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The Title Insurance “Value Proposition”

10 Reasons Why Title Insurance is Important and Worth the Money

A Value Proposition is the unique

value a product or service provides
to a customer. It describes the
benefits the product delivers. It
answers the question: Why is this
worth the money?

1. Title insurance protects the interests of property
owners and lenders against legitimate or
false title claims by owners or lien holders. It
insures the title to the investment, unlocking
its potential as a financial asset for the owner.

2. At Lawyers Title we access, assemble,
analyze, and distribute title information, in
addition to handling escrow and closing.

3. Title problems are discovered in more than
one-third of residential real estate transactions.
These “defects” must be resolved prior to
closing. The most common problems are
existing liens, unpaid mortgages, and recording
errors of names, addresses or legal descriptions.
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A homeowner’s title insurance policy
protects the owner for as long as he or
she has an interest in the property, and the
premium is paid only once, at closing.

Title insurance is different from other forms

of insurance because it insures against events
that occurred before the policy is issued, as
opposed to insuring against events in the
future, as health, property or life insurance do.
Title insurance is loss prevention insurance.

Lawyers Title performs a thorough search of
existing records to identify all possible defects
in order to resolve them prior to issuing a
policy. We perform intensive and extensive
work up-front to minimize claims. The better
we do this, the lower our rate of claims and
the more secure your level of protection.

Researching titles is extremely labor-intensive
since only a small percentage of public records
are computerized. The industry invests a
substantial amount of time and expense

to collect and evaluate title records. As a
result, the industry’s claims experience is low
compared to other lines of insurance.

Lawyers Title impressive claim reserves give
you unquestionable security and peace of
mind knowing that your policy is backed
by a leader in the title insurance industry.

Dollar for dollar, title insurance is the
best investment you can make to
protect your interest in one of the most
valuable assets you own: your home.

To get the best value, choose Lawyers Title
for all your title and escrow needs. Write
us in on your next transaction and you'll
see why we are worth the money.
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Important Contacts for Your Transaction
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What is Title Insurance? FAQ

What is Title Insurance?

The purchase of a home is often the single
largest investment people will make in a lifetime;
therefore, the importance of fully protecting

such an investment cannot be overstressed. Title
insurance is protection which assures that the rights
and interests to the property are as expected, that
the transfer of ownership is smoothly completed
and that the new owner receives protection from
future claims against the property. It is the most
effective, most accepted and least expensive

way to protect property ownership rights.

Because land endures over generations, many
people may develop rights and claims to a particular
property. The current owner’s rights—which

often involve family and heirs—may be obscure.
There may be other parties (such as government
agencies, public utilities, lenders or private
contractors) who also have “rights” to the property.
These interests limit the “title” of any buyer.

Why Do You Need a Title Insurance
Policy?

If title insurance companies work to eliminate

risks and prevent losses caused by defects in the
title before the closing, why do you need a title
insurance policy? The title to the property could

be seriously threatened or lost completely by
hazards which are considered hidden risks—"those
matters, rights or claims that are not shown by the
public records and, therefore, are not discoverable

TITLE INSURANCE

by a search and examination of the those public
records.” Matters such as forgery, incompetency or
incapacity of the parties, fraudulent impersonation,
and unknown errors in the records are examples
of “hidden risks” which could provide a basis for

a claim after the property has been purchased.

Title insurance isn't just for a homeowner.
Subdividers need it when planning a new tract of
homes or a commercial strip center. Attorneys use

it for clients who are investing in shopping centers,
hotels, office buildings, and countless other projects.
Builders need it in order to obtain construction loans
from their lender. Everyone wants to have peace

of mind when investing their hard-earned money.
The title insurance company will help protect these
important investments, no matter how large or
small, with its own reputation and financial strength.

Why Does the Lender Need a Policy on
My Property?

For the lender, a title policy is a guarantee that it

has a valid and enforceable lien (loan or deed of
trust) secured by the property, that no one else
other than those listed on the policy has a prior
claim (or loan, etc.) and that the party to whom
they are making the loan does own the property
being used as security for the loan. This protection
remains in effect as long as the loan remains unpaid.

The existence of a lender’s title policy encourages
lenders such as banks, savings and loan associations,
commercial banks, life insurance companies,
etc., to loan money. Because they are lending
other people’s money (savings or policy holder’s
funds), they must be concerned with safety
should the borrower not make their payments.
The title company insures that the title to the
property is marketable in the event of foreclosure
and the guarantee is backed by the integrity

and solvency of the title company. Of course,

this benefits everyone—from the single family
homeowner to the owner of a high-rise building.



What is a Title Search?

Before issuing a policy of title insurance, the
title company must review the numerous public
records concerning the property being sold or
financed. The purpose of this title search is to
identify and clear all problems before the new
owner takes title or the lender loans money.

Our research helps us to determine if there are any
rights or claims that may have an impact upon the
title such as unpaid taxes, unsatisfied mortgages,
judgments, tax liens against the current or past
owners, easements, restrictions and court actions.
These recorded defects, liens, and encumbrances
are reported in a “preliminary report” to applicable
parties. Once reported, these matters can be
accepted, resolved, or extinguished prior to the
closing of the transaction. In addition, you are
protected against any recorded defects, liens, or
encumbrances upon the title that are unreported
to you and which are within the coverage of

the particular policy issued in the transaction.

