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(3) The requirements of Title VI of 
the Civil Rights Act of 1964, Title VIII 
of the Civil Rights Act of 1968, as 
amended; section 504 of the Rehabilita-
tion Act of 1973, the Age Discrimina-
tion Act of 1975, Americans with Dis-
abilities Act of 1990; and 

(4) Applicable Federal, state, and 
local laws. 

§ 3560.353 Scheduling of on-site moni-
toring reviews. 

Generally, the Agency will provide 
the borrower prior notice of an on-site 
monitoring review and will conduct the 
on-site monitoring review in the pres-
ence of the borrower. However, the 
Agency may visit a housing project, 
without prior notice, to observe phys-
ical conditions, operations and man-
agement activities, or other borrower 
or tenant activities. In addition, the 
Agency may conduct on-site reviews 
without the presence of the borrower, 
the management agent, or other des-
ignated representative of the borrower. 

§ 3560.354 Borrower response to moni-
toring review notifications. 

The Agency will notify borrowers, in 
writing, whenever Agency monitoring 
activities result in deficiency findings 
or compliance violations. The moni-
toring review notification will describe 
the deficiencies findings or compliance 
violations and will specify a time pe-
riod by which corrective action must 
be taken by the borrower. The notifica-
tion will offer borrowers an oppor-
tunity to discuss the reported defi-
ciency findings or compliance viola-
tions with the Agency and will explain 
enforcement actions that the Agency 
may take if corrective action is not 
taken within the time period specified 
in the monitoring review notification. 
When civil rights non-compliance is 
found, the State Civil Rights Coordi-
nator or Manager (SCRC/M) will be no-
tified. If voluntary compliance cannot 
be obtained, appropriate enforcement 
or remedial action will be taken. 

§§ 3560.355–3560.399 [Reserved] 

§ 3560.400 OMB control number. 
The information collection require-

ments contained in this regulation 
have been approved by the Office of 

Management and Budget (OMB) and 
have been assigned OMB control num-
ber 0575–0189. Public reporting burden 
for this collection of information is es-
timated to vary from 15 minutes to 18 
hours per response, including time for 
reviewing instructions, searching exist-
ing data sources, gathering and main-
taining the data needed, and com-
pleting and reviewing the collection of 
information. A person is not required 
to respond to a collection of informa-
tion unless it displays a currently valid 
OMB control number. 

Subpart I—Servicing 

§ 3560.401 General. 

(a) Purpose. This subpart contains ac-
tions the Agency may take to service 
and collect loans or other debts owed 
by multi-family housing (MFH) bor-
rowers. The loan servicing and other 
actions set forth are designed to pro-
tect Agency and tenant interests and 
assist borrowers in meeting program 
objectives. 

(b) General servicing policies. Bor-
rowers must repay loans or other 
amounts due to the Agency according 
to provisions specified in promissory 
notes, loan agreements and resolu-
tions, mortgages, deeds-of-trust, as-
sumption agreements, reamortization 
agreements, or other agreements exe-
cuted between the borrower and the 
Agency. 

(c) Special servicing actions. The Agen-
cy will not agree to any proposal for 
loan servicing or debt collection action 
other than actions consistent with this 
section, debt instruments, and other 
agreements. When payments due to the 
Agency from a borrower remain unpaid 
for more than 30 days after the due 
date, past due, after the Agency may 
initiate the special servicing actions 
described in subpart J of this part. 

§ 3560.402 Loan payment processing. 

(a) Predetermined Amortization Sched-
ule System (PASS) requirements. All 
loans, except the loans specified in 
paragraph (c) of this section, must be 
closed and serviced using the PASS. 

(b) Required conversion to PASS. Bor-
rowers with Daily Interest Accrual 
System (DIAS) accounts must convert 
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to PASS whenever a loan servicing ac-
tion on the account involves a change 
in the loan rates or terms or whenever 
a subsequent loan to the borrower is 
closed. 

(c) Exceptions. Seasonal farm labor 
housing loans and on-farm labor hous-
ing loans may be closed on DIAS, 
monthly, or annual payment schedules. 

§ 3560.403 Account servicing. 
(a) Payment due dates. Loan or other 

payments due to the Agency are due on 
the first day of each month unless oth-
erwise established in the debt instru-
ment or other agreement executed with 
the Agency. 

(b) Payment application order. Loan 
payments will be applied to the bor-
rower’s account in the following order 
of priority: 

(1) Amortized audit receivables. (i.e., 
amounts due to the Agency, over a pe-
riod of time, as a result of a finding 
from an audit or other monitoring ac-
tivity.) 

(2) Unamortized audit receivables. 
(i.e., amounts due to the Agency, in a 
lump sum payment, as a result of a 
finding from an audit or other moni-
toring activity.) 

(3) Late fees. (i.e., amounts due to the 
Agency as a result of late payments.) 

(4) Amortized recoverable costs. (i.e., 
amounts due to the Agency, over a pe-
riod of time, as a result of Agency pay-
ments made on behalf of a borrower for 
housing project related expenses such 
as taxes or insurance premiums.) 

