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Subpart A—General Provisions

§3565.1 Purpose.

The purpose of the Guaranteed Rural
Rental Housing Program (GRRHP) is
to increase the supply of affordable
rural rental housing, through the use
of loan guarantees that encourage
partnerships between the Rural Hous-
ing Service, private lenders and public
agencies.
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§3565.2 Applicability and authority.

The regulation prescribes the poli-
cies, authorizations, and procedures for
the guarantee of multifamily loans
under section 538 of the Housing Act of
1949.

§3565.3 Definitions.

Administrator. The Administrator of
the Rural Housing Service, or his or
her designee.

Agency. The Rural Housing Service,
Or a successor agency.

Allowable claim amount. The total
losses incurred by the lender, as cal-
culated pursuant to subpart J of this
part.

Applicable Federal Rate (AFR). The in-
terest rate set by the federal govern-
ment for federal financing programs
pursuant to section 42 of the Internal
Revenue Code.

Approved lender. An eligible lender
who has been authorized by the Agency
to originate and service guaranteed
multifamily loans under the program.

Assignment. The delivery by a lender
to the Agency of the note and any
other security instruments securing
the guaranteed loan; and any and all
liens, interest, or claims the lender
may have against the borrower.

Assistance. Financial assistance in
the form of a loan guarantee or inter-
est credit received from the Agency.

Borrower. The individuals or entities
responsible for repaying the loans.

Claim. The presentation to the Agen-
cy of a demand for payment for losses
incurred on a loan guaranteed under
the program.

Combination construction and perma-
nent loan. The Agency may guarantee a
construction contract which has credit
enhancements to protect the Govern-
ment’s interest. The construction guar-
antee will be converted to a permanent
guarantee when construction is com-
pleted and the requirements contained
in the conditional commitment are
met.

Conditional commitment. The written
commitment by the Agency to guar-
antee a loan subject to the stated
terms and conditions.

Correspondent relationship. A contrac-
tual relationship between an approved
lender and a non-approved lender or
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mortgage broker in which the cor-
respondent performs certain origina-
tion, underwriting or servicing func-
tions for the approved lender.

Default. Failure by a borrower to
meet any obligation or term of a loan,
grant, or regulatory agreement, or any
program requirement.

Delinquency. Failure to make a time-
ly payment under the terms of the
promissory note or regulatory agree-
ment.

Department of Housing and Urban De-
velopment (HUD). A federal agency
which may be a partner in some of the
Agency guarantees.

Due diligence. The process of evalu-
ating real estate in the context of a
real estate transaction for the presence
of contamination from release of haz-
ardous substances, petroleum products,
or other environmental hazards and de-
termining what effect, if any, the con-
tamination has on the regulatory sta-
tus or security value of the property.

Eligible borrower. A borrower who
meets the requirements of subpart D of
this part.

Eligible lender. A lender who meets
the requirements of subpart C of this
part or any successor regulation.

Eligible loan. A loan that meets the
requirements of subpart E of this part
or any successor regulation.

Eligible rural area. An eligible rural
area is an area which meets the re-
quirements of part 3550 of this chapter
or any successor regulation.

Fannie Mae. A Federally chartered,
publicly owned enterprise created by
Congress to purchase, sell or otherwise
facilitate the purchase or sale of mort-
gages in the secondary mortgage mar-
ket.

Federal Home Loan Bank System. A
system of member savings and loans,
banks and other lenders whose primary
business is the making of housing
loans.

Final claim payment. The amount due
to the lender (or the Agency) after dis-
position of the collateral is complete
and the proceeds from liquidation, as
well as any other claim payments, are
applied against the allowable claim
amount.

Foreclosure. The process by which the
ownership interest of a borrower in a
mortgaged property is extinguished
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and the security is liquidated with the
proceeds applied to the loan.

Freddie Mac. A Federally chartered,
publicly owned enterprise created to
purchase, sell or otherwise facilitate
the purchase or sale of mortgages in
the secondary mortgage market.

GRRHP. Guaranteed Rural
Housing Program.

Guarantee fees. The fees paid by the
lender to the Agency for the loan guar-
antee.

(1) An initial guarantee fee is due at
the time the guarantee is issued.

