Homeowner’s Policy Questions

Q: Can we upgrade a policy from CLTA to a Homeowner’s Policy?  At what cost?  A competitor is doing this for 10%.

The general rule is NO. For the following reasons:

1. No insurance company wants to allow insureds to decide after the fact what coverage they should have had in the first place. Too many insureds might be tempted to upgrade a policy only after learning that there is a potential claim that would be covered by the new policy.

2. The extra 10% premium does not cover the hassle of pulling the old file, re-issuing the policy and re-billing.

We can make exceptions on a case-by-case basis if we are convinced that the insured is simply being over-cautious and there is little risk.

Q: If we know of a neighborhood with garage conversions, typically done without permits, what do we do?

We will probably not make the Homeowner’s Policy available in such a neighborhood. It is impossible to make local determinations like this on a Regional basis. If we become aware of a specific building permit problem with a particular property, we either need to:

1. Take an exception for that particular matter,

2. Issue a policy that does not cover the problem,

3. Inspect and review the building permit records (which is ridiculously impractical), or

4. Issue a modified 110.1 endorsement deleting Covered Risk 15 (building permit coverage) and leaving the rest of the policy intact.

Q: If we know of a specific problem how do we deal with it?

Take a specific exception for the particular matter.

Q: Do we want to review the seller’s disclosure statement?

Usually, we will not want to go there. If you do end up looking at the disclosure statement or if the real estate agent hands it to you against your will, you had better read the whole thing. As a general rule, if an agent offers to give you a disclosure statement, I would be extremely suspicious that it contains things that are putting us on notice. As soon as an agent wants to give you the statement, begin with the assumption that the Homeowner’s Policy is not available unless you can affirmatively convince yourself that there are no potential claims.

Q: When do we do inspections?

Very seldom. See Underwriting Bulletin 99-04.

Q: What questions, if any, should escrow be asking?

Very few. Escrow obviously needs to be sure it knows which kind of policy the parties want. The most important thing is for an escrow officer to make the title department aware of any information given to escrow by the parties or their agents that may indicate a potential claim. For example, a simple one would be that the parties tell the escrow that there is a building permit problem and ask for a Homeowner’s Policy to cover it. (I don’t make these up. I heard of a case where the escrow officer recommended a Homeowner’s Policy!)

Q: When do we say no to requests for this policy? 

Whenever we have a concern that it is not prudent to issue it. We have absolutely no obligation to issue the policy if we do not want to. There may be competitive pressure, but no obligation.

Q: What about artificial entities? 

Normally, the policy can only be issued to individuals. But refer to the “Non-Natural Person” and “Vacant Land” endorsements, which are issued very sparingly on a case-by-case basis.

Q: Can we add regional exceptions?

No. The proper thing to do is simply refuse the Homeowner’s Policy and offer the ALTA Residential Policy (with or without Regional Exceptions, as we determine) or a standard coverage policy. Alternatively, we may include particular exceptions to cover particular problems.

Q: Who (buyer or seller) should pay the increased premium for the Homeowner's Policy and should this increased fee be approved in escrow instructions?

That is a matter of negotiation between the buyer and seller. Usually the seller pays. If the seller refuses to pay more than the ALTA-R price, the buyer may decide to pay the additional 10% cost. The escrow instructions always need to designate who pays.

Q: Since the Homeowner's Policy is being issued automatically, should we put in our reports any information that it carries an increased premium?

It is a good idea to do this. On one hand, our prices are no secret. If a customer claims that the Homeowner’s Policy was issued in error, we can cancel the policy, refund the additional 10% and issue a standard policy as a replacement. On the other hand, it is probably better to provide the additional information to avoid any confusion. The following information should be included in the Preliminary Report or Commitment in the space where the type of policy is specified:

PLEASE NOTE: An ALTA/CLTA Homeowner’s Policy of Title Insurance will be issued in connection with the sale of the land covered by this [Preliminary Report or Commitment] unless the proposed insured advises the Company that another form of owner’s policy is desired. The premium for an ALTA/CLTA Homeowner’s Policy of Title Insurance is 10% more than the premium for either a CLTA Standard Coverage Policy or an ALTA Residential Title Insurance Policy.

Q: Can we issue an endorsement eliminating the deductibles?

No, except on a rare case-by-case basis with the approval of the Regional Underwriting Department. We have discussed whether we should have such an endorsement available for additional premium. This is the same thing people can do with automobile policies. But as you may know, if you want to reduce the deductible on your automobile insurance from $500 or $250 to zero, you have to pay a huge additional premium. We would also want a huge additional premium for such an endorsement, plus we would probably impose additional requirements, such as checking building permit records and making a detailed inspection.
2
1

