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the words “Research and Special 
Programs Administration“.

§§ 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 
following 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, 
193.2067, 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. 96-129, 93 Stat. 
1004, 49 U.S.C. 2002; 49 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 29, 

1985.
M. Cynthia Douglass,
Administrator.
[FR Doc. 85-26110 Filed 10-31-85: 8:45 am] 
BILLING CODE 4910-60-M
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DEPARTMENT OF ENERGY 

10 CFR Part 962

Byproduct Material

a g e n c y : Department of Energy (DOE). 
ACTION: Notice of proposed rulemaking.

SUMMARY: The Department of Energy 
proposes to issue regulations under 
section 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. 6901 et seq.; hereinafter "RCRA”). 
This regulation will clarify the 
application of the term Byproduct 
Material, as defined in section l le ( l)  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 lle(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.
d a t e : Comments must be received on or 
before December 2,1985. 
a d d r e s s e s : 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: 
Heijry 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 

Robert J. Stem, 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), enacted 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.S.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.S.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. LEA Fv. Hodel, 
586 F.Supp. 1163 (E.D. Tenn. 1984).

By its definitional provisions, 
however, RCRA excludes from its 
regulatory scheme "source, special 
nuclear and byproduct materials,” as 
those terms are defined by the AEA 
(section 1004(27) of RCRA, 42 U.S.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 Material 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 lle ( l) . White 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 
llz . of the AEA, 42 U.S.C. 2014(z)) and 
Special Nuclear Material, (section lla a . 
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 
legislative history of this definition 
provides little guidance as to its 
intended application, and the definition 
has not been clearly elucidated by 
judicial interpretation.1 Because the

1 Two early decisions interpreting the Atomic 
Energy Commission’s licensing authority over low * 
level radioactive waste clearly conclude that these 
wastes are Byproduct Material. The specific issue of 
whether the wastes, in their entirety, 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 must be radioactive, 
it would appear that radioactivity alone 
does not suffice 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 that are 
accelerator produced or that are yielded 
in the process of producing or utilizing 
Source Material or Byproduct Material 
are not Byproduct Material, because 
those wastes do not result from the 
process of producing and utilizing 
Special Nuclear Material. If those 
wastes display any hazardous 
characteristics, they would, under the 
regulation proposed today, be subject to 
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 
radioactive 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 radioactivity in 
these wastes is a direcir 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 
radioactivity is an indirect result, rather 
than direct process waste, from the 
process of producing and utilizing 
Special Nuclear Material. For example, 
some DOE facilities prepare Byproduct 
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 Material was not, however, specifically 
at issue because the wastes clearly contained 
Byproduct Material subjecting them to regulation by 
the AEC. Harris County v. United States, 292 F.2d. 
370 (5th Cir. 1961); City of New Britain v. Atomic 
Energy Comm’n, 308 F.2d 648 (D.C. Cir. 1962).
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the preparation or use of the products are properly so characterized, because their contained radioactivity is at best an indirect consequence of the process for producing and utilizing Special Nuclear Material, by no means a direct process waste. Such wastes and wastes made radioactive in a similar manner, may be termed “indirect process wastes." While containing Byproduct Material, these wastes would not, under today's proposed rule, be considered Byproduct Material in their entirety. Rather, if otherwise found to contain 
hazardous waste, they would be considered “mixed waste", containing both Byproduct Material and or other radioactive material and hazardous waste.

While it would appear possible to 
construe the AEA to include indirect 
process wastes and other mixed wastes as Byproduct Material because, in the context of DOE’s AEA activities, their contained radioactivity is, in the most literal sense, “incident to” the process for producing and utilizing Special Nuclear Material and these wastes clearly contain Byproduct Material, it would seem more accurate to say that these wastes are primarily incident to a different process, the process employed by DOE to produce commercial radionuclide products. Under this line of reasoning, while indirect process wastes would be said to contain Byproduct Material {trapped radionuclides, to use the example given in the preceding paragraph), they would not themselves 
be Byproduct Material, because their contamination 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 indirect process wastes exhibiting hazardous characteristics be treated as “mixed” waste, handled in accordance with the requirements of both RCRA and the AEA.Thus, DOE’s proposed interpretation 
of “Byproduct Material” for purposes of clarifying RCRA’s applicability to radioactive waste substances at DOE’s AEA facilities, would apply only to production or utilization “direct process wastes.”This proposed rule is supported by the fact that virtually all radioactive waste substances yielded in the process for producing or utilizing special nuclear meterial are contained, dissolved or suspended in a nonradioactive medium, from which their separation is impracticable...High-level radioactive waste and most transurantic waste, for

example, exist only in this form; the 
maximum practicable separation of their 
radioactive 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 l le ( l)  of the AEA is taken to 
include the entirety of a direct contact 
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.

III. Effect of Proposed Rule
DOE has prepared for each of its 

facilities a report indicating which 
existing individual waste streams would 
be considered Byproduct Material under 
this proposed rule, and which individual 
waste streams 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 for 
inspection at the following locations 
during normal business hours:
U.S. Department of Energy, Room IE-190,

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, 
Idaho Falls, ID 83401

Nevada Operations Office, Public Reading 
Room, 2753 South Highland Street, Las 
Vegas, NV 89109

Oak 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 Floor Oakland, CA 94612 

Savannah River Operations Office, FOI 
Publication/Document Room, University of 
South Carolina—Aiken, Aiken 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 today is 
adopted by DOE, its application will 
have the effect of leaving under the

exclusive AEA regulatory scheme all 
DOE radioactive wastes currently stored 
or in the future to be stored in High 
Level Waste Tanks at DOE facilities. 
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.

IV. 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 pomments submitted in response 
to these proposed regulations will be 
available for public inspection, during 
and after the comment period in Room. 
IE -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 IE -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 o f 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, 
1985.
J. Michael Farrell,
General Counsel.

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

Part 962 is added to 10 CFR Chapter II 
to read as follows:'“

PART 962—BYPRODUCT MATERIAL
Sec.
962.1 Scope.
962.2 Purpose.
962.3 Byproduct material.

Authority: The Atomic Energy Act of 1954, 
as amended (42 U.S.C. 2011 et seq.)\ Energy 
Reorganization Act of 1974 (42 U.S.C. 5801 et 
se<7.); Department of Energy Organization Act 
of 1977 (42 U.S.C. 7101 et seq.)\ Nuclear 
W aste Policy Act of 1982 (Pub. L. 97-425, 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 Byproduct Material under 
section lle ( l)  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 bf its 
authority under the Atomic Energy Act 
of 1954, as amended. It does not affect 
the definition of Byproduct Material 
contained in section lle(2) of the Act.

§ 962.3 Byproduct material.
For purposes of this part, the term 

Byproduct Material means a waste 
substance containing radioactivity that 
is either directly yielded in the process 
of producing or utilizing Special Nuclear 
Material as that term is defined in the 
Atomip Energy Act of 1954, as amended, 
or its being made radioactive 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

Special Supervision of Delinquent and 
Problem Case FmHA Farm Borrowers

AGENCY: Fanners Home Administration, 
USDA.
a c t i o n : Final rule.

s u m m a r y : 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. Borrowers 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 1940-J, 
“Intergovernmental Review of Fanners 
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 Program 
is subject to the provisions of Executive 
Order 12372 and FmHA Instruction 
1940-J.

Programs Affected
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 quality of the human 
environment, and in accordance with 
the National Environmental Policy Act 
of 1969, Pub. L. 91-190, 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 
die Consolidated Farm and Rural 
Development Act (CONACT) (7 U.S.C.
§ § 1921-1996). This action implements a 
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 to 
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 
o f  the comments were copies of four 
very similar letters. Eight areas of 
general comments are discussed under 
“A. General Comments”.

Other comments are discussed under 
“B. Other Comments.”
A . General Comments

1. Most respondents are concerned 
that the proposed changes will eliminate 
the priority of allowing FmHA 
borrowers 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 
used, 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 
at 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 
elimination of a priority list gives 
County Supervisors the flexibility 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 
to 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)(l)(i) 
which states that, to 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 
to a point where outflows exceeds 
inflows. 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 
that 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 1591 did not include “cost price 
squeeze” 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 seek 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 § 1951.41 
of Subpart A of Part 1951 when a 
borrower requests a deferral on the 
same loan. They went on to 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 debt 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 
installments. 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 Liquidation 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(f)(3) i8 unclear. The Agency 
inadvertently overlooked two sentences 
that were run together in the proposed 
amendment. This is corrected in the 
final Tide. However, due to the removal 
of the housing program from this 
Subpart, it was necessary to reletter the 
paragraph.

Another respondent suggested that 
the language 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 wording 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 die 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 must 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 o f  real estate 
security.

The amendments to this section 
provide for notifying farmer pregram 
borrowers 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. Tim 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.
Hie remainder of this proposed 
amendment to section 1872.18 is 
adopted.

Part 1900, Subpart B 

Section 1900.51 General.
Tie change prohibits the termination 

of releases lor certain family living and 
farm operating expenses until after the 
fanner 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 unfavorable 
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 to appeal cannot appeal when the 
adverse action is taken. Some language 
was deleted from the proposed 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 1924-25 and 
1924-26, but could not tell because such 
forms were not published. 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.

Tins 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 m 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 Appeal from an initial 
FmHA decision.

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

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

Exhibit B-2 was changed to add a 
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 tide and in the 
second sentence.

Exhibit B-4 was changed to delete a 
reference to chattel acceleration notices.
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therefore, the proposed amendment is 
adopted unchanged.

Exhibit B-5 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 notify certain borrowers they had waived or forfeited their right to appeal.
Exhibit D was changed to clarify levels of review for certain decisions.The Agency changes the proposed 

amendment to include finsfl rulemaking that was published in a previous final rule on June 7,1985, for Subpart A, B 
and C of Part 1955 of this chapter.

Part 1910, Subpart A

Section 1910.4 Processing ApplicationsThis change in the proposed rule required the removal of paragraph (b) from this section and redesignate the remaining paragraphs. In the proposed rule, paragraph (b) was mistakenly referred to as paragraph (h). However, 
paragraph (b) will not be removed in the final rule.Paragraph (b) of § 1910.4 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 application. That will be retained. One respondent erroneously stated that paragraph (b) required the guide letter to be sent to 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 replaced that notice with a Form FmHA 
1924-14, “Notice—Farmer Program Borrower Servicing Options Including Deferrals, and Borrower Responsibilities.” That form is to be reviewed with FO, OL, SW and EM applicants and includes notification of the limited resource program as well as deferrals. However, one respondent stated that the review of that form is not early enough in the loan application process to allow applicants to develop plans using Limited Resource rates and terms. The Agency agrees and will not remove § 1910.4(b) so that applicants

I can use Limited Resource information in 
their plans. One respondent suggested 
that a list similar to the servicing 
options 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 notice in 
County Offices.
Section 1910.8 Reaching an 
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 Reso\irce program under 
§ 1910.4(b). The proposed rule is 
adopted.

Part 1924, Subpart B 

Section 1924.51 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.
Section 1924.57 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 
proceeds 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 1962-1 
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 can be used.

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 that 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 County 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 § 1924.57, the 
meaning of paragraph (c)(3), be clarified 
by replacing . . fully utilize plans 
developed, if any, with the assistance 
. . 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 Office staff. 
The Agency does not believe this is 
necessary as the Forms Manual Insert 
(FMI), referred to in 11924.57(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 completed at the same 
time and setting forth procedures for 
handling cases in which the borrower 
and County Supervisor do not 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 
must be made to borrowers who have 
been indebted for less than one full crop 
year, who have been sent a notice of 
intent to take adverse action, who have 
had 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 (dj 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- 
59(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 § 1924.59(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 to a 
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 time to consider other 
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 without 
concern that any action cpuld 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 amendment 
is adopted.
Section 1924.72 Borrowers who receive 
Form FmHA 1924-25 and 1924-26.

This change sets forth the actions 
County Supervisors must take after 
borrowers receive Forms FmHA 1924-25 
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 that 
§ 1924.72(e) (redesignated as paragraph
(f) in final rule) be changed to allow
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borrowers who return incorrectly 
completed acknowledgement forms the 
full 30 day response period in which to 
correct deficiencies, rather than 10 days 
as set forth in the proposed rule. They 
also suggested that “within 10 days” be 
clarified as to “calendar” or “working” 
days. The Agency concurs with the 
recommendations and thereby changes the proposed rule.

Ah agricultural interest group 
respondent suggested that “60 days” be 
increased to “120 days” in § 1924.71(d). They believed that this would be a 
reasonable period of time to allow the 
borrower to complete the action the 
borrower chose on the 
acknowledgement form, such as selling or transferring real estate. The Agency 
concurs and hereby adopts the change to the proposed amendment as well as the addition of subheadings in this 
section. The Agency also added the 
description of the contents of the forms.

Section 1924.73 Follow-up supervisory 
actions by District Director and State 
office staff.

This change sets forth the oversight 
system for proper monitoring of 
supervisory actions taken by County 
Supervisors. One respondent suggested that results of visits by District Directors to County Offices be documented 
regarding 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 
FmHA regulations concerning internal control require sufficient reporting 
documents. Therefore, the proposed rule 
is adopted.

Part 1941, Subpart A

Section 1941.13 Rates and terms.Tliis change removes deferral as a loan making action to avoid confusion with deferral as a loan servicing action. Loans may have reduced installments scheduled in the beginning of the repayment term. The requirement for an annual review of limited resource loans at the time of conducting an analysis has been added to the final rule.

Part 1943, Subpart A

Section 1943.18 Rates and terms.
This change removes deferral as a loan making action to avoid confusion 

with deferral as a loan servicing action. Language was added so that loans may have reduced annual installments 
scheduled of at least partial interest for the first 5 years.

Also, the requirement for an annual 
review of limited resource loans at the

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

Part 1943, Subpart B

Section 1943.68 Rates and terms.
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; therefore, the proposed 
amendment is adopted as changed.

Part 1943, Subpart C

Section 1943.118 Rates and terms.
This change was made to remove 

deferrals as a loan making action to 
avoid confusion with deferral used 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 Rates and terms..
This change was made to remove 

deferral as a loan 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 § 1945.168(b)(l)(i) is 
removed to correct a previous error.

Part 1951, Subpart A

Section 1951.1 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, except to include a 
reference to servicing loans on 
Predetermined Amortization Schedule 
System (PASS). >

Section 1951.7 Accounts of borrowers.
These changes were made to delete 

use of payment reminders as farmer 
program delinquency notices and to 
provide a reference to Part 1924, Subpart 
B, for subsequent servicing of loans 
when a farmer program borrower fails 
to make a payment. Also, a change was 
made to update references to forms and 
other regulations.

One respondent from a special 
interest group commented that this 
amendment should include provisions 
for notifying borrowers of dates and 
amounts of payments due. Also, the 
respondent suggested that County 
Supervisors be required to 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 Office. 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 adopts this proposed rule 
unchanged, except that, in paragraph
(d), servicing farmer program loans has 
been clarified and differentiated from 
other FmHA loans and (b)(2) was 
removed as new regulations will have to 
be issued for off-sets son Federal 
employee wages.

Section 1951.8 Types o f payments.
This change cross-references to a 

definition of the term “farm income.” 
Also, the sources of extra 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 received.

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 
to 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 steps in the payment process. 
Other sections of this Subpart, which 
were not affected by the proposed 
changes, deal with employee 
responsibilities and were not published. 
Therefore, the Agency believes no 
changes are required. The Agency has 
removed a subsection in §1951.10 (b) 
that is no longer needed and adopts the 
proposed amendment.

Section 1951.11 Application of 
payments on real estate accounts.

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 principal. No 
negative comments were received on 
these changes. To avoid repetition, the 
Agency did eliminate the reference to 
the priority of payments in 
§ 1951.11(a)(2) because the same priority
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list is included in § 1951.11(d)(l)(i). The 
proposed amendment is.adopted as 
changed.

Section 1951.25 Review o f limited 
resource FO and OL loans.

This change deletes a reference to an 
increase in FO limited resource rates.
No negative comments wpre 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 ¿very 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 Consolidation and 
rescheduling o f 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 1951.40 Reamortization ofFO , 
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 o f 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)(l)(ii)(B) is changed to reflect 
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 losses 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 not 
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 that 
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 deferrals 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 result in 
an increase in interest rates in virtually 
all cases. This is not true. Loans may be 
rescheduled or reamortized at the 
current or original note interest rates, 
whichever is lesser. Borrowers will not 
be penalized with higher interest rates. 
Finally, this respondent commented that 
deferral rights are not provided in 
acceleration notices, contrary to the 
Court’s ruling. Reference to deferrals is 
made in the farmer program acceleration 
notices, the same as the reference to 
moratorium is made in the housing 
acceleration notice.

The Agency has added a statement to 
the Addendum for Deferred Interest 
under § 1951.44(j). That statement 
requires the borrower to sign a 
Supplementary Payment Agreement if, 
during the deferral period, the borrower 
has a substantial increase in income and 
can make additional payments. Finally, 
recoverable cost item accounts do not 
have to be current when a deferral is 
granted because such accounts cannot 
be rescheduled.

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

The Agency is publishing the complete 
regulation for Subpart A of Part 1951 of 
this chapter for administrative 
convenience in issuing the regulation to 
its field offices. §§ 1951.2 through 5, 9,12 
through 24, 26 through 32, 34 through 39, 
and 41 through 43 remain unchanged 
from previous publications except to 
correct punctuation and form numbers 
previously overlooked. The interim rule 
titled, “Special Debt Set-Aside of a 
Portion of the Indebtedness of Farmer 
Program Borrowers,” (§ 1951.41) 
published on October 19,1984, FR Vol.
49, No. 204, pages 41220 through 41223, 
received several comments during the 
allowed 30 day period. Those comments 
will not be addressed in this publication. 
The Agency needs more time to evaluate 
the program.

Part 1951, Subpart F
Section 1951.262 Action when 
borrower fails to cooperate, respond 
and/or graduate.

This change provides appeal rights to 
farmer 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 that 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 1955.3 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 
o f 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 1955.15 Foreclosure by the 
Government o f loans secured by real 
estate.

This change requires that farmer 
program borrowers receive Forms 
FmHA 1924-14,1924-25 and 1924-28 
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 
nonmonetary 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 defaults 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 
chooses not 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 1955.20 Acquisition o f 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 1962.2 Policy.
This change includes the requirement 

that Forms FmHA 1924-14,1924-25 and 
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 1962, Subpart B.
The authority is 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 1962.4 Definitions.

This change adds a definition of 
borrower to include corporations, 
cooperatives 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 as 
changed is adopted.
Section 1962.16 Accounting by County 
Supervisor.

This change sets forth the use of Form 
FmHA 1962-1, “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 dining the 
year when borrowers make dispositions 
of security, thereby increasing 
accountability by the borrower. The 
Agency chooses not to 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 wifi refer employes to § § 1962.18 
and 1962.49 of Subpart A of Part 1962 for 
direction on dealing with unapproved 
dispositions of security. The Agency 
adopts this proposed rule so changed.

