oan Processing/Approval or Denial Decisions

A
Approval
Authorities

B
Evaluating L oan
Requirements

9-11-02

Use the following table to determine loan approval authorities.

FLO FLM, DD, FLS, or FLC SED
GS-7 GS-9 GS11 GS-11/12/13
$50,000 | $100,000 | $150,000 $300,000 $500,000

An FSA employee must have been delegated FLP loan approval authority
according to 1-FLP to exercise the approval authorities in this part.

County Office employees:
» will not be given approval authority without authorization from DAFLP

* may not exceed the loan approval authority equivalent to that of the equivalent
grade for FLO or FLM.

The loan approval official is responsible for evaluating the application to determine
whether the proposed request complies with established FSA policies, the HBL
Program NOFA, and all pertinent regulations. Final disposition of the application
will occur no later than 60 days from the date the application is determined to be
complete. The loan approval officia will prepare aloan narrative that will
indicate:

» thebasisfor determination of the applicant’s eligibility
Note: FSA-440-2 is not required.
* the amount of the loan and any other FSA program assistance

« if additional non-FSA credit is planned, the proposed amount, source, and
intended use of those funds

* the planned use of the loan funds, type of loss suffered, and term of the loan
* the description of the loan security and value.
Note: If repayment ability is used as security, documentation of the

requirements of_ subparagraph 146 G shall be included in the
narrative.--*

Continued on the next page
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*--149 L oan Processing/Approval or Denial Decisions (Continued)

C
Loan Approval

9-11-02

The Agency will place conditions upon loan approval as necessary to protect its
interest. A loan requiring areal estate appraisal for the determination of adequate
security may be approved subject to an appraisal. The authorized agency official
will:

¢ document the loan approva by completing and executing FmHA 1940-1
Note: The applicant will not be required to sign FmHA 1940-1.

» notify the applicant of loan approval using the Notification of Loan Approval
letter in subparagraph D.

The Agency will approve aloan if it determines that:

the loan can be repaid

the proposed use of loan funds is authorized

the applicant is eligible

all security requirements have been, or will be met at closing

all other pertinent requirements have been, or will be met at closing.--*

Continued on the next page
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Par. 149

*--149 L oan Processing/Approval or Denial Decisions (Continued)

D

Notification of The following is an example of the Notification of Loan Approval letter.
Loan Approval

Letter Example

Horse Breeder - Notification of L.oan Approval

(Applicant’s Name) (Date)
(Applicant’s Address)
(Applicant’s City, State, ZIP Code)

Dear (Applicant’s Name):

By this letter, the United States of America, acting through the Farm Service Agency (FSA), has approved
your loan request under the authority of the Horse Breeder Loan Program. This approval is subject to
available funding and the conditions listed below. This loan approval will become binding and effective upon
your acceptance of all conditions at loan closing. The basic terms and conditions of the loan are set forth in
this letter unless documents at the time of closing provide otherwise. These terms are not intended to be
exhaustive, as final documentation will be binding in the loan closing documents. A promissory note and
security instrument incorporating these and other necessary, usual, and customary terms will be signed prior to
release of funds to you. Subject to those qualifications, the loan will be made on the following terms and
conditions:

1. Loan Amount - Theloan will total (Insert loan amount).

2. Useof Proceeds -The loan funds will be used only for the following loan purposes.

(Enter loan purposes).

Any material changes from the uses outlined in the application must have the express prior consent of
FSA.

3. Interest Rate - As of the date of this approval theinterest rate on the loan will be (Enter interest rate for
emergency loans in effect at the time of loan approval). Should theinterest rate for FSA’s emergency loan
program change prior to loan closing, you may dect to close the loan at the interest rate stated in this loan
approval or theinterest rate in effect on the date theloan is closed. The rate you eect will be fixed for the
term of the loan.

4. Term- Theterm of the loan will be (Enter number of years) years, from the date of loan closing.

5. Repayment Schedule - The repayment schedule, will be (Enter the proposed repayment schedule including

installment amounts and due dates).

