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Subpart D—Regulations for the Re-
course Seed Cotton Loan Pro-
gram

SOURCE: 61 FR 37612, July 18, 1996, unless
otherwise noted.

§1427.160 Applicability.

(a) The regulations in this subpart
are applicable to the 1996 through 2002
crops of upland and extra long staple
seed cotton. These regulations set
forth the terms and conditions under
which recourse seed cotton loans shall
be made available by the Commodity
Credit Corporation (‘‘CCC’’). Such
loans will be available through March
31 of the year following the calendar
yvear in which such crop is normally
harvested. CCC may change the loan
availability period to conform to State
or locally imposed quarantines. Addi-
tional terms and conditions are set
forth in the note and security agree-
ment which must be executed by a pro-
ducer in order to receive such loans.

(b) Loan rates and the forms which
are used in administering the recourse
seed cotton loan program for a crop of
cotton are available in State and coun-
ty Farm Service Agency (FSA) offices
(State and county offices, respec-
tively). Loan rates shall be based upon
the location at which the loan collat-
eral is stored.

(c) A producer must, unless otherwise
authorized by CCC, request the loan at
the county office which, in accordance
with part 718 of this title, is respon-
sible for administering programs for
the farm on which the cotton was pro-
duced. A CMA must, unless otherwise
authorized by CCC, request the loan at
a central county office designated by
the State committee. All note and se-
curity agreements and related docu-
ments necessary for the administration
of the recourse seed cotton loan pro-
gram shall be prescribed by CCC and
shall be available at State and county
offices.
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(d) Loans shall not be available for
seed cotton produced on land owned or
otherwise in the possession of the
United States if such land is occupied
without the consent of the TUnited
States.

§1427.161 Administration.

(a) The recourse seed cotton loan pro-
gram which is applicable to a crop of
cotton shall be administered under the
general supervision of the Executive
Vice President, CCC (Administrator,
FSA), or a designee and shall be carried
out in the field by State and county
FSA committees (State and county
committees, respectively).

(b) State and county committees, and
representatives and employees thereof,
do not have the authority to modify or
waive any of the provisions of the regu-
lations of this subpart.

(c) The State committee shall take
any action required by these regula-
tions which has not been taken by the
county committee. The State com-
mittee shall also:

(1) Correct, or require a county com-
mittee to correct, an action taken by
such county committee which is not in
accordance with the regulations of this
subpart; or

(2) Require a county committee to
withhold taking any action which is
not in accordance with the regulations
of this subpart.

(d) No provision or delegation herein
to a State or county committee shall
preclude the Executive Vice President,
CCC (Administrator, FSA), or a des-
ignee from determining any question
arising under the recourse seed cotton
program or from reversing or modi-
fying any determination made by the
State or county committee.

(e) The Deputy Administrator, FSA,
may authorize State or county com-
mittees to waive or modify deadlines
and other program requirements in
cases where lateness or failure to meet
such other requirements does not ad-
versely affect the operation of the re-
course seed cotton loan program.

(f) A representative of CCC may exe-
cute loan applications and related doc-
uments only under the terms and con-
ditions determined and announced by
CCC. Any such document which is not
executed in accordance with such
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terms and conditions, including any
purported execution prior to the date
authorized by CCC, shall be null and
void.

§1427.162 Definitions.

Section 1427.3 of this part shall be ap-
plicable to this subpart.

§1427.163 Disbursement of loans.

(a) A producer or the producer’s
agent shall request a loan at the coun-
ty office for the county which, in ac-
cordance with part 718 of this title, is
responsible for administering programs
for the farm on which the cotton was
produced and which will assist the pro-
ducer in completing the loan docu-
ments, except that CMA’s designated
by producers to obtain loans in their
behalf may, unless otherwise author-
ized by CCC, obtain loans through a
central county office designated by the
State committee.

(b) Disbursement of each loan will be
made by the county office of the coun-
ty which is responsible for admin-
istering programs for the farm on
which the cotton was produced, except
that CMA’s designated by producers to
obtain loans in their behalf may, un-
less otherwise authorized by CCC, ob-
tain disbursement of loans at a central
county office designated by the State
committee. Service charges shall be de-
ducted from the loan proceeds. The
producer or the producer’s agent shall
not present the loan documents for dis-
bursement unless the cotton is in exist-
ence and in good condition. If the cot-
ton is not in existence and in good con-
dition at the time of disbursement, the
producer or the agent shall imme-
diately return the check issued in pay-
ment of the loan or, if the check has
been negotiated, the total amount dis-
bursed under the loan, and charges plus
interest shall be refunded promptly.