Section 1962.17 Disposition o f chattel 
security, use o f 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. Ano ther 
respondent, from the USDA, commented 
that language in § 1982.17(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 
concurs 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 variations 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 lead to 
large deviations. Therefore, this 
comment is not adopted. Another 
agricultural interest group respondent 
suggested that the requirement that new 
plans on Forms FmHA 1962-1 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 1982- 
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 Unapproved 
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 § 1962.49 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 a quarterly basis. 
The Office of Investigation (OI) made a 
number of comments 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 1962-1 sets 
forth such responsibilities and the use of 
this form signed by the borrowers 
provides adequate accountability. It was 
also recommended that first offenses be 
reported on the log. The Agency chooses 
not to make this change because of the 
possibility the borrower made an honest 
mistake. Subsequent offenses will be 
reported. Also, it was recommended that

unauthorized dispositions above a 
minimum value be reported to avoid a 
large number of reportings. The Agency 
believes that, after the first offense, all 
unapproved dispositions of security 
must be reported to avoid the possibility 
of giving borrowers the incentive to 
make repeated smhll dispositions and to 
establish culpability. This comment is 
not adopted, as well as the comment 
that the “Unapproved Disposition of 
Security Log" be changed to “Borrower 
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 
âdopting include reporting of 

unapproved dispositions, and keeping 
borrowers names on logs for two years 
instead of one year. These changes 
require other 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 by the 
County Supervisor to OIG on a quarterly 
basis. The proposed Amendment is 
adopted as changed.
Section 1962.26 Correcting errors in 
security instruments.

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

Section 1962.28 Assignment o f notes 
and security instruments.

This change was added to remove this 
section from the regulation as it is * 
obsolete.
Section 1962.34 transfer o f chattel 
security and EO property and 
assumption of debts.

This change requires sending Form 
FmHA 1924-14 to borrowers who 
inquire about making a transfer of 
chattels so that they are aware of 
servicing options and requires that any 
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 is 
adopted unchanged except to delete an 
obsolete interest rate for limited 
resource loans, and to add that any 
unassumed debt exceeding $25,000 must 
be approved by the Administrator prior 
to release of liability.

Section 1962.40 Liquidation.
This change requires notice to 

borrowers on Form FmHA 1924-14, 
1924-25, and 1924-26 prior to liquidation 
taking place. Those forms provide the 
borrowers a me#ns of applying for other 
servicing options or appealing the intent 
to liquidate. Also, changed is reference 
to Exhibits D and E of Subpart A of Part



1955 for accelerating accounts. Also the 
change separates voluntary and 
involuntary liquidation to clarify the 
difference. No negative comments were 
received on this proposed amendment. 
The Agency adopts this amendment as 
changed.

Section 1962.41 Sale o f chattel security 
or EO property by borrowers.This change provides for giving the borrower Form FmHA 1924-14 before the sale occurs and using revised Form FmHA 455-3, "Agreement for Sales by Borrower (Chattel and/or Real Estate}.” it also provides for the borrower to voluntarily turn over the possession of chattels to the government and for the government to hire a caretaker by use of Form FmHA 120-10, "Solicitation, Quotation, Purchase Order, Inspection and Invoice.” The Agency adopts the amendment as changed.
Section 1962.42 Repossession, care 
and sale of chattel security or EO  
property by the County Supervisor.This change requires that borrowers receive Forms FmHA 1924-14,1924-25 and 1924-26 prior to repossessing that borrower’s chattel security.It also provides for the handling of security abandoned by the borrower. There were no negative comments. The Agency adopts the proposed amendment with changes that require the cosigners of loans, if any, receive Forms FmHA 1924-14,1924-25, and 
1924-26 prior to repossession and clarifies the handling of cases in which the borrower abandons the FmHA security.
Section 1962.43 Liquidation o f chattel 
security or EO property by other 
parties.This change deletes the provision that FmHA consider foreclosure in cases where junior lienholders are foreclosing. The FmHA will inform such lienholders of FmHA’s security interest and the borrower’s indebtedness and that a sale of any security is subject to FmHA’s lien; There were no comments on this proposed amendment; therefore, it is adopted.
Section 1962.47 Bankruptcy and 
insolvency.

This change requires that prior notice^ 
on Forms FmHA 1924-14,1924-25 and 
1924-26 will be sent to the borrower’s 
attorney when FmHA learns that either 
a chapter 7,11 or 13 bankruptcy 
proceeding has been filed. Also sent is a 
guide 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 1962.48 [Removed].
This change was not commented on. 

The Agency hereby removes and 
reserves this section on setoffs.

Section 1962.49 C ivil and criminal 
cases.

The proposed amendment requires 
Forms FmHA 1924-25 and 1924-26 be 
sent to borrowers prior to collection 
actions being taken in civil and criminal 
cases; to include a reference to Exhibits 
D or E of Subpart A of Part 1955 for 
acceleration 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 Forms 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 regulation to 
its field offices. Section 1962.5 through 9; 
12 through 14; 19; 26; 27; 29; 30; 44; 45 
and 46 remain unchanged from previous 
publications except to correct 
punctuation and form numbers 
previously overlooked and to allow 
plans of operation similar to farm and 
home 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 F R , 
101, May 23,1984, and is added to this 
final rule. The proposed rule set forth 
the administrative requirements for 
handling farmer program loans or other 
financial assistance 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 account

adjustments may be considered in lieu 
of liquidation. 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 accounts 
accelerated in accordance with 7 CFR 
Part 1955, Subpart A, § 1955.16 without 
being given appeal rights or being sent 
Forms FmHA 1924-14,1924-25, and 
1924-26.

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 
service. This regulation had been 
overlooked when the proposed 
amendments were published and the 
agency hereby adopts changes in 
sections 1950.102,1950.103 and 1950.104. 
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 issued 
since the proposed rulemaking was 
published. These changes have no 
bearing on the content or intent of the 
amendments.

A number 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 
1924-14,1924-25 and 1924-25 which 
were not published for proposed 
rulemaking. The Agency concurs with 
some of the recommendations on the 
forms and has adopted some changes.

List of Subjects

7 CFR Part 1864
Accounting, Loan programs— 

Agriculture, Rural areas.

7 CFR Part 1872
Foreclosure, Loan programs— 

Agriculture, Rural areas.

7 CFR Part 1900
Appeals, Credit, Loan programs— 

Agriculture.

7 CFR Part 1910
Applications, Credit, Loan programs— 

Agriculture.
7 CFR Part 1924

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

Crops, Livestock, Loan programs— 
Agriculture.

7 CFR Part 1943
Credit, Loan programs—Agriculture, 

Recreation, Water resources.
7 CFR Part 1945

Agriculture, Disaster assistance.

7 CFR Part 1950

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

Account servicing, Credit, Loan 
programs—Agriculture, Loan 
programs—Housing and community 
development, Mortgages.

7 CFR Part 1955
Foreclosure, Government acquired 

property,

7 CFR Part 1960
Credit, Loan programs—Agriculture, 

Rural areas.
7 CFR Part 1962

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 USC 1480; 5 USC 
301; 31 USC 3711; 7 CFR 2.23; 7 CFR 2.70.

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

§ 1864.2 General policies.
(a) * * *
(5) "Farmer program loans” means 

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

(c) 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 
all security has been disposed of or after 
the conditions of § 1864.3(a)(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 must 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 type and terms 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 
collected in full, compromised, adjusted, 
canceled, or charged off. It is impossible 
in cases eligible for debt settlement to 
accurately forecast the borrower’s future 
repayment ability over a long period of 
time; consequently, the period of time 
during which payments on adjustment 
offers are to be made should not, except 
in unusual cases, exceed 3 years. If a

borrow er’s incom e is derived from 
sources w hich do not appear to be 
stable, it m ay b e  preferable to consider 
a com prom ise offer in a lesser amount 
than an ad justm ent offer p ayable over a 
period o f time. Likew ise, it m ay be 
preferable to consider an  adjustm ent 
offer in a sm aller amount providing for 
larger paym ents over a shorter period of 
time, rather than an  ad justm ent offer 
providing for a larger total paym ent over 
a longer period o f tim e but w ith sm aller 
paym ents. Borrow ers may, how ever, 
m ake com prom ise or ad justm ent offers 
in any amount. A ll offers should be 
considered and processed, but an 
ad justm ent offer w ill not be approved 
unless there is reaso n ab le  assu rance 
that the borrow er w ill be able to m ake 
the paym ents as they becom e due. Since 
County Supervisors have no authority to 
approve debt settlem ent actions, they 
w ill m ake no statem ents to borrow ers 
concerning the action  that m ay be taken 
on their applications.
★  * * * *♦

PART 1872— REAL ESTATE SECURITY

3, The authority citation  for Part 1872 
is revised  to  read  as follow s:

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

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

4, In 1 1872.1, a sen ten ce  is added to 
the end of paragraph (g) to read as 
follow s:

§ 1872.1 General.
* * * * *

(g) D efinitions. * * * “Farm er 
program lo an s” m eans Farm  Ownership 
(FO ), O perating (OL), Soil and W ater 
(SW ), Econom ic Em ergency (EE), 
Em ergency (EM), R ecreation  (RL), ' 
Econom ic O pportunity (EO), and Special 
L ivestock (SL) loans, and/or Rural 
Housing Loans for farm  service 
buildings (RHF).

5, In § 1872.2 paragraph (b)(4) is 
revised to read  as follow s:

§ 1872.2 Preservation of security property 
and protection of liens. 
* * * * *

(b) * * * '
(4) Maintenance. In abandonm ent and 

pending liquidation ca ses , the S ta te  
D irector m ay authorize em ergency 
repairs n ecessary  to protect the interest 
o f the Fm HA. In all other cases, 
com plete inform ation concerning the 
borrow er’s failure to  adequately 
m ain tain  the security  property 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 fund^for 
needed 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 
included in the case file. 
* * * * *

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

§ 1872.3 Subordination of FmHA mortgage 
to permit refinancing, extension, 
reamortization, increase in amount of 
existing prior Hen, or to permit a prior Hen.(a) Reamortizing Existing FmHA  
Debts. Existing FmHA loans may be 
reamortized to permit a loan of another 
lender in lieu of a subsequent loan of the 
kind involved with prior approval of the 
District Director or State Director as 
applicable. Authority to reamortize an 
account will be granted when it is 
determined that the borrower cannot 
reasonably be expected to meet 
installments due unless the account is 
reamortized. When a loan is 
reamortized, 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. In § 1872.4 the introductory 
paragraph is revised to read as follows:

§ 1372.4 Consent by partial release, 
subordination, or otherwise to sale or other 
disposition of portion of or interest in 
security, except leases.The consent of FmHA or other 
lienholders may be in the form of a partial release, subordination, or other 
form of written consent, depending on 
the circumstances. IF an NP loan is 
involved, § 1872.20(b) of this subpart 
also applies. The consent authorized 
herein is applicable to the disposition of 
security, or an interest in the security, 
rather than to a release of security 
granted to a mortgagor upon reduction 
of the debt from regular or other personal funds. A formal release may 
not be delivered for 15 days after the payment is received unless such payment is made in the form of cash, 
money order, certified check, or check . 
from a reputable lending agency.
Releases not delivered will usually be 
voided 30 days after notifcation to the 
requesting party that the release is 
available.

8. In § 1872.8 the introductory 
paragraph and paragraph (a )(l){ i)  are  
revised as follow s:

§ 1872.8 Consent to borrower’s granting 
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 a 
borrower is leasing the security without 
consent, Form FmHA 465-1 will be 
prepared when die County Supervisor 
recommends approval of the lease. That 
form will show the terms of the 
proposed lease and will specify the use 
of proceeds including any proceeds to 
be released to the borrower. When 
another lienholder’s mortgage requires 
consent 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 
liquidation action, the operation of all or 
a portion of the security under the lease 
will not adversely affect any applicable 
crop allotments, the lease and use of 
any proceeds will further the objectives 
of the loan, liquidation 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 lease 
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 OGC. In cases where 
the borrower leases property without 
consent and consent may not be granted 
in accordance with the above 
provisions, or when further approval of 
a-lease cannot 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 involved,
§ 1872.20(b) of this subpart also applies. 
Consent to lease will be subject to the 
additional conditions specified below 
for each kind of lease:

(a )* * *
(1) * * *
(i) RHLoans on farms, o rSW o r RL. 

For the purpose of this paragraph, leases 
for an annual term with option to 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 to withdraw 
the consent at the end of any year

should liquidation or other servicing 
action be required by FmHA.
*  *  *  *  *

9. Section 1872.17 is revised to read as 
follows:

§ 1872.17 Liquidation action.

(a) Voluntary Liquidation. When a 
borrower contacts FmHA and asks 
about voluntarily liquidating security, 
the borrower will be told that 
liquidation can be accomplished by: (1) 
selling the security under paragraph (e) 
of this section, (2) transferring the 
security under § 1872.18 of this subpart,
(3) conveying the security to the 
Government under Subpart 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 
itspresent 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 $180,000 
and the concurrence of the State 
Director if the secured debt exceeds 
$160,000.

(b) Involuntary liquidation. When the 
County Supervisor, with the advice of 
the District Director, determines that 
continued servicing of the loan will not 
accomplish thé objectives of the loan, or 
that for other reasons further servicing 
cannot be justified under policy stated 
in 11872.1(b) of this subpart, liquidation 
of the account(s) will be accomplished 
as expeditiously as possible. In fariner 
program cases, borrowers must receive 
Form FmHA 1924-14, ’’Notice-Farmer 
Program Servicing Options Including 
Deferrals and Borrower 
Responsibilities,” Form FmHA 1924-25, 
“Notice of Intent to Take Adverse 
Action,” and Form FmHA 1924-26, 
“Borrower Acknowledgement of Notice 
of Intent to Take Adverse Action,” and 
any appeal must be concluded before 
any of the following actions can be 
taken. The County Supervisor will send 
these forms to the borrower as soon as a 
decision is made to liquidate.

( l j  General. 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 
under paragraph (e) of this section, (ii) 
transferring the security under § 1872.18 
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 1924-26 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 o f 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 o f 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 borrowers 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 ah 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 recent 
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 borrower 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 a 
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 or 
Part 1940 of this chapter must be met.

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

consent 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 
agreements 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 at die time of the sale, the County 
Supervisor should explain thoroughly 
the requirements of this section and 
f § 1872.4 or 1872.17 o f this subpart, as 
appropriate. When the transferor is 
receiving a substantial downpayment in 
connection with the sale of the property, 
the purchaser should be required to 
contact other sources of credit to secure 
a loan for repayment of the FmHA loan 
in full. If an NP loan is involved,
§ 1972.20(b)(5) of his subpart also 
applies. When real estate security, 
including water rights, is sold and the 
mortgage requires FmHA consent to the 
sale and the transaction cannot be 
approved under the appropriate 
paragraphs of this subpart, the account 
will be liquidated as required in 
§ 1872.17 of this subpart. 
* * * * *(b) * * *
. (1) Agreement. Form FmHA 465-5, 

“Transfer of Real Estate Security,” will 
be completed to reflect the agreement 
between the transferor and die 
transferee. This agreement w ill not be 
completed for fanner program loan 
borrowers until the borrower has 
received Form FmHA 1924-14 
* * * * *

(7) Loan type. The kind(s) of loan will 
remain the same for all loans except 
thatloans w hich are transferred to 
ineligible applicants will be classified as 
Non Program Loans (NP).

(8) Transfer o f c  portion o f the 
security. G enerally, title to all FmHA 
real estate  security, including water 
rights, must be conveyed to the 
transferee not later than the date of 
closing the transfer. However, a transfer 
of a portion of the FmHA real esta te 
security with an assumption of the total 
indebtedness may be approved, 
provided: (i) The portion of the FmHA 
security transferred has a present 
market value at least equal to the total 
indebtedness owed by the borrower of 
such indebtedness is reduced by a cash 
payment to the present market value of

such property, (ii) the transaction is 
advantageous to the Government, and
(iii) 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 to the policies and 
procedures governing 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 lieu of the subsequent loan 
of the kind involved, file Government’s 
lien may be subordinated to (i) enable 
the transferor to take a first mortgage to 
secure the amount of file 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, the— 
property may be sold by purchase 
contract or similar instrument that meets 
the conditions or 1 1943.16(a)(3) of 
Subpart A of Part 1943 of this chapter. In 
such cases, prior lienholders’ 
agreements will be obtained in 
accordance with § 1897.2(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 permit the remaining 
borrower to obtain a loan in an amount 
not to exceed the equity in the property.
*  *  *  *  *  .

(17) Date. The effective date of the 
transfer will be the actual date the 
transfer is closed. This is the date on 
which Forms FmHA 460-5 or 480-9 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 451-26, 
“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 
file 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 
installment 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 Subpart G of 
Part 1940 of this chapter must be met.

(c) Transfer o f loans to eligible 
applicants.

(2) * * *
(i) Form FmHA 460-9l Except as noted 

below for RH loans, assumption of any 
FmHA loan may be approved without 
any change in file 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, ahead 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 chapter, the interest that 
accrued during the deferral period must 
be paid by file 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 
transferred to a person having an above- 
moderate income will be transferred at 
the current rate for an above-moderate 
Section 502 loan.

(ii) Form FmHA 460-5. If an extension 
of the existing loan repayment period is 
necessary to enable the transferee to be 
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 
not 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 is used, the current interest rate 
for a new loan of the type involved will 
be used and any insurance charge
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ap p licable to such a loan  w ill be 
provided for, excep t in assum ptions by a 
surviving spouse under § 1872.18(b)(4).
In determ ining the new  repaym ent 
period and in terest rate, (A) an  NP loan 
w ill be considered  an  F O  or RH loan  as 
appropriate, if  the applicant and the 
property m eet the requirem ents of 
§ 1872.18(c)(1), and (B) an SL or other 
em ergency-type loans no longer being 
m ade w ill b e  considered an EM  loan. 
* * * * *

(e) Consent o f Fm HA not required to 
transfer. Even in ca se s  w here the Fm HA 
m ortgage(s) does not require the 
Governm ent’s consent to the sa le  o f the 
security, if  the borrow er conveys or 
proposes to convey the security to a 
person w ho is ineligible or unwilling to 
assum e the Fm HA debt in accord ance 
w ith § 1872.18 (c) or (d), the Governm ent 
w ill not con sent to the sale.

(1) Sections 502 and 504 RH loans. In 
such cases, the County Supervisor will 
advise the S ta te  D irector of the sale. If 
the account is delinquent or the loan is 
otherw ise in default, the County 
Supervisor w ill a lso  advise the S ta te  
D irector o f the nature o f the default, and 
any sp ecific  p lans that m ay have been  
m ade to correct the default. If the S tate  
D irector d ecides to continue w ith the 
account, it w ill b e  serviced  in the nam e 
o f the borrow er and otherw ise serviced  
in the usual m anner.

(2) Farmer program loans. The 
borrow s w ill be sent Form  Fm HA 1 924- 
14.

(f) * * *
(4) W hen the total outstanding debt is 

not assum ed, a farm er program loan 
borrow er who is not being released  from 
liab ility  m ust be sent a letter sim ilar to 
Exhibit F  o f Subpart A  o f Part 1955 of 
this chap ter (av ailab le  in any Fm HA 
office).

(g) * * *
(1) Refund of Unused Funds, Loan 

Funds Not Advanced, Transaction 
Record. Unexpended funds in the 
supervised bank account will be applied 
as a refund unless FO, SW, RL, RH, or 
EM security is transferred to an eligible 
applicant and the funds are needed for 
completing planned development. Any

obligation o f or request for loan  funds 
not yet advanced  w ill be cancelled . 
Form  Fm HA 451-26, or the monthly 
paym ent account Status Report w ill be

used to com pute the unpaid b a lan ce  due 
on the effective date o f the transfer.