(5) Unamortized recoverable costs. 
(i.e., amounts due to the Agency, in a 
lump sum payment, as a result of 
Agency payments made on behalf of a 
borrower for housing project related 
expenses such as taxes or insurance 
premiums.) 

(6) Overage. (i.e., amounts due to the 
Agency as a result of a tenant’s tenant 
contribution being higher than basic 
rent.) 

(7) Interest. (i.e., amounts due to the 
Agency as a result of scheduled inter-
est on a loan and as a result of interest 
charged on unpaid delinquent principal 
amounts.) 

(8) Principal. (i.e., amounts due to 
the Agency as the loan principal.) 

(9) Advance payments. (Any funds re-
maining after disbursement of a pay-

ment to all other payment priorities 
will be applied to the borrower’s ac-
count as an advance regular payment 
unless a borrower specifically des-
ignates, in writing, another applica-
tion.) 

(c) Late fees. If payments on a bor-
rower’s account, under PASS, are more 
than $15 delinquent after the close of 
business on the 10th day after the pay-
ment due date, a late fee will be 
charged to the borrower’s account. 

(1) Late fees charged to a borrower’s 
account will equal 6 percent of the 
total regular payments due as specified 
in any promissory notes, assumption 
agreements, or reamortization agree-
ments related to the borrower’s ac-
count. 

(2) Late fees are a borrower expense 
and must not be paid from housing 
project funds. 

(3) The Agency may waive late fees 
for circumstances beyond a borrower’s 
control and when a waiver is deter-
mined by the Agency to be in the best 
financial interest of the Federal Gov-
ernment. 

(d) Interest on unpaid overdue prin-
cipal. On the first day of the month fol-
lowing a payment due date, the Agency 
will charge interest at the note rate on 
any unpaid principal payment due ac-
cording to the loan’s amortization 
schedule (i.e., interest will be charged 
on delinquent principal). The interest 
charged on the unpaid principal pay-
ment due will be charged to the bor-
rower in addition to the scheduled in-
terest due on payments according to 
the loan’s amortization schedule. 

§ 3560.404 Final loan payments. 
(a) Payoff statements. At the bor-

rower’s request, the Agency will pro-
vide a statement indicating the pay off 
amount necessary to pay the bor-
rower’s account in full. 

(b) Final payments. A borrower’s final 
loan payment must include repayment 
of all outstanding obligations to the 
Agency. 

(1) Any supervised funds being held 
by the Agency will be applied to the 
borrower’s account or, at the bor-
rower’s option, will be returned to the 
borrower following acceptance of final 
payment on all outstanding obliga-
tions. 
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(2) If a balance due remains on a bor-
rower’s account after Agency accept-
ance of a final payment, due to bor-
rower error or fraud or Agency error, 
the Agency will initiate collection ac-
tion in accordance with the unauthor-
ized assistance collection procedures 
described in subpart O of this part. 

(c) Final payment loans. Borrowers 
with loans for which the Agency ap-
proved an amortization period that ex-
ceeded the term of the loan may re-
quest a loan to finance the final pay-
ment in accordance with the require-
ments of § 3560.74. 

(d) Loan prepayment requests. If pre-
payment of an Agency loan is re-
quested, the applicable preservation re-
quirements of subpart N of this part, 
including the execution of any appro-
priate restrictive-use agreements, must 
be met prior to the Agency’s accept-
ance of a final loan payment under the 
prepayment request. 

(e) Payment forms. Final payments 
may be made by cashier’s check, cer-
tified check, money order, bank draft, 
or other withdrawal instruments ap-
proved by the Agency. 

(1) If borrowers use forms of payment 
requiring special handling, the bor-
rower is responsible for the cost of the 
special handling. 

(2) When payment is provided in a 
form that is not the equivalent of cash, 
the Agency will consider the payment 
to be received at the time the payment 
has been converted to cash and funds 
have been transferred to the Agency. 

(f) Release of security instruments. The 
Agency will release security instru-
ments, subject to applicable restric-
tive-use agreements referenced in sub-
part N of this part, when full payment 
of all outstanding obligations to the 
Agency has been received, accepted, 
and the funds have been transferred to 
the Agency. 

(1) If the Agency and the borrower 
agree to settle an account for less than 
the full amount owed, the Agency will 
release security instruments when the 
borrower has paid in full all agreed 
upon obligations. 

(2) Recording costs for the release of 
the security instruments will be the re-
sponsibility of the borrower, except 
where state law requires the mortgagee 
to record or file the satisfaction. 

(g) Special circumstances—Refund of 
entire principal. If the entire principal 
of the loan is refunded after the loan is 
closed, the borrower must pay interest 
from the date of the note to the date of 
receipt of the refund. 

§ 3560.405 Borrower organizational 
structure or ownership interest 
changes. 

(a) General. The requirements of this 
section apply to changes in a borrower 
entity’s organizational structure or to 
a change in a borrower entity’s con-
trolling interest. If 100 percent of a bor-
rower entity’s ownership interest is 
transferred, within a 12-month period, 
the change will be considered a housing 
project transfer and the provisions of 
§ 3560.406, which covers transfers or 
sales of housing projects, will apply. 

