INTERAGENCY QUESTIONS AND ANSWERS REGARDING FLOOD INSURANCE -

This rescission applies to the transmitting document only and not the
JuLy 23’ 1997 attached interagency guidance. Refer to Comptroller's Handbook -
Consumer Compliance Examination - Flood Disaster Protection for the

Background status of the attached interagency guidance.

The National Flood Insurance Reform Act of 1994 (the Reform Act) (Title V of the Riegle Community
Development and Regulatory Improvement Act of 1994) comprehensively revised the two federal
flood insurance statutes, the National Flood Insurance Act of 1968 and the Flood Disaster Protection
Act of 1973. The Reform Act required the OCC, Board, FDIC, OTS, and NCUA to revise their
current flood insurance regulations and required the FCA to promulgate flood insurance regulations for
the first time. The agencies fulfilled these requirements by issuing a joint final rule in the summer of

1996. See 61 FR 45684 (August 29, 1996).

Purpose

The purpose of these Interagency Questions and Answers is to consolidate, to the extent possible,
useful flood insurance information into a comprehensive document. These Interagency Questions and
Answers supplement other documents that the agencies are not superseding, including, for example,
interagency staff flood insurance interpretive letters.
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Appendix A: Flood Disaster Protection Act Section 1340

|. Definitions.

Designated Loan - A loan secured by a building or mobile home that is located or to be located in a
special flood hazard area (SFHA) in which flood insurance is available under the Act.

1. Isaninterim loan to construct a commercial building included in this definition?

Apnswer. Yes. 1f the purpose of the loan is to construct a building (assuming the loan is secured by
that building), the Regulation applies. If the community in which the property is located
participates in the National Flood Insurance Program (NFIP), then NFIP policies, subject
to certaingeonditions and restrictions, can be purchased to provide coverage during the

ition of a “designated loan.” However, when the final
ADC  (acquisition, development, construction) project
mes applicable. This will require lenders to determine
SFHA. If the building securing the loan is located or
to be located in an SFHAfthe othgl requirements of the Regulation will also apply. As
noted above, the NFIP pefits policiggsubject to certain conditions and restrictions) to
be purchased prior to the act j

3. Is a home equity loan considered a “designat

Apnswer: Yes, a home equity (or other) loan can b
if: the loan is secured by a building or a mok

4. Are draws against approved lines of credit a “triggering e iripgya flood determination
under the Regulation or is it only the original application i
determination?

Apnswer. Assuming that the line of credit is secured by a building and is Cby a “designated loan,”
a determination is required when application is made for the loan. Draws against an
approved line would not require further determinations. However, a request for an
increase in the line of approved credit is a triggering event and might require a new
determination, depending upon whether a previous determination was done. (See the
response to Question 4 in Section V, Required use of Standard Flood Hazard
Determination Form)

5. If the loan request is to finance inventory stored in a building located within an SFHA but the
building is not security for the loan, is flood insurance required?

Apnswer: No. The Act looks to the collateral securing the loan. In this example, the collateral does
not meet the definition of a “designated loan” because it is not a building or mobile home.
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10.

If the building and contents both secure the loan, and the building is located in an SFHA, in a
community that participates in the NFIP, what are the requirements for flood insurance? What if
the contents securing the loan are located in buildings other than the building securing the loan?

Apnswer. Flood insurance is required for the building located in the SFHA and any contents stored
in that building. If collateral securing the loan is stored in buildings that do not secure the loan and these
buddings are not located in an SFHA, then flood insurance is not required on those
contents.

Does the Regulation apply where the lender is taking a security interest only as an “abundance of
caution?”

Answer. Yesh ThenAct looks to the collateral securing the loan, not to the purpose of the loan. If
the lendet takesda Security interest in improved real estate, the Regulation applies without
regard to the pugpose of the loan.

If a borrower offers aynote on a sthgle family dwelling as collateral for a personal loan but the
lender does not take a security interest in the dwelling itself, is this a “designated loan?”

Apnswer: No. A designated loafsis adloan seeured by a building or mobile home. In this example,
the lender did not take afsecurity dnterest in the building, therefore, the loan is not a
“designated loan.”