(2) * * *
(iii) * * *

Fm H A  form No. Name of form
Total

number of 
copies

Signed by 
transferee

Transfer
docket

Copy for 
transferee

*19 4 0-1 ........................... 73
* 40 0 -4 ............................. 2 1 -0 1 -0 1 -C .
*410-1 ............................. 81 1 -0 1 -0

tachments).
* 4 1 0 -4 ............................. *1

(Non Farm Tract).
*1910-5 ........................... 1
*465-5 5. ..................... . 3 1 -0 1 -0 1—C.
* 44 0 -2 ............................. 1 1 -0

ommendation.
* 43 1 -2 '............................ Farm and Home Plan........................................ 1 1 -0 1 -0

book.
*431-1 ............................. 2
* 4 3 1 -3 '............................ 2 1 -0 1 -0 1 -0 .

Budget.
* 43 1 -4 '............................ 2 -0  and O  H 1 -0 .

prise.
*422-1 ............................. 1 -0
* 4 2 2 -3 ............................. Map of Property............................................. 1 -0
*19 2 2-8 ........................... 1 1 -0
*1940-21......................... Environmental Assessment for Class I 1 1 - 0 . . . ..............

Actions.
*1940-22......................... 1 1 -0

Exculsions.
*424-1 ......... i.................. Development Plan.......... ............................... 2 1 -0
* 42 6 -1 ............... .............. 1 1 -0
* 44 0 -9 ............................. 1 -0
* 46 0 -5 '.............. .......... Assumption Agreement (New Te rm s )......... 4 1 -0 1 -0 1 -0
*460-92......................... Assumption Agreement (Same Terms-Eli- 4 1 -0 1 -0 1 -C .

gible Transferee).
*465-82............................ Release From Personal Liability................... 2 1 -C 1 -0
*443-17........................... 2

Estate.
*1924-14......................... Notice-Farmer Program Servicing O p- 2 1 -0 1 -C

tions Including Deferrals and Borrower
Responsibilities.

*1924-25........................ Notice of Intent to Take Adverse Action.... 2 1 -0 1 -0 .
*1924-26......................... Borrower Acknowledgement of Notice to 1 1 -0

Take Adverse Action.
*1940-413........................ Truth in Lending Disclosure Statement....... 2 1 -C 1 -0
*1940-43*........................ Notice of Right to C an cel................................ 3 1* 2 -0  and C.
* 451-10........................... 3

(0  to FC ).
*45 1 -2 5..... ..................... Status of A cco unt................................. .. : 2
*19 6 0-6 .......................... . Assumption Agreem ent.................. ................ 1 -C
*1965-22......................... 2 1 -0

Term s or Other.
Change of Te rm s .....................................

*1965-23..................... 2 1 -0
and/or.

Change of T e rm s .........................................

O — Original; C — Copy.
*— When applicable.
1 In addition to plan for first full year, interim plan, if prepared, will be included in the docket.
2 Th e  original Form will not be executed until date of closing the transfer.
3 In right to cancel cases, original and sufficient copies for each person who has right to cancel in accordance with Subpart I 

of Part 1940 of this chapter.

4-P[iP'P,v* °Pe c °py to transferee, two copies to each other person who has right to cancel in accordance with Subpart I 
of Part 1940 of this chapter. If the person exercises the right to cancel, he/she will sign one copy of the form and return it to 
the County Office.

5 When requested, prepare an additional copy for delivery to transferor.
‘ Applicant must sign and date this form unless a similar certification is obtained on the application form 

For eligible transferees, delete the first sentence referring to other credit in item 34 of the form. Th e  deletion will be 
initialed by the applicant.

“For ineligible transferees, delete the first sentence in the applicant’s certification (item 23 on the Form Fm H A  410-1 or item 
'2  o n  the Form Fm H A  4 10 -4 ) which refers to other credit. Th e  deletion will be initialed by the applicant.

"Original to Finance Office.



Federal Register / Vol. 50, No* 212 / Friday, N ovem ber 1, 1985 / Rules and Regulations 45755

(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 
assumed, 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 to be 
applied 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 
thè 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. é - 
* * * * *

11. § 1872.20 is added to read as 
follows:

§ 1872.20 Servicing non-program loans 
(NP).

(a) Definition. A non-program loan 
results when credits are extended to 
ineligible 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 receive any program benefits 
including supervision and servicing.
Such benefits include limited resource 
interest rates, reamortization, 
rescheduling, consolidation, deferral, 
and appeal rights.

(2) Subordination 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 only 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 thé best 
interest of the government. Such actions 
can only be approved by the State 
Director.

(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 by 
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 
borrower 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 [R e s e rv e d ]

12. § 1872.22 is removed and reserved.

PART 1SO0— GENERAL
13. The authority citation for Part 1900 

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.

Subpart B— -Farmers Home 
Administration Appeal Procedure

14. In § 1900.51, two sentences are 
added at the end of the text as follows:

§ 1900.51 G eneral.
* * • * * *

* * * 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 cannofbe terminated until the 
borrower has received Form FmHA 
1924-25, "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 1955 of this 
chapter has been sent to the borrower.

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

(d) Farmer Program Loans means 
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).
* * * ★  Hr

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:
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§ 1900.53 Decisions which are not 
appealable.

(a) * * *
(15) Nonprogram loan debtors 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) to 
read as follows;

§ 1900.55 FmHA actions to limit the need 
lo r  appeals.
* * • * ★  *

(a) 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.

(e) Except for farmer program loan 
borrowers who are sent Forms FmHA 
1924-25 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, except in cases 
involving acceleration of accounts 
which are provided for in § 1900.56(a) of 
this subpart. When a meeting is 
required, Exhibit B - l  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 1924-25 and

who complete Part I, HI or IV or Form 
FmHA 1924-26 are entitled to a 
conference with the decisionmaker 
before the appeals process begins. 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-6 
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 1926-26 indicating no appeal is 
desired, Exhibit B-6 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) Fanner program loan borrowers 
who are sent Forms FmHA 1924-25 and 
1924-26 (m 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 n i 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 
1924-25, “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 
1924-26), 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) If the appellant has made a request 

to examine or copy the FmHA material 
concerning the case, except where the 
acceleration of a loan secured by real 
estate is involved, the material (unless 
privileged) will be made available to the 
appellant or the appellant’s 
representative [or legal counsel at the 
FmHA decision maker’s office for 10 
calendar days following the receipt of 
the request for appeal. When a real 
estate.loan acceleration is involved, 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 - l  to Subpart B of Part 
1900 is amended by revising the first 
paragraph to read as follows:
Exhibit B - l  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 
application/request for Farmers Home 
Administration services] [are canceling/ 
reducing the assistance 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 concerning the decision or the facts 
used in making our decision and desire 
further explanation, you must request a 
meeting 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 
advised of your appeal rights and how to 
begin the appeal process. If without good 
cause, you fail to schedule or attend this 
meeting, there will be no further appeal.
* * * * *

20. Exhibit B-2 to Subpart B of Part 
1900 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, FmHA [was 
unable to approve your application/request 
for service] [is canceling/reducing die 
assistance you are presently receiving] [is 
planning to accelerate and liquidate your 
account(s)] 1
* * . * * *

21. Exhibit B-3 to Subpart B of Part 
1900 is amended by revising the title and 
the second sentence in the first 
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. 
* * * * *

* * * We regret that our [meeting] 
[conference] with you did not result in a 
satisfactory conclusion.
* * * * *

1 Used only for Fanner Program graduation.

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

22 Exhibit B-4 to Subpart B of Part 
1900 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—Appeals 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-6 is added to Subpart B 
of Part 1900 to read as follows:

Exhibit B-6 to Subpart B of Part 1900— 
Letter for Notifying Borrowers, Who 
Received Form FmHA 1924-25 But Who 
Have Waived or Forfeited Their Appeal 
Rights

U.S. Department of Agriculture 

Farmers Home Administration 
[Insert Address]

[Date]
Dear — --------------------------------------------------
You were sent Form FmHA 1924-25,

"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 FmHA 1924-25 
because

[you failed to return Form FmHA 1924-26, 
“Borrower Acknowledgement of Notice of 
Intent to take Adverse Action,” in response 
to Form FmHA 1924-25 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 1924-25 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 
1924-25. 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

Decisionmaker or 
decision Hearing Officer Review officer

County Supervisor... District Director 
from another 
district o ra  
person of equal 
or greater rank 
not involved in . 
the case 
designated by 
the State 
Director.

State Director or 
designee (who 
has not been 
significantly 
involved with 
the case).

County Committee _ State Director or 
designee.

Deputy 
Administrator, 
Program 
Operations or 
designee.

District Director....... State Director or 
designee.

Deputy 
Administrator, 
Program 
Operations or 
designee.

State Director_____ Deputy 
Administrator, 
Program 
Operations or 
designee.

(No review).

Division Director 
or Assistant 
Administrator.

Deputy 
Administrator, 
Program 
Operations or 
designee.

(No review).

Deputy or 
Associate

Administrator or 
designee.

(No review).

Administrator.
Intent to foreclose District Director State Director or

Chattels. from another 
district or a 
person of equal 
or greater rank 
not involved in 
the initial 
decision 
designated by 
the State 
Director.

designee.

Intent to foreclose District Director State Director or
Real Estate (for 
Farmer Program 
Loans).

from another 
district or a 
person o f equal 
or greater rank 
not involved in 
the initial 
decision 
designated by 
State Director.

designee.

Decision to State Director 6 r Deputy
foreclose Real designee *. Administrator,
Estate (for
Single-Family
Housing

Program 
Operations, or 
designee.

accounts).
(For accounts 

serviced in the 
District Office).

Deputy 
Administrator, 
Program 
Operations or 
designee.

(No review).

1 The individual designated as Hearing Officer may not be 
an employee who is supervised by the person who approved 
the foreclosure and accelerated the account, nor can be 
designee have been involved in the decision to foreclose.

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.

3. 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 Director may 
designate other persons to act on his or her 
behalf in conducting the hearing; however, 
the State Director or Acting State Director 
must sign the hearing decision letter.

b. When the Hearing/Review Officer, 
designated by the Deputy Administrator, 
Program Operations, is not a member of the 
National Office staff, die complete case file, 
hearing notes, tape recordings, and a 
recommended decision will be sent to the 
Deputy Administrator, for review and a final 
decision.

c. When the Hearing/Review Officer is a 
member of the National Office staff, after the 
decision is written, but prior to notification of 
the applicant, 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 Director 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 FmHA authority.

5. When a hearing involves both the action 
on Form FmHA 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 U SC 1989; 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:

§ 1910.8 Reaching an understanding. 
* * * * *

(e) Use o f 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 die 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.
1924.51 General.
1924.52-1924.55 [Reserved)
1924.56 Credit counseling.
1924.57 Planning.
1924.58 Recordkeeping.
1924.59 Supervision.
1924.60 Analysis.
1924.61 Nonfarm enterprises.
1924.62 State supplements.
1924.63-1924.70 (Reserved)
1924.71 Delinquent borrowers.
1924.72 Borrowers who receive Form 

FmHA 1924-25 and 1924-26.
1924.73 Follow-up Supervisory actions by 

District Directors and State office staff.
1924.74-1924.99 (Reserved).
1924.100 OMB number.

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

Subpart B—Management Advice to 
Individual Borrowers and Applicants.
§ 1924.81 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. Ib is  
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 § 1872.29(a) of Subpart A of 
Part 1972 of this chapter).

§§ 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 
Supervisor will:

(1) Explain why the applicant does not 
meet FmHA eligibility requirements and, 
if appropriate, why other credit should 
be available. If the applicant has filed 
an application for FmHA assistance, the 
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 applicants. 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 FnxHA’s credit-else-where 
requirements and assist in the 
determination of the amount of other 
credit best suited for the applicant or 
borrower.

§1924.57 Planning.
(a) 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 to 
complete the major adjustments or 
improvements and will be revised asH  
conditions require.

(b) Annual plan (Form FmHA 431-2, 
“Farm and Home Plan ”, and Form 
FmHA 1962-1, "Agreement for the U se  
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 with FmHA loans secured by chattels. Form FmHA 1962-1 should be filled out at the same time as a Form FmHA 431-2 is being completed, if a Fprm FmHA 
431-2 is required. The figures on the two forms 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 that purpose, the Form FmHA 1962-1 should show where the $10,000 will come from. (Example— sale of wheat) Form FmHA 431-2 will be required for those borrowers:

(1) Receiving initial loans.(ii) Receiving subsequent FmHA loans or funds from other credit sources under FmHA subordination agreements or lien waivers.(iii) Who are experiencing financial 
and/or production management 
problems.

(iv) Who are requesting servicing options on Form FmHA 1924-26, 
“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 (if one was required) for the following year 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 and crops held for sale, and cash on hand at 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 1962-1 when a new or subsequent loan is not involved, the County Supervisor will arrange for a meeting with the District Director, borrower and the County Supervisor. If during the meeting the District Director cannot 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

handled in accordance with Subpart B 
of Part 1900 of this chapter.

(c) Responsibility o f County 
Supervisor. The County Supervisor will:

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

(2) Develop a 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 annual 
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 § 1962.17 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 
projected income and expense's must be 
based on the borrower’s proven reeord 
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

borrower’s responsibility to notify 
FmHA of any changes which occur. The 
plan and Form FmHA 1962-1 will be 
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 loan 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 meets the needs of their 
farming operations an,d 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 to 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 Book”), 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.

(a) 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 o f County 
Supervisor. The County Supervisor will 
determine and select the appropriate 
method of supervision to be used for 
each borrower.
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(c) 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 o f Form FmHA 1924-14, 
"Notice—Farmer Program Borrower 
Servicing Options Including Deferrals, 
and Borrower Responsibilities. ”

Before or at loan closing, the County 
Supervisor 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 before the sale, 
transfer, 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 FmHA 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 responsibilities 
regarding 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:

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

(ii) 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.

§ 1924.60 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-range'goals 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 borrower and the County 
Supervisor prepare an annual plan of 
operation for the next crop year; and 
help them make sound management 
decisions.

(b) Items 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.

(6) Cost of operating expenses as 
compared to 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 results of Form FmHA 
1960-12, "Financial Farm Analysis 
Summary.”

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

(1) Who are seriously delinquent (over 
$100.00) or who request assistance on 
Form FmHA 1924-26.

(2) Who are experiencing financial 
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 crop 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.
(6) 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 a 
need and a reasonably reliable market. 
The same general policies covered in 
this subpart for giving management
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assistance to an applicant or borrower 
on farm loans will be followed in 
dealing with an applicant or borrower 
on nortfarm enterprise loans. The 
appropriate plans and record book will 
be used for the nonfarm enterprise.
Forms FmHA 431-4, "Business Analysis- 
Nonagricultural Enterprise,” and FmHA 
432-10, “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,

§§ 1924.63-1924.70 [Reserved]

§ 1924.71 Delinquent borrowers.
The Finance Office will send each 

County Office a list of all delinquent 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 
borrowers (except those under the 
jurisdiction of a bankruptcy court) that 
are more than $100 behind schedule on 
their FmHA loan payments on 
December 31 will immediately be sent 
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.

§ 1924.72 Borrowers who receive Forms 
FmHA 1924-25 and 1924-26.

Borrowers will receive Form FmHA 
1924-25 and 1924-26 along with Form 
FmHA 1924-14 before a farmer program 
loan is involuntarily liquidated (see 
§ 1872.17 of Subpart A of Part 1872 of 
this chapter and §§ 1962.40 and 1962.49 
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 
files bankruptcy (see § 1962.47 of 
Subpart A of Part 1962 of this chapter). 
Form FmHA 1924-25 tells borrowers 
that FmHA intends to liquidate their 
loans (which will include terminating
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any previously agreed-ufion 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 options, 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 I. 
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 1900 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 and the 
borrower will not be given any 
administrative appeal of the adverse

/  Rules and Regulations 45761

decision. The County Supervisor will 
send Exhibit B-6 to Subpart B of Part 
1900 of this chapter to the borrower and 
will proceed to liquidate the borrower’s 
account.

(c) Borrower checks blocks in Part II. 
The borrower who does not want to be 
considered for any servicing options but 
who wants to request an administrative 
appeal of FmHA’s intended adverse 
action must so indicate by checking one 
of the appropriate blocks in Part II of 
Form FmHA 1924-28. Any appeal will be 
handled under Sujppart B of Part 1900 of 
this chapter. If the borrower wants 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 II to show that 
no appeal is desired, then FmHA wil 
take die adverse action.

(d) Borrower checks blocks in Part III. 
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 bf security) and will so 
indicate by checking one of the blocks in 
Part III of that form. The borrower has 
60 days from the day the borrower 
received Form FmHA 1924-26 to cure 
the default. If the action is not 
completed within 60 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 default, the borrower can 
choose to liquidate 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 1924-26. 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) Borrower incorrectly completes 
Form. If the borrower incorrectly 
completes Form FmHA 1924-28, 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 
corrected 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.

§ 1924.73 Follow-up supervisory actions 
by District Directors and State office staff.

(a) 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 to 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 § 1924.60 (d) of this 
subpart.

§§ 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 
Fanner, and Rancher Development 
Project
* * * * ★

PART 1941— OPERATING LOANS

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

Authority: 7 USC1989; 5 USC 301; 7 CFR 
2.23; 7 CFR 2.70

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 terms.
(a) * * *

(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 
§ 1951.25 of Subpart A of Part 1951 of 
this chapter).
4  4  4  4  4r

(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 W ATER AND RECREATION

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

Authority: 7 USC 1989; 5 USC 301; 7 CFR 
2.23; 7 CFR 2.70.

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) * * *
(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.
* *  4 4 4

34. In § 1943.18, paragraphs (a), (b) 
and (c)(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 1940-17, 
"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 1951 of this 
chapter.

(c) * * *
(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 Soil and Water 
Loan Policies, Procedures and 
Authorizations

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

§ 1943.68 Rates and terms.
(a) Terms o f 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
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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 
five years.

(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 1940-17,
“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 RL loan the loan 
approval official may take such action 
unde Subpart A of Part 1951 of this 
chapter.
* * * * *

part 1945— EMERGENCY

37. The authority citation for Part 1945 
is revised to read as follows:
N Authority: 7 U.S.C. 1989; 5 U.S.C. 301; 7 CFR 

2-23; 7 CFR 2.70.

Subpart D— Emergency Loan Policies, 
Procedures and Authorizations

38. In § 1945.168, the introductory text 
°f paragraph (b), paragraph (b)(l)(i), and

paragraph (c) are revised to read as 
follows:

§ 1945.168 Rates and terms.
* * * * *

(b) Terms o f 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 
setting 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) * * *
(i) Actual production or physical loss 

loans made for operating purposes 
under § 1945.166(a), or major adjustment 
(SubtitleJB) 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 seemed 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.

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 1940, 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 lpan(s). In most cases, the 
interests of both the borrower and the 
Government 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 die borrower Forms FmHA 1924- 
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 
1924-26, "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 
out in paragraph [b] of this section.

(b )  * * *
(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 § 1962.34 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 approved by OGC, 
authorizing an attorney-in-fact to 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 indebtedness 
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 as to the 
steps to be taken in protecting the 
Government’s interest.

