
UNITED STATES DEPARTMENT OF AGRICULTURE 
Farm Service Agency 

Washington, DC 20250 
 
 

Direct Loanmaking 
3-FLP (Revision 2) Amendment 18 

 
Approved by:  Acting Deputy Administrator, Farm Loan Programs 

 

 
 

 
Amendment Transmittal 
 

A Reasons for Amendment 
 
Subparagraph 41 B and 371 C have been amended to clarify ECOA restrictions on obtaining 
non-applicant signatures. 
 
Subparagraph 65 A has been amended to add debt forgiveness as part of the Keepseagle 
settlement. 
 
Subparagraph 66 B has been amended to clarify the policy for obtaining denial letters from 
applicants. 
 
Subparagraph 431 A has been amended to clarify the loan disbursement process. 
 

Page Control Chart 
TC Text Exhibit 

1, 2 3-1, 3-2 
4-5, 4-6 
4-9 through 4-12 
4-12.5, 4-12.6 
16-1, 16-2 
16-97, 16-98 

2 pages 15, 16 

 
 
 
 
 
 
 
 
 
 
4-1-15        Page 1 



. 



Table of Contents 
 

Page No. 
 
Part 1 Introduction and Purpose 

 
1 Purpose and Sources of Authority ....................................................................... 1-1 
2 Related References .............................................................................................. 1-2 
3 FLP Forms ........................................................................................................... 1-4 
4 Introduction to Direct FLP’s ................................................................................ 1-8 
5-20 (Reserved) 
 

Part 2 (Reserved) 
 
21-40 (Reserved) 
 

Part 3 Loan Application 
 
41 Obtaining and Filing a Loan Application ............................................................ 3-1 
42 Complete Loan Applications ............................................................................... 3-5 
43 Streamlined OL, ML, and Streamlined CL Requests .......................................... 3-11 
44 Youth Loan Requests ........................................................................................... 3-13 
45 Processing Loan Applications ............................................................................. 3-14 
46-60 (Reserved) 
 

Part 4 General Eligibility and Loan Limitations 
 

Section 1 Eligibility Requirements 
 
61 Overview .............................................................................................................. 4-1 
62 Controlled Substances .......................................................................................... 4-2 
63 Legal Capacity ..................................................................................................... 4-3 
64 Citizenship ........................................................................................................... 4-4 
65 Credit History ...................................................................................................... 4-5 
66 Credit Elsewhere .................................................................................................. 4-9 
67 Delinquent Federal Debt and Unpaid Federal Judgments ................................... 4-10 
68 Federal Crop Insurance Violations ...................................................................... 4-11 
69 Managerial Ability ............................................................................................... 4-12 
70 Borrower Training ............................................................................................... 4-14 
71 Owner/Operator of a Family Farm ...................................................................... 4-14 
72 Entity Composition .............................................................................................. 4-16 
73 Final Eligibility Determination ............................................................................ 4-18 
74 Limitations ........................................................................................................... 4-20 
75-90 (Reserved) 

 
 
 
 
 
4-1-15  3-FLP (Rev. 2) Amend. 18 TC Page 1 



Table of Contents (Continued) 
 

Page No. 
 
Part 5 Loan Security 

 
91 Security Requirements ......................................................................................... 5-1 
92 Real Estate Security ............................................................................................. 5-4 
93 Other Security Requirements ............................................................................... 5-10 
94 Exceptions to Security Requirements .................................................................. 5-11 
95 Appraisals and Values ......................................................................................... 5-14 
96-110 (Reserved) 
 

Part 6 Insurance 
 
111 Overview .............................................................................................................. 6-1 
112 Type of Insurance Required ................................................................................. 6-2 
113 Documentation ..................................................................................................... 6-4 
114 Indemnity ............................................................................................................. 6-6 
115-130 (Reserved) 
 

Part 7 Farm Ownership Loan (FO) Programs 
 

Section 1 FO’s 
 
131 Uses ...................................................................................................................... 7-1 
132 Eligibility ............................................................................................................. 7-4 
133 Limitations ........................................................................................................... 7-7 
134 Joint Financing Arrangements ............................................................................. 7-9 
135 Rates, Terms, Payments, and Security ................................................................. 7-10 
136 Subsequent Loans ................................................................................................ 7-12 
137 Program Outreach ................................................................................................ 7-13 
138-150 (Reserved) 
 

