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LIABILITIES AND MONITORING 
 
I. Mortgagee Liability 

 
Mortgagees who issue condominium project approvals using the DELRAP process are 
responsible for material deficiencies associated with the project approval and any loan 
they originate and/or underwrite using the applicable project approval.  

 
Mortgagees who rely upon a condominium project approval issued by another mortgagee 
are responsible for the loan level certification (Attachment C).  With this certification, the 
lender is confirming that the company has no knowledge of circumstances or conditions 
that might have an adverse effect on the project or cause a mortgage secured by a unit in 
the project to become delinquent.  The lender is also certifying that it has reviewed and 
verified the condominium project’s continued compliance with the initial approval 
requirements regarding investor ownership, percentage of owners in arrears for 
condominium association fees, owner-occupancy rate and FHA loan concentration rate, 
and it certifies that the condominium project continues to comply with FHA 
requirements.   
 

II. Quality Assurance 
 
Monitoring the condominium approval process is critical to the success of the program.  
Lenders who approve condominium projects utilizing the DELRAP option will be 
required to submit a copy of the complete condominium project approval package to the 
applicable Homeownership Center within five (5) business days of approval.  Lenders are 
required to submit the first five DELRAP approvals for review.  Further, to manage 
FHA’s risk, and ensure compliance with all condominium project policy requirements, 
additional condominium project approvals will be selected for review.  The criteria for 
selection of the additional approvals will be determined and lenders will be notified in 
future guidance.  

 
III. False Certifications 
 

Title 18 U.S.C. 1014, provides in part that whoever knowingly and willfully makes or 
uses a document containing any false, fictitious, or fraudulent statement or entry, in any 
matter in the jurisdiction of any department or agency of the United States, shall be fined 
not more than $1,000,000 or imprisoned for not more than 30 years or both.  In addition, 
violation of this or others may result in debarment and civil liability for damages suffered 
by the Department. 
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TRANSITION STRATEGY 
 

FHA will move all currently approved condominium projects to the new approval list and 
FHA Connection database.  The following requirements are applicable based on the date of the 
initial project approval.  Additional guidance on new data entry requirements will be issued in a 
separate ML. 
 

• Projects that received approval prior to October 1, 2008, will require recertification on 
or before December 7, 2010. 
 

• Projects that received approval between October 1, 2008 through December 7, 2009, 
will follow the recertification requirements defined in the Project Approval Section, 
XIII. 

 
Recertification of approved condominium projects may be processed by HUD using HRAP 

or by a mortgagee under DELRAP.  The DELRAP option is only available to lenders who have 
unconditional Direct Endorsement authority and staff with knowledge and expertise in reviewing 
and approving condominium projects.  
 

If you have questions regarding this Mortgagee Letter, please call the FHA’s Resource 
Center at 1-800-CALL-FHA (1-800-225-5342).  Persons with hearing or speech impairments 
may access this number via TDD/TTY by calling 1-877-TDD-2HUD (1-877-833-2483). 

 
      Sincerely, 
 
 
 
 

David H. Stevens 
      Assistant Secretary for Housing- 

     Federal Housing Commissioner 
 
Attachments 
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Attachment A 
 
  Condominium Project Approval Matrix       
   Proposed/UC Existing Conversion 

1 All Condominium Legal Documents  x x x 
          
a Recorded Plat Map indicating Legal Description x x x 
          

b 
Recorded Covenants, Conditions and Restrictions 
(CC&R’s) x x x 

          
c Signed and Adopted Bylaws x x x 
          
d Articles of Incorporation filed with the State x x x 
          
e Recorded Condominium Site Plans x x x 
     

2 
 
Plan or Evidence of Transfer of Control  x x x 

          
3 Proposed or Actual Budget x x x 
     
4 Management Agreement, if applicable x x x 
         

5 
Equal Employment Opportunity Certificate (Form 
HUD 92010) x     

         

6 
Builder’s Certification of Plans, Specifications 
and Site, Form HUD-92541 x   x 

         
7 FEMA Flood Map  x x x 
         
8 Estimated Construction Completion Date x   x 
         
9 Outstanding or Pending Litigation Analysis   x x 

          
10 Pending Special Assessment Analysis   x   
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Attachment B 
 
 
 

LENDER CERTIFICATION TO CONDOMINIUM REQUIREMENTS 
 
 
 
The undersigned hereby certifies that (1) the Lender has reviewed the project and it meets all 
requirements of Section 203(b) of the National Housing Act, 24 CFR part 203, State and local 
condominium laws and any Mortgage Letters thereto applicable to the review of condominiums; 
(2) to the best of his or her knowledge and belief, the information and statements contained in 
this application are true and correct, and (3) the Lender has no knowledge of circumstances or 
conditions that might have an adverse effect on the project or cause a mortgage secured by a unit 
in the project to become delinquent (including but not limited to: defects in construction; 
substantial disputes or dissatisfaction among unit owners about the operation of the project or the 
owner’s association; and disputes concerning unit owners; rights privileges, and obligations).  
The undersigned understands and agrees that the Lender is under a continuing obligation to 
inform HUD if any material information compiled for the review and acceptance of this project 
is no longer true and correct.     
 