(c) Statements o f 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 
involving assumption agreements will 
be transferred when the assuming 
borrower moves from one County Office 
territory to another.

42. § 1950.104 is amended by revising 
the introductory text, and paragraphs
(c), (d) and fej 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 
consult 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, 
EO and/or RHF loans and who are 
delinquent or otherwise in default must 
be sent Forms FmHA 1924-14,1924-25, 
and 1924-26. 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.
* * * * *

(c) Borrower does not retain 
ownership o f the security. The security 
may be transferred to another approved 
applicant or sold in accordance with 
applicable procedure.

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

This paragraph does not apply to 
borrowers with FO, SW, RL, OL, EE, 
EM, SL, EO and/or RHF loans. Those 
borrowers should be sent Forms FmHA 
1924-14,1924-25, and 1924-28. When a 
borrower abandons the security or fails 
to make satisfactory arrangements for 
maintenance of die security and 
payment of taxes, insurance, and 
installments oil 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 

y 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 to 
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 o f 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 addresses 
will be processed on Form FmHA 450-10 
with appropriate explanations,

PART 1951— SERVICING AND 
COLLECTIONS

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

Authority: 7 U.S.C. 1989:42 U.S.C. 1480; 5 
U.S.C. 301; 7 C F R  2.23; 7 CFR 2L70.

Subpart A— Account Servicing P o iic ie s

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

PART 1951— SERVICING AND 
COLLECTIONS

Subpart A—Account Servicing Poiicies 
Sec.
1951.1 Purpose.
1951.2 Policy.
1951.3 Authorities and responsibilities. 
1951.4-1951.5 [Reserved],
1951.6 Handling payments.
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Sec. " J

1951.7 Accounts of borrowers.
1951.8 Types of payments.
1951.9 Distribution of payments when a 

borrower owes more than one type of 
FmHA loan.

1951.10 Application of payments on 
production type loan accounts.

1951.11 Application of payments on real 
estate accounts.

1951.12 Changes in the application of loan 
payments.

1951.13 Overpayments and refunds.
1951.14 Recoverable and nonrecoverable 

cost charges.
1951.15 Return of paid-in-full or satisfied 

notes to borrower.
1951.16 Other servicing actions on real 

estate type loan accounts.
1951.17-1951.24 [Reserved]
1951.25 Review of limited resource FO and 

OL loans.
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.

1951.34-1951.39 [Reserved]
1951.40 Reamortization of FO, SW, RL, RHF, 

EE or EM loans made for real estate 
purposes.

1951.41 Special debt set-aside of a portion 
of the insured loan indebtedness of 
farmer program borrowers.

1951.42-1951.43 [Reserved]
1951.44 Deferral of existing OL, FO, SW, RL, 

EM, EO, SL, RHF, and EE loans. 
1951.45-1951.50 [Reserved]
Exhibit A—[Reserved]
Exhibit B—Notice of Change in Interest Rate. 
Exhibit C -l—Notice of the Availability of the 

Special Debt Set-aside.
Exhibit C-2—Confirmation of Appointment to 

Discuss Special Debt Set-aside.
Exhibit D—Examples of a Farm Ownership 

(FO) and Limited Resource Operating 
Loan (OL) Rescheduled with Set-aside 
Approved on October 25,1984.

Exhibit E—[Reserved]
Exhibit F—Agreement for Special Set-aside 

of a Portion of a Farmer Program Loan. 
Exhibit G— Notice to borrowers who received 

a Pretermination Notice.
Note.—Exhibits C -l, C-2, D, F, and G do 

not appear in the Code of Federal 
Regulations.

Subpart A— Account Servicing 
Policies

§ 1951.1 Purpose. .This Subpart sets forth the policies and procedures to use in servicing Operating Loan (OL), Farm Ownership Loan (FO), Soil and Water Loan (SW), 
Recreation Loan (RL), Emergency Loan 
(EM), Economic Emergency Loan (EE), Special Livestock Loan (SL), Economic 
Opportunity Loan (EO), and Rural Housing Loan for farm service buildings (RHF) accounts. This Subpart also applies to Rural Rental Housing Loan (RRH), 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.
Borrowers 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 hav^ 
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 to 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 oL 
this Subpart, all references to “County 
Supervisor" shall be construed to mean 
“District Director” for all loans serviced 
by the District Office. n
§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 1940- 
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. Thé check or 
money order with the appropriate 
payment card should be placed in the 
direct payment envelope and forwarded 
directly to 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 Offiqe receives 
payment card number 10, a 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 
Ï940-1 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 using the 
new supply.

(vii) If a 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 o f direct 
payment accounts. Form FmHA 1905-1, 
“Management System Card—
Individual” and Form FmHA 1905-5 
“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 19Q5-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 delinquent 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 
directpayment 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 handle the 
following servicing actions:

(1) Any regular payments a borrower 
is to 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 451-26, "Transaction 
Record,” reflecting the uncollectible 
amount will be prepared. The Form 
FmHA 451-26 will be mailed to the 
County Office. The uncollectible item 
with a transmittal 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.

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

(h) Borrowers with RRH, RCH , LH, 
RH S and SO  loans administered under 
this subpart. RRH, RCH, LH, RHS and 
SO loans on a daily interest accrual 
system (DIAS) for applying payments 
administered under this subpart are 
subject to the direct billing and payment 
requirements in § 1951.506 of Subpart k 
of this part All payments are due cm the 
first day of the months following the 
date shown on the promissory note, 
except loans with principal and interest

bonds issued before May 1,1985. 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.

§ 1951.7 Accounts of borrowers
(a) Accounts o f 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 planning and 
must be an integral part of analysis and 
subsequent planning, as well as follow­
up management assistance.

(b) Accounts o f collection-only 
borrowers.

(1) Collection-only borrowers are 
expected to pay debts to FmHA in 
accordance with their ability to pay. 
Efforts to collect such debts, including 
use of collection 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 "DO 
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 conclusion. State 
Directors may inform the National 
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 appropriate debt settlement 
actions during the year.
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(iii) County Supervisors will include in 
their monthly calendars plans for 
servicing these accounts.

(iv) On visits to County Offices,
District Directors will review the 
progress being made by County 
Supervisors to insure that goals will be 
reached.

(v) For collection-only accounts in 
District 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 borrowers 
immediately before the receipt of the 
income from which the payments should 
be made or before the installment 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 chapter.

(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 
received. Form FmHA 450-13, “Request 
lor Assignment of Income From Trust 
Property," may be used when other 
methods of loan collection fail and debt 
repayment 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 
income will not be available to make the 
Payment within a reasonable length of 
tune and will not be available to make 
niture payments, action will be taken to 
Protect the Government’s interest in 
accordance with applicable regulations. 
Followup actions of subsequent
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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 1905-10, 
“Management System Card- 
Association,” as provided in FmHA 
Instruction 1905-A (available in any 
FmHA officej.

(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 qf date requested.

(4) Unpaid Jbalances 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 
operator to determine the note’s 
location. It it is held by a private 
investor, the Finance Office can arrange 
for its repurchase.

(6) 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 
contacting the MFH Unit in the Finance 
Office.

§ 1951.8 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 Stabilization 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
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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 mutual self-help project 
will include loan funds advanced for the 
payment of any part of the first and 
second 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 proceeds of real property 

insurance as provided in Subpart A of 
Part 1806 of this chapter (FmHA 
Instruction 426.1).

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

(6) 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 owes 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)(l)(ii) 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)(l)(ii) of this section.

(ii) Second, to FmHA loans in 
proportion 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)(l)(iii) 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)(l)(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 priority.

(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 to protect the government’s 
interest.

(b) Distribution o f extra payments. 
Extra payments will be distributed first 
to the FmHA loan having highest 
priority of 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 o f 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 
payments on OL and EM loans 
approved on or before December 31, 
1971, 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 the payment and then to principal, in 
accordance with the terms of the note.

(a) Rules for selection o f 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:

(1) To amounts due or falling due on 
loans made in connection with the 
current 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 installments 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 
installment 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 installment on the current 
year’s operations when due, collections 
may be applied first to installments on 
loans made in previous years.

(ii) To accounts having the oldest 
delinquencies, or if no delinquencies, 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 to 
the final unpaid instalhnent(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 applied to the principal- 
on the 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 set 
out in 11945.156(b)(3) of Subpart D of 
Part 1945 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 in 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 oldest 
delinquencies.

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

(7) Employees receiving collections 
are authorized to make exceptions to 
paragraphs (a)(1), (2), and (6) of this 
section when it is necessary to apply a 
part of a payment to delinquent 
accounts to prevent the Federal Statute 
of Limitations from being asserted as a 
defense in suits on FmHA claims.

(b) Payments in full. Errors of a 
significant amount in computation or 
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 real 
estate accounts.

(a) Regular payments. If a borrower 
owes more than one type of real estate 
loan, or has received initial and 
subsequent real estate loans on which ■ 
separate accounts are maintained, 
payments on such accounts should be j 
applied so as to maintain the note 
accounts approximately in balance at !
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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 
mortgage 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 
as a payment.

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

(d) Finance Office handling. (1)
Regular payment will be handled as 
follows. ,

(i) Amounts paid on direct loan 
accounts 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 
applied 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 
accordance with the terms of the note.

(ii) Amounts paid on insured loan 
accounts 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 
applied in the following order:

I (A) Advances from the insurance 
; funds as shown on the latest Form 

FmHA 389-404, "Analysis of Accounts 
Maturing.” (If the collection is intended 

| for final payment of the loan, or to pay 
ine insurance account in connection 
with an assumption agreement, the 
collection will be applied first to the 

I interest accrued on the advance to the 
date of the payment.)

(B) Principal advanced from the 
insurance fund.

(C) Unamortized costs.
(D) Amount due for amortized costs 

for taxes and insurance.
, (E) Unpaid loan insurance charges, 
including the current year’s charge, 
when applicable.

(F) 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 borrower’s note 
account as of the date of Form FmHA 
451-2 and will be applied first to a 
portion of any interest which accures 
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 insurance fund to the lender within 
30 days after the installment due date. 
All payments to a lender will be 
credited 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 
requests 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 FmHA 451-26 to the County 
Office when the change is made on 
Finance Office records.

(c) Changes by the Finance Office in 
application o f 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, show 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 451-26, 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 Courity 
Supervisor will request the Finance 
Office to acquire and forward the note 
to the County Office.
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(b) Return o f 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 
satisfied by payment in full, the County 
Supervisor will examine the borrower’s 
records in the County Office and 
determine that the account has been 
satisfied before delivering the note to 
the borrower (See § 1962.27 of Subpart 
A of Part 1962 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 a 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 o f 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, or a 
check issued by a responsible lending 
institution or a responsible title 
insurance 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 is not in the County 
Office.

(d) Return o f notes reduced to 
judgment. 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 
obtain 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 Director 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.

(1) 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:

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

(ii) 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 
installment 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.

(ii) 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 
installment 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 
schedule.

(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) Real estate payments. A borrower 
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 installment on 
the note and other charges. Refunds and 
extra payments will not be used in this 
way.

§ 1951.17-1951.24 [Reserved]

§ 1951.25 Review of limited resource FO 
and OL loans.

(a) Frequency o f 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 o f 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; (See 
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 a 
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 pay 
debts” exceeds the amount needed to 
pay debts by at least 10 percent before 
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.x (c) 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 Terms or Other Changes of Terms,” and Form FmHA 1965-23, “Supplemental 
Information on Assumption and/or Change of Terms,” will be completed in accordance with the FMI and sent to the Finance Office 30 days prior to the effective date of the change. When the interest rate is increased to the current rate, the loan will be recorded as a regular loan and will no longer be considered a limited resource loan. The borrower must be notified in writing at least 30 days prior to the date of the change. Exhibit B of this subpart may be used as a guide. This exhibit may be obtained from any FmHA office. The effective date of the change in interest rate 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 hot 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 to 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 

pyrposes 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.

(c) 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).

(ii) 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 to 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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consolidated or rescheduled in 
accordance with the provisions of the 
FMI. If the County Office 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 FMI.

(2} T h e  original and County O ffice 
copy o f a ll notes or assum ption 
agreem ents th at are consolidated  or 
rescheduled, w ill b e  stam ped 
“C onsolidated”, or “R escheduled”, as 
appropriate, b y  the County O ffice. T h e  
original instrum ents being consolidated  
or rescheduled  w ill b e  filed  w ith the 
borrow er’s new  consolidated  o r 
rescheduled  note  and a copy filed  in the 
borrow er’s ca se  file. W hen th e 
con so lidated  or rescheduled  n o te  has 
b een  p aid  in full or otherw ise satisfied , 
it and all other instrum ents w ill b e  
handled in accord ance w ith the 
provisions o f  § 1951.15 o f this subpart.

(3) T here is no lim it on the num ber o f 
tim es a Form  Fm HA 1940-17  can  be 
p rocessed, providing the requirem ents 
for consolidation  o r rescheduling are 
m et each  tim e this form is  processed.

§§ 1951.34-t951.39 [Reserved!

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

A ll borrow ers a re  exp ected  to repay 
their loans according to p lanned  
repaym ent sched ules. H ow ever, 
c ircu m stan ces m ay occur w hich w ill not 
perm it borrow ers to  pay as  scheduled or 
to  refinance loans. T h is  sectio n  explains 
how  the County Supervisor can  
ream ortize existing  loans. Nonprogram 
loan debtors are not elig ible to receive 
any program b en efits  including 
ream ortization. S e e  § 1872.2(b)(1) P art 
1872 o f this Chapter (Fm HA Instruction 
‘485,1 X X  B 1}.

(a) Definition. Reamortization means 
to rearrange the installments of a loan 
which may include changing the interest 
rate and terms of the loan.

{b} Requirements. County Supervisors 
are authorized to ream ortize loans and 
d ebts ow ed under assum ption 
agreem ents. W hen th e  County 
Supervisor determ ines that 
ream ortization w ill a ss is t in the orderly 
collection  o f the loan, the County 
Supervisor should ta k e  such action, 
provided:

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

(2) T he borrow er’s  acco u n t is not 
being serviced  by  O G C or the U .S. 
A ttorney, and  there are  no pda ns to have 
the accoun t serviced  b y  eith er o f  th ese  
o ffices in the n ea r future;

(3) The County Supervisor determ ines 
that the borrow er is  m aking satisfacto ry  
progress or w ill m ake satisfacto ry  
progress w ith revised  repaym ent terms; 
and

(4) The borrow er is  cooperating in 
servicing the account and is m aintaining 
the security.

(c ) Terms. (1) Ream ortized 
installm ents usually w ill b e  scheduled 
for repaym ent w ithin the rem aining 
period o f the note  or assum ption 
agreem ent being ream ortized. I f  any 
repaym ent is  extended, the new  
repaym ent period m ay not exceed  40  
y ea rs  from  the date o f  the original note 
or assum ption agreem ent or the useful 
life  o f the security, w hichever is  less, 
excep t R H F lo an s m ay n o t exceed  33 
years  from  the date o f the original note 
o r assum ption agreem ent.

(2) T he Fm H A ’s lien  priority m ay b e  
a ffected  i f  the fin a l due d ate  o f the 
original loan  is  changed. A  S ta te  
supplem ent w ill b e  issued  to  provide 
instructions on the e ffect a  change in 
due date h as on secu rity  instrum ents 
and  the actio n  n ecessa ry  to reta in  the 
G overnm ent’s lien  priority. The S ta te  . 
supplem ent w ill a lso  include 
instru ction s in re leasin g  the original 
security  instrum ent w hen  .a n ew  one is 
obtained.

(3) The am ount o f in terest accrued  at 
the tim e o f ream ortization  w ill b e  added 
to the principal at the tim e o f  
ream ortization  (the d ate  the note is 
signed). I f  there a re  no deferred 
installm ents, the first installm ent under 
th e  ream ortization w ill b e  a t le a st equal 
to  the in terest w hich  w ill accru e  on the 
n ew  principal b etw een  th e  date o f Form  
Fm H A 1940-17 and  the n ex t Janu ary 1.

(4) Loans that have b een  deferred 
under § 1951.44 o f  this subpart w ill not 
b e  ream ortized  during the d eferral 
period.

(d) Interest. T he in terest ra te  w ill be 
the current in terest ra te  in e ffect on the 
date o f ream ortization (the d ate  th e  note 
is signed), or the in terest ra te  on the 
original Prom issory N ote to b e  
ream ortized, w hichev er is less. In the 
ca se  o f a  lim ited  reso u rce  loan, it w ill be 
the lim ited resource FO  loan ra te  or the 
original loan n o te  rate, w hichever is  
less. A t th e  tim e o f  the ream ortization, 
the loan  m ay b e  changed to  a lim ited 
resource ra te  i f  th e  borrow er m eets the 
requirem ents fo r a  lim ited resou rce  
in terest rate.

(e) Processing. A sep arate  Form  
Fm H A 1940-17  w ill b e  used  fo r each

note or assumption agreement being 
reamortized.

(1) Form FmHA 1940-17  may be 
processed provided the County Office 
has possession o f  the original note or 
assumption agreement being 
reamortized. If the County Office 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.

(2) Form  Fm H A 1 9 4 0-17  w ill be 
com pleted, signed, and distributed as 
provided in  the FM I.

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

(4) The original and County O ffice 
cop y o f notes or assum ption agreements 
th at are ream ortized w ill b e  marked 
"REA M O RTIZ ED , (d atel”. T he original 
o f the n ew  Form  FrnHA 1940-17  will be 
a ttach ed  to the original o f the note or 
assum ption agreem ent being 
ream ortized  and filed  in the promissory 
note  folder. A  copy o f  ea ch  w ill be filed 
in the borrow er’s c a se  file.

(5) There is no lim it on the number of 
tim es a Form  Fm H A  1940-17  can  be 
p rocessed  providing the requirem ents 
for ream ortization are m et ea ch  time this 
form  is processed.

§ 1951.41 Special debt set-aside of a 
portion of the insured loan indebtedness of 
farmer program borrowers.

(a) Period o f time available. The 
authorities contained  in th is  section  wiB 
b e  av ailab le  to financia lly  stressed  
Fm H A fan n er program  borrow ers (OL, 
FO . E O , SW , EE, EM, RL (but not 
asso cia tio n  recrea tio n  lo an s) and/or 
only those R ural Housing (RH ) loans 
w hich  w ere m ade for farm  service 
buildings) until Sep tem ber 30 ,1983, 
un less extend ed  by  the Administrator.

(b) Notice to borrowers. Borrow ers 
w ho receiv ed  a Preterm ination Notice 
but w ho had not b een  sen t an  
acce lera tio n  n o tice  b y  c lo se  o f business 
O ctober 19 ,1984 , w ill b e  sen t Exhibit G 
w ith E xhib it C—1 (av a ilab le  in any 
Fm H A office). County Supervisors are to 
send E xh ib it C - l  (av a ilab le  in any 
FmHA office) o f th is Subpart to all 
farm er program borrow ers w ith the 
follow ing excep tions:

(1) B orrow ers w hose accounts have 
been  acce lera ted  prior to c lo se  of 
business O ctob er 19 ,1984 .

