ESCROW (YOUR “NEUTRAL PROTECTION")

ou may have already heard phrases such as “the house fell out of escrow” or “we’re waiting for escrow to close.”
Y So just what is escrow anyway? And what does it mean to a home buyer or seller?

Simply stated, escrow is the involvement of an impartial third party in a real estate transaction. This neutral
third party acts as an intermediary between the buyer and seller, and also collects and remits funds as instructed.
Buyer's funds are deposited with the escrow company which then remits to the seller on the buyer’s behalf. The basic
concept of escrow is to ensure that both the buyer and seller are protected during any real property transaction. Not
only is “escrow” the concept of a third party receiving and disbursing funds, but it also includes other valuable trans-
action services. To facilitate the transfer of property from one owner to another, the best escrow companies will:

Prepare, review, and/or revise escrow instructions.

Determine the legal ownership and status of the property through a “title search”.

Request a beneficiary’s statement if a debt is to be assumed by the buyer.

Confirm that the buyer is “qualified” and meets the lender’s requirements.

Confirm that the property meets requirements imposed by the lender and/or buyer.

Prorate all related financial matters (e.g., taxes, insurance) involved in the ownership transfer.
Ensure all legal documentation is complete, including recording the deed.

Comply with time limits imposed in instructions.

“Close” escrow when all instructions (buyer’s, seller’s and lender’s) have been fulfilled.
Disburse funds as instructed, including all related fees (title fees, commission if any, payoffs, etc.)
Prepare final statement for all concerned parties.
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Escrows in California are performed by banks, saving & loans and title companies as well as independent escrow
firms, which are licensed by the state of California, and their records are open to inspection by the Corporation
Commissioner. In addition, escrow companies furnish the state with annual audits of their books, and all escrow
funds must be kept in trust accounts. Thus, the state helps ensure that escrow companies are properly managed and
truly act as impartial parties to any real property transaction.

Escrow companies are generally held liable if any instructions are violated during the course of an escrow. No
changes may be made to any escrow instructions if changing them would be detrimental to any party involved. It is
possible to change instructions once a property has “entered escrow,” however, all instructions cannot be carried out
by the end of the time limit. All parties involved are entitled to the return of document, fees, funds, and other relat-
ed materials. They also may mutually agree to extend the time period by changing the instructions.

The term “escrow” has come to mean “neutral protection” for the seller, the lender and the buyer. All parties
involved in the transfer of real property are impartially protected during the transaction, and are serviced by the pro-
fessional intent to ensure a smooth, trouble-free sale. Look for an escrow company that clearly defines its services,
and which lists all fees and charges “up front”.

Escrow is an indispensible necessity in today’s marketplace. If you need further explanations during the process,
always consult your Escrow Officer. The escrow company is, indeed, a neutral third party, and its job is to make sure
all sale conditions are met quickly and efficiently.

Ideally, you would ask your real estate agent to recommend two or three different escrow companies. Then you
would choose one. If you don't have an agent, you'll find escrow companies listed in the yellow pages of your
phone book under Real Estate Escrow or Real Estate Title Insurance.

In most cases, escrow companies work closely with specific title insurance companies. This aids in selecting
both the escrow and the title insurance company at the same time.

Y
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FREQUENTLY ASKED ESCROW QUESTIONS

How Do I Open An Escrow?

Generally, the Buyer's Real Estate Agent will open the escrow. As soon as you execute the
purchase agreement, the Selling Agent will place the Buyer’s initial deposit, if any, into the
escrow account or into the Real Estate Broker’s trust account.

What Information Will I Need To Provide?

You will be asked to complete a Statement of Identity (SI) as part of the necessary paper
work. Because many people have the same name, the SI is used to correctly identify the
specific person in the transaction through such information as date of birth, social security
number, previous addresses, etc.

This information is kept confidential and is required to provide title insurance.

What Do I Need To Do Before My Appointment To Sign Escrow Papers?

All parties signing the documents must bring proper identification: either a valid driver’s
license, identification card, or current passport. This is needed to verify your identity by the
notary public. It is a routine, but necessary step, for your protection.

When and Where Do I Sign Escrow Instructions?

Your Escrow Officer or Real Estate Agent will contact you to make the appointment for
you to sign your escrow instructions, Grand Deed, and final papers. At this time, the Escrow
Officer will also tell you the approximate amount of proceeds you will receive for the sale of
your home.

What's The Next Step After I've Signed The Closing Escrow Papers?

After both parties have signed all the necessary instructions and documents, the Escrow
Officer will return the Buyer's loan documents to the Lender for a final review. This review
usually occurs within a few days of execution of the documents. After the review is com-
pleted the Lender is ready to fund the Buyer’s loan and inform the Escrow Officer.

How Long Is An Escrow?

The length of an escrow is determined by the terms of the purchase agreement and can
range from a few days to several months. An escrow often averages 30 to 45 days.
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FREQUENTLY ASKED ESCROW QUESTIONS

(continued)

What Is An “Escrow Closing”?

An escrow closing is the culmination of the transaction. It signifies legal transfer of title
from the Seller to the Buyer.