Does the Regulation apply to loans that aré bein@ restructured because of the borrower’s default on
the original loan?

Apnswer. Yes, assuming that the loan otherwise meetsghe definition of a “designated loan” and if
the lender increases the amount of the loan, &g, extendsior tenews the terms of the original
loan.

A lender makes a loan (not secured by real estate) on the conditionr thatfa, third party personally
guarantees the loan and permits the lender to take a security integest indmproved real estate owned
by the third party. Is this a “designated loan” to which the Reguldtion applies if the guarantor’s
property is located in an SFHA in a community that participates in thedNFIP?

Apnswer: Yes. The making of a loan on condition of a personal guarantee by a third party and
further secured by improved real estate owned by that third party is so closely tied to the
making of the loan that it is considered a “designated loan” under the Regulation.

Requirement to purchase flood insurance where available.

If flood insurance is not available because the community in which the property securing the loan is
located is a non-participating community in the NFIP, does the Regulation apply?

Answer. Yes. The Regulation still applies, although it does not require the borrower to obtain flood
insurance.  The /Jender must make a determination on the Special Flood Hazard
Determination Form (SFHDT) to determine if the property is located in an SFHA and
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notify the borrower. The lender may make a conventional loan in an SFHA in a non-
participating community if it chooses to do so. Government-guaranteed or insured loans
(e.g., SBA, VA, FHA), however, are not permitted to be made in non-participating
communities (see 42 USC §41006(a)).

Nevertheless, institutions should exercise good risk management practices to ensure that
making loans on properties that are in an SFHA where no flood insurance is available does
not create unacceptable risks in an institution’s loan portfolio.

2. Does the Regulation apply loans purchased from others?

Answer:

No. Fhe Regulation lists certain events that trigger its requirements: making, increasing,
extehdinghoraenewing a designated loan. The purchase of a loan is not an event that
requires a purchdscyto make a zew determination at the time of purchase. However, if the
lender becomésjawarepat some point during the life of the loan that flood insurance is
required, then thelendermust comply with the Regulation. Similarly, if the lender extends,
increases or réfaiews thefloanjthe Regulation applies.

3. What about table funding ptograms? _Awmeythey treated as originations or as loans purchased from

others?

Answer:

Loans made through a tableyfunding pfecess will be treated as though the party providing
the funds has originated the loan. &he fénding party must comply with the Regulation.
The table funding lender can meet thé€ administrative requirements of the Regulation by
requiring the party processing and ufiderwtiting thesapplication to perform those functions
on its behalf.

4. How are loans that are now under-insured because offpreviousdnsurance limitations to be handled?

Apnswer.

In accordance with the Act, the Federal Insurancé Administration has increased the
amount of insurance available under the NFIP. Consequently, doans that previously had
principal balances in excess of the program limits mayWmow e underinsured. The new
insurance limitations went into effect on March 1, 1995. Lefiders and/servicers must adjust
coverage limits at the first renewal date or the first anniversagy ddtc following March 1,
1995, if the policy is a multi-year policy. Loans made after March 1, 1995, are subject to
the new limits.

5. If the insurable value of the building securing the loan is less than the outstanding balance of the
loan, can a lender require the borrower to obtain flood insurance up to the balance of the loan?

Answer.

No. The insurable value of the improvements to the real estate that secures the loan
governs the amount of insurance #hat is required. The amount of required insurance
coverage is the lesser of the principal balance of the loan(s) or the maximum coverage
available under the NFIP. An NFIP policy will not provide insurance coverage for losses
in excess of the value of the improvements. Since the NFIP policy does not cover land
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value, lenders should determine the amount of insurance necessary based on the value of
the improvements.

6. How do the flood insurance requirements apply in situations involving loan servicing?

Scenario 1- Loan is originated by a regulated lender and secured by a building on property located in
an SFHA in a community in which flood insurance is available under the Act. Borrower is provided
appropriate notice and insurance is obtained. Lender services the loan. Loan is subsequently sold to
a non-regulated party and servicing is transferred to that party. What responsibilities are imposed on
the regulated lender? What if the regulated lender only transfers or sells the servicing rights?

