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LOANS ON PROPERTY IN FLOOD HAZARD AREAS 

Technical Amendment and Proposed Amendment to Regulation H

T o  A ll  S ta te  M e m b e r  B a n k s , a n d  O th e r s  C o n c e r n e d ,  
in  th e  S e c o n d  F e d e r a l R e s e r v e  D is tr ic t:

Following is the text of a statement issued April 13 by the Board of Governors of the Federal 
Reserve System:

The Board of Governors of the Federal Reserve System today proposed a regulatory amendment that 
generally would prohibit State member banks from purchasing loans on improved real estate or mobile* 
homes located in a flood hazard area if the property is not covered by flood insurance.

The Board will receive comment through May 20, 1977.

At the same time the Board announced adoption of four technical amendments to the flood insurance 
provisions of its Regulation H (State member banks) to make the regulation conform to recent changes in 
the Flood Disaster Protection Act of 1973 ( “Flood Act”).

Regulation H now provides, pursuant to the Flood Act, that State member banks may ndt make, increase, 
extend or renew loans on property located in areas identified by the Department of Housing and Urban 
Development as a flood hazard area, unless the property is covered by Federally subsidized flood insurance. 
Under the proposed amendment, the prohibition would be extended to the p u rc h a se  of loans on property in 
flood hazard areas not covered by flood insurance. The prohibition on purchases of such loans would apply 
also to participation in them.

The technical amendments to Regulation H adopted by the Board exempt from the flood insurance 
requirements of the regulation:

—Loans secured by a dwelling occupied as a residence before March 1, 1976.

—Loans on an office or other building of a small business occupied before January 1,
1976, up to a dollar limit to be established by the Secretary of Housing and Urban 
Development. The Secretary has proposed a $100,000 ceiling.

—Improvement or rehabilitation loans on residences occupied before January 1, 1976 
where such loans do not exceed $5,000.

—Loans to finance nonresidential additions or improvements on a farm, up to a dollar 
limit to be established by the Secretary of Housing and Urban Development. The 
Secretary has proposed a $25,000 ceiling.

Printed below is an excerpt from the F e d e r a l  R e g i s t e r  of April 20, containing the text of the proposed 
amendment. Comments thereon should be submitted by May 20, 1977, and may be sent to our Regula
tions Division.

In addition, enclosed is a copy of the technical amendment to Regulation H. Questions thereon may 
be directed to our Regulations Division (Tel. No. 212-791-5914).

P a u l  A. V olcker , P r e s id e n t .

FEDERAL RESERVE SYSTEM
[  12 CFR Part 208  ]

[Reg. H ; Docket No. Rr-00961 

M E M B ER S H IP  O F  S T A T E  B A N K IN G  IN S TI
T U T IO N S  IN  T H E  FED ERA L RESERVE  
S YS TEM

Loans by State Mem ber Banks in Flood- 
Prone Areas

AGENCY: Board of Governors of the  
Federal R eserve System .
ACTION: Proposed Rule.
SUMMARY: T he Board proposes to  
am end Its R egulation H In order to  pro

vide that S ta te  m ember banks m ay not 
purchase a  loan secured by Improved 
real estate  or by a  m obile hom e located  
in  an  Identified flood hazard area when  
such property Is not covered by flood 
Insurance (hereinafter an  “uninsured  
loan ”) . Presently, R egulation H provides 
th a t no S tate m em ber bank shall “make, 
increase, extend or renew" an  uninsured  
loan  In a flood hazard area. H ie  addition  
of the word “purchase” to these sections 
would further Implement the purposes 
of the Act and prevent possible circum 
vention  of Its provisions by prohibiting 
State member banks from  purchasing an  
uninsured loan which, If directly m ade 
by th e  bank, would be required to  be 
accom panied by flood Insurance.

DATE: Comments m ust be received on 
or before May 20, 1977.

ADDRESS: Secretary, Board of Gov
ernors of the Federal Reserve System, 
W ashington, D.C. 20551. All m aterial sub
m itted should Include the docket No. Rr- 
0096.

FOR FURTHER INFORMATION CON
TACT:

Allen L. Raiken, Assistant General 
Counsel, Legal Division, Board of Gov
ernors of the Federal Reserve System, 
W ashington, D.C. 20551. (202-452- 
3625).

( o v e r )
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SUPPLEMENTARY INFORMATION: 
T he Board proposes to take th is action  
pursuant to Its rulem aking authority  
under the Flood D isaster Protection Act 
of 1973, as am ended (“A ct”) (42 U.S.C. 
4012a(b), 4104(b ), and 4128).

