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B. LOAN CLOSING 

Request needed legal services. 
Arrange for loan closing by county office, 

escrow agent, designated attorney, or other 
authorized loan closing agent; furnish loan 
closing agent with appropriate instructions, 
forms, and other needed information for loan 
closing. 

The following FmHA or its successor agen-
cy under Public Law 103–354 forms will be 
used by the County Office in addition to 
those forms listed under docket preparation 
which must be executed by the borrower or 
other party: 

Form No. Name 

400–6 ............. Compliance Statement ...................... (*) 
402–1 ............. Deposit Agreement ........................... (*) 
402–2 ............. Statement of Deposits and With-

drawals.
(*) 

427–1 (State) Real Estate Mortgage or Deed of 
Trust for lllll.

(*) 

1927–9 ........... Preliminary Title Opinion ................... (*) 
1940–17 ......... Promissory Note ................................ (x) 

(7 U.S.C. 1989; 42 U.S.C. 1480; 5 U.S.C. 301; sec. 
10, Pub. L. 93–357, 88 Stat. 392; 7 CFR 2.23; 7 
CFR 2.70) 

[43 FR 55883, Nov. 29, 1978] 

EDITORIAL NOTE: For FEDERAL REGISTER ci-
tations affecting exhibit A to subpart A of 
part 1941, see the List of CFR Sections Af-
fected, which appears in the Finding Aids 
section of the printed volume and on GPO 
Access. 

EXHIBIT B TO SUBPART A OF PART 1941 
[RESERVED] 

EXHIBIT C TO SUBPART A OF PART 1941— 
CONTROLLED SUBSTANCE 

(NOTE: Exhibit C referenced in this subpart 
is available in any FmHA or its successor 
agency under Public Law 103–354 office.) 

[53 FR 35684, Sept. 14, 1988] 

Subpart B—Closing Loans Secured 
by Chattels 

§ 1941.51 Purpose. 
This subpart prescribes Farmers 

Home Administration (FmHA) or its 
successor agency under Public Law 103– 
354 policies, procedures, and authoriza-
tions for closing direct loans secured 
by chattels. These loans are considered 
closed on the date the promissory note 
is executed. 

[43 FR 55883, Nov. 29, 1978, as amended at 58 
FR 48282, Sept. 15, 1993] 

§§ 1941.52–1941.53 [Reserved] 

§ 1941.54 Promissory note. 
(a) Executing the note. Form FmHA or 

its successor agency under Public Law 
103–354 1940–17, ‘‘Promissory Note,’’ will 
be executed and dated following receipt 
of the loan check in the county office 
and prior to the first withdrawal of 
loan funds from the supervised bank 
account or delivery of the loan check 
to the borrower. 

(b) Signatures—(1) Individuals. Only 
the applicant is required to sign the 
promissory note. Any other signatures 
needed to assure the required security 
will be obtained as provided in State 
supplements. A cosigner will be re-
quired only when it has been deter-
mined that the applicant cannot pos-
sibly meet the repayment requirements 
for the loan request. Persons who are 
minors (except a youth obtaining a 
youth loan), mental incompetents, or 
noncitizens will not execute a promis-
sory note. Except when a person has 
pledged only property as security for a 
loan, the purpose and effect of signing 
a promissory note or other evidence of 
indebtedness for a loan made or insured 
by FmHA or its successor agency under 
Public Law 103–354 is to incur indi-
vidual personal liability regardless of 
any State law to the contrary. A youth 
executing a promissory note shall 
incur full personal liability for the in-
debtedness evidenced by such note. 

(2) Entities. The promissory note(s) 
will be executed so as to evidence li-
ability of the entity as well as indi-
vidual liability of all members of the 
entity. 

[43 FR 55883, Nov. 29, 1978, as amended at 51 
FR 13448, Apr. 21, 1986; 53 FR 35691, Sept. 14, 
1988; 58 FR 48286, Sept. 15, 1993; 68 FR 7697, 
Feb. 18, 2003] 

§§ 1941.55–1941.56 [Reserved] 

§ 1941.57 Security instruments. 
Security instruments referred to in 

this subpart are financing statements, 
security agreements, chattel mort-
gages, and similar lien instruments. To 
obtain a security interest in chattels 
and crops in States which have adopted 
the Uniform Commercial Code (UCC), 
both a financing statement and a secu-
rity agreement are required, although 
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only the financing statement must be 
filed or recorded in public records. See 
paragraph (g) of this section for filing 
or recording instructions. In Louisiana 
a Chattel Mortgage and Crop Pledge or 
Crop Pledge, as appropriate, is required 
to obtain a security interest in chat-
tels and crops. 

