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Tips for Optimal Quality

Sound Quality
If you are listening via your computer speakers, please note that the quality 
of your sound will vary depending on the speed and quality of your internet 
connection.

If the sound quality is not satisfactory, you may listen via the phone: dial 
1-877-447-0294 and enter your Conference ID and PIN when prompted. 
Otherwise, please send us a chat or e-mail sound@straffordpub.com immediately 
so we can address the problem.

If you dialed in and have any difficulties during the call, press *0 for assistance.

Viewing Quality
To maximize your screen, press the ‘Full Screen’ symbol located on the bottom 
right of the slides. To exit full screen, press the Esc button.
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Continuing Education Credits

In order for us to process your continuing education credit, you must confirm your 
participation in this webinar by completing and submitting the Attendance 
Affirmation/Evaluation after the webinar. 

A link to the Attendance Affirmation/Evaluation will be in the thank you email 
that you will receive immediately following the program.

For additional information about continuing education, call us at 1-800-926-7926 
ext. 2.
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Program Materials

If you have not printed the conference materials for this program, please complete 
the following steps:

• Click on the link to the PDF of the slides for today’s program, which is located
to the right of the slides, just above the Q&A box.

• The PDF will open a separate tab/window.  Print the slides by clicking on the
printer icon.

Recording our programs is not permitted. However, today's participants can 
order a recorded version of this event at a special attendee price. Please call 
Customer Service at 800-926-7926 ext.1 or visit Strafford’s website 
at www.straffordpub.com.
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S e c t i o n  I :  D i s c u s s i o n  o f  S t a n d a r d  a n d  O p t i o n a l  C o v e r a g e s  
I n c l u d e d  i n  P r o p e r t y  I n s u r a n c e  P o l i c i e s

A. Replacement cost
B. Business interruption
C. Ordinance and law
D. Terrorism
E. Flood
F. Windstorm
G. Earthquake
H. Boiler and machinery
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Replacement  Cost
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1. Property insurance claims are paid on either an Actual Cash Value or Replacement Cost
Value basis.

2. What is Replacement Cost?
a. Replacement Cost Value (RCV) is the current cost to repair/replace the property with

material of like kind & quality.
b. Actual Cash Value (ACV) is the Replacement Cost Value of the damaged property minus

depreciation for age and obsolescence.
c. In order to recover the Replacement Cost Value, the property must be repaired or

restored. If an insured/lender opts for a cash settlement (“walks” with proceeds), the
carrier pays the ACV.

3. What do Lenders and Securitization Reps require?
a. Lenders and Securitization reps for CMBS loans require property coverage at

Replacement Cost Value for all collateral property, without exception.
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Replacement  Cost
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4. Policy Limit Considerations
a. Master Policies – covering a portfolio of properties under one policy
b. Specific/Scheduled Limits

i. Separate Limits apply per location and often per type of property (Building or
Personal Property)

c. Blanket Limit
i. Single Limit applicable to all locations and types of property
ii. Equal to Total Insured Values

d. Loss Limit or Occurrence Limit
i. Single Limit per occurrence  - less than Blanket/TIV
ii. Rated on Total Insured Values
iii. Probable Maximum Loss “PML” or Maximum Foreseeable Loss
iv. Equal to highest location or concentration of locations susceptible to single

occurrence (Wind, Earthquake, Flood etc.)
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Bus iness  In ter rupt ion
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1. What is business interruption insurance?
a. Business interruption/loss of rents (a/k/a business income (“BI”)) insurance

covers the loss of income/rents during the period of restoration after
insured physical loss to the property.BI insurance may also include an
extended period of indemnity which covers the period of time it takes for
the income to return to normal levels after the period of restoration ends.

