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ESCROW GUIDELINES

FOR

FIRST AMERICAN LIMITED TITLE AGENCIES, APPROVED ATTORNEYS AND INDEPENDENT SETTLEMENT SERVICE PROVIDERS
INTRODUCTION

The “escrow/trust” account, “fiduciary” account, closing/settlement” account or “IOLTA” (hereinafter collectively termed the “Account”) account holders have fiduciary responsibility for prudent processing, safeguarding, and accounting for funds entrusted to them by escrow customers of clients.  Accordingly, this responsibility results in significant exposure to losses from inadvertent or intentional failure to execute their duties properly.

It is the purpose of these guidelines to present the internal control objectives for Account operations and to establish fundamental control practices and procedures necessary to achieve these objectives.  The procedures described must not be considered all-inclusive and they will not necessarily result in a system of internal control adequate to achieve the stated objectives.  Management is responsible for making a review of its operations and based upon their size and complexity, determine what, if any, additional controls are required to achieve the stated objectives and provide a satisfactory system of internal control.

An important element in the system of internal control is the concept of segregation of duties such that no one person is solely responsible for the initiation, authorization, and recording of a transaction.  To the extent that staff size permits, escrow, trust account, bookkeeping, and cashiering activities must be performed by different employees.  In small offices that do not have sufficient staff to provide for a complete segregation of duties, an owner must implement and maintain control over Account activities.  

RECORDS, DOCUMENTS AND PROCEDURES

FUNDAMENTAL TO ALL ESCROWS
1. A separate bank account designated as one of the Account types in the name of the Attorney or escrow agent must be established.  Checks, cash, wires, ACH transfers, or other funding instruments (“Funds”) received must be immediately deposited to the Account.
2. An individual accounting ledger record for each transaction must be posted and retained by persons responsible for bookkeeping functions.   This record must reflect all receipts and disbursements in chronological order and the balance of Account funds at each transaction date.

3. A control account must be maintained and used to record the cumulative balance of trust funds received and disbursed and reflect the total fiduciary transaction and fiduciary liability at any given date.

4. A trial balance of the individual trust ledger cards must be prepared monthly and the total reconciled to the control account.  Managerial review must determine that the trial balances are prepared timely and that reconciling items are reasonable and cleared promptly.

5. The bank account must be reconciled to the control account monthly.  Prompt investigation must be made of unusual reconciling items, including old outstanding checks.  Like the trial balance, managerial review must assure that the reconciliations are being done on a timely basis and that reconciling items are reasonable and cleared promptly.

6. Overdrafts (i.e., shortages or negative balances) must be reviewed by management immediately and corrected through the appropriate action i.e., through collection of real overdrafts or bookkeeping adjustments of reported overdrafts which result from clerical errors.

7. Disbursements must be made only from collected funds or Good Funds (as defined in Company Standards regarding Good Funds).

1. Each transaction must contain the following documents:

a.
A formal deposit Receipt or Contract of Sale.

b.
Correspondence and other documents that support the actions of the fiduciary, including disbursements out of the trust account.


c.
The closing or escrow settlement statement;

d. 
A disbursement sheet showing individual receipts and disbursements in chronological order and the balance of trust funds at each transaction date.

e. 
Duplicate copies of each disbursement out of closing and receipts into the trust account. 

CONCLUSION

Custody of Funds is a fiduciary function.  In recognition of First American’s potential liability under commitments, policies and Closing Protection Letters, to the extent that you are holding Funds to fulfill the requirements of a title insurance commitment, policy, or Closing Protection Letter, First American publishes standards and guidelines regarding holding escrow funds.  To fulfill that responsibility, management must establish control procedures in its day-to-day operations. 
Among the most important elements of internal control is the careful and continuous review of all elements of the escrow operations by management.

--
Escrow operations tend to change over a period of time, and people must be educated on these changes.
--
Reconcile each transaction to verify that all Funds received in escrow have been properly disbursed. 
--
Procedures should be put in place to minimize errors. 
Again, the procedures described herein are not exhaustive, but must be incorporated into your escrow operations.  They are designed to be utilized together and in conjunction with other escrow procedures.  First American considers them to be the minimum standards and guidelines; those controls and procedures most fundamental and essential to the offices of its Limited Title Agents, approved attorneys and independent settlement service providers.
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