(a) Executing security instruments by 
borrowers. State supplements will be 
issued, as necessary, to carry out the 
provisions of this paragraph. In order 
to close the loan and obtain the desired 
lien, security instruments will be exe-
cuted by appropriate entity officials, 
on behalf of an entity borrower. Any 
other signatures needed to assure the 
required security will be obtained as 
provided in State supplements. A co-
signer will be required only when it has 
been determined that the applicant 
cannot possibly meet the security re-
quirements for the loan request. 

(b) Undivided interests. An applicant 
obtaining a loan to finance an undi-
vided interest in security or to refi-
nance debts on an undivided interest in 
such property will secure the loan with 
a lien on the undivided interest in the 
property. All individuals having an un-
divided interest in the security will 
execute Form FmHA or its successor 
agency under Public Law 103–354 441–12, 
‘‘Agreement for Disposition of Jointly- 
Owned Property’’, unless a written 
agreement to the same affect as this 
form has already been signed. 

(c) Security instrument forms. (1) Form 
FmHA or its successor agency under 
Public Law 103–354 440–25, ‘‘Financing 
Statement,’’ or Form FmHA or its suc-
cessor agency under Public Law 103–354 
440A–25, ‘‘Financing Statement (Car-
bon-Interleaved)’’; and Form FmHA or 
its successor agency under Public Law 
103–354 440–4, ‘‘Security Agreement 
(Chattels and Crops),’’ will be used to 
obtain security interests in chattel 
property in States which have adopted 
the Uniform Commercial Code (UCC), 
unless a State supplement requires the 
use of other forms. 

(2) Form FmHA or its successor agen-
cy under Public Law 103–354 440–4 LA, 
‘‘Chattel Mortgage and Crop Pledge 
(Louisiana),’’ or Form FmHA or its 
successor agency under Public Law 103– 
354 440–4A LA, ‘‘Crop Pledge (Lou-

isiana),’’ will be used in the State of 
Louisiana. 

(3) Other forms will be used as pro-
vided in State supplements in Puerto 
Rico, Guam, American Samoa and the 
Northern Mariana Islands. 

(d) Taking security instruments—(1) Fi-
nancing statement. A financing state-
ment is effective for 5 years from the 
date of filing and as long thereafter as 
it is continued by filing a continuation 
statement. 

(i) Initial loan. A financing statement 
will be required for every initial loan 
except when a filed financing state-
ment covering the applicants property 
is still effective, covers all types of 
chattel property that will serve as se-
curity for the initial loan, and de-
scribes the land on which crops and fix-
tures are or will be located. 

(ii) Subsequent loan. A financing 
statement will not be required unless 
the filed financing statement is not ef-
fective, does not cover all types of 
chattel property that will serve as se-
curity for the subsequent loan, or does 
not describe the land on which crops or 
fixtures are or will be located. If the 
loan debt is being secured for the first 
time, however, the procedure for secur-
ing initial loans stated in paragraph 
(d)(1)(i) of this section will be followed. 

(2) Security Agreements—(i) Initial 
loan. When an initial loan is made to 
an applicant, including to a paid-in-full 
borrower, a new security agreement 
will be required in all cases. The secu-
rity agreement will be executed not 
later than the first withdrawal of loan 
funds from the supervised bank ac-
count or delivery of the loan check to 
the borrower. 

(ii) Subsequent loan. An additional se-
curity agreement will be required if 
property which is to serve as security 
for the debt is not described either spe-
cifically or in the printed form of the 
previous security agreement, or if an 
additional agreement it is needed to 
obtain or maintain a security interest 
in crops. 

(A) An additional security agreement 
may also be executed to reflect signifi-
cant changes in security. 

(B) An additional security agreement 
is not necessary if the existing security 
agreement covers all types of chattels 
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that will serve as security for the sub-
sequent loan, describes the land on 
which the crops or fixtures are or will 
be located, and was executed within 1 
year before the crops which are offered 
as security became growing crops. 
When determined necessary by OGC, a 
State supplement will be issued to fur-
ther explain when a security agree-
ment covering crops will be required. 

(e) Describing collateral in security in-
struments. (1) Financing statements de-
scribe certain types of collateral. If 
items of collateral not covered in the 
printed form of the financing state-
ment are to serve as security, they 
should be described by type or specifi-
cally identified. 

