










































































SELF HELP RBLIEP FROW WORTGAGE PORZCLOBURE | Contains legal papers te apply fer Nortgage Relief Ac:
obert Baydes v. vebruary available free frea the County Bxteasien Offiece or

(Yellow bopklet) phene 1-800-843-4334 (Project Suppert Estlise)

our Rights and the Law: Questions About
The Minnesota Mortgage Relief Act

The 1985 Minnesota Mortgage Relief Act was signed into law in July of this year, ef-
fective until May 1, 1987. If you may lose your farm or city homestead, learn about your
rights under this Act.

1. WHAT IS IT? It is a Minnesota Law which continues and modifies the 1983 Mortgage
Relief Act, an Act written to help persons facing foreclosure on city or farm homesteads,
. who missed mortgage or contract for deed payments because of unexpected economic events,
medical expenses, unemployment, or under-employment. ‘

2. DOES IT AUTOMATICALLY DELAY ALL FORECLOSURES OR CONTRACT FOR DEED CANCELLATIONS?
N?. You must apply for its protections, and the court will approve or deny your applica-
tion. .

3. SHOULD EVERYONE WHO MAY LOSE A HOMESTEAD APPLY FOR PROTECTIONS OF THIS ACT? No.
Although the Act can be a valuable tool when "buying time" means the difference between
saving or losing a home or farm, it is not the best approach for everyone. Before decid-
ing whether to apply for a postponement under the Act, get competent legal and accounting
advice. The Act has different provisions for mortgages than for contract for deed. Also,
there are other alternatives such as bankruptcy proceedings. Your decision may depend on
tax consequences. (There may be other protections, too, if your foreclosing lender is .
HUD or a farm credit system lender.)

4. WHAT ABOUT LEGAL FEES? Previously, to get help under this law, you had to pay
your lender's attorneys fees. The new law limits the amount of your lender's attorneys
fees that you must pay to $150. Persons who receive public assistance or legal aid cannot
be ordered to pay any of their lender's attorneys fees.

5. DOES THE ACT APPLY TO ALL MORTGAGES AND CONTRACTS FOR DEED? No. The act applies
only to first mortgages and contracts for deed made before May 24, 1983. If they were
renewed or extended after that date, the renewal period cannot be longer than one year.
This Act can be used to postpone foreclosures on any first mortgages and contracts for
deed, UNLESS a second mortgage was placed on the property after May 24, 1983.

6. WHAT DOES THE ACT REQUIRE TO FORECLOSE ON A MORTGAGE? The process includes:
a) Before the foreclosure process can begin, your mortgage holder must send you a letter
telling you that you are in "default" of the mortgage agreement, and giving you 60 days to
correct the default on your loan. Your mortgage cannot be legally foreclosed in this 60
day notice period, or if the letter is never sent. b) After the 60 day notice period,
} the lender must publish notices of the foreclosure proceedings for 8 weeks. If you occupy
f the premises, you must be given this notice in person at least 8 weeks before the sale.
‘ c) For a farm homestead, you may ask for a postponement of up to 12 months, to catch up
| on your mortgage payments. If you ask the court for a postponement, you must do so before
- the scheduled foreclosure sale date.

. 7. WHAT DOES THE ACT REQUIRE TO CANCEL A CONTRACT FOR DEED? Unlike mortgages, it
allows a creditor to cancel a contract for deed and regain the property without going
through a foreclosure process. However, for a cancellation of a contract for deed to be
valid, several conditions must be met. This includes: a) valid service, by the creditor
to the purchaser, or a notice of termination; b) a valid notice. To be valid, a notice
must: 1) state all the conditions of default; 2) state that the contract will end 60 ga{s
from the service of the notice unless it is reinstated before that time; 3) state in dO d
type print, all of the conditions which must be met to reinstate the contract for dee
{ (see below); and 4) state that the Mortgage Relief Act may be used to get you up to a
‘ 90-day extension to give you time to correct the conditions of default.
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8. WHAT IF I BELIEVE I'M NOT IN DEFAULT, THAT I HAVE AN EXCUSE FOR THE DEFAULT, OR
THAT THE CREDITOR HAS NOT FOLLOWED PROPER NOTICE OR PROCEDURE IN THE FORECLOSURE OR CON-
TRACT*FOR DEED CANCELLATION? If you do, under Minnesota law you can bring a court action
to challenge the foreclosure or contract for deed cancellation. (See an attorney).

9, HOW CAN A CONTRACT FOR DEED BE REINSTATED? a) The conditions of default must be
corrected; b) the payments, that are due on the contract for deed, must be made current up
to the date payment is made; c) the cost of serving the notice must be paid 1f, 10 days
before the end of the 60-day period, the creditor sent a statement of those costs; d) a
penalty of two percent, on any amount in default on the contract for deed at the time the
notice was served must be paid. Also, if the conditions of default existed for 30 days,
the creditor may demand up to $250 in attorney's fees. Similarly, there are steps avail-
able to avoid mortgage foreclosure, and also provide provisions for redemption of the
property even after a foreclosure sale. In either case, see an attorney.

The Act s complex. To pursue its protections or those of other laws, call your
attorney or local legal services office. For information or referrals, call the Home
and Farm Preservation Hotline toll-free at 1-800-652-9747; in the Twin Cities call
297-4111.

Migrant Legal Service (Fargo)
(701) 232-8872

Litlle Falls

(612) 632-5431

Toll Free Line 1-800-622-7774
Mankato

(507) 387-5588

Marshall

{507) 537-1588

. Minneapolis Downtown
(612) 332-1441
TTY for Hearing Impaired (612) 332-4668

Minneapolis, Northside
(612) 522-6836

Minneapolis, Southgide
(612) 827-3774

Moorhead
(218) 233-8585
LEGAL SERVICES OFFICES Toll Free Line 1-800-452-3625
§t. Cloud
(612) 253-0121
Albent Lea Toll Free Line 1-800-622-7773
(507) 377-2831 St Paul
Anoka (612) 222-5863
(612) 421 -4780, ext. 1380 TTY for Hearing Impaired (612) 222-5863
Appleton . Migrant Legal Services (St. Paul Office)
(612) 289-2613 (612) 291-2837
Brainerd Centro Legal
- (218) 828-1707 . (612) 291-0110
Cambridge St. Paul Indian Center
(612) 689-2849 (612) 776-8592
Toll Free Line 1-800-622-7772 Virginia
Carver (218) 749-3270
(612) 448-4880 Willmar
Cass Lake (612) 235-9600
(218) 335-2223 Winona
Duluth (507) 454-6660
(218) 726-4800 - : Worthington
Toll Free Line 1-800-622-7266 (507) 372-7368

Minnesota State Bar Association Referral 1-800-282-4152
For the name of a8 local Farm Advocate, call the Minnesotla Farm Hetline
. 1-800-652-8747 .




KNOW YOUR RIGHTS
Release Date: May 1986

FINANCIALLY STRAPPED FARMERS HAVE
MANY PLACES TO GO FOR HELP

As the farm crisis grows ever deeper, state and federal farmer-
assistance programs are cropping up like soybeans after a spring
rain. And judging from the number of calls coming into the
Minnesota Attorney General's Farm and Home Preservation
Hotline — about 300 a day at last count — Minnesota farmers
have gotten the word that there is help out there.

But what is also clear is that the number of programs and their
newness has left a lot of those callers confused about what ex-
actly the different programs do and where people can go to find
gult how to take advantage of them. The following should be of

elp.

The Omnibus Agricultural Act passed by the legislature last
session contains a considerable number of farm-assistance pro-
visions. Not the least of these is the doubling of homestead acre-
age which may be exempted in bankruptcy proceedings, or the
proviso that creditors must now tell any farmer whose property
they've foreclosed on that the farmer has the right of first refusal
when the creditors try to sell or lease that farmer’s former land.
There are, of course, many other provisions in the package
which farmers should be aware of. Farmers can get a copy of the
Farm Omnibus Bill mailed to them from House Index, State
Capitol Building. They can do this by calling (612) 296-2314
and asking for House File number 1599 with special amend-
ments.

Another new assistance program, the Farmer-Lender Media-
tion Act, requires a farmer and his or her creditors to sit down
with a mediator to mediate the farmer’s debt problem before any
legal action can be taken by the creditors against the loan. In ad-
dition, the program provides for voluntary mediation. Farmers
can apply for the mediation program at their local county Agri-
cultural Extension Office. Further information is available by
phoning the Attorney General’s Farm Preservation Hotline (1-
800-652-9747).

The state’s new Debt Restructuring Real Estate Loan Pro-
gram is designed to help farmers in certain situations who can-
not meet their projected annual expenses. This program should
be ready for applications late this summer or fall. In the mean-
time, farmers wanting information about this program or the
loans available through an ancillary Homestead Redemption
Program may call the Minnesota Department of Agriculture at
(61)2&&%&&

- Also, farmers can get assistance by contacting a Farm Advo-
cate. The advocates are farmers trained by the Minnesota De-
partment of Agriculture 1o help other farmers in their local area.
The names of farm advocates may be obtained from the local
Agriculture Extension Office or by phoning the Attorney Gen-
eral's Farm Preservation Hodine.

Questions on the Farm Home Administration’s federal loan
programs can be answered by calling the FmHA at (612) 725-
5842. . ‘

Farmers looking for legal advice on the New Farm Bill may

call the Minnesota State Bar Association’s Attorney Referrsl

Service at 1-800-292-4 152 for referrals and the locztion of their

nearest free Legal Aid Office.

A consumer service from the Office of Minnesota Anmy General Hubert H. Humphrey 1l
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WORK-OUT AGREEMENTS ARE HELPING
SOME FARMERS REORGANIZE DEBT

If you are looking for methods to reorganize your farm operation during these
financially difficult times, some farmers take an approach that is similar to a farmer

starting a new business.

Common sense, good business planning and reviewing your farm's past history of
production is the approach that is essential in considering changes and alternatives for

your farm operation.
First, the farmer puts together a five year history of his farm.

Second, realistic values are figured for any costs such as land or machinery that are
out of line with current market values with 5 1/2 % capitalization rates. For additional
assistance, contact your local agriculture extension office for help.

Third, the adjustments that are needed to make the farm operation profitable must
be presented in the new plan to the farmer's creditors. Negotiating with lenders and
creditors can take many hours and many meetings. But a farmer can learn something new

the lender méy be looking for in his farm operation by presenting a new plan at each
meeting.

Those important learning points from a meeting with the lenders may be some of the

following:
- The lender wants to hear more about the farm's past performance.

The lender is more interested in debt-repayment ability than the terms of
repayment.

The lender is short on credit and is looking for additional credit lines to provide the
‘mainstream credit for the farm operation.

The lender is not sold on the plan the farmer has presented and this may require the
farmer and/or the farmer's agents to present many more alternative plans.
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The lender may want to hear what the savings will be for them. What will the losses
be for the lender and creditors if the farmer doesn't work out a new reorganization

plan?

These are some of the methods that some farmers are using to resolve

farmer/lender financial problems. Remember, approaches to negotiate a work-out

agreement with a farmer's lender and creditors require many hours of work. If the farmer

doesn't succeed at his first try, try again. Those farmers that have succeeded have been

fair, patient, and willing to go back to lenders again and again to sell their ideas.

The following is an example of a financial mediation plan. This financial mediation

plan has been used with the Fin-Pac Plans run by the County Extension Offices and Area
Vocational Technical Institutes. Also, the use of FmHA operating loans with this financial

plan have been important.

l.

2.

3.

4.

5'

Value current assets based on 60-day sale with no financing available for real estate
on chattel property. This gives the current market value of the farm operation.

List all current debts.

Figure cost of ownership of the real estate and compare to current cash rents. This
can be determined by adding up the annual cost of owning the real estate, i.e.:
interest, real estate taxes, ditching assessments and may include the principal
payment. This total cost per acre should be equal or close to equal of case rent.

Figure the cost of chattel ownership by adding the annual interest, principal and
maintenance cost together and compare to a i-year lease of a similar piece of farm
equipment from a local dealer.

Now that the above values have been determined, adjustments that are out-of-line

should be recognized and a readjustment value determined.

A current and long-range, 7-10 year cash flow plan for the farm operation should be
run with a local agriculture extension agent, bank, or other farm manager. This
should be run with realistic yields and prices, i.e.{ A.S.C.S. or University of
Minnesota. A built-in 7% margin cushion on planned expenses and a 5% margin
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7.

8.

cushion on yields based on a five year average should be used. (This margin cushion
may be increased or decreased for unexpected costs. If this plan is done properly--
by going back three years prior on the schedule F. on the farm tax statement and
taking an average for those three years (not to include disaster years), these average
gross values should be very close to those used in the current and long range 7-10
year plan that the farmer has now devised. (The total gross operating cost is divided
by the gross income and should range from 67% to 74%). If this percentage of
operating costs to gross income does not fall between that range, the farmer should

go back and re-value his operating expenses.

Now that you have the total realistic gross income of this farm, the family living,
real estate loans and chattel payments and any unsecured debt, income taxes and
realistic replacement cost for machinery must be figured into this gross income. If
this doesn't fit, a debt adjustment through rescheduling, write-offs, balloon
payments and no interest, interest rate adjustment, new lender financing, irregular
payments, longer terms, or loan guarantees will have to be worked out through a
work=-out agreement between the farmer and the creditors equally to share in the

total debt adjustment.
Items to be recognized in doing this are:

1.  Prioritize security based on legal and current market value. The #1 secured
creditors are listed here in your new plan of action. The farmer figures his
realistic proposal for debt adjustment with these #1 secured creditors that
should distribute the debt adjustment and will include interest reduction,
longer terms, refinancing if possible, irregular payments, or balloon payment
on the end, reductions on old interest supposed to have been paid to the
creditor but not collected yet and by going to the creditor for suggestions they
may have for your plan of action. Now the #2, #3 and #4 creditors depending
on their secured positions are figured into the farmer's plan of action, but in
addition to the considerations we just discussed, write-offs of a percentage of
the unsecured portidn of the debt with non-recourse to the loan are figured

into the farmer's blan of action.

