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notice to each tenant in the housing 
project. Borrowers must post copies of 
the prepayment request cancellation 
notice in the public areas throughout 
the housing project for a period of 60 
days following the date of the prepay-
ment request cancellation notice. 

(e) If the borrower agrees to accept 
incentives and restrictive-use provi-
sions, the Agency will notify each ten-
ant, in writing, of the agreement and 
provide a description of the restrictive- 
use provision. 

(f) If a borrower agrees to sell a hous-
ing project involved in a prepayment 
request to a nonprofit organization or 
public body, the Agency will notify 
each tenant, in writing, of the proposed 
sale to a nonprofit organization or pub-
lic body and will explain the time-
frames involved with the proposed sale, 
any potential impact on tenants, and 
the actions tenants may take to allevi-
ate any adverse impact. Borrowers 
must post copies of the Agency’s pro-
posed sale notice in public areas 
throughout the housing project until 
the housing project is sold or the offer 
to sell is withdrawn. 

(g) If a tenant applicant signs a lease 
in a housing project for which a pre-
payment request has been submitted, 
the borrower must provide the tenant 
with copies of all notifications pro-
vided to tenants by the Agency or the 
borrower prior to the tenant’s occu-
pancy in the housing project. 

(h) If a borrower is unable to sell a 
housing project involved in a prepay-
ment request to a nonprofit organiza-
tion or public body within 180 days as 
specified in § 3560.659, the Agency will 
send a notice to each tenant in the 
housing project explaining the poten-
tial impact of the borrower’s inability 
to sell the housing project on tenants 
and the actions tenants may take to 
alleviate any adverse impact. Bor-
rowers must post the Agency’s notice 
in public areas throughout the housing 
project for a period of 60 days following 
the date of the notice. 

§ 3560.655 Agency requested extension. 
Before accepting an offer to prepay 

from a borrower with a restricted loan, 
the Agency must first make a reason-
able effort to enter into a new restric-
tive-use agreement with the borrower. 

Under this agreement, the borrower 
would make a binding commitment to 
extend the low-income use of the hous-
ing and related facilities for 20 years 
for loans with interest credit, begin-
ning on the date on which the new 
agreement is executed. If the borrower 
is unwilling to enter into a new restric-
tive-use provisions and restrictive-use 
agreement, the Agency should proceed 
to take the actions described in 
§ 3560.658. 

§ 3560.656 Incentives offers. 

(a) The Agency will offer a borrower, 
who submits a prepayment request 
meeting the conditions of § 3560.653(d), 
incentives to agree to the restrictive- 
use period in § 3560.662 if the following 
conditions are met: 

(1) The market value of the housing 
project is determined by the Agency, 
based on an appraisal conducted in ac-
cordance with subpart P of this part. 

(2) There are no restrictive-use agree-
ments or prepayment prohibitions in 
effect. 

(b) Specific incentives offered will be 
based on the Agency’s assessment of: 

(1) The value of the housing project 
as determined by the Agency based on 
an ‘‘as-is’’ market value appraisal con-
ducted in accordance with subpart P of 
this part; 

(2) An incentive amount that will 
provide a fair return to the borrower; 

(3) An incentive amount that will not 
cause basic rents at the housing 
project to exceed conventional rents 
for comparable units; except that when 
determined necessary by the Agency to 
allow for decent, safe and sanitary 
housing to be provided in market areas 
where conventional rents are not suffi-
cient to cover necessary operating, 
maintenance, and reserve costs. Basic 
rents may be allowed to exceed com-
parable rents for conventional units, 
but in no case by more than 150% of the 
comparable rent for conventional unit 
rent level; and 

(4) An incentive amount that will be 
the least costly alternative for the 
Federal Government while being con-
sistent with the Agency’s commitment 
to the preservation of housing for very- 
low, low, and moderate income house-
holds in rural areas. 
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(c) The Agency may offer the fol-
lowing incentives: 

(1) The Agency may increase the bor-
rower’s annual return on equity by one 
of the following two methods. The ac-
tual withdrawal of the return remains 
subject to the procedures and condi-
tions for withdrawal specified in sub-
part G of this part. 