2. How is the required amount of BI insurance calculated?
a. BI under a standard property policy is paid based on gross income less non-

continuing expenses.  Policies are not designed to pay you for expenses you
did not incur while restoring the property.
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Bus iness  In ter rupt ion  (Cont inued)
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3. What do Lenders and Securitization Reps require?
a. CMBS Securitization thresholds mandate a minimum of 12 months for 

small loans and a minimum of 18 months for larger loans in a pool.  An 
extended period of indemnity of not less than 6 months is required for 
larger loans in a pool.

b. Generally, the period of restoration and extended period of indemnity 
required by Lenders is driven by various factors, including but not limited 
to market standards for comparable loans, the size of the property, 
collateral type and the loan amount.  Typical ranges are 12-18 months BI 
plus 6-12 months extended period.  

c. For very large loans or complex properties, some lenders require 24-48 
months BI and extended periods of 12-18 months.
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Law & Ordinance  
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Law & Ordinance (“L&O”) covers loss associated with bringing your property up to code after a casualty when required by the local 
authority. 

1. How do the coverages function?
a. Coverage A (Loss to the Undamaged Portion) pays the actual cash value of any undamaged portion of your building which 

cannot be rebuild due to current code.  Typically, the limit for this coverage is equal to the building limit. 
b. Coverage B (Demolition) pays demolition costs for the undamaged portion of the building that must be demolished due to 

comply with current code.  Typically, the limit for this coverage is typically required at 10%-15% of the building limit, with 
some exceptions based on the unique set of facts. 

c. Coverage C (Increased Cost of Construction) pays for additional costs associated with repairing/restoring the building in 
compliance with current code. Typically, the limit for this coverage is typically required at 10%-25% of the building limit, 
with some exceptions based on the unique set of facts. 

2. What do Lenders and Securitization Reps require?
a. Lenders may require L&O regardless of conformity/non-conformity to current codes.  At a minimum, Lenders require L&O if 

any of the improvements of the subject property constitute legal non-conforming structures or uses.
b. Generally speaking, CMBS Securitization thresholds and prevailing market standards dictate that L&O must be in place for 

any property constituting a legal non-conforming structure or use.  
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Ter ror ism  
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1. When is terrorism coverage required?
a. All CMBS and nearly all balance sheet loans, regardless of their geographical location, require terrorism 

coverage.
b. The prevailing market standard and CMBS minimum is to include terrorism coverage for Certified (including 

Foreign & Domestic) Acts an amount equal to the total insurable value of the subject property. Such 
coverage may be included on the property policy or provided through a stand-alone terrorism policy.  The 
commercial general liability and umbrella policies are also required to include Terrorism.  

2. What do Lenders and Securitization Reps require?
a. CMBS Securitization thresholds require Terrorism on all loans. 

3. Special Considerations
a. The cost for Terrorism insurance is minimal as the coverage is backstopped by the Federal Government 

through the Terrorism Risk Insurance Program Reauthorization Act of 2015.  
b. When coverage is provided under a blanket policy, an analysis of the limits must be done considering the 

potential for a single occurrence to impact multiple properties under the blanket. 
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F lood  
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1. Which Lenders require flood coverage?
a. All lenders require flood coverage for property where any portion of the improvements or 

personal property is located in a federally designated special flood hazard area (“SFHA”). 
Lenders may also require flood for properties that are not located in an SFHA.  

b. Lenders who are subject to Regulation H. must comply with current flood legislation, 
including Bigger-Waters Flood Insurance Reform Act of 2012 (“Flood Acts”), which require 
flood as mandated through the Flood Acts for any property located in an SFHA.

2. What do Lenders and Securitization Reps require?
a. For any property in an SFHA, CMBS Securitization thresholds mandate the maximum 

available through NFIP plus, in most cases, excess flood in amounts consistent with prudent 
institutional commercial mortgage lenders originating mortgage loans for securitization.
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F lood (Cont inued)
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3. Special Considerations
a. In most cases, the minimum required by the Flood Acts will not be sufficient to

adequately insure the property against flood damage.  For example, in addition to
the low limits available under the NFIP policies, NFIP coverage does not include
business income coverage and, as a result, excess/DIC flood coverage through a
private policy is often needed to cover this exposure.

b. When coverage is provided under a blanket policy, an analysis of the limits must be
done considering the potential for a single occurrence to impact multiple properties
under the blanket as well as multiple events over the policy term that will erode the
limits.  Predictive modeling/probable maximum loss studies need to be reviewed,
where applicable.
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1. What do Lenders and Securitization Reps require?
a. The prevailing market standard for all lenders, including CMBS lenders, is 

to require windstorm (including named storm) coverage for full limits 
(even those where the subject collateral is not in a Tier 1 wind area).