-26-
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9.

2. The unsecured creditors are now figured into the farmer's plan of action. The
| farmer will figure a higher percentage of equal write-offs for these unsecured
creditors (compared to a lower percentage used for the secured creditors

above). Now we balance out the cash flow for your farm on scheduling these
payments over a period of years that is needed to make your farm have
positive cash flow. And this can be achieved by repayment of principal only
over a period of years (typically 5 years) giving some interest if needed at a
lower rate, irregular payment if needed for your farm's cash flow, normally
10-509% of the current debt is what would be paid back to the creditor
depending on the cash flow of the farm. Now that the farmer has adjusted the
debt and budgeted repayment for these creditors, a positive cash flow has been
put together in this farmer's plan of action.

Now the farmer is ready to take copies of the new cash flow and proposed debt
adjustment to the creditors and discuss and negotiate with each of them
individually. If new adjustments are needed, the farmer must be flexible and willing
to change the plan of action to some of the creditor's ideas. But the farmer must
always maintain a positive cash flow for the farm. If the farmer feels
uncomfortable at this stage in negotiating with the creditors, it is important that
the farmer seek a third person that is comfortable in negotiating with the creditors
and has had some successful related experiences. (This could be a professional or
non-professional, but should be a non-biased party negotiating in good faith for the
farmer and the creditors to provide fairness for everyone involved).

Note: The farmer can go to the county recorder's office and obtain a complete list

~of U.C.C. filings, mortgages, and contract for deeds, and other liens filed on the

farmer's properties. The farmer can also check with the clerk of court for any
judgments or conciliation court filings to determine the positioning of secured
creditors for the farmer's plan of action. The farmer should seek legal counsel to

determine the lien priority and secured position of the creditor.

~ If the farmer can get the secured creditors to go along with some plan of action, it

should become easier to work with the unsecured creditors. The farmer may get
less from the secured creditor than the plan of action calls for and can adjust
accordingly with the unsecured creditors. If the farmer is facing foreclosure or
bankruptcy, the loss may be more substantial to all of the creditors than these

creditors would receive if the creditors agree to the farmer's new plan of action.
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After the debt adjustment has been completed through a work-dut agreement and
signed by each creditor on a non-recourse contract, some farmers, becuse of their
rural values, may eventually repay all or more of this debt adjustment to the
creditors involved, but of course are not required to do so. There may be tax

benefits for the farmer to do this, and benefit both parties.

This t'erminology seems to make a better working relationship between the creditors
and the farmer. All legal questions and documents to be signed by the creditors and
the farmer should be clarified by legal counsel.

Tax consequences must be determined before completion of a work-out agreement
or the farmer may be in a situation that he has no control over. A work-out
agreement must be realistic and protection built in, because creditors will be

reluctant to renegotiate a second time.

Last, but not least, a farmer should make up several proposed farm plans, because
there may be several different ways to figure a plan for the farm. And after
figuring and comparing plans, the farmer may find and develop one that suits his
farm operation the best.
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KNOW YOUR RIGHTS
Release Date: August 1985

FARM LENDERS MUST NOW
DVULGE MORE IN THEIR
LOAN AGREEMENTS
Among the farm bills this spring by the Minnesot leg- Farmers shoul umber
islature, is ons which si more h:nffecﬁvely l”‘f;:'lm o be secured and :ebEv::‘::do{om:u‘:ploy &M&ﬁ?ﬁz
:l‘:e r:;:;tﬁxd:yre whimrv :uw when they apply for loans se- ;::ting monies become difficult to obtain in vsubsequem

So informed, some farmers more readily may want 10 pegoti-
ate the terms of thoss loans.

Last year, myhmopenﬁnm:onmm«nym
before and secured by present and
that collessral barred them from getting further crop operating
loans. Banks simply woulda't release thoee crops even though,
in many cases, the projected worth of the future harvests far ex-
ceeded the worth of the loans.

For the pest several years Minneeots siatutes have allowed
lenders to tis up a farmer's cusrrent and future assets for up to
five years (and more through extensions) to uss as foe
a single farm operating loen. In practice, most banks simply
have taken the msximum years allowed. Assuming their
farmer-borrowers were aware of thet practics, many banks
would presems them with loan agreements thes often would ot
mentioa the of sssets the farmer wes committing, The
farmers, thinking they were tying up caly thoss harvests whoss

j valus covered the lcan, often unwittingly commited

a decade’s worth of harvests. Many farmers were surprised
to learn this whes credit 4 and they went looking for
more loans. Foreed o look elsewhere for money, soms farmers
began bosTowing from reletives and frieads, or began reating
o;nd’:ghnd.om,lookin'mmypmﬁﬂmym.sim-
Py o,

Ths statutes have now besn amended so that such financing
statements must now show the rumber of future crop harvests
T v Lo should protec 6 fames from

new protect nasty surprises.
Fasmers should also be more readily able to weigh the valus of
the future crops against the amount of the loan and be able to ues
that information to try to get a better deal. For example, a bank

may want this year's crop and next year's crop to hold as secu-

rity for an operating loan for this year, The farmer may be reluc-
tant to tie up that second year's crop if one year’s crop is sufflc-
ient. So he may negotiate with his to take only this yeas's
crop for security.

It his bank will not negotiats, the farmer caa look arcund for
another lendsr who will finance this year's operation and will
m?inmofamcteopuwonlymhym'scmp.

ug the farmer should be prepared for the consequences
should his bank refuse to provide operating money for nest year
or any yeer in the funre that is on ths financing statement.
der the new law g bank can refuse to release its security interest,
just as it could under the old statute. In such a case, the farmer
would not be able to use those futiure crops as collsteral to obtain
an cperating loan some other leader. The farmer thea
may find himself, &3 before, having to go to friends or relatives
for monsy. Bus he would still be unable to use profits from thoss
future harvests as collateral since the bank would still have

thoss crops as security against the present loan.

Farmers should obtain legal advice on financing from an
mmgy.Atﬁnlan,hmnmuldbcmofuncgmguin
d\eMmmonhwmdundemndd\ecomeqmofsigmng
security agreements on futre crops and the exvent to which the
wn&%f‘mhlpe;!:mmbemmmd.

innesota Bar Association can assist farmers in getin
legal advice through the Auomey Referral .Agnyong
interested in geging such help.should call 1-800-292-4152. If
t‘umn,wmfnmm , they may call the Anorney
General’s Farm and Home Hotline at 1-800-652-9747.

A consumer service from the Office of Minnesota Attorney General Hubert H. Hu;mhny (1]}
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LIEN AVOIDANCE - A METHOD OF LAST RESORT

Some farmers were surprised to find that their long-time lender had shored-up
financial agreements with them last year. Now this spring those farmers are financially
strapped and looking for credit to get their crops in the fields. This is why more farmers
are getting advice from their financial and legal advisors before signing any lending

agreements.

The following are four approaches to discuss with your attorney.

L. Custom Farm Agreements

2. Incorporation
3. Renting-out

4, Various Subordination Agreements

The preceding approaches have been used by some farmers to survive the current
economic crisis in agriculture. Each farmer's situation is different and requires
professional, legal and financial advice. The approaches discussed above have been used
by individual farmers that are attempting to act in "good faith" to stay in business and
reduce their debts. It is important to seek competent legal advice. Farmers attempting
such approaches without legal assistance and in bad faith could invalidate such legal
agreements. For further information consult an attorney. The Minnesota Bar
Association's Statewide Program toll-free telephone number is 1-800-292-4152 for
referrals and the location of the nearest free legal aid office. The Attorney General's
Farm and Home Preservation Hotline is 1-800-652-9747 or 612-297-4111.
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FINANCIAL & LEGAL
COUNSELING

There are resources available to help you understand
vour financial options and work with your bank or
FimHA.

Minnesota Family Farm Law Project
Hotline: 1-800-233-4534

Farm Advocate Program of thc Minncsota Department
ol Agriculture is a network ol farmers helping farmers.
An advocate can help you get a clear picture of your (i-
nancial situation and help you work with your lender to
gct operating loans necessary to keep farming. To lind an
advocate in your arca call 1-800-652-9747, toll free, and
ask for the Farm and Home Prescrvation Hotline.

Project Support, part of thc University's Agricultural
Extension Service, has been designed to help farm fami-
lies with tinancial planning, stress management, and sup-
port during tough financial times. For more information
call your county cxtension office, or call 1-800-843-
4334, 10ll free.

Farm Crisis Hotline provides tinancial counscling. as-
sistance with loan procedures and referrals, Call 1-612-
634-4440.

Legal Aid Society attorneys (sometimes called Legal
Scrvices) will provide legal advice to low-income people
at no charge. The Minncsota Voluntcer Attorney Pro-
gram is also available to provide legal assistance to some
farm families.

To find the nearest Legal Aid office look under Legal Aid
in the white pages or call the State-Wide Lawycr Referral
Service of the Minnesota Bar Association 1-800-292-
4152, toll free.

Appeals

If you feel that the county cannot or will not fairly help
you with your appeal you may appeal directly to the state.
Write to: ‘ ,

Minnesota Department of
Human Services

Appeals 4th Floor. Space Center
444 Lafayette Road

St. Paul, MN 55101

For appeal information call:
1-612-296-5764

COUNSELING & REFERRALS

In addition to the information given in this brochure, the
following phone numbers are staffed with people able to
offer counseling and referral services to you.

1-800-652-9747 (ask for the Attorney General's Farm

and Home Preservation Hot Line)

1-800-582-5260 — Lutheran Social Service

1-612-252-4121 — Caritas Family Services: St. Cloud
and Central Minnesota '

1-507-454-4643 — Catholic Social Service: Winona and
Southern Minnesota

1-218-281-4224 — Catholic Charities: Crookston and
Northwestern Minnesota

1-612-340-7500 — Catholic Charities: Rural counties
surrounding the Metro area.
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YOU ARE NOT ALONE

These are difficult times for rural America, and many
farm families face the same problems you do. Someone is
there to help if you are having trouble dealing with the
bank. putting food on the table. paying last winter's fuel
bills or if you just nced someone to talk to. But it is impor-
tant to act now. The Farm Advocates working for the
Minnesota Department of Agriculture report that their
number one problem is families that wait too long to seek
help. Learn who can help you today.

DON’T DISQUALIFY YOURSELF

This brochure lists several programs to assist your family
with food. medical care, fuel and shelter. emergency cash
assistance and counscling. The purpose is to inform you
of what is available and give general eligibility requirc-
ments. However, program rules are very complex. espe-
cially when dealing with farm familics. You should apply
for the programs you need cven if' you don’t think you
qualify. Until the proper agency has all the facts about
your situation. a final decision cannot be made about your
eligibility.

APPEALS

This appeals process applies o Food Stamps. Medical
Assistance. General Assistance Medical and all cash as-
sistance programs listed in this brochure. Other appeal
procedures are given where nceessary.

It you apply for social or financial assistance from your
county welfare office and you arce not satisficd with the
decision. you may ask for an explanation. If you still are
rot satisficd. you may have your case heard by an appeals
referce. The welfare office can help you with the appeal
process. Appeals must be made within 30 days of recciv-
ing written notice of the action or decision..

FOOD

Food assistance is available through both governmene
and private agencies. Income-producing property is not
considered an usset for either Food Stamps or WIC
(Women, Infunts, and Children), which makes it easier
Sor farm families to qualify.

Food Stamps are coupons issued monthly that are used to
buy food by families with limited incomes. Apply at your
county welfare or human services department. Ques-
tions? Call 1-800-652-9747, toll free, and ask for the
Food Stamp Hot Line.

WIC provides coupons to buy food for pregnant women,
infants, and children under five. Paperwork is minimal
and many farm families may qualify. Apply at your
County Health Department. Appeals for WIC are filed
through the local agency. For assistance call the Minne-
sota Department of Health at 1-612-623-5115.

Food Shelves can supply non-perishable foods to fami-
lies experiencing hardships. Food shelves are not cen-
trally organized, so check with your local church, social
services agency, or call one of the local referral numbers
listed at the front of this brochure for food shelf locations.

Government Surplus Commodities are available at
times in limited amounts. Contact your local social or hu-
man services agency.

Not sure who or what your local human services agency
is?-Call one of the referral numbers in the front of this
brochure.

ENERGY ASSISTANCE

Energy Assistance Program provides financial assist-
ance with past due and current heating bills for farm fami-
lies with limited income and assets. Applications are
taken from October st through May 31st. To find out
where to apply in your area call 1-800-652-9747, toll
free, and ask for Energy Assistance. Appeals for Energy
Assistance are made through the local agency. If you’'re
still not satisfied with the results, further appeal informa-
tion is available by calling the toll free number listed
above.
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MEDICAL & DENTAL

There are several programs available to provide you and
your children with medical care and assistance with past
due medical bills. Information on health care is available
from your county health department or public health
nurse and your county welfare or social services agency.

Medical Assistance is primarily for children and preg-
nant women. The value of your farm machinery and sup-
plies may have to be waived by your county board in or-
der for you to become eligible for this assistance. Apply
at your county welfare or social services agency.

General Assistance Medical Care is available for low
income adults. Eligibility requirements are similar to
those for Medical Assistance. Applications for both pro-
grams are taken jointly.

Services for Children with Handicaps provides medi-
cal and dental diagnostic services for children based on a
sliding fee. Children need not be handicapped. For infor-
mation call 1-800-652-9747, toll free, and ask for the De-
partment of Health. Appeals for services for children
with handicaps should be made in writing directly to the
Department of Health. Send to:

Minnesota Department of Health

Box 9441

717 Deleware St., S.E.

Minneapolis, MN 55440

Hill-Burton Program is hospital care available in over
75 hospitals in Minnesota that are required to provide
frec or low cost services to low income families. Call
your local hospital business office to find out if they are
covered by Hill-Burton. If not, call 612-623-5444 to find
the nearest Hill-Burton Hospital. ‘

University of Minnesota Hospital also provides major
medical care for low-income people throughout Minne-
sota. Payment for services is arranged between the pa-
tient, their county board and the hospital. To find out
what the University Hospital can provide for you call |-
800-462-5301, toll free, and ask for Patient Accounting.

