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Purpose of this Guide

Who should read this guide?

This guide is for farmers or ranchers who have a USDA Farm Service Agency (FSA) Farm
Loan Programs loan. FSA offers other types of loans, such as marketing assistance loans
and farm storage facility loans, which are made under authorities of the Commodity Credit
Corporation (CCC). These are not part of FSA’s Farm Loan Programs and, therefore, may
be serviced differently. Any reference to an FSA loan in this guide is referring to a Farm
Loan Programs loan. For more information on these and other programs offered by FSA,
please visitour website at https://www.fsa.usda.gov.

Getting an FSA loan is only the beginning of your relationship with FSA. When you
borrow money, you have many responsibilities, but with an FSA loan, you also have
a partner that wants to help you succeed. While you have your loan, there is a lot to
know, like how to report sales and make payments. You may also need other help
with your loan. You might want to trade a piece of equipment, lease certain property
rights (for example, allow drilling for oil or gas, building wind power generation, or cell
antenna towers), or sell or give some property to someone else. You may need your
loans restructured because of a disaster or financial problems.

This guide will help you answer these and other questions. It is important that you know
what your responsibilities are in working with FSA. It is also important that you know
what FSA’s responsibilities are and how the local FSA office can help you. It may be helpful
to use this guide with someone who can direct you to more sources of farming or
ranching information, such as an experienced farmer or rancher, Extension Agent, a
specialist with a community or farm organization, or other service provider. You may want
to involve your family when reviewing this guide. It is important that everyone involved in
the farm understands the process and risks involved in operating a farm business and
borrowing money.

Your FSA Farm Loan Compass



http://www.fsa.usda.gov/

What is in this guide¢

This guide includes information to help you understand how to make the most of the services
and options that FSA offers. It also explains the responsibilities that you have with an FSA loan.
It is intended to be a reference for you. When you have situations that affect your farm
business, your ability to repay an FSA loan, or the property you have given as collateral for a
loan, you can refer to this guide. There are sections on interest and payments, loan
documents, and farm business planning and records. It includes important information about
requirements for loan collateral. It also explains FSA’s responsibilities to you.

Appendix A provides a list of other USDA agencies and some organizations you can contact
for more information on agriculture, developing business plans, and obtaining help for your
operation. Lending and finance have some specialized terms. Definitions for these terms
are included in this guide in Appendix B. If you are not familiar with terms like promissory
note, loan collateral, and accrued interest, you should review Appendix B before you read
further.

There is also a Quick Reference Index to help you find information in the guide on certain
situations.

Disclaimer: This booklet is provided as a guide to help you understand FSA loan features,
benefits, and borrower and agency responsibilities. This document does not replace or
change FSA requirements, regulations, loan documents, or program handbooks. It is
intended only as a program aid and guide. You should always talk with an FSA loan official
before making major decisions that affect your financial situation, FSA loans, or farming
operation.
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Introduction

FSA is an agency of the U.S. Department of Agriculture (USDA) that delivers programs

to support American agriculture. When a commercial lender could not help you, FSA
provided the loan you needed. If you received your loan from your local FSA office, then
your loan was made under the Direct Loan Program. If you received your loan from a
commercial lender, such as a bank, the Farm Credit System, or a credit union, who
obtained a loan guarantee from FSA, your loan was made under the Guaranteed Loan
Program. This guide focuses primarily on the Direct Loan Program.

FSA is not meant to be your lender for your entire farming career. Our goal is to help

you progress and move to a commercial lender. Once you can obtain credit from a
commercial lender, FSA’s mission of providing temporary credit for you is complete.
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Your Relationship
With FS

FSA’s mission in making farm loans is to give you the best opportunity to achieve financial
success on your farm, pay back your FSA loan, and move to a commercial lender.
Although this guide explains your and FSA’s responsibilities and how FSA can help you
overcome challenges and make financial progress, it is not a substitute for communicating
with your local FSA office. If you run into problems or difficulties, FSA staff may be able to
help you, even if the information is not included in this guide. Be sure to check with them
before making changes or decisions that were not part of your current farm business plan

or that could affect your loan. It is especially important that you get FSA’s approval of any
sales, trades, or changes to collateral.

