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APPENDIX 6
INTEREST ASSISTANCE
In 1991, the Agency provided interest assistance to eligible borrowers to enh ir

instructions for conducting annual and interim reviews, calculatin
paying the lender’s processing fee. Section 2 of this Appendix‘provi
triggers recapture and how it is calculated.

uidance on what

SECTION 1: INTEREST E

AGREEMENTS

The lender is responsible for ¢
to ensure that the household continu

cting annual and interim reviews of household income

ouis, Missouri generates to lenders on an annual basis a
iring within 90 Days which provides lenders with a list of

submits Form RD 3555-13 to the Agency for approval, and the Agency
calculations. If any errors are found, the Agency will contact the lender and

In the case of a transfer/assumption, approved by the Agency, in accordance with Chapter
17 of this handbook, interest assistance may be granted to the transferor provided the eligibility
criteria of this appendix are met and the transferor executes Form RD 3555-12, “Master Interest
Assistance and Shared Equity Agreement with Promissory Note.”
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PROCESSING FEE

The Agency will reimburse the lender in the amount of $40.00 for the cost of processing
Form RD 3555-13 whether or not the agreement results in continued assistance. The Agency
will pay the fee upon receipt of a valid agreement if:

e A new agreement is made at the annual renewal date;

e The borrower has a change in circumstances that requires a revision toghe cfrent

agreement. However, a processing fee will not be paid when theSggvision to an
existing agreement is required due to an error on the part of\the len

borrower; or
e The borrower is eligible for but not presently on\interest@ssistance and enters into
a new Form RD 3555-13.

ANNUAL AND INTERIM REVIEWS

Annual Reviews

The lender must review a each borrower receiving interest assistance to

ible to continue to receive interest assistance, and
7 It is expected that borrower incomes will

to the IeneEr ate the annual review process. The lender should complete the annual
i e for the new amount to be effective on the anniversary date of the

date of the existing agreement, the renewal date will be either:

The expiration date of the previous agreement, if an Agency or lender error
caused the delay; or

e In all other cases the next payment due date after the renewal is approved.
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The Review Period for Self-Employed Applicants

For a self-employed applicant, the initial interest assistance agreement will run from the
effective date to three months after the end of the applicant’s business fiscal year, but not more
than a 12-month period. This will allow subsequent agreements to coincide with the applicant’s
business fiscal year, with a three-month overlap, to provide sufficient time for the agglicant to
supply verification of the previous year’s income.

The Review Period for Unemployed Applicants

For an applicant receiving unemployment benefits, the agreement will be ive for the
period during which the applicant will receive unemployment benegfits, or, If the perod is
unknown, no longer than six months. The lender will establish th iration, date of the
agreement.

Interim Reviews

obtamssemployment, when the household
composition changes, or when income increases by mote than $100.00 per month. A borrower

ether any of the following conditions keep the borrower from
Brest assistance:

The borro as‘éeased to occupy the property, unless the lender determines that the
S i habitable or that the borrower may be absent temporarily from the property
uchjas seasonal or migratory employment, military callings, or hospitalization;

he security property has been sold or title to the property has been transferred;

e The borrower’s subsidized interest rate equals or exceeds the promissory note
rate; or
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e The borrower qualifies for less than $20 per month interest assistance.

If the borrower has ceased to occupy the property, or has sold or transferred title to the
property, the lender must determine when the change occurred. If the borrower has received
interest assistance since the change, the lender must notify the Agency that the borrower may
have received an overpayment. The lender must also notify the borrower of the potential for
repayment of the overpayment.