(2) An annual guarantee fee is due at
the beginning of each year that the
guarantee remains in effect.

Guaranteed loan. Any loan for which
the Agency provides a loan guarantee.

Housing Finance Agency (HFA). A
state or local government instrumen-
tality authorized to issue housing
bonds or otherwise provide financing
for housing. ldentity of interest. With
respect to a project, an actual or ap-
parent financial interest of any type,
that exists or will exist among the bor-
rower, contractor, lender, syndicator,
management agent, suppliers of mate-
rials or services, including professional
services, or vendors (including serv-
icing and property disposal), in any
combination of relationships which
may result in an actual or perceived
conflict of interest

Income eligibility. A determination
that the income of a tenant at initial
occupancy does not exceed 115 percent
of the area median income as such area
median income is defined by HUD or a
successor agency.

Indian tribe. Any Indian tribe, band,
nation, or other organized group or
community of Indians, including any
Alaska Native village or regional or
village corporation, as defined by or es-
tablished pursuant to the Alaska Na-
tive Claims Settlement Act (43 U.S.C.
1601 et seq.), that is recognized as eligi-
ble for the special programs and serv-
ices provided by the United States to
Indians because of their status as Indi-
ans pursuant to the Indian Self-Deter-
mination and Education Assistance
Act of 1975 (25 U.S.C. 450 et seq.); or any
entity established by the governing
body of an Indian tribe, as described in
this definition, for the purpose of fi-
nancing economic development.

Rental
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Interest credit. A subsidy available to
eligible borrowers that reduces the ef-
fective interest rate of the loan to the
AFR.

Land lease. A written agreement be-
tween a landowner and a borrower for
the possession and use of real property
for a specified period of time.

Lease. A contract containing the
rights and obligations of a tenant or
cooperative member and a borrower,
including the amount of the monthly
occupancy charge and other terms
under which the tenant will occupy the
housing.

Lender. A bank or other financial in-
stitution, including a housing finance
agency, that originates or services the
guaranteed loan.

Lender agreement. The written agree-
ment between the Agency and the lend-
er containing the requirements the
lender must meet on a continuing basis
to participate in the program.

Loan. A mechanism by which a lend-
er funds the acquisition and develop-
ment of a multifamily project. A loan
in this context is secured by a mort-
gage executed by the lender and bor-
rower.

Loan guarantee. A pledge to pay part
of the loss incurred by a lender in the
event of default by the borrower.

Loan guarantee agreement. The writ-
ten agreement between the Agency and
the lender containing the terms and
conditions of the guarantee with re-
spect to an individual loan.

Loan participation. A loan made by
more than one lender wherein each
lender funds an individual portion of
the loan.

Loan-to-value ratio. The amount of
the loan divided by the appraised mar-
ket value of the project.

Maximum guarantee payment. The
maximum payment by the Agency
under the guarantee agreement com-
puted by applying the guarantee per-
centage times the allowable claim
amount, but not to exceed original
principal amount.

Mortgage. A written instrument evi-
dencing or creating a lien against real
property for the purpose of providing
collateral to secure the repayment of a
loan. For program purposes, this may
include a deed of trust or any similar
document.

§3565.3

Multifamily project. A project designed
with five or more living units.

NOFA. A ‘““Notice of Funding Avail-
ability” published in the FEDERAL REG-
ISTER to inform interested parties of
the availability of assistance and other
non-regulatory matters pertinent to
the program.

Non-monetary default. A default that

does not involve the payment of
money.
Note. Any note, bond, assumption

agreement, or other evidence of indebt-
edness pertaining to a guaranteed loan.

Office of Inspector General (OIG). The
agency of USDA established under the
Inspector General Act.

Payment effective date. For the month
payment is due, the day of the month
on which payment will be effectively
applied to the account by the lender,
regardless of the date payment is re-
ceived.

Permanent loan. A loan that becomes
effective upon Agency acceptance of a
lender certification of an acceptable
minimum level of occupancy.

Prepayment. The payment of the out-
standing balance on a loan prior to the
note’s maturity date.

Project. The total number of rental
housing units and related facilities
subject to a guaranteed loan that are
operated under one management plan
and one Regulatory Agreement.

