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CHAPTER 6: LOAN PURPOSES
7 CFR 3555.101

INTRODUCTION

SFHGLP loan funds can be used to acquire new or existing housing that will be the
applicant’s principal residence, and to pay costs associated wi
However, there are restrictions on the use of guaranteed lo
describes the purposes and restrictions and discusses w
permitted. The lender is responsible for ensuring tha
eligible purposes.

his section
lemental loans are
e used only for

ELIGIBLE LOAN PURPOSES

Guaranteed loan funds must be used to ac
as a permanent residence and may be used to pa
acquisition. Residential properties must be residen
Loan funds may be used for the fallewing purposes:

existing dwelling to be used
ssoclated with suCh an
i0 use, character and appearance.

ing, and environmental requirements, or will meet the Agency’s
anned rehabilitation or repair work is completed. These
sed in Chapter 12 of this Handbook.

If repairs or rehabilitation are involved, the lender must not request that the loan
guarantee be issued until all work is complete. The exception to this rule is completion
of exterior work or minor interior work. Repairs and rehabilitation are addressed in
Chapter 12 of this Handbook.
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C. Reasonable and Customary Expenses Associated With Purchasing a Dwelling

The program allows loan funds to be used for expenses associated with purchasing a
dwelling as long as they are reasonable and customary for the area. These expenses may
include the following items:

Loan Acquisition Expenses. These include legal, arc
fees, title clearance costs, and insurance costs. The gliarantee fee and fees for
appraisal, surveying, tax monitoring, expenses f ownership education
counseling, and other technical services associ taining the loan may
also be included. Paragraph 16.4 B of Chapter i dbook provides
information on the guarantee fee structu

ural, and engineering

Reasonable Lender Fees. Reasong ender fégs may include igination fee
and other fees and charges. Lender feeSi€annot exeeed those charg
applicants by the lender for similar transa€ti@aé’such as FHA-insured or VA-
guaranteed first mortgage loans. Payment of@ther fees, charges, or commissions,
such as finder's fees or placé@ment fees for the ref€rsal of a prospective applicant to
the lender or administrativeifees €harged to the b bywthe realtor is prohibited.
Discount points as describec A h 6.3 of thisChapter. Lender fees
combined with closing costs
amount, unles her flexibili
Consumgf’Fina Protection B
Mortg ATR/AQM) rule. The
not includethin the three percent lent

xceedithesypercent of the total loan
gfprovided through guidance published by the
eau (CFPB)’s Ability to Repay and Qualified
HGLP up-front guarantee and annual fee is
ees calculation.

losing CO are reasonable and customary for the area can
unds. Closing costs cannot exceed those charged other
olysimilar transactions such as FHA-insured or VA-
oans. If the lender does not participate in such

an cloSing costs may not exceed those charged other applicants

a similar program that requires conventional mortgage insurance
here is a six percent limit on the amount of the seller’s

mder the SFHGLP. The amount of seller contribution must

osts, including lender fees, may not exceed three percent of the total loan
amount as described in this section. The SFHGLP up-front guarantee fee is not
included in the lender fees calculation.

Design Features or Equipment for Physical Disabilities. Special design
features or permanently installed equipment to accommodate a household
member who has a physical disability is an eligible loan purpose. The purchase
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of personal items for such individuals, such as wheelchairs, is not an eligible loan
purpose.

e Connection, Assessment and Installment Fees. Reasonable and customary
connection fees, assessments, or the pro rata installment costs for utilities such as
water, sewer, electricity, and gas for which the buyer is liable are eligible costs.

estate’ taxes that are due
nds for the establishment
insurance premiums,

e Taxes and Escrow Accounts. A pro rata share of r,
and payable on the property at the time of closin
of escrow accounts for real estate taxes, hazar
and related costs are eligible costs.

e Essential Household Equipment.
household equipment such as wall
washers, dryers, and heating and cooli
conveyed with the dwelling, and such ite

the area.
e Energy Efficiency Measu r purchase and
installation of measures to pr : ici uch as insulation, double-

paned glass, and solar panels.

Refinanci allowed for “take out” purposes when financing to construct a new
dwelling, or toimprove an existing dwelling, is arranged as a part of the loan package
approved for guarantee by the Agency. The guarantee fee structure for this type of
financing will be considered a purchase loan.

e This type of transaction is considered a two-closing transaction.
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This transaction utilizes two separate loan closings with two separate sets of legal
documents.

A modification may not be used to update the original note. A new note will be
signed by the borrowers.

The first transaction is to obtain the interim constructi
closing obtains the permanent financing when impr

ncing. The second
ments are completed.