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

(3) Borrowers who have been 
determined able to graduate to other 
sources of credit and have been
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requested to dp so. If it is later 
determined that a borrower cannot 
graduate to other credit, the borrower 
will then be sent Exhibit C -l (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-l (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 
sent Exhibit C -l (available in any 
FmHA office), must, within 30 days after 
receiving said Exhibit, request an 
appointment 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 
interest owed or $200,000, whichever is 
less, for a period of 5 years at zero 
percent rate of interest. Set-aside will 
not be considered for any debt not owed 
to FmHA on September 18,1984.

(2) Typical year plan as used in this 
section 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 § 1945.163(a)(1) of Part 

j T945, Subpart D of this Chapter, 
j (Emergency Loan Program regulations), 

verification by ASCS is not required, 
j  (H) Unit prices used in preparation of 
® typical year plan will be established 
by the State Director and issued as a 
State supplement. The State Director 

j will consult with other USDA agencies 
and agricultural lenders in the State 
before establishing commodity prices. 
State Directors and Farmer Program 
Chiefs 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 46, 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 § 1951.40 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 pligible, in determining 
whether a positive cash flow can be 
achieved. I f  a positive cash flow  
projection is possible, the borrower is 
not eligible for a special set-aside. The 
borrowers will be giveaan 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 5 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 bormwer will be able to begin 
making payments on the set-aside 
portion of the debt at the end of the 5 
year set-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 
meeting agreements and promises made 
with FmHA;

(iij 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 beyond the 
borrowers control; 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 agricultural 
production that reduced the repayment 
ability of the borrower to the degree that 
scheduled payments cannot be made.

(iiij Has applied the improvements 
and key practices spelled out in Item D 
of the Farm and Home 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) If the County Committee does not 
make this certification, the borrower 
will be given an opportunity to appeal 
as provided in Subpart B or Part 1900 of 
this Chapter.

(8) The best lien obtainable will be 
taken on all assets except for household 
goods and personal automobiles needed 
for family living. Also, principal partners 
and stockholders will have to sign the 
new note as 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 
error.

(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 § 1951.33 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 Supervisor 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 suhpart for examp!e(s) of a FO and 
Limited Resource QL with set-aside.

(2) Form FmHA 440-2 will contain the 
following statement: “The borrower 
meets the criteria for obtaining a special 
set-aside." The list of criteria found in
§ 1951.41(d)(6) will either be written on 
or attached to Form FmHA 440-2.

(3) The date of approval is when the 5 
year set-aside period begins. The date of 
approval is also the date that wilt be 
inserted on the rescheduled or 
reamortized Form FmHA 1940-17, 
“Promissory Note” and on Form FmHA 
1951-6, "Borrower Account Description 
Flag.”

(4) The County Supervisor will send 
the Finance Office Form FmHA 1951-8 
prepared according to the FMI.

(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 FmHA office.

(f) Finance Office Actions. (1) The 
Finance Office will establish the set- 
aside portion of the debt as a separate 
account, in accordance with Form 
FmHA 1951-6.

(2) The Finance Office will remove the 
borrower’s name from its delinquency 
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 erf the 
set-aside period, the Finance Office will 
notify the County Supervisor of the 
amount and date 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-set- 
aside portion.

(g) Cancellation o f 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 
covenants contained in any security 
instruments, loan agreements of cease 
farming will have their set-aside 
cancelled by the County Supervisor.

(2) The County Supervisor will give 
notice to the borrower o f FmHA’s 
intention to cancel the set-aside, setting 
forth the specific facts requiring: 
cancellation and inform the borrower of 
appeal rights. Exhibit B - l  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 appeal, the borrower will 
be notified in writing of cancellation of 
the set-aside. The actual cancellation is 
not appealable.

(3) The County Office will be 
responsible for notifying the Finance 
Office of the cancellation using a 
properly executed Form FmHA 1951-6 
prepared according to the EMI.

(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-aside in accordance with this 
section may be rescheduled or 
reamortized in accordance with 
§§ 1951.33 and 1951-40, 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. Hie 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 ratel on the set- 
aside portion if FmHA receives a 
deficiency judgment.

§§ 1951.42-1951.43 [Reserved]

§ 1951.44 Deferral of existing OL, FO, SW, 
RL, EM, EO, 5L, 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 as scheduled. 
Loan deferrals will be considered by 
FmHA 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 
needed to service the debt, operate the 
farm and provide family living expenses.

(a) Definitions.
(1) 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.

(2) Loan Deferral: An approved delay 
in making regularly scheduled
payments.

(3) Unduly impaired standard of 
living: A condition whereby the 
borrower, due to circumstances beyond 
the borrower’s control, is unable to pay 
essential family living expenses 
(partnerships, corporations and 
cooperatives do not have family living 
expenses), pay normal farm operating 
expenses, including reasonable and 
customary hired labor and/or salary 
paid to the operator(s) of a partnership, 
corporation or cooperative, maintain 
essential chattels and real estate, and 
meet the scheduled payments of all 
debts.

(b) Conditions. In order to be 
considered for a deferral, the borrower 
must meet all of the foliowring 
conditions:

(1} The reasons for needing the 
deferral are due to circumstances which are beyond the borrower’s control. 
Circumstances beyond a borrower’s 
control are limited to one of the 
-following:

(i) A reduction of income which 
reduces the operation’s cash flow to a 
point where outflows exceed inflows 
and which causes the need for a 
deferral. All other debt restructuring 
.alternatives such as consolidation, 
rescheduling, reamortization or debt set- 
aside, if available, of any existing 
loan(8) must have been considered. A 
reduction of income does not by itself 
roean that the borrower is eligible for a 
deferral. A reduction in income due to 
inadequate or poor financial 
management decisions, such as untimely 
marketing practices, is not anacceptable reason for a deferral since 
me borrower had control over the situation. Acceptable reasons for [eduction of income which could make a borrower eligible for a deferral include: (A] The reduc tion in essential income irom a non-farm job due to 
jroemployment or underemployment of
the horrower-operator or spouse caused

by circumstances beyond the borrower’s 
control; or

(B) Illness, injury or death of an 
individual borrower, stockholder, 
member or partner who operated the 
farm; or

(C) Natural disasters, an outbreak of 
uncontrollable disease, and/or 
uncontrollable insect damage which 
caused severe loss of agricultural 
production that reduced the repayment 
ability of the borrower so that scheduled 
payments cannot 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 
individual borrowers, essential 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: j

(A) Accident death, illness or injury 
to an individual borrower 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 fanning 
operation); or

(B) Co3t of repair of uninsured 
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 to show 
to the satisfaction of FmHA that the 
debt will be paid current by the end of 
the deferral period or that the new 
payments, as established by using the 
servicing alternatives of consolidation, 
rescheduling or reamortization, can be 
resumed at the end of the deferral 
period.

(3) Continuing to make the loan 
payments as presently scheduled 
without change will unduly impair the 
borrower’s standard of living.

(4) The borrower must attend a 
conference with the County Supervisor. 
At the conference the borrower must 
provide sufficient financial and 
production records and cash flow

projections to allow FmHA 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 
creditors 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 to 
meet agreements with FmHA and made 
an honest effort to pay but cannot due to 
reasons beyond the borrower’s control;

(2) Requested a deferral of payments 
and appropriately documented the 
conditions causing the unduly impaired 
standard of living;

(3) Before experiencing the hardship, 
had paid, when due, all real estate taxes 
and property insurance premiums, and 
otherwise has complies with the other 
conditions of the loan documents;

(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;

(8) Properly maintained and 
accounted for security;

(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 
agreements;

(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 least pay essential 
family living and/or farm 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 financial and 
production history. The showing under 
paragraph (b) of this section and the 
determination under paragraph (c) of 
this-section will be based 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 FmHA, which 
details the borrower’s actual current 
financial 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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(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 meets 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 Director is obtained.

(g) Special debt set-aside loans. If a 
borrqwer 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 
may 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.

(h) 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 
except 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 InterestAddendum 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 1951-6 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 1900 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 ability. At 
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 sigir a Form 
FmHA 440-9, “Supplementary Payment 
Agreement,” within 30 days of the date 
of the written request. If the borrower 
does not sign a Form FmHA 440-9 
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-l, 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)
N otice o f Change in Interest Rate

(insert borrower's address)
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Dear (insert borrower’s name)
Your promissory note dated________ for

the original amount o f______dollars ($
) provides for a change in interest rate for a 
limited resource loan in accordance with the 
Farmers Home Administration regulations.

1
 Effective (insert date) the interest rate on

this loan will b e ____percent ( %) on the

unpaid principal balance. Your installment
due January 1,19____, will b e ______ dollars

11 ($ ). This change in interest rate is for
the reason indicated below.

□ Increase in repayment ability as per
Farm and Home Plan dated______ _

| i □ (insert reason if other than above for 
increase in interest rate).

You may appeal this action by writing to 
(hearing officer) (address) within 30 calendar 
days of the date of this letter, giving the 
reason why you believe this matter should be 
decided differently. This time may be 
extended if you cannot notify the hearing/ 
officer within 30 days for reasons beyond 
your control.

Sincerely,
County Supervisor

Subpart F—Analyzing Credit Meeds 
and Graduation ot Borr owers

45. In § 1951.252, paragraphs (a) through (d) are redesignated as (b) through (e) and a new paragraph (a) is added to read as follows:

§ 1951.252 Definitions.
(a) Farm er program  loans means 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).
* * * * *

46. In § 1951.262 the introductory' texts of paragraphs (a) and (b) are revised and paragraph (c) is added to read as follows:
§ 1951.262 Action when borrower falls to 
cooperate, respond and/or graduate.(a) When a borrower with other than farmer program loans fails to: * * * * *

(b) For borrowers with other than 
fanner program loans, the official 
authorized to approve foreclosure will 
review those cases submitted to his or 
her office and determine what action 
®U8t be taken on the basis of the FmHA 
notes, security instruments, and/or loans agreements signed by the 
borrower and the facts and recommendations provided by the 
servicing official.

I (c) When a farmer program loan 
borrower fails to provide information 
following the receipt of both FmHA , uide Letters 1951-1 and 1951-2, or fails 
t0 graduate after receipt of both FmHA

Guide Letters 1951-5 and 1951-6, or letters of similar format, the County Supervisor will prepare the documents required for OGCTs review listed in 
§ 1951,285 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 O G C  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 liquidate the account, the 
District Director after consultation with 
the Farmer Program Staff will return the 
case to the County Supervisor with 
appropriate instructions for the future 
servicing of the case. The County 
Supervisor 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 liquidate 
the account, the case will be returned to 
the County Supervisor. The County 
Supervisor should use the appropriate 
statement of Exhibit B-2 to 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 
1924-14, “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 1924-20, 
"Borrower Acknowledgement of Notice 
of Intent to Take Adverse Action,” will 
not be used. Exhibit D of Subpart A of 
Part 1955 (available in any FmHA office) 
will be completed in accordance with 
the FMI to delete the statement 
regarding deferrals.

(3) If 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 Financial 
Assistance was Received-Farmer 
Programs

47. Subpart L is added to read as 
follows:
Subpart L—Servicing C ases Where 
Unauthorized Loan or Other Financial 
Assistance Was Received-Farmer 
Programs

Sec.
1951.551 Purpose.
1951.552 Definitions.
1951.553 Policy.
1951.554-1951.555 [Reserved]
1951.556 Initial determination that 

unauthorized assistance was received.
1951.557 Notification to borrower.
1951.558 Decision on servicing actions. 
1951.559-1951.560 [Reserved]
1951.561 Servicing options in lieu of

liquidation or legal action. 
1951.562-1951.567 [Reserved]
1951.568 Account adjustments and reporting 

requirements.
1951.569 Exception authority. 
1951.570-1951.599 [Reserved]
1951.600 OMB Control Number.

Note.—Exhibits A  B, C and D available 
from any FmHA office and do not appear in 
the Code of Federal Regulations.

Subpart L— Servicing Cases Where 
Unauthorized Loan or Other Financial 
Assistance Was Received— Farmer 
Programs

§ 1951.551 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.

§1951.552 Definitions.

As used in this Subpart, the following 
definitions apply:

[a) 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 
liquidation did not satisfy the 
indebtedness.

(b) Assistance. Financial assistance in 
the form of a loan or interest subsidy 
received.
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(c) Debt instrument. Used as a 
collective term to include promissory 
note or assumption agreement.

(d) False information. Information, / 
known to be incorrect, provided with the 
intent to obtain benefits which would 
not have been obtainable based on 
correct information.

(e) Inaccurate information. Incorrect 
information provided inadvertently 
without intent to obtain benefits 
fraudulently.

(f) Inactive borrower. A former active 
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 not eligible, or which 
was obligated from the wrong 
appropriation or fund, An unauthorized 
interest subsidy is a benefit received 
through a loan that was made at a lower 
interest 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]

§ 1951.556 Initial determination that 
unauthorized assistance was received.

Unauthorized assistance may be 
identified through audits conducted by 
the Office of the Inspector General 
(OIG), USDA; thrdugh 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 that 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 inaccurate 
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 party 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 amount. 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 O IG 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 but 
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 § 19 5 1 .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) Liquidation o f loan(s) or legal 

action to enforce collection. When a 
case cannot be handled according to the 
provisions of paragraphs (a) or (b) of 
this section, or if the borrower refuses to 
execute the documents necessary to 
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.”

(iii) 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 
Subpart A of Part 1955 of this chapter, 
except the borrower will not be sent 
Forms FmHA 1924-14,1924-25 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; qr

(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 request for an exception 
under § 1951.569 of this Subpart will be 
made.

(v) Account adjustments will be made 
hy FmHA without the signature of the 
borrower according to § 1951.588(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 1951-12, “Correction of Loan 
Account,” or 1951-13, "Change in 
Interest Rate,” as applicable, enclosed
to reflect the adjustments.

(2) (Inactive borrower or active 
borrower with unsecured loan such as 
coJIection-only or unsatisfied balance 
Qfter liquidation). The County 
Supervisor will document the facts in

the case and submit it to the State Director,who will request the advice of O G C  on pursuing legal action to effect collection. The State Director will tell O G C  what assets, if any, are available from which to collect.
§§ 1951.559-1951.560 [Reserved]

§ 1951.561 Servicing options in lieu of 
liquidation 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:

(1) Execution of Form FmHA 1965-11, 
"Accelerated Repayment Agreement,” 
according to § 1872.17(d) of Subpart A of 
Part 1872 of this Chapter (FmHA 
Instruction 465.1 paragraph XVIID), for 
loans secured by real estate; or 
rescheduling according to Subpart A of 
this part, for loans not secured by real 
estate, 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)(l)(i) or (a)(l)(ii) of this section, continuance with die loan on the existing terms may be approved, and the loan will, thereafter, be serviced as an authorized loan.

(2) Portion o f loan unauthorized.
When a 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 § 1951.568 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 a 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 interest 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 effect 
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, to 
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 
outstanding 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 interest 
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 
years or the term of the original loan, 
whichever, is the shorter term.

(2) Take the best lien obtainable on 
any collateral having equity value to 
secure the note.

§§ 1951.562-1951.567 [R e s e rv e d ]

§ 1951.568 A c c o u n t adjustm ents and 
reporting  requirem ents.

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 whether thé 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 cases. Only cases o f . 
unauthorized assistance identified by 
OIG will be reported to the Finance 
Office by submission on Form FmHA 
1951-12 completed in accordance with 
the FMI. 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 active borrower unless specified as 
“inactive.” If the borrower has arranged 
to repay in a lump sum, the payment will 
be remitted with Form FmHA 451-2, 
according to the FMI. Form FmHA 1951- 
12 will reflect the amount and the 
Schedule Number.

(1) Entire loan unauthorized. When 
the entire loan is unauthorized because 
the borrower was not eligible or because 
the loan was approved for unauthorized 
purposes, and continuation is 
authorized, the Finance Office will be 
advised as follows:

(1) Accelerated repayment agreement 
or loan rescheduled. If the borrower has 
executed Form FmHA 1965-11 for loans 
secured by real estate; or has executed 
Form FmHA 1951-4 for loans not 
secured by real estate, the form(s) will 
be prepared and distributed according 
to the FMIs, attaching the original 
form(s) to Form FmHA 1951-12.

(ii) Continuation with loan on existing 
terms. When it is determined that all the 
conditions outlined in § 1951.558(b) of 
this Subpart are met and continuation 
with the loan on the existing terms is 
approved, the servicing official will 
submit Form FmHA 1951-12 to the 
Finance Office to reflect this.

(2) Portion Of loan unauthorized. 
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 451-26, 
“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 FmHA 1951-12 (along with 
a copy of the original Form FmHA 1951- 
12).

(3) Unauthorized subsidy benefits 
received, (i) Entire loan. When the 
interest rate on an entire loan is 
changed, Form FmHA 1951-12 will be 
submitted 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 rate, 
after which the unauthorized subsidy 
benefits will be reported to OIG as 
resolved. The loan will then be treated 
as an authorized loan.

(ii) Portion o f loan. When the interest 
rate on only a portion of a loan must be 
changed, the portion which has the 
incorrect interest rate will be 
established as a new loan at the correct 
interest 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 
liquidation 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)(l)(iv)(A) 
or (c)(l)(iv)(B) of this subpart, will be 
adjusted according to § 1951.561 (a)(2) or
(a)(3) of this subpart and this section, 
and the adjustments will be reflected on 
Form FmHA 1951-12. In this instance 
only, account adjustments will be made 
even though the borrower does not sign 
Form FmHA 1951-12 and any related 
documents.

(6) Establishment o f account of 
inactive borower. (i) When an inactive 
borrower agrees to repay unauthorized 
assistance and executes documents to

evidence such an obligation, Form 
FmHA 1951-12 will reflect this, and the 
Finance Office will establish or the 
account according to the terms indicated 
on Form FmHA 1951-12.

(ii) When a 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 
account.

(7) Payments on authorized and 
unauthorized loans concurrently. When 
a borrower has both authorized and 
unauthorized loans outstanding, 
installments may be scheduled* to be 
paid concurrently on all loans. 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 payments 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 OIG 
on the status of cases involving 

.unauthorized assistance which were 
identified by OIG in audit reports. For 
reporting purposes, the following 
applies:

(i) For an unauthorized loan account 
established as provided in paragraphs
(a) (1), (2), or (6) 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 continuation with the loan 
on existing terms is approved, or after a 
loan is rescheduled or reamortized, it 
will be reported as resolved on the next 
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 am ou n t 
has been repaid, or payments have been 
reversed and reapplied at the correct 
interest rate, the unauthorized subsidy 
will be reported as resolved on the n ext 
scheduled report. No further reporting is 
required.

(iii) When an 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 
each scheduled report until the 
liquidation is completed or the account 
is otherwise paid in full.

(iv) When liquidation is 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 to an account or 
reinstatement of an inactive account are 
necessary. Onae 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 payments are reversed and 
reapplied, the servicing official will 
receive Forms FmHA 451-26 from the 
Finance Office reflecting the account 
status.

(1) Account adjustments will be 
handled as follows:

(1) 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 1951-13 will be completed 
according to the FMI and submitted to 
the Finance Office. Payments will be 
reversed and reapplied accordingly.

(ii) For Recounts to be rescheduled or 
reamortized, Forms FmHA 1951-4, or 
1965-11, as applicable, will be prepared 
and submitted in accordance with the 
respective FMI.

(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 
to 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 Exce p tio n  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 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. 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.

