PART 1951

- SERVICING AND COLLECTIONS

RD Instruction 1951-E
Table of Contents
Page 1

(Revision 2)

Subpart E - Servicing of Community and Direct Business Programs

Sec.

1951.201
1951.202
1951.203

1951.204
1951.205
1951.206
1951.207
1951.208
1951.210
1951.211
1951.212
1951.213
1951.214
1951.215

1951.216
1951.217
1951.218

1951.219

(08-05-98)

Loans and Grants

Table of Contents

Purposes.

Objectives.

Definitions.

(a) Approval official.
(b) Assumption of debt.
(c) CONACT .

(d) Eligible applicant.
(e) Ineligible applicant.
(f) Nonprogram (NP) loan.
(g) Servicing office.

(h) Transfer fee.

Nondiscrimination.
Redelegation of authority.
Forms.

State supplements.

- 1951.209 [Reserved]
Environmental requirements.
Refinancing requirements.

Unauthorized financial assistance.

Debt settlement.

Care, management, and disposal of acquired property.

Grants.

(a) Applicability of requirements.

(b) Authorities.

Nonprogram (NP) loans.
Public bodies.

Use of Rural Development loans and grants for

other purposes.
[Reserved]

PN 294

Page

N B

NN NDDNDDNDDNDDNDDN

NN
>

B DWW W W W

4A

4A
4A



RD Instruction 1951-E
Table of Contents

Page 2

(Revision 2)

Sec.

1951.220

1951.221

1951.222

1951.223

1951.224

1951.225

General servicing actions.

Payment in full.

Loan summary statements.

Insurance.

Property taxes.

Changes in borrower's legal organization.
Membership liability.

Other security.

Correcting errors in security instruments.
Present market value determination.

H-B5WQ O QOO oW

Collections, payments and refunds.

(a) Community and Insured Business Programs.
(b) Soil and Water Conservation Loans.

Subordination of security.

General.
Authorities.
Processing.
Closing.

Reamortization.

State Director authorization.

Requests requiring National Office approval.
Processing.

Reamortization with interest rate adjustment -
Water and Waste borrowers only.

Third party agreements.

Leases.

Mineral leases.
Management agreements.
Affiliation agreements.
Processing.

T QO Q09

Liquidation of security.

Page

o 00 00 ~J o0 O O Ul Ul

10

10
11
11
12

12

12
12A
13
14A

15

15
16
17
17
17

18



RD Instruction 1951-E
Table of Contents
Page 3

(Revision 1)

Sec Page
1951.226 Sale or exchange of security property. 18
(a) Authorities. 18
(b) General. 18
(c) Processing. 19
(d) Release from liability. 20
1951.227 Protective advances. 21
1951.228 - 1951.229 [Reserved] 21
1951.230 Transfer of security and assumption of loans. 21
(a) General. 21
(b) Authorities. 23
(c) Eligible applicants. 23
(d) Ineligible applicants. 24
(e) Release from liability. 25
(f) Processing. 25
1951.231 Special provisions applicable to Economic
Opportunity (EO) Cooperative loans. 27
(a) Withdrawal of member and transfer to and assumption
by new members of Unincorporated Cooperatives. 27
(b) Withdrawal of members from Unincorporated
Cooperatives when new member not available. 28
(c) Addition of new members (no withdrawing member or
transfer involved) for both Incorporated and
Unincorporated Cooperatives. 29
(d) Deceased members of Unincorporated Cooperatives. 29
(e) Action which affects individual members of
Unincorporated EO Cooperative security. 29
(f) Debt Settlement. 30
1951.232 Water and waste disposal systems which have become
part of an urban area. 30
(a) Curtailment or limitation of service. 30
(b) Sale or transfer and assumption. 30
(c) Lease-purchase arrangement. 30
(d) Processing. 31
1951.233 - 1951.239 [Reserved] 31

(08-05-98) PN 294



RD Instruction 1951-E
Table of Contents

Page 4
(Revision 1)

Sec.

1951.240 State Director's additional authorizations and
guidance.

(a) Promote financing purposes and improve or maintain

collectibility.

(b) Referrals to National Office.
(c) Defeasance of Rural Development indebtedness.

1951.241 Special provision for interest rate change.

(a) General.
(b) Notification to borrower and borrower selection

of interest rate.

(c) Processing loan interest rate change.

1951.242 Servicing delingquent Community Facility loans.

(a) Definition of a delinquent Community Facility loan.

)  Workout agreement.

(c) Requirement for submission of monthly financial

information.

(d) Servicing requirements.
(e) Referral for treasury offset.
(f) Revision or cancellation of workout agreement.

1951.243 -

1951.249 [Reserved]

1951.250 OMB control number.

Exhibit A -
Exhibit B -

Exhibit C -

Exhibit D -

Exhibit E -

Exhibit F -

Exhibit G -

Exhibit H -

Report on Servicing Action

Agreement for New Member (With or
Without Withdrawing Member)

Agreement for Withdrawal of Member
(Without New Member)

Items to be Included in Transfer and
Assumption Dockets (if applicable)

Interest Rate Requirements and
Effective Dates

Instruction to Rural Development Personnel to
Implement Public Law 100-233

Letter to Borrower Notifying of
Choice of Interest Rate

Rescheduling Agreement - Public Bodies

o0o

31

31
32
32

32

32

33
33

34

34
34

35
35
36
36

36
36



RD Instruction 1951-E
PART 1951--SERVICING AND COLLECTIONS

Subpart E - Servicing of Community and Direct Business Programs Loans and
Grants

§ 1951.201 Purposes.