*

Continued on the next page
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*--149 L oan Processing/Approval or Denial Decisions (Continued)

D

Notification of
Loan Approval
Letter Example
(Continued)

6. Cdllateral - Theloan will be secured by the following:

(Enter the collateral to be taken)

7. Insurance- You must maintain hazard, crop, mortality, flood or mudslide insurance coverage, as
applicable, for any collateral securing the loan funds advanced throughout the term of the [oan.

8. Reporting - You must notify FSA of any adverse actions, including but not limited to, anticipated default
on theloan.

9. Legal Authority - You will certify that you:

« areduly formed, incorporated, and in compliance with applicable laws to conduct and perform its
programs and purposes

+ have satisfied all statutory and regulatory requirements for continuing operations.

and regulatory environmental requirements. Throughout the term of the loan you will comply with all
applicable environmental laws and regulations relative to its activities.

11. Expiration - This approval remains effective until close of business on (Enter 60 calendar days from the

terms and conditions to be contained in the documentation required for the loan, including promissory
notes, loan agreements, and security instruments.

If this loan does not close for any reason within 60 days from the date of approval on this document, you will
be requested to update your financial and digibility information.

10. Environmental Requirements - Y ou will certify that you have complied with all Federal and State statutory

date of theletter). Theloan closing and release of loan funds are subject to you and FSA agreeing upon all

*

Continued on the next page
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*--149 L oan Processing/Approval or Denial Decisions (Continued)

D

Notification of
Loan Approval
Letter Example
(Continued)

Your signature on this letter will indicate your acceptance of the conditions of this letter. Please sign and
return this letter to this office no later than 10 days from date of this letter. A copy is enclosed for your
records. Theloan closing is scheduled for (Enter date the loan is scheduled to closg). If you have any
guestions concerning this proposal, please contact the FSA office at (Enter Service Center address and
location).

Sincerdly,

(Insert Authorized Agency Official’s Name)
(Insert Authorized Agency Official’s Title)

(Signature of Applicant) (Date)

(Signature of Applicant) (Date)

*

Continued on the next page
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*--149 L oan Processing/Approval or Denial Decisions (Continued)

E
Loan Denial

F
Notification of
Loan Denial

9-11-02

The loan will not be approved if the loan approval official determines that any of
the following are applicable.

The applicant is not creditworthy or has knowingly provided incomplete, false,
or misleading information.

The applicant, the applicant’s operation, or other circumstances surrounding
the loan are inconsistent with the authorizing statutes, other Federal laws, or
Federal credit policies.

A feasible plan cannot be developed.

The loan approval official must thoroughly document the reasons for denying the
loan in the application file. The loan approval official cannot reject aloan request
that exceeds their loan approval authority.

The applicant will be notified of the loan denial in writing. The letter must:

provide clear, specific reasons for the loan denial with citations of the NOFA
and handbook sections that cannot be met

inform the applicant of mediation, reconsideration, and appeal rights according
tol-APP

include nondiscrinmination and ECOA statements according to 1-FLP.--*

Continued on the next page
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*--149 L oan Processing/Approval or Denial Decisions (Continued)

G
Appeals

H
Funding

9-11-02

[NOFA I1.] An applicant or borrower may request an appeal or review of an
adver se decision made by the Agency in accordance with 7 CFR parts 11 and
780 or itssuccessor regulation.

[NOFA X1X.] Loan requestswill befunded based on the date the Agency
receives the complete application. Loan approval issubject tothe
availability of Emergency loan funds.

Loan funds will be made available to the applicant by either loan check or EFT.

If funding is not available, the authorized agency officia will hold the approved
application for funding and inform the applicant in writing that if loan funds are not
available by September 30, 2003, the loan application will be withdrawn. This
letter will be afield office created WLS item numbered 1500 or above.

Notes: No loan funds shall be transferred to the applicant until the applicant signs
all applicable loan instruments and legal documents.

Use type of assistance code “327” when obligating HBL’s.--*
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*:-150 L oan Closing

A
General
Requirements

B

Closing
Non-Real Estate
Secured Loans

9-11-02

Par. 150

[NOFA XX.] Theloan approval official, or designee, shall close the loan
according to the following.

1. Theapplicant must meet all conditions specified in thisnotice prior to
loan closing.

2. There must have been no significant changesin the plan of operation or
the applicant’ sfinancial condition since the loan was approved and less
than 90 days has passed since financial information has been updated.