(b) Agency requirements. Borrowers 
must notify the Agency prior to the 
implementation of any changes in a 
borrower entity’s organizational struc-
ture. The Agency must give its consent 
prior to the implementation of changes 
in a borrower entity’s controlling in-
terest. 

(1) Borrowers must submit written 
requests for Agency consent to the 
Agency at least 45 days prior to the an-
ticipated effective date of the proposed 
organizational change. The request 
must document that the proposed 
changes will not adversely affect the 
program purposes or security interest 
of the Agency and will not adversely 
affect tenants. 

(2) If the controlling interest change 
involves a transfer of interest to an en-
tity not previously holding an owner-
ship interest in the borrower entity, 
the request for consent must include a 
written certification, executed by the 
party receiving the ownership interest, 
certifying that the recipient of the 
ownership interest agrees to assume re-
sponsibilities and obligations required 
of a borrower as established in Agency 
program requirements including re-
quirements in the promissory note, 
loan agreement, or other document re-
lated to Agency loans held by the bor-
rower entity. 

(3) The Agency will not take a con-
sent request for a controlling interest 
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change under consideration if the bor-
rower’s request fails to meet the re-
quirements specified in paragraph 
(b)(2) of this section. 

(c) Documentation of organizational 
structures and ownership interest. Bor-
rowers must annually document their 
organizational structure and owner-
ship. 

(1) Documentation must be sub-
mitted with the annual financial re-
ports required by § 3560.308 and must re-
flect any changes made during the 12- 
month period preceding the submission 
of the annual financial reports. 

(2) If no changes in a borrower enti-
ty’s organizational structure or owner-
ship were made during the 12-month 
period prior to submission of the an-
nual financial reports, borrowers are 
not required to submit documentation, 
but must submit a statement certi-
fying that no changes have been made 
in the documents on file with the 
Agency. 

(3) Organizational structure and own-
ership documentation must include the 
following items: 

(i) A current organization description 
reflecting all approved changes in the 
organizational structure of the bor-
rower entity and listing the names, ad-
dresses, and tax identification numbers 
of all parties with an ownership inter-
est in the borrower entity; and 

(ii) A written statement by the bor-
rower certifying that the changes in 
the borrower entity’s organizational 
structure or ownership interests were 
completed in compliance with state 
and local laws and in accordance with 
organizational requirements of the bor-
rower entity. 

§ 3560.406 MFH ownership transfers or 
sales. 

(a) General. The provisions of this 
section apply to ownership transfers or 
sales (e.g., title transfers) involving an 
Agency financed housing project. The 
provisions cover situations where 
Agency loans are being assumed as a 
part of a housing project transfer or 
sale. 

(b) Agency consent requirements. Agen-
cy consent must be obtained prior to 
an ownership transfer or sale and 
Agency consent will only be given 
when the transfer or sale is in the best 

interest of the Federal Government. 
Any ownership transfer or sale without 
the consent of the Agency will be con-
sidered a default and will be handled in 
accordance with subpart J of this part. 

(1) Priority consideration will be 
given to ownership transfers or sales 
needed to remove a hardship to the 
borrower that was caused by cir-
cumstances beyond the borrower’s con-
trol. 

(2) Ownership transfers or sales with 
an assumption of debt at an amount 
less than the borrower’s debt amount 
will only be approved by the Agency 
when all persons in the borrower entity 
who are transferring their ownership 
interest or are involved in the selling 
of the property are not part of the 
transferee organization. 

(c) Consent request requirements. Bor-
rowers must submit written requests 
for Agency consent to an ownership 
transfer or sale of a housing project to 
the Agency at least 45 days prior to 
proposed ownership transfer or sale 
date. The consent request must docu-
ment that the proposed transfer or sale 
meets the requirements of paragraph 
(d) of this section and must include the 
following items: 

(1) A statement disclosing any iden-
tity-of-interest between the borrower 
and the party to which the housing 
project ownership is being transferred 
or sold. 

(2) A statement certifying that the 
housing project’s financial accounts 
are funded at required levels, less au-
thorized withdrawals, and that pay-
ments due for operation and mainte-
nance expenses, tax assessments, insur-
ance premiums, any required tenant se-
curity deposit accounts, and other obli-
gations incurred as a part of the hous-
ing project operations are paid in full 
with no overdue balances or a state-
ment explaining the housing project’s 
financial situation and the reasons for 
overdue payments or under funded ac-
counts. 

(3) A proposed housing project budget 
covering the partial year, if applicable, 
and first full year operation following 
the ownership transfer or housing 
project sale. 

(4) A written statement, signed by 
the proposed transferee or buyer, certi-
fying that the transferee or buyer will 
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assume the borrower responsibilities 
and obligations specified in Agency 
program requirements including re-
quirements in a promissory note, loan 
agreement or other documents related 
to Agency loans held by the borrower 
entity. 

(5) A certification from the borrower 
and the proposed transferee or buyer 
that the borrower does not and will not 
have a reversionary interest in the 
housing project. 

