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(v) A court-created or court-affirmed
obligation or judgment caused by non-
payment that is currently outstanding
or has been outstanding within the last
12 months, except for those excluded in
paragraph (i)(2) of this section.

(vi) Two or more rent payments paid
30 or more days late within the last 2
years. If the applicant has experienced
no other credit problems in the past 2
years, only 1 year of rent history will
be evaluated. Rent payment history re-
quirements may be waived if the RHS
loan will reduce shelter costs signifi-
cantly and contribute to an improved
repayment ability.

(vii) Outstanding collection accounts
with a record of irregular payment
with no satisfactory arrangements for
repayment, or collection accounts that
were paid in full within the last 6
months.

(viii) Non-agency debts written off
within the last 36 months unless paid
in full at least 12 months ago.

(ix) Agency debts that were debt set-
tled within the last 36 months or are
being considered for debt settlement.

(x) Delinquency on a federal debt.

(2) The following will not be consid-
ered indicators of unacceptable credit:

(i) A bankruptcy in which debts were
discharged more than 36 months prior
to the date of application or where an
applicant successfully completed a
bankruptcy debt restructuring plan
and has demonstrated a willingness to
meeting obligations when due for the
12 months prior to the date of applica-
tion.

(ii) A judgment satisfied more than
12 months before the date of applica-
tion.

(3) When an application is rejected
because of unacceptable credit, the ap-
plicant will be informed of the reason
and source of information.

(1) Homeownership education. Appli-
cants who are first-time homebuyers
must agree to provide documentation,
in the form of a completion certificate
or letter from the provider, that a
homeownership education course from
a certified provider under §3550.11 has
been successfully completed as defined
by the provider prior to loan closing.
Requests for exceptions to the home-
owner education requirement will be
reviewed and granted on an individual
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case-by-case basis. The State Director
may grant an exception the homeown-
ership education requirement for indi-
viduals in geographic areas within the
State where the State Director verifies
that certified homeownership edu-
cation is not reasonably available in
the local area in any of the formats
listed in §3550.11(b). Whether such
homeownership education is reason-
ably available will be determined based
on factors including, but not limited
to: Distance, travel time, geographic
obstacles, and cost. On a case-by-case
basis, the State Director also may
grant an exception, provided the appli-
cant borrower documents a special
need, such as a disability, that would
unduly impede completing a homeown-
ership course in a reasonably available
format.

[61 FR 59779, Nov. 22, 1996, as amended at 67
FR 78330, Dec. 24, 2002; 72 FR 5157, Feb. 5,
2007]

§3550.54 Calculation of income and as-
sets.

(a) Repayment income. Repayment in-
come is the annual amount of income
from all sources that are expected to be
received by those household members
who are parties to the promissory note,
except for any student financial aid re-
ceived by these household members for
tuition, fees, books, equipment, mate-
rials, and transportation. Repayment
income is used to determine the house-
hold’s ability to repay a loan.

(b) Annual income. Annual income is
the income of all household members
from all sources except those listed in
(b)(1) through (b)(12) of this section:

(1) Earned income of persons under
the age of 18 unless they are a borrower
or a spouse of a member of the house-
hold;

(2) Payments received for the care of
foster children or foster adults;

(3) Amounts granted for or in reim-
bursement of the cost of medical ex-
penses;

(4) Barnings of each full-time student
18 years of age or older, except the
head of household or spouse, that are
in excess of any amount determined
pursuant to section 501(b)(56) of the
Housing Act of 1949, as amended;

(5) Temporary, nonrecurring, or spo-
radic income (including gifts);
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(6) Lump sum additions to family as-
sets such as inheritances; capital gains;
insurance payments under health, acci-
dent, or worker’s compensation poli-
cies; settlements for personal or prop-
erty losses; and deferred periodic pay-
ments of supplemental security income
and Social Security benefits received
in a lump sum;

(7) Any earned income tax credit;

(8) Adoption assistance in excess of
any amount determined pursuant to
section 501(b)(5) of the Housing Act of
1949, as amended;

(9) Amounts received by the family in
the form of refunds or rebates under
State or local law for property taxes
paid on the dwelling;

(10) Amounts paid by a State agency
to a family with a developmentally dis-
abled family member living at home to
offset the cost of services and equip-
ment needed to Kkeep the develop-
mentally disabled family member at
home;

(11) The full amount of any student
financial aid; and

(12) Any other revenue exempted by a
Federal statute; a list of which is avail-
able from any Rural Development of-
fice.

(c) Adjusted income. Adjusted income
is used to determine program eligi-
bility for sections 502 and 504 and the
amount of payment subsidy for which
the household qualifies under section
502. Adjusted income is annual income
as defined in paragraph (b) of this sec-
tion less any of the following deduc-
tions for which the household is eligi-
ble.

(1) For each household member, ex-
cept the head of household or spouse,
who is under 18 years of age, 18 years of
age or older with a disability, or a full-
time student, the amount determined
pursuant to section 501(b)(5) of the
Housing Act of 1949, as amended.

