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Announcement 05-06     August 24, 2005 
 
Amends these Guides: Servicing 
 
Insurance Claim Settlements 
 
 
The purpose of this Announcement is to describe the changes to our natural disaster relief 
procedures, primarily for disbursing insurance claim proceeds. 
 
Servicing Guide Part III: Section 1101, Evaluating the Damage and Section 1103, 
Insurance Claim Settlements. 
 
After a disaster, most large servicers mobilize into the affected areas to assist borrowers with 
the task of rebuilding or repairing their properties and assess the needs of borrowers.  As a 
result, we are streamlining our procedures for handling insurance proceeds to provide 
servicers with more discretion in managing their process for the disposition of hazard (and, 
if applicable, flood or earthquake) insurance proceeds. These streamlined procedures are 
based primarily upon the status of the mortgage at the time of the disaster and the extent of 
the damage.  The procedures have four categories that: 
 


1. provide servicers with more discretion to disburse funds when properties securing 
current mortgages have not suffered a total or near-total loss (servicers, therefore, 
may choose to disburse all proceeds for the repairs and restoration in a single 
payment, regardless of the amount, or in a series of progress payments as work is 
completed); 


2. increase the maximum amounts that servicers can disburse when properties securing 
delinquent mortgages have not suffered a total or near-total loss;  


3. provide an electronic process for servicers to make recommendations for the 
disposition of the insurance proceeds for mortgages 90 days or more delinquent and 
for mortgages in foreclosure; and  


4. address options for the disposition of insurance proceeds for mortgages that are 
current or 30 to 90 days delinquent based upon borrowers’ willingness to repair their 
properties. 


 
Additionally, we will now require servicers to temporarily discontinue reporting 
delinquencies to credit bureaus if they are aware that the borrower's delinquency is 
attributable to hardships as the result of a natural disaster. Also, servicers may now use the 
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reports provided by property inspectors to document the property inspections. These 
requirements also pertain to mortgages in bankruptcy.  
 
Our former procedures governing insurance claim settlements were based upon mortgages 
that were current or less than 90 days delinquent, mortgages that were 90 days or more 
delinquent, and mortgages that were in foreclosure. A servicer’s authority to disburse 
insurance proceeds with respect to a mortgage that was current or less than 90 days 
delinquent depended upon the dollar amount of the proceeds and the length of time to 
complete the repairs. Servicers only had authority to release the funds to the borrower for 
repairing the property when the insurance proceeds were less than $10,000 and the borrower 
provided a copy of the contractor's estimate for the repairs. Amounts in excess of $10,000 
had to be escrowed if the repairs could be completed quickly. If the repairs could not be 
completed for some time, the servicer could issue a check to the borrower for the difference 
between the amount of the insurance loss draft and the current unpaid principal balance of 
the mortgage provided that the mortgage was current and the borrower had never been 
more than 30 days delinquent in the preceding 12 months.  
 
We anticipate that the new procedures will enable servicers to work more effectively and 
efficiently to address the needs of those borrowers that may require more assistance. 
Accordingly, the following procedures are effective immediately and are applicable to any 
federal or state declared natural disaster. 
 
 
For a current mortgage when the property securing the mortgage has not suffered a 
total or near-total loss (a loss not greater than 80 percent of the coverage amount of 
the insurance policy): 
 
The servicer must use its discretion to determine the amount of insurance proceeds to 
disburse and the timing of the disbursements in a manner that is consistent with these 
procedures. Any funds not disbursed to the borrower should be escrowed in an interest-
bearing account for the borrower’s benefit. There are no limitations on the amount of funds 
that the servicer can disburse. Thus, a servicer may choose to disburse proceeds for the 
repairs and restoration in a single payment regardless of the amount, or in a series of 
progress payments as work is completed. We expect that the servicer will make its decision 
after taking appropriate steps to assess the extent and impact of the damage and after 
consulting with the borrower to ensure that the damage will be appropriately repaired. The 
servicer must document its actions and the basis for its decisions, including, at a minimum, 
its consideration of the following: 


