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RD I nstruction 426.1

REAL PROPERTY | NSURANCE
| Cener al

A Authority. This subpart sets forth the policies and procedures
regardi ng i nsurance requirenments on real property which serves as security for
a debt under the Farm Credit Programs of the Farm Service Agency (FSA) or the
Mul ti-Fam |y Housing Programs of the Rural Housing Service (RHS), herein
referred to as the “Agency”. (Revised 12-23-96, SPECI AL PN.)

B Borrower to furnish insurance. The real estate nortgage executed by
the borrower provides that he will furnish and continually nmaintain and pay
for insurance on buildings situated or constructed on the property with
conpani es, in amounts, and on ternms and conditions satisfactory to the Agency
until the loan is repaid.

C Borrower's sel ection of conpany. The borrower may sel ect the
i nsurance conpany provided that the conpany and insurance policy conply with
all the requirenments set forth in this Instruction.

D Responsi bility. The field staff is responsible for taking al
actions in connection with insurance as nmay be necessary to protect the
security interest of the Agency. Any unusual situation that nmay arise with
respect to obtaining or servicing insurance should be referred to the State
Director or State Executive Director, as appropriate. The Director will refer
any questions of a legal nature to the Ofice of the General Counsel (OCC).
(Revi sed 12-23-96, SPECI AL PN.)

E Use of Form RD 426-1, "Valuation of Buildings." The m ninmum
i nsurance required will be indicated in the appraisal report by the enpl oyee
who nakes the appraisal of property that includes insurable buildings. |In the
case where no real estate appraisal is required or the appraisal report does
not indicate the m ninuminsurance coverage, Form RD 426-1 will be prepared by
the Agency enpl oyee. Reevaluation of the buildings will not be done on
apprai sal reports; however, when new buil dings are constructed or val ues
i ncrease or decrease materially and reevaluation is necessary to properly
reflect the buildings' security interest of the Agency, the Agency enpl oyee
will prepare or revise Form RD 426-1 as appropriate. Changes nmade on an
existing Form RD 426-1 will be dated and initialed. The reason for any
deletion will be noted on the Form (Revised 12-23-96, SPECI AL PN.)

DI STRI BUTI ON:  WSDC Program Operati ons
Real Property
Property | nsurance
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RD I nstruction 426.1

Il COVPANI ES AND POLI CIES: Property insurance policies or other evidence
of insurance will be accepted from borrowers when the requirenents outlined
herein are conplied with fully.

A Conpanies. It is desirable that conpanies be licensed to do
business in the particular State or other jurisdiction where the property is
| ocated, or that they be otherw se authorized by law to transact business
Wi thin such State or other jurisdiction (hereinafter called "State"). If the
required insurance is not available locally at conparable rates from an
i nsurance conpany |icensed or otherw se authorized to do business in the
State, insurance may be accepted from another conpany if (1) the OGC advises
that policies issued by such conpany will not be rendered unenforceabl e by
virtue of the conpany's failure to be licensed or otherw se authorized to
transact business in the State and that the conpany is a legal entity which
may be sued in the State where the insured property is located, and (2) the
State Director determ nes that the conpany is reputable and financially sound.
In meki ng the above determ nations, the State Director will consider al
rel evant avail able information such as that which may be obtained from
financial statenents, Best's Insurance Reports, State insurance authorities,
and ot her landing institutions.

B | nsurance Policies.

1 STANDARD POLICIES. |If a standard fire insurance policy has
been adopted for the State, it should be used unless State statutes
exenpt the conpany fromthe regulations requiring its use. The standard
policy is one containing substantially the same standard provisions
adopted or recommended by | egislative action or by order of the
supervi sory insurance authorities of the State in which the security is
| ocat ed.

2 OTHER POLICIES. To be acceptable, any other insurance
policies, must conformto the requirenents of this Instruction

a "Honeowner's" policies, "Al Physical Loss" policies,
"Broad Form' policies, and other such all-inclusive policies are
acceptable if they otherwi se neet the requirenents of this
I nstruction.

b A builder's risk policy nam ng the borrower as the insured
or a builder's risk endorsenent for a policy issued to the borrower
may be accepted during the period a building is under construction
if the policy otherwise neets the requirenments of this Instruction.
If such a policy or endorsenent does not autonmmtically convert to
full coverage when the building is conpleted, acceptable
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i nsurance must be obtained simnultaneously with the expiration of the

buil der's risk provisions of the policy.

c 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.

d Borrowers eligible for insurance under the Nationa
I nsurance Act of 1968, as anended by the Flood Disaster Act of
will be serviced in accordance with RD Instruction 426. 2.

Fl ood

1973,

3 STATE | NSTRUCTI ONS. If the State Director and the OGC consi der

it advisable, 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

ot her acceptabl e insurance policy forns that are commonly used by
i nsurance conpanies in the State, recogni zing that such information
not all inclusive.

4 Bl NDERS. Whenever there is a justifiable reason for not
i ssuing a policy or endorsement, as required, a witten binder wll

is

be

acceptable for a period not to exceed 60 days fromthe effective date of

the insurance. The witten binder nust have attached thereto the

approved form of nortgage clause. Such a binder will be submitted to the

County Supervisor in lieu of an insurance policy or endorsement and
i nsurance policy or endorsement will be submitted on or before the
expiration date of the binder. The State Director, with the advice

t he

of

the OGC and subject to prior approval of the National Ofice, may issue a
State Instruction authorizing such binders to be accepted for periods

| onger than 60 days.
(Revi sed 8-30-89, PN 116.)

