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land and other structures adequately
secure the FmHA or its successor agen-
cy under Public Law 103-354 loan and
any prior liens.

(vi) On which the hazards are so
slight because of the character and
construction of the building, or the
cost of the insurance is so high in com-
parison with the value of the building
that, according to common standards
of judgment, it should not be insured,
including but not limited to windmills,
silos, and fire-cured tobacco barns.

(vii) In cases where the unpaid bal-
ance of the FmHA or its successor
agency under Public Law 103-354 loans
and any prior liens have been reduced
to $2,600 or less, property insurance
need not be required if the borrower
wants to discontinue it, provided the
County Supervisor determines that the
value of the land security itself is suffi-
cient to protect the FmHA or its suc-
cessor agency under Public Law 103-354
in its collection of the amount of the
outstanding indebtedness.

(viii) If insurance for windstorm and
hail to meet all FmHA or its successor
agency under Public Law 103-354 re-
quirements is not available in a hurri-
cane area, the County Supervisor may
accept from the borrower or applicant
the windstorm and hail insurance pol-
icy that most nearly conforms to
FmHA or its successor agency under
Public Law 103-354 requirements. If
such an exception is made, the situa-
tion should be fully documented in the
borrower’s case file. However, if the
best insurance policy a borrower or ap-
plicant can obtain at the time he re-
ceives a loan contains a loss deductible
clause for windstorm and hail damage
exceeding $250 or 10 percent of the ac-
tual cash value of the buildings, which-
ever amount is greater, the insurance
policy, with an explanation of the rea-
sons why more adequate insurance is
not available will be submitted to the
State Office for prior approval.

(2) [Reserved]

[41 FR 34571, Aug. 16, 1976, as amended at 56
FR 6945, Feb. 21, 1991]

§1806.4 Examining and general serv-
icing of insurance.

(a) Examination by county office of

policies, endorsements, binders, and other

evidence of insurance. Upon receipt in
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the County Office of a policy, endorse-
ment, binder, or other evidence of in-
surance, submitted by a borrower, it
will be examined promptly for compli-
ance with the requirements of this In-
struction. If the evidence of insurance
is found to be acceptable, it will be
placed in the borrower’s case folder.

(1) Unacceptable policies. (i) When the
borrower furnishes any policy or other
evidence of insurance which does not
meet the requirements of this Instruc-
tion such policy or other evidence of
insurance will be returned to the bor-
rower with the reasons why it is not
acceptable.

(ii) If the borrower does not furnish
acceptable insurance by the date the
previous policy expired or was can-
celed, the County Supervisor will pro-
ceed as provided in §1806.6.

(2) Ezxpiration Records and Notices.
After the insurance has been accepted,
the expiration date will be inserted on
Form FmHA or its successor agency
under Public Law 103-354 1905-1, ‘‘Man-
agement System Card—Individual,” or
Form FmHA or its successor agency
under Public Law 103-354 1905-5, ‘‘Man-
agement System Card—Individual
(Rural Housing Only),” or Form FmHA
or its successor agency under Public
Law 103-354 1905-10, ‘‘Management Sys-
tem Card—Association or Organiza-
tion,” or Form 1905-12, “Monthly Expi-
rations,” as provided in FmHA or its
successor agency under Public Law 103—
354 Instruction 1905-A for servicing the
renewal of insurance.

(i) In cases other than those involv-
ing FP or section 502 RH borrowers, the
County Supervisor will notify the bor-
rower of the expiration of his insurance
at least 30 days in advance of such ex-
piration unless he has received written
evidence that the insurance has been
renewed.

(ii) FP and Section 502 RH borrowers
will be informed during the tenth
month after the date of loan closing of
their responsibility to carry insurance.
Form FmHA or its successor agency
under Public Law 103-354 426-4 will be
sent to these borrowers, regardless of
whether there is evidence that the in-
surance has been renewed. Thereafter,
the County Supervisor will not be re-
quired to further determine whether
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RHS, RBS, RUS, FSA, USDA

the borrower has adequately main-
tained insurance; however, if a further
notice of expiration is received in the
County Office, the County Supervisor
will again notify the borrower by using
Form FmHA or its successor agency
under Public Law 103-354 426-4 of his re-
sponsibility.

