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(ii) The dwelling or unit has not been 
built in substantial compliance with 
the approved drawings and specifica-
tions, or 

(iii) The dwelling or unit does not 
comply with the FmHA or its successor 
agency under Public Law 103–354 con-
struction standards in effect at the 
time the loan was approved or the con-
ditional commitment was issued, or 

(iv) The property does not meet code 
requirements. 

(2) The claim must be for one or more 
of the following: 

(i) To pay for repairs; 
(ii) To compensate the owner for re-

pairs; 
(iii) To pay emergency living or 

other expenses resulting from the de-
fect; or 

(iv) To acquire title to property. 
(3) The dwelling or unit must be 

newly constructed as defined in 
§ 1924.253 of this subpart and financed 
with an insured Section 502 RH loan. 

(4) The claim seeking compensation 
from FmHA or its successor agency 
under Public Law 103–354 must be filed 
with FmHA or its successor agency 
under Public Law 103–354 within 18 
months after the date financial assist-
ance is granted. Defects for which 
claims are filed beyond the 18-month 
period must have been documented by 
FmHA or its successor agency under 
Public Law 103–354 in the borrower’s 
case file or on the form designated by 
FmHA or its successor agency under 
Public Law 103–354 (available in any 
FmHA or its successor agency under 
Public Law 103–354 office), prior to ex-
piration of the 18-month period. For 
loans made to construct a new dwelling 
or erect a new manufactured housing 
unit, financial assistance is granted on 
the date of final construction inspec-
tion and acceptance by the borrower 
and FmHA or its successor agency 
under Public Law 103–354. Claims must 
be submitted by completing the des-
ignated form (available in any FmHA 
or its successor agency under Public 
Law 103–354 office). 

(5) Any obligation of the contractor 
to correct the defect(s) under a con-
tractor’s warranty must have expired, 
or the contractor is responsible for 
making corrections under the contrac-

tor’s warranty but is unable or unwill-
ing to do so. 

(b) Subsequent owners of eligible 
dwellings or units who are also Section 
502 borrowers may be eligible to re-
ceive compensation for construction 
defects. These owners will be notified 
in accordance with § 1924.258 of this 
subpart. However, the claim for com-
pensation must be filed in accordance 
with paragraph (a)(4) of this section 
within the 18-month period established 
for the original rural housing (RH) bor-
rower. 

§ 1924.266 Purposes for which claims 
may be approved. 

(a) Eligible purposes. A claim may be 
approved to: 

(1) Pay, or reimburse the borrower 
for costs already paid, to repair major 
structural defects which are completed 
in accordance with plans and specifica-
tions approved by FmHA or its suc-
cessor agency under Public Law 103– 
354. Repairs must be made by a rep-
utable licensed contractor and a war-
ranty covering the repairs will be 
issued by the contractor when the re-
pairs are completed, as prescribed in 
subpart A of this part. Payment will be 
based on actual cost of the develop-
ment and the borrower must provide 
evidence to reasonably establish the 
development cost. Workmanship and 
materials used in repairs must be con-
sistent with the level of quality speci-
fied in the original dwelling or unit 
specifications and/or comparable to the 
items being replaced. Payment may be 
made: 

(i) To cover damages which are a di-
rect result of the defect to permanent 
enhancements made, such as land-
scaping, completion of unfinished liv-
ing spaces, etc., of the dwelling or unit, 
installation or set-up of the unit, or re-
lated facilities, and 

(ii) For costs approved by FmHA or 
its successor agency under Public Law 
103–354 for professional reports by engi-
neers, architects or others needed to 
determine cause of or means to repair 
the defect. 

(2) Reimburse the borrower for funds 
expended for emergency repairs. Emer-
gency repairs are those repairs nec-
essary to preserve the integrity of the 
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structure, to prevent damage or fur-
ther damage to personal property or 
fixtures in the dwelling or unit and re-
lated facilities, or to prevent or elimi-
nate immediate health hazards. Re-
ceipts or other evidence of borrower’s 
expenditures must be provided. 

(3) Acquire title to the property by 
the Government and, when appro-
priate, compensate the claimant for 
any loss of borrower contribution at 
the time the loan was closed. Convey-
ance of properties under this section 
will be handled in accordance with 7 
CFR part 3550. 

(i) Before FmHA or its successor 
agency under Public Law 103–354 ac-
cepts a conveyance, the borrower must 
attempt to sell the dwelling or unit in 
accordance with 7 CFR part 3550, if the 
dwelling or unit is considered decent, 
safe and sanitary as prescribed in 7 
CFR part 3550. If the property is sold, 
FmHA or its successor agency under 
Public Law 103–354 will: 

(A) Pay the borrower’s relocation ex-
penses, including temporary living ex-
penses as prescribed in paragraph (a)(4) 
of this section, until another suitable 
property can be located; 

(B) Pay related sales expenses, as 
prescribed in 7 CFR part 3550, if the 
property is sold for less than the debt 
against it; 

(C) Release the borrower from per-
sonal liability for the remaining FmHA 
or its successor agency under Public 
Law 103–354 debt; and 

(D) Process an application for a new 
RH loan if the borrower so desires and 
is still eligible for FmHA or its suc-
cessor agency under Public Law 103–354 
assistance. 

(ii) If the dwelling or unit is not con-
sidered decent, safe and sanitary as 
prescribed in 7 CFR part 3550, FmHA or 
its successor agency under Public Law 
103–354 should accept a voluntary con-
veyance of the property under the pro-
visions of 7 CFR part 3550. Compensa-
tion for properties taken into inven-
tory under this paragraph may not ex-
ceed the difference between the present 
market value of the security as estab-
lished by the appraisal when the loan 
was made and the amount of the FmHA 
or its successor agency under Public 
Law 103–354 loan and any prior liens. 