The lender is responsible for assuring that all i d in both transactions
represent an eligible loan purpose in accor i 6.2 of this Chapter.

The Loan Note Guarantee wi
construction isscomplete.

tion financing is arranged as part of the loan package to construct an
appropriate dwelling on the site for the applicant's use.

e The lender is responsible for assuring that all costs involved in the
construction financing represent an eligible loan purpose in accordance with
Section 6.2 of this Chapter.
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e The construction period is limited to one 12-month period. The 12-month period
must have occurred directly prior to permanent financing.

e Credit document standard guidelines apply.

e New construction documentation (certified plans and specifications, inspections
and warranty) as outlined in Chapter 12 applies.

This transaction will represent a two-closing transacti ith two sets of legal

give existing SFHGLP
borrowers with satisfactory payme to benefit from a lower
interest rate and increase their abili > ers. The interest rate of

is type of fipancing. Attachment 6A provides a brief
JOIS available in this Chapter.

ing the non-streamlined refinance option may include in the loan
of the existing loan, closing costs, lender fees and the guarantee

aised value may be exceeded only to the amount financing represents
@e. The Guaranteed Underwriting System (GUS) may be utilized when
requesting a ndn-streamlined refinance.

Streamlined refinance. Lenders may offer a streamlined refinance without
obtaining a new appraisal. The refinance loan amount may not exceed the original loan
amount (i.e. the original purchase loan amount will establish the maximum loan amount
of the refinance transaction). All other costs, documentation and underwriting
requirements remain consistent with a purchase guarantee, unless otherwise noted in this
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Section. With this option, the lender will refinance the balance of the existing Section
502 Guaranteed loan. The balance may represent the outstanding principal balance,
current interest charges due along with a reasonable and customary fee for reconveyance
of the existing USDA loan and any amount of the upfront guarantee fee to be financed
into the loan. Delinquent interest, closing costs or lender fees may not be financed into
the new loan W|th this option. This optlon |s not available for S ctlon 502 Direct loans

be utilized when requesting a streamlined refinance. The cy should give applicants
with existing SFHGLP loans that are in good standing sideration when applying
for a SFHGLP refinance loan. SFHGLP refinance lo
mitigation measure for loans that are presently no i orrowers who are
not remaining current on their existing SFHG . i LP loans should
be reviewed and evaluated using applicable ici i ion gquidelines.

a. Loan Terms and Conditions
e The term of the loan must be 30 years.

e The interest rate of the ne :
must be at least 100 basis po Ae origi of the loan refinanced.

Funded buyde

pan amount for a non-streamlined refinance option cannot exceed
e loan being refinanced, reasonable and customary closing costs,

guarantee fee.

e The maximum loan amount for the stream-lined refinance option cannot exceed
the original amount of the loan to be refinanced. This option includes financing
the principal amount of the loan be refinanced, current accrued interest, plus a
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reasonable customary reconveyance fee plus the guarantee fee up to the original
principal of the amount of loan to be refinanced.

e No new appraisal will be required for streamlined transactions as described in this
section.

e A new and current market value appraisal is required he non-streamlined
refinance option is utilized.

e Subordinate financing such as home equity se Wwn payment assistance
“silent” seconds cannot be included in the The SFHGLP may
not be used to refinance a leveraged loa lopment source

that was closed simultaneously with i i existing
secondary financing must be subo

e Applicants are not eligible to receive "ca rom the refinance transaction.
from loan proceeds at settlement
urposes that are part of the

i ort fee. At loan

refinance.

e To be eligible for a refinance, the existing loan must have been current for the
180-day period prior to the Agency’s receipt of a conditional commitment request
to refinance.
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b. Loan Application Documentation

The following items must be addressed or documented in the lender’s loan file in

order for the application to be considered complete:

Signed copy of the loan application.

Current credit report.

underwriting decision.