Section 2 Downpayment Program 
 
151 Uses ...................................................................................................................... 7-41 
152 Eligibility ............................................................................................................. 7-42 
153 Limitations ........................................................................................................... 7-43 
154 Rates, Terms, and Security .................................................................................. 7-44 
155-170 (Reserved) 

 
 
 
 
 
 
 
 
9-3-10 3-FLP (Rev. 2) Amend. 1 TC Page 2 



Par. 41 
Part 3    Loan Application 

 
41  Obtaining and Filing a Loan Application 
 

A Obtaining a Loan Application 
 
A loan application may be obtained from: 
 
 any FSA office 
 FSA’s web site at www.fsa.usda.gov 
 eGov’s web site at www.sc.egov.usda.gov. 
 
An agency official will: 
 
 not refuse to provide a requested application to any person  
 
 not discourage the prospective applicant to apply for a direct loan even when loan funds 

are limited or unavailable 
 
Note: On Friday, May 13, 2011, FR notice was published to inform the public that, 

because of a lack of funding for the CL program, direct CL applications will not 
be accepted until further notice.  Agency officials should advise prospective 
applicants of the availability of other FSA loan programs. 

 
 not make oral or written statements that would discourage any individual from applying 

for assistance based on any ECOA prohibited basis (race, color, religion, national origin, 
sex, marital status, age, applicant’s income deriving from public assistance, or because 
the applicant has in good faith exercised any right under the Consumer Protection Act) 

 
Note: Additional information, as necessary, may be requested; however, information 

that would create unapproved paperwork burden will not be requested.  
Specifically, anything that asks the applicant to provide information to FSA is not 
allowed by the State without approval from the National Office. 
 

 provide assistance as necessary to help applicants complete the application. 
 

Note: Information about race, national origin, sex, and marital status is collected on a 
voluntarily basis on FSA-2001, FSA-2301, FSA-2314, and FSA-2330. 

 
B Filing a Loan Application 

 
[7 CFR 764.51(a)]  A loan application must be submitted in the name of the actual 
operator of the farm.  Two or more applicants applying jointly will be considered an 
entity applicant.  The Agency will consider tax filing status and other business dealings 
as indicators of the operator of the farm. 
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Par. 41 
41  Obtaining and Filing a Loan Application (Continued) 
 

  B Filing a Loan Application (continued) 
 

 *--Generally, requiring a non-applicant’s spouse signature on loan documents is a violation of 
ECOA regulations.  Therefore, unless required by State law, FSA will not require the 
signature of an applicant’s spouse or other person, other than a joint applicant, on any credit 
instrument if the applicant qualifies under FSA’s standards of creditworthiness for the 
amount and terms of the credit requested.  FSA will not consider the submission of a joint 
financial statement or other evidence of jointly held assets, such as a joint bank account, as 
an application for joint credit.--* 

 
Upon receiving an application for direct loan assistance the authorized agency official and 
DD shall follow 1-PL to ensure that the type of operation reflected on FSA-2001 is consistent 
with any representations previously made by the applicant for FP benefits. 
 
If any difference in representations of the farming operation is identified, notify the applicant 
using FSA-2304 and insert the following for why the application is incomplete. 

 
“A review of your FSA records revealed inconsistent representations in how your 
farming operation is conducted.  (Provide details of different representations identified by 
FSA records.)  Documentation must be provided to resolve the inconsistencies identified 
prior to your application for assistance to be considered complete.” 
 

Note: See subparagraph 45 B for notification of incomplete application guidance. 
 
Exception: An application will not be considered incomplete if the difference in 

representation is the result of either of the following: 
 
 husband and wife representing themselves as a joint operation for FLP 

assistance but combined as a single person for FP 
 
 producer participating in 2 separate and distinct operations. 
 

  Note: Until CFR is amended, FSA will consider the term, “husband and 
wife” to be interchangeable with married persons, couples, or spouses. 

 
When receiving an application from married persons, FSA cannot treat a married couple 
applying together the same way as 1 person applying individually.  A married person may 
apply according to 1 of the following, depending on how the farm is operated. 
 