(d) Requirements for ownership trans-
fers or sales. An ownership transfer or 
sale of a housing project with an as-
sumption of Agency loans by the trans-
feree or buyer must comply with the 
following conditions: 

(1) The transferee or buyer must be 
an eligible borrower under the require-
ments established by subpart B of this 
part; 

(2) The transferee or buyer must 
agree to set basic rents at the housing 
project covered by the assumed loans 
at levels that do no exceed conven-
tional rents for comparable units in 
the area, except that when determined 
necessary by the Agency to allow for 
decent, safe and sanitary housing to be 
provided in market areas where con-
ventional rents are not sufficient to 
cover necessary operating, mainte-
nance, and reserve costs. Basic rents 
may be allowed to exceed comparable 
rents for conventional units, but in no 
case by more than 150% of the com-
parable rent for conventional unit rent 
level; and 

(3) The value of the housing project 
covered by the loans to be assumed, at 
the time of an ownership transfer or 
sale, must be sufficient to ensure that 
all Agency loans being assumed and all 
subsequent loans being offered as a 
part of the transfer or sale can be se-
cured to a level that fully protects the 
Agency’s interest. Loans from third- 
party sources that are not dependent 
on project revenue for payment will 
not be included in this determination. 

(i) If the total value of the loans 
being offered as a part of an ownership 
transfer or sale is $100,000 or less, the 
security value of the housing project 
may be determined through either: An 
Agency review of monitoring reports 
conducted in accordance with the re-
quirements in subpart H of this part or 

an appraisal paid for by the borrower 
and conducted in accordance with sub-
part P of this part. 

(ii) If the total value of the loans 
being offered as a part of an ownership 
transfer or sale exceeds $100,000, the se-
curity value of the housing project 
must be determined through an ap-
praisal obtained by the Agency and 
conducted in accordance with subpart 
P of this part. 

(iii) The Agency may approve a loan 
write-down, in accordance with 
§ 3560.455, prior to an ownership trans-
fer or sale to reduce the amount of debt 
being assumed by the transferee or 
buyer. 

(4) Prior to Agency approval of an 
ownership transfer or sale, an environ-
mental review, as required under the 
National Environmental Policy Act 
and in accordance with 7 CFR part 1940, 
subpart G, must be conducted on all 
property related to the ownership 
transfer or sale. If contamination from 
hazardous substances or petroleum 
products is found on the property, the 
finding must be disclosed to the Agen-
cy and the transferee or buyer and 
must be taken into consideration in 
the determination of the housing 
project’s value. 

(5) All immediate and long-term re-
pair and rehabilitation needs must be 
identified by a capital needs assess-
ment. The reserve requirements for the 
housing project will be reviewed by the 
Agency and adjusted, if necessary, to 
adequately cover the cost of addressing 
the property’s capital needs. The Agen-
cy may approve the release of the cur-
rent reserve amount to the transferor 
provided the transferee agrees to de-
posit the amount to cover the project’s 
immediate needs into the reserve ac-
count at closing. 

(6) The borrower and transferee must 
disclose to the Agency all terms, condi-
tions, or other considerations related 
to the ownership transfer or sale. All 
side or other agreements must be dis-
closed and all sources and uses of funds 
related to the ownership transfer or 
sale must be disclosed. 

(7) An agreement must be signed be-
tween the borrower and the transferee 
listing all repairs known by the bor-
rower to be necessary to bring the 
housing project into compliance with 
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Agency requirements for decent, safe, 
and sanitary housing as listed in sub-
part C of this part. 

(i) The agreement must include re-
pairs required to correct compliance 
violations cited in a compliance viola-
tion notice issued by the Agency. 

(ii) The agreement must specify 
whether each repair listed will be com-
pleted by the borrower prior to the 
ownership transfer or by the transferee 
in accordance with a workout agree-
ment developed in accordance with the 
requirements of § 3560.453 and executed 
between the transferee or buyer and 
the Agency. 

(8) A civil rights compliance review, 
as required by 7 CFR part 1901, subpart 
E, will be conducted by the Agency 
prior to the ownership transfer or sale. 

(9) During or immediately after the 
transfer, a review of the property must 
be conducted to ensure that it complies 
with or will comply with section 504(c) 
of the Americans with Disabilities Act 
(ADA), which covers accessibility re-
quirements, and the Title VI of the 
Fair Housing Act of 1968. 

(10) A transferee must ensure that 
tenant certifications in compliance 
with subpart D of this part for all occu-
pied rental units are on file with the 
Agency. 

(11) A transferee must comply with 
insurance and bonding requirements 
established in subpart C of this part at 
the time of the transfer. 

(12) A transferee must agree to sub-
mit financial reports to the Agency ac-
cording to subpart G of this part. 

(13) A transferee must establish that 
there are no liens, judgments, or other 
claims against the housing project 
other than those by the Agency and 
those to which the Agency has pre-
viously agreed. 

(14) A limited profit Rural Rental 
Housing transferee’s initial investment 
and return on investment will remain 
the same as that originally provided to 
the transferor unless: 

(i) The property is transferred to a 
non-profit entity and the return on in-
vestment is eliminated; or 

(ii) The transferee contributes addi-
tional funds for repair or rehabilitation 
and the Agency agrees to recognize a 
higher initial investment. 

