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final EIS. RUS and the applicant shall 
have separate notices published advis-
ing of RUS adoption of the EIS and 
independent determination of its ade-
quacy. 

(c) If the adopted EIS is generally 
available and meets RUS standards, 
RUS shall have a public notice pub-
lished informing the public of its ac-
tion and availability of the EIS to in-
terested parties upon request. If the 
adopted EIS is not generally available, 
RUS shall have a public notice pub-
lished informing the public of its ac-
tion and will circulate copies of the 
EIS in accordance with 40 CFR 1502.19 
and 40 CFR 1506.3. 

§ 1794.73 Timing of agency action. 
Where RUS has adopted another 

agency’s environmental documents, 

the timing of the action shall be sub-
ject to the same requirements as if 
RUS had prepared the required EA or 
EIS. 

§ 1794.74 Incorporation of environ-
mental materials. 

RUS may incorporate into its envi-
ronmental documents, environmental 
documents or portions thereof prepared 
by state, or local agencies or other par-
ties for purposes other than compliance 
with the requirements of NEPA. RUS 
will circulate the incorporated docu-
ments as a part of its EA or draft and 
final EIS in the same manner as if pre-
pared by RUS. 

§ 1794.75–1794.79 [Reserved] 
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CHAPTER XVIII—RURAL HOUSING SERVICE, 
RURAL BUSINESS-COOPERATIVE SERVICE, 

RURAL UTILITIES SERVICE, AND FARM SERVICE 
AGENCY, DEPARTMENT OF AGRICULTURE 

EDITORIAL NOTE: Nomenclature changes to chapter XVIII appear at 61 FR 1109, Jan. 16, 1996, 
and 61 FR 2899, Jan. 30, 1996. 
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SUBCHAPTER G—MISCELLANEOUS REGULATIONS 
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SUBCHAPTER A—GENERAL REGULATIONS 

PART 1804 [RESERVED] 

PART 1806—INSURANCE 

Subpart A—Real Property Insurance 

Sec. 
1806.1 General. 
1806.2 Companies and policies. 
1808.3 Coverage requirements. 
1806.4 Examining and general servicing of 

insurance. 
1806.5 Losses. 
1806.6 Failure of borrower to provide insur-

ance. 

EXHIBIT A TO SUBPART A—ESCROW AGREE-
MENT REAL PROPERTY INSURANCE 

Subpart B—National Flood Insurance 

1806.21 General. 
1806.22 Areas of responsibility. 
1806.23 Definitions. 
1806.24 Eligibility. 
1806.25 Conditions. 
1806.26 Coverage and premium rates. 
1806.27 Acceptable policies and servicing. 
1806.28 Borrowers required to escrow. 

EXHIBIT A TO SUBPART B—COVERAGE AND 
PREMIUM RATES 

EXHIBIT B TO SUBPART B—SERVICING COM-
PANY 

AUTHORITY: 5 U.S.C. 301; 7 U.S.C. 1989; 42 
U.S.C. 1480. 

Subpart A—Real Property 
Insurance 

AUTHORITY: 7 U.S.C. 1989; 42 U.S.C. 1480; 42 
U.S.C. 2942; 5 U.S.C. 301; delegation of au-
thority by the Sec. of Agri., 7 CFR 2.23; dele-
gation of authority by the Asst. Sec. for 
Rural Development, 7 CFR 2.70; delegations 
of authority by Dir., OEO 29 FR 14764, 33 FR 
9850. 

§ 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 (OGC). 

(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 

VerDate Aug<04>2004 18:45 Jan 23, 2005 Jkt 205022 PO 00000 Frm 01185 Fmt 8010 Sfmt 8010 Y:\SGML\205022T.XXX 205022T



1186 

7 CFR Ch. XVIII (1–1–05 Edition) § 1806.2 

an existing Form FmHA or its suc-
cessor agency under Public Law 103–354 
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. 

(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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to prior approval of the National Of-
fice, may issue a State Instruction au-
thorizing such binders to be accepted 
for periods longer than 60 days. 

(5) Submission of Policies. (i) For 
Farmer Program (FP) loans secured by 
a first lien, the original policy or dec-
laration page must be delivered to the 
County Supervisor. The original policy 
or declaration page will be returned to 
the borrower after one year using Form 
FmHA or its successor agency under 
Public Law 103–354 426–4, ‘‘Notice of Ex-
piration of Insurance.’’ 

(ii) For Single Family Housing (SFH) 
loans secured by a first lien, the origi-
nal policy or declaration page must be 
delivered to the closing agent. 

(iii) In cases where an FP or SFH 
loan is secured by other than a first 
lien and the mortgage clauses include 
the names of the prior mortgagees, a 
certificate of insurance, copy of the 
policy, or other evidence of insurance 
is acceptable. 

(iv) The County Supervisor will proc-
ess an advance to pay for insurance 
only in strict compliance with provi-
sions of § 1806.6 of this subpart. 

(6) Master sets. If the master sets 
meet all of the requirements of this In-
struction they may be accepted in lieu 
of an original policy for each FmHA or 
its successor agency under Public Law 
103–354 borrower. 

(i) One complete master set of the 
different insurance forms for policies 
issued by the insurance company must 
be on file in each County Office where 
the company insures property of FmHA 
or its successor agency under Public 
Law 103–354 borrowers. 

(ii) The ‘‘Declaration Page’’ fur-
nished by the insurance company for 
each borrower insured, in lieu of a com-
plete policy, will be filed in the bor-
rower’s case folder. When a ‘‘Declara-
tion Page’’ in the form of a computer 
printout is used by an insurance com-
pany an endorsement on every policy 
issued by that company or a letter 
from that company will be obtained 
and attached to the printout. However, 
a letter signed by an authorized official 
of the company and addressed to the 
State Director may cover all policies 
issued by that company in the State. 
Any such endorsements or letters 
should clearly state that the company 

considers the printout to be an original 
‘‘Declaration Page’’. Such endorse-
ments or letters are not necessary if 
the printout itself clearly states that it 
is an original ‘‘Declaration Page.’’ 

(7) Name and location. The policy 
should contain names of all the bor-
rowers 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 should be so 
described in the policy that the prop-
erty can easily be identified. The com-
plete legal description of the property 
by metes and bounds is not required. 
Any deviation from the requirements 
of this paragraph must first be cleared 
with the National Office. 

(8) Loss or damage covered. Buildings 
must be insured against loss or damage 
by fire, lightning, windstorm, hail, ex-
plosion, riot, civil commotion, aircraft, 
vehicles, and smoke. 

(9) Effective date of insurance. If there 
are insurable buildings located on the 
property, the borrower will arrange 
with his agent or company to have ade-
quate insurance in force at the time 
the loan, assumption, or credit sale is 
closed so that the policy will properly 
insure the borrower and the mortga-
gees. When new buildings are erected 
or major improvements are made to ex-
isting buildings, such insurance will be 
made effective as of the date materials 
are delivered to the property. The 
County Supervisor will make no pay-
ments from loan funds for labor or ma-
terials until the borrower has furnished 
adequate insurance to protect the in-
terest of the FmHA or its successor 
agency under Public Law 103–354 in the 
buildings being erected or improved. 

(10) Term. The borrower will be re-
quired to furnish insurance for a term 
of at least one year with evidence that 
a full year’s premium is paid. The term 
‘‘premium’’ as used herein includes any 
assessments which may be charged to 
the borrower. If the assessments are of 
the type imposed only after a loss oc-
curs involving property insured by the 
insurance company, then the borrower 
must present evidence (such as a letter 
from the company) that he currently 
does not owe any such assessments. 
The borrower may receive a discount 
for insuring for a longer period such as 
three years or five years and with an 
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annual premium. If the insurance con-
tains an automatic renewal clause, its 
provision should be substantially the 
following to be acceptable to FmHA or 
its successor agency under Public Law 
103–354: 

This policy will be automatically extended 
for successive terms at expiration of the 
original term and of each extension thereof, 
upon payment of renewal premiums. It is a 
condition of this policy that if the policy ex-
pires or is canceled for nonpayment of pre-
mium, or for any other reason, the mort-
gagee will be given 10 days notice. 

(11) Mortgage clause. The standard 
mortgage clause adopted by the State 
must be attached to or printed in the 
policy, or Form FmHA or its successor 
agency under Public Law 103–354 426–2, 
‘‘Property Insurance Mortgage Clause 
(Without Contribution),’’ must be at-
tached to or the provisions thereof 
printed in the policy. A letter signed 
by an authorized official of an insur-
ance company to the State Director, 
stating that all insurance policies the 
company issues in the State and in 
which the FmHA or its successor agen-
cy under Public Law 103–354 has a 
mortgage interest incorporates all of 
the provisions of Form FmHA or its 
successor agency under Public Law 103– 
354 426–2 may be accepted in lieu of at-
taching Form FmHA or its successor 
agency under Public Law 103–354 426–2 
to each policy. If such a blanket letter 
is used, the FmHA or its successor 
agency under Public Law 103–354 will 
be named in the loss payable clause 
and a State Instruction will be issued, 
after prior approval is obtained from 
the National Office, authorizing the 
use of such method. 

(i) If the use of a mortgage clause, 
other than the standard mortgage 
clause (without contribution), has been 
made mandatory by State laws or in-
surance regulations, a State Instruc-
tion will be issued, after prior approval 
is obtained from the National Office, 
authorizing the use of such a form. 

(ii) When an approved mortgage 
clause is printed in the policy a ‘‘Loss 
Payable Clause’’ is acceptable provided 
the FmHA or its successor agency 
under Public Law 103–354, as mort-
gagee, would receive payment in case 
of loss even though the company would 
not be liable to the borrower. A ‘‘Loss 

Payable Clause’’ which contains the 
statement that the mortgagee is ‘‘sub-
ject to all terms and conditions of the 
policy’’ is not acceptable. 

(iii) Whenever a new mortgage clause 
including the interest of the FmHA or 
its successor agency under Public Law 
103–354 is issued after the policy has 
been in force, the new mortgage clause 
must be signed by an authorized agent 
or officer of the company that issued 
the policy. Form FmHA or its suc-
cessor agency under Public Law 103–354 
426–6, ‘‘Transmittal of Property Insur-
ance Mortgage Clause,’’ may be used to 
transmit the mortgage clause to the 
insurance official. 

(iv) The FmHA or its successor agen-
cy under Public Law 103–354 and all 
other mortgagees whose interests are 
insured by the policy will be shown ei-
ther in the mortgage clause or in the 
‘‘Declaration Page’’ in the order of pri-
ority of their mortgages. 

(A) ‘‘United States of America 
(Farmers Home Administration or its 
successor agency under Public Law 103– 
354)’’ will be named in the mortgage 
clause for direct and insured loan 
mortgages naming FmHA or its suc-
cessor agency under Public Law 103–354 
as mortgagee, whether in its own right 
or as trustee under a 2(f) or other 
agreement with a State Rural Reha-
bilitation Corporation. 

(B) ‘‘United States of America 
(Farmers Home Administration or its 
successor agency under Public Law 103– 
354), as first mortgagee or as statutory 
agent and insurer of such mortgagee,’’ 
will be named in the mortgage clause 
for insured FO mortgages naming the 
lender as mortgagee, whether the 
mortgage is held by the original or a 
subsequent lender or by the insurance 
fund or by FmHA or its successor agen-
cy under Public Law 103–354 under a 
trust agreement or declaration of 
trust. 

(C) If the designation is not identical 
to that set forth in paragraphs 
(b)(11)(iv)(A) or (B) of this section, 
whichever is applicable, it will be suffi-
cient if the mortgagee is readily identi-
fiable as the Farmers Home Adminis-
tration or its successor agency under 
Public Law 103–354. 

(c) Evidence of premium payment. (1) 
When Form FmHA or its successor 
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agency under Public Law 103–354 426–2 
is attached to or the provisions thereof 
are printed in the policy, or a blanket 
letter from an insurance company in-
corporating the provisions of Form 
FmHA or its successor agency under 
Public Law 103–354 426–2 in all policies 
in which the FmHA or its successor 
agency under Public Law 103–354 has a 
mortgagee interest in effect, in accord-
ance with paragraph (b)(11) of this sec-
tion, no evidence of premium or assess-
ment payment is required except for 
the first year of the loan. When a sub-
sequent FP or section 502 RH loan is 
made to build, buy or rehabilitate es-
sential buildings an endorsement to 
the existing policy including coverage 
for the property improved will be suffi-
cient. 

(2) [Reserved] 
(d) Policy restrictions. (1) Any insur-

ance on essential buildings as defined 
in § 1806.3 having restrictions which 
limit the amount of collectable insur-
ance must meet the FmHA or its suc-
cessor agency under Public Law 103–354 
requirements set forth below (except 
for the clause described in paragraph 
(d)(1)(iv) of this section which is never 
acceptable); otherwise, such restric-
tions must be eliminated or modified 
to afford the required protection. 

(i) Coinsurance clause. This clause 
generally provides that in consider-
ation of a reduced rate, the borrower 
agrees to maintain insurance on his 
buildings up to a specified percentage 
(usually 80 percent) of their value and 
that the company will not be liable for 
a greater proportion of any partial loss 
than the amount of insurance bears to 
the specified percentage of either the 
undepreciated replacement value or 
the depreciated replacement value or 
the depreciated replacement value (ac-
tual cash value) of the buildings at the 
time of the loss. When the buildings 
are insured for the specified percentage 
of their value, the company, in the 
event of a partial loss, will be liable for 
the full amount of the loss not to ex-
ceed the amount of insurance. A coin-
surance clause can be accepted only 
where the amount of insurance is at 
least equal to the specified percentage 
of either the undepreciated replace-
ment value or the depreciated replace-
ment value (actual cash value). For ex-

ample, an 80 percent coinsurance 
clause can be accepted only where the 
amount of insurance on each insured 
building is at least equal to 80 percent 
of the appropriate replacement value of 
the insured building. 

(ii) Three-fourths’ value clause. This 
clause provides that the liability of the 
company shall be limited to three- 
fourths of the depreciated replacement 
value of the buildings covered at the 
time of the loss, not to exceed the 
amount of insurance. This clause may 
be accepted if the unpaid balance of the 
loan is not greater than three-fourths 
of the depreciated replacement value of 
the building and the amount of insur-
ance is at least equal to the unpaid bal-
ance of the loan and any prior liens and 
no building is insured for more than 
three-fourths of its depreciated re-
placement value. 