5 SUBM SSION OF POLICIES. (Revised 03-25-91, SPECI AL PN.)

a For Farnmer Program (FP) |oans secured by a first lien, the
original policy or declaration page nust be delivered to the County

Supervisor. The original policy or declaration page will be
returned to the borrower after one year using Form RD
426-4, "Notice of Expiration of Insurance."”

b For Single Fami |y Housing (SFH) | oans secured by a first
lien, the original policy or declaration page nust be delivered to

the cl osi ng agent.

c In cases where an FP or SFH |l oan is secured by other
a first lien and the nortgage clauses include the names of the
nort gagees, a certificate of insurance, copy of the policy, or
evi dence of insurance is acceptable.

d The County Supervisor will process an advance to pay
i nsurance only in strict conpliance with provisions of
paragraph VI of this Instruction.
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6 MASTER SETS. |f the naster sets neet all of the requirenents
of this Instruction they may be accepted in lieu of an original policy
for each The Agency borrower.

a One conplete master set of the different insurance fees
for policies issued by the insurance conpany nust be on file in each
County O fice where the conpany insures property of The Agency

borrowers.
b The "Decl arati on Page" furni shed by the insurance conpany
for each borrower insured, in lieu of a conplete policy, will be

filed in the borrower's case folder. Wen a "Declaration Page" in
the formof a conputer printout is used by an insurance conpany an
endor senent on every policy issued by that conpany or a letter from
that conmpany will be obtained and attached to the printout.

However, a letter signed by an authorized official of the conpany
and addressed to the State Director may cover all policies issued by
that conmpany in the State. Any such endorsenents or letters should
clearly state that the conpany considers the printout to be an
original "Declaration Page." Such endorsenments or letters are not
necessary if the printout itself clearly states that it is an
original "Declaration Page."

C Nane and Location. The policy should contain the nanmes of all of
the borrowers who are owners of the property being insured, and it will be
returned for correction if it does not do so. The location of the property
shoul d be so described in the policy that the property can easily be
identified. The conplete |egal description of the property by netes and
bounds is not required. Any deviation fromthe requirenents of this paragraph
must first be cleared with the National O fice.

(Revi sed 11-29-78, PN 650.)

D Loss or Danmmge Covered. Buildings nmust be insured against |oss or
damage by fire, lightning, windstorm hail, explosion, riot, civil comotion,
aircraft, vehicles, and snoke.

E Ef fective Date of Insurance. |f there are insurable buildings
| ocated on the property, the borrower will arrange with his agent or conpany
to have adequate insurance in force at the time the |oan, assunption, or
credit sale is closed so that the policy will properly insure the borrower and
the nortgagees. Wien new buil dings are erected or mgjor inprovenents are nade
to existing buildings, such insurance will be made effective as of the date
materials are delivered to the property. The County Supervisor will make no

paynments fromloan funds for |abor or naterials until the borrower has
furni shed adequate insurance to protect the interest of the Agency in the
bui | di ngs bei ng erected or inproved.
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F Term The borrower will be required to furnish insurance for a term
of at least one year with evidence that a full year's premumis paid. The
term "prem unf’ as used herein includes any assessnents which nmay be charged to
the borrower. |f the assessnments are of the type inposed only after a | oss
occurs involving property insured by the insurance conpany, then the borrower
nmust present evidence (such as a letter fromthe conpany) that he currently
does not owe any such assessnents. The borrower nay receive a discount for
insuring for a | onger period such as three years or five years and with an
annual premium If the insurance contains an automatic renewal clause, its
provi si on shoul d be substantially the following to be acceptable to The
Agency:

"This policy will be automatically extended for successive terns at
expiration of the original termand of each extension thereof, upon
payment of renewal premunms. It is a condition of this policy that if
the policy expires or is canceled for nonpaynment of prem um or for any
ot her reason, the nortgagee will be given 10 days notice."

G Mort gage Cl ause. The standard nortgage clause adopted by the State
nmust be attached to or printed in the policy, or Form RD 426-2, "Property
I nsurance Mortgage Clause (Wthout Contribution)," nust be attached to or the
provi sions thereof printed in the policy. A letter signed by an authorized
official of an insurance conpany to the State Director, stating that al
i nsurance policies the conpany issues in the State and in which the Agency has
a nortgage interest incorporates all of the provisions of Form RD 426-2 nay be

accepted in lieu of attaching Form RD 426-2 to each policy. |If such a bl anket
letter is used, the Agency will be naned in the | oss payable clause and a
State Instruction will be issued, after prior approval is obtained fromthe

National O fice, authorizing the use of such nethod.

1 If the use of a nortgage clause, other than the standard
nortgage clause (wthout contribution), has been made mandatory by State
| aws or insurance regulations, a State Instruction will be issued, after

prior approval is obtained fromthe National O fice, authorizing the use
of such a form

2 When an approved nortgage clause is printed in the policy a
"Loss Payabl e Cl ause" is acceptable provided the Agency, as nortgagee,
woul d receive paynent in case of |oss even though the conpany woul d not
be liable to the borrower. A "Loss Payable Cl ause" which contains the
statement that the nortgagee is "subject to all terns and conditions of
the policy" is not acceptable.

3 Whenever a new nortgage clause including the interest of the Agency is
i ssued after the policy has been in force, the new nortgage cl ause nust be
signed by an authorized agent or officer of the conpany that issued the

policy. Form RD 426-6, "Transmttal of Property |Insurance Mrtgage Cl ause,

may be used to transmit the nortgage clause to the insurance official
Sheet 3
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4 The Agency and all other nortgagees whose interests are insured
by the policy will be shown either in the nortgage clause or in the
"Decl aration Page" in the order of priority of their nortgages.

a "UNI TED STATES OF AMERI CA (Rural Devel opment or Farm
Service Agency)" will be nanmed in the nortgage clause for direct and
i nsured | oan nortgages nami ng The Agency as nortgagee, whether in
its own right or as trustee under a 2(f) or other agreenent with a
State Rural Rehabilitation Corporation.

b "UNI TED STATES OF AMERI CA (Rural Devel opment or Farm
Servi ce Agency), AS FI RST MORTGAGEE OR AS STATUTORY AGENT AND
| NSURER OF SUCH MORTGAGEE," will be named in the nortgage clause for
i nsured FO nortgages naning the | ender as nortgagee, whether the
nortgage is held by the original or a subsequent |ender or by the
i nsurance fund or by The Agency under a trust agreement or
decl aration of trust.

c If the designation is not identical to that set forth in
paragraph Il G 4 a or b, whichever is applicable, it will be
sufficient if the nortgagee is readily identifiable as Rura
Devel opnent or Farm Service Agency.

H Evi dence of Prem um Paynent.