 “As an individual” – A married person should apply as an individual when they are the 

operator of the farm, and the spouse has minimal involvement in the farm operation, 
particularly the day-to-day management and operations.  In such cases, the nonfarming 
spouse will not be required to sign the application, except when required by State law to 
perfect a lien on marital or jointly owned property. 
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Par. 65 
65  Credit History 
 

A General Requirement 
 
[7 CFR 764.101(d)]  The applicant must have acceptable credit history demonstrated by 
debt repayment.  
 
In the case of an entity, the applicant and all members of the entity must have an acceptable 
credit history. 
 
[7 CFR 764.101(d)(1)]  As part of the credit history the Agency will determine whether 
the applicant will carry out the terms and conditions of the loan, and deal with the 
Agency in good faith.  In making this determination, the Agency may examine whether 
the applicant has properly fulfilled its obligations to other parties, including other 
agencies of the Federal Government. 
 
The authorized agency official may determine that an applicant has not acted in good faith if 
the applicant:  
 
 deliberately falsifies information 
 
 intentionally omits information relevant to the loan decision 
 
 does not make every reasonable effort to meet the conditions and terms of any previous 

FSA loan 
 
 failed to make reasonable effort to resolve delinquencies with other lenders 
 
*--failed to file Federal tax returns when it appears that sufficient income was generated to 

require a tax filing.--* 
 
Note: Applicants who provide false information may also be subject to civil and/or criminal 

prosecution and should be referred by the authorized agency official to OIG. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
1-15-13     3-FLP (Rev. 2) Amend. 8 Page 4-5 



Par. 65 
65  Credit History (Continued) 
 

A General Requirement (Continued) 
 
[7 CFR 764.101(d)(2)]  When the applicant caused the Agency a loss by receiving debt 
forgiveness, the applicant may be ineligible for assistance in accordance with eligibility 
requirements for the specific loan type.  If the debt forgiveness is cured by repayment 
of the Agency’s loss, the Agency may still consider the debt forgiveness in determining 
the applicant’s creditworthiness. 
 
FSA will not consider the following as debt forgiveness for loanmaking purposes: 
 
 debt reduction through a conservation easement or contract 
 
 any debt written off as part of the resolution of a discrimination complaint against FSA, 
  *‐‐including debt written off in conjunction with the Pigford Consent Decree or Keepseagle 

settlement.--* 
 
Note: See current FLP notice for guidance on priority consideration. 
 

 prior debt forgiveness that has been repaid in its entirety 
 
 prior debt forgiveness on a youth loan, if circumstances were beyond the applicant’s 

control. 
 
Notes: Debt forgiven on any nonyouth loan debt will still be considered in determining 

applicant’s credit worthiness. 
 
Determination that debt forgiveness was beyond the applicant’s control should 
have been made and documented at the time of debt forgiveness approval. 
 

Notes: In the majority of cases under Chapter 11 of the Bankruptcy Code, the debt is 
discharged when the plan is confirmed (see 11 U.S.C. § 1141 (d) for exceptions to 
automatic discharge).  In Chapter 12 and 13 cases, the discharge normally occurs, in 
3 to 5 years, by court order.  Debt forgiveness occurs when an applicant has 
completed all payments according to the plan and the unsecured FLP claim is written 
off.  At that point, the applicant will be ineligible for most additional loans according 
to paragraphs 132, 172, 202, and 242.  Specifically, according to paragraphs 132, 172, 
202, and 242, the applicant may be eligible for annual production loans, but no other 
type of assistance. 
 
An applicant who has successfully completed a bankruptcy reorganization plan will 
be considered to be current on the plan.  Therefore, as long as the applicant remains 
current on the plan they may be eligible to receive annual production loans as 
outlined above.  However, this status changes if the applicant subsequently becomes 
delinquent on any loans covered by the plan, including non-FSA loans.  The denial 
for failure to comply with an approved bankruptcy plan is appealable.  See 1-APP for 
further instruction.  
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Par. 66 
66  Credit Elsewhere 
 

A General Requirement 
 
[7 CFR 764.101(e)]  Except for CL, the applicant, and all entity members in the case of 
an entity, must be unable to obtain sufficient credit elsewhere to finance actual needs at 
reasonable rates and terms.  The Agency will evaluate the ability to obtain credit based 
on factors including, but not limited to: 
 
(1)  Loan amounts, rates, and terms available in the marketplace; and 
 

  The applicant must certify in writing on FSA-2001, FSA-2314, or FSA-2330 that the 
applicant is unable to obtain sufficient credit, with or without a guarantee, to finance the 
applicant’s actual needs at reasonable rates and terms, taking into consideration prevailing 
private and cooperative rates and terms in the community in, or near, where the applicant 
resides for loans for similar purposes and periods of time. 
 
