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Welcome to the Existing Dwelling and Repair Escrow Requirements online training module presented by USDA’s Single-Family Housing Guaranteed Loan Program. 
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Ensuring a home is free of any health, safety, or structural issues sets the foundation for successful homeownership by avoiding potential financial burdens that could have been avoided before the loan even closed.
Repairs are an eligible loan cost and can often be included in the loan amount.
This module will assist you in identifying key property requirements and the proper steps to take when repair escrows are needed.



Presenter Notes
Presentation Notes
USDA can guarantee loans for both New Construction and Existing homes.  
Existing dwellings are defined as:
Attached, detached or semi-detached dwellings that have been completed for over 12 months or less than 12 months and previously occupied.
These homes must be structurally sound and in good repair or be placed in good repair with the loan funds.
Manufactured homes, while also allowable within the program, do follow some additional criteria for eligibility which are covered in a separate training.
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On this slide, we are going to cover inspections and how those impact repairs. Required inspections include:
Certification that the property meets the requirements of the HUD Handbook 4000.1.
Typically, an FHA roster appraiser will certify on page 3 of the appraisal that the property meets the minimum property requirements of the HUD Handbook.
The lender may utilize a non-FHA roster appraiser to make this certification; however, it is their responsibility to ensure the individual is qualified to make this determination and ensure all HUD handbook requirements are met.
Private well and/or septic inspections are not required for properties that are certified to meet the HUD handbook requirements unless required by the lender, appraiser, an inspector or local or state law. 
Water quality tests are discussed on the next slide.
Termite and pest inspections are only required if required by the lender, appraiser, inspector, or state law.
Thermal standards are not required for existing dwellings.
Required repairs are limited to those repairs necessary to preserve the continued marketability of the property and to protect the health and safety of the occupants. 
Although not required, applicants are encouraged to obtain a detailed home inspection of the property independent of the HUD handbook certification.
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Even though additional inspections for privately owned wells are not required for properties meeting HUD Handbook 4000.1, well water must be tested for every property that contains a private well.

The water quality of the well must meet the requirements of the state or local authority.  If the state or local authority do not have specific requirements, the maximum contaminant levels established by the Environmental Protection Agency (EPA) apply. 
The water analysis report must be no greater than 180 days old at loan closing. 
The well location must be measured to establish distance from the septic system. 
The distance requirements of the HUD Handbook 4000.1 or the local or state health authority must be met.

Shared Wells & Community Wells have additional requirements.  See Chapter 12, paragraph 12.6, A of HB-1-3555.
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Rural Development may issue the loan note guarantee prior to completion of repairs if the following conditions are met:
The work to be done does not affect the livability of the home and is not greater than 10% of the final loan amount.
There is a signed contract between the borrower and the contractor.
Rural Development requires an escrow fund of no less than 100% of the repair contract; however, the lender may require additional escrow funds.
The closing disclosure reflects the holdback of funds needed for the repair contract.
The work will be completed within 180 days. 
This period may be extended at the discretion of the Agency for homes that need exterior repairs but are in an area experiencing inclement weather conditions. 
When an extension is granted for exterior repairs, the maximum timeframe cannot exceed 240 days. Again, this extension is only allowed for weather delayed exterior repairs.
And lastly, the escrow account is established in a federally supervised financial institution. 
Please note this does not apply to Single Close Combination to Construction Permanent Loans or Rehabilitation and Repair Loans. Those requirements can be found in HB-1-3555, Chapter 12, Section 6.
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Homebuyers may complete the repairs without the assistance of a contractor if the following are met:

The estimated cost to complete the work is not greater than 10% of the total loan amount,
The escrow amount is less than or equal to $10,000,
and the lender has determined the borrower has the knowledge, skills and time to complete the work within the maximum 180-day time frame.
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The Certificate of Completion is required to verify that the work was completed and it must be completed by the appraiser.  
It must state that the improvements were completed in accordance with the requirements and conditions in the original appraisal report and must be accompanied by photographs of the completed improvements. 
In addition, it must be signed by the individual performing the final inspection.
Any remaining funds in the escrow account after the work has been completed may be applied as follows:
Remaining loan funds or seller concessions must be used to reduce the principal balance or be used for other eligible loan purposes. 
Remaining personal funds of the applicant and/or seller may be returned to the contributing party.
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Let’s review some FAQs that we have received from lenders regarding repairs and escrows.
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Which of these items is not required for an existing dwelling to be eligible for funding with Rural Development?