• 
• 
• 


• 
• 
• 


the amount of the insurance loss proceeds, 
a contractor’s estimate, 
the prevailing down payment amount being requested by contractors in the affected 
disaster area, 
the length of time for repairs to be completed,  
the preservation of mortgage insurance coverage, and 
requiring the borrower to utilize licensed and insured contractors to perform all 
repairs. 
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We suggest that as part of the evaluation the servicer also should consider based upon the 
cost and time to complete the repairs whether it is necessary to monitor the progress of the 
repair work through periodic property inspections and whether it is necessary to conduct a 
final inspection to ensure all repairs are completed. When performing property inspections, 
servicers may use the reports provided by property inspectors to document property 
inspections.  A servicer must, however, ensure that, at a minimum, each property inspection 
report includes an accurate assessment of the current condition of the property, is dated, and 
clearly identifies the mortgagor and the property address.   
 
 
For a mortgage that is 30 to 90 days delinquent when the property securing the 
mortgage has not suffered a total or near-total loss (a loss not greater than 80 percent 
of the coverage amount of the insurance policy), and for a mortgage that is current 
under the terms of a bankruptcy plan when the property securing the mortgage has 
not suffered a total or near-total loss:  
 
Generally, the servicer should: 


• 


• 


• 


• 


• 


• 
• 
• 


release up to 20 percent of the total claim proceeds, but not more than $15,000, to 
the borrower; 
require the borrower to utilize a licensed and insured contractor to perform all 
repairs; 
review the contractor’s estimate and determine the method of disbursement for the 
remaining funds; 
escrow funds not disbursed to the borrower in an interest-bearing account for the 
borrower’s benefit; 
monitor the progress and completion of the repair work through periodic property 
inspections, ensuring that, at a minimum, the property inspection report includes an 
accurate assessment of the current condition of the property, is dated, and clearly 
identifies the mortgagor and the property address; 
conduct a final inspection to ensure all repairs are completed; 
issue final payment payable to both the borrower and the contractor; and 
document its actions in the mortgage file. 


 
 
For a mortgage that is 90 days or more delinquent regardless of the extent of the 
property damage, or for a mortgage that is delinquent under the terms of a 
bankruptcy plan regardless of the extent of the property damage, or for a mortgage in 
foreclosure regardless of the extent of the property damage: 
 
The servicer: 


• may release up to 10 percent of the insurance proceeds, but not more than $10,000, 
jointly to the borrower and the contractor to cover the cost of materials needed to 
repair property damages, and must escrow funds not disbursed in an interest-bearing 
account for the borrower’s benefit;  


• must require the borrower to utilize a licensed and insured contractor to perform all 
repairs; and 
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• must submit a Report of Hazard Insurance Loss (Form 176) to Fannie Mae to 
recommend an appropriate disposition of the remaining proceeds. The servicer must 
recommend either that the proceeds be used to repair the property or that the 
proceeds be applied to reduce the outstanding mortgage debt. The Form 176 must 
be submitted electronically to Fannie Mae using our dedicated mailbox, 
hazard_loss@fanniemae.com.  


 
For a mortgage that is current when the property has suffered a total or near-total 
loss (a loss greater than 80 percent of the coverage amount of the insurance policy), 
or for a mortgage that is 30 to 90 days delinquent when the property has suffered a 
total or near-total loss: 
 
The servicer must discuss with the borrower any plans that the borrower has for repairing 
the property. If the borrower is unwilling to repair the property or if the property is vacant 
or abandoned, the servicer must submit a Report of Hazard Insurance Loss (Form 176) to 
Fannie Mae to recommend an appropriate disposition of the remaining proceeds. The 
servicer must recommend either that the proceeds be used to repair the property or that the 
proceeds be applied to reduce the outstanding mortgage debt.  If the borrower is willing to 
repair the property and the restoration or repair is economically feasible, the servicer must 
follow either option (I) or (II) below: 
 


I. If the insurance proceeds exceed the sum of the unpaid principal balance (UPB), 
accrued interest, and any advances, the servicer should issue a check to the 
borrower for the amount by which the insurance proceeds exceed the sum of the 
UPB, accrued interest, and any advances.  