1 When Form RD 426-2 is attached to or the provisions thereof are
printed in the policy, or a blanket letter froman insurance conpany
i ncorporating the provisions of Form RD 426-2 in all policies in which
the Agency has a nortgagee interest is in effect in accordance with
paragraph Il G no evidence of prem um or assessnment paynent is required
except for the first year of the loan. Wen a subsequent FP or Section
502 RH loan is made to build, buy, or rehabilitate essential buildings,
an endorsenent to the existing policy, including coverage for the
property inproved will be sufficient. (Revised 6-29-77 PN 576)

2 When a nortgage cl ause requires the nortgagee to pay the
premumif the insured does not, the borrower will be required to
furnish, with the policy, proper evidence that the prem um has been paid
for the full termof the policy, unless a State Instruction has been

i ssued in accordance with paragraph Il H 3 or an exception is otherw se
authorized by the National Ofice. The evidence of a prem um paynment may
be (a) a receipt (b) the policy or bill for the prem um stanped "Prem um

Paid," (c) the endorsenent renewi ng or continuing the policy stanped
"Premium Paid," or (d) a letter or statement signed by the agent or

conpany stating that the premi um has been paid. 1In case the policy is
written by an assessnent nutual insurance conpany on an annual assessnent
basi s, proper evidence will acconpany the policy to show that the nost

recent annual assessnment has been paid.

3 In those States in which |aws or regul ations do not permt the
use of Form RD 426-2, the State Director may issue a State Instruction
which sets forth the manner in which prem um paynent will be handl ed.
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I Policy Restrictions.

1 Any insurance on essential buildings as defined in paragraph |1

having restrictions which limt the anount of coll ectable insurance nust
nmeet the Agency requirenents set forth bel ow (except for the clause
descri bed in subparagraph (d) which is never acceptable); otherw se, such
restrictions nust be elimnated or nodified to afford the required
protection.

a Coinsurance Clause. This clause generally provides that in
consideration of a reduced rate, the borrower agrees to maintain

i nsurance on his buildings up to a specified percentage (usually 80
percent) of their value and that the conpany will not be |iable for
a greater proportion of any partial |oss than the anobunt of the

i nsurance bears to the specified percentage of either the

undepreci ated repl acenent value or the depreciated replacenment val ue
(actual cash value) of the buildings at the tinme of the loss. Wen
the buildings are insured for the specified percentage of their

val ue, the conpany, in the event of a partial loss, will be liable
for the full anobunt of the |oss not to exceed the anount of

i nsurance. A coinsurance clause can be accepted only where the
anount of insurance is at |east equal to the specified percentage of
ei ther the undepreci ated repl acenent value or the depreciated

repl acenent val ue (actual cash value). For exanple, an 80 percent
coi nsurance cl ause can be accepted only where the anount of

i nsurance on each insured building is at |east equal to 80 percent
of the appropriate replacenent value of the insured building.

b Three-Fourths' Value Clause. This clause provides that the
liability of the conpany shall be |limted to three-fourths of the
depreci ated repl acement val ue of the buildings covered at the tine
of the loss, not to exceed the anpunt of insurance. This clause may
be accepted if the unpaid bal ance of the loan is not greater than
three-fourths of the depreciated replacenent val ue of the building
and the anmpunt of insurance is at |east equal to the unpaid bal ance
of the loan and any prior liens and no building is insured for nore
than three-fourths of its depreciated replacenent val ue.

¢ Loss Deducti bl e Clause.

(1) For all loans other that RRH, RCH, and LH organizations
this clause generally provides that |oss to each building to
the extent of the Iimtation is not recoverable. The conpany
is liable only for loss to each building in excess of such
limtation stated in the clause. This clause nay be accepted
where the Iimtation does not exceed $150, or one percent of
the insurance coverage which is greater. |n no case, however,
may the limtation on any one buil ding exceed $500. 00.

(Revi sed 6-25-86, PN 14.)
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(2) For RRH, RCH, and LH organization |oans this clause
generally provides that loss to each project to the extent of
the limtation is not recoverable. The conpany is liable only
for loss to each project in excess of such l[imtations stated
in the clause. This clause may be accepted where the
limtati on does not exceed the option shown below that is
chosen by the borrower and agreed to by the Loan Approving
O ficial and properly annotated in the borrower file. The
borrower and The Agency O ficial should consider the economc
i npact to the project when selecting the appropriate option.
(i) Option 1 - Up to one-forth of one percent (0.0025) of
the insurable value. Maxinum deducti bl e $5, 000.

(ii) Option 2 - Up to a maxi mum deducti bl e of $500 on any
project with an insurable value not exceedi ng $200, 000.

(iii) Option 3 - Option 1 may be chosen and increased
above the maxi mum deducti bl e by an anmpunt equivalent to
funds specifically escrowed in the project replacenent
reserve account as an offset to the increased deducti bl e.

(iv) Option 4 - Option 2 nay be chosen and i ncreased
above the maxi mum deducti bl e by an ampunt equivalent to
funds specifically escrowed in the project replacenent
reserve account as an offset to the increased deducti bl e.

(v) The funds used to increase the deductible in Option 3
or Option 4 may be fromproject funds if it does not
create an unsecured financial situation for the project.

Al so, non-project funds nay be used for Option 3 or 4 and
then repaid by withdrawal fromthe project at the rate of
75 percent of the annual insurance prem um savi ngs earned
by the ampunt of escrow deposit, up to the anpunt

deposi ted.