CALCULATING INTEREST ASSISTANCE

The household’s adjusted median income and whether the
cost area are the key factors in determining the subsidized integes
The amount of interest assistance granted will be the difference\betwe
due on the promissory note eligible for interest assistance and th&amoun

operty s located in a high-
the bogrower must pay.
he monthly installment
e borrower would

follows: However, the borrower’s interest rate can neve
subsidized interest rate that was in place at loan cl@sing.
borrower is determined as follows. Note that the in
below or the note rate, whichever is less; i
less than the floor interest rate the borro

Percentage of Median In Interest Assistance

When the Borrower’s income is; orrower’s Floor Rate is:
High Cost Area Floor | Non-High Cost Area

More Than: Rate is: Floor Rate is:
55 percent 3 percent 3 percent
60 percent 4 percent 3 percent
65 percent 5 percent 4 percent
70 percent 6 percent 5 percent
75 percent 7 percent 6 percent

ount of the payment to be made by the Agency falls below $20 per month,
longer be eligible for interest assistance.

ANNUAL INTEREST ASSISTANCE

Upon review and approval of a lender’s submitted Form RD 3555-13, the Agency will access
the system production environment (block mode) known as NITC. Choose Guaranteed Loan
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from the NITC menu. At the Guaranteed Loan MAIN MENU, select Loan Servicing Menu.
Select UPDATE Interest Asst Agreement to renew or change the interest assistance. Select
CANCEL Interest Asst Agreement to cancel the interest assistance. Select VIEW Interest
Assistance for summary information regarding the interest assistance.

The Agency will not receive a report that the agreement will be expiring. The y may
monitor the agreements in their portfolio by pulling a GLS Report from the Single F
Housing Reports menu under “Lender Notice” submenu, followed by the se)egtion ofi#GLSNTO7
- Notice of SFH Interest Assistance expiring in 90 Days™ report.

The Agency may also monitor payment of interest assistance
GLSBRO1 - Borrower Register report from the Activity Register Rep
Family Housing Reports menu in GLS. The transaction code to gnter at
payments is transaction code “4055.”

rrowefs, by processing a
submenu of the Single
search criteria for

Asst” will bear a code 1 (Eligible for Int
Receiving Int Asst). The “Active Inter

e life of the loan, the borrower may be eligible to begin receiving
ain. To qualify to receive assistance again, the loan must have been
ed guaranteed loan on or after April 17, 1991, the borrower must have

INTEREST ASSISTANCE DURING LOAN LIQUIDATION

If a borrower’s loan is accelerated, the interest assistance is not canceled. However,
should the agreement expire during the liquidation process, it will not be renewed. If the lender
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stops its liquidation proceedings after the interest assistance agreement has expired, interest
assistance can be reinstated, provided the borrower remains eligible for assistance. The lender
must request reinstatement from the Agency approving office, which will then update the action
in the Guaranteed Loan System.

OVERPAYMENT OF INTEREST ASSISTANCE

Requirements after an Overpayment

Borrowers may receive more interest assistance then they wereeligib r,as a result
of factors such as misreported household income, calculatign errors\or failure on the part
of the borrower to report income increases. The differenc een the amount of
interest assistance the borrower received and the amourt that Id have been received
at the proper interest rate constitutes an overpayment.

The lender must ensure that an arrangement
amount are done through one of the appro

t of the overpayment
is put in place within 30 days
ent has been made, the lender

r all appeal rights have been exhausted, or the loan will be
wers, including borrowers who unintentionally provide

er is eligible for further interest assistance and has not repaid the

ent amount in a lump sum, the Agency will collect the overpayment

t over the course of the following 12 months by reducing the amount of its
terest assistance payments by 1/12 of the overpayment amount each month as

shown on Form RD 3555-13.
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e Some borrowers who do not repay the overpayment amount in a lump sum may
not be eligible for further interest assistance, or the amount of interest assistance
may not be sufficient to cover the overpayment. In this case, the lender must
negotiate a repayment schedule with the borrower in a way that will minimize the
possibility that the repayment of the loan will suffer. The lender will collect
monthly payments from the borrower and remit the payments to the Agency.
Interest Assistance repayment will never take more than 12 months S prior
authorization is obtained by the State Director.