FSA’s mission is not simply limited to providing credit. This is one of the ways that FSA is
quite different from commercial lenders. You will make all production and financial
management decisions for your operation, but improvement in both production and
financial management can make a difference in the success of your operation. FSA can
provide advice and guide you to resources to help identify opportunities for improvement
in farm production and farm management. FSA will then work with you on alternatives
and options to address these areas. If you need help with anything related to your loans,
your farm business plan, your financial situation, even production problems, consult your
local FSA loan official. If the loan official cannot assist you, they will help you find an
expert who can.

Everyone’s case is different, so loan servicing may be different for you than for someone
else going through the same process. Be sure to ALWAYS contact your local FSA office with
any questions you have about your loan, collateral, or any changes you are thinking about
making in your operation.
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Loan Basics

How FSA Charges Interest

Lenders calculate interest in different ways. FSA calculates interest using what is called a
simple interest method. That is, interest is charged only on the unpaid loan principal.
Interest is charged on the principal each day. When you make a payment, the money is
first used to pay interest that has been charged (called “accrued interest”) up to the day
the payment is received. The rest of the payment goes to pay down the principal
amount of theloan.

FSA loan payments are usually calculated or “amortized”, so they repay the loan in equal,
regularly scheduled amounts over a period. Some important payment facts:

e Payments are normally due annually.

e You are expected to pay when you receive income, which is planned for use as a
loan payment, even if the payment is not yet due.

e You do not have to wait until a payment is due to make a payment.

e You can make partial payments at any time.

e There is no penalty for paying early.

e Paying ahead and paying early will reduce the interest you pay.
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Whatever amount you pay will always be used to first pay any interest that has been
charged (accrued) since the last payment. The rest of the payment then goes to pay down
the loan principal.

Interest and Late Payments

If you are late making a payment on a loan, FSA is required by law to begin considering
your loan for restructuring (which we will discuss later), and your last payment will have to
be higher to make up for the extra interest that accrues.

Here are some examples so you can see the effect of late payments:

Example I: Payments made as scheduled.
$75,000 loan, 3% interest rate, payment due March 31, loan closed March 31.

Year 1
Year 2
Year 3
Year 4
Year 5
Year &
Year /

Principal

$75,000.00
$65,205.88
55 118.73
%44 72980
$34,030.05
$23,010.19
t11,660.63
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Daily

Interest
$5.15
$5.34
$4.52
$3.67
5279
$1.B9
$0.96

Pay Date
d1-Mar
31-Mar
31-Mar
31-Mar
A1-Mar
31-Mar
31-Mar

Payment
-12,037.98

-12,037.98
-12.037.98
-12,037 .98
-12,037.98
-12,037.98
12,009.45

Total Interest Paid

Interest Paid
$2,243.85
$1,950.83
$1,645.04
%1,338.23
%1,018.1]

SLE8.42
$348_B6

$9.237.35

Principal Paid
$9,794.12
$10.087.14
$10,388.93
$10,699.75
$11,019.86
$11,349.56
$11,660.63

Balance
$65,205.88
$55,118.73
$44 72980
$£34.030.05
$23,010.19
$11,660.63
£0.00



Example 2: Payments are made late.
$75,000 loan, 3% interest rate, payment due March 31, loan closed March 31.

Year 1
Year 2
Year 3
Year 4
Year 5
Year &
Year /

Principal

$75,000.00
$65,390.30
$55,796.42
%45 427.76
34 748,90
$24,009.73
t12,749.12

Daily

Interest
$5.15
$5.36
$4.57
$3.72
b2 85
$1.97
$1.05

Pay Date
30-May
30-Jun
31-Mar
30-Jun
A1-Mar
30-Apr
31-Mar

Payment

-12,037.98
-12,037.98
-12 037.598
-12,037.58
-12,037 .98
-12,037.98
-13,130.55

Interest Paid
$2,428.28
$2.444.10
%1 669.32
$1,359.11
$1,298 8]

$777.36
$£381.43

Total Interest Paid $10,358.41

Principal Paid

$9,609.70

$9,593.88
$£10.368.66
$10,678.87
$10,739.17
$11,260.61
$12,749.12

Balance
$65,390.30
$55,796.42
$45 427 76
%34, 74890
24,009 73
$12,749.12
$0.00

In this example, you can see that making late payments can be expensive. When a
payment is paid late, more of the payment is used to pay the additional daily interest
charges that added up for each late day. The amount of principal that was not paid will
then accrue more interest than calculated in the original repayment schedule. The result is
that every late payment will continue to cost you money for the remaining term of the loan.
This borrower paid over $1,100 more interest than was originally scheduled for the loan
because payments were late. Also, the last payment on the loan had to increase by that
amount to pay the loan in full when it was due.
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If you make payments early or you include
extra money with your payments, just the
opposite will happen. You will be paying
less interest and your last payment could
even be lower than projected.