Lender verification of applicant’s

Lender’s underwriting ana in i i uglifying ratios for the
loan being refinanced.

percent. However, lenders may
direments with documentation of strong
vith Chapter 11 of this Handbook. A

orm Residential Appraisal Report (URAR) will be required in
in this section. This is considered a non-streamlined refinance

require‘repairs to be completed for refinance transactions, the lender may require
completion of repairs as a condition of loan approval. Expenses related to
property inspections and repairs may not be financed into the new loan amount.
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c. Submission Process

e Lender. After underwriting and approval of the loan, the lender will submit the
loan application package for Agency review in accordance with Chapter 15 of this
Handbook. The Agency will review applications to determine if all program
requirements have been met.

e Agency. Funding for the refinance type will be re ed by'the Agency or
national office through the usual channels outlin

Handbook.

e Use of SFHGLP funds for the sole purpg
guaranteed loan is considered a serviciffg action and a categor clusion under
RD Instruction 1940-G.

e The completion of Form RD 1940-22, “E
Exclusions’™ will typically not be required as¥€finance transactions will not likely
have the potential to adve affect environ ly sensitive land uses or
resources. However, in extte ary circumstan he?Agency loan approval

ental Checklist for Categorical

official may be aware of an € ally sensitivg'Situation, such as reports of
chemical spills in the area or QuS ial WeSte sites that have been
developed ip ommunity, that aay impa 2 application and require further
analysis d in RD InstRuction 1940

e The®Age blish an applicati@n in GLS. Both streamlined and non-
streamlined A psactions developed with the assistance of GUS will be
Administration page in GUS.

efinances with the appropriate type of assistance code

conditignal commitment issued.
d. Closing Costs and Lender Fees

e The lender may establish charges and fees for the refinance loan, provided they
are the same as those they charge other applicants for similar types of
transactions. Lenders and the Agency should make every effort to ensure that
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applicants are not being charged excessive fees as part of the new loan. Discount
points are not eligible to be financed, except for low-income applicants. In such

cases, discount points financed will not exceed two percentage points of the loan
amount and must represent a reduction to the interest rate.

e. Up-Front Guarantee Fee

e The guarantee fee for SFHGLP refinances will be e ished by the Agency.
The entire guarantee fee may be financed into th LP refinance loan as
described above depending on the refinance f reamlined vs.
streamlined). The amount of the up-front f d in Exhibit K, of
RD Instruction 440.1, available in any
Development website as follows:
http://www.rurdev.usda.gov/rd_in

f. Annual Fee

osing documentation should be submitted
s loan closing documentatlon is adequate and

e Finance Office to terminate the original guarantee due to the
anced through the SFHGLP. Notifications should be made to the
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h. Guaranteed Loan System (GLS) Reporting

e All SFHGLP refinance loans should be coded with an accurate type of assistance
code as referenced in Chapter 14 of this Handbook.

i. Funding Limitations
e There will be no limit placed on the number of ans made from the
allocation at this time. Refer to Chapter 14 of thi
information regarding funding.

j. Refinance Product Matrix

Attachment 6-A of this Chapter outline imance features of the SFHGLP.
General eligibility, approval and delivery I

4. Existing Section 502 Direct L@

When the Agency has determined i er may be eligible to

non-Rural Development source closed simultaneously with a 502
private sector lender takes a first lien; Rural Development takes
the same property. Because the first lien is not funded or

b. Recapture

e As part of the direct loan refinance, arrangements must be made to either pay off
or defer repayment of any subsidy recapture due. Any recapture amount owed as
part of the 502 direct loan payoff may be included into the amount being financed
with the SFHGLP loan subject to maximum loan of refinance. Alternatively, any
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502 direct recapture amount owed at the time of refinance may be deferred if the
recapture amount takes a lien position subordinate to the new SFHGLP loan. A
25 percent discount on recapture may be offered if the customer does not defer
recapture or includes the recapture amount being refinanced with the SFHGLP
loans.

E. Supplemental Loans

ental loan can be

ential repairs. See
Chapter 17 of this Handbook for a detailed discussion assumptions in the
SFHGLP.

When an existing SFHGLP loan is being assumed, a

PROHIBITED LOAN PURPOSES

Guaranteed loan funds cannot be used for a Ing purposeés.

than to reduce the effective

ich as to compensate for a low credit score or
he lender must begin with an eligible interest

operty. Purchase or improvement of income-producing
that will be used principally for income producing purposes is
m-related property cannot be acquired under this program.

e ineligible. A minimal income-producing activity, such as

g a garden that generates a small amount of additional income, does not
violate this requirement. A qualified property must be predominantly residential
in use, character and appearance. Refer to Chapter 12 of this Handbook for
additional information on qualifying a property.
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e Manufactured Homes. Purchase of existing manufactured homes is not
permitted, unless it is a refinance of an existing Rural Development Section 502
direct loan or guarantee, as provided in Section 2 of Chapter 13 of this Handbook.

e Lease Payments. Payment on any lease agreement associated with the proposed
real estate transaction is prohibited.

e Seller contributions. Seller contributions towards
percentage points are prohibited.

ing costs in excess of six

attempt to resolve the situation prior
Loan purposes also widkbe reviewed du

ation on the loan guarantee.
on-site monitoring process to
ot allowable and prohibited loan
for a detailed discussion of how the Agency
ed for an ineligible purpose.
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Attachment 6-A
Page 1 of 9

Attachment 6-A: Refinancing Rural Development Mortgages - Thiwary Is intended for reference.

