"4 Washington, DC 20013-2415

UNITED STATES DEPARTMENT OF AGRICULTURE

Farm Service Agency
P.O. Box 2415

T

Notice FC-60

1951-S

For: State and County Cffices

Interim Loan Servicing Procedures for Implementation of the
Federal Agriculture Improvement and Reform Act of 1996 (1996 Act)

Approved by: Depu

ty Administrator, Farm Credit Programs

s Braries 1o

1 Overview

T

A

Background As provided in the 1996 Act, certain changes took effect as of the date of
enactment, April 4, 1996, and the rest were to take affect 90 days later, on
July 4, 1996. Changes that became effective April 4, 1996, were provided in
Notice FC-37.
The 1996 Act regulations are in the clearance process and should be published
in August. DALRS and AGCREDIT are also in the process of being revised,
and will be distributed on or about the date the regulations are issued.

B

Purpose This notice provides guidance for servicing accounts after July 4, 1996, until
the 1996 Act regulations can be published.

C

Contact Questions should be addressed to Kim Laris, LSPMD, through the Area office.

D

Reminder State Offices must ensure that Ag Credit Teams receive loan servicing
procedures.

Disposal Date Distribution
July 1, 1997 State Offices; State Offices relay to County
Offices and Ag Credit Teams
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Notice FC-60

2 90-Day 1996 Act Changes and Implementation

;\) A
- FmHA
Instruction
1951-S
Notification

Requirements

B
Revised Cash
Flow Margin

7-12-96

Until the new regulations are published, County Offices will continue to notify
borrowers when they are 30 and 180 days delinquent according to the existing
FmHA Instruction 1951-S procedures.

Note: The revised procedures in Notice FC-53 shall be used to notify
borrowers of FmHA Instruction 1951-S loan servicing. until the revised
FmHA Instructions are released.

The 1996 Act requires the Agency to assume that the borrower needs a cash
flow margin of up to 110 percent of the amount indicated for payment of
farming operating expenses, debt service obligations, and family living -
expenses, instead of 105 percent for debt service. DALRS is being revised to
provide for this change. However, until the revised DALRS is received,
primary loan servicing applications will be processed and considered as

follows.

- All restructures without writedown that have been offered to the borrower,
can continue to be closed as offered.

Exhibit 1 must be completed to determine the amounts to enter in DALRS
for the balance available and non-Farm Credit Program (FCP) debts.
DALRS will be run using these amounts for all decisions made on primary
loan servicing after July 3, 1996.

‘.« If DALRS finds a feasible plan without a writedown, with a cash flow
margin between 105 and 110 percent, and the borrower meets the
eligibility requirements for a writedown, then FmHA Instruction,
Exhibit F, must include the following statement.

"You were determined eligible for primary loan servicing without a
writedown. However, changes to the Farm Bill could make you eligible
to receive a writedown of debt. If you would like to be considered for
a writedown, you should contact this office within 45 days from the
date you received this letter. FSA will then hold your application for
further consideration until the new procedures are published. If you
would like to continue with the restructuring of your debt without being
considered for a writedown, you should sign and return Attachment 2
within 45 days from the date you received this letter."

This statement will not be added if the cash flow margin is over
110 percent or the borrower is not eligible for a writedown.

Continued on the next page
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Notice FC-60

2 90-Day 1996 Act Changes and Implementation (Continued)

5,

B
~ Revised Cash * If DALRS finds a feasible plan with a writedown, and:
Flow Margin
(Continued) ‘ * the cash flow margin is 104 percent or less, then the offer will

continue to be made

the cash flow margin is 105 percent, then processing of the
application must be suspended until the revised DALRS is received.

Note: In this case, the borrower shall be notified that the 1996 Act
provided for FSA to attempt to write down a borrower's debt
to an amount that will provide up to 110 percent of the
amount needed for payment of family living and farm
operating expenses, and debt repayment. Therefore, a
determination cannot be made on the borrower's request for
primary loan servicing until the revised procedures are made
available.

If DALRS approved after July 3, 1996, shows the borrower may be
eligible for buyout, then the buyout can be offered, but at market value
instead of net recovery value. See subparagraph C.

Continued on the next page
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Notice FC-60

2 90-Day 1996 Act Changes and Implementation (Continued)

' e
Buyout Changes

7-12-96

~ According to Notice FC-59, all buyouts approved after July 3, 1996, will be at

the current market value, less prior liens, instead of net recovery value.

FmHA Instruction 1951-S, Exhibit A, Attachments 5, 5-A. 6, and 6-A, have
been revised and made part of this notice as Exhibit 2, for offering buyout at
market value. Refer to Notice FC-53 for revising AGCREDIT letters.

If the borrower buys out at the current market value, the following conditions
apply.