CASH ASSISTANCE

Cash assistance for food, utilities, mortgage pavments or
emergency situations may be available to you through a
number of programs. To apply for any of the programs
listed below, go to your coumy welfare or lnoman services
agency.

AFDC Unemployed Parent is monthly cash assistance
available for some farm families with very limited cquity
and income who ive children,

seneral Assistance is monthly cash assistance for fami-
lies with limited incomes. Inorder for most farm familics
to qualify the county must waive limits on property, ma-
chinery and livestock.

AFDC Emergency Assistance is a onc-time cash pay-
ment to familics with children to meet cmergency nceds
for tood, medical care. mortgage payments or other ne-
Cussitics.

Emergency General Assistance provides one-time cash
assistance for food, fuel, shelter or medical care in emer-
geney situations,

There are no income or asset limits once available re-
sources have been exhausted for cither AFDC Emer-
gency Assistance or Emergency General Assistance.
Available resources include savings, insurance policies,
grain reserves, readily disposable livestock and items not
necessary for future farming.

It your county will not make allowable property limit
waivers for General Assistance you have the right to ap-
peal. Information on the appeal process is in the front of
this brochure.
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MENTAL HEALTH COUNSELING

Stress. You can't see it, but you can feel it. It's real and
dangerous. Stress can be harmful not only to yourself but
to those around you; those you care most about. When
change happens in your life, change beyond your control,
you can be left feeling guilty and angry. Youmay do things
you normally wouldn 't do.

Crisis Intervention

If you feel angry or depressed, talk to someone now. If
you think you might hurt yourself or someone else call
one of the numbers below 24 hours a day, 7 days a week.

Southwestern Minnesota

Western Human Development Center
(Marshall) 1-507-532-3236

Crisis Line (Worthington)
1-800-642-1528, toll free.

Eclipse (Mankato) 1-507-388-9321

Southeastern Minnesota

First Call for Help
(La Crosse, WI)
1-800-356-9588, toll free.

Contact (Owatonna)
1-507-451-9100

Zumbro Valley Mental Health
Center (Rochester)
1-507-288-8750

Central Minnesota

West Central Community Services
Center (Willmar)
1-800-992-1716, toll free.

Central Minnesota Mental Health
Center (St. Cloud)
1-612-253-5555

Listehing Ear Crisis Center
(Alexandria) 1-612-763-6638

Five County Mental Health Center
(Braham) 1-612-396-3333;
(Lindstrom) 1-612-257-6262
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Crisis Intervention

Northern Minnesota Hotline

(Fargo/Moorhead)
1-701-235-7335

Northwestern Hospitals Day/Night
Unit (Thief River Falls)
1-218-681-4240, ext. 349 or
350.

Nightingale Help Phone —
Information Referral (Grand
Rapids) Call collect
1-218-326-8565

Crisis Line (Bemidji)
1-218-7514333

In addition to these resources, friends, neighbors, and
clergy can help — just call. The county sheriff is also
available anytime.

Physical Abuse

If you are the victim of physical abuse, there is a safe
place to go. To find the location of the women’s shelter
nearest to you call 1-612-646-0994 24 hours a day — 7
days a week.

Counseling

Non-emergency counseling is also available from a num-
ber of sources. Contact your community mental health
center, county welfare or social services agency. Many of
the referral numbers listed in the front of this brochure or
those listed under crisis intervention can also help you
find agencies that provide free or low cost counseling.
Help is available for depression, marriage and family
problems, or other problems that stress and uncertainty
may cause.



Metropolitan Medical Canter
A HeaithOne Company

. 900 South Eighth Street
MM ~ Minneapolis. Minnesota 55404
612/347-4444

Dare To Survive

by Jo Rohady, R.N.
Coordinator, Rural Crisis Services
Metropolitan Medical Center

Severe financial problems can cause severe emotional problems.
People under stress can experience anxiety, marriage and family problems,
depression and chemical dependency. The severity and seriousness of these
problems often vary. When people are under stress they can experience
insomnia, poor appetite, nervousness and fear of what the future might
bring.

As the stress continues these symptoms usually intensify and the
person often has problems with concentration, decision-making, irritability
and the sense of being a failure. When a person reaches this point they
feel so badly about themselves they may even consider suicide. Most
people feel very ashamed of their circumstances and their perception of
how they are handling it. This makes it difficult for them to acknowledge
to themselves and others that outside help may be needed.

Many folks have the idea that if they need the services of a mental
health professional this indicates they are "crazy, stupid or hopeless."
We know the stress levels that people in rural areas live with day after
day are tremendous. We also know there are limits to what any person can
handle. People deserve the best care that is available to them in
Minnesota.

It is not always easy to find these services but with some perserverance
you should succeed. There may be people in your own town that may be aware
of counseling services. Local physicians and clergy serve as resources as
do University of Minnesota Agricultural Extension Agents. The Department of
Agriculture has Farm Advocates who can assist you in getting this information.
If you are not familiar with the Farm Advocate for your region you can call
1-800-652-9747 and ask for the Farm and Home Preservation Hotline.

People are often hesitant to call because they don't know what questions

to ask or what to expect. If you are under stress, an assessment needs to

~ be made as to what would be most helpful to you. This entails discussions
with someone expressing what you have been experiencing. Sometimes this is
enough and no further intervention is. needed. The mental health professional
may suguyest further individual counseling, may ask you to do some written
psychological tests and may possibly recommend the use of medication. If
medications are recommended, they probably would be specific to the treatment
of anxiety or depression. You need to be educated about the use of any
medications and this information should be readily available to you.
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Under certain circumstances, hospitalization may be suggested. This
is the most intensive approach for treating depression. Family or marriage
counseling can be helpful as the whole family suffers during these troubled
times. Often, when people are stressed they turn to chemicals as a way of
dealing with their problems. This requires a chemical dependency assessment.

Many agencies, clinics, etc. may have a waiting list for appointments.
Do not take this as an indication you are not important enough to get an
appointment. Mental Health services throughout the state are reporting an
increase in the use of their services. If they are not able to help you
soon enough, you can ask if they have any suggestions or you can call the
Rural Crisis Services at Metropolitan Medical Center (MMC) in Minneapolis.
(612-347-4302). MMC established Rural Crisis Services to work with rural
community mental health centers and other health care providers to meet
the mental health needs of rural families. They can assist you in contacting
a mental health professional near you. Sometimes people prefer seeing some-
one who does not reside in their local area. MMC's services can also help
you with this.

Many agencies have sliding fee scales. Feel free to ask about charges
and again do not let this stop you from getting help. If finances are a
problem or it's too difficult for you to discuss this with people in your
local community, feel free to call MMC for further assistance.

If you know anyone who has had treatment for stress disorders I would
encourage you to talk with them. They can give you first-hand information
about their experiences.

You may feel there is not hope for you but this is not true. One
farmer who was hospitalized for treatment of depression told me "this is
the first time in 4 years I don't have dry heaves when doing my spring
planting."

Another farmer who was always closemouthed surprised himself by how
much he talked the first time he talked with a stranger (who happened to
be a mental health professional). He found this to be very helpful.

Another farmer felt so ashamed he would cross the street in order to
avoid talking with his friends. He became severely depressed and felt his
family would be better off if he was dead. Today, his farm future is still
uncertain, but he feels much better about himself and is glad to be alive.
He doesn't hesitate to tell people about his experiences because he knows
what it feels like to be miserable.

There are many mental health services available in Minnesota. Do
not Tet the lack of information stop you from getting what could be 1ife-
saving services. For more information about MMC's Rural Crisis Services or
to refer a client to MMC's mental health program, please contact Jo Rohady, R.N.,
Rural Crisis Services Coordinator; Donna Krzmarzick, R.N., Director of Mental
Health Nursing; or Deane Manolis, M.D.; phone 612-347-4302.
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A Fact Sheet of the Community Legal Education Program of the Legal Aid Society of Minneapolis.
This is not meant to give complete answers to individual legal problems. If you need legal help,
see your famlly attorney or call your legal services office which servces low-income persons.

Some of Your Rights as an FmHA Borrower

WHAT |S THE FARMERS HOME ADMINISTRATION?
o Farmars Home Administration (FmHA) is a federal agency set up to provide losns to cartain
farmars unable to get credit from other sourcas.
o There are several kinds of FMHA loans. You may not be told that faet, |f you need & loan, find
out which kind is best for you; check te sea if you qualify for the low=Intarast ''limitad re-
sourca'' loan.

o |f you are denied one type because you don't meet requirements, you may be eligible for a dif-
ferent cype of FmHA loan; be sure to apply for the others.

GUIDELINES FOR DEALING WITH FmHA:

o Try to have 8 good working relationship with the FmHA esunty suparvisor. He or she makes many
impertant decisions abeut your loans.

o One of the difflculties for FmHA borrowers, aceardling to many reports from farmers, is that
many FmHA staff persons are poerly trained or the offlces are underscaffed. This may lead to a
lack of knowledge about regulations or to arbitrariness in administering them. Although thers
are many excallent FmHA officlals, you must know and assert your plghts under the law in deal-
ing with any FmHA offlclal.

eit Is also Impertant for farmers--meny of whem tradltionally de net talk about their problems
and fears, or who are used to ''deing business by handshake''--te change praegices in dealing
with FmHMA, Seek help and suppert In learning the law.

e if you are having finanelal problems, get help and take action BEPORE. PmiA agks you to sall
out or seeslerates (asks for full peymame of) yeur loaa.

e Learn your options. |f you sre having diffleulty meking paymsnts you have a right to ask for
""loan servicing'': its options include conselidation, rescheduling end lean deferrals.

o Hany farmars are being labeled ''bed menagers'', ete., when thay have diffieulty or fall behind
in their paymenes. In fact, farmers are baing caught In 3 national east/prica squeaze. Be
aware of this and don't let sueh aceusastions stop you frem learning end actlng om your rights!

YOU HAVE HMANY RIGHTS; YOU MAY NOT HEAR ABOUT ALL OF THEM FROM FaHA OFFICIALS:

@ Sask out lawyers or advocates whe can halp you learn your rights and bulld your case.

e Gat rasources to help yourself. Do noe underestimate the help and suppore of farmars and farm
groups; you are not alene. Aet agssartively to get information and te challenge decisions you
believe are wrong. )

e Laarn how to negotiate, and always try te negotiate an agreement BEFORE you are told te sell.

e Try to negotiaste on every asgency level. Before meeting with FmHA be ready with a new, pesitive
propesal with which te nagetiate.

e Naver agres to anything not weitten. Den't glve inte pressure without firse seeking help te
learn your optlons and rights. '

e |f you're baing denied Inceme you nead to live and operate your farm, you may have a right to
it under law. (This is the subject of lieigation.)

e You havae the right to be informad of any adverse dacision and te knew the reasons for it, in-
cluding the regulations om which (¢ |s based. Ask to maet with your initlal decision maker
(the county supervisor, for example). )

o Learn dead)ines and take steps to aet assertively whem you have & problem: ask for needed
money advancas; do not be afrald to demend Immedlate relief when you have a problem.

TAKE GREAT CARE WHEM FILLING OUT YOUR FARW AND HOME PLAN:

e The Farm and Homa Plan Is very impartante~it is being viewed as & legal end binding contreet
to whieh FmHA and you will be hald, ineluding the amoumnt it says you need to maintain family
living and farm opersting expenses.

e Know your cwn Ferm and Home Plan befere visiting the FmHA effiea. FII1 1t out prefarably in
ink in a way which won't allow eny chenges to be made on It wilchout your knewledge. Insist on
this right. Den't leave a pencllled, unsigned, uncompleted plan with FmHA.

o If FmHA demends @ pencililed copy, or 1f changes have to be mads In the plen, one edvocate da-
vised thiy mathod for submitting Farm and Hema Plange-go to FmHA In persen with 2 coples of
your plaa completely flliled out, one In penell and ene a photecspy., Glve the FmHA officlal
the photecopy to work with., Ourlng the discusslen you meke end Initial eaeh change on the
penel lled copy, and the officlal writes and initiels cach change en the pheteespy. After the
meeting, trade coples. Later, |7 there are &ny dlfferencas betwesn the two coples which are
not Iniclaled by yeu, they will have been mads witheut your permlssion.

e Never agres to slgn or eccept & Farm end Yemm Plen whieh you feel might net work.

o Never agres to berrew more money then yeu really want or feal cemfortable meneging. (QVER)
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FmHA side 2
FINO OUT VMETHER YOUR FaiA COUNTY COMMITTEE HAS DECIDED THAT YOU ARE A PROBLEM BORROVER, AND |
S0 WHAT CATEGORY YOU HAVE BEEN PLACED IN. OEPENOING ON WHICH CATEGORY IT IS, YOU HAY BE SLATED
FOR L1QUIDATION UNLESS YOU ACT TO PROTECT YOURSELF:
o Fmié heas three categeries fep problea borrowers:
1) delinguent and/or problem borrowers;
2) seriously delinguent and/er preblem borrowers;
3) severaly dellnquent end/or problem borrowars. |F YOU ARE PLACED IN THIS CATEGORY YOU WiLL
88 ASKED TO LIQUIDATE (BELL OUT).

o |f FeiA has declded you are @ "preblem’! borrewer, you have to meet cartsin FmHA requiremants
to be encitled te thelr sssistance (Ineiuding loens). Ameng them are : 1) you must have acted
in good falth; 2) you must be In circumstancas 'beyond your control''-=this [ncludes disasters
eqd bed weather; 3) you muse have been &nd are uslng ''sccaptable’’ managesmnt practice; b) you
must have kept real estate and/or property secured by FmMA and must have accounted for the sale

of any mortgaged proparty. .
o You have the right te esk fer 'locen serviclng'' as an aslternative te llquidatien! Learn about it.