Generally the Grant Deed and Deed of Trust are recorded within one working day of the
escrow holder’s receipt of loan funds. This completes the transaction and signifies the “close
of escrow”. Once all the conditions of the escrow have been satisfied, the Escrow Officer

informs you or your Agent of the date escrow will close and takes care of the technical and
financial details.

Do I Continue To Pay My Monthly Mortgage Payment?

Yes, your mortgage payment(s) must be kept current throughout the course of the escrow
transaction. If the payments are not kept current, the Lender(s) can/will assess and collect
late charge(s).

When Are My Existing Loans Paid 0ff?

Unless the Buyer takes over your existing loan(s) on the property, the loan(s) will be paid
off at the close of escrow. You will need to furnish complete information to your Escrow
Officer and Real Estate Agent on each loan against your property. Please be prepared to pro-
vide the name of each Lender. Your Escrow Officer will need this information to order the
loan payoff demands so the loan(s) may be paid off correctly at the close of escrow.
Homeowners Association information may also be required if you are selling a condominium,
townhouse or property located in a planned unit development. Al of this information will
help to ensure the timely closing of your escrow.

What Are Disclosures And Contingencies?

During the process of selling your property, you will be asked to fill out a property dis-
closure form which is now required by law. In this document you will inform the Buyer of
any significant facts you have about the conditions of the property. If you are moving to

California, other disclosures may be necessary. Your Real Estate Agent or Escrow Officer will
assist you with these.

- There will be various contingency dates in your real estate sales contract. You should be
very aware of these and be sure that the actions required are performed in a timely manner.
Such contingencies include the Buyer's loan approval, approval of Preliminary Title Report,
approval of structural pest control and other inspections. Stay closely in touch with your
Real Estate Agent regarding these important dates.
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FREQUENTLY ASKED ESCROW QUESTIONS

(continued)

When And Where Do I Get My Final Proceeds Check?

The proceeds check is disbursed upon close of escrow, when the Escrow officer is able to
verify with the County Records Office that the documents have recorded and legal transfer
has occurred. The proceeds check is usually delivered to your Real Estate Agent.

What Happens To Funds Held In Escrow?

In some cases the escrow company will be instructed to hoid funds in escrow to pay-off
obligations which may not have been completed yet, even after the close of escrow. An
example might be to set aside funds to correct a structural problem, remodeling or termite
repair work. Upon completion of the project and receipt of the proper documentation and/or
releases, the Escrow Officer will disburse the reserved funds to you.
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ESCROW FLOW CHART

PREPARE ESCROW INSTRUCTIONS
AND PERTINENT DOCUMENTS

1
OBTAIN SIGNATURES

ORDER TITLE SEARCH

PROCESS FINANCING

REQUEST AND REVIEW
PRELIMINARY REPORT

REQUEST
BENEFICTARY STATEMENT

REQUEST OR PREPARE
NEW LOAN APPLICATION

REQUEST DEMANDS (IF ANY)
REQUEST CLARIFICATION OF
OTHER LIENS (IF ANY) AND
REVIEW TAXES ON REPORT

RECEIVE DEMANDS
AND ENTER INTO FILE

REQUEST BENEFICIARY STATEMENT
AND ENTER INTO FILE.
REVIEW TERMS OF TRANSFER
AND CURRENT PAYMENT STATUS

(IS PRIOR APPROVAL
NECESSARY TO RECORD?)

OBTAIN LOAN APPROVAL
AND DETERMINE
THAT TERMS ARE CORRECT

REQUEST
LOAN DOCUMENTS

|

J

|

REVIEW TO DETERMINE THAT ALL CONDITIONS
HAVE BEEN MET AND THAT ALL DOCUMENTS

ARE AVAILABLE FOR SIGNATURE

(Termite inspection, contingencies released, fire insurance ordered, additional
documents (second deed of trust, bill of sale, etc.) have been prepared.)

FIGURE FILE AND REQUEST
SIGNATURE ON ALL
REMAINING DOCUMENTS

FORWARD DOCUMENTS
TO TITLE COMPANY

OBTAIN FUNDS FROM BUYER

REQUEST LOAN FUNDS

FUNDS

ORDER RECORDING

CLOSE FILE, PREPARE STATEMENTS
AND DISBURSE FUNDS

COMPLETE CLOSING
FORWARD FINAL DOCUMENTS
TO ALL INTERESTED PARTIES

(BUYER, SELLER, LENDER)

THIS FORM DERIVED FROM THE
CALIFORNIA ESCROW ASSOCIATION

b

RETURN LOAN
DOCUMENTS
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THE TITLE COMPANY'S ROLE

IN REAL ESTATE TRANSACTIONS

A NEW HOME designed to meet the individual
needs of the family is a wonderful experience, but
before the buyers actually get their dream home,
they will run headlong into dozens of home own-
ership details.

The purchase of a new home may prove to be
the largest single financial investment many peo-
ple may make in their lifetime; therefore the
importance of fully protecting such an investment
cannot be over stressed.

What is title insurance?

It is the application of the principles of insur-
ance risks which are present in all real estate
transactions. These risks are divided into two
main cateqgories: hidden hazards which cannot be
detected in the examination of title and human
errors which will always be with us.

