
559 

Rural Housing Service, USDA § 3560.404 

the first day of each month unless oth-
erwise established in the debt instru-
ment or other agreement executed with 
the Agency. 

(b) Payment application order. Loan 
payments will be applied to the bor-
rower’s account in the following order 
of priority: 

(1) Amortized audit receivables. (i.e., 
amounts due to the Agency, over a pe-
riod of time, as a result of a finding 
from an audit or other monitoring ac-
tivity.) 

(2) Unamortized audit receivables. 
(i.e., amounts due to the Agency, in a 
lump sum payment, as a result of a 
finding from an audit or other moni-
toring activity.) 

(3) Late fees. (i.e., amounts due to the 
Agency as a result of late payments.) 

(4) Amortized recoverable costs. (i.e., 
amounts due to the Agency, over a pe-
riod of time, as a result of Agency pay-
ments made on behalf of a borrower for 
housing project related expenses such 
as taxes or insurance premiums.) 

(5) Unamortized recoverable costs. 
(i.e., amounts due to the Agency, in a 
lump sum payment, as a result of 
Agency payments made on behalf of a 
borrower for housing project related 
expenses such as taxes or insurance 
premiums.) 

(6) Overage. (i.e., amounts due to the 
Agency as a result of a tenant’s tenant 
contribution being higher than basic 
rent.) 

(7) Interest. (i.e., amounts due to the 
Agency as a result of scheduled inter-
est on a loan and as a result of interest 
charged on unpaid delinquent principal 
amounts.) 

(8) Principal. (i.e., amounts due to 
the Agency as the loan principal.) 

(9) Advance payments. (Any funds re-
maining after disbursement of a pay-
ment to all other payment priorities 
will be applied to the borrower’s ac-
count as an advance regular payment 
unless a borrower specifically des-
ignates, in writing, another applica-
tion.) 

(c) Late fees. If payments on a bor-
rower’s account, under PASS, are more 
than $15 delinquent after the close of 
business on the 10th day after the pay-
ment due date, a late fee will be 
charged to the borrower’s account. 

(1) Late fees charged to a borrower’s 
account will equal 6 percent of the 
total regular payments due as specified 
in any promissory notes, assumption 
agreements, or reamortization agree-
ments related to the borrower’s ac-
count. 

(2) Late fees are a borrower expense 
and must not be paid from housing 
project funds. 

(3) The Agency may waive late fees 
for circumstances beyond a borrower’s 
control and when a waiver is deter-
mined by the Agency to be in the best 
financial interest of the Federal Gov-
ernment. 

(d) Interest on unpaid overdue prin-
cipal. On the first day of the month fol-
lowing a payment due date, the Agency 
will charge interest at the note rate on 
any unpaid principal payment due ac-
cording to the loan’s amortization 
schedule (i.e., interest will be charged 
on delinquent principal). The interest 
charged on the unpaid principal pay-
ment due will be charged to the bor-
rower in addition to the scheduled in-
terest due on payments according to 
the loan’s amortization schedule. 

§ 3560.404 Final loan payments. 

(a) Payoff statements. At the bor-
rower’s request, the Agency will pro-
vide a statement indicating the pay off 
amount necessary to pay the bor-
rower’s account in full. 

(b) Final payments. A borrower’s final 
loan payment must include repayment 
of all outstanding obligations to the 
Agency. 

(1) Any supervised funds being held 
by the Agency will be applied to the 
borrower’s account or, at the bor-
rower’s option, will be returned to the 
borrower following acceptance of final 
payment on all outstanding obliga-
tions. 

(2) If a balance due remains on a bor-
rower’s account after Agency accept-
ance of a final payment, due to bor-
rower error or fraud or Agency error, 
the Agency will initiate collection ac-
tion in accordance with the unauthor-
ized assistance collection procedures 
described in subpart O of this part. 
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(c) Final payment loans. Borrowers 
with loans for which the Agency ap-
proved an amortization period that ex-
ceeded the term of the loan may re-
quest a loan to finance the final pay-
ment in accordance with the require-
ments of § 3560.74. 

(d) Loan prepayment requests. If pre-
payment of an Agency loan is re-
quested, the applicable preservation re-
quirements of subpart N of this part, 
including the execution of any appro-
priate restrictive-use agreements, must 
be met prior to the Agency’s accept-
ance of a final loan payment under the 
prepayment request. 

(e) Payment forms. Final payments 
may be made by cashier’s check, cer-
tified check, money order, bank draft, 
or other withdrawal instruments ap-
proved by the Agency. 

(1) If borrowers use forms of payment 
requiring special handling, the bor-
rower is responsible for the cost of the 
special handling. 

(2) When payment is provided in a 
form that is not the equivalent of cash, 
the Agency will consider the payment 
to be received at the time the payment 
has been converted to cash and funds 
have been transferred to the Agency. 

(f) Release of security instruments. The 
Agency will release security instru-
ments, subject to applicable restric-
tive-use agreements referenced in sub-
part N of this part, when full payment 
of all outstanding obligations to the 
Agency has been received, accepted, 
and the funds have been transferred to 
the Agency. 

(1) If the Agency and the borrower 
agree to settle an account for less than 
the full amount owed, the Agency will 
release security instruments when the 
borrower has paid in full all agreed 
upon obligations. 

(2) Recording costs for the release of 
the security instruments will be the re-
sponsibility of the borrower, except 
where state law requires the mortgagee 
to record or file the satisfaction. 

(g) Special circumstances—Refund of 
entire principal. If the entire principal 
of the loan is refunded after the loan is 
closed, the borrower must pay interest 
from the date of the note to the date of 
receipt of the refund. 

§ 3560.405 Borrower organizational 
structure or ownership interest 
changes. 

(a) General. The requirements of this 
section apply to changes in a borrower 
entity’s organizational structure or to 
a change in a borrower entity’s con-
trolling interest. If 100 percent of a bor-
rower entity’s ownership interest is 
transferred, within a 12-month period, 
the change will be considered a housing 
project transfer and the provisions of 
§ 3560.406, which covers transfers or 
sales of housing projects, will apply. 

(b) Agency requirements. Borrowers 
must notify the Agency prior to the 
implementation of any changes in a 
borrower entity’s organizational struc-
ture. The Agency must give its consent 
prior to the implementation of changes 
in a borrower entity’s controlling in-
terest. 

(1) Borrowers must submit written 
requests for Agency consent to the 
Agency at least 45 days prior to the an-
ticipated effective date of the proposed 
organizational change. The request 
must document that the proposed 
changes will not adversely affect the 
program purposes or security interest 
of the Agency and will not adversely 
affect tenants. 

(2) If the controlling interest change 
involves a transfer of interest to an en-
tity not previously holding an owner-
ship interest in the borrower entity, 
the request for consent must include a 
written certification, executed by the 
party receiving the ownership interest, 
certifying that the recipient of the 
ownership interest agrees to assume re-
sponsibilities and obligations required 
of a borrower as established in Agency 
program requirements including re-
quirements in the promissory note, 
loan agreement, or other document re-
lated to Agency loans held by the bor-
rower entity. 

(3) The Agency will not take a con-
sent request for a controlling interest 
change under consideration if the bor-
rower’s request fails to meet the re-
quirements specified in paragraph 
(b)(2) of this section. 

(c) Documentation of organizational 
structures and ownership interest. Bor-
rowers must annually document their 
organizational structure and owner-
ship. 
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