1P YGU HAVE RECEIVED AN "ACCELERATION KOTICE™ FROW PmHA, ACT |MREDIATELY. IT MEANS FPORECLOSURE UN
LESS YOU PAY ALL THE LOAN BAER!

e You have the right to eppeal. You sheuld get legal help to do so. ACT IMMEDIATELY. Start an
appeel and get @& copy of your flle If you don'e slready have one. APPEALING 1S YOUR OKLY AL-
TERMATIVE 76 TOTAL PAYBACK OR FORECLOSURE!

e You heve the right to requast a deferral of the paymants o your loan. There are @ growling
nusber of court cases challenging FriA's right to sccalerate witheut 18t grenting & farmar the
right to asply fer & deferral.

e Gat halp te decide If yeu sheuld ask for @ deferral. It mey nee slwaye be the best cption.

e Therae are new alse several court rullage rejecting PmiA's praetica of freezing incoma BEFORE
the berrewer has the right te appeal the accalerstien daelsien. ,

e 1f you think the declslien Igs wrong, contaet the Distrlet Director enplelning why you think se,
and ask te meet with him/her la persen.

WITH $OME EXCEPTIONS, YOU HAVE THE RIGHT TO APPEAL DECISIONS WHICH Peitd MARES ARAINST YOU. DO NOT
BE AFRAID TG CHALLENGE SUCH DEBCISIONS:

e Seek help from scmecne who knews the sppeal preocass. For example, |f yeu're denled a loan be-
cause PmiA clalms you're @ peor maneger or laek tralning, or your farm isn't blg encugh, you
can eppeal. Briny legal haelp and/or an sdvecate and witnesses to ary meetlng.

e |f you went te appeal en advarse deeclslon, send a letter to FmHA asking for en appeal hearing.
This regquest must be reealved by FmidA WITHIR 30 days of the postmark om the envelope in which
FmiA mailed yeu the deelsien.

e FmHA then must schedule your 2ppeal hearling within 4§ calendar daye of recalpt of your written
requese for an appeal. |f that date is net pessible, you can reguest another data, usually neot
letar then 1§ deys beyend the eriglnal hearling date.

e Before thls hearing you sheyld be effered o chance te have a pre-hearing meeting.(If not, ask
for one yourself). Use this cppoertunity te negetiate with the original decision maker on the
county level, Usually FmHA dligesurages farmars from further appeals. YOU MUST ATTEND THE PRE-
HEARING MEETING to be eligible to eppeal!

e THE APPEAL HEARING 1§ THE ONLY HEBARING YGU WILL HAVE; FURTHER APPEALS WiILL BE BASED OM THE WR{- -
TEN RECORD OF THIS HEARING., BE PREPARED FOR THIS HEARING:

o If you think thls heering may result In a laweuit, tape It or hire & court reportar to trams-
eribe It 30 you have your awn recard of what actually toek place. FmHA will tape and take notes
on the hearing, putting tegather |ts own weitten SUMMARY of the hearing. Submit written evie
denes at this hearlng. .

® In the hearing, the burdan of proof is on the borrower.(This Is 1ike being ''gullty until proven
inneesnt'’.) Here |3 where documsntation, en orgenized flle copy, complete reecord keeping, and
witnesses will halp ysu prove your case. .

e You have the right to an wnblased hearing officer and am unblased hearing atmosphere. At each
appeal, decldas with your adveeate whether oF not you need te request & dlfferent hearingofficar.
Your heering sheuld includa: 1) opening statemants by you and FmiA; 2) presentation of your
evidencs, Including your chanes te question FmHA offliclals; 3) FmHA's evidence, inecluding @
chanes to quastien you end your witnesses, and respond to your witnesses and evidanca; 4) clo-
slng summary statemsnts by you end PrMdA.

e You have a right te recsive within 30 days & letter stating the deecislen, citlng faects on which
the deelsien (8 besed. |f you win, the letter sheuld state the reasens for the decisien and the
ections te be tahen. |f you lese or partielly lese, It sheuld state yeur right te have the de-
cislen be reviexed |f you reguest a further eppeal within'30 calendar days of the date of the
lettor. This request sheuld be in writing. (CONT'D, NEXT PAGE: DOCUMENTATION)
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FmHA FACT SHEET (side 3)

0OCUAENT CVERYTHING RELATING TQ FmiA:
o1f you hove a predles, get all of your FeHA flle bafere vou go inte an FrWA maeting. Every

Fod borremar, by FeiA lascructien 20158, Is entitled to one, fres, comeiets cooy af hig ar
nee file, free fram dalecions or chenges. Qrgenize your flle 30 you can use it in & nearing,
I1f your requast |8 demiad, ash seaff to call @ supervisar or call cne yoursalf if necassary.

8@ prepared to call Freadem of Informgelen OFflcar 8ob Malsem, 202/382-9638 . 17 you are rae
fused, let staff knem veu will call him i necassary.

Algheugh veu den't have to, ash fer the flla in writing, staging thee undap regulation 2018-¢
yeu cc'nll?: 7: Cilli‘aﬂlh:ﬁ eepy withia 7 t8 10 days. Right them and there ot the office
Javen ere espled, you have the right O 368 ic. Losk through it gnd teka net (k&8
Keep & weicten recard of all FriA comcaets &nd documant sgency respenses. $end & To::o:c’:;“
your Faitd suparvises efter every trensestien or dlscussien canflming whae wes said or sgreed
Mever 08T on enytRing FeiNA requests, orde aresc:
of everyehing (laeludling ALL eapi ’ 4 l? ot ‘:22‘“ i " ariting; keep caies

ed of all yeur reeards inel PREZRA

end ¥sms Plan, cash flews stacements, 6te.) 8 including loan o9 € form
et legtere which can BO tugparting doeumantation fap yey fram all

a:amtmn. .:g:ﬂ?”.. ;oigneen. veterinari ene , .ge,y Folevant sourcas, such 4

1f yey are ealled In te PwiHA bring & friend to wiltness whee | ido T i
sible; tehe gend netes. OBa't ggree e envehlag er sign n: .0 ?’ tea tha meacing i ses-
advesats hels In | : gn enyeRlng witheue f1ret heving legal or
B '::..Gh:""”?z ::Q:O:; P‘:ﬂ“ &nd apelans. Gee g wrltten summery of the maeting.

agh enyens o pre
Por you). (THE ENO) prepare an affidevie (8 signed sworm statemant

49T4: Awtd |9 ret the anly fedarally |ageltuead lends

P, The Prgdusgien Cradl
::OL'W "‘GI'O =7 0118 erested tO prEvidd aredlt tp ferumsee. T™Ig uu: ::'m':.f:a :'
e, ‘M_'.. B }hedd ogpRBlen 0100 Revd rignes; tRey hanld ieaa Ralp Lo learm ehole P gheg

15\ RESOURCES

SELF HELP RELIEF FROM MORTGAGE FORECLOSURE

by Robert Snyder (Rev. February 1986)
(Yellow booklet)

Contains legal papers to apply for Mortgage

MQt.ﬂ&lS Relief Act available free from the County

Extension Office or phone 1-800-843-4334

(Project Support Hotline)

FHA Farm Loan Handbook. (1983 rev. ed.) An Farmers Guide To Lending Law
excellent, comprehensive handbook for FmHA 908 Minnesota Bldg.
borrowers. $12. Discount for FmHA borrowers St., Paul, MN 55101

and for legal services offices; special .{612) 228-9105

prices for bulk rates. Write:
Send exactly $2.60

Center for Rural Affairs
P.0. Box 405 *Most up-to-date legal guide

Walthill, Nebraska 68067 for a farmer.

The Farmer's Guide to FmHA Thinking of Moving to Twin Cities

Write: Mimnesota Legal Services Coalition Free Employment Counseling:
908 Minnesota Bldg. Nicollet Bethlehem Counseling

St. Paul, MN 55101 Minneapolis, MN
(612) 228-9105 (612) 870-9030
Send exactly $5.30 Veterans (Job Subsidy Program)

1-800-692~-2121

*This may be the most important or (612) 725-4163

booklet you could get for help.
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Advocsates

Garnette Hanson

Rural Route 1, Box 711 3
Mewfolden, MN 56738

(218) 681-6236

(218) 874-6473
14
15

Lana Anderson

Star Route 2
Goodridge, MN 56725
(218) 681-6236

(218) 378-4214

Jan Boll

Route 1, Box 135
Gully, MN 56646
(218) 268-4472

Ben Dannheim 1 6
Star Route, Box 201
Laporte, MN 56461

(218) 266-3318

Bruce & Diane Lubitz 1 7
Rural Route 1, Box 265
Perham, Minnesota 56573
(218) 346-4866

Ken Peterson

Route 1, Box 66
Tamarack, MN 55787
(218) 768-4116

Diana Hunter
Route 1, Box 11
Wright, MN 55798
(218) 357-3292

Marion Powers

Box 152

Barrett, MN 56311
(218) 685-5381

Dean Hetland

Route 1, Box 143
Eagle Bend, MN 56446
(218) 738-5374

Keith Williams
Box 176

Boyd, Minnesota
(612) 855-2656

56218

Milan Wisniewski
Rural Route 2, Box 89
Ivanhoe, MN 56142
(507) 694-1629

Harold Hutchinson
Rural Route 1
Revere, MN 56166
(507) 752-7776

Herb Schloesser

Rural Route 2, Box 222
LeCenter, MN 56057
(612) 357-6251

Jack McGill

2010 - 17th Street S.E.

Apartment #99
Rochester, MN 55904
(507) 285-1007

Janice Daley

Route 1, Box 54
Lewiston, MN 55952
(507) 523-3177

Lowell Nystrom

Route 2, Box 73
Worthington, MN 56187
(507) 372-2648

Evelyn Kluender
Route 1, Box 213A
Bricelyn, MN 56014
(507) 653-4651

_40-

Thief River Falls

Farm Advocate Center/AVTI
(218) 681-6236
MINNESOTA'S

UNITED STATES SENATORS

ki e

Senator Dave Durenberger

353 Russell Senate Office Bldg.
Washington, D.C. 20510
1-800-752-4226

Senator Rudy Boschwitz
SH-506 Hart
Washington, D.C.
1-800-652-9771

20510

MINNESOTA'S REPRESENTATIVES
in the UNITED STATES CONGRESS

First District

TIMOTHY J. PENNY (DFL)

Park Towers 501 Cannon Office Bldg.
22 N. Broadway Washington, D.C. 20515
Rochester, MN 55904 1202) 225-2472
(507)281-6053

1-800-862-8632

Blue Earth County Govt. Center

410 S. 5th St.

Mankato, MN 56001

(507) 625-6921

Second District
VIN WEBER (IR)
Box 279

919 S, Ist. St.

New Ulm, MN 56073 Willmar, MN 56201
(507) 354-6400 (612) 235-6820

P.O. Box 1214 318 Cannon Office Bldg.
Marshall, MN 56258 Washington, D.C. 20515
(507) 532-961 | (202) 225-2331

Third District

BILL FRENZEL (IR)
8120 Penn Ave. S. #445
Bloomington, MN 55431
1612) 881-4600

Fourth District
BRUCE F. VENTO (DFL)
150 Mears Park PI.

1026 Longworth Office Bldg.
Washington, D.C. 20515
(202) 225-2871

2433 Rayburn Office Bldg.

405 Sibley St. Washington, D.C. 20515
St. Paul, MN 55101 1202) 225-6631
1612) 725-7724

Fifth District
MARTIN OLAV SABO (DFL)
462 Federal Courts Bldg. 436 Cannon Office Bldg.

110 S. 4th St. Washington, D.C. 20515
Minneapolis, MN 55401 {202) 225-4755
(612) 349-5110

Sixth District

GERRY SIKORSKI (DFL)
8060 University Ave. NE
Fridley, MN 55432

(612) 780-5801

Seventh District

ARLAN STANGELAND (IR)

Federal Bldg.

720 St. Germain

St. Cloud, MN 56301 -
(612) 251-0740

1526 Longworth Office Bldg.
Washington, D.C. 20515
(202) 225-2165

414 Cannon Office Bldg.
Washington, D.C. 20515
(202) 225-2271

4th Floor

403 Center Ave.
Moorhead, MN 56560
(218) 233-8631
1-800-432-3770

Elghth District
JAMES OBERSTAR (DFL)

231 Federal Bidg. Chisholm City Hall

Duluth, MN 55802 316 Lake St.

(218) 727-7474 Chisholm, MN 55719
Brainerd Cjty Hall (218) 254-5761

501 Laurel St. 2351 Rayburn Office Bldg.
Brainerd, MN 56401 Washington, D.C. 20515
(218) 828-4400 (202) 225-6211 |
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FARM CONSUMER INFO

From the Office of Minnesota Attorney General
Hubert H. Humphrey il

Farm Hotline: 1-800-652-9747
612-297-4111

Surviving the Farm Credit Crunch:
Some Timely Pointers

Minnesota's farmers are caught 1n a tightening cost-price squeeze which makes credit availability an
absolute necessity for the coming crop vear. For many state farmers. the Farmers Home Administration
(FmHA) 1s the only available credit source. FmHA was created by the federal government to aid
farmers by loaning money to those who could not obtain credit elsewhere. Recently. however. more
and more farmers are finding themselves at odds with the FmHA as borrowers are either unable to ob-
tain new credit or are facing collection actions on earlier loans. If you have problems with FmHA. it is
vital that you know your rights as an FmHA borrower or applicant. Although a column such as this
cannot provide all the information you need. there are certain points that everyone dealing with the
FmHA should know.

e Get information from every possible source. Talk with your nearest farm advocate employed by

the Minnesota Department of Agriculture. To find out who that person is. contact (612) 296-1484.
Do some reading. Two good sources are the FmHA Farm Loan Handbook, which is available for
$12 from the Center for Rural Affairs, P.O. Box 405, Walthill, Nebraska 68067, and The
Farmer's Guide 10 FmHA. which you can obtain for $6 from the Community Legal Education Pro-
gram. 2507 Fremont Avenue North. Minneapolis. 55411.

e Keep good written records of your dealings with FmHA and confirm any verbal agreements in
writing to protect your rights. If vou have particular grievances with the way your loan is handled.
consult vour artorney or your nearest legal assistance office. Legal assistance has been very active
in helping Minnesota farmers with FmHA problems.

e Do the best possibie job on vour farm and home plan. Do not accept unrealistic changes by FmHA
staff. and make sure that the final plan in FmHA s possession is the one to which you agreed. You
will be held to the plan and you must be able to live with it. Your county extension agent can pro-
vide valuable assistance in plan preparation. Work on establishing a good relationship with your
county supervisor and other FmHA employees. but if you believe they are wrong about some deci-
sion, let them know and be ready to back up your position.

o Deal with potential problems at the earliest possible stage. Do not wait until collection activities are
initiated. Learn vour options and try to negotiate an agreement before you are forced to sell or your
payments are accelerated. If you act quickly enough. you may be able to obtain deferrals, resche-
duling or other relief. If FmHA takes action to accelerate your loan. to liquidate your operation or
to deny your loan request. act immediately. Seek help from someone who knows the appeal proc-
ess: obtain a copy of your file and file your appeal as soon as possible. An appeal must be filed
within 30 days of FmHA s action. Seek written support for your position from family, neighbors,
attorneys or anyone else who possesses relevant information.