(e) Equity payments. The Agency will 
withhold any equity payment due to 
the borrower, as part of an ownership 
transfer or sale, if any of the following 
conditions exist: 

(1) The borrower’s indebtedness to 
the Agency has not been paid in full or 
is not being assumed by the transferee. 
The Agency will require that all or 
part of an equity payment be applied 
against other Agency loans owed by 
the borrower if payments on the other 
loans are not current. 

(2) Any non-Agency prior liens 
against a housing project are not paid 
in full. 

(3) Any housing project financial ac-
counts are not funded at required lev-
els, less authorized withdrawals, or any 
payments due for operation and main-
tenance expenses, tax assessments, in-
surance premiums, tenant security de-
posits or other obligations incurred as 
a part of housing project operations are 
not paid in full. 

(4) Any management deficiencies 
cited in a compliance violation notice 
issued by the Agency to the borrower 
have not been corrected or the housing 
project is not operating under an ap-
proved management plan or, if applica-
ble, an approved management agree-
ment. 

(5) Any operation and maintenance 
deficiencies cited in compliance viola-
tion notices issued by the Agency have 
not been corrected or are not scheduled 
for correction in a workout agreement 
developed in accordance with the re-
quirements of § 3560.453. 

(6) The borrower entity is, at the 
time of the ownership transfer or sale, 
cited by the Agency or other Federal, 
state, or local agencies for violations 
of Fair Housing or Equal Opportunity 
requirements. 

(7) The borrower entity is, at the 
time of the ownership transfer or sale, 
cited by the Agency or any other enti-
ty involved in the financing of the 
housing project for misappropriation of 
funds. 

(f) Equity payment funding sources. Eq-
uity may be provided in cash or 
through a loan. If a full equity pay-
ment to the transferor is not paid at 
the time of the ownership transfer or 
sale or has not been paid through an 
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Agency equity loan or third-party eq-
uity loan approved by the Agency to 
the borrower, the transferee must cer-
tify that equity payments due to the 
borrower will be paid from sources 
other than housing project’s funds and 
must identify the sources of such pay-
ments. 

(g) Restrictive-use requirement. Trans-
ferees assuming Agency loans, includ-
ing loans approved prior to December 
21, 1979, will be required to execute a 
restrictive-use agreement that con-
tains the language specified in 
§ 3560.662. The restrictive-use agree-
ment will require the housing project 
to be used for program purposes for a 
specified period of time beyond the 
date that the ownership transfer or 
sale is closed. When an equity loan is 
involved at the time of transfer, the re-
strictions will be for 30 years. 

(h) Subsequent loans. The Agency may 
approve a subsequent loan or permit a 
loan from a third-party source in con-
junction with an ownership transfer or 
sale of a housing project. The subse-
quent loan may be in the form of a jun-
ior or parity lien. 

(1) Subsequent loans on a housing 
project proposed in conjunction with 
an ownership transfer or sale must be 
requested and processed in accordance 
with the Agency loan origination re-
quirements in subpart B of this part. 

(2) The Agency may amortize the 
subsequent loan over a period not to 
exceed the remaining economic life of 
the housing or 50 years, whichever is 
less. 

(3) The Agency may extend the term 
of the existing loan to a period not to 
exceed 30 years or the remaining eco-
nomic life of the housing, whichever is 
less. 

(i) Loan assumption interest rates. The 
interest rate for Agency loans assumed 
in conjunction with an ownership 
transfer or sale will be determined as 
follows: 

(1) The interest rate for all loans, ex-
cept farm labor housing loans, will be 
set at the lower of: 

(i) The note rate of the existing 
Agency loan; 

(ii) The Agency note rate on the day 
the transfer is approved; 

(iii) The Agency note rate on the day 
the transfer is closed; or 

(iv) If the rents are increased due to 
a transfer, the transfer will be done 
under new rates and terms when the 
Agency determines that it is in the 
best interest of the government. Subse-
quent loan may be in the form of a sen-
ior, junior or parity lien or soft second. 

(2) The interest rate on farm labor 
housing loans will be the rate specified 
in the note, except that loans trans-
ferred to public bodies, nonprofit orga-
nizations of farm workers, and broadly- 
based nonprofit corporations for farm 
labor housing purposes may be at a one 
percent interest rate regardless of the 
rate specified in the note if the Agency 
determines that such a reduction is 
necessary to maintain affordable rent-
al rates for tenants. 

(j) Loan assumption terms. The 
amount of the loan balance that may 
be assumed through an ownership 
transfer or sale must not exceed the se-
curity value of the housing project de-
termined according to § 3560.406(d)(3)(i). 

(1) The Agency may reamortize a 
loan assumed through an ownership 
transfer or sale over a period not to ex-
ceed the remaining economic life of the 
housing or 50 years, whichever is less. 

(2) The Agency may extend the term 
of the loan to a period not to exceed 30 
years or the remaining economic life of 
the housing, whichever is less. 