(iii) Loss deductible clause. (A) For all 
loans other than RRH, RCH, and LH or-
ganizations this clause generally pro-
vides that loss to each building to the 
extent of the limitation is not recover-
able. The company is liable only for 
loss to each building in excess of such 
limitation stated in the clause. This 
clause may be accepted where the limi-
tation does not exceed $150, or one per-
cent of the insurance coverage which-
ever is greater. In no case, however, 
may the limitation on any one building 
exceed $500.00. 

(B) For RRH, RCH, and LH organiza-
tion loans this clause generally pro-
vides that loss to each project to the 
extent of the limitation is not recover-
able. The company is liable only for 
loss to each project in excess of such 
limitation stated in the clause. This 
clause may be accepted where the limi-
tation does not exceed the option 
shown below that is chosen by the bor-
rower and agreed to by the Loan Ap-
proving Official and properly annotated 
in the borrower file. The borrower and 
FmHA or its successor agency under 
Public Law 103–354 Official should con-
sider the economic impact to the 
project when selecting the appropriate 
option. 

(1) Option 1—Up to one-fourth of one 
percent (0.0025) of the insurable value. 
Maximum deductible $5,000. 
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(2) Option 2—Up to a maximum de-
ductible of $500 on any project with an 
insurable value not exceeding $200,000. 

(3) Option 3—Option 1 may be chosen 
and increased above the maximum de-
ductible by an amount equivalent to 
funds specifically escrowed in the 
project replacement reserve account as 
an offset to the increased deductible. 

(4) Option 4—Option 2 may be chosen 
and increased above the maximum de-
ductible by an amount equivalent to 
funds specifically escrowed in the 
project replacement reserve account as 
an offset to the increased deductible. 

(5) The funds used to increase the de-
ductible in Option 3 or Option 4 may be 
from project funds if it does not create 
an unsecure financial situation for the 
project. Also, non-project funds may be 
used for Option 3 or 4 and then repaid 
by withdrawal from the project at the 
rate of 75 percent of the annual insur-
ance premium savings earned by the 
amount of escrow deposit, up to the 
amount deposited. 

(6) The funds escrowed to increase 
the authorized deductible will be 
placed in the project reserve account as 
an increased amount in and above the 
amount required by the Loan Agree-
ment/Resolution and so annotated in 
the borrower’s accounting system. 

(iv) Three-fourths’ loss clause. This 
clause provides that the company will 
not pay more than three-fourths of any 
loss, nor more than three-fourths of 
the amount of insurance in force. This 
clause is never acceptable and must be 
eliminated. 

(v) Deferred loss payable clause. This 
clause provides that, if the amount 
payable under the policy for any loss to 
any building insured shall be in excess 
of a specified portion, (usually 60 per-
cent) of the amount of insurance on 
such building, the company will with-
hold from its initial loss payment any 
sum in excess of the specified portion 
of the amount of insurance on such 
building. If the building sustaining 
such loss is repaired or replaced within 
six months from the date of the fire 
and at or within 300 feet of the original 
location, as described in the policy, the 
company upon receipt of evidence to 
that effect from the insured will pay 
the full balance withheld from the ini-
tial payment, provided the amount ex-

pended in repairing or replacing the 
building damaged or destroyed will 
equal or exceed the amount of loss as 
determined under the terms of the pol-
icy. Failure to repair or replace any in-
sured building within the time and 
manner provided will constitute ac-
ceptance of the initial payment as full 
and final settlement under the policy 
with respect to the loss. This clause 
may be accepted if the amount of in-
surance is for the full depreciated re-
placement value (actual cash value) of 
the building and the unpaid balance of 
the loan and any prior lien(s) is not 
greater than the initial loss payment 
made by the company. 

(vi) Construction specifications and use 
conditions. If the insurance policy con-
tains clauses which specify certain 
standards of construction or prescribes 
certain uses of the property for the in-
surance to be valid, the policy is ac-
ceptable only if the property meets 
such specifications or conditions at the 
time of acceptance. For example, if the 
policy provides that the chimney be 
constructed of a certain type of mate-
rial, the County Supervisor should be 
assured that the required material has 
been used, or if the policy provides that 
farming operations are not carried out 
on the premises he should be assured 
that this condition is met. 

(2) Policies generally will not be ac-
cepted if, under the terms of the poli-
cies or local laws, contributions or as-
sessments may be made against the 
FmHA or its successor agency under 
Public Law 103–354. However, policies 
which impose assessments on the bor-
rower may be accepted only if the 
FmHA or its successor agency under 
Public Law 103–354 mortgage will be re-
corded prior to any failure of the bor-
rower to pay any such assessments. 
Policies also will not be accepted if, by 
their terms or other conditions, loss 
payments are contingent upon collec-
tive action by the Board of Directors, 
or the stockholders, or the members. 

(e) Buildings on leaseholds. The policy 
will indicate that the insured is the 
lessee or tenant and not the owner of 
the buildings securing the FmHA or its 
successor agency under Public Law 103– 
354 loan; or, if he is the owner of the 
building on the leased land, the policy 
will indicate that the insured is the 
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owner of the building, but not of the 
land. State Directors, with the advice 
of the OGC will issue State Instruc-
tions to meet any other special re-
quirements needed to conform with the 
insurance requirements of the State to 
enable leaseholders to obtain property 
insurance for buildings which are secu-
rity for FmHA or its successor agency 
under Public Law 103–354 loans. 

(7 U.S.C. 1989; 42 U.S.C. 1480; 40 U.S.C. 442; 42 
U.S.C. 1480; 42 U.S.C. 2942; 5 U.S.C. 301; Sec. 
10 Pub. L. 93–357, 88 Stat. 392; delegation of 
authority by the Secretary of Agriculture, 7 
CFR 2.23; delegation of authority by the As-
sistant Secretary for Rural Development, 7 
CFR 2.70; delegations of authority by Direc-
tor, OEO, 29 FR 14764, 33 FR 9850) 

[41 FR 34571, Aug. 16, 1976, as amended at 41 
FR 49990, Nov. 12, 1976; 42 FR 33262, June 30, 
1977; 43 FR 56013, Nov. 30, 1978; 44 FR 45115, 
Aug. 1, 1979; 51 FR 17921, May 16, 1986; 54 FR 
35869, Aug. 30, 1989; 56 FR 6945, Feb. 21, 1991] 

§ 1806.3 Coverage requirements. 
The County Supervisor should en-

courage the borrower for his own pro-
tection to insure for their depreciated 
replacement value (actual cash value) 
all essential buildings. Essential build-
ings include the dwelling and any other 
buildings that are necessary for the op-
eration of the property or that provide 
income to assure orderly repayment of 
the loan. If insurance is for less than 
the depreciated replacement value of 
all essential buildings, the County Su-
pervisor will see that the coverage is 
obtained on one or more of the most es-
sential buildings. The minimum 
amount of coverage will be furnished as 
prescribed below: 

(a) Loans secured by a first lien. (1) 
When the unpaid balance of the FmHA 
or its successor agency under Public 
Law 103–354 loan secured by a first lien 
is equal to or greater than the depre-
ciated replacement value of the essen-
tial buildings, or the cost of adequate 
essential buildings which can be con-
structed for amounts less than the de-
preciated replacement value of the ex-
isting buildings, the essential buildings 
will be insured, to the nearest multiple 
of insurance that is available, for the 
lesser of (i) their depreciated replace-
ment value, or (ii) the cost of con-
structing adequate essential buildings. 
For example, if insurance is available 
in only multiples of $1,000, the min-

imum insurance required on an essen-
tial building valued at $6,600 would be 
$7,000, and that required on an essential 
building valued at $6,400 would be 
$6,000. 

(2) When the unpaid balance of the 
loan is less than the sum of the depre-
ciated replacement value of the essen-
tial buildings to be insured, the total 
amount of insurance must be at least 
equal to the lesser of (i) the unpaid bal-
ance of the loan, or (ii) the cost of ade-
quate essential buildings which can be 
constructed for amounts less than the 
depreciated replacement value of the 
existing buildings to be insured. 

(3) When, by the use of loan funds or 
otherwise, buildings are erected or sub-
stantial improvements are made to es-
sential buildings, the amount of insur-
ance will be adjusted in accordance 
with paragraphs (a)(1) or (2) of this sec-
tion, whichever is applicable. 

(b) Loans secured by other than first 
liens. The amount of insurance on 
buildings in the case of FmHA or its 
successor agency under Public Law 103– 
354 loans secured by other than a first 
lien will be the same as required in 
paragraph (a) of this section, with the 
understanding that the unpaid balance 
of the loan will be deemed for this pur-
pose to be the amount of the total real 
estate mortgage indebtedness owed all 
prior mortgagees named in the mort-
gage clause, plus the debt to the FmHA 
or its successor agency under Public 
Law 103–354 which is secured by real es-
tate mortgage. 

(c) Exception of buildings from insur-
ance. (1) Insurance will not be required 
on a building: 

(i) That is not essential. 
(ii) In such a state of disrepair that 

the cost of insurance would be prohibi-
tive. 

(iii) Which has a depreciated replace-
ment value of $2,500 or less. 

(iv) Which is being or has been re-
paired with a section 504 loan of $7,500 
or less. Families receiving section 504 
loans should be encouraged but not re-
quired to carry insurance on their 
home. 

(v) On LH security property which 
was not built or repaired with FmHA 
or its successor agency under Public 
Law 103–354 loan funds provided that 
the State Director determines that the 
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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 $2,500 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 

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) Expiration 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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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-

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. 
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(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] 

EFFECTIVE DATE NOTE: At 69 FR 69103, Nov. 
26, 2004, the introductory text to paragraph 
(a)(2) of § 1806.4 was amended by revising the 
first sentence after the paragraph heading, 
effective February 24, 2005. 

§ 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 
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 
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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 
of in accordance with the general prin-
ciples applicable to the use of proceeds 
from the sale of a part of the security 
contained in applicable security serv-
icing regulations for the type loan in-
volved. 

(iii) An insurance payment for loss or 
damage to a nonessential building the 
borrower voluntarily insured will be 
(A) applied on prior liens, or to current 
delinquencies to FmHA or its successor 
agency under Public Law 103–354 or as 
an extra payment on the borrower’s 
loan accounts secured by real estate, 
(B) disposed of as authorized by the 
State Director in accordance with the 
general principles applicable to the use 
of proceeds from the sale of a part of 
the security contained in applicable se-
curity servicing regulations for the 
type loan involved, or (C) used for 
other purposes as authorized by the 
State Director if the loan is adequately 
secured and the loan account is cur-
rent. 

(iv) When the indebtedness secured 
by the insured property has been paid 
in full or the draft is in payment for 
loss of property on which the FmHA or 
its successor agency under Public Law 
103–354 has no claim, a loss draft which 
includes the FmHA or its successor 
agency under Public Law 103–354 as a 
joint payee may be endorsed without 
recourse and delivered to the borrower. 

(d) Loss drafts—When loan is secured 
by other than first mortgage. (1) When 
the loss draft does not include the in-
terest of a prior mortgagee, it will be 
processed as provided in paragraph (c) 
of this section. 

(2) When the loss draft includes the 
interest of a prior mortgagee, the 
County Supervisor is authorized to en-
dorse and process the draft as follows: 

(i) When the prior mortgagee will 
permit the use of such loss funds to re-
pair or replace the damaged building, 
the draft may be endorsed without re-
course upon satisfactory proof that the 
repairs or replacements have been 
made or upon satisfactory assurance 
that the work will be performed. 

(ii) When the amount of the draft 
does not exceed the amount of the in-
debtedness then secured by the prior 
mortgage as stated in writing by the 
holder of the prior mortgage, and the 
holder of the prior mortgage has agreed 
in a written statement to the County 
Supervisor that he will apply such 
funds as a payment on the borrower’s 
prior mortgage indebtedness, the draft 
may be endorsed without recourse. 

(iii) When the amount of the draft ex-
ceeds the amount of the indebtedness 
then secured by the prior mortgage, as 
stated in writing by the holder, and he 
has agreed in writing to pay such in-
debtedness from the loss funds, the 
draft will be endorsed without recourse 
only after all parties named as payees 
in the draft have signed an agreement 
to deliver the draft ‘‘in escrow’’ to a 
bank acceptable to the named parties. 
The agreement will specify the manner 
in which the funds will be disbursed by 
the bank, as escrow agent, to the sev-
eral mortgagees named in the draft. 
After the loss funds have been collected 
by the bank, it will issue cashier’s 
checks in the manner prescribed in the 
escrow agreement (see exhibit A for 
suggested form). If this procedure is 
found to be impractical in an indi-
vidual instance, the State Director 
may authorize an alternative method 
for disbursing the loss funds to protect 
the Government’s financial interest. 

(iv) Drafts which have been endorsed 
by all other payees will be endorsed im-
mediately without recourse. Such 
drafts or other loss funds will be proc-
essed in accordance with the methods 
described in paragraph (c) of this sec-
tion. 

(e) Servicing insurance losses under spe-
cial circumstances—(1) Foreclosures and 
voluntary conveyances. Losses on prop-
erties in process of foreclosure or vol-
untary conveyance will be handled 
with the advice of the OGC. If the nec-
essary cooperation of the borrower can-
not be obtained, the State Director, 
with the advice of the OGC, will deter-
mine the proper action to be taken. To 
the extent feasible from a legal and 
practical standpoint, all loss payments 
should be received for a damaged or de-
stroyed building and applied on the 
borrower’s real estate indebtedness be-
fore title to the property is taken by 
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the Government through foreclosure 
sale, voluntary conveyance, or other-
wise, unless absolute assignment has 
been made by the borrower to the Gov-
ernment of all loss funds due from the 
insurance company. 

(2) Subrogation agreements. When a 
company claims nonliability to the 
borrower and subrogation to the rights 
of the FmHA or its successor agency 
under Public Law 103–354, the County 
Supervisor will forward a full report of 
the facts in the case to the State Direc-
tor. The State Director will upon ad-
vice from OGC, instruct the County Su-
pervisor regarding further action to be 
taken. 