What Types of Policies Are There?

Protection against flaws and other claims is provided
by the title insurance policy which is issued after
your transaction is complete. Two types of policies
are routinely issued at this time: an “owner’s policy”
which covers the home buyer for the full amount
paid for the property, and a “lender’s policy”

which covers the lending institution over the life

of the loan. When purchased at the same time,

a substantial discount is given in the combined

cost of the two policies. Unlike other forms of
insurance, the title insurance policy requires only
one moderate premium for a policy to protect you
or your heirs for as long as you own the property.
There are no renewal premiums or expiration date.

LAWYERS TITLE
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How is Title Insurance Different From
Other Types of Insurance?

With other types of casualty insurance such as
auto, home, health, and life, a person thinks

of insurance in terms of future loss due to the
occurrence of some future event. For instance,

a party obtains automobile insurance in order to
pay for future loss occasioned by a future “fender
bender” or theft of the car. Title insurance is a
unique form of insurance which provides coverage
for future claims or losses due to title defects
which were created by some past event (i.e.
events prior to the acquisition of the property).

Another difference is that most other types of
insurance charge ongoing fees (premiums) for
continued coverage. With title insurance, the
original premium is the only cost as long as the
owner or heirs own the property. There are no
annual payments to keep the Owner’s Title Insurance
Policy in force. While some people balk at another
“closing fee,” title insurance is pretty reasonable
considering the policy could last a lifetime.

How Does a Title Insurance Policy Protect
Against Claims?

If a claim is made against the owner or lender, the
title insurance company protects the insured by:

(1) Defending the title, in court if necessary,
at no cost to owner/lender, and

(2) Bearing the cost of settling the case, if it
proves valid, in order to protect your title
and maintain possession of the property.

Each policy is a contract of “indemnity.” It
agrees to assume the responsibility for legal
defense of title for any defect covered under
the policy’s terms and to reimburse for actual
financial losses up to the policy limits.

TITLE INSURANCE
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Why You Need Title Insurance—21 Reasons

We Hope You Never Have a Title Claim

With home ownership comes
the need to protect the property
against the past, as well as the
future. Each successive owner
brings the possibility of title
challenges to the property.
Title insurance protects a
policyholder against challenges
to rightful ownership of real
property—challenges that arise
from circumstances of past
ownerships.

@) Lawyers Title
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A fire destroys only the house and
improvements. The ground is left. A
defective title may take away not only
the house but also the land on which it
stands. Title insurance protects you (as
specified in the policy) against such loss.

. A deed or mortgage in the chain

of title may be a forgery.

. A deed or a mortgage may have been

signed by a person under age.

. A deed or a mortgage may have been

made by an incapacitated person or
one otherwise incompetent.

. A deed or a mortgage may have been

made under a power of attorney after its
termination and would, therefore, be void.

. A deed or a mortgage may have been

made by a person other than the owner,
but with the same name as the owner.




10.

1.

12.

13.

14.

The testator of a will might have had

a child born after the execution of the
will, a fact that would entitle the child to
claim his or her share of the property.

A deed or mortgage may have been
procured by fraud or duress.

Title transferred by an heir may be
subject to a federal estate tax lien.

An heir or other person presumed
dead may appear and recover the
property or an interest therein.

A judgment or levy upon which the title
is dependent may be void or voidable on
account of some defect in the proceeding.

Title insurance covers attorneys’
fees and court costs.

Title insurance helps speed negotiations
when you're ready to sell or obtain a loan.

A deed or mortgage may be voidable because it
was signed while the grantor was in bankruptcy.

15.

16.

17.

18.

19.
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There may be a defect in the recording of a
document upon which your title is dependent.

Claims constantly arise due to marital status
and validity of divorces. Only title insurance
protects against claims made by non-existent
or divorced “wives” or “husbands.”

Many lawyers, in giving an opinion on
a title, protect their clients as well as
themselves, by procuring title insurance.

By insuring the title, you can eliminate
delays and technicalities when passing
your title on to someone else.

Title insurance reimburses you for the
amount of your covered losses.

20.Each title insurance policy we write is paid

21.

up, in full, by the first premium for as long
as you or your heirs own the property.

Over the last 24 years, claims
have risen dramatically.