 
 
 
                                                                                                                                                            
Authorized Lender Representative               Date 
(Signature and Title) 
 
 
 
Title 18 U.S.C. 1014, provides in part that whoever knowingly and willfully makes or uses a 
document containing any false, fictitious, or fraudulent statement or entry, in any matter in the 
jurisdiction of any department or agency of the United States, shall be fined not more than 
$1,000,000 or imprisoned for not more than 30 years or both.  In addition, violation of this or 
others may result in debarment and civil liability for damages suffered by the Department. 
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 Attachment C 
 
 
 

LENDER CERTIFICATION FOR INDIVIDUAL UNIT FINANCING 
 
 
 
The undersigned hereby certifies that (1) the Lender has verified the condominium unit in 
connection with this loan file has been verified to be in a project that appears on FHA’s list of 
approved condominium projects; (2) to the best of his or her knowledge and belief, the 
information and statements contained in this application are true and correct; (3) the Lender has 
no knowledge of circumstances or conditions that might have an adverse effect on the project or 
cause a mortgage secured by a unit in the project to become delinquent (including but not limited 
to: defects in construction; substantial disputes or dissatisfaction among unit owners about the 
operation of the project or the owner’s association; and disputes concerning unit owners; rights 
privileges, and obligations); and (4) the Lender has reviewed and verified the condominium 
project’s continued compliance with the initial approval requirements regarding investor 
ownership, percentage of owners in arrears for condominium association fees, pre-sale ratio, 
owner-occupancy ratio, FHA loan concentration ratio, and the Lender certifies that the 
condominium project continues to comply with FHA requirements.       
 
 
 
 
                                                                                                                                                            
Authorized Lender Representative           Date 
(Signature and Title) 
 
 
 
Title 18 U.S.C. 1014, provides in part that whoever knowingly and willfully makes or uses a 
document containing any false, fictitious, or fraudulent statement or entry, in any matter in the 
jurisdiction of any department or agency of the United States, shall be fined not more than 
$1,000,000 or imprisoned for not more than 30 years or both.  In addition, violation of this or 
others may result in debarment and civil liability for damages suffered by the Department. 
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Attachment D 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

CONDOMINIUM RIDER 

THIS CONDOMINIUM RIDER is made this _______________ day of 
_____________, 20__, and is incorporated into and shall be deemed to amend 
and supplement the Mortgage, Deed of Trust or Security Deed ("Security 
Instrument") of the same date given by the undersigned ("Borrower") to secure 
Borrower's Note ("Note") to ________________________________ ("Lender") of 
the same date and covering the Property described in the Security Instrument 
and located at: 
 

[Property Address] 
 
The Property includes a unit in, together with an undivided interest in the 
common elements of, a condominium project known as: 
 

[Name of Condominium Project] 
 
("Condominium Project"). If the owners association or other entity which acts 
for the Condominium Project ("Owners Association") holds title to property 
for the benefit or use of its members or shareholders, the Property also 
includes Borrower's interest in the Owners Association and the uses, proceeds 
and benefits of Borrower's interest. 
 
CONDOMINIUM COVENANTS.  In addition to the covenants and agreements made 
in the Security Instrument, Borrower and Lender further covenant and agree as 
follows: 
 
              So long as the Owners Association maintains, with a generally accepted insurance carrier, a 
"master" or "blanket" policy insuring all property subject to the condominium documents, including 
all improvements now existing or hereafter erected on the Property, and such policy is satisfactory to 
Lender and provides insurance coverage in the amounts, for the periods, and against the hazards 
lender requires, including fire and other hazards included within the term "extended coverage," and 
loss by flood, to the extent required by the Secretary, then: (i) Lender waives the provision in the 
Security Instrument for the monthly payment to Lender of one-twelfth of the yearly premium 
installments for hazard insurance on the Property, and (ii) Borrower's obligation under the Security 
Instrument to maintain hazard insurance coverage on the Property is deemed satisfied to the extent 
that the required coverage is provided by the Owners Association policy. Borrower shall give Lender 
prompt notice of any lapse in required hazard insurance coverage and of any loss occurring from a 
hazard. In the event of a distribution of hazard insurance proceeds in lieu of restoration or repair 
following a loss to the Property, whether to the condominium unit or to the common elements, any 
proceeds payable to Borrower are hereby assigned and shall be paid to Lender for application to the 
sums secured by this Security Instrument, with any excess paid to the entity legally entitled thereto. 
 
Borrower promises to pay all dues and assessments imposed pursuant to the legal instruments 
creating and governing the Condominium Project. 
 
If Borrower does not pay condominium dues and assessments when due, then Lender may pay them. 
Any amounts disbursed by Lender under this paragraph shall become additional debt of Borrower 
secured by the Security Instrument. Unless Borrower and Lender agree to other terms of payment, 
these amounts shall bear interest from the date of disbursement at the Note rate and shall be payable, 
with interest, upon notice from Lender to Borrower requesting payment. 
 
BY SIGNING BELOW, Borrower accepts and agrees to the terms and provisions contained in this 
Condominium Rider. 
 

