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the words "Research and Special
Programs Administration".

§5 190.2007, 193.2015, 193.2017, 193.2057,
193.2059, 193.2067 and 193.2515
[Amended]

74. Part 193 is amended by removing
the words “Director, Materials
Transportation Bureau" and the word
“Director” wherever they appear in the
inllowing sections and inserting in their
place the words “Administrator,
Research and Special Programs
Administration” or the word and letters
“Administrator, RSPA", respectively:

Sections 193.2007 (the definition is
deleted and its replacement is relocated
to its appropriate alphabetical order),

193.2015, 193.2017, 193.2057, 193.2059,
193.2087, and 193.2515.

PART 195—TRANSPORTATION OF
HAZARDOUS LIQUIDS BY PIPELINE

75. The authority citation for Part 195
continues to read as follows:
Authority: Sec. 203, Pub. L. 86-129, 83 Stal.

1004, 49 U.S.C. 2002; 48 CFR 1.53 and
Appendix A to Part 1.

§ 195.3 [Amended]

76. Part 195 is amended by removing
the words “Material Transportation
Bureau" wherever they appear in
§ 195.3(b} and inserting in their place the
words “"Research and Special Programs
Administration”.

§§ 195.54, 195.58 and 195.62 [Amended]
77. Part 195 is amended by removing
the words “Information Systems
Manager,” or “Information Systems
Manager, Materials Transportation
Bureau” wherever they appear in the
following sections and inserting in their
place the words "Information Resources
Manager," or “Information Resources
Manager, Office of Pipeline Safety”,
respectively.
Sections 195.54, 195.58 and 195.62.
Issued in Washington, D.C., on October 28,
1985.
M. Cynthia Douglass,
Administrator,
[FR Doc. 85-26110 Filed 10-31-85: 8:45 am|
BILLING CODE 4910-50-M
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DEPARTMENT OF ENERGY
10 CFR Part 962

Byproduct Material

AGENCY: Department of Energy (DOE).
ACTION: Notice of proposed rulemaking.

SUMMARY: The Department of Energy
proposes to issue regulations under
seclion 161.p. of the Atomic Energy Act
of 1954 (42 U.S.C. 2011 et seq.;
hereinafter the “AEA") for the purpose
of clarifying the Department of Energy's
obligations under the Resource
Conservation and Recovery Act (42
U.S.C. 6201 of seq.; hereinafter "RCRA").
This regulation will clarify the
application of the term Byproduct
Material, as defined in section 11e(1) of
the AEA (42 U.S.C 2014(e)(1)), to
Department of Energy owned or
produced radioactive waste substances
for the purpose of determining which of
these waste substances are Byproduct
Material under the AEA and are
therefore not “solid waste" as that term
is defined in RCRA. This proposed rule
does not affect materials that are
Byproduct Material under section 11e(2)
of the AEA.

The proposed regulations are
necessary to clarify which of these
radioactive wastes shall continue to be
regulated by DOE exclusively under the
AEA and which wastes shall be subject
to regulation both under RCRA and the
AEA,

DATE: Comments must be received on or
before December 2, 1985,

ADDRESSES: Comments should be

addressed to: Henry K. Garson, Esq.,

Assistant General Counsel for

Environment, Department of Energy,

1000 Independence Ave., SW., GC-11,

Washington, DC 20585,

FOR FURTHER INFORMATION CONTACT:

Henry K. Garson, Esq., Assistant
General Counsel for Environment,
Department of Energy, 1000
Independence Ave., SW., Room 6A~
113, Washington, DC 20585,
Telephone: [202) 252-6947

Rabert J. Stern, Director, Office of
Environmental Guidance (EH-23),
Department of Energy, 1000
Independence Ave., SW., Washington,
DC 20585, Telephone: [202) 252-4600.

SUPPLEMENTARY INFORMATION:
Background

The Resource Conservation and
Recovery Act (RCRA), enacled in 1976,
establishes a comprehensive regulatory
scheme to govern the generation,
transportation, treatment, storage and
disposal of hazardous waste. Federal

agencies are required by section 6001 of
RCRA (42 U.5.C. 6961) to comply with
that regulatory scheme in the same
manner, and to the same extent, as any
private person or entity. DOE had
interpreted section 1006 of RCRA (42
U.5.C, 6905) as exempting from
regulation under RCRA DOE's activities
and substances subject to the AEA
relating to our Nation's national security
programs. In 1984, the United States
District Court disagreed with this
interpretation and held RCRA to be
applicable to the activities of DOE under
the Atomic Energy Act. LEAF v, Hodel,
586 F.Supp. 1163 (E.D. Tenn. 1984).

By its definitional provisions,
however, RCRA excludes from ils
regulatory scheme “source, special
nuclear and byproduct materials," s
those terms are defined by the AEA
(section 1004{27) of RCRA, 42 US.C.
6903(27)). Thus, any DOE waste
substance which is Source, Special
Nuclear or Byproduct Material, even
those that otherwise could qualify as
hazardous waste under RCRA, will
continue to be regulated under DOE's
exclusive AEA regulatory authority.

The AEA provides detailed definitions
for Source Malerial and Special Nuclear
Material, but only defines Byproduct
Material, in pertinent part, as "any
radioactive material (except special
nuclear material) yielded in or made
radioactive by exposure to the radiation
incident to the process of producing or
utilizing special nuclear material,"
section 11e(1). While in practice, little
need has previously arisen to address
this definition's applicability to
radioactive wastes, the use in RCRA of
Byproduct Material as a waste term now
requires a clarification of what DOE
radioactive waste substances meet the
statutory definition of Byproduct
Material.

II. Discussion

Unlike the AEA’s definitions of the
related terms Source Material (section
11z, of the AEA, 42 U.S.C. 2014{z)) and
Special Nuclear Material, (section 11aa.
of the AEA, 42 U.S.C. 2014(aa)) which
mention particular substances by name,
the definition of Byproduct Material, for
purposes here pertinent, speaks only in
terms of a technical process. The
legiglative history of this definition
provides little guidance as to its
intended application, and the definition
has not been clearly elucidated by
judicial interpretation.? Because the

! Two early decisions inlerpreting the Atomic
Energy Commission’s licensing authority aver low
level radioactive waste clearly conclude that these
wastes are Byproduct Materisl, The specific issue of
whether the wasies, in their sntirety, were

plain words of the definition are keyed
to the process for producing and
utilizing Special Nuclear Material, that
process itself would appear to be
determinative of whether particular
radioactive materials are properly
within the definition. Thus, while the
definition is clear on its face that
Byproduct Material mus! be radioactive,
it would appear that radioactivity alone
does not sulfice to characterize a waste
substance as Byproduct Material. The
radioactive waste must be either
directly yielded in the process of
producing or utilizing special nuclear
material, or have been made radioactive
as a direct and necessary consequence
of that process.

Radioactive wastes thal are
accelerator produced or that are yielded
in the process of producing or utilizing
Source Material or Byproduct Materis|
are not Byproduct Material, because
those wastes do not result from the
process of producing and utilizing
Special Nuclear Malerial. If those
wasles display any hazardous
charscteristics, they would, under the
regulation proposed today, be subject (o
regulation under RCRA, despite their
radioactivity.

In contrast, high-level radioactive
waste emanating from the chemical
processing of spent fuel for the
production of plutonium, and
radivactive waste cutting oil used for
the machining of plutonium to a usable
configuration, are Byproduct Material as
defined in the AEA, and therefore are
excluded from regulation under RCRA,
because the contained radioactivily in
these wastes is a direct, necessary and
inherent consequence of the process of
producing and utilizing Special Nuclear
Material. These wastes, which today's
proposed rule would. define as
Byproduct Material, are perhaps best
thought of as production or utilization
"direct process wastes."

Intermediate to the examples set forth
in the two preceding paragraphs is the
case of wastes whose contained
radicactivity is an indirect resull, rather
than direct process waste, from the
process of producing and utilizing
Special Nuclear Material. For example
some DOE facilities prepare Byproduc!
radionuclides for use in commerce.
While it is clear that the products as
radionuclides are themselves Byproduct
Material, it would appear less clear that
the radioactive residues resulting from

Byproduct Materlal was nol, however, spocifics!ls
at fssue because the wastes clearly contalned
Byproduct Material subjecting them to regulation 15
tho AEC. Harris County v. United States, 202 F.24
70 {5th Clr. 1991); City of New Britain v. Atom
Energy Comn'n, 308 F.2d 640 (D.C. Cir 1962},
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the preparation or use of the products
ire properly so characterized, because
their contained radiosctivity is nt best
an indirect consequence of the process
for producing and wtilizing Speciel
Nuclear Material, by no means a direct
process waste, Such wastes and wastes
made radioactive in & similar manner,
may be termed “indirect process
wastes," While containing Byproduoct
Material, these wastes would not, under
today’s proposed rule, be considered
Byproduct Material in their enfirety,
Rather, if otherwise found to contain
hezardows waste, they would be
considered “mixed waste™, containing
both Byproduct Material and ar other

lioactive material and hazardous
wasie.

While it would appear possible to
construe the AEA to include indirect
jrocess wastes and other mixed wastes
is Byproduct Material because, in the
context of DOE's AEA activities, their
contained radioactivity is, in the most

wral sense, "incident (0" the process
for producing and utilizing Special
Nuclear Material and these wastes
irly contain Byproduct Material, it
uld seem more accurate 1o say that
» wastes are primarily incident to a
-'.-wn! process, the process employed
by DOE to produce commercial
livnuclide produgts. Under this line of
oning, while indirect process wastes
Id be said to contain Byproduct
faterial (trapped radionuclides, to use
the example given in the preceding
peragraph), they would not themselves
¢ Byproduct Material, because their
n'amination with radioactivity is
neither a direct nor, strictly speaking. a
necessary consequence of the process
for producing and utilizing Special
Nuclear Material, Because of this
distinction. DOE is proposing that these
ndirect process wastes exhibiting
hazardous characteristics be treated as
‘mixed” waste, handled in accordance
th the requirements of both RCRA

d the AEA,

Thus. DOE's proposed interpretation
{ f ”\,vruducl Material" for purposes of

wrifying RCRA's applicability to

ractive waste substances at DOE's
\E \ facilities, would apply only to
production or utilization “direct process
wisies."

lh s proposed rule is supported by the
hat virtually all radioactive waste
tances yielded in the process for

lucing or utilizing special nuclear
terial are contained, dissolved or
ispended in & nonradioactive medium,
irom which their separation is
mprocticable, High-level radioactive
waste and most transurantic waste, for

example, exist only in this form: the
maximum practicable separation of their
radicactive and nonradioactive
components has already occurred before
the substances are actually disposed of
or classified as waste. It seems
apparent, then, that unless the term
“radioactive material” as used in
section 11¢(1) of the AEA is taken to
include the entirety of a direct contacl
process waste substance in which
radioactive elements are dispersed, the
exclusion of Byproduct Material from
RCRA's coverage would be reduced to a
virtual nullity.

[1L. Effect of Proposed Rule

DOE has prepared for each of ils
facilities a report indicating which
existing individual waste streams would
be considered Byproduct Material under
this proposed rule, and which individual
waste stresmsd would be considered
mixed wastes. {The reports identify
some wastes as “candidate™ mixed
wastes because it is not yet known
whether there are in fact hazardous
constituents in these waste streams.)
These reports are available Tor
inspection at the following locations
during normal business hours:

U.S. Department of Energy, Room 1E-180,
1000 Independence Avenue, SW,,
Washington, DC 20585

Albuquerque Operations Office, National
Atomic Museum, Wyoming Blvd., Building
20358, Albuquerque, NM 87115

Chicago Operations Office, 9800 South Cass
Avenue, Argonne, IL 60439

Idaho Operations Office, 550 Second Street,
Idnho Falls, 1D 83401

Nevads Operations Office, Public Reading
Room, 2753 South Highland Street, Las
Vegas, NV 88109

Quk Ridge Operations Office, Federal
Building, 200 Administration Road, Oak
Ridge, TN 37830

Richland Operations Office, Hanford Science
Center, 825 Jadwin Street, Richland, WA
99352

San Francisco Operations Office, 1333
Broadway, 2nd Ficor Qakland, CA 94612

Savannah River Operations Office, POIL
Publication/Document Room, University of
South Carolina—Aiken, Alken SC 29801

Should processes change, or should new
waste streams not in reports be -~
produced. these wastes would be
classified using the definition proposed
today, applied in a consistent manner to
achieve consistent results. DOE believes
that this porposed rule provides a
reasonable basis to classify the wastes
produced at its AEA facilities consistent
with both DOE’s AEA authorities and its
responsibilities under RCRA.

If the rule proposed here toduy is
adopted by DOE, its applcation will
have the effect of leaving under the

exclusive AF.A regulatory scheme all
DOE radioactive wastes currently stored
or in the future to be stored in High
Level Waste Tanks at DOE facllities,
These wastes are regulated under a
system of DOE Orders which require the

* proper storage and treatment of these

wastes. Ultimately. all of these wastes
are to be disposed of pursuant to other
statutory schemes including the Energy
Reorganization Act of 1974, the
Department of Energy Organization Act,
and the Nuclear Waste Policy Act.
Other DOE radioactive hazardous
wastes would either continue to be
regulated under the exclusive AEA
authority, if they are direct process
wastes, or be regulated under both the
AEA and RCRA authorities, if they are
not,

1V. Invitation to Comment and Notice of
Public Hearing

Interested persons are invited to
submit written comments and
recommendations to the address set
forth at the beginning of this document.
All comments or recommendations
received on or before December 2, 1985
will be considered before the issuance
of final regulations.

All comments submitted in response
to these proposed regulations will be
available for public inspection, during
and after the comment period in Room
1E-190, 1000 Independence Ave., SW,,
Washington, DC, 20585 between the
hours of 9:00 a.m. and 4:00 p.m., Monday
through Friday of each week except
Federal holidays.

Pursuant to section 501 of the
Department of Energy Organization Act
the Department will provide an
opportunity for oral presentation of
views, data and arguments. Interested
persons may request a public hearing by
the date set forth above. If any requests
for a public hearing are timely received,
the Department will conduct a public
hearing on November 13, 1985, at 9:00
a.m. in Room 1E-245, 1000 Independence
Ave., SW., Washington, DC. If no
requests for a hearing are received, the
hearing will be cancelled. Procedural
rules for the hearing will be announced
at the commencement of the hearing.

V. Related Rulemaking

This proposed rule clarifies the
jurisdictional basis for the application of
RCRA to certain DOE wastes, The
Environmental Protection Agency has
proposed, or will shortly propose, rules
under its RCRA authorities to govern
other issues involved in RCRA's
application to DOE facilities including
issues of national security, state
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program consistency, protection of data
and access to DOE facilities. Interested
persons should also review that
rulemaking in order to have an
awareness of all of the issues involving
RCRA application to DOE facilities.

VI Procedural Matters
A. Executive Order 12291

These proposed regulations have been
reviewed in accordance with Executive
Order 12291,

They are not classified major because
they do not meet the criteria for major
regulations established in that Order.

B. Regulatory Flexibility Act
Certification

The regulations will not have a
significant impact on a substantial
number of small entities.

C. Paperwork Reduction Act of 1980

There are no information collection
requirements in the proposed rules.

List of Subjects in 10 CFR Part 962

Nuclear materials, Byproduct
material.

Issued in Washington, DC, October 24,
1085,

J. Michael Farrell,

CGeneral Counsel,

In consideration of the foregoing, Part
962 of 10 CFR Chapter Ill is proposed to
be'added as set forth below.

Part 962 is added to 10 CFR Chapter Il
to read as follows:

PART 962—-BYPRODUCT MATERIAL

Sec.

9821 Scope.

902.2 Purpose,

9623 Byproduct materisl.

Authority: The Atomic Energy Act of 1654,
as amended (42 U.S.C. 2011 #/ s2¢.); Energy
Roorganization Act of 1974 (42 U.S.C. 5601 ¢
seq.); Department of Energy Organization Act
of 1977 (42 U.S.C. 7101 ef seq.); Nuclear
Waste Policy Act of 1882 (Pub. L. 97425, 96
Stat, 2201).

§962.1 Scope.

This part applies to radioactive waste
substances which are owned or
produced by the Department of Energy
at facilities owned or operated by the
Department of Energy under the Atomic
Energy Act of 1954, as amended (42
U.S.C. 2011 et seq.).

§962.2 Purpose.

The purpose of this Part is to clarify
the term Byproduc! Material under
section 11e{1) of the Atomic Energy Act
(42 U.S.C. 2014{e}(1)) for use in
determining the Department of Energy's
obligations under the Resource
Conservation and Recovery Act with
regard to radioactive waste substances
owned or produced by the Department
of Energy pursuant to the exercise of its
authorily under the Atomic Energy Ac!
of 1954, as amended. It does not affect
the definition of Byproduct Material
contained in section 11e(2) of the Act,

§962.3 Byproduct material

For purposes of this part, the term
Byproduct Material means a waste
subsiance conlaining radiogctivity tha!
is either directly yielded in the process
of producing or utilizing Special Nuclear
Miéterial as that term is definéd in the
Atomic Energy Act of 1954, as amended,
or its being made radioactiye is a direct
and necessary consequence of that
process,

|FR Doc. 85-26312 Filed 10-31-85; 10:53 am|
BILLING CODE 6450-01-M
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DEPARTMENT OF AGRICULTURE
Farmers Home Administration

7 CFR Parts 1864, 1872, 1900, 1910,
1924, 1941, 1943, 1945, 1950, 1951,
1955, 1960 and 1962

Speclal Supervision of Delinquent and
Problem Case FmHA Farm Borrowers

AGENCY: Farmers Home Administration,
USDA.

ACTION: Final rule,

suMMARY: The Farmers Home
Administration (FmHA) amends its
account servicing and supervision of
delinquent and problem case FmHA
farm borrowers’ regulations. These
amendments are necessary because of
recent court decisions. The intended
effect of these amendments is to set up a
procedure substantially similar to that in
the “Pretermination” package that was
issued to FmHA field offices on
December 20, 1983 (see 49 FR 470
published on January 4, 1984). The
differences between the
“Pretermination” package and the
requirements of the amendments result
from FmHA's experience using the
"Pretermination™ package. The
amendments provide for notifying
borrowers of various servicing
alternatives, set standards for using the
servicing alternatives and provide the
opportunity for borrowers to assist
FmHA field staff in planning the use of
proceeds from the sale of security,
FmHA borrowers in judicial foreclosure
States are not affected by these
amendments if FmHA has received a
court decree authorizing liquidation of
FmHA security. Bsrrowers who were
sent both the “Pretermination” package
and an acceleration notice before
October 20, 1984, are not affected by
these amendments; FmHA will proceed
to liquidate its security.

EFFECTIVE DATE: Effective November 1,
1985.

FOR FURTHER INFORMATION CONTACT:
Edward Yaxley, Senior Loan Officer,
Farm Real Estate and Production
Division, Farmers Home Administration,
USDA, Room 5449-S, Washington, D.C.
20250, telephone (202) 447-3646.

SUPPLEMENTARY INFORMATION:

Classification

This action has been reviewed under
USDA procedures established in
Departmental Regulation 1512~1, which
implements Executive Order 12291, and
has been determined to be non-major,
because there will not be an annual
effect on the economy of $100 million or
more; a major increase in cost or prices

for consumers, individual industries,
Federal, State, or local government
agencies, or geographic regions, or
significant adverse effects on
competition, employment, investment,
productivity, innovation, or on the
ability of United States-based
enterprises to compete with foreign-
based enterprises in domestic or export
markets.

Intergovernmental Consultation

1. For the reasons set forth in the final
rule related to Notice 7 CFR 3015,
Subpart V (48 FR 29115, June 24, 1983)
and FmHA Instruction 1840-],
“Intergovernmental Review of Farmers
Home Administration Programs and
Activities" (December 23, 1983),
Emergency Loans, Farm Operating
Loans, Farm Ownership Loans and Low
Income Housing Loans are excluded
from the scope of Executive Order 12372
which requires intergovernmental
consultation with State and local
officials.

2. The Soil and Water Loans
is subject to the provisions of Executive
Order 12372 and FmHA Instruction
1940-].

Programs Alffected

These changes affect the following
FmHA programs as listed in the Catalog
of Federal Domestic Assistance:

10.404—Emergency Loans
10.406—Farm Operation Loans
10.407—Farm Ownership Loans
10.410—Low Income Housing Loans
[Section 502 Rural Housing Loans)
10.416—Soil and Water Loans

Environmental Impact Statement

This document has been reviewed in
accordance with 7 CFR Part 1940,
Subpart G, “Environmental Program.” It
is the determination of FmHA that the
proposed action does not constitute a
major Federal action significantly
affecting the guality of the human
environment, and in accordance with
the National Environmental Policy Act
of 1969, Pub. L. 91-1980, an
Environmental Impact Statement is not
required.

Paperwork Reduction Act

Under the Paperwork Reduction Act
and 5 CFR 1320, the Farmers Home
Administration has submitted the
information collection requirements
contained in this regulation for review
by the Office of Management and
Budget (OMB). The OMB has approved
the information collection request and
assigned OMB Control Nos. 0575-0061
and 0575-0111.

Background

The supervision and servicing of
FmHA farm borrowers is governed by
the Consolidated Farm and Rural
Development Act [CONACT) (7 US.C.
§§ 1921-1996). This action implements &
procedure for deferring payments for
farmer program borrowers to conform
with 7 U.S.C. § 1981a and various court
orders and establishes a method of
informing farmer program borrowers of
available servicing alternatives
including deferral.

The effects of this proposed action
are;

a. To comply with the various court
orders.

b. To establish a new method to
provide for loan deferrals to borrowers
who do not have sufficient cash flow
because of circumstances beyond their
control.

c. To not consider FmHA borrowers
who receive a loan deferral as
delinquent. A maximum of five
consecutive annual installments can be
deferred with one deferral, which will
strengthen borrowers' cash flow
positions during the time needed lo
recover from devastating natural
disasters or other conditions beyond a
farmer’s control, such as poor farming
economy. A borrower who receives a
deferral usually will have to wait two
years after that deferral expires before
another deferral can be considered.

On November 30, 1984, FmHA
published in the Federal Register (49 FR
47007) a proposed rule giving interested
parties until January 29, 1985, to submit
comments.

Discussion of Comments Received

In response to the proposed rule 255
written comments were received.
Seventy-eight of the comments were
received after the January 29 deadline;
however, all comments were considered
in developing the final rule. Comments
were received from individuals, FmHA
employees, interest groups, United
States Congressmen and State
goverment officials. Two hundred eight
of the comments were copies of four
very similar letters, Eight areas of

comments are discussed under
"A. General Comments"”.

Other comments are discussed unider

*B. Other Comments."

A. General Comments

1. Most respondents are concerned
that the proposed changes will eliminate
the priority of allowing FmHA
borrewers to use proceeds from the sale
of security for farm operating and family
living expenses. Specifically, they are
referring to the change In § 1962.17 of
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Subpart A of Part 1962, which lists the
purposes for which the proceeds may be
psed, the listed first purpose being to

pay on the FmHA debt. This list does

not establish any priorities for the use of
farm income. Farm product sales
proceeds can be released for any of the
listed purposes, including planned
operating and family living expenses.
The changes in § 1962.17 explain how
FmHA County Supervisors and
borrowers will plan the use of proceeds
gt the beginning of each production

year. An agreement will be signed which
will identify the farm sales proceeds
which will be used to repay FmHA and
the proceeds which will be used for

other items. This will increase the
borrower's awareness of what FmHA
expects the borrower to do with
proceeds. Borrowers will be allowed to
make changes to this plan during the
year, with FmHA's approval. The
climination of a priority list gives
County Supervisors the flexi%lility they
need to treat each farmer as an
individual when reaching an agreement
on the use of proceeds. FmHA must be
included as a recipient of some of the
proceeds since FmHA will have made a
loan which the borrower has promised
to repay. FmHA, as a lender, expects
payment from the sale of such security
1o protect the Government’s interest.
Therefore, the proposed amendment is
adopted.

The following comments refer to the
proposed rule of § 1951.44 of Subpart A
of Part 1951:

2, Many of respondents are opposed
to the condition in § 1951.44(b)(1)(i)
which states that, te be considered for a
deferral, a borrower must have a
reduction of income within the 2 full
calendar years immediately preceding
the date of the request for a deferral
which reduces the operation’'s cash flow
o a point where outflows exceeds
inllows. The respondents believed that
such a condition would preclude
borrowers who had a reduction of
income prior to the two years, and who
still do not have a positive cash flow,
from requesting a deferral. We believe
thal this comment has merit. The rule is
amended to require a reduction in
income which causes the need for
deferral. The rule is also amended to
clarify the items the borrower must
submit to FmHA to show the reduction
in income,

3. A majority of the respondents
commented that § 1951.44 of Subpart A
of Part 1501 did not include “cost price
iqueeze” or poor economic conditions
as acceptable reasons that were beyond
the borrower’s control which could
make a borrower eligible for a deferral.
They commented that low commodity

prices, high interest rates, and
unexpected increases in input costs are
economic conditions which are beyond
their control. We have changed this
section to list some of the economic
conditions which could make a
borrower eligible for a deferral. We
point out that the amendment includes a
list of acceptable reasons for reduction
of income; it is by no means an all-
inclusive list.

4. A few respondents are opposed to
the requirement that the need for a
deferral be “temporary.” The word
“temporary" is from the authorizing
statute, section 331A of the
Consolidated Farm and Rural
Development Act (7 U.S.C. 1981a). Thus,
the Agency cannot change this language
of the proposed rule,

5. A number of respondents object to -

the condition in § 1951.44(b)(5) that a
borrower must have attempted
voluntary debt adjustment and/or
rescheduling of payments with other
creditors before receiving a deferral.
The respondents believed this to be
unduly harsh on suppliers, feed dealers
and other creditors who expect full
payment of debts in order to operate a
viable business, FmHA, as a creditor,
also expects full payment but has a
responsibility to assist the borrower
through a temporary period of reduced
income with forebearance, in the form of
a deferral. As long as the borrower's
situation can improve, all creditors
share that responsibility to assist
borrowers through a time of financial
difficulties for the benefit of the
agricultural community. Many creditors
may even improve their chances of debt
collection because, if debt adjustment or
rescheduling is not provided, the
borrower may seck protection under the
bankruptcy laws. Consequently, the
proposed amendment is adopted.

6. Many respondents commented that
it was unreasonble to expect that the
borrower have paid, when due,
expenses such as real estate taxes and
insurance premiums, prior to receiving a
deferral, They believed that conditions
beyond their control may have
prevented them from making such
payments. We believe that many
respondents may have misinterpreted
the amendment. Section 1951.44(c)(3)
states that the FmHA official must
determine that the borrower, before
experiencing the hardship, had paid,
when due, all real estate taxes and
property insurance premiums, A
borrower who has been unable to pay
taxes and insurance premiums due to
the hardship is not barred from
receiving a deferral. The proposed
amendment is not changed.

7. Many respondents commented that
FmHA should not cancel the special
debt set-aside provided under § 1851.41
of Subpart A of Part 1851 when a
borrower requests a deferral on the
same loan. They went on lo say that
borrowers should be granted both a
deferral and debt set-aside on their
FmHA loans. We agree that borrowers
should not have the debt set-aside
cancelled when they request a deferral.
However, the cancellation will occur
when the deferral is approved. The
wording of this section has been
changed to make this clear. Both debt
set-aside and deferral are servicing tools
that provide relief to borrowers in the
form of reduced payments.
Consideration for such relief is
sequential because debl set-aside
requires payment of annual installments
on the portion of the loan not set-aside
while deferral requires no installment
payments on the entire loan for 5 annual
instaliments. Therefore, the borrower
obtains greater relief if he/she qualifies
fer a deferral; cumulative benefits do
not exceed those received with a
deferral. However, a borrower may
retain a debt set-aside on one loan and,
if the borrower's cash flow worsens,
obtain a deferral on other loan(s).

8. Many respondents commented that
the proposed changes reduce the FmHA
County Supervisor's responsibility to
assist borrowers, and that FmHA is
becoming “money oriented" rather than
“people oriented.” Although these
comments refer to no particular
amendment, FmHA believes that the
comments are misdirected. The
amendments requiring FmHA County
Supervisors to plan with the borrower
the use of proceeds for the production
year will increase the County
Supervisor's assistance, Moreover, the
notification of servicing options,
including deferral, as required in these
amendments increases the assistance by
County Supervisors. The proposed
amendments are not in conflict with
FmHA's purpose of providing
supervised credit to its borrowers;
however, FmHA has, as a credit agency,
a responsibility to collect its loans.

B. Other Comments
Part 1872—Subpart A

The servicing of single family housing
loans was removed from this Subpart
with the publication of Subpart C of Part

1965 of this chapter, "Security Servicing
for Single Family Rural Housing Loans."

Section 1872.1 General

This section is amended by adding the
definition of farmer program loans.
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Since no negative responses were
received, the Agency adopts this
amendment.

Section 1872.17 Liguidation action

Four respondents, including FmHA
field office officials and special interest
groups, commented that the amendment
prohibiting the granting of time for
voluntary liquidation after acceleration
in Farmer Program cases was too harsh.
they believed that FmHA could recover
more if a voluntary liquidation were
allowed. From the time the borrower
receives a notice of intent to liquidate,
the borrower has 150 days to voluntarily
liquidate, if the borrower so chooses.
This is ample time for a borrower, who
is making a good faith effort, to
voluntarily liquidate. One respondent
commented that the last sentence of
§ 1872.17()(3) iz unclear. The Agency
inadvertently overlooked two sentences
that were run together in the proposed
amendment. This is corrected in the
final rule, However, due to the removal
of the housing program from this
Subpart, it was necessary to reletter the

paragraph.
Another t suggested that
the lan at the end of the first
sentence of § 1872.17(e) be changed from
“any other loan" to “any and all other
loans" to ensure that the cumulative
effect of liquidation on a borrower’s
repayment ability is determined before
action is taken. The Agency concurs
with the respondent and the amendment
is changed to reflect that clarification.
The same respondent suggested a
change in wonding in § 1872.17{f) to
clarify the County Supervisor's
responsibility in approving cash sales of
FmHA secured real estate in cases
where the secured debts will not be paid
in full. The Agency agrees that the
section needed to be clarified and the
change in the amendment is made.
However, it had to be relettered.

One agricultural interest group
respondent commented that the
amendment eliminates the requirement
that the FmHA County Committee
review liquidation cases before farmer
program accounts are accelerated. The
respondent believed that such a change
removes from the liquidation process the
only component of the FmHA chain of
command that has a direct link with the
borrowers and also reduces FmHA's
responsiveness. The Agency points out
that other amendments require that all
servicing options be considered and
curative actions taken prior to
liquidation. After all options are
exhausted and the problem has still not
been resolved, the case mus! be
liquidated. Therefore, it would serve no
purpose for the County Committee to act

on the case. The Agency chooses to
adopt the proposed amendment.

Section 1872.18 Transfer.of real estate
security.

The amendments to this section

rovide for notifying farmer program
gormwm of servicing options when
they contemplate transferring their real
estate security. Also, this section
explains how interest that accrued
during a deferral period must be
handled when a transfer of real estate
security takes place.

Once agricultural interest group
respondent commented that parts of this
section should be rewritten to encourage
borrowers who choose to transfer their
real estate to do so to eligible
applicants. Such encouragement may
help to sustain the Agency's mission of

providing opportunities for family-sized

farm operations, and may benefit the
transferor. The Agency believes that this
would impose an added burden on the
borrower who decides to voluntarily
liquidate the real estate. The way the
regulation is written, the borrower who
wants to voluntarily liquidate can sell
the security, refinance the FmHA debt,
convey the security to FmHA or transfer
the security to either eligible or
ineligible transferees. The Agency does
not want to limit a borrower's choices as
the respondent suggested.

No changes are made concerning the
transfer of real estate and the proposed
amendment is adopted.

The Agency adopts a change to the
introductory paragraph of section
1872.18 to require the borrower be sent
Form FmHA 1824-14 within 3 working
days after inquiring about a transfer.
The remainder of this proposed
amendment to section 1872.18 is
adopted.

Part 1900, Subpart B
Section 1900.51 General.

The change prohibits the termination
of releases for certain family living and
farm operating expenses until after the
farmer program borrower has received
the proper notice and any appeal has
been concluded. No negative responses
were received. The Agency adopts the
proposed amendment.

Section 1900.52 Definitions.

FmHA added farmer program loans as
a definition. Since no unfavoreble
comments were received, the Agency
adopts the proposed amendment.

Section 1900.53 Decisions which are
not appealable.

FmHA added a provision that
borrowers who do not return Form

FmHA 1924-26 or who complete Form
FmHA 1924-26 indicating they do not
wish 10 appeal cannot appaal when the
adverse action is taken. Some language
was deleted from the change
for the final rule. One USDA respondent
recommended some minor changes in
language in this section. However, the
Agency chooses not to adopt such
changes since the impact would be
minimal. One attorney commented that
appeal waiver notices may not be
adequate in Forms FmHA 1824-25 and
16824-26, but could not tell because such
forms were not . FmHA
provided copies of these forms to all
parties who requested them and many
of the comments received by FmHA
resulted in changes being made to those
forms. The notice is clear, unambiguous
and adequate. We have amended
Subpart B of Part 1924 of this chapter to
include a description of the contents of
the forms. The proposed amendment is

adopted as changed.

Section 1900.55 FmHA actions to limit
the need for appeals.

This change indicates that borrowers
who receive Forms FmHA 1924-25 and
1924-26 will be, in most cases, required
to attend a conference prior to the
beginning of the appeals process. If the
borrower does not attend such a
conference, the appeal is waived. One
respondent commented that additional
language should be included in this
section to clarify FmHA personnel’s
responsibilities regarding
documentation and calculations in the
case files, The Agency adopts these
changes to the proposed rule.

Section 1900.56 Appeoal from an initial
FmHA decision.

This change provides further guidance
on handling appeals of borrowers who
receive Forms FmHA 1824-25 and 1924~
28. One USDA respendent suggested
changes that would not be consistent
with the remainder of this Subpart.
Therefore, the proposed amendment s
adopted with minor changes to clarify
the difference in handling farmer
program and non-farmer program loans.

Exhibit B-1 was changed to
strengthen the language for requiring 2
meeting and providing new information
for consideration.

Exhibit B-2 was changed to add &
statement for use of the letter to farm
program borrowers who have been
asked to graduate.

Exhibit B-3 was changed to add the
word “conference” in the title and in the
second sentence.

Exhibit B4 was changed to delete 2
reference to chattel acceleration notices
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No negative comments were received;
therefore, the proposed amendment is
sdopled unchanged.

Exhibit B-6 was changed to provide
an exception on the use of the exhibit.
No negative comments were received.
The Agency adopts the proposed
amendment.

Exhibit B-8 was added to be used to
nolify certain borrowers they had
waived or forfeited their right to appeal.
2xhibit D was changed to clarify
levels of review for certain decisions.
The Agency changes the proposed
smendment to include findl rulemaking
that was published in a previous final
rule on June 7, 1985, for Subpart A, B
and C of Part 1955 of this chapler.

Part 1910, Subpart A
Section 19104 Processing Applicalions

This change in the proposed rule
required the removal of paragraph (b)
from this section and redesignate the
remaining paragraphs. In the proposed
nle, paragraph (b) was mistakenly
referred to as paragraph (h). However,
paragraph (b) will not be removed in the
final rule.

Paragraph (b} of § 18104 requires
FmHA to send a guide letter concerning
the limited resource program to a farmer
program applicant before County
Committee action is taken on the
aprlication. That will be retained. One
respondent erroneously stated that
paragraph (b) required the guide letter to
be sent ta all farmer program borrowers
each November, and that eliminating
this notification process violated the
authorizing legislation. The Agency
would like to point out that the
November notification is required in 7
CFR Part 1924, Subpart B, § 1924.59(d).
However, that change will be discussed
in the narrative for Part 1924, Subpart B,

The proposed rule would have
removed the notification required under
paragraph (b) of § 1910.4(b) and

epinced that notice with a Form FmHA
1524-14, "Notice—Farmer am
Borrower Servicing Options Including
Uelerrals, and Borrower
Responsibifitias.” That form is to be
ieviewed with FO, OL, SW and EM
épplicants and includes notification of
tie limited resource program as well as
Uelerrals. However, one respondent
#ated that the review of that form is not
early enough in the loan application
Process to allow applicants to develop
Pians using Limiled Resource rates and
terms, The Agency agrees and will not
emove § 1910.4{b) so that applicants
cn use Limited Resource information in
their plans. One respondent suggested
that a list similar to the servicing
ptions in Form FmHA 1924~14 be

posted in all FmHA County Offices. The
Agency believes that is not necessary
and prefers giving actual notice of such
options instead of posting a nolice in
County Offices.

Section 1910.8 Reaching en
Understanding.

This change requires the use of Form
FmHA 1924-14 in the application
process to inform applicants of the
availability of limited resource loans
and servicing options, including
deferrals. One respondent commented
that, by using the form before or at loan
closing, the notification would not be
during the loan application process. The
Agency believes the loan application
process ends when the loan is closed.
Therefore, if Form FmHA 1924-14 is
given to applicants before or at loan
closing, the notification is during the
loan application process. Moreover, the
Agency will retain applicant notification
of the Limited Resource program under
§ 1910.4(b). The proposed rule is
adopted.

Part 1924, Subpart B
Section 192451 General,

This change includes several farmer
program loans under this subpart. There
were no negative comments on this
change; therefore, the Agency adopts
this amendment.

§1924.56 Credit Counseling.

This change clarifies the County
Supervisor's responsibilities to act in an
advisory capacity when credit
counseling applicants and borrowers.
No negative comments were received.
Minor changes were made in the
proposed amendment by including

conforming paragraph headlines.
Saction 192457 Planning.

This change clarifies the borrower's
and County Supervisor's responsibilities
for performing planning and explains
under what conditions such plans must
be prepared. The annual plan was
broadened to include both Form FmHA
431-2, "Farm and Home Plan,” or other
plan of operation acceptable to FmHA,
and Form FmHA 1962-1, “Agreement for
the Use of Proceeds/Release of Chattel
Security." The latter form was designed
to allow borrowers to formally
participate in planning the use of
praceeds in their operations; there will
no longer be a priority list for use of
proceeds.

As previously mentioned, a large
number of respondents commented on
the elimination of priorities for the use
of proceeds in Part 1862, Subpart A,

§ 1962.17. They likewise did so for

§ 1924.57. As previously explained,
FmHA clarifies the use of proceeds by
initiating the use of Form FmHA 1862-1
which allows the borrower and FmHA
to plan the use of proceeds for the
coming year. Such uses include family
living and farm operating expenses and
payments to FmHA and other creditors.
The Agency believes the use of this form
will increase the borrower’s awareness
and understanding for what purpose the
borrower’s income cen be

One agricultural interest group
respondent commented that the use of
Form FmHA 1962-1 formalizes the
planning process and will make changes
by borrowers more difficult to make.
The respondent suggested that
borrowers be made aware of the form's
importance and thal the Agency should
create a new form to explain the
mechanics of the form as well as other
aspects of FmHA programs. The Agency
has included an explanation of the use
of Form FmHA 1962-1 on Form 1924-14,
which is given to applicants and
borrowers. The same respondent
commented that both the borrower and
FmHA Cuounty Supervisor should be
required to initial and date major
revisions to Form FmHA 1962-1, instead
of only the borrower as stated on
§ 1924.57(d). The Agency agrees with
this comment and has incorporated the
change, along with other minor changes
in language and additions, in the final
rule.

Another respondent from USDA
recommended that, in § 1824.57, the
meaning of paragraph (c)(3), be clarified
by replacing *. . . fully utilize plans
developed, if any, with the assistance
v« o with®, . | fully utilize any plans
developed with the assistance . . .” The
Agency adopts this change to the
proposed rule but also replaces “fully
utilize"” with “take into consideration."”
The same respondent recommended that
“sufficient detail” in § 1924.57(d}(1) be
further defined to provide clearer
guidance to FmHA County Offica staff.
The Agency does not believe this is
necessary as the Forms Manual Insert
(FMI), referred to in § 1824.57(b) gives
examples to the County Supervisor of
the details required in the plan.

Other minor changes were made, such
as requiring both Forms FmHA 431-2
and 1962-1 be completad at the same
time and setting forth procedures for
handling cases in which the borrower
and County Supervisor do nol agree on
the entries on Form FmHA 1962-1.

Section 1924.58 Recordkeeping.

This change clarifies the
responsibilities of both the borrower in
keeping adequate records and the
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County Supervisor in analyzing such
records, No negative comments were
received on this change; therefore, the
Agency adopts the proposed
amendment.

Section 1924.59 Supervision.

This change clarifies the County
Supervisor’s responsibility in
supervising borrowers and in scheduling
visits to borrower’s farms. Such visits
mus! be made to borrowers who have
been indebted for less than one full crop
year, who have been sen! a notice of
intent to take adverse action, who have
hod loans rescheduled, reamortized
and/or consolidated, and who have
limited resource loans. Two respondents
commented that removing the
requirement that the limited resource
program notice be given to borrowers
every November was in conflict with the
authorizing legislation and should be
reinstated. The Agency changes the
amendment to include such notice be
provided by sending Form FmHA 1924-
14 to each borrower every November in
paragraph (d) and to explain the
contents of the form. That form will
include notice of both the limited
resource program and deferrals. One
respondent recommended that §1924-
58(c) be expanded to clarify information
required to be recorded on farm visits,
meetings and other contacts and the
follow-up actions. Such a record will
identify negative and positive findings
and provide a timetable for completion
of follow-up actions. The respondent
also suggested that the words “handled
properly" at the end of the second
sentence of § 1824.59(d)(1) be replaced
by “properly supervised." The Agency
concurs with both recommendations and
hereby changes the proposed rule. The
remainder of the proposed amendment
remains unchanged except for
restructuring of paragraphing.

Section 1924.60 Analysis.

This change clarifies the purposes,
uses and content of analyses of farm
borrowers' operations. This allows
County Supervisors to prepare for such
analyses, to assist the borrowers and to
monitor the borrowers' operations. The
information obtained in analyses will
assist the borrower in making financial
and production management decisions.
One respondent from USDA made four
different recommendations for changes
that would clarify the meaning in
several paragraphs, In § 1924.60(a), it
was suggested that revisions be made to
pinpoint the purposes of analyses and to
identify the borrower's and County
Supervisor's responsibilities in
preparing and updating the analyses. In
§ 1924.60(c)(1), it was suggested that the

words “adjusted to" be replaced by
“predict.”

It was suggested that, in
§ 1924.60(d)(2) that *. . . which
jeopardize their repayment ability” be
added to the end of the paragraph. In
§ 1924.60(d)(4) it was recommended that
“until the County Supervisor determines
the borrower is conducting the
operations satisfactorily" be replaced by
“until the County Supervisor determines
the borrower is operating the enterprise
within reasonable conformity to plans
and prescribed goals." The Agency does
not concur with the suggestions and
believes the proposed language is
adequate with minor revisions.

Section 1924.61 Nonfarm enterprises.

This section was unchanged from the
existing regulation. No negative
comments were received; therefore, this
action remains unchanged.

Section 1924.62 State Supplements.

One respondent offered two
comments on clarifying language in this
section. In § 1924.62(a), it was suggested
that “area” be replaced by “topic.” It
was suggested also that § 1924.62(c) be
revised to require that standards for key
farm management and financial
management practices be kept current in
the County Office and be made
available to borrowers. This section is
condensed in the final rule and requires
that such practices be kept current in the
County Offices. Also, the State
Supplements issued to field offices
should set the time of year for
conducting analyses.

Section 1924.71 Delinquent borrowers.

This change requires that farmer
program borrowers who are $100 or
more delinquent on their FmHA loan
accounts as of December 31 (rather than
March 31 as originally proposed) will be
sent a notice of FmHA's intent to
accelerate and liquidate their accounts.
This would provide a definite standard
for accelerating loan accounts. Eleven
respondents offered negative comments
on this change. Eight respondents from
FmHA field offices suggested that the
March 31 date does not allow sufficient
time for borrowers to bring their account
current after the January 1 due date and
for County Offices to complete annual
analyses for the borrowers' previous
crop year, They believe that determining
appropriate servicing actions, such as
rescheduling, reamortization and
deferrals cannot be done by March 31.
Alternative dates suggested were June
30 and September 30. Also seven
respondents believed that $100 was too
low of an amount of delinquency to
initiate liquidation. One respondent

suggests that a percentage of a
borrower's annual installment be used.
It was believed that borrowers with
small delinquencies would be agitated
by receiving such a notice of intent. One
agricultural special interest group
respondent suggested that, due toa
potential for backlog after sending
notices to delinquent borrowers, the
Agency wait one full year before
adopting this proposed rule.

After further analysis, the Agency
changed the date to December 31. This
will allow the borrower almost a full
year to make the annual installment, It
will also reduce the number of intent to
take adverse action notices sent out'and
allow the borrower and the County
Supervisor more {ime to consider ather
options such as rescheduling and
deferral.

The $100 figure is used so that there
will be a consistent clear-cut standard
for County Supervisors which would
eliminate any capricious liquidation
decisions. Increasing the amount may
create an incentive for borrowers to
maintain a level of delinquency withou!
concern that any action could be taken
against them to enforce the covenants of
the FmHA security instruments, Farmers
who have delinquencies and who are
able to bring their accounts current
should do so. Farmers who cannot bring
their accounts current should be
considered for servicing relief
immediately. The regulations make it
clear that FmHA will take action quickly
so that small delinquencies do not grow
into large ones.

The Agency agrees with postponing
the use of the notice for delinquent
borrowers. The notification will be
effective December 31, 1985. The
remainder of the proposed amendmen!
is adopted.

Section 1924.72 Borrowers who receiv?
Form FmHA 1924-25 and 1924-26,

This change sets forth the actions
County Supervisors must take after
borrowers receive Forms FmHA 192425
and 1924-26. When borrowers do not
respond to the forms, the County
Supervisor will continue with the
intended adverse action. In other cases
the County Supervisor will be
processing requests for servicing
actions, attending appeal hearings or
considering curative or liquidation
actions after the borrower returns the
acknowledgement form, Form FmHA
1924-26,

Two respondents offered comments
on this proposed change. One
respondent from USDA suggested tha!
§ 1024.72(¢) (redesignated as paragraph
(f) in final rule) be changed to allow
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Lorrowers who return incorractly
mpieted acknowledgement forms the
iull 20 day responsa period in which to
rect deficiencies, rather than 10 days
set forth in the proposed rule. They
Js0 suggested that “within 10 days” be
clarified as to "calendar” or “working"
duvs. The Agency conours with the
ccommendations and thereby changes
he proposed rule.
An agriceltural interest group
pondent suggested that “80 days" be
reased to “120 days™ in § 1824.71(d).
hey believed that this would be a
ssonnble period of time to allow the
turrower to complete the action the
borrower chose on the
knowledgement form, such as selling
transferring real estate, The Agency
concurs and hereby adopts the change
) the proposed amendment as well as
he addition of subheadings in this
tion. The Agency also added the
escription of the contents of the forms.

Section 1924.73  Follow-up supervisory
ctions by District Director and Stale
( ce staff.

This change sets forth the oversight
system for proper monitoring of
supervisory actions taken by County
Supervisors. One respondent suggested
tha! results of visits by District Directors
lo County Offices be documented
reparding the County Supervisor's
management of the loan portfolio and
that copies of the results be given to the
County Supervisor and State Director.
The Agency is of the opinion that other

mHA regulations concerning internal
control require sufficient reporting
cuments. Therefore, the proposed rule
niuptcd

Vart 1941, Subpart A
cclion 1941.218 Rotes and terms.

iis change removes deferral as a
' making action to avoid confusion
vith '!cfurml as a loan servicing action.
Loans mity have reduced installments
tod in the beginning of the
"u\f'xf term. The requirement for an
tal review of limited respuroe losns
time of conducting an analysis
i been added to the final rule.

Part 1048, Subpart A
‘oction 1943.18 Rates and terms.

This change removes deferral as a

:n making action lo avoid confusion
~ith deferral as a loan servicing action.
Anguage was added 30 that loans may

¢ reduced annual installments

' duled of at least partial interest for
* first 5 years.
Also, the requirement for an annual
view of limited resource loans at the

n

time an analysis is-.conducted was
added to the final rule.

Part 1843, Subpart B

Section 1943.68 Rates and lerms.

This change removes deferral as a
loan making action to avoid confusion
with deferral as a loan servicing action.
Language was added to indicate that
reduced payments can be scheduled. No
negative comments were received on
this amendment; therefors, the proposed
smendment is adopted as changed.

Part 1043, Subpart C
Saction 1943.118 Rates and terms.

This change was made to remove
deferrals as a loan making action to
avaid confusion with deferral uscd as a
servicing action. Language was added to
indicate that reduced payments can be
scheduled, The proposed rule is adopted
as changed

Part 1945, Subpart D
Section 1945.168 Ratos and terms.

This change was made to remove
deferral as a lcan making action to
avoid confusion with deferral used as a
loan servicing action. One respondent
commented on language in § 1945.168(b)
that was not a part of the proposed
change. Language has been added to the
proposed rule to show that reduced
installments can be scheduled annually
for the first 5 years, Also the last
sentence of § 1045.168{b){(1){i) is
removed o correct a previous error.

Part 1851, Subpart A
Section 1851,.1 Purpose,

This change includes several Farmer
Program loans for servicing in this
Subpart. No negative comments were
received; therefore, the proposed rule is
adopted unchanged. #xcepl to include a
reference to servicing loans on
Predetermined Amortization Schedule
System (PASS).

Section 1851.7 Accounts of borrewers.

These changes were made (o delete
use of payment remindars as farmer
program delinquency notices and to
provide a reference to Part 1824, Subpart
B, for subsequent servicing of loana
when a farmer program borrower fails
te make a payment, Also, a change was
made to update references to forms and
other régulations.

