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as defined in §1962.4 of subpart A of
part 1962 of this chapter.

Related by blood or marriage. As used
in this subpart, individuals who are
connected to one another as husband,
wife, parent, child, brother, or sister.

Rural youth. A person who has
reached the age of 10 but has not
reached the age of 21 and does not re-
side in any city or town with a popu-
lation of more than 10,000 inhabitants.

Rural youth projects. Modest projects
initiated, developed, and carried out by
rural youths participating in 4-H or
Future Farmers of America, or similar
organizations. Projects must produce
enough income to meet expenses and
debt repayment.

Security. Property of any kind subject
to a real or personal property lien. Any
references to collateral or security
property shall be considered a ref-
erence to the term ‘“‘security.”

State or United States. The United
States itself, any of the fifty States,
the Commonwealth of Puerto Rico, the
Virgin Islands of the United States,
Guam, American Samoa, and the Com-
monwealth of the Northern Mariana lIs-
lands.

[53 FR 35684, Sept. 14, 1988, as amended at 58
FR 26680, May 5, 1993; 58 FR 48283, Sept. 15,
1993; 61 FR 35925, July 9, 1996; 62 FR 9353,
Mar. 3, 1997; 68 FR 7696, Feb. 18, 2003; 69 FR
5262, Feb. 4, 2004]

§1941.5 [Reserved]

§1941.6 Credit elsewhere.

The applicant shall certify in writing
on the appropriate forms, and the
County Supervisor shall verify and doc-
ument, that adequate credit is not
available, with or without a guarantee
or subordination, to finance the appli-
cant’s actual needs at reasonable rates
and terms, taking into consideration
prevailing private and cooperative
rates and terms in the community in
or near where the applicant resides for
loans for similar purposes and periods
of time.

(a) If the County Supervisor receives
letters or other written evidence from
a lender(s) indicating that the appli-
cant is unable to obtain satisfactory
credit, this will be included in the loan
docket.

§1941.12

(b) If the applicant cannot qualify for
the needed credit from the lender(s)
contacted, but one or more of them has
indicated they would provide credit
with an FmHA or its successor agency
under Public Law 103-354 guarantee, or
the County Supervisor determines that
the applicant can obtain a guaranteed
loan, the applicant will be advised to
file an application with that lender(s)
so that a guaranteed OL request can be
processed by the lender(s) for consider-
ation by FmHA or its successor agency
under Public Law 103-354.

(c) Property and interest in property
owned and income received by an indi-
vidual applicant, or an entity applicant
and all of its members as individuals
will be considered and used by an appli-
cant in obtaining credit from other
sources.

(d) Applicants and borrowers will be
encouraged to supplement operating
loans with credit from other credit
sources to the extent economically fea-
sible and in accordance with sound fi-
nancial management practices.

[43 FR 55883, Nov. 29, 1978, as amended at 68
FR 7697, Feb. 18, 2003]

§§1941.7-1941.10

§1941.11 Applications.

Applications will be received and
processed as provided in subpart A of
part 1910 of this chapter, with consider-
ation given to the requirements in ex-
hibit M of subpart G of part 1940 of this
chapter.

§1941.12

In accordance with the Food Security
Act of 1985 (Pub. L. 99-198), after De-
cember 23, 1985, if an individual or any
member of an entity is convicted under
Federal or State law of planting, culti-
vating, growing, producing, harvesting,
or storing a controlled substance (see
21 CFR part 1308, which is exhibit C of
this subpart and is available in any
FmHA or its successor agency under
Public Law 103-354 office, for the defi-
nition of ‘“‘controlled substance’’) prior
to loan approval in any crop year, the
individual or entity shall be ineligible
for a loan for the crop year in which
the individual or member of the entity
was convicted and the four succeeding
crop years. Applicants will attest on

[Reserved]

Eligibility requirements.
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Form FmHA or its successor agency
under Public Law 103-354 410-1, “‘Appli-
cation for FmHA Services,” that as in-
dividuals or that its members, if an en-
tity, have not been convicted of such
crime after December 23, 1985. A deci-
sion to reject an application for this
reason is not appealable. In addition,
the following requirements must be
met:

(a) An individual must:

(1) Be a citizen of the United States,
a United States non-citizen national,
or a qualified alien under applicable
Federal immigration laws. United
States non-citizen nationals and quali-
fied aliens must provide the appro-
priate documentation as to their immi-
gration status as required by the
United States Department of Homeland
Security, Bureau of Citizenship and
Immigration Services.

(2) Possess the legal capacity to incur
the obligations of the loan.

(3) Except for youth loans, have suffi-
cient applicable educational and/or on
the job training or farming experience
in managing and operating a farm or
ranch (1 year’s complete production
and marketing cycle within the last 5
years) which indicates the managerial
ability necessary to assure reasonable
prospects of success in the proposed
plan of operation.