If a loan is restructured, any unpaid interest
will be capitalized and become part of the
principal (this is explained in more detail

in the primary loan servicing section of this
guide). The result is that the capitalized
interest will also begin to accrue interest.
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Your Loan Documents

When you received your FSA loan, you signed several legal documents including a
promissory note, a list of your responsibilities, and documents giving FSA a lien on the
items used to secure the loan (collateral). When you signed these documents, you made
serious financial and legal promises. Hopefully, you read these carefully before signing
them. If you have not read them, do that right away. If there is anything you do not
understand, contact your FSA loan officer to discuss your concerns.

The documents include agreements about how you may use your loan funds, what
property you pledged to the Government to assure repayment if you fail to pay your loans
(the collateral for the loan), and requirements for insurance and property taxes. You are
responsible for keeping all the agreements and promises in the documents you signed.
Failure to make a payment or meet any of the other requirements in the loan agreements
can lead to serious problems. If you have more than one FSA loan, breaking one loan
agreement means you have broken the agreements for all your FSA loans. However, in
many cases, a loan official can help you resolve these issues before they become major
problems. That is why it is so critical for you to stay in close communication with FSA

loan staff. The most important agreements and promises are outlined in the next section.
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Your Responsibilities

Personal Liability

When you receive a loan, you sign a legal contract, a
document called a promissory note (this document is
explained further in Appendix B). Anyone (and everyone,
if more than one person signs it) who signs a promissory
note is legally responsible for the repayment of the entire
loan, including any unpaid interest and any fees charged
on the account.

When you sign a promissory note, you are responsible for the
loan until one of these things happens:

e The loan is paidin full.
e FSAreleases you from liability (covered later in this guide).
e The debt is canceled through bankruptcy.

If you are part of a business organization like a partnership, limited liability
company (LLC), or corporation that received a loan, you are still required to sign as
an individual. Each member of the entity is responsible for the entire FSA loan.

e |f you signed the promissory note for a loan and leave the business, you are still
liable for the loan until FSA releases you from liability.

e If you leave or plan to leave the business, you and the remaining members of the
business should contact FSA immediately to discuss future plans, including the
possibility of release from liability if you wish to be released.
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If you signed one or more FSA promissory notes with a spouse, and later you and your
spouse divorce, you are still liable for the loan(s). A divorce decree does not release you
from liability with FSA. You should tell your local FSA office about the divorce action and
update contact information, such as new mailing addresses and telephone numbers. Your
local FSA office will work with you and your ex-spouse to help figure out a plan for servicing
the FSA loan, including requesting a release from liability for the former spouse leaving the
farm business.

Making Your Payments

Your loan payments are due as scheduled and agreed upon in the promissory note. As
discussed in the Interest and Late Payments section earlier in this guide, it is important
that payments be made on time. Prepayment of scheduled payments, or any part of a
payment, can be made at any time without a penalty.

If basic loan security, such as land, equipment or breeding livestock is sold and will not
be replaced, the money from the sale must be used to make an extra payment. An
extra payment cannot be used as a scheduled installment. This is because the sale of
collateral decreases the value of the remaining collateral. Making an extra payment
from the sale of collateral does not take away your responsibility to also make scheduled
loan installments; however, it does reduce the amount of your FSA debt.

Any money that FSA must advance or spend to collect a loan or to care for and protect loan
collateral, such as payment of unpaid property taxes, becomes a part of the loan. Interest is
charged at the same rate as the loan, and you are required to repay FSA for these expenses
without prior notice.

Even if you get behind on your loan payments and are working with FSA on restructuring
or loan servicing options, it is important to pay what you can. Not only is that what you
promised to do, but interest continues to be charged on the loan.
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It is also important to make every effort not to become delinquent on your payments to
FSA because other payments you may be expecting to receive will be administratively
offset (offsets are discussed in detail later in this guide) and not paid to you. Being
delinquent on FSA loan payments will also keep you from getting other loans from the
Federal Government, such as student loans and Veterans Affairs (VA) loans.

