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RD I nstruction 1980-D

PART 1980 - GENERAL
Subpart D - Rural Housing Loans

§1980. 301 | ntroduction.

(a) Policy. This subpart contains regulations for single famly Rura
Housi ng (RH) | oan guarantees by the Rural Housing and Comunity

Devel opnent Service (RHCDS) and applies to |l enders, borrowers, and other
parties involved in making, guaranteeing, servicing, holding or
iquidating such loans. Any processing or servicing activity conducted
pursuant to this subpart involving authorized assistance to RHCDS

enpl oyees, menbers of their famlies, known close relatives, or business
or close personal associates is subject to the provisions of subpart D
of part 1900 of this chapter. Applicants for this assistance are
required to identify any known rel ationship or association with an RHCDS

enpl oyee.

(b) Program objective. The basic objective of the guaranteed RH | oan
programis to assist eligible househol ds in obtaining adequate but
nodest, decent, safe, and sanitary dwellings and related facilities for
their own use in rural areas by guaranteei ng sound RH | oans whi ch

ot herwi se woul d not be made wi thout a guarantee. Cuarantees issued
under this subpart are limted to | oans to applicants with incomes that
do not exceed income linmts as provided in exhibit C of RD Instruction
1980-D (avail able in any RHCDS office).

(c) Program adm nistration. The guaranteed RH | oan programis
admi ni stered by the Admi nistrator through a State Director who serves
each State through District Directors and County Supervisors. The loca
contact person and focal point for |oan processing and | oan servicing
shal | be designated by the State Director. The State Director is
responsi ble for determining the eligibility of Ienders within their
jurisdiction. The Administrator shall determine the eligibility of

mul ti-State or national lenders. State Directors shall not issue

suppl enents to this subpart wthout the prior approval of the Assistant
Admi ni strator, Housing, except as specifically provided in this subpart.

DI STRI BUTI ON: WSDC Guar ant eed Loans
Cener al
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RD I nstruction 1980-D
§1980. 301 (Con.)

(d) Nondiscrinmination. Loan guarantees and services provi ded under
this subpart are subject to various civil rights statutes. Assistance
shall not be denied to any person or applicant based on race, sex,

nati onal origin, color, fanmlial status, religion, age, or physical or
mental disability (the applicant must possess the capacity to enter into
a legal contract for services). The Consumer Protection Act provides
that the applicant may not be deni ed assi stance based on receipt of

i ncome from public assistance or because the applicant has, in good
faith, exercised any right provided under the Act.

§1980. 302 Definitions and abbreviations.

(a) The followi ng definitions are applicable to RH | oans:

Agency. Rural Housing and Conmunity Devel opment Service (RHCDS)
Applicant. The party applying to a Lender for a |oan.

Approval official. An RHCDS enpl oyee with del egated | oan approva

aut hority under subpart A of part 1901 of this chapter consistent with
t he amount and type of | oan considered.

Borrower. Collectively, all parties who applied for and received a
speci fic guaranteed | oan froman eligible Lender

Coapplicant. An adult nenber of the household who joins the applicant
in applying to a lender for a |oan.

Conditional commitnment. RHCDS s notice to the Lender that the materia
it has subnmitted is approved subject to the conpletion of all conditions
and requirements set forth in the notice.

Devel opnent standard. The current edition of any of the nodel building,
pl unmbi ng, nechani cal, and el ectrical codes listed in exhibit Eto
subpart A of part 1924 of this chapter applicable to single famly
residential construction or other simlar codes adopted by RHCDS for use
in the State.



§1980. 302 (a) (Con.) RD I nstruction 1980-D

Di sabl ed person. A person who is unable to engage in any substantially
gai nful activity by reason of any medically determn nabl e physical or
ment al i npai rnment expected to result in death or which has lasted or is
expected to last for a continuous period of not |ess than 12 nonths.
The disability is expected to be of long or indefinite duration;
substantially inpede the person's ability to live independently; and is
of such a nature that the person's ability to live independently could
be i mproved by nore suitable housing conditions. |In the case of an

i ndi vi dual who has attained the age of 55 and is blind, disability is
defined as inability by reason of such blindness to engage in
substantially gainful activity requiring skills or abilities conparable
to those of any gainful activity in which the individual has previously
engaged with sone regularity over a substantial period of time. Receipt
of veteran's benefits for disability, whether service-oriented or

ot herwi se, does not automatically establish disability. A disabled
person al so includes a person with a devel opnental disability. A

devel opnental disability neans a severe, chronic disability of a person
whi ch:

(1) 1Is attributable to a nental or physical inmpairment or a
conbi nati on of nental and physical inpairnents;

(2) 1s manifested before the person attains age 22;
(3) Is likely to continue indefinitely;

(4) Results in substantial functional limtations in one or nore of
the following areas of major life activity:

(i) Self-care,
(ii) Receptive and expressive | anguage,
(iii) Learning,
(iv) Mobility,
(v) Self-direction,
(vi) Capacity for independent |iving, and
(vii) Econom c self-sufficiency; and
(5) Reflects the person's need for a conbination and sequence of

speci al care, treatnent, or other services which are of lifelong or
ext ended duration and are individually planned and coordi nat ed.

(06-21-95) SPECI AL PN



RD I nstruction 1980-D
§1980. 302 (a) (Con.)

Di spl aced honenmaker. An individual who is an adult; has not worked
full-time full-year (2,080 hours) in the |abor force for a nunber of
years but has during such years worked primarily wi thout remuneration to
care for the hone and famly; and is unenployed or underenpl oyed and is
experiencing difficulty in obtaining or upgradi ng enpl oynent.

Elderly family. An elderly famly consists of one of the follow ng:

(1) A person who is the head, spouse, or sole nenber of a household
and who is 62 years of age or older or who is disabled and is the
appl i cant/borrower or the coapplicant/coborrower; or

(2) Two or nore unrelated elderly (age 62 or older), disabled
persons who are living together, at |east one of whomis the
appl i cant/ borrower or coapplicant/coborrower; or

(3) Inthe case of a fam|ly where a deceased borrower/

coborrower or spouse was at |east 62 years old or disabled, the
survi ving househol d nmenbers shall continue to be classified as an
"elderly famly" for the purpose of deternining adjusted income even
t hough the surviving menbers may not neet the definition of elderly
fam |y on their own, provided:

(i) They occupied the dwelling with the deceased fanily nenmber
at the tinme of his/her death; and

(ii) 1If one of the surviving nmenbers is the spouse of the
deceased family menber, the surviving famly shall be
classified as an elderly famly only until the remarriage of
t he surviving spouse; and

(iii) At the time of death, the dwelling of the deceased
fam |y menber was financed under Title V of the Housing Act of
1949, as anended.

Eligible lender. A Lender neeting the criteria outlined in §1980. 309 of
this subpart who has requested and recei ved RHCDS approval for
participation in the program

Existing dwelling. A dwelling which has been conpleted for nore than 1
year as evidenced by an occupancy permt or a sinilar docunent.

Extended fanmily. A family unit conprised of adult relatives who |ive
together with the other nenmbers of the household, for reasons of

physi cal dependency, econonics, and/or social custom who, under other

ci rcunmst ances, could maintain separate households. A typical example is
parents living with their adult children.

4



1980. 302 (a) (Con.) RD I nstruction 1980-D

Federal National Mrtgage Association (Fannie Mae) rate. The rate
aut horized in exhibit B of subpart A of part 1810 of this chapter (RD
Instruction 440.1, available in any RHCDS office).

Fi nance O fice. The office which maintains RHCDS' s financial records.

First-time honebuyer. Any individual who (and whose spouse) has had no
present ownership in a principal residence during the 3 year period
ending on the date of purchase of the property acquired with a
guaranteed | oan under this subpart. A first-time homebuyer includes

di spl aced honemakers and single parents even though they mi ght have
owned, or resided in, a dwelling with a spouse. This definition is used
to determ ne RHCDS processing priority in accordance with 81980. 353 of
this subpart.

Guaranteed |l oan. A loan nade, held, and serviced by a Lender for which
RHCDS has entered into an agreenent with the Lender in accordance wth
this subpart.

Househol d or family. The applicant, coapplicant, and all other persons
who will make the applicant's dwelling their primary residence for al

or part of the next 12 nonths. The tenporary absence of a child from
the hone due to placerment in foster care shall not be taken into account
in considering famly conposition and size. Foster children placed in
the borrower's hone and live-in aides shall not be counted as nenbers of
t he househol d.

Interest assistance. Loan assistance paynments nade by RHCDS to the
Lender on behal f of the borrower.

Lender. The organization naking, holding, and/or servicing the |oan

whi ch i s guaranteed under the provisions of this subpart. The Lender is
al so the party requesting the guarantee. The Lender includes an entity
pur chasi ng an RHCDS guaranteed | oan. A purchasing Lender acquires al
the privileges, duties, and responsibilities of the originating Lender
The Lender is primarily responsible for originating, underwiting,

servicing, and, where necessary, liquidating the |oan and disposing of
the property in a manner consistent with maxi m zing the Government's
i nterest.

Lender agreenment. Form RD 1980-16, "Agreenment for Participation in
Singl e Fam |y Housi ng Guaranteed/ | nsured Loan Programs of the United
States Government," is the signed master agreenent between RHCDS and t he
Lender setting forth the Lender's | oan responsibilities for |oan
processi ng and servicing guaranteed RH | oans.
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RD I nstruction 1980-D
§1980. 302 (a) (Con.)

Lender record change. Form RD 1980-11, "Cuaranteed Rural Housing Lender
Record Change," is the Lender's notice to RHCDS of a change of Lender or
a change of servicer.

Li quidation. Liquidation of the |oan occurs when the Lender acquires
title to the security, a third party buys the property at the

forecl osure sale, or the borrower sells the property to a third party in
order to avoid or cure a default situation with the prior approval of
the Lender and RHCDS. |In States providing a redenption period, the
Lender does not typically acquire title until after expiration of the
redenpti on peri od.

Li qui dati on expense. The Lender's cost of liquidation including those
costs that do not qualify as a protective advance.

Loan note guarantee. Form RD 1980-17, "Loan Note Guarantee," is the
signed conmitment issued by RHCDS setting forth the terms and conditions
of the guarantee.

Manuf actured hone. A structure built to the Federal Munufactured Home
Construction and Safety Standards and RHCDS thermal requirenents.

Master interest assistance agreenment. Form RD 1980-12, "Master Interest
Assi stance and Shared Equity Agreenent with Prom ssory Note," is the
agreement between RHCDS, the borrower, and the Lender which provides the
basi s for paynent of interest assistance and shared equity.

M nor. A person under 18 years of age. Neither the applicant,
coapplicant, or spouse may be counted as a mnor. Foster children

pl aced in the borrower's home are not counted as minors for the purpose
of determ nation of annual or adjusted incormre.

Net fam |y assets. | ncl ude:

(1) The value of equity in real property, savings, individua
retirement account's (IRA), demand deposits, and the market val ue of
stocks, bonds, and other forms of capital investnents, but exclude:

(i) Interests in Indian Trust | and,

(ii) The value of the dwelling and a m ni mum adequate site,



§1980. 302 (a) (Con.) RD I nstruction 1980-D

(iii) Cash on hand which will be used to reduce the amunt of
t he | oan,

(iv) The value of necessary items of personal property such as
furniture and autonobiles and the debts agai nst them

(v) The assets that are a part of the business, trade, or
farm ng operation in the case of any menber of the househol d
who is actively engaged in such operation, and

(vi) The value of a trust fund that has been established and
the trust is not revocable by, or under the control of, any
menber of the household, so long as the funds continue to be
held in trust.