(4) Be unable to obtain sufficient
credit elsewhere to finance actual
needs at reasonable rates and terms,
taking into consideration prevailing
private and cooperative rates and
terms in the community in or near
which the applicant resides for loans
for similar purposes and periods of
time.

(5) Except for youth loans, be the
owner-operator or tenant-operator of
not larger than a family farm after the
loan is closed. In the case of a limited
resource applicant see §1941.4 of this
subpart.

(6)(i) Have not executed a promissory
note for a direct OL loan in more than
6 different calendar years prior to the
calendar year that the requested direct
OL loan will close. This eligibility re-
striction applies to anyone who signs
the promissory note. Youth loans are
not counted as direct OL loans for the
purpose of this paragraph. This limita-
tion does not apply to farmers or

7 CFR Ch. XVIIlI (1-1-05 Edition)

ranchers when their land is subject to
the jurisdiction of an Indian tribe, the
loan is secured by one or more security
instruments subject to the jurisdiction
of Indian tribe, and the test for credit
requirement in §1941.6 is met. On a
case-by-case basis, a one-time waiver
to this eligibility restriction may also
be granted for a period of two years if
the following conditions are met:

(A) The applicant has a financially
viable operation;

(B) The applicant applied for com-
mercial credit from at least two com-
mercial sources;

(C) The applicant was unable to ob-
tain a commercial loan (including an
Agency-guaranteed loan); and

(D) The applicant has successfully
completed, or will complete within one
year, borrower training.

(ii) This determination is not subject
to administrative appeal.

(7) Transition rule. An applicant is eli-
gible for new direct OL loans for 3 addi-
tional years if as of April 4, 1996, the
applicant, or anyone who will execute
the promissory note, had direct OL
loans closed in 4 or more separate
years prior to the year in which the
new direct OL loan is closed. The 4 pre-
vious years’ direct OL loans, as well as
the 3 additional years of new direct OL
loans, may be in non-consecutive
years.

(8) Agency loss. (i) Except as provided
in paragraph (a)(8)(ii) of this section,
the applicant, and anyone who will exe-
cute the promissory note, has not
caused the Agency a loss by receiving
debt forgiveness on all or a portion of
any direct or guaranteed loan made
under the authority of the CONACT by
debt write-down or write-off; com-
promise, adjustment, reduction, or
charge-off under the provisions of sec-
tion 331 of the CONACT; discharge in
bankruptcy; or through payment of a
guaranteed loss claim.

(ii) The applicant may receive a di-
rect OL loan to pay annual farm and
ranch operating and family living ex-
penses, provided the applicant meets
all other requirements for the loan, if
the applicant and anyone who will exe-
cute the promissory note:

(A) Received a write-down under sec-
tion 353 of the CONACT,;

124



RHS, RBS, RUS, FSA, USDA

(B) Is current on payments under a
confirmed reorganization plan under
chapter 11, 12, or 13 of title 11 of the
United States Code; or

(C) Received debt forgiveness on not
more than one occasion after April 4,
1996, resulting directly and primarily
from a Presidentially-designated emer-
gency for a county or contiguous coun-
ty in which the applicant operates.
Only applicants who were current on
all existing direct and guaranteed FSA
loans prior to the beginning date of the
incidence period of a Presidentially-
designated emergency and received
debt forgiveness on that debt within
three years after the designation of
such emergency meet this exception.

(9) Not be delinquent on any non-tax
Federal debt or FSA guaranteed debt.
This restriction will not apply if the
Federal delinquency is cured on or be-
fore the loan closing date.

(b) An entity must:

(1) Be unable to obtain sufficient
credit elsewhere to finance actual
needs at reasonable rates and terms,
taking into account prevailing private
and cooperative rates and terms in or
near the community for loans for simi-
lar purposes and periods of time. This
applies to the entity and all of its
members, as individuals.

(2) Be controlled by farmers or ranch-
ers engaged primarily and directly in
farming or ranching in the United
States, after the loan is made.

(3) Be the owner-operator or tenant-
operator of not larger than a family
farm after the loan is closed.

(4) Consist of members who are indi-
viduals and not entities.

(5) If the members holding a majority
interest are related by blood or mar-
riage, they must meet the following re-
quirements:

(i) The majority interest of the enti-
ty must be held by members who are
citizens of the United States, United
States non-citizen nationals, or quali-
fied aliens under applicable Federal im-
migration laws. United States non-cit-
izen nationals and qualified aliens
must provide the appropriate docu-
mentation as to their immigration sta-
tus as required by the United States
Department of Homeland Security, Bu-
reau of Citizenship and Immigration
Services.

