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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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(1) Operate and manage a housing 
project in accordance with the Agency 
approved management plan or Agency 
requirements; 

(2) Maintain the physical condition of 
a housing project in a decent, safe, and 
sanitary manner and in accordance 
with Agency requirements; 

(3) Keep general operating expense, 
reserve, and other financial accounts 
related to a housing project at required 
funding levels; 

(4) Occupy rental units with eligible 
tenants, unless granted an exception 
by the Agency; 

(5) Charge correct rents or to cor-
rectly calculate net tenant contribu-
tions, utility allowances, or rental as-
sistance payments or to properly ad-
minister the Agency rental assistance 
assigned to the housing project; 

(6) Submit required annual financial 
reports to the Agency within time peri-
ods specified in § 3560.308; 

(7) Submit management plans, leases, 
occupancy rules, and other required 
materials to the Agency in accordance 
with Agency requirements; and, 

(8) Comply with applicable Federal 
laws including laws related to civil 
rights, fair housing, disabilities, and 
environmental conditions. 

(d) Default notice. When borrowers are 
in default, the Agency will notify bor-
rowers, in writing, that they are in de-
fault. The default notice will identify 
the compliance violation that led to 
the default, will specify actions nec-
essary to cure the default, and will es-
tablish a date by which the default 
must be cured to preclude Agency initi-
ation of enforcement actions, liquida-
tion, or other actions. 

(e) Agency action. If a borrower fails 
to cure a default within the time pe-
riod specified in the default notice, the 
Agency may initiate the enforcement 
actions described in § 3560.461 or liq-
uidation as described in § 3560.456. Also, 
Agency compliance violation notices 
and related default notices may be re-
ferred to Federal, state, and local agen-
cies with jurisdictions related to the 
violations for handling, in accordance 
with their requirements. 

§ 3560.453 Workout agreements. 
(a) General. (1) Prevention or resolu-

tion of compliance violations or de-

fault cures are a borrower’s responsi-
bility. 

(2) A borrower may develop and sub-
mit to the Agency for approval a work-
out agreement that proposes actions to 
be taken over a period of time to pre-
vent or correct a compliance violation 
or to cure a monetary or non-monetary 
default. 

(3) A borrower developed workout 
agreement may propose, but is not lim-
ited to, the following actions: 

(i) A combination of one or more of 
the special servicing actions outlined 
in §§ 3560.454 and 3560.455; 

(ii) A change in operations and man-
agement at a housing project; or 

(iii) A commitment of additional fi-
nancial resources to the housing 
project with the amount and source of 
the additional resources to be com-
mitted to the housing project specifi-
cally identified. 

(b) Workout agreement approval. (1) 
The Agency is under no obligation to 
approve a workout agreement as sub-
mitted by a borrower or to act with 
forbearance when a housing project is 
in monetary or non-monetary default. 

(2) Borrower developed workout 
agreements may not be implemented 
until the borrower receives written ap-
proval from the Agency. 

(3) The Agency will only approve a 
workout agreement if the Agency de-
termines that the actions proposed are 
likely to prevent or correct compliance 
violations or cure a default and ap-
proval is in the best interest of the 
Federal Government and tenants. 

(4) The Agency will only approve a 
workout agreement if the proposed ac-
tions are consistent with the bor-
rower’s management plan. If proposed 
actions are not consistent with the 
borrower’s management plan, applica-
ble revisions to the borrower’s manage-
ment plan must be made before ap-
proval of the workout agreement is 
given. 

(c) Workout agreement required con-
tent. (1) Workout agreements submitted 
to the Agency for approval must be in 
writing and signed by the borrower. 
Workout agreements must describe 
proposed actions in sufficient detail to 
demonstrate the likelihood of the ac-
tions to prevent or correct compliance 
violations or cure defaults. 
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(2) At a minimum, workout agree-
ments must include the following. 

(i) The name and address of the hous-
ing project, project number, borrower’s 
tax identification number, and other 
information necessary to identify the 
housing project. 

(ii) A description of the potential or 
actual compliance violation or default 
situation, including an explanation of 
related causes, such as cash flow con-
cerns, budget revisions, deferred main-
tenance, vacancies, or violations of 
statutes. 