8

LAWYERS TITLE

The Title Search Process

TITLE INSURANCE

Customer Service verifies legal property description
and how title to real property is held

«

Preliminary order and title search are opened

«

Preliminary search of real property is done

«

Title search examines real property records,
general index records and tax records

«

Examiner reviews complete search package
and writes preliminary report

«

Data processor enters preliminary title information
into computer and prepares preliminary report
&
Prelims are sent to escrow and lenders
&
New documents, demands and statement of information
submitted to title company

«

Escrow authorizes recording of new
documents in the transaction

«

Documents are recorded, confirmation of recording
is received and liens of record are paid off

«

Title officer writes title policies

«

Data processor prepares final title policies

«

Title policies released to client
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Title Policy Comparison Chart

Someone else owns an interest in your title
A document is not properly signed

Forgery, fraud, duress, incompetency
Defective recording of a document
Unmarketability of title

Lack of a right of access to and from the land

The priority of any lien or encumberance over the lien of the insured mortgage

Mechanic’s lien protection

Forced removal of residential structure—encroachments
Forced removal of residential structure—restrictions
Forced removal of residential structure—zoning
Cannot use land for SFR due to zoning or restrictions
Unrecorded liens by the homeowner’s association
Unrecorded easements

Others have rights arising out of leases, contracts or options
Pays rent for substitute housing

Plain language

*Building permit violations—forced removal
*Subdivision law violations

*Zoning violations—forced removal

*Boundary wall or fence encroachment

Restrictive covenant violations

Post-policy defect in title

Post-policy contract or lease rights

Post-policy forgery

Post-policy easement

Post-policy limitation on use of land

Post-policy encroachment by neighbor other than wall or fence
Enhanced access—vehicular and pedestrian

Damage to structure from use of easement

Street address is correct

Map shows correct location of the land

Exercise of mineral rights

Sale fails due to neighbor’s encroachments

Living trust coverage

Coverage for spouse acquiring through divorce
Automatic policy increase up to 150%

Forced removal due to building setbacks
Discriminatory covenants

Insurance coverage forever

(STANDARD)
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Note: Items marked with an * are subject to a deductible and maximum liability, which is less than the policy amount. This chart is intended for comparison
purposes only and is not a full explanation of policy coverage. Policy coverages are subject to the terms, exclusions, exceptions and deductibles shown in the policy.

TITLE INSURANCE
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Homeowner’s Policy of Title Insurance

Coverage for 1-4 Family Residences

Providing the Best for Homeowners

Homeowners depend upon the strength and
stability of a reputable title insurer to back their
policies for years to come. We have a long and
proud history of providing homeowners with the
most innovative title and escrow products in the
industry. Homeowners can enjoy peace of mind
knowing they are insured by one of the industry’s
premier title insurers. And with the Homeowner’s
Policy, you'll have even more peace of mind
knowing you have the best policy available.

Providing the Best to Realtors

The superior coverage of the Homeowner’s
Policy of Title Insurance, backed by the
nation’s strongest title insurer, provides
outstanding benefits to Realtors as well.

e Reduces Realtor’s exposure in a transaction
regarding certain regulatory matters

e |ncreases the client’s satisfaction and confidence
by providing the finest protection available

¢ Helps ensure the client’s ability to
resell the home in the future, free of
potentially damaging title problems

e Gives the Realtor and client peace of mind in
the increasingly complex world of real estate

Informing clients about premium title insurance such
as the Homeowner’s Policy makes good business
sense. With superior title coverage issued through

a strong and reputable title insurer, Realtors and
clients benefit from two critical layers of protection.

®) Lawyers Title

10 TITLE INSURANCE

Superior All-Inclusive Benefits with the
Homeowner’s Policy

The Homeowner's Policy includes the following
basic coverage:

False impersonation of the true owner of the property
Forged deeds, releases or wills
Undisclosed or missing heirs

Instruments executed under invalid or expired
power of attorney

Mistakes in recording legal documents
Misinterpretation of wills
Deeds by minors

Deeds by persons supposedly single, but in fact married

Liens for unpaid estate, inheritance, income or gift taxes

Fraud




Pre and Post Policy Protections

The Homeowner's Policy coverage
protects homeowners against claims
arising both before and after the policy
date. The homeowner is covered if
someone else has an interest in or
claims to have rights affecting title,

or the title is defective. Post-policy
protection also includes coverage for
forgery, impersonation, easements, use
limitations, and structural encroachments
built by neighbors (except for boundary
walls or fences) after the policy date.

Expanded Access Coverage

The Homeowner’s Policy provides
homeowners with expanded access
protection for right of access to and
from the property. Traditional title
policies do not define the type of access
a homeowner has to the property, but
the Homeowner's Policy specifically
insures both actual pedestrian and
vehicular access, based on a legal right.

Restrictive Covenant Violations

The Homeowner's Policy protects
homeowners against the loss of title
to property because of a violation of
a restrictive covenant that occurred
before the insured acquired title.

Building Permit Violations

The Homeowner’s Policy covers
homeowners if they must remove or
remedy an existing structure (except for
boundary walls and fences) because

it was built without a building permit
from the proper government office.
This coverage is subject to deductible
amounts and maximum limits of liability.

Zoning Law Violations

The Homeowner's Policy protects
homeowners if they must remove or
remedy existing structures because they
violate existing zoning laws or regulations
(subject to the policy deductible and
maximum limit of liability). Homeowners
are also protected if they can’t use

the land for a single-family residence

due to the way the land is zoned.

LAWYERS TITLE

Homeowner’s Policy, Cont.