Answer. The lefider must comply with all requirements of the Regulation, including making the
init@l” defemuination, providing appropriate notice to the borrower, and ensuring that the
proper amount @f Msurance is obtained. When the loan is sold and servicing is transferred
to the new sefviger, the lender must provide notice of the identity of the new servicer to
FEMA or its desighee.

If the lender retaingtowaership of the loan and only transfers or sells servicing rights to a
non-regulated partysithe lendegmust notify FEMA or its designee of the identity of the
new servicer. The sef¥icing contragt should require the servicer to comply with all the
requirements that are imp@sed on the lender as owner of the loan, including escrow of
insurance premiums and foreéed placem@nt (if necessary).

More generally, the Regulation doés nof'impose gbligations on a loan servicer independent
from the obligations it imposes on the owner6f a loan. Loan servicers are covered by the
escrow, forced placement and flood hazatd detéfmifiation fee provisions of the Act and
Regulation primarily to ensure that they ma§ perform the administrative tasks for the
lender, without fear of liability to the borrowes for thefimp@sition of unauthorized charges.
In addition, the preamble to the Regulation efphasizes that the obligation of a loan
servicer to fulfill administrative duties with respectgto the flood insurance requirements
arises from the contractual relationship between the lpan scrvicérand the lender or from
other commonly accepted standards for performance offservi€ing obligations. The lender
remains ultimately liable for fulfillment of those responsibilities, and 'must take adequate
steps to ensure that the loan servicer will maintain complianéegwith the flood insurance
requirements.

Scenario 2 - Loan is originated by a non-regulated lender. Property is located in an SFHA but the
lender did not make an initial determination or notify borrower of the need to obtain insurance.
Loan is purchased by regulated lender who also services the loan. What are the responsibilities of
the regulated lender? What if the regulated lender only purchases the servicing rights?

Apnswer. 1f the loan is purchased by the regulated lender, no determination is necessary at that point
nor is any notice to FEMA required. If, at some time in the future, the lender becomes
aware that the property is located in an SFHA in a community in which flood insurance is
available under the Act, it must notify the borrower of that fact and require the borrower
to purchase flood insurance. If the borrower does not voluntarily comply, the lender must
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force place the insurance. If servicing is subsequently sold or transferred, the lender must
also notify FEMA or its designee of the identity of the new servicer.

If the regulated lender purchases only the servicing rights to the loan, the lender is only
obligated to follow the terms of its servicing contract with the owner of the loan.

7. A loan is secured by multiple agricultural buildings located throughout a large geographic area.
Some of the properties are located in an SFHA and others are not. In addition, the buildings are
located in several jurisdictions or counties where some of the communities participate in the NFIP,
and others do not. What are the flood insurance requirements for security properties in this
scenario?

Answer. Flod insurance would be required only on those buildings located in an SFHA in which
the community garticipates in he NFIP. A notice of special flood hazards is required for
those buildingstlocated in an SFHA whether or not the community participates in the
NFIP. Th€amoufat of insurance required will depend upon the principal amount of the
loan, the valugyof the (buildings located in participating communities and the amount of
insurance available ihdetithe NFIP.

For example, a loan in the prinéipal @mountief $150,000 is secured by 5 buildings, 3 of which are
located in SFHAs within participatiig communities. The properties are non-residential in nature,
therefore the maximum amount of Masurance @vailable under the NFIP is $500,000 per building.
Each of the three buildings located in an SFHAdmust be covered by flood insurance. The total
required amount of insurance for the three®buildings would be the lesser of $150,000 or the value of
the three buildings with each building insured sepatately from the other. The amount of required
flood insurance could be allocated among the threg¢ buildifigs Myvarying amounts, so long as each is
covered by flood insurance.

8. What is the appropriate amount of coverage under fedefalfflood insutance legislation with respect
to condominiums, in particular, multi-story condominium condplexes?