3. Theapplicant shall execute all loan instruments and legal documents
required by the Agency to evidence the debt, perfect the required security
position in property, and protect the Government’sinterestsin
accordance with applicable State and Federal laws.

SED shall issue a State supplement as necessary after consulting with the Regional
Attorney about special HBL closing requirements.

Loan instruments and legal documents include but are not limited to:

FSA-2670

FSA-1927-1M, FSA-1927-1D, or RD 1927-1, as appropriate
UCC documents

FSA-0440-04, FSA-0440-04A, or RD 440-15, as applicable.

In the case of a business entity applicant, all officers or partners and any board
members will be required to execute the promissory notes as an entity and as
individuals.

[NOFA XX. 4.] HorseBreeder loanswith security other than real estate shall
be closed in accordance with 7 CFR part 1941, subpart B, or its successor
regulation.--*

Continued on the next page
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*--150 Loan Closing (Continued)

C

Closing Real
Estate Secured
L oans

Fees

9-11-02

[NOFA XX.5.] HorseBreeder loans secured by real estate shall be closed in
accordance with 7 CFR part 1927, subpart B, or its successor regulation.
Loanswith real estate security will be closed by a closing agent, selected by
and paid for by the applicant.

(a) For loansover $25,000, title clearanceisrequired when real estateis
taken as security.

(b) For loans of $25,000 or less, when real estate istaken as security, a
certification of ownership in real estateisrequired. Certification of
ownership may bein the form of an affidavit which issigned by the
applicant, naming therecord owner of thereal estate in question and
listing the balances due on all known debts against thereal estate.
Whenever the loan approval official isuncertain of therecord owner or
debts against the real estate security, atitle search isrequired.

[NOFA XXI.] The applicant will pay all loan closing fees including but not
limited to feesfor title clearance, recording any legal instruments determined
to be necessary, and all notary, lien search, attorney feesand similar fees
incident to loan transactions. No feeswill be assessed for work performed by
Agency employees.--*
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Par. 151
151 Loan Servicing

A

Borrower [NOFA XXI1.] Theborrower must notify the Agency of any adverse actions
Reporting related to the loan, including but not limited to, anticipated default on the
Requirement loan.

B

Servicing Loans [NOFA XXI11.] If any installment isnot paid according to the terms of the
loan agreement, the loan isnot fully satisfied at expiration of the loan
agreement, or the borrower isin default on any term of the loan agreement
or security instruments, the loan will be serviced in accordance with
7 CFR 1951.468 or itssuccessor regulation, during the term of the loan.

152-170 (Reserved)
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Par. 171
*-Part 8 Beginning Farmer and Rancher Land Contract Guarantee Pilot Program

171 Qverview.
A Scope
This part:
» contains the terms and conditions for guarantees issued under the Beginning Farmer and
Rancher Land Contract Guarantee Pilot Program announced in the Federal Register asa
NOFA, (Volume 68, No. 171, pages 52557-52562, dated September 4, 2003)
» isapplicableto buyers, sellers, and other parties involved in making and servicing
guarantees under the Beginning Farmer and Rancher Land Contract Guarantee Pilot
Program.
B Program Objective
The Beginning Farmer and Rancher Land Contract Guarantee Pilot Program will help
determine whether land contract sales are a viable option for facilitating land transfers to
beginning farmers and ranchers who would not otherwise have the financial resourcesto
acquire farm or ranch land. Assistance is limited to land owners and beginning farmers and
ranchers who meet the requirements established in this part.
172 General Eligibility Requirements
A Eligibility Requirements
[NOFA V. a] Buyersmust meet the following requirementsto be dligible:

Eligibility requirements are addressed in subparagraphs B through L. Buyers not meeting the
eligibility requirements in this paragraph will be notified according to[subparagraph 181|F.