_________________________ (SEAL) 
Borrower 

 
_________________________ (SEAL) 

Borrower 
 

[ADD ANY NECESSARY ACKNOWLEDGEMENT PROVISIONS.] 
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Attachment E 
 
 
 

DEVELOPER/BUILDER CERTIFICATION TO CONDOMINIUM REQUIREMENTS 
 
 
 
The undersigned hereby certifies that (1) the Developer/Builder has reviewed the project and it 
meets all requirements of Section 203(b) of the National Housing Act, 24 CFR 203, State and 
local condominium laws and any Mortgage Letters thereto applicable to the review of 
condominiums; (2) to the best of his or her knowledge and belief, the information and statements 
contained in this application are true and correct, and (3) the Developer/Builder has no 
knowledge of circumstances or conditions that might have an adverse effect on the project or 
cause a mortgage secured by a unit in the project to become delinquent (including but not limited 
to: defects in construction; substantial disputes or dissatisfaction among unit owners about the 
operation of the project or the owner’s association; and disputes concerning unit owners; rights 
privileges, and obligations).  The undersigned understands and agrees that the Developer/Builder 
is under a continuing obligation to inform HUD if any material information compiled for the 
review and acceptance of this project is no longer true and correct.     
 
 
 
 
                                                                                                                                                            
Authorized Representative                Date 
(Signature and Title) 
 
 
 
Title 18 U.S.C. 1014, provides in part that whoever knowingly and willfully makes or uses a 
document containing any false, fictitious, or fraudulent statement or entry, in any matter in the 
jurisdiction of any department or agency of the United States, shall be fined not more than 
$1,000,000 or imprisoned for not more than 30 years or both.  In addition, violation of this or 
others may result in debarment and civil liability for damages suffered by the Department. 
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Attachment F 
 
 
 

DEVELOPER/BUILDER PRESALES CERTIFICATION 
 
 
 

The undersigned hereby certifies that in lieu of providing (1) Copies of sales agreements and 
evidence that a mortgagee has issued approval; or (2) Evidence that units have closed and are 
occupied; the Developer/Builder has attached to the signed and dated certification, a list 
documenting all units sold, under contract or closed (i.e., and excel spreadsheet).  This 
information will be used to document the required minimum presale requirement of 50 percent. 
 
 
 
 
 
                                                                                                                                                            
Authorized Representative                Date 
(Signature and Title) 
 
 
 
Title 18 U.S.C. 1014, provides in part that whoever knowingly and willfully makes or uses a 
document containing any false, fictitious, or fraudulent statement or entry, in any matter in the 
jurisdiction of any department or agency of the United States, shall be fined not more than 
$1,000,000 or imprisoned for not more than 30 years or both.  In addition, violation of this or 
others may result in debarment and civil liability for damages suffered by the Department. 



 

U.S. DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT 

WASHINGTON, DC  20410-8000 

 
 

ASSISTANT SECRETARY FOR HOUSING- 

FEDERAL HOUSING COMMISSIONER 

 

 
www.hud.gov                espanol.hud.gov 

   

  

October 1, 2009 

       MORTGAGEE LETTER 2009-37 
 

TO:   ALL APPROVED MORTGAGEES 

  ALL APPROVED MORTGAGE SERVICERS 

  ALL FHA ROSTER APPRAISERS 

 
 

SUBJECT:   Flood Zone Requirements and Responsibilities of FHA Mortgagees and 

Appraisers  

 
 

 This Mortgagee Letter serves to remind mortgagees and FHA Roster appraisers of 

their responsibility to determine if a property is located within a Special Flood Hazard 

Area (SFHA) as designated by the Federal Emergency Management Agency (FEMA) as 

well as reiterate the Federal Housing Administration’s (FHA) eligibility requirements for 

properties located in such zones. 

 

            The final responsibility for determining if a property is located in a SFHA rests 

with the originating lender. Mortgagees are strongly encouraged to obtain a flood zone 

certification, independent of any assessment made by the appraiser, on all properties 

securing FHA-insured mortgages in order to avoid culpability for any regulatory 

violations or civil claims for damages that may arise from improper determinations. 

Mortgagees may seek assistance from qualified third parties that have demonstrated their 

knowledge concerning flood map determination, but the National Flood Insurance Act 

requires that a lender or other person providing information on the FEMA form for 

determining whether a property is located in a SFHA may provide for the acquisition or 

determination of this information by a third party only to the extent that the third party 

guarantees the accuracy of the information [National Flood Insurance Act of 1968, 

§ 1365(d)]. 
 

           Mortgagees must inform borrowers of the requirement to obtain adequate flood 

insurance for properties where any portion of the dwelling and related structures and 

equipment are located in a SFHA as a condition of closing and require the escrow of 

flood insurance premiums if escrow is required for other items such as hazard insurance 

and taxes.  If the property is located in a SFHA and insurance under the National Flood 

Insurance Program (NFIP) is not available in the community, the property is not eligible 

for FHA mortgage insurance. According to Section 102(a) of the Flood Disaster 

Protection Act of 1973 [42 U.S.C. 4012a(a)], Flood insurance must be obtained and 

maintained in an amount at least equal to the least of: 

 

1) The outstanding principal balance of the loan(s); or 

2) The maximum amount of the NFIP insurance available with respect to the 

property improvements; or 

3) The development cost of the property, less estimated land cost. 
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             FHA Roster Appraisers are required to review the applicable FEMA Flood 

Insurance Rate Map (FIRM) and make appropriate notations on the applicable appraisal 

reporting form.  If the property is located within a SFHA, the appraiser must attach a 

copy of the flood map panel to the appraisal report.  The appraiser must enter the FEMA 

zone designation on the reporting form as well as identify the map panel number and map 

date.  If the property is not shown on any map the appraiser should enter “not mapped”.  