(2) Generally, animals, birds, fish, 
etc., should be described by groups in 
the security agreement. The serial or 
other identification numbers of major 
items of equipment should be listed in 
the security agreement. If a security 
interest is to be taken in property such 
as inventory, supplies, recreation or 
other nonfarm equipment, or fixtures 
which cannot be readily described 
under the column headings of items 2 
or 3 of Form FmHA or its successor 
agency under Public Law 103–354 440–4, 
an appropriate description of such 
property will be inserted in item 2 or 3 
below the other property, without re-
gard to the column headings. 

(3) The advice of the Office of the 
General Counsel (OGC) will be obtained 
as to how to describe in financing 
statements and security agreements 
items such as grazing permits, milk 
bases, and membership or stock in co-
operative associations. The property to 
be described in security instruments 
should be reconciled with any existing 
security instruments and with Form 
FmHA or its successor agency under 
Public Law 103–354 462–1, ‘‘Record of 
the Disposition of Security Property.’’ 

(4) After the initial security agree-
ment is executed, and after the bor-
rower obtains all the property which 
FmHA or its successor agency under 
Public Law 103–354 wants specifically 
described, by item, in the security 
agreement, a new security agreement 
will be executed. 

(f) Executing security instruments by 
County Office employees. The County 
Supervisor and any County Office em-

ployee authorized by the County Su-
pervisor may execute on behalf of the 
Government any legal instruments 
necessary to obtain or preserve secu-
rity for loans. This includes financing 
statements, security agreements, chat-
tel mortgages and similar lien instru-
ments, as well as severance agree-
ments, consent and subordination 
agreements, affidavits and acknowledg-
ments. 

(g) Filing or recording security instru-
ments. (1) Ordinarily, in States which 
have adopted the UCC, financing state-
ments may be delivered by hand or 
mailed to the filing officers for filing 
or recording when the loan is approved. 
However, when this is not practical, 
the financing statement may be filed 
at a later date, but not later than the 
first withdrawal of loan funds from the 
supervised bank account or delivery of 
the loan check to the borrower. If crops 
or other property of the borrower are 
located or will be located in a State 
other than that of the borrower’s resi-
dence, the County Office servicing the 
loan will contact the County Office in 
the other State for information as to 
the security instruments to be used 
and the place(s) of filing or recording 
in the other State. The financing state-
ment will be filed or recorded as re-
quired by State supplements. 

(2) Security agreements will not be 
filed or recorded unless required by 
State supplements. Form FmHA or its 
successor agency under Public Law 103– 
354 440–4 LA or Form FmHA or its suc-
cessor agency under Public Law 103–354 
440–4A LA will be filed or recorded in 
Louisiana as provided by State supple-
ments. 

[43 FR 55883, Nov. 29, 1978, as amended at 50 
FR 27415, July 3, 1985; 51 FR 13448, Apr. 21, 
1986; 53 FR 35691, Sept. 14, 1988; 68 FR 7697, 
Feb. 18, 2003] 

§§ 1941.58–1941.59 [Reserved] 

§ 1941.60 Purchase money security in-
terest. 

A purchase money security interest 
will take priority over an earlier per-
fected security interest if a security 
agreement is taken and a financing 
statement is filed before the purchaser 
receives possession of the property or 
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within 10 days thereafter, subject to 
the following limitations: 

(a) Motor vehicles. For motor vehicles 
required to be licensed, any action nec-
essary to obtain perfection in the par-
ticular State, such as having the secu-
rity interest noted on the certificate of 
title, must be taken before the pur-
chaser receives possession or within 10 
days. In some States, it is not nec-
essary to file a financing statement to 
perfect a security interest in such 
motor vehicles; however, FmHA or its 
successor agency under Public Law 103– 
354 will always require both a security 
agreement and a financing statement. 
A State supplement will be issued, if 
necessary to set out the procedure for 
obtaining a lien on a motor vehicle, 
motorboat, or any special type of secu-
rity. 

(b) Farm equipment. A purchase 
money security interest in farm equip-
ment costing $2,500 or less (other than 
fixtures or motor vehicles required to 
be licensed), will take priority over an 
earlier perfected security interest if a 
security agreement is obtained, even 
though a financing statement is not ex-
ecuted or filed. FmHA or its successor 
agency under Public Law 103–354, how-
ever, will always file a financing state-
ment. State supplements will be issued, 
as necessary, to further explain the re-
quirements for complying with this 
section. 