(iii) A definition and description of 
the housing project’s market area, in-
cluding information on housing avail-
ability, rents, and vacancy rates in the 
market area. 

(iv) A description of the proposed ac-
tions to prevent or correct compliance 
violations or to cure defaults along 
with a date specific schedule indicating 
when interim and final actions will be 
taken to correct the compliance viola-
tion or cure the default. 

(v) A description of financial and 
other resources necessary to prevent or 
correct the compliance violation or 
cure the default including an identi-
fication of the sources for such re-
sources. 

(d) Workout agreement budgets. Budget 
revisions submitted as a part of a 
workout agreement for a housing 
project experiencing cash flow prob-
lems must prioritize cash disburse-
ments in the following order: 

(1) Prior lienholder, if any; 
(2) Critical operating and mainte-

nance expenses, including taxes and in-
surance; 

(3) Agency debt payments; 
(4) Reserve account requirements; 

and 
(5) Other authorized expenditures. 
(e) Workout agreement terms and can-

cellation. (1) Workout agreements shall 
be in effect for no longer than a 2-year 
time period, beginning on the date of 
Agency approval. If an approved work-
out agreement calls for actions that 
extend beyond a 2-year period, bor-
rowers must submit an updated and, if 
necessary, revised workout agreement 
to the Agency for approval. The up-
dated workout agreement must be sub-
mitted to the Agency, 30 days prior to 

the expiration of the workout agree-
ment in effect. 

(2) The Agency may cancel a workout 
agreement at any time if the borrower 
fails to comply with the terms of the 
agreement. The Agency will provide 
notice to the borrower upon cancella-
tion of the workout agreement. 

§ 3560.454 Special servicing actions re-
lated to housing operations. 

(a) Changing rents or revising budgets. 
The Agency may approve a borrower 
request for a rent change, rent incen-
tives, or a revised budget, at any time 
during a housing project’s fiscal year. 

(b) Occupancy waivers. If the Agency 
determines that a housing project with 
high vacancies could be kept oper-
ationally and financially viable by al-
lowing the borrower to accept as ten-
ants persons with incomes above the 
income eligibility standards specified 
in § 3560.152(a), the Agency, in writing, 
may grant the borrower an occupancy 
waiver to allow such persons as ten-
ants. Occupancy waivers will be in ef-
fect only during the time period speci-
fied by the Agency when the waiver is 
granted. In addition, borrowers must 
rent to all eligible applicants on the 
housing projects waiting list prior to 
accepting persons with incomes above 
the Agency standards as tenants. 

(c) Additional rental assistance (RA). If 
the Agency determines that a housing 
project with high vacancies could be 
kept operationally and financially via-
ble by increasing the amount of RA al-
located to the housing project, the 
Agency, subject to available funds, 
may offer the housing project RA as a 
means of preventing or correcting a 
compliance violation or curing a de-
fault. 

(d) Special note rents. When a Plan II 
housing project is experiencing severe 
vacancies due to market conditions, 
the Agency may approve a rent less 
than the note rent to attract and keep 
tenants whose incomes, according to 
the formula in § 3560.203, would require 
them to pay the note rent. The reduced 
rent is called a Special Note Rent 
(SNR) and, as noted in § 3560.210, ap-
proval of an SNR may affect approvals 
of loan proposals submitted to the 
Agency for the market area where the 
SNR is in effect. 
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(1) An SNR rent may only be re-
quested as a part of a proposed work-
out agreement and must include docu-
mentation of market conditions, the 
housing project’s vacancy rates, evi-
dence of marketing efforts, and other 
concerns necessitating the request for 
an SNR. 

(2) Borrowers must forego the annual 
return to owner for each housing 
project’s fiscal year that an SNR is in 
effect for all or part of a fiscal year at 
a housing project. 

(3) SNR’s may be increased, de-
creased, or terminated any time during 
a housing project’s fiscal year when 
market conditions, vacancy rates, or 
other concerns that necessitated the 
SNR warrant a change. 

(4) In addition to any state lease law 
requirements that might be related to 
the implementation of an SNR, the 
borrower must notify each tenant of 
any change in rents or utility allow-
ances that result from approval of an 
SNR, in accordance with § 3560.205(c) 
and must submit the appropriate budg-
et changes to the Agency for approval. 

