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e Where is the topic located?

* 7 CFR Part 3555 and HB-1-3555
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Things change!

* Every effort has been made to ensure training references
are accurate at the time of publication.

* Always reference the most recent USDA publications
available online.
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Guaranteed Loan Program Regulation
7 CFR Part 3555

e The regulation is the rule!

e 8 Subparts: A—H

* Appendix 1
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7 CFR Part 3555

3555.108 Full faith and credit.
(a) General.
(b) Interest.
(¢) Violations.
(d) Indemnification.

7 CFR Part 3555: 3555.108

Sec. 3555.108 Full faith and credit.

(a) General. The Loan Note Guarantee constitutes an obligation supported by the
full faith and credit of the United States and 1s incontestable except for fraud or
misrepresentation of which the lender has actual knowledge at the time 1t
becomes such lender or which the lender participates in or condones.
Misrepresentation includes negligent misrepresentation.

(b) Interest. A note that provides for the payment of interest on interest, however,
shall not be guaranteed. If the note to which the Loan Note Guarantee 1s
attached or relates provides for the payment of interest on interest, then the
Loan Note Guarantee is void. Notwithstanding the prohibition of interest on
interest, interest may be capitalized in connection with re-amortization under
subpart G of this part.
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(c)

7 CFR Part 3555: 3555.108

Violations. The Loan Note Guarantee will be unenforceable by the lender to the
extent any loss is occasioned by violation of usury laws, civil rights laws,
negligent servicing, failure to obtain the required security or use of loan funds
for unauthorized purposes, regardless of the time at which Rural Development
acquires knowledge of the foregoing. Negligent servicing is defined as
servicing that is inconsistent with this subpart and includes the failure to
perform those services which a reasonably prudent Lender would perform in
servicing its own loan portfolio of loans that are not guaranteed. The term
includes not only the concept of a failure to act, but also not acting in a timely
manner or acting contrary to the manner in which a reasonably prudent Lender
would act up to the time of loan maturity or untl a final loss is paid.

7 CFR Part 3555: 3555.108

(d)

Indemmnification. The loan note guarantee will remain in effect for any holder of
the loan who acquired 1t from an onginating lender. If the Agency determunes
that a lender did not originate a loan in accordance with the requirements in this
part, and the Agency pays a claim under the loan guarantee, the Agency may
revoke the originating lender’'s eligibility status in accordance with subpart B of
this part and may also require the originating lender:

(1) To indemnify the Agency for the loss, if the default leading to the
pavment of loss claim occurred within five (5) vears of loan closing,
when one or more of the following conditions is satisfied:

(1) The originating lender utilized unsupported data or
omitted material information when submutting the request
for a conditional commitment to the Agency;

(11) The originating lender failed to properly verify and
analyze the applicant’s income and emplovment history
n accordance with Agency guidelines;

10
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7 CFR Part 3555: 3555.108(d)(1)

(111) The ongmmating lender failed to address property
deficiencies identified in the appraisal or inspection
report that affect the health and safety of the occupants or
the structural integrity of the property:

(1v) The originating lender used an appraiser that was not
properly licensed or certified. as appropriate. to make

residential real estate appraisal in accordance with §
3555.103(a): or,

11

7 CFR Part 3555: 3555.108(d)

(2) To indemnify the Agency for the loss regardless of how long ago the
loan closed or the default occurred. if the Agency determunes that

fraud or misrepresentation was involved with the ongination of the
loan.

(3) In addition, the Agency may use any other legal remedies it has
against the originating lender.