This subpart prescribes the Rural Development mission area policies,
authorizations, and procedures for servicing the following programs:
Community Facility loans and grants, Rural Business Enterprise/Television
Demonstration grants; loans for Grazing and other shift-in-land-use projects;
Association Recreation loans; Association Irrigation and Drainage loans;
Direct Business loans; Economic Opportunity Cooperative loans; Rural Renewal
loans; Energy Impacted Area Development Assistance Program grants; National
Nonprofit Corporation grants; System for Delivery of Certain Rural Development
Programs panel grants; in part 4284 of this title, Rural and Cooperative
Development Grants, Value-Added Producer Grants, and Agriculture Innovation
Center Grants. Rural Development State Offices act on behalf of the Rural
Business-Cooperative Service and the Farm Service Agency as to loan and grant
programs formerly administered by the Farmers Home Administration and the
Rural Development Administration. Loans sold without insurance to the private
sector will be serviced in the private sector and will not be serviced under
this subpart. The provisions of this subpart are not applicable to such
loans. Future changes to this subpart will not be made applicable to such
loans. This subpart does not apply to Water and Waste Programs of the Rural
Utilities Service, Watershed loans, and Resource Conservation and Development
Loans, which are serviced under part 1782 of this title. (Revised 10-29-07,
SPECIAL PN.)

§ 1951.202 Objectives.

The purpose of loan and grant servicing functions is to assist recipients
to meet the objectives of loans and grants, repay loans on schedule, comply
with agreements, and protect Rural Development's financial interest.
Supervision by Rural Development includes, but is not limited to, review of
budgets, management reports, audits and financial statements; performing
security inspections and providing, arranging for, or recommending technical
assistance; evaluating environmental impacts of proposed actions by the
borrower; and performing civil rights compliance reviews.

Distribution: WSAL Account Servicing
Servicing and Collections
1
(Revision 13)
(02-08-90) SPECIAL PN
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§ 1951.203 Definitions.

(a) Approval official. An official who has been delegated loan and/or
grant approval authorities within applicable programs, subject to the
dollar limitations of Exhibits A and B of RD Instruction 1901-A
(available in any Rural Development office). (Revised 01-07-05, SPECIAL
PN.)

(b) Assumption of debt. The agreement by one party to legally bind
itself to pay the debt incurred by another.

(c) CONACT. The Consolidated Farm and Rural Development Act, as
amended.

(d) Eligible applicant. An entity that would be legally qualified for
financial assistance under the loan or grant program involved in the
servicing action.

(e) Ineligible applicant. An entity or individual that would not be
considered eligible for financial assistance under the loan or grant
program involved in the servicing action.

(f) Nonprogram (NP) loan. An NP loan exists when credit is extended to
an ineligible applicant and/or transferee in connection with loan
assumptions or sale of inventory property; any recipient in cases of
unauthorized assistance; or a recipient whose legal organization has
changed as set forth in § 1951.220(e) of this subpart resulting in the
borrower being ineligible for program benefits.

(g) Servicing office. The State, District, or County Office
responsible for immediate servicing functions for the borrower or
grantee.

(h) Transfer fee. A one-time nonrefundable application fee, charged to
ineligible applicants for Rural Development services rendered in the
processing of a transfer and assumption.

§ 1951.204 Nondiscrimination.

Each instrument of conveyance required for a transfer, assumption, or
other servicing action under this subpart will contain the following covenant:

2
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§ 1951.204 (Con.)

"The property described herein was obtained or improved with Federal financial
assistance and is subject to the nondiscrimination provisions of Title VI of
the Civil Rights Act of 1964, Title IX of the Education Amendments of 1972,
section 504 of the Rehabilitation Act of 1973, and other similarly worded
Federal statutes, and the regulations issued pursuant thereto that prohibit
discrimination on the basis of race, color, national origin, handicap,
religion, age, or sex in programs or activities receiving Federal financial
assistance. Such provisions apply for as long as the property continues to be
used for the same or similar purposes for which the Federal assistance was
extended, for so long as the purchaser owns it, whichever is later.™"

§1951.205 Redelegation of authority.

Servicing functions under this subpart which are specifically assigned to
the State Director may be redelegated in writing to an appropriate
sufficiently trained designee.

§1951.206 Forms.

Forms utilized for actions under this subpart are to be modified
appropriately where necessary to adapt the forms for use by corporate
recipients rather than individuals.

2A
(Added 02-02-96, SPECIAL PN)
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§ 1951.207 State supplements.

State supplements developed to carry out the provisions of this subpart
will be prepared in accordance with Subpart B of Part 2006 of this chapter
(available in any Rural Development office) and applicable State laws and
regulations. State supplements are to be used only when required by National
Instructions or necessary to clarify the impact of State laws or regulations,
and not to restate the provisions of National Instructions. Advice and
guidance will be obtained as needed from the Office of the General Counsel
(0GC) .

§§ 1951.208 - 1951.209 [Reserved]

§ 1951.210 Environmental regquirements.

Servicing actions as defined in § 1970.6 of this chapter are part of the
financial assistance already provided and do not require additional NEPA
review. Actions such as lien subordinations, sale or lease of Agency-owned
real property, or approval of a substantial change in the scope of a project,
as defined in § 1970.8, must comply with the environmental review requirements
in accordance with 7 CFR part 1970. (Revised 04-01-16, SPECIAL PN.)

§ 1951.211 Refinancing requirements.

In accordance with the CONACT, Agency requires for most loans covered by
this subpart that if at any time it shall appear to the Government that the
borrower is able to refinance the amount of the indebtedness then outstanding,
in whole or in part, by obtaining a loan for such purposes from responsible
cooperative or private credit sources, at reasonable rates and terms for loans
for similar purposes and periods of time, the borrower will, upon request of
the Government, apply for and accept such loan in sufficient amount to repay
the Government and will take all such actions as may be required in connection
with such loan. Applicable requirements are set forth in Subpart F of
Part 1951 of this chapter. A civil rights impact analysis is required.
(Revised 04-02-98, SPECIAL PN.)