(3) When loans assumed through an 
ownership transfer or sale are amor-
tized on an annual payment basis, the 
loans will be converted, at the time of 
the transfer or sale, to a monthly pay-
ment amortization and will be made 
subject to PASS. When on- or off-farm 
labor housing projects are involved in 
an ownership transfer or sale, the re-
lated loans may be transferred on a 
DIAS basis or converted to PASS if the 
Agency determines that such a conver-
sion will not be detrimental to the op-
eration of the farm labor housing. 

(k) Processing ownership transfers or 
sales. (1) At the time of the transfer, 
the Agency will require the borrower 
to transfer all equipment, related fa-
cilities, and housing project financial 
accounts to the transferee including 
the operation and maintenance ac-
count, reserve account, tenant security 
deposit account, tax and insurance es-
crow accounts. 
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(i) Any funds remaining in a rental 
assistance contract not dispersed by 
the transferor will be assigned to the 
transferee unless the rental assistance 
is not needed for tenants or another 
form of rental subsidy is to be used. 

(ii) Any rental assistance determined 
to be unnecessary will be reassigned to 
other housing projects in accordance 
with the provisions of subpart F of this 
part. 

(2) The Agency will require that ap-
propriate loan documents are executed 
by the transferee. The Agency may re-
quire such documents to be referenced 
in security instruments (e.g., mortgage 
or deed of trust). 

(3) If all of a borrower’s outstanding 
Agency debt is not assumed or paid off 
at the time of the transfer or sale, the 
Agency will not release a borrower 
from liability unless the Agency deter-
mines that the borrower is unable to 
pay the remaining debt from assets 
taken as security through the debt set-
tlement procedure in accordance with 
§ 3560.457. 

(l) Ownership transfers or sales under 
special rates, terms, and conditions. 
Housing projects may be transferred or 
sold to entities that do not meet bor-
rower eligibility requirements for the 
type of loans being assumed. However, 
such a transfer or sale will only be con-
sidered when it is determined by the 
Agency to be in the best interest of the 
Federal Government and the objectives 
of the original loan can no longer be 
met. The following special rates, 
terms, and conditions will apply to 
such situations. 

(1) The transferee makes a down pay-
ment of at least 10 percent of the re-
maining loan balance to be assumed. 

(2) The transferee has the ability to 
pay the Agency debt. 

(3) Monthly or annual installments 
will be amortized over the term of the 
loan and the interest rate will be at a 
rate of interest at least one percent 
higher than the interest rate offered to 
eligible borrowers as specified in para-
graphs (i)(1) or (2) of this section. 

§ 3560.407 Sales or other disposition of 
security property. 

(a) General. Borrowers must obtain 
Agency approval prior to selling or ex-
changing all or a part of, or an interest 

in, property serving as security for 
Agency loans. Agency approval also 
must be requested and received prior to 
the granting or conveyance of rights- 
of-way through property serving as se-
curity property. An environmental re-
view must be completed in accordance 
with 7 CFR part 1940, subpart G, before 
the Agency approves all such sales or 
other dispositions of security property. 

(b) Request requirements. Requests for 
Agency approval of transactions re-
lated to security property must docu-
ment that the following conditions will 
be met. 

(1) The borrower’s ability to repay 
the Agency debt will not be impaired; 

(2) The transaction will not interfere 
with the successful operation of the 
housing project or prevent the bor-
rower from carrying out the purpose 
for which the loan was made. 

(3) The monetary or other consider-
ation offered in the transaction is 
equal to or greater than the market 
value of the security property being 
disposed of or the rights being granted, 
except that right-of-way easements 
may be granted or conveyed with mini-
mal or no consideration being offered 
if: 

(i) The value of the security property 
will not be reduced; 

(ii) The suitability of the security 
property for the intended purpose will 
not be impaired; and 

(iii) The easement is granted to allow 
the borrower to develop additional lots 
or units that will be integrated into 
the housing project or for enhancement 
of streets, utilities or other services 
provided by a public body. 

(4) The property that will remain as 
security for Agency loans, after any 
transaction related to security prop-
erty, will fully secure the borrower’s 
debt to the Agency. 

(5) Borrowers must report to the 
Agency the total of all proceeds de-
rived from the sale or other disposition 
of property serving as security for 
Agency loans. The proceeds from the 
disposition of the security property 
will be used for purposes approved by 
the Agency. 

§ 3560.408 Lease of security property. 
(a) General. Borrowers must obtain 

Agency approval prior to entering into 
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a lease agreement related to any prop-
erty serving as security for Agency 
loans. An environmental review must 
be completed in accordance with 7 CFR 
part 1940, subpart G, before the Agency 
can give lease approval for real prop-
erty serving as security for Agency 
loans. 

(b) Leases to public housing authorities. 
Borrowers may not lease all or part of 
their housing facilities to a housing au-
thority. Lease agreements in place 
prior to the effective date of this regu-
lation may be continued provided that 
leases are in a form acceptable to the 
housing authority and are on terms 
that will enable the borrower to com-
ply with Agency program require-
ments, to meet Agency program objec-
tives, and make loan and other re-
quired payments to the Agency on an 
Agency approved schedule. 