(vi) The funds escrowed to increase the authorized
deductible will be placed in the project reserve account
as an increased amount in and above the anount required by
the Loan Agreenent/Resolution and so annotated in the
borrower's accounting system
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d Three-Fourths' Loss Clause. This clause provides that the
conpany will not pay nore than three-fourths of any | oss, no nore
than three-fourths of the anpbunt of insurance in force. This clause
is never acceptable and nust be elim nated.

e Deferred Loss Payable Clause. This clause provides that, if the
anount payabl e under the policy for any |l oss to any building insured
shall be in excess of a specified portion, (usually 60 percent) of

t he amount of insurance on such building, the conpany will wi thhold
fromits initial [oss paynent any sumin excess of the specified
portion of the anpunt of insurance on such building. If the

bui | di ng sustai ning such loss is repaired or replaced within six
nonths fromthe date of the fire and at or within 300 feet of the
original l|ocation, as described in the policy, the conpany upon
recei pt of evidence to that effect fromthe insured will pay the
full balance withheld fromthe initial paynment, provided the anount
expended in repairing or replacing the building as determ ned under
the terms of the policy. Failure to repair or replace any insured
building within the tinme and manner provided will constitute
acceptance of the initial paynent as full and final settlenent under
the policy with respect to the loss. This clause may be accepted if
the amount of insurance is for the full depreciated repl acenent

val ue (actual cash value) of the building and the unpaid bal ance of
the I oan and any prior lien(s) is not greater than the initial |oss
payment made by the conpany.

f Construction Specification and Use Conditions. |If the insurance
policy contains clauses which specify certain standards of
construction or prescribes certain uses of the property for the

i nsurance to be valid, the policy is acceptable only if the property
meets such specifications or conditions at the tinme of acceptance.
For exanple, if the policy provides that the chi mey be constructed
of a certain type of material, the County Supervisor should be
assured that the required material has been used, or if the policy
provi des that farmi ng operations are not carried out on the prenises
he shoul d be assured that this condition is net.

2 Policies generally will not be accepted if, under the terns of the
policies or local laws, contributions or assessnents may be made agai nst
the The Agency; however, policies which inpose assessnments on the

borrower may be accepted only if the Agency nortgage will be recorded
prior to any failure of the borrower to pay any such assessnents.
Policies also will not be accepted if, by their terns or other

conditions, |loss paynents are contingent upon collective action by the
Board of Directors, or the stockhol ders, or the nenbers.

Sheet 4A
(Added 6-25-86, PN 14)



RD I nstruction 426.1
Il (Cont.)

J. Bui | di ngs on Leaseholds. The policy will indicate that the insured
is the | essee or tenant and not the owner of the buildings securing the Agency
|l oan; or, if he is the owner of the building on the | eased |and, the policy
will indicate that the insured is the owner of the building, but not of the
land. State Directors, with the advice of the OGC will issue State
Instructions to neet any other special requirenents needed to conformwith the
i nsurance requirenents of the State to enabl e | easehol ders to obtain property
i nsurance for buildings which are security for The Agency | oans.

111 COVERACGE REQUI REMENTS: The County Supervi sor should encourage the
borrower for his own protection to insure for their depreciated repl acenent
val ue (actual cash value) all essential buildings. Essential buildings

i nclude the dwelling and any other buildings that are necessary for the
operation of the property or that provide incone to assure orderly repaynent

of the loan. |If insurance is for Iess than the depreciated replacenment val ue
of all essential buildings, the County Supervisor will see that the coverage
is obtained on one or nore of the nobst essential buildings. The mninum
anount of coverage will be furnished as prescribed bel ow
A Loans Secured by a First Lien.
1 When the unpai d bal ance of the Agency |oan secured by a first

lien is equal to or greater than the depreciated repl acenment val ue of the
essential buildings, or the cost of adequate essential buildings which
can be constructed for anounts |ess than the depreciated repl acenent

val ue of the existing buildings, the essential buildings will be insured,
to the nearest nmultiple of insurance that is available, for the | esser of
(a) their depreciated replacenent value, or (b) the cost of constructing
adequate essential buildings. For exanple, if insurance is available in
only multiples of $1,000, the mnimuminsurance required on an essentia
bui | di ng val ued at $6, 600 woul d be $7,000, and that required on an
essential building valued at $6,400 woul d be $6, 000.

2 When the unpai d bal ance of the loan is |l ess than the sum of the
depreci ated repl acenent val ue of the essential buildings to be insured,
the total amount of insurance nmust be at |east equal to the |esser of (a)
t he unpai d bal ance of the | oan, or (b) the cost of adequate essentia
bui | di ngs whi ch can be constructed for anpunts |ess than the depreciated
repl acenent val ue of the existing buildings to be insured.

Sheet 5
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11 A (Cont.)
3 When, by the use of |oan funds or otherw se, buildings are
erected or substantial inprovenents are nmade to essential buildings, the
anount of insurance will be adjusted in accordance with paragraph Il A1l

or 2, whichever is applicable.

B Loans Secured by Other Than First Liens. The anmpbunt of insurance on
buil dings in the case of The Agency | oans secured by other than a first lien
will be the sanme as required in paragraph Il A, wth the understandi ng that
t he unpai d bal ance of the loan will be deenmed for this purpose to be the

anount of the total real estate nortgage indebtedness owed all prior
nort gagees naned in the nortgage clause, plus the debt to the Agency which is
secured by real estate nortgage.

C Exception of Buildings from | nsurance.
1 I nsurance will not be required on a building:
a That is not essential
b In such a state of disrepair that the cost of insurance

woul d be prohibitive.

c VWi ch has a depreciated repl acement val ue of $2,500 or
| ess.

d Which is being or has been repaired with a Section 504
| oan of $7,500 or less. Families receiving Section 504 |oans should
be encouraged but not required to carry insurance on their hone.
(Revi sed 03-25-91, SPECI AL PN.)

e On LH security property which was not built or repaired
with The Agency | oan funds provided that the State Director
deternmines that the | and and ot her structures adequately secure the
The Agency | oan and any prior liens.

f On which the hazards are so slight because of the
character and construction of the building, or the cost of the
i nsurance is so high in conparison with the value of the building
that, according to comon standards of judgnent, it should not be
i nsured, including but not limted to windnmlls, silos, and fire-
cured tobacco barns.

2 In cases where the unpaid bal ance of the Agency | oans and any
prior liens have been reduced to $2,500 or |ess, property insurance need
not be required if the borrower wants to discontinue it, provided the
County Supervisor determnes that the value of the |and security itself
is sufficient to protect the Agency in its collection of the amunt of
t he outstandi ng i ndebt edness.
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3 If insurance for windstormand hail to neet all The Agency
requi renents is not available in a hurricane area, the County Supervisor
may accept fromthe borrower or applicant the w ndstorm and hai
i nsurance policy that nost nearly conforns to The Agency requirenents.

