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Approved by: Deputy Administrator, Farm Loan Programs

Amendment Transmittal
A Reasons for Amendment

Subparagraph 160 A has been amended to provide clarification in an effort to correct repeated
errors identified in deferral reviews completed by the National Office.

Subparagraph 196 C “note” has been added to provide clarification on delegation of contract
manager authority.

Subparagraph 200 B has been removed as a correction to the previous amendment.
Subparagraph 344 A has been amended to revise the title for clarification.

Subparagraph 346 E has been amended to provide clarification on closing Shared Appreciation
Repayment Agreements.

Subparagraph 401 B has been amended to revise the directions for using the “BAP” flag
Subparagraph 406 A has been amended to remove the “CO” special classification code
Subparagraph 407 F has been amended to revise the directions for using the “BAP” flag, remove
the “CO” special classification code, and add partial cancellation information for unsecured

loans when the discharged former borrower is making payments on the secured loans.

Paragraph 956 has been withdrawn because partial cancellation information has been moved to
subparagraph 407 F.

Exhibit 11 has been amended to remove the “CO” special classification code.

Exhibit 16, subparagraph B has been amended to clarify that accounts returned as uncollectible
from cross-servicing shall be cancelled when 3 qualifying conditions have been met.
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Amendment Transmittal (Continued)

A Reasons for Amendment (Continued)

Exhibit 17, subparagraphs 5 A and 5 G have been amended to update eDALR$ constants for the

year.

Exhibits 31, 40, and 41 have been amended to remove obsolete equal credit opportunity

language.
Page Control Chart
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9,10 4-51, 4-52 11, page 1
5-21, 5-22 page 2 (remove)
5-25 16, pages 9, 10
9-7,9-8 17, pages 37, 38
9-11 through 9-16 pages 41, 42
11-1, 11-2 31, page 1
11-9 through 11-12 page 2 (add)
24-5, 24-6 40, pages 1, 2
24-7, 24-8 (remove) page 3
41, pages 1, 2
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UNITED STATES DEPARTMENT OF AGRICULTURE
Farm Service Agency
441South Salina Street, Room 536
Syracuse, New York 13202-2455

Direct Loan Servicing-Special and Inventory NY Amendment 1
Property Management

5-FLP

Approved by: State Executive Director

Amendment Transmittal

A  Reasons for Amendment

Subparagraph 3 C - Guidance on Notary Acknowledgement

Subparagraph 3 D - Guidance on Signature Requirements

Subparagraph 3 F - Using State-Specific and State-Created Forms

Subparagraph 104 A - Obtaining PLS Appraisals

Subparagraph 196 B - Filing Conservation Contracts

Subparagraph 229 B - State-Certified Mediation Requirements

Subparagraph 247 B - Closing Reamortized Loans

Subparagraph 302 A - Homestead Protection According to State Laws
Subparagraph 343B - Real Estate Appraisals for determination of SAA Recapture.

Subparagraph 345C - Satisfying Shared Appreciation Agreements (SAA) According to
State Laws

Subparagraph 346 E - Maintaining Lien Position When Amortizing SAA Recapture.
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Amendment Transmittal (Continued)

Subparagraph 401 E - State Policies and Procedures for Bankruptcy
Subparagraph 402 F - Reaffirmation of Debt.

Subparagraph 421 D - State Policies and Procedures for Civil and Criminal Actions
Subparagraph 443 C - Managing the Liquidation Process.

Subparagraph 462 B - Title Searches.

Subparagraph 464 B - Lien Searches.

Subparagraph 498 A - Convergence of Rights with Real Property.
Subparagraph 531 A - Loan Acceleration

Subparagraph 533 A - Case File Preparation for Acceleration

Subparagraph 533 E - Determination of Property Value Prior to Acceleration
Subparagraph 534 E - Notification of Prior Lienholders After Acceleration
Subparagraph 535 C - Partial Payments After Acceleration

Subparagraph 551 A - General Involuntary Liquidation

Subparagraph 551 D — Calculating Amount To Be Reported to DOJ
Subparagraph 566 D - Real Property Foreclosures

Subparagraph 567 C - Bidding at Foreclosure Sales

Subparagraph 568 A - Acquisition of Inventory Property

Subparagraph 568 E - Addressing Outstanding Loan Balances After Real Estate
Foreclosure

Subparagraph 582 D - Addressing Outstanding Loan Balances After Chattel Foreclosure
Subparagraph 601 A - Third Party Foreclosures
Subparagraph 601 C - Contract Forfeiture

Subparagraph 602 A - Prior Lienholder Liquidation
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Amendment Transmittal (Continued)

Subparagraph 604 E - Redemption Rights

Subparagraph 705 C - Custodial Property

Subparagraph 707 F - Removal of Abandoned Vehicles From Inventory Property
Subparagraph 724 A - Taxes on Inventory Property

Subparagraph 776 D - Advertisement of Inventory Property Sale

Subparagraph 776 F - Contracting With Real Estate Brokers to Sell Inventory Property

Subparagraph 778 E - Sale of Inventory Property
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Amendment Transmittal (Continued)

B Page Control Chart

The following table provides instruction to replace, add, or remove pages within this

handbook.

Page Control Chart

TC

Text

Exhibits

NY TC page 1-3 (insert)

NY Page 1-4, 1-5 (insert)

NY Page 3-65 (insert)

NY Page 5-21 through 5.21.2
(insert)

NY Page 6-37, 6-62 (insert)
NY Page 7-38 (insert)

NY Page 9-3, 9-9, 9-11 (insert)
NY Page 11-2 through 11-2.1,
11-4, 11-31 (insert)

NY Page 12-4 (insert)

NY Page 13-2, 13-6 (insert)
NY Page 14-34 (insert)

NY Page 15-1, 15-3 through
15-3.2, 15-6, 15-7 (insert)
NY Page 16-1through 16-1.1,
16-2, 16-31 through 16-31.2,
16-32 through 16-32.1, 16-33,
16-35, 16-53 (insert)

NY Page 17-1 through 17-1.1,
17-2, 17-6 (insert)

NY Page 18-4, 18-7 (insert)
NY Page 19-4 (insert)

NY Page 21-3, 21-5, 21-12
through 21-12.1 (insert)

Exhibit 1 (insert)
Exhibit 2 (insert)
Exhibit 3 (insert)
Exhibit 4 (insert)
Exhibit 5 (insert)
Exhibit 6 (insert)
Exhibit 7 (insert)
Exhibit 8 (insert)
Exhibit 9 (insert)
Exhibit 10 (insert)
Exhibit 11 (insert)
Exhibit 12 (insert)
Exhibit 13 (insert)
Exhibit 14 (insert)
Exhibit 15 (insert)
Exhibit 16 (insert)
Exhibit 17 (insert)
Exhibit 18 (insert)
Exhibit 19 (insert)
Exhibit 20 (insert)
Exhibit 21 (insert)
Exhibit 22 (insert)
Exhibit 22A (insert)
Exhibit 22B (insert)
Exhibit 22C (insert)
Guide Letter 1 (insert)
Guide Letter 2 (insert)
Guide Letter 3 (insert)
Guide Letter 4 (insert)
Guide Letter 21A (insert)
Guide Letter 21B (insert)
Guide Letter 21C (insert)
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Par. 1
Part 1 Introduction and Purpose

1 Purpose and Sources of Authority.

A Handbook Purpose

This handbook is designed to assist FSA in understanding the following:

regulations governing:

e direct loan servicing — special
e inventory property management

roles and responsibilities in implementing those regulations and other responsibilities in
direct loan servicing — special and inventory property management.

B Sources of Authority

3-19-12

The sources of authority for this handbook include the following:

o*--7 CFR Part 3; 7 CFR Part 1951, Subpart C; 7 CFR Part 1956, Subpart B;

31 CFR Part 285; and 31 CFR Parts 901 through 904 for internal administrative offset,
Federal salary offset, debt settlement, cross-servicing (including AWG), TOP, and
Federal claims collection standards

7 CFR Part 766 for servicing borrowers who are financially distressed or delinquent
7 CFR Part 767 for managing, leasing, and selling inventory property

various laws and statutes passed by Congress, including CONACT and DCIA.--*

Regulation References

Text in this handbook that is published in the CFR is printed in bold text. The CFR citation
is printed in brackets in front of the text. The references and text:

are intended to highlight the requirement in the CFR
may be used to support adverse FSA decisions.

Note: Cross-references printed in bold are citing a CFR section. The handbook paragraph

or subparagraph where the cross-referenced CFR text can be found in is printed in
nonbold text in parenthesis (within the bold text).

Example: Subparagraph 103 C provides “[7 CFR 766.105(b)] (1) The Agency will
attempt to achieve a 110 percent debt service margin for the servicing
options listed in paragraphs (a)(2) through (4) (subparagraph B) of this
section.”

Note: The text “paragraphs (a)(2) through (4) of this section” refers to
7 CFR 766.105 (a)(2) through (4). The nonbold reference
indicates that 7 CFR 766.105(a) is included in|subparagraph 103|B.
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Par. 2
2 Related References

A Related FSA Handbooks

The following FSA handbooks concern FLP.

IF the area of concern is about... THEN see...
appeals and mediation 1-APP.
civil rights compliance and administration for FSA programs 18-A0.

common management and operating provisions for program management 1-CM.
activities, functions, and automated applications, such as forms that cannot
be accepted by FAX

direct loan making 3-FLP.
direct loan regular or routine servicing 4-FLP.
*--disaster designations 1-DIS.--*
employee development and training 6-PM.
environmental requirements 1-EQ.

general and administrative regulations governing FLP, and implementing 1-FLP.
NAD final determinations

guaranteed loan making and servicing 2-FLP.

the Emergency Loan Seed Producers Program, Horse Breeder Loan 6-FLP.
Program, Indian Tribal Land Acquisition Program, Special Apple Loan
Program, Land Contract Guarantee Program, and servicing of minor loan

programs
personnel management, such as employee conflict of interest 3-PM.
policies and procedures for the acquisition of supplies, equipment, and 27-AS.
services

procedures for collecting, maintaining, or disclosing data or information 3-INFO.
about an individual

procedures for making records available to the public, other Federal 2-INFO.
agencies, and Congress

processing collections and canceling loan checks and payments 3-FI.
State and county organization and administration policies, procedures, 16-A0.
principles, and standards, such as work organization

State and county records management 25-AS.

*--Notes: See 1-DIS for information on the disaster designation process.--*
RD Instruction 1940-G must be used along with 1-EQ.

See RD Instructions 1951-C and 1956-B for information on administrative offset and
debt settlements, respectively.

B Helpful Links

The Helpful Links web site at
https://arcticocean.sc.egov.usda.gov/flp/InformationalLinks?Action=HelpfulLinks&caller=index
provides links to useful web sites.
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Par. 2
2 Related References (Continued)

C State Supplements

*--Seg Exhibit 4 for State supplements required by this handbook. SED’s are authorized to
issue State supplements to this handbook in addition to State supplements listed in Exhibit 4

Note: Additional State supplements may:

e not be issued to simply state verbatim, policies already established in the national
handbook

e be issued:
e when the national handbook does not provide complete guidance
e to provide additional guidance for employees with limited experience

e when State law requirements are not specifically addressed in the national
handbook.--*

SED’s shall:

e issue required supplements, and any additional supplements, according to 1-AS,
paragraph 216

e obtain approval of State supplements according to 1-AS, paragraph 220.
3 FLP Forms

A Form References

Except as provided in this paragraph, this handbook refers to forms according to the new
forms numbering system that becomes effective December 31, 2007. Forms executed before
December 31, 2007, may have a number different from that referenced. See 1-FLP,

Exhibit 5 for a comparison of form numbers before and after December 31, 2007.

Note: Sae Exhibit[1 for titles of forms referenced in this handbook.

With the exception of FSA-2510, FSA-2512, and FSA-2514, form numbers are not
referenced in CFR (bold) text. CFR refers to forms by either of the following:

e the common name of the form
Example: CFR may state, “a promissory note”, instead of stating, “FSA-2026".
e purpose or the information collected.
Example: CFR may state, “a conservation contract”, instead of stating, “FSA-2535".
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Par. 3
3 FLP Forms (Continued)

A Form References (Continued)

This handbook may refer to the following forms by title and/or form number.

Form Number Form Title
FSA-2026 Promissory Note
FSA-2029 Mortgage/Deed of Trust
FSA-2489 Assumption Agreement
FSA-2535 Conservation Contract
FSA-2543 Shared Appreciation Agreement
B FSA-2029

All references to FSA-2029 within this handbook are intended as a reference to the
applicable State-specific Mortgage or Deed of Trust. State-specific Mortgages or Deeds of
Trust are available on the FFAS Employee Forms/Publications Online Website at
http://intra3.fsa.usda.gov/dam/ffasforms/forms.html and are numbered FSA-2029 “ST”.

Notes: “ST” represents the appropriate State acronym.

SED is not required to issue a State supplement for the State-specific version of
FSA-2029.

C Notary Acknowledgement

Forms do not include preprinted text for the Notary Acknowledgement because numerous
States have State-specific laws establishing required text. Therefore, a fillable text area is
provided under the “Acknowledgement” heading. SED’s shall issue State supplements
providing the appropriate Notary Acknowledgement text to be inserted.

D Applicant and Borrower Signatures

Forms completed by applicants or borrowers include a signature box to accommodate
multiple signatures. Separate signature lines are not provided because the number of
signatures required for an entity applicant or borrower cannot be determined in advance.
Instructions for completing forms will provide guidance to applicants or borrowers on
signature requirements.

Forms prepared by FSA for the applicant’s or borrower’s signature include a fillable area
instead of preprinted signature lines. County Offices shall insert a signature line and the
name of each applicant, borrower, entity member, or other individual required to sign the
form.

SED’s shall issue a State supplement addressing State-specific signature requirements.
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Par. 3
3 FLP Forms (continued)

C Notary Acknowledgement

Refer to Exhibit 1 of NY 3-FLP Amendment for guidance on the proper notary
acknowledgement and signature requirements.

D Applicant Signatures

Refer to Exhibit 2 of NY 3-FLP Amendment for guidance on the proper signature
requirements for individuals, entities and trusts.
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Par. 3

FLP Forms (Continued)

E State Office Modified National Forms

State and County Offices shall use national forms unless their use is prohibited by State law.
If modification to a national form is required to comply with State law, the State Office shall
submit a copy of the national form showing the necessary modifications, through the State
Directives Management System.

Note: State-specific forms based on national forms will be made available on the
FFAS Employee Forms/Publications Online Website at
http://intra3.fsa.usda.gov/dam/ffasforms/forms.html with the same form number
as the national form, followed by the State acronym.

State-Created Forms
State Offices may create forms, as necessary, when a national form is not available.

State-created forms shall be assigned a 5-digit number establishing linkage to the appropriate
FLP handbook, followed by the State acronym, according to the following.

IF the form pertains to... THEN the form number shall be...

more than one FLP handbook | FSA-2000-1 ST, FSA-2000-2 ST, FSA-2000-3 ST, etc.
1-FLP FSA-2100-1 ST, FSA-2100-2 ST, FSA-2100-3 ST, etc.
2-FLP FSA-2200-1 ST, FSA-2200-2 ST, FSA-2200-3 ST, etc.
3-FLP FSA-2300-1 ST, FSA-2300-2 ST, FSA-2300-3 ST, etc.
4-FLP FSA-2400-1 ST, FSA-2400-2 ST, FSA-2400-3 ST, etc.
5-FLP FSA-2500-1 ST, FSA-2500-2 ST, FSA-2500-3 ST, etc.
6-FLP FSA-2600-1 ST, FSA-2600-2 ST, FSA-2600-3 ST, etc.

Notes: “ST” represents the appropriate State acronym.

Before using State forms imposing information collections on 10 or more persons per
year, State Offices shall work with the National Office to obtain OMB approval.

SED shall issue State supplements, as applicable, to address the use of all
State-specific and State-created forms.

Exception:  State-specific FSA-2029’s do not require State supplement issuance.

*--G Other Sources of Forms

9-3-10

FSA does not provide forms that establish an agreement or contract between
applicants/borrowers and third parties only, such as leases. Advise applicants/borrowers to
obtain these forms from other sources, such as Extension Service, on-line services,
attorney, etc.--*
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Par. 3
3 FLP Forms (Continued)

F Using State-Specific Requirements

No State Instruction needed
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Par. 4

4 Agency Exception Authority,

A General

9-20-12

*--[7 CFR 766.401, 767.251] On an individual case basis, the Agency may consider--*

granting an exception to any regulatory requirement or policy of this part if:

(i) The exception is not inconsistent with the authorizing statute or other applicable law;
and

(if) The Agency’s financial interest would be adversely affected by acting in accordance
with published regulations or policies and granting the exception would resolve or
eliminate the adverse effect upon its financial interest.

Authority for granting approval of an exception is held only by the Administrator and
DAFLP.

A decision as to whether an exception request will be submitted will be at FSA’s discretion
and is not appealable.

A request for an exception to program regulations should not be pursued under normal
servicing conditions. FSA considers requests submitted under extraordinary circumstances
only.

Submitting Exception Requests

SED must submit an exception request by e-mail to DAFLP at
RA.dcwashing2.FSA-AdmException. The e-mail subject should read “Administrator’s
Exception to (cite 5-FLP subparagraph) — (Borrower’s Name and State)”. An encrypted
attachment must fully describe the status of the account including:

a brief background on the case
e total outstanding FSA indebtedness, loan types, and amounts
e current status of the account
Note: If it is delinquent, where is it in Primary Loan Servicing?
e type of security (chattel or real estate) and estimated value
e prior liens
e proposed plan of action that warrants the exception request

e what procedure is to be waived
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Par. 4

4 Agency Exception Authority (Continued

B Submitting Exception Requests (Continued)

e the adverse effect to FSA resulting from compliance with the regulation and how it would
be eliminated or minimized through the exception

e discussion of graduation
e how the action is in the best financial interest of the Government

e additional information SED thinks is needed to review the case.

*--Note: County Offices may submit exception requests to SED by e-mail provided documents

are encrypted, as appropriate.--*

5 Introduction to Direct Loan Servicing — Special and Inventory Property Management

A Direct Loan Servicing — Special

1-30-12

[7 CFR 766.1(a)] This part describes the Agency’s servicing policies for direct loan
borrowers who:

(1) Are financially distressed;
(2) Are delinquent in paying direct loans or otherwise in default;
(3) Have received unauthorized assistance;

(4) Have filed bankruptcy or are involved in other civil or criminal cases affecting the
Agency; or

(5) Have loan security being liquidated voluntarily or involuntarily.

[7 CFR 766.1(b)] The Agency services FLP direct loans under the policies contained in
this part.

(1) Youth loans:

(i) May not receive Disaster Set-Aside under subpart B of this part

(ii) Will only be considered for rescheduling according to § 766.107|(paragraph 131) and
deferral according to § 766.109 |(paragraph 159)

(2) The Agency does not service Non-program loans under this part except where noted.

[7 CFR 766.1(c)] The Agency requires the borrower to make every reasonable attempt
to make payments and comply with loan agreements before the Agency considers
special servicing.
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5 Introduction to Direct Loan Servicing — Special and Inventory Property I\/Ianagementpar. :
(Continued)
B Inventory Property Management
[7 CFR 767.1(a)] This part describes the Agency’s policies for
(1) Managing inventory property;
(2) Selling inventory property;

(3) Leasing inventory property;

(4) Managing real and chattel property the Agency takes into custody after
abandonment by the borrower;

(5) Selling or leasing inventory property with important resources, or located in special
hazard areas; and

(6) Conveying interest in real property for conservation purposes.

[7 CFR 767.1(b)] The Agency maintains, manages and sells inventory property as
necessary to protect the Agency’s financial interest.

6-40 (Reserved)
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Par. 41
Part 2 Disaster Set-Aside (DSA)

41 Purpose
A Intent of DSA

[7 CFR 766.51] (a) DSA is available to borrowers with FLP program loans who suffered
losses as a result of a natural disaster.

(b) DSA is not intended to circumvent other servicing available under this part.

(c) Non-program loans may be serviced under this subpart for borrowers who also have
FLP program loans.

*--FLP loans that may be serviced under this part are FO, OL, CL, SW, EM, EE, ST, RL, and--*
RHF. NP’s may be serviced under this part for borrowers who also have any program loans
as noted in this subparagraph.

Note: YL’s are not eligible for servicing under this part.
DSA is only intended to relieve some of the borrower’s immediate and temporary financial
stress caused by a disaster. When the operation has demonstrated that it cannot make the

payments due and requires restructure, primary loan servicing under Parts 3 and 4 will be
used. DSA will not be used to circumvent the servicing available under Parts 3 and 4.
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Par. 42
42 Notifying Borrowers of DSA

A When FSA Must Notify Borrowers

When the President, the Secretary of Agriculture, or the Administrator designates a county as
*--a disaster area, FSA will make the DSA program available to its borrowers.--*

FSA will notify a borrower of DSA availability only if both:
e the borrower was an FLP borrower at the time of the disaster

e the borrower actively operated a farm in a county designated a disaster area or a county
contiguous to a designated county.

FSA will not notify borrowers whose FLP loans have been accelerated, restructured after the
disaster, have only NP’s or YL’s, or are paying FSA under a debt settlement agreement.

B How FSA Notifies Borrowers
Borrowers will be notified of DSA availability by sending out Exhibit 10 on the first
*--workday after the first disaster designation of a calendar year. This will inform all eligible

borrowers that the DSA program is available during disaster designations. The letter will list
all outstanding disaster designations at the time.--*
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Par. 43
43 DSA Applications

A Requests for DSA

[7 CFR 766.54(a)] (1) A borrower must submit a request for DSA in writing within
eight months from the date the natural disaster was designated.