(2)  Property interests, income, and significant non-essential assets. 
 

B Documentation Requirements for FO and OL 
 

 *--No applicant will be required to obtain credit denial letters from a lender, when obtaining an 
FO or OL, until the application has been reviewed and a determination made that the 
applicant has a reasonable potential to obtain financing from other credit sources. 
 
Some areas of the nation do not have a significant number of lenders who are making 
agricultural loans (credit desert).  In addition, even if lenders are making agricultural loans, 
there are particular areas where loans are less likely to be made (such as Indian Reservations) 
or history indicates the applicant’s chance of obtaining financing from a lender is low, 
regardless of meeting the lenders underwriting standards.  Some lenders appear willing to 
make loans in these areas but only at rates and terms that are unreasonable compared to rates 
and terms offered outside these areas. 
 
Consequently, when FSA loan officers are considering the “test for credit’, they must not 
only consider the financial strength of the applicant, but also if other lenders are “actively” 
making agricultural loans in the applicant’s area at reasonable rates and terms in comparison 
to areas where credit is readily available. 
 
If based on evaluation of the application, the authorized agency official determines there is a 
reasonable possibility that the applicant can obtain credit elsewhere, the authorized agency 
official: 
 
 may request the applicant apply for credit from a commercial lender and obtain a letter of 

denial--* 
 

 may request applicant apply to additional lenders outside of local community 
 

 may pursue market placement according to 2-FLP, paragraph 72 
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Par. 66 
66  Credit Elsewhere (Continued) 
 

B Documentation Requirements for FO and OL (Continued) 
 

 must document results. 
 

 *--If based on the evaluation of the application, the authorized agency official determines the 
applicant will not qualify for credit elsewhere, the authorized agency official must--* 
document the reasons in the applicant’s file. 
 
Note: Applicants will be encouraged to supplement FO’s and OL’s with credit from other 

credit sources to the extent economically feasible and according to sound financial 
management practices. 

 
The fact that an applicant has obtained credit for farm 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 farm lenders in the community. 

 
C Documentation Requirements for EM 

 
An applicant for EM has different credit elsewhere requirements.  To meet the requirements, 
applicants must supply documentation according to subparagraph 242 F. 
 

67  Delinquent Federal Debt and Unpaid Federal Judgments 
 

A General Requirement 
 
[7 CFR 764.101(f)]  As provided in 31 CFR Part 285, except for EM loan applicants, the 
applicant and anyone who will sign the Promissory Note must not be in delinquent 
status on any Federal debt, other than a debt under the Internal Revenue Code of 1986 
at the time of loan closing.  All delinquent debts, however, will be considered in 
determining credit history and ability to repay under this part.  
 
The applicant must not be delinquent on any nontax Federal debt (not paid within 
90 calendar days of the due date) according to 31 CFR §285.13.  Verification through 
CAIVRS, the credit report, DLS screens, and GLS View Loan Screen is sufficient.  
However, if it becomes known, and verified, through other means that the applicant is 
delinquent on a Federal debt, this information must be considered when making an eligibility 
determination. 
 

  Note: A FSA-guaranteed loan is not considered a Federal debt unless a final loss claim has 
been paid on a guaranteed loan made using 1 of the following: 
 

 FSA-1980-25 or FSA-1980-28 with the July 20,2001, or later revision date 
 FSA-2211 or FSA-2212. 
 
Delinquent Federal tax debt only affects eligibility as it relates to credit history 
according to paragraph 65. 

 
 4-1-15      3-FLP (Rev. 2) Amend. 18 Page 4-10 



Par. 67 
67  Delinquent Federal Debt and Unpaid Federal Judgments (Continued) 

 
A General Requirement (Continued) 
 

[7 CFR 764.101(g)]  The applicant and anyone who will sign the promissory note must 
have no outstanding unpaid judgments obtained by the United States in any court.  
Such judgments do not include those filed as a result of action in the United States Tax 
Courts. 
 