 
II. If the insurance proceeds do not exceed the sum of the UPB, accrued interest, and 


any advances, the servicer should: 
• release up to 20 percent of the total claim proceeds, but not more than $15,000, 


to the borrower and contractor;  
• review the contractor’s estimate; and  
• make a determination on how to disburse the remaining funds.  


 
In both options, the servicer must:  


• require the borrower to utilize a licensed and insured contractor to perform all 
repairs; 


• escrow the funds not disbursed to the borrower in an interest-bearing account for 
the borrower’s benefit; 


• closely monitor the progress and completion of the repair work through periodic 
property inspections, ensuring that, at a minimum, the property inspection report 
includes an accurate assessment of the current condition of the property, is dated, 
and clearly identifies the mortgagor and the property address; 


• conduct a final inspection to ensure all repairs are completed;  
• issue final payment payable to both the borrower and the contractor or to the 


borrower if the servicer can obtain lien waivers from the contractor(s); and 
• document its actions in the mortgage file. 
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The application of these procedures for mortgages in bankruptcy is to be implemented only 
to the extent permitted by applicable bankruptcy law.   
 
In all instances in which the servicer deposits insurance loss proceeds in an interest-bearing 
account, the account must be for the borrower's benefit, must yield an amount of interest 
that is equivalent to the interest that the borrower could expect to obtain from a passbook 
savings account or a money market account, and must be in a depository institution that 
meets our eligibility criteria for custodial depositories. The depository account also must 
provide for all interest earned on the funds to be credited to the account at least quarterly. 
The servicer must pay the accumulated interest to the borrower at the end of the 
reconstruction period for the property, unless the borrower requests an earlier disbursement. 
Additionally, there may be circumstances in which the servicer receives an insurance claim 
check that includes payments for contents (e.g., personal property) or living expenses. The 
amount of the claim proceeds attributable to these items should be immediately released to 
the borrower.  
 
We expect that servicers will make every effort to work with borrowers who are victims of 
natural disasters to prevent (or minimize) delinquencies and to avoid foreclosures for the 
mortgages they service on our behalf. Accordingly, we wish to emphasize that servicers will 
now be required to temporarily discontinue reporting delinquencies to credit bureaus if 
they are aware that the borrower's delinquency is attributable to hardships the borrower has 
incurred as the result of a natural disaster. Servicers are encouraged to consider waiving any 
late payment charges if the borrower's payment is late because the borrower has incurred 
added expenses or loss of income due to the natural disaster, or if the borrower needs 
additional time to receive a pending insurance settlement. 
 
Servicers are reminded that they must ensure that hazard (and, if applicable, flood or 
earthquake) insurance claims are filed. If the servicer becomes aware of a loss and the 
borrower has not filed a proof of loss, the servicer must take appropriate action to ensure 
that the proof of loss is filed within the time period specified in the insurance policy.  
 
 


******* 
 
 
Because some decisions about the proper action to be taken may need to be handled on a 
case-by-case basis, the servicer should contact its Portfolio Manager, Servicing Consultant, 
or Fannie Mae’s National Servicing Organization’s Customer Care Center at 1-888-326-6438 
for assistance in determining how a policy should be applied.  
 
 
 
 
 
Pamela S. Johnson 
Senior Vice President 
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Freddie Mac Single-Family Seller/Servicer Guide / Single-Family Seller/Servicer Guide, Volume 2 / 
Chs. 58-63: Servicing Performing Mortgages / Chapter 58: Property Insurance / 58.10: Insurance 
loss settlements (08/21/06) 


58.10: Insurance loss settlements (08/21/06) 


Upon notification of loss or damage to the Mortgaged Premises, the Servicer must monitor and coordinate the 
claim process with the Borrower and the insurer. The Servicer must take appropriate action to: 


Refer to Section 67.27, Servicing Mortgages on distressed properties, for additional requirements. 