Program requirements. Any require-
ments contained in any loan document,
guarantee agreement, statute, regula-
tion, handbook, or administrative no-
tice.

Promissory note. See ‘““Note”.

Qualified alien. For the purposes of
this part, qualified alien refers to any
person lawfully admitted into the
country who meets the criteria of 42
U.S.C. 1436a.

Real estate owned. Denotes real estate
that has been acquired by the lender or
the Agency (often known as ‘“‘inventory
property’’).

Recourse. The lender’s right to seek
satisfaction from the borrower’s per-
sonal financial resources or other re-
sources for monetary default.

Regulatory agreement. The agreement
that establishes the relationship
among the Agency, the lender, and the
borrower; and contains the borrower’s
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responsibilities with respect to all as-
pects of the management and operation
of the project.

RHS. The Rural Housing Service
within the Rural Development mission
area, or a successor agency, which ad-
ministers section 538 guarantees.

Rural area. A geographic area as de-
fined in section 520 of the Housing Act
of 1949.

Rural Development. A mission area
within USDA which includes RHS,
Rural Utilities Service, and Rural

Business-Cooperative Service.

Servicing. The broad scope of activi-
ties undertaken to manage the per-
formance of a loan throughout its term
and to assure compliance with the pro-
gram requirements.

Single asset ownership. A borrower
who owns only one project.

Surplus cash. The borrower’s remain-
ing funds at the project’s fiscal year
end, after making all required pay-
ments, excluding required reserves and
€esCrows.

Tenant. The individual that holds the
right to occupy a unit in accordance
with the terms of a lease executed with
the project owner.

U.S. citizen. An individual who resides
as a citizen in any of the 50 States, the
District of Columbia, the Common-
wealth of Puerto Rico, the U.S. Virgin
Islands, Guam, American Samoa, the
Commonwealth of the Northern Mari-
nas, the Federated States of Micro-
nesia, the Republic of Palau, or the Re-
public of the Marshall Islands.

USDA. The United States Depart-
ment of Agriculture.

[63 FR 39458, July 22, 1998, as amended at 67
FR 16970, April 9, 2002]

§3565.4 Availability of assistance.

The Agency’s authority to enter into
commitments, guarantee loans, or pro-
vide interest credits is limited to the
extent that appropriations are avail-
able to cover the cost of the assistance.
The Agency will publish a NOFA in the
FEDERAL REGISTER to notify interested
parties of the availability of assist-
ance.

§3565.5 Ranking and selection cri-

teria.
(a) Threshold criteria. Applications for
loan guarantee submitted by lenders
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must include a loan request for a
project that meets all of the following
threshold criteria:

(1) The project must involve an
owner and a development team with
qualifications and experience sufficient
to carry out development, manage-
ment, and ownership responsibilities,
and the owner and development team
must not be under investigation or sus-
pension from any government pro-
grams;

(2) The project must involve the fi-
nancing of a property located in an eli-
gible rural area;

(3) Demonstrate a readiness, for the
project to proceed, including submis-
sion of a complete application for a
loan guarantee and evidence of financ-
ing;

(4) Demonstrate market and financial
feasibility; and

(5) Include evidence that the credit
risk is reasonable, taking into account
conventional lending practices, and
factors related to concentration of risk
in a given market and with a given bor-
rower.

(b) Priority projects. Priority will be
given to projects: in smaller rural com-
munities, in the most needy commu-
nities having the highest percentage of
leveraging, having the lowest interest
rate, having the highest ratio of 3-5
bedroom units to total units, or lo-
cated in Empowerment Zones/Enter-
prise Communities or on tribal lands.
In addition, the Agency may, at its
sole discretion, set aside assistance for
or rank projects that meet important
program goals. Assistance will include
both loan guarantees and interest cred-
its. Priority projects must compete for
set-aside funds. The Agency will an-
nounce any assistance set aside and se-
lection criteria in the NOFA.

[63 FR 39458, July 22, 1998, as amended at 64
FR 32371, June 16, 1999]
§3565.6 Inclusion of tax-exempt debt.

Tax-exempt financing can be used a
source of capital for the guaranteed
loan.

[64 FR 32371, June 16, 1999]
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