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NEW FLOOD INSURANCE LEGISLATION





	1.  On September 23, 1994, the President signed Public Law 103-325, The Riegle Community Development and Regulatory Improvement Act of 1994.  Title V of this law reforms the National Flood Insurance Program by expanding and strengthening flood insurance requirements.





	2.  Under the new law, whenever a covered lender makes, increases, extends or renews a loan which is secured by improved real estate or a manufactured home located in a special flood hazard area, the lender must ensure that the property is covered by flood insurance.  Lenders must also ensure coverage for loans secured by properties not originally located in special flood hazard areas which become so-located as a result of FEMA (Federal Emergency Management Agency) remapping.  In order to achieve compliance, some lenders are hiring private companies who specialize in flood determinations to make the initial determination as well as life-of-the-loan determinations for every loan in their portfolios.





	3.  Effective immediately, Public Law 103-325 allows lenders, holders, and servicers of loans secured by improved real estate or a manufactured home (including VA guaranteed loans) to recoup from the borrower the cost of determining whether a property securing a loan is located in a special flood hazard area, subject to the following conditions: 





	a.  The borrower may be charged a fee for a flood zone determination only if it is made by a third party who guarantees the accuracy of the determination (e.g. provides the equivalent of errors and omissions insurance).  Only the actual amount charged by the third party may be charged to the borrower, and the fee must be reasonable and customary for the service provided.  A lender may not charge a flood determination fee for the flood determination of a VA appraiser or for its own determination.





	b. The flood zone determination must have been made under one of the following three sets of circumstances:





	(1)  The flood zone determination was made in connection with the making, increasing, extending, or renewing (including refinancing) of the loan.  Also, the loan transaction must be one which was initiated by the borrower; or 
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	(2)  The flood zone determination was made pursuant to a revision or updating of the floodmaps or publication of a FEMA notice that affects the area where the property securing the loan is located, or that may reasonably be considered by FEMA to require a determination; or





	(3)  The flood zone determination resulted in the mandatory purchase of flood insurance coverage by the borrower.





	4.  In addition, lenders may recoup from the borrower the cost of life-of-the-loan flood determination service purchased at the time of loan origination, provided the cost of such service is reasonable and customary.





	5.  There may be cases in which the VA appraiser determines that a property securing or intended to secure a VA guaranteed loan lies within a special flood hazard area and the lender or a third party who performs a flood determination for the lender disagrees with that determination.  In such cases, VA will not withhold evidence of guaranty based on the lender's failure to require the borrower to obtain flood insurance provided the lender and borrower have requested a review by FEMA of the flood determination in accordance with 42 U.S.C. 4012a(e)(3), and the lender provides a written certification that it has submitted a request to FEMA and that it will ensure flood insurance coverage for the property immediately upon any determination by FEMA that the property is located in a special flood hazard area.  





	6.  VA does not require that lenders, holders, and servicers escrow for taxes, insurance, or other items on VA guaranteed loans.  However, effective September 23, 1995, Public Law 103-325 requires that any federally regulated lending institution or servicer that requires the escrowing of taxes, insurance premiums, fees, or any other charges on its loans must escrow for flood insurance premiums and fees.





	7.  STATION RELEASES.  Stations will reproduce paragraphs 1 through 6 of this circular for distribution to all lenders.  Copies of these releases need not be sent to Central Office.
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