(2) The value of any business or househol d assets disposed of by a
menber of the household for less than fair market value (including
di sposition in trust, but not in a foreclosure or bankruptcy sale)
during the 2 years preceding the date of application, in excess of

t he consideration received therefore. |In the case of a disposition
as part of a separation or divorce settlenent, the disposition shal
not be considered to be less than fair market value if the househol d
menber receives inmportant consideration not neasurable in dollar
terns.

Net proceeds. The proceeds remaining fromthe property after it is sold
or its net value as determined in accordance with this subpart. The
determ nati on of net proceeds depends upon whether the property is sold
or acquired by the Lender. Net proceeds may be determ ned using the
apprai sed val ue and subtracting authorized deducti ons when the Lender
acquires the property.

Protective advance. Advances made by the Lender when the borrower is in
liquidation or otherwise in default to protect or preserve the security
itself fromloss or destruction.

Qualifying incone. The anpunt of the applicant's incone which the

| ender determ nes is adequate and dependabl e enough to consider for
repaynent ability. This figure may be different fromthe adjusted

i ncome which is used for RHCDS programeligibility. Qualifying incone
is typically less than adjusted i ncone unless the applicant has incone
fromthe sources listed in §1980.347(e) of this subpart.

Rural area. An area neeting the requirements of 81980.312 of this
subpart. Rural areas are designated on naps avail able in the RHCDS
of fice servicing that area
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RD I nstruction 1980-D
§1980. 302 (a) (Con.)

Single parent. An individual who is unmarried or legally separated from
a spouse and has custody or joint custody of one or nmore ninor children
or is pregnant.

State Director. Director of RHCDS prograns within a State Ofice area.

Veteran. A veteran is a person who has been discharged or rel eased from
the active forces of the United States Army, Navy, Air Force, Marine
Cor ps, or Coast CGuard under conditions other than di shonorabl e discharge
i ncluding "cl emency di scharges" and who served on active duty in such
forces:

(1) fromApril 6, 1917, through March 31, 1921;

(2) from Decenber 7, 1941, through Decenber 31, 1946;

(3) from June 27, 1950, through January 31, 1955; or

(4) for nore than 180 days, any part of which occurred after January
31, 1955, but on or before May 7, 1975.

(b) The follow ng abbreviations are applicable to this subpart:
Fanni e Mae - Federal National Mdrtgage Associ ation.
FCS - Farm Credit Servi ce.
EHA - Federal Housing Adnministration.
Freddi e Mac - Federal Home Loan Mortgage Corporation.
G nnie Mae - CGovernment National Mrtgage Association.
HUD - Departnment of Housing and Urban Devel opnent.
IRS - Internal Revenue Service.
MCGCs - Mortgage Credit Certificates.
PITI - Principal, Interest, Taxes, and |nsurance.
RHCDS - Rural Housing and Community Devel opnent Service.

URAR - Uni form Residential Appraisal Report.

VA - Departnent of Veterans Affairs.
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§81980. 303 - 1980.307 [Reserved]

§1980.308 Full faith and credit.

The | oan note guarantee constitutes an obligation supported by the ful
faith and credit of the United States and is incontestable except for fraud or
nm srepresentati on of which the Lender has actual know edge at the tine it
becomes such Lender or which the Lender participates in or condones.

M srepresentation includes negligent msrepresentation. A note which provides
for the paynent of interest on interest shall not be guaranteed. Any
guarantee or assignment of a guarantee attached to or relating to a note which
provides for the payment of interest on interest is void. Notwthstanding the
prohi bition of interest on interest, interest may be capitalized in connection
with reanortization over the remaining termwith witten concurrence of RHCDS
The [ oan note guarantee will be unenforceable to the extent any loss is

occasi oned by violation of usury |aws, negligent servicing, or failure to
obtain the required security regardl ess of the tine at which RHCDS acquires
know edge of the foregoing. Negligent servicing is defined as servicing that
is inconsistent with this subpart and includes the failure to performthose
servi ces which a reasonably prudent Lender would performin servicing its own
| oan portfolio of |oans that are not guaranteed. The termincludes not only
the concept of a failure to act, but also not acting in a timely manner or
acting contrary to the manner in which a reasonably prudent Lender woul d act
up to the time of loan maturity or until a final loss is paid. Any |osses
occasioned will be unenforceable to the extent that |oan funds are used for
pur poses ot her than those authorized in this subpart. Wen the Lender
conducts liquidation in an expeditious manner, in accordance with the

provi sions of 8§1980.374 of this subpart, the | oan note guarantee shall cover
interest until the claimis paid within the limt of the guarantee.

§1980. 309 Lender participation in guaranteed RH | oans.

(a) Qualification. The follow ng Lenders are eligible to participate
in the RHCDS guaranteed RH | oan program upon presentation of evidence of
sai d approval and execution of Form RD 1980-16.

(1) Any State housi ng agency;

(2) Any Lender approved by HUD as a supervi sed or nonsupervised
nort gagee for subm ssion of one to four fanmily housing applications
for Federal Housing Mrtgage |nsurance or as an issuer of G nnie Me
nort gage backed securities;
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RD I nstruction 1980-D
§1980. 309 (a) (Con.)

(3) Any Lender approved as a supervised or nonsupervi sed nortgagee
for the VA

(4) Any Lender approved by Fannie Mae for participation in one to
four fam |y nortgage | oans;

(5) Any Lender approved by Freddie Mac for participation in one to
four fam |y nortgage | oans;

(6) An FCSinstitution with direct |ending authority; and

(7) Any Lender participating in other RHCDS, Rural Business and
Cooperative Devel opment Service, Rural Uilities Service, and/or
Consol i dated Farm Servi ce Agency guarant eed | oan prograns.

(b) Lender approval. A Lender listed in paragraph (a) of this section
must request a determ nation of eligibility in order to participate as
an originating Lender in the program Requests may be made to the State
Ofice serving the State jurisdiction or to the National Ofice when
multiple State jurisdictions are invol ved.

(1) The Lender must provide the follow ng information to RHCDS

(i) Evidence of approval, as appropriate, for the criteria
under paragraph (a) of this section, which the Lender neets.

(ii) The Lender's Tax ldentification Number.

(iii) The nane of an official of the Lender who will serve as
a contact for RHCDS regarding the Lender's guaranteed | oans.

(iv) Alist of nanes, titles, and responsibilities of the
Lender's principal officers.

(v) An outline of the Lender's internal |loan criteria for

i ssues of credit history and repaynent ability and a copy of
the Lender's quality control plan for nonitoring production and
servicing activities.

(vi) An executed Form AD 1047, "Certification Regarding

Debar nent, Suspension, or Gther Matters - Primary Covered
Transactions."

10
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(06- 21- 95)

(2)

The Lender nust agree to:

(i) Obtain and keep itself infornmed of all programregul ations
and gui delines including all anendments and revisions of
program requi renents and policies.

(ii) Process and service RHCDS guaranteed | oans in accordance
wi th Agency regul ati ons.

(iii) Permt RHCDS enpl oyees or its designated representatives
to exam ne or audit all records and accounts related to any
RHCDS | oan guar ant ee.

(iv) Be responsible for the servicing of the loan, or if the
loan is to be sold, sell only to an entity which neets the
provi sions of paragraph (a) of this section.

(v) Use forms which have been approved by FHA, Fannie Mae,
Freddi e Mac, or, for FCS Lenders, use the appropriate FCS
forms.

(vi) Maintain its approval if qualification as an RHCDS Lender
was based on approval by HUD, VA, Fannie Mae, or Freddie Mac

i ncl udi ng mai ntai ning the m ni mum al | owabl e net capital
acceptable levels of liquidity, and any required fidelity
bondi ng and/ or nortgage servicing errors and om ssions policies
requi red by HUD, VA, Fannie Mae, or Freddie Mac, as

appropri ate.

(vii) Operate its facilities in a prudent and busi ness-1like
manner .

(viii) Assure that its staff is well trained and experienced
in loan origination and/or |oan servicing functions, as
necessary, to assure the capability of performing all of the
necessary origination and servicing functions.
(ix) Notify RHCDS in witing if the Lender
(A) Ceases to neet any financial requirenents of the
entity under which the Lender qualified for RHCDS
eligibility;

(B) Becones insolvent;

11
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(C Has filed for bankruptcy protection, has been forced
into involuntary bankruptcy, or has requested an
assignment for the benefit of creditors;

(D) Has taken any action to cease operations or
di scontinue servicing or liquidating any or all of its
portfolio of RHCDS guaranteed | oans;

(E) Has any change in the Lender nane, |ocation, address,
or corporate structure;

(F) Has becone delinquent on any Federal debt or has been
debarred, suspended, or sanctioned by any Federal agency
or in accordance with any applicable State |icensing or
certification requirenents.

(c) RHCDS review for Lender eligibility. RHCDS will assure that the
Lender's request for eligibility to originate loans is conplete, that
neither the Lender nor any of its principal officers have been debarred
from doi ng business with the Governnent, and will notify the Lender

wi thin 15 cal endar days of the receipt of a request of the decision or
the need for additional information. The follow ng are the steps
required for reviewing a request for Lender eligibility:

(1) Check current "Lists of Parties Excluded from Federa

Procur enent / Nonprocurerment Prograns” to determ ne whether the Lender
or any of its principal officers have been debarred from doi ng

busi ness with the CGovernnent.

(2) Review and verify the Lender's evidence of approval under

par agraph (b) of this section. btaining the Lender's Fanni e Me,
Freddi e Mac, or FHA ID nunmber will typically be sufficient
verification.

(d) Handling applications for Lender eligibility. Upon determ nation
of a Lender's eligibility to originate | oans, RHCDS and the Lender will
execute Form RD 1980-16. The application material will be retai ned by
RHCDS for all eligible Lenders. Form RD 1980-16 establishes the
Lender's authorization for participation in the programas an
originator, servicer, or holder of RHCDS single famly nortgage | oans.
Form RD 1980- 16 shall be in effect until term nated by either the Agency
or the Lender in accordance with the terms of Form RD 1980-16 and this
subpart. The RHCDS approval official will provide newy approved
Lenders with forms needed by the Lender as outlined in exhibit A of RD
Instruction 1980-D (available in any RHCDS office) and the materials in
exhibit E of RD Instruction 1980-D (available in any RHCDS office).

