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§1806.1 General.

(a) Authority. This subpart sets forth
the policies and procedures regarding
insurance requirements on real prop-
erty which serves as security for a debt
under the Farm Credit Programs of the
Farm Service Agency (FSA) or the
Multi-Family Housing Programs of the
Rural Housing Service (RHS). Any ref-
erences herein to the Farmers Home
Administration (FmHA) or its employ-
ees are intended to mean FSA or RHS,
as applicable, and their employees.

(b) Borrower to furnish insurance. The
real estate mortgage executed by the
borrower provides that he will furnish
and continually maintain and pay for
insurance on buildings situated or con-
structed on the property with compa-
nies, in amounts, and on terms and
conditions satisfactory to the FmHA or
its successor agency under Public Law
103-354 until the loan is repaid.

(c) Borrower’s selection of company.
The borrower may select the insurance
company provided that the company
and insurance policy comply with all
the requirements set forth in this In-
struction.

(d) Responsibility. The County Super-
visor is responsible for taking all ac-
tions in connection with insurance as
may be necessary to protect the secu-
rity interest of the FmHA or its suc-
cessor agency under Public Law 103-
354. Any unusual situation that may
arise with respect to obtaining or serv-
icing insurance should be referred to
the State Director. The State Director
will refer any questions of a legal na-
ture to the Office of the General Coun-
sel (OGCO).

(e) Use of Form FmHA or its successor
agency under Public Law 103-354 426-1,
“Valuations of Buildings.”” The min-
imum insurance required will be indi-
cated in the appraisal report by the
employee who makes the appraisal of
property that includes insurable build-
ings. In the case where no real estate
appraisal is required or the appraisal
report does not indicate the minimum
insurance coverage, Form FmHA or its
successor agency under Public Law 103-
354 426-1 will be prepared by the County
Supervisor. Reevaluation of the build-
ings will not be done on appraisal re-
ports; however, when new buildings are
constructed or values increase or de-
crease materially and reevaluation is
necessary to properly reflect the build-
ings’ security interest of the FmHA or
its successor agency under Public Law
103-354, the County Supervisor will pre-
pare or revise Form FmHA or its suc-
cessor agency under Public Law 103-354
426-1 as appropriate. Changes made on
an existing Form FmHA or its suc-
cessor agency under Public Law 103-354
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§1806.2

426-1 will be dated and initialed. The
reason for any deletion will be noted on
the Form.

[41 FR 34571, Aug. 16, 1976, as amended at 61
FR 59777, Nov. 22, 1996]

§1806.2 Companies and policies.

Property insurance policies or other
evidence of insurance will be accepted
from borrowers when the requirements
outlined herein are complied with
fully.

(a) Companies. It is desirable that
companies be licensed to do business in
the particular State or other jurisdic-
tion where the property is located, or
that they be otherwise authorized by
law to transact business within such
State or other jurisdiction (hereinafter
called ‘“‘State’). If the required insur-
ance is not available locally at com-
parable rates from an insurance com-
pany licensed or otherwise authorized
to do business in the State, insurance
may be accepted from another com-
pany if (1) the OGC advises that poli-
cies issued by such company will not be
rendered unenforceable by virtue of the
company’s failure to be licensed or oth-
erwise authorized to transact business
in the State and that the company is a
legal entity which may be sued in the
State where the insured property is lo-
cated, and (2) the State Director deter-
mines that the company is reputable
and financially sound. In making the
above determinations, the State Direc-
tor will consider all relevant available
information such as that which may be
obtained from financial statements,
Best’s Insurance Reports, State insur-
ance authorities, and other lending in-
stitutions.

(b) Insurance policies—(1) Standard
policies. If a standard fire insurance
policy has been adopted for the State,
it should be used unless State statutes
exempt the company from the regula-
tions requiring its use. The standard
policy is one containing substantially
the same standard provisions adopted
or recommended by legislative action
or by order of the supervisory insur-
ance authorities of the State in which
the security is located.

(2) Other policies. To be acceptable,
any other insurance policies must con-
form to the requirements of this In-
struction.

7 CFR Ch. XVIIlI (1-1-03 Edition)

(i) ‘“‘Homeowner’s’” policies, ‘All
Physical Loss’ policies, ‘“‘Broad Form”
policies, and other such all-inclusive
policies are acceptable if they other-
wise meet the requirements of this In-
struction.

(ii) A builder’s risk policy naming
the borrower as the insured or a build-
er’s risk endorsement for a policy
issued to the borrower may be accepted
during the period a building is under
construction if the policy otherwise
meets the requirements of this Instruc-
tion. If such a policy or endorsement
does not automatically convert to full
coverage when the building is com-
pleted, acceptable insurance must be
obtained simultaneously with the expi-
ration of the builder’s isk provisions of
the policy.

(iii) A builder’s risk insurance policy
issued to a contractor only may not be
substituted for the property insurance,
the borrower is required to provide.

(iv) Borrowers eligible for insurance
under the National Flood Insurance
Act of 1968, as amended by the Flood
Disaster Act of 1973, will be serviced in
accordance with subpart B of this part.

(3) State instructions. If the State Di-
rector and the OGC consider it advis-
able, a State Instruction may be issued
to help County Supervisors identify
standard insurance policies adopted for
the State. The Instruction should also
furnish a guide to assist in identifying
other acceptable insurance policy
forms that are commonly used by in-
surance companies in the State, recog-
nizing that such information is not all
inclusive.

(4) Binders. Whenever there is a jus-
tifiable reason for not issuing a policy
or endorsement, as required, a written
binder will be acceptable for a period
not to exceed 60 days from the effective
date of the insurance. The written
binder must have attached thereto the
approved form of mortgage clause.
Such a binder will be submitted to the
County Supervisor in lieu of an insur-
ance policy or endorsement and the in-
surance policy or endorsement will be
submitted on or before the expiration
date of the binder. The State Director,
with the advice of the OGC and subject
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