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Behind the Binder
Knowing what’s expected on a key insurance form often will prevent headaches

Brokers must know many pieces 
of the loan-package puzzle that are neces-
sary for closing a mortgage. All fit into the 

overall package and into finalizing the deal for 
borrowers. One piece that has proven elusive for 
many brokers is the insurance binder.

An insurance binder — or evidence of insur-
ance — is a document that mortgage brokers 
request and receive from an insurance company. 
It covers several specific items relating to the 
property’s insurance. It conveys to lenders and 
borrowers that those items afford them protec-
tion in case of a covered loss.

Insurance agents typically create the docu-
ment when the broker requests coverage. They 
also often issue the insurance policy at that 
point. In other words, once the insurance agent 
creates the binder, insurance coverage typically 
is in place.

As such, if there is a covered loss between 
the time of closing and the time the mortgage 
company receives the official policy from the 
insurance company, the loss would be covered 
and the lender’s interest protected.

Many brokers, however, don’t understand 
what goes into creating the insurance binder on 
the part of the insurance agent and company. 
Likewise, the agent may have misconceptions 
about what the broker needs from the document 
and when. It is therefore important for the par-
ties to have open lines of communication.

The nuts and bolts
In addition to being important to brokers and 
borrowers as an essential part of the loan pack-
age, the insurance binder also is important for 
the insurance agent and insurance company. But 
lack of communication between agents, brokers 

and borrowers can create problems.
In the binder, the insurance company states 

that it will provide coverage for a property for 
a certain period. For it to provide coverage, the 
policy must be issued. And when the policy is 

issued, the insurance company expects payment 
in a certain period of time.

As such, when closing is delayed, the insur-
ance company must either cancel the existing 
policy and then issue another policy with the 
new date or try to modify the date. Either way, 
the insurance company must process a change 
to meet the new date.

To avoid this, the insurance agent may pro-
cess the binder but wait to issue the policy. This 
allows the agent to change the effective date as 
often as the mortgage broker needs.

There is a danger in this, however. If the 
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When you receive an insurance binder, it’s important to understand what each part conveys. Be sure to review each section carefully; 
errors can delay or invalidate coverage.

What Goes Where?
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requires the binder as a condition to close the 
loan, it may help them better understand your 
processes and enhance your relationship.

So it goes back to communication — com-
municating the need for the insurance binder, 
communicating the closing date and communi-
cating when the client actually closes.

If mortgage brokers and insurance agents 
work together instead of as adversaries, everyone 
will win. You will close the loan, your client will 
get the house, and the insurance agent will get 
the borrower and property covered. 

agent sends an insurance binder to the mort-
gage broker without notifying the insurance 
company, and the broker forgets to tell the agent 
about the closing, there will not be coverage if 
there is a loss. 

Because the insurance agent did not issue 
the policy, the insurance company will deny the 
claim because there is no coverage in force. The 
mortgage company and its client then turn to the 
agent. Because they have the insurance binder in 
hand, the insurance agent will be forced to file an 
errors-and-omissions claim to cover the loss.

Another problem can occur when the policy 
is issued but the broker does not notify the insur-
ance agent of a canceled closing. For instance, a 
broker may receive the insurance binder and 
notification of an issued policy. But when the 
loan falls through and the client does not close, 
the broker does not inform the insurance agent. 
The insurance agent does not learn that the loan 
didn’t close until following up on payment.

Sometimes the insurance company can can-
cel the policy without a problem. But some insur-
ance companies charge a minimum fee if a policy 
is canceled after being issued. The question then 
arises of who pays this fee. This can create a 
problem for the insurance company because it 
often needs to eat the cost of the cancellation.

Communication is key
To avoid such problems, the answer lies in com-
munication. When requesting an insurance 
binder, brokers should let the insurance agent 
know how definite the closing will be and ask 
for a confirmed quote. This will lock the insur-
ance rate in for 30 days. The thing to remember, 
though, is that this is just a quote and that there 
is no coverage in place. You must then tell them 
when the closing will be so that they can issue 
the policy.

It also helps to give the insurance agent your 
loan processor’s and title company’s name and 
phone number. This gives the agent other sources 
to contact for follow-up on the closing.

In addition, explain the basics of conditions 
to close to the insurance agent. Many insurance 
agents don’t understand why mortgage brokers 
need insurance binders days or weeks before 
closing. If you tell them that the underwriter 
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