Supervised Bank Accounts

In certain situations, FSA may require money to be placed in a supervised bank account
(SBA). These situations could include loan funds, when the funds will be used to
purchase livestock or equipment; money received from the sale of FSA loan collateral,

when the funds will be used to replace what was sold; and money received from insurance
claims, when the money will be used to repair or replace damaged or destroyed property.

Use of an SBA should not continue for an extended period. When the items have been
purchased, repaired, or replaced, the account should be closed. Even though FSA must
sign off on checks written from an SBA, the account is yours. Be sure to review the
monthly account statement carefully. If you see any problems or differences with your
records, contact FSA as soon as possible.

Changes in Your Financial or Operating Status

FSA made you a loan based on facts you gave in your application, for example, what
property you have, what you are producing or going to produce, and how you plan to
farm. If you plan to or have had an important change in your operation, family income,
expenses, or collateral, any of these things could affect your ability to repay the loan or
affect FSA loan collateral. You should let your local FSA office know immediately if any of
these things happen or when you find out something is going to happen.
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The law that establishes FSA farm loans requires that anyone who receives a loan must
operate a farm or ranch. This requirement is included in the promissory note that you
signed when you received the loan. In certain cases, FSA may be able to grant limited
exceptions to this requirement (covered in the Lease of Collateral section later in this
guide). Be sure to talk with your local FSA office about your options before agreeing to
rent or lease loan collateral to anyone. Never sign a lease or rental agreement on any part
of your property that is loan collateral without talking with FSA. If you rent or lease loan
collateral without FSA’s approval, even if you rent or lease to a family member, it is a
violation of your loan agreements and security instruments. Breaking these agreements can
jeopardize your loan and take away much of the flexibility FSA may have to help you cope
with or resolve problems.

Borrower Training

As part of a loan agreement, FSA often requires borrowers to complete training. This is to
help borrowers develop and improve important skills to help them be successful farm and
ranch operators (the law directs FSA to determine a borrower’s need for training and
require it when appropriate). The training helps FSA borrowers gain knowledge, address
problems or operational weaknesses, and plan for financial success.

Depending on the needs and location, there are different kinds of training available. For
example, some training may be done locally in a classroom setting while other training is
available online, by video, or correspondence course workbooks. If you are required to
complete training as part of your loan agreement, your local FSA office will work with you
to find approved classes and training programs. You will have 2 years from loan closing to
complete the training.
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Term Limits

Because FSA is a temporary source of credit, there are limits on the number of years

in which you can get some types of FSA loans. When you reach the term limit in a
loan program, loans you still owe are not affected, but you cannot get new loans in that
program.

Operating Loans — In general, you may not receive FSA direct operating loans in more than
7 different calendar years. For beginning farmers, the limitation is 10 years. It does not
make any difference if the years are consecutive (1 year after the other) or spread out over
many years. Even if you receive multiple operating loans in 1 year, you still have used only

1 year of eligibility. The number of years a loan is outstanding does not count toward term
limits for direct operating loans. For example, if your first operating loan is a 7-year loan,
even if several years have passed, if you have not received additional operating loans you
have still only used 1 year of eligibility.

Exemptions/Exceptions:
e Ifyou are a beginning or a veteran farmer/rancher, any FSA microloans you receive
will NOT count against the term limits as long as you qualify as a beginning or
veteran farmer/rancher.
e Term limits do not apply if your land is subject to Indian Tribal jurisdiction.
e In limited circumstances, FSA can grant a waiver to term limits. The waiver is only

available one time and is good for 2 years. Toreceive a waiver, you must be able
to show that your operation is financially viable. You must also agree to complete
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financial management training under the borrower training program, even if you
have previously completed training or received a waiver. If you do not complete
the training during the first year, the term limit waiver is cancelled, and you cannot
receive additional operatingloans.

Farm Ownership (FO) Loans — You may not have a direct FO loan outstanding for more than
a total of 10 years prior to the date a new FO is closed. When you receive your first farm
ownership loan, the 10-year period begins and runs as long as you have an outstanding

farm ownership loan. It does not make any difference if the years are consecutive (1 year

after the other) or spread out over many years. For example, if you previously received

a farm ownership loan, but paid it off in 5 years, you still have 5 years of having a farm
ownership loan left before you are no longer eligible due to term limits.