12
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Guaranteed Loan Program Technical Handbook
HB-1-3555
* Provides guidance to support the regulation
* HB s not the rule

e 20 Chapters

13

L—J____E_DA United States Degastment of Agricuiture

_ Rursl Development.

e

MB+1-3555 SFH Guaranteed Loan Program Technical Handbook
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HB-1-3555

16.6 AGENCY REVIEW OF CLOSING DOCUMENTS AND ISSUANCE OF
THE LOAN NOTE GUARANTEE

A. Incomplete Closing Documents
B. Acceptable Closing Documents
C. Unacceptable Closing Documents

16.7 CLOSING DATE
16.8 DUPLICATE LOAN NOTE GUARANTEE

15

3

HB-1-3555: 16.6 Agency Review of Documents and
Issuance of Loan Note Guarantee

A. Incomplete Closing Documents
* 30 days to correct

B. Acceptable Closing Documents
* LNG isissued

C. Unacceptable Closing Documents
* Correction may be eligible, otherwise LNG denied

16
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HB-1-3555: 16.7 Closing date
* Date on closing disclosure

* Interest credit may be eligible

17

HB-1-3555

CHAPTER 20:
20.1
20.2

)
=)
w

LOSS CLAIMS - COLLECTING ON THE GUARANTEE
OVERVIEW
LOSS CLAIM COVERAGE

A
B.
C.

Loan Guarantee Limits
Losses Covered by the Guarantee
Reasonable and Customary

FILING A LOSS CLAIM

A
B.
C.

D.

Property That is Sold

Unsold Real Estate Owned (REO) Property

Definition of Value Types in the Appraisal Process and General
Procedures

Loss Administration — Record the Loss Claim in GLS

18
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HB-1-3555: 20.2 Loss Claim Coverage
A. Loan Guarantee Limits

Maximum payment is lesser of:
* 90% of original principal amount or

* 100% of loss equal to 35% of original principal amount
plus 85% of remaining loss up to 65% of original principal
amount

19

Rural Development

i s TR

HB-1-3555: 20.2 A, Loan Guarantee Limits
Example: Original principal amount: $165,000
1. $165,000 x 90% = $148,500
2. $165,000 x 35% = $57,750

65% of $165,000 = $107,250

85% of $107, 250 = $91,162.50

$57,750 + $91,162.50 = $148,912.50

Maximum loss claim payout: $148,500

20
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HB-1-3555 5FH Guaranteed Loan Program Technical Handbook
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HB-1-3555

4.7
438
49
4.10

REPORT SIGNIFICANT CHANGES
ADHERE TO SFHGLP GUIDELINES
INDEMNIFICATION

PREVENT MORTGAGE FRAUD
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HB-1-3555: 4.9 Indemnification
* Originating lender

» Defaults within 60 months of loan closing

* Unsupported data or omitted material information
* Failure to verify/analyze income or employment

* |dentified property deficiencies

* Ineligible appraiser

23

HB-1-3555: 4.9 Indemnification
* Originating lender

* No timeframe from loan closing
* Loss due to fraud and misrepresentation

24
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Form RD 3555-17 Form
(Rev. 06-16) UNITED STATESR?:ITSEJIEIE&IJMOEFN}.}GRICULTURE OMB No. 05750170
Page 1 of 2 RURAL HOUSING SERVICE
State
County
LOAN NOTE GUARANTEE
Date of Note (Settlement Date)
Borrower Name RHS Case No. (State. County, SSN)
RHS Borrower ID
Lender Lender IRSTD No.
Lender's Address Principal Amount of Loan
S

29

Form RD 3555-17/17E

Thus Loan Note Guarantes 15 1ssued under Lender Agreement for Guaranteed Smgle Famuly Housing Loans dated
mn connection with the above dentified loan
In consideration of the making of the subject loan by the Lender, the Umted States of Amenica, acting through the Rural Housing
Service of the Rural Development mussion area (herem called "RHS"), pursuant to Title V of the Housing Act of 1949 (42 US.C. 1471 et
see.), agrees that, subject 1o the terms and conditions heremn, it will pay to the Lender the lesser of
1. Auy loss of an amount equal to 90 percent of the prineipal amount actually advanced to the Borrower, or
2 Any loss sustuned by the lender of an amount up to 35 percent of the pnncipal amount actually advanced to the Bommower, plus
85 percent of any additional loss sustamed by the Lender of an amount up to the remanung 65 percent the pnneipal amount
actually advanced to the Bormower.
Loss includes only (a) principal and interest evidenced by the Note, (b) any loan subsidy due and owing, and (c) any principal and
mterest mdebtedness on RHS approved protective ad for 100 and p tion of coll L. Interest (including any subsidy)
shall be covered by the Loan Note Guarantee up 1o 90 days from the Lender's acquisition of the collateral or date of the imtial loss

