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Welcome to Ownership Requirements, presented by USDA’s Single Family Housing
Guaranteed Loan Program!



Training Objectives
* Where is the topic located?

* 7 CFR Part 3555 and HB-1-3555
* Learning Checks

* Resources

The objectives of the training include:

1. Demonstrating where the training topic is located in the program regulation, 7
CFR Part 3555 and the technical handbook, HB-1-3555.

2. Providing learning checks to help you gain a working knowledge of the topic,
and

3. Links to online resources to assist in locating program information.
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are accurate at tne time of publication.

* Always reference the most recent USDA publications
available online.

Every effort has been made to ensure this training and all references are accurate, however,

new program revisions and clarifications may occur.
Therefore, please ensure you always reference the most recent USDA publications available

online.

This training module is not intended to replace the need to reference the regulation,
technical handbook, and additional USDA published documents regarding the Guaranteed

Loan Program.



Guaranteed Loan Program Regulation

7 CFR Part 3555

* The regulationis the rule!
* 8Subparts: A-H

* Appendix 1

7 CFR Part 3555 is the program regulation. It is the first place users should look for
the answers to their questions.

The regulation is the rule and it cannot be overridden by the technical handbook.
The 7 CFR Part 3555 is comprised of 8 subparts, A through H.

You can access the full regulation online as Appendix 1 from the Regulations and
Guidelines website.



7 CFR Part 3555

http://www.rd.usda.gov/publications/regulations-guidelines

ompliant If you should have accessibility msues ncln.‘-d a hard copy. pleass
Tt Fwe usel o

Dripute Appedls. W you are having problenms with this page. need a hard copy of any of the documents due 10 acoesstelty
s O ol bR b e aticheed 10 1he Regubstions. Update detritaton s Unadsble for Bursl Disetoprment
Publicabons for employess only with 3 vabd Rural Development ¢-mad address). please ¢-mad commentsawdc usdagov.

The Regulations and Guidelines website is located from the link shown on the slide.
Under “Rural Development” there are many items available from this home page.

To access the regulation, select “Handbooks.”
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Propsrty and Apgranal Recusements
Special Property Types
Funding Preoniies
Suterilng he Applcalior
Closng e Loan and Requesting e Guarantes

Fogular Sarvicing: Perfcerming Loams
Chapter 18 - Servcng Non-Performang Loans - Accounts with Repayment Problems

Chapter 19 - Custotul ard Re

Magurre o ¥ Appondix 4 - Agency and Employwe Addresses

Appondix § - ncorme Lerits

Appondix § - Penalties

Appondix 10 - Urnumbered Letler o State Suppierments

A list of all USDA Rural Development handbooks will display.
Be sure to select the correct technical handbook: HB-1-3555.

Once HB-1-3555 is selected, the entire handbook, including all appendix will display for
selection.

Appendix 1 is the full regulation, 7 CFR Part 3555.
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7 CFR Part 3555

Subpart E: Underwriting the Property

* .201: Site requirements

e .202: Dwelling requirements

* .203: Ownership requirements

* .204: Security requirements

* .205: Special requirements for condominiums

« .206: Special requirements for community land trusts

» .207: Special requirements for Planned Unit
Developments (PUD’s)

.208: Special requirements for manufactured homes
.209: Rural Energy Plus loans

Ownership requirement guidance is located in Subpart E, in Sections 3555.203,
3555.204, and 3555.206.



7 CFR Part 3555

3555.203 Ownership requirements.

{a} Fee-simple cwnership.

(b) Secured leasehold interest.
3555.204 Security requirements.

(a) Recorded security document.

(b) Prior liens.

(¢) Adequate security.

(d) Collateral.
3555.205 Special requirements for condominiums.
3555.206 Special requirements for community land trusts.

(a) Rural Development review.

(b) Foreclosure termination.

(¢) Organization.

(d) Lender documentation.

(e) Appraisals.

The regulation Table of Contents provides a quick view of the individual topics
included under this Section.



7 CFR Part 3555: 3555.203

Sec. 3555.203 Ownership requirements.