Refinance Type

Guaranteed Loan to Guaranteed Loan

Refinance Type

Direct Loan to Guaranteed Loan

> = Any lender who has been approved by Rural D
> E _ (Form RD 3555-16 or earlier version).
22 Eligible = Approved lenders are responsible for loan underwri
94 2 Lenders Commitment if all eligibility requirements are met.
L = Approved lenders may utilize the servige
= Streamlined refinance
o e No appraisal; principal and current
55 interest charges duegheas
85 Processing and customary rg
g c Types plus the upfrg
) « Limited to origine
o amount

=  Non-stre

d holds an acti r agreement

nditional

e issued a

sUbsidy never received

al; principal and current interest

due, reasonable and customary
reconveyance fee plus the upfront guarantee fee
imited to original purchase loan amount

gn-streamlined refinance
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Attachment 6-A

Eligibility and Underwriting

Page 2 of 9
Loan must have a Loan Note = Loan must be an existing Section 502 Direct loan.
Guarantee issued to an approved = Loan must have closedaat least twelve months prior
lender. (Form RD 3555-17 or earlier to the Agency’s recei conditional commitment
version) .
Loan must have closed at least twelve | = or the 180-day period prior
months prior to the Agency’s receipt a conditional commitment
of a conditional commitment request

Eligible for refinance. . underwritten and

Existing Loan Loan has been current for the 180-day I i i i 555 and this

period prior to the Agency’s receipt of
a conditional commitment request for

refinance.

Loan must be fully documented,
underwritten and originated in
compliance with 7 CFR 3555 and this

Handbook.

he SFHGLP may not be used to
oans from a non-USDA source that

Eligibility and Underwriting

Applicant
Eligibility

All applicants that
applicable Ageng
As part of the refinarte
Existing borrowers ma
retained.

been paid as ag

0 determine if any late payments were a disregard for
o'manage debt, or factors beyond the control of the borrower
riting decision. All scheduled payments over the most recent 12

gency’s receipt of the conditional commitment request, must have




Loan Purpose
and
Limitations

Non-streamlined refinance: The "
maximum loan amount cannot exceed
the present fair market value as
supported by an appraisal. A portion
of or the full amount of the upfront
guarantee fee may be financed above
the appraised value. The base loan
amount may include the balance
(principal and interest) of the existing
loan to be refinanced, reasonable and
customary closing costs, and lender
fees, including funds to establish a
new tax and insurance escrow account
in conjunction with the new loan
request.

Non-streamlined refinance: The maximum
loan amount cannot exceed the present fair
market value as supported by an appraisal. A

be financed above the
e base loan amount may

pture. Any recapture amount due
as part of the loan balance, or it

defer regapture.

Loan Purpose
and
Limitations.
Cont’d

Eligibility and
Underwriting

Streamlined refi
refinance loan a
the original purchase [€
The refina

Streamlined refinance: Only available for
getion 502 Direct loans that have not received
payment subsidy. The refinance loan amount
cannot exceed the original purchase loan
amount. The refinance loan amount may
represent the outstanding principal balance
(including current interest plus a reasonable and
customary reconveyance fee) of the existing loan
to be refinanced, plus the upfront guarantee fee.
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Eligibility and Underwriting

Loan Purpose

Cash out refinance transactions are not permitted.
Subordinate financing, such as home equity seconds and down payment assistance “silent”
seconds, cannot be included in the new loan amount. Any existin ndary financing must be
subordinate to the new first lien.

Applicants may receive reimbursement from loan proceeds
advanced for eligible loan purposes that are part of the refj

ent for their personal funds
ction, such as an appraisal

and fee or credit report fee (non-streamlined transactions g
Limitations. Nominal “cash out” to the applicants may occur at and interest
Cont’d calculations.
Unpaid fees, such as late fees due the servicer, new loan
amount.
There is no limit placed on the number of refinance | ade to an existing SFHGLP borrower,
however the loan to be refinanced must have closed at | elve months prior to the Agency’s
receipt of a conditional commitment :
Refinance loans are subject to the ject to the prevailing upfront
prevailing upfront guarantee fee and ual fee for the SFHGLP.
annual fee for the SFHGLP. o refinance: A portion of or the
Non-streamlined refig : guarantee fee may be financed into
portion of or the entife ae loan above the appraised value.
guarantee fee ma eamlined refinance: Only available for Section
Upfront loan above the appra Direct loans that have not received payment
Guarantee bsidy. The refinance loan amount cannot exceed
Fee/Annual e original purchase loan amount. The refinance
Fee loan amount may represent the outstanding principal

balance (including current interest plus a reasonable
and customary reconveyance fee) of the existing
loan to be refinanced, plus the upfront guarantee fee.