(2) A deduction of reasonable ex-
penses for the care of minor 12 years of
age or under that:

(i) Enable a family member to work
or to further a member’s education;

(ii) Are not reimbursed or paid by an-
other source; and

(iii) In the case of expenses to enable
a family member to work do not exceed
the amount of income earned by the
family member enabled to work.
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(3) Expenses related to the care of
household members with disabilities
that:

(i) Enable a family member to work;

(ii) Are not reimbursed from insur-
ance or another source; and

(iii) Are in excess of three percent of
the household’s annual income.

(4) For any elderly family, a deduc-
tion in the amount determined pursu-
ant to section 501(b)(56) of the Housing
Act of 1949, as amended.

(5) For elderly households only, a de-
duction for household medical expenses
that are not reimbursed from insurance
or another source and which in com-
bination with any expenses related to
the care of household members with
disabilities described in paragraph
(c)(3) of this section, are in excess of
three percent of the household’s annual
income.

(d) Net family assets. Income from net
family assets must be included in the
calculation of annual and repayment
income. Net family assets also are con-
sidered in determining whether a down
payment is required.

(1) Net family assets include the cash
value of:

(i) Equity in real property,
than the dwelling or site;

(ii) Cash on hand and funds in savings
or checking accounts;

(iii) Amounts in trust accounts that
are available to the household;

(iv) Stocks, bonds, and other forms of
capital investments including life in-
surance policies and retirement plans
that are accessible to the applicant
without retiring or terminating em-
ployment;

(v) Lump sum receipts such as lot-
tery winnings, capital gains, inherit-
ances;

(vi) Personal property held as an in-
vestment; and

(vii) Any value, in excess of the con-
sideration received, for any business or
household assets disposed for less than
fair market value during the 2 years
preceding the income determination.
The value of assets disposed of for less
than fair market value shall not be
considered if they were disposed of as a
result of foreclosure or bankruptcy or a
divorce or separation settlement.

(2) Net family assets do not include:

other
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(i) Interest in American Indian trust
land;

(ii) Cash on hand which will be used
to reduce the amount of the loan;

(iii) The value of necessary items of
personal property;

(iv) Assets that are part of the busi-
ness, trade, or farming operation of
any member of the household who is
actively engaged in such operation;

(v) The value of an irrevocable trust
fund or any other trust over which no
member of the household has control.

[61 FR 59779, Nov. 22, 1996, as amended at 67
FR 78329, Dec. 24, 2002]

§3550.55 Applications.

(a) Application submissions. All per-
sons applying for RHS loans must file a
complete written application in a for-
mat specified by RHS. Applications
will be accepted even when funds are
not available.

(b) Application processing. (1) Incom-
plete applications will be returned to
the applicant specifying in writing the
additional information that is needed
to make the application complete.

(2) An applicant may voluntarily
withdraw an application at any time.

(3) RHS may periodically request in
writing that applicants reconfirm their
interest in obtaining a loan. RHS may
withdraw the application of any appli-
cant who does not respond within the
specified timeframe.

(4) Applicants who are eligible will be
notified in writing. If additional infor-
mation becomes available that indi-
cates that the original eligibility de-
termination may have been incorrect,
or that circumstances have changed,
RHS may reconsider the application
and the applicant may be required to
submit additional information.

(5) Applicants who are ineligible will
be notified in writing and provided
with the specific reasons for the rejec-
tion.

(c) Selection for processing. When fund-
ing is not sufficient to serve all pro-
gram-eligible applicants, applications
will be selected for processing using
the funding priorities specified in this
paragraph. Within priority categories,
applications will be processed in the
order that the completed applications
are received. In the case of applications
with equivalent priority status that
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are received on the same day, pref-
erence will be extended to applicants
qualifying for a veterans preference.
After selection for processing, loans
are funded on a first-come, first-served
basis.

(1) First priority will be given to ex-
isting customers who request subse-
quent loans to correct health and safe-
ty hazards.

(2) Second priority will be given to
loans related to the sale of an REO
property or the transfer of an exisiting
RHS financed property.

(3) Third priority will be given to ap-
plicants facing housing related hard-
ships including applicants who have
been living in deficient housing for
more than 6 months, current home-
owners in danger of losing a property
through foreclosure, and other cir-
cumstances determined by RHS on a
case-by-case basis to constitute a hard-
ship.

(4) Fourth priority will be given to
applicants seeking, loans for the con-
struction of dwellings in an RHS-ap-
proved Mutual Self-Help project or
loans that will leverage funding or fi-
nancing from other sources.

(5) Applications from applicants who
do not qualify for priority consider-
ation in paragraphs (c)(1), (¢)(2), (¢)(3),
or (c)(4) of this section will be selected
for processing after all applications
with priority status have been proc-
essed.

(d) Applicant timeframe. RHS will
specify a reasonable timeframe within
which eligible applicants selected for
processing must provide the informa-
tion needed to underwrite the loan.

§3550.56 Site requirements.

(a) Rural areas. Loans may be made
only in rural areas designated by RHS.
If an area designation is changed to
non-rural:

(1) New conditional commitments
will be made and existing conditional
commitments will be honored only in
conjunction with an applicant for a
section 502 loan who applied for assist-
ance before the area designation
changed.

(2) REO property sales and transfers
with assumption may be processed.

(3) Subsequent loans may be made ei-
ther in conjunction with a transfer
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