What’s in Store for the
Farm Service Agency in 2011

From the Desk of John W.McCauley

The President worked closely with
Congress in reaching an agree-
ment on the federal budget for the
2011 fiscal year. There are about
$38 billion in total cuts and the
Farm Service Agency is not ex-
empt. We will have to cut approxi-
mately $100 million in administra-
tive costs by September 30th. Di-
rect loan funds were cut by a total
of over $432,000,000. There will
be no cuts to the guaranteed loan
program. Even though we will
face reduced spending this year,
the Farm Service Agency will con-
tinue to play a vital role in working
with and assisting the farmers in
Kentucky and across the nation.

Our staff in Kentucky, through the
69 FSA Service Centers and 18

Inside this issue:

15-Year Operating |2
Loan (OL) Time Limit

USDA Deputy Secretary

Farm Loan Teams, assisted over
68,000 producers last year. Dur-
ing FY 2010, Kentucky farmers
and ranchers received over
$432.2 million federal program
payments and loans. We were
extremely pleased to work with
our commercial lenders and as-
sist in getting $58,558,000 in FSA
Guaranteed Loans to our produc-
ers. Currently, Kentucky has
funding available in Guaranteed
Farm Ownership and Farm Oper-

ating loans.

Please be assured that the Farm
Service Agency will continue to
work hard to deliver the same
high quality services as they have
done for our farmers for many

years.
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John W. McCauley, State Executive
Director of the USDA-Farm Service
Agency, welcomed attendees and in-
troduced USDA Deputy Secretary Kath-
leen Merrigan at the 2011 Governor’s
Agriculture Policy Conference in Bowl-
ing Green. McCauley stressed the im-
portance of working with the Governor
and his team at the Governor’s Office
of Agricultural Policy. McCauley also
discussed Kathleen Merrigan’s leader-
ship in Washington, D.C. and how her
role is important to Kentucky’s farmers.

Electronic Reporting

As of 5/10/11, Kentucky has 34 guaranteed lenders who are par-
ticipating in electronic reporting of status and default status reports.

Electronic reporting allows lenders to submit data electronically through the

Kathleen Merrigan 3

Questions and now ready to submit reports electronically.

Lender Reporting 5
Requirements

USDA Lender Interface Network Connection (LINC) web site connected to the Guaranteed
Loan System (GLS). The data is submitted in real time, which saves mailing time, elimi-
nates the possibility of lost documents, and reduces paper generation. The process requires

National Office 3 _ . . . .
Servicing Reviews that the lender designate an employee as their Security Administrator. This employee cre-
ates a level 2 eAuthentication ID and password. This information is then validated by the
Did You Know? 4

local FSA office and entered into the AASM system by the FSA state office. The lender is
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15-YEAR OPERATING LOAN (OL)

TIME LIMIT

Congress has not introduced legisla-
tion to again suspend the 15-year
guaranteed OL term limits. There-
fore, several thousand direct and
guaranteed borrowers are no longer
eligible for guaranteed OL’s through
FSA after December 31, 2010.

Since enforcement of this regulation
had been suspended for several
years, following is a reminder of the
eligibility requirement for guaran-
teed term limits found in 2-FLP par.
108 L and M:

“No guaranteed OL shall be
made to any applicant after the
15th year that an applicant, or
the
promissory note, received a
direct or guaranteed OL.”

any individual signing

“If a borrower had any combi-
nation of direct or guaranteed
OL closed in 10 or more prior
calendar years, before Octo-
ber 28, 1992, eligibility to re-

ceive new guaranteed OL is

extended for 5 additional years from
October 28, 1992, and the years need
not run consecutively. However, in
the case of a line of credit, each year
in which an advance is made after Oc-
tober 28, 1992, counts toward the 5
additional years.”

“Once determined eligible, a loan or
line of credit may be approved for any
authorized term. Example, A 5-year
LOC may be approved on the last year
an applicant is eligible and advances
may be made for 5 years.”

IF the applicant had...

THEN they are eligible for...

direct or guaranteed OL’s
closed m 10 or more years on
or before October 28, 1992

5 years of guaranteed OL closing after October 28, 1992

5 years -

(# years loan closed
after 10/28/92 or
advances made on
LOC)

(# years remaining)

fewer than 10 years of direct
or guaranteed OL’s closed on
or before October 28, 1992

15 years of guaranteed OL.

15 years -

(# years loan closed
or advances made
on LOC)

(# years remaining)

Note:

Before October 28, 1992, only the year in which the loan was closed 1s counted.

Subsequent year advances on LOC’s closed before October 28, 1992, do not count as
an additional year of eligibility. However, after October 28, 1992, subsequent
advances on LOC’s are counted as a year of eligibilify used.

Loan Limits

customers.