the Lender. If the Lender acquures the collateral, the net proceeds from for g loss shall be by RHS as
follows: (1) the collateral will be appraised as of the date of acquisition by the Lender then {u) deduct from such apprased value
an estimate of liquidation cost which will melude an allowance for 90 days, the estimated time the property will be held by the Lender.

the hiquidation will not be covered by the Loan Note Guarantee.

retains the note, collateral securing the note, and all responsibahity for all loan seraicing and hqudation. A parficipant has no nghts under
this instrument

settlement, whichever s earlier. Net proceeds recerved from hquidation of the collateral will be used 1 calculating the amount of loss sustamed by

If RHS conducts the hguidation of the loan, loss occasioned to a Lender by acerumg mierest after the date RHS accepts responsibality for

Lender may sell the guaranteed loan only to a Lender which meets the qualifications and in the manner as provided in 7 CFR part 3555
Lender may obtam participation m its loan under its procedures. Participation means a sale of an miterest i the loan wherem the Lender

30

12/30/2016

15



Form RD 3555-17/17E

CONDITIONS OF THE GUARANTEE
1. Loan Servicing
Lender will be responsible for servicing the entire loan and Lender will remain mortgages and/or sacured party of record The Lender
may sell loan servicing nights to an RHS eligible Lender when the purchasing Lender agrees to be bound by all of the same terms as the selling Lender
and this apreement and the RHS Lender Agreement for Guaranteed Sinple Family Housing Loans

2. Full Faith and Credit
The Loan Note G 1 bli 1 by full faith and credit of the United States and 15 mcontestable except for

frand or misrepresentation of which the Imder haz acmal knowledge at the time it bacomes such lender or which the lender participates in

According to the Paperwork Reduction Act of 1995, ne parsons ara required fo respond to a collacrion of informarion uniess it displays a vaiid OMB conirol

numbar. The valid OMB conmrol numbar for this tnformarion collection is 0373-0078. The time required to compiere this informarion ceilection is estmared fo

average 5 minutes por response, including r}m e flor reviewing instructions, searching exisling datn sources, pathering and mainiaining the dala needed, and
and raviewing the collection of i

31
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Form RD 3555-17/17E

Form RD 3555-17
(Rev. 06-16)
Page 2 of 2 - Borrower Name: RHS Bomrower ID:

or condones, A note which provides for the payment of interest on interest chall not be guaranteed. If the note to which this mstrument is attached or
relates provides for the payment of interest on interest, then this Loan Note Guarantee 1s voud. In addition, the Loan Note Guarantee will be
unenforceable by the lender to the extent any loss 15 eceasioned by vielation of usury laws, neghgent servicing, or failure to obtan the required
security regardless of the tme at which RHS acquires knowledge of the forgomg. Any losses oceasioned will be unenforceable by the lender 1o the
extent that loan fimds are used for purposes other than thoss approved by RHS i its Form RD 3535.18, "Conditional Commutment for Single Family
Housing Loan Guarantee ™ Neglipent servicing is defined as the failure to perform those services which a reasonably prudent lender would perform
m servicing its own loan portfolio of loans that are not guaranteed. The tenm ncludes not ooly the concept of a fulure to act but also not actmg m a
tumely manner or aching contrary to the manner i whech a reasonably prudent lender would act up to the time of loan matunty or unhl a final loss 1
paud If RHS determunes that a Lender did not ongi: a loan 15 dance within the req m T CFR part 3535, and RHS pays a clam
under the loan puarantee, RHS may revoke the Lenders' elipthality status i accordance with Section 3555 52 and may also require the Lender: (1)
To indemnify RHS for the loss, if the payment under the guarantee was made within 60 months of loan closing; or {2) To indemnify RHS for the loss
regardless of how long ago the loan closed, 1f RHS that fraud or 'f was mvolved m connection with the ongimation of the
loan in accordance with Seclion 3555 108,