The Homeowner’s Policy Also Provides These Additional Benefits

Subdivision Law Violations

The Homeowner's Policy protects
homeowners if they can't sell the
property or get a building permit
because of a violation of an existing
subdivision law. Homeowners are

also protected if they are forced to
correct or remove the violation. This
coverage is subject to a policy deductible
and maximum limits of liability.

Encroachment Protection

Covers homeowners if forced to
remove an existing structure because
it encroaches on a neighbor’s land
(coverage for encroachments of
boundary walls or fences is subject to
policy deductible and maximum limit
of liability). Covers homeowners when
someone else has a legal right to, and
does, refuse to perform a contract

to purchase the homeowner’s land,
lease it or make a mortgage loan

on it because a neighbor’s existing
structures encroach onto the land.

Water and Mineral Rights
Damage

The Homeowner’s Policy provides
coverage if a homeowner’s existing
improvements, including lawns,
shrubbery and trees, are damaged
because someone exercised a right
to use the surface of the land for
extraction of minerals or water.

Supplemental Tax Lien

The Homeowner's Policy protects
homeowners if a supplemental tax lien

is filed and assessed against the property
because of new construction or a change
of ownership prior to the policy date.

Map Inconsistencies

The Homeowner's Policy provides
coverage if the map attached to
the homeowner’s policy does not
show the correct location of the
land, according to public records.

Continuous Coverage

The Homeowner’s Policy covers
homeowners forever, even if they

no longer have the title. The policy
insures anyone who inherits the title
because of the homeowner’s death

and the spouse who receives the

title after dissolution of marriage.

The Homeowner’s Policy also allows
homeowners to transfer their home into
a trust after the policy date and receive
uninterrupted coverage, at no extra cost.

Value-Added Protection

Traditional title policies don't increase
their coverage as the value of a home
increases. Not so with the Homeowner’s
Policy. The policy amount automatically
increases by ten percent per year for
five years, up to 150% over the original
policy amount. This automatic increase
in coverage is included at no extra cost.

How to Offer Homeowner’s
Policy Coverage

This information is a general overview

of the coverages and protections

the Policy provides. It should not be
construed as a full statement of coverage
or policy provisions. This policy has

been adopted by both the California
Land Title Association (CLTA) and the
American Land Title Association (ALTA).

Your company representative can provide
you and your clients with information
about the Homeowner’s Policy coverage
in simple, easy to understand language.
Your representative is also available to
meet with your clients personally to
explain the Homeowner’s Policy or any
other title or escrow related product

we offer. Simply request information
about the Homeowner’s Policy when
opening an escrow! It's that easy!

Condlitions, Stipulations and
Further Information

Call your local representative for more
information or specifics about policy
language pertaining to this and other
products. The Homeowner’s Policy
Coverage has certain deductibles, liability
limitations, exceptions and exclusions
which apply to some coverage items.

TITLE INSURANCE
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What is the “Preliminary Title Report”?

The Lawyers Title Preliminary Report

The Lawyers Title Preliminary Report is an offer to
issue a policy of title insurance covering a particular
estate or interest in land subject to stated exceptions.

Since these exceptions may point to potential
problems with an intended purchase, it is important
for all parties to review the report once it is received.

A Preliminary Report provides a list of the matters
which will be shown as exceptions to coverage in
a designated policy or policies of title insurance,
if issued concurrently, covering a particular state
or interest in land. It is designated to provide

a preliminary response to an application for

title insurance and is intended to facilitate the
issuance of the designated policy or policies. It

is normally prepared after application (order) for
such policy(ies) of title insurance on behalf of

the principals to a real property transaction.

The Preliminary Report states on its face that it is
made solely to facilitate the subsequent issuance of
a title insurance policy and that the insurer assumes
no liability for errors in the report. Accordingly, any
claim arising from a defect in title must be made
“Since these exceptions may under the title policy and not the Preliminary Report.
If a title policy is not contemplated, a Preliminary
Report should not be ordered. Instead, consideration
with an intended purchase, should be given to requesting a Condition of

Title Report or other similar title product.

point to potential problems

it is important for all parties
After a title order has been placed, matters

) ) relative to the title policy coverage on the subject
is received.” property are assembled in a title search package
and examined by skilled technicians. This is when
the Preliminary Report is prepared and sent to the
customer. The report contains relevant information
so that the parties to the transaction will become
aware of matters which will not be insured against
by the title company. This report is issued before
the title policy, hence the name Preliminary Report.

to review the report once it

(®) LawyersTitle
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The Benefits of the Statement of Information

We Care About Protecting Your Personal Information

> 0

What is a Statement of Information?

Statements of Information provide title
companies with the information they
need to distinguish the buyers and sellers
of real property from others with similar
names. After identifying the true buyers
and sellers, title companies may disregard
the judgments, liens or other matters on
the public records under similar names.

What does a Statement
of Information do?

A properly completed Statement of Information
will allow the title company to differentiate
between parties with the same or similar names
when searching documents recorded by name.

What type of information is requested
on a Statement of Information?

Types of information include your full
name, social security number, year of
birth, birthplace, marital status, etc.

. Will the Statement of Information |

supply be kept confidential?