(e) Termination of management agree-
ment. If the Agency determines that a 
compliance violation or loan default 
was caused, in full or in part, by ac-
tions or inactions of the housing 
project’s management agent, the Agen-
cy will require the borrower to termi-
nate the management agreement with 
that agent, or in the case of a borrower 
managed housing project, to enter an 
agreement with a third-party non-iden-
tity of interest management agent, un-
less the borrower and the Agency agree 
on a written plan to prevent reoccur-
rence of the violation. Housing project 
funds may not be used to pay a man-
agement fee to a management agent 
after the Agency has directed the bor-
rower to terminate a management 
agreement with that agent, except dur-
ing an Agency approved transition pe-
riod. 

§ 3560.455 Special servicing actions re-
lated to loan accounts. 

(a) General. To prevent or correct a 
compliance violation or to prevent or 
cure a default in a situation that can-
not be resolved through regular serv-
icing, the Agency may approve a defer-
ral of loan payments or a loan restruc-

turing. Nothing herein precludes the 
Agency from initiating appropriate 
legal action to correct a compliance 
violation if the Agency determines 
such action is more in the Govern-
ment’s interest than entering into a 
special servicing agreement as pro-
vided for in this section. Procedures for 
debt collection are discussed in 
§ 3560.460. As part of a workout agree-
ment, the Agency may agree to accept 
less than full monthly payment install-
ments due on an Agency loan for a 
specified period of time, not to exceed 
the effective period of the workout 
agreement. 

(b) Loan reamortizations. A loan re-
amortization is a restructuring of loan 
terms and conditions over a period of 
time that does not exceed the remain-
ing useful life of the housing project. 

(1) Loan reamortizations will only be 
approved when they are in the best in-
terest of the Federal Government and 
tenants and when the following condi-
tions are met. 

(i) The Agency determines that the 
borrower will be unable to meet their 
obligations without a reduction in 
monthly payment installments; and 

(ii) The Agency is satisfied that the 
security, including the potential in-
come for debt service, will be adequate 
to protect the Agency’s interest over 
the term of the reamortization and 
that the reamortization will not ad-
versely affect the Federal Govern-
ment’s lien priority. 

(2) If the Agency approves a re-
amortization of a loan under this sec-
tion, it will be at the existing note 
rate, or the current interest rate at the 
time of reamortization closing or ap-
proval, whichever is less. 

(3) Loan reamortization may be used 
to: 

(i) Restructure loan repayments to 
prevent or correct a compliance viola-
tion or cure a default caused by cir-
cumstances beyond the borrower’s con-
trol in situations where the borrower is 
otherwise in compliance with Agency 
requirements; 

(ii) Repay principal, outstanding in-
terest, overage, and advances made by 
the Agency for recoverable cost items 
when less than full payments were au-
thorized under the provisions of an 
Agency approved workout agreement; 
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(iii) Restructure a borrower’s loan 
payments in conjunction with an in-
centive package developed in accord-
ance with § 3560.656 to prevent prepay-
ment of the loan; 

(iv) Restructure an existing loan in 
conjunction with a subsequent loan for 
rehabilitation; or 

(v) Restructure remaining debt when 
a portion of the property serving as 
loan security is sold and there is a need 
to reestablish the financial stability of 
the housing project. 

(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. 
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(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. 

§ 3560.457 Negotiated debt settlement. 
(a) Borrower proposals to settle debt. A 

borrower who cannot pay the full 
amount of loan payments may propose 
an offer to settle an outstanding debt 
for less than the full amount of that 
debt. The Agency may approve a nego-
tiated debt settlement only in cases 
where a default is evident and doing so 
is in the best interest of the Federal 
Government and tenants. 

(b) Required information. Borrowers 
requesting debt settlement must sub-
mit complete and accurate information 
from which a full determination of fi-
nancial condition can be made. Debt 
settlement offers will not be approved 
by the Agency unless the financial in-
formation submitted by the borrower 
indicates that the borrower will be able 
to make the debt settlement payments 
as proposed. 

(c) Effective date of approval. Debt set-
tlement offers will not be accepted 
until the borrower receives written ap-
proval from the Agency. 

