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ALTA Best Practices Framework

The ALTA Best Practices Framework has been developed to assist lenders in satisfying their
responsibility to manage third party vendors. The ALTA Best Practices Framework is comprised of the
following documentation needed by a company electing to implement such a program.

e ALTA Best Practices Framework: Title Insurance and Settlement Company Best Practices
e ALTA Best Practices Framework: Assessment Procedures '
e ALTA Best Practices Framework: Certification Package (Package includes 3 Parts)

Version History and Notes

Date

Version

Notes

7/19/2013

2.0

Publication of the ALTA Best Practices Framework: Assessment
Procedures, along with other documents in the ALTA Best Practices
Framework, as approved by the ALTA Board on July 19, 2013. This is
the first publication of the ALTA Best Practices Framework: Assessment
Procedures.
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Please Note

Capitalized Terms:

o Capitalized Terms appearing in both these Assessment Procedures and the ALTA Title
Insurance Settlement Company Best Practices (Best Practices) shall have the meanings set
forth in the Best Practices document.

Documentation Guidelines:

e Detailed notes or documentation copies should be maintained for a minimum of five (5) years
to support testing performed and testing exceptions for each procedure.

Testing Guidelines:

¢ Where possible, the same file sample may be used throughout the assessment to test
multiple attributes.

Not Applicable (NA):

« Some of the Assessment Procedures will not be applicable to some agencies due to laws,
regulations, or business model.

Assessment Procedures Marked with an Asterisk (*)

e Many of the Assessment Procedure Numbers are followed by an Asterisk (*). This indicates
that a particular Assessment Procedure is a requirement and that a FAIL on that particular
Assessment Procedure results in a FAIL for that Best Practice.
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THREE WAY ESCROW ACCOUNT RECONCILIATION
WHAT IS IT AND HOW DO I DO IT?

An escrow is a transaction in which an impartial third party acts in a fiduciary capacity as an agent for the.

- seller, buyer, borrower and lender. The escrow agent is responsible for processing, safeguarding, and
- . accounting for funds entrusted to them by their escrow customers. This responsibility may result in

significant exposure to losses from inadvertently or intentional failure to follow proper procedures.

As escrow agents, closers, managers and owners of title agencies, we all know the importance of
maintaining a complete and accurate account of all closing files. We all remember that cliché “Money In =
Money Out". What a lot of us don't understand is how to prove Money In = Money Out. That's what the

- reconciliation process is all about! '

So what does this process entail? Simply put, as escrow agents, you must perform, on a monthly basis, a
three-way reconciliation of book balance, bank balance and escrow trial balance. ‘Lets go through each *
balance in deail. - : :

Book Balance

- This is a summary of what is going on in the "checkbook™; Just like your personal checking

account, the escrow or trust account should have a register listing the transactions. When you write
a check, you enter the date, the payee and the amount into your register. You subtract that amount
from your current balance and that gives you a new balance. Likewise, when you make a deposit,
you enter the amount and add it to the previous balance to arrive at the new balance. The same thing
happens in your escrow account. Your bookkeeper (or computer) should keep a checkbook register
of all deposits and disbursements for. the month,

Bank Balance

As we know from our personal checking account, the balance on the bank statement is never the same as
what our checkbook says it should be. The reconciliation of book balance to bank balance will prove the
accuracy of our records. (We will get into the how-to's later.) . :

Escrow Trial Balance

The trial balance is a list of files and their balances. When we reconcile our pérsonal account, we know the

-ending balance is our money. Whereas, in escrow accounting any money “left over” belongs to some one

else. The trial balance tells us which file(s) the money belongs to. The important thing to remember here is
all three balances must be the same in order to balance. The purpose of this requirement is to locate any
errors and to discover any shortages. So how do we do this? The attached Bxhibit A is a book to bank
reconciliation for June 2000. Let's go over it in detail: .
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. Book Balance:
" This is the amotmt shown as the balance in the “checkbook” on June 1, 2000.

Add Current Period Deposits & Wire Trarisfexs:

You are adding to the begiming checkbook balance all of your deposits for the month. Some peopls like to
segregate wires from other deposits, but it is not mandatory to do zo.

Su_btract Current Period Checks:

You are subtracting all thie checks and wires that have been written for the month.

Book Balance as of 6/30/2000: _$

This is your total!

. Ifyourbankaoowntismaintaﬁ:edonthecompw,ﬁsinfomﬁonisautomaﬁcaﬂyreminedinyompmgmm.