(i) The Agency may recognize the 
borrower’s current equity in the hous-
ing project. The equity will be deter-
mined using an Agency accepted ap-
praisal based on the housing project’s 
value as unsubsidized conventional 
housing. 

(ii) When a current appraisal indi-
cates an equity loan can not be made, 
the Agency may recognize the bor-
rower’s current equity in the housing 
project at the higher of the original 
rate of return or the current 15-year 
Treasury bond rate plus 2 percent 
rounded to the nearest one-quarter per-
cent. The equity will be determined 
using the most recent Agency accepted 
appraisal of the housing project prior 
to receiving the prepayment request. 

(2) The Agency may agree to convert 
projects without interest credit or with 
Plan I interest credit to Plan II inter-
est credit or increase the interest cred-
it subsidy for loans with Section 8 as-
sistance to lower the interest rate on 
the loan and make basic rents more fi-
nancially feasible. 

(3) The Agency may offer additional 
rental assistance, or an increase in as-
sistance provided under existing con-
tracts under §§ 521(a)(2), 521(a)(5) of the 
Housing Act of 1949 (42 U.S.C. 
1490a(a)(2)) or section 8 of the United 
States Housing Act of 1937 (42 U.S.C. 
§ 1437f). 

(4) The Agency may make an equity 
loan to the borrower. The equity loan 
must not adversely affect the bor-
rower’s ability to repay other Agency 
loans held by the borrower and must be 
made in conformance with the fol-
lowing requirements: 

(i) The equity loan must not exceed 
the difference between the current un-
paid loan balance and 90 percent of the 
housing project’s value as determined 
by an ‘‘as-is’’ market value appraisal 
conducted in accordance with subpart 
P of this part. 

(ii) Borrowers with farm labor hous-
ing loans are not eligible to receive eq-
uity loans as incentives. 

(iii) If an incentive offer for an eq-
uity loan is accepted, the equity loan 
may be processed and closed with the 
borrower or any eligible transferee. 

(iv) Excess reserve funds will be used 
to reduce the amount of an equity loan 
offered to a borrower. 

(v) Equity loans may not be offered 
unless the Agency determines that 
other incentives are not adequate to 
provide a fair return on the investment 
of the borrower to prevent prepayment 
of the loan or to prevent displacement 
of project tenants. 

(5) The Agency will offer rental as-
sistance to protect tenants from rent 
overburden caused by any rent increase 
as a result of a borrower’s acceptance 
of an incentive offer or tenants who are 
currently overburdened. 

(6) In housing projects with project- 
based section 8 assistance, the Agency 
may permit the borrower to receive 
rents in excess of the amounts deter-
mined necessary by the Agency to de-
fray the cost of long-term repair or 
maintenance of such a project. 

(d) The Agency must determine that 
the combination of assistance provided 
is necessary to provide a fair return on 
the investment of the borrower and is 
the least costly alternative for the 
Federal Government. 

(e) At the time a specific incentive 
offer is developed, the Agency must 
take into consideration the costs of 
any deferred maintenance, items in the 
housing project’s operating budget, and 
any expected long-term repair or re-
placement costs based on a capital 
needs assessment developed in accord-
ance with § 3560.103(c). Deferred mainte-
nance may include specific items iden-
tified in previous Agency inspections 
where the borrower has had the oppor-
tunity and resources available to take 
corrective actions and did not. 

(1) Deferred maintenance does not in-
clude routine repair and replacement 
that results from normal wear and tear 
of the physical asset. The amount re-
quired for the reserve account to be 
considered fully funded will be adjusted 
accordingly. To determine if basic 
rents exceed conventional rents for 
comparable units in the area, monthly 
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contributions necessary to obtain the 
adjusted fully funded reserve account 
will be included in the calculation of 
basic rents. 