(f) Repairs and replacements. When 
any loss payments have been deposited 
in a supervised bank account, all re-
pairs and replacements done by or 
under the direction of the borrower, or 
by contract, will be planned, per-
formed, inspected, and paid for in the 
same manner as improvements fi-
nanced with loan funds. 

(g) Completing adjustment. The bor-
rower must complete the adjustment of 
the loss with the company or its au-
thorized representatives. The County 
Supervisor, upon request of the bor-
rower may consult with the borrower 
regarding the loss adjustment, but will 
not enter into negotiations with insur-
ance adjusters or company representa-
tives relative to the adjustment or set-
tlement of losses on borrower property, 
or make any commitments, or sign any 
forms in connection with the adjust-
ment of the loss. The FmHA or its suc-
cessor agency under Public Law 103–354 
will not waive any rights which it may 
have against the company except when 
the borrower’s account or the FmHA or 
its successor agency under Public Law 
103–354 claim has been paid-in-full. 

(1) The County Supervisor will main-
tain a proper followup on all losses 
until satisfactory settlement has been 
made by the company. 

(2) Where the County Supervisor has 
evidence that the adjustment agreed to 
by the borrower is significantly less 
than the amount of damage to which 
the borrower is entitled under the 
terms of the policy, the loss draft ac-
companied by a report will be sent to 
the State Director so that he may re-
open the adjustment, if he considers it 

is in the interest of the FmHA or its 
successor agency under Public Law 103– 
354 to do so. 

(3) When it appears evident that the 
amount of the loss is $1,000 or less, the 
County Supervisor may rely on esti-
mates of contractors, building supply 
firms, reliable carpenters, or other evi-
dence rather than personal inspection 
in determining whether the adjustment 
is equitable and the Government’s in-
terest is protected. 

(h) Reinstatement after loss. In cases 
where insurance in the amount of the 
loss is not reinstated automatically by 
the provisions of the policy, it will be 
the responsibility of the County Super-
visor to have the borrower reinstate as 
much of the insurance as may be nec-
essary to fulfill the requirements of the 
FmHA or its successor agency under 
Public Law 103–354. 

(i) Losses not covered by insurance. 
When a loss occurs and insurance is not 
in force, the County Supervisor will: 

(1) Inform the borrower that he has 
violated the security instrument by 
not providing insurance coverage and 
that it is his responsibility to make 
the needed replacements or repairs. 

(2) If the borrower is unable or un-
willing to make needed repairs or re-
placements from his own resources, the 
County Supervisor will submit com-
plete information to the FmHA or its 
successor agency under Public Law 103– 
354 official authorized to determine 
whether FmHA or its successor agency 
under Public Law 103–354 will or will 
not continue with the loan. The Coun-
ty Supervisor’s report will include rec-
ommendations on the following items: 

(i) The advisability and possibility of 
making a subsequent loan to pay for 
needed repairs. 

(ii) Subordination of the FmHA or its 
successor agency under Public Law 103– 
354 real estate lien to permit the bor-
rower to obtain funds for needed re-
pairs from another source. 

(iii) The possibility of the borrower 
obtaining funds secured by a junior 
lien from another source. 

(iv) Whether an advance is needed to 
protect the Government’s interest in 
the property. 

(3) If the loan will not be continued 
with the borrower, it must be serviced 
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in accordance with the applicable In-
structions. 

(4) If the borrower has improperly 
disposed of loss proceeds, the County 
Supervisor will refer the case with 
complete information and rec-
ommendations to the State Director. 
The State Director will consult the Re-
gional Attorney when necessary and 
advise the County Supervisor as to ap-
propriate servicing actions. 

[41 FR 34571, Aug. 16, 1976, as amended at 50 
FR 39638, Sept. 30, 1985] 

§ 1806.6 Failure of borrower to provide 
insurance. 

When a borrower fails to provide and 
maintain property insurance which 
meets the requirements set forth in 
§ 1806.2 of this subpart, every effort will 
be made to have the borrower provide 
coverage acceptable to FmHA or its 
successor agency under Public Law 103– 
354. It will be emphasized that under 
the terms of the security instrument, 
it is the borrower’s responsibility to 
provide and maintain proper insurance 
coverage. Existing borrowers required 
to escrow will be notified by letter at 
least 90 days prior to initiating 
escrowing for insurance. Failure to 
provide insurance is a nonmonetary de-
fault and will be a consideration in de-
termining if the loan is to be contin-
ued. For FP or SFH borrowers not re-
quired to escrow, the County Super-
visor will obtain insurance coverage 
and voucher for the insurance premium 
only in cases where: An unusual and se-
vere hazard, such as recurring fires or 
unstable ground conditions, exists, or, 
an SFH borrower on a moratorium is 
unable to pay the insurance premium 
and the borrower requests that FmHA 
or its successor agency under Public 
Law 103–354 pay the premium. For SFH 
borrowers required to escrow, force 
placed insurance will be obtained if the 
borrower fails to provide acceptable in-
surance. Borrowers being phased into 
escrow will be given at least 30 days to 
obtain coverage, after which force 
placed insurance will be obtained. If 
the escrow account contains insuffi-
cient funds to pay the insurance when 
due, the County Supervisor will re-
quest the borrower to pay an amount 
equal to the difference between the 
premium due and the escrow balance in 

a lump sum within 30 days after notifi-
cation. If the borrower fails to remit 
the amount requested, the amount will 
be advanced and charged to the bor-
rower’s account as a recoverable cost. 
The amortization period for an advance 
due to an escrow shortage will be one 
year. Insurance coverage shall be pro-
vided continuously unless the property 
is acquired by FmHA or its successor 
agency under Public Law 103–354. The 
cost of obtaining such a policy shall be 
advanced and charged to the borrower’s 
account as a recoverable cost. Amorti-
zation of the charge will be handled in 
accordance with7 CFR part 3550. If a 
borrower indebted for other than an FP 
or SFH loan fails to provide acceptable 
insurance, the Servicing Official will 
take the following action: 

(a) Expired policies. (1) The County 
Supervisor will request the insurance 
agency or broker who issued the ex-
pired policy to issue a new policy 
which is acceptable to the FmHA or its 
successor agency under Public Law 103– 
354. 

(i) 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 pos-
sible, and will be for a term of one 
year. If State insurance regulations re-
quire a longer term, the State Director 
will issue a State Instruction author-
izing County Supervisors to obtain 
policies for the minimum period per-
mitted by State insurance regulations. 

(ii) The FmHA or its successor agen-
cy under Public Law 103–354 will be 
shown in the loss payable clause and in 
the mortgage clause in the proper 
order of priority. 

(iii) Insurance coverage on each 
building usually will be the same as 
shown on the expired policy if it meets 
or exceeds FmHA or its successor agen-
cy under Public Law 103–354 require-
ments. If the coverage shown on the ex-
pired policy does not meet FmHA or its 
successor agency under Public Law 103– 
354 requirements, proper coverage will 
be obtained. 

(iv) The County Supervisor will, if 
possible, have an automatic renewal 
provision included in the policy. 

(v) If the borrower refuses to pay the 
insurance premium with his own funds 
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or arrange with the agent for subse-
quent payment by premium not or oth-
erwise, the County Supervisor will pay 
the amount of the insurance premium 
in accordance with FmHA or its suc-
cessor agency under Public Law 103–354 
Instruction 2024–A. The amount of the 
premium payment will be charged to 
the borrower’s FmHA or its successor 
agency under Public Law 103–354 ac-
count with the highest lien priority as 
a recoverable cost item. 

(vi) If the insurance agency or broker 
who issued the expired policy refuses to 
issue a new policy, the County Super-
visor will have the borrower designate 
in writing another insurance agency or 
broker from whom the insurance can 
be obtained. 

(vii) After the County Supervisor and 
the borrower exhaust all efforts to ob-
tain acceptable insurance, the County 
Supervisor will request advice from the 
State Office as to companies issuing 
acceptable policies in the State and 
from which the borrower might be able 
to obtain an acceptable policy. If the 
borrower still cannot obtain an accept-
able policy from any such company, 
and the determination has been made 
to continue with the borrower, the 
County Supervisor will temporarily ac-
cept from the borrower the available 
insurance policy the FmHA or its suc-
cessor agency under Public Law 103–354 
determines most nearly conforms to 
the requirements of § 1806.2 of this sub-
part. 

(A) In making this determination, 
the following deficiencies become more 
objectionable in the order from (1) to 
(5) paragraphs (a)(1)(vii)(A) of this sec-
tion: 

(1) A policy written for an initial 
term of less than one year. 

(2) A policy which will insure the 
most essential buildings but will not 
cover all essential buildings. 

(3) A policy which covers major risks 
such as fire and lightning, but does not 
include one or more of the other risks 
specified in § 1806.2(8). 

(4) A policy for a lesser amount of in-
surance than is required by § 1806.3. 

(5) A policy that is issued by a com-
pany which is not licensed to do busi-
ness in the State or otherwise does not 
meet the requirements of § 1806.3. 

(B) Whenever adequate insurance be-
comes available, the County Super-
visor will require the borrower to de-
liver to the County Office an accept-
able insurance policy. The temporary 
policy will be returned to the borrower 
for cancellation after all losses claimed 
under the policy have been settled. 

(C) If the borrower is unable to fur-
nish a property insurance policy of any 
kind, he is still responsible for the debt 
in the event of loss. 

(D) If the County Supervisor accepts 
an inadequate insurance policy under 
these conditions or the borrower fails 
to furnish any insurance policy, the 
County Supervisor will include in his 
report to the State Director an expla-
nation of the efforts he and the bor-
rower made to obtain acceptable insur-
ance and his justification for accepting 
an inadequate policy, or for not obtain-
ing an insurance policy of any kind. 

(b) Insurance canceled for reasons other 
than nonpayment of insurance premium. 
(1) The County Supervisor, imme-
diately upon receipt of a 10-day notice 
of cancellation for a policy, will urge 
the borrower to provide acceptable in-
surance. 

(2) If the borrower fails to provide ac-
ceptable insurance before the cancella-
tion is effective, the County Supervisor 
will contact the insurance agency or 
broker who issued the insurance policy 
to determine the reasons for cancella-
tion and, if possible, have the policy re-
instated. 

(3) If the insurance company will not 
reinstate the policy, the County Super-
visor will attempt to obtain an accept-
able insurance policy from another 
agency or broker in accordance with 
the provisions of paragraph (a) of this 
section. 

(c) Insurance canceled for nonpayment 
of premium. (1) The County Supervisor, 
immediately upon receiving a 10-day 
cancellation notice for a policy, will, if 
possible, contact the borrower in an ef-
fort to have him pay the insurance pre-
mium from his own funds or arrange 
with the agent for subsequent payment 
by premium note, or otherwise. 

(2) If the borrower does not pay or ar-
range to pay the premium before the 
policy cancellation is effective, the 
County Supervisor will, before the can-
cellation becomes effective, notify the 
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insurance company or broker by cer-
tified mail (return receipt requested), 
that the FmHA or its successor agency 
under Public Law 103–354 as mortgagee 
(or trustee) will pay the premium for 
one year to continue the policy in ef-
fect for that period. The County Super-
visor will, in accordance with FmHA or 
its successor agency under Public Law 
103–354 Instruction 2024–A, pay the 
amount of the premium for a period of 
one year. The amount of the premium 
will be charged to the borrower’s loan 
account as a recoverable cost item. 

(3) If a property insurance mortgage 
clause other than Form FmHA or its 
successor agency under Public Law 103– 
354 426–2 is used in connection with the 
policy and the insurance company or 
broker refuses to accept payment from 
the FmHA or its successor agency 
under Public Law 103–354 in this man-
ner to reinstate or continue the policy, 
the County Supervisor will attempt to 
obtain an acceptable insurance policy 
from another insurance company or 
broker in accordance with the provi-
sions of paragraph (a) of this section. 

(7 U.S.C. 1989; 42 U.S.C. 1480; 42 U.S.C. 2942; 5 
U.S.C. 301; Sec. 10 Pub. L. 93–357, 88 Stat. 392; 
delegation of authority by the Secretary of 
Agriculture, 7 CFR 2.23; delegation of au-
thority by the Assistant Secretary for Rural 
Development, 7 CFR 2.70; delegation of au-
thority by Director OEO 29 FR 14764, 33 FR 
9850) 

[41 FR 34571, Aug. 16, 1976, as amended at 42 
FR 33263, June 30, 1977; 43 FR 34430, Aug. 4, 
1978; 50 FR 39638, Sept. 30, 1985; 56 FR 6945, 
Feb. 21, 1991; 57 FR 36590, Aug. 14, 1992; 67 FR 
78326, Dec. 24, 2002] 

EXHIBIT A TO SUBPART A OF PART 1806— 
ESCROW AGREEMENT REAL PROP-
ERTY INSURANCE 

Date lllllllllllllllllllll

(Name of bank) lllllllllllllll

(City or town) llllllllllllllll

(State) lllllllllllllllllll

Gentlemen: Attached is Draft No. lll, 
for $lll, issued by the llllll Insur-
ance Company in payment of lll loss 
which damage the buildings on the farm of 
lllllllll, of lllllll County, 
State of lllllll. 

This draft has been endorsed by the under-
signed payees who request that you collect 
these funds and issue cashier’s checks to the 
following payees for the following amounts: 
llllllll, First Mortgage $lll 

llllllll, Second Mortgage $lll 

llllllll, Third Mortgage $lll 

The balance only, if any, will be paid to 
llllllll, the owner of the property. 

———————————————————————
First Mortgagee llllllllllllll

———————————————————————
Second Mortgagee lllllllllllll

———————————————————————
Third Mortgagee lllllllllllll

———————————————————————
Owner  llllllllllllllllll

Subpart B—National Flood 
Insurance 

AUTHORITY: 7 U.S.C. 1989; 42 U.S.C. 1480; 40 
U.S.C. 442; 42 U.S.C. 2942; 5 U.S.C. 301; delega-
tion of authority by the Sec. of Agri., 38 FR 
14944 (7 CFR 2.23); delegation of authority by 
the Asst. Sec. for Rural Development, 38 FR 
14944, 14952 (7 CFR 2.70). 