Apnswer: Effective October 1, 1994, the Federal Insurance Administgdtion issued a new form of
Master Policy for condominiums - the Residential Cond®minium MBuilding Association
Policy (RCBAP). To meet federal flood insurance requiremesntsgfan RCBAP should be
purchased in the amount of at least 80% of the replacement value of the building or the
maximum amount available under the NFIP (currently $250,000 multiplied by the number
of units), whichever is less. For instance, the maximum amount of coverage on a 50 unit
condominium building could be up to $12,500,000 ($250,000 x 50). However, if the
replacement value of the building was only $10,000,000, the condominium association
could purchase a policy of $8,000,000 and not be required to have a co-insurance payment
in the event of a flood. The $8,000,000 of coverage would meet the requirements of the
Regulation for all the units within the condominium. A lender should make a similar
analysis to determine the amount of coverage for other condominium complexes where
flood insurance is required.
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When making a loan on a condominium unit located in an SFHA, lenders should
determine whether a master policy or similar product, provides adequate flood insurance
coverage and is in place at the time the loan is made. Lenders should further ensure that a
mechanism is in place (possibly a covenant on the part of the condominium association)
that provides for adequate flood insurance coverage for the term of the loan.

9. A lender has a loan secured by a condominium unit in a multi-unit complex whose condominium
association allows its existing flood insurance policy to lapse. As a result, there is no flood
insurance coverage for the condominium unit. What recourse does the lender have?

Answer. The NEIWP{does make an individual condominium unit policy available (the Dwelling
Formyfiin addition to association master policies.  In this instance, the lender after
recéiving| motice that the association policy has lapsed, must notify the unit owner
according to theffoteed placement procedures to obtain a policy (within 45 days) for the
amount 6f thé'ldan or'the maximum amount of coverage available, whichever is less.

I1l. Exemptions.

1. What are the exemptions from coverage?

Abnswer. There are only two exemptions from the purchase requirements: The first applies to State-
owned property covered utider a poligy’of self-insurance satisfactory to the Director of
FEMA. The second applies 1f'the gffginal principal balance of the loan is $5,000 or less,
and the original repayment termds oné€ year or less. Both of these conditions must be
present for the second exemption to@pply:

IV. Escrow requirements.

The effective date of the escrow requirement was Octoberly, 1996, Déesjthe escrow requirement apply
to applications received before October 1, 19967

Answer. No. The escrow requirement applies only to loans closedjon or after Ogtober 1, 1996.

2. Are multi-family buildings or mixed-use properties included in“the defiition of “residential
improved real estate?” Are escrows required?

Answer. The Regulation states zhat if the collateral securing the loan meets the definition of
“residential improved real estate” and the lender requires escrows for other items (e.g.,
hazard insurance or taxes), then the lender is required to also escrow flood insurance
premiums.

Multi-family buildings.  Neither the Act nor the Regulation distinguishes whether
residential improved real estate is single or multi-family, or whether it is owner or renter-
occupied. The preamble to the Regulation indicates that single family dwellings (including
mobile homes), two to four family dwellings, and multi-family properties containing five or
more residential units are covered under the Act’s escrow provisions. If the building
securing the loan meets the Regulation’s definition of residential improved real estate, and

Office of Thrift Supervision December 1999 Examination Handbook 1340A.7



Appendix A: Flood Disaster Protection Act Section 1340

the lender requires the escrow of other items, such as taxes or hazard insurance premiums,
the lender is required to also escrow premiums and fees for flood insurance.

Mixed-use properties. The lender should look to the primary use of a building to
determine if it meets the definition of “residential improved real estate.” TFor example, a
building having a retail store on the ground level with a small upstairs apartment used by
the store’s owner is generally considered a commercial enterprise and consequently would
not constitute a residential building under the definition. Even though the Regulation does
not require escrows for flood insurance, the lender may impose such a requirement
through contract.

On thé otherthand, if the primary use of a mixed-use property is for residential purposes,
the@®egulation’s escrow requirements apply.

3. When must esctowgaceounts) established for flood insurance purposes be administered in
accordance with théescrowirules_ under Section 10 of RESPA?