Examples of hidden hazards are FORGERY,
INCOMPETENCE OF GRANTOR OR MORTGAGOR,
UNKNOWN HEIRS, FRAUD, IMPERSONATION, etc.

Title insurance differs from other types of
insurance by protection against future losses aris-
ing out of events that have happened in the past.
You are insuring history. There are no annual pre-
miums. One premium, based on the amount of the
sale or mortgage, is paid when the policy is issued
and is good for the life of the policy.

A mortgage policy, insuring the lender, stays
in effect until the loan is paid off. An owner’s
policy, insuring the buyer, is good as long as
owner's heirs own the property.
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Initially, the title company will search and
examine the public land records to investigate
information surrounding title to the property.
The facts revealed by the search will determine:

e That the seller is, in fact, the legal owner of
the property.

e That the “estate” or degree of ownership
being sold is currently and accurately
vested in the seller.

e The presence of any unsatisfied mortgages; -
judgements or similar liens which must be
satisfied before “clear title” can be
conveyed.

e Existing restrictions, easements, rights of
way or other rights granted to others who
are not owners which may limit the right of
ownership.

e The status of property taxes and other
public or private assessments.

These matters will be reflected in a prelimi-
nary report “prelim”, The prelim report is issued
to the mortgage lender or purchaser before the
closing.

As you can see, the title company is constant-
ly involved in the sale transaction almost from the
time the purchase agreement is signed, through
and beyond the closing. Working mostly behind
the scenes, but always in closer coordination with
Realtors®, lenders, and legal counsel, the title
company strives to carry out this complex proce-
dure in an efficient and friendly manner.

Title insurance protection gives a homeowner
peace of mind by protecting the security of the
home and the safety of the investment.




COMMON FORMS OF OWNERSHIP CHART

/

HOW TO TAKE TITLE ON REAL PROPERTY

VESTING COMMUNITY PROPERTY
SUBJECT TENANCY IN COMMON JOINT TENANCY COMMUNITY PROPERTY WITH RIGHT OF
SURVIVORSHIP

PARTIES Any number of persons Any number of persons. Only husband and wife. Only husband and wife

(can be husband and wife) | (can be husbhand and wife) and only when interest is
created on or after
7/1/01.

DIVISION Ownership can be divided Ownership interests cannot { Ownership interests are Ownership interests are
into any number of inter- be divided. equal. equal.
est, equal or unequal.

TITLE Each co-owner has a sepa- | There is only one title to Title in the “Community.” Title in the “Community.”
rate legal title to his undi- | the whole property. (Similar to title being in a (Similar to title being in a
vided interest. partnership). partnership).

POSSESSION Equal right of possession. Equal right of possession. | Equal right of possession. Equal right of possession.

CONVEYANCE Each co-owner's interest Conveyance by one co- Both co-owners must join Both co-owners must join
may be conveyed separate- | owner without the others in conveyance of real prop- in conveyance of real
ly by its owner. breaks the joint tenancy. erty. Separate interests property. Separate inter-

cannot be conveyed. ests cannot be conveyed.

PURCHASER'S | Purchaser becomes a ten- Purchaser becomes a ten- Purchaser can only acquire Purchaser can only

STATUS ant in common with the ant in common with the whole title of community. acquire whole title of
other co-owners. other co-owners. Cannot acquire a part of it. community. Cannot

acquire part of it.

DEATH On co-owner’s death, his On co-owner's death, his On co-owner’s death 1/2 On co-owner's death,
interest passes by will to interest ends and cannot goes to survivor in several- decedent’s interest ends
his devisees or heirs. No be willed. Survivor owns ty. Up to 1/2 goes by will and cannot be willed.
survivorship right. the property by survivor- or succession to others. Survivor owns the proper-

ship. (Consult attorney with spe- | ty by survivorship.
cific questions).
SUCCESSOR’S Devisees or heirs become Last survivor owns proper- | If passing by will, tenancy Last survivor owns prop-
STATUS tenants in common. ty in severalty. in common between devisee | erty in severalty.
and survivor results.

CREDITOR’S Co-owner's interest may be | Co-owner's interest may be | Co-owner's interest cannot Co-owner's interest cannot

RIGHTS sold on execution sale to sold on execution sale to be seized and sold sepa- be seized and sold sepa-
satisfy his creditor. satisfy creditor. Joint ten- | rately. The whole property rately. The whole property
Creditor becomes a tenant | ancy is broken, creditor may be sold to satisfy debts | may be sold to satisfy
in common. becomes a tenant in com- | of either husband or wife debts of either hushand or

mon. depending on the debt. wife depending on the
(Consult attorney with spe- debt.
cific questions). (Consult attorney with
specific questions).

PRESUMPTION | Favored in doubtful cases Must be expressly stated Strong presumption that Strong presumption that
except husband and wife. and properly formed. property acquired by property acquired by hus-
(See community property) | Not favored. husband and wife is band and wife is commu-

community. nity.

NOTE: This table is intended for reference onty. Clients should be advised to consult an attorney regarding the best way to
hold title as personal circumstances often affect this decision.
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