After the loan is closed. the borrower must have an acceptable ownership interest in
the property as evidenced by one of the following:

(a) [Fee-simple ownership. Acceptable fee-simple ownership is evidenced by a fully
marketable title with a deed vesting a fee-simple interest in the property to the
borrower.

3555.203 states that when the loan is closed the borrower must have an acceptable
ownership interest in the property. One example of acceptable ownership is fee simple.



7 CFR Part 3555: 3555.203

(b)  Secured leasehold mterest. Loans may be guaranteed on leasehold properties. If
the conditions in this subsection are met;

(1 The applicant is unable to obtain fee simple title to the propeny:

(2) Such leaseholds are fully marketable in the area, except in the case of
properties located on American Indian restricted land:

(3) The lease has an unexpired rerm of at least 45 vears from the dare of
loan closing. except in the case of properties located on American
Indian restricted land where the lease must have an unexpired term at
least equal 1o the term of the loan. Leases on American Indian

restricted land for period o rears which are renewable for a

58 year peiiod ¢ a louge
duration:

4) The mortgage must cover both the property improvements and the
leasehold interest in the land:

(5) The leasehold estate must constitute real property, be subject to the

morigage lien. be insured by a title policy, be assignable or
transferable and cannot be tenninated except for nonpayment of lease
rents; and

(6) The lease must be recorded in the appropriate local real estate records

Another acceptable ownership interest is the secured leasehold interest. This is an
acceptable ownership interest when fee simple title is unable to be achieved. The secured
leasehold must be fully marketable in the area, except when American Indian restricted
land is involved.

Leaseholds must have an unexpired term of at least 45 years from the date of loan closing
except for American Indian restricted land. Then the lease must have an unexpired term
equal to the term of the loan. If a lease on American Indian restricted land has a lease for
25 years with an option to renew for another 25 years, this will be permissible.

The mortgage must cover both the property and leasehold interest in the land, and be
recorded in the appropriate real estate records.



7 CFR Part 3555: 3555.204

Sec. 3555.204 Security requirements.

Rural Development will only guarantee loans that are adequately secured. A loan
will be considered adequately secured only when all of the following requirements are
met:

{a) Recorded security document. The lender obtains ar closing, a mortgage on all

required ownership and leasehold interests in the security property and ensures

that the loan is properly closed.

(b)  Prior liens. No liens prior to the guaranteed mortgage exist except in
conjunction with a supplemental loan for wansfer and assumption. The
guaranteed ioan must have first iien position ar ciosing. junior iiens by otiier
parties are permitted as long as the junior liens do not adversely affect
repayment ability or the security for the guaranteed loan.

(c)  Adequate security. Existing and proposed property improvements are
completely on the site and do not encroach on adjoining property,

(d) Collateral. All collateral secures the entire loan.

3555.204 outlines security requirements which require:

a recorded security document at loan closing,

evidence there are no prior liens, but junior liens are allowed if they do not affect the
lender from properly servicing/foreclosing on the property,

All property improvements are complete and do not encroach on the adjoining property
(some flexibilities apply for encroachments in the technical handbook which do not
affect the subject collateral), and

All collateral that secures the loan is fully protected.

11



Sec. 35335.206 Special requurements for comuumty land trusts

7 CFR Part 3555: A community land trust pnust meet the definition 1 accordance with Sec. 355510

and other requirements descnbed m thus subpart. Loans may be guaranteed for dwellngs
on land owned by a commumty land trust only if:

3 5 5 5 206 (a) Ruml Development review. Rural Development reviews and accepts any
. restmictions imposed by the commumity land trust on the property or apphcant
before loan closing. The Agency may place conditions on the approval of
restrictions on resale price and nghts of first refusal

(b) Foreclosure termination. The c v land wust Iy and
permanently ternunates upon foreclosure or acceptance by the lender of a deed

m heu of foreclosure.

(c) Organizanon The organization must meet the definition of a community land
trust as defined mn the Housing Act of 1949 and the following requirements

() Be organized under State or local laws

) Members, founders. contnbutors or individuals cannot benefit from
any part of net earungs of the organization

3) The must be d 1o decent housing for
low-and moderate-mcome people

) Comply with financial accountabiliry

(d) Lender documentation The lender's file must contams documentation that the
communuty land trust bas community support, local market acceptance and 2
years of prior expenence i providing affordable housing.

