Consumer's Guide to Title Insurance

uying a home is, for most of us, the most
substantial single investment we’ll ever make
and all of us want to make sure we do it right!
Indeed, for many people the purchase of a home
is “the American Dream”. There are few things in life more
important than buying and protecting your home.

Most homeowners provide for the security and
safekeeping of their homes by purchasing homeowners
insurance - to protect against future hazards such as fire,
theft and weather damage. However, there is another insurance purchase that offers crucial pro-
tection to home ownership as well - title insurance. Title insurance is designed to make sure you
are the legal owner, and no one has liens, claims, easements or restrictions on the property -
other than the mortgage you agreed to pay and those encumbrances disclosed to you prior to
closing. One of the steps in purchasing your new home is to select a title company to perform a
title search on the property to determine the status of the title to the real property and offer title
insurance to protect you against future challenges to the title.

The Minnesota Land Title Insurance Association has designed this consumer guide in a
“Frequently Asked Questions” format, as a tool for consumers to better understand how title
insurance protects the purchase of real estate.

" What is Title?

“Title” is a collective term used to describe your legal rights to own, possess, use, control or sell
your home/real estate. This includes all previous transfers of ownership and liens on the
property as well as mineral rights, easement rights, and restrictions against its use. The title may
involve unacceptable defects, claims or encumbrances which will typically require resolution prior
to or at closing.

Transferring title to real property (land - generally including any buildings
or other improvements built on the land) is more complex than
transferring title to a car or other personal property. While the land is
permanent, land usage may change over time. For example, one may
convey ownership of a piece of real property while retaining certain rights
in the property such as mineral rights.




- Title Insurance?

Title insurance is an indemnity contract in which the title insurance company, in exchange for a
one-time premium collected at closing, protects against future losses resulting from defects in
the title to real property that exist at the time of purchase but are unknown or undisclosed.

Title insurance is significantly different from homeowners insurance and other property/
casualty insurance. Casualty insurance provides protection from losses due to unknown future
events, such as fire or theft for a specified period of time (one year of coverage for an annual
premium). Title insurance on the other hand, provides protection for an indefinite period of
time from future financial losses because of events that have already occurred (prior to the
date of the policy), for only a one-time premium payment. Because of this title insurers and
their agents work to eliminate many risks and prevent losses in advance through extensive
searches of the public records and a thorough examination of the title. Title insurance is a
contractual obligation between you (and/or your lender) and the title insurance company,
wherein the title insurer, in exchange for payment of the premium, provides protection, effective
as of the date of the policy issued, against future losses that might result from a variety of
possible title defects or encumbrances. Title insurance provides protection against certain
undisclosed defects or “hidden” risks as well.

- a Title Search and Examination?

Because title insurance covers losses due to defects that already exist, a
major part of the title insurance transaction is the title search and
examination. Before issuing a policy, the insurer or their agent will
conduct a detailed search and examination of the historical, public
records concerning the property. These records include, but are not
limited to, deeds, mortgages, wills, court judgments, tax records and
maps.

The title search and examination may uncover potential defects and encumbrances, including
liens, judgments and other restrictions. According to the American Land Title Association, 36
percent of title searches find a problem which the title insurer or their agent works with the
parties to cure before closing and issuing the policy.

- a Title Defect or Encumbrance?

A title defect might include unpaid taxes, liens, an easement or restriction, an error in the public
records, a missing or undisclosed heir of a previous owner, mental incompetence, fraud or
forgery. The Commitment for Title Insurance issued after the search of the title and prior to the
closing, discloses the results of the title company’'s examination of the legal rights in the
specific real estate. This is the basis for the buyer, seller & lender to determine which of the
findings are acceptable (e.g., a utility easement) and which must be resolved at or prior to
closing (e.g., a prior lien). Pay particular attention to Schedule B of the commitment, which lists
any limitations, exceptions, special conditions, and requirements made by the title company.



_e Different Types of Title Insurance?