(2) All borrowers must sign the DSA request.

(3) All FLP loans must be current or less than 90 days past due at the time the
application for DSA is complete.

B Required Financial Information
[7 CFR 766.54(b)] (1) The borrower must submit actual production, income, and
expense records for the production cycle in which the disaster occurred unless the

Agency already has this information.

(2) The Agency may request other information needed to make an eligibility
determination.

The borrower must also provide any documentation required to support the farm operating
plan as required in such as 3 years of production, income and expense records.
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44 Application Tracking

A Tracking DSA Requests

5-28-13

Par. 44

The authorized agency official must date stamp the borrower’s DSA request on the date FSA
received it. The application will be inputted and tracked through to completion in DLS under
Security Instruments Other Workflows.

The authorized agency official must, at a minimum, record the following in DLS:

e*--purpose type

request date

final disposition

final disposition date
disaster designation code
set-aside addendum date
installment date

disaster set-aside amount
amount approved.--*

5-FLP Amend. 27
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Par. 45
45 DSA Eligibility and Limitations

A Borrower Eligibility

[7 CFR 766.52(a)] The borrower must meet all of the following requirements to be
eligible for a DSA:

(1) The borrower must have operated the farm in a county designated or declared a
disaster area or a contiguous county at the time of the disaster. Farmers who have
rented out their land base for cash are not operating the farm.

(2) The borrower must have acted in good faith, and the borrower’s inability to make
the upcoming scheduled loan payments must be for reasons not within the borrower’s
control.

(3) The borrower cannot have more than one installment set aside on each loan.

(4) As a direct result of the natural disaster, the borrower does not have sufficient
income available to pay all family living and farm operating expenses, other creditors
and debts to the Agency. This determination will be based on:

(i) The borrower’s actual production, income and expense records for the year the
natural disaster occurred,;

(i1) Any other records required by the official;

(iii) Compensation received for losses; and

(iv) Increased expenses incurred because of the natural disaster.

(5) For the next production cycle, the borrower must develop a feasible plan showing
that the borrower will at least be able to pay all operating expenses and taxes due
during the year, essential family living expenses, and meet scheduled payments on all
debts, including FLP debts. The borrower must provide any documentation required
to support the farm operating plan.

(6) The borrower must not be in non-monetary default.

(7) The borrower must not be ineligible due to disqualification resulting from Federal
Crop Insurance violation according to 7 CFR part 718 (1-CM).

(8) The borrower must not become 165 days past due before the appropriate Agency
DSA documents are executed.

The borrowers must remain eligible until FSA-2501 is executed.
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Par. 45
45 DSA Eligibility and Limitations (Continued)

B Loan Eligibility

[7 CFR 766.52(b)] (1) Any FLP loan to be considered for DSA must have been
outstanding at the time the natural disaster occurred.

(2) All of the borrower’s FLP program and Non-program loans must be current after
the Agency completes a DSA of the scheduled installment.

(3) All FLP loans must be current or less than 90 days past due at the time the
application for DSA is complete.

(4) The Agency has not accelerated or applied any special servicing action under this
part to the loan since the natural disaster occurred.

(5) For any loan that will receive a DSA, the remaining term of the loan must equal or
exceed 2 years from the due date of the installment set-aside.

(6) The loan must not have a DSA in place.
The loans must remain eligible until FSA-2501 is executed.
C Borrowers in Bankruptcy
A borrower paying FSA debts under a confirmed bankruptcy plan may be eligible to receive
rSeelliifosr:Tlilar to DSA through the court by modifying the bankruptcy plan. See Part 11,

D Borrowers Paying Under a Debt Settlement

A borrower paying FSA under a Debt Settlement Adjustment Agreement is not eligible for
DSA.
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Par. 45

45 DSA Eligibility and Limitations (Continued)

E Limitations

12-31-07

[7 CFR 766.53(a)] The DSA amount is limited to the lesser of:

(1) The first or second scheduled annual installment on the Agency loans due after the
disaster occurred; or

(2) The amount the borrower is unable to pay the Agency due to the disaster.
Borrowers are required to pay any portion of an installment they are able to pay.

[7 CFR 766.53(b)] The amount set-aside will be the unpaid balance remaining on the
installment at the time the DSA is complete. This amount will include the unpaid
interest and any principal that would be credited to the account as if the installment
were paid on the due date, taking into consideration any payments applied to principal
and interest since the due date.

[7 CFR 766.53(c)] Recoverable cost items may not be set aside.
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Par. 46
46 DSA Approval

A Eligibility Determination

[7 CFR 766.55] Within 30 days of a complete DSA application, the Agency will
determine if the borrower meets the eligibility requirements for DSA.

*--The authorized agency official must prepare a credit presentation in FBP as part of the
eligibility determination and notify the borrower as soon as possible after making the--*
determination.

B Borrower Acceptance of DSA

[7 CFR 766.57] The borrower must execute the appropriate Agency documents within
45 days after the borrower receives notification of Agency approval of DSA.

Subject to the 165-calendar-day limitation in subparagraph 45 A, the borrower must sign
FSA-2501 within 45 calendar days (48 calendar days if the letter is sent by mail to allow
3 calendar days for delivery) of the date of FSA’s approval letter for each loan ISA. Any

exception must be requested according td paragraph 4|

C Required Forms

In closing a borrower’s approved DSA request, the authorized agency official will:
e prepare an original and 2 copies of FSA-2501

e staple the signed original on top of the original promissory note or assumption agreement
filed in the fire-proof safe

e staple 1 of the 2 copies of FSA-2501 to the copy of the promissory note or assumption
agreement filed in position 2 of the borrower’s case file

e give the second copy of FSA-2501 to the borrower.
D Modifying FSA-2501
FSA-2501 may need to be modified and issued as a State form to comply with individual

State laws. If SED, with OGC concurrence, modifies the form, it must still contain the date
of the set-aside and the original date of the installment.
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47

Par. 46
DSA Approval (Continued)

E Installments To Be Set-Aside

[7 CFR 766.58] (a) The Agency will set-aside the first installment due immediately after
the disaster occurred.

(b) If the borrower has already paid the installment due immediately after the disaster
occurred, the Agency will set aside the next annual installment.

F Interest Accrual

[7 CFR 766.59(a)] (1) Interest will accrue on any principal portion of the set-aside
installment at the same rate charged on the balance of the loan.

(2) If the borrower’s set-aside installment is for a loan with a limited resource rate and
the Agency modifies that limited resource rate, the interest rate on the set-aside portion
will be modified concurrently.

[7 CFR 766.59(b)] The amount set-aside, including interest accrued on the principal
portion of the set-aside, is due on or before the final due date of the loan.

G Recording DSA

*--The authorized agency official will use FSA-2501 as the source document to complete the
DSA Sl Other workflow to create and submit the 5S — Record Disaster Set-Aside DLS
transaction. FLOO borrower account status reports and inquiry screens will reflect the
amounts set-aside for each loan. An ISA identifier will be displayed on RC 540 for loans
with DSA.--*

H Security Requirements

[7 CFR 766.56] If the borrower is not current on all FLP loans prior to the borrower
executing the appropriate DSA Agency documents, the borrower, and all obligors in the
case of an entity, must execute and provide to the Agency a best lien obtainable on all
their assets except those listed under section 766.112(b)|(paragraph 211).

Adverse Determinations
A Notifying Borrowers of Adverse Determinations

DSA applications that do not meet all DSA requirements will be rejected and the borrower
will be notified of the decision and provided appeal rights according to 1-APP.
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Par. 48
48 Canceling and Reversing DSA

A Canceling DSA
[7 CFR 766.60] The Agency will cancel a DSA if:
[7 CFR 766.60(a)] The Agency takes any primary loan servicing action on the loan;
If FSA later restructures the borrower’s loan, the authorized agency official must cancel DSA
*--with a 5T — Cancel Disaster Set-Aside transaction when processing the restructuring through

DLS Special Servicing.--*

[7 CFR 766.60(b)] The borrower pays the current market value buyout in accordance
with § 766.113; or

[7 CFR 766.60(c)] The borrower pays the set-aside installment.

*--If the borrower pays the set-aside installment, the office shall contact FLOO to process the
DSA cancellation with a 5T — Cancel Disaster Set-Aside transaction in DLS.--*

B Reversing DSA

[7 CFR 766.61] If the Agency determines that the borrower received an unauthorized
DSA, the Agency will reverse the DSA after all appeals are concluded.

If FSA determines that the borrower received unauthorized DSA assistance, the borrower
will be notified and meetings scheduled according to Part 10.

If FSA still believes DSA was unauthorized after the meetings and once any borrower
appeals have been exhausted in FSA’s favor, FSA will reverse the set-aside by reinstating the
borrower’s original payment terms as if FSA had never granted DSA to the borrower. In
reversing DSA, the authorized agency official must:

e notify FLOO in writing to reverse DSA

e attach this notification to FSA-2501, which should remain stapled to the promissory note
or assumption agreement.

If a borrower becomes financially distressed or delinquent after FSA reverses DSA, the
authorized agency official services the borrower’s account according to Parts 3 and 4.
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Par. 49
49 Borrower Payments

A Applying and Processing Borrower Payments

[7 CFR 766.59(c)] The Agency will apply borrower payments toward set-aside
installments first to interest and then to principal.

FSA processes a borrower payment made on a DSA installment as a normal collection and
codes the installment as a “D” payment.

B Applying Payments of Borrowers With Multiple Set-Asides
In cases where the borrower received multiple set-asides on 1 loan under previous
regulations, the payments will be applied as noted in subparagraph A to the oldest set-aside

until it is paid in full and then to the later set-aside.

50-65 (Reserved)

12-31-07 5-FLP Amend. 1 Page 2-11



Par. 66
Part 3 Loan Servicing — General Procedures

Section 1  Notifying Borrowers of Loan Servicing
66 Borrower Notification
A General Requirements

[7 CFR 766.101(a)] The Agency will provide servicing information under this section to
borrowers who:

[7 CFR 766.101(a)] (1) Have a current farm operating plan that demonstrates the
borrower is financially distressed;

[7 CFR 766.101(a)] (2) Are 90 days or more past due on loan payments, even if the
borrower has submitted an application for loan servicing as a financially distressed
borrower;

The authorized agency official must provide a loan servicing notification package to a
borrower before initiating liquidation, accelerating borrower loan accounts, or repossessing
or foreclosing FSA security, unless the borrower was previously notified as 90 calendar days
past due or nonmonetary default and is already being serviced according to this part.

Example: A borrower misses his January 1, 2006, payment and is properly notified when he
becomes 90 calendar days past due. Processing is then delayed and while FSA
continues Primary Loan Servicing (PLS) he makes the January 1, 2006, payment
on January 15, 2007. At this point, he is less than 90 calendar days past due;
however, since the delinquency was not cured at any point, FSA continues to
process PLS. He is not renotified.

If a loan is past due, the far left-hand column of the 540 Report shows the number of days
that the loan is past due. The code “PDD” (Past Due Days) is shown beside the number.
*--The 540 Report should be printed and reviewed immediately by the authorized agency
official once it becomes available. Both the “Borrowers with Loans 90 Days Past Due”--*
and the “Borrowers with Loans Less Than 90 Days Past Due” should be reviewed to find all
accounts that will need to be notified of primary loan servicing in the coming month.

The borrower will be notified within 15 calendar days of becoming 90 calendar days past
due.
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Par. 66

66 Borrower Notification (Continued)

A General Requirements (Continued)

3-28-13

[7 CFR 766.101(a)] (3) Are in non-monetary default on any loan agreements;

*--FSA considers a borrower in nonmonetary default if the borrower has not acted in good faith

through acts of fraud, waste, or conversion, or fails to meet any loan agreements with FSA
according to 4-FLP, paragraph 99. For further information about compliance with loan
agreements, see 4-FLP, Part 6.

If the nonmonetary default is because of conversion, FSA will take the actions required in
4-FLP, Part 7, Section 2 and 4-FLP, subparagraph 100 C. If it appears that a borrower is in
nonmonetary default for any reason other than conversion, the borrower’s noncompliance
must be determined according to 4-FLP, subparagraph 100 B before being provided with
Primary Loan Servicing notifications.--*

[7 CFR 766.101(a)] (4) Have filed bankruptcy;

When FSA learns that a borrower has filed for bankruptcy, FSA will service the borrower’s
account according to Part 11.

[7 CFR 766.101(a)] (5) Request this information;

The authorized agency official will record a borrower’s request for a loan servicing
notification package in the borrower’s running record or place the written request in the
borrower’s file.

[7 CFR 766.101(a)] (6) Request voluntary conveyance of security;

The authorized agency official will send a loan servicing notification package to a borrower
requesting full liquidation by voluntary conveyance, unless the borrower was previously
notified and is already being serviced according to this part.

[7 CFR 766.101(a)] (7) Have only delinquent SA; or

FSA will notify delinquent NP borrowers who have only SA amortization agreements.

[7 CFR 766.101(a)] (8) Are subject to any other collection action, except when such
action is a result of failure to graduate. Borrowers who fail to graduate when required

and are able to do so, will be accelerated without providing notification of loan
servicing options.
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Par. 67
67 Providing Loan Servicing Notification Package

A Forms for Notifying Borrowers

[7 CFR 766.101(b)] The Agency will notify borrowers of the availability of primary loan
servicing programs, conservation contract, current market value buyout, debt
settlement programs and homestead protection as follows:

[7 CFR 766.101(b)] (1) A borrower who is financially distressed, or current and
requesting servicing will be provided FSA-2512 (Appendix A to this subpart) (appendix
only in CFR);

*--Notification will be hand-delivered or sent by regular mail to borrowers who are current and
requesting servicing.--*

[7 CFR 766.101(b)] (2) A borrower who is 90 days past due will be sent FSA-2510
(Appendix B to this subpart) (appendix only in CFR);

*--The authorized agency official must send FSA-2510 within 15 calendar days of the
determination of the default. Notification will be sent by certified mail. The account will be
flagged “PLS” [(Exhibit 11), using FSA-2562, until the primary loan servicing process has
been completed or the account accelerated.--*

[7 CFR 766.101(b)] (3) A borrower who is non-monetary or both monetary and
nonmonetary default will receive FSA-2514 (Appendix C to this subpart) (appendix only
in CFR);

*--1f a potential nonmonetary default cannot first be resolved through the steps in
|subparagraph 66|A, FSA-2514 will be sent by certified mail. The account will be flagged
“PLS” (Exhibit 11), using FSA-2562, until the primary loan servicing process has been
completed, the default resolved, or the account accelerated.--*

[7 CFR 766.101(b)] (4) A borrower who has only delinquent SA will be notified of
available loan servicing;

The borrower will be sent FSA-2547 within 15 calendar days of the missed payment. The
borrower must submit the items specified in subparagraphs 8fl C through I within 60 calendar
days of the date on the notice. If a complete application has not been received within

30 calendar days FSA-2548 will be sent.

[7 CFR 766.101(b)] (5) Notification to a borrower who files bankruptcy will be provided
in accordance with subpart G (Part 11) of this part.

Note: Part 11 only addresses who would be sent notification. The appropriate form used for

notification is established by this subparagraph based on the borrower’s status as
current, financially distressed, 90 calendar days past due, or nonmonetary default.
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Par. 67
67 Providing Loan Servicing Notification Package (Continued)

B Using DLS Special Servicing

The authorized agency official must track all notification and servicing activity through DLS
Special Servicing and FSA-2580.

C Methods of Notifying Borrowers

[7 CFR 766.101(c)] Notices to delinquent borrowers or borrowers in non-monetary
default will be sent by certified mail to the last known address of the borrower. If the
certified mail is not accepted, the notice will be sent immediately by first class mail to
the last known address. The appropriate response time will begin 3 days following the
date of the first class mailing. For all other borrowers requesting the notices, the
notices will be sent by regular mail or hand delivered.

If the notification package is returned “address unknown”, the authorized agency official will
verify the borrower’s current postal address using FSA-137 according to 5-AS, paragraph 77.
If no new address can be obtained, the authorized agency official will continue to use the last
known address.

Once the address verification process is completed, the authorized agency official will:

e record the date the original package was returned and the date the contents are re-mailed
on the original envelope and file the original envelope in position 4 of the case file

e resend the contents of the loan servicing notification package in a new sealed envelope.

The timeframe for a complete application will be determined according to
|subparagraph 83|B.

D Requests for Copies of Regulations
A borrower may request copies of regulations at any time. When asked, the authorized

agency official must provide a borrower 1 free copy of a regulation within 10 workdays of
the request. See 2-INFO for further guidance.
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Par. 68
68 Other Loan Servicing Notification Requirements

A Notifying All Parties on a Note of Loan Servicing

For Primary Loan Servicing purposes, all parties who signed the promissory note are
considered borrowers and are liable for all the debt.

When a borrower subject to loan servicing notification is:

e an entity comprised of 2 or more individuals, the authorized agency official will provide
a loan servicing notification package to the entity and each party who signed the
promissory note or pledged security for the loan

e amarried couple at the same address, the authorized agency official will provide them
1 loan servicing notification package that is addressed to both parties

e amarried or divorced couple at different addresses, the authorized agency official will
provide a loan servicing notification package to each person at their own address.

Note: A divorced spouse who has left an operation may seek a release of liability. See
| paragraph 84 [for more information on releasing divorced spouses from liability.
All required subsequent notifications are sent in the same manner.

Third parties who pledged property as security or borrowers with YL’s will receive
Exhibit 13 or[14} as appropriate, with the notification to explain why they are being notified

and their servicing options.

Note: |[Exhibits 13|and [L4]are both available electronically on the FFAS Employee
Forms/Publications Online Website located at

http://165.221.16.90/dam/ffasforms/forms.html. Select Find Current Forms Using

Our Form Number Search and enter “5-FLR Exhibit 13" or “5-FLH Exhibit 14" in the
“Form Number” search field. CLICK “Submit”.

B Internal Administrative Offset Notification
According to RD Instruction 1951-C, Sections 1951.103, and 1951.104, the authorized
agency official will send an offset notification to a borrower who is 90 calendar days past due

*--if the account is eligible for offset. The offset notice will be sent certified mail, in the same

envelope with the loan servicing notification package. The notices will be placed back to
back with a blank sheet of bold colored paper in between.--*

C TOP Referral
Delinquent loans will be referred to TOP according to Exhibit 15

69-80 (Reserved)
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Par. 81
Section 2 Completing the Loan Servicing Application

81 Required Information

A General Application Requirements and Signatures

[7 CFR 766.102(a)] Except as provided in paragraph (e) (subparagraph 83 A) of this
section, an application for primary loan servicing, conservation contract, current
market value buyout, homestead protection, or some combination of these options, must
include the following to be considered complete:

FSA will consider an application complete when the borrower has completed, signed, dated
and submitted to the servicing office, the forms and reports listed in subparagraphs B
through | to the extent that the borrower is responsible.

The authorized agency official will date stamp, on the date received, all material received
from the borrower. Date of complete application is entered on FSA-2001.

B Acknowledgement Form

[7 CFR 766.102(a)(1)] Completed acknowledgement form provided with the Agency
notification and signed by all borrowers;

To request loan servicing, all delinquent or distressed borrowers must sign and submit
FSA-2511, FSA-2513, or FSA-2515 as appropriate unless the borrower is a divorced spouse
seeking a release of liability.

C Application Form
[7 CFR 766.102(a)(2)] Completed Agency application form;
The borrower and, in the case of an entity, all entity members must complete FSA-2001. The
authorized agency official will order personal and/or commercial credit reports immediately
upon receipt of the signed FSA-2001 and acknowledgement form. No credit report fee is
collected for applications for servicing only. Entity members may use FSA-2037 to provide
financial information.

*--Note: For FSA-2001 without initials only, authorized agency official will obtain initials
before closing the servicing action requested.--*
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Par. 81

81 Required Information (Continued)

D

12-31-07

Financial Records

[7 CFR 766.102(a)(3)] Financial records for the three most recent years, including
income tax returns;

The borrower must provide all farm and nonfarm income and expense records, including
family living expenses. Financial records will be submitted through FSA-2002 or other
similar format. FSA does not release a borrower’s income tax records without OGC’s
consent.

Production Records

[7 CFR 766.102(a)(4)] The farming operation’s production records for the three most
recent years or the years the borrower has been farming, whichever is less;

Farm production records will be submitted through FSA-2003 or other similar format.
Compliance With Environmental Requirements

[7 CFR 766.102(a)(5)] Documentation of compliance with the Agency’s environmental
regulations contained in subpart G of 7 CFR part 1940;

AD-1026 and NRCS-CPA-026, which accurately reflect the current farm operation, must be
used. FSA will not require new forms unless the existing forms no longer reflect the current
operation.

Verification of Nonfarm Income

[7 CFR 766.102(a)(6)] Verification of all non-farm income;

Nonfarm income will be verified and documentation included in the case file according to
3-FLP, subparagraph 42 A.

Farm Operating Plan

[7 CFR 766.102(a)(7)] A current financial statement and the operation’s farm operating
plan, including the projected cash flow budget reflecting production, income, expenses,
and debt repayment plan. In the case of an entity, the entity and all entity members
must provide current financial statements; and

FBP will be prepared from FSA-2037 and FSA-2038 and the borrower’s historical data.
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Par. 81
81 Required Information (Continued)

I Verification of Debt and Collateral
[7 CFR 766.102(a)(8)] Verification of all debts and collateral.

Debts will be verified and documentation included in the case file according to 3-FLP,
subparagraph 42 A.

82 Additional Information Required if Applying for Other Loan Servicing Programs
A Debt Settlement

[7 CFR 766.102(c)] To be considered for debt settlement, the borrower must provide
the appropriate Agency form, and any additional information required under subpart
B of 7 CFR Part 1956.