Rural Development servicing official will obtain the advice Qf the State or
National Office as appropriate.

SECTION 2: INTEREST ASSISTA D EQUITY

RECAPTURE R IRE S

OVERVIEW

Borrowers with interest assi eive substantial amounts of subsidy over the course
of the loan repayment period. I
RD 3555-12which requires re

r the entire subsidy when the borrower ceases to
he purpose of this policy is to provide borrowers with the
creased equity in their properties, while requiring

grest assistance subject to recapture must be repaid whenever the borrower ceases to
occupy thejproperty or transfers title. If the borrower is absent from the property temporarily for
reasons such as seasonal or migratory employment, military duty, or hospitalization, recapture is
not triggered.
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Exceptions

When a loan is assumed in connection with a transfer, recapture will not be calculated or
collected at that time. When the new borrower transfers title or ceases to occupy the property, all
interest assistance subject to recapture from both before and after the assumption must be repaid.

Generally, when a loan is foreclosed the Agency will not require the recaptu interest
assistance. However, recapture is required if:

e The property is sold at or prior to foreclosure for an amoung exce the
lender’s unpaid balance and costs of foreclosure; or
e A junior lienholder takes over the lender’s loan.
Lender Responsibilities

When recapture is triggered, the lender must noti ,
regarding the amount of interest assistance that could ubject to recapture. Agency staff will

aximum potential recapture amount and offer the
ion needed to calculate a reduced amount. If an

gstaeotlect the remaining funds and submit them to the Agency before
instruments. Security instruments must not be released until the Agency

Eveén though the Agency will calculate the recapture amount, it is important for lenders to
understand the recapture calculation well enough to explain to borrowers, should they have
questions. This paragraph describes each component of the recapture formula. At the end of this
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appendix is a recapture worksheet that illustrates how the recapture amount is calculated and a
case study that illustrates the recapture concepts discussed in this section. The lender will submit
the final documentation requesting calculation of the recapture to the Agency. The Agency will
utilize Form RD 3555-14 to calculate the recapture due the Agency.

The amount of recapture the borrower must pay is the lesser of:

e The total amount of interest assistance received over the life of the lo

e The calculation of shared equity due Rural Development.\Thus,¥fthere is no
value appreciation in the property, there will be no recaptute amo e.

CALCULATION OF VALUE APPRECIATION
“Appreciation” generally means the difference betw value 9f the property when it

or the purposes of recapture
» mortgage debt and sales
aula fior calculating value

is calculated with a specific formula that accounts for t
expenses related to the property, as well as equity I he fo
appreciation is:

Current market value

less the following:

olders;

alance owed by borrower;

apital improvement equity.
equals ppreciation

(00-00-00)SPECIAL PN






HB-1-3555
Appendix 6
Page 10 of 17

The following paragraphs explain each element of the calculation of the distribution of
funds.

CURRENT MARKET VALUE

Recapture must be based on the current value of the property, whether it is b@ing sold or
not. The amount of the recapture to be collected can only be reduced based on an a te
assessment of market value documented from one of the following sources:

e A sales contract;
e An appraisal conducted by a lender;

e Another current appraisal that meets the Agenc¥’s reqiiikements if neither a sales

contract nor a lender’s appraisal is available;

tax records, comparable
sales, or a recent appraisal that reprgsents'an ate’indication of the value, if
the property has been damaged or at an appraisal is not a viable
alternative for determining value; or

Deferred and past-dug
borrower without reimbu

The costs involved in selling or refinancing the property can be deducted from the market
value if they are not reimbursed from another source, such as an employer, and if they are
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documented by a good faith estimate provided by the lender or closing agent. Such costs should

be customary and typical for the type of transaction and include, but are not limited to the
following:

e Sales commission;

e Advertising costs;

e Recording fees;

e Pro rata share of taxes; \
e Points based on the current interest rate;

e Appraisal fees; \

e Transfer tax; Q
e Deed preparation fee; and

e Loan origination fee.