§ 1951.212 Unauthorized financial assistance.

Subpart O of Part 1951 of this chapter prescribes policies for servicing
the loans and grants covered under this subpart when it is determined that a
borrower or grantee was not eligible for all or part of the financial
assistance received in the form of a loan, grant, subsidy, or any other direct
financial assistance.

3
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§ 1951.213 Debt settlement.

Subpart C of Part 1956 of this chapter prescribes policies and procedures
for debt settlement actions for loans covered under this subpart when it is
determined that a debt is eligible for settlement except as provided in
§§ 1951.216 and 1951.231.

§ 1951.214 Care, management, and disposal of acquired property.
(Revised 04-02-98, SPECIAL PN.)

Property acquired by Government will be handled according to
Subparts B and C of Part 1955 of this chapter.

§ 1951.215 Grants.

No monitoring action by the Agency is required after grant closeout.
Grant closeout is when all required work is completed, administrative actions
relating to the completion of work and expenditure of funds have been
accomplished, and the Agency accepts final expenditure information. However,
grantees remain responsible in accordance with the terms of the grant for
property acquired with grant funds.

(a) Applicability of requirements. Servicing actions relating to
Agency grants are governed by the provisions of this subpart, the terms
of the Grant Agreement and, if applicable, the provisions of 7 CFR 3015,
3016, and 3017.

(1) Servicing actions will be carried out in accordance with the
terms of the "Association Water or Sewer System Grant Agreement, '’
and RUS Bulletin 1780-12, ‘‘Water and Waste Grant Agreement.’’ Grant
agreements with a revision date on or after January 29, 1979,
require that the grantee request disposition instructions from the
Agency before disposing of property which is no longer needed for
original grant purposes. (Revised 04-02-98, SPECIAL PN.)

(2) When facilities financed in part by grants are transferred or
sold, repayment of all or a portion of the grant is not required if
the facility will be used for the same purposes and the new owner
provides a written agreement to abide by the terms of the grant
agreement. (Revised 04-02-98, SPECIAL PN.)

(3) 7 CFR 3015 first became effective on November 10, 1981; 7 CFR
3016 on October 1, 1988; and 7 CFR 3017 on March 18, 1989. Grants
made on or after those dates are subject to the provisions of those
regulations except to the extent of the express provisions of the
Grant Agreement.

4
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§ 1951.215 (Con.)

(b) Authorities. Subject to the requirements of § 1951.215(a),
authority to approve servicing actions is as follows:

(1) For water and waste disposal grants, the State Director is
authorized to approve any servicing actions needed, except that
prior approval of the Administrator is required when property
acquired with grant funds is disposed of in accordance with

§§ 1951.227, 1951.230, or 1951.232 of this subpart and the buyer or
transferee refuses to assume all terms of the grant agreement.
(Revised 01-07-05, SPECIAL PN.)

(2) All other grants will be serviced in accordance with the Grant
Agreement and this subpart. Prior approval of the Administrator is

required except for actions covered in the preceding paragraph.

§ 1951.216 Nonprogram (NP) loans.

Borrowers with NP loans are not eligible for any program benefits,
including appeal rights. However, Agency may use any servicing tool under
this subpart necessary to protect the Government's security interest,
including reamortization or rescheduling. The refinancing requirements of
Subpart F of Part 1951 of this chapter do not apply to NP loans. Debt
settlement actions relating to NP loans must be handled under the Federal
Claims Collection Act; proposals will be submitted to the National Office for
review and approval. Any exception to the servicing requirements of NP loans
under this subpart must have prior concurrence of the National Office.

§1951.217 Public bodies.

Servicing actions involving public bodies will be carried out to the
extent feasible according to the provisions of this subpart. With prior
National Office approval, the State Director is authorized to vary from such
provisions if necessary and approved by OGC, provided such variation will not
violate other regulatory or statutory provisions. To request approval, the
case file, including copies of applicable documents, recommendations, and OGC
comments, will be forwarded to the Administrator, Attention: (appropriate
program division) .

4A
(Revision 2)
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8§1951.218 Use of Rural Development loans and grants for other purposes.

(a) If, after making a loan or a grant, the Administrator determines
that the circumstances under which the loan or grant was made have
sufficiently changed to make the project or activity for which the loan
or grant was made available no longer appropriate, the Administrator may
allow the loan borrower or grant recipient to use property (real and
personal) purchased or improved with the loan or grant funds, or
proceeds from the sale of property (real and personal) purchased with
such funds, for another project or activity that:

(1) Will be carried out in the same area as the original project or
activity;

(2) Meets the criteria for a loan or grant described in section
381E(d) of the Consolidated Farm and Rural Development Act, as
amended; and

(3) Satisfies such additional requirements as are established by
the Administrator.

(b) For the purpose of this section, Administrator means the
Administrator of the Rural Housing Service or Rural Business-Cooperative
Service that has the delegated authority to administer the loan or grant
program that covers the property or the proceeds from the sale property
proposed to be used in another way.

(c) If the new use of the property is under the authority of another
Administrator, the other Administrator will be consulted on whether the
new use will meet the criteria of the other program. Since the new
project or activity must be carried out in the same area as the original
project or activity, a new rural area determination will not be
necessary.

(d) Borrowers and grantees that wish to take advantage of this option
may make their request through the appropriate Rural Development State
Office. Permission to use this option will be exercised on a case-by-
case-basis on applications submitted through the State Office to the
Administrator for consideration. If the proposal is approved, the
Administrator will issue a memorandum to the State Director outlining
the conditions necessary to complete the transaction.

4B
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§1951.219 [Reserved]

§1951.220 General sgervicing actions.

