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§765.253

years, or 5 years if the borrower and
the lessee are related by blood or mar-
riage. The term of surface leases for
farm property no longer in use, such as
old barns, or for nonfarm purposes,
such as wind turbines, communication
towers, or similar installations can be
for any term;

(3) The lease does not contain an op-
tion to purchase; and

(4) The lease does not hinder the fu-
ture operation or success of the farm,
or, if the borrower has ceased to oper-
ate the farm, the requirements speci-
fied in §765.253 are met; and

(6) The lease and any contracts or
agreements in connection with the
lease must be reviewed and approved
by the Government.

(b) Mineral leases. The borrower must
request Agency consent to lease any
mineral rights used as security for FLP
loans.

(1) For FO loans made from Decem-
ber 23, 1985, to February 7, 2014, and
loans other than FO loans secured by
real estate and made from December
23, 1985, to November 1, 2013, the value
of the mineral rights must have been
included in the original appraisal in
order for the Agency to obtain a secu-
rity interest in any oil, gas, and other
mineral associated with the real estate
security.

(2) For all other loans not covered by
paragraph (b)(1) of this section, the
Agency will obtain a security interest
in any oil, gas, and other mineral on or
under the real estate pledged as collat-
eral in accordance with the applicable
security agreement, regardless of
whether such minerals were included in
the original appraisal.

(3) The Agency may consent to a
mineral lease if the proposed use of the
leased rights will not adversely affect
either:

(i) The Agency’s security interest; or

(ii) Compliance with any applicable
environmental requirements of part 799
of this chapter.

(4) The term of the mineral lease is
not limited.

(c) Lease of chattel security. Lease of
chattel security is not authorized.

(d) Lease proceeds. Lease proceeds are
considered normal income security and
may be used in accordance with
§765.303.

7 CFR Ch. VII (1-1-19 Edition)

(e) Lease of allotments. (1) The Agency
will not approve any crop allotment
lease that will adversely affect its se-
curity interest in the allotment.

(2) The borrower must assign all
rental proceeds from an allotment
lease to the Agency.

[72 FR 63309, Nov. 8, 2007, as amended at 78
FR 655631, Nov. 1, 2013; 79 FR 78694, Dec. 31,
2014; 81 FR 51284, Aug. 3, 2016]

§765.253 Ceasing to operate security.

If the borrower requests Agency con-
sent to cease operating the security or
if the Agency discovers that the bor-
rower is failing to operate the security,
the Agency will give consent if:

(a) Such action is in the Agency’s
best interests;

(b) The borrower is unable to grad-
uate on any program except for CL;

(c) The borrower is not ineligible as a
result of disqualification for Federal
crop insurance violation according to 7
CFR part 718;

(d) Any one of the following condi-
tions is met:

(1) The borrower is involved in the
day-to-day operational activities, man-
agement decisions, costs and returns of
the farming operation, and will con-
tinue to reside in the immediate farm-
ing community for reasonable manage-
ment and operation involvement;

(2) The borrower’s failure to operate
the security is due to age or poor
health, and the borrower continues to
reside in the immediate farming com-
munity for reasonable management
and operation involvement; or

(3) The borrower’s failure to operate
the security is beyond the borrower’s
control, and the borrower will resume
the farming operation within 3 years.

[72 FR 63309, Nov. 8, 2007, as amended at 75
FR 54016, Sept. 3, 2010; 78 FR 655631, Nov. 1,
2013]

§§765.254-765.300 [Reserved]

Subpart G—Disposal of Chaittel
Security

§765.301 General.

(a) The borrower must account for all
chattel security, and maintain records
of dispositions of chattel security and
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the actual use of proceeds. The bor-
rower must make these records avail-
able to the Agency upon request.

(b) The borrower may not dispose of
chattel security for an amount less
than its market value. All proceeds, in-
cluding any amount in excess of the
market value, must be distributed to
lienholders for application to the bor-
rower’s account in the order of lien pri-
ority.

(1) The Agency considers the market
value of normal income security to be
the prevailing market price of the com-
modity in the area in which the farm is
located.

(2) The market value for basic secu-
rity is determined by an appraisal ob-
tained in accordance with §761.7 of this
chapter.

(c) When the borrower sells chattel
security, the property and proceeds re-
main subject to the Agency lien until
the lien is released by the Agency.

(d) The Agency and all other
lienholders must provide written con-
sent before a borrower may use pro-
ceeds for a purpose other than payment
of lienholders in the order of lien pri-
ority.

(e) The transaction must not inter-
fere with the borrower’s farming oper-
ation or jeopardize the borrower’s abil-
ity to repay the FLP loan.

(f) The disposition must enhance the
program objectives of the FLP loan.

(g) When the borrower exchanges se-
curity property for other property or
purchases new property with sale pro-
ceeds, the acquisition must be essential
to the farming operation as well as
meet the program objectives, purposes,
and limitations for the type of loan.

(h) All checks, drafts, or money or-
ders which the borrower receives from
the sale of Agency security must be
payable to the borrower and the Agen-
cy. If all FLP loan installments and
any past due installments, for the pe-
riod of the agreement for the use of
proceeds have been paid, however,
these payments from the sale of nor-
mal income security may be payable
solely to the borrower.

[72 FR 63309, Nov. 8, 2007, as amended at 78
FR 65531, Nov. 1, 2013]

§765.303

§765.302 Use and maintenance of the
agreement for the use of proceeds.

(a) The borrower and the Agency will
execute an agreement for the use of
proceeds.

(b) The borrower must report any dis-
position of basic or normal income se-
curity to the Agency as specified in the
agreement for the use of proceeds.

(c) If a borrower wants to dispose of
normal income security in a way dif-
ferent than provided by the agreement
for the use of proceeds, the borrower
must obtain the Agency’s consent be-
fore the disposition unless all FLP pay-
ments planned on the agreement have
been paid.

(d) If the borrower sells normal in-
come security to a purchaser not listed
in the agreement for the use of pro-
ceeds, the borrower must immediately
notify the Agency of what property has
been sold and of the name and business
address of the purchaser.

(e) The borrower must provide the
Agency with the necessary information
to update the agreement for the use of
proceeds.

(f) Changes to the agreement on the
use of proceeds will be recorded, dated
and initialed by the borrower and the
Agency.

[72 FR 63309, Nov. 8, 2007, as amended at 78
FR 65531, Nov. 1, 2013]

§765.303 Use of proceeds from chattel
security.

(a) General. (1) Proceeds from the sale
of basic security and normal income se-
curity must be remitted to lienholders
in order of lien priority.

(2) Proceeds remitted to the Agency
may be used as follows:

(i) Applied to the FLP loan;

(ii) Pay customary costs appropriate
to the transaction.

(3) With the concurrence of all
lienholders, proceeds may be used to
preserve the security because of a nat-
ural disaster or other severe catas-
trophe, when funds cannot be obtained
by other means in time to prevent the
borrower and the Agency from suf-
fering a substantial loss.

(4) Security may be consumed as fol-
lows:

(1) Livestock may be used by the bor-
rower’s family for subsistence;
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