(3) Release of mortgage interest. When
the borrower’s loan has been paid in
full and the satisfaction or release of
the mortgage has been executed, the
County Supervisor or his delegate will
execute the following Release of Mort-
gage Interest on the mortgage clause
attached to the policy or other evi-
dence of insurance and transmit it with
the policy or other evidence of insur-
ance, the paid-in-full note, and the sat-
isfaction to the borrower:

It is understood and agreed that the interest
of the United States of America in the prop-
erty insured hereunder ceased as of (Date of
Final Payment), and that the Government
shall have no interest in any loss or damage
to such property occurring thereafter.

(4) Lost or misplaced policies. When an
unexpired insurance policy or other
evidence of insurance is lost or mis-
placed, it will be necessary to obtain a
replacement policy or other evidence of
insurance. The County Supervisor is
authorized to sign a Lost Policy Re-
ceipt on behalf of the FmHA or its suc-
cessor agency under Public Law 103-
354. For FP and section 502 RH loans,
this paragraph applies only during the
period the policy is retained in the
County Office.

(5) Disposition of expired and canceled
policies. An expired or canceled policy
or other evidence of insurance will be
returned to the borrower, unless there
is a loss settlement pending.

(b) Special servicing of insurance. (1)
Vacancy or unoccupancy—tenant occu-
pancy—increased hazard. If the County
Supervisor has knowledge that insured
property is vacant or unoccupied or
that the ownership or occupancy has
changed from owner to tenant, or that
the hazards otherwise are increased, he
will examine the policy to determine
whether the policy permits such condi-
tions. Unless the insurance permits
such conditions, the County Supervisor
will immediately notify the company
or agent in writing. In any case where
there is an additional premium due be-

§1806.4

cause of vacancy, unoccupancy, tenant
occupancy, or other increased hazard,
and upon demand to FmHA or its suc-
cessor agency under Public Law 103-354
from the company or agent because the
borrower cannot, or will not, pay the
additional premium, it may be paid in
accordance with FmHA or its successor
agency under Public Law 103-354 In-
struction 2024-A, to the company or
agent. For FP and section 502 RH bor-
rowers, property insurance will not be
obtained except in cases where an un-
usual and severe hazard exists and in-
surance is necessary to protect the in-
terests of the Government.

(2) Transfer of property. (i) When a
borrower or transferee requests the
consent of FmHA or its successor agen-
cy under Public Law 103-354 to a trans-
fer of the security property which al-
ready has been made, or when the
County Supervisor learns that any
such transfer has been made, he will
immediately inform the transferee
that the mortgage requires the owner
to provide and maintain adequate in-
surance acceptable to, and with loss
payable to, FmHA or its successor
agency under Public Law 103-354 as
mortgagee. The transferee may obtain
a new insurance policy or the trans-
feror may have the insurance company
or agent issue an endorsement to the
current insurance policy changing the
name of the assured to that of the
transferee. If a new insurance policy is
obtained, the old policy or other evi-
dence of insurance will be returned to
the transferor unless there is an unset-
tled loss. If there is an unsettled loss,
the policy or other evidence of insur-
ance will not be returned until the
claim has been settled. The County Su-
pervisor, with the concurrence of the
State Director and the OGC, will notify
the borrower and transferee that ac-
ceptance of the new policy or endorse-
ment will not constitute consent by
the Government to the transfer even
though the Government is protected by
a loss payable clause in such an insur-
ance policy.

(ii) In a transfer with assumption, in-
surance will be required in the same
amount and according to the same pro-
visions as for an initial loan of the
same type.

