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(d) Construction advances. The Depart-
ment may guarantee loans from which 
advances will be made during construc-
tion. The Department will provide 
guarantees for advances made by the 
mortgagee during construction if all of 
the following conditions are satisfied: 

(1) The mortgagor and the mortgagee 
execute a building loan agreement, ap-
proved by HUD, setting forth the terms 
and conditions under which advances 
will be made; 

(2) The advances may be made only 
as provided in the building loan agree-
ment; 

(3) The principal amount of the mort-
gage is held by the mortgagee in an in-
terest bearing account, trust, or escrow 
for the benefit of the mortgagor, pend-
ing advancement to the mortgagor or 
the mortgagor’s creditors as provided 
in the loan agreement; and 

(4) The mortgage shall bear interest 
on the amount advanced to the mort-
gagor or the mortgagor’s creditors and 
on the amount held in an account or 
trust for the benefit of the mortgagor. 

(e) Environmental compliance. (1) Sec-
tion 1000.20 of this chapter applies to 
an environmental review in connection 
with a loan guarantee under this part. 
That section permits an Indian tribe to 
choose to assume environmental re-
view responsibility. 

(2) Before HUD issues a commitment 
to guarantee any loan, or before HUD 
guarantees a loan if there is no com-
mitment, HUD must: 

(i) Comply with environmental re-
view procedures to the extent applica-
ble under part 50 of this title, in ac-
cordance with § 1000.20(a) and (c); or 

(ii) Approve a Request for Release of 
Funds and certification from an Indian 
tribe, in accordance with part 58 of this 
title, if the Indian tribe has assumed 
environmental review responsibility. 

(3) If the loan involves proposed or 
new construction, HUD will require 
compliance with procedures com-
parable to those required by 
§ 203.12(b)(2) of this title for FHA mort-
gage insurance. 

(f) Lack of access to private financial 
markets. In order to be eligible for a 
loan guarantee if the property is not on 
trust or restricted land, the borrower 
must certify that the borrower lacks 
access to private financial markets. 

Borrower certification is the only cer-
tification required by HUD. 

[61 FR 9054, Mar. 6, 1996. Redesignated and 
amended at 63 FR 12349, 12372, Mar. 12, 1998; 
63 FR 48990, Sept. 11, 1998; 67 FR 19493, Apr. 
19, 2002]

§ 1005.106 What is the Direct Guar-
antee procedure? 

(a) General. A loan may be processed 
under a Direct Guarantee procedure ap-
proved by the Department, under 
which the Department does not issue 
commitments to guarantee or review 
applications for loan guarantees before 
mortgages are executed by lenders ap-
proved for Direct Guarantee proc-
essing. The Department will approve a 
loan before the loan is guaranteed. 

(b) Mortgagee sanctions. Depending on 
the nature and extent of the non-
compliance with the requirements ap-
plicable to the Direct Guarantee proce-
dure, as determined by the Depart-
ment, the Department may take such 
actions as are deemed appropriate and 
in accordance with published guide-
lines. 

[63 FR 48990, Sept. 11, 1998]

§ 1005.107 What is eligible collateral? 
(a) In general. A loan guaranteed 

under section 184 may be secured by 
any collateral authorized under and 
not prohibited by Federal, state, or 
tribal law and determined by the lend-
er and approved by the Department to 
be sufficient to cover the amount of 
the loan, and may include, but is not 
limited to, the following: 

(1) The property and/or improve-
ments to be acquired, constructed, or 
rehabilitated, to the extent that an in-
terest in such property is not subject 
to the restrictions against alienation 
applicable to trust or restricted land; 

(2) A first and/or second mortgage on 
property other than trust land; 

(3) Personal property; or 
(4) Cash, notes, an interest in securi-

ties, royalties, annuities, or any other 
property that is transferable and whose 
present value may be determined. 

(b) Leasehold of trust or restricted land 
as collateral. If a leasehold interest in 
trust or restricted land is used as col-
lateral or security for the loan, the fol-
lowing additional provisions apply:
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