T he Act provides for a national flood 
Insurance program generally ' adm inis
tered by the Federal Insurance Adm inis
tration w ithin the Departm ent of H ous
ing and Urban Developm ent. The princi
pal thrust of the program is to provide 
Federally subsidized flood Insurance to 
owners of improved real property th at Is 
located In a flood hazard area. To ac
com plish this and to  prom ote prudent 
land use techniques, the Act requires 
State and local com m unities to partici
pate in  the flood Insurance program  
(through the adoption of adequate flood 
plain m anagem ent standards) before 
Federally subsidized Insurance is made 
available to local property owners. The  
subsidized flood Insurance Is issued and  
sold by a pool of Insurance com panies 
that generally share In the risks of the  
policies. The purposes of the structure of 
the Federally subsidized private Insur
ance pool are, am ong other things, to  
provide a preventive alternative to  
m assive doses of Federal disaster relief 
funds that would norm ally be made 
available in  areas struck by floods and to  
prom ote the financial stability  of Fed
erally Insured financial institutions whose 
assets Include m ortgage loans secured  
by property In flood-prone areas.

Under the Act, Federally regulated  
banks are generally prohibited from  
“m aking, Increasing, extending, or re
new ing” a loan not covered by flood In
surance that is secured by improved real 
estate or a mobile hom e located In a 
flood hazard area. T he Act does not 
specifically m ention the “purchase” of a 
loan and the Board’s flood insurance reg
ulation does not specifically include pur
chases of uninsured loans w ithin  its pro
hibitions. However, Congress stated  in the  
preamble of the Act th at a purpose of the  
statu te is to require the purchase of flood 
insurance by property owners who are 
assisted by Federally regulated or insured  
financial Institutions in acquiring prop
erty in  a flood hazard area. In  light of 
this and the other purposes of the Act, 
particularly the financial stability  of Fed
erally insured financial Institutions, it  
appears th at a  broad construction of the  
A ct’s provisions is appropriate to  ensure, 
to the ex ten t possible, the lessening of 
financial losses th at m ay be suffered by 
property owners and others in  flood- 
prone areas.

The A cting A dm inistrator of the F ed
eral Insurance Adm inistration has re
quested that the Board consider am end
ing R egulation H to  specifically apply 
its requirem ents to loans purchased by 
member banks from  third parties. In  
view of this request, the Board has re
viewed this m atter, including previous 
opinions issued by the Board’s staff, and  
believes that its R egulation H should be 
am ended to include loan purchases 
w ithin its flood insurance requirements.

The Board is of the opinion that since 
the word “m ake” is not defined in the 
Act, it  is appropriate in order to carry 
out the underlying purposes of the Act 
to specifically Include the purchase of a 
loan in  the Board’s regulation. The 
Board believes th a t w ithout such an  
am endm ent, the Act could easily be cir
cum vented and the Congressional pur
poses behind its enactm ent thwarted. 
For example, under the present regula
tion a S tate member bank wishing to 
avoid the A ct’s requirements could pur
chase an uninsured loan in the secondary 
market which if  directly m ade by the  
bank would be required to be accom 
panied by flood insurance. In  the Board’s 
opinion, to allow such an obvious m ethod  
for circum vention to exist is directly op
posed to the Congressional in tent behind 
the Act.

The Board believes that in situations 
where a S tate member bank purchases 
uninsured loans after they are origi
nated, w hether the purchase 1s accom 
plished under a form al agreem ent or 
merely in the norm al course of business, 
or whether the purchaser is affiliated 
w ith the seller of the loan, the loan  
should be deemed to have been “m ade” 
by the bank for purposes of the Act. Pur
chases covered by this am endm ent may 
take the form of a direct purchase by a 
State member bank from  a m ortgage 
broker of a sm all number and am ount of 
loans, or it  m ay involve the purchase of 
a participation interest in  one or more 
loans originated by a lead bank, insur
ance company, or other financial corpo
ration.

W ith respect to the effective date of 
the am endm ents, it is proposed that the  
am endm ents apply to uninsured loans 
purchased after the date of final publi
cation of the am endm ents, but they  
would not apply to: (a) such loans orig
inated prior to the publication date, or 
(b) loans purchased after the publica
tion date th at are purchased pursuant to  
a contractual com m itm ent existing prior 
to the publication date. T he Board be
lieves that “prospective” am endm ents 
are appropriate since they represent an  
extension of the Board’s regulation in  
this area.

Accordingly, it  is proposed to am end  
§ 208.8(e) of Regulation H by adding the  
term  “purchase” to  paragraphs (1 ), (4 ), 
and (5) thereof, and by adding a new  
paragraph (6) to provide a “grand
fath er” provision for the purchase of un 
insured loans. The provisions of R egula
tion H proposed to be amended would 
read as follows:
§ 2 0 8 .8  B a n k in g  p i •act ices.

• * * * *
(e) Loans by State member banks in 

identified flood hazard areas. (1) No 
State m ember bank shall make (includ
ing purchase, except as provided in par
agraph (e) (6) of this sectio n ), increase, 
extend or renew any loan • * *.