to be refinanced, ¥
guarantee fee.
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Attachment 6-A

Page 6 of 11
The monthly housing expense to income ratio may not exceed 29 percent of repayment income.
Repayment The total debt ratio may not exceed 41 percent of repayment inco
Ratios Lenders may request a waiver of Rural Development when stroa@f compensating factors are
documented. A satisfactory payment history for the existin e is considered a strong
compensating factor.
o> Term Term of the new loan will be a 30 year fully amortize
c
= Interest rate of the new loan must be a fixed rat
s Interest Rate The interest rate must be 100 basis points (1%
L The interest rate of the new loan is not subject to S Handbook.
5 Funded buy down accounts are not permitted.
°
S
N Household
= Income
o
2
L Security
Rural and
Non-Rural
Areas
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Eligibility and Underwriting

Property
Valuation

Non-streamlined refinance: The = Non-streamlined refugance: The value of the new
value of the new mortgage loan mortgage loan req must be supported by a new
request must be supported by a new appraisal. The ount cannot exceed the
appraisal. The loan amount cannot present mar s the upfront guarantee fee.

exceed the present market value plus
the upfront guarantee fee. The new
loan amount can include closing costs | =
or lender fees when supported by
market value.

Streamlined refinance: The new
mortgage loan request can be
supported by the original appraisal
report obtained in connection with the
existing mortgage. The loan amount
cannot exceed the original purchase
loan amount. The refinaage.loan may
include the outstand @

balance (including
a reasonable/custone
fee) of the existing loa
plus the

HB-1-3555
Attachment 6-A
Page 5 of 11




Inspections | = No inspections or repairs are required by Rural Develop
= Lender may require inspections or repairs.
= Expenses related to inspections or repairs may no

Proqessing = The lender will process the refinancing loan package
Requirement Handbook.
S

rdance with 7 CFR 3555 and this
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Eligibility and Underwriting

Closing Costs
and Lender
Fees

d they are the same as
—such as Federal Housing

The lender may establish charges and fees for the refinance loan,
those they charge other applicants for similar types of transactj
Administration (FHA) or Veterans Affairs (VA).
Examples of reasonable and customary fees and charges:
e actual cost of the appraisal, inspection or credit re
o imposed verification charges;

« title examination and title insurance fees;
e attorney fees;

« settlement and recording and/or courier/wire/n
« real estate taxes for establishing an escrow;

o test or treatment fees;
« document preparation fees (if prep
e origination fee.

Lenders and the Agency should make evé rtto-en pplicants are not charged
excesswe fees as part of the new loan.

ordance with this Chapter will not exceed two
t for a non-streamlined refinance. Financed discount points




Eligibility and
Underwriting

Use of the .
Guaranteed .
Underwriting
System (GUS)

Non-streamlined refinance: loans may be originated with the assistance of GUS.

ACCEPT recommendation in
indings Report for a detailed list of
itional requirements. An

Reduced documentation may be submitted for loans receivi

GUS. Lenders are required to review the GUS Underwriti

required documentation as quality control messages c

abbreviated file submission includes:

e An appraisal report.

« FEMA Form 086-0-32, “Standard Flood

e Form RD 3555-21, “Request for Singl
be executed by the lender and borrowgr(s)?

e Income calculation worksheet for househol

o Copy of the final GUS Underwriting Findings

he form should

y intome and repayment income.
t.
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Document
Processing
Requirement
S

The lender will process the refinance loan package in
Handbook.
Form RD 3555-21, “Request for Single Family

Full documentation file as follows
e Fully completed and executed
Evidence of a qualified alien, as agplica i on of new borrowers.

Submit the fully und i al evelopment requesting a “Conditional Commitment
for L




Post Closing Delivery

Obtaining the
Loan Note
Guarantee

available in all states. Refer to the USDA LINC
origination for a complete state list of e-mail a
https://usdalinc.sc.egov.usda.gov/RHShome.
If the provided documentation represents the loan

the terms of the
n Note Guarantee will be issued.
The Agency will process loan closin oans using the same procedures

used for SFHGLP purchase loans.
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