A.   Adequate heating
B.   Flawless exterior paint
C.   Structurally sound
D.   Functioning wastewater disposal system
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B.   Flawless exterior paint, however, chipping lead-based paint must be addressed.
Existing dwellings are considered to meet the following criteria when inspected and certified as meeting HUD requirements for one-to-four unit dwellings in accordance with Agency guidelines:
(1) Be structurally sound;
(2) Be functionally adequate;
(3) Be in good repair, or to be placed in good repair with loan funds; and
(4) Have adequate and safe electrical, heating, plumbing, water, and wastewater disposal systems.
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Existing dwellings are defined as: 

A.   Completed for 12 months. 
B.   Completed for less than 12 months but previously occupied. 
C.   All of the above. 
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C.   All of the Above.
This includes: 
-  Existing dwellings over 12 months old.
-  An existing dwelling that has been completed for 12 months or more with no occupancy.
-  Dwellings less than 12 months old but previously occupied.
-  Manufactured Homes meeting the above and not older than 20 years at loan closing.
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Rural Development is responsible for monitoring the completion of the work on the property.

A.   True
B.   False 
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B.   False
It is the lender’s not Rural Development’s responsibility to monitor the completion of the work and release funds to pay for the work.  All documentation supporting the development and confirmation of the completion will be retained in the lender’s permanent mortgage file and is subject to the certification of Form RD 3555-18/18E. 
-  HB Chapter 12.9(A)
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A borrower bought a house that needed repairs.  They put zero money down, all closing costs and repairs were paid by the seller.  After the repairs were completed, there was $950 remaining in the Escrow Account that was set up for the repairs.  
What happens with the remaining funds?

A.   The borrower can only choose another project to have done on the house.
B.   The borrower gets to keep the $950 and spend it however they choose.
C.   They have the option of either choosing another project to have done on the house OR have the lender use the remaining funds to reduce the unpaid principal balance of the new mortgage.
D.   The lender keeps the money as a fee for the loan.
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C.   The borrower has the option of either picking another project to have done on the house OR have the lender use the remaining funds to reduce the unpaid principal balance of the new mortgage.

Any funds remaining in the escrow account upon completion of the work, that are representative of loan funds or a seller concession as part of the sales contract, may be used either for eligible loan purpose or applied to the principal balance of the permanent loan. 
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If the borrower does the repairs themselves, is the lender still responsible to monitor for completion? 

A.   Yes     B.   No
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A.   Yes.

All remaining requirements as noted in HB-1-3555, Chapter 12, Paragraph 12.9 C are applicable. The lender is responsible for monitoring the completion of the work and the release of funds for payment of the work.





Presenter Notes
Presentation Notes
In wrapping up this training, let’s go over some great tools and resources that we have available to make navigating our SFH guaranteed loans even easier!



Presenter Notes
Presentation Notes
A helpful resource is our FAQ document, which contains a variety of questions and answers submitted by our lending partners. It’s updated frequently, so be sure to check back often for the latest information.

https://www.rd.usda.gov/sites/default/files/rd-sfh-faqloanorigination.pdf
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Our USDA LINC Training and Resource Library provides our lending partners a wealth of key information, including current turn times, training, forms, checklists and all of the resources necessary to successfully navigate through the SFH guaranteed loan process. 
Make sure that you sign up for GovDelivery notifications if you haven’t already done so. 
You can sign up for these notifications by clicking the “subscribe to our emails” link under the GovDelivery Updates heading near the bottom of this page.  
GovDelivery provides email notifications on important program information such as policy changes, live training events and GUS system issues.  


https://www.rd.usda.gov/page/usda-linc-training-resource-library
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Additionally, you can find contact information for our Operations Team and all other support staff from the Contact Us section. 
Should you have a question on a file that has been submitted, or would like to request a status, you will want to reach out to the processing team that handles the state where the property is located.  
Make sure you follow the helpful tips under the “information to include in email” heading when sending the email to ensure a faster and more accurate response.
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You always want to look for answers to your questions in the regulation and handbook first, but if you still have a question after reviewing your resources, we’re always here to help.
All policy and regulation questions should be sent to our Policy, Analysis, and Communications Branch.
If you would like to request additional program training, marketing or outreach, contact our Lender and Partner Activities Branch. 
For all other questions, please reach out to the appropriate guaranteed loan team.
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We believe the Single Family Housing Guaranteed Loan Program is a great option for low to moderate income rural homebuyers. 
However, the success of this program depends on the strong partnership we have with our lenders.
Thank you for your continued support and commitment to serving our rural communities.
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This will conclude the training module.  Thank you and have a great day!  

www.rd.usda.gov
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