§§ 1951.570-1951.599 [R e s e rv e d ]

§§ 1951.600 O M B  co n tro l num ber.

The collection of information 
requirements in this regulation have 
been approved by the Office of 
Management and Budget and assigned 
OMB control number 0575-0102.
Exhibits A, B, C and 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)(l)(i) is 
revised to read as follows:

§ 1951.612 S e rvic in g  o p tio n s in lieu of 
liquidation o r  legal actio n  to  collect. 
* * * * *

(a) Servicing SFH  cases involving 
unauthorized assistance.(1) * * *

(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, a 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 30,1983, 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)(l)(iii) or (b)(l)(i) of this 
Subpart, as applicable. If unauthorized 
interest 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 § 1951.618 paragraph (a)(2) is 
revised to read as follows:

§ 1951.618 Account adjustments and 
reporting requirements.
★  * * * *

(a) * * *
(2) Unauthorized subsidy benefits 

received through use o f incorrect 
interest rate. When the interest rate on a 
loan is changed, Form FmHA 1951-12 
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 1955 
continues to read as follows:

Authority: 7 USC 1989: 42 U SC 1480; 5 U9C 
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:
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§ 1955.3 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 entities, 
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 § In 1955.10, 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 
property by the borrower to the 
Government.

Voluntary conveyance is a method of 
liquidation by which title to security is 
transferred to the government. FmHA 
will not 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 it 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 
restrictions of the respective'loan 
program). The borrower will be 
informed by the servicing official of 
apparent equity in the property, if any. 
Before a voluntary conveyance from a 
farmer 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 
sent 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,” must properly 
complete and return Form FmHA 1924- 
26, “Borrowers Acknowledgement of 
Notice of Intent to Take Advanse 
Action.”
* * * * *

(f) * * *
( 2) *  * "

(ii) * * *
(A )* * *
(3) Borrower’s offer of voluntary 

conveyance (consisting of applicable 
items outlined in paragraphs (d)(1) 
through (d))(8) of this section);
k ic it  it  it

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 militated when all 
reasonable efforts have failed to have 
the borrower voluntarily liquidate the 
loan through sale of the property, 
voluntary conveyance, or by entering 
into an accelerated 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 o£
Part 1951 of this Chapter), the borrower 
must have received Forms FmHA 1924- 
14,1924-25, and 1924-26, 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’1; 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 notices given to the 
borrower.
* * * * ★

(d) * * *
(2) Acceleration of account. Subject to 

paragraphs (d)(2)(i), (d)(2)(h), 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 
must 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 Instruction 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 entire debt in 
such cases.) If a signed receipt for at 
least one of these acceleration notices 
sent by certified mail is received, no 
further notice is required. If no receipt is 
received, a copy of the acceleration 
notice will be sent by regular mail to 
each address to which the certified 
notices were sent. 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 
Sfate laws or if notice and mailing 
instructions are diHerent 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, to the 
hearing officer identified in the notice 
according to Subpart B of Part 1900 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 follow«.
*  k ' 4c k  k

(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 1924-25. One appeal hearing and 
one review will be held for both adverse 
actions.

(3) Offers by borrower after 
acceleration o f 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 Supplemefft is issued 
to specify this requirement. If payments 
are mistakenly accepted and credited to 
the borrower’s account, no waiver or
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prejudice to any rights w hich th e  United 
States* m ay have for breach  of any 
promissory* n o te  or covenant in  th e  real 
estate instrum ents w ill result and Fm HA 
may proceed a s  though no su ch  paym ent 
had been m ade. T h e  servicing official 
will notify the approval, o ffic ia l o f  any 
other offer. T h is  inclu des a  req u est by 
the borrower for an  extension  o f tim e to 
accomplish voluntary liquidation or a 
proposal to cure th e  defauit(s). F o r  
Farmer Program cases, no tim e for 
voluntary liquidation is authorized a fter 
acceleration. For a ll other cases , the 
approval o ffic ia l w ill d ecid e  w hether or 
hot the borrow er’s offer w ill b e  accep ted  
and servicing of the loan  reinstated  o r  
whether foreclosure will b e  d elayed  to 
give the borrow er additional tim e to  
voluntarily liquidate a s  authorized in  
servicing regulations for the typ e loanfs) 
involved. I f  an  offer from  th e  b orrow er 
is received after th e  ca se  h as been  
referred to OGC, the approval o ffic ia l 
will consult O GC b efo re  accepting or 
rejecting the offer. In  all c a se s  the 
approval officia l wilT notify the servicing 
official o f the d ecision m ade. For M FH  
loans, the N ational O ffice w ill he 
advised w hen foreclosure is w ithdraw n. 
When an account is reinstated  under 
this section, the servicin g  o ffic ia l will 
grant or reinstate a ssistan ce  for w hich 
the borrower qualifies, such as in terest 
credit on a n  SFH  loan. W hen granting 
interest credit in such a  case :

[ * * *- * *

55. In § 1955.18 paragraph (f) is  revised  
to read as follow s:

§ 1955.18 Actions required after 
acquisition of property.

(fl Unsatisfied account. Farm er 
program lo an  borrow ers w ill be sen t a letter similar to E xhibit F  o f this subpart (available in  any Fm H A  office}* Unsatisfied account b a lan ces  w ifi be settled in accord ance w ith  Part 1884 of this Chapter (Fm HA Instruction 456.1} o f the account w ill b e  rec la ssified  to  collection-only b y  subm itting Form  
fipHA 404-1, “C ase R eclassifica tio n .” to the Finance O ffice. A fter rec lassificatio n  ;° collection-only, Form  Fm H A 450-10,| Advice o f Borrow er’s  C hange of Address or N am e*" or for M FH . Form  

; NoHA 1944-54. “M ultiple Fam ily Housing Change o f  Borrow er Name/
Case Number/Project N um ber/Loan 
Number,” w ilt be subm itted to the 
finance O ffice to furnish the borrow er’s new address, if  know n. C ollection-only 
accounts will be serviced  in accord ance 

1 with 1 1951.7 o f Subpart A  o f  Part 1951 
°f this chapter.

56. In § 1955.28 the introductory tex t 
o f paragraph (b} and paragraph ff)(2 )fv} 
are rev ised  to read  as  fa llow s:

§ 1955.20 Acquisition of chattel property.
*  ★  it  ★  ★

(b) Voluntary conveyance. Volun tary 
con v ey an ce o f ch a tte ls  w ill b e  accep ted  
only w hen th e  borrow er can  convey 
ow nership fre e  o f  other Kens and the 
borrow er can  be re leased  from  liab ility  
under th e  conditions set forth in 
§ 1955.10(f)(2) o f this subpart. Paym ent 
o f other lienholders* debts by  Fm H A in 
ord er to accep t V oluntary C on veyance 
of chatte ls is n o t authorized. Before a 
voluntary conveyance from a  fan n er 
program lo an  borrow er can  be accepted , 
the borrow er must b e  sent fornvFm H A  
1924-14.
* * * * *

f jf l *  *  *(2) *  * *
(v) W hen th e  sa le  is being conducted 

under th e  term s o f Form  Fm HA 455-3, 
“A greem ent fo r  S a le  by Borrow er 
(C hattels and/or R e a l E sta te }”’.
*  *  *  it  if-

Subpart B— Management of Property

57. In § 1955.80 paragraphs (d ](l) and
(d)(2 )  a re  revised  to  re a d  as follow s:

§ 1955.80 Management of inventory 
chattel property.
*  A  *  #  *

(d) * * *
(1) Losses and increases. In creases m 

inventory resulting from the birth o f  
liv esto ck  w ill be noted  on. the original 
list o f  acquired ch atte l property in the 
inventory fife, as w elt a s  any losses. 
T h ese entries w ill b e  dated.

(2) Sales. A ll sa les  of chattel property 
w ill b e  reported on Form  Fm HA 1 955-5^  
“A dvice o f Inventory Property Sold .” in 
acco rd an ce  w ith  the FM I and  Subpart C 
o f this part and recorded  ©n th e  original 
list o f acquired  c h a tte l property in  the 
inventory file.

Subpart C—-Disposal of inventory 
Property

§1955.103 [Amended!

58. § 1955.103 is  am ended in  die last 
sen tence o f paragraph (h), by rem oving 
the words* “O ther R e a l E s ta te  (O RE)” 
and inserting in their p la ce  the w ords 
“Non Program  Loans (NP}’\^

§1955.107 [Amended]

59 . § 1955.107 is am ended in  th e la st 
sen ten ce  o f paragraph (a ) by rem oving 
the w ord s "O R E  lo an s" and  inserting in  
their p lace the words, "N P loans.”

§ 1955.108 [Amended]
60. § '1955.108 is amended in 

paragraph (g) by removing the wards,. 
"ORE loans” and inserting in their place 
the words, “NP loans”.

§ 1955.118 ¡Amended!
61. § 1955.118 is amended in paragraph (g) by removing the-words, 

“ORE loans” and inserting in their place the words, “NP loans.”

PART I960—GENERAL [RESERVED]

62. Part 1960 is removed and reserved.

PART 1962—PERSONAL PROPERTY

63. The authority ci-iation for Part 1962 
is revised to read as follows

Authority: 7 U.S.C. 1989:5U-S.C3f>l; 7 CFS 
2.23; 7 CFR 2.70

Subpart A—Servicing and Liquidation 
of Chattel Security

64. Sections 1962.1 through 1962.56 are 
revised to read as follows (Exhibits A. B-, 
and C remain unchanged and Exhibit D 
is added but does not appear m 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.
1982.1 Purpose.
1962.2 Policy.
1962.3 Authorities and responsibilities.
1962.4 Definitions.
1962.5. Security instruments.
1962.6 Liens and- assignments on chattel 

property.
1962.7 Securing unpaid balances err 

unsecured loans.
1962.8 Mens on real estate for addrtfonai 

security:
1962.9 Liens on chattel property ass security, 

for as tea L es tate foam
lS62.10-1862.il (Reserved]
1962.12 Marking. ASGS peanut and tobacco 

marketing cards.
1962.13 Lists of borrowers given to business 

firms.
1962:14 Account and security information in 

UCC cases.
1962.15 [Reserved}
1962.15  Accounting by County Supervisor.
1362.17 Disposal o£ chattel security, use of 

proceeds and release of lien,
1962.18 Unapproved disposition of chattel 

security.
1962.19 Claims against Commodity Credit 

Corporation (CCC),
1962.20-1962.25 (Reserved}
1982.26 Correcting errors in security 

instruments; -
1962.27 Termination or satisfaction o f 

chattel security instruments.
1962.28 Reserved.
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Sec.
1962.29 Payment of fees and insurance 

premiums.
1962.30 Subordination and waiver of FmHA 

liens of chattel security.
1962.31-1962.33 [Reserved]
1962.34 Transfer of chattel security and EO 

property and assumption of debts. 
1962.35-1962.39 [Reserved]
1962.40 Liquidation.
1962.41 Sale of chattel security or EO 

property by borrowers.
1962.42 Repossession, care, and sale of 

chattel security or EO property by the 
County Supervisor.

1962.43 Liquidation of chattel security or EO 
property by other parties.

1962.44 Distribution of,liquidation sale 
proceeds.

1962.45 Reporting sales.
1962.46 Deceased borrowers.
1962.47 Bankruptcy and insolvency.
1962.48 [Reserved]
1962.49 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 Credit 
Corporation.

Exhibit B—Memorandum of Understanding 
and Blanket Commodity Lien Waiver

Exhibit C—Memorandum of Understanding 
Between Farmers Home Administration and 
Commodity Credit Corporation—Rotation of 
Grain Crops

Exhibit D—Notice to Borrower’s Attorney 
Regarding Loan Servicing Options

Note.—Exhibits A, B, C, and D do not 
appear 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, 
Ecpnomic Opportunity [EO] loan 
property, and note only loans.

§ 1962.2 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 
security, and otherwise satisfactorily 
meets the loan obligations including 
repayment.

§ 1962.3 Authorities and responsibilities.
(a) Redelegation o f authority. 

Authority will be redelegated to the 
maximum extent possible consistent 
with program requirements and 
available resources. The State Director, 
District Director and County Supervisoi 
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 chattel 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  o f 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) C ivil 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 assets 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;

(6) 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 
matters. 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 agreement 
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 circumstances' within 
the borrower’s control.

(2) Ceases to conduct farming or other 
operations for which the loan was made 
or to carry out approved changed 
operations.

(3) Has disposed of security or EO 
property without FmHA approval, has 
not cared properly for sash property, 
has not accounted properly for such 
property or the proceeds from its sale, or 
taken some action which resulted in bad 
faith or other violations in connection 
with the lean.

[4} Has progressed, to the point to be . 
able to obtain credit from other sources, 
and has agreed in the note or other 
instrument to do so but refuses to 
comply with that agreement

(h) EO property. Nonsecurity chattel 
property purchased, refinanced, or 
improved with EO loan funds.

(i) EO property essential for minimum 
family living  needs. Nonsacurity chattel 
or real property required to provide 
food, shelter, or other necessities for the 
family or to produce income without 
which the family would not have such 
necessities. This includes livestock, 
poultry, or other animals used as food 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 
minimum essential family living needs; 
and items such as equipment, tools, and 
motor vehicles, winch are of minimum 
value and are essential for family Irving 
needs or to produce income for that 
purpose. Any such item of a  value 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 mast such need. The remainder 
of the proceeds will be paid on the EO 
loan.

(j) Farm income. Proceeds from the 
sale of chattel security which is 
normally sold annually during die 
regular course of business such as crops, 
feeder livestock and other farm 
products.
- M Farmer Program loans. These 

| loans and Farm Ownership (FO),
; Operating (OL), Soil and W ater fSW), 

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 
Home Administration and its 
predecessor administrative agencies.

(m) Foreclosure sale. Act o£ selling 
purity either under the “‘Power of 
nf 6" securrty instrument or 
through court proceedings.
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(p) Purchase money security interest. Special type of security interest which, if properly perfected, takes priority over an earlier-perfected security interest A  security interest is a purchase money security interest to the extent that it is taken by the seller of the collateral to secure all or part of its purchase price or by a lender who makes loans or is obligated to make loans or otherwise gives value to enable the debtor to acquire the particular collateral or ©bain rights in it. Such value must be given not later than the time tfe® debtor acquires the collateral or obtains rights in it.
(q) Repossessed property. Security or EO property in FmHA’s custody, but still owned by the borrower.(r) Security. Also means “Chattel security" when appropriate.

§1962 .5  Security instruments.
County Supervisors are responsible 

fen maintaining security instruments that 
will cover all security, including 
replacements, increases, and other after- 
acquired property, and for obtaining 
additional security as needed. They will 
execute continuation, extension, or 
renewal of security instruments as 
needed to protect FmHA’s security 
interests.

(a) Financing statement. An FmHA 
Financing Statement is effective as 
notice for 5 years from the date of filing. 
A new statement needs to be taken and 
filed only if the debt is to be secured by 
property not described specifically or by 
type, or by crops growing or to be 
grown, or fixtures located or to be 
located on fond not described on the 
filed statement.

(b) Continuing the financing 
statement. A filed statement must be 
continued to notify third parties after 
the original 5-year period. Form FmHA 
462-12, “Statements erf 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  effective for 5 more years 
after the date to which the original filing 
was effective. Successive Continuation 
Statements may be filed to continue the 
notice to third parties. A lien search is 
unnecessary provided the Continuation 
Statement is properly filed. Form FmHA 
462—11, “‘Request for Continuation 
Statement Filing Fee," may be used to 
notify the borrower to continue the 
Financing Statement and to submit the 
amount of the filing fee.

(e) Security agreement A new 
security agreement will be taken when:

(T) Property not covered by specific 
description or the printed language of 
the previous security agreement is to 
serve as security for the debt; or

(2) It is necessary to obtain or 
maintain a security interest in crops; or

(3) It is  necessary to supplement the 
security agreement to obtain an asset 
for security. A State supplement will be 
issued when considered necessary by 
the State Director and GGC 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) A n  initial O perating (O L) loan  o r 
Em ergency (EM ) lo a n  is  m ad e to  an 
applicant, including a  paid-inrfull O L or 
EM  borrow er.

(d) Chattel mortgage. In  those S ta tes  
w hich requ ire th e  use o f chatte l 
m ortgages, such a m ortgage m ay b e  
extend ed  or renew ed  b y  obtain ing a 
new  ch atte l m ortgage o r  b y  using a  form 
approved for this purpose b y  QGC. 
H ow ever, it is  p referab le to  renew  o r  
extend  ch atte l m ortgages by obtaining 
n e w  on es u n less there a re  intervening 
lie n s  o r  other legal reaso n s. A S ta te  ' 
supplem ent w ill be issued  stating the 
actions to follow  to  ensure that:

(1)  Fm H A  lien s and th eir priority a re  
m aintained  b y  renew ing o r extend ing 
security instrum ents o r b y  obtain ing 
new  instrum ents.

(2 )  Lien sea rch es  a re  m atte as 
n e cessa ry  to  determ ine th a t Fm H A w ill 
ob ta in  th e  required  priority o f  liens.

§ 1962.6 Liens and assignments on chattel 
property.

(a) Chattel property not covered by 
FmHA lien. (1)  W h en  ad ditional ch atte l 
property not p resently  covered  b y  a n  
Fm H A lien is av ailab le  and n eed ed  to 
p rotect Fm H A ’s  interest, the County 
Supervisor w ill o b ta in  o n e o r  m ore of 
the follow ing:

(i) A  lien  on  such  property.
(is) A n  assignm ent o f  the p roceeds 

from  the safe  o f  agricultural products
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when such proceeds are not 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 security 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 mortgage 
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 Financing 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 o f upland cotton, 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,

(iii) 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.

(ii) Obtain assignments from selected 
borrowers on Form FmHA 1962-8, 
“Upland Cotton, Rice, Wheat and Feed 
Grain Programs—Assignments.”

(3) Releasing'assignments 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.

(ii) 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 
assist 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 propertjrand 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 mortgage 
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.

§ 1962.9 Liens on chattel property as 
security for a real estate loan.

Form FmHA 440-15, “Security 
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 salesbams 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 
furnished 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 
482-3, "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 462-14, “Change in List of 
Farmers Home Administration 
Borrowers,” at least every 3 months, of 
the names of borrowers to add and to 
delete.

§ 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) If 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 6 months 
without charge, and the FmHA may 
charge up to $10 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 Comity 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 §§ 1962.17 and 
1982.18 of this subpart with the 
borrower, and the borrower and County 
Supervisor will complete and sign Form 
FmHA 1962-1, 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 1962-1, 
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 o f 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 § 1924.57(b)(3) of Subpart 
A of Part 1924 of this chapter), will 
complete Form FmHA 1962-1 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 to 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 needs 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 at 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 loan 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 borrower 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 
at the end of the period covered by the 
Form FmHA 1962-1, or when requested 
by FmHA. The County Supervisor will 
complete the “Actual” columns 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 thé 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 
initialed 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) R elease o f liens. (1) Liens will be released by the County Supervisor when * security is sold, exchanged or consumed, provided the conditions set out on Form FmHA 1962-1 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 
information will be documented in the 
running case record;(i) The present market value of the chattels or crops, as determined by the County Supervisor, on which FmHA has a valueless junior lien.

(ii) The names of the prior lienholders, 
amount secured by each prior lien, and 
the present market valup.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 
records 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 the remaining security is 
substantially greater than the remaining 
FmHA debt.

