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accounts (except at the time interest 
assistance is initially granted); 

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

(vii) Cash value of life insurance poli-
cies; and 

(viii) Other amounts deemed by the 
Agency not to constitute net family as-
sets. 

§§ 3555.153–3555.199 [Reserved] 

§ 3555.200 OMB control number. 
The report and recordkeeping re-

quirements contained in this subpart 
are currently with the Office of Man-
agement and Budget under review and 
awaiting approval. 

Subpart E—Underwriting the 
Property 

§ 3555.201 Site requirements. 
(a) Rural areas. Rural Development 

will only guarantee loans made in rural 
areas designated as rural by Rural De-
velopment. However, if a rural area 
designation is changed to nonrural: 

(1) Existing conditional commit-
ments in the former rural area will be 
honored; 

(2) A supplemental loan may be made 
in accordance with § 3555.101 in con-
junction with a transfer and assump-
tion of a guaranteed loan; 

(3) Loan requests where the applica-
tion and purchase contract was com-
plete prior to the area designation 
change may be approved; and 

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

(b) Site standards. Sites must be mod-
est and developed in accordance with 
any standards imposed by a State or 
local government and must meet all of 
the following requirements. 

(1) The site size must be typical for 
the area. 

(2) The site must not include income- 
producing land or buildings to be used 
principally for income-producing pur-
poses. Vacant land without eligible res-
idential improvements, or property 
used primarily for agriculture, farming 
or commercial enterprise is ineligible 
for a loan guarantee. 

(3) The site must be contiguous to 
and have direct access from a street, 

road, or driveway. Streets and roads 
must be hard surfaced or all weather 
surfaced and legally enforceable ar-
rangements must be in place to ensure 
that needed maintenance will be pro-
vided. 

(4) The site must be supported by 
adequate utilities and water and waste-
water disposal systems. Certain water 
and wastewater systems that are pri-
vately-owned may be acceptable if the 
lender determines that the systems are 
adequate, safe, compliant with applica-
ble codes and requirements, and the 
cost or feasibility to connect to a pub-
lic or community system is not reason-
able. Certain community-owned water 
and wastewater systems may be ac-
ceptable if the lender determines that 
the systems are adequate, safe, and 
compliance with applicable codes and 
requirements. The Agency may require 
inspections on individual, central, or 
privately-owned and operated water or 
waste systems. 

§ 3555.202 Dwelling requirements. 
(a) New dwellings. New dwellings 

must be constructed in accordance 
with certified plans and specifications, 
and must meet or exceed the Inter-
national Energy Conservation Code 
(IECC) in effect at the time of con-
struction. The lender must obtain and 
retain evidence of construction costs, 
inspection reports, certifications, and 
builder warranties acceptable to Rural 
Development. 

(b) Existing dwellings. Existing dwell-
ings are considered to meet the fol-
lowing criteria when inspected and cer-
tified as meeting HUD requirements for 
one-to-four unit dwellings in accord-
ance with Agency guidelines: 

(1) Be structurally sound; 
(2) Be functionally adequate; 
(3) Be in good repair, or to be placed 

in good repair with loan funds; and 
(4) Have adequate and safe electrical, 

heating, plumbing, water, and waste-
water disposal systems. 

(c) Escrow account for exterior or inte-
rior development. This paragraph does 
not apply if the development is related 
to a ‘‘combination construction and 
permanent loan’’ under § 3555.101(c). If a 
dwelling is complete with the excep-
tion of interior or exterior develop-
ment work, Rural Development may 
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issue the Loan Note Guarantee on the 
loan if the following conditions are 
met: 

(1) The incomplete work does not af-
fect the habitability of the dwelling, 
nor the health or safety of the housing 
occupants. 

(2) The cost of any remaining interior 
or exterior work is not greater than 10 
percent of the final loan amount. 

