§3550.57

(1) The site must not be large enough
to subdivide into more than one site
under existing local zoning ordinances;

(2) The site must not include farm
service buildings, though small out-
buildings such as a storage shed may
be included; and

(3) The value of the site must not ex-
ceed 30 percent of the as improved mar-
ket value of the property. The State
Director may waive the 30 percent re-
quirement in high cost areas where
other lenders permit a higher percent-
age.

§3550.57

(@) Modest dwelling. The property
must be one that is considered modest
for the area, must not be designed for
income producing purposes, must not
have an in-ground swimming pool or
have a market value in excess of the
applicable maximum loan limit, in ac-
cordance with §3550.63, unless RHS au-
thorizes an exception under this para-
graph. An exception may be granted on
a case-by-case basis to accommodate
the specific needs of an applicant, such
as to serve exceptionally large house-
holds or to provide reasonable accom-
modation for a household member with
a disability. Any additional loan
amount approved must not exceed the
amount required to address the specific
need.

(1) Area-wide exception. Area-wide ex-
ceptions may be granted when RHS de-
termines that the section 203(b) limit is
too low to enable applicants to pur-
chase adequate housing.

(2) Individual exceptions. Individual
exceptions may be granted to accom-
modate the specific needs of an appli-
cant, such as to serve exceptionally
large households or to provide reason-
able accommodation for a household
member with a disability. Any addi-
tional loan amount approved must not
exceed the amount required to address
the specific need.

(b) New dwellings. Construction must
meet the requirements in 7 CFR part
1924, subpart A.

(c) Existing dwellings. Existing dwell-
ings must be structurally sound; func-
tionally adequate; in good repair, or to
be placed in good repair with loan
funds; have adequate electrical, heat-
ing, plumbing, water, and wastewater

Dwelling requirements.

7 CFR Ch. XXXV (1-1-05 Edition)

disposal systems; be free of termites
and other wood damaging pests and or-
ganisms; and meet the thermal per-
formance requirements for existing
dwellings of 7 CFR part 1924, subpart A.

[61 FR 59779, Nov. 22, 1996, as amended at 67
FR 78329, Dec. 24, 2002]

§3550.58

After the loan is closed, the borrower
must have an acceptable interest in the
property as evidenced by one of the fol-
lowing.

(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) Secure leasehold interest. A written
lease is required. To be acceptable, a
leasehold interest must have an unex-
pired term that is at least 150 percent
of the term of the mortgage, unless the
loan is guaranteed, in which case the
unexpired term of the lease must be at
least 2 years longer than the loan term.
In no case may the unexpired term be
less than 25 years.

(c) Life estate interest. To be accept-
able a life estate interest must provide
the borrower with rights of present
possession, control, and beneficial use
of the property. Generally, persons
with any remainder interests must be
signatories to the mortgage. All of the
remainder interests need not be in-
cluded in the mortgage to the extent
that one or more of the persons holding
remainder interests are not legally
competent (and there is no representa-
tive who can legally consent to the
mortgage), cannot be located, or if the
remainder interests are divided among
such a large number of people that it is
not practical to obtain the signatures
of all of the remainder interests. In
such cases, the loan may not exceed
the value of the property interests
owned by the persons executing the
mortgage.

(d) Undivided interest. All legally
competent co-owners will be required
to sign the mortgage. When one or
more of the co-owners are not legally
competent (and there is no representa-
tive who can legally consent to the
mortgage), cannot be located, or the
ownership interests are divided among
so large a number of co- owners that it
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is not practical for all of their interests
to be mortgaged, their interests not ex-
ceeding 50 percent may be excluded
from the security requirements. In
such cases, the loan may not exceed
the value of the property interests
owned by the persons executing the
mortgage.

(e) Possessory rights. Acceptable forms
of ownership include possessory rights
on an American Indian reservation or
State-owned land and the interest of an
American Indian in land held in sev-
eralty under trust patents or deeds
containing restrictions against alien-
ation, provided that land in trust or re-
stricted status will remain in trust or
restricted status.

§3550.59 Security requirements.

Before approving any loan, RHS will
impose requirements to secure its in-
terests.

(a) Adequate security. A loan will be
considered adequately secured only
when all of the following requirements
are met:

(1) RHS obtains at closing a mort-
gage on all ownership interests in the
security property or the requirements
of §3550.58 are satisfied.

(2) No liens prior to the RHS mort-
gage exist at the time of closing and no
junior liens are likely to be taken im-
mediately subsequent to or at the time
of closing, unless the other liens are
taken as part of a leveraging strategy
or the RHS loan is essential for repairs
and the senior lien secures an afford-
able non-RHS loan. Liens junior to the
RHS lien may be allowed at loan clos-
ing if the junior lien will not interfere
with the purpose or repayment of the
RHS loan. When the junior lien in-
volves a grant or a forgivable afford-
able housing product, the total debt
may exceed the market value by the
amount of the forgivable loan or grant
up to 5 percent.

(3) The provisions of 7 CFR part 1927,
subpart B regarding title clearance and
the use of legal services have been fol-
lowed.

(4) Existing and proposed property
improvements are totally on the site
and do not encroach on adjoining prop-
erty.

(b) Guaranteed payment. Mortgage in-
surance guaranteeing payment from a

§3550.61

Government agency or Indian tribe is
adequate security.

[61 FR 59779, Nov. 22, 1996, as amended at 67
FR 78330, Dec. 24, 2002]

§3550.60 Escrow account.

RHS may require that customers de-
posit into an escrow account amounts
necessary to ensure that the account
will contain sufficient funds to pay real
estate taxes, hazard and flood insur-
ance premiums, and other related costs
when they are due in accordance with
the Real Estate Settlement and Proce-
dures Act of 1974 (RESPA) (12 U.S.C.
2601, et seq.) and section 501(e) of the
Housing Act of 1949, as amended.

§3550.61 Insurance.

(a) Customer responsibility. Until the
loan is paid in full the customer must
furnish and continually maintain haz-
ard and flood insurance on property se-
curing RHS loans, with companies, in
amounts, and on terms and conditions
acceptable to RHS. Customers who are
required to have insurance may be re-
quired to escrow funds to ensure pay-
ment. All policies must have a ‘“loss
payable clause’ payable to RHS to pro-
tect the Government’s interest.

(b) Amount. Essential buildings must
be insured in an amount at least equal
to the balance of the secured debts.

(c) Flood insurance. Flood insurance
must be obtained and maintained for
the life of the loan for all property lo-
cated in a Special Flood Hazard Area
(SFHA) as determined by the Federal
Emergency Management Agency
(FEMA). RHS actions will be con-
sistent with 7 CFR part 1806, subpart B
which addressed flood insurance re-
quirements. If flood insurance through
FEMA'’s National Flood Insurance Pro-
gram is not available in an SFHA, the
property is not eligible for federal fi-
nancial assistance.

(d) Losses. (1) Loss deductible clauses
may not exceed $250 or 1 percent of the
insurance coverage, whichever is great-
er. The deductible for any 1 building
may not exceed $750.

(2) Customers must immediately no-
tify RHS of any loss or damage to in-
sured property and collect the amount
of the loss from the insurance com-

pany.
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