(c) Inventory. A purchase money secu-
rity interest in inventory will take pri-
ority over an earlier perfected security 
interest, provided: 

(1) A security agreement is taken and 
a financing statement is filed not later 
than the time the purchaser receives 
possession of the property, and 

(2) Before the purchaser takes posses-
sion of the property, written notice is 
given to the party holding the earlier 
perfected interest that the purchase 
money creditor has acquired or expects 
to acquire a purchase money security 
interest in the inventory, which must 
by described by item or type. When de-
termined necessary by OGC, a State 
supplement will be issued to further ex-
plain the requirements for perfecting a 
purchase money security interest in in-
ventory. 

(d) Fixtures. A security interest taken 
in goods before they become fixtures 

has priority over a security interest in 
the real estate to which they are at-
tached. A security interest taken in 
goods after they become fixtures is 
valid against all persons later acquir-
ing an interest in the real estate. It is 
not valid against persons who had an 
interest in the real estate when the 
goods become fixtures, unless they exe-
cute a consent disclaimer or Form 
FmHA or its successor agency under 
Public Law 103–354 440–26, ‘‘Consent and 
Subordination Agreement’’. 

(e) Crops. A security interest taken in 
crops not more than 3 months before 
the crops are planted or otherwise be-
come growing crops, has priority over 
an earlier perfected security interest, 
if the obligation underlying the earlier 
interest was due more than 6 months 
before the crops became growing crops. 

[43 FR 55883, Nov. 29, 1978, as amended at 54 
FR 47959, Nov. 20, 1989] 

§§ 1941.61–1941.62 [Reserved] 

§ 1941.63 Lien search. 

(a) Required lien searches. (1) A lien 
search will be obtained at a time that 
assures that the security instruments 
give the Government the required secu-
rity, usually at the time the financing 
statement (mortgage or crop pledge in 
Louisiana) is filed or recorded. Lien 
searches may be obtained after the fi-
nancing statement is filed, but never 
after the delivery of the loan check or 
the first withdrawal of loan funds from 
the supervised bank account. Form 
FmHA or its successor agency under 
Public Law 103–354 440–13, ‘‘Report of 
Lien Search,’’ or other lien search 
forms will be used. 

(2) Under the UCC, lien searches are 
necessary in making subsequent loans 
if an additional financing statement is 
required; i.e., when crops or fixtures to 
be taken as security are or will be lo-
cated on land not described in the ex-
isting financing statement, or when 
property not covered by the financing 
statement is to be taken as security for 
the loan. 

(3) Lien searches also may be ob-
tained in connection with processing 
applications when the County Super-
visor determines such searches are nec-
essary on an individual case basis. 
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(4) Although a lien search is not al-
ways required for youths who are mi-
nors (as defined in State supplements), 
the County Supervisor may determine 
that a search is necessary to assure the 
Government obtains the required secu-
rity interest. 

(b) Responsibility for obtaining lien 
searches. (1) Applicants should obtain 
and pay for lien searches. FmHA or its 
successor agency under Public Law 103– 
354 County Office employees may make 
lien searches (at no cost to the appli-
cant) in exceptional cases, such as 
when no other person is available to 
provide such a service, or when experi-
ence has shown that using the service 
available would lead to an undue delay 
in closing the loan and the delay would 
cause undue hardship to the borrower. 

(2) The State Director will issue a 
State supplement setting forth the re-
quirements for lien searches, including 
the records to be searched and the peri-
ods to be covered. 

(3) The applicant should be informed 
of County Clerks, local attorneys or 
other persons who will conduct lien 
searches at a reasonable cost. The ap-
plicant will select the lien searcher. 
The cost of a lien search can be paid 
from the proceeds of loan checks. 

§§ 1941.64–1941.66 [Reserved] 

§ 1941.67 Additional requirements for 
perfecting security interests. 

If necessary because of provisions in 
State statutes, leases, land purchase 
contracts, or real estate mortgages 
commonly in use, State Directors will 
issue State supplements which tell how 
to obtain a subordination agreement, 
certification of obligation to landlord, 
disclaimer, and consent and subordina-
tion agreement to perfect security in-
terest. 

(a) Form FmHA or its successor agency 
under Public Law 103–354 441–5, ‘‘Subor-
dination Agreement.’’ This form will be 
used if a subordination agreement is 
required by FmHA or its successor 
agency under Public Law 103–354 on 
crops, livestock, farm equipment, or 
other chattels. If Form FmHA or its 
successor agency under Public Law 103– 
354 441–5 is not legally sufficient, a 
form recommended by OGC will be 
used. The time to be covered by the 

subordination agreement generally will 
be equal to the repayment period of the 
loan or for the unexpired period of the 
lease if the borrower is a tenant, but as 
a minimum will be for the year for 
which the loan is made. 