12
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(e) Lender sale of guaranteed |oans. Loans guaranteed under this
subpart may be sold only to entities which neet the qualifications in
par agraphs (a) and (b) of this section or directly to Fannie Mae or
Freddie Mac. Such entities are referred to as a Lender and are to be
treated as a Lender for all purposes under this subpart. The selling
Lender shall provide the original |oan note guarantee to the purchasing
Lender. The selling Lender is responsible for reporting the sale of any
loan to RHCDS within 30 days using Form RD 1980-11, "Guaranteed Rura
Housi ng Lender Record Change." The purchasing Lender must execute a
Lender Agreenment or have a valid Lender Agreement on file with RHCDS
The purchasing Lender shall succeed to all rights, title, and interest
of the Lender under the |oan note guarantee. Any necessary or
conveni ent assignnents or other instrunents relating to the | oan and any
ot her actions necessary or convenient to perfect or record such
transaction are the responsibility of the purchasing Lender. The

pur chasi ng Lender assumes the obligations of and will be bound by and
will comply with all covenants, agreenents, terns, and conditions
contained in any note, security instrunent, |oan note guarantee, and of
any outstandi ng agreenments in connection with such | oan purchased. The
pur chasi ng Lender shall be subject to any defenses, claims, or setoffs
t hat RHCDS woul d have agai nst the Lender if the Lender had continued to
hol d the | oan.

(f) Lender responsibility. The Lender will be responsible for the
processing, servicing, and liquidation (if necessary) of the |loan. The
Lender may use agents, correspondents, branches, financial experts, or
other institutions in carrying out its responsibilities. Lenders are
fully responsible for their own actions and the actions of those acting
on the Lender's behalf.

(1) Processing. The Lender nust abide by limtations on | oan
purposes, loan limtations, interest rates, and terms set forth in
this subpart. The Lender will obtain, conmplete, and subnmit to RHCDS
the items required in 81980.353(c) of this subpart. The Lender may
utilize the services of a non-RHCDS approved Lender for originating
residential |oans. The RHCDS approved Lender is responsible for the
| oan underwriting and for obtaining the RHCDS conditiona

conmitment. The agent may close the loan in its nane provided the
loan is imediately transferred to the approved | ender to whomthe
guarantee will be issued.

13
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(2) Servicing. Lenders are fully responsible for servicing and
protecting the security for all guaranteed |oans. When servicing is
carried out by a third party, the Lender will inform RHCDS of the
name and address of the servicer

(3) Liquidation. The Lender will conplete any |iquidation of |oans
guar ant eed under the provisions of Form RD 1980-16. Loss clains
will be subnmitted on Form RD 1980-20, "Rural Housing Guarantee
Report of Loss." The loss report will be acconpani ed by supporting
information to outline disposition of all security pledged to secure
the loan. The Lender shall also effect collection of the debt from
ot her assets of the borrower to the extent possible.

(4) Counseling. Lenders are encouraged to offer or provide for
hone ownership counseling. Lenders may require first-tinme
honebuyers to undergo such counseling if it is reasonably avail abl e
in the local area. When home ownership counseling is provided or
sponsored by RHCDS or anot her Federal agency in the local area, the
Lender nust require the borrower to successfully conplete the

cour se.

(g) Mnitoring a Lender's processing and servicing of |oans. RHCDS
wi Il conduct certain reviews of the Lender's operations as provided
below. |If RHCDS determines that the Lender is not fulfilling the
obligations of Form RD 1980-16 or that the Lender fails to maintain the
required criteria, the Lender will be notified in witing of the
deficiencies and all owed a maxi mum of 30 days to correct them |If the
Lender fails to make the required corrections, RHCDS will proceed as
provi ded in paragraph(h) of this section.

(1) Loan processing review for new Lenders. RHCDS nay review | oans
devel oped by a newly eligible Lender to assure conpliance with, and
under st andi ng of, Agency regul ations. Thereafter, the Lender will
be subject to the review provided in paragraph(g)(2) of this
section.

(2) Two-year review. RHCDS will review at |east 10 percent of the
out st andi ng | oans serviced by each Lender every 2 years, or nore
often if necessary. During this review the RHCDS approval officia
will obtain a current list of the names, titles, and
responsibilities of the Lender's principal officers and evidence
that the Lender continues to meet the qualification requirenents of

paragraph (a) of this section. The review will include an
exam nation of the Lender's |oan processing and servicing as
fol | ows:

14
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(i) The incidence of first-year delinquency on | oans made by
t he Lender;

(ii) Any reviews conducted of the Lender's portfolio of RHCDS
guar ant eed | oans;

(iii) Loan servicing actions taken by the Lender

(iv) The Lender remmins in good standing and none of its
principal officers or key enpl oyees have been debarred;

(v) Any other information regarding the Lender

(3) Gher reviews. RHCDS may conduct other reviews of the Lender's
operations, as related to the RHCDS guaranteed RH | oan program when
the Administrator or State Director determines that a reviewis
needed based on factors such as | oan delinquencies, |oan |osses,
failure to submit required reports, or other such reasons related to
assuring that the Government's interest is adequately protected.

(h) Ternmination of Lender eligibility. The Lender remains eligible as
long as the Lender nmeets the criteria in paragraph (a) of this section
unl ess that Lender's status is revoked by RHCDS or by another Federa
agency. RHCDS shall revoke the eligible Lender status of any Lender who
fails to conply with requirements of paragraphs (b) or (e) of this
section. Status may also be revoked if the Lender violates the ternms of
Form RD 1980- 16, fails to properly service any guaranteed | oan, or fails
to adequately protect the interests of the Lender and the Government.

If the Lender is deternmined to be no |onger eligible, the Lender will
continue to service any outstanding | oans guaranteed under this subpart
whi ch are held by the Lender or RHCDS nmay require the Lender to transfer
the servicing of the loan. |In addition to revocation of eligible Lender
status, the Lender nay be debarred by RHCDS. |n seeking to debar the
Lender, RHCDS will conply with the provisions of RD Instruction 1940-M
(available in any RHCDS office). A Lender that has been debarred nust
obtain the services of another Lender that neets the provisions of this
subpart to service any outstanding | oans guaranteed under this subpart
whi ch are held by said Lender

15
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(i) RHCDS responsibility.

(1) Lender Agreement. The State Director will maintain the
original of FormRD 1980-16 in an operational file for each eligible
Lender. A copy of Form RD 1980-16 will al so be placed in the RHCDS
borrower's docket at the tine Form RD 1980-17, "Loan Note
Guarantee,” is issued.

(2) Oher provisions. The RHCDS contact point for Lenders
regardi ng | oan guarantees shall be the field office which serves the
area in which the security is |ocated.

§1980. 310 Loan pur poses.

The purpose of a | oan guaranteed under this subpart rmust be to acquire a
conpleted dwelling and related facilities to be used by the applicant as a
primary residence. The |oan may be to purchase a new dwelling or an existing
dwel ling. The guaranteed | oan may be for "take out" financing for a loan to
construct a new dwelling or inprove an existing dwelling when the construction
financing is arranged in connection with the | oan package. The |oan nay
i nclude funds for the purchase and installation of necessary appliances,
energy saving nmeasures, and stormcellars. Incidental expenses for tax
nmoni toring services, architectural, appraisal, survey, environnental, and
ot her technical services may be included. Subject to §1980.311 of this
subpart, eligible loan purposes al so include:

(a) Necessary related facilities such as a garage, storage shed, wal ks,
driveway, and water and/or sewage facilities including reasonable
connection fees for utilities which the buyer is required to pay.

(b) Special design features or equi pnent necessary to accomvpdate a
physi cal |y di sabl ed menber of the househol d.

(c) The cost of establishing an escrow account for real estate taxes
and/ or insurance prem uns.

(d) Title clearance, title insurance, and |loan closing; stock in a
cooperative | ending agency necessary to obtain the |oan; and, for |ow

i ncome applicants only, |oan discount points to reduce the note interest
rate fromthe rate authorized in 81980.320 of this subpart not exceedi ng
t he anmount typical for the area

(e) Provide funds for seller equity and/or essential repairs when an
exi sting guaranteed loan is to be assuned sinultaneously.
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8§1980.311 Loan limtations and special provisions.

(a) Prohibited | oan purposes. Conditional comrtments will not be
issued if loan funds are to be used for:

(1) Paynment of construction draws.

(2) The purchase of furniture or other personal property except for
essential equi pnent and materials authorized in accordance with
§1980. 310 of this subpart.

(3) Refinancing RHCDS debts, debts owed the Lender (other than
construction/devel opnent, financing incurred in conjunction with the
proposed | oan), or debts on a manufactured home.

(4) Purchase or inprovement of incone-producing |and, or buildings
to be used principally for income-producing purposes, or buildings
not essential for RH purposes, or to buy or build buildings which
are largely or in part specifically designed to accommpdate a

busi ness or income-produci ng enterprise.

(5) Paynent of fees, charges, or conm ssions, such as finder's fees
for packaging the applications or placement fees for the referral of
a prospective applicant to RHCDS

(6) Inmproving the entry of a homestead entryman or desert entryman
prior to receipt of patent.

(7) Purchase a dwelling with an in-ground sw mr ng pool

(b) Limtations. The principal purpose of the |oan, except for a
subsequent | oan to an existing borrower, must be to buy or build a
dwelling. The [oan may include additional funds in accordance with
8§1980. 310 of this subpart. The anpunt of the |oan nay not exceed the
maxi mum dollar limtation of Section 203 (b)(2) of the National Housing
Act (12 U.S.C. 1702). Each State Ofice will obtain the nost current
information fromtheir State HUD office and naintain the |listing of
maxi mum | oan anmounts for distribution to field offices and | enders.

(1) A loan for the acquisition of a newly constructed dwel ling that
neets the requirements of 8§1980.341(b) of this subpart may be nade
for up to 100 percent of the appraised value or the cost of

acqui sition and any necessary devel oprment incl udi ng those purposes
in 8§1980.310 of this subpart, whichever is |ess.
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(2) A loan for the acquisition of an existing dwelling and

devel opnent, if any, in conjunction with the acquisition of an

exi sting dwelling may be nade for up to 100 percent of the appraised
val ue or the cost of acquisition and necessary devel oprment i ncl udi ng
t hose purposes in 81980.310 of this subpart, whichever is |ess.

(3) Aloan for the acquisition of a newly constructed dwelling (a
dwel | i ng that does not neet the definition for an existing dwelling)
t hat does not neet the requirenments of 81980.341(b) of this subpart
islimted to 90 percent of the present market val ue.

(c) Subdivisions. Housing units may be financed in existing
subdi vi si ons approved by | ocal, regional, State, or Federal governnent
agenci es before issuance of a conditional commitment. The subdivision
nmust neet the requirenents of 8§1901. 203 of subpart E of part 1901 of
this chapter. An existing subdivision is one in which the |oca
governent has accepted the subdivision plan, its principal devel opnents
and right-of-ways, the construction of streets, water and water/waste

di sposal systems, and utilities; is at a point which precludes any nmjor
changes; and provisions are in place for continuous maintenance of the
streets and the water and water/waste di sposal systems. A dwelling
served by a honeowners association (HOA) may be accepted when the

proj ect has been approved or accepted by HUD, VA, Fannie Mie, or Freddie
Mac.

§1980. 312 Rural area designation.

A rural area is an area which is identified as rural by RHCDS in
accordance with 81944. 10 of subpart A of part 1944 of this chapter. Current
county maps showing ineligible areas are available in RHCDS field offices.

§1980.313 Site and building requirenents.

(a) Rural area. The property on which the |oan is nade nust be | ocated
in a designated rural area as identified in 81980.312 of this subpart.

A nonfarmtract to be purchased or inproved with |oan funds nust not be
cl osely associated with farm service buil di ngs.