One respondent from a special
interest group commented that this
amendmeit should include provisions
for notifying borrowers of dates and
amounts of payments due. Also, the
respondent suggested that County
Supervisora be required lo notify

borrowers of how and when payments
are applied to existing debts, The
Agency cannot adopt such changes at
this time due to changes being proposed
and made in the automated data
processing systems in the central
Finance Offica. Progress is being made
to include all FmHA County offices on
the system, which will eventually
provide increased information for
borrowers on payment application. The
Agency adopis this proposed rule
unchanged, except thal, in paragraph
{d), servicing farmer program loans has
been clarified and differentialed from
other FmHA lcans and (b){2) was
removed a3 new regulations will have to
be issued for off-sets on Federal
employee wages.

Section 19518 Types of payments.

This chenge cross-references lo a
definition of the term "farm income.”
Also, the sources of exira payments are
claimed in the light of the definition of
“farm income.” A reference to Part 1962,
Subpart A, is added for the definition of
farm income. No negative comments
were recelved,

Section 1951.10 Application of
Payments on Operating (OL),
Emergency (EM), Economic Emergency
(EE), Economic Opportunity (EO) loans
to individuals, Soil and Water
Conservation (SW) coded *24", and
other production type loan.accounts.

The priority of application of income
{o accounts is amended to show that
payments must be applied first to
interest accrued during a deferral
period. On respondent commented that
this section be amended to clarify which
FmHA employees are responsible for
various sleps in the payment process.
Other sections of this Subpart, which
were not affected by the proposed
changes, deal with employee
responsibilities and were not peblished.
Therefore, the Agency helieves no
changes are required. The Agency has
removed a subsection in § 1951.10 [b)
that is no longer needed and sdopts the
proposed amendment.

Section 185111 Application of
payments on real estate accaunts.

These changes revise the priority of
application of payments on real estate |
accounts so that payments are applied
to interest accrued during a deferral
period before interest accrued to the
date of payment and then principel. No
negative comments were received on
these changes. To avoid repetition, the
Agency did eliminate the reference to
the priority of payments in
§ 1851.11(a}{2) because the same priority




45746

Federal Register / Vol. 50, No. 212 / Friday, November 1, 1985 / Rules and Regulations

listis included in § 1951.11(d)(1)(i). The
proposed amendment is adopted as
changed.

Section 1951.25 Review of limited
resource FO and OL loans.

This change deletes a reference to an
increase in FO limited resource rates.
No negative comments wgre received on
this change. However, the Agency
proposed to adopt further changes to
this section to require an annual review
of limited resource loans. The Agency
believes that this is feasible because
limited resource borrowers receive
analyses every year at which time
financial information is obtained and
repayment ability is determined. The
limited resource interest rate is
increased by whole number increments
in accordance with the borrower's
repayment ability until the current
interest rate is reached. The automatic
interest rate increase provision was
removed as this had expired. Also,
borrowers who have received a deferral
cannot have the interest rate of their
limited resource loans increased during
a deferral period. That change is
required to conform with Finance Office
requirements.

Section 1951.33 Censolidation and
rescheduling of OL, SL, EO, and EM and
EE loans made for Subtitle B purposes.

These changes remove deferral as a
servicing action from this section. The
deferral action was placed under
§ 1951.44. Also, several farmer program
loan programs, heretofore excluded from
this section, were added. No negative
comments were received on these :
changes, Therefore, the Agency adopted
the proposed amendment with minor
changes, such as prohibiting the
consolidation of deferred limited
resource loans during the deferral period
and allowing rescheduling or
consolidating to be performed any
number of times on any loan.

Section 185140 Reamortization of FO,
SW, RL, RHF, EE or EM loans made for
real estate purposes.

These changes remove deferral as a
servicing action from this section and
add several farmer program loans that
were previously excluded. Having
received no negative comments, the
Agency adopts this proposed
amendment with minor changes
including prohibiting deferred limited
resource loans from being reamortized
during the deferral period, conforming
general requirements with those for
rescheduling and consolidation under
§ 1951.33 of this part, and clarifying
reamortization of limited resource loans.

§ 1951.44 Deferral of existing OL, FO,
SW, RL, EM, EO, SL, RFH and EE loans.

This section is added so that the
eligibility requirements for and
processing of deferrals could be
explained in detail. Some general
comments on this proposed change were
addressed earlier in this document and
the changes noted. Other respondents
provided more specific comments which
will now be addressed. One special
interest group respondent commented
that poor financial management
decisions, such as untimely marketing
practices, should not be excluded as a
reason not to be considered for deferral.
They believed that things such as
untimely marketing are hard to control.
The Agency realizes this; however,
borrowers who are withholding grain or
livestock from markets in anticipation of
higher prices should not receive
deferrals if they receive low prices
because they held the commodities too
long. Such speculation may cause a
reduction in income and, if the borrower
received a deferral, may be a
disincentive for borrowers to use good
marketing practices, The Agency
chooses not to adopt this change.

Another respondent, from a USDA
office, recommended that more specific
items be required from the borrower to
determine need for a deferral. Such
items included death certificates, letters
of employment termination, certificates
of cost, etc. The Agency believes that
requiring such items would place an
unnecessary burden on the borrowers.
The most necessary items, such as
financial records, income tax records,
etc., will provide the most accurate
documentation of the borrower’s
financial position that indicates a need
for deferral. The Agency chooses not to
adopt this comment. This respondent
also suggested that clarification be
made in the proposed rules to show that
subsequent deferrals must at least meet
the criteria for an initial deferral. The
Agency agrees and hereby adds the
word “initial"” to the first sentence of
§ 1951.44(f)(1) so that it reads . . .
meets the conditions for an initial
deferral.”

This respondent also recommended
that a maximum term be stated in “5
years" instead of "5 installments.” The
Agency believes that clarification is
necessary and hereby changes
§ 1951.44(i) to 5 annual installments.
Finally, this respondent commented that
expenditures for repairing security
property that FmHA has determined not
essential to the operation should not be
considered to be “beyond the
borrower’s control." The Agency agrees
that this language is not clear. The non-

essentiality refers only to required
insurance coverage. Therefore,

§ 1951.44(b)(1)(ii)(B) is changed to reflec!
the insurance requirements.

Another agricultural interest group
commented that the eligibility
requirement for a deferral which states
that the borrower must have applied
“recommended and recognized
successful production and financial
management practices" is too
subjective. The Agency believes that
including very specific management
practices would be too cumbersome and
may, in fact, limit eligibility for a
deferral. Also, subjective determinations
made Without adequate documentation
are controlled through the
administrative appeal process. The
Agency chooses not to adopt this
suggested change.

One FmHA field office respondent
believes that FmHA should be
adequately secured before a deferral
could be granted. The respondent also
commented that the proposed rule did
not address the logses that the Agency
could incur because of deferrals. The
Agency believes that conditions beyond
a borrower's control that lead to a need
for a deferral may adversely affect
security value and borrowers should no!
be penalized for such declines in value.
Also, security value may recover during
the deferral period. Potential losses
should not be addressed in a servicing
regulation. The Agency is not making
any changes in response to these
comments.

One attorney and a State Attorney
General commented that notice of
deferral to borrowers is not adequate to
comply with one of the judge's orders.
The Agency believes that more notices
are provided under these proposed rules
than what was required. One
respondent further commented that the
notices are placed throughout
regulations and are difficult to locate,
unlike the rural housing moratorium
regulations, and the deferral regulation
is not based on the rural housing
moratorium regulation. FmHA's farmer
programs operate under many more
regulations than rural housing programs
and the notices of deferral are logically
placed in the appropriate farmer
program regulations. Also, the Agency
believes that the deferral standards are
more suited to farmer programs loans
than the rural housing moratorium
standards, Some requirements, such as
standards for subsequent relief, are
similar. Both respondents offered
comments on eligibility for deferrals tha!
are similar to those comments
addressed earlier. The attorney
commented on the cancellation of
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deferrals; indicating that some of the
reasons for which defarrals will be
cancelled are vague, The cancellation of
deferrals has been removed from the
final amendment. This respondent went
on to criticize the requirement that loans
must be rescheduled and/or reamortized
before deferral is granted. The
respondent believed that would resultin
n increase in interest rates in victually
ill cases. This is nol true. Loans may be
rescheduled or reamortized at the
urrent or original note interest rates,
whichever is lesser. Borrowers will not
he penalized with higher interest rates,
Finally, this respondent commented that
leferral rights are not provided in
ceeleration notices, contrary to the
Court's ruling. Reference to deferrals is
made in the farmer program acceleration
iotices, the same as the reference to
oratorium is made in the housing
icceleration notice.

The Agency has added a statement to
the Addendum for Deferred Interest
inder §1951.44(5). That statement

quires the borrower 1o sign a
Supplementary Payment Agreement if,
luring the deferral period, the barrower
a0 a substantial increase in income and

in make additional payments, Finally,
overable cost item accounts do not
have fo be current when a deferral is
cranted because such accounts cannot
be rescheduled.

Considering the above, the Agency
idopts this proposed amendment with
noted changes.

The Agency is publishing the complete
regulation for Subpart A of Part 1051 of
his chapter for administrative
convenience in issuing the regulation lo
ts field offices. §§ 1051.2 through 5, 9, 12
through 24, 26 through 32, 34 through 39,
and 41 through 43 remain unchanged
rom previous publicalions except to
correct punctuation and form numbers
previously overlooked. The interim rule
titted, “Special Debt Set-Aside of a
Portion of the Indebtedness of Farmer
Program Borrowers," (§ 1651.41)
shed on October 19, 1984, FR Vol.

. 204, puges 41220 through 41223,
received several comments during the
lowed 30 day period. Those comments
will npt be addressed in this publication.
Iie Agency needs more time to evaluate
the pmgram.

Part 1951, Subpart F

Seclion 1951.262  Action when
borrower fails ta cooperate, respond
and/or graduate.

_ This change provides appeal rights to
lurmer program borrowers who did not
comply with FmHA's graduation
requirements. One respondent
commented that the changes regarding

appeals were confusing, The Agency
amended the proposed rule so thal more
appropriate notification is given and to
include a reference to Part 1900, Subpart
B, for handling appeals.

Part 1955, Subpart A

This Subpart was revised for a final
rule after the publication of this
proposed rule. The proposed
amendments are incorporated into this
subpart and do not present significant
changes. The comments received are
addressed where appropriate.

Section 19553 Definitions.

This change includes rural housing
loans for farm service buildings in the
definition of farmer program loans. No
negative comments were received:
therefore, this change is adopted.

Section 1955.10 Voluntary conveyance
of real property by the borrower to the
Government.

This change indicates that voluntary
conveyances from a farmer program
borrower cannot be accepted until the
borrower has been sent Form FmHA
1924-14. Also, a change was made to
require Form FmHA 1924-26 be in the
case file, properly executed by the
borrower, in cases where the borrower
decides to volutarily convey after
receiving Form FmHA 1924-25. No
negative comments were received.
Language has been added to further
define voluntary conveyance and to
prohibit FmHA from demanding a
voluntary conveyance from a borrower.

Section 1855.15 Foreclosure by the
Government of loans secured by real
estato.

This change requires thal farmer
program borrowers receive Forms
FmHA 1924-14, 1924-25 and 1924-26
before foreclosure action is initiated; to
include references to Exhibits D and E
as acceleration notices for farmer
program borrowers; to indicate that
farmer program borrowers do not
receive the name of hearing officers on
the acceleration notice: ta require that
non-farmer program loans and farmer
program loans, if both are secured by
the same security, be accelerated; and to
prohibit the authorization of time for
voluntary liquidation in farmer program
cases after acceleration. One special
interest group commented that
borrowers should be given the
opportunity to cure monetary and
nonmonelary defaults for 60 days prior
to acceleration when such borrowers
have been denied servicing options. The
Agency believes that borrowers have
sufficient time to cure defauits prior to
appeal hearings, if they choose to do so.

“Also, borrowers may make offers to cure
defaults until foreclosure is completed.
However, such offers must be approved
by the State Director. The Agency
choases nol to adopt this comment. One
FmHA field office pointed out two
conflicts with other Subparts that should
be changed in the proposed rule,
However, the recent publication of a
revision of this subpart has eliminated
such conflicts. Also added to this
change was the requirement that both
chattel and real estate secured loans be
accelerated at the same time,

Section 1855.20 Acquisition of chattel
property.

This change was added to the final °
FmHA rule to require that farmer
program borrowers receive Form FmHA
1924-14 before FmHA can accept a
voluntary conveyance.

Part 1962, Subpart A
Section 1862.2 Policy.

This change includes the requirement
that Forms FmHA 1924-14, 1924-25 ahd
1924-26 be used prior to liquidating
security for farmer program loans. No
negative comments were received on
this change. However, the Agency
wished to modify the proposed rule to
remove this paragraph as this informatin
is now included in other Subparts of the
regulation. The proposed rule is adopted
with this change.

Section 1962.3 Authorities and”
responsibilities.

Paragraph (c) was added to this
section to provide an exception
authority for the provisions or
requirements of Part 1862, Subpart B.
The suthority s given to the
Administrator who will determine if
such exceptions can be made, based on
the recommendations of the FmHA State
Director, No negative comments were
received on this change; therefore, the
Agency adopts this proposed rule.

Section 19624 Definitions.

This change adds a definition of
borrower to include corporations,
cocperatives and partnerships; broadens
the definition of chattel security;
includes the definitions of farm income,
which is proceeds from the sale of
chattel security; security, which also
means chattel security: and farmer
program loans. No negative comments
were received on this proposed rule.
However, the Agency is including a
change to § 1962.4(f)(7) to make it clear
that minor deviations from FmHA
regulations committed by borrowers
should be referred to the Office of the
Inspector General in order to protect the
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Government's interest. Also included is
the definition of Farmer Program loans,
Therefore, the proposed amendment 2s
changed is adopted.

Section 1962.18 Accounting by County
Supervisor.

This change sets forth the use of Form
FmHA 1862-1, “Agreement for the Use
of Proceeds/Release of Chattel
Security,” which requires the borrower
and the FmHA County Supervisor to
plan the use of proceeds for the coming
year so that a clear understanding of
such uses is established. This allows
borrowers an increased participation in
determining the use of proceeds, One
respondent from a federal Agency
believed that internal control is not
sufficient to assure security property is
accounted for. FmHA believes that the
use of Form FmHA 1962-1 will provide
greater control over accounting for
security. That form, along with security
agreement, will be updated during the
year when borrowers make dispositions
of security, thereby increasing
accountability by the borrower. The
Agency chooses not lo make any change
as a result of this comment. However,
the Agency does adopt changes that will
require changes on Form FmHA 1962-1
to be initialed by the borrower and the
FmHA County Supervisor, will require
the County Supervisor to approve or
disapprove dispositions on Form FmHA
1962-1, will require the borrower to list
potential purchasers of chattel security,
and will refer employes to 8§ 1962.18
and 1862.49 of Subpart A of Part 1962 for
direction on desling with unapproved
dispositions of security. The Agency
adop!s this proposed rule so changed.

Section 1962.17 Disposition of chatte!
security, use of proceeds and release of
lien.

This change sets forth the conditions
under which the disposition of chattel
security may be made, the handling of
the use of proceeds and the process
whereby changes can be made to Form
FmHA 1962-1. Also, the proceeding of
the release of chattel security was *
clarified. This discussion previously
addressed the numerous comments
relating to the removal of the priority list
for the use of proceeds. Another
respondent, from the USDA, commented
that language in § 1962.17(b){2){ii)
should be strengthened to indicate that,
in cases where the security property is
exchanged or traded, FmHA’s relative
lien position be maintained. The Agency
concura and the proposed rule is so
changed. The same respondent, plus
another respondent from an agricultural
interest group, believed that a range in
deviation from planned proceeds be

included so that small varialions be
excluded from the reporting
requirements imposed on the borrower,
The Agency believes that allowing any
deviations provides an opportunity for
borrowers to be negligent in using
proceeds properly and reporting such
deviations, Small deviations may lesd 1o
large deviations. Therefore, this
comment is not adopted. Another
agricultural interest group respondent
suggested that the requirement that new
plans on Forms FmHA 1062-1 and 431-2
be developed when changes in the
disposition of security occur is too
burdensome and that revisions to
existing plans should be allowed. The
Agency concurs and the change to the
proposed rule is made. Other changes to
the proposed rule are made to require
the FmHA County Supervisor to
approve or not approve dispositions and
to record changes on Form FmHA 1962~
1, to require the automatic termination
of releases when the borrower's
accounts are accelerated but not prior to
that time, to set forth the conditions on
Form FmHA 1962-1 the borrower must
meet, and to allow plans of operation
similar to farm and home plans to be
used by the borrower. The proposed rule
is adopted as changed.

Section 1962.18 Unopproved
disposition of chattel security.

This change sets forth the notice that
must be given to borrowers when
proceeds have not been accounted for
and the method of reporting such
unapproved dispositions to the FmHA
State Office. The Office of Inspector
General (OIG] and the Office of the
General Counsel (OGC) are informed if
the borrower does not make restitution.
Such cases are handled as criminal
actions under § 1962.48 of Subpart A of
Part 1962, Logs on unapproved
disposition must be maintained by
County Office and forwarded to State
Officers, who then forward the logs to
the Regional OIG, on & quarterly basis.
The Office of Investigation (O1) made a
number of comnments on this proposed
rule. The OI believes that a borrower
counseling statement should be adopted
for use when borrowers made
unauthorized dispositions of security.
Such a statement would set forth the
borrower’'s responsibilities. The Agency
believes that Form FmHA 1982-1 sets
forth such responsibilities and the use of
this form signed by the borrowers
provides adequate accountability. It was
also recommended tha! first offenses be
reported on the log. The Agency chooses
not te make this change because of the
possibility the borrower made an hones!
mistake, Subsequent offenses will be
reported. Also, it was recommended that

unauthorized dispositions ahove a
minimum value be reported to avoid a
large number of reporiings, The Agancy
believes that, after the first offense, all
unapproved dispositions of security
must be reported to avoid the possibilit,
of giving borrowers the incentive to
make repeated small dispositions and
establish culpability. This comment is
not adopted, as well as the comment
that the “Unapproved Disposition of
Security Log™ be changed to "Boirower
Counseling Log." The name change is
not necessary as the counseling takes
place before the dispositions are made

Comments by OI that the Agency are
adopting include reporting of
unapproved dispositions, and keeping
borrowers names on logs for two years
instead of one year. These changes
require otiier changes such as clarifying
how to put new entries on the log and
requiring the State Offices to also
maintain a log. Also changed is
requiring the log to be forwarded hy the
County Supervisor to OIG on a quarierly
basis, The proposed dmendment is
adopted as changed,

Section 1962.268 Correcting errors in
security instruments.

This change was added to updalte a
reference for Form FmHA 462-12.

Section 1962.28 Assignment of noles
and security instruments,

This change wag added to remove this
section from the regulation as itis »
chsolete.

Section 196234 Transfer of chattel
security and EQ property and
assumption of debits.

This change requires sending Form
FimHA 1924-14 to borrowers who
inguire about making a transfer of
chattels so that they are aware of
servicing options and requires that an)
deferred interest be paid prior to an
assumption of the FmHA debt on new
terms. No negative comments were
received on this proposed rule. It s
adopted unchanged except to delete an
obsolete interest rate for limited
resource loans, and to add that any
unassumed debt exceeding $25,000 mus!
be approved by the Administrator prior
to release of liability.

Section 1952.40  Liguidation

This change requires notice (o
borrowers on Form FmnHA 1824-14,
1924-25, and 1824-26 prior to liguidatio
taking place. Those forms provide the
borrowers & megns of applying for ether
servicing options or appealing the inten!
to liguidate. Also, changed is reference
to Exhibits D and E of Subpart A of Par!
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1955 for accelerating accounts. Also the

change separates voluntary and
nvoluntary liquidation to clarify the

difference. No negative comments were
celved on this proposed amendment,

'he Agency adop!la this amendment as
hanged.

iettion 199241 Sale of chatiel security
ir EO property by borrowers.

This change provides for giving the

orrower Form FmHA 1924-14 before
the sale occurs and using revised Form
FinHA 455-3, "Agreement for Sales by
Borrower [Chattel and/or Real Estate).”
It ulso provides for the borrower to
voluntarily turmn over the possession of
chattels to the government und for the
sovamment to hire a caretaker by use of
Form FmHA 120-10, “Solicitation,
Quotation; Purchase Order, Inspection
ind Invoice.” The Agency adopts the
imendment as changed.

vection 186242 Repossession, core
and sale of chattel security or EO
roperty by the County Supervisar,

This change requires that borrowers
ceive Forms FimHA 1924-14, 1924-25
+nd 1824-20 prior 1o repossessing that
rrower's chattel security,
It aiso provides for the gﬂndling of
courity abandoned by the borrower.
there were no negative comments. The
‘\gency adopis the proposed
mendment with changes that require
the cosigners of loans, if any, receive
Forms PmHA 192414, 1924-25, and
192426 prior to repossession and
clarifies the handling of cases in which
¢ borrower abandons the FmHA
curity.

Section 1896243  Liguidotion of chattel
‘curity or EQ property by other

I'his chunge deletes the provision that
FmHA consider foreclosure in cases
whers junior lienholders are foreclosing.
e FmHA will inform such lienholders
' FmHA's security interest and the
orrower's indebtedness and that a sale
ol any security is subject to PmHA's
len. There were no comments on this
-Dn.\r’d amendment; therefore, it is
wopled;

Seotion 198247 Bankruptey and

solveney.

This change requires that prior notice
un Porms PmHA 1924-14, 1824-25 and
1924-28 will be sent to the borrower's

ttormey when FmHA learns that either
o chapter 7, 11 or 13 bankruptcy
proceeding has been filed. Also sentisa
quide letter which explains that the
automatic stay must be lifted, the
proceedings dismissed or the debt
reaffirmed before the borrower can

request servicing options on Form
FmHA 1924-26. This proposed
amendment rule is adopted as changed.

Section 196248 [Removed].

This change was not commented on.
The Agency hereby removes and
reserves this section on setoffs.

Section 1962.49 Civil and criminal
cases.

The proposed amendment requires
Forms FmHA 1924-25 and 1824-26 be
sent to borrowers prior to collection
actions being taken in civil and criminal
cases; o include a reference to Exhibits
D or E of Subpart A of Part 1955 for

* ‘acceleralion of accounts; to remove

reference to obsolete Form FmHA 455-
21, to include District Office actions, to
state that the period of time in which to
take civil or criminal action is set by
law, and to clarify information required
to be sent to OGC for action. No
negative comments were received on
this proposed amendment. However, the
Agency wishes to adopt changes to
eliminate the use of Porms FmHA 1924~
25 and 1924-26 because other methods
of notifying borrowers of collection are
used in this section. Also, this section
was revised to clarify the referral of
cases to OIG for criminal investigation.
The proposed amendment is adopted as
changed.

The Agency is publishing the complete
regulation for Subpart A of Part 1962 of
this chapter for administrative
convenience In issuing the régulation to
its field offices. Section 1962.5 through 9;
12 through 14; 19; 26; 27; 29; 30; 44; 45
and 48 remain unchanged from previous
publications except to correct
punctuation and form numbers
previously overlooked and to allow
Eluna of operation similar to farm and

oma plans be used by borrowers
wherever a reference to farm and home
plan is made.

Miscellaneous Revisions

Several additions are made to this
final rule.

1. 7 CFR Part 1951, Subpart L was
published as a proposed rule in 49 FR
101, May 23, 1684, and is added to this
final rule. The proposed rule set forth
the administrative requirements for
handling farmer program loans or other
financial sssistance that were
determined by the Agency or the Office
of the Inspector General to have been
unauthorized. The borrowers of such
loans are placed on notice that the
unauthorized assistance must be repaid,
regardless of whether the borrowers or
FmHA was at fault in obtaining or
providing the unauthorized assistance.
Servicing options and atcount

adjustments may be considered in lieu
of liguidation. No negative comments
were received on the proposed
amendment. However, the Agency is
adopting changes to include, in

§ 1951.558, a cross reference to 7 CFR
Part 1955, Subpart A, § 1955.10 for
handling voluntary conveyances from
borrowers whose cases cannot be
handled with the use of servicing
options or account adjustments. Such
borrowers will not receive Forms FmHA
1924-14, 1924-25, and 1924-26 as
required in § 1955.10. Also, borrowers
who take no action to correct the
unauthorized assistance or do not
appeal will have their accounlts
accelerated in accordance with 7 CFR
Part 1955, Subpart A, § 1955.18 without
being given appeal rights or being sent
Forms FmHA 1824-14, 1924-25, and
1924-28.

2. 7 CFR Part 1864. This part sets forth
policies and procedures for settling
FmHA debts. A definition of Farmer
Program Loans was included and
§ 1864.2 (C) and (D) are retitled and
revised for clarification. The Agency
adopts the amendment as changed.

3. 7 CFR Part 1872, Other revisions to
this part have been previously
discussed. The Agency is adding
§ 1872.20 to this part which sets forth the
servicing of non-program loans which
are loans that result when credit is
extended to ineligible applicants and/or
transferees in connection with sale of
inventory properties and loan
assumptions. The Agency's regulations
dealing with such loans were
inadequate. The addition of this section
will remove such inadequacies and
provide direction that is consistent with
past Agency practices and policies. The
Agency also added revisions to §§ 1872.
2 and 3 which add references to Subpart
A of Part 1955 of this chapter and to
remove references to RH loans,

4. 7 CFR Part 1950, Subpart C. This
subpart sets forth policies for servicing
FmHA loans of borrowers who have
entered or who are entering military
gervice. This regulation had been
overlooked when the proposed
amendments were published and the
agency hereby adopts changes in
sections 1950.102, 1950.103 and 1550.104.
Those changes separate the servicing of
farmer program and non-farmer program
loans owed by borrowers in the military.

5. Other changes were made to
include form revisions that were issuad
since the proposed rulemaking was
published. These changes have no
bearing on the content or intent of tha
amendments.

A mumbaér of comments were received
recommending changes that did not
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pertain to the proposed changes. Such
recommendations will be taken under
consideration when the applicable -
Subparts are revised and published for
proposed rulemaking. Also, one
agricultural interest group made
recommendations on Forms FmHA
192414, 1924-25 and 1924-26 which
were not published for proposed
rulemaking. The Agency concurs with
some of the recommendations on the
forms and has adopted some changes.

Lis! of Subjects
7 CFR Part 1864

Accounting, Loan programs—
Agriculture, Rural aress,

7 CFR Part 1872

Foreclosure, Loan programs—
Agriculture, Rural areas,

7 CFR Part 1900

Appeals, Credit, Loan pragrams—
Agriculture.

7 CFR Part 1920

Applications, Credit, Loan programs—
Agriculture.
7 CFR Part 1824

Agriculture, Construction and repair.
Loan programs—Agriculture.
7 GFR Part 1941 :

Crops, Livestock, Loan programs—
Agriculture.
7 CFR Part 1943

Crodit, Loan programs-—Agriculture,
Recreation, Waler resources.

7 CFR Part 1945

Agriculture, Disaster assistance.
7 CFR Part 1950

Accounting, Loan programs—
Agriculture—Military personnel.
7 CFR Part 1951

Accoun! servicing, Credil, Loan
programs—Agricullure, Loan

programs—Housing and community
development, Morigages,

7 CFR Part 1955

Foreclosure, Government acquired
property.
7 CFR Part 1960

Credit, Loan programs—Agriculture,
Rural areas.
7 CFR Port 1862

Crops, Government property,

Livestock, Loan programs—Agriculture,
Rural areas,

Accordingly, Chapter XVIII, Title 7,
Code of Federal Regulations is amended
as follows:

PART 1864—DEBT SETTLEMENT

1. The authority citation for Part 1864
is revised to read as follows:

Authority: 7 USC 1989; 42 1ISC 1480; 5 USC
301; 31 USC 371%; 7 CFR 2.23; 7 CFR 2.70.

2. In Section 1864.2, paragraphs (a)(5)
and (a)(6) are redesignated as (2)(8) and
(a)(7), @ new parasgraph {a){5) is added
and paragraphs (c) and (d) are revised
to read as follows:

§ 1864.2 General policies.

(a] . v

{5) “Farmer program loans™ means
Farm Ownership (FO), Operating {OL)},
Soil and Water (SW), Economic
Emergency [EE), Emergency (EM).
Recreation (RL), Economic Opportunity
(EO), and Special Livestock (SL] loans,
and/or Rural Housing loans for farm
service buildings (RHF).

(¢} Disposition of property. Ordinarily,
all security and nonsecurity property
which was purchased or refinanced with
loan funds will have been disposed of
before processing a debt settlement
action. Security and nonsecurity
property which was purchased or
refinanced with loan funds can be
retained only under the conditions
specified in § 1864.3(a)(2) or
§ 1864.5{a}(1) of this part.

(d) Negotiating the settlement. After
ull security has been disposed of or after
the conditions of § 1864.3(2){2) or
§ 1864.5{a)(1) of this part have been met,
the County Supervisor should obtain
from the borrower information
concerning the borrower's financial
condition. Enough information mus! be
obtained so that either Form FHA 456-1,
"Application for Settlement of
Indebtedness,” or Form FHA 456-2,
“Cancellation or Charge-Off of FmHA
Indebtedness,” can be completed. All of
these factors which are pertinent to
determining ability to pay will be
discussed with the borrower to arrive at
the proper lype and lerms of a
settlement. Present and future
repayment ability, the factors mentioned
in this part, and any other pertinent
information will be the basis for
determining whether the debt should be
coilected in full, compromisdd, adjusted,
canceled, or charged off. It is impossible
in cases eligible for debt settlement to
accurately forecast the borrower’s futute
repayment ability over a long period of

lime; consequently, the period of time

during which payments on adjusiment
oifers are to be made should not, except
in unusual cases, exceed § years. if a

borrower’s income is derived from
sources which do not appear to be
stable, it may be preferable to consider
a compromise offer in a lesser amount
than an adfustment offer payable over »
period of time. Likewise, it may be
preferable to consider an adjustment
offer in a smaller amount providiag for
larger paymentis over a shorter period of
time, rather than an adjustment offer
providing for a larger total payment over
a longer period of time but with smaller
payments. Borrowers may, however,
make compromise or adjustment offers
in any amount. All offers should be
considered and processed, but an
adjustment offer will not be approved
unless there is reasonable assurance
that the borrower will be able to make
the payments as they become due. Since
County Supervisors have no authority to
approve debt settlement actions, they
will make no statements to borrowers
concerning the action that may be taken
on their applications.

» . - . -

PART 1872—REAL ESTATE SECURITY

3. The authority citation for Part 1872
is revised to read as follows:

Authority: 7 USC 1888; 42 USC 1480; 5 USC
301; 7 CFR 223, 7 CFR 2.70.

Subpart A—Servicing and Liquidation
of Real Estate Security for Loans to
Individuals and Certain Note-Only
Cases

4. In § 18721, u sentence is added to
the end of paragraph (g) to read as
follows:
§ 18721 General

. . .

(g) Definitions. * * * "Farmer
program loans" means Farm Ownershi;
(FO), Operating {OL), Soil and Water
(SW), Economic Emergency (EE),
Emergency (EM], Recreation (RL),
Economic Opportunity {EO), and Spec
Livestock (SL) loans, and/or Rursl
Housing Loans for farm service
buildings (RHF).

5. In § 1872.2 paragraph (b){4) is
revised 1o read as follows:

§1872.2 Preservation of securily properly
and protection of iens.

(o) *

{(3) Maintenance. In abandonment o
pending liquidation cases, the State
Director may authorize emesgency
repairs necessary to protect the interest
of the FmHA. In all other cases,
complete information conceming the
borrower's failure to adeguately
maintain the security properly and the
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State Director's recommendation for
continuing the loan will be submitted to
the National Office for prior
authorization to advance funds for
nceded repairs. If there is a prior lien,
expenditures for maintenance will not
be made unless the prior lienholder
refuses to make them. Evidence of this
unwillingness to do so should be
ncluded in the case file.

8. In § 1872.3, paragraph (a) is revised
lo read as follows:

§1672.3 Subordinaticn of FmHA mortgage
to permit refinancing, axtension,
reamortization, Increase in amount of
exisling prior llen, or to permit a prior len.

{a) Reamortizing Existing FmHA
Debts, Existing FmHA loans may be
reamortized to permit a loan of another
lender in lien of a subsequent loan of the
¥ind involved with prior approval of the
District Divector or State Director as
epplicable. Authority to reamortize an
wccount will be med when it is
determined that the borrower cannot
reasonably be expected to meet
installments due unless the account is
reamortized, When a loan is
rexmortized, it will be processed in
accordance with applicable program
regulations. Section 1872.20{b){2) of this
subpart should be referred to if an NP
loan is involved.

7.1n § 1872.4 the introductory
varagraph is revised to read as follows:

119724 Consent by partial relcase,
subordination, or otherwise to sals or other
tisposition ef portion of or interest in
security, except leases,
e consent of PmHA or other
iholders may be in the form of a
rtial release, subordination, or other
'l wrilten consent, depending on
toe ciroumstances. If an NP loan is
volved, § 1872.20(b) of this subpart
ipplies. The congent authorized
wrein i applicable to the disposition of
serurity, or an interest in the security,
rather than to a release of security
granted to a mortgagor upon reduction
af the debt from regular or other
personal funds, A formal release may
not be delivered for 15 days after the
Payvmnent is received unless such
Payment is made in the form of cash,
money order, certified check, or chack |
!pulm a reputable lending agency.
feleases not delivered will usually be
“oided 30 days after notifcetion to the
rzquesting party that the release is
available;
8.In § 1872.8 the introductory
paragraph and paragraph («j(1)(i) are

revised as follows:

§ 18728 Consent lo borrower's granling
lease of security.

When consent to a lease is required
by the security instruments and a
borrower requests FmHA’s consent to
lease all or a portion of the security, or
the County Supervisor discovers that e
borrower is leasing the security without
consent, Form FmHA 465-1 will be
prepared when the County Supervisor
recommends approval of the lease. Thst
form will show the terms of the
proposed lease and will specify the use
of proceeds including any proceeds 1o
be released to the Larrower. When
another lienholder’s morigage requires
cansent to lease, this consent will be
obtained as provided in § 1872.1(f) of
this subpart. FmHA consent to the lease
may be granted on the basis of the
situation at the time of the proposed
action when: the lease or its terms will
not adversely affect the repayment of
the loan or the Government's rights
under the mortgage, leasing is not an
alternative to, or means of, delaying
liguidation action, the operation of all or
a porticn of the security under the lease
will not adversely affect any spplicable
crop allotments, the lease and use of
any proceeds will further the cbjectives
of the loan, liguidation is not pending
and rental income sufficient to make
regular payments under the note, pay
taxes and insurance, and maintain the
security assigned to FmHA for these
purposes unless such payments are
otherwise reasonably assured, the leasa
is advantageous to the borrower and is
not to the Government's disadvantage,
and if foreclosure action has been
approved, consent to lease and use of
proceeds will be granted only under
directions by the OCC, In cases where
the borrower leases property without
consent and consent may not be granted
in accordance with the zhove
provisions, or when Turther approval of
a lvase carmot be granted in accordance
with the conditions of the paragraph, the
case will be serviced promptly in
accordance with § 1872.17 of this
subpart unless the borrower corrects the
violation. If an NP loan is invalvad,

§ 1872.20(b) of this subpart also spplics.
Consen! to lease will be subject 1o the
additional conditions specified below
for each kind of lease:

(H) .- ..

[ll .o -

(i) RH Loans on farms, or SW or Rl
For the purpose of this paragraph, leases
for an annual term with option lo the
lessor to renew for a longer term and to
cancel at least at the end of each year
will be considered annual leases. The
FmHA will reserve the right lo withdraw
the consent at the end of any year

should liquidation or other servicing
tion be required by F
8. Section 1872.17 is reviged o read as
follows:

$1872.17 Liquidstion action.

(a) Voluntary Liguidation. When a
borrower contacts FmHA and asks
about voluntarily liquidating seourity,
the borrower will be told that
liquidstion can be accomplished by: (1)
selling the security under paragraph (¢)
of this section, (2) transferring the
security under § 1872.15 of this subpart,
(3) conveying the security to the
Covernment under Sebpart A of Part
1955 of this chapter, or (4) refinancing
the FmHA debt with another lender. The
provisions of these regulations will be
explained to the borrower. If the
property is to be sold or transferred for
its present market value which is less
than the total secured delits against it,
the County Supervisor will appraise the
property immediately. if the unpaid
FmHA secured debt and any prior lien
do not exceed $100,000, the County
Supervisor will establish the present
market value of the security. Otherwise,
the Commty Supervisor will obtain the
concurrence of the District Director if
the secured debt is less than $160,000
and the concurrence of the Siate
Director if the secured debt exceeds
$160,000.

(b) Involuntary liguidation. When the
County Supervisor, with the advice of
the District Dir¢ctor, determines that
continued servicing of the loan will nol
accomplish the abjectives of the loan, or
thal for other reasons further servicing
cannot be justified under policy stated
in § 1872.1(b) of this subpart, liguidation
of the account(s) will be accomplished
as expediticusly as possible. In fariner
program cases, borrowars must receive
Form FralTA 1924-14, "Notice-Farmer
Program Servicing Options Including
Deferrals and Borrower
Responsibilities,” Form FmHA 1824-25,
“Notice of Intent to Take Adverse
Action,” and Form FmHA 1924-26.
"Borrower Acknowledgemen! of Notice
of Intent to Take Adverse Action,” and
any appeal must be concluded before
any of the following actions can he
taken. The County Supervisor will seud
these forms to the borrower as soon as a
decision is made 1o liquidate.

(1) General. After the borrower is told
that FmHA wants the account
liquidated. if the borrower is willing lo
voluntarily liquidate the account
immediately by (i) selling the security
under paragraph {e) of this section, {ii)
transferring the security under § 1672.18
of this subpart, (iii) conveying the
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security to the government under
Subpart A of Part 1955 of this chapter, or
(iv) refinancing the FmHA debt with
another lender, the borrower is allowed
120 days to accomplish such action after
the borrower has indicated the action to
be taken on Form FmHA 1824-26 and
has returned the form to the County
Supervisor. If the property is to be sold
or transferred for its present market
value which is less than the total
secured debts against it, the County
Supervisor will appraise the property
immediately. If the unpaid FmHA
secured debt and any prior lien do not
exceed $100,000, the County Supervisor
will establish the present market value
of the security. Otherwise, the County
Supervisor will obtain the concurrence
of the District Director if the secured
debt is less than $160,000 and the
concurrence of the State Director if the
secured debts exceeds $160,000.

(2) Problem Case Report. If the
borrower is unwilling to take any of the
actions specified in paragraph (b)(1) of
this section or fails to carry out any such
actions within the time set out in that
paragraph, the County Supervisor will
complete Form FmHA 1955-2 and
submit it according to § 1955.15 of
Subpart A of Part 1955 of this chapter.

(3) Acceleration of account. When
foreclosure is approved, acceleration of
the account and demand for payment
will be accomplished according to the
applicable portion of § 1955.15 of
Subpart A of Part 1955 of this chapter.

(4) Voluntary liquidation after
acceleration. Granting time for
voluntary liquidation after acceleration
is not authorized for farmer program
loan accounts.

(5) Multiple loans and loans secured
by both real estate and chattels. When a
borrower is indebted to the FmHA for
more than one type of FmHA loan, a
thorough study should be made of each
loan and the effect liquidation of one or
more of the loans would have on any
and all other loans. When liquidation of
one or more FmHA loans secured by
real estate is necessary and it will
jeopardize the repayment of or the
accomplishment of the purposes of other
FmHA loans, all FmHA loans should be
liquidated. If a borrower has a loan(s)
secured only by real estate and other
loan(s) secured only by chattels or if a
borrower has a loan(s) secured by both
real estate and chattels, liquidation of
real estate and chattel security will be
started at the same time. Chattel
security will be liquidated under
Subpart A or Part 1962 of this chapter,
except that when an account(s) secured
by chattels only or by both chattels and
real estate will be transferred, such
transfer(s) will be accomplished in

accordance with § 1872.18 of this
subpart. When a farmer program loan
borrower also has another FmHA loan
secured by property which also serves
as security for the farmer program loan,
the non-farmer program loan will be
accelerated at the same time the
borrower is sent Form FmHA 1924-25.

(c) Operation of the security or
personal occupancy. A borrower with
farmer program loan(s) who without
FmHA's consent does not personally
operate the farm or recreational facility
is violating agreements with FmHA.
After complying with the requirements
of paragraph (b) of this section
pertaining to notices and appeals, such a
borrower's account will be accelerated
in accordance with § 1955.15(d)(2) of
Subpart A of Part 1955 of this chapter,
based on the failure to operate.

(d) Accelerated repayment agreement.
When liquidation of the account is
necessary because of failure to
refinance or for other reasons and the
remaining loan repayment period
exceeds ten years for real estate loans
or two years for OL and EM loans, the
State Director may, in-lieu of
foreclosure, permit the borrower to pay
the account under an accelerated
repayment agreement. Farmer program
loan barrowers must be sent Form
FmHA 1924-14 before an accelerated
repayment agreement is signed. For real
estate loans other than RH loans on
nonfarm tracts, the term of the
agreement will not exceed ten years. For
OL, EM, and RH nonfarm loans, the
terms of the agreement will not exceed
five years. In either case, the balance of
the debt will be scheduled for
repayment in equal annual or monthly
amortized installments of combined
principal and interest, except that, if
annual payments are required, the first
installment may be less than a full
amortized installment if it is due
substantially less than a full year after
the date of the agreement and the
borrower will not be able to pay the full
amount. Interest will be at the rate
shown in the note, The State Director
will determine that authorization for
repayment of the debt under an
accelerated repayment agreement is
necessary to protect the Government’s
financial interest and (1) the borrower
can reasonably be expected to meet the
accelerated payments, and (2) the
borrower will continue to comply with
other requirements of the loans and
security instruments. When an
understanding is reached with the
borrower, Form FmHA 1965-11,
"Accelerated Repayment Agreement,”
will be completed and executed.
Separate Forms FmHA 1965-11 will be
used for each type of loan and for direct

or insured loans. If the borrower fails to
meet any installment when due as
provided in such an agreement,
foreclosure action will be initiated and
accounts accelerated in accordance with
§ 1955.15 of Subpart A of Part 1955 of
this chapter.

(e) Cash sale. Before any cash sale
takes place, farmer program loan
borrowers must be sent Form FmHA
1924-14. If a cash sale of mortgaged real
estate would result in less than full
payment of secured debts, the County
Supervisor is authorized in accordance
with § 1872.17(a) of this subpart to
approve the sale at not less than the
present market value of the property
and to release the Government's liens,
provided:

(1) Substantial recovery.-A substantial
recovery can be made on the FmHA
secured indebtedness based on a recen!
appraisal report showing the present
market value of the property.

(2) Application. All the proceeds are
applied on the mortage debts in
accordance with their respective
priorities except authorized costs as
specified in § 1872.4(c){2) of this subpart

(3) Release, The FmHA liens are not
released by the County Supervisor until
receipt of the appropriate sale proceeds
for application on the Government's
claim. The release will be made on
forms approved or prepared by OGC. If
is appears the debt will not be paid in
full, the borrewer will be sent Form
FmHA 455-3, "Agreement for Sale by
Borrower (Chattels and/or Real
Estate),” and the debt will be considered
for debt settlement. The case will be
reclassified to “collection-only™ when &
judgment will not be obtained and if the
debt cannot be settled, and if the
requirements of FmHA Instruction 404.1
(available in any FmHA office)
concerning, “Case Classifications,” can
be met. When a cause is reclassified to
collection-only, Form FmHA 404-1,
“Case Reclassification" and Form
FmHA 450-10, "Advice of Borrower’s
Change of Address or Name," will be
sent to the Finance Office.

(f) Environmental requirements. Any
applicable requirements of Subpart G of
Part 1940 of this chapter must be met.

10. In § 1872.18, the introductory
paragraph, paragraphs (b)(1), (b)(7),
(b)(8). (b)(14), (b)(17), the introductory
text of paragrah (c), paragraphs (c)(2)(1)
(c)(2)(ii); (e), (g)(1), and the table and
explanations in paragraph (g)(1),
(8)(2)(iii). (8)(2)(iv) and paragraph (g)(3)
are revised and (b)(19) and (f)(4) are
added as follows:
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£ 187218 Transfer of real estate security.

When the mortages requires the
consant of the FmHA to any proposed
sale or other transfer of real estate
security for FmHA loans, the borrower
should be reminded that before firm
sgreements have been reached with a
purchaser of all or a portion of the
security, the borrower and purchaser
should contact the County Supervisor
concerning the proposed sale. Farmer
program loan borrowers must be sent
Form FmHA 1924-14 within 3 working
days after the borrower contacts the
County Supervisor inquiring about a
transfer. If the proposed sale would not
result in the FmHA account being paid
in full &t the time of the sale, the County
Supervisor should explain thoroughly
the requirements of this section and
£% 18724 or 1872.17 of this subpart, as
sppropriate. When the transferor is
receiving a substantial downpayment in
connection with the sale of the property,
the purchager should be required to
contact other sources of credit to secure
s loan for repayment of the FmHA loan

n full. 1f an NP loan is involved,

§ 1972.20{b)(5) of his subpart also
spplies. When real estate security,
including water rights, is sold and the
mortgage requires FmHA consent to the
ssle and the transaction cannot be
epproved under the appropriate
paragraphs of this subpart, the account
will be liquidated as required in
§1672.17 of this subpart.

(}I, » » .

(1) Agreement. Form FmHA 465-5,
“I'ransfer of Real Estate Security,” will
be completed to reflect the agreement
between the transferor and the
transferee, This agreement will not be

mpleted for farmer program loan

rowers unti] the borrower has
received Form FmHA 1024-14
') Loan typa, The Kindfs) of loan will
iun the same for all loans except
lonns which are transferred to
gible npplicants will be claesified as
Program Loans (NP).
"ransfer of ¢ portion of the
fy. Gonerally, title to all FmHA
| €5tate securily, including walter
hts, must be conveyed lo the
naferea not later than the date of
ing the transfer. However, a transfer
a portion of the PmiiA reel estate
ecurity with an assumption of the total
iebtedness may be approved,
provided: (i) The portion of the FmHA
curity transferred has a present
irket value at least equal to the total
idebtedness owed by the borrower of
such indebtednass is reduced by a cash
Paymant to the present market value of

such property, (ii) the transaction is
advantageous to the Government, and
{iil) in the case of RH loans, the property
improved with RH funds is conveyed to
the person assuming the RH loan. In
such a transaction, the security retained
by the transferor will be released from
the Government’s lien,

{14) Loans. An initial or subsequent
loan for which the transferee is eligible
may be made in connection with a
transfer subject 1o the policies and
procedures gov the kind of loan
being made. When the transfer is being
made to an eligible FO applicant, FO
loan funds may be used to pay equity,
When real estate security for an RH
loan is transferred to a person eligible
under Subpart A of Part 1944 of this
chapter for an RH loan to purchase such
real estate, RH loan funds may be used
to pay the equity. This, however, does
not include income-producing land or
buildings. In licu of the subsequent loan
of the kind involved, the Government's
lien may be subordinated to (i) enable
the transferor to take & first mortgage to
secure the amount of the equity
payment, of (ii) to permit another lender
to furnish the funds needed in
connection with the transfer. In such
cases, the subordination will be
processed in accordance with the
applicable provisions of § 1872.3 of this
subpart. The transferor may convey title
to the property by warranty deed or,
when the transferor agrees to take a first
lien to secure the downpayment, tha-
property may be sold by purchase
contract or similar instrument that meets
the conditions or § 1943.18{a){3) of
Subpart A of Part 1943 of this chapter. In
such cases, prior lienholders’
agreements will be obtained in
accordance with 8 1807.2(f}(5) of Part
1807 of this chapter. When necessary to
settle a divorce action, a subsequent
loan may be made or a subordination
may be granted to permiit the remaining
borrower to obtain a loan in an amount
nat 1o exceed the equity in the property.

(17} Date. The cffective date of the
transfer will be the actual date the
transfer is closed. This is the date on
which Forms FmHA 460-5 or 460-3 are
signed. In connection with the use of
either form, the unpaid principal balance
and accrued interest will be shown in
Table 1 and the accrued interest will be
computed from Form FmHA 451-286,
“Transaction Record,” Form FmHA 451~
31, "Borrower Transaction Record,” or
the monthly payment account Status
Report. If Form FmHA 460-9 is used, the
transferee will be informed of the
amount of principal and interest owed.

The transferee also will be advised of
the total amount paid as of the closing
date which has not been credited to the
account, the amount that would be
required to be paid to place the account
on schedule as of the previous
instaliment due date, the amount of
interest, if any, that accrued during a
deferral period and any accounts that
must be paid to bring any monthly
payments up to date.

(19) Environmental requirements.
Applicable provisions of Subpar! G of
Part 1940 of this chaptler must be met.

(c) Transfer of loans to eligible
applicants.

(r) ..

(i) Form FmHA 460-8. Except as noted
below for RH loans, assumption of any
FmHA loan may be approved without
any change in the balance owed,
interest rate, or other terms. In such
cases, Form FmHA 460-9 will be used. A
loan may be transferred even though it
is on schedule, shead of schedule, or
behind schedule. Whenever reasonably
possible, any delinquency should be
paid at the time of assumption.
However, this is not required if the total
FmHA debt to be assumed is within the
debt paying ability of the transferee. If
the transferor received a loan deferral
under § 1951.44 of Subpart A of Part
1951 of this ¢hapter, the interest that
accrued during the deferral period must
be paid by the time the transfer takes
place, or such interest will be added to
the loan principal and the loan must be
placed on new rates and terms by using
Form FmHA 460-5.