To apply for debt settlement, a borrower must complete and submit RD 1956-1 and may do
*--s0 at any time. The loan account does not need to be delinquent and the borrower does not
need to apply for primary loan serving before applying for debt settlement. See RD

Instruction 1956-B and Exhibit 16.:-*

B Conservation Contract

[7 CER 766.102(b)] In addition to the requirements contained in paragraph (a)
ﬁaraﬁraﬁh 81)| of this section, the borrower must submit an aerial photo delineating any

land to be considered for a conservation contract.

To apply for a conservation contract, a borrower must submit to the County Office:

e acomplete application as described i

e an aerial photo or map of the tract and approximate legal description, outlining the
proposed boundaries of the conservation area.

See Part 5 for more information on conservation contracts.
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Par. 83

83 Borrower Response Timeframes

A Borrower Response Timeframes

12-31-07

[7 CFR 766.101(d)] To be considered for loan servicing, a borrower who is:

(1) Current or financially distressed may submit a complete application any time prior
to becoming 90 days past due;

If a distressed borrower becomes 90 calendar days past due before closing a loan restructure,
processing will stop and the authorized agency official will send the 90-calendar-day past
due notification.

[7 CFR 766.102(d)] If a borrower who submitted a complete application while current
or financially distressed is renotified as a result of becoming 90 days past due, the
borrower must only submit a request for servicing in accordance with paragraph (a)(1)
(subparagraph 81|B) of this section, provided all other information is less than 90 days
old and is based on the current production cycle. Any information 90 or more days old
or not based on the current production cycle must be updated.

[7 CFR 766.102(e)] The borrower need not submit any information under this section
that already exists in the Agency’s file and is still current as determined by the Agency.

[7 CFR 766.101(d)(2)] Ninety (90) days past due must submit a complete application
within 60 days from receipt of FSA-2510;

[7 CFR 766.101(d)(3)] In non-monetary default with or without monetary default must
submit a complete application within 60 days from receipt of FSA-2514.

For borrowers who are 90 calendar days past due or in nonmonetary default, all items
required from the borrower according to[paragraph 81]must be received in the office by close
of business on the last day. If the 60th calendar day is a Saturday, Sunday, or Federal
holiday, FSA will accept the borrowers completed application the next workday.
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4-3-12

Par. 83

Borrower Response Timeframes (Continued)
B When Loan Servicing Application Timeframes Begin

*--If the loan servicing notification package is sent by certified mail, the timeframes begin the

day the certified mail is delivered.--*

If the loan servicing notification package is sent by first class mail, the timeframes begin
3 calendar days after the mailing date.

If the borrower is an entity or 2 or more individuals not at the same address, the timeframes
* * * phegin the day the last borrower received the loan servicing notification package * * * .

Incomplete Applications

Borrowers who are notified with FSA-2510 or FSA-2514 and do not submit all required
information will be sent FSA-2516 in approximately 30 calendar days to remind them of the
final day to submit a complete application and all items still required. No further contact
regarding incomplete applications or timeframes is required.

SED Extension Authority

SED has the authority to extend the deadline only for the submission of a complete
application. This must be based only upon extraordinary circumstances that are beyond the
borrower’s control, such as serious illness. The authorized agency official must recommend
this extension in writing to SED and include specific details of the circumstances. Such
extensions normally will not exceed 30 calendar days.
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Par. 84
84 Releasing Divorced Spouses of Liability

A General

This paragraph applies only when a borrower requests, with a loan servicing request, a
release from liability because of divorce. There is no authority to release individual members
of an entity under this part.

FSA will consider releases of liability for borrowers who are current on all payments under
4-FLP.

A divorce does not release an FSA obligor from liability. The authorized agency official will
provide a loan servicing notification package to divorced spouses who have not been released

of liability according td paragraph 68}

A borrower is responsible for informing FSA of a divorce action and providing FSA with
copies of divorce decrees, court sanctioned settlement agreements, and updated contact
information, such as a new mailing address and telephone number.

B Release of Liability Requirements
[7 CFR 766.102 (f)] When jointly liable borrowers have been divorced and one has
withdrawn from the farming operation, the Agency may release the withdrawing

individual from liability, provided:

(1) The remaining individual submits a complete application in accordance with this
section;

(2) Both parties have agreed in a divorce decree or property settlement that only the
remaining individual will be responsible for all Agency loan payments;

(3) The withdrawing individual has conveyed all ownership interest in the security to
the remaining individual; and

(4) The withdrawing individual does not have repayment ability and does not own any
non-essential assets.

*--The borrowers will submit any information required by the authorized agency official to--*

address the items in this subparagraph. Common items required include a Divorce Decree,
Property Settlement Agreements, Deeds, Bills of Sale, and financial information.
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Par. 84
84 Releasing Divorced Spouses of Liability (Continued)

C Applying for Loan Servicing

An application for loan servicing that requests release of liability of a withdrawing spouse is
complete and can only be approved when:

e the withdrawing spouse submits the material and documentation required by
subparagraph B within the timeframe required by| subparagraph 83/ A

e the remaining borrower submits all forms and documentation required in|paragraph 81
within the required timeframe.

D Approval or Disapproval of Release of Liability

*--If a divorced spouse requests a release of liability under this paragraph, the authorized agency
official will prepare and forward FSA-2080, all relevant case information, and a well-
documented memo summarizing the request to SED. The authorized agency official--* will
include a recommendation.

If SED approves the release of liability, the authorized agency official may then process the
loan servicing request of remaining obligors who have submitted a complete and timely loan
servicing application.

If the release cannot be approved by SED, the borrower requesting the release will be given
appeal rights. After all appeals are concluded, FSA will continue processing the loan
servicing application and both borrowers must jointly execute all remaining documents.

Once the application is complete and all required information is received from both parties,

processing a release of a divorced spouse does not delay or suspend the time for FSA to
process the application of the remaining borrower.

9-3-10 5-FLP Amend. 9 Page 3-37



Par. 85

85 Borrowers Do Not Respond to Loan Servicing Notification

A

12-31-07

General Policy

[7 CFR 766.103 (a)] If a borrower who is financially distressed or current requested
loan servicing and received FSA-2512, but fails to respond timely and subsequently
becomes 90 days past due, the Agency will notify the borrower in accordance with

§ 766.101(a)(2) (subparagraph 67|A).

[7 CFR 766.103 (b)] If a borrower who is 90 days past due and received FSA-2510, or is
in non-monetary, or both monetary and non-monetary default, and received FSA-2514
and fails to timely respond or does not submit a complete application within the 60-day
timeframe, the Agency will notify the borrower by certified mail of the following:

(1) The Agency’s intent to accelerate the loan; and

(2) The borrower’s right to request reconsideration, mediation and appeal in
accordance with 7 CFR parts 11 and 780.

Intent to Accelerate

The authorized agency official must send FSA-2525 and FSA-2526 to a 90-calendar-day past
due borrower or a borrower in nonmonetary default who fails to apply for loan servicing
within 60 calendar days of borrower receipt of the loan servicing package. If the borrower is
an entity or is comprised of 2 or more individuals, the same borrowers that received the
original notice will be notified.
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Par. 85
85 Borrowers Do Not Respond to Loan Servicing Notification (Continued)

C Borrower’s Response

After receiving FSA-2525, a borrower may pay current on delinquent loan installments (up to
the point of acceleration) or correct the nonmonetary default. The borrower has 30 calendar

days to:
e request reconsideration

Note: The borrower will be given new appeal rights if a reconsideration meeting is held
and no resolution is found.

e request Mediation/Alternative Dispute Resolution

Note: The number of days remaining to request an appeal will be suspended while the
case is in mediation.

e appeal according to 1-APP.

86-100 (Reserved)
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Par. 101
Section 3  Loan Servicing Processing and Requirements

101  Initial Processing
A General Policy
FSA will not begin processing a loan servicing application until the application is complete.

FSA must process a complete loan servicing application within 60 calendar days of receiving
a complete application. See Part 6, Section 2 for application processing deadlines.

102  Eligibility
A General

[7 CFR 766.104(a)] A borrower must meet the following eligibility requirements to be
considered for primary loan servicing:

Requirements specific to certain servicing actions are stated in Part 4.

B Entity Requirement
If the borrower is an entity or comprised of 2 or more individuals, the entity as well as each
member must meet all eligibility requirements (as all are liable) and will be required to sign
FSA-2026.

C Good Faith

*--[7 CFR 766.104(a)(4)] The borrower has acted in good faith. If loan servicing is to be

denied based on “lack of good faith”, a determination must be made by OGC according to
4-FLP, paragraph 100.--*
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Par. 102
102  Eligibility (Continued)

D Reason for Delinquency or Distress
[7 CFR 766.104(a)(1)] The delinquency or financial distress is the result of reduced
repayment ability due to one of the following circumstances beyond the borrower’s
control:

(1) Hiness, injury, or death of a borrower or other individual who operates the farm;

(if) Natural disaster, adverse weather, disease, or insect damage which caused severe
loss of agricultural production;

(iii) Widespread economic conditions such as low commodity prices;
(iv) Damage or destruction of property essential to the farming operation; or
(v) Loss of, or reduction in, the borrower or spouse’s essential non-farm income.

If the borrower is delinquent or financially distressed because of an action within the
borrower’s control, the borrower is not eligible for loan servicing.
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Par. 102
Eligibility (Continued)

E NRV of Nonessential Assets
[7 CFR 766.104(a)(2)] The borrower does not have non-essential assets for which the
net recovery value is sufficient to resolve the financial distress or pay the delinquent
portion of the loan.

*--eDALRS calculates NRV of a borrower’s nonessential assets.--*

F Borrower in Nonmonetary Default

[7 CFR 766.104(a)(3)] If the borrower is in non-monetary default, the borrower will
resolve the non-monetary default prior to closing the servicing action.

G Financially Distressed Borrower

[7 CFR 766.104(a)(5)] Financially distressed or current borrowers requesting servicing
must pay a portion of the interest due on the loans.

A borrower who received FSA-2512 and is not delinquent must pay as much interest as
feasible.

H Federal Crop Insurance Violation

[7 CFR 766.104(a)(6)] The borrower must not be ineligible due to disqualification
resulting from Federal Crop Insurance violation according to 7 CFR part 718 (1-CM).

I Debtors With SA Only
[7 CFR 766.104(b)] Debtors with SA only must:
(1) Be delinquent due to circumstances beyond their control;

(2) Have acted in good faith.
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Par. 103
103  Consideration of Servicing

A General Policy

*--The authorized agency official uses eDALR$ to determine which loan servicing authority or
combination of authorities may be available to the borrower. For additional information on
eDALRS functions, see|Exhibit 17.+-*

B Order in Which FSA Considers Servicing Options
[7 CFR 766.105(a)] The Agency will consider loan servicing options and combinations
of options to maximize loan repayment and minimize losses to the Agency. The Agency
will consider loan servicing options in the following order for each eligible borrower
who requests servicing:
(1) Conservation Contract, if requested;
(2) Consolidation and rescheduling or reamortization;
(3) Deferral;
(4) Writedown; and
(5) Current market value buyout.

C Debt Service Margin
[7 CFR 766.105(b)] (1) The Agency will attempt to achieve a 110 percent debt service
margin for the servicing options listed in paragraphs (a)(2) through (4) (subparagraph B)
of this section.
(2) If the borrower cannot develop a feasible plan with the 110 percent debt service
margin, the Agency will reduce the debt service margin by one percent and reconsider
all available servicing authorities. This process will be repeated until a feasible plan has
been developed or it has been determined that a feasible plan is not possible with a
100 percent margin.
(3) The borrower must be able to develop a feasible plan with at least a 100 percent

debt service margin to be considered for the servicing options listed in
paragraphs (a)(1) through (4) (subparagraph B) of this section.
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Par. 104
104  Appraisals

A Current Appraisals
[7 CFR 766.105(c)] The Agency will obtain an appraisal on:
[7 CFR 766.105(c)(1)] All Agency security, non-essential assets, and real property

unencumbered by the Agency that does not meet the criteria established in § 766.112(b)
(subparagraph 211|C), when:

(i) A writedown is required to develop a feasible plan;
(if) The borrower will be offered current market value buyout.

[7 CFR 766.105(c)(2)] The borrower’s non-essential assets when their net recovery
value may be adequate to bring the delinquent loans current.

*--1f preliminary eDALRS$ calculations, with no security entered, show that a write-down or
current market value buyout may be required:

e all security will need to be appraised for write-down or current market value calculations

e nonessential assets will need to be appraised as their value is required for eDALR$
calculations

e if FSA has real estate as security and the preliminary eDALRS$ report shows a--* possible
write-down, real estate security projected to be obtained as a best lien obtainable will
need to be appraised as the value is required for shared appreciation agreement
calculations.

To save appraisal funds, SED may issue a State supplement on obtaining appraisals in stages,
such as waiting on the appraisal of essential, unencumbered real estate to determine whether
a write-down and FSA-2543 will actually be required.

See 1-FLP, Part 6 for additional information on appraisals.

105-115 (Reserved)
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Par. 104
104  Appraisals

A Current Appraisals

Current appraisals are required when evaluating applications for primary loan servicing
when a write-down or buy-out at Market VValue may be the outcome. At the present time,
FSA funds are limited for ordering such appraisals. Therefore, you will only request
appraisals in conjunction with applications for Primary Loan Servicing when all of the

following points apply:

a. The Borrower is at least 90 days past due.
Property to be appraised is subject to an existing FSA Mortgage.
A review of the borrower’s application for Primary Loan Servicing indicates the
likely outcome will be either a write-down or buy-out at market value.

Documentation of the review must be placed in the Running Case Record (Notes) in the
Farm Business Plan prior to requesting the appraisal. If there is any question about
whether or not an appraisal should be ordered, the authorized Agency Official should
consult with the Farm Loan Chief or one of the Farm Loan Specialists for clarification.
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Par. 116
116  Agency Notification of Servicing Decision

A Notification Requirement

[7 CFR 766.106] The Agency will send the borrower notification of the Agency's
decision within 60 calendar days after receiving a complete application for loan
servicing.

B Notifying Financially Distressed or Current Borrowers

[7 CFR 766.106 (a)(1)] If the borrower can develop a feasible plan and is eligible for
primary loan servicing, the Agency will offer to service the account.

*--Upon approval by the authorized agency official, or SED if any debt is projected to be--*
forgiven, the borrower will be sent FSA-2519 and FSA-2520 by the authorized agency
official.

[7 CFR 766.106 (a)(1)] (i) The borrower will have 45 days to accept the offer of
servicing. After accepting the Agency’s offer, the borrower must execute loan
agreements and security instruments, as appropriate.

[7 CFR 766.106 (a)(1)] (ii) If the borrower does not accept the offer, the Agency will
send the borrower another notification of the availability of loan servicing if the
borrower becomes 90 days past due in accordance with § 766.101(a)(2)
(subparagraph 66|A).

[7 CFR 766.106 (a)(2)] If the borrower cannot develop a feasible plan, or is not eligible
for loan servicing, the Agency will send the borrower the calculations used and the
reasons for the adverse decision.

*--Upon denial by the authorized agency official, the borrower will be sent FSA-2523 and FSA-
2524 by the authorized agency official. A copy of the eDALRS report will be--* included.

[7 CFR 766.106 (a)(2)] (i) The borrower may request reconsideration, mediation and
appeal in accordance with 7 CFR parts 11 and 780 of this title.

[7 CFR 766.106 (a)(2)] (ii) The Agency will send the borrower another notification of
the availability of loan servicing if the borrower becomes 90 days past due in
accordance with § 766.101(a)(2)|(subparagraph 66 A).
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Par. 116
116  Agency Notification of Servicing Decision (Continued)

C Notifying Borrowers 90 Days Past Due or in Nonmonetary Default

[7 CFR 766.106 (b)(1)] If the borrower can develop a feasible plan and is eligible for
primary loan servicing, the Agency will offer to service the account.

*--Upon approval by the authorized agency official, or SED if any debt is forgiven, the--*
borrower will be sent FSA-2517 and FSA-2518 by the authorized agency official.

[7 CFR 766.106 (b)(1)] (i) The borrower will have 45 days to accept the offer of
servicing. After accepting the Agency’s offer, the borrower must execute loan
agreements and security instruments, as appropriate.

[7 CFR 766.106 (b)(1)] (ii) If the borrower does not timely accept the offer, or fails to
respond, the Agency will notify the borrower of its intent to accelerate the account.

[7 CFR 766.106 (b)(2)] If the borrower cannot develop a feasible plan, or is not eligible
for loan servicing, the Agency will send the borrower notification within 15 days,
including the calculations used and reasons for the adverse decision, of its intent to
accelerate the account in accordance with subpart H (Part 15) of this part, unless the
account is resolved through any of the following options:

*--Upon denial by the authorized agency official, the borrower will be sent FSA-2521 and--*
FSA-2522 by the authorized agency official.

[7 CFR 766.106 (b)(2)] (i) The borrower may request reconsideration, mediation or
voluntary meeting of creditors, or appeal in accordance with 7 CFR parts 11 and 780.

[7 CFR 766.106 (b)(2)] (ii) The borrower may request negotiation of appraisal within
30 days in accordance with § 766.115 (subparagraph 230|B).

[7 CFR 766.106 (b)(2)] (iii) If the net recovery value of non-essential assets is sufficient
to pay the account current, the borrower has 90 days to pay the account current.

7 CFR 766.106 (b)(2)] (iv) The borrower, if eligible in accordance with 8§ 766.113
paragraph 321), may buyout the loans at the current market value within 90 days.

[7 CFR 766.106 (b)(2)] (v) The borrower may request homestead protection if the
borrower’s primary residence was pledged as security by providing the information
required under § 766.152 (Part 7).

117-125 (Reserved)
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Par. 126
Section 4 Monitoring the Statute of Limitations (SOL’s)

126  Monitoring Actions
A FLC Responsibilities

FLC’s are responsible for monitoring delinquent accounts to ensure that deficiency judgment

activities occur before the expiration of 6-year SOL’s. In general, after 6 years from the date

SOL begins to run, FSA may not obtain a deficiency judgment against a delinquent borrower.

FSA may still pursue collection through liquidation of the security and other collection

activities, such as offsets and referral of the debt to the Department of Treasury for
*--cross-servicing and/or AWG.--*

FLC’s shall ensure that:
e the 6-year SOL’s on delinquent accounts are monitored

e all cases in which 6-year SOL’s have not yet run receive top servicing priority before the
statute bars judicial collection through a deficiency judgment

e in cases where 6-year SOL’s may bar collection through a deficiency, but the debtor has
repayment ability or other assets, consult with the Regional Attorney to determine if a
deficiency judgment can be sought.

Note: Consult with the Regional Attorney to determine whether State law prevents FSA
from pursuing offset collection or referring deficiency judgments for TOP.

*--If FSA has not and/or will not pursue a deficiency judgment according to|subparagraphs 421|G
and 533 F, the unsecured account balance will be serviced according to Part 24.

Judgment debt will be serviced according to Part 11, Section 3.--*

3-19-12 5-FLP Amend. 18 Page 3-109



Par. 126
126  Monitoring Actions (Continued)

*--B Authorized Agency Official Action

Each authorized agency official shall maintain a list of all delinquent accounts where--*
6-year SOL’s may bar deficiency collection within the next 24 months.

Note: In certain situations, the time period remaining under SOL’s may be suspended
because of other actions that may have prohibited FSA from enforcing collection of
the debt such as the debtor filing bankruptcy.

C Quarterly Reports

Each quarter, authorized agency officials shall send an updated list of cases in
subparagraph B to DD’s and FLC’s.
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Par. 127

*1-127 Determining When SOL’s Begin to Run

A Acceleration

128-130

10-6-08

In general, when loans are accelerated, SOL’s begin to run from the date of acceleration.
Delinquent

When a loan has not been accelerated in the loan servicing process or there is no remaining
security, SOL generally begins to run on each installment as it comes past due. SOL begins
to run when the installment is delinquent or past due, such as the day after the due date.
Loan Maturity

In some cases, the beginning date for SOL is the date the final payment was due on the loan.

Last Acknowledgement

SOL also runs from the date the borrower acknowledges the debt, such as when the borrower
submits a debt settlement application or signs FBP acknowledging the debt.

OGC Guidance

States shall consult with their Regional Attorney in cases where the beginning date for SOL’s
cannot be determined.--*

(Reserved)
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Par. 131
Part4 Primary Loan Servicing Programs

Section 1 Consolidation and Rescheduling

131  Eligibility and Loan Terms

A Loans Eligible for Consolidation

4-26-13

[7 CFR 766.107(a)] The Agency may consolidate OL loans if:

(1) The borrower meets loan servicing eligibility requirements in 8 766.104
(paragraph 102);

(2) The Agency determines that consolidation will assist the borrower to repay the
loans;

(3) Consolidating the loans will bring the borrower’s account current or prevent the
borrower from becoming delinquent;

(4) The Agency has not referred the borrower’s account to OGC or the U.S. Attorney,
and the Agency does not plan to refer the account to either of these two offices in the
near future;

(5) The borrower is in compliance with the Highly Erodible Land and Wetland
Conservation requirements of 7 CFR Part 12, if applicable (see 6-CP);

(6) The loans are not secured by real estate;
(7) The Agency holds the same lien position on each loan;

(8) The Agency has not serviced the loans for unauthorized assistance under subpart F
(Part 10) of this part; and

(9) The loan is not currently deferred, as described in § 766.109 (Section 3), or set-aside,
as described in subpart B (Part 2) of this part. The Agency may consolidate loans upon
cancellation of the deferral or DSA.

eDALRS will be used to determine whether consolidation will be used and if a repayment
plan can be developed.