The Servicer may be named as loss payee on insurance drafts and must comply with any applicable law and, 
where applicable, any requirement of the FHA, VA, RHS or MI. Details concerning the loss or damage and 
disposition of the insurance proceeds must be recorded in the Mortgage file. 


The Servicer need not submit a report and related recommendations to Freddie Mac unless: 


If any of the above conditions exist, the Servicer must submit the recommendation along with the appropriate 
documentation to us (see Directory 5) via Form 105, within five Business Days of learning of the situation. 


Following is guidance to assist the Servicer in satisfying the requirements of this section. 


• Verify the extent of the loss or damage 


• Ensure judicious disbursement of insurance proceeds for the necessary repairs 


• Protect the priority of the Mortgage by obtaining, where necessary, waivers of materialman's or 
mechanic's liens 


• Document completion of the repairs 


• The Mortgage is in foreclosure or the Mortgaged Premises have been acquired by the Servicer through 
foreclosure or deed-in-lieu of foreclosure (See Section 70.16(b) for remittance requirements for 
insurance loss settlements.) 


• The insured improvements have suffered a total or near total loss 


• The Servicer wishes to apply insurance proceeds to the Mortgage debt instead of repairing the property, 
or 


• Insurance proceeds exceed the amounts required to restore the property to its original condition 


(a)
Property insurance claims 


Property insurance that Freddie Mac requires the Borrowers to maintain should provide sufficient 
recoveries for losses or damages to the Mortgaged Premises: 


• Loss-of-use or additional living expense clause: Homeowner insurance policies generally have 
a loss-of-use or additional living expense clause. This clause covers increases in living expenses 
necessary for an insured household to: 


• Maintain its normal living standards away from a residence that is being repaired or 
reconstructed 


• Permanently resettle elsewhere 
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• Claim proceeds: Insurers generally issue drafts directly to the insured Borrower in payment for 
losses to contents (as opposed to structural losses) or for off-residence living expenses. If any 
such payment is made jointly to the Borrower and the Servicer, the Servicer must release the 
insurance funds to the Borrower without delay. 


When an insurance draft for structural losses is payable jointly to the insured Borrower and the 
Servicer, the Servicer may immediately release insurance funds to Borrowers who legitimately 
need to advance funds to contractors, provided all of the following conditions are met: 


When the amount of insurance funds released equals or exceeds $10,000, the Servicer must have 
the Borrower execute an affidavit in which the Borrower expressly agrees to apply the released 
funds promptly to repair or reconstruct the residence. 


A Servicer may unilaterally apply the insurance proceeds to the Mortgage's unpaid balance only to 
the extent allowed by applicable law and the Security Instrument. The Borrower, however, may 
unilaterally decide to have the proceeds applied to the Mortgage's unpaid balance. 


If repair or reconstruction of the residence is expected to take more than three months, insurance 
funds retained by the Servicer pending disbursement for such repair or reconstruction must be 
maintained in a federally insured account that pays interest to the Borrower. 


• The Mortgage is current. 


• The Borrower's payment history does not show delinquencies of two payments or more. 