The DALRS Report must be modified to offer "... buyout at market value
of § , minus prior liens" instead of net recovery buyout.

The amount of prior liens will be verified before closing the buyout and
deducted from the market value for the buyout.

No recapture agreement or real estate mortgage or deed of trust will be
taken.

The existing security instruments will be released and the notes returned to
 the borrower marked "Satisfied by Approved Market Value Buyout", after
verifying that the buyout payment has been processed in the Finance Office.

The ADPS transaction to process the market value buyout is not yet
available. File a copy of the DALRS Report in a pending folder until
notified of processing capabilities. Flag the account 51-S in the interim.

Continued on the next page

Page 4



Notice FC-60

2 90-Day 1996 Act Changes and Implementation (Continued)

‘D
Payment of
Interest as a
Condition of
Restructuring

E

Changes to
FmHA
Instruction
1951-S
Conservation
Easement Debt
Cancelation
Program

7-12-96

After July 3, 1996, current borrowers must, as a condition of restructuring, pay
a portion of the interest due on their debt. The portion due will be based on
the borrower's ability to pay as determined by thoroughly analyzing the farm
operation, including any off-farm income, taking into consideration interest
paid throughout the year. The payment of interest must be paid before the
restructured promissory notes are signed.

Nonmonetary default borrowers who are not delinquent must also pay a portion
of the interest due if they are being offered restructuring .ontingent upon the

default being cured.

-Any additional interest to be paid must be identified on FmHA Instruction
- 1951-S, Exhibit B or F, as applicable, as a condition of restructuring.

The unpaid interest balance entered in DALRS must be less the amount the
borrower must pay on the interest due. The summary page of the DALR$
report must be noted to indicatc that the unpaid balance reflects the balance
remaining after the payment of $ is paid. DALRS may have to be
rerun if the payment is received before the planned restructured date.

If the borrower does not have the ability to pay any portion due, the loan
restructuring will be denied. When the revised FmHA Instruction 1951-S is
published, if the current borrower later becomes 60 calendar days delinquent,
loan servicing notices will be mailed to the borrower, and the borrower may
again request loan servicing. This condition does not apply to delinquent
borrowers. o

After July 3, 1996, easements will no longer be placed on property under the
FmHA Instruction 1951-S, Exhibit H, Conservation Easement Program.
Instead, borrowers will be given the opportunity to enter into a "contract" with
the Government for consideration in exchange for debt writeoff.

Until the new DALRS is received, conservation contract requests cannot be
processed. Borrowers with pending conservation easement requests shall be
notified that certain provisions in the Conservation Easement Program were
revised as a result of the 1996 Act, and that until revised procedures are
published, their request for a conservation easement or primary loan servicing
cannot be processed.
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Notice FC-60

3 Further Clarification of Changes Effective as of the Date of Enactment (April 4, 1996)

A
Approving Debt
Settlements for
Borrowers Who
Have Received
Previous Debt
Forgiveness

B

Subordination of
Farm Ownership
Security for
Refinancing

7-12-96

Based on the 1996 Act, borrowers are only entitled to debt forgiveness on a
direct loan | time. There are no exceptions. However, the following debt
settlements can be processed outside statutory authorities, even though a
previous debt forgiveness has been received.

Cancellation when debt is discharged in bankruptcy. Under these
circumstances, the court authorized debt forgiveness, not FSA. SED can
continue to approve and process cancelations because of bankruptcy. As
required in FSA instructions, all security must be liquidated before the
whole account is canceled.

Debt settlements on all loans, program and nonprogram, may be approved
under FmHA Instruction 1951-J, Section 1951.469 (c). This approval is
based on provisions in the Debt Collection Act. Settlement of amount in
excess of $100,000 must be recommended to the Department of Justice
through OGC.

Settlement of debt approved by the U.S. Attorney.

Note: All debt settlements under this section will restrict the borrower from
receiving new FCP loans, and may restrict other forms of debt
forgiveness in the future.

If a debt settlement cannot be approved, the account will be placed in
Collection-Only after all security is liquidated and all efforts to collect the debt

have been exhausted.

Since refinancing is no longer an authorized direct Farm Ownership (FO) loan
purpose, subordinations for refinancing purposes of direct FO loan security
instruments, such as mortgages and deeds of trust, can no longer be approved
until the existing regulations are revised. Until that time, all subordinations for
refinancing that affect the security instrument of FO loan can only be approved
if they are submitted to LSPMD, with a documented request for an
Administrator's exception, as required by FmHA Instruction 1965-A,

Section 1965.35.