(d) Appraisal requirement. No debt set-
tlement offer will be accepted for less 
than the net recovery value of the se-
curity as determined by a licensed ap-
praiser or other qualified official, and 
concurred in by the Agency’s qualified 
appraisal review official or other quali-
fied official. 

(e) Disposition of security prior to offer. 
Borrowers are not required to dispose 
of security prior to making a debt set-
tlement offer. However, if a borrower 
has disposed of security prior to mak-
ing a debt settlement offer, the pro-
ceeds from the disposed security must 
be applied to the borrower’s account 
prior to any negotiations on the debt 
settlement offer. 

(f) Final release condition. Upon full 
payment of the approved debt settle-
ment, the Agency will release the bor-
rower from liability. 

§ 3560.458 Special property cir-
cumstances. 

(a) Abandonment. When the Agency 
determines that a borrower has aban-
doned security for a loan under this 
part, the Agency will take the steps 
necessary to protect the Federal Gov-
ernment’s interest in the security. 
Costs associated with managing aban-
doned property are the responsibility 
of the borrower and will be charged to 
the borrower’s account until liquida-
tion is completed. 

(b) Other security. The Agency will 
service security such as collateral as-
signments, assignments of rents, Hous-
ing Assistance Payments Contracts, 
and notices of lienholder interest ac-
cording to acceptable practices in the 
respective states. 

(c) Taking of additional security to pro-
tect Agency interests. The Agency may 
require borrowers to provide additional 
security in the form of real estate, cash 
reserves, letters of credit, or other se-
curity when needed to improve the 
chances that the Agency will not suffer 
a loss, and when: 

(1) The account is in default; or 
(2) The property has not been prop-

erly managed or maintained. 
(d) Due diligence. When the Agency 

has completed an environmental re-
view in accordance with 7 CFR part 
1940, subpart G, and decides not to ac-
quire security property through liq-
uidation action or chooses to abandon 
its security interest in real property, 
whether due in whole or in part, to the 
presence of contamination from haz-
ardous substances, hazardous wastes, 
or petroleum products, the Agency will 
provide the appropriate environmental 
authorities with a copy of its due dili-
gence report. 

§ 3560.459 Special borrower cir-
cumstances. 

(a) Deceased borrower, bankruptcy, in-
solvency, and divorce actions. The Agen-
cy will address borrower accounts af-
fected by special circumstances such as 
death, bankruptcy, insolvency, and di-
vorce on a case-by-case basis. The 
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Agency will make servicing decisions 
in such cases on the basis of best inter-
est to the Federal Government and ten-
ants. The Agency will bring a legal ac-
tion to establish the legal capacity of 
the borrower to administer the project 
if found necessary to protect the gov-
ernment’s interests. In order for the 
Agency to make servicing decisions in 
such cases, the borrower or the bor-
rower’s representative will provide to 
the Agency: 

(1) On the part of the heirs or execu-
tor of the borrower’s estate, evidence 
of legal action due to a will or court 
actions that establish who is to become 
the owner; 

(2) The financial status of the bor-
rower and any member pledging addi-
tional security for the debt; 

(3) The status of the security prop-
erty; and 

(4) The impact of the identified ac-
tions on the operation of the project. 

(b) Membership liability agreements. If 
a borrower’s note is endorsed by indi-
viduals other than the borrower or a 
borrower has security agreements with 
members of the organization for the 
purchase of shares of stock or for the 
payment of a pro rata share of the loan 
in the event of default, or has indi-
vidual liability agreements, which are 
usually assigned to and held by the 
Agency as additional security for the 
loan, the security and liability agree-
ments must be adequate to protect the 
Agency’s interest. 

(c) Security issues in participation 
loans. When a multi-family housing 
(MFH) project is receiving financing or 
a subsidy from sources other than the 
Agency, the Agency will service the ac-
count in accordance with the participa-
tion agreements made with the Agency 
and the other funding sources under 
§ 3560.65. 

§ 3560.460 Double damages. 

(a) Action to recover assets or income. 
(1) The Agency may request to the At-
torney General to bring an action in a 
United States district court to recover 
any assets or income used by any per-
son in violation of the provisions of a 
loan made by the Agency under this 
section or in violation of any applica-
ble statute or regulation. 