(A) Rural Housing Disaster [RHD)
loans will be transferred at the current
rate for Section 502 loans unless the
transferee is eligible for a RHD loan.

(B) Direct Sections 502, 503, and direct
Senior Citizen RH loans will be
transferred at the current rate for
Section 502 loans.

(C) Low and moderate RH loans
transferved to a person having an shove-
moderate income will be transferred at
the current rate far an above-moderata
Section 502 loan.

{ti) Form FmHA 480-5. If an extension
of the existing loan repayment period is
necessary 10 enable the transferee to ba
successful, or if interest accrued during
a deferral period is not paid in full at the
time of transfer, Form FmHA 460-5 will
be used. The new repayment period will
nol exceed the repayment period for a
new loan of the type involved; for
example, FO—40 years, OL—7 years,
and RH—33 years. If a new repayment
period (s used, the current interest rate
for a new loan of the type Involved will
be used and any insurance charge
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applicable to such a loan will be obligation of or request for loan funds used to compute the unpaid balance due
provided for, except in assumptions by @  not yet advanced will be cancelled. on the effective date of the transfer.
surviving spouse under § 1872.18(b)(4). Form FmHA 451-286, or the monthly (2] %5

In determining the new repayment payment account Status Report will be (igi) * = *

period and interest rate, (A) an NP loan
will be considered an FO or RH loan as
appropriate, if the applicant and the
property meet the requirements of

§ 1872.18(c)(1), and (B) an SL or other
emergency-type loans no longer being R e P +—| Roquest for Obligation of Funds...

p 5 *400-4 | Rondiscrnmination Agreemant. . .
made will be considered an EM loan. “410-1 Application 1or FmHA Services, (with at-

. . - - » tachmaonts)
" T410-4 Application for Rurl Housing Assstance
(e) Consent of FmHA not required to b (Non F'-;mvfmnd! e
s By 810-5 ... .| Roguest IiCaton mployment

transfer. Even in cases where the FmHA . ,5.' % Transler of Res! Estats Socurty,
mortgage(s) does not require the *440-2 County Commitioe Certification or Rec

, ommendation,
Gove{nmgnt s consent to the sale of the S s reanisd \
security, if the borrower conveys or :
proposes to convey the security to a :;':; : vl LONg-Time FAFm\ and Home Plan
person who is ineligible or unwilling to ; i Do e
assume the FmHA deb! in accordance *431-a° Business Analysis Noragricultural Enter. |
w§th §1872.18 (c) or (d), the Government a2 Aonioat Pepor Ve Thch
will not consent to the sale. 422.3. | Map of Proporty

(1) Sections 502 and 504 RH loans. In :m: i EMMM;W::;,M‘ tor Class 1 1
|

FmMA torm No Name of form

such cases, the County Supervisor will | Actons.
advise the State Director of the sale. If 1940-22. :c'gc""',"""' Checklist for. Catogorical
the account is delinquent or the loan is Y7 S | Davelopment Pian

otherwise in default, the County 426-1.. | vavaton of Buking
¢ A *440-9 3 S\pﬂm P PO

Supervisor will also advise the State P44y IR pFnascioss WW"'J’l& s
Director of the nature of the default, and  *460-2* Assumption Agreemant (Same Terms. Ex
any specific plans that may have been S PSRN (-~ icac s i
made to correct the defaull. If the State 44317 . | Agreament 1o Seli Nonesseonal Foal

: : ’ : Estale
Director decides to continue with the I | N P Serss Co
account, it will be serviced in the name 1008 inchuding Daferrals and Boxrower
of the borrower and otherwise serviced  _ Rosponsbates.
g 1624.25 Notice of intent 10 Take Adverse Action
in the usual manner. *182¢.28 Borrower Acknowledgement of Notice !o

2) K s T Take Adverse Action

(2} iamu;r pmgram.lom:s; The ST TR Lot Daiiion Srainart

borrows will be sent Form FmHA 1924-  « 50,43+ Notice of Right 1o Cancel

14. *451.10 Roquest for Statement of Account

|

BT kY *451.25 Status of Account

(4) When the total outstanding debit is  [19%0-8 : l’:“"'“‘?;":‘;’”f:"w“ =
not assumed, a farmer program loan |, Torma or Ormet
|

borrower who is not being released from { Change of :T:‘
liability must be sent & letter similar to E'_‘,‘u,o, SENRIPRNSE S0 Assmpto
Exhibit F of Subpart A of Part 1955 of | Cnange of Terms
this cha available in any FmH/ : =
l}:_ che pter (available in any FmHA PSR D
office), *—When spplcabie
‘. 'in asdticn to plan for fiest full year, mtenm plan, f propared, will be mciused in the docket

& ; The oaginal Form will not be ovicy va until date of COBINg the transiar,
“] Rt’ﬂl"d Uf Unused Funds, Loan tin Aght 10 cancol cases, onginal And sufficlent Copar 100 ECH person who has right 19 Cancel ¥ acoorsance wity Suty;

Funds Not Advanced, Transaclion . V;,' SETsapuy
. *Original and one copy 10 iransternce, two copiis 10 BAch other porsan whie has toht 19 cancel in RLOOARNCH Wiy Sy
Record, Unexpended funds in lhr o Of Pari 1140 of 1hes chaper. It the Parion exarcises the gt 10 CRnb6L ho/She Wil kN G Copy CI The Joem S 1t
supervised bank account will be applied ™ Gounty Ofice
9 *Whan requested. propare an adduonsl ¢ m 10¢ Oeltvery 10 trany .
as a refund unless FO, SW, RL, RH, or * Apphcant must 300 And Gale B 10 Lnisss & ST CAINCANOn & otlamed on the apoication form

‘ gd bu : F b < the firs “ce red etdlion
EM security is transferred to an eligible ung by the sopteant e o YW Senence feliming ta othec credit in em 34 of the Jorm. The deighcn »
applicant and the funds are needed for *For ineigbile transtarens, delets the (st saatance in tha apokcant's corstcaton (lem 23 on the Form FmbA 410-1 or

: 12 on the Faorm FmbA €10-4) which rafers 1o other credt The delebon will be mitialed by The aopicant
completing planned development. Any *Crignal o Fingnce Offce J e aatad e
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(iv) Other transfer docket items when
applicable: Other transfer docket items
may include a mortgagee title policy,
title evidence or report of lien search,
foreclosure notice agreement, original or
certified copy of deed to any property to
be taken as additional security,
purchase contract or other instrument of
ownership, and information on prior
mortgage(s) and co-signer{s). When the
County Supervisor is the approving
official he/she may, in lieu of including
the document evidencing ownership,
include a statement in the docket
indicating that he/she has seen and
reviewed the document. When less than
the total amount of the indebtedness is

1ssumed, the transferor's financial
statement will be included: When an
initial or subsequent loan is involved,
include any additional forms required
by the appropriate loan making
regulation.

(3) Collections and receipts. During
the period that a transfer is pending in
the County Office, payments received by
the Finance Office will continue (o be
spplied to the transferor’s account and
Form FmHA 451-26 will be forwarded to
the County Office. This includes any
downpayments made in connection with
the transfer for reducing the amount of
the debt to be assumed. When the
County Supervisor has received a
payment on the account which is not
included in the latest transaction record
or monthly payment account Status
Report, he/she should deduct such
amounts from the total amount of
principal and interest calculated from
the latest information available before
completing the assumption agreement
and having it signed.

11. § 1872.20 is added to read as
follows:

iN1 p872.20 Servicing non-program loans
(NP).

(a) Definition. A non-program loan
results when credits are extended to
incligible applicants and/or transferees
in connection with sale of inventory
properties and loan assumptions.

(b) Servicing authorities. (1) Except as
set out in the following paragraphs,
debtors to FmHA with NP loans are not
eligible to reéeive any program benefits
including supervision and servicing.
Such benefits include limited resource
interest rates, reamortization,
rescheduling, consolidation, deferral,
and appeal rights.

(2) Subardination of FmHA NP loan
mortgages may be permitted to
refinance, extend, reamortize, increase
the amount of an existing prior lien, or
to permit a prior lien on/y when the
security for the NP loan is also the
security for another FmHA Insured
Farmer Program type loan and the
request for the subordination meets all
the requirements for the subordination
of the other FmHA Insured Farmer
Program type loan and is in the best
interest of the government. Such actions
can only be approved by the State
Director. J

(3) Any consent by partial release,
subordination or other agreement
involving road rights of way, gas line
easements, utility line easements,
mineral right easements or leases, other
leases, etc. may be approved providing
that the funds received are applied to
the liens in order of priority. Such
actions can only be approved by the
State Director.

(4) Voluntary conveyance of security
for NP loans will only be considered
when it is clearly in the best interest of
the government. The debtor will not be
released from liability for any FmHA
debt that exceeds the value of the
security plus any additional cost which
might result in a charge to the
government such as closing cost and
maintenance of the security property.
Such actions can only be approved gy
the State Director.

(5) NP loans will be transferred to an
FmHA applicant unless the security and
the transferee meet the requirements for
an OL or FO loan as applicable. In such
cases the transfer will be processed the
same as on the OL or FO loan being
transferred to an eligible applicant. EM
and EE loans will not be transferred as
an NP loan to eligible OL or FO
transferees.

(6) When an NP loan debtor is in
default of the loan and/or security
instruments and the default cannot be
corrected in a reasonable period of time
(usually less than 1 year), the account
will be accelerated by the use of
Exhibits D and E of subpart A of Part
1955 (available in any FmHA Office).
Exhibit D will be completed in
accordance with the FMI to delete the
statement regarding deferrals. If the
barrower has not cured the default
within the time provided in the
acceleration notice, FmHA will proceed
with the foreclosure as set forth in
Subpart A of Part 1955 of this chapter,

without further notice or any extension
of time.

(7) Any borrower having NP debts and
farmer program loans will be serviced in
accordance with the regulation
applicable to those loans.

§ 1872.22 [Reserved]
12. § 1872.22 is removed and reserved.

PART 1900—GENERAL

13, The authority citation for Part 1800
is revised to read as follows:

Authority: 7 US.C, 1889; 42 U.S.C. 1480; 5
U.S.C. 501; 7 CFR 2.23; 7 CFR 2.70.

Subpart B—Farmers Home
Administration Appeal Procedure

14. In § 1800.51, two sentences are
added at the end of the text as follows:

§ 1900.51 General.

. . - .

* * * FmHA officials may not deny or
delay approved assistance pending the
outcome of an appeal of a partial
adverse action. For farmer borrowers
with farmer program loans as defined in
§ 1900.52(d) of this subpart, releases for
certain family living and farm operating
expenses cannot be terminated until the
borrower has received Form FmHA
1824-25, “Notice of Intent to Take
Adverse Action,”" and Form FmHA 1924-
26, "Borrower Acknowledgement of
Notice of Intent to Take Adverse
Action,” in accordance with Subpart A
of Part 1862 of this chapter and any
appeal has been concluded and Exhibit
D or E to Subpart A of Part 1855 of this
chapter has been sent to the borrower.

15. Section 1900.52 is amended by
redesignating paragraphs (dj through (g)
as (e) through (h) and adding a new
paragraph (d) to read as follows:

§ 1900.52 Definitions.

(d) Farmer Progrom Loans means
Farm Ownership (FO), Operating (OL),
Soil and Water (SW), Recreation (RL),
Emergency (EM), Economic Emergency
(EE), Economic Opportunity (EQ), and
Special Livestock (SL) Loans and/or
Rural Housing loans for farm service
buildings (RHF).

16. Section 1900.53 is amended by
redesignating paragraph (f) as paragraph
(g) and adding a new paragraph (f) and
by adding a new paragraph (a){15) to
read as follows:




45756

Federal Register / Vol. 50, No. 212 / Friday, November 1, 1985 / Rules and Regulations

§ 190053 Decisions which are not
appealable.

[8) P Y|

(15) Nonprogram loan deblors are not
eligible to receive any program benefits
such as appeal rights as provided in
§ 1872.20(b)(1) Part 1872 of this chapter
(FmHA Instruction 465.1XXB1),

(f) If a borrower fails to return Form
FmHA 1924-26 on time, or if the
borrower completes Form FmHA 1924-
26 to show that no appeal is requested,
the borrower will be sent Exhibit B-6
and FmHA will take the adverse action,

17. Section 1900.55 is amended by
revising paragraphs (a), (b), and (c] and
adding new paragraphs (d) and (e) lo
read as follows:

§ 190055 FmHA actions o limit the need
for appeals.

. . » » .

(@) FmHA personnel should carefully
check that all documentation and/or
calculations used in the determination to
initiate adverse actions are accurate and
complete.

(b} The specific reasons for intended
adverse actions should be clearly
explained to the applicant or borrower.
Vague reasons should be avoided. For
example, avoid “you lack repayment
ability.” Calculations and
documentation which demonstrate the
lack of repayment ability shall be
provided and explained to the borrower
or applicant.

(¢} Except for farmer program loan
borrowers who are sent Forms FmHA
192425 and 1924-26, a meeting must be
held between the affected parties and
the decisionmaker to explain the
adverse decision before the appeals
process will begin. The required meeting
may be waived by the decisionmaker if
the decisionmaker previously met with
or advised the affected parties of the
specific reasons for the denial or the
decisionmaker determines that a
meeting would likely not avoid an
appeal. The decision maker will
document in the affected party’s file the
reason for deciding to waive the
meeting. In such cases, Exhibit B-2 with
attachment Exhibit B-4 will be used
without revision, excep! in cases
involving acceleration of accounts
which are provided for in § 1800.56{a) of
this subpart. When a meeting is
required, Exhibit B-1 will be used
without revision to inform the appellant.
If the appellant or appellant’s
representative [or legal counsel] without
good cause, fails to schedule/attend this
meeting, there will be no appeal.

(d) Farmer program loan borrowers
who are sent Form FmHA 1824-25 and

who complete Part I, Il or IV or Form
FmHA 1924-26 are entitled to a
conference with the decisionmaker
before the appeals process begine. The
conference cannot be waived by the
decisionmaker. If the borrower or the
borrower’s representative fails to attend
the conference without having a
reasonable excuse or if the borrower
fails to bring the information requested,
the borrower will be sent Exhibit B-8
and there will be no appeal of the
intended adverse action.

(e) When the person or organization
officials attend a meeting or conference
with the decisionmaking official and the
meeting or conference results in a
resolution of the matter, the official will
send the person or organization a letter
within 7 calendar days of the meeting or
conference, setting forth the conclusions
reached. If the meeting or conference
does not result in a resolution of the
matter, Exhibit B-5 with attachment and
Exhibit B-4 will be sent without revision
to notify the person or organization of
appeal rights within 7 calendar days of
the meeting or conference. If the person
or organization has returned Form
FmHA 1928-26 indicating no appeal is
desired, Exhibit B-8 will be sent.

18. In § 1900.56, paragraphs (a), (b),
(c), and (d) are redesignated as
paragraphs (b), (c), (d), and (e}; a new
paragraph (a) is added, the introductory
paragraph of newly designated
paragraph (b) and paragraphs (b)(3) and
(d)(2) are revised, and paragraph (b)(5)
is added to read as follows:

§1900.56 Appeal from an Initial FmHA
decision.

(a) Farmer program loan borrowers
who are sent Forms FmHA 1924-25 and
1924--28 {in accordance with Part 1872,
Subpart B of Part 1924, Subpart A of Part
1962, or Subpart C of Part 1950 of this
chapter) are given an opportunity to
appeal before the adverse action is
taken unless Part II-D or Part Ill or IV of
Form FmHA 1924-26 was completed. If
an appeal is taken and the decision to
take adverse action is upheld, the final
letter upholding the initial decision will
contain the following statement:

This review concludes the administrative
appeal of your case. FmHA will proceed to
take the adverse action noted on Form FmHA
192425, “Notice of Intent to Take Adverse
Action.” You are not entitled to any further
appeal in connection with the adverse action.

(b) If an applicant for FmHA
assistance, an FmHA borrower (except
those farmer program loan borrowers
who are sent Forms FmHA 1924-25 and
1924-28), or an FmHA grantee is directly
and adversely affected by an FmHA '
decision or action, the official taking
action or making the decision will

inform that person or oganization by
letter of the action taken within 15
calendar days of the action. The term
“directly and adversely affected" means
having a request for FmHA assistance
denied in whole or in part or having
FmHA assistance reduced, canceled, or
not renewed. Letters, as indicated in

§ 1900.53 or § 1900.55 of this subpart, as
appropriate, will be used to notify the
applicant, The following actions will
also be taken if the adverse action is an
acceleration of an FmHA loan:

(3) Except for farmer program loan
acceleration notices, the letter will read
substantially as found in Exhibit B or C,
“Notice of Acceleration . . .," of Subpart
A, Part 1955 of this Chapter with
attachment Exhibit B-4 or B-5 as
appropriate. The following language, or
other similar language mandated by
FmHA regulations, must be included in
the acceleration notice: “The request for
this hearing must be made within 30
calendar days from the date of this
notice." Farmer program loan accounts
will be accelerated after all appeals
have been concluded by sending either
Exhibit D or E of Subpart A, Part 1955 of
this chapter, as appropriate.

{5) When a farmer program loan
borrower also has another FmHA loan
secured by property which also serves
as security for the farmer program
loan(s), the non-farmer program loan
will be accelerated at the same time the
borrower is sent Form FmHA 1924-25.
One appeal hearing and one review will
be held jointly for both adverse actions.
The hearing officer and review officer
will be the people designated in Exhibit
D of this subpart as further explained by
footnote 5 of that Exhibit.

- . . . »

(d) ..

(2) H the appellant has made a reques!
to examine or copy the PmHA material
concerning the case, except where the
acceleration of a loan secured by resl
estate is involved, the material funless
privileged) will be made availabie to the
appellant or the appellant’s
representative [or legal counsel at the
PmHA decision maker’s office for 10
calendar days following the receipt of
the request for appeal. When a real
estate loan acceleration is invelved, and
the appellant has made a request to
examine or copy the FmHA material
concerning the case, the hearing officer
will arrange for the file {other than
privileged material) to be available in
the servicing office for a reasonable
period of time. An FmHA employee
should ensure that no material is
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destroyed or removed from the files. The
decision maker will then submit the
request for hearing with the complete
file to the hearing officer.

19. Exhibit B-1 to Subpart B of Part
1900 is amended by revising the first
paragraph to read as follows:

Exhibit B-1 to Subpart B—Letter for
Notifying Applicants and Borrowers of
Adverse Decisions Where the Decision
is Appealable

. - . - .

After careful consideration, we [were
unable to take favorable action on your
ipplication/request for Farmers Home
Administration services] [are canceling/
reducing the essistance you are presently
receiving]. The specific reasons for our
decision are: (Insert here the adverse
decision and all of the specific reasons for
the adverse action.) If you have any
questions con: decision or the facts
used in muking our decision and desire
further explanation, you must request a
maeting with (this office) (the County
Committee) within 15 calendar days of the
date of this letter. You should present any
new information or evidence along with
possible alternatives for our consideration.
You may also bring a representative (or legal
counsel) with you. Should we be unable to
satisfactorily resolve your case, you will be
ndvised of your appeal rights and how to
begin the appeal process, If without good
cause, you fail to schedule or attend this
meeling, there will be no further appeal.

20, Exhibit B-2 to Subpart B of Part
1000 is amended by revising the first

sentence and by adding a footnote to
read as follows:

Exhibit B-2 to Subpart B—Letter for
Notifying Applicants and Borrowers of
Adverse Decisions Where the Decision
is Appealable

After careful consideration, PmHA [was
unable to approve your application/request
for service] |is canceling/reducing the
assistance you are presently receiving] [is
planning to accelerate and liquidate your
account(s)] *

- - . -

21. Exhibit B-3 to Subpart B of Part
1900 is amended by revising the title and
the second sentence in the %irsl
paragraph to read as follows:

Exhibit B-3 to Subpart B—Letter for
Notifying Applicants and Borrowers of
Unfavorable Decision Reached at the
Pre-Hearing Meeting or Conference.

T We that our [meeting]
|conference] with you did not result in a
satisfactory conolusion.

» . -

e —

"Used only for Farmer Program graduation.

Exhibit B-4 to Subpart B—Appeals of
Adverse Actions [Amended)

22. Exhibit B-4 to Subpart B of Part
1600 is amended by revising the opening
parenthetical statement now reading
"{Use as an Attachment to Exhibit B-2,
B-3, and Chattel Acceleration Notices,
as Applicable)” to read “Use as an
Attachment to Exhibits B-2 and B-3)."

Exhibit B-5 to Subpart B—Appeasls of
Real Estate Acceleration [Amended]

23. Exhibit B-5 to Subpart B of Part
1900 is amended by revising the opening
parenthetical statement now reading
"(Use of an Attachment to Real Estate
Acceleration Notices)" to read "(Use as
an attachment to Real Estate
Acceleration Notices Except Farmer
Program Loan Accelerations)."”

24. Exhibit B-8 is added to Subpart B
of Part 1900 to read as follows:

Exhibit B-8 to Subpart B of Part 1900—
Letter for Notifying Borrowers, Who
Received Form FmHA 1824-25 But Who
Have Waived or Forfeited Their Appeal

Rights

U.8. Department of Agriculture

Farmers Home Administration
[Insert Address]

ate
mDet!r

You were sent Form FmHA 1824-25,
“Notice of Intent to Take Adverse Action,”
and attachments, on (date). You have
(waived) (forfeited) your opportunity for an
appeal hearing concerning the adverse action
the Farmers Home Administration intends to
take as indicated on Form PmHA 16824-25
because

[you failed to return Form FmHA 1924-26,
“Borrower Acknowledgement of Notice of
Intent to take Adverse Action,” in response
to Form PmHA 1624-25 during the time period
provided.]

[you] [your representative] failed to attend
the conference scheduled on (date) in
response to your request on Form FmHA
1924-26, “Borrower Acknowledgement of
Notice of Intent to Take Adverse Action,”
without having a reasonable excuse.)

[you failed to bring the information
requested on Form FmHA 1824-25 to the
conference held on (date).)

[you indicated on Form FmHA 1924-26,
“Borrower Acknowledgement of Notice of
Intent to Take Adverse Action,” you did not
wish to appeal.]

This is notice that FmHA is proceeding to
take adverse action shown on Form FmHA
1624-25. You will receive no further appeal
rights in connection with this adverse action.

Sincerely,

(County Supervisor)

25, Exhibit D to Subpart B of Part 1900
is revised to read as follows:

Exhibit D to Subpart B—Hearing/Review
Officers Designation

Hoaring Otficor

| District Divector
trom snother
district or &
person of equal
of greater rank
not involved n

the case
despreted by
the Stato
Dwector,
Siate Director of

Notes

1. District Director also means Assistant
District Director or District Loan Specialist,

2. County Supervisor also means Assistant
County Supervisor with loan approval
authority.

8. Designee is the person designated by the
Hearing/Review Officer to conduct a hearing
or review, The designee signs the decision
letter to the appellant without the
concurrence of the original Hearing/Review
Officer except:

a. For hearing on County Committee
decisions. For these hearings the State
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Director or Acting State Direclor may
designate other persons {o act on his or her
behalf in conducting the hearing: however,
the State Director or Acting State Director
mus! sign the hearing decision letter.

b. When the Hearing/Review Officer,
designated by the Deputy Administrator,
Program Operations, is nol a member of the
National Office staff, the complete case file,
hearing notes, tape recordings, and a
recommended decision will be sent to the
Deputy Administrator, for review and a final
decision.

¢. When the Hearing/Review Officeris a
member of the National Office staff, after the
decision is written, but prior to notification of
the applicanl, in all cases requiring corrective
actions or training (e.g., reversals or other
problems which may become evident) the
Hearing/Review Officer will brief the Deputy
Administrator, Program Operatons,
concerning the decision and will notify the
State Director involved that the decision will
be reversed or modified, and will advise the
State Direclor of what corrective action will
have to be taken.

4. For decisions not directly covered above,
the Hearing/Review Officer is the person in
the next higher level of FmtlA authority.

5. When a hearing involves both the action
on Form FmkA 1924-25 and any other loan
acceleration, the appeal process will follow
that for the decision maker to foreclose the
non-farmer program loan account.

PART 1910—General

26. The authority citation for Part 1910
continues to read as follows:

Authority: 7 USC 1888; 42 USC 1480; 5 USC
301; 7 CFR 2.23; 7 CFR 2.70.

Subpart A—Receiving and Processing
Applications

27. In § 1910.8 paragraph (e) is added
to read as follows:

§ 19108 Reaching an understandi

(e) Use of Form FmHA 1924-14,
"Notice—Farmer Program Borrower
Servicing Options Including Deferral
and Borrower Responsibilities." Before
or at loan closing, all FO, OL, SW, and
EM applicants for initial or subsequent
loans will have Form FmHA 1924-14
reviewed with them by the County
Supervisor. In addition to some of the
items listed in paragraph (d) of this
section, Form FmHA 1924-14 explains
servicing options that are available to
the borrower, including deferral, and the
limited resource program. Form FmHA
1924-14 will be signed and distributed in
accordance with the FMI.

PART 1924—CONSTRUCTION AND
REPAIR

28. The authority citation for Part 1924
is revised to read as follows:

Authority: 7 USC 1989; 42 USC 1480; 5 USC
301: 7 CFR 2.23; 7 CFR 2.70

Subpart B—Management Advice to
Individual Borrowers and Applicants

29, Subpart B of Part 1924 is revised to
read as follows [Exhibit A remains

unchanged):

PART 1924—CONSTRUCTION AND
REPAIR

Subpart B—Management Advice to
Individual Borrowers and Applicants

Sec.

182451 General,

1924.52-1924.55 [Reserved]

162456 Credit counseling.

192457 Planning.

1824.58 Recordkeeping,

1824.589 Supervision.

192480 Analysis.

192461 Nonfarm enterprises.

192462 State supplements.

1024,63-1924.70 (Reserved)

192471 Delinguent borrowecrs.

192472 Borrowers who receive Form
FmHA 1924-25 and 1924-26.

192473 Follow-up Supervisory actions by
District Directors and State office staff.

1024.74-1924.99 [Reserved).

1924100 OMB number.

Exhibit A—New Full-Time Family Farm
and Rancher Development Projects

Subpart B—Management Advice to
Individual Borrowers and Applicants.

§ 192451 General.

This subpart sets forth policies for
providing management advice to farmer
programs loan individual applicants and
borrowers. The term “individual” as
used in this subpart applies to
individuals and to farming partnerships,
corporations and cooperatives. The term
“farmer program loan” as used in this
subpart includes Farm Ownership (FO),
Soil and Water (SW), Operating (OL),
Emergency (EM), Economic Emergency
(EE), Recreation (RL), Special Livestock
(SL), and Economic Opportunity (EO)
loans, and/or (RHF) Rural Housing
loans for farm service buildings. This
subpart applies to insured farmer
program loan applicants/borrowers who
depend on farm income for loan
repayment. It also includes Rural
Housing (RH) borrowers who are also
indebted for a Farmer Program loan that
is not collection-only or a judgment
account, and those FO, SW and/or OL
loan applicants and borrowers who use
the services of a “New Full-Time Family
Farmer and Rancher Development
Committee.” (See Exhibit A of this
subpart), This subpart does not apply to
individuals who owe non-program loans
(defined in § 1872.20(a) of Subpart A of
Part 1972 of this chapter).

§3 1924.52-1924.55 [Reserved)

§1924.56 Credit counseling.

The County Supervisor will provide
credit counseling to applicants and
borrowers by advising them of ways to
use credit to make profitable
adjustments in operations, sources of
available credit, general conditions
under which credit is usually available,
and methods of presenting requests for
credit to lenders.

(a) Ineligible applicants. In credit
counseling with applicants who do not
qualify for FmHA loans, the County
Supervigor will:

(1) Explain why the applicant does no!
meet FmHA eligibility requirements and
if appropriate, why other credit should
be available. If the applicant has filed
an application for FmHA assistance, th:
procedure set out in Subpart B of Part
1900 of this chapter must be followed.

(2] Advise applicants on adjusting
plans of operation and credit requests.

(b) Eligible appiicants. In credit
counseling with eligible applicants and
borrowers, the County Supervisor will

(1) Assist in planning for the use of
FmHA and other credit.

(2) Advise the applicant or borrower
of FmHA's credit-else-where
requirements and assist in the
determination of the amount of other
credit best suited for the applicant or
borrower.

§ 192457 Planning.

(8) Long-Time plans (Form FmHA
431-1, “Long-Time Farm and Home
Plan”). This plan reflects long-time aims
and objectives. It will be completed by
each applicant or borrower engaged in
farming who is receiving a loan when
necessary major adjustments or
improvements will not be completed
during one crop year. The long-time plan
will cover the period of time required 1o
complete the major adjusiments or
improvements and will be revised as
conditions require.

(b) Annual plan (Form FmHA 431-2,
“Farm and Home Plan", and Form
FmHA 1962-1, "Agreement for the Use
of Proceeds/Release of Chattel
Security”). These two forms will cover
the 12-month period (or crop year)
which most accurately reflects the
annual production cycle of the
operation. The references to Form
FmHA 431-2 in this subpart mean this
form or other plans or documents
acceptable to FmHA which include
similar information necessary for FmHA
to make a decision.

(1) Form FmHA 1962-1 must be
completed once each year and revised
as needed in accordance with the Forms
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Manual Insert (FMI) for all borrowers handled in accordance with Subpart B borrower’s responsibility to notify
with FmHA loans secured by chattels, of Part 10800 of this chapter. FmHA of any changes which occur, The
Form FmHA 1962-1 should be filled out (c) Responsibility of County plan and Form FmHA 1962-1 will be

a! the same time as a Form FmHA 431-2
is being completed, if a Form FmHA
431-2 is required. The figures on the two
furms must be consistent. For example,
if the Form FmHA 431-2 shows the
borrower plans to spend $10,000 on
equipment and no FmHA loan funds are
being advanced for thal purpose, the
Form FmHA 1962-1 should show where
the $10,000 will come from. (Example—
sale of wheat) Form FmHA 4312 will be
required for those borrowers:

(i) Receiving initial loans.

(ii) Receiving subsequent FmHA loans
or funds from other credit sources under
FmHA subordination agreements or lien
WIIVErs,

(iii) Who are experiencing financial
and/or production management
problems,

(iv) Who are requesting servicing
options on Form FmHA 1924-286,
"Borrower Acknowledgment of Notice
of Intent to Take Adverse Action.”

(v) Who have had payments deferred.

(vi) Who are making major
adjustments to their operation.

(vii) Who have limited resource loans.

(2) Interim plans may be developed
for the remainder of the current year's
operation to supplement an annual plan
(:f one was required) for the following
vear in those cases where the annual
plan alone would not be sufficient to
show accurately the complete cycle of
the operation. Interim plans and Form
FmHA 1962-1 will show the planned use
of income to be received from livestock
und crops held for sale, and cash on
hand &t that time.

(3) If the borrower and the County
Supervisor cannot reach an agreement
on the planned uses of proceeds on
Forms FmHA 431-2 and 1862-1 when a
new or subseguent loan is not involved,
the County Supervisor will arrange for a
meeting with the District Diregtor,
borrower and the County Supervisor. If
during the meeting the District Director
cannol negotiate a satisfactory
agreement, the District Director will
make the decision on the planned use of
proceeds, Form FmHA 1962-1 will be
completed by the District Director in
accordance with the District Director's
decision. An explanation of this action
will be inserted on the forms which will
be signed and dated by the District
Director. Dispositions in violation of
Form FmHA 1962-1 will be handled in
accordance with Subpart A of Part 1962
of this chapter. The District Director’s
decision is not appealable. When a new
or subsequent loan is involved, the loan
will not be made and any appeal will be

Supervisor. The County Supervisor will:

{1) Stress the need to correlate long-
time and annual plans when both are
being developed.

(2) Develop 8 list of key farm
management and financial management
practices for major enterprises, which
will be updated annually. The County
Supervisor will advise borrowers of
these practices and those practices not
already used by a borrower will be
incorporated into the operation when
developing long-time and annual plans.

(3) Require applicants, when
developing their long-time and annusl
plans, to take into consideration any
plans developed, with the assistance of
the Soil Conservation Service (SCS), the
Extension Service (ES), or other agency
or farm management service. When such
plans are not used, the County
Supervisor will document in the file the
reasons for not using the plans.

(4) Plan for the appropriate use of
income with the applicant in accordance
with § 1862.17 of Subpart A of Part 1962
of this chapter. '

(5) Determine the feasibility of the
plans. Plans must show the borrower
will be able to:

(i) Pay all operating expenses and
taxes.

(ii) Meet necessary payments on
debts.

(iii) Maintain necessary livestock,
farm and home equipment, and
buildings to the extent that such items
have not been provided for in the
operating expenses.

{iv) Have a reasonable standard of
living for the borrower or the farm
operator in the case of a corporation,
partnership or cooperative.

(v) Provide for any essential capital
purchases or improvements.

(d) Documentation and revision of
plans.

(1) Plans will be documented in
sufficient detail to adequately reflect the
overall condition of the operation,
including the borrower’s current
financial condition. The borrower’s
groiected income and expenses must be

ased on the borrower’s proven record
of production and financial
management. If the borrower does not
have records, the County Supervisor will
use Agricultural Stabilization and
Conservation Service (ASCS) records,
ES data, County averages or other
reliable sources of data to develop the
projections.

(2} Initial and subsequent plans and
Form FmHA 1962-1 will be revised
whenever changes in the borrower’s
operation occur during the year. It is the

marked “Revision” and changes noted
by crossing out any original estimates
and inserting new estimates
immediately above. The borrower and
the County Supervisor will initial and
date revisions to the plan and Form
FmHA 1962-1,

§ 1924.58 Recordkeeping.

{a) Purpose. All borrowers engaged in
farming must maintain and use farm
records which after the loah is made
will enable:

(1) Borrowers to make management
decisions and to analyze their farming
operations.

{2) FmHA to determine eligibility for
loan assistance, to analyze borrower’s
farming operations, and to determine
whether borrowers have made prudent
management decisions.

(b) Responsibilities.

{1) Borrowers must select and
maintain a recordkeeping system which
adequately meels the needs of their
farming operations and which provides,
as a minimum, a record of the annual
cash flow, beginning and end of year
balance sheets, and an income
statement. Borrowers receiving EM
loans of $100,000 or more will be
required o use a recordkeeping system
or accounting service which provides, as
a minimum, a monthly cash flow
statement, a change in financial position
statement, beginning and end of year
balance sheets, and an income
statement. Such borrowers will be
encouraged to use a computer
recordkeeping system when available.

(2) County Supervisors will determine
whether borrowers have selected,
established, and are maintaining
appropriate record keeping systems.
Such systems may include the farm
record book available through FmHA
(Form FmHA 432-1, “Farm Family
Record Boak''), other record books, or a
suitable system offered by a farm
management service, State Extension
Service, or commercial record keeping
or accounting service, which is
acceptable to FmHA.

§ 1924.59 Supervision.

(8) Purpose. Supervision will be given
by the County Supervisor to protect the
Government's interest and to
accomplish the purpose of the loan.

(b) Responsibility of County
Supervisor. The County Supervisor will
determine and select the appropriate
method of supervision to be used for
each borrower.
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(¢) Supervisory methods. Supervision
may be given through farm visits, review
of farm records, collateral inspections,
meetings with borrowers on an
individual or group basis, letters,
telephone, etc. A complete record of
each visit, meeting, or other contact will
be made in the case file running record,
underscoring those items which require
follow-up action. The record must state
the advice that was given and any
problems noted.

(d) Use of Form FimHA 1924-14,
"Notice—Farmer Program Borrower
Servicing Options Including Deferrals,
and Borrower Responsibilities.”

Before or at loan closing, the County
Supervisar will provide borrowers with
this form. Borrowers who voluntarily
decide to sell their chattels and real
estate, to transfer their assets to
someone else, to convey their assets to
the Government, or to sign an
accelerated repayment agreement will
be sent this same form befare the sale,

ransfer, conveyance or signing of an
accelerated repayment agreement takes
place. The form will also be sent to all
farmer program loan borrowers in
November of each year to remind them
of the available servicing options. The
form tells borrowers that they are
expected to repay their loans as
scheduled, but that PmHA has several
servicing options available to assist
borrowers if they are not able to pay as
scheduled. It goes on to give brief
descriptions of deferral, rescheduling,
reamortization, consolidation,
subordination, restructuring the
business and debt by selling a portion of
the borrower's assets, and limited
resource loans. If borrowers want more
information about these options and
want to know how to apply, they are
advised on the form to contact the
County Supervisor. The County
Supervisor will then set up a conference
with the borrower and tell the borrower
what information to furnish FmHA so
that FmHA can make a decision about
the request. The form also summarizes
some of the borrower’'s responsibilitics
tegarding loan payments, loan security,
use of loan funds, releases of security,
and changes in the operation, and
informs the borrower that a violation of
any of these responsibilities not only
could result in denial of further FmHA
assistance but also could cause the
loan(s) to be accelerated.

(e) Farm visits. A minimum of one
visit a year will be made by the County
Supervisor to borrowers who have been
indebted for less than one full crop year,
who have a limited resource loan, who
have been sent Form FmHA 1924-25,
“Notice of Intent to Take Adverse

Action," or who have had their loans
reamortized, rescheduled, consolidated
and/or deferred. The District Director
will visit a sufficient number of
borrowers to assure that the cases are
being properly supervised. In cases
involving borrowers with RH loans on
nonfarm tracts, periodic inspections
ordinarily will be made only if
foreclosure action is likely to be taken,
the property has been abandoned, or
when necessary to protect the interest of
the Government.

(1) Visits will be coordinated with
required inspections of security.

(2) The County Supervisor will use the
following priorities in scheduling routine
visits:

(1) Borrowers who have indebted less
than one full crop year or have a limited
resource loan.

(1i) Borrowers who have been sent
Form FmHA 1924-25,

(iii) Borrowers who have had their
loans reamortized, rescheduled,
consolidated and/or deferred.

(iv) Borrowers receiving annual
production type loans.

(v) Other borrowers.

§ 192460 Analysis.

(a) Purpose of analyses. Analyses will
develop information for sound lending
and supervisory decisions and assist
borrowers in utilizing sound business
planning and management practices.
Specifically, analyses are used to:

(1) Show the operator the cost of
profit of a managment decision. These
figures can then be used to make other
management decisions that will increase
the efficiency and/or profitability of the
operation.

(2) Assist the operator in determining
whether the type and scope of the
operation are practical and profitable,

(3) Determine success in key
management practices resulting in an
improved return; or revealing a decision
that reduces net dollar return.

(4) Monitor progress of borrowers in
achieving long-rangegoals and in
graduating to other credit.

(5) Help the County Supervisor
determine how much individual
supervison will be required for each
borrower. The analysis will also help
the County Supervisor determine
feasibility of continuing with a
borrower.

(6) Help the barrower and the County
Supervisor prepare an annual plan of
operation for the next crop year; and
help them make sound management
decisions.

(b) ltems considered for making an
analysis, The following are some of the
items that should be considered during
an analysis:

(1) Resources available.

{2) Options for types of enterprise
available for the operation such as com
v. soybeans, selling the crop v. feeding it
to livestock, etc.

{3) Comparison of the production of
livestock, livestock products or crops to
past production.

(4) The production of this farming
operation as compared to similar
farming operations.

(5) Financial progress—increase or
decrease of debts as compared to the
increase or decrease of assets.

(8) Cost of operating expenses as
compared o previous years and similar
farming operations.

(7) Debt repayment as compared to
money available to pay debts.

(8) Experience and ability of the
borrower.

(9) Availability and cost of credit.

(c) Responsibility of County
Supervisor. The County Supervisor will:
(1) Determine the date and place of
the analysis, and schedule the analysis
at the time of year when the most
effective results will be obtained.

2) Assist the borrower in completing
the “actual” columns on Forms FmHA
431-2 and 1982-1 and in completing
Form FmHA 431-2 for the next year.

(3) Make a complete entry in the case
file running record of the items
discussed with the borrower and results
and agreements reached during the
analysis, underscoring those items
requiring follow-up action.

(4) Record the resulls of Form FmHA
1060-12, “Financial Farm Analysis
Summary."

(d) Conducting enalysis. An analysis
will be conducted for borrowers:

(1) Who are seriously delinquent (over
$100.00) or who request assistance on
Form FmHA 1924-28.

(2) Who are experiencing financia!
and/or production management
problems,

(3) Who are reorganizing or
implementing a major change in
operations which has not been
completed.

(4) At the end of the first full erop year
after receiving an initial loan and each
year thereafter, until the County
Supervisor determines the borrower is
conducting the operation satisfactorily.

(5) Who have been granted a deferral

(8) Who have limited resource loan(s)-

§ 1924.61 Nonfarm enterprises.

This is any business enterprise which
supplements farm income by providing
goods or services for which there is 2
need and a reasonably reliable marke!.
The same general policies covered in
this subpart for giving management
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assistance o an applicant or borrower
on farm loans will be followed in
dealing with an applicant or borrower
on nonfarm enterprise loans. The
appropriste plans and record book will
be used for the nonfarm enterprise.
Forms FmHA 4314, “Business Analysis-
Nonagricultural Enterprise,” and FmHA
132-10, “Business and Family Record
Book," available at most FmHA offices,
can be used for these purposes.

§1924.62 State supplements.

State supplements will be issued as
necessary to implement this subpart and
assure that a list of key farm
management and financial management
practices is established, and kept
current in each County Office. The State
supplement should set the time of year
for conducting analyses.

§5 1924.63-1924.70 [Reserved]

§1924.71 Delinquent borrowers.

T'he Finance Office will send each
County Office a list of all delinguent OL,
FO, SW, RL, EM, EE, EO, SL and RHF
borrowers on March 31, June 30,
September 30, and December 31.
Beginning December 31, 1985, all
barrowers (except those under the
jurisdiction of a banlruptcy court) that
are more than $100 behind schedule on
their FmHA loan payments on

Form FmHA 1924-25, and Form FmHA
1924-14, to show that FmHA intends to
accelerate the account(s), the Form
FmHA 1924-26. Cases involving
litigation will be handled in accordance
with the advice of the Office of General
Counsel (OGC). Bankruptcies will be
handled in accordance with § 1962.47 of
Subpart A of Part 1962 of this chapter.

§192472 Borrowers who receive Forms
FmHA 1924-25 and 1924-28,

Borrowers will receive Form FmHA
1924-25 and 1824-26 along with Form
FmHA 1924-14 before a farmer program
loan is involuntarily liguidated (see
§1872.17 of Subpart A of Part 1872 of
this chapter and §§ 1962.40 and 1862.49
of Subpart A of Part 1962 of this chapter)
and when an account is more than $100
delinquent on December 31 (see
§ 1924.71 of this subpart), These forms
will also be provided to borrowers who
have made unauthorized dispositions of
security, who have stopped farming, or
who have otherwise breached their loan
agreements with FmHA. These forms
will be provided, for information only,
when a farmer program loan borrower
iiles bankrupley (see § 1962.47 of
Subpart A of Part 1962 of this chapter).
Form PmHA 1924-25 tells borrowers
}h :t FmHA intends to liquidate their
loans fwhich will include terminating

any previously agreed-upon releases of
sales proceeds) and tells borrowers
exactly why FmHA plans to take such
action. The form explains that the
servicing options described in Form
FmHA 1924-14 are available, and also
explains that FmHA will proceed to
liquidate a borrower’s loans unless the
borrower applies for at least one of the
servicing oplions, appeals the adverse
action using FmHA's administrative
appeals procedure (found at Subpart B
of Part 1900 of this chapter), cures
existing default, or liquidates the loans.
Borrowers who receive Form FmHA
1924-25 will also receive Form FmHA
1924-26. This form must be completed to
show whether the borrower wants to
apply for servicing options, to appeal, to
cure the default or to liquidate.

(a) Borrower fails to respond. The
borrower is told on Form FmHA 1924-26
that the form must be returned to FmHA
within 30 days of the day the borrower
received Forms FmHA 1924-14, 1924-25,
and 1924-26. If Form FmHA 1924-26 is
not returned on time, FmHA will
proceed with the intended action(s).
Such actions are not appealable.

(b) Borrower checks blocks in Part 1.
Part I of Form FmHA 1924-26 contains a
list of available servicing actions
including rescheduling, reamortization,
consolidation, deferral, subordination,
limited resource loans, and the
restructuring of the debt and business
by selling a portion of the assets. If the
borrower checks one or more of these
blocks, the borrower must attend a
conference with FmHA to develop
financial statements and proposed
operating plans which FmHA will use as
a basis for granting or denying the
requested servicing relief. If the
borrower attends the conference and the
County Supervisor approves the request
for servicing relief, then the notice of
intent to take adverse actions will be
considered terminated. If the borrower
attends the conference but the County
Supervisor denies the servicing request,
then the County Supervisor will notify
the borrower in writing of the denial
with the reasons and facts supporting
the denial. The borrower will be advised
of appeal rights in accordance with
Subpart B of Part 1800 of this chapter,
and the appeal will cover both the
denial of the request for servicing and
the other adverse action FmHA intends
to take. If the borrower (or
representative) fails to attend the
scheduled conference without a
reasonable excuse or fails to provide
necessary information, the request will
be automatically denied end the
borrower will not be given any
administrative appeal of the adverse

decision. The County Supervisor will
send Exhibit B-8 to Subpart B of Part
1900 of this chapter to the borrower and
will proceed 1o liguidate the borrower's
accountk

(c) Borrower checks blocks in Part IL
The borrower who does not want to be
considered for any servicing options but
who wants lo request an administrative
appeal of FmHA's intended adverse
action must so indicate by checking one
of the appropriate blocks in Part Il of
Form FmHA 1924-28. Any appeal will be
handled under Subpart B of Part 1900 of
this chapter. If the gomwer wanis an
appeal hearing, the borrower can be
represented by counsel or by any other
representative, and the hearing officer
will be an FmHA employee who has not
been previously involved in the
borrower's case. The borrower can
choose to have FmHA make a review on
the record rather than hold a hearing. If
the borrower prevails in the
administrative appeal, no adverse action
will be taken by FmHA. If instead the
borrower completes Part 1l 1o show that
no appeal is desired, then FmHA wil
lake the adverse action.

(d) Borrower checks blocks in Part I
The borrower who does not want to be
considered for any servicing options or
does not want to request an ,
administrative appeal can choose to
cure the default (that is. pay the
delinquent account current or make
restitution to FmHA for unauthorized
disposition of security) and will so
indicate by checking one of the blocks in
Part IlI of that form. The borrower has
60 days from the day the borrower
received Form FmHA 1824-26 to cure
the default. If the action is not
completed within 80 days, then FmHA
will proceed to take the adverse action
against the borrower and no appeal will
be allowed.

(e) Borrower checks blocks in Part IV.
If the borrower does not want to be
considered for any servicing options or
to request an administrative appeal or to
cure the defauit, the borrower can
choose 1o liguidate the account {that is,
sell the security, transfer it to someone
else who will assume the FmHA debt,
covey it to the Government or refinance
the FmHA loan with another lender).
The borrower will indicate this by
checking one of the blocks in Part IV of
Form FmHA 1924-26, The liquidation
alternative chosen must be taken within
120 days of the day the borrower
received Form FmHA 1924-28. If the
action is not completed within 120 days,
then FmHA will proceed to take the
adverse action against the borrower and
no appeal will be allowed.
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(f) Borrawer incorrectly completes
Form. If the borrower incorrectly
completes Form FmHA 1924-26, the
County Supervisor will contact the
borrower to inform the borrower of the
problem and request the borrower to
submit a corrected form within 10
working days of the contact or within
the 30 days of the date the Form FmHA
1924-25 was received, whichever is
later. If the borrower fails to submit a
carrected form within the required time
FmHA will proceed with the intended
adverse action and it will not be
appealable, The contact will be
recorded in the borrower’s County
Office case file.

§ 182473 Follow-up supervisory actions
by District Directors and State office staff.

(@) Follow-up by the District Director.
The District Director is responsible for
seeing that the County Office staff
correctly handled any requests made on
Form FmHA 1924-26, by those
borrowers listed in § 1924.60 (d) of this
subpart in an effective and timely
manner. This will include visits to
evaluate a sufficient number of such
cases lo determine what further training
is needed by the County Supervisor in
supervising such cases. The District
Director should continue follow-up
actions periodically as needed to obtain

the desired results in each County Office

area. The District Director will report in
writing to the State Director any
deficiencies found and any need for
additional training.

(b) Follow-up by State Office staff.

(1) The State Director is responsible
for seeing that the special actions
prescribed by this subpart are carried
out by the County Supervisors and
District Directors.

(2) Loan chiefs and specialists should
review a representative sample of cases
of those borrowers listed in § 1924.60 (d)
of this subpart during each visit to a
County Office to assure that a thorough
analysis has been made, that
appropriate action has been taken, and
to determine what further training, if
any, is needed for the District Director
and County Supervisor.

(3) The State and/or District Offices
should periodically review the progress
made in servicing the cases of those
borrowers listed in § 1824.60 (d) of this
subpart.

§5 1924.74-1924.99 [Reserved]

§1924.100 OMB number.

The collection of information
requirements in this regulation have
been approved by the Office of
Management and Budget and have been

assigned OMB control number 0575~
0061.

Exhibit A—New Full-Time Family
Farmer, and Rancher Development
Project

PART 1241—0OPERATING LOANS

30. The authority citation for Part 1941
is revised to read as follows:

Authority: 7 USC 188¢; 5 USC 501 7 CFR
2.23;7 CFR 270

Subpart A—Operating Loan Policies,
Procedures, and Authorizations

31. In § 1941.18 paragraphs (a)(2) and
(c) are revised to read as follows:

§ 1941.18 Rates and termas.
(ﬂ) . e

(2) A lower interest rate borrower will
be reviewed each year at the time the
analysis is conducted (See § 1924.60 of
Subpart B of Part 1924 of this chapter)
and any time a servicing action such as
consolidation, rescheduling or deferral
is taken to determine the interest rate to
be charged. The rate may be increments
of whole numbers until it reaches the
current regular-interest rate for the loan
at the time of the rate increase. (See
§ 1851.25 of Subpart A of Part 1951 of
this chapter).

