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Loan Agreement
Suggestions/Recommendations

Use only those that pertain.  Modify to fit each individual and unique situation.

The Loan Agreement is signed legal document between the loan applicant/borrower and the lender. 
The following items should be considered/addressed by the lender and, if applicable, included in the lender’s security documents (promissory note, security agreement, or loan agreement).
1. Requirements for accounting and record keeping.

2. Requirements for periodic financial reporting to the lender on an agreed upon date. 
· Beginning of borrower’s tax year - current asset inventory.

· annual financial statement

· annual cash flow

· complete copy of the Federal and State Income Tax Return with ALL supporting schedules including the depreciation worksheet.
· prior years actual production and/or financial history

· For Entity loan(s) - a copy of a signed and dated financial statement and tax return on each individual.

3. Insurance requirements.

· Adequate property and liability insurance must be obtained on the security and a mortgage clause added to the insurance policy requiring all benefits to be paid jointly with the lender.

· Crop Insurance is required and an assignment of indemnity obtained in favor of the lender in the following minimum levels:


· The loan applicant must obtain Catastrophic (CAT) risk protection insurance coverage on all economically significant crops for this year and all subsequent years or waive eligibility for emergency crop loss assistance in connection with the uninsured crop.  Economically significant crops are those that contributed at least 10 percent of the value of the producer's share of the crop in the past year or is expected to contribute at least 10 percent in the coming year.

4. A CCC-36, “Assignment of Payment” has been executed to cover ALL FSA and CCC program payments in which the loan applicant/borrower has an interest in. 
We agree to submit any and all FSA and CCC program payments that were not paid directly to the bank within 10 days of receipt.
5. Government Payments and Programs Security Agreement Clause: 

All payments, accounts, general intangibles, or other benefits (including, but not limited to, payments in kind, deficiency payments, letters of entitlement, warehouse receipts, storage payments, emergency assistance payments, diversion payments, and conservation reserve payments) in which I now have and in the future may have any rights or interest and which arise under or as a result of any preexisting, current or future Federal or state government program (including, but not limited to, all programs administered by the Commodity Credit Corporation and the Farm Service Agency).

6. Limitations on the purchase and/or sale of capital assets.  

· Capital expenditures are not authorized unless approved/agreed upon by the lender in the signed annual cash flow. 

· Any machinery/equipment lease of longer than 1 year is considered a “Capital Lease” and must be treated as a capital expenditure.

7. Annual Loan Security Requirements: 
We agree to notify the lender with any changes and/or additions to our loan security within 30 days.

8. Collateral inspections / requirements.  (Chattels – minimum 1 farm inspection visit per year.)

9. Maintaining minimum basic foundation livestock numbers: 

We agree to maintain the following minimum number of basic foundation livestock by keeping breedable age replacements.  If the livestock numbers fall below these minimum requirements any and all sales proceeds must be applied on the lender’s loan as an extra principal payment.  

Cows 


50 head

Replacement Heifers
 5 head

Bulls


 2 head

10. We agree not to incur any additional debt or co-sign for the liabilities of others without first discussing with the lender.
11. For any property owned jointly a “Disposition of Jointly Owned Property Agreement” needs to be obtained and signed by all owners including spouses.  Note:  You do not need this document for property owned jointly by husband and wife.

12. Any improved management and/or production practices to be implemented.

13. Purposes for which loan funds or funds advanced under the line of credit will be used.

14. Interest rate and terms; how and when the rate may fluctuate; term of loan; and conditions related to the repayment, renewal, etc., of loan with balloon payments.

15. If the loan applicant is not a sole proprietorship, establish a limit on compensation of entity members, hired labor, consultants, patronage refunds, dividend payments, or distribution of net income.

16. Limits on Family Living Expenses:  
We agree to limit our family living expenses, partner withdrawals, partner salaries, and/or other partner compensation as to the amount as agreed upon in the cash flow.

17. Bank Account Requirements:   
We agree to maintain the farm and/or family living accounts at this institution

We agree to run all farm income and farm expenses through the farm account.  

18. OL/LOC Loan Requirement:

We agree to submit all farm income as a payment on the OL/LOC loan.

19. OL/LOC Annual Renewal Requirements:

Credit ceiling, special limitations, and conditions precedent to annual readvancement or continuation of loans or lines of credit.   The promissory note must contain language that limits OL/LOC advances for subsequent years:

· The outstanding OL/LOC unpaid principal and interest shall be due and payable annually on  [v] (insert date).
· Failure to reduce the OL/LOC loan down to ($0.00 - $100.00) annually on the required due date shall constitute an event of default by the borrower.    If not reduced, are there enough current assets on hand that WILL BE SOLD and all of the PROCEEDS APPLIED on the OL/LOC Loan that could pay it in full?
· If the borrower operates under a January 1st to December 31st cash flow, Lender shall not be obligated to advance any funds after the end of the borrower’s current operating year cash flow which ends December 31st if: 

1. The borrower fails to reduce the OL/LOC loan down to ($0.00 - $100.00).

2. The bank does not obtain FSA concurrence, in writing, that the next production year’s cash flow projects a feasible plan as per 2-FLP.

(Note:  For CLP lenders - FSA written concurrence is not required, thus allowing the lender the option whether to advance under the terms and conditions of the Guarantee.)

Date:





Name of Lender: 

By: 


I agree to the foregoing and acknowledge receipt of a copy of this agreement.

Date:







By: 

Borrower

By: 

Spouse
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