*--When a restructure is processed, DLS transaction codes 5T — Cancel Disaster Set-Aside and

5Y — Cancel Loan Deferral will be sequenced to process before the 1M — Loan
Consolidation/Reschedule transaction in DLS Special Servicing.--*
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Par. 131

131  Eligibility and Loan Terms (Continued)

B Loans Eligible for Rescheduling

4-26-13

[7 CFR 766.107(b)] The Agency may reschedule loans made for chattel purposes,
including OL, CL, SW, RL, EE, or EM if:

(1) The borrower meets loan servicing eligibility requirements in 8766.104
(paragraph 102);

(2) Rescheduling the loans will bring the borrower’s account current or prevent the
borrower from becoming delinquent;

(3) The Agency determines that rescheduling will assist the borrower to repay the
loans;

(4) The Agency has not referred the borrower’s account to OGC or the U.S. Attorney,
and the Agency does not plan to refer the account to either of these two offices in the
near future;

(5) The borrower is in compliance with the Highly Erodible Land and Wetland
Conservation requirements of 7 CFR part 12, if applicable; and

(6) The loan is not currently deferred, as described in § 766.109 (Section 3), or set-aside,
as described in subpart B (Part 2) of this part. The Agency may reschedule loans upon
cancellation of the deferral or DSA.

eDALRS will be used to determine whether a repayment plan can be developed.

*--When a restructure is processed, DLS transaction codes 5T — Cancel Disaster Set-Aside and

5Y — Cancel Loan Deferral will be sequenced to process before the 1M — Loan
Consolidation/Reschedule transaction in DLS Special Servicing.--*

Loan Terms

[7 CFR 766.107(c)] (1) The Agency determines the repayment schedule for consolidated
and rescheduled loans according to the borrower’s repayment ability.

(2) Except for CL and RL loans, the repayment period cannot exceed 15 years from the
date of the consolidation and rescheduling.

(3) The repayment schedule for RL loans may not exceed 7 years from the date of
rescheduling.

(4) The repayment schedule for CL loans may not exceed 20 years from the date of the
original note or assumption agreement.
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Par. 132
132 Interest Rates

A Consolidated and Rescheduled Loan Interest Rate

[7 CFR 766.107(d)] The interest rate of consolidated and rescheduled loans will be as
follows:

(1) The interest rate for loans made at the regular interest rate will be the lesser of:

(i) The lowest interest rate for that type of loan on the date a complete servicing
application was received;

(if) The lowest interest rate for that type of loan on the date of restructure; or

(iif) The lowest original loan note rate on any of the original notes being consolidated
and rescheduled.

(2) The interest rate for loans made at the limited resource interest rate will be the
lesser of:

(i) The limited resource interest rate for that type of loan on the date a complete
servicing application was received;

(if) The limited resource interest rate for that type of loan on the date of restructure; or

(iii) The lowest original loan note rate on any of the original notes being consolidated
and rescheduled.

(3) At the time of consolidation and rescheduling, the Agency may reduce the interest
rate to a limited resource rate, if available, if:

(i) The borrower meets the requirements for the limited resource interest rate, and

(i) A feasible plan cannot be developed at the regular interest rate and maximum terms
permitted in this section.

(4) Loans consolidated and rescheduled at the limited resource interest rate will be

subject to annual limited resource review in accordance with § 765.51 (4-FLP,
subparagraph 31 B) of this chapter.
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Par. 132
132  Interest Rates (Continued)

A Consolidated and Rescheduled Loan Interest Rate (Continued)
To obtain the original loan note interest rates, the authorized agency official will refer to the
borrower’s original promissory notes or, for accounts that have been reorganized in
bankruptcy, the confirmed plan. See 1-FLP, Exhibit 17 for the current loan program interest
rates.

If FSA reschedules a loan at the LR rate, the resulting FSA-2026 will be marked accordingly,
and will be subject to annual LR review according to 4-FLP, Part 3.

YL’s are not eligible for the LR interest rate.
B Capitalizing Accrued Interest and Adding Protective Advances to the Loan Principal

[7 CFR 766.107(e)] (1) The Agency capitalizes the amount of outstanding accrued
interest on the loan at the time of consolidation and rescheduling.

(2) The Agency adds protective advances for the payment of real estate taxes to the
principal balance at the time of consolidation and rescheduling.

(3) The borrower must resolve all other protective advances not capitalized prior to
closing the servicing actions.

C Installments

[7 CFR 766.107(f)] If there are no deferred installments, the first installment payment
under the consolidation and rescheduling will be at least equal to the interest amount
which will accrue on the new principal between the date the promissory note is executed
and the next installment due date.

D Preparing and Disposing of Promissory Notes

*--The new FSA-2026 amounts and installments will match the eDALR$ output report. The--*
existing promissory note will be marked rescheduled and stapled to the new FSA-2026 that
will be filed in the fireproof safe. A copy of the new FSA-2026 will be placed in the case file
and attached to the copy of the existing promissory note and another given to the borrower.

133-144 (Reserved)
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Par. 145
Section 2 Reamortization

145  Eligibility and Loan Terms

A Loans Eligible for Reamortization

4-26-13

[7 CFR 766.108(a)] The Agency may reamortize loans made for real estate purposes,
including FO, SW, RL, SA, EE, RHF, CL and EM if:

(1) The borrower meets the loan servicing eligibility requirements listed in 8 766.104
(paragraph 102);

(2) Reamortization will bring the borrower’s account current or prevent the borrower
from becoming delinquent;

(3) The Agency determines that reamortization will assist the borrower to repay the
loan;

(4) The Agency has not referred the borrower’s account to OGC or the U.S. Attorney,
and the Agency does not plan to refer the account to either of these two offices in the
near future;

(5) The borrower is in compliance with the Highly Erodible Land and Wetland
Conservation requirements of 7 CFR part 12, if applicable; and

(6) The loan is not currently deferred, as described in § 766.109 (Section 3), or set-aside,
as described in subpart B (Part 2) of this part. The Agency may reamortize loans upon
cancellation of the deferral or DSA.

eDALRS will be used to determine whether a repayment plan can be developed.

*--When a restructure is processed, DLS transaction codes 5T — Cancel Disaster Set-Aside and

5Y — Cancel Loan Deferral will be sequenced to process before the 1M — Loan
Reamortization transaction in DLS Special Servicing.--*
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145

9-3-10

Par. 145

Eligibility and Loan Terms (Continued)

B Loan Terms

[7 CFR 766.108(b)] (1) Except as provided in paragraph (b)(2), the Agency will
reamortize loans within the remaining term of the original loan or assumption
agreement unless a feasible plan cannot be developed or debt forgiveness will be
required to develop a feasible plan.

(2) If the Agency extends the loan term, the repayment period from the original loan
date may not exceed the maximum number of years for the type of loan being
reamortized as set forth below, or the useful life of the security, whichever is less.

(i) FO, SW, RL, EE real estate type, and EM loans made for real estate purposes may
not exceed 40 years from the date of the original note or assumption agreement.

(ii) EE real estate-type loans secured by chattels only may not exceed 20 years from the
date of the original note or assumption agreement.

(iii) RHF may not exceed 33 years from the date of the original note or assumption
agreement.

(iv) SA loans may not exceed 25 years from the date of the original Shared Appreciation
note.

*--(v) CLs may not exceed 20 years from the date of the original note or assumption

agreement.--*
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Par. 146

146 Interest Rates

A Reamortized Loan Interest Rate

12-31-07

[7 CFR 766.108(c)] The interest rate will be as follows:

[7 CFR 766.108(c)] (1) The interest rate for loans made at the regular interest rate will
be the lesser of:

(i) The lowest interest rate for that type of loan on the date a complete servicing
application was received;

(if) The lowest interest rate for that type of loan on the date of restructure; or
(iii) The original loan note rate of the note being reamortized.

[7 CFR 766.108(c)] (2) The interest rate for loans made at the limited resource interest
rate will be the lesser of:

(i) The limited resource interest rate for that type of loan on the date a complete
servicing application was received;

(if) The limited resource interest rate for that type of loan on the date of restructure; or
(iii) The original loan note rate of the note being reamortized.

[7 CFR 766.108(c)] (3) At the time of reamortization, the Agency may reduce the
interest rate to a limited resource rate, if available, if:

(i) The borrower meets the requirements for the limited resource interest rate; and

(i) A feasible plan cannot be developed at the regular interest rate and maximum terms
permitted in this section.

[7 CFR 766.108(c)] (4) Loans reamortized at the limited resource interest rate will be
subject to annual limited resource review in accordance with 765.51 of this chapter.

To obtain the original loan note interest rates, the authorized agency official will refer to the
borrower’s original promissory notes or, for accounts that have been reorganized in
bankruptcy, the confirmed plan. See 1-FLP, Exhibit 17 for the current loan program interest
rates.

If FSA reschedules a loan at the LR rate, the resulting FSA-2026 will be marked accordingly,
and will be subject to annual LR reviews according to 4-FLP, Part 3.

[7 CFR 766.108(c)] (5) SA payment agreements will be reamortized at the current SA

amortization rate in effect on the date of approval or the rate on the original payment
agreement, whichever is less.

5-FLP Amend. 1 Page 4-33



Par. 146
146  Interest Rates (Continued)

B Capitalizing Accrued Interest and Adding Protective Advances to the Loan Principal

[7 CFR 766.108(d)] (1) The Agency capitalizes the amount of outstanding accrued
interest on the loan at the time of reamortization.

(2) The Agency adds protective advances for the payment of real estate taxes to the
principal balance at the time of reamortization.

(3) The borrower must resolve all other protective advances not capitalized prior to
closing the reamortization.

C Installments

[7 CFR 766.108(e)] If there are no deferred installments, the first installment payment
under the reamortization will be at least equal to the interest amount which will accrue
on the new principal between the date the promissory note is executed and the next
installment due date.

D Preparing FSA-2026’s
*--The new FSA-2026 amounts and installments will match the eDALR$ output report. The--*
existing promissory note will be marked reamortized and stapled to the new FSA-2026 that

will be filed in the fireproof safe. A copy of the new FSA-2026 will be placed in the case file
and attached to the copy of the existing promissory note and another given to the borrower.

147-158 (Reserved)
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Par. 159
Section 3 Deferrals

159  Conditions and Operating Plans
A Conditions for approving Deferrals
[7 CFR 766.109(a)] The Agency will only consider deferral of loan payments if:

(1) The borrower meets the loan servicing eligibility requirements of §766.104
(paragraph 102);

(2) Rescheduling, consolidation, and reamortization of all the borrower’s loans, will not
result in a feasible plan with 110 percent debt service margin;

(3) The need for deferral is temporary; and

(4) The borrower develops feasible first-year deferral and post-deferral farm operating
plans subject to the following:

(i) The deferral will not create excessive net cash reserves beyond that necessary to
develop a feasible plan.

FSA does not allow net cash reserves for capital purchases beyond those required to develop
a feasible plan, as such purchases are not considered operating expenses.

(i) The Agency will consider a partial deferral if deferral of the total Agency payment
would result in the borrower developing more cash availability than necessary to meet
debt repayment obligations.

*--eDALRS will be used to determine whether a repayment plan can be developed.--*

B First Year Plan
The plan developed according to subparagraph 81 H is the first year plan of the deferral.

C Post-Deferral Plan

A post-deferral plan is developed to project the borrower’s operations for the year following
the deferral period according to subparagraph 160 A.
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Par. 160
160  Deferral Period and Associated Restructuring

A Deferral period

[7 CFR 766.109(b)] (1) The deferral term will not exceed 5 years and will be
determined based on the post- deferral plan that results in the:

(i) Greatest improvement over the first year cash available to service FLP debt;
(if) The shortest possible deferral period.

(2) The Agency will distribute interest accrued on the deferred principal portion of the
loan equally to payments over the remaining loan term after the deferral period ends.

Deferrals are beneficial only if the cash available to service the borrower’s FSA debt
increases in the year after the deferral period ends.

In some cases, such as in a major reorganization of the operation, debt structure, or essential
development, it may be necessary to develop and consider plans for multiple years.
*--Justification for length of deferral must be well documented in the case file.

FSA-2026 must identify debt as rescheduled or reamortized with deferral and include the
addendum required by FSA-2026 instructions.--*

B Associated Loan Servicing

[7 CFR 766.109(d)] (1) The Agency must cancel an existing deferral if the Agency
approves any new primary loan servicing action.

(2) Loans deferred will also be serviced in accordance with §8 766.107, 766.108 and
766.111 (paragraphs 131, 145, and 172), as appropriate.

When a restructure is processed, the DLS transaction code 5Y — Cancel Loan Deferral will be
sequenced to process before the 1M — Loan Consolidation/Reschedule/Reamortization
transaction in DLS Special Servicing.

FSA-2026 rescheduled, reamortized or consolidated for the deferral will show “zero” as the
installment due during the period of the deferral if the whole note is deferred. The authorized
agency official will determine the amount of interest that will accrue during the deferral
period and the installments using eDALR$ and calculations provided in FSA-2026
instructions.
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Par. 161

161  Agency Actions When Borrower’s Repayment Ability Improves

A Obtaining a Supplementary Payment Agreement from the Borrower

162-171

12-31-07

[7 CFR 766.109(c)(1)] If during the deferral period the borrower’s repayment ability
has increased to allow the borrower to make payments on the deferred loans, the
borrower must make supplemental payments, as determined by the Agency. If the
borrower agrees to make supplemental payments, but does not do so, the borrower will
be considered to be in non-monetary default.

As described in 1-FLP, Part 8, Section 5, FSA must perform a year-end analysis for a
borrower with a loan deferral. If the year-end analysis reveals an increase in the borrower’s
net income, thereby allowing the borrower to make larger payments during the deferral
period, the borrower must execute FSA-2027 within 30 calendar days.

FSA will consider refusal to sign FSA-2027 or make supplemental payments a nonmonetary
default and the borrower will be notified according to Part 3.

Borrowers Able to Graduate
[7 CFR 766.109(c)(2)] If the Agency determines that the borrower’s improved
repayment ability will allow graduation, the Agency will require the borrower to

graduate in accordance with part 765, subpart C (4-FLP, Part 4) of this chapter.

(Reserved)
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Par. 172
Section 4 Write-Down

172  Considering a Write-Down

A Eligibility

173-190

12-31-07

[7 CFR 766.111(a)] The Agency will only consider a writedown if the borrower:

(1) Meets the eligibility criteria in § 766.104 (paragraph 102);

(2) Is delinquent;
(3) Has not previously received debt forgiveness on any FLP direct loan; and

(4) Complies with the Highly Erodible Land and Wetland Conservation requirements
of 7 CFR Part 12.

Conditions

[7 CFR 766.111(b)] (1) Rescheduling, consolidation, reamortization, deferral or some
combination of these options on all of the borrower’s loans would not result in a feasible
plan with a 110 percent debt service margin. If a feasible plan, including writedown is
achieved with a debt service margin of 101 percent or more, the Agency will determine
if a feasible plan can be achieved without a writedown. If a feasible plan is achieved
with and without a writedown and the borrower meets all the eligibility requirements,
both options will be offered and the borrower may choose one option.

(2) The present value of the restructured loan must be greater than or equal to the net
recovery value of Agency security and any non-essential assets.

(3) The writedown amount, excluding debt reduction received through Conservation
Contract, does not exceed $300,000.

(4) A borrower who owns real estate must execute an SAA in accordance with § 766.201
(subparagraph 249|C).

Associated Loan Servicing

[7 CFR 766.111(c)] Loans written down will also be serviced in accordance with
88766.107 and 766.108 (Sections 1 and 2), as appropriate.

(Reserved)
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Par. 191
Part5 Conservation Contract

191 General Eligibility Requirements and Conservation Contract Limitations

A Purpose of the Conservation Contract Program

12-31-07

A borrower may enter into a conservation contract in exchange for FSA reducing a portion of
the FLP real estate indebtedness.

The Conservation Contract Program:

e helps protect and conserve important environmental resources on borrower land pledged
as collateral to FSA

e provides debt relief to borrowers.

FSA may consider a request for a conservation contract from any FLP borrower who has
program loans with real estate security.

FSA also notifies borrowers of the Conservation Contract Program when offering loan
servicing according to Part 3.

[7 CFR 766.110(a)] (1) A debtor with only SA or Non-Program loan is not eligible for a
Conservation Contract. However, an SA or Non-Program loan may be considered for a
Conservation Contract if the borrower also has FLP program loans.

(2) A current or financially distressed borrower may request a Conservation Contract
at any time prior to becoming 90 days past due.

(3) A delinquent borrower may request a Conservation Contract during the same

60-day time period in which the borrower may apply for primary loan servicing. The
borrower eligibility requirements established at § 766.104 will apply.
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Par. 191

191  General Eligibility Requirements and Conservation Contract Limitations (Continued)

B

12-31-07

Offering Conservation Contract
[7 CFR 766.110(g)] The Conservation Contract must meet the following conditions:
(1) Result in a feasible plan for current borrowers; or

(2) Result in a feasible plan with or without primary loan servicing for financially
distressed or delinquent borrowers; and

(3) Improve the borrower’s ability to repay the remaining balance of the loan.

FSA may offer a delinquent or financially distressed borrower a conservation contract if all
of the following conditions are met:

e conservation contract, alone or in combination with loan servicing programs, enables the

borrower to develop a feasible plan

e conservation contract improves the borrower’s ability to repay the remaining balance of
the loan

e borrower is eligible for loan servicing

e conservation contract review team determines that the borrower’s land is eligible for a
conservation contract and all other requirements of this part are met.

See Part 3 for more information on loan servicing and loan servicing eligibility.

FSA may offer a current borrower, who is not financially distressed, a conservation contract
if all of the following conditions are met:

e conservation contract must result in a feasible plan

e conservation contract improves the borrower’s ability to repay the remaining balance of
the loan

e conservation contract review team determines the borrower’s land is eligible for a
conservation contract and all requirements of this part are met.

Sed paragraph 195 for more information on the conservation contract review team.
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191  General Eligibility Requirements and Conservation Contract Limitations (Continued)

C Eligible Debt

Only FLP debt secured by the real estate under consideration can be canceled by a
conservation contract.

D Contract Term

[7 CFR 766.110(d)] The borrower selects the term of the contract, which may be 10, 30,
or 50 years.

E Conservation Contracts and CRP

A borrower may place a conservation contract on real estate already contracted to CRP if
both terms of:

e FSA-2535 do not violate the terms of the CRP contract
e the CRP contract do not violate the terms of FSA-2535.
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192  Eligible Land and Purposes

A Eligible Land

[7 CFR 766.110(a)(6)] Only loans secured by the real estate that will be subject to the
*--Conservation Contract may be considered for debt reduction under this section.--*

[7 CFR 766.110(b)] The following types of land are eligible to be considered for a
Conservation Contract by the Conservation Contract review team:

[7 CFR 766.110(b)] (1) Wetlands or highly erodible lands; and
[7 CFR 766.110(b)] (2) Uplands that meet any one of the following criteria:

[7 CFR 766.110(b)(2)] (i) Land containing aquatic life, endangered species, or wildlife
habitat of local, State, tribal, or national importance;

Wildlife habitat is land that provides direct support for wildlife, species life stages, wildlife
populations, or wildlife communities identified by either:

e the conservation agency within the State as being of State, regional, local, or tribal
importance

e FWS to be of national importance.

This wildlife habitat area must have all acceptable environmental features such as air quality,
water quality, vegetation, and soil characteristics.

[7 CFR 766.110(b)(2)] (ii) Land in 100-year floodplains;
[7 CFR 766.110(b)(2)] (iii) Areas of high water quality or scenic value;

[7 CFR 766.110(b)(2)] (iv) Historic or cultural properties listed in or eligible for the
National Register of Historic Places;

[7 CFR 766.110(b)(2)] (v) Aquifer recharge areas of local, regional, State, or tribal
importance;

[7 CFR 766.110(b)(2)] (vi) Buffer areas necessary for the adequate protection of
*--proposed Conservation Contract areas, or other areas enrolled in other conservation
programs;--*

[7 CFR 766.110(b)(2)] (vii) Areas that contain soils generally not suited for cultivation;
or

[7 CFR 766.110(b)(2)] (viii) Areas within or adjacent to Federal, State, tribal, or
locally administered conservation areas.
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Par. 192

192  Eligible Land and Purposes (Continued)

A Eligible Land (Continued)

These areas are within or adjacent to the following:

National Park

FWS-administered area

State fish and wildlife agency administered area
National Forest

Bureau of Land Management administered area
Wilderness Area

National Trail

unit of the Coastal Barrier Resource System

abandoned railroad corridors contained in local, State, or Federal open space, recreation,
or trail plans

Federal or State wild or scenic river
U.S. Army Corps of Engineers land designated for flood control or recreation purposes
State and local recreation, natural, or wildlife areas

State conservation agency administered areas.

*--B  Unsuitable Acreage

[7 CFR 766.110 (c)] Notwithstanding paragraph (b) (subparagraph 192 A) of this
section, acreage is unsuitable for a Conservation Contract if:--*

(1) Itis not suited or eligible for the program due to legal restrictions;

(2) It has on-site or off-site conditions that prohibit the use of the land for conservation,
wildlife, or recreational purposes; or

12-11-13
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Par. 192

192  Eligible Land and Purposes (Continued)

*.-B

12-11-13

Unsuitable Acreage (Continued)

(3) The Conservation Contract review team determines that the land does not provide
measurable conservation, wildlife, or recreational benefits;

(4) There would be a duplication of benefits as determined by the Conservation
Contract review team because the acreage is encumbered under another Federal, State,
or local government program for which the borrower has been or is being compensated
for conservation, wildlife or recreation benefits;

(5) The acreage subject to the proposed Conservation Contract is encumbered under a
Federal, State, or Local government cost share program that is inconsistent with the
purposes of the proposed Conservation Contract, or the required practices of the cost
share program are not identified in the conservation management plan.