§1941.12

(ii) They must have sufficient appli-
cable educational and/or on the job
training or farming experience in man-
aging and operating a farm or ranch (1
year’s complete production and mar-
keting cycle within the last 5 years)
which indicates the managerial ability
necessary to assure reasonable pros-
pects of success in the proposed plan of
operation.

(iii) At least one member must oper-
ate the family farm.

(iv) The entity must operate the farm
and be authorized to do so in the
State(s) in which the farm is located.

(6) If the members holding a majority
interest are not related by blood or
marriage:

(i) The requirements of paragraphs
(b)(5)(i), (ii) and (iv) of this section
must be met.

(ii) They and the entity itself must
operate the family farm.

(7) If applying as a limited resource
applicant, as defined in §1941.4 of this
subpart:

(i) The requirements of paragraphs
(b)(5)(i), (ii) and (iv) of this section
must be met by the entity and all its
members.

(ii) The entity and all the members
must own or operate a small or family
farm and at least one member must op-
erate the farm.

(8) If each member’s ownership inter-
est does not exceed the family farm def-
inition limits, their collective interests
can exceed the family farm definition
limits only if:

(i) all of the members of the entity
are related by blood or marriage,

(ii) all of the members are or will be
operators of the entity, and

(iii) The majority interest holders of
the entity meet the requirements of
paragraphs (b)(5)(i), (ii) and (iv) of this
section.

(9)(i) Have no member of the entity
who has executed a promissory note for
direct OL loans closed in more than 6
different calendar years prior to the
calendar year that the requested direct
OL loan will close. This eligibility re-
striction applies to anyone who signs
the promissory note. Youth loans are
not counted as direct OL loans for the
purpose of this paragraph. This limita-
tion does not apply to farmers or
ranchers when their land is subject to

125



§1941.12

the jurisdiction of an Indian tribe, the
loan is secured by one or more security
instruments subject to the jurisdiction
of an Indian tribe, and the test for
credit requirement in §1941.6 is met. On
a case-by-case basis, a one-time waiver
to this eligibility restriction may also
be granted for a period of two years if
the following conditions are met:

(A) The applicant has a financially
viable operation;

(B) The applicant applied for com-
mercial credit from at least two com-
mercial sources;

(C) The applicant was unable to ob-
tain a commercial loan (including an
Agency-guaranteed loan); and

(D) The applicant has successfully
completed, or will complete within one
year, borrower training.

(ii) This determination is not subject
to administrative appeal.

(10) Transition rule. An applicant is el-
igible for new direct OL loans for 3 ad-
ditional years if as of April 4, 1996, the
applicant, or anyone who will execute
the promissory note, had direct OL
loans closed in 4 or more separate
years prior to the year in which the
new direct OL is closed. The 4 previous
years’ OL loans, as well as the 3 addi-
tional years of new direct OL loans,
may be in non-consecutive years.

(11) Agency loss. (i) Except as provided
in paragraph (b)(11)(ii) of this section,
the applicant, and anyone who will exe-
cute the promissory note, has not
caused the Agency a loss by receiving
debt forgiveness on all or a portion of
any direct or guaranteed loan made
under the authority of the CONACT by
debt write-down or write-off; com-
promise, adjustment, reduction, or
charge-off under the provisions of sec-
tion 331 of the CONACT; discharge in
bankruptcy; or through payment of a
guaranteed loss claim.

(if) The applicant may receive a di-
rect OL loan to pay annual farm and
ranch operating and family living ex-
penses, provided the applicant meets
all other requirements for the loan, if
the applicant and anyone who will exe-
cute the promissory note:

(A) Received a write-down under sec-
tion 353 of the CONACT,;

(B) Is current on payments under a
confirmed reorganization plan under

7 CFR Ch. XVIIlI (1-1-05 Edition)

chapter 11, 12, or 13 of title 11 of the
United States Code; or

(C) Received debt forgiveness on not
more than one occasion after April 4,
1996, resulting directly and primarily
from a Presidentially-designated emer-
gency for a county or contiguous coun-
ty in which the applicant operates.
Only applicants who were current on
all existing direct and guaranteed FSA
loans prior to the beginning date of the
incidence period of a Presidentially-
designated emergency and received
debt forgiveness on that debt within
three years after the designation of
such emergency meet this exception.

(12) Not be delinquent on any non-tax
Federal debt or FSA guaranteed debt.
This restriction will not apply if the
Federal delinquency is cured on or be-
fore the loan closing date. This eligi-
bility restriction applies to the entity
and all of its members.

