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(ix) May display the Agency or De-
partment logotype; and 

(x) Must comply with state and local 
codes. 

(2) Accessible parking spaces must be 
reserved for individuals with disabil-
ities by a sign showing the inter-
national symbol of accessibility. The 
sign must be mounted on a post at a 
height that is readily visible from an 
occupied vehicle. In snow areas, the 
sign must be visible above piled snow. 
If there is an office, the designated 
parking space must be van accessible. 

(3) When the continuous unob-
structed ingress or egress disabled ac-
cessibility route to a primary building 
entrance is other than the usual or ob-
vious route, the alternate route for dis-
abled accessibility must be clearly 
marked with international accessi-
bility symbols and directional signs to 
aid a disabled person’s ingress or egress 
to the building, through an accessible 
entrance, and to the accessible com-
mon use and public and living areas. 

§ 3560.105 Insurance and taxes. 

(a) General. Borrowers must purchase 
and maintain property insurance on all 
buildings included as security for an 
Agency loan. Also, borrowers must fur-
nish fidelity coverage, liability insur-
ance, and any other insurance coverage 
required by the Agency in accordance 
with this paragraph to protect the se-
curity of the asset. Failure to maintain 
adequate insurance coverage or pay 
taxes may lead to a non-monetary de-
fault under § 3560.452(c). 

(b) General insurance requirements. All 
insurance policies must meet the re-
quirements established by the loan 
documents and this section. 

(1) At loan closing, prior to loan ap-
proval, applicants must provide docu-
mentary evidence that insurance re-
quirements have been met. The bor-
rower must maintain insurance in ac-
cordance with requirements of their 
loan or grant documents and this sec-
tion until the loan is repaid or the 
terms of the grant expire. 

(2) Insurance companies must meet 
the requirements of paragraph (e) of 
this section. 

(3) Insurance coverage amount, 
terms, and conditions must meet the 

requirements of paragraph (f) of this 
section. 

(4) The Agency must be named as loss 
co-payee on all property insurance 
policies where it holds first lien posi-
tion. The Agency must be named as an 
additional insured if its lien position is 
other than first. 

(c) Borrower failure or inability to meet 
insurance requirements. The Agency will 
take the following actions in cases 
where a borrower is unwilling or un-
able to meet the Agency’s insurance re-
quirements: 

(1) The Agency will obtain insurance 
for Agency financed property if the 
borrower fails to do so. If borrowers 
refuse to pay the insurance premium, 
the Agency will pay the insurance pre-
mium and charge the premium pay-
ment amount to the borrower’s Agency 
account and will place the borrower in 
default as described in § 3560.452(c). 

(2) If borrowers habitually fail to pay 
premiums in a timely manner, the 
Agency will require borrowers to es-
crow amounts appropriate to pay in-
surance premiums. 

(3) If insurance that meets the Agen-
cy’s specified requirements is not 
available (e.g. flood or hurricane insur-
ance), the Agency may accept the in-
surance policy that most nearly con-
forms to established requirements. 

(4) If the best insurance policy a bor-
rower can obtain at the time the bor-
rower receives the loan or grant con-
tains a loss deductible clause greater 
than that allowed by paragraph (f)(8) of 
this section, the insurance policy and 
an explanation of the reasons why 
more adequate insurance is not avail-
able must be submitted to the Agency 
prior to loan or grant approval. 

(d) Credits, refunds, or rebates. Bor-
rowers must credit any refund or re-
bate from an insurance company to the 
project’s general operating account or 
reserve account. 

(e) Insurance company requirements. 
All insurers, insurance agents, and bro-
kers must meet the following require-
ments: 

(1) Be licensed or authorized to do 
business in the state or jurisdiction 
where the housing project is located; 
and 
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(2) Be deemed reputable and finan-
cially sound as determined by the 
Agency. 

(f) Property insurance. The following 
conditions apply to property insurance 
purchased for Agency-financed housing 
projects. 

