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Reference: RD Instruction 4279-B, Section 4279.131(b) & (e)

USDA looks to the lender to assure that loans are fully secured. USDA does a review of the proposed collateral for the loan to satisfy itself that the security will be adequate.

In establishing collateral value, the value is discounted by a factor. Some USDA, Rural Development States consider the following discounts to be in keeping with sound loan-to-value policy:

· Real Estate: Normally 80% of the current appraised value 
· Chattels: 80% or less of the current appraised value. 60-70% is typical. 
· Inventory: 60% or less of book value. Normally less. 

· Accounts Receivable (A/R):  60% or less of book value.  Normally less.  Exclude all A/R over 90 days past due; exclude all A/R from owners, officers, employees or affiliates. 

· Personal guarantees: No value is given to them in this test. 
· Insurance: No value is given to insurance in this test. 

Additional factors used in determining the discount factor.

· Lien position 

· The marketability of the collateral 

· The degree to which the collateral is highly specialized or single purpose 

· The age and condition of the collateral 

Loans to acquire real property or chattels -  The value attributed to the assets being acquired is included in the calculation.

Working capital loans - These loans must be adequately secured based on assets already owned by the business. The value of inventory and accounts receivable to be acquired with such loans will normally not be considered. 

Collateral

· Collateral must have documented value sufficient to protect the interest of the lender and the Agency and, except as set forth in paragraph (b)(2) of this section, the discounted collateral value will normally be at least equal to the loan amount. Lenders will discount collateral consistent with sound loan-to-value policy. 

· Some businesses are predominantly cash-flow oriented, and where cash flow and profitability are strong, loan-to-value coverage may be discounted accordingly. A loan primarily based on cash flow must be supported by a successful and documented financial history. 

Lien priorities. The entire loan will be secured by the same security with equal lien priority for the guaranteed and unguaranteed portions of the loan. The unguaranteed portion of the loan will neither be paid first nor given any preference or priority over the guaranteed portion. A parity or junior position may be considered provided that discounted collateral values are adequate to secure the loan in accordance with paragraph (b) of this section after considering prior liens.
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