(6) The tract does not contain a legal right of way or other permanent access for the
term of the contract that can be used by the Agency or its designee to carry out the
contract; or

(7) The tract, including any buffer areas, to be included in a Conservation Contract is
less than 10 acres.--*

Eligible Purposes

[7 CFR 766.110(a)(4)] A Conservation Contract may be established for conservation,
recreation, and wildlife purposes.

FSA-2535 must establish a conservation easement that either:
e conserves or protects wetlands, highly erodible land, upland, or wildlife habitat
e provides recreation land for public use

e conserves or protects wildlife habitat that contains fish and wildlife habitats of local,
State, tribal, or national importance

e provides a combination of conservation and protection of wetlands, highly erodible land,
upland, or wildlife habitat and recreation.

Recreational easements may be used for both consumptive, such as hunting and fishing, and
nonconsumptive, such as camping and hiking, activities. Recreational easements must
protect wildlife, conserve wildlife’s habitats, ensure public safety, and comply with all
applicable laws, regulations, and ordinances. Recreational easements cannot inhibit the
operation of the remaining farm enterprise.
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Par. 192
192  Eligible Land and Purposes (Continued)

D Ineligible Purposes

[7 CFR 766.110(a)(5)] The land under a Conservation Contract cannot be used for the
production of agricultural commaodities during the term of the contract.

Unless explicitly authorized by FSA-2535 or a conservation contract management plan, the
borrower is prohibited from using the conservation easement for any of the following
purposes or activities:

e haying, mowing, seed harvesting, or timber harvesting

e altering grassland, woodland, wildlife habitat, or other natural features by burning,
digging, plowing, disking, cutting, or otherwise destroying the vegetative cover

e dumping refuse, wastes, sewage, or other debris

e draining, dredging, channeling, filling, leveling, pumping, impounding, or other related
activities, as well as altering or tampering with water control structures or devices

e diverting, or causing, or permitting the diversion of surface or underground water into,
within, or out of the contract area by any means

e Dbuilding or placing structures on the contract area
e planting or harvesting any crop

e grazing or allowing livestock on the contract area.
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193  Amount of Debt Canceled by Conservation Contract:

A Maximum Debt Reduction for a Financially Distressed or Current Borrower

[7 CFR 766.110(h)] The amount of debt reduction by a Conservation Contract is
calculated as follows:

(1) Divide the contract acres by the total acres that secure the borrower’s FLP loans to
determine the contract acres percentage.

divided by =
Contract acres Total acres Percent of contract acres to total acres

(2) Multiply the borrower’s total unpaid FLP loan balance (principal, interest and
recoverable costs already paid by the Agency) by the percentage calculated under
paragraph (h)(1) of this section to determine the amount of Agency debt that is secured
by the contract acreage.

X =
Total FLP debt Percent calculated FLP debt secured by
under (h)(2) contract acres

(3) Multiply the borrower’s total unpaid FLP loan balance (principal, interest and
recoverable costs already paid by the Agency) by 33 percent.

X 33% =

Total FLP debt

(4) The lesser of the amounts calculated in paragraphs (h)(2) and (h)(3) of this section is
the maximum amount of debt reduction for a 50-year contract.

(5) The borrower will receive 60 percent of the amount calculated in paragraph (h)(4)
of this section for a 30-year contract.

X 60% =
Result from (h)(4) Maximum debt reduction for a 30-year contract

(6) The borrower will receive 20 percent of the amount calculated in paragraph (h)(4)
of this section for a 10-year contract.

X 20% =
Result from (h)(4) Maximum debt reduction for a 10-year contract
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Par. 193
193  Amount of Debt Canceled by Conservation Contract (Continued)

A Maximum Debt Reduction for a Financially Distressed or Current Borrower
(Continued)

Example: A financially distressed or current borrower has a 1,000-acre farm. All 1,000
acres are pledged as security for FO. The unpaid FLP loan balance is $100,000
(principal, interest, and recoverable costs already paid by FSA). The * * * market
value of the farm is $150,000. The borrower proposes to set aside 100 acres for a
30-year FSA-2535.

Step 1. 100 acres + 1,000 acres = 10 percent

Step 2. $100,000 x 10 percent = $10,000

Step 3. $100,000 x 33 percent = $33,000

Step 4. The maximum amount of debt reduction for a 50-year contract = $10,000
Step 5. Maximum debt reduction for a 30-year contract: $10,000 x 60% = $6,000
Step 6. Maximum debt reduction for a 10-year contract: $10,000 x 20% = $2,000

B Maximum Debt Reduction for a Delinquent Borrower

*--[7 CFR 766.110(i)] The amount of debt reduction by a Conservation Contract is--*
calculated as follows:

(1) Divide the contract acres by the total acres that secure the borrower’s FLP loans to
determine the contract acres percentage.

divided by =
Contact acres Total acres  Percent of contract acres to total acres

(2) Multiply the borrower’s total unpaid FLP loan balance (principal, interest and
recoverable costs already paid by the Agency) by the percentage calculated in
paragraph (i)(1) of this section to determine the amount of FLP debt that is secured by
the contract acreage.

X =
Total FLP debt Percent calculated FLP debt secured by
in ()(1) contract acres

*--(3) Multiply the market value of the total acres, less contributory value of any--*
structural improvements, that secure the borrower’s FLP loans by the percent
calculated in paragraph (i)(1) of this section to determine the current value of the acres
in the contract.

X =
Market value of total Percent calculated  Market value of acres
acres less contributory value in (i)(1) in the contract

of structural improvements
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Par. 193

193  Amount of Debt Canceled by Conservation Contract (Continued)

B

Maximum Debt Reduction for a Delinquent Borrower (Continued)

*--(4) Subtract the market value of the contract acres calculated in paragraph (i)(3) of this

11-12-08

section from the FLP debt secured by the contract acres as calculated in paragraph--*
(1)(2) of this section.

Result from (i)(2) Result from (i)(3) Difference

(5) Select the greater of the amounts calculated in paragraphs (i)(3) and (i)(4) of this
section.

(6) The lesser of the amounts calculated in paragraphs (i)(2) and (i)(5) of this section
will be the maximum amount of debt reduction for a 50-year contract term.

(7) The borrower will receive 60 percent of the amount calculated in paragraph (i)(6) of
this section for a 30-year contract term.

X 60% =
Result from (i)(6) Maximum debt cancellation for a 30-year term

(8) The borrower will receive 20 percent of the amount calculated in paragraph (i)(6) of
this section for a 10-year contract term.

x 20% =
Result from (i)(6) Maximum debt cancellation for a 10-year term

Example: A delinquent borrower has a 1,000-acre farm. All 1,000 acres are pledged as
security for FO. The unpaid FLP loan balance is $100,000 (principal, interest,
and recoverable costs already paid by FSA). The * * * market value of the farm
is $150,000. The contributory value of structural improvements is $20,000. The
borrower proposes to set aside 100 acres for a 30-year FSA-2535.

Step 1. 100 acres + 1,000 acres = 10 percent

Step 2. $100,000 x 10 percent = $10,000

Step 3. ($150,000-$20,000) x 10 percent = $13,000

Step 4. $10,000 - $13,000 = -$3,000

Step 5. The greater of steps 3 and 4 is $13,000

Step 6. Maximum amount of debt reduction for a 50-year contract term: the
lesser of steps 2 and 5 is $10,000

Step 7. Maximum debt cancellation for a 30-year term: $10,000 x 60 percent =
$6,000

Step 8. Maximum debt cancellation for a 10-year term: $10,000 x 20 percent =
$2,000
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Par. 193
193  Amount of Debt Canceled by Conservation Contract (Continued)

C Debt Forgiveness
The debt reduced through FSA-2535 is not considered debt forgiveness under CONACT.
194  Processing Conservation Contract Request
A Applying for Conservation Contract
*--All requests for conservation contracts must be tracked using DLS Special Servicing.--*

A borrower who is delinquent, financially distressed, or in nonmonetary default and is
interested in receiving loan servicing, including a conservation contract, must submit:

e aloan servicing application package according to paragraphs 81 and|[82]

e an aerial photo or map of the borrower’s land that delineates the proposed conservation
area according to subparagraph 82 B.

A current borrower who is not financially distressed may request a conservation contract by
submitting:

¢ all the information and documentation required to develop feasible plan according to
1-FLP, Part 8

e an aerial photo or map that delineates the proposed conservation area according to
|subparagraph 82 B.
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Par. 194
194  Processing Conservation Contract Request (Continued)

B Processing a Delinquent or Financially Distressed Borrower’s Request

*--1f the borrower is eligible for loan servicing, the authorized agency official uses eDALR$--*
to determine which loan servicing program or combination of programs may enable the
borrower to develop a feasible plan.

*--When using eDALRS$ to process a loan servicing application that includes a request for a
conservation contract, the authorized agency official shall input into eDALR$ the contract--*
term and conservation acreage.

e The authorized agency official should determine the financial effect of the different
*--contract lengths by running the 3 contract term scenarios on eDALRS, such as 10-, 30-,
and 50-year contract terms. By varying the contract term and holding all other eDALR$
input parameters constant, the authorized agency official and borrower may compare--*
the magnitude of debt cancellation across contract terms.

e The authorized agency official also should vary the conservation acreage to determine the
effect of changing the size of the proposed conservation contract area. The authorized
agency official extrapolates the size of the proposed conservation area from the area
marked on the borrower’s aerial photo or map. For each contract term that enables a
borrower to develop a feasible plan, the authorized agency official should record the
minimum conservation acreage that is needed to create a feasible plan.

Example: A delinquent borrower applies for loan servicing and indicates an interest in

FSA-2535. The aerial photo the borrower submits indicates the proposed

*--conservation area is 1,000 acres. Using eDALRS, the authorized agency official
determines that the borrower can develop a feasible plan if the borrower accepts
FSA-2535 for 30 or 50 years. eDALRS$ indicates that a 50-year contract reduces
the borrower’s debt by $20,000, while a 30-year contract reduces the borrower’s
debt by $12,000. By adjusting the number of acres inputted into eDALRS, the--*
authorized agency official determines that at a minimum, the borrower has to
place 700 acres of land into a conservation easement under a 30-year contract or
500 acres of land into a conservation easement under a 50-year contract to
develop a feasible plan.
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Par. 194
194  Processing Conservation Contract Request (Continued)

C Processing a Current Borrower’s Request
Once the authorized agency official receives all necessary information and documentation
required to apply for a conservation contract from a current borrower who is not financially
distressed, the authorized agency official:

o*--may use eDALRS$ to determine the amount of debt to be canceled--*

e must verify that the farm operation would remain feasible after the proposed conservation
easement is implemented.

*--The authorized agency official may use eDALR$ to determine what effect varying--*
contract terms and conservation contract area has on the debt cancellation amount when
processing the borrower’s conservation contract request.

D Preliminary Approval of Conservation Contract for a Delinquent or Distressed
Borrower

*--1f eDALRS determines that a conservation contract, alone or in combination with other--*
loan servicing programs, could enable a delinquent or financially distressed borrower to
develop a feasible plan, the authorized agency official informs the borrower of the:

e potential contract terms

e amount of real estate debt that could be canceled by setting aside the area indicated on the
aerial photo or map under each eligible contract term

e minimum amount of acres that must be set aside under each contract term

e amount of real estate debt that is canceled if the minimum number of acres under each
contract term is set aside

e other loan servicing programs, if any, that must be implemented along with FSA-2535.
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Par. 194
194  Processing Conservation Contract Request (Continued)

D Preliminary Approval of Conservation Contract for a Delinquent or Distressed
Borrower (Continued)

If the borrower wants to pursue a contract with a term and acreage that enables the borrower
to develop a feasible plan, the authorized agency official must explain to the borrower that:

e FSA will establish a conservation contract review team

e conservation contract review team may survey the entirety of the borrower’s land so that
all sensitive areas may be included for consideration, not just the area marked on the
photo or map submitted by the borrower, and delineate conservation contract eligible
areas

e issuing FSA-2535 depends on conservation contract review team approval
e conservation contract plan must be adhered to for the term of the contract.

E Preliminary Approval of Conservation Contract for a Current Borrower That Is Not
Financially Distressed

If the farm operation will remain feasible after a current borrower who is not distressed
implements FSA-2535, the authorized agency official will notify the borrower of preliminary
approval. The authorized agency official should indicate the amount of real estate debt
canceled by setting aside the area indicated on the aerial photo or map under each contract
term.

The authorized agency official must explain to the borrower that has been tentatively
approved and wants to pursue a contract, that:

e conservation contract review team will be established

Note: See paragraph 195 for more information on conservation contract review teams.

e conservation contract review team may survey the entirety of the borrower’s land so that
all sensitive areas may be included for consideration, not just the area marked on the
photo or map submitted by the borrower, and delineate conservation contract eligible
areas

e issuing FSA-2535 depends on conservation contract review team approval.
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Par. 195

195 Conservation Contract Review Team

A Policy

The conservation contract review team determines whether a borrower possesses any land
that can fulfill the land eligibility and conservation purpose requirements discussed in
|paragraph 192|

B When to Establish Conservation Contract Review Team

12-31-07

The authorized agency official establishes a conservation contract review team after
conducting a preliminary financial analysis that indicates that a conservation contract could
enable either:

e adelinquent or financially distressed borrower to develop a feasible plan with or without
primary loan servicing

e acurrent borrower to develop a feasible plan.

Seq subparagraphs 194 C and D for more information on conducting a preliminary financial
analysis of a conservation contract.

Conservation Contract Review Team Membership

The authorized agency official establishes a conservation contract review team by inviting
representatives from NRCS, FWS, and FSA to participate on the team. At a minimum, a
conservation contract review team must have 1 representative from each of these Agencies.

FSA, NRCS, or FWS also may invite representatives of other entities that may have an
interest in a conservation contract or may qualify to be a management authority for a
conservation contract. Examples of these entities include the following:

State fish and wildlife agencies
conservation districts

National Park Service

Forest Service

State Historic Preservation Officer
State conservation agencies

State environmental protection agencies
e State natural resource agencies.

The authorized agency official should provide information on the location of the farm FSA is
considering for a conservation contract and a general description of the farm’s land to all
individuals invited to participate on the conservation contract review team.
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Par. 195
195 Conservation Contract Review Team (Continued)

D Conservation Contract Review Team’s Site Visit
The conservation contract review team should visit the farm within 15 workdays of the date
the authorized agency official extended invitations to potential conservation contract review
team participants.
To facilitate the conservation contract review team’s site visit, the authorized agency official
may appoint a conservation contract review team coordinator. The coordinator is responsible
for establishing the date and time the team meets to review the farm FSA is considering for a
conservation contract.

The authorized agency official must invite all affected lienholders and the borrower who
applied for a conservation contract to the conservation contract review team’s site visit.

During the site visit, the conservation contract review team should survey the entire farm to:

e delineate land tracts that meet conservation contract land eligibility requirements

Note: See subparagraph 192 A for land types eligible for a conservation contract.

e consider which conservation contract purpose, if any, is most appropriate for each
eligible land tract, as described in|subparagraph 192D

e consider management plans most appropriate for each land tract where an eligible
conservation contract purpose can be established

*--Note: The FSA representative on the conservation contract review team will complete
FSA-851 for all property proposed to be placed under the conservation contract.--*
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Par. 195

195 Conservation Contract Review Team (Continued)

E Conservation Management Plan

*--[7 CFR 766.110(e)] The Agency, with the recommendations of the Conservation

12-11-13

Contract review team, is responsible for developing a conservation management plan.
The conservation management plan will address the following:

(1) The acres of eligible land and the approximate boundaries, and
(2) A description of the conservation, wildlife, or recreation benefits to be realized.--*

Within 30 calendar days of visiting a farm, the conservation contract review team should

submit a report to FSA indicating whether a conservation contract is appropriate given the

nature of the land. The report must address:

e how many conservation eligible tracts could be established on the farm

e each tract’s approximate boundaries, which may extend beyond wetland, highly erodible
land, upland, and wildlife habitat if necessary for either the establishment of identifiable
contract boundaries or for the efficient management of the tract

e each tract’s land type

the eligible conservation purposes that could be established on the tract.

The report must indicate any special terms or conditions that FSA would need to place on
FSA-2535 because of unique or important features that would not be adequately addressed
by the standard contract terms and conditions.

The conservation contract review team must develop a management plan for each
conservation eligible tract. The management plans should:

e include detailed instructions on establishing and maintaining the conservation easement

e estimate the costs to the borrower involved in establishing and maintaining the
conservation easement.

The management plan should specifically recommend whether public recreational use and
public hunting should be allowed and justify these recommendations.

Each conservation contract review team member must sign the report. Any dissenting
opinions should be included in the report.

FSA’s Review of Conservation Contract Review Team’s Report

The conservation contract review team sends the finished report to the authorized agency
official servicing the borrower’s account. The authorized agency official must review the
report for consistency with FSA requirements and goals. See subparagraphs 195 G and H for
more information on processing FSA-2535 after reviewing the conservation contract review
team’s report.

5-FLP Amend. 29 Page 5-17



Par. 195
195 Conservation Contract Review Team (Continued)

G Actions After Reviewing Conservation Contract Review Team Report

The authorized agency official reviews the completed conservation contract review team
report. If the report recommends a conservation contract, the authorized agency official
determines the boundaries for each contract eligible area by the most appropriate method
including, but not limited to, rectangular surveys, aerial photographs, or GPS waypoints.
FSA does not require a professional survey of the contract area, but one can be used where
FSA determines one is needed.

The authorized agency official must determine the costs that the borrower will incur to create
and maintain each contract eligible conservation area. Before signing FSA-2535, FSA must
ensure that a borrower has sufficient funds to create and maintain a conservation area.

For a delinquent or distressed borrower, the authorized agency official must determine which
areas recommended in the report enable the borrower to develop a feasible plan. The
authorized agency official should have determined through earlier financial analysis the
contract term and minimum number of acres that must be set aside to enable the borrower to

*--develop a feasible plan. The authorized agency official must rerun eDALRS$ to verify that
each contract eligible area enables the borrower to develop a feasible plan.

For a current borrower who is not financially distressed, the farm operation must remain--*
feasible after FSA-2535 is implemented.
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Par. 195
195 Conservation Contract Review Team (Continued)

G Actions After Reviewing Conservation Contract Review Team Report (Continued)
If the contract review team has recommended a conservation contract and the authorized
agency official determines that the report identifies at least 1 contract eligible area that
produces or maintains a feasible plan, the authorized agency official must notify the borrower
of the available contract options.
To notify a borrower who is delinquent or financially distressed, the authorized agency
official sends the appropriate offer of loan servicing according to Part 3 and a copy of the
contract review team’s report to the borrower. To notify a current borrower of the
borrower’s servicing options, the authorized agency official must send the borrower a memo
on FSA letterhead and include a copy of the contract review team’s report.
The notification for both delinquent and current borrowers must identify the:
e tracts on the borrower’s land that are eligible for a conservation contract
e amount of debt canceled by each contract term on each eligible tract
e tracts that would provide the most benefit for conservation
e costs the borrower will incur to create and maintain a conservation contract

e requirements of FSA-2535

e*--corrective action required by FSA-851 which must be completed by the borrower before
FSA approval of the conservation contract.--*

The notification for a delinquent or financially distressed borrower also should include
contract terms for each eligible tract that produces a feasible plan.

Final approval authority for a conservation contract will be SED.
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195 Conservation Contract Review Team (Continued)

H Adverse Decision on Conservation Contract Request

*--The authorized agency official sends a borrower that is delinquent or financially distressed a
notice of mediation and appeal rights according to Part 6 when either:

e FSA finds the borrower to be ineligible for loan servicing, including a conservation
contract

e eDALRS determines that loan servicing, including a conservation contract, does not
enable the borrower to develop a feasible plan

e the authorized agency official determines that the borrower does not possess contract
eligible land that enables the borrower to develop a feasible plan.

The authorized agency official sends a current borrower who is not financially distressed a--*
letter of denial with mediation and appeal rights according to 1-APP when either:

e the authorized agency official determines that the farm operation will not remain feasible
after the borrower implements FSA-2535

e the contract review team determines that the borrower’s land does not possess a
conservation eligible tract.

The authorized agency official sends the borrower a copy of the contract review team’s
report with the adverse decision notice.

[7 CFR 766.110(1)] Borrower appeals of the Natural Resources Conservation Service’s
(NRCS) technical decisions made in connection with a Conservation Contract will be
handled in accordance with applicable NRCS regulations. Other aspects of the denial
of a Conservation Contract may be appealed in accordance with 7 CFR parts 11
and 780.

I Timeframe for Processing Conservation Contract Request
See Part 3 for more information on loan servicing application processing timeframes.

The authorized agency official should process the request for a conservation contract by a
current borrower who is not financially distressed in a timely manner.
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196  Establishing Conservation Contract

A Borrower’s Response to Conservation Contract Offer

12-31-07

See Part 6 for information on borrower response deadlines to FSA loan servicing offers for
delinquent or financially distressed borrowers.

If the authorized agency official offers a current borrower who is not financially distressed a
conservation contract and the borrower decides to accept FSA’s loan servicing offer, the
borrower must respond to the authorized agency official within 45 calendar days of receiving
the offer.

If the borrower possesses more than 1 contract eligible tract, the borrower must indicate both
of the following:

e the tracts to be set aside for a conservation easement
e FSA-2535’s term.

FSA-2535

[7 CFR 766.110(j)] The borrower must sign the Conservation Contract Agreement
establishing the contract’s terms and conditions.

To establish a conservation contract, the authorized agency official and borrower shall
complete and sign FSA-2535.

e All recorded owners of a property receiving a conservation contract must sign FSA-2535.

e |f State law allows, the contract is recorded in the real estate records according to a State
supplement.