(c) Consolidation or rescheduling.
When the loan approval official
determines that consolidation or
rescheduling will assist in the orderly
collection of an OL loan, the loan
approval official may take such action
under Subpart A of Part 1951 of this
chapter.

PART 1943—FARM OWNERSHIP, SOIL
AND WATER AND RECREATION

32. The authority citation for Part 1943
is revised to read as follows:

Authority: 7 USC 1888; 5 USC 301; 7 CFR
2.23; 7 CFR 270,

Subpart A—Insured Farm Ownership
Loan Policies, Procedures and
Authorizations

33. In § 1943.16, paragraph (d)(2) is
revised to read as follows:

§ 1943.16 Loan purposes.

(d) L

(2) The County Supervisor, by
contacting the appropriate lender,
verifies and documents either in the
running record or by letter from the
lender, the need to refinance any
secured debts and major unsecured

debts. The unpaid balance on the debts
to be refinanced will also be verified.

34. In § 194318, paragraphs {a). (b)
and (¢)(3) are revised to read as follows;

§ 1943.18 Rates and terms.

(a) Terms and loans. Each loan will be
scheduled for repayment over a period
of not to exceed 40 years from the date
of the note or such shorter period as
may be necessary to assure the loan will
be adequately secured, taking into
account the probable depreciation of the
security. The loan approval official will
also consider the repayment ability of
the applicant, as reflected in the
completed Form FmHA 431-2, “Farm
and Home Plan,” or other similar plan of
operation acceptable to FmHA, when
setting the term. In any case, there must
be an interest payment scheduled at
least annually in accordance with the
FMI for Form FmHA 1840-17,
“Promissory Note." Loans may have
reduced annual installments scheduled,
of at least partial interest, for the first
five years,

(b) Reamortization. When the loan
approval official determines that
reamortization will assist in the orderly
collection of any FO loan, the loan
approval official may take such action
under Subpart A of Part 1851 of this
chapter.

(C] ..o

(3) A lower interest rate borrower will
be reviewed each year at the time the
analysis is conducted (See § 1924.60 of
Subpart B of Part 1924 of this chapter)
and any time a servicing action such as
a reamortization or deferral is taken, to
determine the interest rate to be
charged. The rate may be increased in
increments of whole numbers until it
reaches the current regular interest rate
for the loan at the time of the rate
increase. (See § 1951.25 of Subpart A of
Part 1951 of this chapter.)

Subpart B—Insured Soll and Water
Loan Policles, Procedures and
Authorizations

35. In § 1943.68, pargraphs (a) and (b)
are revised to read as follows:

§ 194368 Rates and terms.

(a) Terms of Loans. Each loan will be
scheduled for repayment over a period
not to exceed 40 years from the date of
the note or such shorter period as may
be necessary to assure the loan will be
adequately secured, taking into accoun!
the probable depreciation of the ;
security. The loan approval official wil
also consider the repayment ability of
the applicant, as reflected in the
completed Form FmHA 431-2, "Farm
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and Home Plan,” or other similar plan of
operation acceptable to FmHA, when
setting the term. In any case, there must
be an interest payment scheduled at
least annually in accordance with the
FMI for Form FmHA 1940-17,
“Promissory Note." Loans may have
reduced annual installments scheduled,
of at least partial interest, for the first
f;"'u '\'eﬂrso

(b) Reamortization. When the loan
approval official determines that
reamortization will assist in the orderly
collection of any SW loan, the loan
approval official may take such action
under Subpart A of Part 1951 of this
chapter.

Subpart C—Insured Recreation Loan
Policies, Procedures, and
Authorizations

36. In § 1943.118, paragraphs (a) and
(b) are revised to read as follows:

§$1943.118 Rates and terms,

(a) Terms of Loans. Each loan will be
scheduled for repayment over a period
not to exceed 40 years from the date of
the note or such shorter period as may
be necessary to assure the loan will be
adequately secured, taking into account
the probable depreciation of the
security, The loan approval official will
also consider the repayment ability of
the applicant, as reflected in the
completed Form FmHA 431-2, "Farm
and Home Plan,"” or other similar plan of
operation acceptable to FmHA, when
setting the term. In any case, there must
be an interest payment scheduled at
least annually in accordance with the
FMI for Form FmHA 194017,
“Promissory Note." Loans may have
reduced annual installments scheduled,
of al least partial interest, for the first
five years.

(b) Reamortization. When the loan
ipproval official determines that
reamortization will assist in the orderly
collection of any RL loan the loan
approval official may take such action
unde Subpart A of Part 1951 of this
chapler,

. . .

PART 1945—EMERGENCY

37. The authority citation for Part 1945
s revised to read as follows:

.’}ulhorily: 7US.C. 1989; 5 US.C. 301; 7 CFR
£23:.7 CFR 2.70.

Subpart D—Emergency Loan Policies,
Procedures and Authorizations

_ 98.1n § 1945.168, the introductory text
o prragraph (b), paragraph (b)(1)(i), and

paragraph (c) are revised to read as
follows:

§ 1945.168 Rates and terms.

(b) Terms of loans. Loans will be
scheduled for repayment at such time as
the FmHA approval official may
determine, consistent with the purpose
of and need for the loan. The approval
official will also consider the useful life
of the security and the repayment ability
of the applicant, as reflected in the
completed Form FmHA 431-2, “Farm
and Home Plan,” or other similar plan of
operation acceptable to FmHA, when
setling the term of each loan. In any
case, there must be an interest

) installment scheduled at least annually.

Loans may have reduced annual
installments scheduled, of at least
partial interest, for the first five years.

(1) ® Ve

{i) Actual production or physical loss
loans made for operating purposes
under § 1945.166(a), or major adjustment
{Subtitle B) loans made for purposes
under § 1945.166(c)(3) of this subpart,
will be for periods not to exceed 7 years.
Loans may be scheduled for a longer
repayment period if the FmHA approval
official determines that the needs of the
applicant justify a longer term, and the
loan(s) can be secured for the longer
term. Such a longer period may be
approved as warranted, but cannot
exceed 20 years. This longer repayment
period will be used only when the Farm
and Home Plan projections indicate the
applicant would be unable to repay the
loan in a shorter period, taking into
consideration rescheduling possibilities,
The reason(s) that a term longer than 7
years is given must be documented in
the county office case file. Generally,
real estate will be needed as security
when the longer repayment period is
authorized.

(c) Consolidation, rescheduling, and
reamortization. When the loan approval
official determines that consolidation,
rescheduling, or reamortization will
assist in the orderly collection of an EM
loan, the loan approval official may take
such action in accordance with Subpart
A of Part 1951 of this chapter,

» » . . .

PART 1950—GENERAL
39. The authority citation for Part 1950
is revised to read as follows:

Authority: 7 U.S.C. 1989; 42 U.S.C. 1480; 5
U.S.C. 301; 7 CFR 2.23; 7 CFR 2.70,

v

Subpart C—Servicing Accounts of
Borrowers Entering the Armed Forces

40, § 1950,102 is revised to read as
follows:

§1950.102 General.

(a) FmHA will do everything possible
to assist borrowers entering the armed
forces to adjust their affairs in
contemplation of military service, It is
not the policy FmHA to renew,
postpone, or modify annual installments
due under a promissory note because of
the borrower’s entry into the armed
services. However, under the Soldiers’
and Sailors’ Civil Relief Act of 1840, the
property of a borrower in the armed
forces cannot validly be seized or sold
by foreclosure or otherwise during the
borrower's tenure of service, or for three
months thereafter, except (1) pursuant to
an agreement entered into by the
borrower after having been accepted for
service, or (2) by order of the Court. Any
person causing an invalid sale to be
made is guilty of a misdemeanor.
Regardless of the foregoing, the long-
time interest of the borrower can best be
served by prompt and satisfactory
arrangements for the use and protection,
or disposition, of the security property in
accordance with the policies expressed
herein. Upon request, OGC will inform
the State Director with respect to relief
which may be secured by a borrower
under the Soldiers' and Sailors’ Civil
Relief Act of 1940.

{b) In connection with Multiple
Housing loans to individuals, references
to County Supervisor and County Office
in this subpart will be read as District
Director and District Office.

41. § 1950.103 is amended by revising
paragraph (a), the introductory text of
paragraph (b)(1), paragraphs (b)(2),
(b)(3), (b)(4) and (c) to read as follows:

§ 1950.103 Borrower owing FmHA loans
which are secured by chattels.

(a) Policy. (1) Borrowers who owe
loans other than Farm Ownership (FO),
Operating (OL), Soil and Water (SW),
Recreation (RL), Emergency (EM),
Economic Emergency (EE), Economic
Opportunity (EO), and Special Livestock
(SL) Loans and/or Rural Housing loans
for farm service buildings (RHF). When
information is received that a borrower
is entering the armed forces, the County
Supervisor will be responsible for
contacting the borrower immediately for
the purpose of reaching an
understanding concerning the actions to
take in connection with the FmHA loan
indebtedness. The borrower will be
permitted to retain the chattel security if
arrangements can be worked out which
are satisfactory to the borrower and
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FmHA. However, because of the nature
of chattel security, the borrower will be
informed of the usual depreciation of
such property and will be encouraged to
sell the property and apply the proceeds
to the loan(s). In most cases, the
interests of both the borrower and the
Covernment can best be served by
arranging for a voluntary sale of the
security. A borrower retaining security
will be expected to make payments on
the loan(s) equal to the scheduled
payments.

(2) Borrowers who owe FO, SW, RL,
OL, EE, EM, SL, EO and/or RHF loans. If
the borrower is delinquent or otherwise
in default, the County Supervisor will
send the borrower Forms FmHA 1924
14, “Notice—Farmer Program Borrower
Servicing Options Including Deferrals
and Borrower Responsibilities,” Form
FmHA 1824-25, “Notice of Intent to
Take Adverse Action,” and Form FmHA
1924-26, “Borrower Acknowledgement
of Notice of Intent to Take Adverse
Action," and follow the directions in
Subpart A of Part 1962 of this chapter
for liquidating chattel security. If the
borrower is not delinquent, the County
Supervisor will explain the options set
outb in paragraph (b) of this section.

( ) LR

{1} Voluntary sale of security. This
will be accomplished in accordance
with § 1962.41 of Subpart A of Part 1962
of this chapter. Any necessary forms
will be signed:

(2} Assumption of indebtedness. This
will be accomplished in accordance
with § 1662.34 of Subpart A of Part 1962
of this chapter.

(3) Arrangements with third persons.
When the borrower arranges with a
relative or other reliable person to
maintain the security in a satisfactory
manner and to make scheduled
payments, the State Director is
authorized to approve the arrangement.
In such a case, the borrower will be
required to execute a power of attorney,
prepared or spproved by OGC,
authorizing an attorney-in-fact 1o act for
the borrower during the latter's absence,

{4) Possible legal actions. If the
borrower fails or refuses to cooperate in
the servicing of the loan indebtednesa
secured by chattels in accordance with
one of the methods set forth in this
section, the borrower's case folder will
be forwarded to the State Director for
referral to OGC for legal advice 2s to the
sleps to be taken in protecting the
Government's interest.

(c) Statements of accounts and
transfers. Borrowers entering the armed
forces will be requested to designate
mailing addresses for the delivery of

statements of account. Any changes in
these addresses will be processed on
Form FmHA 450-10, "Advice of
Borrower's Change of Address or
Name," with appropriate explanations.
Under this procedure, a statement of
account may be mailed to a location
other than where the account is
maintained and serviced. This is a
deviation from the established
procedure. These cases will not be
transferred unless the security, when
retained by the borrower in accordance
with paragraph (b)(3)} of this section, is
moved into another County Office
territory. Then the transfer will be
processed through the use of Form
FmHA 450-5, "Application to Move
Security Property and Verification of
Address," and Form FmHA 450-10 with
appropriate explanations. In cases when
assumption agreements have been
executed, statements of account will be
mailed to the assuming borrower. Cases
invol assumption agreements will
be transferred when the as
borrower moves from one County Office
territory to another.

42, § 1950.104 is amended by revising
the introductory text, and paragraphs
(c), (d) and [e] to read as follows:

§ 1950.104 Borrower owing FmHA loans
which are secured by real estate.

County Supervisors, to the greatest
extent possible, should keep themselves
informed of the plans of borrowers with
FmHA loans secured by real estate who
may enter the armed forces. They
should encourage any borrower who is
definitely entering the armed forces to
caonsult with them before the borrower's
military service begins concerning the
most advantageous arrangements that
can be made regarding the security.
County Supervisors will assist these
borrowers in working out mutually
satisfactory arrangements. Borrowers
who owe FO, SW, RL, OL, EE, EM, SL,
EQ and/or RHF loans and who are
delinquent or otherwise in default must
be sent Forms FmHA 1824-14, 1824-25,
and 1924-28. The County Supervisor will
follow the directions in Subpart A of
Part 1872 of this chapter (FmHA -
Instruction 465.1] for liquidating real
estate security. FO, SW, RL, OL, EE, EM,
SL, EO and/or RHF borrowers who are
not delinquent will have their accounts
handled as set out in the following
paragraphs.

(¢) Borrower does not retain
ownership of the secarity. The security
may be transferred to another approved
epplicant or sold in accordance with
applicable procedure.

(d) Borrower abandons the security or
fails to make salisfactory arrangements.

This paragraph does nof apply to
borrowers with FO, SW, RL, OL, EE,
EM, SL, EO and/or RHF loans. Those
borrowers should be sent Forms FmHA
1924-14, 192425, and 1924-26. When »
borrower abandons the security or fails
to make gatisfactory arrangements for
maintenance of the security and
payment of taxes, insurance, and
installments on the loan, the County
Supervisor will send a complete report
on the case to the State Director. The
report will include all the information
that can be obtained regarding the
borrower's plans for the security and
any evidence to indicate that
abandonment has, in fact, taken place.
In these instances, it must be recognized
that the borrower may have entered into

,verbal arrangements for the care of the
security without properly advising the
County Supervisor. Whether such cases
may be construed to be in violation of
the provisions of the mortgage, so as lo
support foreclosure by order of the
Court under the provisions of the
Soldiers’ and Sailors’ Civil Relief Act of
1940, will need to be determined on an
individual case basis by the State
Director and OGC. Clear-cut
abandonment cases or instances in
which the borrower fails to take action
to transfer or sell the property, while
evidencing no interest in it or desire to
retain it, will be processed in
accordance with applicable procedures.

(e) Statement of account. Borrowers

entering the armed forces who retain
ownership of the security will be
requested to designate mailing
addresses for the delivery of statements
of account. Any changes in addresscs
will be processed on Form FmHA 450-10
with appropriate explanations,

PART 1851—SERVICING AND
COLLECTIONS

43. The authority citation for Part 1951
continues to read as follows:

Authority: 7 U.S.C. 1889; 42 U.S.C, 1480. 5
U.8.C. 301; 7 CFR 2.23: 7 CFR 270,

Subpart A—Account Servicing Po

44. Subpart A is revised to read as
follows (Exhibits C-1, C-2, D, F, and G
remain unchanged):

PART 1251—SERVICING AND
COLLECTIONS

Sutpart A—Account Servicing Policles

' Sec.

14533  Purpose.

19512 Policy.

19513 Authorities and responsibilities.
1851.4-1951.5 {[Reserved),

1651.6 Handling payments.
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Sec

1951.7 Accounts of borrowers,

1951.8 Types of payments,

19519 Distribution of payments when &
borrower owes more than one type of
FmHA loan.

19451.10 Application of payments on
production type loan accounts.

1951.11  Application of payments on real
estale accounts,

185112 Changes in the application of loan
payments.

151.13 - Overpayments and refunds.
315114  Recoverable and nonrecoverable
cost charges.
115 Return of paid-in-full or satisfied
notes to borrower.
951,16 Other servicing actions on real
estale type loan accounts.

51.17-1951.24 [Reserved)

951.25 Review of limited resource FO and
OL loans.

1951.26-1951.32  [Reserved]

51.33  Consolidation and rescheduling of
0L, SL, and EO loans, EE operating-type
louns, and EM loans made for Subtitle B
purposes.

1951.34-1951.30  [Reserved)

$1.40° Reamortization of FO, SW, RL, RHF,
EE or EM loans made for real estate
purposes.

1951.41  Special debt set-aside of & portion

if the insured loan indebtedness of
farmer program borrowers.
1951.42-1951.43 [Reserved)

1951.44  Defurral of exiating OL, FO. SW. RL.
EM. EO, SL, RHF, and EE loans.

1951.45-1951.50 |[Reserved)

Fxhibit A—~{Reserved|

«hibit B—Notice of Change in Interest Rate.

Exhibit C-1—Notice of the Availability of the
Special Debt Set-aside.

hibit C~2-—Confirmation of Appointment to
Discuss Special Debt Set-aside.

xhibit D—Examples of a Farm Ownership
(FOj and Limited Resource Operating
Loan (OL) Rescheduled with Set-aside
Approved on October 25, 1964,

Exhibit E—{Reserved)

Ixhibit F—Agreement for Special Set-aside
of a Portion of a Farmer Program Loan.

«hibit G—Naotice to borrowers who received
a Pretermination Nolice.

Note.—Exhibits C-1, C-2, D, F, and G do

not appear in the Code of Federal

Hegulations.

Subpart A—Account Servicing
Policies

§1951.1 Purpose. .

I'his Subpart sets forth the policies
and procedures to use in servicing
Operating Loan (OL), Farm Ownership
Loan (FO), Soil and Water Loan (SW),
.‘\‘g-rwmion Loan (RL), Emergency Loan
(EM), Economic Emergency Loan (EE),
Special Livestock Loan (SL), Economic
Opportunity Loan (EQ), and Rural
Housing Loan for farm service buildings
(RHF) accounts. This Subpart also
applies to Rural Rental Housing Loan
\KRH), Rural Cooperative Housing Loan
(RCH), Labor Housing Loan (LH), Rural

Housing Site Loan (RHS), and Site
Option Loan (SO) accounts not covered
under the Predetermined Amortization
Schedule System (PASS). Loans on
PASS will be administered under
Subpart K of Part 1951 of this chapter.
Cases involving unauthorized assistance
will be serviced under Subparts L and N
of this Part. Cases involving graduation
of borrowers to other sources of credit
will be serviced under Subpart F of this
Part.

§1951.2 Policy.

Barrowers are expected to pay their
debts to the Farmers Home
Administration (FmHA) in accordance
with their agreements and ability to pay.
They will be encouraged to pay ahead of
schedule, consistent with sound
financial management. When borrowers
have acted in good faith and have
exercised due diligence in an effort to
pay their indebtedness but cannot pay
on schedule because of circumstances
beyond their control, servicing actions
will be consistent with the best interests
of the borrower and the Government. It
is the policy of this agency (o service
borrower loan account without regard to
race, color, religion, sex, marital status,
national origin, age, physical or mental
handicap (borrower must possess the
capacity to enter into a legal contract for
services).

§ 1951.3 Authorities and responsibilities.

County Supervisors and District
Directors are responsible for servicing
all FmHA accounts serviced by the
County and District Offices as
prescribed by this subpart under the
general guidance and supervision of
District Directors and State Office
personnel. Full use will be made of the
County Office Management System in
account servicing. For the purposes of
this Subpart, all references to *County
Supervisor" shall be construed to mean
“District Director” for all loans serviced
by the District Office.

§1951.4-1951.5 [Reserved]

§1951.6 Handling payments.

(a) Payments on Rural Housing (RH)
loans. Payments on RH loans will be
handled in accordance with Subparts B
and G of this Part.

(b) Payments for other than RH, FO
and SW loans. These payments will be
handled in accordance with Part 1951,
Subpart B.

(c) Payments for FO and SW loans.

(1) Payments made through the
County Office without direct payment
cards for FO and SW loans will be
handled in accordance with Part 1951,
Subpart B.

(2) Payments for FO and SW loans
made through the County Office with
direct payment cards will be handled as
follows:

(i) County Supervisors may put FO
and SW borrowers on direct payment
cards systems if the borrower only
needs limited credit counseling or only
makes one annual installment payment
per year on the loan,

(ii) For new loans, the County
Supervisor will indicate by checking the
appropriate block on Form FmHA 1840
1, “Request for Obligation of Funds,”
that for selected borrowers direct
payment cards are to be mailed to the
County Office.

{iii) An existing loan borrower may be
put on or taken off this direct payment
card system by filling out Form FmHA
451-34, “Direct Payment Plan Change,"”
in accordance with the Forms Manual
Insert (FMI) and mailing it to the
Finance Office.

(iv) Payments must be made by check
or money order payable to the Farmers
Home Administration. The check or
money order with the appropriate
payment card should be placed in the
direct payment envelope and forwarded
directly lo the Finance Office with any
other items being mailed that day.

(v) The Finance Office, upon receipt of
the payment card and check or money
order, will credit the borrower’s account
with payment as of the date the
payment is received in the Finance
Office.

{vi) When the Finance Office receives
payment card number 10, @ new supply
of cards will be mailed to the County
Office. All 12 payment cards should be
used before using the new supply.

(3) Direct payment for FO and SW
loans mailed directly to the Finance
Office by the borrower are handled as
follows:

(i) The County Supervisor will select
the FO and SW borrowers who, in the
Supervisor's opinion, are capable of
making direct payments to the Financing
Office. The County Supervisor will not
select borrowers who (A) will need
frequent credit counseling, (B) because
of the lack of education or other
reasons, are not capable of assuming
responsibility for making payments
directly to the Finance Office, or (C)
have payments directly assigned to
FmHA, such as milk assignments. The
fact that a borrower does not maintain a
checking account will not, however,
prevent selection for direct payments.

{ii) For new loans the County
Supervisor will indicate on Form FmHA
1940-1 the selected borrowers by
checking the appropriate box. The
payment card packet will be forwarded
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to the County Office at the time the loan
is obligated. It will be delivered to the
borrower at loan closing, at which time
the use of the payment cards will be
explained to the borrower.

(iii) For Assumption Agreements, the
packet will be mailed to the borrower at
the time the Assumption Agreement is
processed in the Finance Office.

{iv) The payment cards and pre-
addressed envelopes, together with
instructions on how to use the cards and
a record keeping card, will be
assembled into an envelope in which the
borrower may retain the records. The
Form FmHA 370-45 "Direct Payment
Card," will be numbered 1-12, even
though the borrower may have less or
more than 12 payments scheduled
during the year.

(v} The Finance Office, upon receipt of
Form FmHA 370-45 and a check or
money order, will credit the borrower's
account with payment as of the date the
payment is received by the Finance
Office.

{vi) When the Finance Office receives
Form FmHA 370-45 for payment number
10, a new supply of Forms FmHA 370-45
will be prepared and mailed to the
borrower, All 12 copies of Form FmHA
370-45 should be used before vsing the
new supply.

(vii) If 2 borrower is on direct
payment and receives a subsequent FO
or SW loan, the Finance Office will send
a set of Forms FmHA 370-45 with “FO"
or "SW" in the loan number block. This
indicates the borrower has more than
one loan of the particular type. The
borrower will be instructed by the
County Office to send a Form FmHA
370-45 showing the amount and a check
or money order for the total payment.

(d) County Office handling of direct
payment accounts, Form FmHA 1805-1,
"Management System Card—
Individual” and Form FmHA 1805-5
"Management System Card-Individual
(Rural Housing only),” will be used in
the County Office Management System
Box. These forms and the transaction
records will be maintained as
prescribed in FmHA Instruction 1805-A
{available in any FmHA office). In
addition, an orange signal will be placed
to the left of Position A on Form FmHA
1905~1 to denote that the borrower is on
the direct payment system. If a borrower
fails to make payments as agreed, or
becomes delinguent in taxes or
insurance so that it is necessary for
FmHA to pay taxes or insurance by
voucher, the County Supervisor may
request the Finance Office to remove the
borrower from the direct payment
method. If this decision is made, the
County Supervisor will contact the
borrower and collect the remaining

supply of Forms FmHA 370-45 which
will be destroyed. The borrower will be
informed that payment after that date
should be made to the County Office. If
at a later date the borrower is making
payments on schedule, the County
Supervisor may request the Finance
Office to put the borrower back on the
direct payment method and provide a
new set of Forms FmHA 370-45. These
changes are made by filling out Form
FmHA 451-34 in accordance with the
FMI and mailing it to the Finance Office.

(e) Account servicing actions retained
by the County Office, For those
borrowers who make direct payments to
the Finance Office, the County
Supervisor will continue to bandle the
following servicing actions:

(1) Any regular payments a borrower
is o make prior to receiving the packet
of payment cards will be made through
the County Office in the usual manner.

{2) All payments other than regular
payments will be made through the
County Office in the usual manner.

(3) The County Supervisor will
counsel with borrowers concerning
questions they have about their account.
If assistance is needed, the County
Supervisor will contact the State or
Finance Office as appropriate.

(4) If an uncollectible item is received,
the Finance Office will reverse the
amount from the borrower’s account and
a new Form FmHA 45126, “Transaction
Record,"” reflecting the uncollectible
amount will be prepared. The Form
FmHA 451-28 will be mailed to the
County Office. The uncollectible item
with a tranemittal memorandum will be
sent to the County Office. The County
Office will return the uncollectible check
to the borrower after it is fully
redeemed. The borrower will make
payment by sending a new check and a
new payment card to the Finance Office.

(f) Borrowers receiving other type
loans. If a borrower is on direct payment
and subsequently receives another type
loan, the original loan may remain on
the direct payment system.

(8) Borrowers with RRH, RCH, or LH,
loans on a Predetermined Amortization
Schedule System [PASS). Loans or
PASS will be administered under
Subpart K of this part.

(b} Borrowers with RRH, RCH, LH,
RHS and SO loans administered under
this subpert. RRH, RCH, LH, RHS and
SO loans on a daily interest accrnal
system (DIAS) for applying payments
administered under this subpart are
subject to the direct billing and payment
requirements in § 1951.508 of Subpart k
of this part. All payments are due on the
first day of the months following the
date shown on the note,
except loans with principal and interest

bonds issued before May 1, 1885. All
payments are considered delinquent for
reporting purposes on the 15th day of
the month following the payment due
date if the unpaid portion of the
payment exceeds $15.00.

§ 1851.7 Accounts of borrowers

(a) Accounts of active borrowers. The
foundation for proper and timely debt
payment is sound farm and home
planning or budgeting, including plans
for debt payment, supplemented by
effective followup management
assistance, Account servicing, therefore,
must begin with initial planninf and
must be an integral part of analysis and
subsequent planning, as well as follow-
up management assistance.

(b) Accounts of collection-only
borrowers.

(1) Collecticn-only borrowers are
expected to pay debts to FmHA in
accordance with their ebility to pay.
Efforts to collect such debts, including
use of callection letters and account
servicing visits, must be coordinated
with other program activities. If these
borrowers are unable to pay in full,
appropriate debt settlement policies
should be promptly applied.

(2) Envelopes addressed to collection-
only borrowers will bear the legend "T00
NOT FORWARD." When an envelope is
returned indicating the borrower has
moved, appropriate steps will be taken
to determine the borrower’s correct
address.

(3) Regular County Office employees
are generally expected to service the
collection-only caseload when it is of
moderate size. State Directors may
assign additional employees to County
Offices having large collection-only
caseloads when necessary to service
such cases to a prompt conclugion. State
Directors may inform the Naticnal
Office of the need for employing special
collection personnel in urban areas
having large collection-only caseloads
when employees are not available to
assign to such areas.

_(4) The following actions will be taken
in servicing accounts owed by
collection-only borrowers:

(i) District Directors will review,
yearly, all collection-only cases in each
County Office with the County
Supervisor as early in each fiscal year
as possible. They will jointly agree on
the actions to take and will complete
Form FmHA 451-27, “Review of
Collection-Only Accounts.”

(ii) District Directors will establish
with County Supervisors a systematic
plan for collecting the accounts or
initiating eppropriate debt settlement
actions during the year.
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(i} County Supervisors will include in
their monthly celendars plans for
servicing these accounts.

(iv) On visits to County Offices,
District Directors will review the
progress being made by County
S.s;;erviisors to insure that goals will be
reache

(v) For collection-only accounts in
Distrigt Offices, the State Director will
review the accounts as required in
paragraphs (b)(4)(i) through {b)(4)(iv) of
this section and the District Director will
service the account.

(c) Notifying borrowers of payments.
County Supervisors will notify
borrowers of the dates and amounts of
payments that have been agreed on for
all types of accounts. Form FmHA 451-3,

Reminder of Payment to be Made,"” or
similar form approved by the State
Director, will be used. The form will not
contain any language indicating that an
account is delinquent. These notices will
be timed to reach borréwers
immediately before the receipt of the
income from which the payments should
be made or before the instaliment due
date on the note, as appropriate, and
may include other pertinent information
such as a reference to agreements
reached during the year and sources of
income from which the payment was
planned. Such notices need not be sent
when frequent payments are scheduled
and the borrower customarily makes the
payments when due.

(d) Subsequent servicing (1) When a
Farmer Program borrower fails to make
a payment as agreed, the County
Supervisor will notify the borrower in
accordance with § 1924.71(b) of Subpart
B of Part 1924 of this chapler.

(2] When a borrower other than a

Farmer Program borrower fails to make
a payment as agreed, the County
Supervisor will contact the borrower to
discuss the reasons why the payment
was not made and to develop specific
plans, for making the payment. Form
FmHA 451-32, “Notice of Payment Due,”
may be used to notify borrowers who
make payments directly to the Finance
Office that their payment has not been
:Htvn‘nd. Form FmHA 450-13, “Request
for Assignment of Income From Trust
Froperty,” may be used when other
methods of loan collection fail and debt
fepayment is-possible from trust income.
In the event the borrower refuses to

make the payment when income is
available, or if it is determined that
“come will not be available to make the
Payment within a reasonable length of
lime and will not be available to make
fluture payments, action will be taken to
Protect the Government's interest in
BCc?:dance with applicable regulations.
Followup actions of subsequent

servicing will be noted on appropriate
Management System Cards,

(e) Maintaining records of accounts in
County Offices. Records of the accounts
of FmHA borrowers will be maintained
in the County Office on Forms FmHA
1905-1, FmHA 1905-5, FmHA 1805-10,
"Management System Card-
Association,” as provided in FmHA
Instruction 1905-A (available in any
FmHA ofiice).

(f) Inquiry Station. The following
information concerning individual
borrower transactions can be obtained
from the Finance Office Inquiry Station
by County Offices:

(1) Unpaid balances on accounts
being transferred.

(2) Status on loan dockets submitted
for obligation.

(3) Status of loan checks not received
within two weeks of date requested.

(4) Unpaid palances for final
payments on all types of loans,

(5) Status of insured notes for loan
servicing. If a particular note is needed
but is not at the County Office, ask the
operalor to determine the note’s
location. It it is held by = private
investor, the Finance Office can arrange
for its repurchase.

(8) Help in problem cases when
information requests through regular
channels within the Finance Office have
not been responded to or the
information received was inaccurate.
DO NOT make initial contacts on such
cases through an inquiry station —go to
the appropriate unit of the Finance
Office. For the telephone number and
further information on use of the inquiry
station please consult the booklet
“Inquiry Station Helps County Offices
Get the Facts on Borrower Accounts.”

(g) Inquiry for Multiple Family
Housing (MFH) loans. Inquiry for all
RRH, RCH, LH, RHS and SO loans and
grants will be made through field
terminals using procedures in the “MFH
Users Procedures’ manual or by
oofra'acﬁng the MFH Unit in the Finance
Office.

§ 19518 Types of payments.

(a) Regular payments. Regular
payments are all payments other than
extra payments and refunds. Usually,
regular payments are derived from farm
income, as defined in § 1962.4 (j) of
Subpart A of Part 1962 fo this chapter.
Regular payments also include
payments derived from sources such as
Agricultural Stebilization and
Conservation Service payments (other
than those referred to in paragraph (b)
of this section), off-farm income,
inheritances, life insurance, and normal
income as defined in Subpart A of Part
1872 of this chapter (FmHA Instruction

465.1), including income from leases or
bonuses. Regular payments in the case
of a Section 502 RH loan to an applicant
involved in a mutua! self-help project
will include loan funds advanced for the
payment of any part of the first and
secand installments. All payments to the
Finance Office by direct payment
borrowers are considered regular
payments,

(b} Extra payments. Extra payments
are payments derived from:

(1) Sale of chattels other than chattels
which will be sold to produce farm
income or real estate security, including
rental or lease of real estate security of
a depreciating or depleting nature.

{2) Refinancing of the real estate debt.

(3) Mineral royalties.

(4) Cash procesds of real property
insurance as provided in Subpart A of
Part 1808 of this chapter (FmHA
Instruction 426.1).

(5) A sale of real estate not morigaged
to the Government, pursuant to a
condition of loan approval.

(8) Agricultural Conservation Program
payments as provided in Subpart A of
Part 1941 of this chapter.

(7) Transactions of a similar nature
which reduce the value of security other
than chattels which will be sold to
produce farm income.

(c) Refunds. Refunds are payments
derived from the return of unused loan
or grant funds, except that the term
“refunds" as used in Form 1940-17,
“Promissory Note,” will be construed to
mean the return of funds advanced for
capital goods, when a loan is made for

operating purposes.

§ 1951.9 Distribution of payments when a
borrower cwes more than one type of
FmHA loan.

"Distribution” means dividing a
payment into parts according to the rule
set out in this section.

(a) Distribution of regular payments.

(1) When a borrower owes more than
one type of FmHA loan, regular
payments received from each crop
year's income will be distributed in
accordance with the following priorities:

(i) First, to an amount equal to any
advances made by FmHA for the crop
year's living and operating expenses. If
no advances were made, distribute the
payment according to paragraph
(a)(1)(if) of this section. If the amount of
the payment was greater than the
amount of any advances, the excess
should be distributed according to
paragraph (a}(1)(ii) of this section.

(ii) Second, to FmHA loans in
propertion to the approximate amounts
due on each for the year. In determining
the amounts due for the year, deduct an
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amount equal to any advances for the
year’s living and operating expenses. If
the amount of the payment exceeds the
amount of any advances plus the
amount due on each loan for the year,
the excess should be distributed
according to paragraph (a){1)(iit) of this
section.

(iii) Third, to FmHA loans in
proportion to the delinquencies existing
on each. If the amount of the payment
exceeds the amount of any advances
plus the amount due on each loan for the
year plus any delinquencies, the excess
should be distributed according to
paragraph (a)(1)({iv) of this section.

(iv) Fourth, as advance payments on
FmHA loans. In making such
distribution consider the principal
balance outstanding on each loan, the
security position of the liens securing
each loan, the borrower's request, and
related circumstances,

(2) When the County Supervisor
determines it is reasonable to expect
that the income which will be available
for payment on FmHA debts will be
sufficient to pay the installments
scheduled for the year under the first
and second priorities, collections may
be distributed so as to avoid
unnecessary delinquencies, and regular
payments derived from rental or lease of
real estate security after approval of
foreclosure or voluntary conveyance
will be distributed to the real estate lien
of the highest prioritg.

(3) Payments will be distributed
differently than the priorities provided
in this section if accounts are out of
balance or a different distribution is
needed lo protect the government's
interest.

{(b) Distribution of extra payments.
Extra payments will be distributed first
to the FmHA loan having highest
priority ol lien on the security from
which the payment was derived. When
the payment is in excess of the unpaid
balance of the FmHA lien having the
highest priority, the balance of such
payment will be distributed to the
FmHA loan having the next highest
priority.

(c) Application of payments. After the
decision is reached as to the amount of
each payment that is to be distributed to
the different loan types, application of
the payment will be governed by
§§ 1951.10 or 1951.11 of this subpart as
appropriate.

§ 1951.10 Application of payments on
production type loan accounts.

Employees receiving payments on OL,
EO, SW coded "24," EM for Subtitle B
purposes, EE operating-type, and other
production-type loan accounts will
select, in accordance with the provisions

of this section, the account(s) to which
such payment will be applied. All
payvments on OL and EM loans
approved on or before December 31,
1871, will be be credited by the Finance
Office first to unpaid billed interest and
then to principal. All payments on all
other loans including OL and EM loans
approved after December 31, 1971, will
be credited first to a portion of interest
which accrues during the deferral period
and then to interest accrued to the date
of th(:dpaymem and then to principal, in
accordance with the terms of the note.

(a) Rules for selection of accounts.
The following rules will govern the
selection of accounts and installments to
which payments will be applied. As
used in this section, “recoverable costs”
are those which the loan agreement
documents say the borrower is primarily
responsible for paying and which the
government can charge to the
borrower's account.

(1) Payments from farm income or
from assignments of income will be
applied first to accounts with small
balances, including recoverable costs, to
remove such accounts from the records.
Any balance will be applied on debts
secured by the lien in the following
order;

(i) To amounts due or falling due on
loans made in connection with the
curren! year's operations, except:

(A) When funds loaned for the
purchase of capital goods were used to
meet the current year's operating
expenses, payments will be applied first
to the final unpaid instaliments to the
extent of the loan funds so used. These
payments will be treated as extra
payments.

(B) When installments on loans
previously made fall due before the
instaliment on the loan for the current
year's operations or when such loans
are delinquent and it is anticipated that
sufficient income will be received to
meet the instaliment on the current
year’s operations when due, collections
may be applied first to instaliments on
loans made in previous years.

(ii) To accounts having the oldest
delinquencies, or if no delinguencies, to
the oldest unpaid account, except that
the amount available for payment on OL
and EM loan accounts will be prorated
between the two accounts on the basis
of:

(A) The delinquent amount owed on
each, or

(B) The total amount owed on each if
there are no delinquencies.

(2) Non-farm income and payments
derived from the sale of real estate
security, will be applied to the earliest
account secured by the earliest lien
covering such security. The amount to

be applied to principal will be applied
the final unpaid installment(s).

(3) On partial refunds of loan
advances, the amount to be applied to
the principal will be applied to the final
unpaid installment on the note which
evidences such advance; however, a
refund of an advance for current farm
and home expenses repayable within
the year may be epplied to the principal.
on lie first unpaid installment on such
note as a regular payment.

(4) Total refunds of loan advances
will be applied to the notes which
evidence such advances.

(5) When nonfarm assets have been
sold, the payments will be applied as st
out in § 1845.156(b)(3) of Subpart D of
Part 1845 of this chapter if they were
sold as a condition for EM loan
assistance.

(6) In applying payments from sources
other than those in paragraphs (a)(2), (3]
and (4) of this section the borrower has
the right to select the loan account or
accounts on which such payments will
be applied. In the absence of the
borrower’s selection, such payments
generally will be applied [n the
following order:

(i) To accounts with small balances,
including recoverable costs.

{ii) To accounts with the oldest
unsecured note(s),

(iii) To accounts with the oldes!
delinquencies.

(iv) To accounts with the oldest
secured note or notes.

(7) Employees receiving collections
are avthorized to make exceptions (o
paragraphs {a){1), (2), and (6) of this
section when it is necessary to apply
part of a payment to delinguent
accounts to prevent the Pederal Statul2
of Limitations from being asserted as 8
defense in suits on FmHA claims.

(b) Payments in full. Errois of a
significant amount in computation ot
collection will be called to the attention
of the collection official by the Finance

_ Office. The borrower's note will not be

returned until the balance on the loan
account is paid in full. Claims by or on
behalf of the borrowers that the
amounts owed have been computed
incorrectly will be referred to the
Finance Office.

§1951.11 Application of payments on redf
estate accounts.

(a) Regular payments. If a borrower
owes more than one type of rea! estale
loan, or has received initial and
subsequent real estate loans on which
separate accounts are maintained,
payments on such accounts should b
applied so as to maintain the note
accounts approximately in balance 8!
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the end of the year with respect to
installments due on the notes, other
charges, and delinquencies.

(b) Refunds and extra payments. (1)
Refunds will be applied to the note
representing the loan from which the
advance was made.

(2) Extra payments will be applied to
the note secured by the earliest
morigage on the property from which the
extra payment was obtained.

(3) Funds remaining from an RH grant
or a combination loan and grant, after
completion of development, will be
refunded. If the borrower received a
combination loan and grant, the
remaining funds up to the amount of the
grant are considered to be grant funds,

(c) County Office actions. (1) The
collecting official will complete Form
FmHA 451-1, "Acknowledgment of Cash
Payment," in accordance with the FMI
when cash or money orders are received
43 8 payment.

(2) The collection official will
complete Form FmHA 451-2, “"Schedule
of Remittances,” in accordance with the
ML

(d) Finance Office handling. (1)

Regular payment will be handled as

follows,

[{) Amounts paid on direct loan
accounts will be credited ta the
borrower's account as of the date of
Form Fii{A 451-2 or for direct
payments the date payment is received
in the Finance Office, and will be
@ gpliod first to'a portion of any interest
which accrues during the deferral period
second to interest accrued to the date
received and third to principal, in
eccordance with the terms of the note.

(i) Amounts paid on insured loan
sccounts will be credited to the
borrower’s account as of the date of
Form FmHA 451-2 or for direct
payments the date payment is received
in the Finance Office, and will be
spplied in the following order:

_(A) Advances from the insurance
lunds as shown on the latest Form
FmHA 359-404, " Analysis of Accounts
2-1.:1!uri:'.g," (If the collection is intended
io {xrml payment of the loan, or to pay
te insurance account in connection
With an assumption agreement, the
tollection will be applied first to the
wlerest acorued on the advance to the
tale of the payment.)

(B] Principal advanced from the
Mmsurance fund.

(C) Unamortized costs.

(D} Amount due for amortized costs
o laxes and insurance.

(E) Unpaid loan insurance charges,
ncluding the current year's charge,
when applicable.

' ".H First to a portion of any interest
Which accrues during the deferral

period, second to accrued interest to the
date of the payment on the note account
and then to the principal balance of the
note account in accordance with the
terms of the note.

(2) Extra payments and refunds will
be credited to the berrower’s note
account as of the date of Form FmHA
451-2 and will be applied first to a
portion of any interest which acoures
during the deferral period. second to
interest accrued to the date of the
receipt and third to principal in
accordance with the terms of the note.
The amount to be applied to principal
will be applied to the final unpaid
installment(s). Extra payments and
refunds will not affect the schedule
status of a borrower except indirectly in
connection with the amortization of a
direct loan.

(3) The Finance Office will remit final
payments promptly to lenders. Other
collections (regular, extra, and refunds)
applied to a borrower’s insured note will
be accumulated until the annual
installment due date, and will be
remitted along with any advances from
the ingurance fund to the lender within
30 days after the installment due date.
All payments to a lender will be ;
crecfiled first to interest to the date of
the Treasury check and then to
principal. Since the application of a
payment to a borrower’s account with
the Government and the Government’s
account with a lender is of a different
effective date, the balance owed by a
borrower to the government and by the
Government to a lender ordinarily will
not be the same.

§1951.12 Changes in the application of
loan payments.

(a) Authority to change payments.
County Supervisors and Assistant
County Supervisors are hereby
authorized to approve requests for
changes in the application of payments
between loan accounts when payments
have been applied in error and such
reguests conform to the policies
expressed in this Subpart. However, no
change will be made if the payment
applied in error resulted in the payment
in full of any FmHA loan and the
canceled note or notes have been
returned to the borrower.

(b) Form FmHA 451-7, "Request for
Change in Application.” Requests for
changes in application of payments will
be made on Form FmHA 451-7. For
requests which County Supervisors or
Assistant County Supervisors are
authorized to approve, the County
Supervisor or Assistant County
Supervisor will sign the original of Form
FmHA 451-7 and forward it to the
Finance Office. The Finance Office will

send Form PmHA 451-26 to the County
Office when the change is made on
Finance Office records.

{c) Changes by the Finance Office in
application of remittances. (1) When
reapplication of collection is made by
the Finance Office Form FmHA 451-8,
“Journal Voucher for Loan Account
Adjustments,” will be prepared. Form
FmHA 451-26 will be forwarded to the
County Office to show the reapplication.

{2) When necessary, the Finance
Office will correct Form FmHA 451-2 as
prepared by the County Office.

§1951.13 Overpayments and refunds.

(a) The Finance Office will mail any
overpayment refund check to the County
Supervisor, who will verify that the
refund is due before delivering the
check,

(b) Borrower requests for
overpayment refunds must be in writing.
Borrowers will be discouraged from
requesting refunds when the County
Office records show that a refund is not
due, however, the County Supervisor
will forward any request to the Finance
Office. Finance Office computations will
control in determining the amount of
any refund.

{c) Underpayments or overpayments
of less than $10 will not be collected or
refunded (except as provided in
paragraph (b) of this section) since the
expense of processing the action would
be more than the amount involved.

§ 1951.14 Recoverable and
nonrecoverable cost charges.

(a) The County Supervisor will:

(1) Prepare vouchers for recoverable
and nonrecoverable cost charges
according to the applicable instruction
for the type of advance being made.
(“Recoverable costs" is defined in
§ 1951.10(a) of this subpart).

(2) If a recoverable cost, shiow on the
voucher the fund code to which the
advance is to be charged.

(3) If the cost item relates to security
for more than one type of account, show
the code for the loan secured by the
earliest promissory note (if lien secures
more than one note).

(b) The Finance Office will forward
Form FmHA 451-28, to the County
Office when the recoverable cost charge
is processed.

§ 1951.15 Return of paid-in-full or satisfied
notes to borrower.

(a) Notes not held in County Office.
When the original of the note is not held
in the County Office the Courty
Supervisor will request the Finance
Office to acquire and forward the note
to the County Office.
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(b) Return of notes after collection.
When a note {or loan-type account)
evidencing an OL, EM, EE, EO, special
livestock (SL), SW loan coded 24", or
other production-type loan has been
salisfied by payment in full, the County
Supervisor will examine the borrower's
records in the County Office and
determine that the account has been
satisfled before delivering the note to
the borrower (See § 1962.27 of Subpart
A of Part 1982 on the satisfaction of
chattel security instruments). The
note(s) will be returned to the borrower
immediately except that:

(1) When the final payment is made in
a form other than currency and coin,
Treasury check, cashier's check,
certified check, Postal or bank money
order, bank draft, or & check issued by a
responsible lending institution or a
responsible title insurance or title and
trust company, the note or notes will not
be surrendered until 30 days after the
date of final payment, and

2) When notes are needed in making
marginal releases or satisfactions or
security instruments, the notes will be
held until the instruments are satisfied.

(c) Surrender of notes to effect
collection. (1) County Supervisors are
authorized to surrender notes to
borrowers when final payment of the
amount due is made in the form of
currency and coin, Treasury check,
cashier's check, certified check, Postal
or bank money order, bank draft, ora
check issued by a responsible lending
Institution or a responsible title
ingurance or title trust company.

(2) The amount due on the note(s) to
be surrendered will be confirmed with
the Finance Office. County Supervisors
will request the original note(s) from the
Finance Office if it iz not in the County
Office.

(d) Return of notes reduced to
Jjudgment. Notes which have been
reduced to judgment are a part of the
court records and ordinarily cannot be
withdrawn and returned to the borrower
even after satisfaction of the judgment.
Therefore, no effort will be made to
oblain and return such notes except on
the written request of the judgment
debtor or debtor’s attorney. Such
requests will be referred to the Office of
the General Counsel (OGC).

(e) Debt settlement case. See Part 1864

of this chapter (FmHA Instruction 456.1)
for the handling of notes in debt
settlement cases.

(f) Lost notes, (1) All promissory notes
dated on or after 11-1-73 are held in the
County Office. A few notes (with the
exception of OL notes) are still held by
investors. If a note dated prior to 11-1-
73 cannot be located in the County
Office and it is needed for servicing the

case, the County Supervisor will write a
memorandum to the Finance Office
explaining why the note is needed. The
request should give the name and case
number of the borrower, date and
original amount of the loan, type of loan
and loan code.

(2) If a promissory note is lost in the
County Office and it is needed for
servicing a case, the State Direclor may
authorize the County Supervisor to
execute an appropriate affidavit
regarding the lost note. The form of such
an affidavit will be provided by OGC.

§ 1951.16 Other servicing actions on real
estate type loan accounts.

(a) Installment on note and other
charges.

(3) Direct loan accounts, For a
borrower with a direct loan, the term
“installation on note and other charges,"”
as used in this Subpart, will be the sum
of the following:

(i) Annual installment for the year as
provided in the promissory note(s).

(if) Any recoverable cost charges paid
for the borrower during the year,
("Recoverable costs" is defined in
§ 1951.10(a) of this Subpart.)

(2) Insured loan accounts. “Loan
insurance charge" means a separate
insurance charge applying to FO and
SW insured loans evidenced by
promissory note forms bearing a form
date before January 8, 1959, For all
insured loans evidenced by note forms
bearing a form date of January 8, 1959,
or later, the insurance charge is called
“annual charge" and is included in the
interest position of the annual
instaliment in the note. For a borrower
with an insured loan, the term
“Installment on note and other charge"
means the sum of the following:

(i) Annual installment for the year as
provided in the promissory note.

(i) Amounts owed the Agricultural
Credit Insurance Fund. These amounts
are covered by the general term
“Insurance Account” and consist of the
following:

(A) Unpaid loan insurance charges
from prior years.

(B) Loan insurance charge for the
current year. The loan insurance charge
is computed on the basis of the amount
of the unpaid principal obligation as of
the installment due date and is due and
payable on or before the next
instaliment due date.

(C) Any unpaid balance on advances
from the insurance fund, including any
recoverable cost charges paid for the
borrower during the year.

(D) Any accrued interest on advances
from the insurance fund.

{iii) The amounts owned on the
insurance account must be paid by

regular payments each year whether or
not the note account is ahead of
schedulg.