(e) Apprasals. A property located on a site owned by a community land trust must
be apprased as leasehold interest and meet the provisions of Sec. 3535.203

3555.206 outlines special requirements for properties located on a community land trust.
These are eligible when USDA reviews and accepts any restrictions that may be imposed by
the community. The restrictions should not prohibit the lender from properly servicing the
loan or pursuing foreclosure if applicable.

The organization must meet the definition of a community land trust under the Housing
Act of 1949. The lender must retain evidence to support the requirements of the section.

12



Guaranteed Loan Program Technical Handbook

HB-1-3555
* Provides guidance to support the regulation

* HBis not the rule
* 20 Chapters

The 7 CFR Part 3555 regulation cannot cover every topic and every potential
scenario, therefore a technical handbook has been published to support the
regulation and provide additional clarification. HB-1-3555 has 20 chapters.

13



HB-1-3555 SFH Guaranteed Loan Program Technical Handbook

Chaptor 1 - Overes

Chapler 2 - Record Relenbon
HB-1-3555 Lo et o

Chaplor 4 - Londer Responsblies

Chapter § - Origenabion and Underwniling Chenrs
Loan Purposes
Loan Terms and Conditions

USDA ytee stses ovparimset s Agissies

‘ Aural Developmaent

Fundsng Pricnies
- Suberilling the Application Packirge
Chapter 16 - Closng the Loan and Requesting the Guaranies

y Piassng Loam and Grarts - P Offce Harcioos.—— Chapibar 17 - Regular Servicng-Performing Loars

iy g s e S - Sl S gy S

Handbooks

Hll-1-3880 Dt Segle ¥

Fot s B335

bob i Chapler 18 - Servcing Non-Berloermng Loans - Accounts with Repoyment Problems

043505 554 Cusswrbowed Lian Progeiaem Techrecal Handtoos
Roguistions & Gusdeines =
Chaplor 19 - Custodial and Real Estale Ouned Propet:
5 B350 MFH L Orgpriation rareiock o ¥
HB-2- 3560 W71 Assat Marngement Handbook Chapter 20 - Loss Clasms - Collacting on the Guarnntes
Dngaide Acpeats
B3 3560 1454 g Mook Aescrgws
oy 43984 Cusarart ol biousing Prograrm Origination and Sanicing Hard i
s at o it e, g Hardino
Rural Coopertie T Appendix 1 - 7 CFR parl 3552
o - : Forms and Instruct
Appendix 3 - Review and aks

Appendix 4 - Agnc
Appendix § - Incorme L

Appendix 6 « interes! Assstance

Appendix ¥ - Caivrs Acoess Instructions

Appendix 8 - £ Documentabon

Appondix § - Perulle

Appendix 10 - Unnumbered Leller and Stale Supplements 14

ployes Addresses

The handbook may be accessed from the Regulations and Guidelines website. Ownership
requirements guidance is located in Chapters 13 and 16.
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HB-1-3555: Chapter 13

SECTION 1: SPECIAL FORMS OF OWNERSHIP
OVERVIEW
LOANS FOR UNITS IN A COMMUNITY LAND TRUST

Definition

Protection of Lender Rights and Lien Position
Restrictions on Resale Price

Rights of First Refusal

Appraisals

13.4 LOANS ON LEASEHOLD ESTATES

Definition
Lease Requirements

This screen shot displays the Table of Contents of Chapter 13. This helps the user to

locate specific topics more quickly.

15



HB-1-3555:

Chapter 16

16.11

ATTACHMENT l16-

A

ATTACHMENT 16-

B:

OWNERSHIP REQUIREMENTS

A, Lender and Agency Responsibilities
B.  Acceptable Forms of Ownership

¢ Insurance Policy Requirements

LOAN CLOSING STACKING ORDER CHECKLIST

AMENDMENT TO MORTGAGES WITH LEASEHOLD INTEREST

This screen shot displays the Table of Contents of Chapter 16.