(d) P rocessing the relea se o f 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 must 
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 
should record the disposition on the 
work copy  of the security agreement and 
on Form FmHA 1962-1.

(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 Farm 
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 original form 
after completion will be forwarded 
directly to the person or firm making the 
payment against which the assignment 
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 1962-1. 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 
payment 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) 
has 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 make 
payment to FmHA for such product.

(e) Releases of liens on wool and 
mohair marketed by consignment.—(1) 
Conditions. Liens on wool and mohair 
may be released when the security is 
marketed by consignment, provided ail 
the following conditions are met:

(1) 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.

(ii) The producer assigns to FmHA the 
proceeds of the sale of the 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) 
made 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 462-4, “Assignment, 
Acceptance, and Release.” Since Form 
FmHA 462-4 is not a binding agreement 
until executed by all parties in interest, 
including the producer, the broker and 
the Government, the County Supervisor 
may execute it before other parties sign 
it.

(f) Notice of termination of security 
interest to purchasers of farm products 
under consents or assignments upon 
payment in full. County Supervisors will 
notify purchasers of farm products as 
soon as the FmHA has received 
payment in full of indebtedness for 
collection of which it has accepted 
assignments or consents to payment of

proceeds from the sale of the farm 
products. When Form FmHA 441-18 is 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 
notice to the purchaser will be by letter 
or by forms prescribed by State 
Supplements.

(g) 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 must 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 Tollowing 
action:

(i) Proceed in accordance with 
§ 1962.49 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:

(1) The borrower’s name and address;
(ii) The date the unapproved 

disposition was discovered;
(iii) 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 1962-r 
A-5 was sent to the borrower and 
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.

( $  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 Commodity 
Credit Corporation (CCC).

This section is based on a 
Memorandum of Understanding 
between CCC and FmHA (see Exhibit A 
of this subpart). The memorandum sets 
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 agreed 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.

(1) 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 
subpart. 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 
commodity 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. HoweVe^f 
the indebtedness is paid through 
liquidation action, the State Director 
will be notified by memorandum.

(ii) If the facts do not warrant 
liquidation 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 
repaid.

(bj State Office action. (1) The State 
Director, on receipt of reports and 
recommendations from the County 
Supervisor, will:

(1) If 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.

(ii) 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.

(iii) If OGC determines that FmHA 
holds a prior lien on the commodity and 
the amount due on its loan is not 
collectible from the borrower, send CCC 
a copy of the OGC 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 
namej, OGC will be asked to 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 
satisfy chattel mortgages, chattel deeds 
of trust, assignments, severance 
agreements and other security 
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 ektims against third 
party converters 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 o f 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.)

(c) 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 
statements 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 State supplement.

(d) Filing or recording satisfactions. 
Satisfactions of chattel mortgages and 
similar instruments will be made on 
Form FmHA 460-4, “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 State statutes 
provide that satisfactions may be 
accomplished by marginal entry on the 
records of the recording office, or when 
Form FmHA 460-4 is not legally 
sufficient because special circumstances 
require some other form of satisfaction, 
County Supervisors are authorized to 
make such satisfactions according to 
State supplements. In such cases, Form 
FmHA 460-4 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 o f 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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secured by the lien cannot be 
ascertained from County Office records, 
the County Supervisor will prepare a 
letter to 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 
account. If the Finance Office reports to 
the County Supervisor that the account 
has been paid-in full or otherwise 
satisfied or that there is no record of an 
indebtedness in the name of the 
borrower, the County Supervisor is 
authorized to issue a satisfaction of the 
security instruments on Form FmHA 
460-4 or other approved form or to effect 
the satisfaction by marginal release, or a 
termination on Form FmHA 462-12 as 
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 
must pay costs of obtaining lien search 
reports needed in properly servicing 
security as outlined in this subpart. 
Whenever possible, borrowers should 
pay these fees directly to the officials 
giving the service. When cash is 

l 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 
cannot pay the fees, or if there are fees 
referred to in paragraph (a) (2) and (3) of 
this section that must be paid by FmHA, 
the County Supervisor may pay them as 
a petty purchase or as the bill of a 
creditor of FmHA in accordance with 
FmHA Instructions 2024-E and 2075-A,

1 copies of which are available in any 
FmHA office.

(2) Satisfactions. The borrower must 
I Pay fees for filing or recording 

satisfactions or termination statements 
| unless a State supplement based on 
I State law requires FmHA to pay them, 
r (3) Notary fees. FmHA will pay fees 
for notary service for executing releases, 
subordinations, and related documents 
for and on behalf of FmHA if the service 

I cannot be obtained without cost.
I (b) Insurance premiums. County 
j Supervisors are authorized to approve 

bills or invoices for payment of 
insurance premiums on chattel security 
for 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 protect 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 waiver of 
FmHA liens on chattel security.

(a) Purposes. FmHA chattel 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 a 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 
priority, FmHA may subordinate any 
lien 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.

(6) 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 460-2 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 C C C  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 commodity 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 chattel 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 also be 
made when one or more of die 
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 460-9, 
"Assumption Agreement (Same Terms- 
Eligible Transferee),” will be used. If the 
existing loan repayment 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 
current 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 inéligibles. Transfer of 
the chattel security and EO property to a 
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, EErSL, and EM loans, the 
current interest rate in effect for regular 
OL loans at the time of approval of the 
transfer plus one percent.

(ii) For EO loans, 6 percent.
(4) The transferee can repay the 

FmHA debt in accordance with the

assumption agreement and can legally 
enter into the contract.

(c) 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 personal 
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 wifi certify the 
transferee’s eligibility for the types of 
loans to be assumed on Form FmHA 
440-2, “County Committee Certification 
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 in 
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 total 
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 personal 
liability, which will read as follows: 
"{Name of transferor and any co-signer) 
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 the 
security against loss, and otherwise 
fulfilled the convenapts 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 indebtedness 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 
transfer and assumption:

(1) A statement of the current amount 
cf the indebtedness.

(2) A description of the security or EO 
property 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 
statement for ineligible transferee with 
the 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 
shown 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 
460-9, as appropriate.

(9) Form FmHA 465-8, “Release from 
Personal 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 
transfer real estate security.

(12) Form FmHA 1960-6, “Assumption 
Agreement (Information),” or Form 
FmHA 1965-22, “Information on 
Assumption on New Terms or Other 
Change of Terms,” as appropriate, and 
Form FmHA 1965-23, “Supplemental 
Information on Assumption and/or 
Change of Terms.”

(13) Form FmHA 1924-14. (Added)
(g) Processing assumption

agreements. Additional security 
instruments will be obtained 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 
County Supervisor.

(2) Form FmHA 1905-1, “Management 
System Card—Individual,” will be 
prepared for the transferee, and the loan 
record cards of the transferor will be 
attached.

(3) If a collection is received from the 
transferee 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 451-26. 
“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 debt to be 
assumed. On receiving a payment on the 
account not included in the latest 
transaction record or monthly payment 
account status report, the County 
Supervisor 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.

(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 County Supervisor to 
determine how to dispose of the 
proceeds from the direct payment.

(iii) 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 remitted 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.

(a) Voluntary liquidation.—(1)
General. When a borrower contacts 
FmHA and asks about voluntarily 
liquidating security, the borrower will 
be told that liquidation can only be 
accomplished by:

(1) Selling the security under § 1962.41 
of this subpart,

(ii) 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 current 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 other 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 1924-25 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 security 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 attempt to repossess the security in 
accordance with § 1962.42 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 installments 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 except in cases 
referred to OGC for civil action, if the 
notice has previously been given.

(ii) 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 liquidation of an insured loan is 
approved, the State Director will be 
asked by the official who approved the 
liquidation 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 liquidation 
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 1924-25 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:

(1) 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 to 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 a case is in the hands of the 
U.S. Attorney, such advances may not 
be made without the U.S. Attorney’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 FmHA 
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;
(iii) 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 security 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 any 
FmHA office), and may be charged to 
the borrower’s loan 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 liquidating 
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 borrowe?9 
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 receive 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 a 
private sale if:

(l)(i) The borrower has ready 
purchasers and can sell all of die 
property for its present market value; or

(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 455-4, “Agreement for Voluntary 
Liquidation of Chattel Security.” This 
form authorizes FmHA to sell the 
security at either public or private sale.
If FmHA hires a caretaker, services 
should be obtained by use of Form 
FmHA 120^10; “Solicitation, Quotation, 
Purchase Order, Inspection, and 
Invoice” in accordance with Subpart D 
of Part 1955 of this Chapter.

(d) Record o f Sale. The sale will be 
recorded on Form FmHA 1962-1.

(e) 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 Repossession, 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 
borrower 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 first sentence beginning 
“The Debtor” and deleting the 
remainder of that clause; deleting the 
words “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 as 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 455-6, 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. C#re 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 landlord 
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 455-4, 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 o f livestock. 
If 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, com, cotton, 
and tobacco for a price in line with 
current market quotations for products 
of similar grade, type, or other 
recognized classification. Chattel 
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 real state 
loans and will be sold or transferred 
with the real estate. However, a State 
Supplement will be issued for any State 
having a time limit within which such 
items must be sold along with or as a 
part of the real estate.

(5) Notice, (i) Notice of public or 
private 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 to 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 on 
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 o f 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 registered 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 established public auctions will 
be advertised by FmHA only if required 
by a State supplement based on State 
law.

(ii) Other public sales, whether under 
power of sale in the lien instrument or 
under Form FmHA 455-4, 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 or distributing handbills, posting 
Form FmHA455-8, 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 
arid times of insertions of the 
advertisement, and the form of notice of 
sale. All advertising must contain non­
discrimination clauses.

(7) Payment o f costs and prior 
lienholders. If 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 
prior lienholders, such costs or prior 
liens 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," in accordance with 
FmHA Instructions 2024-F and 2024-P 
(available in any FmHA office). The 
amount of die voucher will be charged 
to the borrower's account, except as 
limited by State law in a State

Supplement. No cost3 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} B ill o f sale or transfer o f 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 Through 
Government as Liquidating Agent)," or 
other necessary 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 motor vehicles and 
boats.

(9) R isk o f injury. If a farmer program 
loan borrower has abandoned security 
and the security is in danger o f 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) o f 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 (c) of this 
section, depending on the outcome 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.

§ 1962.43 Liquidation of chattel security or 
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- 
2.

(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 
obtained 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.Ill(b) Order o f 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, marketing, 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.

(1) 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 only when 
demand is made by tax collecting 
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 out 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 b orrow er must 
con sent in writing to the paym ent.

(4) T o pay debts ow ed Fm HA w hich 
are secured by  liens on the property 
sold.

(5) T o  pay liens junior to those of 
Fm HA in acco rd an ce w ith their 
priorities on the property sold, including 
any landlord’s liens for rent unless such 
liens already have been  paid, junior 
liens will not b e  paid unless, on request, 
the lienholder gives proof of the 
ex isten ce  and the am ount of his or her 
lien.

(6) To pay on any EO unsecured debt.
(7) To pay rent for the current crop 

year if the borrow er con sen ts  in w riting 
to paym ent and if such rent h as not 
already been  paid as  provided in 
subparagraphs (b) (2), (3), or (5) o f 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 Director may approve the use 
of a part or all of the remainder of such 
sale proceeds by the borrower for other 
purposes, provided the other FmHA 
debts 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) T o  pay the rem ainder to the 
borrow er.

(c) R eceipts. R eceip ts are required for 
all am ounts paid from the sa le  proceeds 
and are kept in the borrow er’s ca se  file. 
Form Fm HA 4 5 1 -2  w ill b e  prepared only 
for the total amount rem itted  to Fm HA 
for credit to the borrow er’s 
indebtedness.

§ 1962.45 Reporting sates.
Form Fm HA 1955-5 ; "A d v ice  o f  

Property A cquired,” will be prepared 
and distributed according to  the FM I 
w hen 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 
FmHA 455-17, “Report on Deceased 
Borrower,” to determine whether any 
special servicing action is necessary 
unless the County Supervisor 
recommends settlement of the 
indebtedness under 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 survivor, executor, 
administrator, or other interested parties 
to complete the year’s operations or to 
otherwise protect or preserve the 
security.

(a) Reporting. T he borrow er’s case  
files including Form  FmHA 455-17  will

b e  forw arded prom ptly to  the S tate  
D irector for use in deciding the action  to 
take if any o f the follow ing conditions 
ex ist (W hen it i3 n ecessary  to send an 
incom plete Form  Fm HA 455-17, any 
additional inform ation w hich m ay affect 
the S ta te  D irector’s d ecision w ill be sent 
as soon as av ailab le  on a supplem ental 
Form  Fm HA 455-17  o r in a 
mem orandum .):

(1 ) Probate or other adm inistration 
proceedings have been  started  o r are 
contem plated. <

(2) The d eb ts  ow ed to Fm H A are 
inad equ ately  secured and the state  has 
other asse ts  from w hich collection  could 
be m ade.

(3) Fm H A’s security h a s  a value in 
e x ce ss  o f the indebtedness it secures 
and the d eceased  obligor ow es other 
debts to Fm HA w hich are unsecured or 
inad equ ately  secured.

(4) T he County Supervisor 
recom m ends continuation w ith a 
survivor w ho is  not liab le  for the 
ind ebted ness or recom m ends transfer to, 
and assum ption by, another party;

(5) The County Supervisor 
recom m ends, but does not have 
authority to approve liquidation.

(6 ) T h e  County Supervisor w ants 
advice on servicing the case .

(b) Probate o r adm inistration 
proceedings. G enerally , probate or 
adm inistration proceedings are started  
by  relatives or heirs o f the d eceased  or 
by  o ther creditors. O rdinarily, Fm H A 
w ill not s ta rt th ese  proceedings b ecau se  
o f the problem s o f designating an 
ad m inistrator o r other sim ilar official, 
posting bond, and paying costs. I f  
p robate or adm inistration proceedings 
are started  by other p arties or at 
Fm H A ’s  request, and any security i s  to 
b e  liquidated by Fm H A  instead  o f  by  the 
adm inistrator or execu tor or other 
sim ilar official, it w ill b e  liquidated in 
acco rd an ce w ith the ad vice o f OGC. T h e  
S ta te  D irector m ay request O G C to 
recom m end that the U .S. A ttorney bring 
probate or adm inistration proceedings 
w hen it appears that:

(1) Such proceedings w ill not be 
started  by other parties:

(2) Fm H A ’s in terests could b est be 
protected  by  filing a proof o f  claim  in 
such proceedings, and

(3) Public adm inistrators or other 
sim ilar offic ia ls  or private parties, 
including banks and trust com panies, 
are elig ible to, and w ill serve as 
adm inistrator or other sim ilar official 
and w ill provide the required bond.

(c) F ilin gp ro o f o f claim . W hen a proof 
o f claim  is to be filed, it w ill be prepared 
on a form approved by OGC, executed  
by the S ta te  D irector, and transm itted to 
OGC. It w ill be filed by  O G C or by an 
Fm HA official as  directed  b y  O G C or it

will be referred by OGC to the U.S. 
Attorney for filing if  representation of 
FmHA by counsel may be 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 is 
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 
assets in the estate except for FmHA’s 
own security and FmHA will liquidate 
the security by foreclosure or otherwise 
if necessary to collect its claim, or

(2) Continuation with an individual or 
transfer to and assumption by another 
party is approved, and either the debt 
owed to FmHA is 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 d ebt ow ed to Fm H A by the 
estate  is settled  under Part 1864 o f this 
Chapter (FmHA Instruction 456.1) w ell 
ahead  o f the deadline for filing p roof o f 
claim .

(d) Priority o f  claim s. (1) Each secured 
claim will take its relative lien priority 
to the extent of the value o f the property 
serving as security far 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:

(i) The remaining assets of the estate, 
including any value of security for more 
than the amount of the secured claims 
against it, are to be applied first to 
payment of administration costs and 
charges against the estate and second to 
unsecured debts of the deceased.

(ii) If the total of the remaining assets 
in the estate being administered is not 
enough to pay all administration costs, 
charges against the estate, and 
unsecured debts of the deceased, the



Federal Register / Vol. 50, No. 212 / Friday, N ovem ber 1, 1985 / Rules and Regulations 45799

Government’s unsecured claim s against 
the rem aining asse ts  w ill have priority 
over all other unsecured claim s, excep t 
the costs o f adm inistration and charges 
against the estate. U nder such 
circumstances unsecured claim s are 
payable in the follow ing order of 
priority:

(A) Costs of adm inistration and 
charges against the estate  unless under 
State law  they are p ayable after the 
Government’s unsecured claim s. Such 
costs and charges include costs  o f 
administration o f the estate , allow able 
funeral exp enses, a llow an ces o f minor 
children and surviving spouse, and 

.dower and curtesy rights.
I (B) The Governm ent’s unsecured 
claims.

(3) A  S ta te  supplem ent w ill be issued 
as needed taking into consid eration  31 
U.S.C. § 3713 lien  w aivers and 
subordinations, and notice and other 
statutory provisions w hich affect lien 
priorities.

(e) Withdrawal o f claim. It m ay not be 
necessary to w ith d raw n  claim  w hen it 
is paid in full by som eone other than the 
estate or w hen com prom ised. H ow ever, 
when it is n ecessary  to perm it closing of 
an estate, com prom ise o f a claim , or for 
other ju stifiable reasons, the State  
Director w ill recom m end to O G C that 
the claim be w ithdraw n on receipt of 
cash or security, or both, of a value at 
least equal to the am ount that could be 
recovered under the claim  against the 
estate. W hen Fm H A keeps existing 
security, arrangem ents m ust be m ade to 
assure that w ithdraw al of the claim  will 
not affect Fm H A’s rights under the 
existing notes or security instrum ents 
with respect to the retained  security. In 
some cases, w ith O G C ’s advice, the 
claim may be properly handled w ithout 
filing a form al petition for w ithdraw al of 
the claim. H ow ever, if  the claim  has 
been referred to the U .S. A ttorney, or if 
a formal w ithdraw al o f the claim  is 
necessary, the m atter w ill be referred by 
OGC to the U .S. A ttorney.

(f ) Liquidation o f security. W hen 
probate or adm inistration proceedings 
nave not been  started  and continuation 
with a survivor or transfer and 
assumption by  another party w ill not be 
approved, chatte l security and real 
estate security w ill be liquidated 
promptly in acco rd an ce w ith this 
Subpart and Subpart A  o f Part 1872 of 
this Chapter (Fm HA Instruction 465.1), 
respectively. I f  the proceeds from the 
sale of security are insufficient to p ay in 
lull the indebtedness ow ed to FmHA, 
and other asse ts  are av ailab le  in the 
estate or in the hands o f heirs from 
which to collect, the S ta te  D irector w ill . 
request O GC to e ffect collection.