(b) Access. The property nmust be contiguous to and have direct access

froma street, road, or driveway. Streets and roads nust be hard
surfaced or all-weather surface.
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(c) Water and water/waste disposal system A nonfarmtract on which a
loan is to be made nmust have an adequate water and water/waste di sposa
system and other related facilities. Water and water/waste disposa
systenms serving the site nust be approved by a state or |ocal government
agency. \Wen the site is served by a privately owned and centrally
operated water and water/waste di sposal system the system nust neet the
design requirenents of the State Department of Health or conparable
reviewi ng and regul atory agency. Witten verification must be obtained
fromthe regul atory agency that the private water and water/waste system
conplies with the Safe Drinking Water Act (42 U.S.C. 8300F et. seq.) and
the Cean Water Act (33 U S.C. 81251 et. seq.), respectively. A system
owned and/ or operated by a private party nust have a legally binding
agreement which allows interested third parties, such as the Lender, to
enforce the obligation of the operator to provide satisfactory service
at reasonabl e rates.

(d) Environmental concerns. The RHCDS approval official will conply
with the siting and environnmental requirements contained in subpart G of
part 1940 of this chapter. RHCDS State environnental coordinators wll
assure that County Supervisors are aware of the environmentally
sensitive areas.

(e) Modest house. Dwellings financed nust provide decent, safe, and
sanitary housing and be nodest in cost. A dwelling that can be
purchased with a |l oan not exceeding the maxinumdollar Iimtation of
Section 203 (b)(2) of the National Housing Act (12 U S.C. 1702) is
consi dered nodest. Generally, the value of the site rmust not exceed 30
percent of the total value of the property. Wen the value of the site
is typical for the area, as evidenced by the appraisal, and the site
cannot be subdivided into two or nore sites, the 30 percent linitation
may be exceeded.

(f) Thermal standards. Dwellings financed shall neet the standards
outlined in exhibit D of subpart A of part 1924 of this chapter except
for an existing dwelling, if docunmentation is provided to establish that
the actual cost of heating and cooling is not significantly greater than
those costs for a dwelling that neets RHCDS s thermal standards. |[If the
dwelling is excepted, only the perinmeter of the house at the band beam
and the heat ducts in unheated basenents or craw space nust be

i nsul at ed.
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(g) Existing dwelling. An existing dwelling financed nust be cost
effective to the applicant including reasonable costs of utilities and
mai nt enance for the area. Loan guarantees may be made on an existing
manuf actured hone when it neets the provisions of

paragraph (i)(2)(i) of this section.

(h) Repairs. Any dwelling financed with an RHCDS guarant ee nust be
structurally sound, functionally adequate, and placed in good repair
prior to issuance of Form RD 1980-17 except as provided in 8§1980. 315 of
this subpart.

(i) Manufactured hones. New units that neet the requirenents of
exhibit J of subpart A of part 1924 of this chapter and purchased

t hrough RHCDS approved deal er-contractors may be considered for a
guaranteed | oan under this subpart. The Lender may obtain a list of
RHCDS approved nodel s and deal er-contractors from any RHCDS office in
the area served.

(1) Loans may be guaranteed for the foll owi ng purposes when the
security covers both the unit and the |ot:

(i) Anewunit and related site devel opment work on a site
owned or purchased by the applicant which nmeets the
requirenents and limtations of this section or a |easehold
neeting the provisions of §1980.314 of this subpart.

(ii) Transportation and set-up costs for a new unit.

(2) Loans may not be guaranteed for:
(i) An existing unit and site unless it is already financed
with a Section 502 RH direct or guaranteed |oan, is being sold
from RHCDS i nventory, or is being sold fromthe Lender's
i nventory provided the Lender acquired possession of the unit
t hrough a | oan guaranteed under this subpart.
(ii) The purchase of a site without also financing the unit.
(iii) Existing debts owed by the applicant/borrower.
(iv) Awunit without an affixed certification |abel indicating

the unit was constructed in accordance with the Federa
Manuf act ured Hone Construction and Safety Standards.
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(v) Alteration or renpndeling of the unit when the initial |oan
i s made.

(vi) Furniture, including novable articles of persona
property such as drapes, beds, bedding, chairs, sofas, |anps,
tabl es, televisions, radios, stereo sets, and simlar itens.
Itens such as wall-to-wall carpeting, refrigerators, ovens,
ranges, clothes washers or dryers, heating or cooling

equi prent, or similar itens, may be financed.

(vii) Any unit not constructed to the RHCDS t hermal standards
as identified by an affixed | abel for the w nter degree day
zone where the unit will be |ocated.

8§1980. 314 Loans on | easehold interests.

A loan may be guaranteed if made on a | easehol d owned or being acquired
by the applicant when the Lender determ nes that |ong-termleasing of
honesites is a well established practice and such | easeholds are freely
mar ket abl e in the area provided the Lender determines and certifies to RHCDS
t hat :

(a) Unable to obtain fee title. The applicant is unable to obtain fee
title to the property.

(b) Unexpired term The |ease has an unexpired term of at |east
40 years fromthe date of approval

§1980. 315 Escrow accounts for exterior devel opnent.

VWhen proposed exterior devel opment work cannot be conpl eted because of
weat her and the work remaining to be done does not affect the livability of
the dwel ling, an escrow account for exterior devel opment only may be
established by the originating lender if the follow ng conditions are mnet:

(a) A signed contract and bid schedule is in effect for the
proposed exterior devel opment worKk.

(b) The contract for devel opment work nust provide for conpletion
wi thin 120 days.
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(c) The Lender agrees to obtain a final inspection report and
advi se RHCDS when the work has been conpl et ed.

(d) The escrow account must be funded in an amount sufficient to
assure the conpletion of the remaining work. This figure should be
150 percent of the cost of conpletion but may be higher if the
Lender determ nes a higher ampbunt is needed.

§1980. 316 Environnental requirenents.

The requirenents of subpart G of part 1940 of this chapter apply to | oan
guar ant ees made under this subpart. Lenders and applicants nmust cooperate
with RHCDS in the conpletion of these requirenents. Lenders must becone
famliar with these requirenents so that they can advise applicants and reduce
the probability of unacceptable applications being submtted to RHCDS. RHCDS
may require that Lenders and/or applicants obtain information for conpleting
envi ronnent al assessnents when necessary. The RHCDS approval official wll
utilize adequate, reliable information in conpletion of the environmental
review. Sources of information include, but are not limted to, the State
Nat ural Resource Managenent Cuide (available in any RHCDS of fice) and, as
necessary, the technical expertise available within the Agency as well as
ot her agenci es and organi zations to assist in the conpletion of the
envi ronnental review

§1980. 317 Equal opportunity and nondi scrim nation requirenents in use,
occupancy, rental, or sale of housing.

(a) Conpliance. Loans guaranteed under this subpart are subject to the
provi sions of various civil rights statutes. RHCDS and the Lender may
not discrimnate agai nst any person in maki ng guaranteed housi ng | oans
avail abl e, or inpose different terms and conditions for the availability
of these | oans based on a person's race, color, famlial status,
religion, sex, age, physical or mental disability, or national origin,
provi ded the applicant possesses the capacity to enter into a |l ega
contract for services. These requirements will be discussed with the
applicant, builder, devel oper, and other parties involved as early in

t he negoti ati ons as possi bl e.

(b) Reporting. |If there is indication of nonconpliance with these
requi renents, the matter will be reported by the borrower, Lender, or

RHCDS personnel to the Administrator or the Director, Equal Opportunity
Staff. Conplaints and conpliance will be handl ed by RHCDS i n accordance
with subpart E of part 1901 of this chapter.

22



§1980. 317 (Con.) RD I nstruction 1980-D

(c) Fornms and requirenents. |n accordance with Executive Order 11246,
the foll owi ng equal opportunity and nondi scrimnation forms and

requi renents are applicable when the | oan guarantee invol ves a
construction contract between the borrower and the contractor that is
nore than $10,000. The Lender is responsible for seeing that the

requi renents of paragraphs (c)(1) through (c)(5) of this section are
net :

(1) Equal Opportunity Agreenent. Before |oan closing, each
borrower whose |oan involves a construction contract of nore than
$10, 000 nmust execute Form RD 400-1, "Equal Opportunity Agreenent,"
or the equival ent HUD form

(2) Construction contract or subcontract in excess of $10,000. |If
the contract or a subcontract exceeds $10, 000:

(i) The contractor or subcontractor must submit the Form RD
400- 6, "Conpliance Statenent," before or as a part of the bid
or negotiation.

(ii) An Equal Opportunity C ause nust be part of each contract
and subcontract.

(iii) Wth notification of the contract award, the contractor
must receive Form RD 400-3, "Notice to Contractors and
Applicants," signed by an RHCDS approval official, with an
attached Equal Enpl oyment Qpportunity poster. Posters in
Spani sh rmust be provided and di spl ayed where a significant
portion of the population is Spanish speaki ng.

(iv) Under Executive Order 11246 and Executive Order 11375,
the contractor or subcontractor, subject to the requirenments of
par agraph (c)(5) of this section, is prohibited from

di scrim nati ng because of race, color, religion, sex, or
national origin to ensure equality of opportunity in al

aspects of enpl oynent.

(3) One hundred or nore enpl oyees and construction contract or
subcontract exceeds $10,000. |If the contractor or subcontractor has
100 or nore enpl oyees and the contract or subcontract is

for nore than $10,000, in addition to the requirenments of paragraph
(c)(2) of this section, an annual report nust be filed on or before
March 31. Failure to file tinely, conplete, and
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accurate reports constitutes nonconpliance with the Equa
Opportunity Clause. Report forms are distributed by the Joint
Reporting Comittee and any questions on this form should be
addressed by the contractor or subcontractor to the Joint Reporting
Conmittee, 1800 G Street, NW, Washington, D.C. 20006.

(4) FEifty or nore enployees and construction contract or
subcontract exceeds $50,000. |If the contract or subcontract is nore
t han $50, 000 and the contractor or subcontractor has 50 or nore

enpl oyees, in addition to the requirenments of paragraph (c)(2) of
this section, each such contractor or subcontractor must be inforned
that the contractor or subcontractor must develop a witten
affirmati ve action conpliance programfor each of the contractor's
or subcontractor's establishnments and put it on file in each of the
personnel offices within 120 days of the comencenent of the
contract or subcontract.

(5) Conpliance reviews. Conpliance reviews nmust be made during
construction inspections to determ ne whether the required posters
are displayed, the facilities are not segregated, and there is no
evi dence of discrimnation in enploynent. Findings of the borrower
or Lender (when inspections are made) will be documented in witing.
If there is any evidence of nonconpliance, the borrower or Lender
will be nade to achieve voluntary conmpliance. |If the effort fails,
t he Conpliance Review Officer will report all the facts in witing
to the Administrator, Rural Housing and Comrunity Devel oprent
Service, 14th and | ndependence SW, Washington, D.C. 20250,
Attention: Equal Opportunity Oficer.

(6) Enployee conplaints. Any enployee of or applicant for
enpl oyment with such contractors or subcontractors may file a
witten conplaint of discrimnation with RHCDS

(i) Awitten conplaint of alleged discrinination nmust be
si gned by the conplai nant and should include the follow ng
i nformation:

(A) The name and address (including tel ephone nunber, if
any) of the conpl ai nant.