Answer. Lenders shouldlogk tojthe/definition of “federally related mortgage loan” contained in

RESPA to see if a particular loamgis subject to Section 10. Generally, only loans on one to
four family dwellings will'bgfsubjectito the escrow requirements of RESPA. Consequently,
only those escrow accounts €stablished for, loans subject to RESPA are required to conform
with Section 10 of RESPA. Toans on miulti-family dwellings with five or more units are not
covered by RESPA requirements.

Pursuant to the Regulation, howevéf, leadess  must escrow premiums and fees for any
required flood insurance if the lender requif€s eserows for other purposes such as hazard
insurance or taxes. This requirement pertaifts to afy loan, including those subject to
RESPA. The preceding paragraph addresses the sequisement for administering loans
covered by RESPA. The preamble to the Regulatioh coatains‘@more detailed discussion of
the escrow requirements.

4. Do voluntary escrow accounts established at the request of the berrowfer, trigger a requirement for
the lender to escrow premiums for required flood insurance?

Apnswer: No. If escrow accounts for other purposes are established at the voluntary request of the

borrower, the lender is not required to establish escrow accounts for flood insurance
premiums. Examiners should review the loan policies of the lender and the underlying legal
obligation between the parties to the loan to determine whether the accounts are in fact
voluntary. For example, if the loan policies of the lending institution require borrowers to
establish escrow accounts for other purposes and the contractual obligation permits the
lender to establish escrow accounts for those other purposes, the lender will have the
burden of demonstrating that an existing escrow was made pursuant to a voluntary request.

1340A.8
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5. Will premiums paid for credit life insurance, disability insurance, or similar insurance programs be
viewed as escrow accounts requiring the escrow of flood insurance premiums?

Apnswer. No. Premiums paid for these #pes of insurance policies will not trigger the escrow
requirement for flood insurance premiums.

6. Will escrow-type accounts for multi-family building commercial loans trigger the escrow
requirement for flood insurance premiums?

Apnswer. Various types of accounts are established in connection with commercial purpose real
estate loafs, These loans typically involve multi-family properties and are substantially
differefit in purpose and type from escrow accounts on single family residences. These
invglve ageounts such as “interest reserve accounts,” “compensating balance accounts,”
“marketigg acco@ints,” and similar accounts that may be established by contract between
the purchasesfand scller of the building (although administered by the lender in some
cases). Aceountstestablished in connection with the underlying agreement between the
buyer and selleg, or that relate to the commercial venture itself are not the type of accounts
that constitute escfow agcounts for the purpose of the Regulation. Escrow accounts for
the protection of theypropertygsumeh as escrows for hazard insurance premiums or local real
estate taxes, are the types offescrows|that trigger the requirement to escrow flood insurance
premiums.

7. What requirements for escrow accounts apply togproperties covered by Residential Condominium
Building Association Policies?

Answer. RCBAPs are policies purchased by thedeonddémiium association on behalf of the
individual unit owners in the condominium. £The prémiums on the policy are paid by a
portion of the periodic dues paid to the assoeiation by theggondominium owners. When a
lender makes a loan on the purchase of a condéminiupd overgvhich a RCBAP is in place
and the premiums are paid by dues to the coddominium association, the escrow
requirement is satisfied. Lenders should exercise ducidiligenice afithyrespect to continuing
compliance with the insurance requirements on the part of thefcondominium association.

V. Required use of Standard Flood Hazard Determinatien Form (SFHDF).

1. Does the SFHDF replace the borrower notification form?

Apnswer. No. The notification form is used to notify the borrower(s) that they are purchasing
improved property located in an SFHA. The financial regulatory agencies, in consultation
with FEMA, included a revised version of the sample borrower notification form in
Appendix A to the Regulation. The SFHDF is used by the lender to determine whether
the property securing the loan is located in an SFHA.
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2. Must the SFHDF be provided to the borrower? If so, must the borrower sign the form
acknowledging receipt?

Apnswer. While it may be a common practice in some areas for lenders to provide a copy of the
SFHDF to the borrower to give to the insurance agent, lenders are neither required to, nor
prohibited from, providing the borrower with a copy of the form. Signature of the
borrower is not required on the SFHDF.

