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loan to be refinanced to the extent fi-
nancing does not exceed the original 
loan amount. Lenders may offer non- 
streamlined refinancing for existing 
Section 502 Guaranteed or Direct loans, 
which requires a new and current mar-
ket value appraisal. The new loan may 
include the principal and interest of 
the existing Agency loan, reasonable 
closing costs and lenders fees to extent 
there is sufficient equity in the prop-
erty as determined by an appraisal. 
The appraised value may be exceeded 
by the amount of up-front guarantee 
fee financed, if any, when using the 
non-streamlined option. Documenta-
tion, costs, and underwriting require-
ments of subparts D, E, and F of this 
part apply to refinances. 

(vii) Lenders may require property 
inspections and/or repairs as a condi-
tion to loan approval. Expenses related 
to property inspections and repairs re-
quired of the lender may not be fi-
nanced into the new loan amount. 

(viii) The lender pays a guarantee fee 
as established by the Agency. 

(ix) The refinance loan may be sub-
ject to an annual fee as established by 
the Agency; and 

(x) The Agency may limit the num-
ber of guaranteed loans made for refi-
nancing purposes based on market con-
ditions and other appropriate factors. 

§ 3555.102 Loan restrictions. 
A guarantee will not be issued if loan 

funds are to be used for: 
(a) Existing manufactured homes. Pur-

chase of an existing manufactured 
home, except as provided in 
§ 3555.208(b)(3); 

(b) Income producing land or buildings. 
Purchase or improvement of land or 
buildings that are typically used prin-
cipally for income-producing purposes; 

(c) Business or income-producing enter-
prise. Purchase or the construction of 
buildings which are largely or in part 
specifically designed to accommodate a 
business or income-producing enter-
prise; 

(d) Loan discount points. Loan dis-
count points, except as provided in 
§ 3555.101(b)(6)(vi); 

(e) Refinancing. Refinancing, except 
as provided in § 3555.101(d); 

(f) Buydown. Establishing a buydown 
account; 

(g) Lease. Payments on a lease; or 
(h) Seller concessions. Purchasing a 

home if the seller, or other interested 
third party, contributes more than 6 
percent, unless otherwise provided by 
the Agency, of the property’s sales 
price toward the purchaser’s mortgage 
financing costs, closing costs, escrow 
accounts, furniture or other giveaways. 

§ 3555.103 Maximum loan amount. 
The amount of the loan must not ex-

ceed the lesser of: 
(a) Market value. The market value of 

the property as determined by an ap-
praisal that meets Agency require-
ments plus the amount of the up-front 
loan guarantee fee required by 
§ 3555.107(f), or 

(b) Purchase price and acquisition 
costs. The total of the purchase price 
and all eligible acquisition costs as 
permitted by § 3555.101. 

(c) Newly constructed dwelling—limited 
to 90 percent. A newly constructed 
dwelling that does not meet the defini-
tion of an existing dwelling, as defined 
at § 3555.10, and cannot meet the inspec-
tion and warranty requirements of 
§ 3555.202(a) of this subpart is limited to 
90 percent of the present market value. 
The dwelling must meet or exceed the 
International Energy Conservation 
Code (IECC) in effect at the time of 
construction. 

§ 3555.104 Loan terms. 
(a) Interest rate. The loan must be 

written at an interest rate that: 
(1) Is fixed over the term of the loan; 
(2) Shall be negotiated between the 

lender and borrower to allow the bor-
rower to obtain the best available rate 
available; 

(3) Does not exceed the greater of the 
Fannie Mae or Freddie Mac rate for 30 
year fixed rate conventional loans, as 
authorized in Exhibit B of subpart A of 
part 1810 of this chapter (RD Instruc-
tion 440.1, available in any Rural De-
velopment office) or online at: http:// 
www.rurdev.usda.gov/ 
rdlinstructions.html and 

(4) If the interest rate increases be-
tween the time of the issuance of the 
conditional commitment and the loan 
closing, the lender will note the change 
in the loan closing package and submit 
appropriate updated documentation 
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and underwriting analysis to confirm 
that the applicant is still eligible. 

(b) Repayment period. The term of the 
loan may not exceed 30 years. Adjust-
able rate mortgages, balloon term 
mortgages or mortgages requiring pre-
payment penalties are ineligible terms. 

(c) Repayment schedule. Amortized 
payments will be due and payable 
monthly. 

(d) Negative amortization. The loan 
note must not provide for interest on 
interest. 

§ 3555.105 Combination construction 
and permanent loans. 

Guarantees of combination construc-
tion and permanent loans are subject 
to the following conditions: 

(a) Lender requirements. In addition to 
other lender requirements of this part, 
lenders seeking guarantees of combina-
tion construction and permanent loans 
must: 

(1) Have two or more years experi-
ence making and administering con-
struction loans. 

(2) Submit an executed construction 
contract with each loan application 
package. 

(3) Review and approve construction 
contractors or builders. The lender will 
conduct due diligence investigations to 
determine that the contractor or build-
er meets the minimum requirements in 
paragraph (b) of this section. Evidence 
of the contractor or builder’s compli-
ance must be made available by the 
lender upon request of the Agency. 

(4) Close the loan prior to the start of 
construction with proceeds disbursed 
to cover the cost of, or balance owed 
on, the land and the balance into es-
crow. 

(5) Pay out monies from escrow to 
the builder during construction. The 
lender must obtain written approval 
from the borrower before each draw 
payment is provided to the builder. The 
borrower and lender are jointly respon-
sible for approving disbursements dur-
ing the construction phase. The lender 
must ensure that the appropriate work 
has been completed prior to releasing 
each draw. The Agency may require 
the lender to submit a draw and dis-
bursement ledger for any loan guar-
antee upon request. 

(6) Obtain documentation that con-
firms the construction of the subject 
property is complete. 

(b) Contractor or builder requirements. 
Contractors or builders of homes fi-
nanced with guaranteed combination 
construction and permanent loans 
must at least have: 

(1) Two or more years experience 
building or constructing all aspects of 
single family dwellings similar to the 
type of project being proposed; 

(2) State-issued construction or con-
tractor licenses, as required by State 
or local law; 

(3) Insurance for commercial general 
liability of at least $500,000; 

(4) Acceptable credit histories free of 
judgments, collections, or liens related 
to previous projects the contractor was 
involved with in the past; 

(5) No criminal history based on a 
criminal background check conducted 
by the lender; 

(6) Limited to 25 units per year un-
less approved by the Agency; and 

(7) Contractors or builders who are 
constructing their own residence are 
ineligible. 

(c) Use of loan funds. (1) The loan is to 
finance the construction and purchase 
of a single family housing residence. 
Condominiums and manufactured 
homes are ineligible for combination 
construction and permanent loans. 

(2) The loan amount may include: 
(i) The price of the lot. 
(ii) Reasonable and customary con-

struction costs related to the construc-
tion administration, such as architec-
tural and engineering fees, building 
permits and fees, surveys, title up-
dates, contingency reserves, not ex-
ceeding a percentage specified by the 
Agency of the cost of construction, 
draw control and inspection fees, build-
er’s risk insurance or course of con-
struction insurance, and landscaping 
costs; 

(iii) Reasonable and customary clos-
ing costs as defined at § 3555.101; and 

(3) Funds remaining after full dis-
bursement of construction costs will be 
applied by the lender as a principal 
payment. Borrowers are not to receive 
funds after closing except that the bor-
rower may receive funds remaining 
from certain unused prepaid expenses if 
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