Anywneedmdoispﬁntyumdepositreg'mandﬂwdisbmmentmgister. You should also be able to print -~
a summary report similar to the attached Exhibit A. . ]

Bank Balance:

Ending Bank Statement Balance as of 613012000

This mumber i found on your bank statement. The statement should say beginning balence, fotal of deposits,
total of disbursements, and ending balance. :

Add Deposits in Transit:
Deposits in Transit are any deposits your checkbook says you have made, but do not show on the bank

. statement. Awmwnmimkemdemmbagkmdﬁaﬁomiswhbdﬂesmasdeposimhmit

Amdepositinumﬁwiﬂclearthehm&intheﬁmfewdaysofthsfonowingmth.Anyﬂﬁngthatstaysma
deposith!mnsitﬁn'ﬁorethanafewdaysisthmamﬁleshomageandmnstbefundedimmediately.

Subtract Outstanding Checks:
Cutstanding checks are checks you have written, but have not cleared the bank. You arrive at this mmber the

samewayaswid:ywrpmmalmmm&wmwlwmmfmm’mdvﬁmmbmmmm
numerical order. Then'mark them off the register if they have cleared the bank. Those that have not cleared

" become part of the outstanding checklist. PLEASE NOTE: You should always review the actual check against

the bank statement and the check register ... banks do make mistakes.

Bank Balance as of 6/30/00: _$

* This is your totall Unless you have made a mistake, your book balance should be the seme figure as your

One more step to go! Remember, in escrow account management, we must know what file(s) constitute the
ending balance.. That's where the trial balance comes in. Exhibit B is a copy of the trial balance for June 2000.
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. Irial Balance:

The trial balance is one of the most important reports required to reconcile your escrow account. A
trial balance is a listing of all files with positive and negative balances.

Our exhibit shows positive and negative balances and both are important to proper 6scrow account
‘management. Positive balances reflect files that haven't been fully disbursed:

Recording fees for release of liens

Checks were voided and a replacement check has not been issued
- Funds being held for post closing contingencies

Mistakes in check writing :

¢ o o o

Negative balances will also be shown on your trial balance as the examples set out below:

. Checks deposited with the bank but not posted to the file on the computer
. Deposits posted to the wrong file
K File was double disbursed - .

. A check was not voided in the system -

. The file was purposely overdrawn

A common mistake is to allow these file shortages to remain on the trial balance. Bach of these
items should be researchéd immediately. Acceptable accounting practices require file shortages to be

reimbursed by the appropriate parties or from the agent's operating account immediately upon
discovery. Simply put, if the file is short, you must place money from your operating account into
the escrow account to cover the shortage. When you receive recovery of the funds, you must place
these funds into the escrow account, prior to reimbursing your operating account. This provides a -
.complete and accurate accounting trail that would make-any auditor proud.

This reconciliation for June 2000 is in balance; but needs some help. In this particular instance, the
agent needs to place operating funds in file 2000-097. Do they need to reimburse 2000-252? What
about file number 2000-299? What should be done with file 2000-289? These are the types of
questions you, as a fiduciary agent, should be asking,

Your escrow account is a dynamic entity, constantly in motion. Think of the reconciliation as a °
"snap-shot” of the escrow account on any given day. It tells you if the world could stand still and
all things were equal, you would have X amount of money (or in our example NEED) in the
account and most importantly, which file(s) needs or has money. )

The total listed on this trial balance equals the book balance and the bank balance. We have now
_successfully completed a three-way reconciliation.

This process must be completed monthly. We recommend it be performed within 10 days after
receipt of your bank statement. Someone not responsible for escrow disbursement should prepare
the reconciliation. This person should not be an authorized signatory on the escrow account. Since
- the owner or manager of the agency will be ultimately responsible for any improprieties, it is
strongly recommended that someone in authority critically reviews and formally approves the
reconciliation. Accepted accounting procedures suggest the person preparing the reconciliation should
have the reviewer sign and date the bank statement and reconciliation summary report, C
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EXHIBIT A .