In refinancing situations, only expenses necessary to refinance the amount of the

lowed. Estimated expenses may be used if Agency
permissible.

PRINCIPAL REDUC

udes any down payment made by the borrower and any difference
abprarket value of the property and the amount of the original loan. Prepaid
ce‘are not considered original equity, nor are contributions toward closing

nt can be found on Form RD 3555-12.

apture amounts paid may be considered mortgage interest paid, which may be a
deductible expense for the purposes of personal income taxes in the year paid. The borrower
should be advised to seek the guidance of a tax counselor or the IRS regarding allowable tax
deductions.
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CAPITAL IMPROVEMENT CREDIT

Capital improvements are additions that add to the value of the property above and
beyond repairs that maintain the property in good condition. General maintenance to keep the
property in good condition is not considered a capital improvement. Examples of activities that
do not qualify as capital improvements include: yard maintenance, painting, wallpapeting, floor
coverings, roofing, siding, wells, septic systems, appliances, furnaces, or water heat

Examples of capital improvements include: building a garage, constructing aden or , or
adding a deck, patio, pool, porch, fence, storm windows, sky lights, outside‘lighting,
landscaping.

The value of a capital improvement can be determined by
change in the property’s value attributable to the improvement\ The of making the
improvement should not be considered when making this asseSsment. rrower who wishes
to receive credit for capital improvements should specifj equest the appraiser to provide
this service.

praiser based on the

CALCULATION OF SHARED EQUITY DU EA Y

If there is no value appreciation, t
guarantees who received interest assis

is no shared@equity due the Agency. For

e, the calculation of shared equity due the Agency is
rate factor (obtained from the Deputy Chief
Financial Officer) applied to the I obtain the table factor. Multiply the table

ge of original equity to determine amount. The
mount arrived at when utilizing the table factor calculation
d pver the life of the loan.

amount due equals the lesser of

or the actual interest ass{stance rec

months Average imterest rate paid
loan 1.1 21 R 4.1 i1 4.1
ontstanding 1% 2% 1% 4% 5% 6% T =Tha
0n- 50 50 50 50 a0 A4 32 22 1
0 - 119 A0 50 50 L4 A2 31 21 1
120 - 179 A0 50 50 43 Al 30 1] 10
180 - 230 50 50 48 42 8 26 18 .0g
240 - 180 A0 50 E ] 33 33 24 17 .0g
300 - 359 50 45 40 34 29 21 14 .09
360 & up AT A0 36 31 26 18 13 g
V4

The Agency will process receipt of the shared equity payment on Form RD 451-2 as a
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Miscellaneous Collection Code 35. Form RD 3555-87, “Shared Equity Payment” will be
forwarded to DCFO as notification of the payoff of recapture.

The lender is responsible for requesting calculation of the shared equity due the Agency
for any loan granted interest assistance during the term of the loan and prior to payment in full of

unpaid principal balance, accrued interest and fees, if any.

Q\\
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RECAPTURE WORKSHEET

Part I. Value Appreciation (If any calculation in this section yields zero or less, skip to Line 21 and record a
Zero.)

Current market value

(less) Balance due prior lien holders

Balance (Line 1 - Line 2)

(less) Balance owed by borrower \

Balance (Line 3 - Line 4) \

(less) Sales/Refinancing costs \

Balance (Line 5 - Line 6) \ \

(less) Principal reduction \

Ol N|o|alrlwIdE

Balance (Line 7 - Line 8) \

[y
°

(less) Original equity

[y
=

Balance (Line 9 - Line 10)