It is noted that FEMA is digitizing its maps to provide more detail and actual pictures of 

existing buildings not seen on older maps which may benefit lenders and appraisers.   
 

The eligibility requirements as per new and existing construction and per housing 

type are as follows: 
 

New and Proposed Construction:  If any part of the property improvements (the 

dwelling and related structures/equipment essential to the property value and subject to 

flood damage) is located within a SFHA, the property is ineligible for FHA mortgage 

insurance unless:  
 

1) A final Letter of Map Amendment (LOMA) or final Letter of Map Revision 

(LOMR) that removed the property from the SFHA location is obtained from 

FEMA; or  
 

2) If  the property is not removed from the SFHA by a LOMA or LOMR, the lender 

must obtain a FEMA National Flood Insurance Program Elevation Certificate 

(FEMA form 81-31 “elevation certificate”) prepared by a licensed engineer or 

surveyor documenting that the lowest floor (including the basement) of the 

residential building and all related improvements/equipment essential to the value 

of the property is built at or above the 100 year flood elevation in compliance 

with the National Flood Insurance program criteria as required in 44 CFR 60.3 

through 60.6.   
 

 Insurance under the NFIP is not required if a LOMA or LOMR is obtained 

from FEMA removing the property from the SFHA.  

 A flood elevation certificate is not required when a LOMA or LOMR 

removes the property from a SFHA. 

 Insurance under the NFIP is required when a flood elevation certificate 

documents that the property remains located within a SFHA. 

 The LOMA, LOMR or flood elevation certificate must be submitted with 

the case for endorsement. 
 

Existing Construction:  Insurance under the NFIP must be obtained as a condition of 

closing and maintained for the life of the loan for an existing property when any portion 

of the residential improvements is determined to be located in a SFHA.  If the 

improvements are subsequently removed from a SFHA by a LOMA or LOMR, flood 

insurance will no longer be required. 
 

Manufactured homes: 24 CFR 203.43f (c) (i) and (d) (ii) require that the finished grade 

level beneath the manufactured home shall be at or above the 100-year return frequency 

flood elevation.  If any portion of the property improvements (the dwelling and related 

structures/equipment essential to the property value and subject to flood damage) for both 
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new and existing manufactured homes are located within a SFHA, the property is not 

eligible for FHA mortgage insurance without: (1) a FEMA issued LOMA or LOMR (in 

these cases, neither an elevation certificate nor flood insurance is required) or (2) an 

elevation certificate prepared by a licensed engineer or surveyor stating that the finished 

grade beneath the manufactured home is at or above the 100 year return frequency flood 

elevation. When utilizing an elevation certificate, the property remains in a SFHA and 

flood insurance is required. 
 

Condominiums: The Homeowners Association (HOA), not the borrower or individual 

unit owner, is responsible for obtaining and maintaining adequate flood insurance under 

the NFIP on buildings located in a SFHA. The flood insurance coverage must protect the 

interest of borrowers who hold title to an individual unit as well as   the common areas of 

the condominium project.  If the FHA Roster Appraiser reports that buildings in a 

condominium project are located in a SFHA the lender is responsible for ensuring that the 

HOA obtains and maintains adequate flood insurance on buildings located within the 

SFHA. 
 

Documentation Requirements  
 

            Mortgagees and servicers are reminded of the requirement for borrowers to 

maintain adequate flood insurance during the life of the mortgage or that insurance be 

obtained if the lender or servicer becomes aware that the building involved subsequently 

becomes part of an SFHA due to a FIRM map revision. Mortgagees are also strongly 

encouraged to purchase life-of-loan flood zone determination services as an added 

precaution.  Mortgagees are required to force place flood insurance if the borrower allows 

the policy to lapse or if the coverage is found to be inadequate. 
 

                Additional information regarding FEMA guidelines can be found online at: 

http://www.fema.gov/good_guidance/download/10040 
 

Information Collection Requirements 
  

Paperwork reduction information collection requirements contained in this 

document have been approved by the Office of Management and Budget (OMB) under 

the Paperwork Reduction Act of 1995 (44 U.S.C. 3501-3520) and assigned OMB Control 

Number 2502-0059.  In accordance with the Paperwork Reduction Act, HUD may not 

conduct or sponsor, and a person is not required to respond to, a collection of information 

unless the collection displays a currently valid OMB Control Number. 
 

If you have questions concerning this Mortgagee Letter, please call 1-800-

CALLFHA (1-800-225-5342).  Persons with hearing or speech impairments may reach 

this number via TDD/TTY by calling 1-877-TDD-2HUD (1-877-833-2483). 