(4) Each S tate member bank shall as 
a condition of m aking (including pur
chasing, except as provided in paragraph

(e )(6 )  of th is section ), increasing, ex 
tending, or renewing any loan * * *.

(5) Except as provided in paragraph
(e) (6) of this section, on and after one 
year following the date of official notifi
cation to the chief executive officer of a 
com m unity that the com m unity is one 
containing special flood hazard areas no 
State member bank shall make (includ
ing purchase, except as provided in para
graph (e )(6 )  of this section ), increase, 
extend, or renew any loan * * *.

(6) Purchase of loans. The provisions 
of this section do not prohibit the pur
chase of a loan secured by improved real 
estate or a mobile hom e located or to be 
located in an  area that has been identi
fied by the Secretary as an area having  
special flood hazards without com pliance 
with the flood insurance requirements in 
said paragraphs (1) and (5 ), if:

(i) W ith respect to paragraph (e) (1) 
of this section, such loan was closed be
fore the effective date of this am end
m ent, or was closed pursuant to a loan  
com m itm ent outstanding as of such date 
and such loan has not thereafter been  
increased, extended, or renewed;

(ii> W ith respect to the first sentence  
of paragraph (e )(5 )  of this section, such  
loan was closed before the effective date  
of this am endm ent or one year after no
tification that the community is one 
containing special flood hazard areas, 
whichever is later, or was closed pur
suant to a loan com m itm ent outstanding  
as of the applicable date, and has not 
thereafter been increased, extended, or 
renewed; or

Ciii) Such loan qualifies for exem ption  
pursuant to paragraph (e )(5 )  ( i) ,  ( i i ) ,
( iii) , or (iv) of this section.

To aid in the consideration of this 
m atter by the Board, interested persons 
are invited to subm it relevant data, com 
m ents, views, or arguments. Any requests 
for a hearing on this m atter should be 
accom panied by a statem ent sum m ariz
ing the evidence the person requesting  
the hearing proposes to submit or to  
elicit at the hearing and a statem ent of 
the reasons why this m atter should not 
be resolved witdout a hearing.

Any views or requests for a hearing  
should be subm itted in writing to  the 
Secretary, Board of Governors of the 
Federal Reserve System , W ashington, 
D.C. 20551, to be received not later than  
May 20. 1977. All m aterial subm itted  
should Include the docket No. R-0096. All 
views expressed in written com m ents on 
the proposal and received by that date 
w ill be considered by the Board. Such  
m aterial will be made available for in 
spection and copying upon request, ex 
cept as provided in the Board’s Rules 
Regarding Availability of Inform ation  
(12 CFR Part 261).

By order of the Board of Governors, 
April 13, 1977.

R uth A. R eister, 
Assistant Secretary of the Board.

[FR Doc.77-11390 FUed 4-19-77;8:45 am i
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Board of Governors of the Federal Reserve System

MEMBERSHIP OF STATE BANKING INSTITUTIONS 
IN THE FEDERAL RESERVE SYSTEM

AMENDMENT TO REGULATION H

Title  12— Banks and Banking

C H A P TER  II— FED ER A L RESERVE  
SYSTEM

SUBCHAPTER A— BOARD OF GOVERNORS 
OF THE FEDERAL RESERVE SYSTEM

[Reg. H; Doc. No. R-0095]
P A R T 208— M EM B ER SH IP  O F  S TA TE  

B A N K IN G  IN S T ITU TIO N S  IN  T H E  
FED ER A L RESERVE SYSTEM

Loans by State Mem ber Banks in 
Flood-Prone Areas

AGENCY: Board of Governors of the 
Federal Reserve System.
ACTION: F inal rule.
SUMMARY: These am endm ents to the  
Hood insurance provisions of the Board’s 
R egulation H allow State member banks 
to  m ake certain real estate loans (on 
residences, sm all business property and 
farm  buildings) in identified flood h az
ard areas of com m unities that are not 
participating in the N ational Flood In 
surance Program. This action, which  
liberalizes the flood insurance purchase 
requirem ents of the Board’s R egulation  
H, is necessary to conform  the Board’s 
R egulation to legislative am endm ents to 
the Flood D isaster Protection Act of 
1973.
EFFECTIVE DATE: Effective im m edi
ately.
FOR FURTHER INFORMATION CON
TACT:

Robert E. M annion, Assistant General 
Counsel, Legal Division, Board of G ov
ernors of the Federal Reserve System , 
W ashington, D.C. 20551, 202-452-3274.

