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Subject:	Future Advance – Priority
		(Obligatory Advance)

This is a revolving line of credit or credit line endorsement. It provides coverage to a lender for loss the lender might sustain in the event a future advance by that lender does not have the same priority as the original mortgage as though the advance had been made at the time the mortgage was made. It also covers the lender’s loss if each advance does not create a valid and enforceable lien on the title secured by the insured mortgage. There is even coverage for loss sustained resulting from invalidity or unenforceability of the insured mortgage because of re-advances and repayments of the mortgage, lack of an outstanding indebtedness before any advance and failure of the lender to comply with the requirements of state law to secure the advances. It also includes ALTA Form 6 endorsement coverage.

This endorsement is needed because, among other things, the ALTA 1992 loan policy was drafted to cover only loans fully funded at the date of policy, other than construction loans. It is intended to be used for loan transactions where future advances are contemplated under the terms of the loan documents and in the view of the insurer the loan terms obligate the lender to make advances at the request of the borrower as long as the borrower is not in default. This is what some would call an "obligatory advance program" revolving credit endorsement. If under the law of the jurisdiction where the land is located any future advance made by a lender, obligatory or optional, will take priority over any intervening lien then this endorsement could be issued. The coverage of this endorsement even extends to advances made by the insured lender even after a federal tax lien has been filed in the public records as defined in the policy, as long as the advance is not made more than 45 days after the notice of the federal tax lien has been filed.

This official ALTA form has an optional exclusion shown as bracket paragraph 4.f. that carves out coverage for loss due to mechanics' liens. We have omitted this exclusion because the in California obligatory advances have the same priority as the deed of trust.

