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Rural Housing Service, USDA

§ 3575.3

Principals of borrowers. The owners,
officers, directors, entities, and supervisors directly involved in the operation and management of the borrower.
Problem loan. A loan which is not
complying with its terms and conditions.
Protective advances. Advances made
by the lender for the purpose of preserving and protecting the collateral
where the debtor has failed to, and will
not or cannot, meet obligations to protect or preserve collateral.
Public body. A municipality, county,
or other political subdivision of a
State, special purpose district, an Indian tribe on a Federal or State reservation, or another federally recognized Indian tribe.
Report of loss. A form used by lenders
when reporting a loss under an Agency
guarantee (available in any Agency office).
Rural and rural area. (1) For fiscal
year 1999, the terms ‘‘rural’’ and ‘‘rural
area’’ mean a city, town, or unincorporated area with 20,000 inhabitants or
less according to the latest decennnial
census.
(2) For later fiscal years, the terms
‘‘rural’’ and ‘‘rural area’’ mean a city,
town, or unincorporated area that has
a population of 50,000 inhabitants or
less according to the latest decennial
census of the United States, other than
an urbanized area immediately adjacent to a city, town, or unincorporated
area that has a population in excess of
50,000 inhabitants.
Service area. The area reasonably expected to be served by the facility
being financed by the guaranteed loan.
State. Any of the 50 States, the Commonwealth of Puerto Rico, the Virgin
Islands of the United States, Guam,
American Samoa, Commonwealth of
the Northern Mariana Islands, Republic of the Marshall Islands, Republic of
Palau, and the Federated States of Micronesia.
State Bond Banks and State Bond
Pools. An entity authorized by the
State to issue State debt instruments
and utilize the funds received to finance essential community facilities.
State Director. The Rural Development State Director or the staff member who has been delegated authority

to perform action on behalf of the
State Director.
Substantive change. Any change in the
purpose of the loan or any change in
the financial condition of the borrower
or the collateral which would jeopardize the performance of the loan.
Transfer and assumption. The conveyance by a debtor to an assuming party
of the assets, collateral, and liabilities
of the loan in return for the assuming
party’s binding promise to pay the outstanding debt.
§ 3575.3 Full faith and credit.
The Loan Note Guarantee constitutes an obligation supported by the
full faith and credit of the United
States and is not contestable except for
fraud or misrepresentation (including
negligent misrepresentation) of which
the lender or holder has actual knowledge, participates in, or condones. A
note which provides for the payment of
interest on interest shall not be guaranteed and any Loan Note Guarantee
or Assignment Guarantee Agreement
attached to, or relating to, a note
which provides for payment of interest
on interest is void. The Loan Note
Guarantee will not be enforceable by
the lender to the extent any loss is occasioned by violation of usury laws,
negligent servicing, or failure to obtain
the required security regardless of the
time at which the Agency acquires
knowledge of the foregoing. Any losses
occasioned will not be enforceable by
the lender to the extent that loan
funds are used for purposes other than
those specifically approved by the
Agency in its Conditional Commitment
for Guarantee. Negligent servicing is
defined as the failure to perform those
services which a reasonably prudent
lender would perform in servicing its
own 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, acting
in a manner contrary to the manner in
which a reasonably prudent lender
would act up to the time of loan maturity, or until a final loss is paid. The
Loan Note Guarantee or Assignment
Guarantee Agreement in the hands of a
holder shall not cover interest accruing
90 days after the holder has demanded
repurchase by the lender, nor shall the
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§ 3575.4

7 CFR Ch. XXXV (1–1–10 Edition)

Loan Note Guarantee or Assignment
Guarantee Agreement in the hands of a
holder cover interest accruing 90 days
after the lender or Agency has requested the holder to surrender the evidence of debt for repurchase.
§ 3575.4 Conditions of guarantee.
A loan guarantee under this part will
be evidenced by a Loan Note Guarantee
issued by the Agency. Each lender will
also execute a Lender’s Agreement.
(a) The entire loan will be secured by
the same security with equal lien priority for the guaranteed and non-guaranteed portions of the loan. The nonguaranteed portion of the loan will not
be paid first nor given any preference
or priority over the guaranteed portion.
(b) The lender will be responsible for
servicing the entire loan and will remain mortgagee or secured party of
record notwithstanding the fact that
another party may hold a portion of
the loan.
(c) When a guaranteed portion of a
loan is sold to a holder, the holder
shall have all rights of the lender under
the Loan Note Guarantee to the extent
of the portion purchased. The lender
will remain bound by all the obligations under the Loan Note Guarantee,
Lender’s Agreement, and Agency program regulations. If the Agency makes
a payment to a holder, then the lender
must reimburse the Agency.
(d) A lender will receive all payments
of principal and interest on the account of the entire loan and will
promptly remit to each holder a pro
rata share, less any lender servicing
fee.
(e) The lender may retain all of the
unguaranteed portion of the loan or
may sell part of the unguaranteed portion of the loan through participation.
However, the lender is required to retain 5 percent of the loan amount from
the unguaranteed portion in their portfolio.
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§§ 3575.5–3575.7

[Reserved]

§ 3575.8 Access to lender’s records.
Upon request by the Agency, the
lender will permit representatives of
the Agency (or other agencies of the
U.S. Department of Agriculture au-

thorized by that Department or the
U.S. Government) to inspect and make
copies of any of the records of the lender pertaining to the guaranteed loans.
Such inspection and copying may be
made during regular office hours of the
lender or at any other time the lender
and the Agency agree upon.
§ 3575.9

Environmental requirements.

Requirements for an environmental
review or mitigation actions are contained in part 1940, subpart G, of this
title. The lender must assist the Agency to ensure that the lender’s applicant
complies with any mitigation measures
required by the Agency’s environmental review for the purpose of avoiding or reducing adverse environmental
impacts of construction or operation of
the facility financed with the guaranteed loan. This assistance includes ensuring that the lender’s applicant is to
take no actions (for example, initiation
of construction) or incur any obligations with respect to their proposed undertaking that would either limit the
range of alternatives to be considered
during the Agency’s environmental review process or which would have an
adverse effect on the environment. If
construction is started prior to completion of the environmental review and
the Agency is deprived of its opportunity to fulfill its obligation to comply with applicable environmental requirements, the application for financial assistance may be denied. Satisfactory completion of the environmental
review process must occur prior to
Agency approval of the applicant’s request or any commitment of Agency
resources.
§§ 3575.10–3575.11
§ 3575.12

[Reserved]

Inspections.

The lender will notify the Agency of
any scheduled field inspections during
construction and after issuance of the
Loan Note Guarantee. The Agency may
attend such field inspections. Any inspections or review conducted by the
Agency, including those with the lender, are for the benefit of the Agency
only and not for the benefit of other
parties of interest. Agency inspections
do not relieve any parties of interest of
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