(a) Payment in full. Payment in full of a loan is handled according to
Subpart D of Part 1951 of this chapter. When a loan is paid in full,
the servicing official will: (Revised 02-10-92, SPECIAL PN.)

(1) Notify the company providing fidelity bond coverage in writing
that the government no longer has an interest in the bond if the
government is named co-obligee on the bond.

(2) Release Rural Development's interest in insurance policies
according to applicable provisions of Subpart A of Part 1806 (RD
Instruction 426.1).

(3) Release Rural Development's interest in any other security as
appropriate, consulting with OGC if necessary.

(b) Loan summary statements. Upon request of a borrower, Rural
Development will issue a loan summary statement showing account activity
for each loan made or insured under the CONACT. Field offices will post
a notice on the bulletin board informing borrowers of the availability
of loan summary statements. See Exhibit A of Subpart A of this part for
a sample of the required notice.

(1) The loan summary statement period is from January 1 through
December 31. The Finance Office forwards to field offices a copy of

Form RD 1951-9, "Annual Statement of Loan Account," to be retained
in borrower files as a permanent record of account activity for the
year.

5
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§1951.220 (b) (Con.)

(2) Quarterly Forms RD 1951-9 are retained in the Finance Office on
microfiche. These statements reflect cumulative data from the
beginning of the current year through the end of the most recent
quarter. Servicing offices may request copies of these quarterly or
annual statements by sending Form RD 1951-57, "Request for Loan
Summary Statement," to the Finance Office.

(3) The servicing office will provide a copy of the applicable loan
summary statement to the borrower on request. A copy of Form RD
1951-9 and, for loans with unamortized installments, a printout of
future installments owed obtained using the borrower status screen
option in the Automated Discrepancy Processing System (ADPS), will
constitute the loan summary statement to be provided to the
borrower.

(c) Insurance. Rural Development borrowers shall maintain insurance
coverage as follows:

(1) Community and Insured Business Programs borrowers shall
continuously maintain adequate insurance coverage as required by the
loan agreement and §1942.17(j) (3) of Subpart A of Part 1942 of this
chapter. Insurance coverage must be monitored in accordance with the
above-referenced section to determine that adequate policies and
bonds are in force.

(2) For all other types of loans covered by this subpart, property
insurance will be serviced according to Subpart A of Part 1806 of
this chapter (RD Instruction 426.1) in real estate mortgage cases,
and according to the loan agreement in other cases.

(d) Property taxes. Real property taxes are serviced according to
Subpart A of Part 1925 of this chapter. If State statutes permit a
personal property tax lien to have priority over Rural Development's
lien, such taxes are serviced according to §§1925.3 and 1925.4 of

Subpart A of Part 1925 of this chapter. (Revised 08-13-92, SPECIAL PN.)
(e) Changes in borrower's legal organization.
(1) The State Director may approve, with OGC's concurrence, changes

in a recipient's legal organization, including revisions of articles
of incorporation or charter and bylaws, when:

(i) The change does not provide for a sole member type of
organization;

(ii) The borrower retains control over its assets and the
operation, management, and maintenance of the facility, and
continues to carry out its responsibilities as set forth in
§1942.17 (b) (4) of Subpart A of Part 1942 of this chapter; and
(Revised 05-19-92, SPECIAL PN.)

6
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§ 1951.220(e) (1) (Con.)

(iii) The borrower retains significant local ties with the
rural community.

(2) The State Director may approve, with prior concurrence of the
Administrator, changes in a recipient's legal organization which
result in a sole member type of organization, or any other change
which results in a recipient's loss of control over its assets
and/or the operation, management and maintenance of the facility,
provided all of the following have been or will be met:

(i) The change is in the best interest of the Government;

(ii) The State Director determines and documents that other
servicing options under this subpart, such as sale or transfer
and assumption, have been explored and are not feasible;

(iii) The loan is classified as a nonprogram loan;

(iv) The borrower is notified that it is no longer eligible
for any program benefits, but will remain responsible under the
loan agreement; and

(v) Prior concurrence of the Administrator is obtained.
Requests will be forwarded to the Administrator: Attention
(appropriate program division), and will include the case file;
Exhibit A of this subpart (available in any RD office),
appropriately completed; the proposed changes; OGC comments;
and any other necessary supporting information.

(f) Membership liability. As a loan approval requirement, some
borrowers may have special agreements with members for the purchase of
shares of stock or for payment of a pro rata share of the loan in the
event of default, or they may have authority in their corporate
instruments to make special assessments in that event. Such agreements
may be referred to as individual liability agreements and may be
assigned to and held by Rural Development as additional security. In
other cases the borrower's note may be endorsed by individuals. The
liability instruments will be serviced in a manner indicated by their
contents and the advice of OGC to adequately protect Rural Development
interest. Servicing actions necessary due to such provisions will be
tracked in Multi-Family Housing Information System (MFIS).

(Revised 02-24-05, SPECIAL PN.)

7
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§ 1951.220 (Con.)

(g) Other security. Other security such as collateral assignments,
water stock certificates, notices of lienholder interest (Bureau of Land
Management grazing permits) and waivers of grazing privileges (Forest
Service grazing permits) will be serviced to protect the interest of
Rural Development, and in compliance with any special servicing actions
developed by the State Director with OGC assistance. Evidence of the
security will be filed in the servicing office case file. Necessary
servicing actions will be noted in MFIS. (Revised 02-24-05, SPECIAL
PN.)

(h) Correcting errors in security instruments. Land, buildings, or
chattels included in a mortgage through mutual mistake may be released
from the mortgage by the State Director when substantiated by the
factual situation. The release is contingent on the State Director
determining, with OGC advice, that the property was included due to
mutual error.

(1) Present market value determination. For purposes of this subpart,
the value of security is determined by the approval official as follows:

(1) Security representing a relatively small portion of the total
value of the security property. The approval official will
determine that the real estate and chattels are disposed of at a
reasonable price. A current appraisal report may be required.