(b) Form FmHA or its successor agency 
under Public Law 103–354 441–17, ‘‘Cer-
tification of Obligation to Landlord.’’ 
This form may be used instead of ob-
taining a subordination agreement if: 

(1) It appears that the applicant is 
not financially obligated to the land-
lord except for rent for the lease year 
and will not incur other obligations to 
the landlord during that year, and 

(2) A State supplement authorizing 
the use of Form FmHA or its successor 
agency under Public Law 103–354 441–17 
in such cases has been issued. 

(c) Form FmHA or its successor agency 
under Public Law 103–354 440–26, ‘‘Con-
sent and Subordination Agreement.’’ Un-
less otherwise provided by a State sup-
plement, this form rather than a sever-
ance agreement will be used in UCC 
States when a security interest is 
taken in property after it has become a 
fixture. 

(1) If a debt on an item which has al-
ready become a fixture is being refi-
nanced, consent and subordination 
agreements will be signed before re-
leasing loan funds to the creditor. In 
all other cases in which a security in-
terest is being taken on an item that 
already has become a fixture, consent 
and subordination agreements will be 
signed no later than the time of loan 
closing. 

(2) Consent and subordination agree-
ments will be taken only in those cases 
in which the fixture is placed on the 
real estate before the financing state-
ment and security agreement covering 
the fixture have been executed, or be-
fore the financing statement is filed, or 
before the request for obligation of 
funds is signed by the loan approving 
official. 

[43 FR 55883, Nov. 29, 1978, as amended at 54 
FR 47959, Nov. 20, 1989] 

§§ 1941.68–1941.70 [Reserved] 

§ 1941.71 Fees. 
The borrower will pay all fees for fil-

ing or recording financing statements, 
mortgages, or other legal instruments 
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and will pay all notary and lien search 
fees incident to loan transactions. Pay-
ment will be made from personal funds 
or from the proceeds of the loan. When-
ever FmHA or its successor agency 
under Public Law 103–354 employees ac-
cept cash to pay for filing or recording 
fees or for the cost of making a lien 
search, Form FmHA or its successor 
agency under Public Law 103–354 440–12, 
‘‘Acknowledgment of Payment for Re-
cording, Lien Search, and Releasing 
Fees,’’ will be executed. FmHA or its 
successor agency under Public Law 103– 
354 employees will make it clear to the 
borrower that any fee so accepted is 
not received by the Government as a 
payment on the borrower’s debt, but is 
accepted only for paying the recording, 
filing, or lien search fees on behalf of 
the borrower. 

§§ 1941.72–1941.74 [Reserved] 

§ 1941.75 Retention and use of security 
agreements. 

Original executed security agree-
ments will not be altered or destroyed, 
and will remain in the case file when 
new security agreements are taken. 
Changes in security property will be 
noted only on the work copy. When an 
additional security agreement covering 
all collateral for the debt is taken, the 
work copy of the previous security 
agreement may be destroyed. 

§§ 1941.76–1941.78 [Reserved] 

§ 1941.79 Future advance and after-ac-
quired property clauses. 

The future advance and after-ac-
quired property clauses of security 
agreements will be considered valid in 
all respects in UCC States unless other-
wise provided in a State supplement. 

(a) Future advance clause. A properly 
prepared, executed, and filed or re-
corded FmHA or its successor agency 
under Public Law 103–354 financing 
statement and a properly prepared and 
executed FmHA or its successor agency 
under Public Law 103–354 security 
agreement give FmHA or its successor 
agency under Public Law 103–354 a se-
curity interest in the property de-
scribed. This security interest covers 
future loans, advances, and expendi-
tures, as well as any other FmHA or its 
successor agency under Public Law 103– 

354 debts evidenced by notes and any 
advances or expenditures for debts evi-
denced by such notes. However, when a 
borrower’s indebtedness is paid in full, 
a new security agreement must be 
taken in all cases to secure an initial 
loan made following the payment in 
full. 

(b) After-acquired property clause. 
After a security interest is acquired in 
certain property, any property (except 
fixtures) acquired which is of the same 
type as that described in the financing 
statement and security agreement will 
also serve as security for the debt. The 
after-acquired property clause in the 
security agreement will encumber 
crops grown on the land described in 
the security agreement and financing 
statement, provided the crops are 
planted or otherwise become growing 
crops within 1 year of the execution 
date of the security agreement, or 
within such other period as provided in 
a State supplement. FmHA or its suc-
cessor agency under Public Law 103–354 
after-acquired security interests take 
priority over other security interests 
perfected after the FmHA or its suc-
cessor agency under Public Law 103–354 
financing statement is filed, except as 
stated in § 1941.60. 