Emergency loans — There is no term limit on emergency loans.

Graduation

FSA loans are a temporary source of credit and not a replacement or substitute for
commercial credit; therefore, FSA loans are only available to you until you are able to

get a loan from a commercial lender. FSA is required to review your financial situation
periodically to determine whether it might be possible for you to graduate by refinancing
your FSA loans with a commercial lender. When it appears to FSA that you have made
financial progress and can get commercial credit at rates and terms similar to other farmers
in your area, you will be required to apply for a loan with a commercial lender.

If you apply for commercial loans at FSA’s request and are denied, you will not have to
graduate at that time.
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Your Farm Business
Plan

Following and Changing the Plan

Your farm business plan has several purposes. If you do not
know where you are going, how will you know when you get
there? Can you tell if you have made a wrong turn? Is there
a better road to take? That is what a farm business plan is
for. It helps you operate your business.

Your farm loan or loan servicing application received

approval because your farm business plan showed your
farming operation would produce enough income to pay

your bills, make your loan payments, and pay your family
living expenses. Of course, we all know that things can change,
sometimes for better (we hope!) or worse (hopefully not).

Sometimes it is hard to discuss what you believe is a bad situation with
your loan officer. You might be surprised to find things are not as they seem.
Please keep in mind that FSA’s goal is to help you make financial progress. When
changes happen, it is important for you to talk with FSA. It was mentioned earlier that
any changes you make have the potential of affecting your income or overall financial
situation, including your ability to make your loan payments. FSA has a variety of tools
to help you, such as training, technical assistance, and loan servicing options (covered
later in this guide); however, FSA cannot use these tools to help you unless you talk to your
loan officer.

Your FSA Farm Loan Compass




Below are a few examples of changes you should discuss with your FSA loan officer if they
were not part of the farm business plan.

e Renting more or fewer acres.

e Trading, buying, or leasing equipment.

e Increasing breeding herd (keeping rather than selling heifers/gilts/ewes, etc.).
Impact of adverse weather (delayed planting or harvest, hail or frost, or death or
injury to livestock).

e Significant, unplanned expenses or income.

e Lease or sale of mineral rights.

e Reduction in non-farmincome.

There could also be nonfinancial changes that affect your operation that you should discuss
immediately with FSA. Examples of nonfinancial changes include, and are not limited to:

e Formation or dissolution of a business organization (partnership, corporation, LLC,
etc.).

e Divorce.

e Serious illness or death of a spouse or other key person in the farm operation.

e Property changes beyond your control (notice of eminent domain, change in zoning,
etc.).

If you talk with FSA as soon as you are aware of any of these changes, FSA can help you
avoid or minimize problems with FSA. For example, the Agency wants to make sure you
will form a business organization in a way that will allow you to continue to qualify for
future loans or that you remain eligible for loan servicing options.
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Keeping Complete, Accurate, Up-to-Date Records

Proper records of income and expenses for family living and farm operating expenses are
an important part of your business “road map” that enable you to know where you are and
make good business decisions as you move forward.

Records that are complete, accurate, and up-to-date are critical for successfully managing
your operation. Good records can help you identify parts of your operation that are not
profitable, expenses that may be too high, or opportunities for greater profit.

Because records are so important, keeping good records and providing financial
information to FSA upon request are part of your loan contract. Without timely and
accurate financial information, FSA cannot help you with decision-making or
provide assistance such as loan restructuring.

Year-End Analysis and Farm Assessment

The year-end analysis (YEA) is a key component of FSA technical assistance and an
important tool to help new or distressed operations to become successful. A YEA is an
annual meeting with an FSA loan official to review your records. To be most effective, the
meeting should be as close as possible after the end of the season or production cycle.

The objective of a YEA is to determine what went right, what went wrong, and plan
accordingly for the coming year. Your FSA loan officer will work with you to review your
progress, identify challenges, evaluate current needs, and help you plan for the coming
production cycle.
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When you first received a loan, the loan officer worked with you to complete a farm
assessment. The assessment included strengths and weaknesses and plans to use the
strengths and correct or cope with weaknesses. It also included setting goals for your
operation. The assessment is intended to provide you with a long-term plan for moving
toward success. The idea is to help you see where you are on the road to success, and
when necessary, get help from the right places to overcome challenges and keep moving
forward.