. Yes, your privacy is very important to us, and

all the information we collect will be handled
responsibly, and kept completely confidential.

. What happens if a buyer, seller,

or borrower fails to provide the
requested Statement of Information?

. Per the California Association of Realtors®

contract, sellers are required to provide

the Statement of Information to their
escrow holder within 7 days of acceptance
of the contract. Without a Statement of
Information, it would be necessary for the
title company to list as exceptions from
coverage judgements, liens or other matters
which may affect the property to be insured.
Such exceptions would be unacceptable to
most lenders—whose interest must also be
insured—and will prohibit the close of escrow.
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Vesting Descriptions—California
Common Ways of Holding Title

COMMUNITY
COMMUNITY PROPERTY TENANCY
PROPERTY WITH RIGHT OF JOINT TENANCY IN COMMON PARTNERSHIP TRUST
SURVIVORSHIP
Parties Husband and Husband and Any number of Any number Any number Any number of
wife or domestic | wife or domestic | persons (can be of persons. of partners. beneficiaries
partners. partners. husband and of the trust.
wife or domestic
partners).
Division Equal. Equal. Equal. Any number of Partnership Beneficial interests

of Interests

interests, equal
or unequal.

interests may be
equal or unequal.

under trust may be
equal or unequal.

In the names of
the individual
owners.

In the names of
the individual
owners.

In the names of the
individual owners.

In the names of the
individual owners.

In the name of
the partnership.

In the name
of the trustee,
“as trustee.”

Equal right of
possession.

Possession

Equal right of
possession.

Equal right of
possession.

Equal right of
possession.

According to
partnership
agreement.

According to trust
agreement.

Both spouses
must join in a

Conveyance

Both spouses
must join in a

Conveyance by
one co-owner

Each co-owner’s
interest may be

Any general partner
authorized by

Trustee may convey
in accordance

interest passes to
decedent’s estate.

to survivor.

the survivor(s).

decedent’s estate.

provides for either
termination or
continuance of
the partnership.

conveyance. conveyance. breaks the joint conveyed the partnership with the trust
tenancy. separately. agreement agreement.
may convey.
Decedent’s Decedent’s 1/2 Decedent’s Decedent’s Partnership Trust agreement
spouse 1/2 interest passes interest passes to interest passes to agreement usually provides for

distribution upon
death of the settlor.

Tenancy in
common between
devisee and
survivor results.

Successor’s
Status

Survivor owns
entire interest.

Last survivor owns
entire interest.

Devisees or heirs
become tenants
in common.

Heirs or devisee
have rights in
partnership
interest but not in
specific property.

Trust agreement
usually provides for
distribution upon
death of the settlor.

Community
property is liable
for the debts of
either spouse
incurred before or
during marriage
or domestic
partnership.

Creditor’s
Rights

Community
property is liable
for the debts of
either spouse
incurred before or
during marriage
or domestic
partnership.

Co-owner’s interest
may be sold at

an execution

sale to satisfy

the co-owner’s
judgment creditor.

Co-owner’s interest
may be sold at

an execution

sale to satisfy

the co-owner’s
judgment creditor.

Only a partner’s
right to receive
profits can be
executed upon

by the partner’s
judgement creditor.

Usually, a creditor
cannot execute
on a beneficiary’s
interest.

This chart is for reference purposes only. How title is vested has important legal consequences, and this chart should not be relied upon to make that decision. You should
consult an attorney and/or CPA to determine the most advantageous form of ownership for your particular situation. Someone who is not an attorney cannot give advice
regarding how to hold title because doing so would constitute the unlawful practice of law. Information may vary state to state.

TITLE INSURANCE




What is an Escrow?

Buyers and sellers of a piece of property establish
terms and conditions for the transfer of ownership
of the property. These terms and conditions are
given to a third party known as the escrow holder.
In turn, the escrow holder has the responsibility of
seeing that terms of the escrow are carried out.
The escrow is an independent neutral account and
the vehicle by which the mutual instructions of

all parties to the transaction are complied with.

Why is Escrow Needed?

Whether you are the buyer or the seller, you

want assurance that no funds or property will
change hands until all instructions have been
followed. With the increasing complexity of
business, law, and tax structures, it takes a trained
professional to supervise the transaction.

How Long is an Escrow?

The length of an escrow is determined by the terms
of the purchase agreement/joint escrow instructions
and can range from a few days to several months.

Who Chooses the Escrow?

The selection of the escrow holder is
normally done by agreement between the
principals. If a real estate agent is involved,
they may recommend an escrow holder.

Why Lawyers Title Escrow?

Lawyers Title Escrow has experienced and
knowledgeable escrow officers waiting to assist
you. We can handle your residential and commercial
purchases and/or refinance escrows, from the
unique to the complex. Lawyers Title has offices
locally and nationwide to accommodate the

most demanding buyers, sellers and borrowers.

Call us today to close your next transaction.

LAWYERS TITLE

Escrow FAQ

“The escrow is an independent
neutral account and the vehicle
by which the mutual instructions
of all parties to the transaction
are complied with.”

