
619 

Rural Housing Service, USDA § 3560.456 

(c) Loan writedowns. A loan 
writedown is a reduction of a bor-
rower’s debt approved by the Agency. 

(1) Loan writedowns will only be ap-
proved when they are in the best inter-
est of the Federal Government and 
when the following conditions exist: 

(i) Sound management of the housing 
project is evident or sound manage-
ment practices are proposed for correc-
tion in accordance with an Agency ap-
proved workout agreement; and 

(ii) The housing project’s financial 
stability is being affected by condi-
tions beyond the borrower’s control, 
such as market weaknesses, unforeseen 
site problems, or natural disasters. 

(2) Prior to Agency approval for a 
loan writedown, the borrower must ob-
tain an appraisal of the housing project 
that concludes the ‘‘ ‘as-is’ market 
value,’’ subject to restricted rents, con-
ducted in accordance with subpart P of 
this part. The Agency will not approve 
a loan write-down unless the appraisal 
indicates the Federal Government’s in-
terests are secured at the proposed 
writedown level. 

(3) Any writedown will be condi-
tioned on a finding that the borrower 
does not have the ability to pay a high-
er loan payment, even if the loan is re-
amortized. 

(4) Loan writedowns may be used to 
allow for a loan transfer and assump-
tion for less than the total amount of 
outstanding debt. 

§ 3560.456 Liquidation. 
Prior to any servicing action which 

might lead to the acquisition of real 
property by the Agency, the Agency 
must complete a due diligence report 
to assess any potential contamination 
of the property from hazardous sub-
stances, hazardous wastes, or petro-
leum products. The borrower must co-
operate with the Agency in the devel-
opment of this report. 

(a) Before acceleration. Before accel-
erating a project loan, the Agency will 
consider the possibility that the bor-
rower is forcing an acceleration to cir-
cumvent the prepayment process. If it 
is found that this is the borrower’s mo-
tivation, the Agency will consider al-
ternatives to acceleration, such as 
suing for specific performance under 
loan and management documents. 

(b) Acceleration. When a borrower is 
in monetary or non-monetary default, 
the Agency will accelerate the loan un-
less the Agency decides other enforce-
ment measures are more appropriate. 

(1) If the borrower does not pay the 
full account balance and meet the 
other terms of the acceleration notice 
within the time period set forth in the 
acceleration notice, the Agency will 
foreclose or acquire the security prop-
erty through deed in lieu of fore-
closure. 

(2) The Agency will suspend interest 
credit and rental assistance. 

(3) The Agency will not accept par-
tial payment of an accelerated loan un-
less required by state law. 

(c) Voluntary liquidation. After accel-
eration, borrowers may voluntarily liq-
uidate through either of the following 
mechanisms: 

(1) Deed in lieu of foreclosure. RHS 
may accept a deed in lieu of foreclosure 
to convey title to the security property 
only after the debt has been acceler-
ated and when it is in the Govern-
ment’s best interest. 

(2) Offer by third party. If a junior 
lienholder or cosigner makes an offer 
in the amount of at least the net recov-
ery value, RHS may assign the note 
and mortgage after all appeal rights 
have expired. 

(d) Foreclosure. (1) The Agency will 
initiate foreclosure when a borrower is 
in monetary or non-monetary default 
and foreclosure is in the best interest 
of the Federal Government. 

(2) When a junior lienholder fore-
closure does not result in payment in 
full of the Agency debt but the prop-
erty is sold subject to the Agency lien, 
the Agency will liquidate the account. 

(e) Acquisition of chattel properties. (1) 
The Agency will accept voluntary con-
veyance of chattel property only when 
the borrower can convey ownership 
free of other liens and the Agency has 
agreed to release the borrower from 
further liability on the account. 

(2) If the Agency decides to accept an 
offer of voluntary conveyance of chat-
tel property, the borrower must pro-
vide an itemized listing of each chattel 
property item being conveyed and pro-
vide title to vehicles or other equip-
ment, where applicable. 
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