(2) For the purposes of this section, a 
use of assets or income in violation of 
the applicable loan, statute, or regula-
tion includes any use for which the 
documentation in the books and ac-
counts does not establish that the use 
was made for a reasonable operating 
expense or necessary repair of the 
project or for which the documentation 
has not been maintained in accordance 
with the requirements of the Agency 
and in reasonable condition for proper 
audit. 

(3) For the purposes of this section, 
the term ‘‘person’’ means: 

(i) Any individual or entity that bor-
rows funds in accordance with pro-
grams authorized by this section; 

(ii) Any individual or entity holding 
25 percent or more interest in any enti-
ty that the Agency funds in accordance 
with programs authorized by this sec-
tion; and 

(iii) Any officer, director, or partner 
of an entity that borrows funds in ac-
cordance with programs authorized by 
this section. 

(b) Amount recoverable. (1) In any 
judgment favorable to the United 
States entered under this section, the 
Attorney General may recover double 
the value of the assets and income of 
the project that the court determines 
to have been used in violation of the 
provisions of a loan made by the Agen-
cy under this section or any applicable 
statute or regulation, plus all costs re-
lated to the actions, including reason-
able attorney and auditing fees. 

(2) Notwithstanding any other provi-
sions of law, the Agency may use 
amounts recovered under this section 
for activities authorized under this sec-
tion and such funds must remain avail-
able for such use until expended. 

(c) Time limitation. Notwithstanding 
any other provisions of law, an action 
under this section may be commenced 
at any time during the six-year period 
beginning on the date that the Agency 
discovered or should have discovered 
the violation of the provisions of this 
section or any related statutes or regu-
lations. 

(d) Continued availability of other rem-
edies. The remedy provided in this sec-
tion is in addition to and not in substi-
tution of any other remedies available 
to the Agency or the United States. 
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§ 3560.461 Enforcement provisions. 

(a) Equity skimming—(1) Criminal pen-
alty. Whoever, as an owner, agent, em-
ployee, or manager, or is otherwise in 
custody, control, or possession of prop-
erty that is security for a loan made 
under this title, willfully uses, or au-
thorizes the use, of any part of the 
rents, assets, proceeds, income, or 
other funds derived from such prop-
erty, for any purpose other than to 
meet actual, reasonable, and necessary 
expenses of the property, or for any 
other purpose not authorized by this 
title or the regulations adopted pursu-
ant to this title, must be fined under 
title 18, United States Code, or impris-
oned not more than five years, or both. 

(2) Civil sanctions. An entity or indi-
vidual who as an owner, operator, em-
ployee, or manager, or who acts as an 
agency for a property that is security 
for a loan made under this title where 
any part of the rents, assets, proceeds, 
income, or other funds derived from 
such property are used for any purpose 
other than to meet actual, reasonable, 
and necessary expenses of the property, 
or for any other purpose not authorized 
by this title of the regulations adopted 
pursuant to this title, must be subject 
to a fine of not more than $25,000 per 
violation. The sanctions provided in 
this paragraph may be imposed in addi-
tion to any other civil sanctions or 
civil monetary penalties authorized by 
law. 

(b) Civil monetary penalties—(1) When 
civil monetary penalties may be imposed. 
The Agency may, after notice and op-
portunity for a hearing, impose a civil 
monetary penalty in accordance with 
this section against any individual or 
entity, including its owners, officers, 
general partners, limited partners, or 
employees, who knowingly and materi-
ally violate, or participate in the viola-
tion of, the provisions of this title, the 
regulation issued by the Agency pursu-
ant to this title, or agreements made 
in accordance to this title by: 

(i) Submitting information to the 
Agency that is false. 

(ii) Providing the Agency with false 
certifications. 

(iii) Failing to submit information 
requested by the Agency in a timely 
manner. 

(iv) Failing to maintain the property 
subject to loans made under this title 
in good repair and condition, as deter-
mined by the Agency. 

(v) Failing to provide management 
for a project that received a loan made 
under this title that is acceptable to 
the Agency. 

(vi) Failing to comply with the provi-
sions of applicable civil rights statutes 
and regulations. 

(2) Amount. (i) The amount of a civil 
penalty imposed under this section 
must not exceed the greater of twice 
the damages the Agency or the project 
that is secured for a loan under this 
section suffered or would have suffered 
as a result of the violation, or $50,000 
per violation. 