The authorized agency official shall review debt verification obtained according to 
subparagraph 65 B. 
 

B Resolving Delinquent Federal Debt and Judgments 
 
Applicants who pay their delinquent Federal debt or judgment in full or otherwise resolve the 
delinquency or judgment before or at loan closing may be eligible. 
 
Note: FSA will consider such debts as part of the creditworthiness eligibility requirement 

and in determining cash flow during the loan evaluation process. 
 
68  Federal Crop Insurance Violations 
 

A General Requirement 
 
[7 CFR 764.101(h)]  The applicant, and all entity members in the case of an entity, must 
not be ineligible due to disqualification resulting from Federal Crop Insurance 
violation, according to 7 CFR Part 718. 
 
Federal Crop Insurance Act, Section 515(h) provides that a person who willfully and 
intentionally provides any false or inaccurate information to FCIC or to an approved 
insurance provider with respect to a policy or plan of FCIC insurance after notice and an 
opportunity for a hearing on the record, will be subject to 1 or more sanctions that may 
change the applicant’s eligibility for all Federal assistance. 
 

  Applicants, as well as individual entity members, will self certify on FSA-2001, 
  FSA-2301, FSA-2314, or FSA-2330, that they have not been disqualified.  Additionally, 

RMA will notify the National Office of individuals and entities that have been disqualified as 
a result of crop insurance violations.  The National Office will notify the State Office.  State 
Offices shall notify the appropriate County Office. 
 
Notes: See 7 CFR 718.11 for additional information on disqualifications. 

 
Go to SAM at http://www.sam.gov/portal/public/SAM for information on 
disqualified individuals and entities. 
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Par. 69 
69  Managerial Ability 
 

A General Requirement 
 
For an entity to meet the requirements in this subparagraph, either the individual holding the 
majority interest in the entity or the individual responsible for the day-to-day operations of 
the entity must demonstrate sufficient managerial ability as described in this paragraph. 
 
[7 CFR 764.101(i)]  The applicant must have sufficient managerial ability to assure 
reasonable prospects of loan repayment, as determined by the Agency.  The applicant 
must demonstrate this managerial ability by: 
 

  The applicant may satisfy the managerial ability requirement with any combination of 
education, on-the-job training and farm experience, or by meeting just 1 of these criteria.  
The level of management ability required will depend on the complexity of the operation and 
the amount of the loan request. The authorized agency official will consider each application 
on a case-by-case basis. 
 
(1)  Education.  For example, the applicant obtained a 4-year college degree in 
agricultural business, horticulture, animal science, agronomy, or other agricultural-
related field. 

 
 To meet the managerial requirement through education alone, the applicant has completed or 

is completing an educational program in agriculture. Acceptable educational programs 
include any of the following: 
 
 a 4-year college degree or graduate degree in agriculture business, horticulture, animal 

science, agronomy, or other agricultural related fields 
 
 a 2-year degree from a technical college in agriculture business, horticulture, animal 

science, agronomy, or other agricultural related fields 
 
 successful completion of farm management curriculum offered by the Cooperative 

Extension Service, a community college, adult vocational agriculture program, or land 
grant university 
 
Examples: The Small Farm Program, University of Arkansas-Pine Bluff. 

 
Specialty Crops Program, University of Colorado. 
 
Cultivating Success, University of Idaho Extension, Washington State 
University Small Farms and Rural Roots. 
 

 successful completion of a community-based, nationally based, non-profit, or similar 
farm workshop programs 
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Par. 69 
69  Managerial Ability (Continued) 
 

A General Requirement (Continued) 
 

Examples: Annie’s Project. 
 
Alcorn State University Small Farm Outreach Training and Technical 
Assistance Program. 
 
Michigan State University Organic Farmer Program. 
 

 other comprehensive agricultural programs that include the following or similar topics: 
 
 financial records and budget analysis; developing farm business plans; asset 

management; cost of production and benchmarking 
 
 risk management; developing a risk management strategy; strengths, weaknesses, 

opportunities, and threats analysis; business and strategic planning 
 
 marketing plans and strategy; advertising; product and enterprise diversification. 
 