B Beginning Farmer
[NOFA IV. a. 1] Thebuyer must be a beginning farmer or rancher and must be the

owner and operator of a family farm after the contract iscompleted. See paragraph
V. b. (subparagraph L) for owner and operator requirementsfor entity buyers.--*
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--172 General Eligibility Requirements (Continued)

B Beginning Farmer (Continued)

When determining whether or not the farm meets the family farm definition, the Authorized
Agency Official shall:

» analyze all factors contained in the definition of family farm and the items discussed in

thistable

tem

Factor

Consideration

1

Recognized in
the community
asafarm

Consider how the applicant’s farm operation compares to
similar farm operations in the community. In most areas of
the country and in most farming enterprises, the family will
provide most of the day-to-day labor on afamily farm. An
exception may be made for enterprises that produce high-
value, labor-intensive crops, such as fruit or vegetables.

Management
and control of
the farm
business

All of the day-to-day management and operational decisions
should be made by members of the farm family. The use of
consultants, advisors, and similar expertsis certainly
acceptable provided someone in the farm family is the
decision-maker.

Amount of
labor

A substantial amount of the full-time labor required must be
contributed by family or entity members to the operation.
The use of seasonally hired labor should not be precluded.
The borrower may not necessarily perform a majority of the
labor, but the amount of labor provided by the borrower is
significant. One distinguishing characteristic of afamily
farm is that the family members provide both physical labor
and management for the farm. Consider the labor
requirements that are necessary for the production of specific
high-value, labor-intensive crops.

Credit Needs

Congress established FSA’s loan limits to assist family-sized
operations. The loan limits generally ensure that loans are
made to family farm operations. It isalso important that
every effort be made to ensure that loans are made only when
it is certain that other credit is not available. Loan
participation arrangements are acceptable when FSA farm
loans cannot meet the total needs; but, if maximum FSA
farm loans are a small portion of total credit requirements,
this may be another indicator of alarger than family-size
farm when considered with other factors, or that credit is
available from another source.

» evaluate all aspects and the circumstances of the farm operation.

Note: Sée Exhibit P for the definition of “family farm”.--*

11-5-03
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Par. 172

*--172 General Eligibility Requirements (Continued)

C Participated in Business Operations

11-5-03

[NOFA IV. a. 2] Thebuyer must have participated in the business operations of a
farm or ranch for at least three years.

e¢ Exhibit 2 for the definition of “participated in the business operations of a farm or
ranch.”

Agency Loss

[NOFA IV. a. 3] The buyer and anyone who will execute the Loan Payment Guarantee
Agreement and Contract Modification (Agreement) (FSA-2681) can not have caused the
Agency a loss by receiving debt forgiveness on more than three occasionson or prior to
April 4, 1996, or on any occasion after April 4, 1996, on all or a portion of any direct or
guaranteed loan made under the authority of the CONACT as amended, by debt
write-down or write-off; compromise, adjustment, reduction, or charge-off under the
provisions of section 331 of the CONACT; discharge in bankruptcy; or through
payment of a guaranteed loss claim.

Seelsubparagraph 181|D for more information on FSA-2681.

Federal Debt

[NOFA IV. a. 4] When the guaranteeisissued, the buyer, and anyone who will execute
the Agreement (FSA-2681) asthe buyer must not be delinquent on any Federal debt,
other than a debt under the Internal Revenue Code of 1986, nor be a Federal judgment
debtor on a non-tax debt.

Delinquencies will be verified by areview of a CAIVRS report for the buyer. 1If the buyer is
an entity, a CAIVRS report will be requested for each of the entity members. The buyer may
be considered eligible if the delinquency will be remedied by the date FSA-2681 is executed.
Federal debt includes, but is not limited to, student loans, CCC loans, FSA direct loans, VA
loans, and SBA loans.

Notes: Guaranteed loan delinquency is not considered Federal debt prior to the payment of
afinal loss claim.

Debt discharged in bankruptcy is not considered Federal debit.

Buyers must provide evidence that all Federal judgments have been released or paid in full to
be eligible.--*
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*--172 General Eligibility Requirements (Continued)

F Citizenship

11-5-03

[NOFA IV. A.5] Thebuyer must be acitizen of the United States, United States
non-citizen national, or a qualified alien under applicable Federal immigration laws.

If the buyer isan entity, the majority of the entity must be owned by members meeting
the citizenship test.

Refer to[subparagraph 1371 G for additional guidance.
Legal Capacity

[NOFA IV. a. 6.] Thebuyer and anyone who will execute the Agreement (FSA-2681) as
the buyer must possessthe legal capacity to enter into a legally binding agreement.