(ii) Determination. In determining 
the amount of a civil monetary penalty 
under this section, the Agency must 
take into consideration: 

(A) The gravity of the offense; 
(B) Any history of prior offenses by 

the violator (including offenses occur-
ring prior to the enactment of this sec-
tion); 

(C) Any injury to tenants; 
(D) Any injury to the public; 
(E) Any benefits received by the vio-

lator as a result of the violation; 
(F) Deterrence of future violations; 

and 
(G) Such other factors as the Agency 

may establish by regulation. 
(3) Payment of penalties. No payment 

of a penalty assessed under this section 
may be made from funds provided 
under this title or from funds of a 
project which serve as security for a 
loan made under this title. 

(4) Remedies for noncompliance. (i) Ju-
dicial intervention. If a person or entity 
fails to comply with a final determina-
tion by the Agency imposing a civil 
monetary penalty, the Agency may re-
quest the Attorney General of the 
United States to bring an action in an 
appropriate district court to obtain a 
monetary judgment against such an in-
dividual or entity and such other relief 
as may be available. The monetary 
judgment may, in the court’s discre-
tion, include attorney’s fees and other 
expenses incurred by the United States 
in connection with the action. 
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(ii) Reviewability of determination. In 
an action under this paragraph, the va-
lidity and appropriateness of a deter-
mination by the Agency imposing the 
penalty must not be subject to review. 

(c) Conditions for renewal extension. 
The Agency may require that expiring 
loan or assistance agreements entered 
into under this title must not be re-
newed or extended unless the owner 
executes an agreement to comply with 
additional conditions prescribed by the 
Agency, or executes a new loan or as-
sistance agreement in the form pre-
scribed by the Agency. 

§ 3560.462 Money laundering. 
The Agency will act in accordance 

with U.S. Code Title 18, part I, chapter 
95, section 1956(c)(7)(D). 

§ 3560.463 Obstruction of Federal au-
dits. 

The Agency will act in accordance 
with U.S. Code Title 18, part I, chapter 
73, section 1516(a). 

§§ 3560.464–3560.499 [Reserved] 

§ 3560.500 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 K—Management and Dis-
position of Real Estate Owned 
(REO) Properties 

§ 3560.501 General. 
This subpart contains Agency proce-

dures and other policies related to the 
management and disposition of multi- 
family housing (MFH) projects in the 
Agency’s inventory (Real Estate Owned 
(REO) property). Housing projects will 

not be accepted into the Agency’s in-
ventory unless one of the following has 
occurred: 

(a) The borrower has abandoned the 
housing project and the Agency has 
performed the required steps to take 
the housing project into custody. 

(b) The housing project title has been 
transferred to the Agency as a result of 
foreclosure, voluntary conveyance, re-
demption, or other action. 

§ 3560.502 Tenant notifications and as-
sistance. 

Each tenant in an REO property des-
ignated to be sold as a non-program 
property will be notified by the Agen-
cy, in writing, of the housing projects’ 
non-program designation and will be 
given an opportunity to obtain a Let-
ter Of Priority Entitlement (LOPE) as 
specified in § 3560.159(c). 

§ 3560.503 Disposition of REO prop-
erty. 

(a) Preference will be given to offers 
from bidders who are determined eligi-
ble by the Agency to purchase REO 
property designated to be sold as pro-
gram property. It is the Agency’s pri-
ority that property previously operated 
as program property prior to becoming 
REO inventory property be sold as pro-
gram property. However, REO property 
may be sold under whatever Agency 
program is most appropriate for the 
property and the community needs re-
gardless of the program under which 
the property was originally financed or 
whether the property was being used to 
secure loans under more than one 
Agency program. 

(b) When the Agency determines that 
the REO property to be sold is not de-
cent, safe, and sanitary and/or does not 
meet cost effective energy conserva-
tion standards, it will disclose the 
basis for this determination to prospec-
tive purchasers. The deed by which 
such an REO property is conveyed will 
contain a covenant restricting it from 
residential use until it is decent, safe, 
and sanitary, and meets the Agency’s 
cost effective conservation standards. 
The Agency will also notify any poten-
tial purchaser of any known lead based 
paint hazards. 
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