Loan Collateral

Please read this section carefully. Problems and misunderstandings when accounting for
collateral can create very serious problems.

Collateral refers to specific property you have pledged to FSA to secure repayment of a
loan. The items used as collateral provide a second source of repayment in case you are
not able to make payments on the loan. Loan collateral can be many different things, for
example, land and buildings, crops, livestock, machinery, equipment, trucks, trailers, and in
unusual cases, even cars and boats. FSA groups loan collateral into two different
categories:

e Normal Income Security — This includes things you will produce or grow on
your farm or ranch and then sell; for example, crops that you grow and harvest,
livestock products like milk, eggs, wool, and livestock raised for sale like calves
or feeder stock. These are the things you would raise and expect to sell to make
money each season or production cycle.
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e Basic Loan Security — This includes the value of things you need to be able to
continue to operate your farm or ranch; for example, land (including the surface
and any oil, gas and minerals), farm equipment, breeding livestock, or livestock
used to produce things that you sell, like milk, eggs, or wool.

The loan documents you signed give FSA certain legal rights to basic and normal income
security (this property is under lien or mortgage — refer to Appendix B for a definition of
these terms); this makes you responsible for letting your local FSA office know about
anything that affects this property. Be sure you know what property and products were
used to secure your FSA loan.

Important Note: It is critical that you understand the following:

e Your agreements with FSA for using any money received from selling collateral
property. Be sure to always contact your local FSA office any time you are not
sure or have questions.

e Ifyour loanis secured by crops, livestock, machinery or equipment, the loan
documents include an after-acquired clause (defined in Appendix B). This means
that you agree to give FSA a security interest in property you purchase after signing
the documents, even if FSA did not provide financing for it. For example, if you buy
additional cattle, those cattle become part of FSA’s loan collateral no matter where
the funds to purchase them came from. If you buy a tractor or other equipment with
dealer financing, FSA will automatically have a lien behind the dealer or finance
company. If you have questions about whether FSA has a lien on property you have
purchased, talk with an FSA loan official.
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Procedures for placing and releasing liens on property to secure a loan are determined by
State laws, which FSA must follow. The policies and processes discussed here are general.
An FSA loan official can discuss the very specific details for the State where you live. For
example, in many States, liens on some types of security are recorded centrally at the State
level, but in other States, the records are kept in each county.

Maintaining Loan Collateral

The loan contract requires you to take care of all the property used to secure your FSA

loan. If you have a loan secured by real estate, this includes following all farm and ranch
conservation, environmental, or management plans. Do not change the use of the property
(for example, from farmland to a quarry) or sell or allow removal of things like timber, sand,
gravel, oil, gas, coal, or other minerals without first getting the written consent of

FSA. If another lender has a lien on the property

in addition to FSA, you will need to get the other
lender’s approval as well.

As discussed previously in the Changes in your
Financial or Operating Status section of this guide, you
must always get FSA approval any time you want
to lease property that is part of FSA loan collateral.
This could be anything from the lease of a small
plot for a mobile home to sections of cropland or
buildings. It also includes leases for oil or mineral
exploration, as well as leases for wind turbines or
communication towers. Leasing of equipment and
livestock that are loan collateral will not be
approved. Payments received for approved leases
may be made directly to FSA.
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You must obey all environmental laws and requirements and not do anything that

could create environmental problems, such as use, handle, or store hazardous material
improperly or dispose of hazardous material on property that is FSA loan collateral.
Livestock waste must be properly stored and handled. The USDA Natural Resources
Conservation Service (NRCS) can help you if you need assistance with livestock

waste issues; your local FSA office can provide you with an NRCS contact. If your
operation requires environmental permits, you must stay in compliance with any permit
requirements.

You must pay all taxes you owe on property securing your FSA loan. Unlike home
mortgage loans, FSA does not include taxes as a part of a farmland loan payment and pay
them for you. Be sure to plan for enough cash on hand to pay taxes when they are due.

If any other legal claim is filed against FSA collateral such as liens, assessments, or

judgments because of debts you owe to other creditors or Government agencies, you are in
default on your FSA loan agreements. If you runinto problems with other creditors, it is
important that you contact FSA right away. FSA may be able to use its loan servicing
tools and help you reach payment agreements with other creditors. Do not wait until a
creditor starts legal action. If the situation reaches that point, it may be too late for a
workable solution.