(2) Security representing a relatively large portion of the total
value of the security property. The approval official will require
a current appraisal report, and the sale prices of the real estate
and chattels disposed of will at least equal the present market
value as determined by this appraisal.

(3) Appraisal report. If required, a current appraisal report will
be completed in accordance with § 1942.3 of Subpart A of Part 1942
of this chapter. The appraisal will be completed by a qualified
Rural Development employee or an independent appraiser as determined
appropriate by the approval official.

§ 1951.221 Collections, payments and refunds. Collections are processed in
accordance with Subpart B of Part 1951 of this chapter. Payments and refunds
are handled in accordance with the following:

(a) Community and Insured Business Programs.

(1) Field offices can obtain data on principal installments due for
Community and Insured Business Programs loans with unamortized
installments using the borrower status screen option in the ADPS.

8
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§ 1951.221(a) (Con.)

(2) Regular payments for Community and Insured Business Programs
borrowers are all payments other than extra payments and refunds.
Such payments are usually derived from facility revenues, and do not
include proceeds from the sale of security. They also include
payments derived from sources which do not decrease the value of
Rural Development security.

(i) Distribution of such payments is made as follows:

(A) First, to the Rural Development loan(s) in proportion
to the delinquency existing on each. Any excess will be
distributed in accordance with paragraphs (a)(2)(i)(B) and
(C) of this section.

8A
(Added 02-24-05, SPECIAL PN)
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§ 1951.221(a) (2) (i) (Con.)

(B) Second, to the Rural Development loan or loans in
proportion to the approximate amounts due on each. Any
excess will be distributed according to paragraph

(@) (2)(1)(C) of this section.

(C) Third, as advance payments on Rural Development
loans. [In making such distributions, consider the
principal balance outstanding on each loan, the security
position of the liens securing each loan, the borrower®s
request, and related circumstances.

(ii) Unless otherwise established by the debt instrument,
regular payments will be applied as follows:

(A) For amortized loans, first to interest accrued (as
of the date of receipt of the payment), and then to
principal.

(B) For principal-plus-interest loans, first to the
interest due through the date of the next scheduled
installment of principal and interest and then to
principal due, with any balance applied to the next
scheduled principal installment.

(3) Extra payments are derived from sale of basic chattel or real
estate security; refund of unused loan funds; cash proceeds of
property insurance as provided in § 1806.5(b) of Subpart A of Part
1806 (paragraph V. B. of RD Instruction 426.1); and similar actions
which reduce the value of basic security. At the option of the
borrower, regular facility revenue may also be used as extra
payments when regular payments are current. Unless otherwise
established in the note or bond, extra payments will be distributed
and applied as follows:

(1) First to the account secured by the lowest priority of
lien on the property from which the extra payment was obtained.
Any balance will be applied to other Rural Development loans in
ascending order of priority.

(ii) For amortized loans, first to interest accrued to the
date payment is received, and then to principal. For debt
instruments with installments of principal plus interest, such
payments will be applied to the final unpaid principal
installment.

9
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RD Instruction 1951-E
§ 1951.221 (Con.)

(b) Soil and Water Conservation Loans. (Revised 04-07-04, PN 373.)

(1) Regular payments for such loans are defined in § 1951.8(a) of
Subpart A of Part 1951 of this chapter, and are distributed
according to § 1951.9(a) of that subpart unless otherwise
established by the note or bond.

(2) Extra payments are defined in § 1951.8(b) of Subpart A of Part
1951 of this chapter, and are distributed according to § 1951.9 (b)
of that subpart.

§ 1951.222 Subordination of security.

When a borrower requests Rural Development to subordinate a security
instrument so that another creditor or lender can refinance, extend,
reamortize, or increase the amount of a prior lien; be on parity with; or
place a lien ahead of the Rural Development lien, it will submit a written
request to the servicing office as provided below. For purposes of this
subpart, subordination is defined to include cases where a parity security
position is being considered.

(a) General. The following requirements must normally be met:

(1) The request must be for subordination of a specific amount of
the Rural Development indebtedness, and the amount must be within
the approval official's authority as set forth in Exhibits A and B
of RD Instruction 1901-A (available in any Rural Development
office). (Revised 01-07-05, SPECIAL PN.)

(2) It must be determined that the borrower cannot refinance its
Rural Development debt in accordance with Subpart F of Part 1951 of
this chapter.

(3) The transaction will further the purposes for which the Rural
Development loan was made, not adversely affect the borrower's debt-
paying ability, and result in the Rural Development debt being
adequately secured.

(4) The terms and conditions of the prior lien will be such that
the borrower can reasonably be expected to meet them as well as the
requirements of all other debts.

10
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(b)

(5) Any proposed development work will be planned and performed
according to § 1942.18 of Subpart A of Part 1942 of this chapter or
in a manner directed by the creditor which reasonably attains the
objectives of that section.

(6) All contracts, pay estimates, and change orders will be
reviewed and concurred in by the State Director.

(7) In cases involving land purchase, the Rural Development will
obtain a mortgage on the purchased land.

(8) When the transaction involves more than $10,000 or the approval
official considers it necessary, a present market value appraisal
report will be obtained. However, a new report need not be obtained
if there is an appraisal report not over one year old which permits
a proper determination of the present market value of the total
property after the transaction.

(9) The proposed action must not change the nature of the
borrower's activities so as to make it ineligible for Rural

Development loan assistance.

(10) Necessary consent and subordination of all other outstanding
security interests must be obtained.

Authorities. Proposals not meeting one or more of the above

requirements will be submitted to the Administrator, Attention
(appropriate program division) for prior concurrence. All other
proposals may be approved by the official with loan approval authority
under Subpart A of Part 1901 of this chapter.