The buyer must be of legal age, mental capacity, and authority to enter into a legally binding
agreement with the seller and Agency. An entity buyer and the entity members must be able
to enter into such a contract.

Past Dealings

[NOFA IV.a. 7.] Thebuyer, in past or present dealings with the Agency, must not have
provided the Agency with false or misleading documents or statements.

Controlled Substances

[NOFA IV. a. 8] The buyer and anyone who will execute the Agreement (FSA-2681) as
the buyer must not have been convicted of planting, cultivating, growing, producing,
harvesting, or storing a controlled substance under Federal or State law within the last
fivecrop years. “Controlled substance’ isdefined at 21 CFR 1308. Buyers must certify
on the application that the buyer has not been convicted of such a crime within the
relevant period.

By signing FSA-1980-25, buyers also certify they are not ineligible based on a conviction for
distribution or possession of a controlled substance.

The buyer’s signature on FSA-1980-25 is all that isrequired for self-certification for
controlled substances.

Credit History

[NOFA V. a. 9] Thebuyer and anyone who will execute the Agreement (FSA-2681) as
the buyer must have an acceptable credit history demonstrated by satisfactory debt
repayment. A history of failuresto repay past debts asthey came due (including debts
to the Internal Revenue Service) when the ability to repay waswithin their control will
demonstrate an unacceptable credit history. Unacceptable credit history will not
include isolated instances of late payments (which do not represent a pattern and were
clearly beyond their control) or thelack of a credit history.--*
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Par. 172
*--172 General Eligibility Requirements (Continued)

K Test for Credit

[NOFA V. a. 10.] The buyer must be unable to obtain sufficient credit elsewhere
without a guarantee to finance actual needs at reasonable rates and terms.

The buyer certifiesto their inability to obtain other credit when they sign FSA-1980-25.
L Entity Requirements
[NOFA IV. b.] For entity buyers, the following additional eligibility criteria apply:

(1) The collective ownership interest of all entity members may exceed the family farm
definition limitsonly if all of the entity membersare related by blood or marriage,
all of the entity membersare or will be operators of the farm, and the majority
interest holders meet the above requirements relating to citizenship, false or
misleading information, credit history, and operation and owner ship of the farm or
ranch.

(2) Each entity member’s ownership interest may not exceed the family farm definition.

(3) The entity must be controlled by farmersor ranchersengaged primarily and
directly in farming or ranching in the United States after the guaranteeisissued.

(4) Theentity memberscan not be entitiesthemselves.

(5) Theentity must be authorized to own and operate a farm in the State(s) in which the
farm islocated.

(6) If the entity membersholding a majority interest arerelated by blood or marriage,
at least one member of the entity also must operate the family farm and at least one
member of the entity must own the family farm.

(7) If the entity members holding a majority interest are not related by blood or
marriage, the entity members holding a majority interest must operate the family
farm and entity members holding a majority interest or the entity must own the
family farm.--*
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*1-173 Loan Purposes

A General

The Authorized Agency Official shall review applications to ensure that funds will be used
for authorized purposes.

L oan Purposes

[NOFA VI1.] Theguarantee may only be used for financing the purchase of a farm or
ranch on aland contract basis. Thefarm or ranch land to be purchased must be
located in a pilot State. Guaranteeswill only be provided on new contracts. Existing
contractsare not eligible for a guarantee under the pilot program.

ed Exhibit 2 for the definition of “pilot State.”

Guarantees will not be provided for improvements to land or buildings or for new
construction.

Contracts signed by the buyer and seller before execution of FSA-2681 will not be ligible
for aguarantee.

174 Loan Limitations

A Maximum Purchase Price

11-5-03

[NOFA Vll.a] Thepurchase price of thefarm or ranch to beacquired cannot exceed
the lesser of:

(1) $500,000 or
(2) itscurrent market value as determined by Agency appraisal or estimate.

Downpayment

[NOFA VIIl. b.] Thebuyer must provide a cash downpayment of at least five percent of
the purchase price of the farm or ranch being acquired on land contract.