• The released funds do not exceed the highest of: 


• $10,000.00 


• 10% of the unpaid principal balance (UPB) of the affected Mortgage 


• The amount by which the released funds exceed the UPB of the Mortgage 


(b) Repair or reconstruction of the Mortgaged Premises 


In overseeing the repair or reconstruction of damaged or destroyed residences, the Servicer should, to 
the extent applicable and practicable, ascertain that: 


• The contractor chosen by the Borrower to repair or reconstruct the residence is: 


• Duly licensed under applicable laws and regulations 


• Qualified and experienced to perform the types of work contracted 


• Financially able to complete the repair or reconstruction within scheduled timeframes 


• The plans and specifications for the work contracted: 


• Describe repair or reconstruction that is generally consistent with the damage or destruction 
suffered by the residence, as reported in the proof of loss filed by the Borrower with the 
property insurer and as documented by the insurer's adjuster 


• Establish a reasonable schedule for completion of each phase of repair or reconstruction 


• The Borrower and the contractor have executed a contract by which they agree to the following: 
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The Servicer may choose to have the above described oversight functions performed by its staff or by a 
third party (such as a specialized firm or another Servicer). However, the Servicer is liable for the 
performance of any third party it retains. The third party may be compensated from insurance proceeds 
retained by the Servicer only to the extent agreed to by the Borrower and allowed under applicable law. 


• The contractor will perform the work described in the plans and specifications. 


• The contractor will comply with applicable codes and regulations governing residential repair 
or reconstruction (including, but not limited to, building codes and zoning, permit and 
inspection regulations): 


• These codes and regulations may vary from State to State and, within the same State, 
from county to county. Therefore, Servicers should have adequate measures in place 
to verify contractors' and inspectors' compliance certifications to protect Freddie Mac's 
and the Servicer's respective investments. 


If additional funds are needed to bring a damaged or destroyed residence into 
compliance with applicable codes and regulations, the Borrowers should determine 
whether their property insurer will waive any policy provision restricting payment for 
the increased cost of construction resulting from enforcement of codes and 
regulations. 


• A specified dollar amount is the maximum amount that the contractor may charge for the 
work. 


• The contractor will be paid a specified advance (if applicable, usually not exceeding 10 
percent of the total contract amount) and, subsequently, on a specified draw schedule 
contingent on verification of satisfactory completion of specified work phases. 


• The contractor, its subcontractors and its material suppliers will provide written 
acknowledgment of payment for work performed and materials supplied and the necessary 
lien waivers or releases so that the Mortgaged Premises may remain clear of all such liens 
and encumbrances. 


• Each scheduled work phase has been satisfactorily completed in accordance with the plans and 
specifications before disbursement of payment for such phase is made in accordance with the 
contract 
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Claims Dispute Resolution 
Roundtable


Mortgage Bankers Association
of Florida


November 18, 2009







Questions
• How insurance proceeds for property are currently 


disbursed to the Homeowner?
• Is the disbursement process uniform among mortgage 


companies?
• Is the homeowner’s equity in the property taken into 


consideration?
• Is it possible for property insurance proceeds to be setup 


on a “draw” process similar to a construction loan?
• Is interest paid on insurance proceeds which are held for 


over a certain period of time?







How insurance proceeds for property are 
currently disbursed to the Homeowner?


There are many factors that influence this:
• The amount of the claim
• The agencies (Freddie Mac, Fannie Mae, 


FHA, VA, RHS and/or MI) involved
• Borrower’s payment history/current 


delinquency level
• Borrower’s unpaid balance
• Timeframe needed to achieve the needed 


repairs/reconstruction 







Florida Statutes Section 494.0026


• 494.0026 Disposition of insurance proceeds.--The following provisions apply to mortgage 
loans held by a mortgagee or assignee that is subject to part II or part III of this chapter. 


• (1) The mortgagee or assignee must promptly endorse a check, draft, or other negotiable 
instrument payable jointly to the mortgagee or assignee and the insured by the insurance 
company. However, the mortgagee or assignee is not required to endorse such instrument if the 
insured or a payee who is not subject to part II or part III of this chapter refuses to endorse the 
instrument. 


• (2) Insurance proceeds received by a mortgagee or assignee that relate to compensation for 
damage to property or contents insurance coverage in which the mortgagee or assignee has a 
security interest must be promptly deposited into a segregated account of a federally insured 
financial institution. 