{b) Schedule status. For direct and
insured loans, a borrower will be on
schedule when the sum of regular
payments through the last preceding due
date of the note equals the sum of
installments on the note and other
charges due through the same date. Such
a borrower will be ahead of schedule or
behind schedule when the sum of such
regular payments is larger or smaller,
respectively, than the sum of such
installments on the note and other
charges.

(c) Recol estate payments. A borrawer
may make regular payments ahead of
schedule at any time and use them later
to forego payments or to supplement the
amount available during any year for
payment on the annual instaliment on
the note and other charges. Refunds and
extra payments will not be used in this
way.

§ 1951.17-1951.24 [Reserved]

§ 1851.25 Review of limited resource FO
and OL loans.

(a) Frequency of reviews. OL and FO
loans will be reviewed each year at the
time the analysis is conducted in
accordance with Subpart B of Part 1924
of this chapter and any time a servicing
action such as consolidation,
rescheduling, reamortization or deferral
is taken. The interest rate may not be
changed more often than quarterly.

(b) Method of review. (1) Each loan
will be considered on its own merit.

(2) The County Supervisor should
consider:

(i) The borrower's income and
repayment record during the preceding
years;

(ii) The projections shown on the most
recent Farm and Home Plan or other
similar plan or operation acceptable to
FmHA, in light of the previous year's
projected figures and actual figures: (5¢¢
Subpart B of Part 1924 of this chapter)

(iii) Whether improved production
practices have been or need to be
implemented;

(iv) The borrower’s progress as &
farmer; and

(v) All other factors which the County
Supervisor believes should be
considered,

(3) The Farm and Home Plan
projections for the coming year must
show that the “balance available to pa)
debts” exceeds the amount needed t0
pay debts by at least 10 percent befort
an increase in interest rate is put into
effect. Borrowers that continually
purchase unplanned items without the
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County Supervisor's approval will have
the interest rate on their loans increased
to the current rate for that loan type.
Borrowers that fail to provide the

County Supervisor with the information
needed to conduct the analysis required
in Subpart B of Part 1924 of this chapter
will have their interest rate on their loan
increased to the current rate for the OL
or FO loan as applicable. The rate may
increase in increments of whole

numbers to the current regular interest
rate for borrowers. In the borrower’s
case file, the County Supervisor must
document the unplanned purchases and
the failure to provide information in a
timely manner. The County Supervisor
must write the borrower a letter which
sets out the facts documented in the

case file and advises the borrower that
the interest rate will be increased unless
the unplanned purchases cease or unless
the borrower provides information in a
timely manner. Whenever it appears

that the borrower has a substantial
increase in income and repayment

ability or ceases farming, either the
interest rate may be increased to the
current rate for FO or LO loans, as
applicable, or the borrower will be
graduated from the program as provided
in Subpart F of this Part.

(4) The County Office will be
responsible for scheduling and
completing the reviews.

(5) Borrowers who have received a
deferral under § 1951.44 of this subpart
will not have the interest rate increased
on their limited resource loans during
the deferral period.

() Processing. (1) If, after the review,
the interest rate is to remain the same,
no further action needs to be taken. -

(2) If the interest rate is to be
increased, Form FmHA 1965-22,
‘Information on Assumption on New
lerms or Other Changes of Terms,” and
Form FmHA 1965-23, “Supplemental
Information on Assumption and/or
Change of Terms,” will be completed in
dccordance with the FMI and sent to the
Finance Office 30 days prior to the
effective date of the change. When the
inferest rate is increased to the current
rate, the loan will be recorded as a
regular loan and will no longer be
tonsidered a limited resource loan. The
borrower must be notified in writing at
least 30 days prior to the date of the
thange. Exhibit B of this subpart may be
used as a guide. This exhibit may be
oolained from any FmHA office. The
effective date of the change in interest
fale will be the effective date on the
Form FmHA 1965-22. The borrower
must be informed of the following for
each loan:

i} The authorization for the change,

(ii) Reason for change (repayment
ability, etc.)

(iii) The effective date and rate of the
increase in interest,

(iv) Amount of the new installments
and dates due,

(v) Right to appeal.

(3) It is not necessary to obtain a new
promissory note for this change in
interest rate,

§ 1951.26-1951.32 |[Reserved]

§ 1951.33 Consolidation and rescheduling
of OL, SL, and EO loans, EE operating-type
loans and EM loans made for Subtitle B
purposes.

All borrowers are expected to repay
their loans according to planned
repayment schedules. However,
circumstances may occur which will not
permit borrowers to pay as scheduled or
to refinance the loans. This section
explains how lo consolidate and
reschedule existing loans providing the
borrower agrees to such actions. Non
program loan debtors are not eligible to
receive any program benefits including
consolidation or rescheduling. See
§ 1872.20(b)(1) of Part 1872 of this
chapter (FmHA Instruction 465.1 XX B
1). (Revised)

(a) Definitions:

(1) Subtitle B purposes are the loan
purposes stated in § 1941.16 of Subpart
A of Part 1941 of this Chapter.

(2) EE operating-type loans are those
made for the purposes provided in
§ 1945.116(a) of Subpart C of Part 1945 of
this chapter.

(3) Reschedule means to rewrite the
rates and/or terms of OL, SL, EO loans,
EE operating-type loans or EM loans
made for Subtitle B purposes.

{4) Consolidate means to combine and
reschedule the rates and terms of two or
more of the same type OL or EO loans,
EE operating-type loans, or EM loans
made for Subtitle B purposes for other
than actual losses.

(b) General requirements, County
Supervisors are authorized to
consolidate and reschedule loans, When

- the County Supervisor determines that

consolidation or rescheduling will assist
in the orderly collection of the loan, the
County Supervisor should take such
action, provided:

(1) Such action is not taken to
circumvent FmHA's graduation
requirements;

{2} The borrower's account is not
being serviced by OGC or the U.S.
Attorney, and there are no plans to have
the account serviced by either of these
offices in the near future;

(3) The County Supervisor determines
that the borrower is making satisfactory
progress or will make satisfactory

progress with revised repayment terms;
and

(4) The borrower is cooperating in
servicing the account and is maintaining
the security.

(¢) Consolidation and/or rescheduling
of OL, SL, and EO loans, EE operating-
type loans and EM loans made for
Subtitle B purposes including EM loss
loans:

(1) Any loans secured by real estate
will not be consolidated or rescheduled,
unless the County Supervisor reviews
the Government's real estate lien
priority and value of security and
determines such an action will be in the
best interest of the Government and the
borrower. If there are any liens which
were not in existence at the time the
note was signed, the County Supervisor
should ask OGC for an opinion as to
what lien position the Government will
have if a new note is taken.

(2) Only loans of the same type and
with the same interest rate will be
consolidated.

(3) The amount of outstanding accrued
interest will be added to the principal at
the time of consolidation and
rescheduling (the date the note is
signed).

(4) Consolidated and rescheduled
loans will be repaid according to the
borrower's repayment ability, but never
in excess of fifteen years from the date
of the consolidation and/or
rescheduling, except:

(i) Loans solely for recreation and/or
nonfarm enterprise purposes may not
exceed seven years from the date of the
consolidation and/or rescheduling (the
date the note is signed).

(i) EE loans may not exceed 20 years
from the date of the original note.

(5) The interest rate for consolidated
and/or rescheduled loans will be the
current interest rate for that type of loan
(in the case of an OL-limited resource
loan it will be the limited resource OL
loan rate) or the original loan note rate
whichever is the lesser rate,

(6) At the time of the consolidation
and/or rescheduling OL loans may be
changed 1o a limited resource rate if the
borrower meets the requirements for the
limited resource interest rate.

(7) EM actual loss and SL loans will
not be consolidated,

(8) The County Supervisor will not
consolidate a loan serviced under
Subpart L of this part with another loan.

(9) Loans that have been deferred
under § 1951.44 of this subpart will not
be consolidated or rescheduled during
the deferral period. (Added)

(d) Processing. (1) Form FmHA 1940-
17 will be prepared for notes or
assumption agreements being
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congolidated or rescheduled in
accordance with the provisions of the
FML If the County Oifice does not have
possession of the original note or
assumption agreement, the County
Supervisor will ask the Finance Office to
return the original form so it is in the
County Office before Form FmHA 1940~
17 is processed. Forms FmHA 1965-22
and 1965-23 will be completed and sent
to the Finance Office in accordance with
the provisions of the FML

(2) The original and County Office
copy of all notes or nssumption
agreements that are consolidated or
rescheduled, will be stamped
"Consolidated”, or "Rescheduled™, as
appropriate, by the County Office. The
original instruments being consolidated
or rescheduled will be filed with the
borrower's new consolidated or
rescheduled note and a copy filed in the
borrower's case file. When the
consolidated or rescheduled note has
been paid in full or otherwise satisfied,
it and all other instruments will be
handled in accordance with the
provisions of § 1951.15 of this subpart.

(3) There is no limit on the number of
limes a Form FmHA 1940-17 can be
processed, providing the requirements
for consolidation or rescheduling are
met each time this form is processed.

§5 1951.34-1951.39 [Reserved]

§1951.40 Reamortization of FO, SW, RL,
HHF, EE or EM loans made for real estate
purposes,

All borrawers are expected to repay
their loans according to plannad
repayment schedules. However,
circumsiances may occur which will not
permit borrowers o pay as scheduled or
to refinance loans, This section explains
how the County Supervisor can
reamortize existing loans, Neoprogram
loan deblors are not eligible to receive
any program benefits including
reamortization. See § 1872.2{b](1) Part
1872 of this Chapter (FmHA Instruction
4651 XX B1).

(o) Defution. Reamortization means
lo rearrange the installments of a loan
which may include changing the interest
rate and terms of the loan:

(b) Reguirements. County Supervisors
are authorized to reamortize loans and
debts owed under assumption
agreements. When the County
Supervisor determines that
reamortization will assist in the orderly
collection of the loan. the County
Supervisor should take such action,
provided:

{1} Such action is not taken to
circumvent FmHA's graduation
requirements;

(2) The borrower’s account is not
being serviced by OGC or the U.S.
Attorney, and there are no plans to have
the account serviced by either of these
offices in the near future;

(3) The County Superviser determines
that the borrower is making satisfactory
progress or will make satisfactory
progress with revised repayment terms;
and

(¢) The borrower is cooperating in
servicing the account and is maintaining
the security.

(c) Terms. (1} Reamortized
installments usvally will be scheduled
for repayment within the remaining
period of the note or assumption
agreement being reamortized. If any
repayment is extended, the new
repayment period may not exceed 40
years from the date of the original note
or assumption agreement or the useful
life of the security, whichever is less,
except RHF loans may not exceed 33
years from the date of the original note
or assumption agreement.

(2) The FmHA's lien priority may be
affected if the final due date of the
original loan is changed. A State
supplement will be issued to provide
instructions on the effect a change in
due date has on security instruments
and the action necessary to retain the
Government’s lien priority. The State .
supplement will also include
instructions in releasing the original
security instrument when a new one is
cbtained.

(2) The amount of interest accrued at
the time of reamortization will be added
to the principal at the time of
reamortization (the date the note is
gigned). If there are no deferred
installments, the first instzliment under
the reamortization will be at least equal
to the interest which will accrue on the
new principal between the date of Form
FmHA 1940-17 and the next January 1.

(4) Loans that have been deferred
under § 1951.49 of this subpart will not
be reamortized during the doferral
period.

(d) Interest. The interes! rate will be
the current interest rate in #ffect on the
date of reomortization (the date the nota
is signed), or the interast rate on the
original Promissory Note to be
reamortized, whichever is less. In the
case of a Hmited resource foan, it will be
the limited resource FO loan rate or the
original loan note rate, whichever is
less. At the time of the reamortization,
the loan may be changed to a limited
resource rate if the borrower meets the
requiremaents for a limited resource
interes! rate.

(#) Processing. A separate Form
FmHA 1940-17 will be used for each

note or assumption agreement being
reamortized.

(1) Form FmHA 1840-17 may be

rocessed provided the County Office

possession of the original note or

assumption agreement being
reamortized. If the County Office does
not have possession of the original nots
or assumption agreement, the County
Supervisor will ask the Finance Office to
return the original form so it is in the
County Office before Form FmHA 1940-
17 is processed.

(2} Form FmHA 1940-17 will be
completed, signed, and distributed as
provided in the FML

(3) Forms FmHA 1965-22 and 1965-23
will be completed, signed and
distributed as provided in the FML

(4) The original and County Office
copy of notes or assumption agreements
that are reamortized will be marked
"REAMORTIZED, (date]". The original
of the new Form FmHA 1840-17 will be
attached to the original of the note or
assumption agreement being
reamortized and filed in the promissory
note folder, A copy of each will be filed
in the borrower’s case file.

(5) There is no limit on the number of
times a Form FmHA 194017 can be
processed providing the requiremaents
for reamortization are met each time this
form is processed.

§ 1951.41 Special debt set-aside of 3
portion of the insured loan indebtednezs of
farmer program borrowers,

(&) Period of time available. The
suthorities contained in this seetion will
be available to financially stressed
FruHA farmer borrowers (OL
FO, EO, SW, EE, EM, RL (but not
association recreation loans) and/or
only those Roral Housing (RH) Joans
which were made for farm service
buildings) until September 30, 1065,
unless extended by the Administrz!or.

(b) Notice to borrowers, Borrowers
who received a Pretermination Notice
but who had not been sent an
acceleration notice by close of business
October 18, 1824, will be sent Exhibit G
with Exhibit C-1 favailable in any
FmHA office). County Supervisors ure 0
send Exhibit C-1 favailable in any
FmHA office) of this Subpart (o all
farmer program borrowers with the
following exceptions:

(1) Borrowers whose accounts hav
been accelerated prior to close of
busineas Octlober 19, 1984,

{2) Borrowers who have been
convicted (criminally) in a court of law
of converting FmHA segurity.

(3} Borrowers who have been
determined able to graduate to other
sourees of credit and hayve been
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requested to do so. If it is later
determined that a borrower cannot
graduate to other credit, the borrower
will then be sent Exhibit C-1 (available
in any FmHA office).

(4) Borrowers who owe only loans
which were assumed on ineligible rates
and terms, acquired by a credit sale,
and/or any Other Real Estate (ORE)
loan.

(5) Borrowers who are currently under
the jurisdiction of a bankruptcy court.

(6) Borrowers whose files are in the
OGC or U.S. Attorney's Office for legal
action. If the file is later returned to
FmHA without any legal action being
taken, the borrower will be sent Exhibit
C-1 (available in any FmHA office).

(7) Borrowers who were not indebted
to FmHA on September 18, 1984,

(8) Borrowers who have voluntarily
conveyed and the deed has been
recorded.

Farmer Programs borrowers who are
sen! Exhibit C-1 (available in any
FmHA office), must, within 30 days after
receiving said Exhibit, request an
eppointment with the County
Supervisor. Any borrower not
requesting an appointment will not be
considered for the set-aside program.
This will not be appealable. County
Supervisors, upon receiving a request for
an appointment, will send Exhibit C-2
(available in any FmHA office} of this
subpart to the borrower, setting up an
appointment to discuss the set-aside
program.

(c) Definitions. {1) Special debt set-
aside used in this section means
postponing payment of a portion of a
borrower’s insured farm loan
indebtedness to FmHA, not to exceed 25
percent of the total unpaid principal and
imlerest owed or $200,000, whichever is
less, for a period of § years at zero
percent rate of interest, Set-aside will
not be considered for any debt not owed
1o FmHA on September 18, 1984.

(2) Typical year plan as used in this
stction means a farm budget which
accurately reflects the borrower's
Planned cash flow and use of assets
during the set-aside period.

(i) Production records used in the
Preparation of a typical year plan will
be as set forth in § 1845.163(a)(1) of Part
1945, Subpart D of this Chapter.
[Emergency Loan Program regulations).
Verification by ASCS is not required.

(ii) Unit prices used in preparation of -
#lypical year plan will be established
by the State Director and issued as a
5‘1*0 supplement. The State Director
Will consult with other USDA agencies
ind agricultural lenders in the State
before establishing commodity prices.

ate Directors and Farmer Program

hiefs in adjoining States should consult

with each other before releasing their
established commodity price list. A
typical year price list will usually be in
addition to the price list prepared for
annual planning purposes.

(3) Cash flow projection for the
purpose of this section is a listing on a
monthly, quarterly, semi-annual or
annual basis, of all anticipated cash
inflows, and all anticipated cash
outflows both farm and non-farm for the
typical year.

(4) Positive cash flow projection used
in this section means that the Farm and
Home Plan for the typical year shows a
balance available (line 16 in Table J) of
at least 110 percent of the amount
needed to pay all the year's debts due

including tax liability shown on Table K.

For borrowers using the Coordinated
Financial Statement for Agriculture
(CFSA), Form FmHA 1930-2, "Cash
Flow Statement,"” balance available (the
total of lines 16, 52, and 54 less the total
of lines 36 thru 47 except 46) will be at
least 110 percent of debt repayment
(lines 48, 48, 49, 55 and 56.)

(d) General requirements, County
Supervisors are authorized to approve
the special set-asides, provided the
following requirements are met.

{1) The County Supervisor must
determine that a positive cash flow
projection is not possible without
servicing action. The County Supervisor
must then calculate the borrower’s cash
flow projection, using the rescheduling
reamortization authorities set out in
§ 1951.33 and § 1851.40 of this Subpart.
Next, the County Supervisor will
calculate the borrower’'s cash flow
projection, using rescheduling and
reamortization at the limited resource
rate, if the borrower is eligible for the
limited resource rate. Not all borrowers
are eligible for limited resource rates. If
a positive cash flow projection can be
achieved By using the rescheduling and
reamortization authorities, the
borrower’s account will be rescheduled
or reamortized (including at the limited
resource rate, if eligible) but the
borrower will not receive a special set-
aside: The County Supervisor must
thoroughly document the steps taken to
develop these cash flow projections and
must place this documentation in the
borrower's case file. Limited Resource
rates must be considered, if the
borrower is eligible, in determining
whether a positive cash flow can be
achieved. If a positive cash flow
projection is possible, the borrower is
not eligible for a special set-aside. The
borrowers will be given an opportunity
to appeal, as provided in Subpart B of
Part 1900 of this Chapter.

(2) The County Supervisor must
determine whether the borrower owns

any assets which do not contribute to
essential family living expenses or to the
maintenance of a sound farming
operation. The County Supervisor must
determine whether the borrower could
sell those assets and, if so, for how
much. The County Supervisor will then
prepare new cash flow projections
which take into account the sale of these
assets. If a positive cash flow projection
can be achieved, the borrower is not
eligible for a special set-aside. The
borrower will be given an opportunity to
appeal, as provided in Subpart B of Part
1900 of this chapter.

(3) The County Supervisor will take
the balance available shown on the cash
flow projections and will subtract the
amount needed to pay all the years'
debts including tax liability, except the
payment due on the FmHA debt. The
result is the amount available to be paid
on the FmHA debt. The County
Supervisor will then determine how
much of a borrower’s total FmHA debt
{principal plus-interest on all loans)
would have to be set-aside in order for
the borrower’s operation to have a
positive cash flow projections during the
next 5 years, with the borrower paying
whatever the cash flow projections
show is the amount available on the
FmHA debt. Only as much of the FmHA
debt will be set-aside as is needed to
create a positive cash flow projection
within the next 5 years. In no case will
this reduction exceed $200,000 or 25
percent, whichever is less, of the
borrower’s total FmHA debt.

If a borrower has more than one
FmHA loan, the loan with the highest
interest rate after rescheduling will be
considered for set-aside first. When
loan(s) with less than the highest
interest rate are set aside, therebu
causing a higher interest rate loan(s) to
be excluded from the set-aside, the
County Supervisor must document in the
case file the reason for taking such
action.

(4) If a positive cash flow projection
cannot be achieved with the maximum
(25 percent or $200,000, whichever is
less) special set-aside, the County
Supervisor will assist the borrower in
asking other creditors to voluntarily
adjust their debts, as authorized in
Subpart A of Part 1903 of this Chapter. If
other creditors adjust their debts and a
special set-aside of the FmHA debt will
result in a positive cash flow projection,
a special set-aside may be approved.

(5) If a positive cash flow projection
during the next § years cannot be
achieved, even with other creditors
voluntarily adjusting their debts and
with the maximum special set-aside (25
percent of the total FmHA debt or
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$200,000, whichever is less), no portion
of the debt will be set-aside. The
borrower will be given an opportunity to
appeal, as provided in Subpart B of Part
1900 of this chapter.

(6) In order for a borrower to receive a
set-aside, the typical year plan must
show that a positive cash flow can be
expected during the set-aside period and
that the borrower will be able to begin
making payments on the set-aside
portion of the debt at the end of the §
year sel-aside period. Also, the County
Committee must certify on Form FmHA
440-2, "County Committee Certification
or Recommendation,” that the borrower
meets all of the following requirements:

(i) Has acted in good faith by
demonstrating sincerity and honesty in
meceling agreements and promises made
with FmHA;

(it} Has been able to pay their
accounts as scheduled due to:

(A) Reduction in essential farm
income and/or from a nonfarm job due
to unemployment or underemployment
of the borrower-operator or spouse
caused by circumstances heyond the
barrower’s controk; or

(B} Reduction in income due to illness,
injury or death of an individual
borrower, or stockholder, member or
partners who operates the farm; or

{C) Reduction in income due to
natural disasters, an outbreak of
uncontrollable disease, and/or
uncontrollable insect damage which
caused severe loss of agricuitural
production that reduced the repayment
ability of the borrower to the degree that
scheduled payments cannot be made.

(iii} Has applied the improvements
and key practices spelled out in Item D
of the Farm and Hoine Plan or identified
in the CFSA’s cash flow schedules.

(iv) Has properly maintained chattel
and real estate security and properly
accounted for the sale of security,
including crops, livestock and livestock
production.

{7) Ii the County Committee does not
make this certification, the barrower
will be given an apportunity to appeal
ag provided in Subpart B or Part 1900 of
this Chapter.

(8} The best lien obtainable will be
tuken on all assets except for household
goods and personal avtomobiles needed
for family living. Also, principal partners
and stockholders will have to sign the
new note &8s individuals. Borrowers who
refuse to comply with these
requirements will not be given a special
set-aside and this denial is not
appealable.

(9) Special set-asides of more than
$100,000 will be reviewed by the District
Director, who will note his/her
recommendation in the file.

(10) A borrower will be given only one
special set-aside. A borrower who
receives a special set-aside of less than
the maximum will not be able to obtain
a larger amount of set-aside at a later
date unless original calculations were in
erTor.

(11) Exhibit F (available in any FmHA
office) of this Subpart will be completed
when a set-aside is approved.

(e} Processing. (1) Borrowers who are
eligible for a special set-aside will have
their loans rescheduled or reamortized
in accordance with § 1851.33 and
§ 1951.40 of this Subpart, except that the
original note(s) will be marked
“Reamortized with Set-Aside" or
“Rescheduled with Set-Aside.” If the
borrower is eligible, the loan will be
rescheduled or reamortized at the
limited resource interest rate. The
County Supervisar will contact the
Finance Office to find out the amount of
interest and principal owed on the date
of approval of the special set-aside. All
loan servicing actions approved in
connection with the debt set-aside must
be dated the same date. See Exhibit D of
this subpart for example(s} of a FO and
Limited Resource OL with set-aside.

(2) Form FmHA 440-2 will contain the
following statement: “The borrower
meets the criteria for obtaining a special

- get-aside." The list of criteria found in

§ 1951.41{d)(6) will either be written on
or attached to Form PmHA 440-2.

(3) The date of approval is when the 5
year set-aside period begins. The date of
approvel is also the date that will be
inserted on the rescheduled or
reamortized Form FmHA 1840-17,
"Promissory Note" and on Form PmHA
;‘1951-& “Borrower Account Description

8&'0

{4) The County Supervisor will send
the Finance Office Form FmHA 1951-8
prepared according to the FML

(5) The County Supervisor will record
and maintain a record of approved
special set-asides. in accordance with
FmHA Instruction 1905-A, available in
any PmHA office.

() Finance Office Actions. (1) The
Finance Office will establish the set-
aside portion of the debt as a separate
accounl, in accordance with Form
FmHA 1951-8.

(2) The Finance Office will remove the
borrower's name from its delinguency
report.

(3) The Finance Office will provide
the County Office with a quarterly
status report for each borrower
receiving a set-aside.

(4) Six months prior to the end of the
set-aside period, the Finance Office will
notify the County Supervisor of the
amount and dalte of the upcoming
borrower’s installment(s) due.

(5) The interest rate on the set-aside
portion of the note, after the set-aside
period will be the same on the non-get-
aside portion.

(g) Cancellation of special set-aside.
(1) Borrowers who incur debt or
purchase items not planned for in the
farm budget without the County
Supervisor's approval, violate any of the
coveneants contained in any security
instruments, loan agreements of cease
farming will have their set-aside
cancelled by the County Supervisar.

(2) The County Supervisor will give
notice to the borrower of FmHA's
intention ta cancel the set-aside, setting
forth the specific facts requiring
cancellation end inform the borrower of
appeal rights. Exhibit B-1 and B-2 of
Part 1900 of Subpart B of this chapter
will be used. If the borrower does not
appeal or if the decision to cancel is
upheld in an appesl, the borrower will
be notified in writing of cancellation of
the set-aside. The actual cancellation ia
not appesalable,

(3) The County Office will be
responsible for notifying the Finance
Office of the cancellation using a
properly executed Form FmHA 1951-8
prepared according to the FML

(h) Servicing. (1) Notes which are
rescheduled and set-aside in accordance
with this section will not be
consolidated during the set-aside period.

(2) Notes which are rescheduled and
not set-asids in accordance with this
section may be rescheduled or
reamortized in accordance with
§§ 1951.33 and 195140, of this subpart
during the set-aside period. The
rescheduling or reamortization may be
at the Limited Resource rate, The set-
aside will stay in effect. but will not be
increased or extended beyond the
original five year term. The County
Office will forward to the Finance Office
Form FmHA 1951-4 any time the interest
rate is changed on a note during the set-
aside period. The top of the form will be
marked “Interest Change in Set-Aside”
in red.

(i) Deficiency Judgments. (1) Interest
will begin to accrue (at the higher of the
rate or the judgment rate) on the se!-
aside portion if FmHA receives a
deficiency judgment.

$§ 1951.42-1951.43 [Reserved)

§ 195144 Deferral of existing OL, FO, SW.
RL, EM, EO, SL, RHF and EE loans.

All borrowers are expected to repay
their loans according to planned
repayment schedules. However,
borrowers may request a deferral at the
FmHA County Office when
circumstances occur which will not
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permit borrowers to pay s scheduled.
Lran deferrals will be considered by
FmiA only after it has been determined
that consolidation, rescheduling,
reamortization or debt set-aside, if
available, in accordance with this
subpart will not provide the cash flow
necded to service the debl, operate the

(a) Definitions.
1) Cash flow prajection for the
purpose of this section is a listing on a
monthly, quarterly semi-annual er
annual basis, of all anticipated cash
inflows, and all anticipated cash
outflows—both farm and non-farm for
the typical year. )

(2) Loan Deferrak: An spproved delay
in meking regularly scheduled
payments,

(3) Undaly impaired standard of
living: A condition whereby the
borrower, due to circamstances beyond
the borrower's control, is unable to pay
eseential femily living expenses
[partnerships, corporations and
cooperatives do not have family living
expenses), pay normal farm operating
expenses, incleding reasonable and
customary hired labor and/or salary
paid to the operator(s) of a partnership,
corporation or coopearative, maintain
essential chattels and real estate, and
rdnel:t the scheduled payments of all

edls,

(b} Canditions. In order to be
considered for a deferral, the borrower
must meet all of the following
tondifions:

(1) The reasons for needing the
deferral are due to circumstances which
are beyond the borrower's control.
Circumstances beyond a borrower's
tantrol are limited to one of the
llowing:

[i) A reduction of income which
reduces the operation's cash flow to a
point where outflows exceed inflows
ind which causes the need for a
deferral. All other debt restructuring
tlemnatives such as consolidation,
rescheduling, reamortization or debt set-
wide, if available, of any existing
loan(s} must have been considersd. A
eduction of income does not by itself
Béan that the borrower is eligible for a
Geferal. A reduction in income due to
“adequate or poor financial
Denagement decisions, such as untimely
marketing practices, is not an
*ff’-'x?idble reason for & deferral since
h“e borrower had control over the
Hluation, Acceptable reasons for
*duction of income which could make a
"rower eligible for a deferral include:

_|A) The reduction in essential income

& non-farm job due lo
\employment or underemployment of

“ borrower-operator or spouse caused

farm and provide family living expenses.
|

by circumstances beyond the borcower's
control; or

(B) lliness, injury or death of an
individual borrower, stockholder,
member or partner wha aperuted the
farm; or

(C) Natural disasters, an cutbreak of
uncontroliable disease, and/or
uncontrollable insect demage which
caused severe loss of agricultural
production that reduced the repayment
ability of the borrower so that scheduled
payments cannol be made; or

(D) Economic factors that are
widespread and not limited to an
individual case, such as high interest
rates or low market prices for
agricultural commodities as compared to
production costs, that reduce the
repayment ability of the borrower so
that the scheduled payments cannot be
made.

(ii) Unplanned, but essential, farm
expenses and/or, in the case of
individusl borrowers, essentisl family
living expenses, Unplanned expenses
are those which were not listed in the
most current farm plan of operation and
can be paid from the authorized sale of
chattel security. Proceeds for such sales
can be used for unplanned purposes
only if FmHA releases such proceeds in
accordance with Subpart A of Part 1962
of this chapter governing disposition of
chattel security. These unplanned
expenses may result from:

(A) Accidenl, death, iliness or injury
to an individual barrower or dependent
member of the borrower's family
(stockholders, members or partners of
an entity borrower are excluded except
when that stockholder member or
partner is the manager of the farming
operation); or

(B) Cost of repair of vninsured
damage to the security (crops are
excluded), provided the loss occurred
because adequate insurance coverage
was not available.

(2) The need for the deferral must be
temporary. To be "temporary” means
that the borrower will be able ta show
to the satisfaction of FmHA that the
debt will be paid current by the end of
the deferral period or that the now
payments, as established by using the
servicing alternatives of consolidation,
rescheduling or reamortization, can be
resumed at the end of the delerral
period.

(3) Continuing lo make the loan
payments as presently scheduled
without change will unduly impair the
borrower's standard of living.

(4) The borrower must attend a
conlcrence with the County Supervisor.
At the conference the borrower must
provide sufficient financial and
production records and cash flow

projections to allow FrHA to make a
decision on the request for a deferral.

[5) The borrower must have attempted
voluntary debt adjustment and/or
rescheduling of payments with other
cieditors in accordance with Subpart A
of Part 1903 of this chapter.

(c) FmHA's determinations. The
FmHA official must determine that the
borrower:

(1) Acted in good faith in trying o
meet agreements with FmHA and made
an honest effort to pay but cannot due o
reasons beyond the borrower's control;

(2) Requested a deferral of payments
and appropriately documented the
conditions ceusing the unduly impaired
standard of living;

(3) Before experiencing the hardship,
had paid, when dus, cll real estate taxes
and properly insurance premiums, and
otherwise has complies with the other
conditions of the loan documen's;

(4) Will be able to make scheduled
payments after the deferral and plans to
continue to operate the farm;

(5) Applied recommended and
recognized successful production and
financial management practices;

(6) Properiy maintained and
accounted for securily:

(7) Has disposed of all nonessential
assets in accordance with agreements
made with FmHA, and applied the
proceeds to the FmHA loan account{s)
or paid other creditors in accordance
with lien priorities or other approved
agreenments;

(8) Demonstrated by a realistic farm
plan of operation, cash flow or other
financial projections acceptable to
FmHA that during the deferral period,
the borrower can at leas! pay essential
family living and/or furm operating
expenses (for partnerships, corporations
and cooperatives living expenses are
excluded), repay any loans made during
the deferral period for operating and
family living expenses, meet all
installments owed other creditors, and
FmHA loans not deferred.

(d) Borrower's financiol end
production history. The showing under
paragraph (b) of this section and the
determination under paragraph {¢) of
this section will be hased on:

(1) The borrower's financial and
production history as reflected by the
FmHA case file;

(2) A farm plan of operation, or
similar financial and operating
documents acceptable to FmFA, which
details the borrowet’s actual current
financia! situation and the productive
capacity of the farming or ranching
operation:

{3) Additional farm plan(s) of
operation, or similar financial and
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operating documents acceptable to
FmHA which detail realistic projections
of the farming or ranching operation
after the temporary situation is
alleviated;

(4) Other information as needed by
FmHA such as financial or production
records, copies of leases, marketing
plans, agreements with other
lienholders, etc.; and .

(5) Other information the borrower
presents at the conference with the
County Supervisor,

(e) Loans.to be deferred, It may not be
necessary to defer all the borrower's
loans. Deferrals will only be approved
for a sufficient number of loans which
will provide a cash flow needed under
this section.

(f) Additional and subsequent
deferrals. (1) If, during the period of the
initial deferral, the borrower is unable to
make the scheduled payments and
meels the conditions for an initial
deferral, other loans may be deferred.
However, the deferral period for such
other loans will not extend beyond the
expiration date of the initial deferral.

(2) Borrowers may request and have
subsequent deferrals approved on a
loan(s) provided the conditions of this
section are met and at least two years
have lapsed from the date of expiration
of prior deferrals unless prior
concurrence of the State Direclor is
obtained,

(g) Special debt set-aside loans. If a
borrower has requested a deferral for a
loan that has a portion of the debt set-
aside under § 1951.41 of this subpart the
set-aside will be canceled at the time
the deferral is granted. The borrower
meay retain the set-aside loan and
request a deferral on other loans. A
borrower who requests a deferral of a
set-aside loan must agree in writing to
the cancellation of the set-aside,

th) Approval authority. County
Supervisors are authorized to approve
or disapprove requests for deferrals of
loan payments after consideration of all
of the items in this section. A request
will be denied if the borrower{s) failed
to attend the required conference
without good reason and/or does not
provide the required information within
30 calendar days from date of request.
This denial will not be appealable.

(i) Term and interest rate. A deferral
will be for five (5) annual installments
excep! for additional deferrals as
provided for in subsection (f) of this
section, Interest that accrues during the
deferral period will not bear interest
during the remaining term of the loan,
However, interest will begin to accrue
{at the higher of the note rate or the
judgment rate) on the accrued interest if
FmHA receives a deficiency judgment.

(j) Processing. (1) If the deferral is
approved, all loans being deferred will
be rescheduled, reamortized or
consolidated as applicable. Interest that
has accrued will be added to the
principal as of the date the new note(s)
will be signed. All FmHA loans must be
current on or before the date the note is
signed except for vouchered recoverable
cost items that cannot be rescheduled.
All delinquent loans will be
rescheduled, reamortized, consolidated
or deferred as applicable to bring the
account current. The County Supervisor
will contact the Finance Office to find
out the amount of interest and principal
owed on the date the new note(s) will be
signed. This date will be the date of the
beginning period of the deferral. The
promissory note rescheduled,
reamortized or consolidated for the
deferral will show “zero" as the
installments due during the period of the
deferral. The County Supervisor will
determine the amount of interest that
will accrue during the deferral period.
This interest will be repaid in equal
amortized installments during the term
of the loan remaining after the deferral
period. This calculated installment will
be added to the calculated installment
for the remaining principal balance and
inserted on the promissory note as the
scheduled installment for the remaining
period of the loan. The FMI for Form
FmHA 1940-17 has examples (IV, V, and
X) which explain this. The Finance
Office will apply the payments made on
the note in accordance with this
subpart. The following addendum will
be typed, completed, signed by the
borrower and attached to the
promissory note:

Addendum For Deferred Interest

Addendum to promissory note dated
in the original amount of

$_____ at an annual interest rate of
— percent. This agreement amends
and attaches to the above note. §______
of each regular payment on the note will
be applied to the interest which accrued
during the deferral period. The
remainder of the regular payment will
be applied in accordance with 7 CFR
Part 1951, Subpart A. I (we) agree to sign
a supplementary payment agreement
and make additional payments if during
the deferral period we have a
substantial increase in income and
repayment ability.

Borrower

Borrower

The Finance Office will be notified of
the deferral by the County Office
sending Forms FmHA 1965-22, 1965-23,
and 1951-8 to the Finance Office. The

borrower will be notified by letter, The
Finance Office will remove the
borrower's name from the delinquency
report and will set up a subaccount for
interest that accrues during the deferral
period.

(2) If a deferral is approved, the
borrower's name and the date of
approval will be recorded and
maintained in accordance with Subpart
A of Part 1905 of this chapter. The
Finance Office will provide the County
Office with a quarterly status report for
each borrower receiving a deferral.

(3) If the request for a deferral is
denied, the borrower will be informed in
writing of the specific facts supporting
the denial and also will be notified of
the appeal rights in accordance with
Subpart B of Part 1800 of this chapter.

(4) Six months prior to the end of the
deferral period the County Supervisor
will notify the borrower in writing of the
expiration of the deferral and the
amount and date of the borrower's
upcoming installment on the FmHA
debt.

(5) The County Supervisor must notify
the Finance Office of any cancellation of
a deferral.

(k) Increase in repayment abilily. Al
the time the County Supervisor makes
the analysis required by Subpart B of
Part 1924 of this chapter, the County
Supervisor will determine whether the
borrower has had a substantial increase
in income and repayment ability. If an
increase is substantial enough to enable
the borrower to graduate, the case will
be handled in accordance with Subpart
F of Part 1951 of this chapter. If an
increase would enable the borrower to
make some payments during the deferral
period, the County Supervisor will ask
(in writing) the borrower to sigr a Form
FmHA 440-9, “Supplementary Paymen!
Agreement,” within 30 days of the date
of the written request. If the borrower
does not sign a Form FmHA 440-8
within the required time, the borrower’s
account will be liquidated in accordance
with Subpart A of Part 1962 or Subpart
A of Part 1872 of this chapter.

§ 1951.45-1951.50 [Reserved)

Attachments: Exhibits A, [Reserved). B,
C-1, C-2, D, E [Reserved], F, and G.

Note.—Exhibits C-1, C-2, D, F, and G do
not appear in the Code of Federal
Regulations.

Exhibit B to Subpart A—Notice of
Change in Interest Rate

(insert date)
Notice of Change in Interest Rate

{insert borrower's address)

2 R e .

-
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Dear (insert borrower’s name)

Your promissory note dated ___ for
the origing) amaount of dollars ($
| provides for & change in interest rate for a
imited resource loan in accordance with the
Farmers Home Administration regulations.

Effective (insert date) the interest rate on
tis loan will be ____ percent | %) on the
uspald principal balsnce. Your installment
due January 1,18, will be dollars
5 ). This change in interest rate is for
the reason indicated below.

O Increase in repayment ability as per
Ferm and Home Plan dated .

O (insert reasan if other than above for

icrease in interest rate).

You may appeal this action by writing to
(reuring officer) (address) within 30 calendar
d the date of this letter, giving the
reason why you believe this matter should be
decided differently. This time may be
extended if you cannat notify the hearing,

fficer within 30 days for reasons beyond
your control
Sincerely,
unty Supervisor

Subpart F—Ansiyzing Credit Needs
ind Graduation of Borrowers

45. In § 1951.252, paragraphs (a)
through (d) are redesignated as (b)
through (e} and & new paragraph (&) is
idded to read as follows:
11951252 Defintions.

\2) Farmer program loens means Farm

Ownership (FO} Operating (OL}, Soil
and Water (SW), Recreation (RL),
Emergency (EM). Economic Emergency
FE}, Economic Opportunity (EO}, and
Special Livestock (SL) Loans and/or
Rural Housing loans for farm service

buildings (RHF).

4. In § 1851.262 the introductory texis
of paragraphs (a) and (b) are revised
nlcli paragraph (c) is added to read as
Ollows:

11951.262  Action when borrower falls to
tooperate, respond and/or graduate.

: (@) When a borrower with other than
frmer program loans fails to:

(b) For borrowers with other than
lemer program loans, the official
tuthorized to approve foreclosure will
feview those cases submitted to his or
ber office and determine what action
wist be taken on the basis of the FmHA
lotes, security instruments, and/or
ans agreements signed by the
borower and the facts and
commendations provided by the
¥rvicing official.

(¢} When a farmer program loan
Jorower fails to provide information
lowing the receipt of both FmHA
Gaide Letters 1851-1 and 1951-2, or fails
 sraduate after receipt of both FmHA

Guide Letters 1851-5 and 1851-8, or
letters of similar format, the County
Supervisor will prepare the documents
required for OGC’s review listed in

§ 1951,265 of this subpart. The County
Supervisor will forward the case to the
District Office for the District Director's
concurrence for legal action to liquidate
the account. If the District Director
concurs with the decision of the County
Supervisor, the case will be forwarded

to OGC through the State Office for their

concurrence.

(1) If the District Director or the OGC
do not concur with the County
Supervisor's decision to take legal
action to liguidate the account, the
District Direclor after consuitation with
the Farmer Program Staff will return the
case o the County Supervisor with
appropriate instractions for the future
servicing of the case. The County
Supervigsor will notify the borrower of
the withdrawal of the request in
accordance with § 1951.261 of this
subpart.

{2) If the District Director and OGC
concur with the County Supervisor's
decision to take legal action to liguidate
the account, the case will be returned to
the County Supervisor. The County
Supervisor should use the appropriate
statement of Exhibit B-2 ta Subpart B of
Part 1900 of this chapter and use it to
notify the borrower of FmHA’s intent to
accelerate the account and to foreclose
for failure to graduate or failure to
provide requested information. Any
appeal will be conducted in accordance
with the regulations in the Subpart B of
Part 1900 of this chapter. If the borrower
does not appeal the notice of intent to
accelerate or if the adverse decision is
upheld, the County Supervisor will send
the case to the District Director for
acceleration of the account in
accordance with Subpart A of Part 1955
of this Chapter except that Form FmHA
1824-14, “"Notice—Farmer Program
Borrower Servicing Options Including
Deferrals and Borrower
Responsibilities," Form FmHA 1924-25,
“Notice of Intent to Take Adverse
Action,” and Form FmHA 1924-286,
“Borrower Acknowledgement of Notice
of Intent to Take Adverse Action,” will
not be used. Exhibit D of Subpart A of
Part 1855 (available in any FmHA office)
will be completed in accordance with
the FMI to delete the statement
regarding deferrals.

(3) i the borrower appeals the County
Supervisor's decision to accelerate and
liquidate the account and the decision is
reversed, the District Director after
consultation with the Farmer Program
Staff will provide the County Supervisor
appropriate instructions on the future
servicing of the case.

Subpart L—Servicing Cases Where
Unauthorized Loan or Other Financlal
Assistance was Recolved—Farmer
Programs

47. Subpart L is added o read as
follows:

Subpart L—-Servicing Cases Where

Unsuthortzed Loan or Cther Financial

Assistance Was Received—Farmer

Programs

Sec.

1851551 Purpose.

1951.552 Definitions

1951.553 Policy.

1951.584-1651.555 [Reserved)

1951.556 Initisl determination thet
upauthorized assistauce wes received.

1851,557 Notification lc borrower.

1951.558 Decision on servicing actions,

1951,550-1951.500 [Reserved]

1951.561 Servicing oplions in lieu of
liquidation or legal action.

1951,562-1851.587 [Reserved)

1851.568 Account adjustments and reporting
requirements.

1851.568 Exception authority.

1951,570-1951.509 |Reserved)

1851.600 OMB Control Number.

Note—Exhibits A, B, C and D available
from any FmHA office and do not appear in
the Code of Federal Regulationa.

Subpart L—Servicing Cases Where
Unauthorized Loan or Other Financial
Assistance Was Recelved—Farmer
Programs

§ 1851551 Purpose.

This Subpart prescribes the policies
and procedures for servicing insured
Operating (OL), Farm Ownership (FO),
Soil & Water ([SW), Recreation (RL),
Emergency (EM), Economic Emergency
(EE), Special Livestock [SL), and
Economic Opportunity (EO) loans, and
Rural Housing Loans for farm service
buildings (RHF) (referred to as farmer
program ({FP) loans) when it is
determined that the borrower was not
eligible for all or part of the financial
assistance received in the form of a loan
or subsidy granted. it does not apply to
guaranteed loans.

§ 1951.652 Definitions.

As used in this Subpart, the following
definitions apply:

(&) Active borrower. A borrower who
has an outstanding account in the
records of the Finance Office, including
collection-only or an unsatisfied account
balance where a voluntary conveyance
was accepted without borrower being
released from liability or where
liguidation did not satisfy the
indebtedness.

(b) Assistonce. Financial assistance in
the form of a loan or interest subsidy
received.




Federal Register / Vol. 50, No. 212 / Friday, November 1, 1985 / Rules and Regulations

45778

(c) Debt instrument, Used as a
collective term to include promissory
nole or assumplion agreement.

{d) False information. Information, ~
known to be incorrect, provided with the
Intent to obtain benefits which would
not have been obtainable based on
correc! information.

{¢) Inaccurate information. Incorrect
information provided inadvertently
without intent to obtain benefits
fraudulently.

() Inactive borrower. A former aclive
borrower whose loan(s) has(have) been
paid in full or assumed by another
party(ies), and who does not have an
outstanding account in the records of
the Finance Office.

(g) Unauthorized assistance. Any loan
of interest subsidy received for which
there was no authorization, for which
the borrower was no! eligible, or which
wis obligated from the wrong
appropriation or fund. An unauthorized
interest subsidy is a benefit received
through a loan thal was made at a lower
interes! rate than that to which the
borrower was entitled, whether the
incorrect interest rate was selected
erroneously by the approval official, or
the documents were prepared in error.

§1951.553 Policy.

When it is determined that
unauthorized assistance has been
received, an effort must be made to
collect from the borrower the sum which
is determined to be unauthorized,
regardless of amount, unless any
applicable Statute of Limitations has
expired.

§§ 1951.554-1951.555 [Reserved)

§ 1951556 Initial determination that
unauthorized assistance was received.
Unauthorized assistance may be
identified through audits conducted by
the Office of the Inspector General
(OIG), USDA; through reviews made by
Farmers Home Administration (FmHA)
personnel; or through other means such
as information provided by a private
citizen which documents that
unauthorized assistance has been
received by a borrower. If FmHA has
reason to believe unauthorized
assistance was received, but is unable
to determine whether or not the
assistance was in fact unauthorized, the
case will be referred to the Office of the
General Counsel (OGC) or the National
Office, as appropriate, for review and
advice. In every case where it is known
or believed by FmHA tha! the
assistance was based on false
information, investigation by the OIG
will be requested, as provided for in
FmHA Instruction 2012-B (available in

any FmHA office), If OIG conducts an
investigation, the actions outlined in

§ 1951.557 of this Subpart will be
deferred until the OIG investigation is
completed and the report is received.
The reason(s) for the unauthorized
assistance being received by the
borrower will be well documented in the
case file, and will specifically state
whether it was due to:

(a) Submission of inaccurale
information by the borrower;

(b) Submission of false information by
the borrower;

(c) Submission of inaccurate or false
information by another party on the
borrower's behalf such as a seller,
developer, real estate broker, or
attorney, when the borrower did not
know the other parly had submitted
inaccurate or false information;

(d) Error by FmHA personnel, either
in making computations or failure to
follow published regulations or other
agency issuances; or

(e) Error in preparation of a debt
instrument which caused a loan to be
closed at an interest rate lower than the
correct rate in effect when the loan was
approved.

§ 1951.557 Notification to borrower.

{a) Collection efforts will be initiated
by the County Supervisor by a letter
substantially similar to Exhibit A of this
Subpart (available in any FmHA office),
and mailed to the borrower by
“Certified Mail, Return Receipt
Requested,"” with a copy to the State
Director; and, for a case identified in an
OIG audit report, copies to the OIG
office which conducted the audit and the
Planning and Analysis Staff of the
National Office. This letter will be sent
to all borrowers who received
unauthorized assistance, regardless of
amounl. The letter will:

(1) Specify in detail the reason(s) the
assistance was determined to be
unauthorized;

(2) State the amount of unauthorized
assistance to be repaid according to
Exhibit D of this Subpart (available in
any FmHA office); and

(3) Establish an appointment for the
borrower to discuss with the County
Supervisor the basis for FmHA's claim;
and give the borrower an opportunity to
provide facts, figures, written records or
other information which might refute
FmHA's determination that the
assistance received was unauthorized.

(b) If the borrower meets with the
County Supervisor, the County
Supervisor will outline to the borrower
why the assistance was determined to
be unauthorized, The borrower will be
given an opportunity to provide
information to refute FmHA's findings.

When requested by the borrower, the

County Supervisor may grant additional

time for the borrower to assemble
documentation. When an extension is
granted, the County Supervisor will
specify a definite number of days to be
allowed and establish the follow up
necessary to assure that servicing of the
case continues without undue delay.

§1951.558 Decision on servicing actions.

When the County Supervisor is the
same official who approved the
unauthorized assistance, the District
Director must review the case before
further actions are taken by the County
Supervisor.

(a) Payment In full. If the borrower
agrees with FmHA's determination and
agrees to repay in a lump sum, the
County Supervisor may allow a
reasonable period of time (not to exceed
90 days) for the borrower to arrange for
repayment. The amount due will be the
amount stated in the letter as shown in
Exhibit A of this Subpart (available in
any FmHA office). The County
Supervisor will remit collections to the
Finance Office according to the Forms
Manual Insert (FMI) for Form FmHA
451-2, “Schedule of Remittances,"” for
application to the borrower's account as
an extra payment. After a borrower
repays an unauthorized interest subsidy
benefit in a lump sum, the loan will be
serviced in accordance with
§ 1951.561(a)(3) of this Subpart. In the
case of unauthorized assistance which
was identified in an OIG audit, the
County Supervisor will report the
repayment as outlined in § 1951.568(a) of
this Subpart.