33

Form RD 3555-17/17E

3 Lender will receive all payments of principal and interest, annual fee, and any loan subsidy on the account of the entire loan

4. The Loan Note Guarantee 1s subject to an annual fee blled to the Lender and collected by the Agency on an annual basis for the life of the loan,
based upon an annual fee percentage of: %. The annual fee will be based on the average annual scheduled unpaid pnncipal balance
of the loan and may be passed on to the pnaranteed loan borrower A late charge will be charged if the fee is not paid by the date sst by RHS

5 Protective Advances made by the Lender pursuant to RHS repulations will be guarantesd against a percentage of the loss to the same
extent as provided in the Loan Note Guarantee.

6. The Loan Note G will {a) upen full of the loan; or (k) upon full payment of any loss
obligation hereunder; or (c) upon written notice from the Lender to RHS that the g will mate provided this Loan Note
Guarantee is retumed to be canceled by RHS

7. Any amount due under thas mst L wall be o inved and paid, as provided mn 7 CFR part 3555 i effect on the date of this
wstrunment,

& All notices and actions may be initiated through Rural Development National Financial and Accounting Operations Center at the following
email address: RD DCFO GLB(G st usda pov.

34
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Form RD 3555-17/17E
UNITED STATES OF AMERICA
RURAL DEVELOPMENT
RURAL HOUSING SERVICE
By:
Title:
Date:
by: Dated:
(Transferee)
ion Approved by RHS:
(new note, if taken, is attached) Dated:
by: Dated:
(Transferee)
Assumption Approved by RHS: Dated:
(new note, if taken, is attached) )
35

TIPS
Underwriter = USDA Approved Lender

USDA = not an underwriter

Research Rule & HB questions: Table of Contents

Research Rule & HB questions: Control + F

7 CFR Part 3555

supplemental social secunty income and Socual Secumty
henefits received in a hump sum;

(v} Any enmed meome tx credit,
v SEEITTY <5 of anv amount determined
& o HUTYs definitson of anmual income at 24 CFR

5 609(c),

36
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7 CFR PART 3555 / HB-1-3555
LEARNING CHECKS

37

Question Slide

llTopicII

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

TRUE/FALSE or other answer options will be displayed

38

12/30/2016
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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

39

40
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Rural Development

LNG and Indemnification

Loan Note Guarantees may only be issued to USDA approved
lenders.

A. TRUE B. FALSE

41

LNG and Indemnification
ANSWER: 3555.108 and HB 16.6 A
A. TRUE

e A Third Party Originator (TPO) and non-USDA approved
lenders may not receive Conditional Commitments or
Loan Note Guarantees (LNG)

42

12/30/2016
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Rural Development

LNG and Indemnification

Form RD 3555-17 must be printed, signed, and mailed to the
approved lender.

A. TRUE B. FALSE

43

Rural Development

P

LNG and Indemnification
ANSWER: 3555.108 and HB 16.6 B
B. FALSE

* The Loan Note Guarantee is issued electronically

e Form RD 3555-17E denotes the form was issued
electronically

44
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Rural Development

i s TR

LNG and Indemnification

Bixby Bank receives LNG

Loan is sold to Orange Lending

Loss is paid three years post closing

Review determines negligence in origination
Who is responsible to indemnify USDA

A. Bixby Bank B. Orange Lending

45

LNG and Indemnification
ANSWER: 3555.108(d) and HB 4.9
A. Bixby Bank

* Indemnification applies to originating lender

» Servicers/Holder will be reimbursed under the terms of
the LNG

e USDA will pursue indemnification

46
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LNG and Indemnification

USDA may pursue indemnification from an originating lender
up to months post loan closing due to misrepresentation
of material loan data.