Continued on the next page
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Notice FC-60

3 Further Clarification of Changes Effective as of the Date of Enactment (April 4, 1996)

\ (Continued)

C

Subordination of
Operating Loan
Security for
Refinancing

7-12-96

Refinancing is still an authorized Direct Operating (OL) loan purpose;
however, a subordination can only be approved for refinancing against OL
security instruments if the borrower has not had a direct or guaranteed OL
refinanced more than 4 times previously and one of the following conditions is

met:

the borrower has a direct loan under the CONACT and has suffered a
qualifying physical or production loss because of a major disaster
declared by the President or a natural disaster designated by the
Secretary.

a non-USDA debt is being refinanced.
NOTE: Refinancing is not restructuring under loan servicing authorities.

If the request for a subordination for refinancing purposes of OL security
instruments does not meet the requirements in this subparagraph, these requests
cannot be approved until existing regulations are revised. Until that time, those
requests can only be approved if they are submitted to LSPMD with a
documented request for an Administrator's exception, as required by FmHA
Instruction 1962-A, Section 1962.3(c).
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Notice FC-60 Exhibit 1

Worksheet for Calculating the Balance Available and Non-FCP Debt for DALRS

(1 Calculate Adjusted Balance Available:
1st Year = After Deferral
Balance Available from Table J. item 16: $ $
Plus: Total Farm Operating Expense from Table G:  +$ +§
Minus:  Operating Interest Expense from Table G: s S5
Plus: . Total Family Living Expense from Table F: + +$
Adjusted Balance Available: $ | s
(2) Calculate the Non-FCP Debt:
1st Year After Deferral
Non-FCP Debt Payments: $ $
Plus: Total Farm Operating Expense from Table G: +$ +$
Minus:  Operating Interest Expense from Table G: -3 -$
Plus: Total Family Living‘fixpense from Table F: + +§

Non-FCP Debt Payments, Family Living
and Adjusted Farm Operating Expense $ $

Note: The total figures for the Adjusted Balance Available and the Non-FCP Debt Payments,
Family Living and Adjusted Farm Operating Expense are entered into the appropriate
fields located in the Basic Borrower Information Screen in the DALRS software program.
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Notice FC-60 Exhibit 2

- FmHA Instruction 1951-S, Exhibit A Attachments for Offering Buyout at Market Value

This exhibit contains the following FmHA Instruction 1951-S letters that must be used to offer
buyout at the current market value:

Attachment 5
Attachment 5-A
Attachment 6
Attachment 6-A.

Note: See Notice FC-53 for revising these letters in AGCREDIT.
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Notice FC-60

Exhibit 2

FmHA Instruction 1951-S, Exhibit A Attachments for Offering Buyout at Market Value (Continued)

Following is a copy of FmHA Instruction 1951-S, Exhibit A, Attachment 5, page 1.
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Notice FC-60 Exhibit 2

FmHA Instruction 1951-S, Exhibit A Attachments for Offering Buyout at Market Value (Continued)

—

Following is a copy of FmHA Instruction 1951-S, Exhibit A, Attachment 5, page 3.
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Notice FC-60

Exhibit 2

FmHA Instruction 1951-S, Exhibit A Attachments for Offering Buyout at Market Value (Continued)

Following is a copy of FmHA Instruction 1951-S, Exhibit A, Attachment 5, page 5.
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Notice FC-60

Exhibit 2

FmHA Instruction 1951-S, Exhibit A Attachments for Offering Buyout at Market Value (Continued)

Following is a copy of FmHA Instruction 1951-S, Exhibit A, Attachment 5-A, page 1.
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Notice FC-60 Exhibit 2

FmHA Instruction 1951-S, Exhibit A Attachments for Offering Buyout at Market Value (Continued)

Following is a copy of FmHA Instruction 1951-S, Exhibit A, Attachment 5-A, page 2.
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Notice FC-60 Exhibit 2

FmHA Instruction 1951-S, Exhibit A Attachments for Offering Buyout at Market Value (Continued)

Following is a copy of FmHA Instruction 1951-S, Exhibit A, Attachment 5-A, page 3.
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Notice FC-60 Exhibit 2

p— FmHA Instruction 1951-S, Exhibit A Attachments for Offering Buyout at Market Value (Continued)

Following is a copy of FmHA Instruction 1951-S, Exhibit A, Attachment S-A, page 4.

| H

Euds Llostractinar A% S
kxaibit * Lo Tubyrart >
Albknchment I &

Tege 4

Tu ask £ar thir wee..uny, cacck thn boxw L 0% thc Wospouse keomm:

bt agalienl € &)

lims Llmi'.: Yo WUST razoin Lhe “Respanse Foem™ Ly Che counly
Ci37Fwsn ofTice wilhun 1% deya from <hi 9o n you ge: this lecter,
Lo Le os=2 Jp the wesling,

Yo ghould flaa an ot the county oFf

3) Raguost—erm-ebppeal - -hearing.