A five percent downpayment is the minimum required. The downpayment can be borrowed
funds. However, the buyer cannot use the contract as collateral and cannot borrow the
downpayment from FSA.

If the seller requests more than a five percent downpayment from the buyer, FSA direct or
guaranteed FO loan funds may be used to finance the additional amount.--*
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*--174 Loan Limitations (Continued)

C

Maximum Payment and Term of Guarantee

[NOFA VIIl.] Theguaranteewill bein effect for 10 years commencing with its stated
effective date (on FSA-2681). The guarantee will cover two amortized annual
installments, or an amount up to the total monetary amount of two amortized annual
installments, on the land contract. The guarantee will also cover the amount of two
years of taxes and insurance. Under no circumstance will the amount outstanding to
the Agency be more than the amount of two amortized annual installments, plus two
years of real estate taxes and hazard insurance.

Interest Ratesand Terms

[NOFA 1X.] Theinterest rate charged by the seller for the 10-year term of the
guarantee must befixed at arate not to exceed FSA’sdirect farm ownership (FO) loan
interest rate in effect at the time the guarantee isissued, plusthree percentage points.
(Interest ratesare availablein any FSA office.) The seller and buyer may renegotiate
the interest rate for the remaining term of the contract following expiration of the
guarantee. The contract payments must be amortized for a minimum of 20 years.
Balloon payments are prohibited during the 10-year term of the guarantee, and
payments on the contract must be of equal amounts during theterm of the guarantee.

Sellers and buyers may establish interest rates for the remaining term of the contract before
the contract is executed. RD Instruction 440.1, Exhibit B contains interest rates.

Environmental Reguirements

Environmental Compliance

[NOFA Xl1.] Theenvironmental and historic preservation requirements contained in
7 CFR part 1940, subpart G or itssuccessor regulation must be met prior to approval
of any guarantee request.

Environmental Review

The Authorized Agency Official will complete FmHA 1940-22, FmHA 1940-21, or a
Class Il Environmental Assessment, asrequired by RD Instruction 1940-G.

Other Regquirements

175
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Nondiscrimination Statement

The nondiscrimination statement in 1-FLP, subparagraph 41 E shall be included in all
materials produced for public information or distribution.--*
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B

ECOA

The Agency must comply with the provisions of ECOA and the implementing regulations of
the Federal Reserve System published in 12 CFR part 202.

The ECOA statement contained in 1-FL P, subparagraph 41 C must be included on all
adverse decision letters.

177  Complete Applications

A

11-5-03

Seller Application

[NOFA Ill. a] Sellerswho contact FSA with an interest in a guarantee under the pilot
program will be sent a letter (FSA-2680) outlining specific program details and benefits.
To formally request a guarantee on their proposed land contract, sellers must sign and
datethisletter and return it to FSA. The signed and dated letter will be considered the
seller’sapplication for guarantee. FSA may also requirethe seller to submit other
information necessary to processthe guarantee.

Buyer Application

[NOFA I1l. b.] Theprospective buyer must submit the following itemsto FSA
(subparagraphs C through P):

Application Form

[NOFA I11.b. 1] A completed form FSA-1980-25, “ Application for Guarantee.”
The buyer will need to complete only the first two pages of FSA-1980-25.

Training and Experience

[NOFA III. b. 2] A brief written description of the buyer’sfarm training and/or
experience.

Tax or Financial Records

[NOFA III1. b. 3] Incometax or other financial records acceptableto FSA from the
past threeyears.--*
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F Production History
[NOFA I11. b. 4] Threeyearsof production history immediately preceding the year of
application, or the number of yearsavailableif the applicant has been farming lessthan
threeyears.

G Description of Operation

[NOFA I11.b. 5] A brief written description of the proposed operation.

A description of the type of operation (such as dairy, poultry, and row crop) should be
provided.

H Off-farm/Other Nonfarm Income
[NOFA III. b. 6.] Verification of off-farm employment and other non-farm income, if
any. Thiswill be required only when the buyer isrelying on off-farm income to develop

afeasble plan.

A self-employed applicant may submit 3 years of income tax returns. An applicant
employed outside of farm may submit:

 RD-1910-5
* 2 most recent earnings statements.