 

      Sincerely, 

       

 

David H. Stevens 

Assistant Secretary for Housing- 

          Federal Housing Commissioner 

http://www.fema.gov/good_guidance/download/10040
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PROPERTY VALUATION ISSUESPROPERTY VALUATION ISSUESPROPERTY VALUATION ISSUESPROPERTY VALUATION ISSUES

Presented By Presented By 
Greg Greg DeimlingDeimling, CPCU, ARM, CSRM, AMIM, CRIS , CPCU, ARM, CSRM, AMIM, CRIS 

MALECKI DEIMLING NIELANDER & ASSOCIATES, LLC MALECKI DEIMLING NIELANDER & ASSOCIATES, LLC 
January  21January  21--23, 201023, 2010

TYPES OF PROPERTY TYPES OF PROPERTY 
VALUATIONSVALUATIONS

–– Taxed or Assessed ValueTaxed or Assessed Value
–– Market ValueMarket Value

B k V lB k V l

WWW.MDNCONSULTS.COMWWW.MDNCONSULTS.COM

–– Book ValueBook Value
–– Reconstruction CostReconstruction Cost
–– Replacement Cost Replacement Cost 

TAXED OR ASSESSED VALUETAXED OR ASSESSED VALUE
ÁÁ The value placed upon real estate for property tax The value placed upon real estate for property tax 

purposes.purposes.
–– Levied byLevied by
ÁÁ Local governments and school districtsLocal governments and school districts

WWW.MDNCONSULTS.COMWWW.MDNCONSULTS.COM

–– ComponentsComponents
ÁÁ Improvement or building valueImprovement or building value
ÁÁ Land or site valueLand or site value

–– Fair Market ValueFair Market Value
ÁÁ Income approachIncome approach
ÁÁ Market valueMarket value
ÁÁ Replacement cost Replacement cost 
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MARKET VALUEMARKET VALUE
–– What a willing buyer would pay a willing seller in What a willing buyer would pay a willing seller in 

an arm’san arm’s--length transactionlength transaction
–– Subjective in natureSubjective in nature
–– Each party actedEach party acted

WWW.MDNCONSULTS.COMWWW.MDNCONSULTS.COM

–– Each party actedEach party acted
ÁÁ KnowledgeablyKnowledgeably
ÁÁ PrudentlyPrudently
ÁÁ Without compulsionWithout compulsion

BOOK VALUEBOOK VALUE
–– The value of an asset according to its balance The value of an asset according to its balance 

sheet account balancesheet account balance
–– Based upon the asset’s original cost Based upon the asset’s original cost 
–– MinusMinus

WWW.MDNCONSULTS.COMWWW.MDNCONSULTS.COM

–– Minus Minus 
ÁÁ DepreciationDepreciation
ÁÁ AmortizationAmortization
ÁÁ Impairment CostImpairment Cost

RECONSTRUCTION COSTRECONSTRUCTION COST

ÁÁ Total cost to rebuild or replace damaged or Total cost to rebuild or replace damaged or 
destroyed property including the uninsurable destroyed property including the uninsurable 
items, debris removal, architect fees, and items, debris removal, architect fees, and 

i t d ft t i di t d ft t i d

WWW.MDNCONSULTS.COMWWW.MDNCONSULTS.COM

associated soft cost incurred associated soft cost incurred 
Reconstruction cost Reconstruction cost 
yields theyields the highesthighest
valuation number   valuation number   
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REPLACEMENT COST VALUEREPLACEMENT COST VALUE

ÁÁ Policy definitionPolicy definition
–– Actual cost to repair or replaceActual cost to repair or replace
–– Materials of like kind and qualityMaterials of like kind and quality

With t d d ti d i tiWith t d d ti d i ti

WWW.MDNCONSULTS.COMWWW.MDNCONSULTS.COM

–– Without deducting depreciationWithout deducting depreciation

INSURANCE VALUATIONS FOR INSURANCE VALUATIONS FOR 
PROPERTYPROPERTY

–– Actual Cash ValueActual Cash Value
–– Insurable Replacement CostInsurable Replacement Cost
–– Extended Replacement CostExtended Replacement Cost

Functional Replacement CostFunctional Replacement Cost

WWW.MDNCONSULTS.COMWWW.MDNCONSULTS.COM

–– Functional Replacement CostFunctional Replacement Cost
–– NFIP  Flood Values NFIP  Flood Values 
–– Appraisal ValueAppraisal Value

INSURANCE EXCLUSIONSINSURANCE EXCLUSIONS
ÁÁ d.d. Bridges, roadways, walks, patios or other Bridges, roadways, walks, patios or other 

paved surfaces;paved surfaces;
ÁÁ f.f. The cost of excavations, grading, backfilling or The cost of excavations, grading, backfilling or 

filling; filling; 

WWW.MDNCONSULTS.COMWWW.MDNCONSULTS.COM

ÁÁ g.g. Foundations of buildings, structures, Foundations of buildings, structures, 
machinery or boilers if their foundations are below: machinery or boilers if their foundations are below: 
(1)(1) The lowest basement floor; or The lowest basement floor; or 
(2)(2) The surface of the ground if there is no The surface of the ground if there is no 
basement; basement; 
ÁÁ m.m. Underground pipes, flues or drains; Underground pipes, flues or drains; 
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ACTUAL CASH VALUEACTUAL CASH VALUE