SOURCE: 39 FR 17093, May 13, 1974, unless 
otherwise noted. 

§ 1806.21 General. 

(a) Authority. This subpart prescribes 
the policies and procedures to be fol-
lowed in implementing the National 
Flood Insurance Act of 1968 as amended 
by the Flood Disaster Protection Act 
of 1973. The provisions of these Acts are 
applicable to Farmers Home Adminis-
tration (FmHA) or its successor agency 
under Public Law 103–354 authorities 
permitting financing of buildings of 
any type now located in or to be lo-
cated in special flood or mudslide 
prone areas as designated by the Fed-
eral Insurance Administration (FIA) of 
the Department of Housing and Urban 
Development (HUD), and any machin-
ery, equipment, fixtures and fur-
nishings contained or to be contained 
therein. 

(b) Background. The Congress has 
found that annual losses throughout 
the nation caused by floods and mud-
slides are increasing at an alarming 
rate, largely as a result of the acceler-
ated development and concentration of 
populations in areas subject to floods 
and mudslides. The availability of Fed-
eral funds in the form of loans, grants, 
guarantees, insurance and other forms 
of financial assistance are often deter-
mining factors in the utilization of 
land and the location and construction 
of industrial, commercial and residen-
tial facilities. 
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(c) Scope. The National Flood Insur-
ance Program (the program) was au-
thorized and created because the pri-
vate insurance industry has been un-
able to provide insurance coverage at 
reasonable prices for such natural dis-
asters as floods and mudslides. Sub-
sidized and affordable insurance has 
been made available under the Act 
through an agreement between the 
Federal Insurance Administration and 
the National Flood Insurers Associa-
tion. 

EFFECTIVE DATE NOTE: At 69 FR 69103, Nov. 
26, 2004, § 1806.21 was amended in paragraph 
(a) by adding a sentence at the end, effective 
February 24, 2005. For the convenience of the 
user, the added text is set forth as follows: 

§ 1806.21 General. 
(a) * * * This subpart does not apply to the 

Rural Rental Housing, Rural Cooperative 
Housing, or Farm Labor Housing programs 
of the Rural Housing Service. 

* * * * * 

§ 1806.22 Areas of responsibility. 
(a) Federal Insurance Administration 

(FIA). (1) Identify and publish informa-
tion with respect to all areas in the 
country which are subject to floods and 
mudslides and designate those areas on 
Flood Hazard Boundary maps. 

(2) Notify affected communities of 
their designations and encourage them 
to adopt and enforce land use and other 
control measures and to adopt ordi-
nances or laws which will regulate and 
control construction in areas des-
ignated as having special flood or 
mudslide hazards. 

(3) Make flood insurance available at 
reasonable rates in sufficient amounts, 
within the statutory limits, to ade-
quately protect owners against loss to 
their buildings and contents when 
those buildings are located in or will be 
located in designated special flood and 
mudslide prone areas in communities 
participating in the National Flood In-
surance Program. 

(b) Farmers Home Administration or its 
successor agency under Public Law 103– 
354. The State Director, after being no-
tified by the FmHA or its successor 
agency under Public Law 103–354 Na-
tional Office or FIA of designated flood 
or mudslide hazard areas and receiving 
flood hazard boundary maps identi-

fying the hazard areas, FIA insurance 
rate charts, or other information con-
cerning the program, will inform the 
appropriate County Supervisors and 
provide them the maps, rate charts, 
and other relevant information con-
cerning the program in areas they 
serve. Permanent records indicating 
the date a community was notified as 
containing identified flood hazard 
areas, communities participating in 
the program, and communities eligible 
to participate but not participating in 
the program will be maintained in the 
State Office. County Supervisors will 
notify, in writing, those borrowers 
whose insurable buildings are located 
in designated flood or mudslide hazard 
areas of the availability of national 
flood insurance and encourage them to 
obtain flood insurance to protect their 
and the Government’s financial inter-
est. 

(c) Community. Communities are re-
quired to participate in the National 
Flood Insurance Program within 1 year 
after notification of its formal identi-
fication as a community containing 
one or more special flood and mudslide 
prone areas, or by July 1, 1975, which-
ever is later, or be denied Federal fi-
nancial assistance or Federally-related 
financial assistance for acquisition or 
construction purposes in such areas. 
Communities wishing to qualify for the 
program may submit a completed ap-
plication to: Administrator, Federal 
Insurance Administration, Department 
of Housing and Urban Development, 451 
Seventh Street, SW., Washington, DC 
20410. 

(d) Lender. The lender must deter-
mine whether real property is located 
in an area identified as having special 
flood or mudslide hazards and cannot 
discharge the responsibility merely by 
obtaining a self-certification from the 
applicant that the property is not lo-
cated in an area having special flood 
hazards. 

§ 1806.23 Definitions. 

For the purpose of this subpart, the 
following definitions apply: 

(a) Financial assistance means any 
form of direct, insured or guaranteed 
loan, including reamortization and as-
sumption on new terms of any loan, 
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any form of grant, or other form of di-
rect or indirect assistance extended by 
the FmHA or its successor agency 
under Public Law 103–354. 

(b) Financial assistance for acquisition 
or construction purposes means any form 
of Federal financial assistance which is 
intended in whole or in part for the ac-
quisition, construction, reconstruction, 
or substantial improvement of any 
building and for any machinery, equip-
ment, fixtures and furnishings con-
tained or to be contained in such build-
ings. 

(c) Community means any state or po-
litical subdivision thereof, such as 
county, parish, township, city or other 
local government which has zoning and 
building code jurisdiction over a par-
ticular area having special flood haz-
ards. 

(d) Eligible community means a com-
munity in which the Administrator of 
FIA has authorized the sale of flood in-
surance under the program. 

(e) Designated special flood ormudslide 
prone area means those areas in a com-
munity subject to flood or mudslide 
which have been identified by flood 
hazard boundary maps or those areas 
not identified by maps but where, due 
to emergency, the FIA Administrator 
has authorized the sale of flood insur-
ance. 

(f) Flood means a general and tem-
porary condition of partial or complete 
inundation of normally dry land areas 
from the overflow of streams, rivers, or 
other inland water, the collapse or sub-
sidence of land along the shore of a 
lake or other body of water as a result 
of erosion or undermining caused by 
waves or currents of water exceeding 
anticipated cyclical levels, or abnor-
mally high tidal water or rising coastal 
waters resulting from severe storms, 
hurricanes, or tidal waves resulting 
from volcano eruptions or earthquakes. 

(g) Mudslide or mudflow means a 
major occurrence involving the appear-
ance of a large river or flow of ‘‘liquid 
mud’’ down a hillside, usually as a re-
sult of earlier brushfires followed by 
heavy rains over a widespread area. 

(h) Flood insurance means insurance 
coverage for floods and/or mudslides 
under the program or otherwise accept-
able to FIA. 

(i) Building means any walled and 
roofed structure, other than a gas or 
liquid tank, that is principally above 
ground and affixed to a permanent site. 
Residential and most types of indus-
trial, commercial, and agricultural 
buildings, such as lumber sheds, ma-
chinery storage sheds, grain storage 
bins, and silos, are included in this def-
inition. 

(j) Substantial improvement means any 
repair, reconstruction or improvement 
of a structure, the cost of which equals 
or exceeds 50 percent of the actual cash 
value of the structure either before the 
improvement is started or, if the struc-
ture has been damaged and is being re-
stored, before the damage occurred. 

§ 1806.24 Eligibility. 

In addition to an applicant meeting 
the requirements for the type of finan-
cial assistance requested, the following 
requirements for eligibility of appli-
cants for financial assistance for acqui-
sition and construction purposes in 
designated special flood and mudslide 
prone areas must be met: 

(a) If flood insurance is available, to 
be eligible after March 1, 1974, the ap-
plicant must have purchased a flood in-
surance policy at the time the loan or 
grant is closed. 

(b) Applicants will not receive finan-
cial assistance in those communities 
that have been notified as having spe-
cial flood and mudslide prone areas and 
where flood insurance is not available 
within 1 year after such notification or 
by July 1, 1975, whichever is later. 

§ 1806.25 Conditions. 

FmHA or its successor agency under 
Public Law 103–354 financial assistance 
may be extended to eligible applicants 
meeting the eligibility requirements of 
§ 1806.24 of this subpart, provided the 
following conditions are also met: 

(a) Dwelling and multi-unit housing fa-
cilities. (1) If the financial assistance is 
to buy a dwelling or multi-unit housing 
facility: 

(i) The first floor elevation of the 
habitable space of the dwelling or hous-
ing unit must be above the 100-year 
flood level. 

(ii) The housing must be served by 
public utilities and facilities, such as 
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sewer, gas, electrical and water sys-
tems that are located and constructed 
to minimize or eliminate flood damage, 
or have an onsite water supply system 
and waste disposal system located so as 
to avoid impairment of such systems 
and contamination from the waste dis-
posal system to the water supply sys-
tem from flooding. 

(2) If the financial assistance is to 
build or provide substantial improve-
ment, the requirements of paragraph 
(a)(1) of this section must be met and 
all construction must meet require-
ments of the applicable development 
standards, and: 

(i) A building permit must be issued 
by the appropriate governing officials 
having jurisdiction in the area and 
compliance must be had with the zon-
ing code or other established legal re-
quirements of the area for reducing or 
eliminating flood or mudslide damage. 

(ii) The structure must be designed 
and anchored to prevent flotation, col-
lapse or lateral movement of the struc-
ture. 

(iii) Construction materials and util-
ity equipment that are resistant to 
flood damage must be used. 

(iv) Construction methods and prac-
tices that will minimize flood damage 
must be followed. 

(3) If the financial assistance is to 
make minor repairs, the conditions of 
paragraphs (a)(1) (i) and (ii) and (2) (i), 
(ii) and (iii) of this section must be met 
or the building must have existed on 
the site prior to the date the area was 
identified as having special flood or 
mudslide hazards and the loan approval 
official must determine that the dwell-
ing is suitable as a residence. 

(4) When applications for financial 
assistance are received in areas identi-
fied as having special flood and mud-
slide hazards, the loan approval official 
will consider the expected severity and 
frequency of floods and mudslides in 
determining whether any housing loans 
should be made in the area. He should 
be sure, if loans are made, that the ob-
jectives of the loans can be accom-
plished and the Government’s financial 
interest will be adequately protected. 

(b) Nonresidential buildings. Construc-
tion plans and specifications for new 
buildings or improvements to existing 
buildings must comply with flood plain 

area management or control laws, reg-
ulations or ordinances. 

(c) Flood insurance coverage. (1) Any 
property on which flood insurance is 
required must be covered by such in-
surance during its anticipated eco-
nomic and useful life in an amount at 
least equal to its development or re-
placement cost (except estimated land 
cost), or to the maximum limit of cov-
erage made available with respect to 
the particular type of property under 
the National Flood Insurance Program, 
whichever is less. However, if the fi-
nancial assistance provided is in the 
form of a loan, the amount of flood in-
surance required need not exceed the 
outstanding principal balance of the 
loan and need not be required beyond 
the term of the loan. 

(2) The contents of a building must 
be insured separately from a building 
but coverage cannot be written on the 
contents of a three-walled machinery 
shed or similar type open building. 

(3) Flood insurance shall not be re-
quired on any state owned property 
that is covered under an adequate state 
policy of self-insurance satisfactory to 
the Secretary of HUD, who will publish 
a list of states with such policies. 

(4) It will be emphasized that under 
the terms of the security instrument it 
is the borrower’s responsibility to pro-
vide and maintain proper flood insur-
ance coverage. If flood insurance is not 
provided on any property for which it 
is required, the flood insurance pre-
mium will be paid to protect the Gov-
ernment’s security interest. For bor-
rowers required to escrow for flood in-
surance, payment of the premium will 
be handled in accordance with § 1806.28 
of this subpart. Existing borrowers re-
quired to escrow will be notified by let-
ter at least 90 days prior to initiating 
escrowing for flood insurance. If FmHA 
or its successor agency under Public 
Law 103–354 pays the flood insurance 
premium for borrowers not required to 
escrow, the cost will be charged to the 
borrower’s account as a recoverable 
cost. Failure to provide flood insurance 
is a nonmonetary default and will be a 
consideration in determining if the 
loan is to be continued. 

[39 FR 17093, May 13, 1974, as amended at 52 
FR 8002, Mar. 13, 1987; 56 FR 6945, Feb. 21, 
1991] 
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§ 1806.26 Coverage and premium rates. 
Exhibit A sets forth limits of cov-

erage and chargeable premium rates 
under the program. Insurance policies 
under the program can be obtained 
from any licensed property insurance 
agent or broker serving the eligible 
community or from the National Flood 
Insurers Association Serving Company 
(Serving Company) for the state. The 
Servicing Company for each state is 
shown in exhibit B. 

§ 1806.27 Acceptable policies and serv-
icing. 

The general acceptance of policies 
and servicing of insurance will be per-
formed in accordance with Subpart A 
of this part. Any unusual situations 
that may arise with respect to obtain-
ing or servicing flood insurance should 
be referred to the State Director. The 
State Director will attempt to resolve 
any problems concerning the flood in-
surance program in the state with the 
Servicing Company. Flood hazard 
boundary maps, insurance rate tables, 
the insurability of specific structures, 
and other information concerning the 
program may be obtained from the 
Servicing Company. Difficulties in ad-
ministering the program which the 
State Director is unable to resolve 
should be referred to the National Of-
fice for Assistance. 

§ 1806.28 Borrowers required to es-
crow. 

For borrowers required to use escrow 
accounts for the payment of real estate 
taxes and insurance, the flood insur-
ance premium will be paid when due 
from funds contained in the escrow ac-
count. If the escrow account contains 
insufficient funds to pay the flood in-
surance premium when due, the County 
Supervisor will request the borrower to 
pay an amount equal to the difference 
between the premium due and the es-
crow balance in a lump sum within 30 
days after notification. If the borrower 
fails to remit the amount requested, 
the amount will be advanced and 
charged to the borrower’s account as a 
recoverable cost. The amortization pe-
riod for an advance due to an escrow 
shortage will be one year. Amortiza-
tion of the charge will be handled in 
accordance with7 CFR part 3550. When 

a borrower has more than one loan se-
cured by the real estate on which the 
flood insurance premium is being paid, 
the advance will be charged to the ini-
tial or lowest numbered loan. 