Note: Applicants may meet the managerial requirement through education in conjunction 
with farm experience or on-the-job training. 

 
  Example: Vocational or general agriculture classes in high school, provided that the 

applicant also has experience working on a farm and participated in and 
successfully completed applicable projects in 4-H, FFA, or another 
agriculture affiliated group. 

   
(2)  On-the-job training.  For example, the applicant is currently working on a farm as 
part of an apprenticeship program.  
 
To meet the managerial ability requirement through on-the-job training alone, the applicant is 
currently: 
 
 working, or has recently worked, as hired farm labor with management responsibilities 

 
Example: A hired hand or farm labor team leader who makes independent day-to-day 

farm management decisions. 
 

 completing, or recently completed, a farm mentorship or internship program with an 
emphasis on management requirements and day-to-day farm decisions, such as those 
offerings found through: 
 
 Rogue Farm Corps 
 
 Cultivating Success 
 
 Many Hands Farm Corps 
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Par. 69 
69  Managerial Ability (Continued) 
 

A General Requirement (Continued) 
 

 The Samuel Roberts Noble Foundation 
 

 Midwest Organic and Sustainable Education Service Farmer-to-Farmer Mentoring 
Program 

 

 Georgia Organics Mentoring Program 
 

 participating, or recently participated, in urban or community-supported agriculture 
programs which incorporate basic agricultural training, such as: 
 
 Agriculture Training Institute 
 
 Refugee Agriculture Partnership Programs 
 
 Columbia Center for Urban Agriculture 
 
 Growing Power, Inc. 
 
 Center for Urban Agriculture at Fairview Gardens 
 
 Mary Queen of Vietnam Community Development Corporation, Inc., and the Viet 

Village Aquaponic Park Project. 
 

[7 CFR 764.101(i)(3)]  Farming experience.  For example, the applicant has been an 
owner, manager, or operator of a farm business for at least one entire production cycle 

  or for ML’s the applicant may have obtained and successfully repaid one FSA youth 
OL; and 
 
Farm experience of the applicant, without regard to lapse of time between the farm 
experience and the new application, will be taken into consideration in determining 
loan eligibility.  If farm experience occurred more than 5 years prior to the date of the 
new application, the applicant must demonstrate sufficient on-the-job training or 
education within the last 5 years to demonstrate managerial ability. 
 
If relying solely on farm experience that occurred more than 5 years before the application, 
the applicant may supplement that experience with: 
 
 recent on-the-job training, such as a mentorship  
 
 recent education, such as extension courses or courses that meet the borrower training 

requirements established in Part 18. 
 
The on-the-job training or education does not have to be fully completed, provided the 
training or education meets the requirements of this subparagraph.  When an applicant is 
determined eligible subject to completion of borrower or on-the job training or education, 
completion of the action shall be listed as a loan approval condition on FSA-2313. 
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Par. 371 
Part 16    Loan Closing 

 
Section 1    General 

 
371 Overview 
 

A Closing Different Kinds of Loans 
 
See: 
 
 paragraphs 396 through 400 for loan closing requirements for real estate  
 paragraphs 416 through 419 for loan closing requirements for chattel.   
 
All other paragraphs in this section apply to loan closings for both kinds of security. 
 
A loan is closed either by FSA or a closing agent based on: 
 
 type of loan 
 
 type of security: 
 

 real estate 
 chattel 

 
 adequate security 
 
 additional security 
 
 nonessential assets 
 
 amount of loan. 
 
Note: In most cases, authorized agency officials typically will close operating loans and will 

use either an attorney or a title company for all loans involving real estate. 
 

B Reconfirming Loan Requirements 
 
[7 CFR 764.402(e)(2)]  If the loan is not closed within 90 calendar days of loan approval 
or if the applicant’s financial condition changes significantly, the Agency must 
reconfirm the requirements for loan approval prior to loan closing.  The applicant may 
be required to provide updated information for the Agency to reconfirm approval and 
proceed with loan closing. 
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Par. 371 
371 Overview (Continued) 
 

B Reconfirming Loan Requirements (Continued) 
 
The authorized agency official will review with the applicant the financial statement which 
was prepared at the time the docket was developed.  If there have been significant changes in 
the applicant’s financial condition, the financial statement will be revised and initialed by the 
applicant and the authorized agency official.  When an applicant’s financial condition has 
changed to the extent that it appears that the loan would be unsound or improper, the loan 
will not be closed.  If a revised loan docket is needed to meet loan requirements or determine 
loan soundness, it will be developed and submitted to the authorized agency official. 
 