I  Operating Plan/Cash Flow
[NOFA III.b.7.] Projected production, income and expenses, financial statement, and
plan of operation, which may be submitted on Form FSA-431-2, “ Farm and Home
Plan,” or other similar plan of operation acceptableto FSA. Thebuyer may request
Agency assistance in completing the plan.

The application package must contain a balance sheet that was prepared within 90 calendar
days of the application submission.--*
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J Environmental Information

11-5-03

[NOFA II11.b. 8] Applicableitemsrequired in 7 CFR part 1940, subpart G or its
successor regulation.

Some applications will require additional information from other USDA agencies or
organizations to fulfill National Environmental Policy Act or other special law requirements.
Applications that involve highly erodible land, wetlands, historical, or archaeological issues
require information from other organizations. In these cases, the Authorized Agency Official
must notify the buyer and seller regarding the additional information required and request the
information from the organization or agency. A copy of the request should be maintained in
thefile.

The need for this information will indicate an incomplete application.

Contract

[NOFA I11.b.9.] A copy of the proposed land contract to be entered into with the
seller.

Verification of Debts

[NOFA II1.b. 10.] Form FSA-440-32, “ Request for Statement of Debtsand Collateral,”
or similar documentation, for all debtsin excess of $1000.00.

All debts over $1000.00 must be verified using:
* FSA-440-32
* most recent billing statement

» any other form of verification that provides the balance due, amount of payment,
delinquency, and payment schedule.

Credit Report Fee
[NOFA III. b. 11.] A credit report fee.
Credit report fees will be:

» collected according to RD Instruction 1910-B, 1910-C, or the applicable State
supplement, as appropriate

* processed according to 3-Fl.--*
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N Escrow Agent

[NOFA I1I. c] If thebuyer or seller proposeto use a particular escrow agent for the
land contract sale, they will provide the agent’s name, address, and telephone number
to the Agency.

Other Documentation

[NOFA 111. b. 13.] Any other documentsrequired by the Agency and needed to process
the application.

Examples of additional information include:

» divorce or separation decree
» child support or alimony payments.

Entity Applicants

[NOFA III. b. 12] Entity applicants must submit additional information for each entity
member. The application must contain each entity member’s name, address, Social
Security number, percent ownership interest in the entity, and a current balance sheet.

Thisinformation is required for FSA to identify entity members, document that the entity
meets the eligibility requirements, and determine which members are required to execute the
contract and FSA-2681.

178  Application Processing

A Adding Applicationsto GL S

Pilot program applications will be entered into GL S as they are received.

B Application Completeness Review

11-5-03

[NOFA II1l.d.] TheAgency will not consider an application complete until all required
information isreceived from both the seller and the prospective buyer. The Agency will
assist the buyer, when necessary, in completing therequired FSA forms.

Each application shall be reviewed within 5 calendar days of receipt to determine whether it
is complete. The date the application is complete:

e will be documented on FSA-1980-25 and entered into GL S

+ setsthe start date for the 30-calendar day period within which applications must be
approved or denied by FSA.--*
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Par. 178

--178 Application Processing (Continued)

C Notification of Complete Application Letter Example

After determining that the application is complete, the Authorized Agency Official will send
the following letter to the buyer with a courtesy copy to the seller:

Dear

This letter is to notify you that your application for the Farm Service Agency’s Beginning
Farmer and Rancher Land Contract Guarantee Pilot Program is complete as of (insert date all
information necessary to complete the application was received). Your application will be
processed as quickly as possible.

If changes occur in your operation or financial situation before final action istaken, or if we
need clarification of items on the application, we may ask you to provide additional
information.

If you have any questions, please contact this office.

Sincerely,

Title

Incomplete Applications

A First Notification of Incomplete Application

If the application is incomplete, the Authorized Agency Official must notify the buyer in
writing (with a courtesy copy to the seller) within 5 calendar days after receipt of the
application. The notification must:

» identify the additional information required for a complete application

» dtatethat the application cannot be processed until the additional information is received

» establish adeadline 20 calendar days from the date of the letter for the buyer to submit
the information.--*
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B First Notification Letter Example

The following is an example of afirst notification letter for an incomplete application:

Dear

Y our application for the Farm Service Agency’ s Beginning Farmer and Rancher Land
Contract Guarantee Pilot Program was received on (insert date FSA-1980-25 was received).
However, certain information is missing from the application. We must receive the
following information before we can continue processing your application:

(Insert list of items necessary to complete application.)