[y
N

. (less) Capital improvement credit
13.  Value appreciation (Line 11 - Line 12[

Part I1. Value Appreciation Subject to Recapture

14.  Dollar value of value appreciati

(Line 13) y

15. Table factor.

16. Value appreciation ine 14 x Line 15)

17.  Percentage of origina erest Assistance Agreement)

18.  Value appreciation (LMGX

19.  Value appreciation subject to recapture (Line 16 - Line 18)

Part I11. Amount Due if There is Value Appreciation

) iryssistance received
modnt (lesser of Line 19 or 20)
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INTEREST ASSISTANCE RECAPTURE CASE STUDY

THE SITUATION

John and Sharon Potter bought their home 10 years ago for $50,500. The home appraised
for $50,500 but they only qualified for a loan of $50,000. They borrowed $50,000
year guaranteed loan and paid the remaining $500 of the purchase price and $1,000
costs out of their savings.

The Potters’ note rate is 7 percent, but they received interest assistaricé®ith a‘feduced
interest rate of 4 percent for the first 5 years. Then John got a big promotion, at Which point the
Potters were no longer eligible for interest assistance.

Last year, the Potters added a deck. The materials cost $1
themselves, there were no labor costs.

Sharon just got a great new job, and the family is selling'the hou d moving to a larger
home. They are working with Big Bank to finance the new e\ They are putting down
$5,000, paying $1,000 in points, and are financing the rés clgsing costs.

, but sipce they built it

imbursable sales costs to sell their home.

Principal reduction. The Potters’ principal reduction at the note rate was
$7,012.

e Original equity. The difference between the purchase price and the amount of

the loan was $500 and represents 1% of the market value of the security at the
time the loan was made to the Potters.
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Capital improvement credit. When the new buyer's appraiser appraised the
property, the Potters asked if he would document the increased value attributable
to the improvements they had made. They showed him their receipts for $1,250
for the deck and described the labor they had put into it. However, the appraiser
concluded that the deck only added $500 to the overall value of the home.

They also provided receipts for the carpet ($3,000) and the water heate($500) for
a total of $3,500. However, since the carpet and water heater are no
improvements, only the $500 value increase from the deck cafybe couh

INPUTS FOR RECAPTURE CALCULATION

RESULTS

Value appreciation. As Part I. of the Recaptur heet shows, the Potters’

value appreciation was $12,500.

interest rate was .50, derived
table above.

Recapture factor from table. The Pott
from information obtained from DCFO a

Appreciation attributable to origi quity-*The Potters’ original equity was
$500 or 1 percent of the original marketWalue of $50,500.

Amount of interest a
interest assistance o

ce received. The Agency provided $7,101 of
rse of the loan.
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RECAPTURE WORKSHEET

Part I. Value Appreciation (If any calculation in this section yields zero or less, skip to Line 21 and record a
zero.)
1. Current market value $65,000
2. (less) Balance due prior lien holders $0
3. Balance (Line 1 - Line 2) $6%,000
4, (less) Balance owed by borrower \ $42,988
5. Balance (Line 3 - Line 4) \ $22,012
6. (less) Sales/Refinancing costs N \ $1,500
7.  Balance (Line 5 - Line 6) \ $20,512
8. (less) Principal reduction \ $7,012
9.  Balance (Line 7 - Line 8) \ $13,500
10.  (less) Original equity $500
11. Balance (Line 9 - Line 10) $13,000
12.  (less) Capital improvement credit $500
13.  Value appreciation (Line 11 - Line K $12,500
Part I1. Value Appreciation Subject to Recapture
14.  Dollar value of value apprecjdtion (kine 13) y $12,500
15. Recapture percentage (lesser o o Or percentage contained in Interest Assistance 50%
Agreement)
16. Value appreciation redUe e percentage (Line 14 x Line 15) $6,250
17. Interest Assistance Agreement) 1%
18. ppreciation, reduced,by recapture percentage, attributable to original equity $62

tion subject to recapture (Line 16 - Line 18) $6,188
Part I1l. Amount Due if There is Value Appreciation
20. ount ofinterest assistance received $7,101
2. R amount (lesser of Line 19 or 20) $6,188
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