(c)

(02-08-90)

Processing. The case file is to include:

(1) The borrower's written request on Form RD 465-1, "Application
for Partial Release, Subordination, or Consent," if appropriate, or
in other acceptable format. The request must contain the purpose of
the subordination; exact amount of money or property involved;
description of security property involved; type of security
instrument; name, address, line of business and other general
information pertaining to the party in favor of which the request is
made; and other pertinent information to evaluate the need for the
request;

(2) Current balance sheet;
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§ 1951.222(c) (Con.)

(3) If development work is involved, an operating budget on Form
RD 442-7, "Operating Budget," or similar form which projects income
and expenses through the first full year of operation following
completion of planned improvements; or if no development work is
involved, an income statement and budget on Form RD 442-2,

"Statement of Budget, Income, and Equity," schedules 1 and 2, or
similar form;

(4) Copy of proposed security instrument;
(5) Appraisal report, when applicable;
(6) OGC opinion on the request;

(7) Exhibit A of this subpart (available in any Rural Development
office), appropriately completed;

(8) Appropriate environmental review; and

(9) Any other necessary supporting information.
(d) Closing. All requests for subordination will be closed according
to instructions from OGC except those which affect only chattel liens
other than pledges of revenue. Rural Development consent on Form
RD 465-1 will be signed concurrently with Form RD 460-2, "Subordination

by the Government," when applicable.

§ 1951.223 Reamortization.

(a) State Director authorization. The State Director is authorized to
approve reamortization of loans under the following conditions:

(1) The account is delinquent and cannot be brought current within
one year while maintaining a reasonable reserve;

(2) The borrower has demonstrated for at least one year by actual
performance or has presented a budget which clearly indicates that

it is able to meet the proposed payment schedule;

(3) The amount being reamortized is within the State Director's
loan approval authorization; and

(4) There is no extension of the final maturity date.
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§ 1951.223(a) (Con.)

(b) Requests requiring National Office approval. Reamortizations not
meeting the above conditions require prior National Office approval.
Requests will be forwarded to the National Office with the case file,
including:

(1) Current budget and cash flow prepared on Form RD 442-2,
schedules 1 and 2, or similar form;

(2) Current balance sheet and income statement;

(3) Exhibit A of this subpart, appropriately completed;

(4) Form RD 1951-33, "Reamortization Request," completed in
accordance with § 1951.223(c) (3) of this subpart, when applicable;

and (Revised 03-19-08, SPECIAL PN.)

(5) Any other necessary supporting information.
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§ 1951.223

(c)

(Comn.) RD Instruction 1951-E
Processing. When legally permissible and administratively

acceptable, the total outstanding principal and interest balances will
be reamortized rather than only the delinquent amount. Accrued interest

will

(02-08-90)

be at the rate currently reflected in Finance Office records.

(1) Reamortizations will be perfected in accordance with OGC
closing instructions.

(2) When debt instruments are being modified or new debt
instruments executed, bond counsel or local counsel, as appropriate,
must provide an opinion indicating any effect on Rural Development
security position. The Rural Development approval official must
determine that the government's interest will remain adequately
protected if the security position will be affected.

(3) Notes. Except as provided in § 1951.223(c) (4), loans evidenced
by notes will be reamortized through a new evidence of debt unless
OGC recommends that the terms of the existing document be modified.
Form RD 1951-33 may be used to effect such modifications, if legally
adequate, or other forms may be used if acceptable to Rural
Development. The original of a new note or any endorsement required
by OGC is to be attached to the existing note, filed in the
servicing office, and retained until the account is paid in full or
otherwise satisfied. A copy will be forwarded to the Finance

Office. (Revised 03-19-08, SPECIAL PN.)
(4) Bonds and notes with other than real or chattel security
pledged to Rural Development. Loans evidenced by bonds, or by notes

with other than real or chattel security pledged to Rural
Development, may be reamortized using procedures acceptable to the
State Director and legally permissible under State statutes in the
opinion of the borrower's counsel and the OGC.

(i) The procedure may consist of a new debt instrument or
agreement for the total Rural Development indebtedness,
including the delinquency, or a new instrument or agreement
whereby the borrower agrees to repay the delinquency plus
interest. If a new instrument or agreement for only the
delinguent amount is used, a new loan number will be assigned
to the delinquent amount, and the borrower will be required to
pay the amounts due under both the original and the new
instruments.

(ii) When a delingquent or problem loan cannot be reamortized
by issuing a new debt instrument due to State statutes, or the
cost of preparation and closing is prohibitive, the
rescheduling agreement provided as Exhibit H of this subpart
(available in any Rural Development office), may be used.
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§ 1951.223(c) (4) (Con.)

(iii) Section 1942.19 of Subpart A of Part 1942 of this
chapter applies to any new bonds issued unless precluded by
State statutes or an exception is approved by the National
Office.

(iv) If State statutes do not require the release of existing
bonds, they will be retained with the new bond instrument or
agreement in the Rural Development office authorized to store
such documents. If State statutes require release of existing
bonds, the exchange will be accomplished by the District
Director, and the new bond and/or agreement will be retained in
the appropriate office.

New debt instruments or agreements.

(i) A copy will be sent to the Finance Office after execution,
except that if serial bonds are used, the original bond(s) will
be submitted to the Finance Office.

(ii) Any agreement used will contain:

(A) The amount delinquent, which must equal the total
delinquency on the account and net advances (the unpaid
principal on any advance and the accrued interest on any
advance through the date of reamortization, less interest
payments credited on the advance account);

(B) The effective date of the reamortization;

(C) The number of years over which the delinquency will
be amortized;

(D) The repayment schedule; and
(E) The interest rate.

(iii) A payment will be due on the next scheduled due date.
Deferment of interest and/or principal payments is not
authorized.