(@) LawyersTitle
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The Escrow Process

How Does the Escrow Process Work?

The escrow is a depository for all monies, instructions
and documents necessary for the purchase of your
home, including your funds for down payment and
your lender’s funds and documents for the new
loan. Generally, the buyer deposits a down payment
with the escrow holder and the seller deposits the
deed and any other necessary documents with the
escrow holder. Prior to the close of escrow the buyer
deposits the balance of the funds required and
agreed upon by the parties with the escrow holder.
The buyer instructs the escrow holder to deliver the
monies to the seller when the escrow holder:

e Forwards the deed to the title company for recording

e |s notified by the title company that a policy of
title insurance can be issued showing title to the
property is vested in the name of the buyer

The escrow holder thus acts for both parties and protects
the interests of each within the authority of the escrow
instructions. Escrow cannot be completed until the terms
and conditions of the instructions have been satisfied
and all parties have signed escrow documents. The
escrow holder takes instructions based on the terms of
the purchase agreement and the lender’s requirements.

Escrow Duties

The escrow officer’s duties typically include the following:

1. Receive signed Purchase Agreement;
prepare escrow instructions

2. Receive and deposit buyer’s earnest
money into an escrow account

3. Serve as the neutral agent and liaison/
communication link to all parties to the transaction

4. Order Preliminary Report to determine
status of title to property

5. Request beneficiary’s statement or payoff
demand related to existing financing

6. Comply with lender’s requirements as specified
in the lender’s closing instructions
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7. Secure releases of all escrow contingencies
or other conditions required

8. Prorate taxes, interest, insurance and rents

9. Prepare or secure the transfer deed
or other documents necessary to
consummate the transaction

10. Arrange appointments for buyer/
seller to sign documents

T1. Request and receive purchase funds from
the buyer and loan funds from new lender

12. Close escrow pursuant to instructions
provided by seller, buyer, and lender

13. Arrange for recording of deeds and
any other documents as instructed

14. Request issuance of the title insurance policies

15. Disburse funds as authorized, including
charges for title insurance, recording
fees, commissions and loan payoffs

16. Disposition of all funds held in escrow account

17. Prepare final accounting
statements for the parties

Communication Tips for Escrow

¢ When calling the escrow officer, have the escrow
number and buyer/seller's names handy

o Keep the escrow officer informed on any
matters that may affect the transaction

e Direct your questions to the proper
representative, such as:

Real Estate Agent: Physical aspects of
property, conflicts, and terms of sale

Lender: Loan terms, credit report issues, etc.

Escrow Officer: Escrow instructions,
documents and forms to be filled out
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The Life of an Escrow

The Escrow Process

Buyer and seller sign purchase and sale agreement

«

Buyer places deposit

«

Buyer or seller's broker/agent opens escrow

«

Escrow holder orders preliminary report from title company

Buyer and seller sign and return

Escrow prepares instructions escrow supplemental
and do\ciments &
Xz Escrow holder forwards the
Escrow holder reviews T H E “Statement of Identity” to title officer

preliminary report to clear title under general index

& ESCROW &

Request demands for payoff Escrow holder calls lender to find
v P R O C E S S out status and conditions
Escrow holder reviews V

demands and documents Obtain loan approval; check terms;

order loan documents

Escrow holder reviews file. Have all conditions been met?
Avre termite reports, new insurance, homeowner’s association information, and data
on liens complete? Prepare additional documents, if needed

&

Escrow holder receives loan documents

«

Buyer’s loan documents are signed and returned to
escrow holder with remainder of funds

«

Escrow holder reviews buyer and seller file, verifying that documents are properly
executed and notarized, that funds are good and that all conditions have been met

«

Escrow holder requests funds from lender

«

Escrow holder and title company review title insurance requirements

«

Escrow holder receives funds from lender

«

Record deed, close file, prepare statements, disburse funds and prepare 1099 report

ESCROW
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Opening Escrow

“In general, the first item
to enter the escrow is the
buyer’s initial deposit. The
escrow file will grow, item
by item, until all of the
conditions have been met
and the escrow is ready
to close.”

(®) LawyersTitle
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The selection of the escrow holder is normally
done by agreement between the parties to a
transaction. Typically, the escrow is then opened
by the real estate agent. Which agent (the “seller
side” or the “buyer side"”) will open the escrow
is generally determined by local practice.

Escrow may be opened via telephone, email, website
form, or in person, depending upon the preference
of the agent and which options are available through
the escrow company. An escrow file number is
assigned and the appropriate information is entered
into the computer. Upon issuance of the escrow file
number, the escrow officer will order a Preliminary
Report from the title company or title department.

The escrow officer will need some basic
information in order to open and proceed
with the escrow:

e Correct street address, and parcel # if available

e Sales price

Full names of all parties involved and marital status

Contact information for all parties

Existing lender name, loan number, contact
information and approximate unpaid balance

HOA (Homeowner's Association)
information, such as address and dues

e HOA management company information (if any)
e Commission amount and additional conditions

In general, the first item to enter the escrow is

the buyer’s initial deposit. The escrow file will
grow, item by item, until all of the conditions have
been met and the escrow is ready to close.