§1427.164 Eligible producer.

(a) An eligible producer of a crop of
cotton shall be a person (i.e., an indi-
vidual, partnership, association, cor-
poration, CMA estate, trust, State or
political subdivision or agency thereof,
or other legal entity) which:

(1) Produces such a crop of cotton as
a landowner, landlord, tenant, or
sharecropper;

§1427.164

(2) Meets the requirements of this
part; and

(3) Meets the requirements of parts 12
and 718 of this title, and part 1412 of
this chapter.

(b) A receiver or trustee of an insol-
vent or bankrupt debtor’s estate, an
executor or an administrator of a de-
ceased person’s estate, a guardian of an
estate of a ward or an incompetent per-
son, and trustees of a trust estate shall
be considered to represent the insol-
vent or bankrupt debtor, the deceased
person, the ward or incompetent, and
the beneficiaries of a trust, respec-
tively, and the production of the re-
ceiver, executor, administrator, guard-
ian, or trustee shall be considered to be
the production of the person or estate
represented by the receiver, executor,
administrator, guardian, or trust. Loan
and loan deficiency payment docu-
ments executed by any such person will
be accepted by CCC only if they are le-
gally valid and such person has the au-
thority to sign the applicable docu-
ments.

(¢) A minor who is otherwise an eligi-
ble producer shall be eligible to receive
loans only if the minor meets one of
the following requirements:

(1) The right of majority has been
conferred on the minor by court pro-
ceedings or by statute;

(2) A guardian has been appointed to
manage the minor’s property and the
applicable loan documents are signed
by the guardian;

(3) Any note and security agreement
signed by the minor is cosigned by a
person determined by the county com-
mittee to be financially responsible; or

(4) A bond is furnished under which a
surety guarantees to protect CCC from
any loss incurred for which the minor
would be liable had the minor been an
adult.

(d) Two or more producers may ob-
tain a single joint loan with respect to
cotton which is stored in an approved
storage if the cotton is jointly owned
by such producers. The cotton may
have been produced by two or more eli-
gible producers on one or more farms.

(e) A CMA may obtain loans on the
eligible production of such cotton with
respect to such cotton on behalf of the
members of the CMA who are eligible
to receive loans for a crop of cotton.
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For purposes of this subpart, the term
“producer’’ includes a CMA.

§1427.165 Eligible seed cotton.

(a) Seed cotton pledged as collateral
for a loan must be tendered to CCC by
an eligible producer and must:

(1) Be in existence and in good condi-
tion at the time of disbursement of
loan proceeds;

(2) Be stored in identity-preserved
lots in approved storage meeting re-
quirements of §1427.171;

(3) Be insured at the full loan value
against loss or damage by fire;

(4) Not have been sold, nor any sales
option on such cotton granted, to a
buyer under a contract which provides
that the buyer may direct the producer
to pledge the seed cotton to CCC as col-
lateral for a loan;

(5) Not have been previously sold and
repurchased; or pledged as collateral
for a CCC loan and redeemed;

(6) Be production from acreage that
has been reported timely in accordance
with part 718 of this title; and

(7) For upland cotton, be production
from a farm with a production flexi-
bility contract in accordance with part
1412 of this chapter.

(b) The quality of cotton which may
be pledged as collateral for a loan shall
be the estimated quality of lint cotton
in each lot of seed cotton as deter-
mined by the county office, except that
if a control sample of the lot of cotton
is classed by an Agricultural Mar-
keting Service (AMS), Cotton Classing
Office or other entity approved by CCC,
the quality for the lot shall be the
quality shown on the applicable docu-
mentation issued for the control sam-
ple.

(c) To be eligible for loan, the bene-
ficial interest in the seed cotton must
be in the producer who is pledging the
seed cotton as collateral for a loan as
provided in §1427.5(c).

§1427.166 Insurance.

The seed cotton must be insured at
the full loan value against loss or dam-
age by fire.

§1427.167 Liens.