Insurance is required on all property that serves as FSA loan collateral. Collateral must be
insured against damage or loss. The amount of coverage required is specified in loan
documents. If the property includes buildings within a flood plain, flood insurance is
required as well. You are not required to insure property when the cost is not reasonable, for
example, when the premium for insuring an older building is more than the building

is worth. In addition, you must provide FSA with a copy of the insurance policy when
requested.
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You must pay for or reimburse FSA for the cost of filing or renewing paperwork needed to
keep your legal loan documents current during the life of the loan or to protect FSA loan
collateral. For example, each State charges a small fee every 5 years to renew or continue
some types of lien documents, so FSA will ask you for the money to pay for this.

FSA will inspect your farm to make sure that you are taking care of loan collateral
and operating it in keeping with the promises and agreements you made in your loan
documents.

Accounting for Loan Collateral

Any sale or trade of things used to secure your FSA loan, even if FSA is not the first lien
holder, must be approved in advance by FSA.

Selling Normal Income Security — Part of the farm business plan and loan documents
you signed included an agreement about how, where, and to whom you would sell the
crops, livestock products, and livestock you grow or produce. This agreement is known

as Form FSA-2040, “Agreement for Use of Proceeds and Security,” and it lists the amount
of income you expect to receive from the sale of the property and how that money will be
used. Form FSA-2040 serves as your permission from FSA to sell or transfer the property
listed and use the proceeds to pay for family living and farm operating expenses, loan
installments, and other purchases. At the beginning of the planning cycle, you meet with
FSA to develop or update your farm business plan for the year. When you and FSAagree
on a plan, that agreement includes FSA’s permission to use income from the sale of certain
collateral accordingto the plan. If your actual expenses are higher than expected, contact
FSA to discuss changed circumstances and get approval by adjusting Form FSA-2040 before
you use proceeds from the sale or transfer of collateral to pay for these additional expenses.

Your FSA Farm Loan Compass




Any time you are thinking about making any changes to how, where, or to whom you sell
the things you grow or produce or how the money will be used, be sure to let your

local FSA office know. Here are some examples: instead of selling watermelons at a local
produce auction, a grower might want to sell them directly to a grocery store; instead of
using money from the sale of spring crops to buy more cows as planned, a borrower may
need to pay for a tractor overhaul; or an integrated livestock producer may want to change
integrators.

Selling or Trading Basic Loan Security — Before you sell or trade basic loan security, it is
very important for you to let your local FSA office know what you are thinking about doing.
They will work with you to figure out the current market value of the item(s), agree on how
any money received will be used, and determine if any changes in your loan documents

will be needed.

Example: You want totfrade your tractor fora newer tractor, andyoucanget financing
fromthe dealer. Youwould first go to yourlocal FSA office to discuss the possible trade. Some
discussion points couldbe:

Does the newer tfractor better fit your operation?

Is the older tractor breaking down a lof, how much would repairs cost, and have
breakdowns keptyou from using the tractor when it was needed?

How much do you need to get for the trade-in?

How much additionaldebtcanyou afford?

The FSA loan staff can help you answer these questions so you can make an informed decision.

e Selling Real Estate — Real estate is also basic loan security. If you decide to
sell real estate, contact your FSA loan official as soon as possible. Real estate
sales are more complicated than sales of livestock or equipment. If you are
dividing property, you may need to hire a surveyor and an attorney. In some
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cases, FSA may need an appraisal of the property before agreeing to release its
lien. If the sale will directly impact your farm operation, a new or revised farm
business plan may be needed. Be sure to let your local FSA office know well in
advance of any possible sale so a staff member can work with you to figure out
what processes are needed and get them started.

What Happens If You Violate the Agreement?e

If you accidentally violate the Form FSA-2040 agreement by disposing of collateral or
using the proceeds from the sale of collateral in a way outside the plan, you will have the
opportunity to correct the violation. You may get FSA approval for what you did, after
you did it (post approval). However, this post approval is only available to you one time.
You:

e have 30 days to correct the violation

e can correct the violation by either paying FSA the amount received when you sold the
collateral or by providing enough information to allow FSA to approve the sale and use
of proceeds.

If you are not able to correct the violation within 30 days, then you will be considered

in default on the loan and FSA may pursue legal action. If you violate the agreement a
second time, then you will be considered in default on the loan and FSA may pursue legal
action.

Knowingly selling or disposi