The agency will not guarantee any loan that would result in the applicant’s
total indebtedness exceeding the limits established in 1-FLP, paragraph 29.
The dollar limit of guaranteed loans was adjusted in September 2010, to
$1,119,000. Please keep this in mind when working with potential guaranteed
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USDA Deputy Secretary Kathleen
Merrigan delivered the keynote ad-
dress to the 2011 Governor’s Agri-
culture Policy Conference in Bowl-
ing Green KY. The Deputy Secre-
tary encouraged Kentucky’s farm-
ers to help expand foreign markets
and to out-innovate the competitors.
“When agriculture benefits, when
rural America benefits, society
benefits,” Merrigan told the crowd
of over 300. This was Deputy Sec-
retary Merrigan’s second visit to

Kentucky in just four months.

2-FLP Handbook Revisions

Amendment 12 dated 1/21/1 included numerous amendments to clarify the transfer and
assumption process for PLP lenders, interest rate and lender’s name changes, status reporting,
debt restructuring, capitalizations of interest and deferrals, interest accrual clarification, debtor
offset accounts, and repurchase options for guarantees. Please review this amendment for
important updates.

National Office Servicing Reviews

The National Office has provided all
states with a list of common issues

found during their servicing reviews notes are a variable rate with a tions.
of guaranteed files. floor of 6% and a ceiling of 15%. e Excessive protective ad-
The following issues relate to Loss||e The use of proceeds is not docu- vances.
Claims and appear to be a common mented when the loan is dis-
problem: bursed.
Did You Know? The lender will

Commitments. Ex: The CC shows| | e
fixed interest rate (7.25%), but the

Funds are advanced on LOCs
in excess of the plan projec-

The date of decision to liquidate
is often attached to an activity
(Chapter 7 filing, sale of security,
etc.) when the decision was actu-
ally made earlier.

Actual loan documents do not
match conditions in Conditional

OL-LOC loan advanced beyond
its limit and never paid down to
zero after this date.

Excessive interest is paid due to
significant delays by the lender
and FSA.

perform at least the same level
of evaluation and documenta-
tion for a guaranteed loan that
the lender typically performs for
non-guaranteed loans of a simi-
lar type and amount.

(2-FLP par. 66 A)
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Did You Know? Questions and Answers

We thought it would be helpful to
address some guaranteed loan ser-
vicing issues with a question and an-
swer segment in the newsletter.

Q. A guaranteed borrower has a
$300,000 guaranteed line of
credit and the lender had ad-
vanced $300,000 for the operat-
ing cycle. The borrower has re-
duced the loan balance to
$250,000 with the sale of crops.
The borrower’s estimated ex-
penses less interest for this oper-
ating cycle is $325,000. If the
borrower requests a $50,000 ad-
vance on the line of credit, can
the lender approve this request?

A. No.
guaranteed line of credit ad-

The total dollar amount of

vances and income releases can-
not exceed the total estimated
expenses, less interest expenses,
as indicated on the borrower’s
cash flow budget, unless the cash
flow budget is revised and contin-
ues to reflect a feasible plan. (2-
FLP par. 124 B)

Q. Can SEL and CLP lenders make
additional loans or advances
without Agency approval?

A. Yes. SEL and CLP lenders can
make additional loans or ad-
vances without Agency approval if
specific details are provided in
the borrower’s Loan or Line of
Credit Agreement. Loan or Line of
Credit Agreements are contracts
between the borrower and the
lender that contain certain lender

and borrower agreements, con-
ditions, limitations, and responsi-
bilities for credit extension and
acceptance. Before FSA issues
the guarantee, make sure this
contract meets FSA regulations.
(2-FLP par. 282 A)

. Can a lender issue an Emer-

gency Advance during liquida-
tion?

No. Emergency Advances are
only authorized for an “ongoing”
operation. They’re only permit-
ted on a (1) one year term loan
or any year of a line of credit
(LOC). Once liquidation is immi-
nent, advances will be made as
protective advances. (2-FLP par.
283 B)

. With the Deputy Administrator

of Farm Loan Program (DAFLP)
approval, can a lender release a
borrower of liability after liqui-
dation if they applied using the
Forms 1980-25 and 1980-28 with
the July 20, 2001 or later revi-
sion date?

Yes. The lender can release
them of liability with DAFLP ap-
proval, but it must be done BE-
FORE payment of the final loss
claim. If a final loss claim has
been paid on a loan, the Federal
debt has been established for
that loan, and they must follow
RD Instruction 1956-B for debt
settlement options. Even if the
borrower has several loans and
Final Loss claims have been

Did You Know? All lenders will submit copies of any restructured notes
or lines of credit to the Agency. 2-FLP Par. 312 (A)

processed on some loans but not
all loans, each loan will be han-
dled separately. (2-FLP par. 361
C and 363 K). The request for
release of liability must be
routed through the applicable
farm loan manager to the Ken-
tucky FSA state office.