(c) Lease of a portion of the security 
property. The Agency may, subject to 
the applicable provisions governing 
loan purposes found in of § 3560.53, 
§ 3560.553 and § 3560.603, approve the 
leasing of facilities related to a hous-
ing project (e.g., central kitchens, 
recreation facilities, laundry rooms, 
and community rooms) when the bor-
rower will continue to operate the fa-
cilities for the purposes for which the 
loan was made. Agency approval is not 
required for leases with a term of less 
than 30 days. The Agency will only ap-
prove a lease with a term over 30 days 
if the following conditions are met: 

(1) The lease is in the best interest of 
the borrower, the tenants, and the Fed-
eral Government. 

(2) The amount of the consideration 
agreed to in the lease is adequate to 
pay all prorated operating and mainte-
nance expenses, a prorated share of the 
annual reserve deposit, and the pro-
rated part of the loan amortization at 
the note rate of interest. 

(3) All compensation and consider-
ations, whether payments, a share of 
proceeds, or improvements to the prop-
erty paid for by the lessee, must be dis-
closed to the Agency. No payments or 
compensation for entering into a lease 
shall flow to the borrower or any iden-
tity-of-interest related to the bor-
rower. 

(4) The lease provides at its termi-
nation for the restoration of the leased 

space to its original condition or a con-
dition acceptable to the owner and the 
Federal Government. 

(5) Consent to the lease will not ex-
ceed 3 years at a time unless the Agen-
cy determines that a longer lease is ad-
vantageous to the borrower, the ten-
ants, and the Federal Government. 

(6) When another lienholder’s mort-
gage requires that lienholder’s consent 
to a lease, the borrower must obtain 
written consent from the lienholder be-
fore the Agency will consider approv-
ing the lease. 

(d) Mineral leases. Mineral leases will 
be handled according to 7 CFR 3550.159 
except that all references to County 
Supervisor will be construed to mean 
District Director when applied to the 
MFH Programs. 

§ 3560.409 Subordinations or junior 
liens against security property. 

(a) General. Borrowers must obtain 
Agency consent prior to entering into 
any financial transaction that will re-
quire a subordination of the Agency se-
curity interest in the property (i.e., 
granting of a prior interest to another 
lender.) An environmental review must 
be completed in accordance with 7 CFR 
part 1940, subpart G, before the Agency 
can consent to a subordination or jun-
ior lien against the property. Bor-
rowers must use an Agency approved 
subordination agreement. 

(1) If a lien is placed against property 
serving as security for an Agency loan 
without prior Agency consent, the 
Agency will declare the borrower to be 
in default and will pursue liquidation 
of the borrower’s loans in accordance 
with the procedures specified in 
§ 3560.457, unless an agreement can be 
reached between the borrower and the 
Agency to work out removal of the lien 
or post approve the lien. 

(2) Subordinations or junior liens 
need not encompass the entire site, 
(e.g., a subordination or junior lien re-
quested to permit an interim lender to 
advance construction funds may only 
cover the portion of the site proposed 
for construction.) 

(3) The subordination or junior lien 
must be for a specific amount. 
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(4) The subordination or junior lien 
must not adversely impact the Agen-
cy’s ability to service the loan accord-
ing to the requirements of this part. 

(b) Consent request requirements. Bor-
rowers proposing to have the Agency 
subordinate its interest to another 
lender or to give a creditor a junior 
lien against property serving as secu-
rity for an Agency loan must submit a 
consent request to the Agency. The 
consent request must document the 
following: 

(1) The action will enable the bor-
rower to obtain financial resources for 
improvements or repairs on the secu-
rity property that are consistent with 
the purposes of the Agency loan se-
cured by the property. 

(2) The action will not adversely im-
pact the borrower’s financial condition 
and the borrower’s ability to repay the 
Agency loan being secured by the prop-
erty. 

(3) The action will not result in basic 
rents at the security property that ex-
ceed conventional rents for comparable 
units in the area. 

(4) The terms and conditions of the 
credit to be secured by the subordina-
tion or junior lien are not expected to 
adversely affect the borrowers ability 
to meet the terms and conditions of 
the Agency loan secured by the prop-
erty. 

(5) The proposed use of the funds ob-
tained through the granting of a subor-
dination or junior lien will not ad-
versely affect the borrower’s ability to 
meet Agency program requirements or 
to operate and manage the housing 
project in a manner consistent with 
program objectives. 

(6) The creditor receiving the ‘‘sub-
ordination’’ of interest in the property 
or the junior lien will agree that a fore-
closure or acceptance of a deed-in-lieu 
of foreclosure will not be initiated 
without at least 30 days prior notice to 
the Agency. 

(7) The subordination or junior lien is 
not being secured with any funding 
from housing project financial ac-
counts. 

(8) The ‘‘subordination’’ of interest or 
junior lien will not cause the debt from 
all sources to exceed the value of the 
security property. 

(9) The transaction related to the 
placement of a ‘‘subordination’’ of in-
terest or junior lien against the prop-
erty serving as security for an Agency 
loan is in the best interest of the Fed-
eral Government. 

