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PERCENTAGE OF MEDIAN INCOME AND THE
EQUIVALENT INTEREST RATE

THEN the
E%L:glttﬁag_r BUT less than: equivalent in-
’ terest rate is*

50.01 of adjusted median 1%
income.

50.01% .......... 55 of adjusted median in- 2%
come.

55% eovrrenne 60 of adjusted median in- 3%
come.

60% oo 65 of adjusted median in- 4%
come.

65% ..oovernennnn 70 of adjusted median in- 5%
come.

70% ..ocovvnnnn. 75 of adjusted median in- 6%

come.

80.01 of adjusted median
income.

90 of adjusted median in-
come.

100 of adjusted median in-
come.

110% of adjusted median 9%
income.

Or more than adjusted me-
dian income.

6.5%

7.5%

8.5%

9.5%

*Or note rate, whichever is less; in no case will the equiva-
lent interest rate be less than one percent.

(d) Calculation of interest credit. The amount
of interest credit granted is the difference
between the note rate installment as pre-
scribed on the promissory note and the
greater of:

(1) Twenty percent of the borrower’s ad-
justed income less the cost of real estate
taxes and insurance, or

(2) The amount the borrower would pay if
the loan were amortized at an interest rate
of 1 percent.

(e) Annual review. The borrower’s income
will be reviewed annually to determine
whether the borrower is eligible for contin-
ued payment subsidy. The borrower must no-
tify RHS whenever an adult member of the
household changes or obtains employment,
there is a change in household composition,
or if income increases by at least 10 percent
so that RHS can determine whether a review
of the borrower’s circumstances is required.

§3550.69 Deferred mortgage payments.

For qualified borrowers, RHS may
defer up to 25 percent of the monthly
principal and interest payment at 1
percent for up to 15 years. This assist-
ance may be granted only at initial
loan closing and is reviewed annually.
Deferred mortgage payments are sub-
ject to recapture when the borrower
transfers title or ceases to occupy the
property.

(a) Eligibility. In order to qualify for
deferred mortgage payments, all of the
following must be true:
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(1) The applicants adjusted income at
the time of initial loan approval does
not exceed the applicable very low-in-
come limits.

(2) The loan term is 38 years, or 30
years for a manufactured home.

(3) The applicant’s payments for prin-
cipal and interest, calculated at a one
percent interest rate for the maximum
allowable term, plus estimated costs
for taxes and insurance exceeds:

(i) For applicants receiving payment
assistance, 29 percent of the applicants
repayment income by more than $10
per month; or

(ii) For applicants receiving interest
credit, 20 percent of adjusted income by
more than $10 per month.

(b) Amount and terms. (1) The amount
of the mortgage payment to be deferred
will be the difference between the ap-
plicants payment for principal and in-
terest, calculated at one percent inter-
est for the maximum allowable term,
plus estimated costs for taxes and in-
surance and:

(i) For applicants receiving payment
assistance, 29 percent of the applicants
repayment income.

(ii) For applicants receiving interest
credit, 20 percent of adjusted income.

(2) Deferred mortgage payment
agreements will be effective for a 12-
month period.

(3) Deferred mortgage assistance may
be continued for up to 15 years after
loan closing. Once a borrower becomes
ineligible for deferred mortgage assist-
ance, the borrower can never again re-
ceive deferred mortgage assistance.

(c) Annual review. The borrower’s in-
come, taxes, and insurance will be re-
viewed annually to determine eligi-
bility for continued deferred mortgage
assistance. The borrower must notify
RHS whenever an adult member of the
household changes or obtains employ-
ment or if income increases by at least
10 percent so that RHS can determine
whether a review of the borrower’s cir-
cumstances is required.

§3550.70 Conditional commitments.

A conditional commitment is a de-
termination by RHS that a dwelling of-
fered for sale will be acceptable for
purchase by a qualified RHS loan appli-
cant if it is built or rehabilitated in ac-
cordance with RHS-approved plans,
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specifications, and regulations and
priced within the lesser of the prop-
erty’s appraised value or the applicable
maximum load limit. The conditional
commitment does not reserve funds,
does not guarantee funding, and does
not ensure that an eligible loan appli-
cant will be available to buy the dwell-
ing.

(a) Eligibility. To be eligible to re-
quest a conditional commitment, the
builder, dealer-contractor, or seller
must:

(1) Have an adequate ownership inter-
est in the property, as defined in
§3550.58, prior to the beginning of any
planned construction;

(2) Have the experience and ability to
complete any proposed work in a com-
petent and professional manner;

(3) Have the legal capacity to enter
into the required agreements;

(4) Be financially responsible and
have the ability to finance or obtain fi-
nancing for any proposed construction
or rehabilitation; and

(5) Comply with the requirements of 7
CFR part 1901, subpart E and all appli-
cable laws, regulations, and Executive
Orders relating to equal opportunity.
Anyone who receives 5 or more condi-
tional commitments during a 12-month
period must obtain RHS approval of an
affirmative marketing plan.

(b) Limitations. Conditional commit-
ments for new or substantially reha-
bilitated dwellings will not be issued
after construction has started. RHS
may limit the total number of condi-
tional commitments issued in any lo-
cality based on market demand.

(c) Commitment period. A conditional
commitment will be valid for 12
months from the date of issuance. The
commitment may be extended for up to
an additional 6 months if there are un-
expected delays in construction caused
by such factors as bad weather, mate-
rials shortages, or marketing difficul-
ties. Conditional commitments may be
canceled if construction does not begin
within 60 days after the commitment is
issued.