(b) Continuation with borrower. If the
borrower agrees with FmHA's
determination or is willing to repay bu!
cannot repay the unauthorized
assistance in a lump sum within a
reasonable period of time, continuation
may be authorized. Servicing actions
outlined in § 1951.561 of this Subpart
will be taken, provided all of the
following conditions are met:

(1) The borrower did not provide false
information as defined in § 1951.552(d)
of this subpart.

(2) It would be highly inequitable to
require prompt repayment of the
unauthorized assistance; and

(3) Failure to collect the unauthorized
assistance in full will not adversely
affect FmHA's financial interests.

(c) Liguidation of loan(s) or legal
action to enforce collection. When &
case cannot be handled according to the
provisions of paragraphs (a) or (b) of
this section, or if the borrower refuses 10
execute the documents necessary 0
make account adjustments or establish
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an obligation to repay the unauthorized
assistance as provided in § 1951.561 of
this subpart, or when a borrower fails to
respond to the initial letter prescribed in
§ 1951,557 of this subpart within 30 days,
one of the following actions will be
taken:

(1) Active borrower with a secured
loan. (i) The County Supervisor will
send Exhibit B of this subpart (available
in any FmHA office.)

(ii) If the borrower wants to
voluntarily convey, the County
Supervisor will follow the directions in
§ 1955.10 or § 1955.20 as applicable, of
Subpart A of Part 1955 of this chapter,
except the borrower will not be sent
Forms FmHA 1924-14, “Notice—Farmer
Program Borrower Servicing Options
Including Deferrals and Borrower
Responsibilities", FmHA 1924-25,
“Notice of Intent to Take Adverse
Action”, or FmHA 1924-26, "Borrower's
Acknowledgement of Notice of Intent to
Take Adverse Action.”

(iif) If the borrower does not appeal,
does not repay the unauthorized
assistance in full, does not voluntarily
convey, voluntarily sell or refinance the
entire FmHA debt, the borrower's
account will be accelerated and there
will be no appeal of this action. The
County Supervisor and District Director
will follow the directions in § 1955.15 of
Subipart A of Part 1855 of this chapter,
except the borrower will not be sent

‘orms FmHA 1924-14, 1824-25 or 1924
26.

(iv) Forced liquidation will not be
pursued when:

(A) The amount of unauthorized
assistance outstanding, including
principal, accrued interest, and
recoverable costs charged to the
account, is less that $1,000; ar
_ (B} It can be clearly documented that
it would not be in the best financial
interest of the Government to force
liquidation. If the servicing official
wishes to make an exception to forced
liquidation under paragraph (c)(1)(B) of
this section, a requea:?or an exception
urrdir..-r § 1951.569 of this Subpart will be
made,

{v) Account adjustments will be made
by FmHA without the signature of the
borrower according to § 1951.568(a)(5) of
this Subpart. In these cases, the
borrower will be notified by letter of the
actions taken with a copy of Forms
FmHA 1851-12, “Correction of Loan
Account,” or 1951-13, “Change in
Interest Rate," as applicable, enclosed
lo reflect the adjustments.

(2) (Inactive borrower or active
borrower with unsecured loan such os
collection-only or unsatisfied balance
ofter liquidation). The County
Supervisor will document the facts in

the case and submit it to the State
‘Director who will request the advice of
OGC on pursuing legal action to effect
collection. The State Director will tell
OGC what assets, if any, are available
from which to collect.

§§ 1951.559-1951.560 [Reserved]

§1951.561 Servicing options In lleu of
liquidstion or legal action,

When all of the conditions outlined in
§ 1951.558(b) of this subpart are met,
servicing options outlined in this section
will be considered; and accounts will be
serviced according to this section and
§ 1951.568 of this Subpart.

(a) Active borrower—{1) Entire loan
unauthorized, When the entire loan is
determined to be unauthorized because
the borrower was not eligible for the
type loan received or because the loan
was approved for unauthorized
purposes, the following alternatives will
be considered in the order listed:

(i) Execution of Form FmHA 1985-11,
“Accelerated Repayment Agreement,”
according to § 1872.17(d) of Subpart A of
Part 1872 of this Chapter (FmHA
Instruction 485.1 paragraph XVII D), for
loans secured by real estate; or
rescheduling according to Subpart A of
this part, for loans not secured by real
eslate, based on the borrower's
repayment ability,

(ii) Refinancing with another type of
FmHA loan to repay the unauthorized
loan, if the borrower is eligible for the
type loan being considered.

(iii) When the case cannot be handled
according to subparagraphs (a)(1)(i) or
{a)(1)(ii) of this section, continuance
with the loan on the existing terms may
be approved, and the loan will,
thereafter, be serviced as an authorized
loan.

(2) Portion of loan unauthorized.
When & portion of a loan is determined
to be unauthorized, the Finance Office
will be instructed to separate the
authorized and unauthorized portions of
the loan, setting up each as a separate
loan at the correct interest rate. The
correct interest rate will be taken from
Exhibit C of this Subpart (available in
any FmHA office) as of the date of loan
approval. All payments made on the
loan being corrected will be reversed
and reapplied to the unauthorized
portion, If after reaplication of payments
the unauthorized portion is not paid in
full, the options outlined in paragraph
(a) of this section may be considered for
repayment of the balance of the
unauthorized portion; and the
authorized portion will be serviced as
an outlined loan. See § 1851.568 of this
subpart for instructions on setting up
separate accounts,

(3) Unauthorized interest subsidy
benefits received. When the borrower
was eligible for the loan, but should
properly have been charged a higher
interest rate than that shown in the debt
instrument on all or & portion of the
loan, resulting in the receipt of
unauthorized interest subsidy benefits,
the case will be handled as outlined
below. The unauthorized interest rate
will be corrected to the interest rate in
effect on the date the original loan was
approved as outlined in paragraph
(a)(3)(iii) of this section.

(i) When a subsidized interest rate
was incorrectly charged on the entire
loan, all payments made will be
reversed and reapplied at the correct
interest rate; and future installments will
be scheduled at the correct interest rate.
After reapplication of payments, the
loan will be treated as an authorized
loan.

(ii) When a subsidized interest rate
was incorrectly charged on only a
portion of the loan, the Finance Office
will be instructed by the County
Supervisor to separate the loan into two
portions, with the correct interest rate
established for the portion having the
incorrect subsidized interest rate: All
payments made on the loan being
adjusted will be reversed and reapplied,
first to the portion with the corrected
interest rate. After reapplication of
payments at the correct interes! rate,
both portions will be serviced as
authorized loans.

(iii) Incorrect interest rates will be
corrected as follows referring to Exhibit
C of this Subpart (available in any
FmHA office) for interest rates in effecl
on specific dates:

(A) For disaster Emergency (EM)
loans, to the rate for EM annual
production loans.

(B) For Operating Loans—Limited
Resource (OL-LR), to the rate for regular
Operating Loans (OL).

(C) For Farm Ownership—Limited
Resource (FO-LR), to the rate for regular
Farm Ownership (FO).

(D) For all other types of FP loans, 1o
the correct rate for the type loan
involved which was in effect when the
loan was approved.

(b) Inactive borrower. When the
individual or entity does not have an
ouistanding account in the records of
the Finance Office, the following actions
will be taken:

(1) Have the inactive borrower
execute a promissory note in the amount
of the assistance determined to be
unauthorized according to § 1951.557 of
this subpart. This note will bear intercst
at the rate which was in effect for the
type loan associated with the
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unauthorized assistance when it was
approved. The term will not exceed 10
vears or the term of the original loan,
whichever, is the shorter term,

(2) Take the bes! lien oblainable on
any collateral having equity value to
secure the note.

£3 1951.562-1951.567 |Reserved)

§ 1951588 Account adjustments and
reporting requirements.

When a final determination has been
made that unauthorized assistance has
been granted, the Finance Office will be
notified of necessary account
adjustments as outlined in this section,
depending upon wheather the case of
unauthorized assistance was identified
by OIG in an audit report or by another
means. The Finance Office will service
the accounts as prescribed in this
section.

(a) Audit casés. Only cases of
unauthorized assistance identified by
OIG will be reported to the Finance
Office by submission on Form FmHA
1951-12 completed in accordance with
the FML The Finance Office will flag the
account for monitoring and reporting as
required. Each payment reversed will be
reapplied as of the original date of
credit. “'Loan' refers to an account with
an aclive borrower unless specified as
“inactive.” If the borrower has arranged
to répay in & lump sum, the payment will
be remitted with Form FmHA 451-2,
according to the FML Form FmHA 1951-
12 will reflect the amount and the
Scheduie Number.

(1) Entire loan unauthorized. When
the entire loan is unauthorized because
the borrower was nol eligible or because
the loan was approved for unauthorized
purposes, and continuation is
authorized, the Finance Office will be
advised as follows:

(i) Acvelerated repayment agreement
or loan rescheduled, If the borrower has
executed Form FinHA 1965-11 for loans
secured by real estate; or has executed
Form FmHA 1851-4 for loans not
secured by real estate, the form{s) will
be prepared and distsibuted according
to the FMls, atlaching the original
form(s) to Form FmHA 195112,

(il) Continuation with loan on existing
terms. When it is determined that all the
conditions outlined in § 1951.568(b) of
this Sulspart are met and conlinuation
with the loan on the existing terms is
approved, the servicing official will
submit Form FmHA 1951-12 o the
Finance Office to reflect this.

(2) Puortion of loan vnauthorized.
When a loan is to be separated into
authorized and unauthorized portions,
the authorized portion will retain the
original loan number, and the original

principal amount will be reduced by the
unauthorized amount. A new loan in the
unauthorized amount will be established
as the unauthorized loan with the next
available number assigned by the
Finance Office. Payments made on the
loan being adjusted will be reversed and
reapplied first to the unauthorized loan.
If the reapplication of payments does
not pay the unauthorized loan in full,
upon receipt of Forms FmHA 451-28,
“Transaction Record." showing the
balances of the authorized and
unauthorized loans, the servicing official
will proceed under the provisions of

§ 1951.561{a}(2) and will submit a
revised Form PmHA 185112 (along with
a copy of the original Form FmHA 1951~
12).

(3) Unauthorized subsidy benefits
recejved. (i) Entire loan. When the
interest rate on an entire loan is
changed, Form FmHA 1951-12 will be
submiited to notify the Finance Office of
the correct interest rate to be charged
from the original loan closing date,
Payments made will be reversed and
reapplied at the corrected interest rale,
after which the unauthorized subsidy
benefits will be reported to OIG as
resolved. The loan will then be treated
as an authorized loan.

(if) Partion of loan. When the interest
rate on only a portion of & loan must be
changed, the portion which has the
incorrect interest rate will be
established as a new loan at the correct
interes! rate shown on Form FmHA
1951-12. Payments made on the loan
being adjusted will be reversed and
reapplied first to the loan with the
corrected interest rate. Both loans will
then be treated as authorized loans.

(4) Liquidation pending. When
lignidation is initiated under the
provisions of this Subpart, Form FmHA
1951-12 will be submitted to advise the
Finance Office to establish the
unauthorized assistance account. This
account will be flagged "FAP"
(Foreclosure Action Pending) or “CAP”
(Court Action Pending), as applicable.

(5) Liquidation not initiated, Cases in
which liquidation would normally be
initiated, but where it is not because of
the provisions of § 1951.558 (c)(1){iv)(A)
or {¢){2)(iv})(B) of this subpurt, will be
adjusted according to § 1951.561 (@}{2) or
(a}{3) of this subpart and this section,
and the adjustments will be reflected on
Form FmHA 1851-12. In this instance
only, account adjustments will be made
even though the borrower does not sign
Form FmlA 1851-12 and any related
documents.

(6) Establishment of account of
inactive borower. {i) When aninactive
barrower agrees to repsy unauthorized
sssistance and executes documents Lo

evidence such an obligation, Form
FmHA 1985i-12 will reflect this, and the
Finance Office will establish or the
account according to the terms indicated
on Form FmHA 1951-12.

{ii) When & judgment is obtained
against such a borrower Form FmHA
1955-20, “Notice of judgment," will be
prepared and distributed in accordance
with the FMI to establish a judgment
accounl,

(7) Payments on authorized and
unauthorized loans concurrently. Whon
a borrower has both authorized and
unauthorized loans ountstanding,
installments may be scheduled to be
paid concurrently on all Joans, Payments
may be adjusted by means of
rescheduling or reamortizing to coineide
with the borrower’s repayment ability
according to servicing regulations for the
type loan involved. The County
Supervisor will complete Form FmHA
451-2 so that paymenls received will be
applied first to the unauthorized loan
account to maintain it current, with the
remainder of the payment applied to the
other loan(s).

(8) Reporting. At prescribed intervals.
the Finance Office will report to the OIC
on the status of cases involving
unauthorized assistance which were
identified by OIC in audit reports. For
reporting purposes, the following
applies:

(i) For an unauthorized loan account
established as provided in paragraphs
(&) (1), (2), or (8) of this section, reporting
will be as follows:

{A) When unauthorized assistance is
paid in full, it will be reported on the
next scheduled report only, giving the
amount collected,

(B) When unauthorized assistance is
to be repaid under an accelerated
repayment agreement, the unpaid
balance will be reported initially and
the collections and status will be
included on each scheduled report until
the account is paid in full.

(C) When ceatinuation with the loan
on existing terms is approved, or after 8
loan is rescheduled or reamortized, i!
will be reported as resolved on the nex!
scheduled report, and no further
reporting is required.

(ii) For unauthorized subsidy cases as
provided in paragraph (a)(3) of this
section, when the unauthorized amoun!
has been repaid, or payments have been
reversed and reapplied at the correct
intarest rate, the unauthorized subsidy
will be reported as resolved on the nex!
scheduled report. No further reportiog 1
required. :

(iii) When &n account is established
with liquidation action pending as
provided in paragraph (a)(4] of this
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section, the status will be included on
cach scheduled report until the
liquidation is completed or the account
is otherwise paid in full,

{iv) When Equ!dation i3 not initiated
as provided in paragraph (a){5) of this
section, it will be reported on the next
scheduled report (along with collections,
if any). No further reporting is required.

(b) Nonaudit cases. Basically,
servicing options which may be used are
the same for audit and nonaudit cases;
however, when receipt of unauthorized
assistance is identified by a means other
than an OIG audit report, the Finance
Office will be notified only if
adjustments Lo an account or
reinstatement of an inactive account are
necessary. Onee adjustments are made
as provided in this paragraph, the
loan(s) will be treated as an authorized
loan(s}. Each payment reversed will be
reapplied as of the original date of
credit. After paymants are reversed and
reapplied, the servicing official will
receive Forms FmHA 451-206 from the
Finance Office reflecting the account
status,

(1) Account adjustments will be
handled as follows:

(i) When a change in interest rate is
necessary, retroactive to the date of
loan closing on all or a portion of a loan,
Form FmHA 1851-13 will be completed
according to the FMI and submitted to
the Finance Office. Payments will be
reversed and reapplied accordingly.

(ii) For accounts to be rescheduled or
reamortized, Forms FmHA 19514, or
1965-11, as applicable, will be prepared
and submitted in accordance with the
respective FML

(iii) When an inactive borrower
agrees to repay unauthorized assistance
and executes documents to evidence
such an obligation, the County
Supervisor will notify the Finance Office
by memorandum, attaching a copy of the
promissory note, The Finance Office will
establish or reinstate the account
according to the terms of the promissory
note,

{iv) If a loan is paid in full, the
remittance will be handled in the same
manner as any other final payment.

{2) A delinquency created through
reversal and reapplication of payments
lo effect corrections outlined in
paragraph (b)(1) of this section will be
serviced according to the applicable
servicing regulations for the type loan
involved,

§1951.569 Exception authority.

The Administrator may in individual
Cases make an exception to any
fequirement or provision of this Subpart
which is not inconsistent with the
authorizing statute or other applicable

law if the Administrator determines that
application of the requirement or
provision would adversely effect the
Government's interest: The
Administrator will exercise this
authority only at the request of the State
Director and on the recommendation of
the appropriate Program Assistant
Administrator. Raquests for exceptions
must be made in writing by the State
Director and supported with
documentation to explain the adverse
effect on the Government's interest,
propose alternative courses of action,
and show how the adverse effect will be
eliminated or minimized if the exception
is granted.

§§ 1951.570-1951.599 [Reserved]

§§ 1951.600 OMB control number.

The collection of information
requirements in this regulation have
been approved by the Office of
Management and Budget and assigned
OMSB control number 0575-0102.

Exhibits A, B, Cand D

Note—Exhibits A, B, C, and D do not
appear in the Code of Federal Regulations.

Subpart M—Servicing Cases Where
Unauthorized Loan or Other Financial
Assistance Was Received—Single
Family Housing

48. In § 1951.612 paragraph (a){1){1) is
revised to read as follows:

§ 1951.612 Servicing options in lieu of
liquidation or legal action to collect.

(a) Servicing SFH cases involving
unauthorized assistance.

1 a0

(i) If the recipient’s income was above
the moderate-income level but the
recipient was otherwise eligible and the
loan was approved for authorized
purposes, & loan closed before
November 30, 1983, will be converted to
an “"above-moderate” RH loan. A loan in
this category which was closed after
November 30, 1963, will be converted to
"Non Program” (NP) loan. In either case,
the interest rate from Exhibit C of this
subpart (available in any FmHA office)
which was in effect on the date the loan
was approved will be used and the final
due date of the original loan will be
unchanged. The change in interest rate
will be accomplished according to
§1951.618 (a)(1)(iii) or (b)(1)(i) of this
Subpart, as applicable. If unauthorized
interes! credits are also involved, that
will be serviced simultaneously
according to paragraph (a)(2) of this
section so that payments are reversed
and reapplied only once. A delinquency
created through these actions will be

serviced according to Subpart G of Part
1951 of this chapter.

» . . . »

49. In § 1851.618 paragraph (a){2) is
revised lo read as follows:

§ 1951518 Account adjustments and
reporting requirements,

(a) . » »

(2) Unauthorized subsidy benefits
received through use of incorrect
interest rate. When the interest rate on a
loan is changed, Form FmHA 195112
will be submitted to notify the Finance
Office of the correct interest rate to be
charged from the loan closing date,
Payments made will be reversed and
reapplied at the corrected interest rate,
after which the unauthorized subsidy
benefits will be reported to OIG as
resolved. The loan will then be treated
as an authorized loan, When a loan is
converted to above-moderate RH or NP,
the loan must be identified and serviced
by the servicing official accordingly.

PART 1955—PROPERTY
MANAGEMENT

50. The authority citation for Part 1855
continues to read as follows:

Authority: 7 USC 1688; 42 USC 1480: 5 USC
301; 7 CFR 2.23; 7 CFR 2.70.

Subpart A—Liquidation of Loans
Secured by Real Estate and
Acquisition of Real and Chattel
Property

51. § 1955.2 is revised to read as
follows:

§1955.2 Policy.

When it has been determined in
accordance with applicable loan
servicing regulations that further
servicing will not achieve loan
objectives and that voluntary sale of the
property by the borrower {except for
Multiple Family Housing (MFH) loans
subject to prepayment restrictions)
cannot be accomplished, the loan{s) will
be liquidated through voluntary
conveyance of the property to FmHA or
by foreclosure as outlined in this
Subpart. For MFH loans subject to the
prepayment restrictions, voluntary
liquidation may be accomplished only
through voluntary conveyance to FmHA
in accordance with applicable portions
of § 1955.10 of this subpart. Non
program loan debtors will be liquidated
as provided in § 1872.20(b)(6) of Part
1872 of this chapter (FmHA Instruction
465.1).

52. In 1955.3, Paragraph (d) is revised
to read as follows:




45782

Federal Register / Vol. 50, No. 212 / Friday, November 1, 1965 / Rules and Regulations

§ 19553 Definitions.

(d) Loans to individuals. Farm
Ownership (FO), Soil and Water (SW),
Recreation (RL), Special Livestock (SL),
Economic Opportunity (EO), Operating
(OL), Emergency (EM), Economic
Emergency (EE), and Rural Housing
loans for farm service buildings {RHF),
whether to individuals or enfities,
referred to in this Subpart as Farmer
Programs (FP) loans; Land Conservation
and Development (LCD): and Single-
Family Housing (SFH), including both
Sections 502 and 504 loans,

53. In § In1955.10, the introductory
text and paragraph (f)(2)(ii)(A)(3) are
revised and paragraph (d)(8) is
redesignated as (d)(9) and a new
paragraph (d)(8) is added to read as
follows:

§ 1955.10 Voluntary conveyance of real
progerty by the borrower to the
Governmenlt.

Voluntary conveyance is a method of
liquidation by which title to security is
transferred to the government. FmHA
will nol make a demand on a borrower
to voluntarily convey. A voluntary
conveyance should be accepted only
after all available servicing actions
outlined in the respective program
servicing regulations have been used or
considered and il is determined the
borrower will not be successful. The
borrower should also have been
encouraged to transfer or sell the
property {subject to any prepayment
resirictions of the respectiverloan
program). The borrower will be
informed by the servicing official of
apparent equity in the property. if any.
Before a voluntary conveyance from a
furmer program loan borrower can be
accepted, the borrower must be sent
Form FmHA 1924-14, "Notice—Farmer
Program Servicing Options Including
Deferrals and Borrower
Responsibilities.” This form will not be
sen! to borrowers who received
unauthorized assistance as determined
under Subpart L of Part 1951 of this
chapter,

(d] » » -

(8) Farmer program loan borrowers
who voluntarily convey after receiving
Form FmHA 1924-25, “Notice of Intent
to Take Adverse Action,” mus! properly
complete and return Form FmHA 1924-
26, "Borrowers Acknowledgement of
Notice of Intent to Take Advesse
Action.”

(n. . .
(2)0 . .

‘ii} - - »

(A) o e

() Borrower's offer of voluntary
conveyance {consisting of applicable
items outiined in paragraphs (d)(1)
through (d))(8) of this section);

54. In § 1955.15, the introductory text,
the introductory text of paragraphs (b,
(d)(2) and (d)(3) are revised and
paragraph (d){2){iv) is added to read as
follows:

§ 1955.15 Foreclosure by the Government
of loans secured by real estate.

Foreclosure will be inititated when all
reasonable efforts have failed to have
the borrower voluntarily liguidate the
loan through sale of the property,
voluntary conveyance, or by entering
into an accclerated repayment
agreement when applicable servicing
regulations permit; and when either a
net recovery can be made or when
failure to foreclose would adversely
affect FmHA programs in the area. Also,
in Farmer Program cases, (except
graduation cases under Subpart F ok
Part 1951 of this Chapter), the borrower
must have received Forms FmHA 1924-
14, 1924-25, and 192426, and any appeal
must have been concluded.

(b) Problem case report. When
foreclosure is recommended, the
servicing official will prepare Form
FmHA 1955-2 for Farmer Program or
SFH loans; Exhibit A to this subpart for
MFH loans, or Exhibit A of FmHA
Instruction 1951-E (available in any
FmHA office) for other organization
loans. If chattel security is also
involved, Forms FmHA 455-1, "Request
for Legal Action”; 455-2, “Evidence of
Conversion"”; and 455-22, “Information
for Litigation™; as applicable to the case,
will be prepared in accordance with the
respective FMIs and made a part of the
problem case submission. A statement
must be included by the servicing
official in the narrative that all servicing
actions required by FmHA loan
servicing regulations have been taken
and all required noticesgiven to the
borrower,

(d) ..

(2) Acceleration of account. Subject to
paragraphs (d)(2)(i). (d)(2)(ii), and
(d)(2)(iii) of this section, the account will
be accelerated using a notice
substantially similar to Exhibits B, C, D,
or E of this subpart (available in any
FmHA office), as appropriate, to be
signed by the official who approved the
foreclosure. Loans secured by chattels
mus! be accelerated at the same time as
loans secured by real estate in

accordance with § 1872.17(e] of Part 1872
of this chapter (FmHA Instroction 465.1).
The notice will be sent by certified mail,
return receipt requested, to each obligor
individually, addressed to the last
known address. If different from the
property address and/or the address the
Finance Office uses, a copy of the notice
will also be mailed to the property
address and the address currently used
by the Finance Office. {In chattel
liquidation cases which have been
referred for civil action under Subpart A
of Part 1962 of this chapter, that the
Finance Office will be sent a copy of
Exhibit D or E. County Office and
Finance Office loan records will be
adjusted to mature the entirs debt in
such cases.) If a signed recelpt for al
least one of these acceleration notices
sent by certified mail is received, no
further notice is required. If no receip! is
received, a copy of the acceleration
notice will be sent by regular mail to
each address to which the certified
notices were senl. This type mailing will
be documented in the file. A State
Supplement may be issued if OGC
advises different or additional language
or format is required to comply with
State laws or if notice and mailing
instructions are different from that
outlined in this paragraph. A conformed
copy of the acceleration notice will be
forwarded to the servicing official and.
except for Farmer Program cases, o the
hearing officer identified in the notice
according to Subpart B of Part 1800 of
this chapter. Farmer Program appeals
will be concluded before acceleration.
For MFH loans, a copy of the
acceleration letter will also be
forwarded to the National Office, ATTN
MFH Servicing and Property
Management Division, for monitoring
purposes. Accounts may be accelerated
ap followss

(iv) If a borrower has both a non-
farmer program loan and a Farmer
Program loan(s) that are secured with
the same real estate, the non-farmer
program loan must be accelerated at the
same time the borrower is sent Form
FmHA 1824-25. One appeal hearing and
one review will be held for both adverse
actions.

(3) Offers by borrower after
acceleration of account. After the
account is accelerated, the servicing
official will accept no payment for less
than the unpaid loan balance, unless
State law requires that foreclosure be
withdrawn if the account is brought
current and a State Supplement is fssued
to specify this requirement. If payments
are mistakenly accepted and credited 10
the borrower's account, no waiver or
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prejudice lo eny rights which the United
States may have for breach of any
promissory nele or covenant in the real
eslate instruments will result and FmHA
may proceed as though no such payment
had been made. The servicing official
will notify the spproval official of any
other offer. This includes a request by
the borrower for an extension of time to
sccomplish voluntary liquidation or a
proposal to cuse the defanit{s). For
Farmer Prograny cases, no tme for
voluntary liguidation is authaorized after
wceleration. For all other cases, the
pproval official will decide whether or
nol the borrower's ofier will be accepted
and servicing of the loan reinstated or
whether fereclosure will be delayed ta
give the borrower additional time to
voluntarily liquidate as anthorized in
servicing regulations for the type loan(s)
involved. If an offer from the borrower
is received after the case has been
referred to OGC, the approval official
will consult OGC before accepting or
rejecting the offer. In all cases the
spproval official will natify the servicing
official of the decision made. For MFH
cans, the National Office will be
advised when foreclosure is withdrawn.
When an account is reinstated under
this section, the servicing official will
grant or reinstate assistance for which
the borrower qualifies, such as interest
credit on an SFH loan. When granting
interest credit in such a case:

95, In § 1955.18 paragraph (f} is revised
o read as follows:

§1955.18 Actions required after
quisition of property.,

() Unsatisfied acceunt. Farmer
program loan borrowers will be sent a
lelter similar to Exhibit F of this subpart
lavatlable in any FmHA office)
Unsatisfied account balances will be
seltled in accordance with Past 1804 of
fis Chapter (FmLIA Instruction 458.1) of
the account will be reclassified to
;'Ueuuon-only by submitting Fornx
‘THA 404-1, “Case Reclassification.” ta
te Finance Office. After reclassification
o collection-only; Form FmHA 450-10,
Advice of Borrower's Change of
Address or Name,” or for MFH, Form
FmHA 1844-54, “"Multiple Family
Housing Change of Berrower Name/
&i-m Number/Project Number/Loan
:rumlwr," will be submitted ta the
finance Office to furnish the borrower's
iew address, if known. Collection-only
iCcounts will be serviced in accordance
with § 1851.7 of Subpart A of Part 1951
% thiz chapter.

56. In § 1955.20 the introductory text
of paragraph (b} and paragraph (0){2){v]
are revised to read as follows:

§ 1955.20 Acquisition of chaitel property.

b} Voluntery conveyance: Voluntary
conveyance of chattels will be accepted
only when the borrower can convey
ownership free of other liens end the
borrower can be released from lability
under the conditions set forth in
§ 1955.10(f)(2] of thiz subpart. Payment
of other lienholders” debts by FmHA in
order to accept Voluntary Conveyance
of chattels is not anthorized. Before a
voluntary conveyance from a farmer
program loan barrower ean be accepted,
the borrower must be sent form FmbA
1824-14.

(n [ O B

(2) » » »

(v} When the sale is being conducted
under the ferms of Porm FmiiA 455-3,
“Agreement for Sale by Borrower
{Chattels and/or Real Bstate]".

Subpart B—Management of Property

57. In § 1955.80 paragraphs (d){(1) and
()2} are revised to read as follows:

§1955.80 Management of inventory
chaltel propesty.

. - - » -

(d] L I

(1) Losses and increases. Increases in
inventory resulting from the birth of
livestock will be noted on the original
list of acquired chattel praperty in the
inventory file, as well as any losses.
These entries will be dated.

(2) Sales. All sales of chattel property
will be reported on Form FmHA 1955-50,
“Advice of Inventory Sold," in
accordanee with the FMI and Subpart C
of this part and recorded on the anginal
list of acquired chattel property in the
inventory file.

Subpart C—Disposal of inventory
Proparty

§ 1955.103 [Amended]

58. § 1955.103 is amended in the last
sentence of paragraph (h), by removing
the words, "Other Real Estate (ORE)"'
and inserting in their place the words
“Noan Program Loans (NP)".

§ 1955,107 [Amended]

59. § 1955.107 is amended in the last
sentence of paragreph {a) by removing
the words "ORE loans" and inserting in
their place the words, “NP loans.”

§ 1955.108 [Amended]

60. § 1955.108 is amended in
paragraph (g) by removing the wards,
"ORE loans” and inserting in theic place
the words, "NP loans’'.

§1955.118 [Amended]

61. § 1955.118 is smended in
paragraph (8) by removing the words,
“ORE loans™ and nserting in their place
the words, "NP loans.™

PART 1960 -GENERAL [RESERVED]
62. Part 1960 is removed and regerved.
PART 1962--PERSONAL PROPERTY

63. The authority citetion for Par! 1962
is revised to read as follows

Authority: 7 U.5,C. 1009, 5 US.C. 301; 7 CFR
2.23;7 CFR 270

Subpart A—Servicing and Liquidation
of Chattel Security

64. Sections 19621 through 1962.50 ure
revised to read as follows (Exhibits AL B,
and C remain unchanged and Exhibit D
is added but does not appear in the
Code of Federal Regulations. Exhibit D
will be available in any FmHA office.):

PART 1962—PERSONAL PROPERTY

Subpart A—Servicing and Liquidation of
Chattel Security

Sec,

1962.1
19622
1962.3
10024

Purpose.

Policy.

Aunthorities and responsibilities,

Definitions.

10625  Securily instouments,

18628 Liens and assignments on chattel
property,

19627 Securing unpaid balances an
unsecored loans.

1962.8 Liens on renl estate for additfonal
securitv.

1962.9 Lienns on chatie] property as secusity
for & real estate loan.

1962.10-1962.31  [Reserved)

1962.12  Marking ASCS peanul and tobacce
marketing cards.

1962.13  Lists of borrowers given lo business
firms,

1982.14  Account and security lnformation in
UCC cases

106215  [Reserved]

196216  Accounting by County Supervissr.

156217 Disnosal of chattel security. wse of
proceeds and rolewse of Her

1962.18 Unopproved dicposition of chattel
securily.

1962.18 Claims against Commodity Credit
Corporation (CCC).

1062.20-1962.25 [Reserved]

196226 Correcting errors in security
mstruments.

196227 Termination or satisfaction of
chattel security insiroments.

196228 Reserved.
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1962.29 Paymen! of fees and insurance
premiums.,

1962.30 Subordination and waiver of FmHA
liens of chattel security.

1962.31-1962.33 [Reserved)

1862.04 Transfer of chattel security and EO
property and assumption of debts.

1062.35-1962.39 [Reserved)

1962.40 Liquidation.

196241 Sale of chattel securily or EO
property by borrowers.

166242 Repossession, care, and sale of
chattel security or EQ property by the
County Supervisor,

196243 Liquidation of chattel security or EO
property by other parties.

1962.44 Distribution of liquidation sale
proceeds.

196245 Reporting sales.

106246 Decessed borrowers,

196247 Bankruptey and insolvency.

196248 {[Reserved]

196249  Civil and criminal cases

1962.50 [Reserved)

Exhibit A—~Memorandum of Understanding

Between Commodity Credit Corporation and

Farmers Home Administration

Appendix 1—Furnishing Notice or
Information to Commodity Cradit
Corporation.

Exhibit B—Memorandum of Understanding
and Blanket Commodity Lien Waiver

Exhibil C—~Memorandum of Understanding
Between Farmers Home Administration and
Commodity Credit Corporation—Rotation of
Grain Crops
Exhibit D-—Notice lo Borrower's Attorney
Regarding Loan Servicing Options
Note.—Exhibits A, B, C, and D do not
eppear in the Code of Federal Regulations

Subpart A—Servicing and Liquidation
of Chattel Security

§1962.1 Purpose,

This subpart delegates authorities and
gives procedures for servicing, care, and
liquidation of Farmers Home
Administration (FmHA) chattel security,
Economic Opportunity (EO) loan
property. and note only loans.

§ 19622 Policy.

Chattel security, EO property and note
only loans will be serviced to
accomplish the loan objectives and
protect FmHA's financial interest. To
accomplish these objectives, security
will be serviced in accordance with the
security instruments and related
agreements, including any authorized
modifications, provided the borrower
has reasonable prospects of
accomplishing the loan objectives,
properly maintains and accounts for the
securily, and otherwise satisfactorily
meets the loan obligations including
repayment,

§1962.3 Authorities and responsibilities.

(a) Redelegation of authority:.
Authority will be redelegated to the
maximum extent possible consistent
with program requirements and
available resources, The State Director,
District Director and County Supervisor
are authorized to redelegate, in writing,
any authority delegated to them in this
subpart to any employee determined by
them to be qualified.

(b) Responsibilities.~{(1) FmHA
personnel. The State Director, District
Director and County Supervisor are
responsible for carrying out the policies
and procedures in this subpart.

(2) Borrower. The borrower is
responsible for repaying the loans,
maintaining, protecting, and accounting
to FmHA for all chettel security, and
complying with all other requirements
specified in promissory notes, security
instruments, and related documents.

(c) Exception authority. The
Administrator may, in individual cases,
make an exception to any requirement
or provision of this subpart which is not
inconsistent with the authorizing statute
or other applicable law if the
Administrator determines that
application of the requirement or
provision would adversely affect the
Government’s interest. The
Administrator will exercise this auhority
only at the request of the State Director
and on the recommendation of the
appropriate program Assistant
Administrator. Requests for exceptions
must be made in writing by the State
Director and supported with
documentation to explain the adverse
effect on the Government's interest,
propose alternative courses of action,
and show how the adverse effect will be
eliminated or minimized if the exception
is granted.

§ 1962.4 Definitions.

(a) Abandonment. Voluntary
relinquishment by the borrower of
control of security or EO property
without providing for its care.

(b} Acquired chattel property. Former
security or EO property of which FmHA
has become the owner (See § 1955.20 of
Subpart A of Part 1955 of this chapter).

(c) Borrower. Individual(s),
corporation, cooperative, or partnership
that is (are) liable for the loan(s) or any
part thereof.

(d) Chattel security. Chattel property
which may consist of, but is not limited
to, inventory; accounts; contract rights;
general intangibles: crops; livestock;
fish; farm, business, and recreational
equipment; and supplies, and which is
covered by financing statements and
security agreements, chattel mortages,
and other security instruments. .

(e) Civil action. Court proceedings to
protect FmHA's financial interests such
as obtaining possession of property from
borrowers or third parties, judgments on
indebtedness evidenced by notes or
other contracts or judgments for the
value of converted property, or judicial
foreclosure. Bankruptcy and similar
proceedings to impound and distribute
the bankrupt's assels to creditors and
probate and similar proceedings to
settle and distribute estates of
incompetents or of decendents under a
will, or otherwise, and pay claims of
creditors are not included.

(f) Criminal action. Prosecution by the
United States to exact punishment! in the
form of fines or imprisonment for
alleged violations of criminal statutes,
These include but are not limited to
violations such as:

(1) Unauthorized sale of security.

(2) Purchase of security with intent to
defraud and without payment of the
purchase price to FmHA;

(3) Falsification of assets or liabilities
in loan applications;

(4) Application for a loan for an
authorized purpose with intent to use
and use of loan funds for an
unauthorized purpose;

(5] Decision after obtaining a loan to
use and using the funds for an
unauthorized purpose and then making
false statements regarding their use;

(8) By scheme, trick, or other device,
covering up or concealing misuse of
funds or authorized dispositions of
security or EO property or other illegal
action; or

(7) Any other false statements or
representations relating to FmHA
malters. To establish that a criminal act
was committed by selling EO property,
it is necessary to show that the
borrower, at the time the loan agreemen!
or the check on the supervised bank
account was signed, intended to sell the
property in violation of the loan
agreement, The Federal criminal statute
of limitations bars institution of criminal
action 5 years after the date the act was
committed. Unauthorized disposition of
even minor items by the borrower will
be considered criminal violations.

(g) Default. Failure of the borrower to
observe the agreements with FmHA as
contained in notes, security instruments.
and similar or related instruments, Some
examples of default or factors to
consider in determining whether a
borrower is in default are when a
borrower:

(1) Is delinquent, and the borrower's
refusal or inability to pay on schedule,
or as agreed upon, is due to lack of
diligence, lack of sound farming or other
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operation, or other circumsiances within
the barrewer’s control.

(2) Ceases to conduct farming or sther
operations for which the loan was made
or to casTy out approved changed
operations.

(3) Has disposed of security or EO
property without FmiHA approval, has
not cared properly for such property,
hes not accounted properly for such
property or the proceeds from its sale, or
laken same action which resulted in bad
faith or other violations in connection
with the lean.

(4) Has progressed leo the point to be

ble to ohiain eredit from other sources,
and hag agreed in the note or ather
nstrument 1o do se but refuses to
comply with that agreement.

(h] £G property. Nonsecurity chattel
property purchased, refinanced, or
improved with EO loan funds.

(i) EO property essential for minimram
family living needs. Nongecurity chattel
or real property required to provide
lnod, shelter, or other necessities for the
family or to praduce income without
which the family would not have such
necessities, This includes livestock,
poultry, or other animals used as foad or
to produce food for the family or to
produce income for minimum essential
family living needs; modest amounts of
real property needed for family shelter
or to produce food or income for
minimuny essential family Fving needs,
end items such as equipment, tools, and
molor vehicles, are of mimimum
value and are essential for family living
needs or to produce income for that
purpose. Any such item of a valae in
excess of the minimum need may be
sold and a portion of the sale proceeds
used to purchase a similar item of less
value to meet such need. The remainder
;)f the proceeds will be paid on the EO

Oan.
(i) Form income. Proceeds from the
sale of chattel security which is
tormally sold annually during the
tegular course of business such as crops.
feeder livestock and other farm
products,
(k) Farmer Program leans. These
loans and Farm Ownership (FO).
Operating (OL), Soil and Water [SW),
Recreation (RL), Economic Emergency
(EE). Emergency (EM), Economic
Opportunity (EO} and Special Livestock
SL) loans and Rural Housing loans
Made for farm service buildings (RHF).

(1) FmHA. The United States of
America, acting through the Farmers
;frozee Administration and its

cdecessor administrative

(m) Foreclosure sale. Act :?mmumng
stcurity either under the “Power of
Sale” in the security instrument or
through coust proceedings.

{n) Liguidation: The sct of selling
secunity of EO property to close the loan
when no further assistance will be
given; or instituting civil suit agains! a
borrower ta recover security ar EO
property or agains! thizd parties to
recover securitly orits value or to
recover amounts owed to FmHA; or
filing claims in bankruptcy or similar
proceedings or in probate or
i'ndminismtive proceedings to close the
oan.

(0) Office of the Geaeral Connse!
{OCG). The Regional Atlorneys,
Attorneys-in-Charge, and National
Office stafl of the Office of the General
Counsel of the United States
Department of Agricullure.

(0} Purchase money securily interest.
Special type of security intezest which, if
properly perfected, takes priority over
an earlier-perfected security interest. A
securily inlerest is a purchase money
security interest to the sxlent that il is
taken by the seller of the coliateral to
secure all or part of its purchase price or
by a lender who makes loans or is
obligisted to make loans or otherwise
gives value to enable the debtor to
acguire the particular collateral or ebain
rights im it. Such value must be given not
later than the time the debtor acquires
the collateral or abtains rights in it.

(q) Aepossessed property. Security or
EO property in FmHA's custody, but still
owned by the borrower.

(r) Security. Also means “Chattel
security™ when appropriate.

§ 15625 Securily Instruments.

County Supervisors are responsible
for maintaining security instruments that
will cover all security, including
replacements, increases, and other after-
acquired property, and for obtaining
additional securily as needed. They will
execute confinuation, extension, or
renewal of securily instruments as
needed to protect FmHA's security
interests,

(a) Financing statement. An FrmkA
Financing Statement is effective as
notice for 5 years from the date of filing.
A new statement needs to be taken and
filed omly if the debt is to be secured by
property not described specificaily or by
type, or by crops growing or ta be
grown, or fixtures located or ta be
located on land not described on the
filed statement.

(b) Centinuing the finoncing
statement. A filed statement mus! be
continued to notify third parties after
the original 5-year period. Form FmHA
462-12, "Statements of Continuation,
Partial Release, Assignment, Etc."” must
be filed within 6 months before the end
of the original 5-year period. On filing
Form FmHA 462-12, the filed Financing

Statement is cffective for 5 more years
after the date to which the original filing
wis effective. Successive Continnation
Statements may be filed to cantinue the
notice to third parties. A Hew search is
unnecessary provided the Continuation
Stutement s properly filed. Form PmHA
462-11, "Request for Continuation
Statemen! Fifing Fee,” may be vsed to
notify the borrower to continue the
Financing Statement and to submit the
amount of the filing fee.

{c) Security- agreement. A new
security agreement will be taken when:
(1} Property not covered by specific
deseription or the printed language of
the previous security sgreement is to

serve as securily for the debt; or

(2] It is necessary o obtalin or
maintain a security interest in crops; or

(3) It is necessary te supplement the
securily agreement to oblain an asset
for security. A State supplement will be
issued when considered necessary by
the State Director and OGC to further
explain the situations requiring the
taking of an additional security
agreement. Such additional security
agreement usually will be taken at about
the time of the annual inspection of the
security required by § 1962.16{a] of this
subpart; or >

{4} An initial Operating (OL} loan or
Emergency (FM) loan is made o an
applicant, including a paid-in-full Ok or
EM borrower.

{d) Chaltel morigoge. In those States
which require the use of chattel
mortgages, such a mortgage may be
extended or renewed by obtaining a
new chatte! mortgage or by using a form
approved for this purpose by OGC.
Howaever. it is preferable to renew or
extend chatiel mortgages by obtaining
new ones unless there are intervening
liens or other legal reasons. A State”
supplement will be issued stating the
actions to follow to ensure that:

(1) FmHA Jiens and their prierity are
maintained by renewing or extending
security instruments or by ebtaining
new instruments.

(2) Lien searches are made as
necessary fo determine that FmHA will
obtain the required priority of liens.

§ 1962.6 Llens and assignments on chattel
property

(a) Chattel property not covered by
FmHA lien. (1} When additional chatte}
property not presently covered by an
FmHA lien is available and needed to
protect FmHA's interest, the County
Supervisar will obtain one or more of
the following:

(i} A lien on such property.

(i) An assignment of the proceeds
from the sale of agricultural products
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when such proceeds are nol covered by
the lien instruments.

(iii) An assignment of other income,
including Agricultural Conservation
Program payments.

{(2) When a current loan is not being
made to a borrower, a crop lien will be
taken as additional securily when the
County Supervisor determines in
individual cases that it is needed to
protect FmHA interests. However, a
crop lien will not be taken as additional
security for Farm Ownership (FO), Rural
Housing (RH), Labor Housing (LH), and
Soil and Water (SW) loans. When a new
security agreement or chattel morlgage
is taken, all existing security items will
be described on it.

(b) Lien search. When a lien is taken
on chattel property not covered by an
FmHA lien, a lien search will be made.
It will not be needed, however, if crops
or other chattel property are covered by
a filed FmHA Findncing Statement but
not by an FmHA security agreement or
assignment of income. The search will
be made at a time which will assure that
FmHA obtains the desired lien on
chattel property as set forth by a State
supplement.

(c) Assignments of upland colton, rice,
wheat and feed grain payments.
Borrowers may assign Agricultural
Stabilization and Conservation Service
(ASCS) payments under ASCS upland
cotton, rice, wheat and feed grain
programs.

(1) Obtaining assignments.
Assignments will be obtained as
follows:

(i) In selected cases in counties agreed
to by FmHA State Directors and ASCS
State Committees,

(ii) Only when it appears necessary to
collect the FmHA operating-type loans,

(iit) Only for the crop year for which
FmHA operating-type loans are made,
and

(iv) For the full amount of the
applicable upland cotton, rice, wheat,
and feed grain programs, including the
advance and/or final payment.

(2) Selecting counties. State Directors
will inform ASCS State Committees of
the counties in which FmHA desires to
obtain assignments from borrowers.
When counties have been agreed to by
FmHA State Directors and ASCS State
Committees, the State Directors will
notify the appropriate County
Supervisors about obtaining the
assignments. The County Supervisors
then will:

(i) Determine, at the time of loan
processing for indebted borrowers and
new applicants, who must give
assignments and obtain them not later
than loan closing. Special efforts will be
made to obtain the bulk of assignments

before the sign-up period for enrolling in
the annual Feed Grain and Wheat set
aside programs.

(i) Obtain assignments from selected
borrowers on Form FmHA 1962-8,
"Upland Cotton, Rice, Wheat and Feed
Grain Programs—Assignments.”

(3) Releasingassignments and
handling checks.

{i) The County Supervisor will inform
the ASCS County Office that it is
releasing its assignment whenever a
borrower pays FmHA the amount due
for the year on the operating-type loan
debt or pays the debt in full.

(i) Checks obtained as a result of an
assignment will be made jointly to the
producer and FmHA. Such checks may
be endorsed by both parties and FmHA.
Such checks may be endorsed by both
parties and the proceeds used as
indicated on Form FmHA 1962-1,
"Agreement for the Use of Proceeds/
Release of Chattel Security."”

§ 1962.7 Securing unpaid balances on
unsecured loans.

The County Supervisor will take a lien
on a borrower's chattel property in
accordance with § 1962.6 of this subpart
if it is necessary to rely on such property
for the collection of the borrower’s
unsecured indebtedness, or if it will
assisl in accomplishing loan objectives.

§ 1962.8 Liens on real estate for additional
security.

The County Supervisor may take the
best lien obtainable on any real estate
owned by the borrower, including any
real estate which already serves as
security for another loan. Such liens will
be taken only when the existing security
is not adequate to protect FmHA
interests, and the borrower has
substantial equity in the real estate to
be mortgaged, and taking such mortgage
will not prevent making an FmHA real
estate loan, if needed, later.

(a) Documentation. Before taking real
estate as additional security for an
FmHA loan, the following information
will be put in the running record:

(1) Facts justifying the real estate lien;

(2) An estimate of the present market
value of the real estate to be mortgaged
(no appraisal of the property to be
mortgaged is needed);

(3) A brief description of any existing
liens on the property and the unpaid
balance on the debts secured by such
existing liens; and

(4) Name of the titleholder and how
title of the property is held. (Title
evidence is not required.)

(b) Forms. Form FmHA 427-1 (State),
“Real Estate Mortgage for " will
be used for each real estate lien taken
as additional security unless a State

supplement requires a form of morigage
comparable to that which secures the
existing loans. The notes evidencing the
FmHA loans for which the additional
security will be taken will be described
in the same mortgage.

§ 19629 Liens on chattel property as
security for a real estate loan.

Form FmHA 440-15, "Securily
Agreement (Insured Loans to
Individuals),” and Form FmHA 440A25,
"Financing Statement (carbon-
interleaved)," or Form FmHA 440-25,
"Financing Statement." as appropriate,
will be used in Uniform Commercial
Code (UCC) States. State supplements
may provide for using other forms in
Louisiana, Puerto Rico, Guam, American
Samoa and the Northern Mariana
Islands.

§§ 1962.10-1962.11 [Reserved]

§ 1962.12 Marking ASCS peanut and
tobacco marketing cards.

The County Supervisor will mark
borrowers' ASCS peanut and tobacco
crop marketing cards when FmHA
advances loan funds or subordinates its
crop lien for the purpose of financing the
production of the crops. The marking of
cards is optional in cases other than the
above when FmHA has a crop lien.

(a) Marking cards. Just before ASCS
prepares the cards, the FmHA County
Office will give the appropriate ASCS
County Office lists of the names and
addresses of FmHA borrowers whose
cards are to be marked and inform the
office that FmHA will mark the cards of
each borrower whose name is on the list
before delivery. After FmHA determines
that the cards are ready for delivery, the
County Supervisor or someone
designated by the County Supervisor
will go to the ASCS County Office and:

(1) Stamp or insert “FmHA lien" in
script in indelible ink on the cards for
peanuts and tobacco, except flue-cured
and burley tobacco, wherever decided
by the FmHA County Supervisor and the
ASCS County Office Manager.

(2) Stamp or insert “FmHA lien" in
script in indelible ink on borrower’s
Form MQ 76, "Tobacco Marketing
Card," for flue-cured and burley
tobacco. The stamp will be placed on
the left at the bottom of the signature
strip under “Tobacco Marketing Card.”

(3) If the borrower satisfies the lien or
repays the amount due the current year,
stamp “canceled"” across “"FmHA lien”
followed on the same line by the name
of the official making the cancellation
and the date.