16
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TIPS
Underwriter = USDA Approved Lender

USDA = not an underwriter

Research Rule & HB questions: Table of Contents

Research Rule & HB questions: Control + F

»_.....I

7 CFR Part 3355

supplemental social security income and Social Security
benefits received m a lump sum:

(v} Any eamed income tax credit

(] assastance in excess of any amount determined
2 o HUIYs definition of anmual income at 24 CFR

.60%c)

A few helpful tips:

1.
2.
3.

The underwriter of the loan is the approved lender’s underwriter.

USDA is NOT the underwriter of the loan.

When researching topics, it is helpful to begin with the Table of Contents for the
regulation and the handbook.

A great best practice when searching for information is to open the regulation or
a handbook chapter, select the “Control” button on the keyboard, hold it down,
and then also select the “F” key. A keyword search box will appear. Enter a
keyword or phrase to locate information more quickly.

17
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7 CFR PART 3555 / HB-1-3555

LEARNING CHECKS

The best way to learn information is to test your knowledge!

18



Question Slide

* Question will be bulleted with scenario, or
* Include a statement/question

TRUE/FALSE or other answer options will be displayed

Each question slide will list:

the topic
A question or scenario, and
potential responses.

19
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ANSWER SLIDE
“Topic”

ANSWER: 7 CFR Part 3555 and HB-1-3555 references
provided

X. Correct Response

» Additional guidance for clarification may be provided

The answer slide will list:

The topic

The reference to the answer from the regulation and handbook
The correct response, and

Any additional clarification that may be helpful.

20
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Let’s get started!
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Ownership requirements

A. TRUE

After the loan is closed, the borrower must have an
acceptable ownership interest in the property.

B. FALSE

Read the question on the slide and select a response.

22
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Ownership requirements
ANSWER: 3555.203,HB 16.11B
T

Lender must ensure:
» acceptable ownership interest in the property
* clean and marketable title

* First lien position

True

It is the lender’s responsibility to ensure:

* There is an acceptable ownership interest in the property,
* The title is clean and marketable, and

* Afirst lien position is secured.

23



Ownership requirements

Leasehoids must have an unexpired term of at ieast
from the date of loan closing for properties that are not

|nr-::+nr~| nn Amaeariran Indian ractricted |land
ITWiaold Ll WD MYl Il I ar 1A MLl e Licid Tl IvA.

____years

Read the question on the slide and select a response.
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Ownership requirements
ANSWER: 3555.203(b)(3),HB 13.4B

B. 45
* Properties on American indian restricted land must have
an unexpired term equal to the loan term
* Th Se with 25 year terms that are renewable for an

Response B: 45 years
Properties located on American Indian restricted land must have an unexpired term equal
to the loan term, which at this time would be a minimum of 30 years.

American Indian restricted land properties that have a 25 year term but may be renewed
for an additional 25 years are also eligible.



Ownership requirements

Leasehoids must have a mortgage that covers both the
property improvements and the leasehold interest in the
land

I iIvA.

Read the question on the slide and select a response.
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Ownership requirements
ANSWER: 3555.203(b)(4),HB 13.4B
E

* Lease must be

------ recorded in appropriate real estate records

True
The lender must secure all property improvements with the collateral. The lease must also
be recorded in the appropriate real estate records.



Ownership requirements

A. TRUE

A community land trust is not required to terminate upon
foreclosure or lender acceptance of a deed in lieu.

B. FALSE

Read the question on the slide and select a response.

28
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Ownership requirements
ANSWER: 3555.206,HB 13.3 B
B. FALSE

* Lender rights and lien position must be protected

* All applicable restrictions within the community land trust
must terminate

False
The lender rights and lien position must be protected in the event of a foreclosure.
All applicable restrictions included within the community land trust must terminate.

29



Ownership requirements

trust.

A. TRUE

A first right of refusal is allowed under a community iand

B. FALSE

Read the question on the slide and select a response.

30



Ownership requirements
ANSWER: 3555.206,HB 13.3D
A. TRUE

* Rights must be held by government body or eligible non-

profit
* Rights must be exercised within 45 days of notice of sale
= Option pri ust allow borrowers to recoup initial

ice must all
investment plus reasonable appreciation

True

The rights must be held by a government body or eligible nonprofit.