(d) Conditional commitments involving
packaging of applications. A conditional
commitment may be made to a seller,
builder, or dealer-contractor who pack-
ages an RHS loan application for a pro-
spective purchaser. In cases where the

7 CFR Ch. XXXV (1-1-08 Edition)

dwelling is to be constructed for sale to
a specific eligible applicant, all of the
following conditions must be met:

(1) The conditional commitment will
not be approved until the applicant’s
loan has been approved;

(2) Construction will not begin until
loan funds are obligated for the loan.
Exceptions may be made when it ap-
pears likely that funding will be forth-
coming and as long as the RHS lien pri-
ority is not jeopardized. The sales
agreement must indicate that the loan
has been approved but not funded and
must provide that if the loan is not
closed within 90 days of the date of ap-
proval, the contractor may terminate
the sales agreement and sell the prop-
erty to another party. If the sales
agreement is terminated, the condi-
tional commitment will be honored for
another eligible loan applicant for the
remaining period of the commitment;
and

(3) The RHS loan will be closed only
after the dwelling is constructed or the
required rehabilitation completed and
final inspection has been made.

(e) Fees. An application for a condi-
tional commitment must include pay-
ment of the conditional commitment
fee. The fee will be refunded if for any
reason preliminary inspection of the
property or investigation of the condi-
tional commitment applicant indicates
that a conditional commitment will
not be issued. Application fees will not
be refunded for any property on which
the required appraisal has been made.

(f) Failure of conditional commitment
applicant or dwelling to qualify. The con-
ditional commitment applicant will be
informed if the conditional commit-
ment is denied. Conditional commit-
ments will be canceled if the property
does not meet program requirements.

(9) Changes in plans, specifications, or
commitment price. The holder of the con-
ditional commitment must request ap-
proval for changes in plans, specifica-
tions, and commitment price. RHS
may approve the changes if the fol-
lowing requirements are met:

(1) The property price does not ex-
ceed the maximum loan limit and in-
creases in costs are due to factors be-
yond the control of the commitment
holder; and
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(2) The requested changes are justifi-
able and appropriate.

(h) Builder’s warranty. The builder or
seller, as appropriate, must execute ei-
ther an RHS-approved ‘“‘Builder’s War-
ranty,”” or provide a 10-year insured
warranty when construction is com-
pleted or the loan is closed.

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

§3550.71 Special requirements for con-
dominiums.

RHS loans may be made for condo-
minium units under the following con-
ditions:

(@) The unit is in a project approved
or accepted by U.S. Department of
Housing and Urban Development
(HUD), the Federal National Mortgage
Association (Fannie Mae), or the Fed-
eral Home Loan Mortgage Corporation
(Freddie Mac).

(b) The condominium project com-
plies with the requirements of the con-
dominium enabling statute and all
other applicable laws. Any right of
first refusal in the condominium docu-
ments will not impair the rights of
RHS to:

(1) Foreclose or take title to a condo-
minium unit pursuant to the remedies
in the mortgage;

(2) Accept a deed in lieu of fore-
closure in the event of default by a
mortgagor; and

(3) Sell or lease a unit acquired by
RHS.

(c) If RHS obtains title to a condo-
minium unit pursuant to the remedies
in its mortgage or through foreclosure,
RHS will not be liable for more than 6
months of the unit’s unpaid regularly
budgeted dues or charges accrued be-
fore acquisition of the title to the unit
by RHS. The homeowners association’s
lien priority may include costs of col-
lecting unpaid dues.

(d) In case of condemnation or sub-
stantial loss to the units or common
elements of the condominium project,
unless at least two-thirds of the first
mortgagees or unit owners of the indi-
vidual condominium units have given
their consent, the homeowners associa-
tion may not:

(1) By act or omission seek to aban-
don or terminate the condominium
project;
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(2) Change the pro rata interest or
obligations of any condominium unit
in order to levy assessments or
charges, allocate distribution of hazard
insurance proceeds or condemnation
awards, or determine the pro rata
share of ownership of each condo-
minium unit in the common elements;

(3) Partition or subdivide any condo-
minium unit;

(4) Seek to abandon, partition, sub-
divide, encumber, sell, or transfer the
common elements by act or omission
(the granting of easements for public
utilities or other public purposes con-
sistent with the intended use of the
common elements by the condominium
project is not a transfer within the
meaning of this clause); or

(5) Use hazard insurance proceeds for
losses to any condominium property
(whether units or common elements)
for other than the repair, replacement,
or reconstruction of the condominium
property.

(e) All taxes, assessments, and
charges that may become liens prior to
the first mortgage under local law re-
late only to the individual condo-
minium units and not to the condo-
minium project as a whole.

(f) No provision of the condominium
documents gives a condominium unit
owner or any other party priority over
any rights of RHS as first or second
mortgagee of the condominium unit
pursuant to its mortgage in the case of
a payment to the unit owner of insur-
ance proceeds or condemnation awards
for losses to or taking of condominium
units or common elements.

(g) If the condominium project is on
a leasehold the underlying lease pro-
vides adequate security of tenure as de-
scribed in §3550.58(b).

(h) At least 70 percent of the units
have been sold. Multiple purchases of
condominium units by one owner are
counted as one sale when determining
if the sales requirement has been met.

(i) No more than 15 percent of the
unit owners are more than 1 month de-
linquent in payment of homeowners as-
sociation dues or assessments at the
time the RHS loan is closed.
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