3. May the SFHDF be used in electronic format?

Answer: Yes. FEMA, in the final rule adopting the SFHDF stated: If an electronic format is used,
the fofmat afid exact layout of the Standard Flood Hazard Determination Form is not
requiited, but the ficlds and elements listed on the form are required. Any electronic format
used by lendersgimust contain all mandatory fields indicated on the form. It should be
noted, howeyefy that“the lender must be able to reproduce the form upon receiving a
document fequestby its Federal supervisory agency.

4. Section 528 of the Act pernlits allender to rely on a previous determination using the SFHDF when
it is increasing, extending, renewifg orgpuechasing a loan secured by a building or a mobile home.
The Act omits the “making” of"a lo@n as a permissible event to rely on a previous determination.
May a lender rely on a previous detétmination for,a refinancing or assumption of a loan?

Abnswer: It depends. If a subsequent loan inyolving a refinancing or assumption is made on the same
property by the same lender who obfained the original determination, and the other
requirements contained in Section 528 are giet, sthe lender may rely on the previous
determination. Section 528 of the Act/téquites that a lender may rely on a previous
determination only if the original determinatién was fecorded on the SFHDF within the
previous seven years and there were no map, revisiofts ofgupdates affecting the security
property since the original determination was“ade. £fHowever, a loan refinancing or
assumption made by a lender other than the déndér who obtained the original
determination would constitute “making” a newy loan, theréby requiring a new
determination.

5. If a borrower requesting a home equity loan secured by a junior lien provades evidence that flood
insurance coverage is in place, does the lender have to make a new determination? Does the lender
have to adjust the insurance coverage?

Apnswer: 1t depends. Assuming the requirements in Section 528 are met and the lender made the
first mortgage, then a new determination would not be necessary. If, however, a lender
other than the one that made the first mortgage loan is making the home equity loan, a new
determination would be required because this lender would be deemed to be “making” a
new loan. In any event, the institution will need to determine if the amount of insurance in
force is sufficient to cover either the principal balance of all loans (including the home
equity loan) or the maximum amount of coverage available on the improved real estate,
whichever is less.
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VI.

1.

VII.

1.

Forced placement of flood insurance.

Is forced placement allowed? What are the procedures?

Apnswer. The Act and Regulation require a lender to force place flood insurance if all of the following

circumstances occut:

e The lender determines at any time during the life of the loan that the property
securing the loan is located in an SFHA;

e The gémmunity in which the property is located participates in the NFIP;
o &loodhnsurance coverage is inadequate or does not exist; and

e The borrewer failsigo purchase the appropriate amount of coverage.

In order to forceyplace, aflender must notify the borrower of the required amount of flood
insurance that must b@lobtained within 45 days after notification. The notice must also state
that if the borrower d@es not obtaim,the insurance within the 45 day period, the lender will
purchase the insurance of"behalf of the borrower and may charge the borrower the cost of
premiums and fees to obtain the coverage. Standard FNMA/FHLMC documents permit the
servicer or lender to add those'harges tothe principal amount of the loan.

FEMA developed the Mortgage Poftfolio" Protection Program (MPPP) to assist lenders in
connection with forced placement prdeedutes. FFEMA published these procedures in the
Federal Register on August 29, 1995 (60 FR 44881). Appendix A of the FEMA publication
contains examples of notification letters to bé used'in connection with the MPPP.

Can a servicer force place on behalf of a lender?

Answer. Yes. Assuming the statutory prerequisites for forced'placement afeimet, and subject to the

servicing contract between the lender and the servicer, the Agf clearlyjauthorizes servicers
to force place flood insurance on behalf of the lender, following the ptocedures set forth in
the Regulation.

When forced placement occurs, what is the amount of insurance required to be placed?

Answer. The amount of flood insurance coverage required is the same regardless of how the

insurance is placed. (See Section II. Requirement to purchase flood insurance where
available.)

Determination fees.

When can lenders or servicers charge the borrower a fee for making a determination?