. Can the Agency pay a Final Loss

Claim once the bankruptcy re-
organization plan is complete?

No. The borrower may continue
with the lender after the plan is
complete, therefore, a Final Loss
Claim will not be processed at
this time. However, once the re-
organization plan is complete,
the lender will submit documen-
tation of the actual loss amount.
If the actual amount is greater
than the estimated loss claim
submitted at the time of plan con-
firmation, the lender may submit
a revised estimated loss claim. If
it is less, the lender will reim-
burse FSA for the overpayment
plus interest. Revised estimated
loss claims may be necessary
with court approved reorganiza-
tion plans. (2-FLP par. 342 A-E
(7CFR 762.148).

. Can a PLP lender approve an

emergency advance even
though the loan will exceed the
statutory limit?

No. A PLP, or any other lender,
cannot approve an emergency
advance if its use will cause the
total amount of the borrower’s
debt to exceed the statutory limit.
(2-FLP par. 283 A)
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Lender Reporting Requirements
By Tammy Phelps, KY FSA Agricultural Specialist

All guaranteed lenders are re-
sponsible for providing Farm Ser-
vice Agency (FSA) with informa-
tion regarding guaranteed loans
and borrowers.

Form FSA-2241 “Guaranteed Farm
Loan Status Report” should be sub-
mitted semi-annually. The status
report information should be re-
ported “AS OF 3/31” and AS OF
9/30” of each year. This report
provides FSA with an update on
the borrower’s progress on loan
payback and the loan’s terms and

conditions.

Form FSA-2241
“Guaranteed Farm Loan Status Re-

Previously,

ports” are mailed to lenders in
March and September of each
year. Hard copies of these semi-

reports are now only mailed to
lenders that do not have any em-
ASSM
(Application Authorization Security

ployees set up in

Management) as of March 15th. Ifa
lender ID has a Lender Administra-
tor, no paper statuses will be sent
to any branch of that Lender. The
Lender Administrator will receive
an email notifying them that status
reports are due. They will receive
a separate email with a count of
status reports due for each sepa-
rate branch.

Lenders must submit Form FSA-
2248 “Guaranteed Farm Loan De-
fault Report” to report borrower
default on a guaranteed loan. This
report is used first to notify FSA
that a loan is in default. Secondly,

Kentucky Guaranteed Lender News is published by the Kentucky Farm Service Agency
State Office, Farm Loan Program Division,
771 Corporate Drive, Ste. 100, Lexington KY 40503-5478.
Telephone (859) 224-7333, Fax (859) 224-7432.

State Office Contacts:
John W. McCauley, State Executive Director
John.McCauley@ky.usda.gov

Mitchell W. Whittle, Farm Loan Program Chief
Mitch.Whittle@ky.usda.gov

Debra V. Hunt, Farm Loan Specialist/Guaranteed Program
Debra.Hunt@ky.usda.gov

the report is used as a progress re-
port of the lender’s attempt to make
the loan current again. As a pro-
gress report, FSA-2248 MUST be
submitted every 60 days until the
loan is brought current. Once a
loan is brought current, Form FSA-
2248 is submitted to notify FSA of

the new loan terms and conditions.

A borrower is in default when they
are 30 days past due on a payment
or in violation of provisions of the
loan documents. Within 15 days of
the default, (45 days after payment
due date for monetary defaults), the
lender should meet with the bor-
rower. Form FSA-2248 should be
submitted to FSA and should con-
tinue to be submitted every 60 cal-
endar days until the default is re-
solved. If the default is resolved,
the lender should submit FSA-2248
indicating that the loan is current
and the new loan terms and condi-
tions.

Lenders should adhere to the re-
porting schedule and should pay
particular attention to the date that
is input, either on the form or
online, if applicable.

Any questions should be directed to
the local Farm Service Agency Of-
fice.

TDD).

The United States Department of Agriculture (USDA) prohibits discrimination in all its programs and activities on the basis of race, color, national
origin, age, disability, and where applicable, sex, marital status, familial status, parental status, religion, sexual orientation, genetic information,
political beliefs, reprisal, or because all or part of an individual’s income is derived from any public assistance program. (Not all prohibited bases
apply to all programs.) Persons with disabilities who require alternative means for communication of program information (Braille, large print,
audiotape, etc.) should contact USDA’s TARGET Center at 202-720-2600 (voice and TDD). To file a complaint of Discrimination, write to USDA,
Director, Office of Civil Rights, 1400 Independence Avenue, S.W., Washington D.C. 20250-9410, or call (800)795-3272 (voice) or (202)720-6382

USDA is an equal opportunity provider and employer.
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