(iv) A separate new instrument will be required for each loan
being reamortized.

(v) If amortized payments are not used, the schedule of
principal installments developed will be such that combined
payments of principal and interest closely approximate an
amortized payment.
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(d) Reamortization with interest rate adjustment - Water and Waste
borrowers only. A borrower that is seriously delingquent in loan
payments may be eligible for loan reamortization with interest rate
adjustment. The purpose of loan reamortization with interest rate
adjustment is to provide relief for a borrower that is unable to service
the outstanding loan in accordance with its existing terms and to
enhance recovery on the loan. A borrower must meet the conditions of
this subpart to be considered eligible for this provision.

(Added 08-05-98, PN 294.)

(1) Eligibility determination. The State Director, Rural
Development, may submit to the Administrator for approval an
adjustment in the rate of interest charged on outstanding loans only
for those borrowers who meet the following requirements:

(1) The borrower has exhausted all other servicing provisions
contained in this subpart;

(ii) The borrower is experiencing severe financial problems;

(iii) Any management deficiencies must have been corrected or
the borrower must submit a plan acceptable to the State office
to correct any deficiencies before an interest rate adjustment
may be considered;

(iv) Borrower user rates must be comparable to similar
systems. In addition, the operating expenses reported by the
borrower must appear reasonable in relation to similar system
expenses;

(v) The borrower has cooperated with Rural Development in
exploring alternative servicing options and has acted in good
faith with regard to eliminating the delinquency and complying
with its loan agreements and agency regulations; and

(vi) The borrower’s account must be delinquent at least one
annual debt payment for 180 days.

(2) Conditions of approval. All borrowers approved for an
adjustment in the rate of interest by the Administrator shall agree
to the following conditions:

(1) The borrower shall agree not to maintain cash or cash
reserves beyond what is reasonable at the time of interest rate
adjustment to meet debt service, operating, and reserve
requirements.
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§ 1951.223(d) (2) (Con.)

(ii) A review of the borrower’s management and business
operations may be required at the discretion of the State
Director. This review shall be performed by an independent
expert who has been recommended by the State Director and
approved by the National office. The borrower must agree to
implement all recommendations made by the State Director as a
result of the review.

(iii) TIf requested, a copy of the latest audited financial
statements or management report must be submitted to the
Administrator.

(3) Reamortization. At the discretion of the Administrator, the
interest rate charged on outstanding loans of eligible borrowers may
be adjusted to no less than the poverty interest rate and the term
of the loans may be extended up to a new 40 year term or the
remaining useful life of the facility, whichever is less.
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§1951.224 Third party agreements.

The State Director may authorize all or part of a facility to be
operated, maintained or managed by a third party under a contract, management
agreement, written lease, or other third party agreement as follows:

(a) Leases.
(1) Lease of all or part of a facility (except when liguidation

action is pending). The State Director may consent to the leasing
of all or a portion of security property when:

(i) Leasing is the only feasible way to provide the service
and is the customary practice as required under §1942.17(b) (4)
of Subpart A of Part 1942 of this chapter; (Revised 05-19-92,
SPECIAL PN.)

(ii) The borrower retains ultimate responsibility for
operating, maintaining, and managing the facility and for its
continued availability and use at reasonable rates and terms as
required under §1942.17(b) (4) of Subpart A of Part 1942 of this
chapter. The lease agreement must clearly reflect sufficient
control by the borrower over the operation, maintenance, and
management of the facility to assure that the borrower
maintains this responsibility; (Revised 05-19-92, SPECIAL PN.)

(iii) The lease agreement contains provisions prohibiting any
amendments to the lease or any subleasing arrangements without
prior written approval from Rural Development;

(iv) The lease document contains nondiscrimination
requirements as set forth in §1951.204 of this subpart;

(v) The lease contains a provision which recognizes that Rural
Development is a lienholder on the subject facility and, as
such, the lease is subordinate to the rights and claims of
Rural Development as lienholder; and

(vi) The lease does not constitute a lease/purchase
arrangement, unless permitted under §1951.232 of this subpart.

(2) Lease of all or part of a facility (pending ligquidation
action). The State Director may consent to the leasing of all or a

portion of security property when:

(1) The lease will not adversely affect the repayment of the
loan or the Government's rights under the security or other
instruments;
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§1951.224

(b)

(a) (2) (Con.)

(ii) The State Director has determined that liquidation will
likely be necessary and the lease is necessary until
liquidation can be accomplished;

(iii) Leasing is not an alternative to, or means of delaying,
liquidation action;

(iv) The lease and use of any proceeds from the lease will
further the objective of the loan;

(v) Rental income is assigned to Rural Development in an
amount sufficient to make regular payments on the loan and
operate and maintain the facility unless such payments are
otherwise adequately secured;

(vi) The lease is advantageous to the borrower and is not
disadvantageous to the Government;

(vii) TIf foreclosure action has been approved and the case has
been submitted to OGC, consent to lease and use of proceeds
will be granted only with OGC's concurrence; and

(viii) The lease does not exceed a one-year period. The
property may not be under lease more than two consecutive years
without authorization from the National Office. Long-term
leases may be approved, with prior authorization from the
National Office, if necessary to ensure the continuation of
services for which the loan was made and if other servicing
options contained in this subpart have been determined
inappropriate for servicing the loan.