(1) At a minimum, borrowers must 
obtain the following types of property 
insurance: 

(i) Hazard insurance. A policy which 
generally covers loss or damage by fire, 
smoke, lightning, hail, explosion, riot, 
civil commotion, aircraft, and vehicles. 
These policies may also be known as 
‘‘Fire and Extended Coverage,’’ 
‘‘Homeowners,’’ ‘‘All Physical Loss,’’ 
or ‘‘Broad Form’’ policies. 

(ii) Flood insurance. This coverage is 
required for properties located in Spe-
cial Flood Hazard Areas (SFHA) as de-
fined in 44 CFR part 65, as determined 
by the Federal Emergency Manage-
ment Agency (FEMA). 

(iii) Builder’s risk insurance. A policy 
that insures dwellings under construc-
tion or rehabilitation. 

(iv) Elevators, boiler, and machinery 
coverage. This coverage is required for 
properties that operate elevators, 
steam boilers, turbines, engines, or 
other pressure vessels. 

(2) Other types of insurance that the 
Agency may require: 

(i) Windstorm Coverage. 
(ii) Earthquake Coverage. 
(iii) Sinkhole Insurance or Mine Sub-

sidence Insurance. 
(3) For property insurance, the min-

imum coverage amount must equal the 
‘‘Total Estimated Reproduction Cost of 
New Improvements,’’ as reflected in 
the housing project’s most recent ap-
praisal. At a minimum, property insur-
ance coverage must be adequate to 
cover the lesser of the depreciated re-
placement value of essential buildings 
or the unpaid balance of all secured 
debt, unless such coverage is finan-
cially unfeasible for the housing 
project. 

(i) If the cost of the minimum level 
of property insurance coverage exceeds 
what the housing project can reason-
ably afford, the borrower, with Agency 
concurrence, must obtain the max-
imum amount of property insurance 
coverage that the housing project can 
afford. 

(ii) If the coverage amount is less 
than the depreciated replacement 
value of all essential buildings, bor-
rowers must obtain coverage on one or 
more of the most essential buildings, 
as determined by the Agency. 

(iii) When required, the coverage 
amount for flood insurance must equal 
the outstanding loan balance or the 
maximum coverage allowed by FEMA’s 
‘‘National Flood Insurance Program.’’ 

(4) Except for flood insurance, prop-
erty insurance is not required if the 
housing project: 

(i) Has a depreciated replacement 
value of $2,500 or less; or 

(ii) Is in a condition which the Agen-
cy determines makes insurance cov-
erage not economical. 

(5) Policies for several buildings or 
properties located on noncontiguous 
sites are acceptable if the insurer pro-
vides proof that each secured building 
or property related to the housing 
project is as fully protected as if a sep-
arate policy were issued. 

(6) Borrowers must notify the Agency 
and their insurance company agents of 
any loss or damage to insured property 
and collect the amount of the loss. 

(7) When the Agency is in the first 
lien position and an insurance settle-
ment represents a satisfactory adjust-
ment of a loss, the insurance settle-
ment will be deposited in the housing 
project’s general operating account un-
less the settlement exceeds $5,000. If 
the settlement exceeds $5,000, the funds 
will be placed in the reserve account 
for the housing project. 

(i) Insurance settlement funds which 
remain after all repairs, replacements, 
and other authorized disbursements 
have been made retain their status as 
housing project funds. 

(ii) If the indebtedness secured by the 
insured property has been paid in full 
or the insurance settlement is in pay-
ment for loss of property on which the 
Agency has no claim; a loss draft which 
includes the Agency as co-payee may 
be endorsed by the Agency without re-
course and delivered to the borrower. 

(8) When the Agency is not in the 
first lien position and the insurance 
settlement represents satisfactory ad-
justment of the loss, the Agency will 
release the settlement funds to the pri-
mary mortgagee upon agreement of all 
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parties to the provisions contained in 
agreements between the Agency and 
the primary lienholder. 