The authorized agency official must review and write a legal description of conservation
contract boundaries based on information in the farm’s deed.

The authorized agency official attaches the legal description of conservation contract
boundaries and a map or aerial photo marked with conservation contract boundaries to the
completed and signed FSA-2535.

The authorized agency official must retain a copy of the contract in the borrower’s file as
long as the borrower has an active FLP account. The authorized agency official also will
provide the borrower a copy of the contract.

[7 CFR 766.110(k)] If the borrower or any subsequent landowner transfers title to the

property, the Conservation Contract will remain in effect for the duration of the
contract term.
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196  Establishing Conservation Contracts

B FSA-2535

Below is the process which will be used in New York State to identify the boundaries for
Conservation Contract parcels, Homestead Protection parcels and wetlands on inventory
properties. NY Exhibit 1 “Basic Steps for DFN Management” should be used as a guide.
The requirement for establishing boundaries for Homestead Protection properties will be
satisfied by the use of a formal survey established by a licensed NYS surveyor. FSA will
obtain such services in accordance with our current contracting regulations. In working with
borrowers to estimate a possible Debt for Nature benefit, County Offices should use NY
Exhibit 2: “DFN Estimator” located on the NY'S intranet:

http://intra4.fsa.usda.gov/ny/nyi/farmloanprogram.htm.

In processing contracts or easements, the parcel of land must be delineated so that it can be
identified. In the case of a Conservation Contract (Debt for Nature) or inventory property
wetland area, the following action will be taken to identify the area to be included in the
contract or easement:

CONSERVATION CONTRACT PROPERTY:

7/18/2013

When a borrower requests a Conservation Contract (Debt for Nature), the Easement
Review Team will establish the proposed boundaries of the easement parcel(s). In cases
where the Conservation Contract area does not contain road frontage, a 20 foot right-of-
way will be included in the boundary description.

Debt for Nature tracts will be described through the use of agency-provided GPS units.
FLM’s shall contact John Flocke in STO to assist in the field mapping of the conservation
easement boundaries.

John Flocke will provide the FLM with a proposed boundary description, GIS map
delineating the tract’s boundaries, and APEX printout/sketch to be reviewed by the
property owner and team for acceptance.

Following the acceptance of the description by the owner/team, the FLM will prepare the
boundary description and submit for review through State Office. Further, before closing
and recording the Conservation Contract, the case file will be forwarded to the State Office
FLP staff for review and concurrence. The GIS map and Apex printout
(sketch/description) will become the addendum to FSA Form 2535.

The point of beginning of the boundary description needs to be adequately described to

include the UTM coordinates. This point of beginning will be marked with a metal stake or
rerod bar for future identification. Other points may be staked as needed or appropriate.
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Par 196

196 Establishing Conservation Contracts (Continued)

B FSA-2535 (Continued)

HOMESTEAD PROTECTION PROPERTY:

For Homestead Protection (HP) requests, the HP property boundary will be established by
a formal survey. The Loan Official and borrower will agree on the proposed homestead
property boundaries in conjunction with any required local laws. Once this is defined the
formal boundaries of this area will be established by a formal survey.

INVENTORY PROPERTY:

7/18/2013

Once FSA acquires inventory property, the Loan Official will comply with the regulations
set forth in 5-FLP, Par. 803 and determine if a wetland easement will be established on any
portion of the acquired property. If a wetland easement is to be established, the wetland
area boundaries will be established as described under Conservation Contract Property
above. Once the “sketch” and “boundary description” have been approved by the State
Office staff, they will be returned to the Loan Official to be included in the notice of
conservation easement. If necessary, an escrow agent may assist in the preparation of a
detailed legal description if the cost is economical.

In any of these cases when it is determined that FSA will establish the parcel boundaries as
described above, the borrower or purchaser of the inventory property may, at their own
expense, obtain a survey by a surveyor licensed by the State of New York.

If the borrower or purchaser requests that the easement area be staked at the corners, FSA
may set the stakes. The stakes must be provided to FSA at the cost of the borrower or
purchaser. FSA will use flags when establishing the area boundaries. FSA will provide
these flags.

An operational file will be established for each type of boundary area described above.

A copy of all relevant documents, i.e. APEX printout/sketches, boundary descriptions,
conservation management plan and contracts, will be included in this operational file for
each contract or easement area established as well as in the individual casefile. The
operational file will be marked “Do Not Destroy Until (insert year contract expires).

After all recorded owners of a property receiving a Conservation Contract sign Form 2535,
the Conservation Contact will be filed with the applicable County Clerk’s office. Copies of
the filed Conservation Contract will be distributed as follows:

e Original placed in locked fire-proof safe under “Open Conservation Contracts”

e Copy to borrower

e Copy to be retained in borrower’s current casefile
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196  Establishing Conservation Contracts (Continued)

B FSA-2535 (Continued)

MODIEYING AN EXISTING CONSERVATION CONTRACT:

Occasionally, a request is received to modify an existing Conservation Contract. In order
to provide authorization to modify an existing contract, the servicing official must
determine that the request does not violate the contract’s terms and conditions, and must
receive the written concurrence of the Contract Review Team. The following steps will be
taken to process this type of a request:

1)

2)

3)

All requests to change a Conservation Contract and/or Management Plan
must be made in writing and must detail exactly what modifications are
being requested.

The FLM/FLO will need to review the Debt for Nature Conservation
Contract and Management Plan that was approved in order to determine if
the requested modification/action was previously approved by the
Contract Review Team.

If the requested modification/action was not previously approved by the
Contract Review Team, then the written approval of all members of the
Contract Review Team must be obtained.

4.) All proposed changes to the Conservation Contract must be for authorized

5)

Conservation Purposes as defined in Part 5 of 5-FLP. Any proposed
changes will be submitted to the State Office for review and concurrence
after written approval is obtained from the Review Team.

All approved changes and/or modifications to the Conservation Contract
and Management Plan will need to be filed with the original Conservation
Contract and Management Plan that is maintained in the local FSA Office.

APPROVAL OF CONSERVATION CONTRACT WHEN SATISFIES ENTIRE DEBT:

7/18/2013

If a Conservation Contract will result in reducing the entire outstanding balance to zero, the
Promissory Note is to state “Debt was satisfied through Debt Cancellation with a
Conservation Contract dated ”. Refer to NY 4-FLP Par. 65F for more guidance
on returning the note.
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Par. 196

Establishing Conservation Contract (Continued)

C FSA-2535 Management Authority

[7 CFR 766.110(f)] The Agency has enforcement authority over the Conservation
Contract. The Agency, however, may delegate contract management to another entity
if doing so is in the Agency’s best interest.

Under no circumstances will the borrower be delegated as conservation contract manager.

*--Note: See subparagraph 195 C for a list of agencies that may be considered for delegation

of contract management authority.--*

Handling Noncash Credit

A General

FSA applies the debt canceled by the conservation contract against the borrower’s real estate
debt as a noncash credit. This noncash credit action does not affect the borrower’s current
payment amount and debt repayment schedule unless the loan is otherwise serviced.

The authorized agency official may reamortize any FLP debt that remains on a borrower’s
account after the noncash credit has been applied.

Applying Noncash Credit to a Borrower’s Account

FSA applies noncash credit from the conservation contract only to FLP loans secured in
whole or in part by real estate. If the borrower receiving a conservation contract has more
than 1 outstanding loan secured by real estate, FSA credits the loan with the lowest security
priority first. If the borrower possesses 2 or more outstanding loans secured by real estate
with equal security priority, FSA credits the loan with the largest amortization factor first.

FSA applies noncash credit to the borrower’s account in the following manner.

e The authorized agency official uses eDALRS$ to determine the amount of debt canceled
by the conservation contract.

e FSA reduces the real estate debt in the first loan selected for crediting by the amount of
debt canceled by the conservation contract.

o If the authorized agency official cancels all the real estate debt in the first loan and
conservation contract’s debt cancellation figure has not been exhausted, the authorized
agency official selects a loan secured by real estate with the next highest security position
for crediting.

e The authorized agency official repeats this process until the conservation contract’s debt
cancellation figure is exhausted or the authorized agency official has written down all
FLP debt secured by real estate.
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197 Handling Noncash Credit (Continued)

C Processing Noncash Credit for a Delinquent Borrower

*--The authorized agency official will use FSA-2597 as the source document to complete the

3H — Conservation Contract transaction in DLS Special Servicing.

Before the 3H transaction can be processed in DLS, the authorized agency official must
process a 1M transaction to reamortize or reschedule the loan with the same effective date as
FSA-2535.

This process does not apply, however, to loans receiving both a conservation contract and a
write-down with SAA. If any loan receives both a conservation contract and write-down
with SAA, the authorized agency official must process a 1M transaction, 3H transaction, and
3R transaction in DLS, using the same effective date.

Processing Noncash Credit for a Current Borrower

The authorized agency official will use FSA-2597 as the source document to complete the
3H — Conservation Contract transaction in DLS Special Servicing.--*

198 Rights and Responsibilities Under Conservation Contract

A Borrower’s Rights Under Conservation Contract

4-26-13

Unless explicitly prohibited by FSA-2535 or a conservation contract management plan, the
borrower has the right to:

e prevent trespassing by the general public and control public access to the conservation
contract property

e use the conservation contract property for recreational purposes, including hunting and
fishing
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198  Rights and Responsibilities Under Conservation Contract (Continued)

A Borrower’s Rights Under Conservation Contract (Continued)

e receive economic gain from the leasing of the conservation contract property for
recreational use, including hunting and fishing, pursuant to applicable State and Federal
hunting and fishing regulations

e retain oil, gas, minerals, and geothermal resources beneath the conservation contract
property, provided that the extracting activities are established outside the conservation
contract’s boundaries and do not adversely affect the conservation contract property

e record title, along with the right to convey and transfer title.

B Borrower’s Request for Government Authorization Under FSA-2535

If the borrower wants to pursue any action on the land covered by a conservation contract not

explicitly allowed by the terms and conditions of FSA-2535, the borrower must obtain the

Government’s written authorization in advance. The borrower must make the request for

authorization in writing.

To provide the borrower authorization, the authorized agency official must:

e determine that the proposed action does not violate a conservation contract’s terms and
conditions

e receive the written concurrence of the conservation contract management authority if the
authority is outside FSA

e develop and approve a revised conservation contract management plan with the
participation of the conservation contract review team.

The authorized agency official consults with SED and OGC as necessary.
C Responsibilities and Enforcement Under FSA-2535

Borrower responsibilities, FSA'’s rights, and contract enforcement will be according to the
provisions of FSA-2535.
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199  Subordination Requirements for Conservation Contracts

A Subordination

[7 CFR 766.110 (m)] For real estate with a Conservation Contract:

(1) Subordination will be required for all liens that are in a prior lien position to the
Conservation Contract.

(2) The Agency will not subordinate Conservation Contracts to liens of other lenders or
other Governmental entities.

200  Failure to Comply With Conservation Contract

A Breach of Conservation Contract

[7 CFR 766.110 (n)] Breach of Conservation Contract. If the borrower or a subsequent
owner of the land under the Conservation Contract fails to comply with any of its
provisions, the Agency will declare the Conservation Contract breached. If the
Conservation Contract is breached, the borrower or subsequent owner of the land must
restore the land to be in compliance with the Conservation Contract and all terms of
the conservation management plan within 90 days. If this cure is not completed, the
Agency will take the following actions:

(1) For borrowers who have or had a loan in which debt was exchanged for the
Conservation Contract and breach the Conservation Contract, the Agency may
reinstate the debt that was cancelled, plus interest to the date of payment at the rate of
interest in the promissory note, and assess liquidated damages in the amount of 25
percent of the debt cancelled, plus any actual expenses incurred by the Agency in
enforcing the terms of the Conservation Contract. The borrower’s account will be
considered in non-monetary default; and

(2) Subsequent landowners who breach the Conservation Contract must pay the
Agency the amount of the debt cancelled when the contract was executed, plus interest
at the non-program interest rate to the date of payment, plus liquidated damages in the
amount of 25 percent of the cancelled debt, plus any actual expenses incurred by the
Agency in enforcing the terms of the Conservation Contract.

* * %

201-210

5-5-14

(Reserved)
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Par. 211
Part 6 Common Requirements and Final Processing

Section 1 Security
211  Additional Security for Servicing Actions
A Requirements
[7 CFR 766.112(a)] If the borrower is delinquent prior to restructuring, the borrower,
and all entity members in the case of an entity, must execute and provide to the Agency

a lien on all of their assets, except as provided in paragraph (b)|(subparagraph 211 C) of
this section, when the Agency is servicing a loan.

FSA will take the best lien obtainable on all assets the borrower owns at the time of a
primary loan servicing action. If the borrower is an entity, FSA will take the best lien
obtainable on all assets owned by the entity and all assets owned by the individual members
of the entity. These assets are additional security for the restructured loans and for any
FSA-2543 that may be executed according td paragraph 249, An appraisal is not required to
take security as a best lien obtainable unless the property will be covered by FSA-2543.

B Allowable Security
Security may include but is not limited to:
e land, mineral rights, water rights, buildings, fixtures, machinery, and equipment

e livestock, livestock products, growing crops, stored crops, inventory, supplies, and
accounts receivable

e cash or cash collateral accounts, marketable securities, certificates of ownership of
precious metals, and cash surrender value of life insurance

e assignments on leases or leasehold interests having mortgageable value, revenues,

royalties from mineral rights, patents, copyrights, and pledges of security from third
parties.

12-31-07 5-FLP Amend. 1 Page 6-1



Par. 211
211  Additional Security for Servicing Actions (Continued)

C Exceptions

[7 CFR 766.112(b)] The Agency will take the best lien obtainable on all assets the
borrower owns, except:

(1) When taking a lien on such property will prevent the borrower from obtaining
credit from other sources;

(2) When the property could have significant environmental problems or costs as
described in subpart G of 7 CFR part 1940;

(3) When the Agency cannot obtain a valid lien;

(4) When the property is subsistence livestock, cash, special collateral accounts the
borrower uses for the farming operation, retirement accounts, personal vehicles
necessary for family living, household contents, or small equipment such as hand tools
and lawn mowers; or

(5) When a contractor holds title to a livestock or crop enterprise, or the borrower
manages the enterprise under a share lease or share agreement.

212-225 (Reserved)
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Par. 226
Section 2 FSA’s Decision

226  Approval Authority,
A Approval Authority for Servicing Actions
Any authorized agency official has the authority to approve primary loan servicing options,

except for those involving any write-down or a buyout that would result in debt

forgiveness. SED’s must approve all servicing actions that result in debt forgiveness under
this part.

*--Note: Once SED approval has been obtained, the authorized agency official may approve
the credit action in FBP and complete the loan servicing action.--*

227,228 (Reserved)
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Par. 229

229  State Mediation and Voluntary Meeting of Creditors

A

12-31-07

Introduction
The FSA representative can make no agreement with the borrower that does not comply with
FSA regulations or policies. Further, FSA is not obligated by the terms of the mediation

agreement if the terms are contrary to Federal statute, regulations, handbooks, notices, or
instructions.

[7 CFR 766.114(a)] A borrower who is unable to develop a feasible plan but is otherwise
eligible for primary loan servicing may request:

[7 CFR 766.114(a)] (1) State-certified mediation; or
This also applies to USDA certified mediation States.

[7 CFR 766.114(a)] (2) Voluntary meeting of creditors when a State does not have a
certified mediation program.

[7 CFR 766.114(b)] Any negotiation of the Agency’s appraisal must be completed
before State-certified mediation or voluntary meeting of creditors.

Within 15 calendar days of determining that the borrower is ineligible or cannot develop a
feasible plan, the authorized agency official will offer the borrower mediation or a voluntary
meeting of creditors through FSA-2523 and FSA-2524 or FSA-2521 and FSA-2522, as
appropriate.

States With Certified Mediation Programs

If the borrower requests mediation, FSA will participate regardless of the participation of the
other creditors.

FSA participates in mediation under the same terms as other creditors, including payment of
mediation fees if required.

SED will designate an Agency representative to represent FSA in the mediation. SED sets
the authority limit of the representative and arranges for preparation of the FSA
representative.

SED will issue a State supplement detailing State Certified Mediation requirements.
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Par 229
229  State Mediation and Voluntary Meeting of Creditors

B States With Certified Mediation Programs

Effective October 1, 2001, New York State became a Certified Mediation State in
conjunction with USDA, Rural Development. The New York State Agricultural Mediation
Program is a voluntary process, and requires the borrower to make the request for mediation.
The current New York State USDA Agricultural Mediation Program Brochure can be found

on Sharepoint, under Appeals.

All (appealable) denial letters are to include the address, telephone number and email address
of the NYS Agricultural Mediation Program as follows:

NYS Agricultural Mediation Program
1450 Western Avenue, Suite 101
Albany, NY 12203

866-669-7267 (toll free)
WWW.Nysamp.com
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Par. 229
229  State Mediation and Voluntary Meeting of Creditors (Continued)

C States Without Certified Mediation Programs
*--SED will contract with qualified mediators within their State according to 1-APP, Part 5.--*

The mediator will schedule the meeting of creditors and encourage the borrower’s other
creditors to participate.

It is expected the mediator will:

conduct the meeting according to accepted mediation practices

advise, counsel, and facilitate the development of an agreement

demonstrate good human relation skills, ability to resolve problems, and settle disputes
remain neutral

review the proposed solution to determine whether it can be effectively implemented
review the participants’ obligations, including but not limited to confidentiality
promote good faith discussions.

D Documenting Mediation or Voluntary Meeting of Creditors

At the conclusion of mediation or a voluntary meeting of creditors, the mediator will provide
SED with a written document signed by the parties in attendance, which specifies the
outcome of the meeting and any agreements reached. The mediator provides a copy of this
document to the participating creditors and to the borrower. The authorized agency official
will file a copy of this document in the borrower’s case file.
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Par. 230
230  Appraisals

A Overview of Options to Challenge Appraisals
The borrower has 30 calendar days to request an appeal on the appraisal according to 1-APP.
FSA will maintain a list of State-certified appraisers. FSA must review any appraisal or
review obtained to determine compliance with the requirements of 1-FLP, Part 6. A copy of
the appraisal or review will be provided to FSA before any negotiation, reconsideration or
appeal hearing.

*--B Challenging the Agency Appraisal--*

[7 CFR 766.115(a)] A borrower considered for primary loan servicing who does not
agree with the Agency’s appraisal of the borrower’s assets may:

*--(1) Obtain a USPAP compliant technical appraisal review prepared by a State Certified
General Appraiser of the Agency’s appraisal and provide it at the Agency prior to
reconsideration or the appeal hearing;--*

(2) Obtain an independent appraisal completed in accordance with 8 761.7 as part of
the appeals process. The borrower must:

(i) Pay for this appraisal;

(if) Choose which appraisal will be used in Agency calculations, if the difference
between the two appraisals is 5 percent or less.
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Par. 230
230  Appraisals (Continued)

*--B Challenging the Agency Appraisal (Continued)--*

[7 CFR 766.115(a)(3)] Negotiate the Agency’s appraisal by obtaining a second
appraisal.

Within 30 calendar days of submitting the request to negotiate the appraisal, the borrower
may:

[7 CFR 766.115(a)(3)] (i) If the difference between the two appraisals is 5 percent or
less, the borrower will choose the appraisal to be used in Agency calculations.

[7 CFR 766.115(a)(3)] (ii) If the difference between the two appraisals is greater than
5 percent, the borrower may request a third appraisal. The Agency and the borrower
will share the cost of the third appraisal equally. The average of the two appraisals
closest in value will serve as the final value.

FSA, the borrower, and the appraiser will sign FSA-2529 to agree on paying for the third
appraisal. The borrower will select the appraiser from a list provided by FSA. The list shall
include at least 3 appraisers that did not conduct either of the 2 appraisals.

The authorized agency official will compare the 3 appraisals and average the 2 appraisals
closest in value. This is the final appraised value. The borrower may not appeal the
negotiated appraised value.

[7 CFR 766.115(a)(3)] (iii) A borrower may request a negotiated appraisal only once in
connection with an application for primary loan servicing.

[7 CFR 766.115(a)(3)] (iv) The borrower may not appeal a negotiated appraisal.
C Continued Processing
[7 CFR 766.115(b)] If the appraised value of the borrower’s assets change as a result of
*--the challenge, the Agency will reconsider its previous primary loan servicing decision--*
using the new appraisal value.
[7 CFR 766.115(c)] If the appeal process results in a determination that the borrower is
eligible for primary loan servicing, the Agency will use the information the appeal

officer used in making the decision on the appeal, unless stated otherwise in the appeal
decision letter.
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Par. 231

231  Additional Servicing Information Applicable to Adverse Decisions

A Reconsideration

*--Reconsideration is an opportunity for a borrower to request a meeting with FLM, SFLO,--*

or FLO about an adverse decision.

The borrower has 30 calendar days from the date of the notice of adverse decision to request
reconsideration. The borrower may present additional information at this meeting or explain
why they believe the adverse decision is in error.

The borrower will get only 1 reconsideration for each adverse decision.

The authorized agency official will send the borrower a letter stating the results of the
reconsideration meeting. If the decision is favorable to the borrower, the authorized agency
official will resume processing of the borrower’s request for primary loan servicing. If
FSA’s decision has not changed, the borrower will be provided with new mediation and
appeal rights.

Appeals

The borrower has 30 calendar days from the receipt of the notice of adverse decision to
request an appeal.

The borrower may request an appeal of an appraisal after receiving an adverse decision from
FSA. The borrower may not appeal if the appraised value was previously negotiated
according tq subparagraph 230 B.

FSA will handle a borrower’s appeal request according to 1-APP.
C Buyout at Current Market Value

FSA will offer a buyout at current market value to eligible borrowers who have not
developed a feasible plan through primary loan servicing according to Part 8.