(c) State supplements. A State supple-
ment concerning future advance and 
after-acquired property clauses will set 
forth requirements for filing or record-
ing security instruments in that State. 
This will assist County Supervisors in 
other States who request such informa-
tion in accordance with § 1941.57(g). A 
State supplement will also be issued 
when OGC determines that it is needed 
to reflect any amendments made to a 
State’s UCC. 

§§ 1941.80–1941.83 [Reserved] 

§ 1941.84 Title clearance and closing 
requirements. 

(a) For loans over $10,000, title clear-
ance is required when real estate is 
taken as primary security. 

(b) For loans of $10,000 or less, and 
loans for which real estate is taken as 
primary security, a certification of 
ownership and verification of equity in 
real estate is required. Certification of 
ownership may be in the form of a no-
tarized affidavit which is signed by the 
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applicant, names the record owner of 
the real estate in question and lists the 
balances due on all known debts 
against the real estate. Whenever the 
County Supervisor is uncertain of the 
record owner or debts against the es-
tate security, a title search will be re-
quired. 

(c) Title clearance is not required 
when real estate is taken as additional 
security, as defined in § 1941.4 of this 
subpart. 

(d) When real estate is taken as pri-
mary security, as defined in § 1941.4 of 
this subpart, title clearance and loan 
closing requirements will be carried 
out in accordance with subpart B of 
part 1927 of this chapter. 

(e) If any prior liens against the real 
estate offered as security contain pro-
visions (such as future advance clauses 
not limited to a specific amount) that 
could jeopardize either the security po-
sition of the Government or the appli-
cant’s ability to meet the obligations 
of the prior liens and FmHA or its suc-
cessor agency under Public Law 103–354 
loan, the prior lienholders involved 
must agree in writing, before the loan 
is closed, to modify, waive, or subordi-
nate such objectionable provisions. 

(f) If a lien is to be taken on real es-
tate which is already subject to a lien, 
and if State law allows a prior 
lienholder to foreclose on a loan (under 
power of sale or otherwise) without no-
tifying a junior lienholder of the fore-
closure proceedings, the prior 
lienholders must agree, in writing, to 
give FmHA or its successor agency 
under Public Law 103–354 advance no-
tice of all foreclosure proceedings and 
of any assignment of the mortgage. 

(g) Each real estate lien will be taken 
on Form FmHA or its successor agency 
under Public Law 103–354 1927–1 (State), 
‘‘Real Estate Mortgage or Deed of 
Trust for llllll,’’ unless a state 
supplement requires the use of another 
form. 

(h) If the real estate offered as secu-
rity is held under a purchase contract, 
the following conditions must exist: 

(1) The applicant must be able to pro-
vide a mortgageable interest in the 
real estate. 

(2) The applicant and the purchase 
contract holder must agree, in writing, 
that any insurance proceeds received 

to compensate for real estate losses 
will be used only to replace or repair 
the damaged real estate. If necessary, 
the applicant will negotiate with the 
purchase contract holder to arrive at a 
new contract without any provisions 
objectionable to either FmHA or its 
successor agency under Public Law 103– 
354 or the lender. 

(3) If a satisfactory contract of sale 
cannot be negotiated or if the purchase 
contract holder refuses to agree to 
apply the insurance proceeds toward 
the repair or replacement of the real 
estate and wants to retain some of the 
proceeds as an extra payment on the 
balance owned, the applicant will make 
every effort to refinance the existing 
purchase contract. 

(4) The purchase contract must not 
be subject to summary cancellation on 
default and must not contain any other 
provisions which might jeopardize ei-
ther the Government’s security posi-
tion or the borrower’s ability to repay 
the loan. 

(5) The contract holder must agree, 
in writing, to give the Government no-
tice of any breach by the purchaser, 
and must also agree to give the Gov-
ernment the option to rectify the con-
ditions which amount to a breach with-
in 30 days. The 30 days begin to run on 
the day the Government receives the 
written notice of the breach. 