If there are any liens or encum-
brances on the seed cotton tendered as
collateral for a loan, waivers that fully
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protect the interest of CCC must be ob-
tained even though the liens or encum-
brances are satisfied from the loan pro-
ceeds. No additional liens or encum-
brances shall be placed on the cotton
after the loan is approved.

§1427.168 [Reserved]

§1427.169 Fees, charges, and interest.

(a) A producer shall pay a nonrefund-
able loan service fee to CCC at a rate
determined by CCC.

(b) Interest which accrues with re-
spect to a loan shall be determined in
accordance with part 1405 of this chap-
ter.

§1427.170 Quantity for loan.

(a) The quantity of lint cotton in
each lot of seed cotton tendered for
loan shall be determined by the county
office by multiplying the weight or es-
timated weight of seed cotton by the
lint turnout factor determined in ac-
cordance with paragraph (b).

(b) The lint turnout factor for any lot
of seed cotton shall be the percentage
determined by the county committee
representative during the initial in-
spection of the lot. If a control portion
of the lot is weighed and ginned, the
turnout factor determined for the por-
tion of cotton ginned will be used for
the lot. If a control portion is not
weighed and ginned, the lint turnout
factor shall not exceed 32 percent for
machine-picked cotton and 22 percent
for machine-stripped cotton unless ac-
ceptable proof is furnished showing
that the lint turnout factor is greater.

(c) Loans shall not be made on more
than a percentage established by the
county committee of the quantity of
lint cotton determined as provided in
this section. If the seed cotton is
weighed, the percentage to be used
shall not be more than 95 percent. If
the quantity is determined by measure-
ment, the percentage to be used shall
not be more than 90 percent. The per-
centage to be used in determining the
maximum quantity for any loan may
be reduced below such percentages by
the county committee when deter-
mined necessary to protect the inter-
ests of CCC on the basis of one or more
of the following risk factors:

454



Commodity Credit Corporation, USDA

(1) Condition or suitability of the
storage site or structure;

(2) Condition of the cotton;

(3) Location of the storage site or
structure; and

(4) Other factors peculiar to indi-
vidual farms or producers which re-
lated to the preservation or safety of
the loan collateral. Loans may be made
on a lower percentage basis at the pro-
ducer’s request.

§1427.171 Approved storage.

Approved storage shall consist of
storage located on or off the producer’s
farm (excluding public warehouses)
which is determined by a county com-
mittee representative to afford ade-
quate protection against loss or dam-
age and which is located within a rea-
sonable distance, as determined by
CCC, from an approved gin. If the cot-
ton is not stored on the producer’s
farm, the producer must furnish satis-
factory evidence that the producer has
the authority to store the cotton on
such property and that the owner of
such property has no lien for such stor-
age against the cotton. The producer
must provide satisfactory evidence
that the producer and any person hav-
ing an interest in the cotton including
CCC, have the right to enter the prem-
ises to inspect and examine the cotton
and shall permit a reasonable time to
such persons to remove the cotton
from the premises.

§1427.172 Settlement.

(a) A producer may, at any time prior
to maturity of the loan, obtain release
of all or any part of the loan seed cot-
ton by paying to CCC the amount of
the loan, plus interest and charges.

(b)(1) A producer or the producer’s
agent shall not remove from storage
any cotton which is pledged as collat-
eral for a loan until prior written ap-
proval has been received from CCC for
removal of such cotton. If a producer
or the producer’s agent obtains such
approval, they may remove such cotton
from storage, sell the seed cotton, have
it ginned, and sell the lint cotton and
cottonseed obtained therefrom. The
ginner shall inform the county office in
writing immediately after the seed cot-
ton removed from storage has been
ginned and furnish the county office

§1427.172

the loan number, producer’s name, and
applicable gin bale numbers. If the seed
cotton is removed from storage, the
loan principal plus interest and charges
thereon must be satisfied not later
than the earlier of:

(i) The date established by the coun-
ty committee;

(ii) 5 days after the date of the pro-
ducer received the AMS classification
in accordance with §1427.9 (and the
warehouse receipt, if the cotton is de-
livered to a warehouse), representing
such cotton; or

(iii) The loan maturity date.

(2) If the seed cotton or lint cotton is
sold, the loan principal, interest, and
charges must be satisfied immediately.