(c) Borrower training. Except for ap-
plicants for youth loans, all applicants
must agree to meet the training re-
quirements of §1924.74 of subpart B of
part 1924 of this chapter unless a waiv-
er is granted in accordance with that
section. In the case of an entity, any
individual member holding a majority
interest in the operation or who is op-
erating the farm must agree to com-
plete the training or qualify for the
waiver on behalf of the entity. How-
ever, if one entity member is solely re-
sponsible for financial or production
management, then only that entity
member will be required to complete
the training in that area for the entity
or qualify for a partial waiver. If the fi-
nancial and production functions of the
farming operation are shared, the
knowledge and skills of the indi-
vidual(s) with the responsibility of pro-
duction and/or financial management
of the operation will be considered in
the aggregate for granting a waiver or
requiring that training be completed. If
a waiver is not granted, these individ-
uals will be required to complete the
training in accordance with their re-
sponsibilities. If the applicant has pre-
viously been required to obtain train-
ing, the applicant must be enrolled in
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and attending, or have satisfactorily
completed, the training required.

[53 FR 35684, Sept. 14, 1988, as amended at 55
FR 21527, May 25, 1990; 56 FR 3971, Feb. 1,
1991; 58 FR 69199, Dec. 30, 1993; 62 FR 9354,
Mar. 3, 1997; 62 FR 28618, May 27, 1997; 68 FR
7697, Feb. 18, 2003; 68 FR 62223, Nov. 3, 2003; 69
FR 5262, Feb. 4, 2004]

§1941.13 Rural youth.

If otherwise eligible, a rural youth
who applies for an OL loan must be rec-
ommended by a project advisor such as
a 4-H club advisor, vocational teacher,
home economics teacher, county exten-
sion agent, or other organizational
sponsor or advisor. In addition, a youth
who has not reached the age of major-
ity under State law must obtain a writ-
ten recommendation from a parent or
guardian. All recommendations will be
filed with the application in the bor-
rower’s case file.

§8§1941.14-1941.15 [Reserved]

§1941.16 Loan purposes.

An applicant who obtained a write-
down under direct or guaranteed loan
authorities is restricted to the pur-
poses listed under paragraphs (c), (9),
and (h) of this section. An applicant
who qualifies for a Low-Documentation
operating loan under
§1910.4(c)(1)(iii)(A) of subpart A of part
1910 may use loan funds for all author-
ized loan purposes except paragraph (i)
of this section. An applicant who quali-
fies for a Lo-Doc loan under
§1910.4(c)(1)(iii)(B) 7 CFR may only use
the loan funds for purposes listed under
paragraphs (c) and (h) of this section.
All other eligible applicants may re-
quest OL funds for any of the following
purposes:

(a) Payment of costs associated with
reorganizing a farm or ranch to im-
prove its profitability.

(b) Purchase of livestock, including
poultry, and farm or ranch equipment,
including quotas and bases, and cooper-
ative stock for credit, production, proc-
essing or marketing purposes.

(c) Payment of annual operating ex-
penses, examples of which include, but
are not exclusively limited to feed,
seed, fertilizer, pesticides, farm or
ranch supplies, cooperative stock, and
cash rent.

§1941.17

(d) Payment of costs associated with
land and water development for con-
servation or use purposes.

(e) Payment of loan closing costs.

(f) Payment of costs associated with
complying with Federal or State-ap-
proved standards under the Occupa-
tional Safety and Health Act of 1970 (29
U.S.C. 655 and 667). This purpose is lim-
ited to applicants who demonstrate
that compliance with the standards
will cause them substantial economic
injury.

(g) Payment of training costs re-
quired or recommended by the Agency.

(h) Payment of farm, ranch, or home
needs, including family subsistence. A
portion of the loan is available to the
borrower for use outside of a supervised
bank account. This portion is the less-
er of:

(1) 10 percent of the OL loan;

(2) $5,000; or

(3) The amount needed to meet the
subsistence needs of the family for a 3-
month period.

(i) Refinancing debts if the applicant
has had direct or guaranteed OL loans
refinanced (refinanced does not mean
restructured) 4 times or less and one of
the following conditions is met:

(1) The need for refinancing was
caused by a qualifying disaster de-
clared by the President or designated
by the Secretary; or

(2) The debts to be refinanced are
owed to a non-USDA creditor.

[62 FR 9354, Mar. 3, 1997; 62 FR 28618, May 27,
1997, as amended 66 FR 1573, Jan. 9, 2001]

§1941.17 Loan limitations.

An OL loan will not be approved:

(a) If the total outstanding insured
OL principal balance, including the
new loan, owed by the applicant will
exceed $200,000 at loan closing.

(b) If the total outstanding youth
loan principal balance will exceed
$5,000 at loan closing.

(c) For the purchase of real estate,
making principal payments on real es-
tate, or refinancing of any debts in-
curred for the purchase of real estate.

(d) For any purpose that will con-
tribute to excessive erosion of highly
erodible land or to convert wetlands to
produce an agricultural commodity as
further explained in exhibit M of sub-
part G of part 1940 of this chapter.
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