If such an exception is nmade, the situation should be fully docunented in
the borrower's case file. However, if the best insurance policy a
borrower or applicant can obtain at the tine he receives a | oan contains
a | oss deductible clause for wi ndstorm and hail danmage exceedi ng $250 or
10 percent of the actual cash value of the buil dings, whichever anount is
greater, the insurance policy, with an explanation of the reasons why
nore adequate insurance is not available will be submitted to the State
Office for prior approval.

Sheet 5A
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IV EXAM NI NG AND GENERAL SERVI Cl NG OF | NSURANCE

A Exam nati on by County O fice of Policies, Endorsenents, Binders, and
Ot her Evidence of Insurance. Upon receipt in the County Ofice of a policy,
endor senent, binder, or other evidence of insurance, submitted by a borrower,
it will be exam ned pronptly for conpliance with the requirements of this
Instruction. |If the evidence of insurance is found to be acceptable, it wll
be placed in the borrower's case folder

1 UNACCEPTABLE POLI CI ES.

a When the borrower furnishes any policy or other evidence
of insurance which does not neet the requirements of this
I nstruction, such policy or other evidence of insurance will be

returned to the borrower with the reasons why it is nor acceptable.

b If the borrower does not furnish acceptabl e insurance by
the date the previous policy expired or was cancell ed, the County
Supervisor will proceed as provided in paragraph VI.

2 EXPI RATI ON RECORDS AND NOTI CES. After the insurance has been
accepted, the expiration date will be inserted on Form RD 1905-1,
"Managenent System Card - Individual," or Form 1905-5, "Managenent System
Card - Individual (Rural Housing Only)," or Form RD 1905-10, "Managenent
System Card - Association or Organization," or Form RD 1905-12, "Monthly
Expirations," as provided in RD Instruction 1905-A for servicing the
renewal of the insurance. (Revised 8-30-89, PN 116)

a In cases other than those involving FP or Section 502 RH
borrowers, the County Supervisor will notify the borrower of the
expiration of his insurance at |east 30 days in advance of such
expiration unless he has received witten evidence that the
i nsurance has been renewed.

(Revi sed 8-30-89, PN 116)

b FP and Section 502 RH borrowers will be informed, during
the tenth nonth after the date of |oan closing of their
responsibility to carry insurance. Form RD 426-4 will be sent to

those borrowers, regardl ess of whether there is evidence that the
i nsurance has been renewed. Thereafter the County Supervisor will
not be required to further determ ne whether the borrower has
adequat el y mai ntai ned i nsurance; however, if a further notice of
expiration is received in the County Ofice, the County Supervisor
will again notify the borrower by using Form RD 426-4 of his
responsibility. (Revised 6-29-77 - PN 576.)

3 RELEASE OF MORTGACGE | NTEREST. When the borrower's | oan has
been paid in full and the satisfaction or rel ease of the
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nort gage has been executed, the County Supervisor or his delegate will
execute the follow ng Rel ease of Mdrtgage Interest on the nortgage cl ause
attached to the policy or other evidence of insurance and transmt it
with the policy or other evidence of insurance, the paid-in-full note,
and the satisfaction to the borrower:

"It is understood and agreed that the interest of the United States
of America in the property insured hereunder ceased as of (Date of
Fi nal Paynent), and that the Governnent shall have no interest In
any loss or damage to such property occurring thereafter."

4 LOST OR M SPLACED PQOLI CI ES. When an unexpired insurance
policy or other evidence of insurance is lost or msplaced, it will be
necessary to obtain a replacenment policy or other evidence of insurance.
The County Supervisor is authorized to sign a lost Policy Receipt on
behal f of the Agency. For FP and Sec. 502 RH | oans, this paragraph
applies only during the period the policy is retained in the County
Ofice.

5 DI SPOSI TI ON OF EXPI RED AND CANCELLED POLICIES. An expired or
cancel l ed policy or other evidence of insurance will be returned to the
borrower, unless (1) there is a | oss settlenent pending.

B Speci al Servicing of |Insurance.

1 VACANCY OR UNOCCUPANCY - TENANT OCCUPANCY - | NCREASED HAZARD.
If the County Supervisor has know edge that insured property is vacant or
unoccupi ed or that the hazards otherwi se are increased, he will exani ne
the policy to determ ne whether the policy permts such conditions.
Unl ess the insurance permts such conditions, the County Supervisor wll
i medi ately notify the conpany or agent in witing. |In any case where
there is an additional prem um due because of vacancy, unoccupancy,
t enant occupancy, or other increased hazard, and upon demand to The
Agency fromthe company or agent because the borrower cannot, or wll
not, pay the additional premum it my be paid in accordance with RD
Instruction 2024-A, to the conpany or agent. For FP and Section 502 RH
borrowers, property insurance will not be obtained except in cases where
an unusual and severe hazard exists and insurance is necessary to protect
the interests of the CGovernnent. (Revised 08-13-92, SPECIAL PN.)

2 TRANSFER OF PROPERTY.

a When a borrower or transferee requests the consent of The
Agency to a transfer the security property which al ready has been
made, or when the County Supervisor |earns that any such transfer
has been made, he will imrediately inform the transferee that the
nort gage requires the owner to provide and mai ntain adequate
i nsurance acceptable to, and with | oss payable to, The Agency as
nort gagee. The transferee may obtain a new insurance policy or the
transferor may have the insurance conpany or agent issue an
endorsenent to the current insurance policy changing the nane of the
assured to that of the transferee. |If a new insurance policy is
obt ai ned, the old
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policy or other evidence of insurance will be returned to the
transferor unless there is an unsettled loss. |If there is an
unsettled | oss, the policy or other evidence of insurance will not

be returned until the claimhas been settled. The County
Supervisor, with the concurrence of the State Director and the OGCC,
will notify the borrower and transferee that acceptance of the new
policy or endorsenent will not constitute consent by the Governnent
to the transfer even though the Governnment is protected by a | oss
payabl e clause in such an insurance policy.

b In a transfer with assunption, insurance will be required
in the sane anobunt and according to the sane provisions as for an
initial |oan of the sanme type. (Revised 10-30-85, SPECI AL PN.)

3 VOLUNTARY CONVEYANCE OF PROPERTY TO THE GOVERNMENT AND
FORECLOSURE. |Insurance 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 maintai ned by the Governnent
(whet her or not subject to redenption).

\Y Losses.