Apnswer. There are four instances under the Act and Regulation when the borrower can be charged

a specific fee for a flood determination:

Office of Thrift Supervision December 1999 Examination Handbook 1340A.11



Appendix A: Flood Disaster Protection Act Section 1340

e When the determination is made in connection with the making, increasing,
extending, or renewing of a loan that is initiated by the borrower;

e When the determination is prompted by a revision or updating by FEMA of
floodplain areas or flood-risk zones;

e When the determination is prompted by FEMA's publication of a notice or
compendia that affects the area in which the security property is located; or

e When the determination results in forced placement of insurance.

e Loamyor other contractual documents between the parties may also permit the
impositien ofdfecs.

2. May charges made for life of loan reviews by flood determination firms be passed along to the
borrower?

Answer: Yes. Many flood determination firms provide a service to the lender for conducting a
periodic review of ‘the_loangdurifig, the time it is outstanding to ascertain whether the
original determination remains valid. ‘This service is sometimes coupled with the making of
the original determination and the fee chiarged is a composite one for conducting both the
original and subsequent reviews® Charging a fee for the origina/ determination is clearly
within the permissible purpose g#nvisioned by the Act. The agencies agree that a
determination fee may include, amoa@ other thifigs, reasonable fees for a lender, servicer,
or third party to monitor the flood hazatd statusdof, property securing a loan in order to
make determinations on an ongoing basis.

Consequently, the agencies also believe that alfec fof a life“of loan service may be passed
along to the borrower. However, because the life offlean teé€yis based on the ability to
charge a determination fee, the monitoring fee may®e chatged only if the events specified
in the answer to question VIL.1 occur.

VI1Il. Notice of special flood hazards and availabilitytef Federal disaster
relief.

1. Does the notice have to be provided to each borrower for a real estate related loan?

Abnswer. The notice must be provided to a borrower only when the lender determines that the
property securing the loan is or will be located in an SFHA. In a transaction involving
multiple borrowers, the agencies believe it is only necessary to provide the notice to any
one of the borrowers in the #ransaction. Lenders may provide multiple notices if they
choose. The lender and borrower(s) typically designate the borrower to whom the notice
will be provided.
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2. Lenders making loans on mobile homes may not always know where the home is to be located until
just prior to, or sometimes after, the time of loan closing. How is the notice requirement applied in
these situations?

Apnswer. The notice requirement can be met by lenders in mobile home loan transactions if notice is
provided to the borrower as soon as practicable after determination that the mobile home
will be located in an SFHA and, if possible, before completion of the loan transaction. In
circumstances where time constraints can be anticipated, regulated lenders should use their
best efforts to provide adequate notice of flood hazards to borrowers at the earliest
possible time.

In thefease of loan transactions secured by mobile homes not located on a permanent
foufidationythe agencies note that such “home only” transactions are excluded from the
definition’ of ndobile home and the notice requirements would not apply to these
transactions. 4 However, as indicated in the preamble to the Regulation, the agencies
encourage ‘ajlendetpto adyise the borrower that if the mobile home is later located on a
permanent foudation {th angSFHA, flood insurance will be required. If the lender, when
notified of the location of the mobile home subsequent to the loan closing, determines that
it has been placed on a peérmaméfg,foundation and is located in an SFHA in which flood
insurance is available undef the Acty flood insurance coverage becomes mandatory and
appropriate notice must be given to ‘the borrower under those provisions. If the borrower
fails to purchase flood insuraeegoverdge within 45 days after notification, the lender must
force place the insurance.

3. When is the lender required to provide notice tQ th€ semgicer of a loan that flood insurance is
required?

Apnswer. Because the servicer of a loan is often not identifiedfpriefigto the closing of a loan, the
Regulation requires that notice be provided no™later ghan the, time the lender transmits
other loan data, such as information concerning hazafd insagance and taxes, to the servicer.

4. What will constitute appropriate form of notice to the servicer?

Apnswer. Delivery to the servicer of a copy of the notice given to the botseweér 1s appropriate notice.
The Regulation also provides that the notice can be made either electronically or by a
written copy.

5. In the case of a servicer affiliated with the lender, is it necessary to provide the notice?

Apnswer: Yes. The Act requires the lender to notify the servicer of special flood hazards and the
Regulation reflects this requirement. Neither contains an exception for affiliates.