BANK RECONCILIATION STATEMENT
FOR THE PERIOD BEGINNING 6/1/2000 ENDING 6/30/2000

Bank Account Number 1234567
BOOK BALANCE COMPUTATION:
. Beginning Book Balance (6/1/2000) $56,656.93
ADD Current period deposits ' 93,752.34
Wire transfer deposits 318,709.52
LESS Current period checks . ' 475.599.
. BOOKBALANCE AS OF 6/30/2000 | $-6,480.38
‘BANK STATEMENT RECONCILIATION:
Ending Bank Statement Balance (6/30/2000) : $261,468.91
ADD Outstanding Deposits ' ' -0-
LESS Outstanding Checks 267.949.2

BANK BALANCE AS OF 6/30/2000 ’ 480.38

This reconciliation statement is only valid if the TRIAL BALANCE for the period

" ending 6/30/2000 matches the BOOK BALANCE and the BANK BALANCB shown
above.
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EXHIBIT B

- BSCROW ACCOUNT MANAGEMENT

Trial Balance as of 6/30/2000

File . Borrower ' Last Activity Balance
2000-097 Claire Andrews 4/15/2000 $-3.027.79

. 2000-102 Dean Weeks . 4/31/2000 25.00

12000-136 Rick Matta 4/19/2000 25.00

2000-143 Kim Francis 5/01/2000 75.00

- 2000-209 V.J. Parkee 512312000 125.00
2000-252 Nick Scott 6/19/2000 ' - -75.00

2000-268 Suzanne Ramey 6/23/2000 ©330.00

- 2000-289 .Charles Sanchez 6/23/2000 27

2000-299 - John Bellows - 6/30/2000 -3.957.86
: ' $-6,480.38 -
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NOTES ON THE TRIAL BALANCE

File #2000-097 Claire Andrews

This file closed on April 15, 2000 and as of the end of June 2000, the file is still short. It is
immaterial if this shortage was caused by a closing error or failure to receive a deposit from
one of the parties involved in the transaction. As mentioned previously, all file shortages
must be funded immediately npon discovery! In this instance, $3,027.79 in operating funds
should have been deposited into the escrow account when the shortage was discovered. The
agent should then determine which party owes the monies that caused the shortage and then try
to effect collection from the responsible party. Should the agent receive the funds, they can
then be deposited into the operating account to replace those funds advanced to balance the-
escrow. . -

e #2000- ic ott

 This file should be handled the same as the prévious example. Operating funds should be

deposited into the escrow account to cover the shortage.

File #2000-289 Charles Sanchez

This file contains an overage of $0.27. Although the natural inclination would be to deposit
this small sum into the operating account to offset fands advanced for file shortages,
federal statutes diotate that this overage must be returned to the rightful party.

File #2000-299 John Bellows

Since the date of this file is the last day of the accounting period for this trial balance, it is

* highly likely that this closing did not actually happen until the day following the end of the

month. While checks have been written in preparation of the closing, the actual closing has not
accurred as of the date of this trial balance. Assuming this to be the case, this shortage will be
received at closing and the escrow will balance. The subsequent bank statement should show a

- depogit in the amount of this file shortage within the first two days of thc.month.
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THREE-WAY RECONCILIATION

AS OF
AGENT NAME
A.- Checkbook Balance .
. iBegimingBookBalanceasof____ .. $
Plus Monthly Deposits
Minus Checks Issued
. Ending Book Balance )
B. Bank Balance |
Ending Bank Balance on s O
Less Outsta.nding Checks ' | E— )
Plus Deposit in Transit | _0
. Adjustments: _
Reconciled Bank Balance . s+

C. Trial Balance |
(smry of balance of each individual escrow file)
' (1) Derived from the ending balance per the bank statement. _
(9) Determined by comparing the checks clearing to the checks written.

(3) Represerits deposits which were received by the end of business on the last day of the
period-and deposited but were not credited by the bank until the next day.

* Ending Book Ba'laice,’ Reconciled Bank Balance and Trial Balance should all equal.

Copy of Bank Statement Attached.
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EXAMPLES OF ESCROW/TRUST ACCOUNTING INTERNAL CONTROLS

Scope & Purpose: List internal controls associated with safeguarding customer funds and to minimize
the exposure to theft or loss of customer funds.

Bank Reconciliations:

e At a minimum 3-way bank reconciliations are prepared every month for every escrow bank
account. This requirement includes accounts used for document recordings and insurance
premiums due to title underwriters.

o The 3 pieces to the reconciliation are 1) Bank statement balance, 2) book balance, and
3) Escrow Trial balance total. The balances of these 3 components agree. If there are
any discrepancies, they are documented, explained, and approved.

e Escrow funds are not commingled with operating funds.

o Evidence of timely reconcilement management review.

e Asummary of all bank accounts opened and recently closed is maintained.

o Receipts and disbursements are reconciled daily to bank records.

e Reconciliations are made available to the underwriter(s).

e Escrow accounts are properly identified as such to ensure adequate insurance coverage of client
funds.

