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Rural Housing Service, USDA § 3550.111 

necessary to ensure that the account 
will contain sufficient funds to pay real 
estate taxes, hazard and flood insur-
ance premiums, and other related costs 
when they are due in accordance with 
the Real Estate Settlement and Proce-
dures Act of 1974 (RESPA) and section 
501(e) of the Housing Act of 1949, as 
amended. 

§ 3550.110 Insurance (loans only). 

(a) Borrower responsibility. Any bor-
rower with a secured indebtedness in 
excess of $15,000 at the time of loan ap-
proval must furnish and continually 
maintain hazard insurance on the secu-
rity property, with companies, in 
amounts, and on terms and conditions 
acceptable to RHS including a ‘‘loss 
payable clause’’ payable to RHS to pro-
tect the Government’s interest. 

(b) Amount. The borrower is required 
to insure the dwelling and any other 
essential buildings in an amount equal 
to the insurable value of the dwelling 
and other essential buildings. However, 
in cases where the borrower’s out-
standing secured indebtedness is less 
than the insurable value of the dwell-
ing and other essential buildings, the 
borrower may elect a lower coverage 
provided it is not less than the out-
standing secured indebtedness. If the 
borrower fails, or is unable to insure 
the secured property, RHS will force 
place insurance and charge the cost to 
the borrower’s account. Force place in-
surance only provides insurance cov-
erage to the Agency and does not pro-
vide any direct coverage or benefit to 
the borrower. The amount of the lend-
er-placed coverage generally will be 
the property’s last known insured 
value. 

(c) Flood insurance. Flood insurance 
must be obtained and maintained for 
the life of the loan for all property lo-
cated in Special Flood Hazard Areas 
(SFHA) as determined by the Federal 
Emergency Management Agency 
(FEMA). RHS actions will be con-
sistent with 7 CFR part 1806, subpart B 
which addresses flood insurance re-
quirements. If flood insurance through 
FEMA’s National Flood Insurance Pro-
gram is not available in a SFHA, the 
property is not eligible for federal fi-
nancial assistance. 

(d) Losses. (1) Loss deductible clauses 
for required insurance coverage may 
not exceed the generally accepted 
minimums based on current and local 
market conditions. 

(2) Borrowers must immediately no-
tify RHS of any loss or damage to in-
sured property and collect the amount 
of the loss from the insurance com-
pany. 

(3) RHS may require that loss pay-
ments be supervised. All repairs and re-
placements done by or under the direc-
tion of the borrower, or by contract, 
will be planned, performed, inspected, 
and paid for in accordance with 7 CFR 
part 1924, subpart A. 

(4) When insurance funds remain 
after all repairs, replacements, and 
other authorized disbursements have 
been made, the funds will be applied in 
the following order: 

(i) Prior liens, including delinquent 
property taxes. 

(ii) Delinquency on the account. 
(iii) Advances due for recoverable 

cost items. 
(iv) Released to the borrower if the 

RHS debt is adequately secured. 
(5) If a loss occurs when insurance is 

not in force, the borrower is respon-
sible for making the needed repairs or 
replacements and ensuring that the in-
surance is reinstated on the property. 

(6) If the borrower is not financially 
able to make the repairs, RHS may 
take one of the following actions: 

(i) Make a subsequent loan for re-
pairs. 

(ii) Subordinate the RHS lien to per-
mit the borrower to obtain funds for 
needed repairs from another source. 

(iii) Permit the borrower to obtain 
funds secured by a junior lien from an-
other source. 

(iv) Make a protective advance to 
protect the Government’s interest. 

(v) Accelerate the account and de-
mand payment in full. 

[61 FR 59779, Nov. 22, 1996, as amended at 70 
FR 6552, Feb. 8, 2005; 73 FR 49593, Aug. 22, 
2008] 

§ 3550.111 Appraisals (loans only). 
An appraisal is required when the 

section 504 debt to be secured exceeds 
$15,000 or whenever RHS determines 
that it is necessary to establish the 
adequacy of the security. RHS may 
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