(c) Required conditions for subordina-
tions and junior liens. Subordinations of 
interest in or junior liens against prop-
erty serving as security for an Agency 
loan may be approved by the Agency 
only if they improve a borrower’s fi-
nancial condition and allow for im-
provements or repairs that are con-
sistent with the purposes of the Agency 
loan secured by the property. 

(1) Farm Labor Housing loans on 
farm tracts may be subordinated for es-
sential farm improvements and oper-
ations. 

(2) Any proposed development must 
be planned and performed according to 
7 CFR part 1924, subpart A, or in a 
manner directed by the other 
lienholder that meets the objectives of 
7 CFR part 1924, subpart A. 

(d) Other liens against a property or 
other assets. (1) Borrowers must not 
enter into any agreements to place a 
lien on a housing project or any equip-
ment related to a housing project with-
out prior Agency approval and unless 
the following conditions are met: 

(i) The transaction will not adversely 
affect the Agency’s security position; 

(ii) The lien is not related to a non- 
program eligible action; 

(iii) The items to be acquired by the 
funding related to the lien is needed for 
the operation of the property; and 

(iv) The financing arrangements are 
otherwise sound. 

(2) In cases where the above criteria 
are met, borrowers must complete and 
provide the Agency a copy of the fi-
nancing statement, loan document, or 
contract, as applicable, as well as a se-
curity agreement acceptable to the 
Agency. 

§ 3560.410 Consolidations. 

(a) General. With Agency approval, 
loans, loan agreements, or loan resolu-
tions may be consolidated to reduce 
the administrative burden (i.e., record 
keeping, budgeting), to improve the 
cost effectiveness and efficiencies of 
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housing project operations, and to ef-
fectively utilize facilities common to 
housing projects. 

(b) Loan consolidations. Loan consoli-
dations will only be considered when: 

(1) Multiple loans to the one bor-
rower entity are being transferred to a 
different borrower entity in accordance 
with § 3560.406, or 

(2) One borrower entity has an initial 
loan and one or more subsequent loans 
for the same housing project and all 
the loans were closed on the same date 
and with the same rates and terms. 

(c) Loan agreement or loan resolution 
consolidations. Loan agreements or loan 
resolutions may be consolidated, even 
if the loans related to the agreement or 
resolution are not consolidated, to 
allow borrowers to comply with report-
ing, accounting, and other Agency re-
quirements as a single housing project. 

(1) The loan agreements or loan reso-
lutions may only be consolidated when 
they are related to loans made for the 
same purposes, to the same borrower, 
and operating under the same type of 
interest credit, if applicable. 

(2) All of a borrower’s loan accounts 
must be current after the loan agree-
ment or loan resolution consolidation 
is processed, unless otherwise approved 
by the Agency. 

§§ 3560.411–3560.449 [Reserved] 

§ 3560.450 OMB control number. 

The information collection require-
ments contained in this regulation 
have been approved by the Office of 
Management and Budget (OMB) and 
have been assigned OMB control num-
ber 0575–0189. Public reporting burden 
for this collection of information is es-
timated to vary from 15 minutes to 18 
hours per response, including time for 
reviewing instructions, searching exist-
ing data sources, gathering and main-
taining the data needed, and com-
pleting and reviewing the collection of 
information. A person is not required 
to respond to a collection of informa-
tion unless it displays a currently valid 
OMB control number. 

Subpart J—Special Servicing, En-
forcement, Liquidation, and 
Other Actions 

§ 3560.451 General. 
This subpart contains special serv-

icing, enforcement, liquidation, and 
other actions that the borrower may 
request or the Agency may implement 
when compliance violations, monetary 
defaults, or non-monetary defaults can-
not be resolved through regular serv-
icing. 

(a) Agency obligations. The Agency is 
under no obligation to offer or agree to 
any special servicing actions. 

(b) Relationship to workout agreements. 
Special servicing actions may be im-
plemented either as a part of a work-
out agreement, developed in accord-
ance with § 3560.453, or as an action ap-
proved by the Agency separate from a 
workout agreement unless indicated 
otherwise in this subpart. 

§ 3560.452 Monetary and non-monetary 
defaults. 

(a) General. Borrowers are in default 
when they have received a compliance 
violation notice, issued in accordance 
with § 3560.354, and have failed to cor-
rect the compliance violation identi-
fied in the compliance violation notice 
within the time period specified in the 
notice. Compliance violations include, 
but are not limited to, violations of 
promissory note provisions, loan or 
grant agreement provisions, regu-
latory, or other Agency requirements, 
including requirements imposed on a 
borrower through a workout agreement 
developed in accordance with § 3560.453. 

(b) Monetary defaults. A monetary de-
fault exists when any amount due to 
the Agency or a third party (such as 
real estate taxes and insurance) under 
a promissory note, loan or grant agree-
ment, workout agreement, or other 
agreement remains due more than 30 
days after the due date. 

(c) Nonmonetary defaults. A nonmone-
tary default exists when a borrower 
fails to correct a compliance violation, 
other than a monetary amount past 
due, within the time period specified in 
a compliance violation notice issued in 
accordance with § 3560.354. Nonmone-
tary defaults include, but are not lim-
ited to, failure to: 
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