2. Special Considerations
a. When coverage is provided under a blanket policy, an analysis of the 

limits must be done considering the potential for a single occurrence to 
impact multiple properties under the blanket.  Predictive 
modeling/probable maximum loss studies need to be reviewed, where 
applicable.  
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1. Typically required for all locations and included in Standard Coverage, 
except

a. Insurance Company restrictions for Wind Prone Areas
i. Tier 1 (e.g. Florida by county, Gulf Coast, Coastal Mid-

Atlantic, Houston area)
ii. Named Storms – higher deductibles lower limits

2. Coverage Requirements
a. Property Damage & Rental Value (Business Income)
b. Full Limits - Replacement Cost
c. Deductible – Varies (e.g. $50,000 or 5% of Values)
d. Insurance Market

i. State Insurance Plans/Pools
a) Are they acceptable to the Lender?

ii. Standard Market – Capacity and Cost? 
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1. What do Lenders and Securitization Reps require?
a. All lenders will require Earthquake insurance to the extent the property is located in an area 

with a high degree of seismic activity (zone 3 or 4) and has a Probable Maximum Loss 
(“PML”) or Scenario Expected Loss (“SEL”) of 20% or greater.   This is consistent with CMBS 
Securitization thresholds.  Many lenders will require Earthquake insurance even if the 
PML/SEL is below 20%.  The required limits are generally subject to the Lender’s 
determination; however, the minimum limits lenders typically allow are based on the 
insurable value multiplied by the SEL plus business income/loss of rents.

2. Special Considerations
a. When coverage is provided under a blanket policy, an analysis of the limits must be done 

considering the potential for a single occurrence to impact multiple properties under the 
blanket as well as multiple events over the policy term that will erode the limits.  Predictive 
modeling/probable maximum loss studies need to be reviewed, where applicable.  
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1. Typically required for all locations and included in Standard Coverage,
except

a. Insurance Company restrictions for Quake Prone Areas
i. Zones (e.g. CA by county, New Madrid)

2. Coverage Requirements
a. Property Damage & Rental Value (Business Income)
b. Full Limits - Replacement Cost
c. Deductible – Varies (e.g. $50,000 or 5% of Values)
d. Insurance Market

i. Standard Market – Capacity and Cost?
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1. When is Boiler & Machinery (Equipment Breakdown) required?
a. If the subject property contains any steam boilers, high pressure piping, 

machinery and equipment, pressure vessels or similar apparatus, such 
coverage is required in an amounts acceptable to the lender but, generally, 
the limits provided are consistent with the insurable value of the property.  
Many lenders require Boiler & Machinery (Equipment Breakdown) for all 
properties, regardless of whether there are boilers/pressure vessels, to cover 
other equipment such as HVAC, etc. 
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1 How third-party due diligence affects coverage

a. Appraisal: breakdown of property value and
income calculations

b. Survey: flood zones, zoning designation, and
related information

c. Title: appurtenant easements and other
issues

d. Zoning: conforming vs. legal non-
conforming

e. Engineering/Seismic report: earthquake
zones

2 Drafting tips for deal-specific insurance 
provisions

3 Additional insured and other endorsements 
critical to the lender

4 Insurance carrier ratings: lender requirements

Agenda

23
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How third-party due diligence affects coverage

Survey Title
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• Insurable Value/Replacement 
Cost (used to size limits under 
policy 

• Difference with a dedicated 
or non-blanket basis policy

• Actual Cash Value (ACV) used 
for buildings in a special flood 
hazard area and to determine 
depreciated value if lender opts 
to “walk with proceeds”

• Effective age – used in 
connection with a shortfall 
analysis and evaluating the IV

• Land value

• Identify flood plains and 
whether they touch any 
structures

• To confirm number and size of 
each building

• Request surveyor specify each 
structure on the survey (even 
pump houses, mailboxes, etc.)

