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1. Claim No.: C155264
2. Amount of (omitted) lien, if applicable:  $1.298 million
3. Amount of loss or potential loss:  $300,000+
4. Brief Facts:
Loan policy insuring a $5,000,000 deed of trust omitted borrower’s existing (unpaid) $1.298 million deed of trust.  Branch obtained an UNSECURED indemnity from borrower, based on good customer relations with borrower, a developer who brought lots of business to Company.  Insured lender foreclosed on borrowers, sought to sell to third parties, and claimed that the prior deed of trust was not reconveyed.  Borrowers filed for bankruptcy.

5. Recommendation to avoid claim:
“Good customer” status is not a sufficient reason for the Company to accept merely an UNSECURED indemnity from a borrower, especially where borrower’s own prior lien has NOT been paid off.  Unless a secured indemnity fully covering the potential loss is actually determined to be necessary under the circumstances, a prior unpaid lien should remain as a Schedule B Exception in the policy.