The escrow officer will also need the
following from the buyer’s agent:

e How the buyer(s) wants to take title (see pg. 14)
e New lender information

e Fire/hazard insurance information for
new policy or existing policy



LAWYERS TITLE

The Short Sale Escrow

The Short Sale Escrow

Lawyers Title can also handle the specialized “short
sale” escrow in which you need an experienced
escrow officer in short sale transactions. Many of our
escrow officers have received in-depth training in short
sales. Your escrow officer will provide confidential,
professional service throughout the transaction,
assisting you and communicating between all parties.
Our experienced title staff can foresee, communicate,
and work to remove potential obstacles as they

arise, to ensure the best possible outcome.

What is a “Short Sale”?

This term refers to a transaction in which the sales
price will not generate enough money to cover the
payoff of the seller’s existing loan and closing costs.
Working with a willing lender, a seller may be able
to negotiate a payoff amount which is less than the
actual amount that would ordinarily be required

to pay off the loan. The lender agrees to accept

the equity available in the property, and the seller
receives no proceeds from the sale of the property.

Time is of the Essence

Advise your seller to execute all title and escrow
documents quickly and return them to the escrow
officer. If you prefer, your escrow officer would be
happy to arrange for the clients to come in and
sign the documents, answering any questions
they may have about the escrow process.

To ensure faster approval from the lender, provide
the following information to your Lawyers Title
escrow officer:

e Purchase/List Price
e Estimated Closing Statement
e Commission Percentage or amount of commission

e Seller's costs:
A. Termite Work?
B. Repairs?
C. Is the seller paying any buyer’s closing costs?

e Payoff Information — lender(s) and
approximate unpaid principal balances

e Homeowner's Association. Current
HOA balance plus collection fees

e Does the property have delinquent
property taxes? Need amount.

Get Any Pre-Approved Work Done and
Submitted for Payment at Once

Remember, the lender is not obligated to
approve the short sale. Last minute invoices
may be rejected and could jeopardize

the short sale approval and closing.

Seller Must Net Zero

Even if there are funds left over at the close of
escrow due to a reduced expense, lower tax pro
ration, etc. any excess funds MUST BE SENT TO THE
LENDER or disbursed as per the lender’s instructions.

ESCROW
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Red Flags in the Title & Escrow Process

ltems to Be Addressed Before Closing

A “Red Flag” is a Signal to
Pay Attention!

Below are some of the items which
may cause delays or other problems
within a transaction and must be
addressed well before the closing.

e Bankruptcies
e Business trusts

e (Clearing liens and judgments,
including child or spousal
support liens

e Encroachment or off-record
easements

e Establishing fact of death:
joint tenancy family trusts

e Foreclosures

e Physical inspection results:
encroachment, off-record
easements

* Probates

e Power of Attorney: use
of, proper execution

e Proper execution of documents
e Proper jurats, notary seals
e Recent construction

e Transfers or loans involving
corporations or partnerships

e Last minute change in buyers

e Last minute change in type of
title insurance coverage

Red Flag Examples

Taxes: These are usually
standard, showing the status
of the current tax year.

Red Flag: Postponed property taxes.
This is a state program for senior
citizens. It allows the owner to postpone
the taxes until the property is sold or
refinanced. The owner applies to the
state, and the state provides “checks”
that the owner uses to pay the taxes.
The reason this is a red flag is because
a demand will need to be ordered
from the state by escrow in order to
pay off the postponed taxes. It may
take up to 2 weeks to get a demand.
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CC&Rs: These are standard. The CC&Rs
should be provided to the buyer by
escrow. The buyer should read these
thoroughly, especially if improvements
to the property are contemplated.

Red Flag: Some CC&Rs prohibit
certain types of improvements.

Easements: These are also pretty
standard. Most easements in newer
subdivisions (20 years or less) are
contained in the street. Some
subdivisions have nonexclusive
easements over portions of the property
for such things as maintenance

of side yards, access to common

areas (like golf courses), etc.

Red Flag: If improvements are
contemplated (such as construction of
a pool or spa for example), then the
buyer should request the easements

be plotted on a map to determine that
there will not be any interference to
contemplated improvements. However,
you should be aware that easements are
very difficult to get removed, and your
client may be better off with another
property if an easement interferes with
his future plans for the property.

Agreements: These commonly take the
form of road maintenance agreements,
mutual easement agreements (like

a shared driveway) or improvement
agreements, and will bind the owner to
certain actions. A copy of the agreement
should be requested from title and
provided to the buyer. It is the buyer’s
responsibility to contact their own
counsel if they do not understand how
the agreement would affect them.

Trust Deeds: These are common.
Escrow will order a demand from the
lender(s) which will allow the title
company to pay off the existing loan(s)
using the proceeds from the new
buyer’'s loan (or proceeds if all cash).