(3) A producer, except a CMA, may
obtain a nonrecourse loan or loan defi-
ciency payment in accordance with
subpart A of this part, on the lint cot-
ton, but:

(i) The loan principal, interest, and
charges on the seed cotton must be sat-
isfied from the proceeds of the non-
recourse loan in accordance with sub-
part A of this part; or

(ii) The loan deficiency payment
must be applied to the loan principal,
interest, and charges on the out-
standing seed cotton loan.

(4) A CMA must repay the seed cot-
ton loan principal, interest, and
charges before pledging the cotton for
a nonrecourse loan or before a loan de-
ficiency payment can be approved in
accordance with subpart A of this part,
on the lint cotton. If CMA’s authorized
by producers to obtain loans in their
behalf remove seed cotton from storage
prior to obtaining approval to move
such cotton, such removal shall con-
stitute conversion of such cotton un-
less the CMA:

(i) Notifies the county office in writ-
ing the following morning by mail or
otherwise that such cotton has been
moved and is on the gin yard;

(ii) Furnishes CCC an irrevocable let-
ter of credit if requested; and

(iii) Repays the loan principal, plus
interest and charges, within the time
specified by the county committee.

(5) Any removal from storage shall
not be deemed to constitute a release
of CCC’s security interest in the seed
cotton or to release the producer or
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CMA from liability for the loan prin-
cipal, interest, and charges if full pay-
ment of such amount is not received by
the county office.

(c) If, either before or after maturity,
the producer discovers that the cotton
is going out of condition or is in danger
of going out of condition, the producer
shall immediately notify the county
office and confirm such notice in writ-
ing. If the county committee deter-
mines that the cotton is going out of
condition or is in danger of going out
of condition, the county committee
will call for repayment of the loan
principal, plus interest and charges on
or before a specified date. If the pro-
ducer does not repay the loan or have
the cotton ginned and obtain a non-
recourse loan in accordance with sub-
part A of this part on the lint cotton
produced therefrom within the period
as specified by the county committee,
the cotton shall be considered aban-
doned.

(d) If the producer has control of the
storage site and if the producer subse-
quently loses control of the storage
site or there is danger of flood or dam-
age to the seed cotton or storage struc-
ture making continued storage of the
cotton unsafe, the producer shall im-
mediately either repay the loan or
move the seed cotton to the nearest ap-
proved gin for ginning and shall, at the
same time, inform the county office. If
the producer does not do so, the seed
cotton shall be considered abandoned.

§1427.173 Foreclosure.

Any seed cotton pledged as collateral
for a loan which is abandoned or which
has not been ginned and pledged as col-
lateral for a nonrecourse loan in ac-
cordance with subpart A of this part by
the seed cotton loan maturity date
may be removed from storage by CCC
and ginned and the resulting lint cot-
ton warehoused for the account of CCC.
The lint cotton and cottonseed may be
sold, at such time, in such manner, and
upon such terms as CCC may determine
at public or private sale. CCC may be-
come the purchaser of the whole or any
part of such cotton and cottonseed. If
the proceeds received from the sales of
the cotton are less than the amount
due on the loan (including principal,
interest, ginning charges, and any

7 CFR Ch. XIV (1-1-02 Edition)

other charges incurred by CCC), the
producer shall be liable for such dif-
ference. If the proceeds received from
sale of the cotton are greater than the
sum of the amount due plus any cost
incurred by CCC in conducting the sale
of the cotton, the amount of such ex-
cess shall be paid to the producer or, if
applicable, to any secured creditor of
the producer.

§1427.174 Maturity of
loans.

seed cotton

Seed cotton loans mature on demand
by CCC but no later than May 31 fol-
lowing the calendar year in which such
crop is normally harvested.

§1427.175 Liability of the producer.

(a)(1) If a producer makes any fraudu-
lent representation in obtaining a loan,
maintaining a loan, or settling a loan
or if the producer disposes of or moves
the loan collateral without the prior
approval of CCC, such loan amount
shall be refunded upon demand by CCC.
The producer shall be liable for:

(i) The amount of the loan;

(ii) Any additional amounts paid by
CCC with respect to the loan;

(iii) All other costs which CCC would
not have incurred but for the fraudu-
lent representation or the unauthor-
ized disposition or movement of the
loan collateral;

(iv) Applicable
amounts; and

(v) Liquidated damages in accordance
with paragraph (e).