(9) Allowable deductible amounts are 
as follows: 

(i) Hazard/Property Insurance. (A) 
$1,000 on any housing project with an 
insurable value under $200,000; or 

(B) One-half of one percent (0.0050) of 
the insurable value, up to $10,000 on 
housing projects with insurance values 
over $200,000. 

(ii) Flood Insurance. The Agency al-
lows a maximum deductible of $5,000 
per building. 

(iii) Windstorm Coverage. When wind-
storm coverage is excluded from the 
‘‘All Risk’’ policy, the deductible must 
not exceed five percent of the total in-
sured value. 

(iv) Earthquake Coverage. In the event 
that the borrower obtains earthquake 
coverage, the Agency is to be named as 
a loss payee. The deductible should be 
no more than 10 percent of the cov-
erage amount. 

(v) Sinkhole Insurance or Mine Subsid-
ence Insurance. The deductible for sink-
hole insurance or mine subsidence in-
surance should be similar to what 
would be required for earthquake in-
surance. 

(10) Deductible amounts (excluding 
flood, windstorm, earthquake and sink-
hole insurance or mine subsidence in-
surance) must be accounted for in the 
replacement reserve account. Bor-
rowers who wish to increase the de-
ductible amount must deposit an addi-
tional amount to the reserve account 
equal to the difference between the 
Agency’s maximum deductible and the 
requested new deductible. The Bor-
rower will be required to maintain this 
additional amount so long as the high-
er deductible is in force. 

(g) Liability insurance. The borrower 
must carry comprehensive general li-
ability insurance with coverage 
amounts that meet or exceed Agency 
requirements. This coverage must in-
sure all common areas, commercial 
space, and public ways in the security 
premises. Coverage may also include 
borrower exposure to certain risks such 
as errors and omissions, environmental 
damages, or protection against dis-
crimination claims. The insurer’s limit 
of liability per occurrence for personal 

injury, bodily injury, or property dam-
age under the terms of coverage must 
be at least $1 million. 

(h) Fidelity coverage. Borrowers must 
provide fidelity coverage on any per-
sonnel entrusted with the receipt, cus-
tody, and disbursement of any housing 
monies, securities, or readily salable 
property other than money or securi-
ties. Borrowers must have fidelity cov-
erage in force as soon as there are as-
sets within the organization and it 
must be obtained before any loan funds 
or interim financing funds are made 
available to the borrower. In addition, 
the following conditions apply to fidel-
ity insurance: 

(1) Fidelity insurance coverage must 
be documented on a bond form accept-
able to the Agency. 

(2) Fidelity coverage policies must 
declare in the insuring agreements 
that the insurance company will pro-
vide protection to the insured against 
the loss of money, securities, and prop-
erty other than money and securities, 
through any criminal or dishonest act 
or acts committed by any employee, 
whether acting alone or in collusion 
with others, not to exceed the amount 
of indemnity stated in the declaration 
of coverage. 

(i) The fidelity insurance policy, at a 
minimum, must include an insuring 
agreement that covers employee dis-
honesty. 

(ii) Fidelity coverage amounts and 
deductible: 

Fidelity coverage Deductible 
level 

Under $50,000 ................................................... $1,000 
In the area of $100,000 ..................................... 2,500 
In the area of $250,000 ..................................... 5,000 
In the area of $500,000 ..................................... 10,000 
In the area of $1,000,000 .................................. 15,000 

(3) Blanket crime insurance coverage 
or fidelity bonds are acceptable types 
of fidelity coverage. 

(4) At a minimum, borrowers must 
provide an endorsement, listing all of 
the borrower’s Agency financed prop-
erties and their locations covered 
under the policy or bond as evidence of 
required fidelity insurance. The policy 
or bond may also include properties or 
operations other than Agency financed 
properties on separate endorsement 
listings. 