When real estate will be taken as security, a review should be made to determine that no 
significant changes have been made in the development plan considered by the appraiser. 
 
If the authorized agency official determines that the applicant is no longer eligible for the 
loan or that the farm operating plan is no longer feasible, the authorized agency official will 
decline to close the loan and the applicant will be notified according to paragraph 356.  
 

C Loan Document Signatures 
 
[7 CFR 764.402(a)]  Signatures on loan documents are required as follows: 
 
(1)  For individual applicants, only the applicant is required to sign the promissory 
note. 
 
In the case of an individual applicant, only the applicant will be required to sign FSA-2026 

 *--unless State law requires otherwise.  SED shall, with approval of regional OGC and National 
Office, issue a State supplement outlining signature requirements. 

 
Generally, requiring a non-applicant’s spouse signature on loan documents is a violation of 
ECOA regulations.  Therefore, unless required by State law, FSA will not require the 
signature of an applicant’s spouse or other person, on FSA-2026 if the applicant qualifies 
under FSA’s standards of creditworthiness for the amount and terms of the credit requested.  
FSA will not consider the submission of a joint financial statement or other evidence of 
jointly held assets, such as a joint bank account, as an application for joint credit.--* 
 
In the case of an FO involving a life estate to: 
 
 both the life estate holder and the remainderman, the note and lien instrument is signed 

by both 
 
 just the remainderman, the lien instrument is signed by the remainderman, life estate 

holder, and any other party having an interest in the security 
 
 just the life estate holder, the lien instrument is signed by the life estate holder, 

remainderman, and any other party having any interest in the security. 
 
(2)  For entity applicants, the promissory note will be executed to evidence the liability  

  of the entity, any embedded entities, and the individual liability of all entity members. 
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Par. 431 
Section 4    Actions After Loan Closing 

 
431 Disbursing Funds 
 

A When and How Loan Funds are Disbursed 
 
[7 CFR 764.402(e)(3)]  The Agency or closing agent will be responsible for disbursing 
loan funds.  The electronic funds transfer process, followed by Treasury checks, is the 
Agency’s preferred methods of loan funds disbursement.  The Agency will use these 

   *--processes to disburse loan proceeds directly to applicants being refinanced with loan 
funds, or directly to the borrower’s personal bank account.  A supervised bank account will 
be used according to Subpart B of part 761 of this chapter (1-FLP, Part 4) only when 
these processes are not practicable. 
 
Note: FSA has added the applicant as an approved recipient of loan proceeds by EFT or 

Treasury Checks for loan disbursements.  This practice may be implemented 
immediately and will be included in an upcoming CFR update. --* 

 
The authorized agency official or closing agent may disburse loan funds in a lump sum or in 
multiple disbursements.  CL’s that are for a project taking multiple years will be funded by 
multiple disbursements. 
 
The authorized agency official or closing agent normally will not disburse loan funds before 
filing and recording the security instruments.  The authorized official or closing agent may 
disburse loan funds for real estate loans after all documents are signed but before actual 
recording of the mortgage.   
 
Loan funds may be placed in escrow until necessary instruments are recorded; however, 
development funds may be placed in escrow only with the approval of the authorized agency 
official. 
 
Loan funds for payment of a lien may be disbursed only upon the recording of a discharge, 
satisfaction, or releasing prior lien interests or assignment where necessary to protect FSA’s 
interests. 
 
Closing agents should provide FSA an itemized accounting of loan proceeds using any 
format that provides all required information necessary to fully account for loan proceeds. 
 

B Handling Loan Funds 
 
If loan funds are received and the loan cannot be closed within 20 workdays from the date 
the funds were received, the authorized agency official will return or cancel the funds 
according to 3-FI.  The authorized agency official will document the new closing date to 
which the applicant has agreed in the running record. 
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Par. 432 
432 Review Closing Documents 
 

A General 
 
The authorized agency official must review the closing documents to ensure accuracy and 
completeness, and if necessary, to take corrective action. 
 