Mineral leases. Unless liquidation is pending, the State Director

is authorized to approve mineral leases when:

(1) The lessee agrees, or is liable without any agreement, to pay
adequate compensation for any damage to the real estate surface and
improvements. Damage compensation will be assigned to Rural
Development or the prior lienholder by the use of Form RD 443-16,
"Assignment of Income from Real Estate Security," or other
appropriate instrument;

(2) Royalty payments are adequate and are assigned to Rural
Development on Form RD 443-16 in an amount determined by the State
Director to be adequate to protect the government's interest;

(3) All or a portion of delay rentals and bonus payments may be
assigned on Form RD 443-16 if needed for protection of the
Government's interest;
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(4) The lease, subordination, or consent form is acceptable to OGC;

(5) The lease will not interfere with the purpose for which the
loan or grant was made; and

(6) When Rural Development consent is required, the borrower
submits a completed Form RD 465-1. The form will include the terms
of the proposed agreement and specify the use of all proceeds,
including any to be released to the borrower.

(c) Management agreements. Management agreements should contain the
minimum suggested contents contained in Guide 24 of Part 1942, Subpart A
of this chapter (available in any Rural Development office).

(d) Affiliation agreements. An affiliation agreement between the
borrower and a third party may be approved by the State Director, with
OGC concurrence, if it provides for shared services between the parties
and does not result in changes to the borrower's legal organizational
structure which would result in its loss of control over its assets
and/or over the operation, management, and maintenance of the facility
to the extent that it cannot carry out its responsibilities as set forth
in §1942.17 (b) (4) of Subpart A of Part 1942 of this chapter. However,
affiliation agreements which result in a loss of borrower control may be
approved with prior concurrence of the Administrator if the loan is
reclassified as a nonprogram loan and the borrower is notified that it

is no longer eligible for any program benefit. Requests forwarded to
the Administrator will contain the case file, the proposed affiliation
agreement, and necessary supporting information. (Revised 05-19-92,
SPECIAL PN.)

(e) Processing. The consent of other lienholders will be obtained when

required. When National Office approval is required, or if the State
Director wishes to have a transaction reviewed prior to approval, the
case file will be forwarded to the National Office and will include:

(1) A copy of the proposed agreement;

(2) Exhibit A of this subpart (available in any Rural Development
office), appropriately completed.

(3) Any other necessary supporting information.
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§1951.225 Liguidation of security.

When the District Director believes that continued servicing will not
accomplish the objectives of the loan, he or she will complete Exhibit A of
this subpart (available in any Rural Development office), and submit it with
the District Office file to the State Office. TIf the State Director
determines the account should be liquidated, he or she will encourage the
borrower to dispose of the Rural Development security voluntarily through a
sale or transfer and assumption, and establish a specified period, not to
exceed 180 days, to accomplish the action. If a transfer or voluntary sale is
not carried out, the loan will be liquidated according to Subpart A of Part
1955 of this chapter.

§1951.226 Sale or exchange of security property.

A cash sale of all or a portion of a borrower's assets or an exchange of
security property may be approved subject to the conditions set forth below.

(a) Authorities.

(1) The District Director is authorized to approve actions under
this section involving only chattels.

(2) The State Director is authorized to approve real estate
transactions except as noted in the following paragraph.

(3) Approval of the Administrator must be obtained when a
substantial loss to the Government will result from a sale; one or
more members of the borrower's organization proposes to purchase the
property; it is proposed to sell the property for less than the
appraised value; or the buyer refuses to assume all the terms of the
Grant Agreement. It is not Rural Development policy to sell
security property to one or more members of the borrower's
organization at a price which will result in a loss to the
Government .

(b) General. Approval may be given when the approval official
determines and documents that:

(1) The consideration is adequate;

(2) The release will not prevent carrying out the purpose of the
loan;

(3) The remaining property is adequate security for the loan or the
transaction will not adversely affect Rural Development's security
position;

(4) If the property to be sold or exchanged is to be used for the
same or similar purposes for which the loan or grant was made, the
purchaser will:
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§ 1951.226(b) (4) (Con.)

(02-08-90)

(i) Execute Form RD 400-4, "Assurance Agreement." The
covenants involved will remain in effect as long as the
property continues to be used for the same or similar purposes
for which the loan or grant was made. The instrument of
conveyance will contain the covenant referenced in § 1951.204
of this subpart; and

(ii) Provide to Rural Development a written agreement assuming
all rights and obligations of the original grantee if grant
funds were provided. See § 1951.215 of this subpart for
additional guidance on grant agreements. (Revised 01-07-05,
SPECIAL PN.)

(5) The proceeds remaining after paying any reasonable and
necessary selling expenses are used for one or more of the following
purposes:

(1) To pay on Rural Development debts according to §1951.221
of this subpart; on debts secured by a prior lien; and on debts
secured by a subsequent lien if it is to Rural Development's
advantage.
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(c)

(02-08-90)

RD Instruction 1951-E

(b) (5) (Con.)
(ii) To purchase or acquire through exchange property more
suited to the borrower's needs, if the Rural Development debt
will be as well secured after the transaction as before.
(iii) To develop or enlarge the facility if necessary to
improve the borrower's debt-paying ability; place the operation
on a sounder basis; or otherwise further the loan objectives
and purposes.

(6) Disposition of property acquired in whole or part with Rural

Development grant funds will be handled in accordance with the grant

agreement.

Processing.

(1) The case file will contain the following:

(i) Except for actions approved by the District Director,
Exhibit A of this subpart (available in any Rural Development
office), appropriately completed;

(ii) The appraisal report, if appropriate;

(iii) Name of purchaser, anticipated sales price, and proposed
terms and conditions;

(iv) Form RD 1965-8, "Release from Personal Liability,"
including the County Committee memorandum and the State
Director's recommendations;

(v) An executed Form RD 400-4, if applicable;
(vi) An executed Form RD 465-1, if applicable;

(vii) Form RD 460-4, "Satisfaction," if a debt has been paid
in full or satisfied by debt settlement action. For cases
involving real estate, a similar form may be used if approved
by 0GC; and

(viii) Written approval of the Administrator when required
under §1951.226(a) (3) of this subpart;

(2) Releasing security.
(1) The District Director is authorized to s