Michigan Instruction HB-1-3550

Appendix 7


PROPERTY INSURANCE COVERAGE

I.    GENERAL:  This instruction supplements Handbook-1-3550, Chapter 7, “Escrow, 


Taxes and Insurance”. 
II.   ATTACHMENT 7-C, Paragraph B. Amount:  Procedure indicating 

       Insurance Policy Requirements.  

This procedure amends the 3550 Instruction to advise Local and Area Offices of the amount of homeowners insurance that can be required according to State Law.
Michigan Law 445.1602 (a) prevents a lender from requiring coverage greater than the replacement cost of the mortgaged building(s).  Therefore, Rural Development shall require the amount of property insurance to be the lesser of (1) the replacement cost of the mortgaged building(s), or (2) the outstanding principal balance of the secured debts (Rural Development plus any prior liens).

It is anticipated that the insurance company will always provide a replacement cost policy.  Verify that the insurance binder you receive contains replacement coverage.  

III.    PARAGRAPH NOTATIONS:  Please mark Handbook-1-3550, Chapter 7, 

         Attachment 7-C, paragraph B. “Amount”.  Please mark this section of the 

         handbook, “Supplemented by Michigan Instruction”.

IV.   FILING INSTRUCTIONS:  File this Instruction in Handbook-1-3550 Appendix 
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