6. How long does the lender have to maintain the record of receipt by the borrower of the notice?

Answer. The record of receipt provided by the borrower must be maintained for the time that the
lender owns the loan. Lenders may keep the record in the form that best suits the lender’s
business practices. Lenders may retain the record electronically, but they must be able to
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retrieve the record within a reasonable time pursuant to a document request from their
Federal supervisory agency.

IX. Notice of servicer’s identity.

1.

When a lender makes a designated loan and it will be servicing that loan, what are the requirements
for notifying the Director of FEMA or the Director’s designee?

Answer. FEMA stated in a June 4, 1996 letter, that the Director’s designee is the insurance company
issuing the flood insurance policy. The borrower’s purchase of a policy (or the lender’s
forced plagement of a policy), will constitute notice to FEMA when the lender is servicing
that lodn. Iny the event the servicing is subsequently transferred to a new servicer, the
lendér must provide notice to the insurance company of the identity of the new servicer.

Would a RESPAINoti€e of Transfer sent to the Director of FEMA (or the Director’s designee)
satisfy the regulatoryfprovisions of the Act?

Answer. The delivery offa cgpy ‘0f the Notice of Transfer or any other form of notice is sufficient if
the sender includes; on‘er with the notice, the following information that FEMA has
indicated is needed byditsfdesignee:

e Borrower’s Full Name

¢ Flood Insurance Policy Numbgr

e Property Address (including city and stat€)

e Name of bank or servicer making notificagion

e Name and address of new servicer

e Name and telephone number of contact person at néw segficer

Can delivery of the notice be made electronically, including batch transtaissions?

Apnswer: Yes. The Regulation specifically permits transmission by electronic means and a timely
batch transmission of the notice would also be permissible, if it is acceptable to the
Director’s designee.

If the loan and its servicing rights are sold by the lender, is the lender required to provide notice to
the Director or the Director’s designee?

Answer. Yes. Failure to provide such notice would defeat the purpose of the notice requirement
because FEMA would have no record of #be identity of either the owner or servicer of the
loan.
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5. Is the lender required to provide notice when a servicer other than the lender sells or transfers the
servicing rights to another servicer?

Apnswer. No. The obligation of the lender to notify the Director or the Director’s designee of the
identity of the servicer transfers to the new servicer. The duty to notify the Director or the
Director’s designee of any subsequent sale or transfer of the servicing rights and
responsibilities belongs to that servicer. For example, First Financial Institution makes and
services the loan. It then sells the loan in the secondary market and also sells the servicing
rights to First Financial Mortgage Company. First Financial Institution notifies the
Director’s designee of the identity of the new servicer and the other information requested
by FEMA 'se that FEMA can track the loan. If First Financial Mortgage Company later
sells theyserviging rights to another firm, First Financial Mortgage Company is responsible
for@otifytnggthe Director’s designee of the identity of the new servicer, not First Financial
Institution.

6. In the event of a métger oflene leading institution with another, what are the responsibilities of the
& g P
parties for notifying theyDirectof’s designee?

Apnswer. 1f an institution is ‘acquired bywoes, merges with another institution, the duty to provide
notice for the loans beingserviced|by the acquired institution will fall to the successor
institution in the event that notification is not provided by the acquired institution prior to
the effective date of the acquisition ordnerger.

X. Appendix A to the Regulation #Sample Form of Notice of Special
Flood Hazards and Availability of [FederalDisaster Relief
Assistance.

1. Is use of the sample form of notice mandatory? Cap it bé reyiséd to accommodate a lender’s
needs?

Apnswer. Although lenders are required to provide a noticeo a bosfower who is purchasing
property secured by an improved structure located in an SFHA] use of the sample form of
notice provided in Appendix A is not mandatory. It should'be notedfthat the sample form
includes other information in addition to what is required by the®Act and the Regulation.
Lenders may personalize, change the format of, and add information to the sample form if
they choose. However, a lender-revised form must provide the borrower with at least the
minimum information required by the Regulation. Therefore, lenders should consult the
Regulation to determine the information needed.
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