(b) Notice to borrowers. The County
Supervisor will inform borrowers of
marking arrangement, including the
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requirements for canceling the lien
notice on the card.

(c) Notice to buyers. Whenever
possible, the County Supervisor will
explain these arrangements personally
to buyers (warehousemen and dealers in
the case of tobacco) in the area. The
County Supervisor will also explain that
the lien notice on the cards is not in
place of the notice given by filed or
recorded lien instruments but is a
courtesy and is to provide them with
readily available current information.
However, this information may not
always be accurate and commodities
covered by a card not stamped “FmHA
lien" may still be subject to an FmHA
lien. If too many buyers are in the area
to enable the County Supervisor to make
such a personal explanation, the County
Supervisor may write them a letter
explaining the arrangements.

§1962.13 Lists of borrowers given to
business firms.

Lists of borrowers whose chattels or
crops are subject to an FmHA lien may
be made available to business firms in a
trade area, such as salesbarmns and
warehouses, that buy chattels or crops
or sell them for a commission. The
County Supervisor will give these lists
to any such firm on its request. These
lists will exclude those borrowers
whose only crops for sale require ASCS
marketing cards.

(a) The list will contain the statement:
“The crop and chattel liens or financing
statements of the Farmers Home
Administration are recorded or filed as
required by law. This list of borrowers is
furmished only as a convenience. It may
be incomplete or inaccurate as of any
particular date. The fact that a name is
not on this list does not necessarily
mean that the Farmers Home
Administration does not have security
interest in or lien on the crops, livestock,
and other chattels.” ,

(b) Lists will be sent by Form FmHA
462~3, “List of Farmers Home
Administration Borrowers,” or the
County Supervisor may consider it
advisable to personally deliver and
explain the form and list to the buyers,
The County Supervisor will update all
lists that have been distributed by
notifying buyers in writing, on Form
FmHA 482-14, “Change in List of
Farmers Home Administration
EBorrowers," at least every 3 months, of

ghci names of borrowers to add and to
Celete.

$1962.14 Account and security
information In UCC cases.

Within 2 weeks after receipt of a
Written request from the borrower,
FmHA must inform the borrower of the

security and the total unpaid balance of
the FmHA indebtedness covered by the
Financing Statement.

(a) f FmHA fails to provide the
information, it may be liable for any loss
caused the borrower and, in some
States, other parties, and also may lose
some of its security rights. The UCC
provides that the borrower is entitled to
such information once every 8 months
without charge, and the FmHA may
charge up to 510 for each additional
statement. However, FmHA provides
them without charge. The requested
information goes on Form FmHA 462-10,
“Farmers Home Administration’s
Answer to Request for Information."”

(b) Although the UCC only requires
FmHA to give information pursuant to
the borrower’s written request, FmHA
will also answer oral requests.
Furthermore, the UCC does not prohibit
giving this information to others who
have a proper need for it, such as a bank
or another creditor contemplating
advancing additional credit to the
borrower,

§1962.15 [Reserved]
§ 1962.16 Accounting by County
Supervisor.

(a) County Supervisor's
responsibilities. The County Supervisor
is responsible for maintaining a current
record of each borrower's FmHA
security. All chattel security will be
inspected at least annually by the
County Supervisor. The inspection will
be recorded in the running record of the
borrower's file. More frequent
inspections should be made for
delinquent borrowers or borrowers that
have been indebted for less than one full
crop year. At the time of the annual
inspection the County Supervisor will
discuss the provisions of §§ 196217 and
1082.18 of this subpart with the
borrower, and the borrower and County
Supervisor will complete and sign Form
FmHA 19621, in accordance with
§ 1924.57(b) of Subpart A of Part 1924 of
this chapter if it has not been previously
completed for the year, If a borrower
does not plan to dispose of any chattel
security, the form should be completed
to show this and should be signed.
When the County Supervisor has other
contacts with the borrower, the County
Supervisor should also check for
dispositions and acquisitions of security,
the form should be completed to show
this and should be signed. Changes will
be recorded on the form, dated and
initialed by the borrower and the
County Supervisor. The purpose of all
inspections is to:

(1) Verify that the borrower possesses
all the security,

(2} Determine security is properly
maintained, and

{3) Supplement security instruments.

(b) Dispositions. The County
Supervisor will record all dispositions of
chattel security on Form FmHA 19821,
and on the file copy of the security
agreement or chattel mortgage. The
original security instrument must not be
altered. Additional acquired chattel
security should be entered on the file
copy of the security agreement or chattel
mortgage and must be described on
subsequent security instruments.

(c) Unapproved dispositions.
Unapproved dispositions of security will
be handled in accordance with
§§ 1962.18 and 1962.49 of this subpart.

§1962.17 Disposal of chattel security, use
of proceeds and release of lien.

(a) General. The borrower must
account for all security and will be
instructed of this requirement by the
County Supervisor when a loan is made
and as often afterward as necessary.
When the borrower sells security, the
property and proceeds remain subject to
the lien until the lien is released by the
County Supervisor. Purchasers of
security who inquire should be informed
that the property is subject to FmHA’s
lien and will remain subject to it until
they deliver any proceeds in cash to the
County Supervisor or make checks
payable jointly to the borrower and
FmHA and the check has cleared. When
the borrower fails to account properly
for security, the County Supervisor will
take the actions required in § 1962.18 of
this subpart. Releases of sales proceeds
will automatically be terminated when
either Exhibit D or E to Subpart A of
Part 1955 of this chapter is sent to the
borrower. Termination of such releases
will not occur prior to that time.

(b) Use of Form FmHA 1962-1. (1)
County Supervisors are authorized to
approve or disapprove dispositions of
FmHA chattel security in accordance
with this subpart. The County
Supervisor with the assistance of the
borrower, or in certain cases the District
Director (see § 1824.57(b)(3) of Subpart
A of Part 1924 of this chapter), will
complete Form FmHA 1662-1 to show
how, when and to whom the borrower
will sell, exchange or consume security
and use sales proceeds (including milk
sales proceeds) and insurance proceeds
derived from the loss of security. The
five conditions set out in that form must
all be met. These conditions are: (1) The
proceeds from the sale, if any, are used
for the purposes and in the amount set
forth on the form; (2) a current farm and
home plan or other similar plan of
operation acceptable to FmHA, if
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required by the County Supervisor, has
been completed and signed by the
borrower and FmHA; (3) the borrower's
projected income and expenses are
based on the borrower’s proven record
of production and financial
management; (4) the borrower is
utilizing the key production and
financial management practices
required by FmHA; and (5) the property
is sold or exchanged for its present
market value: The conditions set out in
paragraph (b)}{2) of this section must
also be met.

{2) Sales proceeds must be remitted lo
creditors with liens on the proceeds, in
order of priority of those liens. Proceeds
which are released by a prior lienholder
or which are in excess of the amount
due to a prior lienholder and which
come to FmHA, can be used for any of
the following purposes:

(i) Proceeds can be applied to the
FmHA debt.

{ii) Proceeds can be used to purchase
property better suited to the borrower’s
necds if FmHA will acquire a lien on the
new property. The new property,
together with any proceeds applied to
the FmHA indebtness, will have a value
to FmHA al least equal to the value of
the lien formerly held by FmHA on the
old security,

(iii) Proceeds can be used to preserve
the security because of a natural
disaster or other severe catastrophe,
when the need for funds cannot be met
with an FmHA loan or an FmHA lean
cannot be made in time to prevent the
borrower and FmHA from suffering a
substantial loss.

{iv) Proceeds can be used to pay for
essential farm and/or family living
(family living expenses are excluded for
partnerships, corporations and
cooperatives) expenses necessary for
the continued operation of the farm in
accordance with the FmHA approved
current year's farm and home plan or
other similar plan of operation. If no
current farm and home plan is in the file,
one must be developed in accordance
with § 1924.57 of Subpart A of Part 1924
of this chapter.

(v) Property can be exchanged for
property which is better suited to the
borrower’s needs if FmHA will acquire a
lien on the new property, at least equal
in value to the lien held on the property
exchanged.

(vi} Property can be consumed by the
burrower as follows:

{A) Livestock can be used by the
borrower's family for subsistence.

(B) If crops serve as security and
usually would be marketed, the County
Supervisor can allow such crops to be
fed to livestock, provided, this is
preferable to direct marketing and also

provided that FmHA obtains a lien (or
assignment) on the livestock and
livestock products at least equal in
value to the lien on the crops.

(3) The borrower must maintain
records of dispositions of property and
the actual use of proceeds and must
make these records available to FmHA
al the end of the period covered by the
Form FmHA 1962-1, or when requested
by FmHA. The County Supervisor will
complete the “Actual” columms on that
form, indicating approval or
disapproval, making sure that the
dispositions of property and uses of
proceeds were as agreed upon. If they
were not, the County Supervisor will
take the actions required by § 1962.18 of
this subpart. On the form, the County
Supervisor will note approval or
disapproval of each disposition.

(4} If, for any sale, the amount of
proceeds actually received is above or
below the amount of proceeds planned
to be received, as shown on Form FmHA
1962-1, the borrower will notify the
County Supervisor, Form FmHA 431-2,
“Farm and Home Plan," or other similar
plan of operation acceptable to FmHA,
and Form FmHA 1962-1 will be revised
to reflect the changes,

(5) If the borrower wants to sell,
exchange or consume property in a way
different from that shown on Form
FmHA 1962-1, the borrower must get
FmHA's permission, in advance. Form
FmHA 1962-1 will be revised, dated and
initinled by the borrower and the
County Supervisor. The County
Supervisor will indicate approval or
disapproval of the change. Permission
will be granted if the five conditions set
out in that Form have been met and if
the requirements of paragraph (b)(2] of
this section have been met.

(c) Release of liens. (1) Liens wiil be

released by the County Supervisor when -

security is sold, exchanged or
consumed, provided the conditions set
out on Form FmHA 1982-1 and in this
subpart are met.

(2} Junior FmHA liens on chattels and
crops serving as security for FmHA
loans can be released when such
property has no present or prospective
security value or enforcement of the
FmHA lien would be ineffectual or
uneconomical. The following
informetion will be documented in the
running case record:

(f) The present marke! value of the
chattels or crops; as determined by the
County Supervisor, on which FmHA has
a valueless junior len,

(ii} The names of the prior lienholders,
amount secured by each prior lien, and
the present market value of any
property which serves as security for the
amount. The value of all property which

serves as security for amounts owed to
prior lienholders must be considered to
determine whether the junior FmHA lien
has any present or prospective value.

{3) Liens obtained through a mutual
mistake can be released. The reasons
for the release must be documented in
the running case record.

{4) Liens can be released when there
is no evidence of an existing
indebtedness secured by the lien in the
recorda of the FmHA County, State, or
Finance Office.

(5) Liens on separate items of chattels
can be released to another creditor for
purposes set out in paragraph (b)(2)(iv)
of this section when it has been
determined by a current appraisal that
the value of d{e remaining security is
substantially greater than the remaining
FmHA debt.

(d) Processing the release of chattel
security. (1) If the borrower or an
interested third party requests a release
of specific items which must be
recorded under the UCC or chattel
mortgage laws, Form FmHA 462-12,
"Statements of Continuation, Partial
Release, Assignments, etc.,” Form
FmHA 460-1, “Partial Release,” or other
Forms approved by OGC and required
by State statute will be used. Care mus!
be used to be sure that only specific
items are released; for example, if a
borrower requests a release of five
cows, make sure that not all the cattle
are released from the FmHA lien. When
specific items are listed on the security
agreement, the County Supervisor
shhuld record the disposition on the
work copy of the security agreement and
on Form PmHA 1862-1.

2) Assignments and consent to ’
payment of proceeds will be processed
under Subpart A of Part 1941 of this
chapter and recorded on Form FmHA
1962-1.

(i) When it is necessary to temporarily
amend Form FmHA 441-18, “Consent to
Payment of Proceeds From Sale of Farm
Products.”” or Form FmHA 441-25,
“Assignment of Proceeds From the Sale
of Dairy Products and Release of
Security Interest,” Form FmHA 462-9,
"“Temporary Amendment of Consent to
Payment of Proceeds From Sale of Farmn
Products,” will be used. All amendments
of assignment agreements will be made
on forms approved by OGC. The State
Director will issue a State Supplement
with the advice of OGC and prior
approval of the National Office on the
use of other forms. The ariginal form
after completion will be forwarded
directly to the person or firm making the
payment against which the assignmen!
is effective, and a copy will be kept in
the borrower’s case file. All
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amendments of assignment agreements
will be approved and recorded on Form
FmHA 1862-1. Conditions of this section
must be met. The County Supervisor will
see that payments are made in
accordance with the original consent
when the amendment period expires.
Normally, a temporary amendment will
not exceed a six month period.

(ii) When FmHA is not expecting
paymeni from the proceeds of a product
on which it has a lien but the purchaser
of the product inquires about payment, a
letter should be written to the purchaser
as follows:

The Farmers Home Administration (FmHA)
his a security interest in the (name of
product) being sold to you by (name and
address of borrower), but at the present time
is not looking to the proceeds from the sale of
that product for payment on the debt owned
to this agency, Therefore, until further notice,
it will not be necessary for you to muke
payment to FmHA for such product.

(e) Releases of liens on wool and
mohair merketed by consignment.—{1)
Conditions. Liens on wool and mohair
may be released when the security is
marketed by consignment, provided all
the following conditions are met:

(i) The producer assigns to FmHA the
proceeds of any advances made, or to
be made, on the wool or mohair by the
broker, less shipping, handling,
processing, and marketing costs.

(i1} The producer assi to FmHA the
proceeds of the sale of g: wool or
mohair, less any remaining costs in
shipping, handling, processing, and
marketing, and less the amount of any
advance (including any interest which
may have accrued on the advance)
:.uge by the broker against the wool or
mohair,

(iii) The producer and broker agree
that the net proceeds of any advances
on, or sale of, the wool or mohair will be
paid by checks made payable jointly to
the producer and FmHA.

(2) Authority. The County Supervisor
may execute releases of the
Government's lien on wool and mohair
on Form FmHA 4624, "Assignment,
Acceptance, and Release.” Since Form
FmHA 482-4 is not a binding agreement
until executed by all parties in interest,
including the producer, the broker and
the Government, the County Supervisor
fr'my execule it before other parties sign
i,

(1} Notice of termination of security
interest to purchasers of farm products
under copsents or assignments upon
paymeniin full. County Supervisors will
notify purchasers of farm products as
$oon as the FmHA has received
Payment in full of indebtedness for
collection of which it has accepted
dssignments or consents to payment of

proceeds from the sale of the farm
products. When Form FmHA 441-18{s in
effect under the UCC, the notice to the
purchaser will be made on Form FmHA
460-8, "Notice of Termination of
Security Interest in Farm Products.”
When assignments have been used, the
nolice to the purchaser will be by letter
or by forms prescribed by State
Supplements.

(8) Release of FmHA's interest in
insurance policies. When an FmHA lien
on property covered by insurance has
been released, the County Supervisor is
authorized to notify the insurance
company of the release,

§ 1962.18 Unapproved disposition of
chattel security.

When the County Supervisor learns
that a borrower has made a disposition
of chattel security in a manner not
provided for on Form FmHA 1962-1 or
becomes aware of the misuse of
proceeds by a borrower, corrective
action mus! be taken to protect the
Government's interest.

(a) Notice to borrowers. When a
borrower has not properly accounted for
the use of proceeds from the sale of
chattel security, the County Supervisor
must request restitution by use of a
letter similar to Guide Letter 1962-A-5.

(1) If the borrower makes restitution
or provides sufficient information to
enable the County Supervisor to post-
approve the transaction on Form FmHA
1962-1, no further action will be taken
against the borrower. Post-approval can
only be given under the conditions set
out in § 1962.17(b) of this subpart. Only
one such transgression can be allowed
in any period covered by the Form
FmHA 431-2, or other similar plan of
operation acceptable to FmHA, between
annual security inspections, whichever
is appropriate, and this must be made
clear to the borrower.

{2) If the borrower does not make
restitution, if the County Supervisor
cannot post-approve the transaction. or
if the borrower makes a second
unauthorized disposition of security or
misuse of proceeds after settling the first
offense as provided in paragraph {(a)(1)
of this section, the County Supervisor
immediately must take the following
action:

(i) Proceed in accordance with
§ 1562.49 of this subpart and

{ii) Place the borrower’s name on the
Unapproved Disposition of Security Log
in accordance with paragraph (b) of this
section.

{b) Unapproved Disposition of
Security Log. Each County Office must
maintain a log of borrowers who have
made unapproved dispositions of chattel
security.

(1) The following information must be
included in the log:

(i) The borrower's name and address;

(ii) The date the unapproved
disposition was discovered;

{iif) The item disposed of;

(iv) The amount of proceeds from the
disposed item, the use of proceeds and
the name and address of the purchaser,
if known;

(v) The date that Guide Letter 1562~
A-5 was sent to the borrowerand
date(s) of personal contact(s) with the
borrower regarding the unapproved
disposition;

(vi) The date the case was referred to
the State Office; and

(vii) All subsequent actions until the
case is concluded.

(2) Subsequent offenses by the same
borrower must be entered separately on
the log.

(8} The borrower’s name must remain
on the log for at least two calendar
years from the date the unapproved
disposition was discovered and the
conclusion of the matter.,

(4) The County Supervisor will
forward a copy of the log to the State
Director quarterly (January 1, April 1,
July 1 and October 1). New additions to
the log since the previous submission to
the State Office should be circled in red.
Repeat offenders will have a red star
marked by their names.

(5) The State Director will maintain a
log of the Unauthorized Disposition of
Security. Upon receipt of the logs from
the County Office, the State Director
will list the information in the State
Office log, and immediately forward a
current copy of the logs to the Office of
Inspector General—Regional Office—
Investigation.

§1962.19 Claims against
Credit Corporation (CCC).

This section is based on a
Memorandum of Understanding
between CCC and FmHA (see Exhibit A
of this subpart). The memorandum sels
forth the procedure to follow when
producers sell or pledge to CCC as loan
collateral under the Price Support
Program, commodities on which FmHA
holds a prior lien, and when the
proceeds, or an sgreed amount from
them, are not remitted to FmHA to apply
against the producer’s indebtedness to
FmHA. In addition to the procedures
outlined in Exhibit A, the following
apply:

{a) County Office action. (1) Claims
will not be filed with CCC until it is
determined that the amount involved
cannot be collected from the borrower.
Therefore, after preliminary notice is
given of this fact to CCC by the State
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Director, the County Supervisor will
make immediate demand on the
borrower for the amount of the CCC
loan or the portion of it which should
have been applied to the borrower's
account. If payment is made, the State
Director will be notified.

(i) If payment is not made, the County
Supervisor will determine whether or
not the case should be liquidated in
accordance with § 1962.40 of this
sublpart. Any liquidation action will be
taken immediately. If the borrower has
no property from which recovery can be
made through liquidation or, if after
liquidation, an unpaid balance remains
on the indebtedness secured by the
commaodity pledged or sold to CCC, the
County Supervisor will make a full
report to the State Director on Form
FmHA 455-1, "Request for Legal
Action,” with a recommendation that a
claim be filed againt CCC, Howe\'e‘lf
the indebtedness s paid through
liquidation action, the State Director
will be notified by memorandum.

(ii) If the facts do not warrant
liguidation action, the State Director
will be notified, and a recommendation
will be made that no claim be filed
against CCC.

(2) On receiving information from the
State Director that CCC has called the
borrower’s loan, the County Supervisor
will act to protect FmHA’s interest with
respect to the commodity if CCC is
repuid.

{b) State Office action. {1) The State
Director, on receipt of reports and
recommendations from the County
Supervisor, will:

(i) i in agreement with the County
Supervisor's recommendation not to file
a claim against CCC or if notice is
received that the indebtedness has been
paid, forward notice to CCC.

(i) If in agreement with the County
Supervisor's recommendation to file a
claim against CCC, refer the case to
OGC with a statement of facts.

(iif) If OGC determines that FmHA
holds a prior lien on the commedity and
the amount due on its loan is not
collectible from the borrower, send CCC
a copy of the OCC memorandum with a
complete statement of facts supporting
the claim through the applicable ASCS
office or notify CCC if the OGC
memorandum does not support FmHA's
claim.

(2) The State Director will notify the
County Supervisor promptly on
receiving information from CCC that the
borrower's loan is being called.

(3) If collection cannot be made from
the borrower or other party (see
paragraph 5 of Exhibit A of this
Subpart), the State Director will give
CCC the reasons, FmHA will then be

paid by CCC through the applicable
ASCS office.

§ 1962.20-1952.25 (Reserved]

§ 1962.26 Correcting errors In security
Instruments.

The County Supervisor may use Form
FMHA 462-12, to correct minor errors in
a financing statement when the errors
are not serious (i.e., a slightly misspelled
na OGC will be asked lo determine
whether or not such errors are in fact
minor, The County Supervisor may also
use Form FmHA 462-12 to add chattel
property to the financing statement (i.e.,
a new type or item of chattel or crops on
land not previously described).

§ 1962.27 Termination or satisfaction of
chattel security instruments.

(a) Conditions. The County Supervisor
may terminate financing statements and
satis{ly chattel mortgages, chattel deeds
of trust, assignments, severence
agreements and other securily
instruments when:

(1) Payment in full of all debts secured
by collateral covered by the security
instruments has been received; or

(2) All security has been liquidated or
released and the proceeds properly
accounted for, including collection or
settlement of all elaims against third
party converlers of security, even
though the secured debts are not paid in
full. This includes collection-only and -+
debt settlement cases; or

(3) The U.S. Attorney has accepted a
compromise offer in full settlement of
the indebtedness and has asked that
action be taken to satisfy or terminate
such instruments; or

(4) FmHA has a financing statement
or other lien instrument which describes
the real estate upon which crops are
located but neither the borrower non
FmHA has an interest in the crops
because the borrower no longer
occupies or farms the premises
described in the lien instrument. Such
action will only relate to the crops.

(b) Form of payment. (1) Security
instruments may be satisfied or the
financing statements may be terminated
on receipt of final payment in currency,
coin, U.S, Treasury check, cashier's or
certified check, bank draft, postal or
bank money order, or a check issued by
a party known to be financially
responsible.

(2) When the final payment is
tendered in a form other than those
mentioned above, the security
instruments will not be satisfied until 15
days after the date of the final payment:
However, in UCC States the termination
statement will be signed and sent to the
borrower within 10 days after receipt of
the borrower's written request but not

until the 10th day unless it previously
has been ascertained that the payment
check or other instrument has been paid
by the bank on which it was drawn.
(See subsection (c} of this section for the
reason for the 10-day requirement.)

(¢) Filing or recording termination
statements. Financing statements will be
terminated by use of Form FmHA 462-12
if provided by a State supplement. (1)
Under UCC provisions if FmHA fails to
give a termination statement to the
borrower within 10 days after written
demand, it will be liable to the borrower
for $100 and, in addition, for any loss
caused to the borrower by such failure
unless otherwise provided by a State
supplement. In the absence of demand
for a termination statement by the
borrower, a termination statement will
be delivered to the borrower when the
notes have been paid in full.

(2) However, if FmHA has been
meeting the borrower’'s annual operating
credit needs in the past and expects to
do so the next year, the financing
stalements need not be terminated in
the absence of such demand unless a
loan for the succeeding year will not be
made or earlier termination is required
by a Stale supplement.

(d) Filing or recording satisfactions.
Satisfactions of chattel mortgages and
similar instruments will be made on
Form FmHA 4604, “Satisfaction,” or
other form approved by the State
Director. The original of the satisfaction
form will be delivered to the borrower
for recording or filing and the copy will
be retained in the borrower’s case file
However, if the State supplement based
on State law requires recording or filing
by the mortgagee, a second copy will be
prepared for the borrower and the
original will be recorded or filed by the
County Supervisor. When Slate statutes
provide that satisfactions may be
accomplished by marginal entry on the
records of the recording office, or when
Form FmHA 4604 is not legally
sufficient because special circamstances
require some other form of satisfaction.
County Supervisors are authorized to
make such satisfactions according to
State supplements. In such cases, Form
FmHA 4604 will not be prepared but a
notation of the satisfaction will be made
on the copy of Form FmHA 451-1,
"Acknowledgment of Cash Payment,” or
Form FmHA 456-3, “Journal Voucher for
Write-Off or Judgment,” which will be
retained in the borrower's case folder.

(e} Satisfaction or termination of lien
when old loans cannot be identified.
When a request is received for the
satisfaction of a crop or chattel lien, or
for the termination of a financing
statement and the status of the account
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wcured by the lien cannol be

asscertained from County Office records,
the County Supervisor will prepare a
letter 1o the Finance Office reflecting all
the pertinent information available in

the County Office regarding the account.
The letter will request the Finance

Office to tell the County Supervisor
whether the borrower is still indebted to
FmHA and, if so, the status of the
iccount. If the Finance Office reports to
ihe County Supervisor that the account
his been paidsin full or otherwise
satisfied or that there is no record of an
ndebtedness in the name of the
borrower, the County Supervisar is
authorized to issue a satisfaction of the
security instruments on Form FmHA
404 or other approved form or to effect
the satisfaction by marginal release, or a

appropriate.
§1962.28 [Reserved]

§1962.29 Payment of fees and Insurance
premiums.

(a) Fees. {1) Security instruments.,
Borrowers must pay statutory fees for
filing or recording financing statements
or other security instruments {including
Form FmHA 462-12, or other renewal
statements) and any notary fees for
executing these instruments. They also
mugt puy costs of obtaining lien search
reports needed in properly servicing
weurity as outlined in this subpart.
Whenever possible, borrowers should
pay these fees directly fo the officials
giving the service. When cash is
accepted by FmHA employees to pay
these fees, Form FmHA 440-12,
“Acknowledgment of Payment for
Recording, Lien Search and Releasing
Fees," will be executed. If the borrower
tnnot pay the fees, or if there are fees
';vfu:u-d to in paragraph (a) (2) and (3) of
this section that must be paid by FmHA,
the County Supervisor may pay them as
@ petty purchase or as the bill of a
creditor of FmHA in accordance with
FmHA Instructions 2024-E and 2075-A.
copies of which are available in any
FmHA office.

(2) Satisfactions. The borrower must
vay fees for filing or recording
salisfactions or termination statements
cnless a State supplement based on
State law requires FmHA to pay them.

, (3) Notary fees. FmHA will pay fees
‘or notary service for executing releases,
:uhordinatiom. and related documents
‘or and on behalf of FmHA if the service
tannot be obtained without cost.

; b) Insurance premiums. County
;upervisors are authorized to approve
uills or invoices for payment of

[surance premiums on chattel security
‘ot FmHA loans when:

(1) A borrower cannot pay the
premiums from the borrower's own
resources at the time due;

(2} It is not practical to process a loan
for that purpose;

(3) It is necessary to profect FmHA's
interests; and

(4) The amount advanced can be
charged to the borrower under the
provisions of the security instrument.

§ 1962.30 Subordination and walver of
FmHA liens on chattel security.

(a) Purposes. FmHA chaltel liens
securing Operating (OL), Economic
Emergency (EE) and Emergency (EM)
loans may be subordinated to a lien of
another creditor to permit that creditor
to lend for any authorized OL, EE, or EM
loan (Subtitle B) purpose, including
capital purchases, provided:

(1) The borrower needs the loan to
continue farming operations; and

(2) The loan will help the borrower to
accomplish the objectives of the FmHA
loans; and

(3) FmHA's financial interest will not
be adversely affected.

{b) Limitations. (1) When & non-
FmHA loan is made to pay expenses
directly related to particular crops or
livestock enterprises, FmHA lien priority
should be subordinated to the non-
FmHA creditor’s lien only so far as
crops, livestock increases, feeder
livestock or other normal farm income
security is concerned. If the non-FmHA
lender will not make a loan unless
FmHA agrees to subordinate more of its

riority, FmHA may subordinate any
ien it holds on basic chattel security.
FmHA should not give up any more of
its priority to basic chattel security than
is absolutely necessary to provide the
non-FmHA lender with the security it
requires.

(2) When an obligation secured by a
lien prior to that of FmHA is about to
mature or has matured and the prior
lienholder desires to extend or renew
the obligation, or the obligation can be
refinanced, the FmHA lien may be
subordinated. However, the relative lien
position of FmHA must be maintained.

(3) The subordination will be limited
to a specific amount.

(4) A subordination in favor of only
one creditor will be outstanding at any
one time in connection with the same
security. A subordination also may be
executed to enable a borrower to obtain
necessary crop insurance if the creditor
to whom a subordination has been given
on that crop consents in writing to
payment of the insurance premiums
from the crop or insurance proceeds.

(5) When a subordination is executed
to enable the borrower to obtain
insurance on crops under lien to FmHA,

the borrower will assign the insurance
proceeds to FmHA or name FmHA in
the loss-payable clause of the policy.

(8) Waivers of FmHA lien priority,
instead of subordinations, may be
executed in favor of a creditor who has
made or will make advances to produce,
harvest, process, or market crops under
written contract to that creditor. Such
waivers are limited to the purposes for
which a subordination may be made
under this Subpart.

(c) Approval. Loan approval officials
may approve subordinations and
waivers of FmHA OL lien priority if the
amount of the proposed subordination
or waiver, plus the principal balance of
existing subordinations or waivers, is
not more than their OL approval
authority stated in tables which are
available from any FmHA office. Loan
approval officials may approve
subordinations and waivers of FmHA
EM and EE loans lien priority if the
amount of the subordination or waiver
plus the unpaid principal balance of
existing EM and EE loans and
subordinations does not exceed their
EM or EE loan approval authority stated
in tables which are available from any
FmHA Office. When the lien priority for
more than one type of loan is
subordinated or waived, the total
amount of the approval official’s
authority will be limited to the loan with
the lowest approval authority for that
official. However, the State Director
may approve subordinations or waivers
regardless of the amount. State Directors
may redelegate their authority for
approving subordinations to qualified
State Office employees.

(d) Forms. (1) Subordinations or lien
waivers authorized in this Subpart will
be made on Form FmHA 460-2,
“Subordination by the Government,” or
on other forms approved by the State
Director with OGC's advice. If Form
FmHA 480-2 does not conform to a
State’s recording requirements, a State
supplement may be used, if approved by
OGC, to modify the form.

(2) Form FmHA 431-2 or other similar
plan of operation acceptable to FmHA
will show the subordination or lien
waiver and repayment.

(e) Loans under CCC program. See
Exhibits B and C of this Subpart,

(1) When the ASCS County Office
makes CCC loans to the borrower,
FmHA will not execute a form of
subordination or lien waiver.

(2) When the full value of a CCC loan
on cotton is to be advanced to the
borrower by a bank, ginner, or
warehouseman whom the County
Supervisor considers financially
responsible, and when a check or draft
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issued by the bank, ginner, or
warehouseman is made payable to
FmHA, or jointly to FmHA and the
borrower, and is delivered to the County
Supervisor, the County Supervisor may
then execute the lienholder’s waiver on
Form CCC Cotton A even though item 2
of that form shows that the CCC loan
will be distributed to such a bank,
ginner, or warehouseman. Loan
approval officials may approve waivers
of crop liens in accordance with
subsection (c) of this section.

(3) If the commaodity covered by the
CCC loan is released by CCC or
redeemed by the borrower, the FmHA
lien will be restored to the priority it
held before the CCC loan was made.

(4) When the borrower wishes to
rotate or exchange a new crop for an old
crop that is stored under the CCC Grain
Reserve Program, the County Supervisor
and the ASCS official will proceed as
set out in Exhibit C of this subpart.

§§ 1962.31-1962.33 [Reserved]

§ 1962.34 Transfer of chatte! security and
EO property and assumption of debts.

Chattel and EO property may be
transferred to eligible or ineligible
transferees who agree to assume the
outstanding loan, subject to the
provisions set out in this section. A
transfer and assumption may aiso be
made when one or more of the
borrowers or the former spouse and co-
obligor of a divorced borrower
withdraws from the operation or dies.
The transfer of accounts secured by real
estate or both real estate and chattels
will be processed under Subpart A of
Part 1872 of this chapter (FmHA
Instruction 465.1). The transferor
(borrower) must be sent Form FmHA
1924-14, "Notice—Farmer Program
Borrower Servicing Options Including
Deferral and Borrower Responsibilities,”
as soon as the borrower contacts the
County Supervisor inquiring about a
transfer.

(a) Transfer to eligibles. Transfers of
chattel security and EO property to a
transferee who is eligible for the kind of
loan being assumed or who will become
eligible after the transfer may be
approved, provided:

(1) The transferee assumes the total
outstanding balance of the FmHA debts
or that portion of the outstanding
balance equal to the present market
value of the chattel security or EO
property, less any prior liens, if the
property is worth less than the entire
debt.

(2) Generally the debts assumed will
be paid in accordance with the rates
and terms of the existing notes or
assumption agreements. Any

delinquency and any deferred interest
outstanding will be scheduled for
payment on or before the date the
transfer is closed. Form FmHA 460-8,
“Assumption Agreement (Same Terms-
Eligible Transferee),” will be used. If the
existing loan repaymen! period is
extended, the debt being assumed may
be rescheduled using Form FmHA 460-5,
"Assumption Agreement (New Terms)."
The new repayment period may not
exceed that for a new loan of the same
type. if Form FmHA 460-5 is used, the
cutrent interest rate for such loans will
be charged to all applicants, If any
deferred interest is not paid by the time
the transfer takes place, it must be
added to the principal balance and the
loan must be placed on new rates and
terms,

(3) The transfer of EM actual loss
loans, or EM loans made before
September 12, 1975, will be made as
provided under subsection (b) of this
section. However, when one or more of
the borrowers or jointly obligated
partners withdraw from the operation
and those remaining desire to assume
the total indebtedness and continue the
operation, a transfer to the remaining
borrowers or partners may be made as
an eligible transferee.

(b) Transfer to ineligibles, Transfer of
the chattel security and EO property toa
transferee who is not eligible for the
kind of loan being assumed may be
approved, provided:

(1) It is in FmHA's financial interest to
approve the transfer of security or EO
property and assumption of the debts
rather than to liquidate the security or
EO property immediately.

(2) The transferee assumes the total
outstanding balance of the FmHA debt,
or an amount equal to the present
market value of the security or EO
property as determined by the County
Supervisor, less any prior liens, if the
value is less than the entire debts,

(3) FmHA debts assumed will be
repaid in amortized installments not to
exceed 5 years using Form FmHA 460-5.
Any deferred interest not paid by the
time the transfer takes place must be
added to the principal balance. The
transferred property, including EO
property, will be subject to any existing
FmHA lien. In the absence of an existing
FmHA lien, new lien instruments will be
executed. Interest rates to the transferee
will be as follows:

(i) For OL, EE;-8L, and EM loans, the
current interest rate in effect for regular
OL loans at the time of approval of the
transfer plus one percent,

(if) For EO loans, 8 percent.

{4) The transferee can repay the
FmHA debt in accordance with the

assumption agreement and can legally
enter into the contract.

(¢) Effect of signature, In all cases the
purpose and effect of signing an
assumption agreement or other evidence
of indebtedness is to engage separate
and individual personal liability,
regardless of any State law to the
contrary.

(d) Release of transferor from
liability. The borrower and any co-
signer may be released from persons|
liability to FmHA when all the chattel
security is transferred to an eligible or
ineligible applicant and the total
outstanding debt or that portion of the
debt equal to the present market value
of the security is assumed. The servicing
official is authorized to approve releases
from liability except when the FmHA
debt secured by chattels less their
market value exceeds $25,000, the
Administrator must approve the release
from liability. When there will be no
release from liability, the transferor and
co-signer of a farmer program loan must
be sent a letter similar to Exhibit F of
Subpart A of 1955 of this chapter
(available in any FmHA office).

(e) County Committee actions. (1)
Transfer to eligible applicant. The
County Committee will certify the
transferee's eligibility for the types of
loans to be assumed on Form FmHA
440-2, "'County Committee Certificeticn
or Recommendation.”

(2) Transfer to ineligible applicant.
The County Committee will execute a
memorandum statement on Form FmHA
440-2 as follows: “In our opinion, the
transferee, (name of transferee), will
honestly endeavor to make payments i
accordance with the assumption
agreement, maintain the security, and
carry out the other obligations in
connection with the loan."

(3) Release from liability. If the tots!
outstanding debt is not assumed, the
County Committee will execute a
memorandum statement on Form FmHA
440-2 when they recommend the
transferor be released from persona!
liability, which will read as follows:
“(Name of transferor and any co-signes|
in our opinion do not have reasonable
ability to pay all or a substantial part of
the balance of the debt not assumed
after considering their assets and
income at the time of transfer.
Transferors have cooperated in good
faith, used due diligence to maintain th
security against loss, and otherwise
fulfilled the convenants incident to the
loan to the best of their ability.
Therefore, we recommend that the
transferror and any co-signer be
released from personal liability on the
transferees’ assumption of a portion of
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the indebledness at least equal to the
present market value of the security.” If
the total outstanding debt is assumed,
the statement is not required.

(f) Transfer and assumption docket.
The County Supervisor will assemble
the following statements and forms for
ransfer and assumption:

(1) A statement of the current amount
of the indebtedness.

(2) A description of the security or EO
sroperty to be transferred and a
statement about its value.

{3) Form FmHA 410-1, “Application
for FmHA Services." ;

(4) Form FmHA 440-2 for an eligible
transferee, with the memorandum
statement of the County Committee if
the transferor is to be released from
liability.

(5) County Committee memorandum
slutement for ineligible transferee with
1he additional memorandum statement if
the transferor is to be released from
liability.

(6) Statement of justification for the
transfer, including a plan of repayment,
if not otherwise shown in the docket.

\7) Transferee's plan of operation
<hown on Form FmHA 431-2 or other
similar plan of operation acceptable to
FmHA, or Form FmHA 431-3. or Form
FmHA 431-4,

(8) Form FmHA 460-5 or Form FmHA
i60-9, as appropriate.

(4} Form FmHA 465-8, "Release from
Fersonal Liability,” when appropriate.

(10) Form FmHA 1940-1, "Request for
Obligation of Funds.”

(11) Form FmHA 465-5, “Transfer of
Real Estate Security,” will be used to
iransfer real estate security.

(12) Form FmHA 1860-8, “Assumption
Agreement (Information),” or Form
FmHA 1865-22, “Information on
Assumption on New Terms or Other
Change of Terms," as appropriate, and
Form FmHA 1965-23, “Supplemental
!.’:.(;:rsz‘.u(ion on Assumption and/or
Change of Terms.”

(13) Form FmHA 1924-14. (Added)

(g) F ‘mcessghg assumption
agreements. Additional security
instruments will be oblained in
accordance with advice from OGC.

(1] On receipt of Form FmHA 1960-6
or Form FmHA 1965-22, and Form
FmHA 1965-23 the Finance Office will
establish an account in the name of the
assuming transferee and will notify the
Lounty Supervisor.

_(2) Form FmHA 1805-1, "Management
System Card——Individual,” will be
brepared for the transferee, and the loan
rr‘r,c.r;] %nrdo of the transferor will be
allached.

(3) If a collection is received from the
lrinsferee after the assumption
agreement is approved but before

Finance Office notification to the
County Office, Form FmHA 451-2,
“Schedule of Remittances,” will be
prepared as follows:

(i) During the period that a transfer is
pending in the County Office, payments
received by the Finance Office will
continue to be applied to the transferor's
account, and Form FmHA 45126,
“Transaction Record,” or Form FmHA
451-31, “Borrower Transaction Record,”
will be forwarded to the County Office.
This includes any downpayments made
in connection with the transfer for
reducing the amount of the debl to be
assumed. On receiving 8 payment on the
account not included in the latest
transaction record or monthly payment
account siatus report, the County
Supervisor should deduct such amounts
fram the total amount of principal and
interest calculated from the latest
information available before completing
the assamption agreement and having it
signed.

{ii] When the borrower has made a
direct payment to the Finance Office
and there is no record of it in the County
Office, the account will be assumed
based on the latest record in the County
Office. The application of the direct
payment will be reversed from the
account, and the assumption agreement
will be processed in the Finance Office.
The Director, Finance Office, will
contact the Counfy Supervisor to
determine how to dispose of the
proceeds from the direct payment.

(i1} For payments received on the
date of transfer, Form FmHA 451-2 will
be prepared to show “Transfer in
process for account owed by
(borrower’s name and case number) to
be transferred to (Name of transferee
and case number, if known)." If the
borrower number portion of the case
number has not yet been assigned for a
transferee, only the State and County
portion of the case number will be
shown. A statement for the information
of the Finance Office will be attached to
the assumption agreement showing the
date of Form FmHA 451-2 and the
amount paid.

(iv) When a payment is due on the
assumption agreement shortly after the
transfer is completed, it should be
collected if possible, at the time of
transfer and remitied in the transferee’s
name.

(h) Approval. Loan approval officials
are authorized to approve transfer and
assumption of FmHA accounts to
eligible or ineligible transferees and
releases from liability when the debts
are within their respective loan approval
authorities stated in tables which are
available from any FmHA Office (FmHA
Instruction 1901-A).

(1) Loan approval officials may also
approve transfers and assumptions of
EO loans ane releases from liability.
State Directors may also approve
transfers to and assumptions by
ineligible transferees and releases from
liability regardless of the amount of the
outstanding EM loan debt.

(2) The Administrator will review for
approval proposed transfers to and
assumptions by eligible transferees that
exceed the approval authorities of State
Directors for EM loans.

§§ 1962.35-1962.39 [Reserved]

§ 1962.40 Liquidation,

(8) Veluntary liguidation—{1)
General. When a borrower contacts
FmHA and asks about voluntarily
liquidating security, the borrower will
be told that liguidation can only be
accomplished by:

(i) Selling the security under § 1962.41
of this subpart,

(if) Transferring the security under
§ 1962.34 of this subpart,

(iii) Conveying the security to FmHA
under Subpart A of Part 1955 of this
chapter, or

(iv) Refinancing the debt with another
lender.

The provisions of these regulations
will be explained to the borrower.

(2) Lien search. The County
Supervisor will obtain a carrent lien
search report to determine the effect
that liens of other parties will have on
liquidation, the record lienholders to
whom notices of sale will be given, and
the distribution that will be made of the
sales proceeds. Normally, lien searches
should be obtained from the same
source as is used when making a loan. If
obtaining the searches from third party
sources causes undue delay which
interferes with orderly liquidation,
searches may be made by the County
Supervisor. If the lien search is made by
third parties, the borrower will pay the
cost from personal funds or if the
borrower refuses, FmHA will pay the
cost and charge it to the borrower’s
account in accordance with the security
instrument or EO Loan Agreement. The
records to be searched and the period
covered by the search will be in
accordance with a State supplement.

{b) Involuntary liquidation. When a
borrower makes an unapproved
disposition of security, the directions in
§§ 1962.18 and 1962.49 of the subpart
will be followed. In all cther cases,
when the County Supervisor, with the
advice of the District Director
determines that continued servicing of
the loan will not accomplish the
objectives of the loan, or that for other
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reasons further servicing cannot be
justified under the policy stated in

§ 1962.2(a) of this subpart, liquidation of
the account(s) will be accomplished as
quickly as possible under this section. In
farmer program loan caes, borrowers
must receive Forms FmHA 1924-14,
“Notice—Farmers Program Borrower
Servicing Options Including Deferrals
and Borrower Responsibilities," 1924-25,
"Notice of Intent to Take Adverse
Action,” and 1924-26, "Borrower
Acknowledgment of Notice of Intent to
Take Adverse Action,” and any appeal
must be concluded before any
liquidation action (including termination
of releases of sales proceeds) is taken.
The County Supervisor will send these
forms to the borrower as soon as a
decision is made to liquidate.

(1) General. When liquidation is
begun, it is FmHA policy to liquidate all
security and EO property except EO
property that the County Supervisor
determines is essential for minimum
family living needs. The present market
value of security that may be retained
by the borrower for minimum family
living needs will not exceed $600,
However, only so much of the security
and EO property will be liquidated as
necessary to pay the indebtedness.

(2) Lien search. The County
Supervisor will follow the directions set
out in paragraph (a)(2) of this section.

(3) Agreement with borrower. After
the borrower is told that FmHA wants
the account liquidated, if the borrower is
willing to voluntarily liquidate the
account immediately by (i) selling the
security in accordance with § 1962.41 of
this subpart, (ii) transferring the security
in accordance with § 1962.34 of this
subpart, {iii) conveying the security to
FmHA under Subpart A of Part 1955 of
this chapter, or {iv) refinancing the debt
with another lender, the County
Supervisor may allow the borrower 60
days to accomplish such action. Farmer
program loan borrowers who have been
sent Form FmHA 1824-25 will be given
120 days if Form FmHA 1924-26 is
returned indicating that the borrower is
willing to sell, transfer or voluntarily
convey the segurity or refinance the
debt,

(4) No agreement with borrower. After
the borrower is told that FmHA wants
the account liquidated, if the borrower is
not willing to voluntarily liquidate, the
borrower's account will be accelerated
(see paragraphs (b)(4) (i) and (ii) of this
paragraph). The County Supervisor will
then attemplt to repossess the security in
accordance with § 196242 of this
subpart. If this is not possible, the case
will be referred for civil action in
accordance with § 1962.49 of this

subpart. Unmatured instaliments will be
accelerated as follows:

(i) The District Director will accelerate
all unmatured installments by using
Exhibit D or Exhibit E of Subpart A of
Part 1955 of this chapter excepl in cases
referred to OGC for civil action, if the
notice has previously been given.

(if) Exhibit D of Exhibit E of Subpart A
of Part 1955 of this chapter will be sent
to the last known address of each
obligor, with a copy to the Finance
Office in those cases referred to OGC
for civil action. County Office and
Finance Office loan records will be
adjusted to mature the entire
indebtedness only.

(c) Multiple loans and loans secured
by both real estate and chattels. Follow
the provisions of § 1872.17(b) of Part
1872 of this chapter for liquidating these
loans.

(d) Assignment of insured loans.
When liguidation of an insured loan is
approved, the State Director will be
asked by the official who approved the
liguidation to immediately obtain an
assignment of the loan to FmHA if the
promissory note is not held in the
County Office. Pending the assignment,
preliminary steps to effect liguidation
should be taken, but civil or other court
action will not be started and claims
will not be filed in bankruptcy or similar
proceedings or in probate or
administration proceedings with respect
to the insured loan claim, unless
essential to protect FmHA's interests
and OGC recommends such action.
However, other steps need not be held
up pending assignment. If any problems
are encountered in obtaining the
assignment, OGC may be contacted for
advice.

(e) Protective advances. (1) After
Forms FmHA 1824-25 and 1925-26 have
been sent and security is in danger of
loss or deterioration, the State Director
will protect FmHA's interest and
approve protective advances in payment
of:

(i) Delinquent taxes or assessments
that constitute prior liens which would
be paid ahead of FmHA under

§ 1962.44(a) of this subpart.

(ii) Premiums on insurance essential
to protect FmHA's interest, and

(iii) Other costs including
transportation necessary 1o protect or
preserve the security,

(2) However, such advances may not
be made unless the amount advanced
becomes a part of the debt secured by
FmHA's lien, or is for expenses of
administration of ‘estates or for
litigation. If & case is in the hands of the
U.S. Attomey, such advances may not
be made without the U.S. Attomey's

concurrence. Moreover, such advances
may not be made in any case to pay
expenses incurred by a U.S, Marshal or
other similar official such as a local
sheriff. However, if the official seizes
the property and delivers it to FmHA for
sale by FmHA, costs incurred by Fm}iA
after delivery to FmHA will be paid.

{3) The County Supervisor will submit
a report on the need for such advances
to the State Director, including:

(i) Borrower's County Office case file;

(ii) Current lien search report;

(iif) Statement of the type and value of
the property and of the circumstances
which may result in the loss or
deterioration of such property: and

(iv) A recommendation as to whether
or not the advance should be approved.

(4) Costs incurred by FmHA in
protecting its interest in securily or EO
property may be paid by means of
Standard Form 1034, "Public Voucher
for Purchases and Services Other Than
Personal," in accordance with FmHA
Instruction 2024-P (available in an
FmHA office), and may be charged to
the borrower's lean account, or paid
from proceeds of the sale of security or
EO property.

§ 1962.41 Sale of chattel security or EO
property by borrowers.

Borrowers who are liguidating
voluntarily and who have not been sent
Forms FmHA 1924-25 and 1924-26 will
be sent Form FmHA 1924-14 before any
sale occurs.

(a) Public sale. A borrower may
voluntarily liquidate chattels by selling
the property at auction in the borrower’s
own name. Form FmHA 455-3,
"Agreement for Sale by Borrower
(Chattels and/or Real Estate)”, will be
executed by the borrower, all
lienholders, and the clerk of the sale or
other person who will receive the sale
proceeds before execution by the
County Supervisor. When EO property
is involved delete from the Form the
reference to the FmHA lien wherever it
appears on the forms. No FmHA official
is authorized to bid at such sales. The
County Supervisor will arrange to
promptly recelve the proceeds of the
sale due FmHA for application on the
borrower’s indebtedness.

(b) Private sale. The borrower may
sell chattel security or EO property at 8
private sale if:

(1){i) The borrower has ready
purchasers and can sell a// of the
property for its present market value; of

(ii) The property is perishable; or

(iii) The property is of a type
customarily sold on a recognized
market; or
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(iv) The property consists of items of
small value or a limited number of items
which do not justify public sale,

(2) Form FmHA 1962-1 may be used to’

approve liquidation of such security.
The County Supervisor will document in
the running case record the reasons that
a public sale was not justified,

(3) Form FmHA 455-3 is completed
before the sale.