A Protecting Property. It is the responsibility of the borrower to
i mredi ately notify the County Supervisor and insurance conpany or agents of
any loss or damage to insured property and col |l ect the amount of the | oss.
When the County Supervisor learns of a |loss to property which secures an The
Agency | oan, he wll:

1 Check the borrower's casefile for an insurance policy or other
evi dence of insurance. When a policy or other evidence of insurance has
not been retained by the Agency, such as for FP and Section 502 RH
borrowers, the County Supervisor wll|l determ ne whether the property was
i nsured and whet her The Agency was named as nortgagee in the insurance

policy.

2 Determ ne that the borrower bas taken such steps as are
necessary to protect the interest of the Agency in the security property
agai nst further damage. When serious problens arise with respect to
protecting the property fromfurther damage, the borrower cannot or will
not arrange adequate protection for the property, or when |legal action
appears to be necessary, the County Supervisor will arrange for emergency
protection and i Mmedi ately refer the case with conplete information to
the State Director.
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B Loss Covered by | nsurance.
1 If the Agency is listed as nortgagee in the insurance policy,
the County Supervisor will collect the ambunt of the | oss and nay consent

to the borrower using the funds to repair or replace danaged or destroyed
property or to apply the | oss proceeds to his |oan account or to any
prior liens that might exist in the order of their priority.

2 If the The Agency is not |isted as nortgagee in the insurance
policy, the County Supervisor will contact the borrower to determ ne
whet her he has received the |oss proceeds. |If the borrower has received

the | oss proceeds but not yet paid for inprovenments to repair or replace
the property, or has not received the | oss proceeds the County Supervisor
will:

a Notify the insurance conpany in witing of the Agency's
interest in the security property and request that the | oss proceeds
be made payable jointly to the Agency and the borrower.

b Informthe borrower of his responsibility for repairing or
repl aci ng the damaged or destroyed property or for authorized
di sposition of the | oss proceeds as outlined in paragraph V B 1.

3 Loss Drafts - Wihen Loan is Secured by a First Mortgage.

a A loss draft which in the opinion of the County Supervisor
represents a satisfactory adjustnent of the loss will be endorsed
i medi ately wi thout recourse (see RD Instruction 1951-B) and
deposited in a supervised bank account to be used in repairing or
repl aci ng the damaged buil di ng, except: (Revised 6-20-79, PN 679)

(1) When the anpunt 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 wi thout
recourse and given to the borrower upon satisfactory proof that
the repairs or replacenents have been nmade, or upon
satisfactory assurance that the work will be perforned.

(2) When (1) the essential buildings are not to be
repaired or replaced and other suitable buildings are not to be
erected, or (2) a balance renmins after all repairs,
repl acenents, and ot her authorized di sbursenents have been
made, such insurance funds will be applied on prior liens or as
an extra paynent to the borrower's |oan accounts secured by the
real estate or disposed of in accordance with the genera
principles applicable to the use of proceeds fromthe sale of a
part of the security contained in applicable security servicing
regul ations for the type | oan involved. (Revised 10-30-85,
SPECI AL PN.)
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Mor t gage.

(8-11-76)

prior
3.

(3) An insurance paynment for |oss or damage to a
nonessential building the borrower voluntarily insured will be
(1) applied on prior liens, or to current delinquencies to The
Agency or as an extra paynment on the borrower's | oan accounts
secured by real estate, (2) disposed of as authorized by the
State Director in accordance with the general principles
applicable to the use of proceeds fromthe sale of a part of
the security contained in applicable security servicing
regul ations for the type | oan involved; or (3) used for other
pur poses as authorized by the State Director if the loan is
adequately secured and the | oan account is current. (Revised
10- 30- 85, SPECI AL PN.)

(4) Wen the indebtedness secured by the insured property
has been paid in full or the draft is in Paynent for |oss of
property on which the Agency has no claim a loss draft which
i ncludes the Agency as a joint payee nmay be endorsed wi thout
recourse and delivered to the borrower.

Loss Drafts - When Loan is Secured by O her than First

a When the |l oss draft does not include the interest of a
nortgagee, it will be processed as provided in paragraph V B
b When the loss draft includes the interest of a prior

nort gagee, the County Supervisor is authorized to endorse and
process the draft as foll ows:

(1) When the prior nortgagee will permt the use of such
|l oss funds to repair or replace the danaged buil ding, the draft
may be endorsed wi thout recourse upon satisfactory proof that
the repairs or replacenents have been nade or upon satisfactory
assurance that the work will be perforned.

(2) When the anount of the draft does not exceed the
anount of the indebtedness then secured by the prior nortgage
as stated in witing by the holder of the prior nortgage, and
the hol der of the prior nortgage has agreed in a witten
statement to the County Supervisor that he will apply such
funds as a paynent on the borrower's prior nortgage
i ndebt edness, the draft may be endorsed wi thout recourse.

(3) Wen the amobunt of the draft exceeds the anount of
t he i ndebt edness then secured by the prior nortgage, as stated
in witing by the holder, and he has agreed in witing to pay
such indebtedness fromthe |oss funds, the draft wll be
endorsed without recourse only after all parties named as
payees in the draft have signed an agreenent to deliver the
draft "in escrow' to a bank acceptable to the naned parties.
The agreenment will specify the manner in which the funds wll
be di sbursed by the bank, as escrow agent, to the severa
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nort gagees naned in the draft. After the |oss funds have been

collected by the bank, it will issue cashier's checks in the
manner prescribed in the escrow agreenent (see Exhibit A for
suggested form. If this procedure is found to be inpractica

in an individual instance, the State Director may authorize an
alternative nmethod for disbursing the | oss funds to protect the
Governnment's financial interest.

(4) Drafts which have been endorsed by all other payees
will be endorsed i medi ately without recourse. Such drafts or
other loss funds will be processed in accordance with the
nmet hods descri bed in paragraph V B 3.