Please provide these items by (insert date 20 calendar days after date of letter). If you have
any questions about the application, please contact this office.

Sincerely,

Title

C Second Notification of Incomplete Application

If the buyer does not respond or does not supply all of the information requested within the
20-calendar-day period specified in the initial notification, the Authorized Agency Official
shall immediately send a second notification letter addressing the information which was not
provided. The deadline for submitting additional information will be 10 calendar days from
the date of the second notification letter.

The second notification letter must also state that if the buyer does not contact the Authorized
Agency Official or submit the additional materials within the 10-calendar-day period, the
application will be withdrawn. If necessary, the buyer may receive an extension to submit
the additional materials. If an extension is granted, a new deadline will be established and
communicated to the buyer in writing. The extension letter should restate that the application
will be considered withdrawn if the buyer does not contact the Authorized Agency Official or
submit the additional materials by the extension deadline.--*
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D Second Notification Letter Example

11-5-03

The following is an example of a second notification letter for an incomplete application:

Dear

Y our application for the Farm Service Agency’ s Beginning Farmer and Rancher Land
Contract Guarantee Pilot Program is still incomplete. We must receive the following
information before we can continue processing your request:

(Insert list of items necessary to complete application.)

If you do not submit this information or contact this office by (insert date 10 calendar days
from date of Ietter), your application will be withdrawn without further notice.

The Federal Credit Equal Opportunity Act prohibits creditors from discriminating against
credit applicants on the basis of race, color, religion, national origin, sex, marital status, age
(provided the applicant has the capacity to enter into a binding contract); because all or part
of the applicant’ s income derives from any public assistance program; or because the
applicant has in good faith exercised any right under the Consumer Credit Protection Act.
The Federal agency that administers compliance with this law is the Federal Trade
Commission, Equal Credit Opportunity, Washington, D.C. 20580.

USDA regulations prohibit discrimination in USDA programs because of your race, color,
religion, sex, age, national origin, marital status, familial status, sexual orientation, disability;
or because all or part of your income is derived from any public assistance program; or
because you have filed a program complaint, participated in any program complaint
proceeding, or opposed a prohibited practice.

If you believe you have been discriminated against for any of the reasons stated above, you
may file acomplaint with the Director, Office of Civil Rights, United States Department of
Agriculture, Room 326-W, Whitten Building, 1400 Independence Avenue, S.W.,
Washington, D.C. 20250-9410.

Please contact usif you have any questions.

Sincerely,

Title
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A FeasblePlan

[NOFA V. a] Theproposed operation described on Form FSA-431-2 or similar plan
acceptable to FSA must project afeasible plan. The projected income and expenses of
the buyer and operation used to determine a feasible plan must be based on the buyer’s
proven record of production and financial management. For those farmerswithout a
proven history, a combination of any actual history and any other reliable sour ce of
information which is agreeable to the buyer and the Agency will beused. The cash
flow budget analyzed to determine a feasible plan must represent the projected cash
flow of the operating cycle for the farm or ranch operation.

ee Exhibit 2 for the definition of “feasible plan.”

Where available, the operation’ s actual production records must be used to estimate future
production yields. The expenses used in the cash flow budget should be based on prior
experience and be consistent with anticipated prices for similar goods and services. The
projected production yields and financial performance should not be outside of the range of
the buyer’ s previous performance, unless fully documented and justified.

B Estimating Production

[NOFA V. b.] Thebuyer must usethe best sources of information available for
estimating production when developing cash flow budgets. Deviationsfrom historical
per formance may be acceptable, if the deviations arethe direct result of specific
changesin the operation, are reasonable, adequately justified, and acceptabletothe
Agency. For existing farmers, actual production for the past three yearswill be
utilized. For those farmerswithout a proven history, a combination of any actual
history and any other reliable source of information that is agreeable to the buyer and
the Agency will be used. When the production of a growing commodity can be
estimated, it must be considered when projecting yields.

[NOFA V. c] When thebu