(2) Notwithstanding any provision of
the note and security agreement, if a
producer has made any such fraudulent
representation or if the producer has
disposed of, or moved, the loan collat-
eral without prior written approval
from CCC, the value of such collateral
acquired by CCC shall be equal to the
sales price of the cotton less any costs
incurred by CCC in completing the
sale.

(b) If the amount disbursed under a
loan, or in settlement thereof, exceeds
the amount authorized by this subpart,
the producer shall be liable for repay-
ment of such excess, plus interest. In
addition, seed cotton pledged as collat-
eral for such loan shall not be released
to the producer until such excess is re-
paid.

interest on such
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(c) If the amount collected from the
producer in satisfaction of the loan is
less than the amount required in ac-
cordance with this subpart, the pro-
ducer shall be personally liable for re-
payment of the amount of such defi-
ciency plus applicable interest.

(d) If more than one producer exe-
cutes a note and security agreement
with CCC, each such producer shall be
jointly and severally liable for the vio-
lation of the terms and conditions of
the note and security agreement and
the regulations set forth in this sub-
part. Each such producer shall also re-
main liable for repayment of the entire
loan amount until the loan is fully re-
paid without regard to such producer’s
claimed share in the seed cotton
pledged as collateral for the loan. In
addition, such producer may not amend
the note and security agreement with
respect to the producer’s claimed share
in such seed cotton, after execution of
the note and security agreement by
CCcC.

(e) The producer and CCC agree that
it will be difficult, if not impossible, to
prove the amount of damages to CCC if
a producer makes any fraudulent rep-
resentation in obtaining a loan or in
maintaining or settling a loan or dis-
posing of or moving the collateral
without the prior approval of CCC. Ac-
cordingly, if CCC or the county com-
mittee determines that the producer
has violated the terms or conditions of
the note and security agreement, lig-
uidated damages shall be assessed on
the quantity of the seed cotton which
is involved in the violation. If CCC or
the county committee determines the
producer:

(1) Acted in good faith when the vio-
lation occurred, liquidated damages
will be assessed by multiplying the
quantity involved in the violation by:

(i) 10 percent of the loan rate applica-
ble to the loan note for the first of-
fense;

(ii) 25 percent of the loan rate appli-
cable to the loan note for the second
offense; or

(2) Did not act in good faith with re-
gard to the violation, or for cases other
than first or second offense, liquidated
damages will be assessed by multi-
plying the quantity involved in the vio-
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lation by 25 percent of the loan rate ap-
plicable to the loan note.

(f) For first and second offenses, if
CCC or the county committee deter-
mines that a producer acted in good
faith when the violation occurred, the
county committee shall:

(1) Require repayment of the loan
principal applicable to the loan quan-
tity affected by the violation, and
charges plus interest applicable to the
amount repaid;

(2) Assess liquidated damages in ac-
cordance with paragraph (e); and

(3) If the producer fails to pay such
amount within 30 calendar days from
the date of notification, call the appli-
cable loan involved in the violation.

(g) For cases other than first or sec-
ond offenses, or any offense for which
CCC or the county committee cannot
determine good faith when the viola-
tion occurred, the county committee
shall:

(1) Assess liquidated damages in ac-
cordance with paragraph (e);

(2) Call the applicable loan involved
in the violation.

(h) If CCC or the county committee
determines that the producer has com-
mitted a violation in accordance with
paragraph (e), the county committee
shall notify the producer in writing
that:

(1) The producer has 30 calendar days
to provide evidence and information to
the county committee regarding the
circumstances which caused the viola-
tion, and

(2) Administrative actions will be
taken in accordance with paragraphs
() or (g).

(i) Any or all of the liquidated dam-
ages assessed in accordance with the
provision of paragraph (e) may be
waived as determined by CCC.

Subpart E—Standards for Approval
of Warehouses for Cotton and
Cotton Linters

AUTHORITY: Secs. 4 and 5, 62 Stat. 1070, as
amended, 1072, as amended (156 U.S.C. 714 b
and c).

SOURCE: 44 FR 67085, Nov. 23, 1979, unless
otherwise noted.
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