Note: This does not relieve the closing agent from their legal responsibilities. 
 

B DLS  
 
Once the loan is closed, the authorized agency official will enter the final information about 
the loanmaking process into DLS.   
 
See 1-FLP for general information on DLS. 
 

C Loan Classification 
 
The authorized agency official must classify a new loan, including CL’s, within 10 calendar 
days of loan closing.   
 
See 1-FLP, Part 8 for instructions on loan classification. 
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Exhibit 2 
Definition of Terms Used in This Handbook (7 CFR 761.2(b)) (Continued) 
 

Livestock 
 
Livestock means a member of the animal kingdom, or product thereof, as determined by the 
Agency. 

 
Majority Interest 

 
Majority interest means more than a 50 percent interest in an entity held by an individual or 
group of individuals. 
 

Market Value 
 
Market value means the amount that an informed and willing buyer would pay an informed 
and willing, but not forced, seller in a completely voluntary sale. 
 

Microloan (ML) 
 

  *--ML means a type of OL of $50,000 or less made under reduced application, eligibility, and--* 
security requirements. 
 

Mortgage 
 
Mortgage means a legal instrument giving the lender a security interest or lien on real or 
personal property of any kind.  The term “mortgage” also includes the terms “deed of 
trust” and “security agreement”. 
 

Natural Disaster 
 
Natural disaster means unusual and adverse weather conditions or a natural phenomenon 
that has substantially affected farmers by causing severe physical or production, or both, 
losses. 
 

Non-Eligible Enterprise 
 
Non-eligible enterprise means a business that meets the criteria in any one of the following 
categories: 
(1)  Produces exotic animals, birds, or aquatic organisms or their products which may be 
agricultural in nature, but are not normally associated with agricultural production, e.g. 
there is no established or stable market for them or production is speculative in nature. 
(2)  Produces non-farm animals, birds, or aquatic organisms ordinarily used for pets, 
companionship, or pleasure and not typically associated with human consumption, fiber, or 
draft use. 
(3)  Markets non-farm goods or provides services which might be agriculturally related, 
but are not produced by the farming operation. 
(4)  Processes or markets farm products when the majority of the commodities processed 
or marketed are not produced by the farming operation. 
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Exhibit 2 
Definition of Terms Used in This Handbook (7 CFR 761.2(b)) (Continued) 
 

Non-Essential Asset 
 
Non-essential asset means assets in which the borrower has an ownership interest, that: 
(1) Do not contribute to: 
(i) Income to pay essential family living expenses, or 
(ii) The farming operation; and 
(2) Are not exempt from judgment creditors or in a bankruptcy action. 

 
Normal Income Security 

 
Normal income security means all security not considered basic security, including crops, 
livestock, poultry products, other property covered by Agency liens that is sold in 
conjunction with the operation of a farm or other business, and FSA Farm Program 
payments. 
 

Normal Production Yield  
 
Normal production yield means used in 7 CFR Part 764 for EM’s, means: 
(1) The per-acre actual production history of the crops produced by the farming operation 
used to determine Federal Crop Insurance payments or payment under the Noninsured 
Crop Disaster Assistance Program for the production year during which the disaster 
occurred;  
(2) The applicant’s own production records or the records of production on which FSA 
farm program payments are made contained in the applicant’s farm program file for the 
previous three years, when the actual production history is not available; 
(3) The county average production yield, when the production records outlined in (1) and 
(2) above are not available. 
 

OL 
 
OL means a loan made to an eligible applicant to assist with the financial costs of operating 
a farm.  The term also includes a Youth loan. 
 

Operator 
 
Operator means the individual or entity that provides the labor, management, and capital to 
operate the farm.  The operator can be either an owner-operator or tenant-operator.  
Under applicable State law, an entity may have to receive authorization from the State in 
which the farm is located to be the owner and/or operator of the farm.  Operating-only 
entities may be considered owner-operators when the individuals who own the farm real 
estate own at least 50 percent of the family farm operation. 
 

Owner-Operator 
 
Owner-operator means the individual or entity that owns the land on which a farm is located and 
provides the labor, management, and capital to operate the farm.  An entity may have to receive 
authorization from the State in which the farm is located to be the owner-operator of the farm. 

 
3-4-15      3-FLP (Rev. 2) Amend. 16 Page 16 