(B) The name and address of the person committing the
al | eged di scrimnation.
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(C A description of the acts considered to be
di scrimnatory.

(D) Any other pertinent information that will assist in
the investigation and resol ution of the conplaint.

(ii) Such conplaint nust be filed not later than 180 days from
the date of the alleged discrinination, unless the tine for
filing is extended by RHCDS for good cause shown by the
conpl ai nant.

§1980. 318 Flood or nudslide hazard area precautions.

RHCDS policy is to discourage |lending in designated fl ood and nudslide
hazard areas. Loan guarantees shall not be issued in designated
fl ood/ nudsl i de hazard areas unless there is no practical alternative.

(a) Dwelling location. Dwellings and building inprovenments |located in
speci al flood or nudslide hazard areas, as designated by the Federa
Emer gency Managenment Agency (FEMA) may be financed under this subpart
only if:

(1) The community, as a result of such designation by FEMA as a
speci al flood or nudslide prone area, has an approved flood plain
area nanagemrent plan.

(2) The dwelling location and construction plans and specifications
for new buildings or inprovements to existing buildings conply with
an approved fl ood plain area managenent plan as nentioned in

par agraph (a) (1) of this section.

(3) Potential environmental inmpacts and feasible alternatives have
been fully considered by RHCDS in accordance with the requirements
of subpart G of part 1940 of this chapter

(4) The first floor elevation is above the 100-year flood zone
el evati on.

(b) Flood insurance. |If the dwelling is located in a special flood or
nmudsl i de hazard area, flood insurance rmust be purchased by the borrower
prior to loan closing and maintai ned thereafter. (See subpart B of part
1806 of this chapter (RD Instruction 426.2)).
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§1980.319 O her Federal, State, and |ocal requirenents.

In addition to the specific requirements of this subpart, on al
proposal s financed with an RHCDS guarantee, Lenders and/or applicants nust
coordinate with all appropriate Federal, State, and | ocal agencies.
Applicants and/or Lenders will be required to comply with any Federal, State,
or local |laws, regulatory conm ssion rules, ordinances, and regul ati ons which
exist at the tinme Form RD 1980-17 is issued which affect the dwelling
i ncluding, but not linted to:

(a) Borrowi ng noney and giving security therefore;

(b) Land use zoning;

(c) Health, safety, and sanitation standards; and

(d) Protection of the environment and consuner affairs.

§1980.320 Interest rate.

The interest rate nmust not exceed the established, applicable usury rate.
Loans guaranteed under this subpart nust bear a fixed interest rate over the
life of the loan. The rate shall be agreed upon by the borrower and the
Lender and must not be nore than the Lender's published rate for VA first
nortgage | oans with no di scount points or the current Fannie Mae rate as
defined in 81980.302(a) of this subpart, whichever is higher. The Lender nust
docunment the rate and the date it was deternined.

§1980. 321 Terns of | oan repaynent.

(a) Note. Principal and interest shall be due and payable nonthly as
provided in the prom ssory note.

(b) Term The termfor final maturity shall be not |ess than
30 years fromthe date of the note and not nore than 30 years fromthe
date of the first schedul ed payment.

§1980. 322 Loan quarantee limts.

The anmount of the |loan guarantee is 90 percent of the principal amunt of
t he | oan.

(a) The maxi num | oss payment under the guarantee of Single Famly
Housing loans is the | esser of:

(1) Any loss of an ampunt equal to 90 percent of the principa
amount actually advanced to the borrower, or
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(2) Any loss sustained by the Lender of an ampunt up to

35 percent of the principal amunt actually advanced to the
borrower, plus 85 percent of any additional |oss sustained by the
Lender of an anmount up to the remmining 65 percent of the principa
amount actually advanced to the borrower.

(b) Loss includes only:
(1) Principal and interest evidenced by the guaranteed | oan note;
(2) Any loan subsidy due and ow ng; and

(3) Any principal and interest indebtedness on RHCDS approved
protective advances for protection and preservation of security.

(c) Interest (including any subsidy) shall be covered by the | oan note
guarantee to the date of the final |oss settlenent when the Lender
conducts liquidation in an expeditious manner in accordance with the
provi sions of 8§1980.376 of this subpart.

§1980. 323 Cuarantee fee.

The Lender will pay a nonrefundabl e fee which may be passed on to
the borrower. The amount of the fee is determined by multiplying the figure
in exhibit K of subpart A of part 1810 of this chapter (RD Instruction 440.1,
avail abl e in any RHCDS office) tines 90 percent of the principal amount of the
| oan.

§1980. 324 Charges and fees by Lender

(a) Routine charges and fees. The Lender may establish the charges and
fees for the loan, provided they are the sane as those charged ot her
applicants for simlar types of transactions.

(b) Late paynent charges. Late paynent charges will not be covered by
t he guarantee. Such charges may not be added to the principal and

i nterest due under any guaranteed note. Late charges may be made only
if:

(1) Maximum anount. The maxi mum amount does not exceed the
percent age of the paynment due as prescribed by HUD or Fannie Mae or
Freddi e Mac.
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(2) Routine. They are routinely nmade by the Lender in sinilar
types of loan transactions.

(3) Paynents received. Paynents have not been received within the
customary tinefrane all owed by the Lender. The term "paynent

recei ved" neans that the paynent in cash, check, noney order, or
simlar medium has been received by the Lender at its main office,
branch office, or other designated place of paynent.

(4) Calculating charges. The Lender does not change the rate or
nmet hod of calculating the | ate paynent charges to increase charges
while the |l oan note guarantee is in effect.

(5) Interest-assisted |oans. The Lender will not penalize or
charge any fee to the borrower when the only delinquency is a | oan
subsi dy paynent, which the Lender is entitled to but has not
received.

§1980. 325 Transactions which will not be guaranteed.

(a) Lease paynents. Payments nade on a |lease will not be guaranteed.

(b) Loans nmade by other Federal agencies. Loans made by other Federa
agencies will not be guaranteed. This does not preclude guarantees of

| oans made by an FCS institution with direct |lending authority. This
al so does not preclude | oans made by state or |ocal government agencies
assisted by a Federal agency.

§81980. 326 - 1980.329 [Reserved]

§1980.330 Applicant equity requirenents.

A loan to purchase a new or existing dwelling may be nmade up to the
apprai sed market value of the security.

§1980.331 Col | ateral

(a) GCeneral. The entire loan nust be secured by a first lien on the
property being financed (second lien when the loan is for a subsequent
loan to an existing borrower or there is a transfer and assunption of an
exi sting loan) and the Lender will maintain this lien priority. The
Lender is responsible for assurance that proper and adequate security
interest is obtained, maintained in existence, and of record to protect
the interests of the Lender and RHCDS
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(b) Third party liens, suits pending, etc. Anong other things in
obtaining the required security, it is necessary to ascertain that there
are no adverse claims or |liens against the property or the borrower, and
that there are no suits pending or anticipated that would affect the
property or the borrower.

(c) Al collateral must secure the entire loan. The Lender will not
t ake separate collateral, including but not linmted to nortgage

i nsurance, to secure that portion of the |oss not covered by the
guar ant ee.

§1980. 332 [Reserved]

§1980. 333 Pronissory notes and security instrunents.

(a) Loan instruments. The Lender may use its own forns for prom ssory
notes, real estate nortgages, including deeds of trust and simlar
instruments, and security agreenents provided there are no provisions
that are in conflict or otherw se inconsistent with the provisions of
§1980. 309(b) (2)(v) of this subpart. The Lender is responsible for
determ ning that the security instrunents are adequate and are properly
mai nt ai ned of record.

(b) Interest assistance instrunents. Wen the |oan guarantee is

aut horized frominterest assisted funds, RHCDS wi Il provide the Lender
with the necessary forms and security instrunents related to the

i nterest assistance. The Lender will conplete Form RD 1980-12, assure
that the closing agent properly records a junior nortgage or deed of
trust which grants RHCDS a lien on the security in order to protect
RHCDS' s equity share subject only to the first nortgage or deed of trust
to the Lender or other authorized prior lien, and forward the agreenents
and recorded instrunents to RHCDS

§1980. 334 Appraisal of property serving as coll ateral

An appraisal of all property serving as security for the proposed | oan
will be conpleted and submitted to RHCDS for review with the request for |oan
guarantee. The Lender may pass the cost of the appraisal on to the borrower.
The apprai sal nust have been conpleted within 6 nonths of the date the request
for a conditional comitnment is submitted to RHCDS
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(a) Qualified appraiser. The Lender will use an appraiser that is
properly licensed or certified, as appropriate, to make residential rea
estate appraisals in accordance with the criteria set forth by the
Apprai ser Qualification Board (A@) of the Appraisal Foundation

regardl ess of the ampunt of the | oan. Appraisers may not discrimnate
agai nst any person in making or perform ng appraisal services because of
race, color, famlial status, religion, sex, age, disability, or

nati onal origin.

(b) Appraisal report. Residential appraisals will be conpleted using
t he sal es conparison (market) and cost approach to market val ue.

(1) URAR The appraiser will use the npbst recent revision of the
URAR.

(i) The "Estimated Reproduction Cost-New of |nmprovenents”
section of the formmust be conpleted when the dwelling is |ess
than 1 year ol d.

(ii) Not less than three conparable sales, which are not nore
than 12 months old, will be used unless the appraiser provides
docunent ati on that such comnparables are not available in the
area. Conparable sales should be |ocated as cl ose as possible
to the subject dwelling. When the need arises to use a
conparable sale that is a considerable distance fromthe

subj ect, the appraiser must use his or her know edge of the
area and apply good judgment in selecting conparable sales that
are the best indicators of value for the subject property.

(2) Supporting docunentation. A narrative explanation supporting
unusual adjustments nmust be attached to the apprai sal

(3) Photographs. The appraisal report must include photographs
which clearly provide front, rear, and street scene views of the
subj ect property and a front view for each conparable sale used in
t he conpl etion of the apprai sal
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(c)
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RHCDS review. The RHCDS approval official will performan

adm nistrative review in accordance with RD Instruction 1922-C

(avai

labl e in any RHCDS of fice).

(1) The Lender will be required to correct or conplete any
apprai sal returned by RHCDS for corrective action.

(2) The Lender is responsible for communicating and initiating
corrective action with the appraiser. The corrected appraisal wll
be subject to the sanme review process described in this section

(3) The Lender will no | onger use an apprai ser determnmined by RHCDS
to not meet the requirements of this section. RHCDS will notify the
Lender that appraisals perfornmed by that appraiser will no | onger be
accept ed.

§81980. 335 - 1980.339 [Reserved]

§1980. 340

(a)

Acqui sition, construction, and devel opnent.

Acquisition of property. The Lender is responsible for seeing that

the property to be acquired with | oan funds is acquired as planned and

t hat

(b)

must :

(06- 21- 95)

the required security interest is obtained.

New construction. A new dwelling financed with a guaranteed | oan

(1) Have been built in accordance with building plans and
specifications that contain approved buil ding code certifications
(eligible certifiers are listed in 81924.5 (f)(1)(iii) of subpart A
of part 1924 of this chapter).

(2) Conformto RHCDS thermal standards (exhibit D of subpart A of
part 1924 of this chapter).