[56 FR 6946, Feb. 21, 1991, as amended at 67 
FR 78326, Dec. 24, 2002] 

EXHIBIT A TO SUBPART B OF PART 1806— 
COVERAGE AND PREMIUM RATES 

1. The following table sets forth the limits 
of coverage available under the program: 

Type of structure 

Structure coverage Contents of cov-
erage 4 

Sub-
sidized Total 3 Sub-

sidized Total 3 

Single family, 
residential 1 ..... $35,000 $70,000 $10,000 $20,000 

All other, resi-
dential 1 .......... 100,000 200,000 10,000 20,000 

All nonresiden-
tial 2 ................ 100,000 200,000 100,000 200,000 

1 For Alaska, Hawaii, and the Virgin Islands, the following 
limits of coverage apply: Structure coverage for one family 
residential is $50,000 subsidized and $100,000 total cov-
erage, and structure coverage for other residential is 
$150,000 subsidized and $300,000 total coverage. 

2 Includes hotels and motels with normal occupancy of less 
than 6 months. 

3 Coverage in amounts exceeding the subsidized limits is 
available only after an actuarial cost has been established 
and flood insurance rate may be issued. 

4 Contents of a building must be insured separately from the 
building. However, coverage is applicable to contents only 
while in an enclosed building. Therefore, coverage cannot be 
written on the contents of a three-walled machinery shed or a 
similar type open building. 

2. The following table sets forth the appli-
cable premium rates: 

Type of structure 

Rates per $100 of cov-
erage (subsidized only) 

Structures Contents 

All residential ................................. 1$0.25 $0.35 
All nonresidential ........................... 1.40 .75 

1 Actuarial (nonsubsidized) rates are applicable to any 
structure, the construction or substantial improvement of 
which started after Dec. 31, 1974, or the date on which the 
initial rate map was issued, whichever is later, in identified 
areas having special flood or mudslide hazards. 

EXHIBIT B TO SUBPART B OF PART 1806— 
SERVICING COMPANY 

The servicing company office to be con-
tacted for information relative to the avail-
ability of coverage under the national flood 
insurance program, flood hazard boundary 
maps, insurance rate tables, and related ma-
terial. 
E.D.S. Federal Corporation, National Flood 
Insurance, P.O. Box 34294, Bethesda, Md. 
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20034, phone toll-free 800–638–6620; commer-
cial phone 301–898–5900. 

(7 U.S.C. 1989; 42 U.S.C. 1480; 42 U.S.C. 2942; 5 
U.S.C. 301; delegation of authority by the 
Secretary of Agriculture, 7 CFR 2.23; delega-
tion of authority by the Assistant Secretary 
for Rural Development, 7 CFR 2.70) 

[43 FR 18538, May 1, 1978] 

PART 1807 [RESERVED] 

PART 1809 [RESERVED] 

PART 1810—INTEREST RATES, 
TERMS, CONDITIONS, AND AP-
PROVAL AUTHORITY 

Subpart A—Interest Rates, Amortization, 
Guarantee Fee, Annual Charge, and 
Fixed Period 

Sec. 
1810.1 Information concerning interest 

rates, amortization, guarantee fee, an-
nual charge, and fixed period. 

1810.2 Adjustment of interest rates for cer-
tain loans involving use of or construc-
tion on prime or unique farmland. 

Subpart B [Reserved] 

AUTHORITY: 7 U.S.C. 1989; 14 U.S.C. 1480; 7 
CFR 2.23; 7 CFR 2.70. 

Subpart A—Interest Rates, Amorti-
zation, Guarantee Fee, An-
nual Charge, and Fixed Pe-
riod 

§ 1810.1 Information concerning inter-
est rates, amortization, guarantee 
fee, annual charge, and fixed pe-
riod. 

(a) Tables for computing the interest 
rates (including the annual charge 
rates and length of fixed period for ini-
tial repurchase agreement for insured 
loans), tables for use in determining 
the amounts of interest on loans at dif-
ferent rates, tables providing factors in 
amortizing loans, and the guarantee 
fee for guaranteed loans, may be ob-
tained from any County, District, or 
State Office of FmHA or its successor 
agency under Public Law 103–354 or 
from its National Office at 14th and 
Independence Avenue SW., Washington, 
DC 20250. 

(b) In the event that the tables pro-
vided for in paragraph (a) of this sec-
tion do not furnish adequate informa-
tion, questions should be directed to 
the Assistant Administrator, Finance 
Office, Farmers Home Administration 
or its successor agency under Public 
Law 103–354, 1520 Market Street, St. 
Louis, Missouri 63103. 

[56 FR 11503, Mar. 19, 1991] 

§ 1810.2 Adjustment of interest rates 
for certain loans involving use of or 
construction on prime or unique 
farmland. 

(a) For essential community facility 
loans, insured farm ownership loans for 
recreation or non-farm enterprises, in-
sured farm operating loans for recre-
ation enterprises, soil and water loans 
for recreation purposes, individual 
recreation loans, and insured business 
and industry loans, the interest rate 
will be increased by two per centum 
per annum if the project being financed 
will involve the use of, or construction 
on, prime or unique farmland. Prime or 
unique farmland is as defined in § 657.5 
(a) and (b) of title 7, Code of Federal 
Regulations (1980). 

(b) The two per centum interest rate 
increase will not apply if the applicant/ 
borrower is a public body or Indian 
tribe and has demonstrated to FmHA 
or its successor agency under Public 
Law 103–354 that there are no suitable 
options for locating the proposed essen-
tial community facility project on land 
that is not prime or unique farmland. 

(c) For each essential community fa-
cility loan and insured business and in-
dustry loan the District Director, after 
consultation with the Soil Conserva-
tion Service (SCS), will determine 
whether the proposed project will in-
volve the use of, or construction on, 
prime or unique farmland. For each in-
sured farm ownership loan for a recre-
ation or non-farm enterprise, insured 
farm operating loan for a recreation 
enterprise, soil and water loan for a 
recreational purpose, or individual 
recreation loan, the County Super-
visor, after consultation with SCS, will 
determine whether the proposed 
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project will involve the use of, or con-
struction on, prime or unique farm-
land. The determination will be docu-
mented by FmHA or its successor agen-

cy under Public Law 103–354 and made 
a part of the official case file. 

[46 FR 47763, Sept. 30, 1981, as amended at 56 
FR 11503, Mar. 19, 1991] 

Subpart B [Reserved] 
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SUBCHAPTER B—LOANS AND GRANTS PRIMARILY FOR 
REAL ESTATE PURPOSES 

PART 1822—RURAL HOUSING 
LOANS AND GRANTS 

Subparts A–F [Reserved] 

Subpart G—Rural Housing Site Loan 
Policies, Procedures, and Authorizations 

Sec. 
1822.261 General. 
1822.262 Objective. 
1822.263 Definitions. 
1822.264 Eligibility requirements. 
1822.265 Loan purposes. 
1822.266 Limitations. 
1822.267 Special conditions. 
1822.268 Rates, terms, and source of funds. 
1822.269 Security. 
1822.270 Technical, legal, and other services. 
1822.271 Processing applications. 
1822.272 Approval or disapproval of a loan. 
1822.273 Actions subsequent to loan ap-

proval. 
1822.274 Loan closing. 
1822.275 Actions after sites are developed. 
1822.276 Subsequent RHS loans. 
1822.277 Complaints regarding discrimina-

tion in opportunity to buy developed 
sites. 

1822.278 Special requirements for RHS sec-
tion 523 loans (loans to organizations 
providing sites for self-help housing). 

1822.279 Loan supervision and servicing. 

EXHIBITS A–B TO SUBPART G [RESERVED] 
EXHIBIT C TO SUBPART G—SUBORDINATION BY 

THE GOVERNMENT FOR USE WITH RURAL 
HOUSING SITE LOANS 

AUTHORITY: 42 U.S.C. 1480; 5 U.S.C. 301; 7 
CFR 2.23; 7 CFR 2.70. 

Subparts A–F [Reserved] 

Subpart G—Rural Housing Site 
Loan Policies, Procedures, 
and Authorizations 

AUTHORITY: Sec. 523, 82 Stat. 553, 42 U.S.C. 
1490c; sec. 524, 83 Stat. 399; sec. 502, 63 Stat. 
433, as amended, 42 U.S.C. 1472; sec. 101(a), 82 
Stat. 477, 12 U.S.C. 1715z; sec. 201, 82 Stat. 498, 
12 U.S.C. 1715z–1; Orders of Secy. of Agr., 29 
FR 16210, 32 FR 6650. 

SOURCE: 35 FR 16087, July 1, 1970, unless 
otherwise noted. 

§ 1822.261 General. 

This subpart sets forth the policies 
and procedures and delegates authority 
for making Rural Housing Site (RHS) 
loans under sections 523 and 524 of the 
Housing Act of 1949. Any processing or 
servicing activity conducted pursuant 
to this subpart involving authorized as-
sistance to FmHA or its successor 
agency under Public Law 103–354 em-
ployees, members of their families, 
known close relatives, or business or 
close personal associates, is subject to 
the provisions of subpart D of part 1900 
of this chapter. Applicants for this as-
sistance are required to identify any 
known relationship or association with 
an FmHA or its successor agency under 
Public Law 103–354 employee. Section 
523 loans are direct loans for the pur-
chase and development of building 
sites for housing to be built by the self- 
help method; they have additional re-
quirements which are contained in 
§ 1822.278. 

[35 FR 16087, July 1, 1970, as amended at 58 
FR 224, Jan. 5, 1993] 

§ 1822.262 Objective. 

The basic objective of RHS loans is 
to assist public or private nonprofit or-
ganizations interested in providing 
sites for housing, to acquire and de-
velop land in rural areas. This land will 
be subdivided into adequate building 
sites and sold on a nonprofit basis to 
(a) families eligible for low and mod-
erate income section 502 Rural Housing 
(RH) loans, including self-help housing; 
(b) cooperative Rural Cooperative 
Housing (RCH) applicants and broadly 
based nonprofit Rural Rental Housing 
(RRH) applicants; and (c) applicants el-
igible for Housing and Urban Develop-
ment (HUD) sections 235 and 236 in-
sured mortgages. 

§ 1822.263 Definitions. 

As used in this subpart: 
(a) A private nonprofit organization is 

a corporation which: is owned and con-
trolled by private persons; is organized 
and operated for purposes other than 
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making gains or profits for the cor-
poration or members; and, is legally 
precluded from distributing to its 
members any gains or profits. 

(b) A public nonprofit organization is a 
nonprofit corporation other than a pri-
vate nonprofit corporation, including a 
municipal corporation or other cor-
porate agency of a State or local gov-
ernment. 

(c) Rural area is open country or 
rural places as defined in 7 CFR part 
3550, subpart A. 

(d) Development cost means the cost of 
purchasing and developing the sites in-
cluding engineering and legal fees, 
streets, roads, utilities, minimum es-
sential administrative costs, necessary 
equipment and estimated interest 
which the borrower cannot pay from 
other sources. 

(e) RHS section 523 loan means a loan 
to an organization which will provide 
sites for housing to be built by the self- 
help method. 

(f) RHS section 524 loan means a loan 
to an organization which will provide 
sites for housing to be built with no 
limitation as to the method of con-
struction that will be used. 

(g) OGC means the Office of the Gen-
eral Counsel, including the regional at-
torney or attorney in charge serving 
the State in which the RHS project is 
located. 

[35 FR 10687, July 1, 1970, as amended at 40 
FR 52837, Nov. 13, 1975; 46 FR 61989, Dec. 21, 
1981; 67 FR 78326, Dec. 24, 2003] 

§ 1822.264 Eligibility requirements. 

(a) Eligibility of applicant. To be eligi-
ble for an RHS loan, the applicant 
must be a private or public nonprofit 
organization as defined in § 1822.263 (a) 
or (b) which is authorized to provide 
housing sites on a nonprofit basis. 

(1) If it is a private nonprofit organi-
zation as defined in § 1822.263(a), it 
should also: 

(i) Have a membership of at least 10 
community leaders. 

(ii) Plan to adopt, if it is being newly 
organized, articles of incorporation and 
bylaws that generally conform to 
model articles and bylaws provided by 
the State director which will be con-
sistent with State law and with 
changes appropriate to the purposes 

and powers of an eligible applicant 
under this subpart. 

(2) [Reserved] 
(b) Authorized representative of appli-

cant. The Farmers Home Administra-
tion (FmHA) or its successor agency 
under Public Law 103–354 will deal only 
with the applicant or bona fide rep-
resentative or the applicant or the rep-
resentative’s technical advisors. An au-
thorized representative of the appli-
cant must have no pecuniary interest 
in the award of the engineering, archi-
tectural or construction contracts, 
necessary equipment, or the purchase 
or development of the land. 

§ 1822.265 Loan purposes. 

RHS loans may be made to qualified 
applicants: 

(a) For the purchase and development 
of adequate sites, including the con-
struction of essential access roads, 
streets, utility lines, and necessary 
equipment which will become a perma-
nent part of the development. If public 
water and waste disposal facilities are 
not available and cannot reasonably be 
provided on a community basis with 
other financing, including FmHA or its 
successor agency under Public Law 103– 
354 Water and Waste Disposal Associa-
tion loans, funds may be included for 
this purpose. 

(b) For the payment of necessary en-
gineering fees, legal fees, and closing 
costs. 

(c) For the payment of actual cash 
cost of incidental administrative ex-
penses such as postage, telephone, ad-
vertising, and temporary secretarial 
help, if funds to pay these expenses are 
not otherwise available. The estimated 
cost of these items should be identified 
and shown in the budget. 

(d) To provide for needed land-
scaping, planting, seeding, or sodding, 
or other necessary facilities related to 
buildings such as walks, parking areas, 
and driveways. 

(e) When legally required by proper 
local, county, and State Governmental 
bodies as a condition for subdivision 
approval, RHS loan funds may be used 
to provide common areas playgrounds 
and tot lots, provided such facilities 
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are dedicated to, and maintained by, a 
public body. 