(iii) A borrower contribution which 
may be compensated for under this 
paragraph may be such things as: 

(A) A borrower’s land or cash con-
tribution, 

(B) Development work done by the 
borrower under the self-help program 
or borrower method of construction, 
the cost of which was not included in 
the loan funds, 

(C) Attorney fees, abstract costs or 
title insurance costs actually paid by 
the claimant in connection with clos-
ing the loan. 

(4) Pay or reimburse the borrower for 
temporary living expenses, miscella-
neous expenses, storage of household 
goods and moving expenses incurred as 
a result of the defect. 

(i) Payment under this paragraph 
may be made under either of the fol-
lowing circumstances: 

(A) The property is acquired by the 
Government in accordance with 7 CFR 
part 3550 and FmHA or its successor 
agency under Public Law 103–354 deter-
mines that the dwelling is not habit-
able and the severity of the defect(s) 
prevents the property from being re-
paired and made suitable as a perma-
nent residence for the borrower. 

(B) The property is not acquired by 
the Government but FmHA or its suc-
cessor agency under Public Law 103–354 
determines that the dwelling is not 
habitable or must be vacated in order 
to repair the defects. 

(ii) Claims for compensation under 
paragraph (a)(4) of this section are lim-
ited as follows: 

(A) Compensation may be granted for 
temporary living expenses for not more 
than 45 calendar days per claim unless 
a longer period is authorized by FmHA 
or its successor agency under Public 
Law 103–354. Compensation will be paid 
for actual cost to the claimant not to 
exceed the Government per diem rate 
for the area where the borrower’s 
dwelling or unit is located. Reimburse-
ment may be claimed for expenses such 
as food, lodging, laundering, etc., 
which would not have been incurred 
had the claimant remained in the 
house. 

(B) Compensation may be granted for 
actual miscellaneous expenses not to 
exceed $500 to cover such items as util-
ity connect and disconnect fees. 
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(C) Compensation may be granted for 
moving and storage expenses not to ex-
ceed $5,000 unless authorized by FmHA 
or its successor agency under Public 
Law 103–354 and not to exceed the ac-
tual cost of moving the claimant 
household with personal belongings a 
distance of not more than 50 miles 
from the original residence. Compensa-
tion for storage expenses may not ex-
ceed that amount paid to store house-
hold furnishings for 45 days. 

(D) A strict accounting of the use of 
such funds must be maintained by the 
borrower and will be verified by FmHA 
or its successor agency under Public 
Law 103–354. 

(5) Compensate the claimant for rea-
sonable interest paid on loans obtained 
for the sole purpose of correcting struc-
tural defects or other approved pur-
poses under this section. 

(b) Ineligible purposes. Compensation 
will not be granted for: 

(1) Completion of a dwelling or unit 
or installation of materials/items re-
quired under the construction contract 
and/or specifications. 

(2) Defective items which were not 
completed under the contract method 
or under the conditional commitment 
and supported by a builder’s warranty. 
Work performed under the borrower 
method or self-help program without a 
warranty by a responsible party is not 
eligible for compensation. 

(3) Damage caused by defective de-
sign, workmanship, or material in 
making enhancements to or remod-
eling the dwelling or unit or related fa-
cilities which were not financed or ap-
proved by FmHA or its successor agen-
cy under Public Law 103–354. 

(4) The loss of past, present or future 
wages or salary directly or indirectly 
resulting from the defect. 

(5) Treatment for physical or psycho-
logical damages including medical and 
dental claims. 

(6) Death benefits or funeral ex-
penses. 

(7) Damages encountered as a result 
of war, civil disorder, flood, tornado, 
lightning, earthquake or acts of nature 
which the structure was not designed 
to withstand. 

(8) Damages resulting from the home-
owner’s negligence or failure to prop-
erly maintain the property. 

(9) Damage to personal property. 

[56 FR 40241, Aug. 14, 1991, as amended at 67 
FR 78327, Dec. 24, 2002] 

§§ 1924.267–1924.270 [Reserved] 

§ 1924.271 Processing applications. 
An application for compensation for 

construction defects shall be submitted 
by the claimant to FmHA or its suc-
cessor agency under Public Law 103–354 
on the designated form (available in 
any FmHA or its successor agency 
under Public Law 103–354 office). The 
application shall be completed in its 
entirety. All structural defects and 
claims for which compensation is 
sought will be listed. Borrowers will be 
told not to incur any expenses for re-
pairs or temporary living expenses, ex-
cept for emergency situations, until 
funds have been allocated and the re-
quest has been approved under § 1924.273 
of this subpart. 

§ 1924.272 [Reserved] 

§ 1924.273 Approval or disapproval. 
(a) Claimants will be notified in writ-

ing of the decision on the claim within 
60 days of the date the designated form 
(available in any FmHA or its suc-
cessor agency under Public Law 103–354 
office) is signed by the borrower. If the 
claim or any part of the claim is denied 
at any level, the claimant will be in-
formed in writing of the reason(s) for 
the denial and advised of appeal rights 
in accordance with 7 CFR part 11. 

(b) [Reserved] 

[56 FR 40241, Aug. 14, 1991, as amended at 67 
FR 78327, Dec. 24, 2002] 

§ 1924.274 Final inspection. 
Except for emergency repairs, all re-

pair work must be performed in accord-
ance with subpart A of this part. In all 
cases, FmHA or its successor agency 
under Public Law 103–354 will make a 
final inspection of the repair work per-
formed before final payment is made 
for the work. 

§ 1924.275 [Reserved] 

§ 1924.276 Action against contractor. 
If FmHA or its successor agency 

under Public Law 103–354 pays for cor-
rection of construction defects which 
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