Red Flag: Watch out for old trust deeds
from a previous owner (or sometimes

the current owner if he has refinanced).
If you find a trust deed listed that has
already been paid, or that looks like

it was taken out by a previous owner,
call your title officer immediately. He

will research the trust deed, and take
the necessary steps to either remove

it from the public record (by working
with escrow to get release documents)
or by acquiring an “indemnity” from
the title company who paid off the old
loan. Old trust deeds with private party
beneficiaries (individual people acting as
lender, such as an old seller carry-back)
are difficult to get removed, especially

if several years have gone by since the
loan has been paid off. A bond will
sometimes be necessary in order to clear
title of an old trust deed. These bonds
must cover twice the face value of the
deed of trust, and will cost upwards

of 1% of the bond amount (usually
around 2 or 3 percent, more for higher
risk bonds), depending on how much
supporting documentation is provided to
the bonding company. Note: If you have
a client/buyer who is getting financing
from the seller, or any individual, advise
them to contact you or their title officer
when the loan is being paid off. The
release documents will be much easier to
get now rather than in a few years when
the lender may no longer be around.

Encroachments: \We will sometimes
find that a structure (commonly a
fence or driveway) encroaches upon
our property. This usually means

that your client will have to take the
property subject to the encroachment.
Contact your title officer if you see
encroachment language in your prelim.

Red Flag: The lender will usually

not want to lend on a property

where encroachments exist. In some
circumstances, an endorsement to the
lender’s policy (usually with an extra
charge) can allow the lender to close.
These are determined on a case by case
basis. Again, contact your title officer.



Notice of Violation: These will
sometimes be recorded by the fire
department, the health department,
or the local zoning enforcement
division in situations where the
property violates a local statute.

Red Flag: These are always a red

flag. The lender will not accept these
conditions. The violation will have to be
eliminated and the local enforcement
agency will have to issue a release before
closing. Escrow (or the seller or the
seller’s representative) will usually have
to deal directly with the appropriate
agency to resolve these types of issues.

Court Orders/Judgments: These
are not a standard item. The most
common types to show on a PR are
support judgments. These are issued
by the courts when child/spousal
support is owed by the party named.
(See "Statement of Information”)

Red Flag: Any order/judgment is a
red flag. It can take up to 6 weeks to
get a demand and release for support
judgments from the creditor (usually
the district attorney’s office). If you
see an order or judgment, contact
escrow immediately to verify that

the demand has been ordered.

Bankruptcy: While not unusual,
bankruptcies are not standard.

Red Flag: All open bankruptcies
require the debtor to get permission
from the court to sell or encumber an
asset (the home) or to take on new
debt. Chapter 7 and 13 bankruptcies
against the seller are the most common
we will find in a sale situation. A letter
from the bankruptcy trustee will be
required to close escrow. The trustee
will sometimes require that a payment
be made to the court at close. We
sometimes find a Chapter 13 against

a buyer, which will also require a letter
from the trustee allowing the debtor to
take on more debt. An open Chapter 7

against the buyer is rare, and the buyer
probably cannot get a loan as long as
he is in a Chapter 7. (See “Statement
of Information”) Note: Chapter 7 is a
complete washout of dischargeable
debt. Chapter 13 is a reorganization of
debt. Chapter 11 is a reorganization of
debt for a company or corporation.

Notice of Pending Action: This
is also known as a lis pendens.

Red Flag: This is a big red flag. This
means that someone has a lawsuit
pending that may affect the title to
the property. We often find these

in acrimonious divorce situations. A
demand (the aggressing party usually
wants money before releasing) and
withdrawal (a “withdrawal of lis
pendens” is a legal document that must
be recorded to release the lis pendens)
will be required before closing.

Statement of Information: Also known
as a Statement of Facts, Statement of
Identity, or an SI. This document will be
provided to the parties by escrow. It asks
for information about the parties such as
social security number, residence history,
marital history, job history, aliases, etc.
Please have your clients fill this out as
completely as possible. It allows us to
eliminate things recorded in the General
Index (GI) that are recorded against

the name (as opposed to the property)
such as tax liens, judgments, welfare
liens, support liens, and lawsuits that
may be filed against people that have
the same name as your clients. These
types of liens attach automatically to
any real property owned by the debtor,
and therefore make the property liable
for any payment due under the lien.

Red Flag: If your client has a common
name (for example: Smith, Johnson,
Garcia, Martinez, Lee, etc) it is important
that we receive the completed SI
promptly in order to “clear” your

client. Sometimes (rarely) the client is
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unaware that a lien may exist. More
often, the client may have resolved

the situation but has never gotten the
proper release documents recorded in
order to remove from the public record.
We cannot close a file with unresolved
liens against a seller. There are some
circumstances when a deal can still be
closed when there is an unresolved lien
against a buyer. Contact your title officer
if you find that this situation exists.

FYI: If you ever find yourself in a
situation where you need to record an
abstract of judgment against someone
who owes you money, it may be wise
to record the abstract in any county
where the debtor owns or may own
property. This will help protect you if
the debtor owns or purchases property
out of the immediate area. Consult your
attorney if you are not sure. If you find
something on your prelim that is not
listed here, it is probably a red flag and
you should contact your title officer. He
(or she) will be happy to provide you
with copies of recorded documents
and advise you as to what is needed 