SUPPLEMENTARY INFORMATION: 
The Flood D isaster Protection Act of 
1973 (“Flood A ct’’) (42 U.S.C. 2001 et. 
seq.) generally provides that federally 
regulated lending institutions are pro
hibited from  m aking loans not covered 
by flood insurance on improved real 
estate located  in flood hazard areas. 
Since its enactm ent in 1973, the Flood 
Act has been amended several times, 
thereby necessitating conform ing  
am endm ents to the flood insurance por
tion of the Board’s Regulation H. D ur
ing 1976, Pub. L. No. 94-375 amended  
section  202(b) of the Flood Act by add
ing the following four provisions liberal
izing the Flood A ct’s insurance purchase 
requirem ents:

1. Amended section 202(b) generally  
permits loans not covered by flood insur
ance to be made by federally chartered, 
supervised or insured lending institutions 
for the purchase of a residential dwell
ing th at is located in an identified flood 
hazard area and th at was occupied as a 
residence prior to March 1, 1976, or one 
year following identification of the area 
as containing special flood hazards, 
whichever is later. This section previ
ously provided, am ong other things, that 
such mortgage loans not covered by flood 
insurance could only be made until 
March 1, 1976 (or one year from  the  
date of notification th at the area is 
flood-prone, whichever is la ter). Thus, 
the am endm ent liberalizes the flood in 
surance program by exem pting certain  
loans from the Flood A ct’s insurance 
purchase requirements, so long as the  
relevant dwelling was occupied as such  
prior to the March 1 date (or one year 
from  the notification date, whichever is 
la ter ) .

2. The 1976 am endm ents also provide 
that loans on a sm all business’ office or 
other building occupied prior to Janu
ary 1, 1976 m ay be made without flood 
insurance coverage. This exem ptive pro
vision provides that the Secretary of 
Housing and Urban Developm ent pre
scribe lim its for such loans and the S ec
retary has recently proposed th at the  
loans lim it be $100,000 (42 FTt 16254, 
M arch 25, 1977). The provision is a  new  
exem ption from the Flood A ct’s insur
ance purchase requirements.

3. Another new exem ptive provision 
provides that im provem ent or rehabilita
tion loans on residences occupied prior 
to January 1, 1976 may be made without 
flood insurance coverage when such  
loans in the aggregate do not exceed  
$5,000.

4. T he last am endm ent, also a new  
exem ptive provision, provides that cer
tain  loans to finance nonresidential ad
ditions or improvements on a farm  may 
be m ade without flood insurance cover
age. The Secretary of HUD has the au
thority to set lim its for such loans, com 
parable to the Secretary’s authority re
garding sm all business property loans, 
and has proposed th a t the loan lim it be 
$25,000 (42 FR  16254, March 25, 1977).

T he purpose of the am endm ents to 
§ 208.8 is to conform the provisions of 
existing Board regulations to the am end
m ents to  the Flood Act. Accordingly, e f 

fective im m ediately the last sentence of 
§ 208.8(e) (5) of Regulation H shall be 
amended by deleting the language that 
follows “ * * * Provided,” and adding 
the following:
§ 2 0 8 .8  B a n k in g  p ractices .

* * ♦ * *

(e) Loans by S tate member banks in 
identified flood hazard areas.

* • • • •

(5) * * * that the prohibition con
tained in  this section shall not apply to 
(i) any loan made to finance the acqui
sition  of a residential dwelling occupied 
as a residence prior to March 1, 1976, or 
one year following identification of the 
area w ithin which such dwelling is lo
cated as an area containing special flood 
hazards, whichever is later, or made to 
extend, renew, or increase the financing  
in connection w ith such a dwelling, (ii) 
any loan, which does not exceed an 
am ount prescribed by the Secretary of 
Housing and Urban Developm ent, to fi
nance the acquisition of a building or 
structure com pleted and occupied by a 
sm all business concern, as defined by the 
Secretary, prior to January 1, 1976, (iii) 
any loan or loans, which in the aggregate 
do not exceed $5,000, to  finance improve
m ents to or rehabilitation of a building 
or structure occupied as a residence prior 
to  January 1, 1976, or (iv) any loan or 
loans, which in the aggregate do not ex 
ceed an  am ount prescribed by the Sec
retary, to  finance nonresidential addi
tions or im provem ents to be used solely 
for agricultural purposes on a farm.

* * • • *
T he provisions of section 553 of T itle  

V, United States Code, relating to notice, 
public participation and deferred effec
tive date were not followed in connec
tion with these am endm ents because the 
am endm ents merely clarify Regulation  
H by im plem enting a statutory provision 
of Pub. L. 94-375 (August 3, 1976) w ith
out significant exercise of adm inistrative 
discretion or interpretation.

By order of the Board of Governors, 
effective April 13,1977.

R u th  A. R e iste r , 
Assistant Secretary of the Board.

[FR Doc.77-11698 Filed 4-21-77;8:45 am ]

[Enc. Cir. No. 8100]
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