[51 FR 13448, Apr. 21, 1986, as amended at 56 
FR 67480, Dec. 31, 1991; 58 FR 26680, May 5, 
1993] 

§§ 1941.85–1941.87 [Reserved] 

§ 1941.88 Insurance. 
(a) Catastrophic Risk Protection (CAT) 

insurance requirement. Applicants must 
obtain at least the CAT level of crop 
insurance of coverage for each crop of 
economic significance, as defined by 
the Federal Crop Insurance Corpora-
tion, if such coverage is offered. The 
applicant can meet this requirement by 
either: 

(1) Obtaining at least the CAT level 
of coverage or, 

(2) Waiving eligibility for emergency 
crop loss assistance in connection with 
the uninsured crop. EM loss loan as-
sistance is not considered emergency 
crop loss assistance for purposes of this 
waiver. 
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(b) Crops. Crop insurance is a good 
management tool. Loan approval offi-
cials will, therefore, during the loan 
making process, encourage all bor-
rowers who grow crops to obtain and 
maintain Federal Crop Insurance Cor-
poration (FCIC) crop insurance or 
multi-peril crop insurance, if it is 
available. 

(1) When OL loan funds are to be used 
as the primary source of financing for 
the ensuing year’s crop production ex-
penses, and such crop(s) will serve as 
security for the loan, and crop insur-
ance is purchased by the borrower, 
FmHA or its successor agency under 
Public Law 103–354 requires and ‘‘As-
signment of Indemnity’’ on the bor-
rower’s crop insurance policy(ies). 

(2) When FmHA or its successor agen-
cy under Public Law 103–354 is not the 
primary lender for annual crop produc-
tion expenses, but has or will have a se-
curity interest in the crop(s), and the 
applicant has purchased or will pur-
chase crop insurance, an ‘‘Assignment 
of Indemnity’’ is taken by FmHA or its 
successor agency under Public Law 103– 
354, if the primary lender chooses not 
to do so. 

(3) When the payment of crop insur-
ance premiums is not required until 
after harvest, the premiums may be 
paid by releasing insured crop(s) sale 
proceeds, but not withstanding the lim-
its in §§ 1962.17 and 1962.29(b) of subpart 
A of part 1962 of this chapter. If the 
borrower’s crop losses are sufficient to 
warrant an indemnity payment, the 
premium due will be deducted by the 
insurance carrier from such payment. 

(c) Chattels and real estate. Chattel 
property that secures OL loans must be 
covered by hazard insurance unless the 
Agency determines that coverage is 
not readily available or the benefit of 
the coverage is less than its cost. When 
insured, chattel property must at least 
be covered at its tax or cost depre-
ciated value, whichever is less. Real 
property must be covered by general 
hazard and flood insurance in accord-
ance with subparts A and B of part 1806 
of this chapter. 

(d) Public liability and property dam-
age. Borrowers should be advised of the 
possibilities of incurring liability and 
encouraged to obtain public liability 
and property damage insurance, includ-

ing insurance on a customer’s property 
in the custody of the borrower. 

(e) Mortgage clause. When insurance is 
required on property serving as secu-
rity, Form FmHA or its successor 
agency under Public Law 103–354 426–2, 
‘‘Property Insurance Mortgage Clause 
(Without Contribution),’’ or a standard 
mortgage clause in general use in the 
area will be attached to or printed in 
the policy and will show the United 
States of America (Farmers Home Ad-
ministration or its successor agency 
under Public Law 103–354) as mortgagee 
or secured party. 

[43 FR 55883, Nov. 29, 1978, as amended at 47 
FR 33486, Aug. 3, 1982; 53 FR 35691, Sept. 14, 
1988; 58 FR 26680, May 5, 1993; 62 FR 9355, Mar. 
3, 1997; 62 FR 28618, May 27, 1997] 

§§ 1941.89–1941.91 [Reserved] 

§ 1941.92 Check delivery. 
The County Supervisor will receive 

and deliver loan checks. On receipt of a 
loan check, and after arrangements 
have been completed for loan closing, 
the applicant will be promptly notified 
on Form FmHA or its successor agency 
under Public Law 103–354 440–8, ‘‘Notice 
of Check Delivery.’’ Loan funds will be 
disbursed in accordance with subpart A 
of part 1902 of this chapter. 

[43 FR 55883, Nov. 29, 1978, as amended at 58 
FR 26681, May 5, 1993] 

§ 1941.93 [Reserved] 

§ 1941.94 Supervised bank accounts. 
If a supervised bank account is re-

quired, loan funds will be deposited fol-
lowing loan closing. Supervised bank 
accounts will be established in accord-
ance with subpart A of part 1902 of this 
chapter. 