IOW COY e eqdet-an AEpesl temang—te-contonb—RERa' 51 55 0

seursion. At CFe bousinsOn sppeal, ver amy challsnge Lhe ways

P5akCHS says viu vrtoke vour lonn egrasments.  You may #i¢o caalierqge
FARRA . weazsain thel you caenot prosent o fmasible Fare add dome
Plan fog pramacy nnr se:cacing Lt oyen- rottce stalen
balizwveys yar ununt pragent o Leastbhle 2ian.  You way aizc chullmage
FrlPedR v dexieion chat you are Lneligitle “or debt resteuclening
becausr »on vave ulesedy reo¢ived o erLedcwni or nuyaul, or ¢thax

h

Eirm ol donl. widodelase Srem BN ou anstacr $5 el Lax

Yo 9L 0A L N LhedpeeleGeazing nne-sresenswi Lnineeas—aad
ST 1 2RSS AT POS e

aw lodopendani. appraiszal of yan- property iaclucing any noasssmel al
STES bl DDARRRL 5373 you owa.  Thig indeponcenit appralsal may b2
aorbart 3L pou thing FPARPeE: Las put tos nigh 6% t2o low o valae
Ven «tll Dave Lo pay for this apprmisal.,  The
L33 4L 2] nun s e TS Cr Wil give e a lisk oz
hres AL ré ‘ovze Zrom,  Chess cox 32 on rhe "Responsc
2o 17 v wark Loz independent sppralsal. LD ke FIRREHA
Ammrsige culEAalns mataomatal or propeorty desc:miption evrncu
s 31t At el gl Sounky—Saporyinew ¢an make tho muescsery
11oyen Doth agred Lo swdtc 3hangos.

TIoyea id onionrev cuxly nogoTiote yaur appraisal, yoo tay agk o

ol

Yyo1L prege ot

and Lhe

csrreclionn

Tl e scbmit an Zadopardanl appraizal ond L 1s withia “ive vercen:
al Lhe vwaluc ¢f the TSAFrHR appraisal, vwo. must selact whinh of thac
Lew aporadisads wor wanl FEadinba t¢ wane lu: gour roqueslh.  This wil)

e the Liva] appirais2l. It canan! bx eopeales,

rejuest o mcrling with ke Pnifh iz eqit officiclmosnty
you Wl Le givyen a chonece t2oagpoal after LAt morbhing.

Ho Jl WALt To coipeesl. The necting bul. Jds want To appeal, ou
30 ar Uhemesmemosed—"crpor e —Fese tOomR Lo Te Ll attarshed

dational Apu=alg Nivisicn al ke address -shown an the
UL rmzgm2l soould BEnospyl to tac EAN Loty
28 ons.  Ynun segaest fay an apponl _must he postmarkud ns lator thas

P Cayns fran Lhe date wou roecriwvend diid notice,

7-12-96 Page 10

L



Notice FC-60 Exhibit 2

FmHA Instruction 1951-S, Exhibit A Attachments for Offering Buyout at Market Value (Continued)

Following is a copy of FmHA Instruction 1951-S, Exhibit A, Attachment 5-A, page 5.
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Notice FC-60

Exhibit 2

FmHA Instruction 1951-S, Exhibit A Attachments for Offering Buyout at Market Value (Continued)

Following is a copy of FmHA Instruction 1951-S, Exhibit A, Attachment 5-A, page 6.
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Notice FC-60 Exhibit 2

FmHA Instruction 1951-S, Exhibit A Attachments for Offering Buyout at Market Value (Continued)

Following is a copy of FmHA Instruction 1951-S, Exhibit A, Attachment 5-A, page 7.
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Notice FC-60 Exhibit 2

FmHA Instruction 1951-S, Exhibit A Attachments for Offering Buyout at Market Value (Continued)

Following is a copy of FmHA Instruction 1951-S, Exhibit A, Attachment 6.
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Notice FC-60 Exhibit 2

FmHA Instruction 1951-S, Exhibit A Attachments for Offering Buyout at Market Value (Continued)

Following is a copy of FmHA Instruction 1951-S, Exhibit A, Attachment 6-A, page 1.
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Notice FC-60

Exhibit 2

FmHA Instruction 1951-S, Exhibit A Attachments for Offering Buyout at Market Value (Continued)

Following is a copy of FmHA Instruction 1951-S, Exhibit A, Attachment 6-A, page 2.
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Notice FC-60 Exhibit 2

FmHA Instruction 1951-S, Exhibit A Attachments for Offering Buyout at Market Value (Continued)

Following is a copy of FmHA Instruction 1951-S, Exhibit A, Attachment 6-A, page 2.
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