
592 

7 CFR Ch. XXXV (1–1–14 Edition) § 3555.253 

special flood or mudslide areas identi-
fied by FEMA and must be consistent 
with mortgage industry standards, as 
determined by the Agency. 

(2) Lenders must ensure that bor-
rowers immediately notify them of any 
loss or damage to insured property se-
curing guaranteed loans and collect the 
amount of the loss from the insurance 
company. Unless the borrower pays off 
the guaranteed loan using the insur-
ance proceeds, the following require-
ments must be met: 

(i) All repairs and replacements using 
the insurance proceeds must be 
planned, performed, and inspected in 
accordance with Agency construction 
requirements and procedures. 

(ii) When insurance funds remain 
after payments for all repairs, replace-
ments, and other authorized disburse-
ments have been made, the funds must 
be applied in the following order: prior 
liens (including past-due property 
taxes); past-due amounts; protective 
advances; and released to the borrower 
if the lender’s debt is adequately se-
cured. 

(3) If the insurance claim is de mini-
mis as determined by the Agency, the 
lender may release the funds directly 
to the borrower to advance funds to 
contractors, provided that the account 
is current and the borrower has a his-
tory of timely payments; the borrower 
occupies the property; and the bor-
rower executes an affidavit agreeing to 
apply the funds for repairs or recon-
struction of the dwelling. 

(d) Credit reporting. The lender must 
notify a credit repository of each new 
guaranteed loan, must identify the 
loan as guaranteed by Rural Develop-
ment, and must report to that reposi-
tory whenever any account becomes 
more than 30 calendar days past due. 

(e) Bankruptcy actions. The lender is 
responsible for monitoring and taking 
all appropriate and prudent actions 
during bankruptcy proceedings to pro-
tect the borrower and Government’s in-
terest, in accordance with § 3555.306(d). 

§ 3555.253 Late payment charges. 

Late payment charges will not be 
covered by the guarantee and cannot 
be added to the principal and interest 
due under any guaranteed note. 

(a) Maximum amount. Any late pay-
ment charge must be reasonable and 
customary for the area. 

(b) Loans with interest assistance. The 
lender must not charge a late fee if the 
only unpaid portion of the borrower’s 
scheduled payment is interest assist-
ance owed by Rural Development. 

§ 3555.254 Final payments. 
Lenders may release security instru-

ments only after full payment of all 
amounts owed, including any recap-
ture, has been received and verified. 

§ 3555.255 Borrower actions requiring 
lender approval. 

(a) Mineral leases. A lender may con-
sent to the lease of mineral rights and 
subordinate its lien to the lessee’s 
rights and interests in the mineral ac-
tivity if the security property will re-
main suitable as a residence, the lend-
er’s security interest will not be ad-
versely affected, and Rural Develop-
ment’s environmental requirements 
are met. Concurrence by Rural Devel-
opment prior to consenting to the lease 
of mineral rights is required, unless 
otherwise provided by the Agency. Sub-
ordination of guaranteed loans to a 
mineral lease does not entitle the 
leaseholder to any proceeds from the 
sale of the security property. 

(1) If the proposed activity is likely 
to decrease the value of the security 
property, the lender may consent to 
the lease only if the borrower assigns 
100 percent of the income from the 
lease to the lender to be applied to re-
duce the principal balance, and the 
total rent to be paid is at least equal to 
the estimated decrease in the market 
value of the security property. 

(2) If the proposed activity is not 
likely to decrease the value of the se-
curity property, the lender may con-
sent to the lease if the borrower agrees 
to use any damage compensation re-
ceived from the lessee to repair damage 
to the site or dwelling, or to assign it 
to the lender to be applied to reduce 
the principal balance. 

(b) Partial release of security property. 
A lender may consent to transactions 
affecting a security property, such as 
selling or exchanging security property 
or granting of a right-of-way across the 
security property, and grant a partial 
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