ÁÁ A method for valuing insured propertyA method for valuing insured property
Replacement Cost of the PropertyReplacement Cost of the Property
Minus   depreciationMinus   depreciation
E l A t l C h V lE l A t l C h V l

WWW.MDNCONSULTS.COMWWW.MDNCONSULTS.COM

Equals Actual Cash ValueEquals Actual Cash Value

Supports the  theory of indemnification Supports the  theory of indemnification 

INSURABLE REPLACEMENT INSURABLE REPLACEMENT 
COSTCOST

The amount it would cost to replace an asset The amount it would cost to replace an asset 
at current prices. at current prices. 

WWW.MDNCONSULTS.COMWWW.MDNCONSULTS.COM

For insurance it is the replacement cost less For insurance it is the replacement cost less 
the property not covered elements and the property not covered elements and 
removal of uninsurable itemsremoval of uninsurable items

EXTENDED REPLACEMENT COSTEXTENDED REPLACEMENT COST

ÁÁ Two MethodsTwo Methods

–– Guaranteed replacement with out regard to Guaranteed replacement with out regard to 
li li itli li it

WWW.MDNCONSULTS.COMWWW.MDNCONSULTS.COM

policy limitspolicy limits

–– Pay the replacement cost up to the policy limit Pay the replacement cost up to the policy limit 
increased by a predetermined percentage increased by a predetermined percentage 
commonly 20 or 25 percentcommonly 20 or 25 percent
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FUNCTIONAL REPLACEMENT FUNCTIONAL REPLACEMENT 
COSTCOST

ÁÁ Functional equivalentFunctional equivalent
–– Rapid changes in technologyRapid changes in technology
–– Current use vs. built forCurrent use vs. built for

Ch i t i l d t tiCh i t i l d t ti

WWW.MDNCONSULTS.COMWWW.MDNCONSULTS.COM

–– Changes in material and construction means Changes in material and construction means 
and methodsand methods

NFIP FLOOD VALUENFIP FLOOD VALUE
–– Only a residential condominium Building AssocOnly a residential condominium Building Assoc
–– Includes all units and the improvements within Includes all units and the improvements within 

the units the units 
–– States in item AStates in item A--4 listed 25 specifically covered 4 listed 25 specifically covered 

propertyproperty

WWW.MDNCONSULTS.COMWWW.MDNCONSULTS.COM

–– Debris removal within limitDebris removal within limit
–– CoCo--insurance applies @ 80% ofinsurance applies @ 80% of

replacement cost or maximum replacement cost or maximum 
available NFIP coverageavailable NFIP coverage

---- Flood RC is higher than theFlood RC is higher than the
property policy RCproperty policy RC

OTHEROTHER VALUATIONSVALUATIONS

ÁÁ Reproduction CostReproduction Cost
ÁÁ Economic or Use ValueEconomic or Use Value
ÁÁ Property of OthersProperty of Others

WWW.MDNCONSULTS.COMWWW.MDNCONSULTS.COM
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APPRAISAL VALUEAPPRAISAL VALUE

ÁÁ Is an unbiased opinion of a qualified Is an unbiased opinion of a qualified 
appraiser based upon:appraiser based upon:
–– KnowledgeKnowledge

E iE i

WWW.MDNCONSULTS.COMWWW.MDNCONSULTS.COM

–– ExperienceExperience
–– Analysis of the propertyAnalysis of the property
ÁÁ TaxTax
ÁÁ Census Census 
ÁÁ StatisticsStatistics
ÁÁ ResearchResearch

LOSS ADJUSTMENT AND LOSS ADJUSTMENT AND 
RATINGRATING

–– Blanket InsuranceBlanket Insurance
–– Agreed AmountAgreed Amount

WWW.MDNCONSULTS.COMWWW.MDNCONSULTS.COM

–– DeductibleDeductible
–– Margin ClauseMargin Clause
–– Ordinance and LawOrdinance and Law
–– Debris RemovalDebris Removal

BLANKET INSURANCEBLANKET INSURANCE

ÁÁ Single limit of insuranceSingle limit of insurance
–– Two or more buildings orTwo or more buildings or
–– Building and contents orBuilding and contents or

C t t f th b ildiC t t f th b ildi

WWW.MDNCONSULTS.COMWWW.MDNCONSULTS.COM

–– Contents of more than one building orContents of more than one building or
–– Contents at more than one premisesContents at more than one premises
–– Subject to coSubject to co--insuranceinsurance
–– Statement of valuesStatement of values



7

AGREED VALUEAGREED VALUE

ÁÁ Option must be shown on declarationsOption must be shown on declarations
ÁÁ Avoids the potential coAvoids the potential co--insurance penaltyinsurance penalty
ÁÁ The option must be renewed annuallyThe option must be renewed annually

WWW.MDNCONSULTS.COMWWW.MDNCONSULTS.COM

ÁÁ If 5% of value added may bring the coIf 5% of value added may bring the co--
insurance clause backinsurance clause back

