Title Insurance: A Must Have

By Gary Schero

Did you know that Abraham Lincoln lost his house—not once but twice—because of title problems? Honest Abe should have had title insurance…and so should you! Even though you  pay to have a title search done when you purchase a new home, this does not fully protect your financial interests against title defects. The only way to do that is through title insurance. 

There are two types of title insurance:

• Lender title insurance protects the lender’s interest in the property should a title problem occur after the loan is made. The policy amount decreases each year and eventually disappears as the mortgage is paid off.  The lender’s title insurance is charged to the homebuyer as part of the closing costs. 

•  Owner’s title insurance protects your interests in the property you’re purchasing. It is purchased for a one-time fee at the time of closing and lasts as long as you or your heirs have an interest in the property. Again, it is important to realize that only owner’s title insurance fully protects your financial investment should defects be discovered in your property’s title after you assume ownership. Owner’s title insurance also pays for any legal fees involved in defending a claim to your title or in negotiating with third parties to reach a settlement of such a claim. 

According to the American Land Title Association, the national trade association of the title insurance industry, to issue title insurance, the title company must search public land records for matters affect that title. Many firms search the title back 50 years, and amazingly, 25 percent of these searches identify title problems. For the most part the problems are fixable, and involve deeds, wills or trust documents that contain improper information; outstanding judgments or tax liens against the property; or easement problems. The title insurance company remedies the problems before it issues the title insurance.

Occasionally, in spite of an exhaustive title search, hidden hazards emerge after closing. Things such as mistakes in the public record, previously undisclosed heirs claiming to own the property, or even forged deeds can cloud a property’s title…and make life miserable for the property’s current owner. 

Refinancing or Building New


When you refinance and obtain a new loan, you will be required to purchase a lender’s title insurance policy to protect the lender’s investment, even if you’re staying with the same lender. However, you will not need to purchase a new owner’s title policy since the one you originally bought remains in effect for as long as you and your heirs have an interest in the property.


Lenders require a new policy to cover their interests upon refinancing a property because something may have changed about the property’s title even if you’ve owned it for a very short time. For example, if you failed to pay your real estate taxes, a tax lien could exist. Or in the case of a condominium, if you were in arrears on your monthly homeowner dues, a lien could exist that would impact the lender’s interests.


If you’re constructing a new home, you still need owner’s title insurance in case the piece of land you’re developing has title problems. An example of the type of thing that can go wrong in such a case is that subcontractors or suppliers who were unpaid by a contractor may put a lien on a property.  Your lender will also want to be protected against contingencies so in this instance you will also be required to purchase a lender’s title policy.


While it may seem like just one more cost in the riding tide of expenses that comes with any home purchase, title insurance can be the important money you spend, as I’m sure Abe Lincoln would agree!  
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