(i) The builder may certify conformance with RHCDS t her mal
standards contai ned in paragraph IV A of exhibit D of subpart A
of part 1924 of this chapter

(ii) A qualified, registered architect or a qualified,
regi stered engi neer nust certify conformance with RHCDS t hernma

standards contai ned in paragraph IV C of exhibit D of subpart A
of part 1924 of this chapter
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(c) Developrment. The Lender and borrower are responsible for seeing
that the | oan purposes are acconplished and | oan funds are properly
utilized. This includes, but is not linited to, seeing that:

(1) The applicable devel opment standards are adhered to;

(2) Drawings and specifications are certified and conplied with;

(3) Adequate water, electric, heating, waste disposal, and other
necessary utilities and facilities are obtained;

(4) Equal opportunity and nondiscrimnation requirenents are net,
(see 81980.317 of this subpart); and

(5 A builder's warranty is issued when new construction, repair
or rehabilitation is involved, which provides for at least 1 year's

warranty fromthe date of conpletion or acceptance of the work.

8§1980. 341 |nspections of construction and conpliance reviews.

(a) Qualified inspectors. Inspections will be made during construction
by a construction inspector deened qualified and approved by the Lender
A qualified inspector is one that a reasonable person would hire to
perform an i nspection of his/her own dwelling.

(b) Inspections. Inspections shall be done by a party the Lender
determ nes to be qualified, such as a HUD approved fee inspector. The

sal e agreement shall identify which party (i.e., purchaser or seller) is
responsible to obtain and pay for required i nspections and
certifications. In connection with inspections involving construction

contracts, equal opportunity and nondi scrim nati on conpliance reviews
nmust be made as required by 8§1980.317 of this subpart.

(1) For existing dwellings, inspections nust be nade to determ ne
that the dwelling:

(i) Meets the current requirements of HUD Handbook 4150.1 and
4905.1 (available fromthe HUD Ordering Desk
1-800- 767- 7468) .

(ii) Meets the thermal standards per 81980.313(f) of this
subpart.
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(2) For a newly constructed dwelling, when construction is planned,
the Lender nust see that the follow ng inspections are made in
addition to any additional inspections the Lender deens appropriate:

(i) Wen footings and foundations are ready to be poured but

prior to back-filling.
(ii) Wen shell is closed in but plunbing, electrical, and
mechani cal work are still exposed.

(iii) \When construction is conpleted prior to occupancy.

(iv) Inspections under paragraphs (b)(2)(i) and (ii) of this
section are not required when the buil der supplies an insured
10 year warranty plan acceptable under the requirements of
exhibit L of subpart A of part 1924 of this chapter

(c) Water and water/waste disposal. The Lender will see that the water
and wat er/waste di sposal systens have been approved by a State or |oca
gover nnent agency.

§81980. 342 - 1980.344 [Reserved]

8§1980.345 Applicant eligibility requirenents for a guaranteed | oan

Applicants who nmeet the requirenments of this section are eligible for a
| oan guar anteed under this subpart. Applicants desiring | oan assistance as
provided in this subpart must file loan applications with a Lender that neets
the requirenents set forth in §1980.309 of this subpart. The Lender nay
accept applications filed through its agents, correspondents, branches, or
other institutions. The Lender rmust have at |east one personal interview wth
the applicant to verify the information on the application and to obtain a
conplete picture of the applicant's financial situation. The interview nmay
t ake place by tel ephone or face-to-face.

(a) Eligible incone. The applicant's adjusted annual inconme determ ned
in accordance with 81980. 348 of this subpart may not exceed the
applicable incone limt in exhibit C of RD Instruction 1980-D (avail abl e
in any RHCDS office) at the time of issuance of Form RD 1980-18,

"Condi tional Conmitrment for Single Family Housing Loan Guarantee."

Adj usted annual income is used to determine eligibility for the RHCDS

| oan guar ant ee.
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(b) Adequate and dependabl e incone. The applicant (and coapplicant, if
appl i cabl e) has adequate and dependably avail abl e incone. The
applicant's history of income and the history of the typical annua

i ncome of others in the area with simlar types of enploynent will be
considered in determ ning whether the applicant's incone is adequate and
dependabl e.

(1) A farmor nonfarm business | oss nmust be considered in
determ ni ng repaynent ability.

(2) A loss may not be used to offset other income in order to
qualify for or increase the amount of RHCDS assi stance.

(c) Determning repaynent ability. |In considering whether the
appl i cant has adequate repaynent ability, the Lender must calculate a
total debt ratio. The applicant's total debt ratio is cal cul ated by
dividing the applicant's nonthly obligations by gross nonthly incormre.

(1) Monthly obligation consists of the principal, interest, taxes,
and insurance (PITlI) for the proposed |oan (|l ess any interest

assi stance under this program or any other assistance froma State
or County sponsored program when such paynents are nade directly to
the Lender on the applicant's behal f), homeowner and ot her
assessments, and the applicant's long termobligations. Long term
obligations include those obligations such as alinony, child support
and other obligations with a remining repaynment period of nore than
6 nonths and other shorter termdebts that are considered to have a
significant inmpact on repaynent ability.

(i) Cosigned obligations. Debts which have been cosigned by

t he applicant for another party nust be considered unless the
appl i cant provi des evidence (usually cancel ed checks of the co-
obligor or other third party) that it

has not been necessary to nake paynents over the past

12 nont hs.

(ii) Liability on a previous nortgage. Wen the applicant has
di sposed of a property through a sale, trade, or transfer

wi thout a release of liability, the debt rmust be considered

unl ess the applicant provides evidence (usually cancel ed checks
of the new owners) that the new owners have successfully made
paynments over the past 12 nonths.
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(c) (Con.) RD I nstruction 1980-D

(2) Income, for the purpose of determning the total debt ratio,

i ncludes the total qualifying incone of the applicant, coapplicant,
and any ot her menber of the household who will be a party to the
not e.

(i) An applicant's qualifying income may be different than the
"adj usted annual income" which is used to determ ne program
eligibility. |In considering qualifying incone, the Lender nust
determi ne whether there is a historical basis to conclude that
the income is likely to continue. Typically, incone of |ess
than 24 months duration should not be included in qualifying
income. |If the applicant is obligated to pay child care costs,
t he amount of any Federal tax credit for which the applicant is
eligible my be added to the applicant's qualifying incorme.

(ii) In considering income that is not subject to Federa

i ncome tax, the amount of tax savings attributable to the

nont axabl e i ncone nay be added for use with the repaynent

rati os. Adjustnents for other than the applicable tax rate are
not authorized. The Lender nust verify that the income is not
subj ect to Federal income tax and that the income (and its
nontax status) is likely to continue. The Lender must fully
docunent and support any adjustment made.

(3) The applicant nmeets RHCDS requirenments for repaynment ability
when the applicant's total debt ratio is less than or equal to 41
percent and the ratio of the proposed PITI to i nconme does not exceed
29 percent.

(4) Applicants who do not neet the requirements of this section
wi Il be considered ineligible unless another adult in the household
has adequate income and wi shes to join in the application as a
coapplicant. The conbined i ncomes and debts then may be consi dered
in determ ning repaynent ability.

(5) If the applicant's total debt ratio and/or PITI ratio exceed

t he maxi mum aut horized ratio, the Lender may request RHCDS
concurrence in allowi ng a higher ratio based on conpensati ng
factors. Acceptable conmpensating factors include, but are not
l[imted to, the applicant having a history over the previous 12
nmont h period of devoting a simlar percentage of income to housing
expense to that of the proposed |oan, or accumul ati ng savi ngs which
when added to the applicant's housing expense and shows a capacity
to make paynents on the proposed loan. A lowtotal debt ratio, by
itself, does not compensate for a high PITI.
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(d) Credit history. The applicant nust have a credit history which

i ndi cates a reasonable ability and willingness to nmeet obligations as
t hey becone due.

(1)

Any or all of the followi ng are indicators of an unacceptable

credit history unless the cause of the problem
was beyond the applicant's control and the criteria in
par agraph (d)(3) of this section are mnet:

(i) Incidents of nore than one debt payments being nore than

30 days late if the incidents have occurred within the last 12
nmonths. This includes nore than one | ate paynment on a single

account .

(ii) Loss of security due to a foreclosure if the foreclosure
has occurred within the [ast 36 nonths.

(iii) CQutstanding tax |liens or delinquent CGovernnent debts
with no satisfactory arrangements for payments, no matter what
their age as long as they are currently delinquent and/or due
and payabl e.

(iv) A court-created or affirmed obligation (judgnent) caused
by nonpayment that is currently outstanding or has been
outstanding within the last 12 nonths.

(v) Two or nore rent paynments paid 30 days or nore past due
within the [ast 3 years.

(vi) Accounts which have been converted to collections wthin
the last 12 months (utility bills, hospital bills, etc.).

(vii) Collection accounts outstanding, with no satisfactory
arrangenents for paynents, no matter what their age as |ong as
they are currently delinquent and/or due and payabl e.

(viii) Any debts witten off within the last 36 nonths.
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(2) The following will not indicate an unacceptable credit history:

(i) "No history" of credit transactions by the applicant.

(ii) A bankruptcy in which applicant was di scharged nore than
36 nmont hs before application.

(iii) A satisfied judgnent or foreclosure with no | oss of
security which was conpleted nmore than 12 nmonths before the
date of application.

(3) The Lender mmy consider mtigating circunmstances to establish
the borrower's intent for good credit when the applicant provides
document ati on that:

(i) The circunstances were of a tenporary nature, were beyond

the applicant's control, and have been renmpoved (e.g., |oss of
job; delay or reduction in government benefits or other |oss of
i ncome; increased expenses due to illness, death, etc.); or

(ii) The adverse action or delinquency was the result of a
refusal to make full payment because of defective goods or
services or as a result of some other justifiable dispute
relating to the goods or services purchased or contracted for.

(e) Previous RHCDS | ocan. RHCDS shall deternine whether the applicant
has had a previ ous RHCDS debt which was settled, or is subject to

settl enent, or whether RHCDS ot herwi se suffered a loss on a loan to the
applicant. |If RHCDS suffered any |oss related to a previous |loan, a

| oan guarantee shall not be issued unl ess RHCDS determni nes the RHCDS

| oss was beyond the applicant's control, and any identifiable reasons
for the loss no | onger exist.

(f) Gher Federal debts. The |oan approval official will check HUD s
Credit Alert Interactive Voice Response System (CAIVRS) to determine if
the applicant is delinquent on a Federal debt. The Lender will clearly
docunent both its CAIVRS identifying nunber and the borrower and
coborrower's CAIVRS access code near the signature line on the nortgage
application form No decision to deny credit can be based solely on the
results of the CAIVRS inquiry. |f CAIVRS identifies a delinquent

Federal debt, the Lender will inmediately

37



(06-21-95) SPECI AL PN



RD I nstruction 1980-D
§1980. 345 (f) (Con.)

suspend processing of the application. The applicant will be notified

t hat processing has been suspended and will be asked to contact the
appropriate Federal agency, at the tel ephone nunber provided by CAl VRS,
to resol ve the delinquency. When the applicant provides the Lender with
of ficial documentation that the delinquency has been paid in full or

ot herwi se resol ved, processing of the application will be continued. An
out st andi ng judgnment obtained by the United States in a Federal Court
(other than the United States Tax Court), which has been recorded, shal
cause the applicant to be ineligible to receive a | oan guarantee unti
the judgment is paid in full or otherw se satisfied. RHCDS |oan
guarantee funds may not be used to satisfy the judgnent. |If the
judgment remmins unsatisfied or if the applicant is delinquent on a
Federal debt and is unable to resolve the delinquency, the Lender wll
reject the applicant.