[53 FR 35692, Sept. 14, 1988] 

§ 1941.95 [Reserved] 

§ 1941.96 Changes in use of loan funds. 
(a) Approval of changes. County Su-

pervisors, or their delegates, are au-
thorized to approve changes in the pur-
poses for which loan funds are to be 
used provided: 

(1) The change is consistent with au-
thorities, policies and limitations for 
making loans, and 
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(2) The change will not adversely af-
fect either the workings of an on-going 
operation or the Government’s inter-
est. 

(b) Recording changes. When changes 
are made in the use of loan funds, the 
installments on Form FmHA or its suc-
cessor agency under Public Law 103–354 
1940–17, ‘‘Promissory Note,’’ will not be 
revised. When funds loaned for the pur-
chase of capital goods are to be used 
for annual recurring production ex-
penses, the funds will be repaid in ac-
cordance with the terms for such uses 
in subpart A of this part. Appropriate 
changes with respect to the repay-
ments will be made in table K of Form 
FmHA or its successor agency under 
Public Law 103–354 431–2, ‘‘Farm and 
Home Plan,’’ also on Form FmHA or 
its successor agency under Public Law 
103–354 1962–1, ‘‘Agreement for the Use 
of Proceeds/Release of Chattel Secu-
rity,’’ and initialed by the borrower. 
Appropriate notations will be made in 
the ‘‘Supervisory and Servicing Ac-
tions’’ section of the Management Sys-
tem Card. 

[43 FR 55883, Nov. 29, 1978, as amended at 45 
FR 16166, Mar. 13, 1980; 53 FR 35692, Sept. 14, 
1988; 54 FR 47959, Nov. 20, 1989] 

PART 1942—ASSOCIATIONS 

Subpart A—Community Facility Loans 

Sec. 
1942.1 General. 
1942.2 Processing applications. 
1942.3 Preparation of appraisal reports. 
1942.4 Borrower contracts. 
1942.5 Application review and approval. 
1942.6 Preparation for loan closing. 
1942.7 Loan closing. 
1942.8 Actions subsequent to loan closing. 
1942.9 Planning, bidding, contracting, and 

constructing. 
1942.10–1942.11 [Reserved] 
1942.12 Loan cancellation. 
1942.13 Loan servicing. 
1942.14 Subsequent loans. 
1942.15 Delegation and redelegation of au-

thority. 
1942.16 State supplements and guides. 
1942.17 Community facilities. 
1942.18 Community facilities—Planning, 

bidding, contracting, constructing. 
1942.19 Information pertaining to prepara-

tion of notes or bonds and bond tran-
script documents for public body appli-
cants. 

1942.20 Community Facility Guides. 

1942.21 Statewide nonmetropolitan median 
household income. 

1942.22–1942.49 [Reserved] 
1942.50 OMB control number. 

Subpart B [Reserved] 

Subpart C—Fire and Rescue and Other 
Small Community Facilities Projects 

1942.101 General. 
1942.102 Nondiscrimination. 
1942.103 Definitions. 
1942.104 Application processing. 
1942.105 Environmental review. 
1942.106 Intergovernmental review. 
1942.107 Priorities. 
1942.108 Application docket preparation and 

review. 
1942.109–1942.110 [Reserved] 
1942.111 Applicant eligibility. 
1942.112 Eligible loan purposes. 
1942.113 Rates and terms. 
1942.114 Security. 
1942.115 Reasonable project costs. 
1942.116 Economic feasibility requirements. 
1942.117 General requirements. 
1942.118 Other Federal, State, and local re-

quirements. 
1942.119 Professional services and borrower 

contracts. 
1942.120–1942.121 [Reserved] 
1942.122 Actions prior to loan closing and 

start of construction. 
1942.123 Loan closing. 
1942.124–1942.125 [Reserved] 
1942.126 Planning, bidding, contracting, con-

structing, procuring. 
1942.127 Project monitoring and fund deliv-

ery. 
1942.128 Borrower accounting methods, 

management reports and audits. 
1942.129 Borrower supervision and servicing. 
1942.130–1942.131 [Reserved] 
1942.132 Subsequent loans. 
1942.133 Delegation and redelegation of au-

thority. 
1942.134 State supplements and guides. 
1942.135–1942.149 [Reserved] 
1942.150 OMB control number. 

Subparts D–F [Reserved] 

Subpart G—Rural Business Enterprise 
Grants and Television Demonstration 
Grants 

1942.301 Purpose. 
1942.302 Policy. 
1942.303 Authorities, delegation, and redel- 

egation. 
1942.304 Definitions. 
1942.305 Eligibility and priority. 
1942.306 Purposes of grants. 
1942.307 Limitations on use of grant funds. 
1942.308 Regional Commission grants. 
1942.309 [Reserved] 
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