(3) An escrow account is funded in an 
amount sufficient to assure the com-
pletion of the remaining work. This 
figure must be at least 100 percent of 
the cost of completion but may be 
higher if the lender determines a high-
er amount is needed. 

(4) The builder or a licensed con-
tractor has executed a contract pro-
viding for completion of the planned 
development within 180 days of loan 
closing. If the borrower will be com-
pleting the planned development on an 
existing dwelling without the services 
of a contractor, the requirement for an 
executed contract is waived when all of 
the following conditions are met: 

(i) The estimated cost to complete 
the work is less than 10 percent of the 
total loan amount; 

(ii) The escrow amount is less than or 
equal to $10,000; and 

(iii) The lender has determined the 
borrower has the knowledge and skills 
necessary to complete the work. 

(5) The lender may release escrowed 
funds only after obtaining a final in-
spection report acknowledged by the 
borrower and indicating all planned de-
velopment has been satisfactorily com-
pleted. 

(6) The lender remains responsible to 
ensure a final inspection is performed 
and required repairs are completed. 

(7) The settlement statement reflects 
the amounts escrowed. 

§ 3555.203 Ownership requirements. 
After the loan is closed, the borrower 

must have an acceptable ownership in-
terest in the property as evidenced by 
one of the following: 

(a) Fee-simple ownership. Acceptable 
fee-simple ownership is evidenced by a 
fully marketable title with a deed vest-
ing a fee-simple interest in the prop-
erty to the borrower. 

(b) Secured leasehold interest. Loans 
may be guaranteed on leasehold prop-

erties. If the conditions in this sub-
section are met: 

(1) The applicant is unable to obtain 
fee simple title to the property; 

(2) Such leaseholds are fully market-
able in the area, except in the case of 
properties located on American Indian 
restricted land; 

(3) The lease has an unexpired term 
of at least 45 years from the date of 
loan closing, except in the case of prop-
erties located on American Indian re-
stricted land where the lease must 
have an unexpired term at least equal 
to the term of the loan. Leases on 
American Indian restricted land for pe-
riod of 25 years which are renewable for 
a second 25 year period are permissible 
as are leases of a longer duration; 

(4) The mortgage must cover both the 
property improvements and the lease-
hold interest in the land; 

(5) The leasehold estate must con-
stitute real property, be subject to the 
mortgage lien, be insured by a title 
policy, be assignable or transferable 
and cannot be terminated except for 
nonpayment of lease rents; and 

(6) The lease must be recorded in the 
appropriate local real estate records. 

§ 3555.204 Security requirements. 
Rural Development will only guar-

antee loans that are adequately se-
cured. A loan will be considered ade-
quately secured only when all of the 
following requirements are met: 

(a) Recorded security document. The 
lender obtains at closing, a mortgage 
on all required ownership and leasehold 
interests in the security property and 
ensures that the loan is properly 
closed. 

(b) Prior liens. No liens prior to the 
guaranteed mortgage exist except in 
conjunction with a supplemental loan 
for transfer and assumption. The guar-
anteed loan must have first lien posi-
tion at closing. Junior liens by other 
parties are permitted as long as the 
junior liens do not adversely affect re-
payment ability or the security for the 
guaranteed loan. 

(c) Adequate security. Existing and 
proposed property improvements are 
completely on the site and do not en-
croach on adjoining property. 

(d) Collateral. All collateral secures 
the entire loan. 

VerDate Mar<15>2010 08:13 Mar 11, 2014 Jkt 232026 PO 00000 Frm 00598 Fmt 8010 Sfmt 8010 Y:\SGML\232026.XXX 232026eh
ie

rs
 o

n 
D

S
K

2V
P

T
V

N
1P

R
O

D
 w

ith
 C

F
R


		Superintendent of Documents
	2020-01-27T08:57:26-0500
	US GPO, Washington, DC 20401
	Superintendent of Documents
	GPO attests that this document has not been altered since it was disseminated by GPO