(c) Government takes possession. The
borrower may also turn over possession
of the chattels to FmHA by signing Form
FmHA 4554, “Agreement for Voluntary
Liquidation of Chattel Security." This
form authorizes FmHA to sell the
security at either public or private sale.
I FmHA hires a caretaker, services
should be obtained by use of Form
FmHA 120-10; “Solicitation, Quoltation,
Purchase Order, Inspection, and
Invoice" in accordance with Subpart D
of Part 1955 of this Chapter.

(d) Record of Sale. The sale will be
recorded on Form FmHA 19862-1.

(¢) Unpaid FmHA Debt. If the sale
results in less than full payment of the
FmHA debt, the account will be
considered for debt settlement.

§1962.42 , care, and sale of
chattel security or EO property by the
County Supervisor.

(a) Repossession. Except as provided
in paragraph (d) of this section, prior to
any repossession of FmHA security a
barrower and all cosigners on the note
must receive Forms FmHA 1924-14,
1924-25 and 1924-26 and any appeal
must be concluded. The County
Supervisor will take possession of
security or EO property for FmHA when
the value of the property. based on
appraisal, is substantially more than the
estimated sale expenses and the amount
of any prior lien, if the prior lineholder
does not intend to enforce the lien. The
property will not be repossessed if
FmHA's estimated recovery will be
small in relation to the amount of its
claim, or in relation to the amount it
must pay on prior liens and sale
expenses if it bids on the property in
accordance with § 1955.20 of Subpart A
of Part 1955 of this chapter.

(1) Conditions. The County Supervisor
will take possession under any of the
following conditions:

(i) When Form FmHA 455-4 has been
executed. For EO property this form will
be revised by placing a period after
“interest” in the firsl senlence beginning

The Debtor” and deleting the
remainder of that clause: deleting the
waords “collateral covered by the
security instruments’ in the second part
of the sentence and inserting instead
property covered by the debtor’s loan

agreement which is referred to as the
collateral.”

{ii) When the borrower has
abandoned the property.

(iii) When peaceable possession can
be obtained, but the borrower has not
executed Form FmHA 455-4.

(iv) When the property is delivered to
FmHA &s a result of court action.

(v) When Form FmHA 455-5,
“Agreement of Secured Parties to Sale
of Security Property,” is executed by all
prior lienholders. If prior lienholders will
not agree to liquidate the property their
liens may be paid if their notes and liens
are assigned to FmHA on forms
prepared or approved by OGC. When
prior liens are paid, the payment will be
made by processing Standard Form 1034
in accordance with FmHA Instruction
2024-P (available in any FmHA office)
and charged to the borrower's account.

(vi) When arrangements cannot be
made with the borrower or a member of
the borrower’s family to sell EO
property in accordance with the loan
agreement.

(2) Recording. A list, dated and signed
by the County Supervisor, of all security
or EO property repossessed except for
those items on Form FmHA 455-4, Form
FmHA 455-8, or Form FmHA 455-7,
“Agreement for Cultivating, Harvesting,
and Delivering Crops,” will be
maintained in the borrower’s case file.
Whenever the County Supervisor is
transferred to another position or leaves
FmHA or there is a change in
jurisdiction, the District Director will
give the succeeding County Supervisor
in writing, the names of such borrowers
and a list of the property repossessed in
the custody of the County Supervisor
and caretakers, its location, and the
names and addresses of the caretakers.

(b) Care. The County Supervisor will
arrange for the custody and care of
repossessed property as follows:

(1) Livestock, Care and feeding of
livestock will be obtained by contract
pursuant to FmHA Instruction 1955-D
(available in any FmHA office). The
value of animal products (such as milk)
may constitute all or part of the
contractor's quotation, and if this is
desired, such a statement should be
included in the solicitation. Possession
of the livestock will be turned over to
the contractor only after the contract is
awarded using Form FmHA 120-10,
“Solicitation, Quotation, Purchase
Order, Inspection and Invoice.” If a
contractor's services are needed for a
longer period than is authorized in
paragraph (c){4)(i) of this section, the
State Director may authorize the County
Supervisor to continue obtaining the
necessary services for the time needed.

(2) Machinery, equipment, tools,
harvested crops, and other chattels.
Property will be stored and cared for
pending sale. Storage and necessary
services may be obtained by contract
using Form FmHA 120-10. Use of
property by the contractor is not
authorized.

(3) Crops. Form FmHA 120-10 will be
used for obtaining services for the
custody, care, and disposition of
growing crops and for unharvested
matured crops unless the crops are to be
sold in place. Where'a loanlord is
involved, written consent of the landiord
should be obtained. If landlord consent
cannot be obtained, where applicable,
the circumstances should be reported to
the State Director for advice.

(c) Sale. Repossessed property may be
sold by FmHA at public or private sale
for cash under Form FmHA 4554, Form
FmHA 441-19, the power of sale in
security agreements under the UCC or in
crop and chattel mortgages and similar
instruments if authorized by a State
supplement. Also, repossessed property
may be sold at private sale when the
borrower executes Form FmHA 455-11,
“Bill of Sale 'B' (Sale by Private Party)."

(1) Tests and inspections of livestock.
1f required by State law as a condition
of sale, livestock will be tested or
inspected before sale. A State
supplement will be issued for those
States.

(2) Public sales. Such sales will be
made to the highest bidder, They may be
held on the borrower's farm or other
premises, at public sale barns, pavilions,
or at other advantageous sales
locations. No FmHA employee will bid
on or acquire property at public sales
except on behalf of FmHA in
accordance with § 1955.20 of Subpart A
of Part 1955 of this Chapter. The County
Supervisor will attend all public sales of
repossessed property.

(3) Private sales. FmHA will sell
perishable property such as fresh fruits
and vegetables for the best price
obtainable. FmHA will sell staple crops
such as when, rye, oats, corn, cotton,
and tobacco for a price in line with
current market quotations for products
of similar grade, type, or other
recognized classification. Chatlel
property sold under Form FmHA 455-4,
other than perishable property and
staple crops, will not be sold for less
than the minimum price in the
agreement, FmHA will sell other
property, including that sold when the
borrower executes Form FmHA 455-11,
for its present market value.

(4) Selling period. Repossessed
property will be sold as soon as
possible. However, when notice is
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required by paragraph (c}(5] of this
section, the sale will not be held until
the notice period has expired.

(i) The sale will be made within 80
days, unless a shorter period is
indicated by a State supplement
because of State law. Crops will be sold
when the maximum return can be
realized but not later than 60 days after
harvesting, or the normal marketing time
for such crops. The State Director may
extend the sale time within State law
limits.

(ii) These requirements do not apply
to irrigation or-other equipment and
fixtures which, together with real estate,
serve as security for FmHA rea) state
loans and will be sold or transferred
with the real estate. However, a State
Supplement will be issued for any State
having & time limit within which such
items must be sold along withor as a
part of the real estate.

(5) Notice. (i) Notice of public or
privale sale of repossessed property
when required will be given to the
borrower and to any party who has filed
a financing statement or who is known
by the County Supervisor lo have a
security interest in the property, except
as set forth below. The notice will be
delivered or mailed so that it will reach
the borrower and any lienholder at least
5 days (or longer time if specified by a
State supplement) before the time of any
public sale or the time after which any
private sale will be held. Form FmHA
455-8, "Notice of Sale," may be used for
public or private sales.

{A) Notice of the borrower or
lienholder is not required when the
property is sold under Form FmHA 455~
4 because the parties are placed an
notice when they execute the form.
When the sale involves only collateral
which is perishable, will decline quickly
in value, or is a type customarily sold on
a recognized market, notice is not
required but may be given if time
permits to maintain good public
relations.

{B) Notice only to lienholder is
required when repossessed property is
sold at private sale and the borrower
executes Form FmHA 455-11.

(C) If the property is to be sold under
a chattel mortgage, the manner of notice
will be set forth in a State supplement or
on an individual case basis.

(ii) Notice of Internal Revenue Service
(IRS). If a Federal tax lien notice has
been filed in the local records more than
30 days before the sale of the
repossessed security, notice to the
District Director of IRS must be given at
least 25 days before the sale. It should
be given by sending a copy of Form
FmHA 455-8 and a copy of the filed
Notice of Federal Tax Lien (Form IRS

668). If the security is perishable, the full
25 days' notice must be given to the
District Director by rogistered or
certified mail or by personal service
before the sale. Also, the sale proceeds
must be held for 30 days after the sale
so that they may be claimed by IRS on
the basis of its tax lien priority. In such
perishable property cases, the proceeds
or an amount large enough to pay the
IRS tax lien will be forwarded to the
Finance Office with a notation “Hold in
suspense 30 days because of Federal
Tax Lien." OGC will advise the Finance
Office about disposing of the funds.

(6) Advertising. (i) Private sales and
sales at esiablished public auctions will
be advertised by FmHA only if required
!try a State supplement based on State
aw.

(ii) Other public sales, whether under
power of sale in the lien instrument or
under Form FmHA 4554, will be widely
publicized to assure large attendance
and a fair sale by one or more of the
following methods customarily used in
the area.

(A) The sale may be advertised by
posting er distributing handbills, posting
Form FmHA 455-8, or a revision of it
approved by OGC to meet State law
requirements, or by a combination of
these methods. The length of time and
place of giving notice will be covered by
a State supplement,

(B) Advertising in newspapers or spot
advertisting on local radio or TV
stations may be used depending on the
amount of property to be sold and the
cost in relation to the value of the
property, the customs in the area, and
State law requirements. When
newspaper advertising is required, a
State supplement will indicate the types
of newspapers to be used, the number
and times of insertions of the
advertisement, and the form of notice of
sale. All advertising must contain non-
discrimination clauses.

(7) Payment of costs and prior
lienholders. i expenses must be paid
before the sale or if cash proceeds are
not available from the sale of the
property to pay costs referred to in
§ 1962.44(b) of this subpart or to pay
rrior lienholders, such costs or prior
iens will be paid by use of Form FmHA
120-10, Standard Form 1034, or Standard
Form 1143, “Advertising Order," and
Standard Form 1143a, “Memorandum
Copy,"” for newspaper or publisher's
invoice for newspaper advertising and
Form FmHA 2024-1, “Miscellaneous
Payment System,"” {n accordance with
FmHA Instructions 2024-F and 2024-P
(available in any PmHA office). The
amount of the voucher will be charged
to the borrower's account, except as
limited by State law in a State

Supplement. No costs in the
repossession and sale of security should
be incurred unless they can be charged
to the borrower’'s account, and in no
event will the Government pay them.
However, if costs are legally chargeable
to the borrower, they may be paid as
provided in this subpart, and charged to
an account set up for the officials or
other persons found responsible for
them.

(8) Bill of sale or transfer of title. If a
purchaser requests a written
conveyance of repossessed property
sold by FmHA at public or private sale,
the County Supervisior will execute and
deliver to the purchaser Form FmHA
455-12, "Bill of Sale ‘C" (Sale
Government as Liquidating Agent),” or
othernecesgary instruments to convey
all the rights, title, and interests of the
borrower and FmHA. A State
supplement will be issued as necessary
for conveying title to molor vehicles and
boats.

(9) Risk of injury. If a farmer program
loan borrower has abandoned security
and the security is in danger of being
substantially harmed or damaged, the
County Supervisor will attempt to
repossess the security as explained in
paragraph (a) of this section and then
send the borrower and all cosigners on
the note Forms FmHA 1924-14, 1924-25
and 1924-26. The security will be cared
for as explained in paragraph (b) of this
section until any appeal is concluded or
the borrower has waived or forfeited the
opportunity to appeal. When the appeal
is concluded, the security will be
returned to the borrower or sold in
accordance with paragraph (¢) of this
section, depending on the cutcome of
the appeal. The County Supervisor will
document the abandonment and the
danger of substantial damage in the
borrower's case file. In the case of
livestock, abandonment occurs if a
borrower stops caring for the animals,
and this determination will be made by
the County Supervisor. However, an
independent third party (not an FmHA
employee) must determine that livestock
are in danger of substantial damage.
Protective advances may be made in
accordance with § 1962.40(e) of this
subpart.

§ 196243 Liquidation of chattel security of
EO property by other parties.

(a) Sale by prior lienholders and other
parties. See § 1955.20 of Subpart A of
Part 1955 of this chapter for the County
Supervisor’s authority to bid at such
sales,

(b} Sale by junior lienholders. On
learning through formal notice or
otherwise that a junior lienholder has
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begun foreclosure, the County
Supervisor will inform the foreclosing
junior lienholder in writing as to the
property on which FmHA holds a prior
lien; and that if the junior lienholder's
foreclosure sale is held, the County
Supervisor will announce at the sale
that FmHA holds a prior lien on each
item of such property as security for an
indebtedness of $——— (total principal
and interest), and that any such property
sold will continue to be subject to
FmHA's prior lien.

(c) Retention by other lienholders
without sale. If another lienholder
notifies FmHA that it has taken
possession of the security after default
and proposes to keep it in satisfaction of
its secured claim, the County Supervisor
should promptly reply in writing that
FmHA objects and insists that the
property be sold in accordance with
law, The County Supervisor will only
write the lienholder when FmHA's
estimated recovery will be substantially
greater than the amount of the claim,
prior liens and sale expenses. After such
notice, the case will be referred to the
State Director for advice.

§1962.44 Distribution of liquidation sale
proceeds.

This section applies to proceeds of
nonjudicial liquidation sales conducted
under the power of sale in lien
instruments or under Form FmHA 455-4,
Form FmHA 455-3, or Form FmHA 462~

(a) Lien priorities. (1) Federal liens.
For Federal income, social security,
other Federal tax liens, or liens of other
Federal agencies, OGC's advice will be
oblained as to lien priorities.

{2) State and local tax liens. A State
supplement, if considered necessary by
the State Director and OGC, will list
priorities of these liens, or may provide
for referral of these cases to the State
Office,

(3) Chattel mortgages and other liens
of private parties. A State Supplement, if
considered necessary by the State
Director and OGC, will list priorities of
chattel mortgages, landlord’s liens,
mechanics and materialmen liens, and
other liens of private parties.

(4) Security interest under UCC. Liens
on the same collateral that are perfected
by filing a financing statement under the
UCC and that are still effective as
constructive notice, unless otherwise
provided by a State supplement, will be
paid in the order of their perfection.
Exceptions to this rule are listed below.
A State supplement will be issued
whenever necessary to explain any
States deviations from these listed
Exceptions.

(i) A purchase money security interest
in personal property will take priority
over an earlier perfected security
interest if a security agreement is taken
and a financing statement is filed before
the purchaser receives possession of the
collateral or within 10 days thereafter.
However:

(A) Motor vehicles. For motor vehicles
required to be licensed, any action
necessary to obtain perfection in the
particular State, such as having the
security interest noted on the certificate
of title, must be taken before the
purchaser receives possession of the
collateral or within 10 days thereafter.
In some States, filing a financing
statement to perfect a security interest is
not required. A State supplement will be
issued as necessary,

(B) Farm equipment. A purchase
money security interest in farm
equipment, other than fixtures or motor
vehicles required to be licensed, costing
$2,500 or less, will take priority over an
earlier perfected security interest if a
security agreement is obtained, even
though a financing statement is not
taken or filed.

(C) Inventory. A purchase money
security interest in inventory will take
priority over an earlier perfected
security interest provided a security
agreement is taken and a financing
statement is filed not later than the time
the purchaser receives possession of the
property. Also, before the purchaser
receives possession, the purchase
money creditor will notify the earlier
perfected security party, in writing, that
he or she had, or expects to acquire, a
purchase money security interest in
inventory described by item or type.

(ii) A security interest taken in goods
before they become fixtures has priority
over real estate interest holders. A
security interest taken in goods after
they become fixtures, is valid against all
persons subsequently acquiring an
interest in the real estate. It is not valid,
however, against persons who had an
interest in the real estate when the
goods became fixtures, unless they
execute a consent disclaimer or
subordination agreement.

(iii) When new value is given, a
security interest taken in and to finance
crops not more than 3 months before
they are planted or otherwise become
growing crops, has priority over an
earlier perfected security interest for
obligations that were due more than 6
months before the crops became
growing crops.I11(b) Order of Payment.
Sales proceeds will be distributed in the
following order of priority.

(1) To pay expenses of sale including
advertising, lien searches, tests and
inspection of livestock, and

transportation, custody, care, storage,
harvesting, markeling, and other
expenses chargeable to the borrower,
including reimbursement of amounts
already paid by FmHA and charged to
the borrower’s account. Bills can be
paid, after liquidation has been
approved, for essential repairs and parts
for machinery and equipment to place it
in reasonable condition for sale,
provided written agreements from any
holders of liens which are prior to those
of FmHA state that such bills may be
paid from the sales proceeds ahead of
their liens.

(i) However, any such expenses
incurred by the U.S. Marshal or other
similar official such as a local sheriff
may not be paid from sale proceeds
turned over to FmHA.

(ii) On the other hand, if the U.S.
Marshal or other similar official such as
a local sheriff has taken possession of
the property and delivered it to FmHA
for sale, such costs incurred by FmHA
after delivery of the property to it may
be paid from the proceeds of the sale.

(2) To pay liens which are prior to
FmHA liens provided that:

{i) State and local tax liens on security
or EO property which are prior to the
liens of FmHA will be paid cnly when
demand is made by tax collecling
officials before distributing the sale
proceeds. The sale proceeds will not be
used to pay real estate, income, or other
taxes which are not a lien against the
security, or to pay substantial amounts
of personal property taxes on
nonsecurity personal property.

(ii) If action is threatened or taken by
the sheriff or other official to collect
taxes not authorized in suparagraph
{(b)(2)(i) of this section to be paid cut of
the security or the sale proceeds, the
sale will be postponed unless an
arrangement can be made to deposit in
escrow with a responsible, disinterested
party an amount equal to the tax claim,
pending determination of priority rights.
When the sale is postponed, or an
escrow arrangement is made, the matter
will be reported promptly to the State
Director for referral to OGC.

(iii) If FmHA subordinations have
been approved, their intent will be
recognized in the use of sale proceeds
even though the creditor in whose favor
the FmHA lien was subordinated did
not obtain a lien. If there are other third
party liens on the property, however, the
lien-holders must agree to the use of the
sale proceeds to pay such creditor first.

(3) To pay rent for the current crop
year from the sale proceeds of other
than basic security or EO property.
However, there must be no liens junior
to FmHA'’s other than the landlord's
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lien, if any, and the borrower must
consent in writing to the payment.

(1) To pay debts owed FmHA which
ure secured by liens on the property
sold.

(5) To pay liens junior to those of
FmHA in accordance with their
priorities on the property seld, including
any landlord's liens for rent unless such
liens already have been paid. junior
liens will not be paid unless, on request,
the lienholder gives proof of the
existence and the amount of his or her
lien,

(6] To pay on any EO unsecured debt.
{7} To pay rent for the current crop
year if the borrewer consents in writing

to payment and if such rent has not
already been paid as provided in
subparagraphs (b) (2). (3). or (5) of this
section,

(8) To pay on any other FmHA debts,
either unsecured or secured by liens on
property which is not being sold.
However, in justifiable circumstances,
the State Direclor may approve the use
of a part or all of the remainder of such
sule proceeds by the barrower for other
purposes, provided the other FmEA
debls are adequately secured, or the
borrower arranges to pay the other
debts from income or other sources and
these payments can be depended upon.

(9) To pay the remainder to the
borrower.

(c] Receipts. Receipts are required for
all amounts paid from the sale proceeds
and are kept in the borrower's case file.
Form FmHA 451-2 will be prepared only
for the total amount remitted to FmHA
for credit to the borrower's
indebtedness.

§ 196245 Reporting sales.

Form FmHA 1955-3; “Advice of
Property Acquired,” will be prepared
and distributed according to the FMI
when property is acquired by FmHA.

§ 1962.46 Deceased borrowers.

Immediately on learning of the death
of any person liable to FmHA, the
County Supervisor will prepare Form
FinHA 455-17, “Report on Deceased
Borrower." to determine whether any
special servicing action is necessary
unless the County Supervisor
recommends settlement of the
indebtedness undaer Part 1864 of this
Chapter (FmHA Instruction 456.1). If a
survivor will not continue with the loan,
it may be necessary to make immediate
arrangements with a survivar, executor,
administrator, or other interested parties
to complete the year's operations or to
otherwise protect or preserve the
security.

(a) Beporting. The borrower's case
files including Form FmHA 45517 will

be forwarded promptly to the State
Director for uee in deciding the action to
take if any of the following conditions
exist (When it is necessary to send an
incomplete Form FmHA 455-17, any
additional information which may affect
the State Director's decision will be sent
as soon as available on & supplemental
Form FmHA 455-17 orin a
memorandum.}:

{1) Probate or other administration
proceedings have been started or are
contemplated.

(2) The debts owed to FmHA are
inadequalely secured and the state has
other assets from which collection could
be made.

(3) FmHA's security has a value in
excess of the indebtedness it secures
and the deceased obligor owes other
debts to FmHA which are unsecured or
inadequately secured.

{4) The County Supervisor
recommends continuation with 2
survivor who is not liable for the
indebtedness or recommends transfer lo,
and assumption by, another party:

(5) The County Supervisor
recommends, but does not have
authority to approve liquidation.

{6} The County Supervisor wants
advice on servicing the case.

(b) Probate or administration
proceedings. Generally, probate or
administration proceedings are started
by relatives or heirs of the deceased or
by other creditors. Ordinarily, FmHA
will not start these proceedings because
of the problems of designating an
administrator or other similar official,
posting bond, and paying costs. If
probate or administration proceedings
are started by other parties or at
FmHA's request. and any security is to
be liguidated by FmHA instead of by the
administrator or executor or other
similar official, it will be liguidated in
accordance with the advice of OGC. The
State Director may request OGC to
recommend that the U.S. Attomey bring
probate or administration proceedings
when it appears that:

(1) Such proceedings will not be
started by other parties;

(2) FmHA's interests could best be
protected by filing a proof of claim in
such proceedings, and,

{3) Public administrators or other
similar officials or private parties,
including banks and trust companies,
are eligible to, and will serve as
administrator or other similar official
and will provide the required bond.

(c) Filing proof of claim. When a proof
of claim is to be filed, it will be prepared
on a form approved by OGC, executed
by the State Director, and transmitted to
OGC. It will be filed by OGC or by an
FmHA official as directed by OGC or it

will be referved by OGC ta the U.S.
Altorney for filing if representation of
FmHA by counsel may ba required. If a
judgment claim is involved, the
notification to the U.S. Attorney will be
the same as for judgment claims in
bankruptcy. If an insured loan iz
involved. the proof of claim will not be
prepared until the note has been
assigned to the Government. A proof of
claim will be filed when probate or
administration proceedings are started,
unless:

(1) After considering liens and priority
rights of FmHA and other parties; costs
of administration, and charges against
the estate, FmHA cannot reach the
assels in the estate except for FmHA's
own security and FmHA will liquidate
the security by foreclosura or otherwise
if necessary to coliect its claim, or

(2} Continuation with an individual or
transfer to and essumption by another
party is approved, and either the debt
owed to FmHA iy fully secured, or the
amount of the debt in excess of the
value of the security which could be
collected by filing a claim is obtained in
cash or additional security, or

(3) The debt owed to FmHA by the
estate is settled under Part 1864 of this
Chapter (FmHA Instruction 458.1) well
ahead of the deadline for filing proof of
claim.

(d) Priority of claims. (1) Each secured
claim will take its relative lien priority
to the extent of the value of the property
serving as security for it. These claims
include those secured by mortgages,
deeds of trust, landlord’s contractual
liens, and other contractual liens or
security instruments executed by the
borrower or real or personal property.
However, tax, judgment, attachment,
garnishment, laborer’s, mechanic's,
materialmen’s, landlord’s statutory
liens, and other noncontractual lien
claims may or may not be secured
claims. Therefore, if any noncontractual
claims are allowed as secured claims
and the FmHA claim is not paid in full,
the advice of OGC will be obtained as
to whether they constitute secured
claims and as to their relative priorities.

(2} Unsecured claims will be handled
as follows:

(1) The remaining assets of the estate,
including any value of security for more
than the amount of the secured claims
against it, ere to be applied first to
payment of administration costs and
charges against the estate and second to
unsecured debts of the deceased.

(i) If the total of the remaining assefs
in the estate being administered is not
enough to pay all administration cos!s,
charges against the estate, and
unsecured debts of the deceased, the
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Government’s unsecured claims against
the remaining assets will have priority
over all other unsecyred claims, except
the costs of administration and charges
igainst the estate. Under such
circumstances unsecured claims are
payable in the following order of
priority: 3
(A) Costs of administration and

charges against the estate unless under
State law they are payable after the
Government’s unsecured claims. Such
costs and charges include costs of
sdministration of the estate, allowable
funeral expenses, allowances of minor
hildren and surviving spouse, and
Jdower and curtesy rights.

(B) The Government’s unsecured
giaims.

(3) A State supplement will be issued
a5 needed taking into consideration 31
US.C. § 3713 lien waivers and
subordinations, and notice and other
statutory provisions which affect lien
priorities.

(e) Withdrawal of claim. It may not be
necessary to withdraw a clain when it
is paid in full by someone other than the
estate or when compromised. However,
when it is necessary 1o permit closing of
an estate, compromise of a claim, or for

ther justifiable reasons, the State
Director will recommend to OGC that
the claim be withdrawn on receipt of
cash or security, or both, of a value at
leust equal to the amount that could be
recovered under the claim against the
estate. When FmHA keeps existing
security, arrangements must be made to
assure that withdrawal of the claim will
not affect FmHA's rights under the
existing notes or security instruments
with respect to the retained security. In
some cases, with OGC's advice, the
claim may be properly handled without
filing a formal petition for withdrawal of
the claim. However, if the claim has
been referred to the U.S. Attorney, or if
: formal withdrawal of the claim is
necessary, the matter will be referred by
0GC to the U.S. Attorney.

() Liquidation of security. When
probate or administration proceedings
have not been started and continuation
with a surviver or transfer and
issumption by another party will not be
approved, chattel security and real
estite security will be liquidated
promptly in accordance with this
Subpart and Subpart A of Part 1872 of
this Chapter (FmHA Instruction 465.1),
respectively, If the proceeds from the
.::.ol.‘ of security are insufficient to pay in
“ull the indebtedness owed to FmHA,
ind other assets are available in the
tstate or in the hands of heirs from

which to collect, the State Director will <

"quest OGC to effect collection.

(g) Continuation of secured debt and
transferor security. When a surviving
member of a deceased borrower's family
or other person is interested in
continuing the loan and taking over the
security for the benefit of all or a part of
the deceased borrower's family who
were directly dependent on the
borrower for their support at the time of
the borrower's death, continuation may
be approved subject to the following:

{1) Any individual who is liable for
the indebtedness of the deceased
borrower may continue with the loan
provided that individual can comply
with the obligations of the notes or other
evidence of debt and chattel or rea!
estate security instruments and so long
as liquidation is not necessary to protect
the interest of FmHA. When an
individual who is liable for the
indebtedness is to continue with the
account, Form FmHA 450-10, “Advice of
Borrower's Change of Address or
Name," will be sent to the Finance
Office to change the account to that
individual's name, A new case number
will be assigned or, if the continuing
individual already has a case number,
that number will be used regardléess of

whether that individual assumed all or a ,

portion of the amount of the debt owed
by the estate of the deceased.

(2) When a surviving member of a
deceased borrower's family, a relative
or other individual who is not liable for
the indebtedness desires to continue
with the farming or other operations and
the loan, the State Director may approve
the transfer of chatte! or real estate
security or both to the individual and
the assumption of the debt secured by
such property witout regard to whether
the transferee Is eligible for the type of
loan being assumed, subject to the
following conditions:

{i) The transferee will continue the
farming or other operations for the
benefit of all or a part of the deceased
borrower’s family who were directly
dependent on the borrower for their
support at the time of death.

{it) The amount to be assumed and the
repayment rates and terms will be the
same as provided in § 1962.34(a) of this
Subpart.

(iii) The State Director determines
that the continuation will not adversely
affect repayment of the loan.

{3} In determining whether to continue
with individuals, whether they are
already liable or assume the
indebtedness, all pertinent factors will
be considered including whether:

(i) Probate or administration
proceedings have been or will be started
and, with OGC's advice, whether the
filing of & claim on the debt owed to

FmHA in such proceedings is necessary
to profect FmHA's interests.

(if) Arrangements can be made with
the heirs, creditors, executors,
administrators, and other interested
parties lo transfer title to the security to
the continuing individual and to avoid
liquidating the assets so that the
individual can continue with the loan on
a feasible basis.

(4) If continuation is approved, all
reasonable and practical steps, short of
foreclosure or other litigation. will be
taken to vest title to the security in the
joint debtor or transferee.

{5) The deceased borrower's estate
may be released from liability for the
FmHA indebtedness if title to the
security is vested in the joint debtor or
transferee, and:

(i) The full amount of the debt is
assumed, or

(ii) If only a portion of the debt is
assumed, the amount assumed equals
the amount as determined by OGC
which could be collected from the assets
of the estate of the deceased borrower,
including the value of any security or
EO property, and the County Committee
recommends release of liability.

(h) Special servicing of deceased EO
borrower cases. If the EO loan is
secured, all paragraphs in this section
will be followed. If the EO loan is
unsecured, paragraph (a), (b). (c), (d),
and (e) of this section will be followed
along with the following requirements.

{1) An individual who is liable for the
indebtedness of the deceased borrower
and wishes to continue with the EO debt
and the EO property, may do so in
accordance with paragraph (g)(1) of this
section.

(2) A surviving member of the
deceased borrower's family, a joint
operator with the deceased borrower, a
relative, or other individual who is not
liable for the EO debt who desires to
continue with the farming or other
operation may do so in accordance with
paragraph (g)(2] of this section, This
individual must execute a loan
agreement in addition to the assumption
agreement and secure the EO debt with
a lien on the remaining EO property
when title to the property is vested in
the individual and the County
Supervisor determines that security is
necessary to protect the interests of the
deceased borrower’s family or FmHA.

(3) If no individual listed in paragraph
(h) (1) and (2} of this section wishes to
continue, but a member of the
borrower's family turns over to FmHA
the EO property in which the estate has
an interest and which is not essential for
minimum family living needs, the
County Supervisor will take possession
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of EO property and sell it in accordance
with § 1962.42 of this Subpart. If this
cannot be done, or if real property is
involved, the case will be referred to
OGC. If the property is sold, notice will
be delivered to any of the borrower's
heirs who are in possession of the
property and to any administrator or
executor of the borrower's estate.

§ 1962.47 Bankruptcy and insolvency.

{a) County Supervisor's responsibility.
(1) If a borrower becomes a debtor in
proceedings under any State or Federal
bankruptcy or State insolvency law, the
County Supervisor will prompty report
the facts and forward the borrower's
case file and other pertinent information
and documents to the State Director for
uppropriate handling. The County
Supervisor will keep the State Direclor
informed of further developments, but
will take no other action unless directed
by the State Director or OGC.

(2) if the borrower has no attorney,
the County Supervisor will mention this
in the report sent to the State Director.
The State Director will ask OCC's
advice on how to handle such a case to
make sure that the borrower is given
any required notice of loan servicing
alternatives,

(3) The County Supervisor will send
Forms FmHA 1924-14, 1924-25 and
1924-26 together with Exhibit D, “Notice
to Borrower's atlomey Regarding Loan
Servicing Options,” [available in any
FmHA Office) to the attorney of &
farmer program loan borrower as soon
as the County Supervisor learns that a
bankruptcy has been filed. None of the
boxes on Form FmHA 1924-25 will be
checked and the blank spaces will be
left blank. Exhibit D explains that
FmHA wants the borrower to know
aboul the various farmer program loan
servicing tools. The bankruptcy code's
aulomatic stay prevents FmHA from
contacting the borrower directly, Exhibit
D) also explains that borrowers who
have filed Chapter 11 and 13
bankrupteies must either dismiss their
bankruptices or request and be granted
reliefl from the awtomatic stay. Then the
borrower must complete and return
Form FmHA 1924-26 before FmHA will
consider or grant any request for
aervicing. Until the Chapter 11 or 13 is
dismigsed or relief from the automautic
stay is granled, FmHA will not discuss
any of the servicing options with either
the borrower or the borrower’s attorney.
Borrowers who have filed Chapter 7
bankruptcies must either dismiss their
bankruptices or must reaffirm their
entire FmHA debt on the existing terms
and then return Form FmHA 1924-26.
FmHA will not discuss any of the
options with either the borrower or the

borrower's atlorney so long as a
Chapter 7 bankruptey is pending.

(b} State Director’s responsibility. On
receipt of the file and related material,
the State Director will determine
whether FmHA has security for the debt
and whether the debtor has other assets
from which FmHA could make a
substantial collection. If OGC so
advises, Form PmHA 1951-8, “"Borrower
Account Description Flag,"” will be
prepared and distributed according to
the FMI advising the Finance Office to
flag the borrower's account indicating
bankruptcy action is pending (BAP).

(1) if there is no security and no other
assels from which a substantial
recovery could be made, the file and
related material will be returned to the
County Officer with a memorandum
indicating the State Direclor's
determination and advising that a proof
of claim will not be filed unless the
County Supervisor learns that the debtor
has assets not previously known to
exist. If assets are found before the time
for filing claims has expired (within 6
months from the first date set for the
first meeting of cretitors), the County
Supervisor will resubmil the case to the
State Director.

(2) If a substantial recovery could be
made, the State Director will take the
following actions:

(i) The State Director will execute
Form FmHA 455-18, “Proof of Claim of
the United States of America Entitled to
Priority of Payment,” or other form
approved by OGC covering all
indebtedness to FmHA, except any
judgments obtained by a U.S. Attorney,
and send it to OGC with attachments
that are required by a State supplement.

(ii} If a State Director knows that a
judgment has been obtained by a U.S.
Attorney, the State Director will notify
OGC even though that judgment has
been charged off.

(iii) The State Director, on OGC's
advice, will instruct the County
Supervisor about actions to take with
respect to meetings of creditors,

(iv) If an insured loan is not held by
FmHA and has not been assigned to
FmHA, the State Director will arrange to
have the note repurchased. If there is a
problem accomplishing this, the State
Director will ask OGC for advice.

{v) The State Director will take no
other action without OGC's approval.

(c) Liquidation. (1) No security can be
liquidated without OGC approval.

(2) If a bankruptcy has been
dismissed, the account will be
liquidated without regard to the
bankruptcy.

(3) In Chaper 11 or Chapter 13 cases, if
liquidation is necessary it will be

accomplished in accordance with either
§ 1872.17 of Part 1872 of this chapter
(FmHA Instruction 465.1) or § 1862.40 of
this subpart, as applicable. The advice
of OGC will be obtained before any
notices are sent to the borrower.

(4) In Chapter 7 farmer program loan
cases, loans can be liquidated only after
a discharge hearing has been held and |f
the borrower has not reaifirmed the
debt. The borrower will be sent an
acceleration notice (Exhibit E to Subpan
A of Part 1955 of this chapter) and there
will be no appea!l of the acceleration
Then the account will be liquidated.

(5) When security is liquidated. the
proceeds, after payment of costs, will be
applied first to the interes! accrued to
the date of filing the petition in
bankruptcy and then to the principal of
the debt. Additional proceeds will be
applied to the interest accrued from the
date the petition in bankruptcy was filed
to the date of payment. When the
payments are senl to the Finance Offics,
the County Supervisor will give the date
the petition in bankruptcy was filed.

{d) After prior review and approva! by
OCC, a State Supplement will be issued
to explain any rules or practices of locl
bankruptey judges or trustees which
affect the provisions of this section,

§ 196248 [Reserved]

§ 1962.49 Civil and criminal cases.

All cases in which court actions to
effect collection or to enforce FmHA
rights are recommended, as well as
actions relaling to apparent violations of
Feders! criminal statutes, will be
handled under this section.

(a) Criminal action. When facts or
circumstances indicate that criminal
vidlations may have been committed by
an applicant, a borrower, or third party
purchaser, the State Director will refer
the case to the appropriate Regional
Inspector General for Investigations
Oifice of Inspector General (OIG),
USDA, in accordance with FmHA
Instruction 2012-B (available in any
FmHA office) for criminal investigation
Any questions as to whether a matter
should be referred will be resolved
through consultation with OIG for
Investigations and the State Director
and confirmed in writing. In order to
assure protection of the financial and
other interest of the government, a
duplicate of the notification will be sen!
to the Office of General Counsel (OGC)
After OIG has accepted any matter for
investigation, FmHA staff must
coordinate with OIG in advance
regarding any administrative action on
the matter/borrower other than routine
servicing actions on existing loans.
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Cases requiring further action by OGC
will'be handled in accordance with
paragraph (c) of this section:

(b) Civil action. Court action or other
judicial process will be recommended to
0GC when all other reasonable and
proper efforts and methods to obtain
payment, to remove other defaults, and
to protect FmHA's property/financial
interests have been exhausted.
However, if an emergency situation
exists or criminal action is lo be
recommended, the case will be
submitted te OGC without taking the
action necessary to report the
information required by Part Il of Form
FmHA 455-22, "Information for
Litigation." This is because delay in
submitling cases in emergency
situations may affect the financial
interests of FmHA and collection efforts
may adversely affect the criminal
investigation and/or criminal
prosecution.

(1) Civil action will be recommended
when one or.more of the following
conditions exists;

(i} there is & need lo repossess
security or EO property or to foreclose a
lien and such action cannot be
accomplished by other means
authorized in this subparts

(ii) There is a need for filing claims
against third parties because of a
conversion of security or other action.

(iii) Payment due on debts are not
made in accordance with the borrower's
ability o pay, and the borrower has ®
assets or income from which collection
can be made.

(iv) The borrower has progressed to
the point that credit can g: ohtained
from other sources, has agreed in the
note or other instrument to do so, but
refuses to comply with that agreement.

(v) FmHA or its security becomes
involved in court action through
foreclosure by a third-party lienholder
or through some other action.

(vi) Other conditions exist which
indicate that court action may be
necessary to protect FmHA's interests.

(2) Claims of less than $800 principal
will not be referred to OGC for court
action unless:

(1] A statement of facts is submitted as
10 the exact manner in which the
inlerest of FmHA, other than recovery of
the amount invelved, would be
adversely affected if suit were not filed:
ang

(i) Collection of a substantial part of
the claim can be made from assets and
'ncome that are not exempt under State
or Federal law, A State supplement wiil
be issued to set forth such exemptions
°ra summary of those exemptions with
feepect to property to which FmHA
normally wotld look for payment such

as real estate, livestock, equipment, and
income.

(3) When a Borrower has nol properly
accounted for the proceeds of the sale of
security, it is the general policy to look
first to the borrower for restitution
rather than to third-party purchasers. In
line with this policy the remaining
chattel security on which FmHA holds &
first lien usually will be liquidated
before demand is made, or civil action
to recover from third-party purchasers.

(i) When the County Supervisor

détermines that full collection cannot be ™

made from the borrower and that it will
be necessary to collect the full value of
the security purchased by a converter, a
demand (see Guide Letter 1862-A-1, a
copy of which is available in any FmHA
county office) will be sent to the
purchaser at the same time that Exhibit
D or E of Subpart A of Part 1955 of this
chapter, is sent to the borrower.

(ii) When the County Supervisor
determines that it is likely that action
will have to be taken to collect from
third-party pruchasers, the County
Supervigor will notify such purchasers
by letler (see Guide Letter 1962-A-2, u
copy of which is available in any FmHA
county office) that FmHA security has
been purchased by them and that they
may be called upon to return the
property or pay the value thereof in the
event restitution is not made by the
borrower. If it later becomes necessary
to make demand on such third-party
purchasers, FmHA will do so unless the
case already has been referred to OGC
or the U.S. Attorney, in which event the
demand will be made by one of those
offices:

(iii) When restitution is made by the
borrower, or a determination is made,
with the advice of OGC, that the facts in
the case do not support the claim
against the third-party purchaser, the
third-party purchaser will be informed
by the County Supervisor that FmHA
will take no adverse action (see Cuide
Letter 1962~-A-3, a copy of which is
available in any FmHA county office).
Ordinarily, it will not be necessary to
inform the third-party purchaser of
OGC's decision when OGC determines
that the facts support the claim against
the third-party purchaser but no
substantial part of the claim can be
collected. If OGC makes such a
determination and the third-party
purchaser asks what determination has
been made, the County Supervisor will
say that no further action is to be taken
on the claim “at this time.”

(iv) In addition, unless personal
contacts with the third-party purchaser,
or other efforts to collect demonstrate
that further demand would be Futile, and
a sutisfactory compromise offer has not

been received, a follow-up letter {see
Guide Letter 1962-A-4, a copy of which
is available in any FmHA county office)
will be sent by the State Director as
soon as possible after the 15-day period
set forth in the demand letler has
expired. Unless response to the State
Director's followup letter or personal
contacts or other efforts indicate that
further demand would be futile, an
additional follow-up lettér will be sent
to the third-party purchaser by OGC
after the case has been referred to that
office.

(c) Handling civil and criminal cases.
All cases in which court actions to effect
collection or to enforce the rights of
FmHA are recommended, will be
forwarded to OGC by the State Director
in accordance with paragraph (c}{3) of
this section.

(1) County Office actions. Forms
FmHA 455-1, "Reques! for Legal
Action," and FmHA 455-22 will be
prepared. Form PmHA 455-2, “Evidence
of Conversion,” will be prepured for
each unauthorized disposal. The original
and twao copies of Forms FmHA 455-1,
455-22, and, when applicable, FmHA
455-2, together with the borrower’s case
file. will be submitted fo the State
Office. Signed statements should bie
obtained, if possible, from the borrower,
any third party purchasers, or others to
support the information contained on
Form FmHA 455-1. Appropriate
recommendations regarding civil actions
will be made on Forms FmHA 455-1 and
PmHA 455-22 against the borrower or
others. When a case is referred to the
State Office, the County Supervisor will
keep that office informed of any future
developments in the case. If Forms
FmHA 1924-14, 1924-25 and 1924-28
have not been sent, they will now be
sent to the borrower and any other
obligor(s) on the note, Any appeal must
be concluded before a civil action can
be filed.

(2) District Office actions. Exhibit D or
Exhibit E of Subpart A of Part 1855 of
this chapter will be prepared and sent
after any appeal is concluded, or Form
FmHA 1924-28 was not returned within
the specific allowed time,

(3) State Office actions. (i} upon
receipt of Form FmHA 455-1 and, when
applicable, Form FmHA 455-2, the State
Director will analyze each form to
determine if all of the necessary
mformation is documented and, if not,
whether an appropriate effort was made
to obtain the information. If all the
wnecessary information is not
documented, the State Director will
return the case and request the County
Supervisor to obtain the information to
complete Forms PFmHA 455-1 and 455-2.
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The State Director may assign any
qualified FmHA employee to help a
County Supervisor obtain the
information necessary to complete the
reports. After diligent efforts, if FmHA
employees are unable to obtain the
additional information, the case will be
returned to the State Office with an
explanation of why the information is
unavailable.

(ii) After all of the pertinent
information available has heen
obtained, the State Director will refer

the case to OCC for civil action, if v

referral is required under the policy
expressed in this section. If such referral
is not required, the State Director will
set forth in Item 19 of Form FmHA 455-1
the basis for the determination not to
refer the case and instructions for
follow-up servicing action. The State
Director will not recommend a third-
party conversion claim to the OGC if
more than one year has run from the
date of the annual accounting following
the disposition of security, unless the
Administrator or delegate determines a
longer period of time should be applied
either because of compelling
circumstances such as the case has been
referred to and accepted by OIG for
criminal or civil investigation. The
period of time during which a suit may
be filed is set by federal statute and is
not changed by this section. Demands
on third-party purchasers will be made
in accordance with paragraph (b) of this
section. In cases referred to OGC, the
State Director will make comments and
recommendations regarding the civil
aspects of the case on Form FmHA 455-
1.
(A) When cases are referred to OGC,
the County Office case file, Form FmHA
455-1, and, when appropriate, Form
FmHA 455-2 will be transmitted. In
addition, when the institution of civil
court proceedings by FmHA is
recommended, the notes, financing
stalements, security agreements, loan
agreements, other legal instruments and
copies thereof, as required by OGC, and
Form FmHA 451-11, "Statement of
Account," or Form FmHA 451-25,
“Status of Account,” and Form FmHA
455-22 will be submitted to OGC. The
State Director, with the advice of OGC,
will determine the number of copies of
such instruments needed and the
information required on the certified
statement of account. Each request for a
certified statement of account will
specify the type of information needed.
(B) Notes, statements of account, files,
or other documents and copies thereof
needed in referring cases to OGC for
civil court or other action will be
obtained from the Finance Office, or

County Office, by the State Director.
When the time required for obtaining
the above material or documents may
jeopardize FmHA's interest by
permitting the diversion or dissipation of
assets which otherwise could be
expected as a source of payment, the
Finance Office, upon the request of the
State Director, will forward such
material or documents directly to OGC
or (at the State Director’s direction) to
the U.S. Attorney.

(d) Actions on cases referred to OGC.
When a civil case is referred to OGC,
the State Director will notify the County
Supervisor of the referral and will return
the County Office case file when it is no
longer needed. The State Director will
also prepare and distribute Form FmHA
1951-6 according to the FMI advising the
Finance Office to flag the borrower's
account indicating court action is
pending (CAP). After notice of the
referral is received by the County
Supervisor, no collection or servicing
action will be taken except upon
specific instructions from the State
Director or OGC. However, when a
borrower voluntarily proposes to make a
payment on an account, the County
Supervisor will accept the collection
unless notice has been received that the
case has been referred to the U.S.
Attorney for civil action. The County
Supervisor will immediately notify OGC
directly by memorandum, with a copy
sent to the State Director, of any
collections received. The County
Supervisor also will notify the State
Director and OGC of any developments
which may affect a case which has been
referred to OGC.

(e) Actions on cases referred to the
U.S. Attorney and on judgment cases
(including third-party judgments). OGC
will notify the State Director, the
Finance Office, and the County
Supervisor when a case Is referred to
the U.S. Attorney or is otherwise closed,
When a case is referred to the U.S.
Attorney, the Finance Office will
discontinue mailing Forms FmHA 450-1,
“Statement of Account,” to such
borrowers. OGC will also notify the
State Director when a judgment
(incuding third-party) is obtained.

(1) When the County Supervisor
receives notice from OGC thata
judgment (including third-party) has
been obtained, the County Supervisor
will notify the Finance Office to
establish a judgment account by
submitting Form FmHA 455-20, "Notice
of Judgment."”

(2) After notice has been received that
a case has been referred to the U.S.
Attorney or a judgment has been
obtained and has not been returned to

FmHA by the U.S. Attorney, no action
will be taken by the County Supervisor
except upon specific instructions from
the State Director, OGC, or the U.S.
Attorney. However, the County
Supervisor will keep the State Director
informed of any developments which
may affect the FmHA security interest
or any pending court action to enforce
collection. If information is obtained
indicating that such debtors have assets
or income not previously reported by the
County Supervisor to the State Director
from which collection of such judgment
accounts can be obtained, the facts will
be reported to the State Director. The
State Director immediately will notify
OGC of any developments which might
have a bearing on cases referred to the
U.S. Attorney, including such judgment
cases. 1)

(i) If the debtor proposes to make a
payment, FmHA employees will not
accept such payment but will offer to
assist in preparing a letter for the
debtor’s signature to be used in
transmitting the payment to the U.S,
Attorney. In such case, the debtor will
be advised to make payment by check
or money order payable to the Treasure
of the United States.

(ii) Collection items received through
the mail from the debtor or from other
sources by the County Office to be
applied to such accounts will be
forwarded by the County Supervisor
through OGC to the appropriate U.S.
Attorney. Likewise, collections received
by the District Director or the State
Office will be forwarded through OGC
to the appropriate U.S. Attorney. Such
items will be forwarded in the form
received except that cash will be
converted into money orders made
payable to the Treasurer of the United
States. The money order receipts will
remain attached to the money orders,
Form FmHA 451-1 will not be issued in
any such case. The debtor will be
informed in writing by the County
Supervisor of the disposition of the
amount received.

(3) When the U.S. Attorney has
returned a judgment case to FmHA, the
County Supervisor is responsible for
servicing it as follows:

(i) When the judgment debtor has the
ability to make periodic payments,
action will be taken by the County
Supervisor to make arrangements for tht
judgment debtor to do so.

(ii) Any payments received from such
debtor by FmHA will be handled by
issuing Form FmHA 451-1 and
converting and transmitting such
payments as provided in Subpart B of
Part 1951 of this chapter. The U.S.
Attorney will be informed through OGC
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of payments received only when the
debtor pays a judgment in full.

(iif) At the time of the annual review
of collection-only or delinquent and
problem cases, the County Supervisor
will determine whether such judgment
debtors, whose judgments have not been
charged off and who are not making
regular and satisfactory payments, have
assets or income from which the
judgment can be collected. If such
debtors have either assets or income
from which collection can be made and
they have declined to make satisfactory
arrangements for payment, the facts will
be reported by the County Supervisor to
the State Director. The State Director
will notify OGC of developments when

it appears that collections can be
enforced out of income or assets.

(iv) Such judgments will not be
renewed or revived unless there is a
reason to believe that substantial assets
have or may become subject thereto.

(v) Such judgments may be released
only by the U.S. Attorney when they are
paid in full or compromised.

(4) In all judgment cases, any
proposed compromise or adjustment will
be handled in accordance with § 1864.12
of Part 1864 of this chapter (FmHA
Instruction 456.1, paragraph XII).

(5).1f the debtor requests information
as to the amount of outstanding
indebtedness, such information,
including court costs, should be

obtained from the Finance Office if the
County Supervisor does not have that
information. If questions arise as to the
payment of court costs, information as
to such costs will be obtained through
the State Office from OGC.

§ 1962.50 [Reserved)
Exhibits A, B, C, and D
Note, Exhibits A, B, C, and D do nol appenr
in the Code of Federal Regulations,
Dated: October 4, 1985,
Harris D. Blake

Acting Administrator. Farmers Home
Administration.
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