• (3) Insurance proceeds received by a mortgagee or assignee that relate to contents insurance 
coverage in which the mortgagee or assignee does not have a security interest in the contents 
must be promptly distributed to the insured. 


• (4) Insurance proceeds received by a mortgagee or assignee that relate to additional living 
expenses must be promptly distributed to the insured. 


• (5) The mortgagee or assignee is not required to remit the portion of the proceeds relating to 
additional living expenses and contents insurance if the mortgagee or assignee is not able to 
determine which part of the proceeds relates to additional living expenses and contents insurance. 


This section may not be construed to prevent an insurance company from paying the insured 
directly for additional living expenses or paying the insured directly for contents insurance 
coverage if the mortgagee or assignee does not have a security interest in the contents. 


• History.--s. 5, ch. 95-313; s. 16, ch. 2009-241. 







Is the disbursement process uniform among 
mortgage companies?


• At this time we are unable to determine 
what disbursement variations may exist 
among servicing mortgage lenders. 
However, we have included some 
guidelines set forth by the Freddie Mac 
and Fannie Mae that address these 
practices and will answer the following 
questions asked by the Office of the 
Insurance Consumer Advocate.







Is the homeowner’s equity in the 
property taken into consideration?


• Yes. One of the factors used by both 
Freddie Mac and Fannie Mae is the 
borrower’s equity.  Proceeds that exceed 
the unpaid principal balance are generally 
released to the borrower as long as they 
do not exceed $10,000.







Is it possible for property insurance proceeds to be 
setup on a “draw” process similar to a construction 
loan?


• Yes. In general for claims that exceed $15,000, 
funds are generally deposited into an escrow 
account and disbursed based on an established 
schedule as repairs or construction progress. 
The Servicer should ascertain that the contractor 
chosen by the borrower is :
– Duly licensed
– Qualified
– Financially able to complete the repair or 


reconstruction within the timeframes.







Is interest paid on insurance proceeds which 
are held for over a certain period of time?


• Generally if proceeds are to be held for 
over three months, they are deposited into 
a federally insured, interest bearing 
account to benefit the borrower.







Freddie Mac Single Family Seller/Servicer Guide, 
Volume 2 / Chapter 58.10 Insurance Loss 


Settlements (08/21/06)


Upon notification of loss or damage to the Mortgaged 
Premises, the Servicer must monitor and coordinate the 
claim process with the Borrower and the insurer. The 
Servicer must take appropriate action to:


• Verify the extent of the loss or damage
• Ensure judicious disbursement of the insurance 


proceeds for the necessary repairs
• Protect the priority of the Mortgage by obtaining, where 


necessary, waivers of material man's or mechanic’s liens
• Document completion of repairs.







Claims Proceeds


• When an insurance draft for structural 
losses is payable to the insured Borrower 
and the Servicer, the Servicer may 
immediately release insurance funds to 
the Borrowers who legitimately need to 
advance funds to the contractors, provided 
all of the following conditions are met:







• The Mortgage is current.
• The Borrower’s payment history does not 


show delinquencies of two payments or 
more.


• The released funds do not exceed the 
highest of :


$10,000.00
10% of the unpaid principal balance (UPB) of 
the affected Mortgage
The amount by which the released funds 
exceed the UPB of the Mortgage







When the amount of the insurance funds released equals 
or exceeds $10,000, the Servicer must have the 
Borrower execute an affidavit in which the Borrower 
expressly agrees to apply the released funds promptly to 
repair or reconstruct the residence.


The Servicer may unilaterally apply the insurance proceeds 
to the Mortgage’s unpaid balance only to the extent 
allowed by applicable law and the Security Instrument. 
The Borrower, however, may unilaterally decide to have 
the proceeds applied to the Mortgage’s unpaid balance.


If repairs or reconstruction of the residence is expected to 
take more than three months, insurance funds retained 
by the Servicer pending disbursement for such repair or 
reconstruction must be maintained in a federally insured 
account that pays interest to the Borrower.
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