(42 U.S.C. 1480; delegation of authority by the 
Sec. of Agri., 7 CFR 2.23; delegation of au-
thority by the Asst. Sec. for Rural Develop-
ment, 7 CFR 2.70) 

[35 FR 16087, July 1, 1970, as amended at 43 
FR 24264, June 5, 1978] 

§ 1822.266 Limitations. 
(a) Loan limits. No RHS loan(s) will be 

made to any applicant which will re-
sult in the applicant’s owning an un-
paid principal balance of more than 
$100,000 on such loan(s) unless prior au-
thorization for a larger loan is ob-
tained from the national office. No 
such loan will exceed the development 
cost as defined in § 1822.263(d), or the 
value of the property as improved with 
the loan. These limitations also apply 
to cases in which the same persons 
hold a majority of the membership in-
terests or constitute a majority of the 
directors of two or more applicants. 

(b) Limitations of use of loan funds. 
Loans will not be made for: 

(1) The purchase of land in excess of 
the immediate and identified needs in 
the locality. 

(2) The purchase of land from a mem-
ber of an applicant-organization, or 
from another organization in which 
any member of the applicant-organiza-
tion has an interest, without prior con-
sent of the national office. 

(3) Refinancing of debts, except in ac-
cordance with paragraph (e) of this sec-
tion. 

(4) Payment of any fee, charge, or 
commission to any broker, negotiator, 
or other person for the referral of a 
prospective applicant or solicitation of 
a loan. 

(5) Payment of any fee, salary, com-
mission, profit, or compensation to an 
applicant, or to any officer, director, 
trustee, stockholder, member or agent 
of an applicant, except as provided in 
§ 1822.265(b). No contract or agreement 
for services to be paid for with loan 
funds should be executed by the appli-
cant without prior approval by the 
State director. 

(c) Sale of developed sites. The sites de-
veloped with a section 524 loan must be 
for housing low- and moderate-income 
families and may be sold to families, 
nonprofit organizations, public agen-

cies, and cooperatives eligible for as-
sistance under any section of title V of 
the Housing Act of 1949, or under any 
other law which provides financial as-
sistance. For example, this may in-
clude: 

(1) Individuals with low and moderate 
incomes eligible for HUD mortgages. 

(2) Individuals with low and moderate 
incomes eligible for VA guaranteed 
loans. 

(3) Individuals with low or moderate 
incomes eligible for a loan from any 
private lender which is authorized by 
law to provide financial assistance for 
housing. 

(4) Nonprofit organizations funded by 
Federal, State, or local governments 
carrying out programs for low- and 
moderate-income families to obtain 
housing. 

(5) State or local public agencies such 
as a housing authority or a housing fi-
nance development agency carrying 
out programs for low- and moderate-in-
come families to obtain housing. 

(d) Suitability of sites. Sites will meet 
the requirements of the planned use; 
for example, individual housing or mul-
tiple housing or any combination 
thereof. Building sites must be well lo-
cated and designed to provide a desir-
able living environment. Generally a 
loan will not be made for the develop-
ment of less than 10 units, but they 
need not be contiguous. 

(e) Obligations incurred before loan 
closing. When an applicant files an ap-
plication for a loan, the county super-
visor will advise the applicant that de-
velopment work must not be started 
and obligations for work, materials, or 
land purchase must not be incurred be-
fore the loan is closed. If, nevertheless, 
the applicant incurs obligations for 
work, materials, or land purchase be-
fore the loan is closed, the State direc-
tor may authorize the use of loan funds 
to pay such obligations only when he 
finds that all the following conditions 
exist: 

(1) The obligations were incurred 
after the applicant filed a written ap-
plication for a loan. 

(2) The applicant is unable to pay 
such obligations from its own resources 
or to obtain credit from other sources, 
and failure to authorize the use of loan 
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funds to pay such debts would impair 
the applicant’s financial position. 

(3) The obligations were incurred for 
authorized loan purposes. 

(4) Contracts, materials, development 
and any land purchase meet FmHA or 
its successor agency under Public Law 
103–354 standards and requirements. 

(5) Payment of the obligations will 
remove any liens which have attached, 
and any basis for liens that may at-
tach, to the property on account of 
such obligations or such work, mate-
rials, or land purchase. 

[35 FR 10687, July 1, 1970, as amended at 40 
FR 6951, Feb. 18, 1975] 

§ 1822.267 Special conditions. 
(a) Evidence of need. Loans will be 

made on the basis of the applicant pro-
viding firm information as to the num-
ber of sites to be developed and evi-
dence of a need for the proposed build-
ing sites in the locality. 

(b) Nondiscrimination. The borrower 
will be required to agree not to dis-
criminate or permit discrimination, in 
accordance with section 3 of the loan 
resolution form ‘‘(‘Rural Housing Site’ 
Loan to Nonprofit Corporation),’’ 
available at all FmHA or its successor 
agency under Public Law 103–354 of-
fices. 

(c) Supervisory assistance. Supervision 
will be provided borrowers to the ex-
tent necessary to achieve the objec-
tives of the loan and to protect the in-
terests of the Government. County su-
pervisors will counsel with applicants 
in selecting locations that will provide 
essential services and facilities and 
will result in the development of desir-
able residential communities. 

(d) Loan resolution. A Loan Resolu-
tion will be adopted by the applicant’s 
Board of Directors or similar governing 
body using a form entitled, ‘‘((Rural 
Housing Site) Loan to Nonprofit Cor-
poration)’’ available at all FmHA or its 
successor agency under Public Law 103– 
354 offices. If any provisions are not ap-
propriate to a particular case, proposed 
substitute language should be sub-
mitted to the national office with the 
recommendations of the State director. 

(e) Development policies. Development 
will be planned and performed in ac-
cordance with subparts A and C of part 
1924 of this chapter, and certain infor-

mation in a guide entitled ‘‘Planning 
and Developing Building Sites’’ avail-
able at all FmHA or its successor agen-
cy under Public Law 103–354 offices. 

(f) Water and waste disposal facilities. 
If public water and waste disposal fa-
cilities are not available and these fa-
cilities will be provided on a commu-
nity basis with funds included in the 
RHS loan or with other financing, pro-
vision should be made to form an orga-
nization with members who will pro-
vide continuing maintenance and man-
agement of facilities. The cost of the 
facilities should be considered as a cost 
of developing the sites and included in 
the price charged for the lots when 
they are sold. 

(g) Compliance with local codes and 
regulations. Planning and development 
of sites will comply with all State, 
county, and local planning and zoning 
requirements, and will be for housing 
that will conform with any applicable 
laws, ordinances, codes, and regula-
tions governing such matters as con-
struction, heating, plumbing, electrical 
installation, fire prevention, health, 
and sanitation. 

(h) Optioning of land. If a loan in-
cludes funds to purchase real estate, 
the applicable provisions of subpart A 
of part 1943 regarding options will be 
followed. After the loan is approved, 
the county supervisor will have Form 
FmHA or its successor agency under 
Public Law 103–354 440–35, ‘‘Form Let-
ter—Acceptance of Option,’’ or other 
appropriate form of acceptance, com-
pleted, signed by the applicant, and 
mailed to the seller. 

(i) Use of and accountability for loan 
funds. Supervised bank accounts will 
not be used except when their require-
ment is made or authorized by the 
State director for cases where adequate 
bonding is not available. If a supervised 
bank account is used, collateral for de-
posits of funds will be pledged when the 
supervised bank account exceeds 
$100,000. All loan funds and funds from 
other sources to be used to pay the de-
velopment costs of the site, as well as 
proceeds from the sale of any sites, will 
be deposited in accordance with part 
1902, subpart A of this chapter. The 
county supervisor will see that funds 
for land purchase are paid to the seller 
simultaneously with loan closing. 
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After the loan is closed, monthly re-
ports will be provided to FmHA or its 
successor agency under Public Law 103– 
354 of all disbursements made and in-
come received by the borrower. Reports 
for each month will be submitted to 
the FmHA or its successor agency 
under Public Law 103–354 county office 
during the first 10 days of the next 
month. No expenditures will be made 
without prior FmHA or its successor 
agency under Public Law 103–354 con-
sent for items which are not included 
in the FmHA or its successor agency 
under Public Law 103–354 approved de-
velopment cost estimate or for 
amounts greater than those set forth 
in such estimate. 

(j) Insurance. The State director will 
determine the minimum amounts and 
types of insurance the applicant will 
carry. 

(1) Suitable workman’s compensation 
insurance will be carried by the appli-
cant for all its employees. 

(2) The applicant will be advised of 
the possibility of incurring liability 
and encouraged, or required when ap-
propriate, to obtain liability insurance. 

(k) Bonding. (1) Approved corporate 
surety bonds will be required in all 
cases involving a development contract 
in excess of $20,000, unless an exception 
is made by the national office. In other 
cases, the county supervisor will deter-
mine whether a surety bond is re-
quired. 

(2) The applicant will provide fidelity 
bond coverage for its officers and em-
ployees entrusted with the receipt, cus-
tody, and disbursement of its funds and 
the custody of any other negotiable or 
readily saleable personal property. The 
amount of the bond will be at least 
equal to the maximum amount of such 
funds including funds in bank ac-
counts, and property that the applicant 
will have in its possession or control at 
any one time. If permitted by State 
law, the United States will be named 
coobligee in the bond. Form FmHA or 
its successor agency under Public Law 
103–354 440–24, ‘‘Position Fidelity 
Schedule Bond,’’ may be used if per-
mitted by State law. 

(l) Conditional commitments for con-
struction of homes on developed sites. 
Conditional commitments may be 
issued on sites developed with an RHS 

section 524 loan to permit homes to be 
constructed on sites prior to the sale of 
the site to an eligible purchaser in ac-
cordance with the following: 

(1) The requirements of 7 CFR 3550.70 
must be met and a conditional commit-
ment issued prior to the start of con-
struction of the home. 

(2) The conditional commitment 
must be issued to an RHS borrower 
who can legally provide the proposed 
housing and has the experience and 
training in construction to the extent 
necessary to assure that the housing 
will be built or jointly to the RHS loan 
borrower and a builder who has the 
legal capacity, training and experience 
necessary to construct the housing. In 
all cases the following language will be 
added under ‘‘other conditions’’ on 
Form FmHA or its successor agency 
under Public Law 103–354 1944–11, 
‘‘Conditional Commitment’’: 

(i) ‘‘Not withstanding the other pro-
visions of this commitment the sale of 
completed homes on sites developed 
with section 524 Rural Housing Site 
loans will be limited to families eligi-
ble for assistance under any section of 
title V of the Housing Act of 1949 or 
under any other law which provides fi-
nancial assistance for housing low- and 
moderate-income families. The ap-
proval of FmHA or its successor agency 
under Public Law 103–354 will be ob-
tained prior to the sale of each home. 
The request for approval shall be sub-
mitted to the local FmHA or its suc-
cessor agency under Public Law 103–354 
office along with an application for an 
RH 502 loan or a financial statement 
from the purchaser and verification of 
the other credit that is available.’’ 

(ii) The benefits of the nonprofit de-
velopment of the site(s) must be passed 
on to the purchaser. This will result in 
this site being sold for $lll (price to 
be determined as provided for in 
(§ 1822.275(b))). 

(3) In arriving at the commitment 
price for the site and the completed 
home, the value will be based on the 
present market value of the house 
only, plus the nonprofit selling price of 
the lot. 

(4) If in order to obtain interim fi-
nancing for the construction of the 
homes, the RHS loan borrower requests 
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a subordination by FmHA or its suc-
cessor agency under Public Law 103–354 
on individual lots, the State Director 
may approve the subordination by 
completing and executing a subordina-
tion in the format of exhibit C of this 
subpart. 

(5) FmHA or its successor agency 
under Public Law 103–354’s lien on any 
lot will be released only at the time of 
sale to an eligible purchaser. 

(6) The County Supervisor should 
provide the necessary supervision to 
assure that the RHS loan borrower 
takes the necessary action to assure 
that all qualified builders in the area 
are aware of the availability of rural 
housing sites and are given an equal 
opportunity to participate in this con-
ditional commitment program. As a 
minimum, the borrower will be re-
quired to submit a signed statement in-
dicating the actions taken including 
names and dates of contacts with 
builders. 

(7 U.S.C. 1989; 5 U.S.C. 301; sec. 10, Pub. L. 93– 
347, 88 Stat. 392; 42 U.S.C. 1480; delegation of 
authority by the Sec. of Agr., 7 CFR 2.23; del-
egation of authority by the Asst. Sec. for 
Rural Development, 7 CFR 2.70) 

[35 FR 16087, July 1, 1970, as amended at 41 
FR 47460, Oct. 29, 1976; 42 FR 44669, Sept. 6, 
1977; 43 FR 24264, June 5, 1978; 44 FR 1702, 
Jan. 8, 1979; 45 FR 39793, June 12, 1980; 46 FR 
36106, July 14, 1981; 46 FR 61989, Dec. 21, 1981; 
52 FR 8002, Mar. 13, 1987; 52 FR 19283, May 22, 
1987; 67 FR 78326, Dec. 24, 2002] 

§ 1822.268 Rates, terms, and source of 
funds. 

(a) Interest rate. Upon request of the 
applicant, the interest rate charged by 
FmHA or its successor agency under 
Public Law 103–354 will be the lower of 
the interest rates in effect at the time 
of loan approval or loan closing. If an 
applicant does not indicate a choice, 
the loan will be closed at the interest 
rate in effect at the time of loan ap-
proval. Interest rates are specified in 
exhibit B of FmHA or its successor 
agency under Public Law 103–354 In-
struction 440.1 (available in any FmHA 
or its successor agency under Public 
Law 103–354 office) for the type assist-
ance involved. 

(b) Repayment period. Final payment 
will be due 2 years after the date of the 
loan. When necessary to carry out the 
loan purposes, the national office may 

authorize extension of maturity dates. 
As lots are sold before the final due 
date of the note, the proceeds of the 
sales will be applied on the account or 
any prior lien, or, with the prior ap-
proval of the national office, used in a 
manner consistent with the purposes of 
the loan and the security interest of 
the Government. 

(c) Source of funds. Loans under this 
subpart will be made as insured loans, 
except that loans under § 1822.278 to de-
velop building sites for sale in connec-
tion with self-help projects will be 
made as direct loans. 