DEDUCTIBLE CP 00 17DEDUCTIBLE CP 00 17
ÁÁ In any one occurrence of loss or damage (hereinafter In any one occurrence of loss or damage (hereinafter 

referred to as loss), we will first reduce the amount of loss if referred to as loss), we will first reduce the amount of loss if 
required by the Coinsurance Condition or the Agreed Value required by the Coinsurance Condition or the Agreed Value 
Optional Coverage. If the adjusted amount of loss is less Optional Coverage. If the adjusted amount of loss is less 
than or equal to the Deductible, we will not pay for that than or equal to the Deductible, we will not pay for that 
loss. If the adjusted amount of loss exceeds the loss. If the adjusted amount of loss exceeds the 

WWW.MDNCONSULTS.COMWWW.MDNCONSULTS.COM

jj
Deductible, we will then subtract the Deductible from the Deductible, we will then subtract the Deductible from the 
adjusted amount of loss, and will pay the resulting amount adjusted amount of loss, and will pay the resulting amount 
or the Limit of Insurance, whichever is less.or the Limit of Insurance, whichever is less.

ÁÁ When the occurrence involves loss to more than one item When the occurrence involves loss to more than one item 
of Covered Property and separate Limits of Insurance of Covered Property and separate Limits of Insurance 
apply, the losses will not be combined in determining apply, the losses will not be combined in determining 
application of the Deductible. But the Deductible will be application of the Deductible. But the Deductible will be 
applied only once per occurrence.applied only once per occurrence.

DEDUCTIBLE H0 6DEDUCTIBLE H0 6

ÁÁ ISO HO 0006 10 00ISO HO 0006 10 00
–– Unless otherwise noted in this policy, the Unless otherwise noted in this policy, the 

following deductible provision applies:following deductible provision applies:
Subject to the policy limits that apply we willSubject to the policy limits that apply we will

WWW.MDNCONSULTS.COMWWW.MDNCONSULTS.COM

–– Subject to the policy limits that apply, we will Subject to the policy limits that apply, we will 
pay only that part of the total of all loss payable pay only that part of the total of all loss payable 
under Section under Section II that exceeds the deductible that exceeds the deductible 
amount shown in the Declarations.amount shown in the Declarations.
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DEDUCTIBLE HO 6DEDUCTIBLE HO 6
ÁÁ AAIS HO 0006 01 06AAIS HO 0006 01 06
Á It applies to all Perils Insured Against unless otherwise stated.

2) Subject to the "limits" that apply, "we" pay that part of the loss over 
the deductible. The deductible applies:

– a) per occurrence and with respect to the

WWW.MDNCONSULTS.COMWWW.MDNCONSULTS.COM

a) per occurrence and, with respect to the 
Incidental Property Coverages for Association 
Deductible and Loss Assessment, regardless of 
the number of deductibles charged or 
assessments levied; and 

– b) separately at each covered location. Only 
one deductible applies at each location.

MARGIN CLAUSEMARGIN CLAUSE

ÁÁ Limitation on Loss Settlement Limitation on Loss Settlement –– Blanket Blanket 
Insurance (Margin Clause) CP 12 32 06 07Insurance (Margin Clause) CP 12 32 06 07
–– Subject to Blanket LimitSubject to Blanket Limit

% i i li d t t t t f l% i i li d t t t t f l
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–– % increase is applied to statement of values% increase is applied to statement of values
–– Each building or contentsEach building or contents

ORDINANCE AND LAWORDINANCE AND LAW
ÁÁ ISO CP 00 17ISO CP 00 17

–– Included as additional coverage 5% or $10,000 which Included as additional coverage 5% or $10,000 which 
ever is lessever is less

Purchase additional forPurchase additional for

WWW.MDNCONSULTS.COMWWW.MDNCONSULTS.COM

Loss to the undamaged portion of buildingLoss to the undamaged portion of building
Demolition of undamaged parts of buildingDemolition of undamaged parts of building
Increased cost of constructionIncreased cost of construction

Use: CP 04 05 for commercial propertyUse: CP 04 05 for commercial property
BP 04 46 for the Businessowners policyBP 04 46 for the Businessowners policy
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DEBRIS REMOVALDEBRIS REMOVAL
ÁÁ ISO CP 00 17 Additional CoverageISO CP 00 17 Additional Coverage

–– 180 days to report and request payment180 days to report and request payment
–– Limit is the amount applicable to damaged or     Limit is the amount applicable to damaged or     

25% of the deductible plus loss payment25% of the deductible plus loss payment

WWW.MDNCONSULTS.COMWWW.MDNCONSULTS.COM

p p yp p y
–– Additional amount of $10,000. if the 25% limit is Additional amount of $10,000. if the 25% limit is 

exceededexceeded
–– Does not apply to “pollutants” that must be Does not apply to “pollutants” that must be 

extracted, removed or to restore or replace extracted, removed or to restore or replace 
water or land water or land –– separate coverage appliesseparate coverage applies