• Dictates who owns the land 
versus the real property 

• Sets requirements with respect 
to tenants and ground leases

• Bestows authority

• Secures rights

Appraisal
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How third-party due diligence affects coverage

Engineering Report Seismic Reports

25

• Zoning Conformance Status

• Rebuild rules

• Mitigants and solutions when
there is a legal non-conforming
property (i.e. can you rebuild or
walk with proceeds and pay
down loan)

• Review of building,
construction type and condition
of the same.

• For locations in seismic zones 3
or 4 (see next slide)

• Scenario expected loss (“SEL”)

• Most lenders use 20% SEL as a
threshold for requiring
earthquake coverage however
some balance sheet lenders or
loan executions require
regardless of the SEL. In
addition, SASB execution deals
often require EQ regardless of
the SEL %.

Zoning Reports
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• Send to Harbor or other insurance consultant prior to the borrower so that we can incorporate boiler plate 
requirements based on deal type/size.

• The impact of the “hardening market” has resulted in much greater negotiation of the insurance section as 
borrowers are looking to save on premiums. Industry wide we have seen an increase in deductibles, 
especially with large sponsor and tenant programs

• Rate increases have occurred across the board in property coverage; however, the level of increase 
varies by location of the property, loss history and the perils covered (5%-400%+)

• Large sponsor/tenants: deductible range is $100K-$500K 

• Standard sponsor/tenant: deductibles below $50K are expected

• Use precedent deals with a grain of salt (understanding that different loan amounts, property types, 
lenders and execution can have a large impact on the insurance provisions)

• For CMBS/SASB deals – understanding who is rating the deal will have a large impact on the following: 

• Business income limits

• Carrier ratings

Drafting tips for deal-specific insurance provisions:

27
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CMBS Loans:
For smaller loans under ($10MM), flexibility to allow carriers with ratings by AM Best only is 
possible.  

For larger loans, a rating of “A” by S&P (and possibly the equivalent from other rating agencies 
such as Moody’s or Fitch) is required in addition to an AM Best rating.
When coverage is provided by multiple carriers (a “syndicate”), Lenders may allow a specific 
percentage of the carriers to be rated by S&P as low as “BBB” (and possibly the equivalent from 
other rating agencies such as Moody’s or Fitch) based on established rating agency guidelines.  
For Stand-Alone Single Borrower securitizations, carrier ratings requirements will be the most 
stringent and are determined on a case-by-case basis depending on who is rating the deal.

Non-CMBS Lenders: Flexibility to allow carriers with ratings by AM Best only is possible, even for 
larger loans, depending on the lender’s exit strategy and other considerations such as co-
lenders. Specific attention paid to where the loan might be syndicated or sit on a warehouse 
line.

Insurance carrier ratings: lender requirements

28
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AM BEST RATINGS OVERVIEW
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AM Best Ratings are binary. The two components to the rating are as follows:
1) Financial Strength Rating (FSR):
2) Financial Size Category (see next slide): - VII, VIII, IX, X, XI, etc.

FSR: Is an opinion as to an insurers' financial strength and ability to meets its ongoing obligation 
to policy holders, ratings above B are considered “Secure Ratings”, ratings of B and below are 
“Vulnerable”

Secure Ratings
A++, A+: Superior
A, A-: Excellent
B++, B Good
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AM BEST RATINGS OVERVIEW, continued. 
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• Insured - party(ies) covered by an insurance policy

• Borrower is required to be a named insured under the coverage (which includes additional named
insured status)

• Exceptions arise with certain third-party insurance maintained through hotel policies (for instance
with the Marriott program) or some tenant coverage where the borrower as a Landlord is not listed
as a named insured but rather a loss payee/additional insured.

• Named Insured - the individual or entity defined as the insured in the policy contract (often the sponsor)

• Loss Payable Clause - coverage for third party mortgagee in case of default on insured property, secured
by a loan that has been lost or damaged

• Lenders/Mortgagors

• Mortgagee/loss payee on property and business income

• Additional insured on liability policies

Additional insured and other endorsements critical to the lender
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Questions & Answers
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Alexandra Hayden, Esq.
Director – Legal Specialist

ahayden@harborgroupconsulting.com
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