Learn your rights and be prepared to exercise them. In today's farm economy . even the best farmers
can have problems with FmHA or other lenders. Work with them. if possible. but be prepared to act and
take legal steps if vour interests arc. adversely affected.

For more information about where to go for farm credit help. contact the Minnesota Attorney Gen-
eral’s Farm Preservation Hotline at 1-800-652-9747. ' '
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(Farmer’s Rights)| and the law:

Finding a‘Good Attorney or Advocate

Not every attorney or advocate is experienced at helping farmers. To ensure
that you have the best representation possible, ask the following questions
before you get help.

DO YOU HAVE EXPERIENCE HELPING FARMERS? Because farm work is complicated,
experience is necessary. Has this person worked with farm borrowers before?
What types of loans? Is he/she consulting with someone who is experienced? Can
he/she give you some names of other clients as references? A well intentioned
but inexperienced advocate or attorney could give you damaging advice.

DO YOU SOMETIMES REPRESENT ANY OF MY CREDITORS? In small communities, an
attorney may do work for the local businesses. It could be a conflict of
interest if that person tried to help both parties. Does this person do work
for the FmHA, Federal Land Bank, Production Credit Association, local bankers,
or local suppliers? Does it seem like he/she is closer to farmers or to
bankers? It is important that your attorney or advocate not be closely
associated with farm lenders or suppliers.

ARE YOU WILLING TO GO TO COURT IF NECESSARY? Your attorney or advocate must be
able to effectively speak up for you. You don't want someone who is afraid of
arguments, and you don't want someone who becomes so angry that he/she flies off
the handle and talks nonsense. You need someone who can clearly and firmly
state your case.

DO YOU KNOW OTHER ATTORNEYS EXPERIENCED IN FARM LAW WHOM YOU CAN CONSULT?

No matter how good an attorney or advocate is, he/she will not know the answer
to everything. Farm work is very complex. ‘A good attorney or advocate will
answer some of your questions by saying, "I don't know", or "I have to look that
up", or "It could go either way, we'll try". Be wary of someone who sounds 1like
he/she has a smooth answer for everything and is unwilling to seek help from
others.

CAN I CALL YOU REGULARLY AND WILL YOU EXPLAIN THINGS I DON'T UNDERSTAND?
Don't be afraid to ask questions. You must have a good understanding of the
case, Ask the attorney to explain if you don't understand. Bring a list of
questions with you anytime you have an appointment.

CAN I CHECK WITH A FARMER WHO HAS USED YOUR SERVICES? An experienced advocate
or attorney should be able to put you in touch with a farmer with whom he/she
has worked in the past. See if he/she was satisfied with the advocate's or
attorney's work.

WILL YOU PROTECT MY PRIVACY AND LISTEN TO MY CONCERNS? This may be the most
important thing to look at in picking a person to work with. Your attorney or
advocate may become part of your 1ife. He/she may be going through all of your
financial papers, and he/she will be advising you and representing you at times
that are critical to your farming operation. You must be able to trust him/her;
pay attention to your feelings.
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As you look for a representative, keep in mind that appeals and lawsuits
are sometimes restricted by time limits,
of limitations") for the action which you are considering.
about deadlines and be aware of them while seeking help.

There may be a deadline (or "statute
Ask the attorney
(This information by

the Community Legal Education Program of Mid-Minnesota Legal Assistance is
designed to help you learn your rights, but is not a complete answer to

individual legal problems.

If you need legal help, see your family attorney,

legal services office or call the Farm Hotline at 1-800-652-9Y747.)

LEGAL SERVICES OFFICES

ALBERT LEA
(507) 377-2831

ANOKA
(612) 421-4760, ext. 1380

APPLETON
(612) 289-2613

BRAINERD
(218) 829-1701

CAMBRIDGE (612) 689-2849
Toll Free Line 1-800-622-7772

CARVER
(612) 448-4880

CASS LAKE
(218) 335-2223

DULUTH (218) 726-4800
Toll Free Line 1-800-622-7266

MIGRANT LEGAL SERVICES (Fargo)
(701) 232-8872

LITTLE FALLS (612) 632-5431
Toll Free Line 1-800-622-7774

MANKATO
(507) 387-5588

MARSHALL
(507) 537-1588

MINNEAPOLIS DOWNTOWN

MINNEAPOLIS, NORTHSIDE
(612) 522-6636

MINNEAPOLIS, SOUTHSIDE
(612) 827-3774

MOORHEAD (218) 233-8585
Toll Free Line 1-800-452-3625

ST. CLOUD (612) 253-0121
Toll Free Line 1-800-622-7773

ST. PAUL (612) 222-5863
TTY for Hearing Impaired (612) 222-5863

MIGRANT LEGAL SERVICES (St. Paul Office)
(612) 291-2837

CENTRO LEGAL
(612) 291-0110

ST. PAUL INDIAN CENTER
(612) 776-8592

VIRGINIA
(218) 749-3270

WILLMAR
(612) 235-9600

WINONA
(507) 454-6660

WORTHINGTON
(507) 372-7368

(612) 332-1441

TTY for Hearing Impaired (612) 332-4668

Minnesota State Bar Association Referral 1-800-292-4152
For the name of a local Farm Advocate, call the MINNESOTA FARM HOTLINE

1-800-652-9747
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KNOW YOUR RIGHTS
Release Date: July 1986

WHAT MINNESOTA'S NEW FARM PRODUCTS
RULE MEANS TO FARMERS AND BUYERS

The Attorney General's Office has been getting a lot of calls
lately from farmers, lenders and biyers of farm products. Most
want to know about the recent changes to the law which governs
the sale of farm products covered by security agreements. Be-
fore 1985, buyers of farm products, in addition to paying for
those products, were also required to pay off any liens that were
attached to the products if lenders holding such security amend-
ments demanded it. This was known as the “‘farm products ex-
ception” or the ‘“‘double jeopardy provision™ since all other
*“‘buyers in the ordinary course of business” could purchase
goods free and clear of any security interests. Often the payment
came as a nasty surprise to the buyer.

In 1985, the legislature amended the law to provide a registra-
tion system for buyers of farm products. Lenders could then no-
tify buyers of their security interests, allowing the buyers to
know the true cost of their purchase. Upon notification by a
lender, the law required the buyer to name that lender on the
check for payment. .

This year's legislation abolished the registration system and
gave buyers of farm products the same protection provided
other *‘buyers in the ordinary course of business.” As amended,
the law says that: *‘a buyer in ordinary course of business takes
free of a security interest created by his seller even though the
security interest is perfected and even though the buyer knows
of its existence.” This means that qualified buyers can now pur-
chase farm products from farmers without the fear of “paying
twice.” Also the fact that there is a security interest doesn’t by
itself require a buyer to include the lender's name on a check for
payment.

But there is a condition. Buyers of farm products can buy free
and clear of a security interest only if they qualify as a “‘buyer in
the ordinary course of business.” Such an individual is defined
by law as:

‘*A person who in good faith and without the knowledge that
the sale to him is in violation of the ownership rights or security
interest of a third party in the goods buys in ordinary course
from a person in the business of selling goods of that kind . . .”

So, for example, a buyer who knows that a sale of farm prod-
ucts would violate the terms of a security agreement would not
qualify as a buyer in the *‘ordinary course.” An example would
be if the agreement prohibited a sale. Then once the farmer is
paid, the buyer could still be taken to court and ordered to reim-
burse the lender, or could be subject to a conversion action by
the secured lender.

Broadly defined, conversion is: *‘the wrongful exercise of do-
minion or control over property,” such as an interference with
one's rights to possess property or the unauthorized transfer of
property to someone not entitled to that property. Some courts
have found that farmers and their agents (auctioneers, commis-
sion dealers and the like) can all be penalized in cases where the
farmer, who is in default under a loan, sells secured farm prod-
ucts without the secured lender’s consent or where the security
agreement provides that a sale without the lender’s consent con-
stitutes default. Liability can also extend to the buyer if that
buyer does not qualify as a buyer in the ordinary course of busi-
ness.

Minnesota’s criminal laws provide strict penalties for conver-
sion — up to two years in prison and a fine of up to $4,000 or
both against anyone who, “‘with intent to defraud,” conceals,
removes or transfers any personal property in which the person
knows that another has a security interest.

Under federal law, a person who converts property mort-
gaged or pledged to the federal government, including the Farm
Credit System, the Federal Crop Insurance Corporation,
Farmers Home Administration and the Secretary of Agriculture
is also subject to criminal sanctions. Federal law provides for a
fine of up to $5,000 or imprisonment of up to five years or both.

In other words, the new law, while it protects qualified buy-
ers, does not alter the legal relationship which currently exists
between farmers and lenders under the terms of their security
agreements.

Farmers, therefore, should abide by the terms of their secu-
rity agreements and cooperate with their lenders when selling
farm products covered by security interests.

Anyone having further questions about the new farm products
law may contact the Attorney General’s Agricultural Division,
287\¥l’e5s5toPlato Boulevard, St. Paul, Minnesota 55107, (612)

A consumer service from the Office of Minnesota Attorney General Hubert H. Humphrey Il
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Farm Hotline: 1-800-652-9747
612-297-4111

Phony Farm Loans Make
for Bitter Harvest

Itis always a wonder to see what comes out of the woodwork when tough economic times settle in. A
good example is the self-styled money broker who seems to appear whenever hard times hit the farm.

Calling themselves **loan finders."" their priinary target is the farmer who. caught between low com-
modity prices. double-digit interest rates and eroding real estate values. is looking frantically for any
kind of financing to keep the farm going. The loan finder is more than happy to oblige.

Promising. for a nonrefundable advance fee. large amounts of cash at rates of interest which haven't
been seen here since the 70’s. these latter-day highwaymen have a way of never quite completing the
deal once that advance is in hand. In addition to never getting the loan the farmer. of course. loses his
money.

Loan finders are consummate salespeople. Dripping with sincerity and legitimacy. they will convinc-
ingly talk about their access to " Arab oil money."" **trust funds.’” or '*insurance company assets’’ — all
rather unconventional money sources to be sure. but to the farmer who has doubtless been turned down
by conventional lenders. it doesn’t sound too bad.

Once the bait is mouthed. the **loan finder " jerks the line. It seems that the only thing that is needed is
a‘*modest’" advance — something around $500 to $1.000 for a mid-sized. five-digit loan — to cover the
loan finders *‘expenses’’ in pulling together the financing. The fee. of course. can’t be returned.

The farmer. happy for any kind of promise. chomps the bait. Invariably he'll never see the money
again. or, for that matter. the loan.

Minnesota farmers, thinking of entering a loan finding arrangement. should be aware they are taking

~ aconsiderable risk. It would be wise for them to follow these tips before paying any fees to a loan finder.

(1) If the loan finder offers to negotiate any loan which would be secured by real estate, check with
the Minnesota Department of Commerce. (612) 296-6319. to see whether the loan finder has a real
estate license, as required by Minnesota law. If you are going to be using real estate as security. Minne-
sota law also protects vou by requiring the loan finder to escrow all money vou pay him until you actu-
ally get the loan. It also requires him to give you a written contract for his services. and to give you a list
of all the lenders he contacts for you.

(2) Inany event. you should check the loan finder s track record. Don teven consider dojng business

- with the loan finder until you've confirmed that he has actually obtained loans for other borrowers.
Don’t simply take the loan finder's word for it.

(3) Be cspecnally suspicious of promises of unbelievably low interest raies. loan approval that seems

"'too easy. " or secrecy about the sources of the money -

mmmmhmmmmmMMWmCMMMMMWMWMMMWMM
alleged source and with law enforcement agencies, the Better Business Bureau or the Chamber of

- Commerce where the supposed lender is located.

(5) Insist on a written contract entitling you to a full refund of all advance payments if you don't get
the loan.

(6) Most important. insist that all advance fees be placed in a reliable escrow account until you actu-
ally get the loan. and insist on a written agreement that the escrowed funds cannot be disbursed without

your consent.

For further information. contact the Hotline at 1-800-652-9747 or 612-297-4111.
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Beware the siren song
of the ''Loan Finder'

The sweet song of cash to be had at easy rates seems never
sweeter than when heard during hard financial times. But the
song 1s often a siren one, and those who succumb, invanably
wind up poorer for their truss. _

Rising steadily on the hit parade of chicanery is the song
and dance of the “loan finder” — that impresario of question-
able ethics whose promise is to find a loan for anyone willing
to fork over a “‘modest” finder’s fee, to be paid in advance.
Often, the fee turns out to be substantial and the loan
imagnary.

Someuimes called “advance fee’* companies, their advertise-
ments can be seen in magazines or in the classified section of
the newspaper. Business is also solicited by direct mail.