47

LNG and Indemnification
ANSWER: 3555.108(d) and HB 4.9
B. 60

60 months from loan closing applies for errors regarding:
e Misrepresentation/omissions

* Improper analysis of income/employment

* Failure to correct property deficiencies

* Ineligible appraiser

48
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Rura velopment

LNG and Indemnification

USDA may pursue indemnification from an originating lender
post loan closing due to fraud and negligence.

A. up to 60 months B. with no time limit

49

LNG and Indemnification
ANSWER: 3555.108(d) and HB 4.9
B. with no time limit

* Fraud and negligence to the U.S. Government are always
eligible for indemnification

50
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LNG and Indemnification

Loan closing received

Conditional Commitment interest rate: 4.5%
Lender closed the loan at 5.00%

USDA must deny the LNG request

A. TRUE B. FALSE

51

LNG and Indemnification
ANSWER: 3555.108 and HB 16.6 A
B. FALSE

e Lender may have 30 days to correct interest rate
* USDA may offer additional remedy options
* If no resolution is achieved, LNG must be denied

52
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LNG and Indemnification

Loan closing received

USDA notifies lender of items that require correction
Lender does not respond within 30 day timeframe
USDA must deny the LNG request

A. TRUE B. FALSE

53

LNG and Indemnification
ANSWER: 3555.108 and HB 16.6 A
A. TRUE

» USDA provided 30 days to correct
* Lender has not responded

* Lender notification requesting additional time to correct
will be honored

54
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Rural Development

i s TR

LNG and Indemnification

* Loan closing received
* Borrower received $500 back at loan closing
* Borrower had $250 of eligible funds in the transaction

e The loan closed at or below the amount authorized on the
Conditional Commitment

e USDA must deny the LNG request

A. TRUE B. FALSE

55

LNG and Indemnification
ANSWER: 3555.108 and HB 16.6 A
B. FALSE

 Lender can apply $250 to the principal loan balance

¢ The closed loan did not exceed the authorized amount
on the commitment
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LNG and Indemnification

* Sunny Lending was issued a LNG

* They are selling the loan to Grey Bank but cannot find the
LNG

* Sunny Lending may request a copy of the LNG from USDA

A. TRUE B. FALSE
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LNG and Indemnification
ANSWER: 3555.108 and HB 16.8
A. TRUE

* The approved lender may request a duplicate copy of the
LNG

e ATPO and non-approved lenders may not access or
request copies of the LNG
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GovDelivery Sign up
https://public.govdelivery.com/accounts/USDARD/subscriber/new?qsp=USDARD_25

GovDelivery

Email Updates

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

*Email Address

Submit  Cancel
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% WE APPRECIATE

Thank you for supporting : YOUR BUSINESS
the USDA Single Family ?

Housing Guaranteed Loan
Program!
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In accordance with Federal civil rights law and U.5. Department of Agriculture (USDA) civil rights
regulations and policies, the USDA, its Agencies, offices, and employees, and institutions participating in
or administering USDA programs are prohibited from discriminating based on race, color, national origin,
rekgion, sex, gender identity (including gender expression), sexual orientation, disablity, age, marital
status, family/parental status, Income derived from a public assistance program, political beliefs, or
reprisal or retafiation for prior civil rights activity, in any program or activity conducted or funded by
usDA (not all bases apply to all programs). Remedies and comp filing deadl vary by prog or

incident.

Persons with disabilties who require alternative means of communication for program information (e.g.,
Braile, large print, audictape, 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 English,

To file a program discrimination complaint, complete the USDA Program Discrimination Complaint Form,
AD-3027, found online at How to Flle 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 ketter to
USDA by: (1) mail: .5, Department of Agriculture, Office of the Assistant Secretary for Civil Rights,
1400 Independence Avenue, SW, Washington, D.C. 20250-9410; (2) fax: (202) 690-7442; or (3) emall:
program.intake@usda.gov.

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

EQUAL HOUSING
OPPORTUNITY
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