5 Servicing I nsurance Losses Under Special Circunstances.

a FORECLOSURES AND VOLUNTARY CONVEYANCES. Losses on
properties in process of foreclosure or voluntary conveyance will be
handl ed with the advice of the OGC. |f the necessary cooperation of
t he borrower cannot be obtained, the State Director, with the advice
of the OGC, will determ ne the proper action to be taken. To the
extent feasible froma legal and practical standpoint, all |oss
paynments shoul d be received for a danaged or destroyed buil di ng and
applied on the borrower's real estate indebtedness before title to
the property is taken by the Governnent through forecl osure sale,
vol untary conveyance, or otherw se, unless absol ute assi gnnment has
been made by the borrower to the Governnment of all |oss funds due
fromthe i nsurance conpany.

b SUBROGATI ON AGREEMENTS. When a conpany cl ai ns
nonliability to the borrower and subrogation to the rights of the
Agency, the County Supervisor will forward a full report of the
facts in the case to the State Director. The State Director wll,
upon advice from OGC, instruct the County Supervisor regarding
further action to be taken.

6 Repairs and Repl acenents. Wen any | oss paynents have been
deposited in a supervised bank account, all repairs and repl acenments done
by or under the direction of the borrower, or by contract, will be

pl anned, perforned, inspected, and paid for in the sane manner as
i mprovenents financed with | oan funds.

7 Conpl eting Adjustnment. The borrower nust conplete the
adj ustment of the loss with the conpany or its authorized
representatives. The County Supervisor, upon request of the borrower may
consult with the borrower regarding the | oss adjustnent, but will not
enter into negotiations with insurance adjusters or conpany
representatives relative to the adjustnent or settlement of |osses on
borrower property, or make any comm tnments, or sign any forns in
connection with the adjustnent of the |Ioss. The Agency will not waive
any rights which it may have agai nst the conpany except when the
borrower's account or the Agency cl ai mhas been paid-in-full
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a The County Supervisor will maintain a proper followp on
all losses until satisfactory settlenment has been nade by the
conpany.

b When the County Supervisor has evidence that the
adj ust rent agreed to by the borrower is significantly less than the
anount of damage to which the borrower is entitled under the terms
of the policy, the | oss draft acconpanied by a report will be sent
to the State Director so that he/she nay reopen the adjustnent, if
he/ she considers it is in the interest of the Rural Devel opnent to
do so.

c When it appears evident that the amount of the loss is
$1,000 or less, the County Supervisor may rely on estimates of
contractors, building supply firns, reliable carpenters, or other
evi dence rather than personal inspection in determ ning whether the
adj ustnent is equitable and the Governnent's interest is protected.

8 Rei nstatenent After Loss. |n cases where insurance in the
anount of the loss is not reinstated automatically by the provisions of
the policy, it will be the responsibility of the County Supervisor to
have the borrower reinstate as nmuch of the insurance as nmay be necessary
to fulfill the requirenents of the Rural Devel oprment.

C Losses not Covered by Insurance. Wen a | oss occurs and i nsurance
is not in force, the County Supervisor wll:

1 Informthe borrower that he has violated the security
i nstrument by not providing insurance coverage and that it is his
responsibility to make the needed repl acenents or repairs.

2 If the borrower is unable or unwilling to nmake needed repairs
or replacenments fromhis own resources, the County Supervisor wll subnit
conplete information to the Rural Devel opnent official authorized to
deternmi ne whether Rural Devel oprment will or will not continue with the
| oan. The County Supervisor's report will include recomendati ons on the
following itens:

a The advisability and possibility of making a subsequent
| oan to pay for needed repairs.

b Subordi nation of the Rural Devel opnent real estate lien to
permt the borrower to obtain funds for needed repairs from anot her
sour ce.

Sheet 9

(Revi sion 2)
(08-11-76) SPECI AL PN



RD I nstruction 426.1
V C (Cont.)

c The possibility of the borrower obtaining funds secured by
a junior lien from anot her source.

d Whet her an advance is needed to protect the Governnent's
interest in the property.

3 If the loan will not be continued with the borrower, it nust be
serviced in accordance with the applicable Instructions.

4 If the borrower has inproperly disposed of |oss proceeds, the
County Supervisor will refer the case with conplete information and
recomendations to the State Director. The State Director will consult

t he Regi onal Attorney when necessary and advi se the County Supervisor as
to appropriate servicing actions.

\ FAI LURE OF BORROVWER TO PROVI DE | NSURANCE: When a borrower fails to
provi de and nmi ntain property insurance which neets the requirenents set forth
in paragraph Il of this Instruction, every effort will be nmade to have the
borrower provide coverage acceptable to Rural Developrment. It will be

enphasi zed that under the ternms of the security instrunment, it is the
borrower's responsibility to provide and mai ntain proper insurance coverage.
Exi sting borrowers required to escrow will be notified by letter at |east 90
days prior to initiating escrowing for insurance. Failure to provide

i nsurance is a nonmonetary default and will be a consideration in determning
if the loan is to be continued. For FP or SFH borrowers not required to
escrow, the County Supervisor will obtain insurance coverage and voucher for
the insurance premiumonly in cases where: (1) an unusual and severe hazard,
such as recurring fires or unstable ground conditions, exists, or (2) an SFH
borrower on a noratoriumis unable to pay the insurance prem um and the
borrower requests that Rural Devel opnent pay the premium For SFH borrowers
required to escrow, force placed insurance will be obtained if the borrower
fails to provide acceptable insurance. Borrowers being phased into escrow
will be given at |east 30 days to obtain coverage, after which force placed

i nsurance will be obtained. |If the escrow account contains insufficient funds
to pay the insurance when due, the County Supervisor will request the borrower
to pay an ampunt equal to the difference between the prem um due and the
escrow balance in a lunp sumwi thin 30 days after notification. |If the
borrower fails to remt the ampbunt requested, the anpunt will be advanced and
charged to the borrower's account as a recoverable cost. The anortization
period for an advance due to an escrow shortage will be one year. Insurance
coverage shall be provided continuously unless the property is acquired by
Rural Devel opnent. The cost of obtaining such a policy shall be advanced and
charged to the borrower's account as a recoverable cost. Anortization of the

charge will be handled in accordance with 7 CFR part 3550. |[If a borrower
i ndebted for other than an FP or SFH loan fails to provide acceptable
i nsurance, the Servicing Oficial will take the follow ng action: (Revised

01-23-03, SPECIAL PN.)
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A

Expi red Polici es.