" The'r seif-promotion is often glowing. They often claim to
have access to large (but secret) sources of money such as
foreign lenders, trust funds or insurance companies. They may
also tout an impressive record in getting loans for their clients.
And, often their advertised interest rates beat everything else
around.

[t's all tempting stuff for prospective borrowers who, in
many cases, have had previous loan applications denied by
conventional lenders. Desperate for financing, many have been
willing to put down the large, nonrefundable advance fee. For
many, it's the last they see of any money in the deal. Investj-
gations into a number of cases have revealed that often the
loan finder has never obtained a single loan for customers and
that, in fact, those insurance companies, foreign lenders and
other money-flush sources never did exist. The borrower, who
was already in a difficult financial position, winds up worse off
than before.

While prospective borrowers who seek flnancing from un-
known or unconventional lenders are probably taking a risk,
there are precautions which, if taken, can protect them from
financial harm, -

1. Beware of a loan finder who advertises the availability of
millions of dollars for loans at reasonable rates, especially
when the economy is in a period of tight money.

2. Go first to a major, well-established lending institution,
such as a bank or insurance company. If such an institution
refuses to give you financing, determine the reason and re-
evaluate your need for the money.

3. Beware of a loan finder who says the requested funds
can be easily got, particularly if major lending institutions have
already turned you down. .

4, Seek the help of a financial expert, an accountant, an
attorney or other professional who is thoroughly familias with
the financial field. The cost of hiring such an expart may im
the long run save you much anguish and money.

5. Submit any proposals or contracts you receive from
a loan finder to a bank or lending institution with which
you are acquainted. They can give you an impartial opinion
and evaluation.

6. Beware of a loan finder who is not known to local

bankers and whose officers and agents are unknown to local
established lending instituzions,

7. Check on the reputation and credibility of the loan
finder and its officers by comtacting consumer protection
agencies and law enforcement agencies in the area where the
firm is located. If you're told the loan will be secured by &

mortgags, contact the Minnesots Securities and Real Estate
Division to find out if the loan finder has a real estate license.

Anyone negotiating mortgage loans for others must be a
licensed real estate brokss.
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8. Get from the losn tinder a list of individuals and cor-
porations for whom loans have been successfully found and
verify those facts. '

9. Do not rely on a losn finder's unaudited financial
statement. Reports such as Dun & Bradstreet statements, al-
though issued in good faith, often contain information that is
simply supplied by the loan finder and are unverified by any
outside sourcs. '

10. Carefully read all correspondence and documents that
you receive. Letters of commitment to produce loans often
contain many conditions that realistically cannot be met.

11. Bewars of high-pressure sales tactics which stress the
need to act swiftly or suggest that an advance fee is needed
urgently.

12. Do not pay any fees in cash. Use a personal or compan
check. f the loan finder or lendar reful: to accept su?:h {
check, advise him or her that you would be happy to have the
bank certify it.

13. Demand that all fees which are refundable if the loan is
ymmhplaedinmmwoummdhddbyﬁ
independent escrow agent oo trustse. Meny local banks will
provide this sesvics. Obtain a stipulation that you must
approve any disbursaments from the escrow account.

14. If the fees paid are refundable, obtain a written
statement to that effect.

15. If out-of-pocket expenses are requested by a loan finder,
obtain an itemized accounting of the expenditures prior to
payment. If your payment Is to cover expenses that will be
incurred in the futuse, place the funds i an escrow account
and get @ written promise that the expenses will be paid only
after submission of a documented sccounting.

If it appears that fraudulent activities have occusred, con-
tact local, state, and federal lsw enforcement authorities.
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Beware of People Peddling Quick and
Easy Solutions to Your Farm Credit Crisis

It had to happen. Whenever people get desperate someone will always step forward with the quick
and easy solution — for a price. According to reports received by Attorney General Humphrey ., unscru-
pulous loan brokers and others are approaching financially sirapped farmers with * *quick ﬁxes for
their farm credit problems. Don’t be duped. Be on the lookout for the following potential scams:

1. Land Patents: People may tell vou they know of a way 10 assure that the bank can never foreclose
on your land. They may offer to sell you a land patent on the theory that the holder of a land patent has an
inalienable right to that land. First, only the government can issue a land patent. Any private pary who
claims to have one to sell is lying or mistaken. Second. a land patent is simply a transfer of title to land
from the government to an individual. Land acquired this way can be used as security for a loan and
subject 1o foreclosure if the borrower defaults. There is no magic 10 a land patent.

2. Commeon Law Liens: Do not believe anyone who tells you that filing a common law lien will
prevent creditors from foreclosing on your property. The owner of propeny carinot claim a common
law lien. Moreover. common law liens apply only 10 personal property . not real estate. and only in the
limited situation in which one person has repaired or stored the property of another. A statute has re-
placed common law liens in Minnesota.

3. Loan Brokers: A loan broker is someone who promises to try to find a loan for a fee. Some loan
brokers are legitimate: others may be taking advantage of you. State law requires loan brokers who seek
loans secured by real estate to be licensed by the State. If you are seeking a farm morigage. always
. check to make sure the loan broker is licensed by calling the Minnesota Commerce Department: (612)
296-4026. In addition, always require a writien contract and. if possible. have the contract reviewed by
a lawyer before signing. Remember. any promises made to you which are not in the written contract
will be difficult or impossible to enforce.

4. Titles 12 and 15 of the U.S. Code: You probably will not avoid the obligation to repay your farm
loan by asserting violations of Title 12 (Banking) or Title 15 (Commerce and Trade). Many of the provi-
sions of these titles do not apply to agricultural loans. In addition. cancellation of the obligation to pay
back money already received is not the remedy for failure to comply with these provisions. These stat-
utes are complicated: consult an attorney before using them as a basis for a lawsuit.

5. Ready-made lawsuits; People in rural Minnesota are selling ready -made lawsuits: you just fill in
the blanks. file with the court and you can save your farm without the assistance of a lawyer — so they
say. Beware. First. there is a rule of law that says when you lose a lawsuit. you lose all the claims you
could have brought along with the claims vou did lose. Thus. you can lose a legitimate claim forever
by filing & ready-made lawsuit. Second. courts have the power to make vou pay the costs and the attor-
ney's fees of the other party if vou file a frivolous lawsuit. Finally. no one is helped when the courts are
flooded with frivolous lawsuits: the judicial system operates best when 1t is used with care.

6. **Nstural persons’” and federal posts: It is not true that you can avoid the application of state and
federal laws by giving up your drivers license. social security number and other signs of citizenship to
become a *"natural person.”’ You are subject to the laws of the county and state in which you live regard-
less of whether you take advantage of the benefits of citizenship. Similarly. a post on vour property
warning all state and federal agents and employees to stay off your land will not prevent such persons
from enforcing the law. The law s protect us all; seeking to avoid them will only create more difficulties.

7. Get-rich-quick investment schemes: Before you invest your money in any venture, check with
the Minnesota Commerce Department. (612) 296-4026. to make sure the company is licensed. Beware
of investment offers made over the phone and requests of money up-front.

Remember. if a deal looks 100 good to be true. it probably is. Consult an attorney before paying
money for solutions to your credit problems. If you need assistance or an attorney referral. call Attor-
ney General Humphrey s Farm Hotline: 1-800-652-9747.
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(Farmer’s Rights] and the law*

12 Rules to Help Farmers Avoid Legal Problems

1. ASK FOR HELP! Farm Advocates and Attorneys are available--ask what papers
you should bring when you meet,

2. GET EVERYTHING IN WRITING...from negotiations, worksheeets and plans, to
agreements and changes in agreements made in person or over the phone.

3. WRITE DOWN PHONE CONVERSATIONS...summarize the conversation and send it by
certified mail to your lender. That way, you have a written record of your
transactions and proof that you acted according to an agreement.

4, KEEP COPIES OF ALL WRITINGS and notes of all conversations.

5. BE WARY OF QUICK LOAN MONEY AND DEALS THAT SOUND TOO GOOD TO BE TRUE!
Unfortunately. some fellow Minnesotans can tell you about scam artists. It
doesn't just happen to people in other states. Since your goal is to rid
yourself of problems, make sure the loan money is legitimate. CALL THE FARM
HOTLINE TO CHECK...1-800-652-9747 or 612-297-4111.,

6. READ AGREEMENTS OR CONTRACTS BEFORE YOU SIGN. TAKE THEM TO AN- ADVOCATE OR
ATTORNEY. Don't worry about taking a few minutes to read your agreement before
you sign. If you don't understand what you read, ask questions. Write the
explanation on the contract. A few minutes and questions BEFORE you sign may
save you time, money and maybe your farm. VYou have the right to take the
agreement to an attorney or advocate before you sign. Don't let anyone rush or
intimidate you.

7. NEVER SELL OR BUTCHER:-ANYTHING WHICH IS SECURITY FOR YOUR LOAN WITHOUT
HAVING YOUR CREDITOR'S WRITTEN APPROVAL! You may think that what you're about
to sell or butcher is trivial or unimportant, but its lToss may endanger your
loan. Get your creditor's approval in writing. This includes butchering
animals for your own use.

8. IF YOUR LENDER PROMISES TO GIVE YOU A CERTAIN AMOUNT OF MONEY FOR LIVING
EXPENSES FROM YOUR HARVEST CHECK, GET IT IN WRITING !! Make sure that the
specific dollar amount is spelled out in writing and that your lender signs it.

9. DO NOT GIVE ANY OF YOUR LAND OR PERSONAL PROPERTY BACK TO YOUR LENDER
WITHOUT FIRST SEEING AN ADVOCATE OR ATTORNEY. Restructuring your debt may be
possible, and in addition, there may be serious tax problems if you give it
back. Talk with your attorney. TRAINED PEOPLE CAN HELP!

10, YOU CAN OBJECT TO A REPOSSESSION AND YOU CAN REFUSE TO ALLOW THE
REPOSSESSOR ON YOUR PROPERTY. You can object by telling the repossessor in
writing or in person., They must then get a Court Order. If they persist
without a Court Order, they are acting illegally by breaching the peace. If you
face repossession, you may have defenses in Court--call an adocate or attorney.

11. BANKRUPTCY MAY HELP SOME PEOPLE but it is not the only legal solution to
problems. .

12. BUT, LIQUIDATIONS OR CONVEYANCES WITHOUT BANKRUPTCY MAY CREATE TAX LIABILI-
TIES that you can never discharge. Seek competent tax advice before moving ahedd.

" Copyright ® 1985
Community Legal Education Program
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Farmer's Rights‘ and the law®

New Garnishment Law Helps Farmers

This spring the Minnesota garnishment laws were changed to give farmers more
protection. Until now, the law did not include protections for earnings from
the sale of livestock, grain, and other farm products.

WHAT IS GARNISHMENT? The law allows a creditor who has gone to court and
secured a judgment against you (judgment creditor) to take some of your earnings,
personal property or bank account.

CAN ALL MY INCOME BE TAKEN? No. For example, if you are a dairy farmer, your
judgment creditors can no longer garnish your milk check and leave you nothing
on which to live. If you are a livestock producer and have unsecured creditors,
they cannot simply garnish all of the money from the sale of your livestock. Cre-
ditors can now only garnish a limited amount of these earnings. The MAXIMUM
amount of money that can be garnished is not more than 25% of your disposable
earnings (this is an approximate figure for your use; there is a precise formula
in the Minnesota Statutes.) NOTE: This protection does not apply to secured
creditors.

CAN MY PERSONAL PROPERTY BE TAKEN? Necessary household items are always exempt,
and additionally, you have a total of $10,000 in exemptions on farm machinery
and implements, unless the creditor has a security interest in the specific farm
machinery or implements. This $10,000 exemption will be adjusted for inflation in
1986.

MY INCOME IS REALLY LOW. CAN THE LAW HELP ME? If you have wages other than farm
income, a certain portion is exempt; see an attorney. If you receive relief based
on need--AFDC, General Assistance Medical Care, Supplementary Security Income,
Medical Assistance, Minnesota Supplemental Assistance or General Assistance, this
income and any earnings are exempt while receiving any of these benefits. Your
earnings stay exempt for 6 months after you no longer receive relief based on need.
Unemployment Compensation, Workers Compensation and Social Security are also exempt.
You should receive a notice that your earnings will be garnished. Send it back
immediately explaining that you are receiving assistance.

WHAT CAN I DO IF A CREDITOR IS THREATENING GARNISHMENT? If a creditor is garnish-
ing, or threatening to garnish, your earnings, check with an advocate or attorney
to make sure that the garnishment is legal. A phone call is all that it takes:::

(This information by the Community Legal Education Program of Mid-Minnesota Legal
Assistance is designed to help you leanr your rights, but is not a complete answer
to individual iegal problems. If you need legal help, see your family attorney,
legal services office, or call the Farmer Hotline... 1-800-652-9747.)

. Copyright ® 1985
Community Legal Education Program
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Hubert H. Humphrey Il

Farm Hotline: 1-800-652-9747
612-297-4111

Farm Finances:
There is Help Available

Last year. one family farmer declared bankruptcy before considering all of the financial programs and legal options available
to him. He later found that he would have been eligible for a loan from the Farmer's Home Administratidn at reduced interest
rates. There are several programs that can assist Minnesota farmers in learning about these financial programs and legal actions
at little or no cost.

Farm foreclosure is frightening. but it is important to remember that under foreclosure laws in Minnesota there are four
months between the notice of default and the sheriff"s sale on homesteaded property. giving a farmer enough time to explore the
legal and financial options that may provide a remedy.

Many legal questions arise in the foreclosure pracess. What legal possibilities are there for slowing down the foreclosure
process? When should a farmer declare bankruptcy? When should he use the moratorium law? A farmer's legal rights and re-
sponsibilities can be discussed at little or no cost by looking up the Legal Aid or Judicare phone number in the local Yellow Pages
or calling the local operator. If a farmer doesn’t qualify for Legal Aid or Judicare. another aliernative is the Atiorney Referral
Program (1-800-292-4152). which will assist the farmer with legal options and refer him to an atorney who has agreed to dis-
cuss such matters for one-half hour for an approximate fee of $15 to $30. The exact charge is explained before an appointment is
set up.