(2) Deferred maintenance including 
any deficiencies identified in project 
compliance with section 504 of the Re-
habilitation Act of 1973 must be ad-
dressed as part of the development of 
the incentive and must be completed as 
part of an acceptance agreement of any 
incentive. 

(f) Existing loans must be consoli-
dated, provided consolidation retains 
the Agency’s lien position, and reamor-
tized in accordance with subparts I and 
J of this part, provided it maintains 
feasibility of the housing for the ten-
ants or reduces the debt service or the 
level of monthly rental assistance. 

(g) The borrower must accept or re-
ject the incentive offer within 30 days. 
If no answer to the offer is received 
within 30 days, the Agency may con-
sider the incentive offer to be rejected. 

(1) If the borrower accepts the incen-
tive offer, procedures outlined in 
§ 3560.657 must be followed. 

(2) If the borrower rejects the incen-
tive offer, the borrower must comply 
with requirements listed in § 3560.658. 

[69 FR 69106, Nov. 26, 2004, as amended at 73 
FR 65506, Nov. 4, 2008] 

§ 3560.657 Processing and closing in-
centive offers. 

(a) Borrower responsibilities. If a bor-
rower accepts the Agency’s offer of in-
centives, the borrower must complete 
the following actions: 

(1) Subject to the Agency’s approval, 
the borrower must legally restrict the 
use of the project in accordance with 
and for the number of years stated in 
§ 3560.662. 

(2) If the incentive offer accepted in-
cludes an equity loan, the borrower 
must complete an application for the 
equity loan, and the borrower must 
continue to qualify as an eligible bor-
rower or transferee in accordance with 
subpart B of this part. 

(3) If the incentive offer accepted in-
cludes rent increases, the borrower 
must follow the rent increase require-
ments established in subpart E of this 
part. 

(b) Waiting lists. If funds for compo-
nents of incentive offers are limited, 

the Agency will establish a waiting list 
of accepted incentive offers for funding 
in the date order that the complete 
prepayment request was received. 

(c) Unfunded incentive offers. If the 
borrower accepts the incentive offer 
but the Agency is unable to fund the 
incentive within 15 months, the bor-
rower may choose one of the following 
actions: 

(1) The borrower may offer to sell the 
housing project in accordance with 
§ 3650.659. In this case the borrower will 
be removed from the list of borrowers 
awaiting incentives. 

(2) The borrower may stay on the list 
of borrowers awaiting incentives until 
the borrower’s incentive offer is fund-
ed. The Agency will not negotiate the 
incentive offer; but, at a borrower’s re-
quest, may adjust the incentive 
amount to reflect an updated appraisal, 
loan balance, and terms of third party 
financing. 

(3) The borrower may withdraw the 
prepayment request and be removed 
from the list of borrowers awaiting in-
centives and either continue operating 
the housing project for program pur-
poses and in accordance with Agency 
requirements or continue processing 
their prepayment process in accord-
ance with § 3560.658. If the borrower 
chooses to withdraw their request, the 
borrower may resubmit an updated pre-
payment request, at any time, and re-
peat the prepayment process in accord-
ance with this subpart. 

(4) The borrower may elect to obtain 
a third-party equity loan provided 
rents will not exceed comparable rents 
in the market area. 

§ 3560.658 Borrower rejection of the 
incentive offer. 

(a) If a borrower rejects the incentive 
package offered by the Agency or an 
Agency request to extended restrictive- 
use provisions, made in accordance 
with § 3560.662, the loan will only be 
prepaid if the borrower elects to agree 
to the following: 

(1) The borrower agrees to sign re-
strictive-use provisions to extend re-
strictive-use by 10 years from the date 
of prepayment, and at the end of the 
restrictive-use period offer to sell the 
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