(g) Continuation o f secured debt and 
transfer or security. W hen a surviving 
m em ber o f a d eceased  borrow er’s fam ily 
or other person is interested  in 
continuing the loan and taking over the 
security for the benefit o f all or a part of 
the d eceased  borrow er’s fam ily who 
w ere d irectly dependent on the 
borrow er for their support at the time of 
the borrow er’s death, continuation m ay 
be approved su b ject to the follow ing:

(1) A ny individual w ho is liab le  for 
the indebtedness o f the d eceased  
borrow er m ay continue w ith the loan 
provided that individual can  com ply 
w ith the obligations o f the notes or other 
evidence o f debt and chatte l or real 
esta te  security instrum ents and so long 
as liquidation is not n ecessary  to protect 
the in terest o f Fm HA. W hen an 
individual w ho is liab le  for the 
indebted ness is to continue w ith the 
account, Form  Fm H A 450-10 , “A dvice of 
B orrow er’s Change o f A ddress or 
N am e,” w ill b e  sent to the F inance 
O ffice to change the account to that 
individual’s nam e. A  new  ca se  num ber 
w ill be assigned  or, i f  the continuing 
individual already has a ca se  number, 
that num ber w ill b e  used regardless o f 
w hether that individual assum ed all or a , 
portion o f the am ount o f the debt ow ed 
by the esta te  o f the d eceased .

(2) W hen a surviving m em ber o f a 
d eceased  borrow er’s fam ily, a relative 
or other individual w ho is not liab le  for 
the ind ebted ness d esires to continue 
w ith the farm ing or other operations and 
the loan, the S ta te  D irector m ay approve 
the transfer o f chatte l or real estate  
security or both to the individual and 
the assum ption o f the debt secured  by 
such property wiilsout regard to w hether 
the transferee  is eligible for the type of 
loan  being assum ed, su b ject to the 
follow ing conditions:

(i) T he transferee w ill continue the 
farm ing or other operations for the 
b enefit o f all or a part o f the d eceased  
borrow er’s fam ily w ho w ere directly 
dependent on the borrow er for their 
support at the tim e of death.

(ii} The am ount to b e  assum ed and the 
repaym ent rates  and term s w ill be the 
sam e as provided in § 1962.34(a) o f this 
Subpart.

(iii) T he S ta te  D irector determ ines 
that the continuation w ill not adversely 
a ffect repaym ent o f the loan.

(3) In determ ining w hether to continue 
w ith individuals, w hether they are 
already liab le  or assum e the 
indebtedness, all pertinent factors will 
be considered  including w hether:

(i) Probate or adm inistration 
proceedings have b een  or w ill be started  
and, w ith O G C ’s advice, w hether the 
filing o f a claim  on the debt ow ed to

Fm HA in such proceedings is necessary  
to protect Fm H A ’s interests.

(ii) A rrangem ents can  b e  m ade with 
the heirs, creditors, executors, 
adm inistrators, and other interested  
parties to transfer title to the security to 
the continuing individual and to avoid 
liquidating the a sse ts  so that the 
individual can  continue w ith the loan on 
a feasib le  b asis . - j

(4) If  continuation is approved, all 
reaso n ab le  and p ractica l steps, short of 
foreclosure or other litigation, w ill be 
taken  to vest title to the security in the 
jo int debtor or transferee.

(5) The d eceased  borrow er’s estate  
m ay be released  from  liability  for the 
Fm H A indebtedness if title  to the 
security is vested  in the jo int debtor or 
transferee, and:

(i) T he full am ount of the debt is 
assum ed, 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 o f deceased EO  
borrower cases. If the EO  loan  is 
secured, all paragraphs in this section  
w ill be follow ed. If the EO  loan  is 
unsecured, paragraph (a), (b), (c), (d), 
and (e) o f this section  will be follow ed 
along w ith the follow ing requirem ents.

(1) A n individual w ho is liab le  for the 
ind ebted ness of the d eceased  borrow er 
and w ishes to continue w ith the EO  debt 
and the EO  property, m ay do so in 
accord ance w ith paragraph (g)(1) o f this 
section .

(2) A  surviving m em ber o f the 
d eceased  borrow er’s fam ily, a  jo int 
operator w ith the d eceased  borrow er, a 
relative, or other individual w ho is not 
liab le  for the EO  debt who d esires to 
continue w ith the farm ing or other 
operation m ay do so in acco rd an ce w ith 
paragraph (g)(2) o f this section . This 
individual must execu te  a loan 
agreem ent in addition to the assum ption 
agreem ent and secure the EO  debt with 
a lien  on the rem aining EO  property 
w hen title to the property is vested  in 
the individual and the County 
Supervisor determ ines that security is 
n ecessary  to p rotect the in terests of the 
d eceased  borrow er’s fam ily or FmHA.

(3) I f  no individual listed  in paragraph
(h) (1) and (2) o f this section  w ish es to 
continue, but a m em ber o f the 
borrow er’s fam ily turns over to FmHA 
the EO  property in w hich the esta te  has 
an in terest and w hich is not essen tia l for 
minimum fam ily living needs, the 
County Supervisor w ill take possession
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o f EO  property and sell it in accord ance 
w ith § 1962.42 o f this Subpart. If this 
cannot be done, or if  rea l property is 
involved, the ca se  w ill be referred to 
OGC. If the property is sold, notice will 
be delivered to any o f the borrow er’s 
heirs who are in possession  o f the 
property and to any adm inistrator or 
execu tor o f the borrow er’s estate .

§ 1952.47 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 
appropriate handling. The County 
Supervisor will keep the State Director 
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 OGC’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 
Form s Fm HA 1 9 2 4 -1 4 ,1 9 2 4 -2 5  and 
1924-26 together w ith Exhibit I>, “N otice 
to Borrow er’s attorney Regarding Loan 
Servicing O ptions,” (availab le in any 
Fm HA O ffice) to the attorney o f a 
farm er program loan  borrow er as soon 
as the County Supervisor learns that a 
bankruptcy has been  filed. None o f the 
bo xes on Form  Fm HA 1924-25 w ill be 
checked  and the b lank sp aces w ill be 
left blank. Exhibit D explains that 
Fm HA w ants the borrow er to know  
about the various farm er program loan 
servicing tools. The bankruptcy cod e’s 
autom atic stay prevents Fm H A from 
contacting the borrow er directly. Exhibit 
D also  explains that borrow ers who 
have filed Chapter 11 and 13 
bankruptcies must either dism iss their 
bankrup tices or request and  be granted 
re lie f from the autom atic stay. Then the 
borrow er must com plete and return 
Form Fm HA 1924-26 before Fm HA w ill 
consider or grant any request for 
servicing. U ntil the Chapter 11 or 13 is 
dism issed or re lie f from the autom atic 
stay is granted, Fm HA will not d iscuss 
any of the servicing options w ith either 
the borrow er or the borrow er’s attorney. 
Borrow ers who have filed Chapter 7 
bankruptcies must either dism iss their 
bankruptices or must reaffirm  their 
entire FmHA debt on the existing term s 
and then return Form  Fm HA 1924-26. 
Fm HA will not d iscuss any o f the 
options w ith e ith er the borrow er or the.

borrow er’s attorney so long as  a 
Chapter 7 bankruptcy is pending.

(b) State Director’s responsibility. O n 
receip t o f the file and re la ted m ateria l, 
the S ta te  D irector w ill determ ine 
w hether Fm HA has security for the debt 
and w hether the debtor has other asse ts  
from  w hich Fm H A could m ake a 
su bstantial collection . If O G C so 
ad vises, Form  Fm H A 1951-6, "Borrow er 
A ccount D escription Flag,” w ill be 
prepared and distributed according to 
the FM I advising the F inan ce O ffice to 
flag the borrow er’s account indicating 
bankruptcy action  is pending (BAP).

(1 ) If there is no security and no other 
a sse ts  from w hich a substantial 
recovery could b e  m ade, the file and 
related  m aterial w ill be returned to the 
County O fficer w ith a m em orandum 
indicating the S ta te  D irector’s 
determ ination and advising that a proof 
o f claim  w ill not be filed unless the 
County Supervisor learns that the debtor 
has asse ts  not previously know n to 
exist. If  a sse ts  are found before the time 
for filing claim s h as expired (w ithin 6 
m onths from the first date set for the 
first m eeting o f cretitors), the County 
Supervisor w ill resubm it the ca se  to the 
S ta te  D irector.

(2) If a  su bstantial recovery could be 
m ade, the S ta te  D irector w ill take the 
follow ing actions:

(1) The S ta te  D irector w ill execu te  
Form  Fm H A 455-18, “P roof o f Claim  o f 
the U nited S ta tes  o f A m erica Entitled  to 
Priority o f Paym ent,” or other form 
approved by  O G C covering all 
indebtedness to Fm HA, excep t any 
judgm ents obtained  by a U .S. A ttorney, 
and send it to O G C w ith attachm ents 
that are  required by  a S ta te  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 
Fm HA and has not been  assigned  to 
FmHA, the S ta te  D irector w ill arrange to 
have the note repurchased. I f  there is a 
problem  accom plishing this, the S ta te  
D irector w ill ask  O G C 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  
dism issed, the account w ill be 
liquidated without regard to the 
bankruptcy.

(3) In Chaper 11 or Chapter 13 ca ses , if  
liquidation is necessary  it w ill be
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accomplished in accordance with either 
§ 1872.17 of Part 1872 of this chapter 
(FmHA Instruction 465.1) or § 1962.40 of 
this subpart, as applicable. The advice 
of OGC will be obtained before any 
notices are sent to the borrower.

(4) In Chapter 7 farm er program loan 
cases , loans can  b e  liquidated only after 
a  discharge hearing has been  held and if 
the borrow er h as not reaffirm ed the 
debt. The borrow er w ill be sent an 
acceleratio n  notice (Exhibit E  to Subpart 
A  o f Part 1955 o f this chapter) and there 
w ill be no appeal o f the acceleration . 
T hen  the account w ill be liquidated.

(5) When security is liquidated, the 
proceeds, after payment of costs, will be 
applied first to the interest 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 sent to the Finance Office, 
the County Supervisor will give the date 
the petition in bankruptcy was filed.

(d) After prior review and approval by 
OGC, a State Supplement will be issued 
to explain any rules or practices of local 
bankruptcy judges or trustees which 
affect the provisions of this section.
§1962.48 [Reserved]

§ 1952.49 Civil and criminal cases.

A ll ca se s  in w hich court actions to 
effect co llection  or to enforce FmHA 
rights are recom m ended, as  w ell as 
actions relating to apparent violations of 
Fed eral crim inal statu tes, w ill be 
handled under this section .

(a) Criminal action. W hen facts  or 
circu m stances ind icate that crim inal 
vidlations m ay have b een  com mitted by 
an applicant, a  borrow er, or third party 
purchaser, the S ta te  D irector w ill refer 
the ca se  to the appropriate Regional 
Insp ector G eneral for Investigations, 
O ffice o f Insp ector G eneral (OIG), 
U SD A , in acco rd an ce w ith Fm H A 
Instruction 2012- B  (av ailab le  in any 
Fm HA office) for crim inal investigation. 
A ny questions a s  to w hether a matter 
should be referred w ill b e  resolved 
through consultation w ith O IG  for 
Investigations and the S ta te  D irector 
and confirm ed in writing. In order to 
assure protection o f the financia l and 
other in terest o f the governm ent, a 
duplicate o f the notification  w ill be sent 
to the O ffice o f G eneral Counsel (OGC). 
A fter O IG  has accep ted  any m atter for 
investigation, Fm HA s ta ff must 
coordinate w ith O IG  in ad vance 
regarding any adm inistrative action on 
the m atter/borrow er other than routine 
servicing action s on existing loans.
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Cases requiring further action by OGC 
wiirbe handled in accordance with 
paragraph (c) of this section.

(b) Civil action. Court action or other 
judicial process will be recommended to 
OGC 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 em ergency situation 
exists or crim inal action is to be 
recommended, the case  will be 
submitted to O GC without taking the 
action n ecessary  to report the 
information required by Part II of Form 
FmHA 455-22, “Inform ation for 
Litigation.” T his is becau se delay in 
submitting ca se s  in em ergency 
situations m ay affect the financial 
interests o f Fm H A and collection  efforts 
may adversely affect the crim inal 
investigation and/or crim inal 
prosecution.

(1) Civil action  w ill b e  recom m ended 
when one or more o f the follow ing 
conditions exists:

(1] there is a  need to rep ossess 
security or EO  property or to foreclose a 
lien and such action  cannot be 
accomplished b y  other m eans 
authorized in this subpartf

(ii) There is a need for filing claim s 
against third parties b ecau se o f a 
conversion o f security or other action.

(iii) Paym ent due on debts are not 
made in accord ance w ith the borrow er’s 
ability to pay, and the borrow er has * 
assets or incom e from  w hich collection  
can be made.

(iv) The borrow er has progressed to 
the point that credit can  b e  obtained 
from other sources, has agreed in the 
note or other instrum ent to do so, but 
refuses to com ply w ith that agreem ent.

(v) FmHA or its security becomes 
involved in court action through 
foreclosure by a third-party lienholder 
or through some other action.

(vi) O ther conditions ex ist w hich 
indicate that court action  m ay be 
necessary to protect Fm H A ’s interests.

(2) Claims o f less  than $600 principal 
will not be referred to O G C for court 
action unless:

(i) A statem ent o f facts  is subm itted as 
to the exact m anner in w hich the 
interest of FmHA, other than recovery of 
the amount involved, would be 
adversely affected  if suit w ere not filed; 
and

(ii) Collection of a su bstantial part o f 
Jhe claim can  be m ade from  asse ts  and 
income that are not exem pt under S ta te  
or Federal law . A  S ta te  supplem ent w ill 
be issued to set forth such exem ptions 
or a summary o f those exem ptions w ith 
respect to property to w hich Fm HA 
normally would look for paym ent such

as real estate, livestock, equipment, and 
incom e.

(3) W hen a borrow er has not properly 
accounted  for the proceeds of the sa le  of 
security, it is the general policy to look 
first to the borrow er for restitution 
rather than to third-party purchasers. In 
line w ith this policy the rem aining 
chattel security on w hich FmHA holds a 
first lien usually will b e  liquidated 
before dem and is m ade, or civil action 
to recover from third-party purchasers.

(i) W hen the County Supervisor 
déterm ines that full co llection  cannot be 
m ade from the borrow er and that it will 
be n ecessary  to collect the full value of 
the security purchased by a converter, a 
dem and (see Guide Letter 1 9 6 2 -A -l, a 
copy o f w hich is av ailab le  in any FmHA 
county office) w ill be sent to the 
purchaser at the sam e time that Exhibit 
D or E o f Subpart A  o f Part 1955 o f this 
chapter, is sen t to the borrow er.

(ii) W hen the County Supervisor 
determ ines that it is likely that action 
w ill have to be taken  to co llect from 
third-party pruchasers, the County 
Supervisor w ill notify such purchasers 
by letter (see  Guide Letter 1 9 62-A -2 , a 
copy o f w hich is av ailab le  in any Fm HA 
county office) that Fm HA security has 
b een  purchased by them  and that they 
m ay be called  upon to return the 
property or pay the value thereof in the 
event restitution is not m ade by the 
borrow er. If it la ter becom es necessary  
to  m ake dem and on such third-party 
purchasers, Fm HA w ill do so unless the 
ca se  a lready h as been  referred  to O GC 
or the U .S. A ttorney, in w hich event the 
dem and w ill be m ade by one o f those 
offices.

(iii) W hen restitution is m ade by the 
borrow er, or a  determ ination is m ade, 
w ith the ad vice o f OGC, that the facts  in 
the ca se  do not support the claim  
against the third-party purchaser, the 
third-party purchaser w ill be informed . 
by the County Supervisor that FmHA 
w ill take no ad verse action  (see Guide 
L etter 1 962-A -3 , a copy of w hich is 
av ailab le  in any Fm H A county office). 
O rdinarily, it w ill not be n ecessary  to 
inform  the third-party purchaser o f 
O G C ’s d ecision w hen O G C determ ines 
that the fa c ts  support the claim  against 
the third-party purchaser but no 
su bstantial part of the claim  can  be 
collected . If O GC m akes such a 
determ ination and the third-party 
purchaser asks w hat determ ination has 
been  m ade, the County Supervisor will 
say  that no further action  is to b e  taken 
on the claim  “at this tim e."

(iv) In addition, unless personal 
contacts, w ith the third-party purchaser, 
or other efforts to co llect dem onstrate 
that further dem and would be futile, and 
a satisfactory  com prom ise offer has not

b een  received, a follow-up le tter (see 
Guide Letter 1962-A -4 , a copy of w hich 
is availab le  in any Fm HA county office) 
will be sent by the S ta te  D irector as 
soon as possib le after the 15-day period 
set forth in the dem and letter h a s  
expired. U nless response to the State  
D irector’s followup letter or personal 
con tacts or other efforts indicate that 
further dem and would be futile, an 
additional follow-up letter w ill be sent 
to the third-party purchaser by OGC 
after the ca se  has been  referred to that 
office.

(c) Handling civil and criminal cases. 
A ll cases  in w hich court actions to effect 
co llection  or to enforce the rights of 
Fm H A are recom m ended, w ill be 
forw arded to OGC by the S ta te  D irector 
in accord ance with paragraph (c)(3) of 
this section .

(1 ) County O ffice actions. Form s 
Fm HA 455-1 , “R equest for Legal 
A ction ,” and Fm HA 455-22 will be 
prepared. Form  Fm HA 455-2, “Evidence 
o f C onversion,” w ill be prepared for 
each  unauthorized disposal. The original 
and two copies o f Form s Fm HA 455-1, 
455-22, and, w hen applicable, Fm HA 
455-2 , together w ith the borrow er’s case  
file, will be subm itted fo the State  
O ffice. Signed statem ents should be 
obtained, if  possib le, from the borrow er, 
any third party purchasers, or others to 
support the inform ation contained  on 
Form  Fm H A 455-1 . Appropriate 
recom m endations regarding civil actions 
will b e  m ade on Form s Fm HA 455-1  and 
Fm H A 455-22  against the borrow er or 
others. W hen a case  is referred to the 
S tate  O ffice, the County Supervisor will 
keep that office inform ed of any future 
developm ents in the case . If Form s 
Fm H A 1 9 2 4 -1 4 ,1 9 2 4 -2 5  and 1924-26 
hav e not been  sent, they will now  be 
sent to  the borrow er and any other 
obligor(s) on the note. A ny appeal must 
be concluded before a civil action  can 
be filed.

(2) D istrict O ffice actions. Exhibit D or 
Exhibit E  o f Subpart A  o f Part 1955 of 
this chapter w ill be prepared and sent 
after any appeal is concluded, or Form 
Fm H A 1924-26 w as not returned within 
the sp ecific  allow ed time.

(3) S tate  O ffice actions, (i) upon 
receipt o f Form  Fm HA 455-1  and, w hen 
applicable, Form  Fm HA 455-2 , the S tate  
D irector w ill analyze each  form to 
determ ine i f  all o f the n ecessary  
inform ation is docum ented and, if  not, 
w hether an appropriate effort w as m ade 
to obtain  the inform ation. If all the 
«necessary inform ation is not 
docum ented, the S ta te  D irector will 
return the ca se  and request the County 
Supervisor to obtain  the inform ation to 
com plete Form s Fm HA 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 been 
obtained, the State Director will refer 
the case to OGC for civil action, if 
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 
statements, 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, 
of 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, die 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 that a 
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.

(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 the j 
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.

(iii) 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) . If 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 not appear 

in the Code of Federal Regulations.
Dated: October 4,1985.

Harris D. Blake
Acting Administrator, Farmers Home 
Administration.
[FR Doc. 85-25644 Filed 10-31-85; 8:45 am]
BILLING CODE 3410-07-M