D Debt Settlement

232-245

1-26-11

Borrowers may apply for debt settlement at any time during the primary and preservation
loan servicing process.

If SED denies the borrower’s debt settlement request, the borrower can appeal the adverse
decision. See RD Instruction 1956-B for information on debt settlement.

(Reserved)
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Par. 246
Section 3 Closing

246  Closing Consolidated/Rescheduled Loans
A Introduction

eDALRS$ adds the amount of accrued interest and any outstanding protective advances to the
principal balance at the time of rescheduling according to|Exhibit 17

B Closing Rescheduled Loans
The authorized agency official will:
e ensure that the payments on FSA-2026’s match the final eDALRS report

e mark the existing promissory note or assumption agreement “rescheduled” and attach it
to the new FSA-2026

e file the new FSA-2026 according to 25-AS

o file a copy of the new rescheduled FSA-2026 with the copy of the existing promissory
note or assumption agreement in position 2 of the borrower’s case file

e provide a copy of the new rescheduled FSA-2026 to the borrower at closing
o file the original eDALRS report in position 3.

*--A 1M - Loan Reschedule transaction will be processed in DLS Special Servicing to record
the rescheduled loans.--*
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Par. 247
247  Closing Reamortized Loans

A Introduction to Reamortization

eDALRS$ adds the accrued interest and any outstanding protective advances to the principal
balance at the time of reamortization according to Exhibit 17

B Closing Reamortized Loans
The authorized agency official will:
e ensure that the payments on FSA-2026’s match the final eDALRS report

e mark the existing promissory note or assumption agreement “reamortized” and attach it
to the new FSA-2026

e file the new FSA-2026 according to 25-AS

o file a copy of the new reamortized FSA-2026 with the copy of the existing note or
assumption agreement in position 2 of the borrower’s case file

e provide a copy of the new reamortized FSA-2026 to the borrower at closing
o file the original eDALRS report in position 3.

*--A 1M - Loan Reamortization transaction will be processed in DLS Special Servicing to
record the reamortized loans.--*

SED will issue a State supplement ensuring that existing liens and title insurance or opinions
are extended and preserved.
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Par 247

247  Closing Reamortized Loans

B

7/18/2013

Closing Reamortized Loans

In New York, the law requires each subsequent loan to be secured by a new mortgage.
Each mortgage will describe all loans be secured by the real estate, even if described in
previous mortgages.

When preparing mortgages for either a subsequent loan or a loan restructuring, the Loan
Approval Official will include a list of all prior notes that are still outstanding at the time of
the restructuring or subsequent loan takes place.

If the number of notes is such that there is inadequate space on the front of the mortgage to
list all notes, an asterisk (*) will be inserted after the last note on the face of the form. A
matching asterisk (*) will then be added at the end of the legal description and any
additional notes will be listed in the same format as shown on the face of the mortgage.

In mortgages where notes listed were previously restructured, the following language
will be added to that space on the mortgage at the end of the conditions:

“The promissory notes described on the face of this instrument and identified by (*) are
given to consolidate, reschedule, or reamortize, but not in satisfaction of the unpaid principal
and interest on the following described notes or assumption agreements dated

in the amount of $ and in the amount of $
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Par. 248
248  Closing Deferred Loans

A Introduction to Deferrals

FSA will also reschedule or reamortize, as applicable, all loans deferred through primary
loan servicing.

FSA may defer all or part of a loan according to eDALRS.
B Closing Deferrals
The authorized agency official will:
e ensure that the payments on FSA-2026’s match the final eDALRS report

e complete the addendum to FSA-2026 addressing repayment of deferred interest
according to FSA-2026 instructions

e mark the existing promissory note or assumption agreement “rescheduled/reamortized
with full/partial deferral,” as appropriate, and attach it to the new FSA-2026

e file the new deferred FSA-2026 according to 25-AS

o file a copy of the new note with the copy of the existing promissory note or assumption
agreement in position 2 of the borrower’s case file

e provide a copy of the new deferred FSA-2026 to the borrower at closing
o file the original eDALRS report in position 3.

*--1M and 5W - Record Loan Deferral transactions will be processed in DLS Special Servicing
to record the deferred loans as well as record the “DEF” flag on the account. These

transactions will be created and processed in the correct sequence by DLS Special
Servicing.--*
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Par. 248
248  Closing Deferred Loans (Continued)

C Ongoing Servicing of Deferrals

Review the * * * FLOO quarterly status report to determine borrowers who have deferrals
expiring.

Review the borrower’s financial progress during the annual analysis according to
|paragraph 161/

Send the borrower a letter 6 months before the expiration of the deferral stating the amount
and due date of the first payment.

*--After all deferrals on a borrower’s account have expired, the “DEF” flag will be
converted to a “DEF3” flag by FLOO. This flag is not required to be removed and is used to
indicate which accounts have previously been serviced with deferral servicing actions. If all
deferrals on an account must be canceled before their expiration, the “DEF” flag must be--*
removed from the account by completing FSA-2562 and processing a 5H transaction.
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Par. 249
249  Closing Write-Downs

A Introduction
FLP loans can be fully or partially written down.
Loans that are partially written down must be fully restructured. FSA will also reschedule,

reamortize, or defer, as applicable, all loans written down through primary loan servicing
according tq paragraphs 247,[248] and/or this paragraph.

B Closing Write-Down

The authorized agency official will:

o*--gnsure that the payments on FSA-2026’s match the final eDALR$ report--*

e mark the existing promissory note or assumption agreement “Satisfied by Approved Debt
Writedown” if the loan is completely written down or “Restructured with Partial Debt
Writedown” if the loan is partially written down, and attach it to the new FSA-2026

e attach the promissory note, if required, to the new FSA-2026

e file FSA-2026 according to 25-AS

e provide a copy of the new FSA-2026 to the borrower at closing

o*--file the original eDALRS$ report in Position 3.--*
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Par. 249
249  Closing Write-Downs (Continued)

C SAA Required

[7 CFR 766.201] (a) The Agency requires a borrower to enter into a SAA with the
Agency covering all real estate security when the borrower:

(1) Owns any real estate that serves or will serve as loan security; and

(2) Accepts a writedown in accordance with section 766.111|(paragraph 172).

FSA requires FSA-2543 when debt is written down on a loan secured by real estate.
See Part 9, Section 1 for details on servicing SAA’S.

A borrower will execute FSA-2543 and it will remain attached to the new FSA-2026. Copies
of FSA-2543 will be attached to all copies of FSA-2026.

D Processing Write-Down

*--The authorized agency official will process a 3R — Shared Appreciation Writedown
transaction in DLS Special Servicing to record the write-down and to establish an equity--*
record for the debt written down. The equity record will establish an account for the amount
of the SAA recapture that may come due.

E Additional Security Required

The borrower must agree to additional liens on available security according to|paragraph 211/

FSA'’s real estate and chattel liens will be maintained by cross collateralization even if all
real estate or chattel type loans are written off.

250-280 (Reserved)
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Par. 281
Part 7 Homestead Protection Program

Section 1 Determining and Notifying Eligible Borrowers

281  Homestead Protection Program

A Pre-Acquisition

12-31-07

[7 CFR 766.151(a)] (1) If the borrower requested primary loan servicing but cannot
develop a feasible plan, the Agency will notify the borrower of any additional
information needed to process the homestead protection request. The borrower must
provide this information within 30 days of Agency notification.

If a borrower cannot develop a feasible plan and is unwilling or unable to buy out at current
market value, the borrower will be considered for homestead protection and will be mailed
FSA-2537 and its attachment FSA-2538 if FSA has a lien on their residence. Servicing will
continue to be processed up to acceleration during the consideration of homestead protection
and the account will be immediately accelerated at the conclusion of all appeals.

[7 CFR 766.151(a)] (2) If the borrower does not timely provide the information
requested, the Agency will deny the homestead protection request and provide
reconsideration and appeal rights.

[7 CFR 766.151(a)] (3) A complete application for homestead protection will include:
(i) Updates to items required under 8§ 766.102 (Part 3, Section 2);

(i) Information required under § 766.353 (Part 14); and

(iii) Identification of land and buildings to be considered.
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Par. 281
281 Homestead Protection Program (Continued)

B Post-Acquisition
[7 CFR 766.151(b)] (1) After the Agency acquires title to the real estate property, the
Agency will notify the borrower of the availability of homestead protection. The

borrower must submit a complete application within 30 days of Agency notification.

(2) If the borrower does not respond to the Agency notice, the Agency will dispose of the
property in accordance with 7 CFR part 767.

(3) A complete application for homestead protection will include:

(i) Updates to items required under § 766.102; and

(ii) 1dentification of land and buildings to be considered.

Within 30 calendar days of FSA obtaining title to the property, the authorized agency official
sends the borrower FSA-2540 by certified mail. If FSA obtains title to the property while
FSA is processing homestead protection, the borrower does not need to respond to
FSA-2540. FSA considers the pre-acquisition request as the borrower’s application and
continues to process the homestead protection request to completion.

In requesting homestead protection, the borrower must:

e provide the authorized agency official with updated servicing application materials if the
necessary documentation is not already on file

Note: For a list of items the borrower must submit to FSA, see Part 3.
e specifically identify the land and buildings the borrower wants to include in the request.

FSA and the borrower, if eligible for homestead protection, enter into a lease by signing
FSA-2591.
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Par. 282

282  Transfer of Homestead Protection

A

Transferring Right to Request Homestead Protection

[7 CFR 766.153] Homestead protection rights are not transferable or assignable, unless
the eligible party dies or becomes legally incompetent in which case the homestead
protection rights may be transferred to the spouse only upon the spouse’s agreement to
comply with the terms and conditions of the lease.

283 Homestead Protection Leases

A

12-31-07

Transferring Right to Request Homestead Protection

[7 CFR 766.154(a)] (1) The Agency may approve a lease-purchase agreement on the
appropriate Agency form subject to obtaining title to the property.

(2) If a third party obtains title to the property:

(i) The applicant and the property are no longer eligible for homestead protection;

(i1) The Agency will not implement any outstanding lease-purchase agreement.

(3) The borrower may request homestead protection for property subject to third party
redemption rights. In such case, homestead protection will not begin until the Agency

obtains title to the property.

As stated in FSA-2539, FSA’s obligation to enter into the lease of homestead protection
property is subject to satisfaction of all State and local laws.

If FSA does not obtain title to the property within 2 years of the date that FSA and the
borrower signed FSA-2539, homestead protection is terminated.
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Par. 284

284  Determining Applicant and Property Eligibility

A Applicant Eligibility Requirements

12-31-07

[7 CFR 766.152(b)] To be eligible for homestead protection, the applicant:

(1) Must be the owner, or former owner from whom the Agency acquired title of the
property pledged as security for an FLP loan. For homestead protection purposes, an
owner or former owner includes:

(i) A member of an entity who is or was personally liable for the FLP loan secured by
the homestead protection property when the applicant or entity held fee title to the
property; or

(i) A member of an entity who is or was personally liable for the FLP loan that
possessed and occupied a separate dwelling on the security property.

(2) Must have earned gross farm income commensurate with:
(i) The size and location of the farm; and

(if) The local agricultural conditions in at least 2 calendar years during the 6-year
period immediately preceding the calendar year in which the borrower applied for
homestead protection.

(3) Must have received 60 percent of gross income from farming in at least two of the
6 years immediately preceding the year in which the borrower applied for homestead
protection;

Gross farm income can include income from the rental or lease of FSA security if the lease
meets the criteria of 4-FLP, subparagraph 99 E.

(4) Must have lived in the home during the 6-year period immediately preceding the
year in which the applicant applied for homestead protection. The applicant may have
left the home for not more than 12 months if it was due to circumstances beyond their
control;

(5) Must demonstrate sufficient income to make rental payments on the homestead
property for the term of the lease, and maintain the property in good condition. The
lessee will be responsible for any normal maintenance; and

FSA will make repairs to leased property only according to|subparagraph 743|C.

(6) Must not be ineligible due to disqualification resulting from Federal Crop Insurance
violation according to 7 CFR part 718.
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Par. 284
284  Determining Applicant and Property Eligibility (Continued)

B Property Eligibility Requirements
[7 CFR 766.152(a)] (1) The principal residence and the adjoining land of up to 10 acres,
must have served as real estate security for the FLP loan and may include existing farm

service buildings. Homestead Protection does not apply if the FLP loans were secured
only by chattels.

(3) The proposed homestead protection site must meet all State and local requirements
for division into a separate legal lot.

The property must comply with all environmental considerations described in 1-EQ.

If the site cannot be approved by local officials because of local zoning regulations,
homestead protection must be concluded and servicing will continue.

If necessary, FSA grants or retains reasonable easements for ingress, egress, utilities, and
water rights for the benefit of the adjoining property.
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Par. 284

284  Determining Applicant and Property Eligibility (Continued)

C

12-31-07

Negotiating Eligible Land and Buildings With the Borrower

[7 CFR 766.152(a)(2)] The applicant may propose a homestead protection site. Any
proposed site is subject to Agency approval.

If the authorized agency official does not agree with the proposed size or shape of the
property, FSA negotiates the configuration with the borrower. If the borrower and the
authorized agency official still cannot agree on the proposed shape and size of the property,
the authorized agency official determines the property’s configuration and provides appeal
rights.

Surveying Homestead Protection Property

When FSA and the borrower agree on the property’s configuration and FSA finds the
borrower eligible for homestead protection, the authorized agency official has:

e alicensed surveyor survey the property, if needed
e the property’s legal description prepared
e the property lines marked with permanent markers.

The reasonable customary cost of these services will be paid by FSA.

Appraising Homestead Protection Property

[7 CFR 766.154(e)] The Agency will use an appraisal obtained within 6 months from the
date of the application for considering homestead protection. If a current appraisal
does not exist, the applicant will select an independent real estate appraiser from a list

of appraisers approved by the servicing official.

FSA pays for the appraisal according to 1-FLP, Part 6.
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Par. 284
284  Determining Applicant and Property Eligibility (Continued)

F Conveyance of Homestead Protection Property
[7 CFR 766.152(a)(4)] Where voluntary conveyance of the property to the Agency is
required to process the homestead protection request, the Agency will process any
request for voluntary conveyance according to § 766.353 (Part 14).

G Homestead Protection Agreement

If the authorized agency official determines that the borrower is eligible for homestead
protection, the borrower and FSA enter into FSA-2539.

e The authorized agency official attaches an unexecuted FSA-2591 to FSA-25309.
e The borrower must provide FSA with:

e an executed FSA-2539
e acompleted FSA-2570

e all documents required for voluntary conveyance according to Part 14 for a
pre-acquisition situation.

H Notifying Borrower of Appeal Rights
If FSA rejects a borrower’s request for homestead protection, or the borrower disagrees with
the configuration of the property or the appraisal, the authorized agency official notifies the
borrower of the reasons for FSA’s decision. In the letter, FSA offers the borrower appeal
rights according to 1-APP.

285-296 (Reserved)
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Par. 297
Section 2 Processing Homestead Protection Requests

297  Leasing the Homestead Protection Property

A

Lease Terms and Conditions

[7 CFR 766.154(b)] (1) The amount of rent will be based on equivalent rents charged
for similar residential properties in the area in which the dwelling is located.

(2) All leases will include an option to purchase the homestead protection property as
described in paragraph (c) (subparagraph 300 A) of this section.

(3) The lease term will not be less than 3 years and will not exceed 5 years.

A borrower may extend a lease with an original term of less than 5 years, but not beyond
5 years from the beginning date of the original lease.

FSA applies the lease payments to the homestead protection account according to Part 20.
FSA does not apply lease payments to the purchase price of the property.

The borrower may exercise the option to purchase at any time.
Lessee Requirements

[7 CFR 766.154(b)(4)] The lessee must agree to make lease payments on time and
maintain the property.

[7 CFR 766.154(b)(5)] The lessee must cooperate with Agency efforts to sell the
remaining portion of the farm.

298  (Reserved)

12-31-07
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Par. 299
299 Defaults and Ramifications of Lease Defaults

A Terminating Homestead Protection Leases

[7 CFR 766.154(d)] The Agency may terminate the lease if the lessee does not cure any
lease defaults within 30 days of Agency notification.

Examples of lease defaults may include nonpayment of monthly lease payments or failure to
maintain the property.

If the former borrower is in default on the terms of the lease, the authorized agency official
must notify the former borrower in writing. If the former borrower does not cure a lease
default within 30 calendar days of the date of the default notice from FSA, the authorized
agency official notifies the former borrower in writing that FSA is terminating the lease and
purchase option. This notification must include appeal rights.
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Par. 300
300 Exercising Option to Purchase Homestead Protection Property

A Timeframe for Exercising Option

[7 CFR 766.154(c)] (1) The lessee may exercise in writing the purchase option and
complete the homestead protection purchase at any time prior to the expiration of the
lease provided all lease payments are current.

*--(2) If the lessee is a member of a socially disadvantaged group, the lessee may designate
a member of the lessee’s immediate family (that is, parent, sibling, or child) (designee)
as having the right to exercise the option to purchase. Sge Exhibit P for the definition of
socially disadvantaged group.

Note: The former owner must be eligible for Homestead Protection and successfully lease
the property (be the lessee) under Homestead Protection before they can choose an
immediate family member to purchase the property.

The lessee or designee may exercise the purchase option by completing the repurchase of the
homestead protection property within the term of the lease. The lessee or designee must
initiate the purchase option by submitting a signed statement to FSA. The option is not
exercised until FSA receives the purchase money. If closing extends beyond the term of the
lease, the lessee will continue to make lease payments to FSA until the purchase is closed.--*

Failure to exercise the purchase option within the lease period terminates the lessee’s rights
under the option.

B Determining Sale Price of Homestead Protection Tract

*--[7 CFR 766.154(c)(3)] The purchase price is the market value of the property when--*
the option is exercised as determined by a current appraisal obtained by the Agency.

FSA determines the current market value of the property through an appraisal that is less than
1 year old. If the appraisal is older than 1 year, the authorized agency official requests a new
appraisal according td subparagraph 284|E.
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Par. 301
301  Purchasing Homestead Protection Property

A Borrower Financing Options

*--[7 CFR 766.154(c)] (4) The lessee or designee may purchase homestead protection
property with cash or other credit source.

(5) The lessee or designee may receive Agency program or non-program financing
provided:

(i) The lessee or designee has not received previous debt forgiveness;

(if) The Agency has funds available to finance the purchase of homestead protection
property;

(iii) The lessee or designee demonstrates an ability to repay such an FLP loan; and
(iv) The lessee or designee is otherwise eligible for the FLP loan.--*
B Lessee Repayment Ability

A lessee wanting to purchase the homestead protection property using credit sale funds must
provide all information required for FSA to:

e determine whether the lessee has adequate repayment ability
e grant final homestead protection approval.

FSA requires a feasible payment plan.
C Credit Sale Interest Rate

The interest rate for a credit sale is the interest rate for a homestead protection loan as
published in 1-FLP, Exhibit 17.
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Par. 301
301  Purchasing Homestead Protection Property (Continued)

D Closing the Credit Sale

The closing procedures for a lessee purchasing homestead protection property are the same
as for any NP borrower who obtains FSA financing.

E Defaults on Homestead Protection Loans
FSA homestead protection loans are NP’s, and are not eligible for loan servicing. If a
borrower with a homestead protection loan defaults, FSA accelerates the loan according to
Part 15.
302  Conflict With State Law.

A Prevalence of State Law

[7 CFR 766.155] If there is a conflict between a borrower’s homestead protection rights
and any provisions of State law relating to redemption rights, the State law prevails.

SED’s should issue a State supplement in States where the State law provides for specific
rights that differ.

303-320 (Reserved)
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Par 302
302 Conflict with State Law

A Prevalence of State Law

NY Exhibit 4 “Pre Acquisition HP Checklist” and NY Exhibit 5 “Post Acquisition HP
Checklist” can be used as a guide to ensure all required steps are taken when considering
Homestead Protection. Refer to NY Par. 196B to identify the boundaries for

Homestead Protection.
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Par. 321
Part8 Current Market Value Buyout

321 Buyout at Current Market Value

A

12-31-07

Introduction

If a feasible plan cannot be developed through primary loan servicing, FSA will offer the
borrower current market value buyout if they are determined eligible according to
subparagraph B.

Current market value allows the borrower to pay FSA the current market value of the
security less any prior liens. FSA will release all of the borrower’s debt and security
instruments when current market value is paid in full within the required timeframes. If the
total FLP debt is less than current market value, FSA will accept payment in full at any time.
Borrower Eligibility

[7 CFR 766.113 (a)] A delinquent borrower may buy out the borrower’s Agency loans
at the current market value of the loan security, including security not in the
borrower’s possession, and all non-essential assets if:

(1) The borrower has not previously received debt forgiveness on any other FLP direct
loan;

(2) The borrower has acted in good faith;

(3) The borrower does not have non-essential assets for which the net recovery value is
sufficient to pay the account current;

(4) The borrower is unable to develop a feasible plan through primary loan servicing
programs or a Conservation Contract, if requested;

(5) The present value of the restructured loans is less than the net recovery value of
Agency security;

(6) The borrower pays the amount required in a lump sum without guaranteed or
direct credit from the Agency; and

(7) The amount of debt forgiveness does not exceed $300,000.

5-FLP Amend. 1 Page 8-1



Par. 321
321  Buyout at Current Market Value (Continued)

B Borrower Eligibility (Continued)

Debt reduction from FSA-2535’s is not included in the $300,000 limit described in this
subparagraph.

*--1f eDALRS shows that FSA would write off more than $300,000 of the borrower’s debt in--*
restructuring the debt or accepting the current market value, the borrower is not eligible for
primary loan servicing or current market value buyout. The borrower may be considered for
debt settlement according to RD Instruction 1956-B.