–– CP 04 15 for additional debris removalCP 04 15 for additional debris removal

POLICY FORMS CP 00 17POLICY FORMS CP 00 17

ÁÁ Property Not Covered:Property Not Covered:
–– Bridges, roadways, walks, patios, or other Bridges, roadways, walks, patios, or other 

paved surfacespaved surfaces
The cost of excavations grading backfilling orThe cost of excavations grading backfilling or

WWW.MDNCONSULTS.COMWWW.MDNCONSULTS.COM

–– The cost of excavations, grading backfilling or The cost of excavations, grading backfilling or 
fillingfilling

–– Foundations of buildings, structures, machinery Foundations of buildings, structures, machinery 
or boilers if their foundations are below:or boilers if their foundations are below:
ÁÁ 1. the lowest basement floor; or1. the lowest basement floor; or
ÁÁ 2. The surface of the ground if there is no basement2. The surface of the ground if there is no basement

POLICY FORMS CP 00 17POLICY FORMS CP 00 17

ÁÁ Property Not CoveredProperty Not Covered
–– Bulkheads, pilings, piers, wharves or docksBulkheads, pilings, piers, wharves or docks
–– Retaining walls that are not part of a buildingRetaining walls that are not part of a building

U d d i fl d iU d d i fl d i
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–– Underground pipes, flues or drainsUnderground pipes, flues or drains
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UNIT OWNERS POLICYUNIT OWNERS POLICY

ÁÁ Known by many namesKnown by many names
ÁÁ Provides Replacement Cost CoverageProvides Replacement Cost Coverage
ÁÁ Includes Improvements and BettermentsIncludes Improvements and Betterments

WWW.MDNCONSULTS.COMWWW.MDNCONSULTS.COM

ÁÁ Includes assessmentIncludes assessment
coveragecoverage
ÁÁCan be endorsed to meet Can be endorsed to meet 

individual requirementsindividual requirements

ASSOCIATION MASTER POLICYASSOCIATION MASTER POLICY

ÁÁ Three typical methodsThree typical methods

–– Bare wall coverageBare wall coverage

WWW.MDNCONSULTS.COMWWW.MDNCONSULTS.COM

–– Entity coverageEntity coverage

–– All in coverageAll in coverage
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POLICY FORMS HO 6POLICY FORMS HO 6

ÁÁ Homeowners 6 Homeowners 6 –– UnitUnit--Owners FormOwners Form
–– Dwelling alterations, appliances, fixtures, Dwelling alterations, appliances, fixtures, 

improvementsimprovements--named peril, RCnamed peril, RC
Personal propertyPersonal property named peril ACVnamed peril ACV

WWW.MDNCONSULTS.COMWWW.MDNCONSULTS.COM

–– Personal propertyPersonal property--named peril ACVnamed peril ACV
–– Personal liabilityPersonal liability
–– Loss of useLoss of use
–– Loss AssessmentLoss Assessment--named perilnamed peril
–– Ordinance and LawOrdinance and Law

POLICY FORMS HO 6POLICY FORMS HO 6
ÁÁ Additional endorsements Additional endorsements 

–– Loss Assessment Coverage HO 04 35 10 00Loss Assessment Coverage HO 04 35 10 00
–– Unit Unit ––Owners Coverage C Special CoverageOwners Coverage C Special Coverage

HO 17 31 10 00HO 17 31 10 00
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HO 17 31 10 00HO 17 31 10 00
–– Unit Unit ––Owners Coverage A Special CoverageOwners Coverage A Special Coverage

HO 17 32 10 00HO 17 32 10 00
–– Business Pursuits HO 24 71 10 00Business Pursuits HO 24 71 10 00
–– Personal Injury  HO 24 82 10 00Personal Injury  HO 24 82 10 00

QUESTIONSQUESTIONS

WWW.MDNCONSULTS.COMWWW.MDNCONSULTS.COM
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1/18/2010

1

Who is ZC Sterling
Á Hazard and Flood Insurance Tracking 

Manager for Mortgage Servicers

Á General Agent and Program Manager 
for Lender Placed Insurance

Independent subsidiary of QBE  the 

1 Confidential & Proprietary

Á Independent subsidiary of QBE, the 
Americas

Á Provider of Outsourced Insurance 
Services and Lender Placed Insurance 
for over 30 years

Difficult Condominium Issues
Á Adequate Coverage Determination

• Insured Amount
• 100% Replacement Value of Property 

Improvements
• Number of Units

2 Confidential & Proprietary

• Number of Units
Á Adequate Coverage Documentation

• Neither borrower or mortgagee are 
direct parties to HOA insurance

• Copy of Policy
• Accord Form or Other Evidence of 

Insurance

Difficult Condominium Issues
Á Coverage Deficiencies

• Betterments and Improvements

• Windstorm Deficiency

• GSE Requirements

3 Confidential & Proprietary

Á Agent and Carrier Responsiveness

Á Flood Zone Discrepancies – Grandfather Rule

Á Mortgage servicing platforms ability to 
support insurance requirements
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2

Solutions

Á Standardized Evidence of Insurance

Á Documentation Requirements

Á Unit Valuation Methodology

4 Confidential & Proprietary

Á Compliance with FEMA Flood 
Requirements

Á Source of Information - Responsiveness