VerDate Nov<24>2008 08:07 Feb 19, 2010 Jkt 220026 PO 00000 Frm 00582 Fmt 8010 Sfmt 8010 Y:\SGML\220026.XXX 220026w
w

oo
ds

2 
on

 D
S

K
1D

X
X

6B
1P

R
O

D
 w

ith
 C

F
R



573 

Rural Housing Service, USDA § 3560.151 

(5) Individual or organizational bor-
rowers must have fidelity coverage 
when they have employees with access 
to the MFH complex assets. Borrowers 
who use a management agent with ex-
clusive access to housing assets must 
require the agent to have fidelity cov-
erage on all principals and employees 
with access to the housing assets. If ac-
tive management reverts to the bor-
rower, the borrower must obtain fidel-
ity coverage, as a first course of busi-
ness. 

(6) Fidelity coverage is not required 
under the following circumstances: 

(i) The borrower is an individual or a 
general partnership and the individual 
or general partner will be responsible 
for the financial activities of the hous-
ing project. 

(ii) In the case of a land trust where 
the beneficiary is responsible for man-
agement, the beneficiary will be treat-
ed as an individual. 

(iii) A limited partnership (or its gen-
eral partners) unless one or more of its 
general partners perform financial acts 
within the scope of the usual duties of 
an ‘‘employee.’’ 

(7) The premium for fidelity coverage 
of employees and general partners at a 
housing project is an eligible operating 
account expense. 

(i) The premium of a management 
agent’s fidelity coverage for the 
agent’s principals and employees will 
be the management agent’s business 
expense (i.e., it is included within the 
management fee). 

(ii) When a housing project employee 
is covered under the ‘‘umbrella’’ of the 
management agent’s fidelity coverage, 
the premium may be prorated among 
the housing projects covered. 

(8) Borrowers must review fidelity 
coverage annually and adjust it as nec-
essary to comply with the require-
ments of this section. 

(i) Taxes. The borrower is responsible 
for paying all taxes and assessments on 
a housing project before they become 
delinquent. 

(1) An exception to the above may be 
made if the borrower has formally con-
tested the amount of the property as-
sessment and escrowed the amount of 
taxes in question in a manner approved 
by the Agency. 

(2) Failure to pay taxes and assess-
ments when due will be considered a 
default. If a borrower fails to pay out-
standing taxes and assessments, the 
Agency will pay the outstanding bal-
ance and charge the tax or assessment 
amount, assessed penalties, and any 
additional incurred costs to the bor-
rower’s Agency account. 

(3) The Agency will require borrowers 
who have demonstrated an inability to 
pay taxes in a timely manner to escrow 
amounts sufficient to pay taxes. 

§§ 3560.106–3560.149 [Reserved] 

§ 3560.150 OMB control number. 

The information collection require-
ments contained in this regulation 
have been approved by the Office of 
Management and Budget (OMB) and 
have been assigned OMB control num-
ber 0575–0189. Public reporting burden 
for this collection of information is es-
timated to vary from 15 minutes to 18 
hours per response, including time for 
reviewing instructions, searching exist-
ing data sources, gathering and main-
taining the data needed, and com-
pleting and reviewing the collection of 
information. A person is not required 
to respond to a collection of informa-
tion unless it displays a currently valid 
OMB control number. 

Subpart D—Multi-Family Housing 
Occupancy 

§ 3560.151 General. 

(a) Applicability. This subpart con-
tains borrower and tenant require-
ments and Agency responsibilities re-
lated to occupancy of Agency-financed 
multi-family housing (MFH) projects. 
Occupancy eligibility requirements 
apply to the following: 

(1) Family housing projects, includ-
ing farm labor housing; 

(2) Elderly housing projects; and 
(3) Congregate housing or group 

homes for persons with special needs. 
(b) Civil rights requirements. All occu-

pancy policies must meet applicable 
civil rights requirements, as stated in 
§ 3560.2. 
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