1157



§1806.5

(3) Voluntary conveyance of property to
the Government and foreclosure. Insur-
ance will not be carried on buildings
which the Government has acquired.
After a foreclosure sale has been held,
or after a deed of conveyance to the
Government in lieu of foreclosure has
been filed for record, insurance will not
be maintained by the Government
(whether or not subject to redemption).

[41 FR 34571, Aug. 16, 1976, as amended at 42
FR 33262, June 30, 1977; 50 FR 39638, Sept. 30,
1985; 54 FR 35869, Aug. 30, 1989; 57 FR 36590,
Aug. 14, 1992]

§1806.5 Losses.

(a) Protecting property. It is the re-
sponsibility of the borrower to imme-
diately notify the County Supervisor
and insurance company or agent of any
loss or damage to insured property and
collect the amount of the loss. When
the County Supervisor learns of a loss
to property which secures an FmHA or
its successor agency under Public Law
103-354 loan, he will:

(1) Check the borrower’s casefile for
an insurance policy or other evidence
of insurance. When a policy or other
evidence of insurance has not been re-
tained by the FmHA or its successor
agency under Public Law 103-354, such
as for FP and section 502 RH borrowers,
the County Supervisor will determine
whether the property was insured and
whether FmHA or its successor agency
under Public Law 103-354 was named as
mortgagee in the insurance policy.

(2) Determine that the borrower has
taken such steps as are necessary to
protect the interest of the FmHA or its
successor agency under Public Law 103—
354 in the security property against
further damage. When serious problems
arise with respect to protecting the
property from further damage, the bor-
rower cannot or will not arrange ade-
quate protection for the property, or
when legal action appears to be nec-
essary, the County Supervisor will ar-
range for emergency protection and
immediately refer the case with com-
plete information to the State Direc-
tor.

(b) Loss covered by insurance. (1) If the
FmHA or its successor agency under
Public Law 103-354 is listed as mort-
gagee in the insurance policy, the
County Supervisor will collect the
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amount of the loss and may consent to
the borrower using funds to repair or
replace damaged or destroyed property
or to apply loss proceeds to his loan ac-
count or to any prior liens that might
exist in the order of their priority.

(2) If the FmHA or its successor agen-
cy under Public Law 103-354 is not list-
ed as mortgagee in the insurance pol-
icy, the County Supervisor will contact
the borrower to determine whether he
has received the loss proceeds. If the
borrower has received the loss proceeds
but not yet paid for improvements to
repair or replace the property, or has
not received the loss proceeds the
County Supervisor will:

(i) Notify the insurance company in
writing of the FmHA or its successor
agency under Public Law 103-354’s in-
terest in the security property and re-
quest that the loss proceeds be made
payable jointly to the FmHA or its suc-
cessor agency under Public Law 103-354
and the borrower.

(ii) Inform the borrower of his re-
sponsibility for repairing or replacing
the damaged or destroyed property or
for authorized disposition of the loss
proceeds as outlined in paragraph (b)(1)
of this section.

(c) Loss drafts—when loan is secured by
a first mortgage. (1) A loss draft which
in the opinion of the County Super-
visor represents a satisfactory adjust-
ment of the loss will be endorsed im-
mediately without recourse and depos-
ited in a supervised bank account to be
used in repairing or replacing the dam-
aged building, except:

(i) Where the amount of the loss is
$1,000 or less and the borrower will use
the funds for repairing or replacing an
essential building, the loss draft may
be endorsed without recourse and given
to the borrower upon satisfactory proof
that the repairs or replacements have
been made, or upon satisfactory assur-
ance that the work will be performed.

(ii) When (A) the essential buildings
are not to be repaired or replaced and
other suitable buildings are not to be
erected, or (B) a balance remains after
all repairs, replacements, and other au-
thorized disbursements have been
made, such insurance funds will be ap-
plied on prior liens or as an extra pay-
ment to the borrower’s loan accounts
secured by the real estate or disposed
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