* [f any reconciling items exist, they are investigated, documented, and corrected promptly.

e If any actual account or customer file shortages arise, they are funded immediately until the
root cause can be determined and resolved.

Segregation of Duties:

¢ Reconciliations are performed by individuals other than those with check signing or wiring
authority (refer to the attached segregation of duties matrix).

¢ Reconciliations are reviewed by management.

e Reconciliations are reviewed by underwriters.

¢ Individuals who prepare HUD 1 or other real estate or mortgage loan settlement statements do
not reconcile the escrow accounts (refer to the attached segregation of duties matrix).

¢ Two employees are necessary to execute an out-going wire transaction.

Wire Transfers:

e  Wire transfers are performed using online banking systems that require 2 employees to execute
an outgoing wire. The 2™ individual reviews original wiring instructions and documentation
before releasing an outgoing wire.

* Employees that act as wire transfer administrators of the online wiring system are appropriately
authorized and do not prepare reconciliations.

e Management reviews all changes to each authorized wire transfer users online banking
entitlements.
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e 2 employees are required in the rare instances where outgoing wires are performed by
telephone or fax.

¢ Dollar limits are established for each authorized wire transfer individual.

¢ Unique passwords, logins, and security keys are used to access online banking features.

Trial Balance Report:

o Reflects files from each customer that do not have a zero balance at any given point in time.

e Reconciled to the bank and book balances at least monthly.

¢ Any individual ledger for each escrow files is maintained to track every receipt and
disbursement related to the transaction.

Inactive File Review:

e Management approval is required for any disbursement from an inactive escrow account.
Inactive files are defined as those that have not had any escrow activity for 90 days.

¢ Inactive balances appearing on the Trial Balance Report are tracked and monitored on at least a
monthly basis.

¢ Explanations are documented for all files holding escrow funds.

e Regulations are followed to comply with escheatment requirements.

Outstanding Check Review:

¢ Regulations are followed to comply with escheatment requirements.

e An Outstanding Check list is prepared with each reconciliation on at least a monthly basis.

e Frequent follow-up is performed to ensure all checks clear timely. Any checks that do not clear
timely are investigated, documented, and reviewed by management.

Additional Preventative Internal Controls

¢ Positive Pay is utilized to prevent unauthorized checks from clearing the bank.

e ACH blocks are activated on the escrow/trust bank account to prevent unauthorized
withdrawals.

¢ International Wire Blocks are activated on the escrow/trust bank accounts to prevent
unauthorized withdrawals.

e Background Checks (criminal & credit) are performed on all new hires. Periodically, additional
background checks are performed on employees who have access to escrow funds.

¢ Training is provided to employees who handle escrow funds. This training is performed by
management as well as outside service professionals.

e Check stock contains preventative fraud features and is also physically secured.

¢ Inherent controls in the escrow accounting software prevent checks from being cut that would
cause a negative file balance.

e Funds are only disbursed after receipt of incoming funds has occurred. State specific good funds
laws are followed.
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Additional Detective Internal Controls

e Authorized check signers and users of on-line banking systems are routinely monitored to
ensure only authorized employees have access. Summary reports are used to document this
authority and access.

¢ Periodic internal reviews of the controls outlined in this document are performed and the
results of those reviews are documented and maintained.

e Allvoid, stop payment, or lost checks are accounted for in the escrow accounting software (or
manually) to provide an audit trail and to assist with the numeric sequence monitoring of
checks.

e Management approval is required for transfer of funds between files.

¢ Anadequate audit trail and reason exists for the transfer of funds between customer files or
escrow/trust bank accounts.

Post Closing Internal Controls

e Periodic quality control reviews are performed on individual files to ensure the settlement and
closing of the transaction occurred in accordance with title industry standards and regulations.
The following controls are a par t of the internal quality control review process:

o Alldisbursement and receipts amounts on the settlement statement are supported by
additional documentation.

o Incoming and outgoing wire confirmations are kept.

o File ledgers and settlement statements are mathematically accurate and agree to each
other.

o Settlement statements must be signed.

o Documents are recorded timely.
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