There are two types of title insurance policies: a lender’s policy and an owner’s policy. The
lender will require a lender’s policy typically in an amount equal to the mortgage loan. It covers
the lender’s interest in the property for the life of the loan. The lender’s policy protects only the
lender and does not protect you.

The buyer may purchase an owner’s policy to provide homeowner protection for the full property
value. It protects the buyer from covered losses arising from defects in the title that existed at
the time of the purchase. It covers the buyer’s ownership interest in the property for as long as
the buyer or his or her heirs have an interest in the property or are liable under the “warranties”
of title they may have given when the property was sold. Should someone challenge your title
(your legal rights of ownership) based on an insured risk, the title insurer must defend that
challenge and pay all associated costs and any financial loss that might result.

Title policies are written on standardized forms which are approved by the American Land Title
Association. However, they are available at different costs and with certain different coverages
allowed, so be certain to compare the same policy form and premium cost. The payment of title
insurance premium is a negotiable item between the buyer and the seller in Minnesota.
However, generally it is paid by the buyer.

Do I Need Title Insurance?

If you are borrowing money pledging real property as collateral for the loan, most lenders will
require a loan policy to protect their interest in the property. You are not required to purchase
an owner’s policy, but you should carefully weigh the potential impact of a loss against the cost
of the title insurance. Neither the lender’s policy nor the policy of a previous owner will protect
you if there is a claim. Also, remember there is generally a substantial discount offered when a
lender’s policy and an owner’s policy are purchased at the same time.

sing a Newly-Built Home.
Need Title Insurance?

Even though you are the first owner of the home, there have been
many previous owners/transferors of the unimproved land. A
search and examination of the title to uncover any existing liens is
always important in the transfer of ownership to any real property
improved or unimproved. In addition, when purchasing a newly
built home, there is a significant risk to the buyer that mechanic’s
liens are or may be recorded against the title by unpaid suppliers,
contractors and/or subcontractors who have worked on the
construction of the home. Title insurance can often provide
protection against the potential mechanic’s lien risk to a new
owner. 3




roperty from Someone | Know.
ance Still Necessary?

Even though you know the seller well, there have been many previous owners/transferors of the
land that you don’'t know. A thorough search and examination of the title is necessary to
disclose all existing liens and encumbrances. This disclosure allows you to choose which
encumbrances are acceptable and which must be resolved prior to your purchase of the
property. Remember, the seller’s title insurance policy would not protect you as a buyer against
any defect or encumbrance. Only the purchase of a new owner’'s policy will protect your
ownership rights. Discounted title insurance premium rates may be available to you as a
purchaser when a prior owner has an existing title insurance policy.

ing My Home.
e Lender Require a New Title Policy?

Lenders require a new policy based on the new
transaction amount to protect their investment in the
property because defects or encumbrances in title
might have arisen between the date of your original
purchase and the date of the refinance transaction. For
example, a building contractor may have put a
mechanic’s lien on the property, or there may now be
unpaid taxes, a child support lien or homeowner’s
association lien against the title. The requirement for a
new policy allows the new lender the opportunity to
require that any such items be resolved prior to the
funding of your refinance loan.

Many title insurers offer a discounted rate for lender’s
policies written for a refinance transaction. Be sure to
ask your lender and/or title insurer or their agent about
these discounts.

Also, it is not necessary to purchase a new owner’s
policy when you refinance a home. Your original policy
purchased when you bought your home is effective as
long as you and your heirs have an interest in the
property.



_ a Title Insurance Policy Cover?

A title insurance policy protects you from financial loss due to the enforcement of a covered
claim against your title, pays your legal costs if the title insurance company defends your title
against the covered claim and pays successful claims against your title.

Typical coverage under an owner’s title insurance policy
includes:

e« Someone other than the insured owns an interest
in the title to the property

o Defective recording of a document(s)

e Undisclosed liens due to a mortgage, unpaid taxes,
special assessments or homeowner’s association
charges

o Fraud, forgery, undue influence, duress, incompe-
tency, incapacity or impersonation

o Unmarketability of title

« Lack of legal access to and from the land

Ask your title insurer or their agent to explain what is and is not covered under your title
insurance policy.