8§1980.346 Oher eligibility criteria.

The applicant nust:

(a) Be a person who does not own a dwelling in the |ocal conmuting area
or owns a dwelling which is not structurally sound, functionally
adequat e.

(b) Be without sufficient resources to provide the necessary housing
and be unable to secure the necessary conventional credit w thout an
RHCDS guar ant ee upon termnms and conditions which the applicant could
reasonably be expected to fulfill.

(c) Be a natural person (individual) who resides as a citizen in any of
the 50 States, the Commonweal th of Puerto Rico, the U S. Virgin Islands,
Guam Anerican Sanpa, the Commonweal th of the Northern Marianas,
Federated States of M cronesia, and the Republics of the Marshal

I sl ands and Pal au, or a noncitizen who resides in one of the foregoing
areas after being legally adnitted to the U.S. for pernmanent residence
or on indefinite parole.

(d) Possess legal capacity to incur the |loan obligation and have

reached the |l egal age of majority in the State or have had the
disability of minority renpved by court action
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(e) Have the potential ability to personally occupy the home on a
per manent basis. Because of the probability of their nmoving after
graduation, full-time students will not be granted | oans unl ess:

(1) The applicant intends to make the hone his or her permanent
resi dence and there are reasonabl e prospects that enployment will be
available in the area after graduation, and

(2) An adult menmber of the household will be avail able to make
i nspections if the home is being constructed.

§1980. 347 Annual incone.

Annual incone determinations will be thoroughly docunented in the
Lender's casefile. Historical data based on the past 12 nonths or previous
fiscal year may be used if a determ nation cannot |ogically be made. Annua
i ncone to be considered includes:

(a) Current verified incone, either part-tine or full-tine, received
by the applicant/borrower and all adult menbers of the househol d,
i ncl udi ng any coappl i cant/coborrower.

(b) If any other adult menber of the household is not presently

enpl oyed but there is a recent history of such enploynment, that person's
income will be considered unless the applicant/borrower and the person

i nvol ved sign a statenent that the person is not presently enployed and
does not intend to resune enployment in the foreseeable future, or if

i nterest assistance is involved, during the termof the Interest

Assi stance Agreenent. The statement will be filed in the
applicant/borrower's loan file.

(c) Income fromsuch sources as seasonal type work of |ess than

12 mont hs duration, conmm ssions, overtine, bonuses, and unenpl oyment
conpensati on must be conputed as the estimted annual anmount of such

i ncome for the upcoming 12 nonths. Consideration should be given to
whet her the incone is dependabl e based on verification by the enployer
and the applicant's history of such income over the previous 24 nonths.

(d) The follow ng are included in annual incorme:
(1) The gross amount, before any payroll deductions, of wages and
sal aries, overtime pay, comm ssions, fees, tips, bonuses, and ot her

conpensation for personal services of all adult nenmbers of the
househol d.
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(2)

The net income fromoperation of a farm business, or

prof ession. Consider the foll ow ng:

(3)

or

(i) Expenditures for business or farm expansi on and paynments
of principal on capital indebtedness shall not be used as
deductions in determning i ncone. A deduction is allowed in

t he manner prescribed by IRS regulations only for interest paid
in anmortizing capital indebtedness.

(ii) Farm and nonfarm busi ness | osses are considered "zero" in
det ermi ni ng annual incone.

(iii) A deduction, based on straight line depreciation, is
allowed in the manner prescribed by IRS regulations for the
exhaustion, wear and tear, and obsol escence of depreciable
property used in the operation of a trade, farm or business by
a nenber of the household. The deduction nust be based on an
item zed schedul e showi ng the anpunt of straight |ine
depreciation that could be clainmed for Federal incone tax

pur poses.

(iv) Any withdrawal of cash or assets fromthe operation of a
farm business, or profession will be included in incone,
except to the extent the withdrawal is reinbursenent of cash or
assets invested in the operation by a nenber of the househol d.

(v) A deduction for verified business expenses, such as for

| odgi ng, neals, or fuel, for overnight business trips mde by
sal ari ed enpl oyees, such as |ong-distance truck drivers, who

must neet these expenses without reinbursement.

Interest, dividends, and other net incone of any kind fromrea

personal property, including:

(i) The share received by adult nmenbers of the household from
i ncome distributed froma trust fund.

(ii) Any withdrawal of cash or assets from an investment

except to the extent the withdrawal is reinbursenent of cash or
assets invested by a menber of the househol d.
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(iii) \Where the household has net famly assets, as defined in
8§1980. 302(a) of this subpart, in excess of $5,000, the greater
of the actual income derived fromall net famly assets or a
percent age of the value of such assets based on the current
passbook savings rate.

(4) The full anpunt of periodic paynents received from socia
security (including social security received by adults on behal f of
m nors or by minors intended for their own support), annuities,

i nsurance policies, retirenent funds, pensions, disability or death
benefits, and other simlar types of periodic receipts.

(5) Paynments in lieu of earnings; such as unenployment, disability
and worker's conpensation, and severance pay.

(6) Public assistance except as indicated in paragraph (e)(2) of
this section.

(7) Periodic allowances, such as:

(i) Alimny and/or child support awarded in a divorce decree
or separation agreement, unless the payments are not received
and a reasonable effort has been nade to collect themthrough
the official entity responsible for enforcing such payments and
they are not received as ordered; or

(ii) Recurring monetary gifts or contributions from someone
who is not a nenber of the househol d.

(8) Any anount of educational grants or schol arships or VA benefits
avai l abl e for subsistence after deducting expenses for tuition,
fees, books, and equi pnent.

(9) Al regular pay, special pay (except for persons exposed to
hostile fire), and all owances of a menber of the armed forces who is
t he applicant/borrower or coapplicant/coborrower, whether or not
that famly menber lives in the unit.

(10) The income of an applicant's spouse, unless the spouse has
been living apart fromthe applicant for at |least 3 nonths (for

reasons other than mlitary or work assignment), or court
proceedi ngs for divorce or |egal separation have been comenced.
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(e)

The followi ng are not included in annual incone but may be

considered in determning repaynent ability:

(1) Income fromenploynent of mnors (including foster children)
under 18 years of age. The applicant and spouse are not considered
m nors.

(2) The value of the allotnment provided to an eligible househol d
under the Food Stanp Act of 1977.

(3) Paynents received for the care of foster children
(4) Casual, sporadic, or irregular cash gifts.

(5) Lunp-sumadditions to fam |y assets such as inheritances;

capi tal gains; insurance paynents from heal th, accident, hazard, or
wor ker' s conpensation policies; and settlenents for personal or
property | osses (except as provided in paragraph (d)(5) of this
section).

(6) Amounts which are granted specifically for, or in reinbursenment
of , the cost of medical expenses.

(7) Amounts of education scholarships paid directly to the student
or to the educational institution and amounts paid by the Governnent
to a veteran for use in neeting the costs of tuition, fees, books,
and equi pnent. Any amounts of such schol arshi ps or veteran's
paynments, which are not used for the aforenmenti oned purposes and are
avai l abl e for subsistence, are considered to be income. Student

| oans are not considered incone.

(8) The hazardous duty pay to a service person applicant/borrower
or spouse away from home and exposed to hostile fire.

(9) Any funds that a Federal statute specifies nmust not be used as
the basis for denying or reducing Federal financial assistance or
benefits. (Listed in exhibit F of RD Instruction 1980-D, avail abl e
in any RHCDS office.)

(f) Income of live-in aides who are not relatives of the applicant or
menbers of the household will not be counted in cal cul ati ng annua
income and will not be considered in determ nation of repaynent ability.
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§1980. 348 Adj usted annual incone.

Adj ust ed annual inconme is annual incone as deternined in 8§1980. 347 of
this subpart less the foll ow ng:

(a) A deduction of $480 for each nenber of the famly residing in the
househol d, other than the applicant, spouse, or coapplicant, who is:

(1) Under 18 years of age;

(2) Eighteen years of age or older and is disabled as defined in
§1980. 302(a) of this subpart; or

(3) Afull-time student aged 18 or ol der

(b) A deduction of $400 for any elderly famly as defined in
§1980. 302(a) of this subpart.

(c) A deduction for the care of mnors 12 years of age or under, to the
extent necessary to enable a menber of the applicant/borrower's famly
to be gainfully enployed or to further his or her education. The
deduction will be based only on noni es reasonably anticipated to be paid
for care services and, if caused by enployment, nust not exceed the
amount of inconme received fromsuch enpl oyment. Payments for these
services may not be made to persons whomthe applicant/

borrower is entitled to claimas dependents for incone tax purposes.

Full justification for such deduction rmust be recorded in detail in the
| oan docket.

(d) A deduction of the amount by which the aggregate of the follow ng
expenses of the househol d exceeds 3 percent of gross annual incone:

(1) Medical expenses for any elderly famly (as defined in

§1980. 302(a) of this subpart). This includes nedical expenses for
any househol d menmber the applicant/borrower anticipates incurring
over the ensuing 12 nonths and which are not covered by insurance
(e.g., dental expenses, prescription nedicines, medical insurance
prem ums, eyegl asses, hearing aids and batteries, hone nursing care,
nmont hly payments on accumul ated major nmedical bills, and full-tine
nursing or institutional care which cannot be provided in the hone
for a nenmber of the household); and
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(2) Reasonable attendant care and auxiliary apparatus expenses for
each di sabl ed menber of any household to the extent necessary to
enabl e any menmber of such househol d (including such di sabl ed menber)
to be enpl oyed.

§81980. 349 - 1980.350 [Reserved]

§1980. 351 Requests for reservation of funds.

Upon receipt of a viable loan application and prior to | oan underwriting,
the Lender may request a reservation of |oan guarantee funds for the | oan
application. The request should be nade as foll ows:

(a) The Lender must have a conplete application on file that clearly
i ndi cates the borrower has sufficient qualifying income and an adequate
credit history.

(b) The reservation shall be valid for 60 days. The Lender rnust submt
a request for a |loan guarantee on or before the expiration date of the
reservation. Substitutions of borrowers or dwellings are not

aut hori zed.

(c) Reservations may be granted only when adequate funding authority is
avai l abl e. Reservations issued are subject to the availability of
funds. Reservations will not exceed 90 percent of the funds avail able
during that quarter. Adequate funding shall be maintained by the State
Director for all unexpired reservations issued.

(d) The RHCDS approval official will issue a reservation nunber to the
Lender. The reservation nunmber is a sequential nunber of four or nore
digits preceded by the RHCDS State and County code for the proposed | oan
applicant and the current fiscal year (i.e., 54058950001 woul d be the
first reservation nunber issued for State Code 54, County Code 058,

Fi scal Year 95).

(e) Al reservations will expire at the end of 60 days or no later than
t he pooling date published in subpart L of part 1940 of this chapter,

whi chever occurs first.