[35 FR 10687, July 1, 1970, as amended at 51 
FR 6733, Feb. 26, 1986] 

§ 1822.269 Security. 

Each loan will be secured by a mort-
gage on the property purchased or im-
proved with the loan, and a security in-
terest in the funds held by the corpora-
tion in trust for the Government, in ac-
cordance with the provisions of the re-
quired Loan Resolution. 

§ 1822.270 Technical, legal, and other 
services. 

(a) Appraisals. The property will be 
appraised by an FmHA or its successor 
agency under Public Law 103–354 em-
ployee authorized to make real estate 
appraisals. The appraisal will consist of 
a narrative statement prepared and 
signed by the authorized employee de-
scribing in detail the items considered 
in arriving at the value of the prop-
erty. Two values will be established by 
the appraiser: 

(1) The fair market value of the total 
property ‘‘as is’’. 

(2) The aggregate fair market value 
of the building sites after development. 

(i) In determining the value of the 
property, the appraiser will consider 
the value and selling prices of similar 
building sites in the area. The selling 
prices of similar sites must be fully 
documented. 

(ii) [Reserved] 
(b) Title Clearance and Legal Services. 

For a loan to a public nonprofit organi-
zation, title clearance and legal serv-
ices will be obtained in accordance 
with instructions from the OGC, ob-
serving the provisions of subpart B of 
part 1927 of this chapter to the extent 
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feasible. For a loan to a private non-
profit organization, the provisions of 
subpart B of part 1927 of this chapter 
regarding title clearance and legal 
services will apply. The applicant will 
be encouraged to have the same ap-
proved closing agent, where practical, 
perform the title clearance work in 
connection with the purchase of the 
land and the sale of the individual 
sites. 

(c) Contracts for legal services. On 
projects requiring more legal services 
than are customarily required for title 
clearance alone, the applicant will be 
required to have a written contract 
when loan funds will be used for legal 
services. All such contracts will be sub-
ject to review and approval by the 
State director and therefore should be 
submitted to the State Director before 
execution by the applicant. Contracts 
will provide for the types of service to 
be performed and the amount of fees to 
be paid either in lump sum on the com-
pletion of all services or in install-
ments as services are performed. 

(d) Engineering services. On projects 
requiring engineering services, a writ-
ten contract will be required between 
the engineer and the borrower. All such 
contracts will be subject to review and 
approval by the State director and 
therefore should be submitted to the 
State Director before execution by the 
applicant. The form of contract must 
conform with standard professional 
practices and describe the types of 
services to be performed and fees to be 
paid. 

[35 FR 16087, July 1, 1970, as amended at 51 
FR 6733, Feb. 26, 1986; 56 FR 67471, Dec. 31, 
1991] 

§ 1822.271 Processing applications. 
(a) Application. The application will 

be in the form of a letter to the county 
supervisor with the following informa-
tion included in or attached to the let-
ter: 

(1) Name and address of applicant. 
(2) A copy of, or an accurate citation 

to, the specific provisions of State law 
under which the applicant is organized; 
a copy of the applicant’s articles of in-
corporation, bylaws, and other author-
izing documents; the names and ad-
dresses of the applicant’s members, di-
rectors, and officers; and if another or-

ganization is a member of the appli-
cant organization its name, address, 
and principal business. 

(3) A current, dated, and signed fi-
nancial statement showing assets, and 
liabilities, together with information 
on the repayment schedule and status 
of each debt. 

(4) Evidence of inability to obtain 
credit from other sources. 

(5) General description of the project. 
(i) Location and size of tract or 

tracts to be bought and/or developed. 
(ii) Number and size of individual 

sites planned together with a detailed 
plot plan. 

(iii) Preliminary engineering plans, if 
available. 

(6) Estimated cost and amount of 
loan needed. 

(7) Explanation of applicant’s finan-
cial contribution to the project. 

(8) A map showing the location of and 
other supporting information on neigh-
borhood and existing facilities such as 
distance to shopping area, neighbor-
hood churches, available transpor-
tation, drainage, sanitation facilities, 
water supply available or planned, and 
access to essential services such as doc-
tors, dentists, and hospitals. 

(9) If facilities such as water and sew-
age systems, paved streets, and utili-
ties are not currently available, infor-
mation on when and how they will be 
provided. 

(10) Evidence of the need for the pro-
posed sites in the locality by low- and 
moderate-income families and other 
qualified applicants that are likely to 
be able to obtain financing for a home. 

(11) Written evidence of any State, 
county, or local planning, zoning, or 
other ordinances imposing additional 
restrictions or requirements upon the 
proposed sites. 

(b) County supervisor’s review and eval-
uation of applications. The county su-
pervisor will: 

(1) Determine that the applicant 
meets the eligibility requirements of 
§ 1822.264. 

(2) Verify that the information pro-
vided is accurate and complete. 

(3) Determine that: 
(i) The sites will be located in a good 

residential area and that essential fa-
cilities and services will be provided. 
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(ii) The lots will be reasonable in cost 
and of a type FmHA or its successor 
agency under Public Law 103–354 can 
appropriately finance. 

(iii) There is an immediate and ready 
market for the proposed sites in the 
planned location. 

(iv) The total number of sites 
planned does not exceed the number of 
loans the county supervisor can rea-
sonably expect to include in the rural 
housing program or for which other 
credit is reasonably assured when the 
sites are developed. 

(v) Proposed subdivisions will comply 
with the local codes and ordinances 
and also meet the requirements of sub-
part C of part 1924 of this chapter. 

(4) Evaluate the manner in which the 
applicant plans to conduct its business 
and financial affairs. 

(5) Comment on the background of 
the members, directors and officials. 

(6) If he has questions about the pro-
posal, send the incomplete docket to 
the State office for advice. 

(7) If for any reason the loan cannot 
be made, inform the applicant. 

(c) Completion of the docket. If the 
county supervisor determines that the 
applicant is eligible and the loan will 
be sound and proper, he should request 
the applicant to make any needed revi-
sions. In addition to the items required 
in the application the docket must in-
clude: 

(1) A plot plan and detailed prelimi-
nary plans and specifications for devel-
opment of the building sites. 

(2) A detailed cost breakdown of the 
project for such items as land and 
rights-of-way, utility installations or 
connections, on-site improvements, en-

gineering and legal services, and esti-
mated interest. 

(3) If water and sanitary facilities are 
not publicly owned, a complete state-
ment as to how they will be provided 
and details about their ownership and 
operation. 

(4) Satisfactory evidence of review 
and approval of the proposed develop-
ment by applicable State and local offi-
cials whose approval is required by 
State or local laws, ordinances, or reg-
ulations. 

(5) Satisfactory evidence that the ap-
propriate public bodies will accept and 
maintain all public facilities, including 
common areas, playgrounds, and tot 
lots, when dedicated to such bodies. 

(d) Preparation of docket forms—(1) Re-
quest for obligation of funds and fund 
analysis. Forms FmHA or its successor 
agency under Public Law 103–354 1944– 
50, ‘‘Multiple Family Housing Bor-
rower/Project Characteristics,’’ and 
FmHA or its successor agency under 
Public Law 103–354 1944–51, ‘‘Multiple 
Family Housing Obligation-Fund Anal-
ysis,’’ will be completed in accordance 
with the Forms Manual Insert (FMI). 

(2) County committee certification or 
recommendation. County committees 
will not be used to review RHS loan ap-
plications. 

(e) Assembly, review and distribution of 
complete loan docket items. When all 
items required for the complete loan 
docket have been furnished, they will 
be examined thoroughly to make sure 
they are properly and accurately pre-
pared and are complete in all respects, 
including dates and signatures. The 
loan docket items will be assembled in 
the following order and distributed as 
follows: 

Form No. Name of form or document 
Total 
No. of 
copies 

Signed 
by bor-
rower 

Number 
for loan 
docket 

Copy for 
borrower 

Application Letter and Attachments .................................................. 2 1–0 1–C 
FmHA or its 

successor 
agency 
under Public 
Law 103– 
354 1910– 
11 

Applicant Certification, Federal Collection Policies for Consumer or 
Commercial Debts.

2 2–O&C 1–O 1–C 

Evidence of Legal Authority (copy or citation of specific provisions 
of State statutory authority).

2 1 1–0 1–C 

Proof of Organization (certified copy of Articles of Incorporation) ... 2 1 1–0 1–C 
Certified copy of Bylaws ................................................................... 2 1 1–0 1–C 
List of names and addresses of officers, directors and members ... 2 1 1–0 1–C 
Narrative plan and other supporting information .............................. 2 1 1–0 1–C 
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Form No. Name of form or document 
Total 
No. of 
copies 

Signed 
by bor-
rower 

Number 
for loan 
docket 

Copy for 
borrower 

Evidence of Need.
Certified Copy of Loan Resolution .................................................... 1 1 1–0 

FmHA or its 
successor 
agency 
under Public 
Law 103– 
354 440–4 

Assurance Agreement ...................................................................... 2 1 1–0 1–C 

FmHA or its 
successor 
agency 
under Public 
Law 103– 
354 400–1 

Equal Opportunity Agreement (when applicable) ............................. 2 1 1–0 1–C 

FmHA or its 
successor 
agency 
under Public 
Law 103– 
354 400–3 

Notice to Contractors and Applicants ............................................... 3 1–C 1–C 

FmHA or its 
successor 
agency 
under Public 
Law 103– 
354 400–6 

Compliance Statement (when applicable) ........................................ 3 1–C 1–C 

Survey of land given as security, plans specifications, cost esti-
mates, and proposed manner of development.

3 1 1–0 1–C 

Operating budget (if administrative expenses are to be included in 
loan).

2 1 1–0 1–C 

Appraisal Report with Attachments .................................................. 1 1–0 
Preliminary Title Opinion and a Final Title Opinion or a title insur-

ance binder and a mortgage title insurance policy.
Option or copy of deed, purchase contract, or other instruments of 

ownership.
FmHA or its 

successor 
agency 
under Public 
Law 103– 
354 1944– 
50 

Multiple Family Housing BorrowerProject Characteristics ................ 1 1 1 

FmHA or its 
successor 
agency 
under Public 
Law 103– 
354 1944– 
51 

Multiple Family Housing Obligation-Fund Analysis .......................... 2 2 1 1 1 

1 Data input to Finance Office through field office terminals. 

(f) Submission of complete docket. The 
complete docket will be sent to the 
State office together with the District 
Director’s comments and recommenda-
tions and a draft for a press release. 

(g) Loan approval authority and State 
Office action. The State Director is au-
thorized to approve loans in accordance 
with this subpart and subpart A of part 
1901 of this chapter. As soon as it is evi-
dent that a loan will be approved, the 
State Director will complete exhibit A 
to subpart C of part 2015 of this chapter 
and submit to the FmHA or its suc-

cessor agency under Public Law 103–354 
Finance Office through field office ter-
minals that information contained in 
Form FmHA or its successor agency 
under Public Law 103–354 1944–50, 
‘‘Multiple Family Housing Borrower/ 
Project Characteristics.’’ The State Di-
rector may redelegate approval author-
ity to qualified State Office employees. 
When a docket or preliminary applica-
tion is received in the State Office, the 
State Director will: 
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(1) Utilize the services of technicians 
on his staff and from other agencies in 
evaluating the application. 

(2) Review the applicant’s articles of 
incorporation and bylaws. If they con-
form to approved forms for the State as 
provided in § 1822.264(a)(1)(ii), the State 
director need not obtain a preliminary 
opinion from the OGC. In all other 
cases the State director will, and in 
any case may, submit the docket with 
any comments or questions to the OGC 
for a preliminary opinion as to whether 
the applicant and the proposed loan 
meet or can meet the requirements of 
State law and this subpart. 

(3) If additional information is need-
ed to adequately evaluate the applica-
tion, return the loan docket to the Dis-
trict Director with any comments and 
recommendations for further proc-
essing. 

(4) If the docket is sufficiently com-
plete to enable the State Director to 
determine that the applicant is eligible 
and the loan would be sound and prop-
er, issue a proposed memorandum of 
approval listing any specific conditions 
that must be met before loan closing. 

(5) If the applicant is not eligible or 
the loan would not be sound and proper 
and the deficiencies cannot be cor-
rected, inform the District Director ac-
cordingly. 

(42 U.S.C. 1480; delegation of authority by the 
Sec. of Agr., 7 CFR 2.23; delegation of author-
ity by the Asst. Sec. for Rural Development, 
7 CFR 2.70) 

[35 FR 16087, July 1, 1970, as amended at 41 
FR 7487, Feb. 19, 1976; 41 FR 20392, May 18, 
1976; 43 FR 24264, June 5, 1978; 44 FR 4435, 
Jan. 22, 1979; 50 FR 8583, Mar. 4, 1985; 52 FR 
19283, May 22, 1987; 54 FR 29330, July 12, 1989] 

EFFECTIVE DATE NOTE: At 69 FR 69103, Nov. 
26, 2004, § 1822.271 was amended in the table in 
paragraph (e) by removing the entire entry 
for ‘‘Form FmHA or its successor agency 
under Public Law 103–354 1944–50’’ and by re-
vising the form number ‘‘1944–51’’ to read 
‘‘3560–51’’ in the last entry of the table, in 
the second sentence of the introductory text 
of paragraph (g) by removing the words ‘‘and 
submit to the FmHA or its successor agency 
under Public Law 103–354 Finance Office 
through field office terminals that informa-
tion contained in Form FmHA or its suc-
cessor agency under Public Law 103–354 1944– 
50, ‘Multiple Family Housing Borrower/ 
Project Characteristics,’ and by revising 
paragraph (d)(1), effective February 24, 2005. 

For the convenience of the user, the revised 
text is set forth as follows: 

§ 1822.271 Processing applications. 

* * * * * 

(d) * * * 
(1) Request for obligation of funds and fund 

analysis. Form RD 3560–51, ‘‘Multiple Family 
Housing Obligation Fund Analysis’’ will be 
completed in accordance with the Forms 
Manual Insert (FMI). 

* * * * * 

§ 1822.272 Approval or disapproval of 
a loan. 

The provisions of part 1944, subpart E 
of this chapter will be followed. 