Bankruptcy is a legal action that some farmers have had to use to either reorganize their debts and stay farming or to gain the
needed time to liquidate and sell their farm land and personal property. An attorney can help explain all the options involved.
~ On top of everything else. foreclosure can force some substantial tax liabilities on farmers. To find out what those may be.
contact tax law specialists listed in the Yellow Pages or call the following toll-free numbers: Minnesota Department of Revenue.
1-800-652-9094 and Internal Revenue Service. |1-800-652-906..

During these financially troubled times. it is important for farmers to be aware of the federal programs available. An example
is the Farmer's Home Administration program. which is a direct course of action for farmers. Farmers should apply for a loan
through FmHA even when they are told there isn't any money available at that time. It's important to apply as soon as possible
because loans are approved on a first-come. first-served basis. using the date on the application form for that determination.
when money does become available.

Applicants who have been denied a loan through the FmHA program should niot be discouraged. The FmHA will review the
application and there is an appeal process for loan denials. With the assistance of farm consultants who are knowledgeable in
financial planning. farmers can appeal their loan eligibility and prove the worthiness of the loan. Once the appeal reaches the
state level. it may be advantageous to have an attorney present.

Last year one farmer appealed all the way up to the state level before his eligibility was approved. That same farmer was
scheduled to have a sheriff"s sale on his farm under foreclosure proceedings. During this time, the farmer learned about Minne-
sota's ‘‘moratorium’’ Mortgage Relief Act that is in effect until July 1. 1989 and used it to stop the sheriff"s sale. The judge
granted him a stay (up to twelve months is allowed) until his loan was approved and the farm credit agency was paid out by the
Farmer's Home Administration.

Attention to detail and being fully informed of the various programs and legal options is the farmer’s key to financial survival.
A farmer called the Artorney General's Farm & Home Preservation Hotline this past year looking for a bankruptcy attorney
because FmHA had turned him down for his loan. He was put in touch with his local County Ag Extension Agent who pointed
out one tax change in the financial plan and it made the difference. The loan was approved and he 1s still farming.

The state Department of Agriculture has phone numbers of farmers throughout the state who have information about the fed-
eral farm loan programs. These farmers are willing to assist other local farmers through the loan process to increase the chances
of loan approval.

A new program called Project Support is now available to assist farmers: simply phone the local County Agriculture Exten-
sion Services office. and the program will be explained to vou.

Farming is complex and every farmer's situation is unique. Knowing all of vour financial and legal options before taking
action can provide sound)udgmem in making those tough farm decisions that may alter a family’s farm life.

The Attorney General's Farm & Home Preservation Hotline is a referral service providing information about legal and finun-
cial options for financially-pressed farmerg. The Hotline is also acrisis line and can provide conference calls to assista farmer in
solving family farm problems. For further information. contact the Hotline at 1-800-652-9747 or 612-297-4111.
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Federal income tax options for farmers in financial distress

by Philip E. Harris

Paying income taxes ought to be the least of
a farmer’s worries in times of financial dis-
tress. After all, it is the lack of income that
causes the financial distress. It turns out,
however, that income tax planning is as im-
portant at the time a farmer is giving up be-
cause of lack of income, as it is when the in-
come is rolling in.

In times of financial distress, farmers
often face two types of income tax conse-
quences. One is the recognition of income
on ‘assets that are sold or are turned over to
creditors.' The other is the recognition of
income, or the reduction of tax attributes as
a result of forgiveness of debt.*

These tax consequences affect not only
the taxes the debtor must pay in the year of
quitting business, but also in the following
years. Tax planning is particularly impor-
tant because the financially distressed deb-
tor has several tax options, and choices
made can have a significant effect on the
debtor’s after-tax income.

This article first discusses the two tax
consequences of quitting business. The tax
options that are available to the debtor will
then be presented.

Transfer of Assets

One of the advantages of the cash meth-
od of accounting is the ability to defer in-
* come by deducting expenses as they are
paid, and recognizing income only as assets
are sold.

For example, the cost of planting a crop
can be deducted in the year the expenses
(such as sced, fertilizer and fuel) are paid.
The income from the crop does not have to
be reported until it is sold. Or, if the crop is
fed to the taxpayer’s livestock, income does
not have to be recognized until the livestock
is sold. If the livestock is breeding stock, in-
come may be deferred for several years.

Although this deferral effect is not as
gréat, accrual accounting also allows a tax-
payer to defer income to the extent capital
assets appreciate in value while they are in
the hands of the taxpayer. Farmers tend to
be well aware of the advantage of deferring
income. However, they sometimes are sur-
prised when it comes time to pay the taxes
that have been deferred. The surprise is par-
ticularly bad news when it comes at a time
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when the farmer is having difficulty paying
debts.

Example No. 1

To illustrate the problem faced by some
farmers, assume Farmer Brown received his
farm from his father in 1975 as a gift. Be-
cause Farmer Brown had a carryover basis
in the farm, his basis was $100,000, even
though the fair market value was $400,000.
Using the farm as collateral, Farmer Brown
borrowed money to purchase a confine-
ment hog feeding operation. High interest
rates, high corn prices and low hog prices
put Farmer Brown in financial distress. The
bank threatens to foreclose on the farm —
now worth $600,000.

If the farm is transferred, whether by
foreclosure or involuntary liquidation,
Farmer Brown must recognize the resulting
$500,000 capital gain on his farm. [f Farmer
Brown has no other income, and files a
joint return with his wife, the regular tax on
the capital gain would be approximately
$77,500. In addition, the Browns would be
required to pay about $14,500 in alternative
minimum taxes.’ Needless to say, the fact
that selling assets to pay debts creates addi-
tional tax liability only adds to Farmer
Brown's financial distress.

Forgiveness of Debt

Another surprise for the farmer in finan-
cial distress is that the forgiveness of his or
her debts also has income tax consequences.
To understand the consequences, a little
background is necessary.

When a farmer receives a loan from the

bank, he or she does not have to report the
amount received as income, because there is
an equal and offsetting obligation to repay
the loan. Therefore, there is no increase in
wealth.* If the loan is repaid, there is no de-
duction for the payment of principal be-
cause the obligation to repay is reduced in
an amount equal to the cash paid. Again,
there has been no change in wealth.

If, however, the loan is forgiven instead
of paid off, the farmer does have an in-
crease in wealth because his or her obliga-
tion to repay is reduced without an equal
cash payment. That increase in wealth is in-
cluded in gross income.’ Section 108 of the
Internal Revenue Code (IRC) grants five ex-
ceptions to the rule that forgiven debt is in-
cluded in gross income. The exceptions in
the order they are to be applied are as
follows: 1) Forgiveness of debt that would
have been a deductible expense if it had
been paid;* 2) The discharge of debt in
bankruptcy;” 3) The forgiveness of debt
while the debtor is insolvent;® 4) Purchase

money debt;® 5) The forgiveness of quali-
fied indebtedness of a solvent debtor.'

If a taxpayer fits in one of the five cate-
gories of § 108, the taxpayer generally will
have to reduce (by the amount of forgiven
debt) other tax attributes such as net
operating losses, investment tax credit, or
the basis of assets.'' Because these tax at-
tributes would have reduced taxes in future
years, the primary effect of § 108 is to defer
the recognition of income — not to forgive
the recognition of income.

Because forgiven debt must generally be
reported as income, and because § 108
defers that recognition of income, tax plan-
ning decisions made by a farmer can have a
significant effect on both the amount of
taxes that must be paid and the timing of
payment.

The farmer has some choice about
whether or not § 108 will apply to debt that
is forgiven. If § 108 does apply, the farmer
has some choices that affect when, if ever,
the income must be recognized. Those op-
tions are explored below.

Declaration of Bankruptcy

One of the choices that a farmer in finan-
cial distress has is whether or not to declare
bankruptcy. Unlike individuals in other
households, a farmer cannot be forced into
bankruptcy by creditors.'?

The income tax effect of declaring bank-
ruptcy is twofold. First, it may shift some
of the debtor’s income tax burden to the

- bankruptcy estate. Secondly, slightly dif-

ferent rules apply to debt that is discharged
in bankruptcy than to debt that is forgiven
while the debtor is not in bankruptcy.

Shifting the Tax Burden

When an individual goes into a Chapter 7
or Chapter |1 bankruptcy, the bankruptcy
estate is treated as a separate, taxable
entity.'’ No gain or loss is recognized on the
transfer of debts and assets to the bank-
ruptcy estate.'* The bankruptcy estate takes
over the debtor’s tax attributes — including
the debtor’s basis in the assets.'” Any
capital gain, depreciation recapture or in-
vestment credit recapture that is realized on
a subsequent transfer of an asset by the
estate to a third party must be reported by
the estate.'*

The resulting taxes are an administrative
expense and, therefore, have first priority
status in the bankruptcy estate.'” Conse-
quently, the debtor will not be liable for the
taxes since unpaid administrative expenses
do not become an obligation of the
debtor.'* These provisions allow the debtor
to shift the burden of some income taxes to
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the bankruptcy estate by delaying (until the
bankruptcy petition is filed) the transfer of
assets that would trigger tax liability.

Example No. 2 '

If in Example No. 1 Farmer Brown had
declared bankruptcy before the farm was
transferred, and if the bankruptcy trustee
transferred the farm to the bank,'” the cap-
ital gains must be reported by the bank-
ruptcy estate, rather than by Farmer
Brown. Therefore, the estate must pay both

the regular taxes and the alternative mini-_

mum tax. If the bankruptcy estate does not
have enough assets to pay the taxes, Farmer
Brown still is not liable for them.

Different Discharge of Indebtedness Rules

All debt that is forgiven in bankruptcy
qualifies for the § 108 rule that it is not in-
cluded in gross income.?® If the debtor is
not in bankruptcy when the debt is for-
given, the forgiven debt is treated the same
as debt discharged in bankruptcy to the ex-
tent that the debtor is insolvent when the
debt is forgiven.®'

Example No. 3

For example, assume a taxpayer has
$500,000 in debts and $400,000 in assets. If
$200,000 in debts are discharged in bank-
ruptcy, none of the discharges is included in
gross income. If the same $200,000 of debt
is forgiven outside of bankruptcy, only the
first $100,000 of the debt forgiven will be
treated like the debt discharged in bank-
ruptcy. The other $100,000 of the debt will
be subject to the ‘‘qualified business in-
debtedness’’ rules.*?

In some cases, the qualified business in-
debtedness rules provide the same tax bene-
fits as the bankruptcy rules. However, the
qualified business indebtedness rules differ
from the bankruptcy rules in three respects.
First, all debts discharged in bankruptcy
qualify for the non-recognition exception
of § 108. The qualified business indebted-
ness rules require the debt to have been in-
curred for the purchase of assets used in the
business.!’ This requirement should pose no
problem for most farmers.

The second difference is that for debts
discharged in bankruptcy, the debtor has
the choice of whether to first reduce the
basis of depreciable assets, or to first reduce
other tax attributes.’* The qualified busi-
ness indebtedness rules require the taxpayer
to reduce the basis of depreciable assets. *

This difference has only a little practical
significance because it is often advan-
tageous to reduce the basis of depreciable
assets rather than other tax attributes, Even
it reducing other tax attributes is pre-

ferable, the disadvantage of reducing the
basis of depreciable assets is not great.

In some cases, the third difference can
have a significant effect. In the case of
bankruptcy and insolvency, discharged debt
is not included in gross income even if there
are no tax attributes to be reduced.

The qualified business indebtedness rules
allow forgiven debt to avoid recognition as
income only to the extent of the debtor’s
basis in depreciable assets.’* Beyond that
amount, the debtor must include forgiven
debt in income.

Furthermore, in the case of bankruptcy
or insolvency, the debtor’s basis in all of his
or her assets cannot be reduced below his or
her total debts after the discharge.’” The
combination of these rules means that the
qualified business indebtedness rules re-
quire some debtors to recognize more in-
come, as well as pay a higher price for the
income that is recognized.

Example No. ¢

To illustrate these differences, assume a
taxpayer has $400,000 in qualified business
indebtedness, $300,000 in assets, $75,000 in
net operating losses and $50,000 of basis in
depreciable assets.

If $175,000 of debt is discharged in bank-
ruptcy, no income will be reported, and the
taxpayer's net operating loss will be reduced
to zero. The difference between the debt
discharged and the tax attributes ($175,000
— $75,000 = $100,000) will never be in-
cluded in income.

In contrast, if the same $175,000 of debt
is forgiven outside of bankruptcy, the first
$100,000 will be treated under the insolven-
cy rules. The debtor would not report that
$100,000 as income, but would reduce net
aperating losses to zero. The basis of the
depreciable assets would not be reduced as
a result of the forgiveness of the first
$100,000 of debt since the insolvency rules
do not require a reduction of basis below
the total debt after the forgiveness.

The next $75,000 of debt that is forgiven
is subject to the qualified business in-
debtedness rules because the debtor was no
longer insolvent when that debt was for-
given. Under those rules, the debtor has a
choice with respect to $50,000 of the debt
that is forgiven. That $50,000 can be re-
ported as income, or the basis in the
debtor’s depreciable assets can be reduced
to zero. The debtor has no choice with
respect to the remaining $25,000 of debt
that was forgiven — it must be reported as
income.

Therefore, by choosing bankruptcy, the
debtor can avoid the recognition of all the
income, and loses only $75,000 of tax at-

tributes. If bankruptcy is not chosen, the
debtor must recognize at least $25,000 of in-
come, then lose at least $75,000 of tax at-
tributes. In addition, the taxpayer must
recognize an additional $50,000 of income,
or give up another $50,000 of basis.