(f) The State Director will assure that all Lenders are tinmely

notified regarding the status of |loan funds. Agency policy is to
process funding requests within 1 day if possible.

8§1980. 352 [Reserved]
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§1980.353 Filing and processing applications.

(a) Loan priorities. Conplete applications will be considered by RHCDS
in the order received from Lenders authorized to participate in the
program except as provided in paragraph (b) of this section

(b) Preference. Preference is considered when there is a shortage of
funds and there is nore than one request for a conditional conmtnment or
reservation of funds ready for approval. Applications for guarantees on
loans to first-time honmebuyers or veterans, their spouses, or children
of deceased servicemen who died during one of the periods described in
the definition of "Veteran" in 8§1980.302(a) of this subpart will be

gi ven preference by RHCDS. Displ aced hormemakers and single parents are
first-time homebuyers even though they previously owned or resided in a
dwelling with a spouse.

(c) Applications. |[If upon conpletion of the | oan underwiting process
of an application, the Lender concludes that the application can be
consi dered for an RHCDS guarantee, the Lender will provide witten

docunent ati on addressi ng each of the loan eligibility requirenments of
this subpart and the basis for the conclusion in the applicant's file.
The Lender will submit a request for the guarantee using Form RD 1980-
21, "Request for Single Fam |y Housing Loan Guarantee." The form should
contain or be supplenented with all of the follow ng information:

(1) Nane, address, telephone nunmber, social security number, age,
citizenship status of the applicant, and nunber of persons in the
househol d.

(2) Amount of |oan request and proposed use of |oan funds.

(3) Nane, address, contact person, and tel ephone nunber of the
proposed Lender.

(4) Anticipated loan rates and terms, the date and amount of the
Fannie Mae or VA rate used to determine the interest rate, and the
Lender's certification that the proposed rate is in conpliance with
§1980. 320 of this subpart.

(5) Statenent fromthe Lender that it will not make the | oan as
requested by the applicant w thout the proposed guarantee and that
t he applicant has been advised in witing that the applicant is
subject to crimnal action if he or she knowingly and willfully
gives false information to obtain a federally guaranteed | oan
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(d)

(6) If the applicant is not a United States citizen, evidence of
being legally admtted for permanent residence or indefinite parole.

(7) The applicant's sex, race, and veteran status and whet her
applicant is a first-tinme honebuyer.

(8) An appraisal report including information about the dwelling
| ocation with respect to nei ghborhood and conmunity services and
facilities, business and industrial enterprises, and streets or
roads serving the housing.

(9) Credit report obtained by the Lender

(10) Form RD 400-1 for construction contracts costing nore than
$10, 000.

(11) Evidence of conpliance with the Privacy Act of 1974. Form RD
410-9, "Statement Required by the Privacy Act," nmay be used for this
pur pose.

(12) Lender's loan underwiting analysis (repaynment ability, credit
wort hi ness, and security val ue).

(13) Form AD 1048, "Certification Regardi ng Debarment, Suspension
Ineligibility and Voluntary Exclusion - Lower Tier Covered
Transactions," signed by the borrower.

(14) A statenent signed by the borrower acknow edgi ng that the
borrower understands that RHCDS approval of the guarantee is
required and is subject to the availability of funds.

(15) A copy of a valid verification of incone for each adult nember
of the househol d.

(16) A copy of the purchase agreenent or bid for construction
contract.

Filing applications. The requirenents of the Right to Financia

Privacy Act of 1978 nmust be net as follows:

(1) Wthin 3 days of the receipt of a conplete application froma
Lender for a guarantee for a loan, RHCDS will forward Form RD 410-7,
"Notification to Applicant on Use of Financial Information from
Financial Institution," to the | oan applicant.
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(2) RHCDS will notify Lenders and other financial institutions to
whi ch RHCDS mekes a direct request for financial records. The
notification will read as foll ows:

"I certify that the United States Departnent of Agriculture,
acting through the Rural Housing and Community Devel opnent
Service, has conplied with the applicable provisions of

Title XI, Public Law 95-630, in seeking financial informtion
regardi ng (applicant)."

Dat e Approval O fici al

(3) Under no circumstances may financial information obtained under
this subpart be dissemnated to any other departnent or agency of

t he Federal Government (other than the O fice of the Inspector
General (O Q) wthout express approval of the Ofice of General
Counsel (0OGC).

(e) Verifying information provided. Witten docunentation fromthird
parties is the preferred method of verifying information. Verifications
nmust pass directly fromthe source of information to the Lender and
shal |l not pass through the hands of a third party or applicant.

(1) Income verification. Enploynment verifications and other income
verifications obtained in accordance with this paragraph are valid
for 120 days (180 days for proposed new construction). |ncone
verifications nmust be valid at the tine Form RD 1980-18 is issued.

(i) FormRD 1910-5, "Request for Verification of Enmployment,"
or the equival ent HUD FHA/ VA or Fannie Mae formwi ll be used to
verify enploynent income of the |oan applicant except when the
applicant is self-enmployed. The formwll be signed by the
applicant or borrower or accomnpanied by an authorization for a
rel ease of information form signed by the applicant or borrower
and sent directly to the enployer by the Lender. The Lender
shoul d al so obtain copies of the applicant's three npst recent
paycheck stubs. The information in the enployer verification
shoul d be compared to the information in the paycheck stubs for
consi st ency.
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(ii) Incone information that cannot be obtained by use of Form
RD 1910-5 will be obtained in witing fromthird parties to the
ext ent possi bl e.

(iii) Ainony and/or child support paynents will be verified
by obtaining a copy of the divorce decree or other |ega
docunent indicating the anbunt of the paynents. \Wen the
applicant states that |ess than the anmount awarded is received,
the Lender will request documentation fromthe official entity
t hrough whi ch paynents are received or fromanother third party
able to provide the verification when paynent is not made

t hrough an official entity indicating the anmbunts and dates of
paynments to the applicant during the previous 12 nonths.

(iv) Wen it is not feasible to verify incone in paragraph
(e)(1)(iii) of this section through third parties, the Lender
is authorized to accept an affidavit fromthe applicant stating
the effort made to collect the anmount awarded and the anmpunts
and dates of paynments received during the previous 12 nonths.

(v) Applicants and borrowers deriving their incone froma
farm ng or business enterprise will provide current
docunent ati on of the incone and expenses of the operation. In
addition, historic information fromthe previous fiscal year
nmust be presented.

(vi) Social Security, pension, and disability income may be
verified by obtaining a copy of the nost recent award or

benefit letter prepared and signed by the authorizing agency.
This verification will be considered valid only for 1 year from
the date of the award or benefit letter

(2) Verification of disability. FormRD 1944-4 will be used to
verify disability in cases where State Review Board or Socia
Security records are not available. Receipt of veteran's benefits
for disability, whether service-oriented or otherw se, does not
automatically establish disability.

(3) Verification of alien status. Aliens are required to present
docunentation of their status. Section 1944.9 of subpart A of part
1944 of this chapter outlines the acceptable fornms of documentation
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(4) Verification of credit history and current debt. The Lender
shall determine all liabilities of all parties responsible for
repaynent of the proposed loan. Credit reporting information nust
pass directly between the Lender and the credit reporting agency or
source.

(i) Mrtgage credit reports shall be used to determ ne

credi tworthiness unless the applicant resides in a renote rura
area and conclusive or sufficient information would not be
available. Information relative to judgnents, garnishnents,
forecl osures, and bankruptcies rmust be obtained when a credit
report is not obtained.

(ii) The credit report must be the npbst recent revision of the
Resi dential Mrtgage Credit Report form and neet the standards
prescri bed by Fannie Mae, Freddie Mac, HUD, VA, or RHCDS

8§1980. 354 RHCDS revi ew of applications.

RHCDS wi Il review the application for conpleteness to determ ne whet her
the proposed loan is to an eligible applicant for an eligible |oan purpose,
for documentation that there is reasonabl e assurance of repaynent ability and
sufficient collateral, and to determ ne that the environnental requirements of
8§1980. 316 of this subpart are net. RHCDS approval officials will notify the
Lender of the approval status of the application or the reason the request
cannot be processed within 48 hours of receipt.

(a) Ilssuance of commitnent. |f RHCDS determ nes the application is
el igible:
(1) Funding authority is available. The approval official wll

obligate the | oan and i ssue Form RD 1980-18 to the Lender. The
Lender can assure that funding authority is available by subnitting
a request for reservation of funds in accordance wi th §1980. 351 of
this subpart.

(i) Prepare and process Form RD 1940-3, "Request for
ol igation of Funds Guaranteed Loans," and Form
1944-2, "Single Fam |y Housi ng Fund Anal ysis."
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(ii) Prepare Form RD 1980-18 listing all approval requirements
and send an original and one copy to the Lender provided
adequate authority is available. Form RD 1980-18 shall be
valid for a period of 90 days with an option by Rura

Devel opnent to renew for an additional 90 days. The approva

of ficial nust assure that funds have been properly obligated
bef ore sending Form RD 1980-18 to the Lender

(2) MNonavailability of funding authority. The approval officia
wi || advise the Lender that the application neets the Agency's
eligibility criteria but funds are not avail abl e.

(b) Inconplete applications. RHCDS will contact the Lender by

tel ephone if Form RD 1980-20 is inconplete. Inconplete applications
will be returned to the Lender if the package will not or cannot be nade
conplete within 3 working days.

(c) Denial. |If RHCDS determines it is unable to guarantee the |oan,
the Lender will be inforned in witing. Such notification will include
the reasons for denial of the guarantee and appropriate appeal or review
rights. Appeals will be handled as provided in 8§1980.399 of this
subpart.

§1980. 355 Review of requirenents.

Upon the Lender's review of Form RD 1980-18, the Lender may determ ne
whet her to accept the conditions outlined in it.

(a) Accepting conditions. Imrediately after review ng the conditions
and requirements in Form RD 1980-18 and the options listed on the back
of the form the Lender may proceed with [oan closing. |If the

conditions cannot be nmet, the Lender and borrower may propose alternate
conditions to RHCDS. The RHCDS approval official may negotiate any
revi sions consistent with this subpart. These alternatives will be
consi dered and the Lender will be advised of RHCDS s decision. |If
altered conditions are accepted by RHCDS, Form RD 1980-18 will be

revi sed as appropriate.

(b) Cancelling conmitnent. |If the Lender indicates in the acceptance
or rejection of conditions that it desires to obtain a | oan note

guar ant ee and subsequently decides prior to |loan closing that it no

| onger wants a | oan note guarantee, the Lender should inmediately advise
t he RHCDS approval official

§81980. 356 - 1980.359 [Reserved]
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Condi ti ons precedent to issuance of the | oan note guarantee.

Lender certification. Using the reverse side of Form RD 1980-18,

the Lender nust certify to RHCDS that:

(06- 21- 95)

(1) No mmjor changes have been made in the Lender's | oan conditions
and requirements since the issuance of Form RD 1980-18, except those
approved in witing by RHCDS. In the event the interest rate has
not been fixed at the tinme Form RD 1980-18 is issued, and the
interest rate increases between the tinme of issuance of Form RD
1980- 18 and | oan closing, the Lender should note the change when
submi tting the package to RHCDS for |oan guarantee. |If eithe