1 The County Supervisor will request the insurance agency or broker who
i ssued the expired policy to issue a new policy which is acceptable to the
Rural Devel opnent.

(8-11-76)

a The new policy will be effective as of the date of the
County Supervisor's contact with the insurance agency or broker or
as soon thereafter as possible, and will be for a term of one year.
If State insurance regulations require a longer term the State
Director will issue a State Instruction authorizing County
Supervisors to obtain policies for the m ninmum period pernitted by
State insurance regul ati ons.

b The Rural Devel opnent will be shown in the | oss payable
clause and in the nortgage clause in the proper order of priority.

c I nsurance coverage on each building usually will be the
same as shown on the expired policy if it nmeets or exceeds Rura
Devel opnent requirenents. |f the coverage shown on the expired

policy does not neet Rural Devel opnent requirenents, proper coverage
wi || be obtained.

d The County Supervisor will, if possible, have an autonmmtic
renewal provision included in the policy.
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2 If the borrower refuses to pay the insurance premiumwth his
own funds or arrange with the agent for subsequent paynent by prem um
note or otherw se, the County Supervisor will pay the anount of the
i nsurance prem umin accordance with RD Instruction 2024-A. The anount
of the prem um paynent will be charged to the borrower's The Agency
account with the highest lien priority as a recoverable cost item
(Revi sed 08-13-92, SPECI AL PN.)

3 If the insurance agency or broker who issued the expired policy
refuses to issue a new policy, the County Supervisor will have the
borrower designate in witing another insurance agency or broker from
whom t he i nsurance can be obtai ned.

4 After the County Supervisor and the borrower exhaust al
efforts to obtain acceptable insurance, the County Supervisor will
request advice fromthe State O fice as to conpani es issuing acceptable
policies in the State and from which the borrower nmight be able to obtain
an acceptable policy. |If the borrower still cannot obtain an acceptable
policy fromany such conpany, and the determ nati on has been nade to
continue with the borrower, the County Supervisor will tenporarily accept
fromthe borrower the avail able i nsurance policy The Agency determ nes
nost nearly confornms to the requirenents of paragraph Il. (Revised 10-
30- 85, SPECI AL PN.)

a In meking this determnation, the follow ng deficiencies
beconme nore objectionable in the order from (1) to (5) bel ow

(1) A policy witten for an initial termof |ess than one
year.

(2) A policy which will insure the npbst essentia
buil dings but will not cover all essential buildings.

(3) A policy which covers major risks such as fire and
i ghtning, but does not include one or nore of the other risks
specified in paragraph Il D

(4) A policy for a | esser anpunt of insurance than is
requi red by paragraph I11.

(5 A policy that is issued by a conpany which is not
licensed to do business in the State or otherw se does not neet
t he requirements of paragraph I11.

b VWenever adequate insurance becones avail able, the County
Supervisor will require the borrower to deliver to the County Ofice
an acceptabl e insurance policy. The tenporary policy will be
returned to the borrower for Cancellation after all |osses clained
under the policy have been settl ed.
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c If the borrower is unable to furnish a property insurance
policy of any kind, he is still responsible for the debt in the
event of | oss.

d If the County Supervisor accepts an inadequate insurance
policy under these conditions or the borrower fails to furnish any
i nsurance policy, the County Supervisor will include in his report
to the State Director an explanation of the efforts he and the
borrower nmade to obtain acceptable i nsurance and his justification
for accepting an inadequate policy, or for not obtaining an
i nsurance policy of any kind.

B | nsurance Cancel ed for Reasons Ot her Than Nonpaynent of | nsurance

Prem um

1 The County Supervisor, inmmediately upon receipt of a 10-day
notice of cancellation for a policy, will urge the borrower to provide
accept abl e i nsurance.

2 If the borrower fails to provide acceptabl e insurance before
the cancellation is effective, the County Supervisor will contact the
i nsurance agency or broker who issued the insurance policy to deternine
the reasons for cancellation and, if possible, have the policy
rei nst at ed.

3 If the insurance conpany will not reinstate the policy, the
County Supervisor will attenpt to obtain an acceptable insurance policy
from anot her agency or broker in accordance with the provisions of
par agraph VI A

C | nsurance Cancel ed for Nonpaynent of Prem um
1 The County Supervisor, inmediately upon receiving a 10-day
cancel lation notice for a policy, will, if possible, contact the borrower

in an effort to have him pay the insurance prem umfromhis own funds or
arrange with the agent for subsequent paynent by prem um note, or
ot herwi se.

2 If the borrower does not pay or arrange to pay the prem um
before the policy cancellation is effective, the County Supervisor wll,
before the cancell ation becones effective, notify the insurance conpany
or broker by certified mail, (return receipt requested), that the The
Agency as nortgagee (or trustee) will pay the prem umfor one year to
continue the policy in effect for that period. The County Supervisor
will, in accordance with RD Instruction 2024-A, pay the amunt of the
premium for a period of one year. The anpunt of the premumw || be
charged to the borrower's | oan account as a recoverable cost item
(Revi sed 08-13-92, SPECI AL PN.)



RD I nstruction 426.1

Vi

C (Cont.)

3 If a property insurance nortgage clause other than Form RD 42602
is used in connection with the policy and the insurance conpany or broker
refuses to accept paynent fromthe Agency in this manner to reinstate or
continue the policy, the County Supervisor will attenpt to obtain an
acceptabl e i nsurance policy from another insurance conpany or broker in
accordance with the provisions of paragraph VI A

Attachnent: Exhibit A

0Qo
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ESCROW AGREEMENT
REAL PROPERTY | NSURANCE

Dat e
(Nanme of Bank)
(City or Town)
(State)
Gent | erren:
Attached is Draft No. , for &___ , issued by the __
I nsurance Conpany in paynent of
____________ | oss whi ch damaged the buil dings on the farm of ,
of County, State of

This draft has been endorsed by the undersigned payees who request that you
col l ect these funds and issue cashier's checks to the foll owi ng payees for the
foll owi ng anount s:

, First Mortgagee $

, Second Mrtgagee $

, Third Mortgagee $

The bal ance only, if any, will be paid to , the
owner of the property.

First Mortgagee

Second Mort gagee

Third Mrtgagee

Owner
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