C Approval of Buyout
SED must approve all current market value buyouts unless the account is paid in full.

D Recapture Agreements

FSA borrowers who received approval of buyout at NRV before July 3, 1996, entered into
NRBRA with FSA. FSA services NRBRA according to Part 9, Section 2.

Borrowers who received approval to buyout their loans after July 3, 1996, must pay current
market value. FSA does not require these borrowers to enter into NRBRA.
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322

Par. 322
Processing a Buyout at Current Market Value

A Notifying Borrower of Buyout

The authorized agency official will notify the borrower of the opportunity to buyout the FSA
loans at current market value by sending the borrower a copy of the signed eDALR$ Report,
along with FSA-2521 and FSA-2522 or FSA-2523 and FSA-2524 showing the buyout
amount by certified mail.

B Timeframe for Borrower to Pay Buyout Amount

[7 CFR 766.113(b)] After the Agency offers current market value buyout of the loan,
the borrower has 90 days from the date of Agency notification to pay that amount.

If the borrower exercises the right to an independent appraisal, negotiation of appraisal,
reconsideration, mediation, or appeal, the 90-calendar-day time limit will start on the day the
borrower receives the final Agency and/or NAD decision.

C Processing Buyout Payment

If the borrower accepts FSA’s buyout offer, the borrower must pay the entire buyout amount
according to 4-FLP, subparagraph 65 F. The buyout amount will be established by

*--processing a 3Q — Market Value Buyout transaction in DLS Special Servicing after the--*
payment has been processed. The payment will be submitted as “other collection” according
to 3-FI. The borrower’s security instruments will be released according to 4-FLP,
subparagraph 65 F. The borrower’s original promissory notes will be marked “satisfied at
current market value” and returned to the borrower.

D Borrower Nonresponse or Inability to Pay Current Market Value

If the borrower does not accept FSA’s buyout offer and FSA has a lien on the home of the
borrower or any person that pledged their home as collateral, homestead protection will
continue to be processed according to Part 7. If the borrower does not elect or is not eligible
for homestead protection or does not pay the FLP account current, FSA will, after conclusion
of all appeals, accelerate the borrower’s account according to Part 15.

The borrower can also still apply for debt settlement according to RD Instruction 1956-B.

323-340 (Reserved)
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Par. 341
Part9 Servicing Shared Appreciation Agreements and NRBRA'’S

Section 1 Servicing Shared Appreciation Agreements
341  Monitoring Shared Appreciation Agreements
A FLOO Reports
FLOO sends a monthly report to the County Office listing:
e shared appreciation agreements that will soon be maturing

e past due amounts owed by borrowers on shared appreciation agreements that have been
triggered or have matured.

B Borrower Reminder of Shared Appreciation Agreement

The authorized agency official will send Exhibit 25 to all borrowers who executed a shared
appreciation agreement as a reminder of shared appreciation agreement requirements. This
letter will be sent in the fourth quarter of every FY during the term of the shared appreciation
agreement, starting 1 year after the shared appreciation agreement is signed.

*--C Consideration of Shared Appreciation Amounts
FSA considers the amount of shared appreciation as a contingent liability of the borrower

until it is determined whether there is any shared appreciation due and payable according to
| paragraph 342/

FSA includes shared appreciation amounts that are due and payable or amortized as part of
the borrower’s total FSA debt.--*
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Par. 342
342  Triggering Shared Appreciation Agreements

A When Shared Appreciation Agreement Is Due

[7 CFR 766.201(b)] The borrower must repay the calculated amount of shared
appreciation after a term of 5 years from the date of the writedown, or earlier if:

Shared appreciation agreements signed before August 18, 2000, continue to mature after
10 years.

[7 CFR 766.201(b)] (1) The borrower sells or conveys all or a portion of the Agency’s
real estate security, unless real estate is conveyed upon the death of a borrower to a
spouse who will continue farming;

[7 CFR 766.201(b)] (2) The borrower repays or satisfies all FLP loans;

[7 CFR 766.201(b)] (3) The borrower ceases farming; or

[7 CFR 766.201(b)] (4) The Agency accelerates the borrower’s loans.
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Par. 343

343  Determining Amount of Shared Appreciation Due

A Determining Whether Shared Appreciation Is Due

11-12-08

The authorized agency official will obtain a current appraisal of real estate security covered
by a shared appreciation agreement if any of the events listed inparagraph 342 pccur.

Partial Sale of Shared Appreciation Security

[7 CFR 766.202(b)] In the event of a partial sale, an appraisal of the property being sold
may be required to determine the market value at the time the SAA was signed if such
value cannot be obtained through another method.

If the borrower sells only a portion of the real estate security before the maturity of a shared
appreciation agreement, recapture is due on the tract that is sold. FSA may require 1 or more
appraisals to determine the amount of recapture that may be due from the partial sale. SED
may issue a State supplement to identify the appropriate method to be used based upon the
following examples.

Example 1:  The borrower has 400 acres of similar farm ground, with no buildings, that
secure the shared appreciation agreement. Four years after signing the shared
appreciation agreement, the borrower decides to sell 100 acres, 25 percent of
the total acres. FSA obtains an appraisal on the entire 400 acres as described
in 1-FLP, Part 6. The authorized agency official compares the contributory
value of the 100 acres (25 percent of the current appraisal) to the contributory
value at the time of the write-down (25 percent of the appraisal done at the
time of the write-down).

Example 2:  The borrower has 400 acres with a house and outbuildings that secure the
shared appreciation agreement. Four years after signing the shared
appreciation agreement, the borrower decides to sell 100 acres with no
buildings. FSA obtains an appraisal on the 100 acres being sold and on the
entire 400 acres. The authorized agency official compares the 2 appraisals
and determines the percentage of value of the 100 acres. The authorized
agency official then applies this percentage to the appraised value at the time
of write-down to determine the value of the 100 acres at the time of the
write-down.

Example 3:  The borrower has 400 acres that secure the shared appreciation agreement.
Four years after signing the shared appreciation agreement, the borrower
decides to sell 2 acres in a corner of the farm for a residence. FSA obtains a
*--current appraisal on the 2 acres, and an appraisal of the 2 acres as of the--*
date of the write-down. The authorized agency official then compares the
2 appraisals to determine the amount of appreciation due on the 2 acres.
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Par 343

343  Determining Amount of Shared Appreciation Due

B

7/18/2013

Partial Sale of Shared Appreciation Security

Current real estate appraisals are required to determine if recapture is due on a Shared
Appreciation Agreement. Appraisals must be ordered as outlined in 1-FLP NY Amendment
1 Paragraph 141 E.

Consultation with the FSA Staff Appraiser is required to determine the type and number of
appraisals that need to be ordered. In some cases you may need to order retrospective and
current appraisals on parcels that were released and property remaining under FSA’s
mortgage.
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Par. 343

343  Determining Amount of Shared Appreciation Due (Continued)

C

12-31-07

Calculating Shared Appreciation

[7 CFR 766.202(a)] The value of the real estate security at the time of maturity of the
SAA (market value) shall be the appraised value of the security at the highest and best
use, less the increase in the value of the security resulting from capital improvements
added during the term of the SAA (contributory value). The market value of the real
estate security property will be determined based on a current appraisal completed
within the previous 12 months in accordance with 8 761.7 (1-FLP, Part 6) of this chapter,
and subject to the following:

[7 CFR 766.202(a)] (1) Prior to completion of the appraisal, the borrower will identify
any capital improvements that have been added to the real estate security since the
execution of the SAA.

Approximately 6 months before the maturity of the shared appreciation agreement and before
the completion of the appraisal, FSA will contact the borrower with FSA-2544 to determine
whether any capital improvements have been added to the security during the term of the
shared appreciation agreement.

[7 CFR 766.202(a)] (2) The appraisal must specifically identify the contributory value of
capital improvements made to the real estate security during the term of the SAA to
make deductions for that value.

[7 CFR 766.202(a)] (3) For calculation of shared appreciation recapture, the
contributory value of capital improvements added during the term of the SAA will be
deducted from the market value of the property. Such capital improvements must also
meet at least one of the following criteria:

[7 CFR 766.202(a)(3)] (i) It is the borrower’s primary residence. If the new residence is
affixed to the real estate security as a replacement for a residence which existed on the
security property when the SAA was originally executed, or, the living area square
footage of the original residence was expanded, only the value added to the real
property by the new or expanded portion of the original residence (if it added value)
will be deducted from the market value.

Example: At the time of the write-down the contributory value of a house on the property
was $60,000. The house was destroyed by fire and replaced with a house that
cost $150,000. However, the contributory value of the new house at the time the
shared appreciation agreement matured was $170,000 because of appreciation.
The value added to the real property in this case is $110,000. ($170,000 value of
the new house at maturity — $60,000 value of the old house at the time FSA-2543
was executed.)
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Par. 343
343  Determining Amount of Shared Appreciation Due (Continued)

C Calculating Shared Appreciation (Continued)

[7 CFR 766.202(a)(3)] (ii) It is an improvement to the real estate with a useful life of
over one year and is affixed to the property, the following conditions must be met:

(A) The item must have been capitalized and not taken as an annual operating expense
on the borrower’s Federal income tax returns. The borrower must provide copies of
appropriate tax returns to verify that capital improvements claimed for shared
appreciation recapture reduction are capitalized.

(B) If the new item is affixed to the real estate as a replacement for an item that existed
on the real estate at the time the SAA was originally executed, only the value added by
the new item will be deducted from the market value.

The authorized agency official will usé Exhibit 26 to calculate the amount of shared
appreciation due and file a copy of Exhibit 26 in the borrower’s case file.

D Payment of Recapture

[7 CFR 766.203] (a) The borrower must pay on the due date or 30 days from Agency
notification, whichever is later:

(1) Seventy-five percent of the appreciation in the real estate security if the agreement is
triggered within four years or less from the date of the writedown; or

(2) Fifty percent of such appreciation if the agreement is triggered more than four years
from the date of the writedown or when the agreement matures.

(b) If the borrower sells a portion of the security, the borrower must pay shared
appreciation only on the portion sold. Shared appreciation of the remaining portion
will be due in accordance with paragraph (a) of this section.

(c) The amount of recapture cannot exceed the amount of the debt written off through
debt writedown.
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Par. 343
343  Determining Amount of Shared Appreciation Due (Continued)

E When Shared Appreciation Is Not Due

If the authorized agency official determines that no shared appreciation is due, the authorized
agency official will:

e document this finding in the borrower’s case file

e mark SAA “Satisfied”, make a copy for the case file, and return the original to the
borrower

e release the lien instruments securing SAA if the security instruments do not secure other
FSA-2026’s or SAA’s

o*--process a 3V — Equity Receivable transaction in DLS to record that no shared--*
appreciation is due and close the equity receivable record.

The authorized agency official will send the borrower a letter with supporting calculations

Exhibit 26) stating that no SAA recapture is due.
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344

Par. 344

Notifying Borrower That Shared Appreciation Is Due

*--A FSA Review of Maturing SAA’s--*

5-5-14

To allow for appraisals and consideration of capital improvements, the authorized agency
official will begin determination of the SAA recapture amount due approximately 6 months
before the maturity of SAA. The authorized agency official will contact the borrower with
FSA-2544 to determine whether any improvements have been made that meet the required
criteria. If there is any shared appreciation due according to paragraph 343, the borrower
will be notified according to subparagraph B. If no SAA recapture is due, FLM or SFLO
will wait until SAA has matured and complete the actions in subparagraph 343 E.

Use the DLS SI Other Shared Appreciation Amortization workflow to track and monitor the
SAA processing to completion.

Borrower Notification of Shared Appreciation Due

The authorized agency official will notify the borrower of any SAA recapture due at least
60 calendar days before the maturity date of the agreement or if any of the events described
in paragraph 342 occur by use of FSA-2545. This notification will include:

e the amount of the SAA recapture due

e the date the SAA recapture is due, which is the latter of the maturity of SAA or
30 calendar days from the borrower’s receipt of the letter

e how FSA calculates the amount due
e the borrower’s options for repaying the shared appreciation amount, including:

e FSA’s offer to consider amortization of the amount due as NP if the borrower cannot
pay the amount due

e alist of items required for a complete application for amortization
e the application due date
e Dborrower’s appeal rights.

After all appeal rights have been concluded, FSA will process a 3V — Equity Receivable
transaction in DLS to establish the recapture due.
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Par. 344
344 Notifying Borrower That Shared Appreciation Is Due (Continued)

C Complete Application for Shared Appreciation Amortization
The borrower has 60 calendar days from the date of FSA-2545 to submit a complete
application to amortize the shared appreciation amount according to paragraph 346. If the
application is submitted while the borrower is disputing the recapture amount, the final
decision on the application will not be made until all dispute resolution options are
concluded.

For the application for shared appreciation amortization to be complete, the borrower must
submit:

e FSA-2001

e records showing the borrower’s actual income, production, and expenses, including
income tax returns and supporting documents for the most recent 3-year period

e verifications of debts and nonfarm income according to 3-FLP, subparagraph 42 A
e proper fee for a credit report

e any other items determined by the authorized agency official as necessary for completing
FBP.

At 30 calendar days, the authorized agency official will notify the borrower the following
1 time in writing:

e of all required items that the borrower has not submitted
o the final due date by which the borrower must submit all items

e that no further reminders will be sent and that the borrower will be in default if the
amount is not paid or amortized.

D Borrower Does Not Pay Shared Appreciation Due
The borrower is in nonmonetary default if the amount is not paid or amortized by the due

date. The borrower will be notified according to Part 3 after all dispute resolution is
concluded. Servicing will continue to liquidation if the recapture is not paid or amortized.
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Par. 345

345  Processing Shared Appreciation Agreement Recapture Payments

A

12-31-07

Processing Shared Appreciation Agreement Recapture Payments

Payment on unamortized recapture will be processed as a miscellaneous payment and
indicated as an “Equity Receivable Payment”.

Applying Sale Proceeds of Shared Appreciation Security

Creditors will be paid in lien priority. Proceeds from a full or partial sale of shared
appreciation agreement security submitted to FSA will be applied first to recapture and then
to the loan.

Satisfying Shared Appreciation With Payment in Full

If the borrower fully pays the Shared Appreciation amount due and the borrower’s remaining
FLP debt is fully paid, the authorized agency official will release the satisfied debt and lien
instruments and close the equity receivable record.

If the borrower pays the Shared Appreciation amount in full but still has remaining FLP debt,
FSA will release only those documents pertaining to loans that have been fully paid. FSA
will mark the shared appreciation agreement paid in full but will not release the borrower’s
mortgage if it secures promissory notes that the borrower has not fully paid.

If Shared Appreciation is due because of a partial sale of the shared appreciation agreement
security, the shared appreciation agreement is not satisfied and the lien instruments will not
be released. See 4-FLP, Part 7 about partial releases of security.

SED may issue a State supplement on satisfying shared appreciation agreements if required
by State law.

Cash Sale of Shared Appreciation Security

Subject to prior lien debt, FSA collects the shared appreciation agreement recapture amount
first from the sale proceeds in a cash sale of the shared appreciation security.
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Par 345

345  Processing Shared Appreciation Agreement Recapture Payments

C

7/18/2013

Satisfying Shared Appreciation (SAA) With Payments in Full

Satisfaction of a SAA will be completed as outlined in 5-FLP, Par. 345 (C). If the entire
debt is paid in full, FSA will release all remaining mortgages. If, there is any remaining
FLP debt after the SAA is paid in full, the SAA will be marked “Paid In Full”, but no
mortgage will be discharged unless the entire debt secured by that mortgage in paid in full.
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Par. 346

346  Amortizing Shared Appreciation

A Requirements for a Shared Appreciation Payment Agreement

12-31-07

[7 CFR 766.204(a)] The Agency will amortize the recapture into a Shared Appreciation
Payment Agreement provided the borrower:

(1) Has not ceased farming and the borrower’s account has not been accelerated,;

(2) Provides a complete application in accordance with 764.51(b) (3-FLP,

subparagraph 42 A), by the recapture due date or within 60 days of Agency notification
of the amount of recapture due, whichever is later;

(3) Is unable to pay the recapture and cannot obtain funds from any other source;

(4) Develops a feasible plan that includes repayment of the shared appreciation amount;

(5) Provides liens on all assets, except those listed in 766.112(b) (subparagraph 211[C);
and

(6) Signs loan agreements and security instruments as required.
Calculating the Amortized Payment

The authorized agency official will calculate the amortized payment according to FSA
amortization tables and document the calculations in the borrower’s case file.

Amortized Loan Term
[7 CFR 766.205(b)] The term of the Shared Appreciation Payment Agreement is based

on the borrower’s repayment ability and the useful life of the security. The term will
not exceed 25 years.

5-FLP Amend. 1 Page 9-10



Par. 346
346  Amortizing Shared Appreciation (Continued)

D Amortized Loan Interest Rate

[7 CFR 766.205(a)] The interest rate for Shared Appreciation Payment Agreements is
the Agency’s SA amortization rate.

E Amortized Loan Security

The Shared Appreciation Payment Agreement must retain the same security position of the
original notes identified in SAA. SED will issue a State supplement on maintaining FSA’s
lien position. The authorized agency official will take the best obtainable lien on all assets
according to subparagraph 211 A. The Shared Appreciation Payment Agreement does not
have to be fully secured if the borrower meets all requirements in subparagraph A and the
borrower provides the best lien obtainable on all assets.

*--The authorized agency official will close the Shared Appreciation Payment Agreement only
after the equity recapture amount has been established by the processing of a 3 V - Equity
Receivable transaction in DLS. The interest rate to be used for the amortization must be the
SA rate in effect at the time of approval. The amortization will be closed according to the
requirements listed in subparagraphs F through | and 3-FLP, Part 16. The amortization
approval date shall not be before the date shared appreciation is due as described in
subparagraph 342 A.--*

F Amortized Loan Processing

The authorized agency official will mark SAA “Amortized,” attach it to the new FSA-2026,
and file the original promissory note and its copies according to 25-AS. The copies of the
new FSA-2026 and SAA will be filed in position 2 of the borrower case file.

If a Shared Appreciation Payment Agreement becomes due because of a partial sale of
security and SAA has not yet matured, the authorized agency official will attach a copy of
SAA to the new FSA-2026.

The authorized agency official will process a 30 — Equity Receivable Amortization

transaction in the DLS SI Other Shared Appreciation Amortization workflow to record the
Shared Appreciation Payment Agreement.
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Par 346
346  Amortizing Shared Appreciation (continued)

E Amortized Loan Security

A new mortgage will be filed when amortizing a Shared Appreciation Agreement (SAA)
Recapture. The Farm Loan Official will follow NY Exhibit 3 “Requirements for filing
Mortgage in NYS” to comply with the State requirements for filing a mortgage.
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Par. 346
346  Amortizing Shared Appreciation (Continued)

G Amortized Loan Approval
The authorized agency official will use FSA-2025 to notify the borrower of approval of
shared appreciation agreement amortization. FSA-2026, with all covenants relating to
graduation, credit elsewhere, restrictions on leasing, and FLP operating requirements
removed, will be used as the loan agreement.

H Amortized Loan Application Denied
If amortization cannot be approved, the authorized agency official will deny the application
to amortize the shared appreciation amount and servicing will continue according to Part 3 as
the borrower is in nonmonetary default.

I Servicing SA
[7 CFR 766.204(b)] If the borrower later becomes delinquent or financially distressed,
reamortization of the Shared Appreciation Payment Agreement can be considered

under subpart C (Part 3) of this part.

If the borrower has other program loans, the Shared Appreciation Payment Agreement will
be considered as a part of the overall restructure process, but can only be reamortized.

Borrowers who do not have any program loans will be notified according to
subparagraph 67 A.

Shared Appreciation Payment Agreements cannot be consolidated, deferred, or written down.

*--The DLS SI “Other Shared Appreciation (SA)” workflow shall be completed upon
satisfaction of the SA amortization loan.--*

347  (Reserved)
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Par. 348
348  Additional Servicing of Shared Appreciation Agreements

A Subordination of Shared Appreciation Agreement

FSA may subordinate its lien on real property securing the shared appreciation agreement
only if the borrower’s debt to prior lienholders will not increase during the term of the shared
appreciation agreement. The borrower must meet the requirements for subordinations
described in 4-FLP, Part 6. If the shared appreciation agreement recapture is also secured by
chattels, the chattel security may be subordinated according to 4-FLP, paragraph 118.

* * *

B Assumption of Shared Appreciation Amount
A transferee may assume the shared appreciation payment agreement or unamortized shared
appreciation agreement recapture on program or NP terms based on eligibility and loan

limitations.

349-360 (Reserved)
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Par. 361
Section 2 Servicing NRBRA'’s

361 Events Triggering Recapture

A Servicing Existing NRBRA'’s

12-31-07

[7 CFR 766.206(a)] Prior to July 3, 1996, the Agency was authorized to offer borrowers
buy out their loans at the net recovery value. A Net Recovery Buyout Agreement was
required for borrowers who bought out their loans at the net recovery value. The
Agency services existing Net Recovery Buyout Recapture Agreements as described in
this section.

Requirements and Terms of NRBRA'’s
[7 CFR 766.206(b)] (1) The term of a Net Recovery Buyout Recapture Agreement is
10 years. Net Recovery Buyout Recapture Agreements are secured by a lien on the

former borrower’s real estate.

(2) If the former borrower sells or conveys real estate within the 10-year term, the
former borrower must repay the Agency the lesser of:

(i) The market value of the real estate parcel at the time of sale or conveyance, as
determined by an Agency appraisal, minus the portion of the recovery value of the real
estate paid to the Agency in the buyout;

(if) The market value of the real estate parcel at th