Reduce the Basis of Depreciable Assets
First

In the case of debts discharged in bank-
ruptcy or debts forgiven while the debtor is
insolvent, the debtor has a choice about
how to pay the price for the non-recogni-
tion of income. One option is to pay the
price by reducing the following tax at-
tributes in the order listed below.*®

1. Net operating losses.

2. Credit carryovers (Credit reduced by
50 cents for each $1 of debt discharged).

a. Regular investment credit.

b. WIN credit.

¢. Jobs credit.

d. Alcoho! fuel credit.

e. Investment credit for research expen-
ditures. i

3. Capital loss carryovers,

4, Basis of assets (But not below the total
debt of the debtor after the forgiveness).

5. Foreign tax credit carryovers.

The other option is to first reduce the
basis of depreciable assets of the debtor.?® If
that reduction in basis does not absorb all
of the discharged debt, the other attributes
must be reduced beginning at the top of the
itemns listed above,

The option that is chosen by a debtor will
make the difference only if there will be
some tax attributes remaining after all the
discharged debt is absorbed. In that case,
the option that is best for the debtor will de-
pend upon the pattern of his or her income
in the succeeding vears.

The advantage of electing to reduce the
basis ol depreciable property first is that
other tax attributes that will provide a tax
benefit in the tollowing year (such as net
operating losses or investment credit) may
be preserved. The basis in depreciable prop-
erty provides a tax benefit that is spread
over the depreciable life of the asset.

Preserving the other tax attributes will
not be an advantage if the debtor’s income
will be higher in later years when the de-
preciation could be claimed. The disadvan-
tage of electing to reduce the basis of de-
preciable assets first is that the limit on re-
duction in basis (i.e., the rule that the deb-
tor's basis in all assets cannot be reduced
below the debtor's total indebtedness after
the forgiveness of debt) will not apply to the
reduction of the debtor's basis in de-
preciable property.'® Therefore, the election
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INCOME TAX OPTIONS

CONTINUED FROM PAGE $

could increase the price paid by the debtor
for the non-recognition of income.

Two Short Tax Years

If the debtor elects to declare bank'ruptcy
under either Chapter 7 or Chapter 11 of the
Bankruptcy Code, and has property that is
not exempt, 'he or she will have two options
with respects to choosing a tax year.

One option is to continue with the same
tax year that would have been used if there
were no bankruptcy. The other option is to
divide the tax year that would have been us-
ed (if there were no bankruptcy) into two
shart years.’' The first of the short years
ends the day before bankruptcy, and the
second short year begins on the day of
bankruptcy.

The option that is chosen may have an ef-
fect on whether the debtor or the bankrupt
estate pays the taxes, as well as on when and
how much of the debtor’s tax attributes are
absorbed.

Who Pays the Taxes. Since the bankrupt
estate is responsible for all of the debtor’s
liakilities at the time of bankruptcy, income
taxes that accrue before the date of bank-
ruptcy become a debt of the estate.’?

Consequently, the election to end a tax
year before the day of bankruptcy will
cause the taxes on the income earned to that
point in time to become a debt of the bank-
ruptcy estate. Since income taxes are a pri-
ority item in bankruptcy, they will be paid
before other debts that may be discharged?’

If the election of two short years is not
made, the tax on the income earned during
the debtor’s tax year in which bankruptcy
occurs will accrue after the date of bank-
ruptcy and will, therefore, not become a
debt of the estate.

Example No. §

As an illustration, assume a farmer who
is a calendar year taxpayer is in financial
difficulty and sells some assets in January
to pay debts. On March 1, he decides to de-
clare bankruptcy. If he does not elect two
short tax years, the gain he realized on the
sale of the assets will be included on the re-
turn he files for the full year. Those taxes
will not be a debt of the bankruptcy estate.

If he elects two short tax years, the. in-
come taxes on the gain from the sale of the
assets will accrue before bankruptcy was de-
clared. Therefore, the taxes on the gain will
become a debt of the bankruptcy estate.

Absorption of Attributes. The debtor’s
selection of a single tax year or two short
tax years will also affect the amount of tax
attributes that pass from the debtor to the
bankrupt estate. The rule is that the bank-
rupt estate receives the tax attributes of the
debtor as of the beginning of the tax year in
which bankruptcy occurred.**

Therefore, if the debtor chooses a smgle
tax year, the attributes that he or she has at

the beginning of that year will pass to the
bankrupt estate, and cannot be used by the
debtor on the tax return for that year.

If the debtor chooses two short tax years,
the attributes do not pass to the bankrupt
estate until the beginning of the second
short year. Therefore, the debtor can apply
the tax attributes on his or her return for
the first short year.

If the debtor has income before the date
of bankruptcy, it is usually to the debtor’s
advantage to choose two short years. By
doing so, the debtor not only makes the
taxes on that income a debt of the estate,
but will reduce the amount of taxes owed
on that income.

The reduction of the taxes is an advan-
tage to the debtor if the estate does not have
enough assets to pay the tax because the
taxes will not be discharged in
bankruptcy,** and will become a debt of the
debtor when the bankruptcy estate is clos-
ed. The cost to the debtor of applying the
tax attributes to his or her own return by
electing two short years is a potential re-
duction in the amount of tax attributes that
pass from the bankrupt estate back to the
debtor when the estate is closed.

If the bankrupt estate would absorb all
the tax attributes anyway, the use of the at-
tributes in the debtor’s first short year will
have no effect on the attributes that are
passed back to the debtor.

Conclusion
Tax planning is as important for farmers

in financial distress as it is for those who .

have a lot of profit. Income tax conse-
quences are triggered by the sale of assets
and by the forgiveness of debts.

" The farmer’s choice of whether or not to
declare bankruptcy will affect his or her in-
come taxes. If bankruptcy is chosen, the
farmer can further affect his or her income

* tax liability by electing to reduce the basis

of depreciable assets before reducing other
tax attributes, and by choosing two short
tax years rather than the farmer’s regular
tax year.

The farmer should carefully consider the
effect of each of the above choices because
they can have a significant effect on both
the taxes due for the year of bankruptcy as
well as the taxes due in the years following
bankruptcy.
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Antitrust appeal
accepted

In the September issue of Agricultural Law
Update, a report was made on an antitrust
ruling in the beef industry (See p. 6).

This decision has been appealed, and the
Supreme Court has granted review. Cargill
Inc. v. Monfort of Colorado Inc., Case No.
85-473 (54 U.S.L.W. 3446 (1986)).

The appellant has raised issues concern-
ing whether a competitor fearing heighten-
ed competition is entitled to an injunction,
and whether a court may condemn a merger

that increases concentration within the beef

industry without considering competition
from immediately adjacent industry seg-
ments or other factors that prevent non-
competitive behavior.

— Terence J. Centner
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Today, with fixed rate mortgages available for under 10 per-
cent for the first time in ages, every sector of the real estate in-
dustry is partaking in the biggest financing boom in eight years.

Because of the sheer volume of new loans and refinancing ap-
plications, mortgage loan officers are getting difficult to see. In
many places, borrowers can't just walk in off the street and ex-
pect to speak to a loan officer. Some lenders are requiring ap-
pointments three to five weeks in advance. If you are not an es-
tablished customer, some mortgage bankers are advising people
refinancing mortgages to go elsewhere. A few even require
“reservation fees” that can be applied against closing costs in
order to weed out half-hearted borrowers.

Even lenders who don't have difficulty coping with the in-
creased volume of mortgage applications are finding that it
takes three to five weeks longer to close morigages because ap-
praisers, attorneys, title companies, and credit bureaus are
swamped.

Because of the chaos in the refinancing sector especially, it is
worth keeping a few key points in mind. Conventional wisdom
says that it is worth refinancing your home if you can get a rate
about two points below your current mortgage and recover the
costs of refinancing within two to five years. With many buyers
currently holding 13, 14 and 15 percent morigages written just
two or three years ago, the arithmetic of refinancing has become
appealing.

For example, a homeowner with a 30-year, fixed-rate mort-
gage for $80,000 at 13 percent would pay $884.96 per month.
Refinancing the entire amount at 10 percent reduces that
monthly payment to $702.06, for a monthly savings of $182.90.
Assuming closing costs of $3,200, it would take only 18 months
to recoup those costs. That is precisely why the system is now so
overloaded that in some areas it is beginning to break down. In
the metropolitan Twin Cities area for example, appraisals are
running 6 to 12 weeks behind schedule for VA loans, 48
weeks behind for FHA loans and 4 to 6 weeks behind for con-
ventional loans.

Some mortgage companies are so jammed with applications
that they are no longer offering a 60-day guarantee on interest
rates for refinancing because they can't be sure that the ap-
praisal and other necessary preliminary work will be done in
time.
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REFINANCING YOUR HOME?
BE READY FOR DELAYS

With the current high level of business in mind, the following
points are important to remember:
~ (1) When shopping for a mortgage or for refinancing, clos-
ing costs and points should be checked as carefully as the inter-
est rate. It is often these associated costs which determine
whether a refinancing package makes sense for you.

(2) Be aware that the typical 60-day guaraniee on interest
rates, or ““lock-in" agreement may not be available, that it may
expire before your application is completely processed, or that
it may prevent your taking advantage of any further decrease in
interest rates.

(3) Remember that once you have begun the application

process with one morigage company, you may not be able to
transfer your mortgage application, credit history or appraisal
to another lender. Be prepared to stick with the lender you begin
the process with or to pay additional expenses if you start all
over again with another mortgage company.
_ (4) Be aware that once your morigage is completed, it may
immediately be sold or transferred to another company in an-
other state. Some borrowers are unpleasantly surprised to find
that they are sending their monthly payments to Dallas or Phila-
delphia rather than to their neighborhood mortgage banker.

(5) Finally, be prepared to wait. The log jam in the morigage
banking industry has led to substantial delays in the processing
of mortgage applications. ’

Further information about the mortgage application process
and the current situation may be available from the Morigage
Bankers Association of Minnesota, 666 Transfer Road, St.
Paul, Minnesota 55144. For general information about mort-
gage refinancing, contact the Attorney General's Commerce
Division. 1100 Bremer Tower. 7th Place and Minnesota Street,
St. Paul, Minnesota 55101, (612) 296-9412.
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NEW RIGHTS FOR MORTGAGE BORROWERS

The 1986 Minnesota Legislature adopted a new law which
provides a number of rights and protections for Minnesota
homeowners whose mortgages establish escrow accounts or
who are not currently in possession of the abstracts of title to
their real property. The new legislation responds to a variety of
consumer complaints generated by the numerous recent trang-
fers of the servicing of mortgages on Minnesota real estate to
large institutional servicing companies, which are generally lo-
cated outside Minnesota.

In the past two years, several of Minnesotd’s largest mortgage
lenders have sold or transferred their rights to service mortga-
gees, which they made to Minnesota homeowners, (o institu-
tions in California and other states. The transfers have caused
serious communications problems for some borrowers, who
were unable to determine the correct amount of their monthly
payments and whether their real estate taxes and homeowners
insurance premiums were properly paid. In many instances,
borrowers were simply unable to contact the new servicing
company or to obtain a timely response to their inquiries.

Under the new law, which takes effect on August 1, if a lender
sells the rights to collect payments to a mortgage on residential
Minnesota real estate, the lender must notify the borrower of the
sale within 10 days. In addition, a detailed financial breakdown,
specifying the monthly payment amount, interest rate, and cur-
rent escrow account balance, must be provided.

The new lender, who will be receiving payments in the future,
is also subject to several requirements. First, it must issue cor-
rected coupon or payment books, if they are used. Second,
within 20 days after the first payment to the new lender is due,
notice of the name, address and telephone number of the person
from whom the borrower can receive information regarding
servicing of the morigage must be provided. The new lender
must also provide, within the 20 days, information regarding
any changes in the mortgage, including changes in payment or
€SCrow requirements.

The new law also provides several rights for homeowners
whose mortgages establish escrow accounts for the payment of
real estate taxes or insurance. Under the law, tax and insurance
payments must be made by the lender in a timely manner, except
where there are not sufficient funds in the escrow account to
make the payments. If there are insufficient funds in the escrow
account, the lender is required to promptly notify the borrower
of the shortage. Lenders who fail to make tax and insurance pay-
ments on time are liable to the borrower for any actual damages
suffered by the failure to pay.

Another feature of the new law responds to problems raised
by the loss or misplacing of abstracts of title on Minnesota real
estate. The new law replaces a 1984 law which required that ab-
stracts on Minnesota real estate be stored within Minnesota.

Most real estate in Minnesota is what is referred to as *ab-
stract” property. In the case of abstract property, title is nor-
mally established by review of an abstract, which is a lengthy
legal document summarizing all purchases and sales of a parcel
of real estate over the years, as well as any liens or en-
cumbrances on the property. If an abstract should become lost
or misplaced, it will be impossible to sell or mortgage the prop-
erty until a new abstract has been prepared, often at a cost of
$1,000 or more. While the abstract is generally regarded as the
property of the homeowner, typically abstracts on mortgaged
property are retained by the mortgage lender or a title insurance
company until the mortgage has been paid in full. With the re-
cent rash of transfers of mortgage servicing rights, some ab-
stracts have become lost or misplaced. Oftentimes, it is the
homeowner, unable to establish which party last had possession
of the abstract, who is required to pay the cost of preparing a
new abstract to complete a sale or refinancing transaction.

Under the new law, a lender or title company holding an ab-
stract of title on Minnesota real estate must transfer the abstract
to the owner of the property or to the mortgage borrower before
August 1, 1987. After August 1, 1987, all abstracts are required
to be provided to the owner or borrower at the time of closing. A
title company or lender which fails to comply with the new law
must pay the cost of preparing a new abstract.

Homeowners who receive possession of their abstracts under
the new law will be responsible for the care and safekeeping of
the document. Because of the high cost of replacement, ab-
stracts should generally be stored in a safe, fireproof area, such
as a safety deposit box.

Further information about these new rights for homeowners
of mortgaged or abstract property can be obtained by contacting
the Attorney General's Commerce Division, 1100 Bremer
Tower, Seventh Place at Minnesota Street, Saint Paul, Minne-
sota 55101, (612) 296-9412.
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