These rights must be exercised within 45 days of the notice of the sale.

The option price offered by the community land trust but allow the borrower to recoup
their initial investment plus reasonable appreciation.



P//:-, - :-.,;__: —T.:' <
W A
W K A /Y

QA AFANS

Way to go! You have completed the learning checks!
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Regulations

http://www.rd.usda.gov/publications/regulations-guidelines

Mo e st

Publications

Publications for
Cooperaties

Rural Cooparatives.
Magazee

Strategic Plan
Congressional Testimany

Transcriots and Speeches.

f RAural Development

Regulations & Guidelines

rar el suibrml
pcheral Regrster

All Fecheral reguiations can be found at Regulations gov and cusiomes ¢
comments. on Federal documents thal are open for comment and published

A5 3 service 10 our cuslomens. we post fural Developmant s instructions. Adminisirative Nobces. and forms.
The Inslructions s svalable n theee file formals Adobe Acrobal (POF) Microsolt Word 6.0 (doc) and Tesd

i o i endeni possbie. aii SOCLMEnNTs Nawe Doen Made avakabie in einer AG0e ACTDIE ver 50 and
higher, or Tend and are 508 compliant. i you should have accessibility issues and need a hard copy, pleate l
sond an e-mad to commentsawoc usdagov

¥ you are having problems with this page. nesd a hand copy of any of the documents dus 10 acoessislity

ss6s o would ke o be added to the Reguiations Update distribution list Lvalable for Fural Developrment
ormpioyess. only with 4 valid Rural Developrment o-mall addness]. please o-mal commuontsSwde usdagov

 Lotters

Don’t forget the Regulations and Guidelines website is a wonderful source of USDA

guideline knowledge.

33



GovDelivery Sign up
https://public.govdelivery.com/accounts/USDARD/subscriber/new?qsp=USDARD 25

Emaii Updates
To sign up for updates or to access your subscriber preferences, please enter your contact
information below.

*Email Address

Submit Cancel

Please sign up for GovDelivery messages. USDA sends out origination (including
GUS) and servicing messages to alert lenders of new publications, clarifications, and
additional program updates.
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Thank you for supporting YOUR BUSINESS
the USDA Single Family

Housing Guaranteed Loan
Program!

Thank you for supporting the USDA Single Family Housing Guaranteed Loan
Program! We appreciate the opportunity to help you serve more rural
homebuyers!
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In accordance with Federal civil rights law and U.S. Department of Agriculture (USDA) civil rights
regulations and policies, the USDA, s Agencies, offices, and employees, and institutions participating in
or administering USDA programs are prohibted from discriminating based on race, color, national origin,
religion, sex, gender identity (including gender expression), sexual orientation, disabiity, age, marital
status, family/parental status, income derived from a public assistance program, political beliefs, or
reprisal or retaliation for prior civil rights activity, in any program or activity conducted or funded by
USDA (not all bases apply to all programs). R dies and compk fiina deadli vary by prog or

incident.

Persons with disabilties who require alternative means of communication for program information (e.g.,
Braille, large print, audiotape, American Sign Language, etc.) should contact the responsible Agency or
USDA's TARGET Center at (202) 720-2600 (voice and TTY) or contact USDA through the Federal Relay
Service at (800) 877-8339. Additionally, program information may be made available in languages other

than Englich,

To file a program discrimination complaint, complete the USDA Program Discrimination Complaint Form,
AD-3027, found online at How to File a Program Discrimination Complaint and at any USDA office or
write a letter addressed to USDA and provide in the letter all of the information requested in the form.
To request a copy of the complaint form, call (866) 632-9992. Submit your completed form or letter to
USDA by: (1) mail: U.S. Department of Agriculture, Office of the Assistant Secretary for Civil Rights,
1400 independence Avenue, 5W, Washington, D.C. 20250-9410; (2) fax: (202) 6%0-7442; or (3] email:
program.intake@usda.gov.

USDA & an equal opportunity provider, employer, and lender.

GPPORTUNITY

This will conclude the training module. Thank you and have a great day!
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