-n’t a Title Insurance Policy Cover?

A title policy generally won’t cover:

e Problems that you create

o Unrecorded defects that you knew about and didn’t disclose

e Problems that occur after the date of the policy

« Violations of building and zoning ordinances and other regulations related to use

« Condemnation, unless a notice of the same appeared in the public record on the policy date

_itle Insurance Premiums Paid?

The title insurance premium is collected only once, at the time of closing. It is based upon the
type of policy(ies) and amount of insurance you purchase. Title insurers are required to file
their schedule of rates, including any discounts, which are approved by the Minnesota
Department of Commerce.

Title policies are written on standardized forms which are approved by the American Land Title
Association. However, they are available at different costs and with certain different coverages
allowed, so be certain to compare the same policy form and premium cost. The payment of title
insurance premium is a negotiable item between the buyer and the seller in Minnesota.
However, generally it is paid by the buyer.



-an I Purchase Title Insurance?

You may purchase title insurance directly from any title insurer authorized to do business in
Minnesota or through any title insurer’s agent licensed to offer title insurance by the State of
Minnesota. Often your real estate broker or mortgage lender will recommend a particular title
company (insurer or agency). However, under Federal law (the Real Estate Settlement
Procedures Act - “RESPA”), they are prohibited from requiring that consumers use a particular
insurer or agent. Competing title insurers and their agents (sometimes referred to as title
companies) may offer different services, title insurance rates, title service charges and
settlement service/closing related charges; so shop and compare - The choice is yours!

Some factors to consider when choosing a title insurer or

title agent are:

e Your knowledge of the company and their history

e Quality and timeliness

e« Speed and accuracy of both title work and settlement/
closing services

e Cost of the title insurance and settlement/closing
services

Also, ask your friends, relatives,
attorney or business associates about their experience and satisfaction with a title company in
the past. First-hand knowledge is often your best guide.

-ould I Do if | Have a Claim?

As soon as you discover a title-related problem, contact the insurer listed on the policy itself.
Make your claim in writing and include a copy of the policy and copies of all relevant documents
including any correspondence related to the claim. It's always a good idea to keep copies of
your claim submission for your own records as well. The title insurer should promptly
acknowledge receipt of your claim and will accept or deny your claim in a reasonable amount of
time.

{1 Title Insurance Tips:

o Prior to signing your purchase agreement, negotiate with the seller regarding the payment of
the title insurance premium, the title related charges and any settlement/closing related
charges.

o Check with your title company to see if you qualify for any discounts on the title insurance
policy or policies you are purchasing.

o Verify that the title insurer and title agent are licensed to conduct business in Minnesota.

e Your real estate or mortgage broker might have an ownership interest in the title agency
selected to close and insure the loan. This relationship must be disclosed. Ask about any
and all relationships the broker(s) may have.

« Remember, you may choose any title insurer/title agent you desire. You cannot be required
to use a specific title insurer or title agent suggested by a lender or real estate agent.

o Review the Commitment for Title Insurance and ask questions, if you do not understand its
terms or the terms of the policy you are purchasing.

« Verify that your names are spelled correctly on the deed and mortgage documents at clos-
ing.

« Remember the difference in coverage between the owner’s policy and a lender’s policy.

o Seek legal advice, if you have any questions or concerns about the transaction.



_n I Find More Information?

Please visit the following websites.

For additional title insurance and settlement information:
www.homeclosing101.org

For additional Minnesota information:
www.mlta.org

For additional nationwide information:
www.alta.org

For additional HUD/RESPA information:
http://portal.hud.gov/hudportal/HUD?src=/topics/buying a _home
http://www.consumerfinance.gov

To contact the Minnesota Department of Commerce:
WWWw.insurance.mn.gov
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MINNESOTA LAND TITLE ASSOCIATION

This Consumer’s Guide to Title Insurance is intended to assist consumers in
understanding title insurance. It is not intended to replace the advice of an attorney nor
is it an “all inclusive” informational source. Please refer to your title insurance policy for
coverage details.