[56 FR 2202, Jan. 22, 1991] 

EFFECTIVE DATE NOTE: At 69 FR 69103, Nov. 
26, 2004, § 1822.272 was revised, effective Feb-
ruary 24, 2005. For the convenience of the 
user, the revised text is set forth as follows: 

§ 1822.272 Approval or disapproval of a loan. 
The provisions of 7 CFR part 3560, subpart 

B will be followed. 

§ 1822.273 Actions subsequent to loan 
approval. 

After the loan is approved, actions to 
be taken will be in accordance with 
§ 1944.235. 

[35 FR 16087, July 1, 1970, as amended at 45 
FR 70777, Oct. 27, 1980] 

EFFECTIVE DATE NOTE: At 69 FR 69103, Nov. 
26, 2004, § 1822.273 was revised, effective Feb-
ruary 24, 2005. For the convenience of the 
user, the revised text is set forth as follows: 

§ 1822.273 Actions subsequent to loan ap-
proval. 

After the loan is approved, actions to be 
taken will be in accordance with 7 CFR part 
3560, subpart B. 

§ 1822.274 Loan closing. 
(a) Applicable instructions. The com-

plete loan docket will be sent to the 
OGC for loan closing instructions. RHS 
loans will be closed in accordance with 
applicable provisions of subpart B of 
part 1927 of this chapter, and State In-
structions which supplement this In-
struction, and closing instructions of 
the OGC, and with the assistance of the 
approved attorney, representatives of 
the title insurance company, or local 
attorney, whichever is appropriate. 
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(b) Mortgage. Unless the OGC deter-
mines the Form to be inappropriate, 
real estate mortgage Form FmHA or 
its successor agency under Public Law 
103–354 1927–1 (state), ‘‘Real Estate 
Mortgage for lllll,’’ will be used 
for all RHS section 524 loans modified 
as prescribed by or with the advice of 
the OGC with respect to the name, ad-
dress, and other identification of the 
borrower, the style of execution, and 
the acknowledgement. Additional para-
graphs will be included in the mortgage 
to read as follows: 

The borrower agrees not to discriminate in 
the sale of the dwelling financed under this 
mortgage due to a prospective purchaser’s 
race, color, national origin, sex, religion, 
age, marital status, or handicap. The bor-
rower further agrees to comply with all Fed-
eral, State, or local laws and ordinances pro-
hibiting discrimination in the sale of hous-
ing. The borrower’s failure or refusal to com-
ply with this agreement will be a basis for 
the FmHA or its successor agency under 
Public Law 103–354 to deny future requests 
for participation in its rural housing pro-
grams and activities. 

This instrument also secures the obliga-
tions and covenants of borrower set forth in 
Borrower’s Loan Resolution of llllll 

(date), which is hereby incorporated herein 
by reference. 

(c) Promissory note. Form FmHA or 
its successor agency under Public Law 
103–354 1944–52, ‘‘Promissory Note,’’ will 
be used. Instructions for preparation 
will be in accordance with the FMI and 
the following: 

(1) The total amount to be shown in 
the note will be the amount of the loan 
shown on Form FMHA or its successor 
agency under Public Law 103–354 1944– 
51. The note will be dated the date of 
the loan closing. 

(2) The note will be signed in accord-
ance with subpart B of part 1927 of this 
chapter and the forms manual insert 
for Form FmHA or its successor agen-
cy under Public Law 103–354 1944–52 
(available in any FmHA or its suc-
cessor agency under Public Law 103–354 
office). 

(3) Payments shall not be deferred. 
(d) Recorded mortgage. When the real 

estate mortgage is returned by the re-
cording official, the county supervisor 
will retain the original in the bor-
rower’s case folder. If the original is re-
tained by the recording official for the 

county records, a conformed copy in-
cluding the recording data showing the 
date and place of recordation and book 
and page number will be prepared and 
filed in the borrower’s case folder. A 
copy of the mortgage will be delivered 
to the borrower but will be conformed 
only if required by State law or if it is 
the custom of other lenders in the area. 

(e) Date of loan closing. An RHS loan 
is considered closed when the mortgage 
is filed of record. 

[35 FR 16087, July 1, 1970, as amended at 42 
FR 4408, Jan. 25, 1977; 50 FR 8584, Mar. 4, 1985; 
56 FR 67472, Dec. 31, 1991] 

EFFECTIVE DATE NOTE: At 69 FR 69103, Nov. 
26, 2004, § 1822.274 was amended by revising 
the words ‘‘Form FmHA or its successor 
agency under Public Law 103–354 1944–52’’ to 
read ‘‘Form RD 3560–52’’ in both the intro-
ductory text of paragraph (c) and in para-
graph (c)(2), and by revising the words 
‘‘Form FmHA or its successor agency under 
Public Law 103–354 1944–51’’ to read ‘‘Form 
RD 3560–51’’ in paragraph (c)(1), effective 
February 24, 2005. 

§ 1822.275 Actions after sites are devel-
oped. 

The building sites will be sold on a 
nonprofit basis to eligible families or 
organizations as described in 
§ 1822.266(c). 

(a) An option, Form FmHA or its suc-
cessor agency under Public Law 103–354 
440–34, ‘‘Option to Purchase Real Prop-
erty,’’ will be executed. The site will be 
clearly identified by a land survey. 

(b) The sale price of each individual 
site will not be more than a sufficient 
amount to pay a proportionate part of 
the RHS loan and any other actual 
costs of buying, developing, and selling 
the building site. 

(c) The proceeds from sale of the 
building sites will be applied on the 
RHS loan and any prior lien or, with 
the prior approval of the National Of-
fice, used in a manner consistent with 
the purpose of the loan and the secu-
rity interest of the Government. The 
sites will be released from the mort-
gage in accordance with 7 CFR part 
3550, subpart D or otherwise in accord-
ance with prior approval of the Na-
tional Office. 

[35 FR 16087, July 1, 1970, as amended at 51 
FR 4135, Feb. 3, 1986; 67 FR 78326, Dec. 24, 
2002] 
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§ 1822.276 Subsequent RHS loans. 
A subsequent RHS loan is an RHS 

loan to an applicant indebted for an 
initial RHS loan. Subsequent RHS 
loans will be made on the same basis as 
initial RHS loans. 

§ 1822.277 Complaints regarding dis-
crimination in opportunity to buy 
developed sites. 

Any applicant wishing to purchase a 
site financed by an RHS loan who be-
lieves he or she has been discriminated 
against because of race, color, national 
origin, religion, sex, handicap, or age, 
may file a complaint with the County 
Supervisor or State Director. Any such 
complaint will be handled in accord-
ance with § 1944.239 of part 1944, subpart 
E of this chapter. 

[56 FR 67472, Dec. 31, 1991] 

EFFECTIVE DATE NOTE: At 69 FR 69104, Nov. 
26, 2004, § 1822.277 was amended by revising 
the words ‘‘§ 1944.239 of part 1944, subpart E of 
this chapter’’ to read ‘‘7 CFR 3560.2,’’ effec-
tive February 24, 2005 

§ 1822.278 Special requirements for 
RHS section 523 loans (loans to or-
ganizations providing sites for self- 
help housing). 

Loans to organizations which will 
provide sites for self-help housing (RHS 
sec. 523 loans) will be made under the 
provisions of this subpart with the fol-
lowing exceptions: 

(a) Eligibility. The applicant must be 
a nonprofit organization engaged in as-
sisting self-help projects. 

(b) Interest. The interest rate will be 
3 percent per annum on the unpaid 
principal balance. 

(c) Source of funds. These will be di-
rect loans made from the self-help 
fund. 

(d) Evidence of need. Loans to newly 
formed organizations will be made on 
the basis of the applicant’s providing 
firm information as to the number of 
sites to be developed and the names of 
eligible bona fide prospective pur-
chasers who are assured of available 
home financing. Loans to organizations 
currently involved in mutual self-help 
housing projects may be made without 
submitting a list of the names of pro-
spective site purchasers. There must, 
however, be definite evidence that 
enough families are available who are 

eligible and who will buy the sites 
when they are developed. 

(e) Multiple advances. These loans 
may be disbursed over a period not to 
exceed 18 months from the date of the 
first advance. 

(f) Note forms. Form FmHA or its suc-
cessor agency under Public Law 103–354 
1944–52, ‘‘Multiple Family Housing 
Promissory Note,’’ will be used. See 
§ 1822.274 (c). 

(g) Mortgage. Unless the OGC deter-
mines the Form to be inappropriate, 
real estate mortgage Form FmHA or 
its successor agency under Public Law 
103–354 1927–1 (state), ‘‘Real Estate 
lllll for lllll (Direct Loan),’’ 
will be used modified as prescribed by 
or with the advice of the OGC with re-
spect to the name, address, and other 
identification of the borrower, the 
style of execution, and the acknowl-
edgement. Additional paragraphs will 
be included in the mortgage to read as 
follows: 

The borrower agrees not to discriminate in 
the sale of the dwelling financed under this 
mortgage due to a prospective purchaser’s 
race, color, national origin, sex, religion, 
age, marital status, or handicap. The bor-
rower further agrees to comply with all Fed-
eral, State, or local laws and ordinances pro-
hibiting discrimination in the sale of hous-
ing. The borrower’s failure or refusal to com-
ply with this agreement will be a basis for 
the FmHA or its successor agency under 
Public Law 103–354 to deny future requests 
for participation in its rural housing pro-
grams and activities. 

This instrument also secures the obliga-
tions and covenants of borrower set forth in 
Borrower’s Loan Resolution of lllll 

(date), which is hereby incorporated herein 
by reference. 

[35 FR 16087, July 1, 1970, as amended at 42 
FR 4408, Jan. 25, 1977; 50 FR 8584, Mar. 4, 1985; 
56 FR 67472, Dec. 31, 1991] 

EFFECTIVE DATE NOTE: At 69 FR 69104, Nov. 
26, 2004, § 1822.278 was amended in paragraph 
(f) by revising the words ‘‘Form FmHA or its 
successor agency under Public Law 103–354 
1944–52’’ to read ‘‘Form RD 3560–52,’’ effective 
February 24, 2005 

§ 1822.279 Loan supervision and serv-
icing. 

Loan supervision will be provided ac-
cording to subpart C of part 1930 of this 
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chapter. Loan servicing will be pro-
vided according to subpart B of part 
1965 of this chapter. 

[48 FR 56139, Dec. 19, 1983] 

EFFECTIVE DATE NOTE: At 69 FR 69104, Nov. 
26, 2004, § 1822.279 was revised, effective Feb-
ruary 24, 2005. For the convenience of the 
user, the revised text is set forth as follows: 

§ 1822.279 Loan supervision and servicing. 
Loan supervision and loan servicing will be 

provided according to 7 CFR part 3560. 

EXHIBITS A–B TO SUBPART G TO PART 
1822 [RESERVED] 

EXHIBIT C TO SUBPART G OF PART 1822— 
SUBORDINATION BY THE GOVERNMENT 
FOR USE WITH RURAL HOUSING SITE 
LOANS 

Whereas, The United States of America 
acting through the Farmers Home Adminis-
tration or its successor agency under Public 
Law 103–354 (hereinafter called the ‘‘Govern-
ment’’) is the holder of the following-de-
scribed instrument(s) executed by 

of llllllllllllllllllllll

County, State of llllllllllllll

(hereinafter called the ‘‘Borrower’’) 

Title of in-
strument 

Date of in-
strument 

Date 
filed 

Office 
filed 

Book 
No. 

Page 
No. 

And whereas, llllllll (hereinafter 
called the ‘‘Lender’’) has agreed to provide a 
loan to the borrower or to a builder des-
ignated by the borrower to construct a home 
on the property described in this instrument. 

Now Therefore, in consideration of the 
Lender’s agreement to make such loan to the 
borrower, the Government hereby consents 
to the Borrower obtaining said loan from the 
lender, and agrees to and hereby subordi-
nates in favor of the Lender and his succes-
sors and assigns its liens or security inter-
ests created or evidenced by the above-de-
scribed instrument(s) insomuch as they 
cover the following described property: 

Except That, The Government shall retain 
a first lien or security interest in the above- 

described property in an amount of $lll. 
Such first lien will be released only when 
satisfactory evidence is provided indicating 
that the lot with completed home is being 
sold to a family eligible for assistance under 
any section of Title V of the Housing Act of 
1949 or under any other law which provides 
financial assistance for housing low- and 
moderate-income families and that the bene-
fits of the nonprofit development of the site 
are being passed on to the eligible purchaser 
and that the amount of that first lien is paid 
on the Borrower’s Rural Housing Site Loan 
debt to the Government. 

This subordination is limited to the 
amount actually loaned by the Lender to the 
Borrower for the foregoing purpose, but shall 
not exceed $lll. 

Only the above described property is af-
fected by this subordination. This subordina-
tion shall not otherwise affect or modify the 
obligations secured by the aforesaid lien in-
strument(s), and the said obligations shall 
continue in force and effect until fully paid, 
satisfied, and discharged. 

No member of Congress shall be admitted 
to any share or part of this agreement or to 
any benefit that may arise thereupon. 

In Witness Whereof, The United States of 
America has caused these presents to be 
signed on the llll day of llll, 19—, 
pursuant to delegated authority published in 
7 CFR, Part 1800. 

Witness: UNITED STATES OF AMERICA 
lllllllll By: lllllllll 

lllllllll Title: llllllll 

Farmers Home Ad-
ministration or its 
successor agency 
under Public Law 
103–354, U.S. De-
partment of Agri-
culture. 

(42 U.S.C. 1480; delegation of authority by the 
Secretary of Agriculture, 7 CFR 2.23; delega-
tion of authority by the Assistant Secretary 
for Rural Development, 7 CFR 2.70) 

[41 FR 47460, Oct. 29, 1976] 

PART 1823 [RESERVED] 

SUBCHAPTERS C–D [RESERVED] 
SUBCHAPTER E—ACCOUNT SERVICING 

PARTS 1863–1866 [RESERVED] 
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SUBCHAPTER F—SECURITY SERVICING AND LIQUIDATIONS 

PART 1872 [RESERVED] 

SUBCHAPTER G—MISCELLANEOUS REGULATIONS 

PARTS 1890–1899 [RESERVED] 
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