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The escrow process is usually not easily understood by people outside of the real estate industry.  

So this supports the following:  most buyers and sellers who are entering into the escrow process 

are usually very unprepared for it.  Better stated – buyers and sellers do not know what to expect.  

I have put the following information together in order to help you better understand what the 

“escrow process” is.  For starters:  Escrow is the most commonly used procedure/process when 

real estate is bought, sold, transferred and/or refinanced. 

To most all home buyers and sellers, Escrow is a “ Mysterious Process ” where sums of money 

and legal documents are submitted, change hands, and the property is somehow magically 

transferred from one party to another at the “close of escrow” (COE). 

The Escrow crucial “identifying element” is that escrow is the process whereby parties to the 

transfer or refinancing of real estate deposit documents and funds/monies to a neutral 3rd party (ie: 

the escrow agent/company).  Here any money deposited such as the “earnest money initial deposit” 

is held in a trust account until a specific event or condition takes place - such as the close of 

escrow (COE).  Any activity in regards to processing documents and the handling of funds will 

specifically be done according to the mutually agreed upon written “escrow instructions” from the 

parties involved.  In the case of a sale of property, the directive for escrow instructions are most 

always built in and/or written into the purchase offer/accepted contract.  

Escrow is essentially a clearinghouse for the receipt, exchange, payoffs and distribution of monies 

and/or items needed to transfer real estate.  Escrow also assures that no legal documents will be 

recorded, and no funds will be released, until all of the conditions of the real estate contract or 

agreement between the parties have been completed.  Just so you know upfront, some escrow 

transactions can be unpredictable and stressful for some participants.  In a “nutshell”, when all of 

the necessary elements to complete the real estate transaction have occurred, escrow is basically 

considered to be “closed”.   

A successful escrow is the product of an experienced team of real estate agents, the title 

company, the lending institution and the escrow professionals working together to guide you 

through this short lived, yet very important, arrangement. 
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   Escrow Process    Step-by-Step  Beginning-to-End 
 

The following scenario are steps that take you through a typical residential real estate purchase transaction 

in which most of the purchase price is being financed.  Some of these steps, as presented below, may 

occur concurrently and others may not be in the exact order of occurrence.  Simply know that much effort 

has been applied in order to present the steps in the actual sequence and/or simultaneous order in which 

they commonly and realistically do take place. 

 For a 1st time homebuyer and/or a repeat buyer, buying a house can be an exciting time and the 

search for one can be a trying experience.  Once a buyer and seller go into escrow, it is helpful for 

them to know that the more they understand the escrow process, the more relaxed the buyer & 

seller will be while they are going through it.  Do yourself a favor and read the entire following 

process presented to you below… I will walk you through and help you better understand what the 

closing process is.  Just so you know, I am sharing this information to buyers and sellers (and 

anybody else who wants to know) because I have seen a need for the general public to know more-

or-less how the escrow process works and more specifically to satisfy the need of a buyer and 

seller to have a better idea and/or insight of what to expect while “in escrow”.  

  Theoretically, the initial 1st step of the buyer is to apply for a loan with a mortgage lender of 

their choice.  This will determine whether the borrower qualifies for a loan.  Based on the 

borrower’s income, expenses and credit scores, this process will reveal the maximum amount that 

the lender would be willing to lend.  Upon qualifying, it is recommended for the buyer to request a 

“pre-approval letter” from the lender.  This letter will state the borrower qualified amount.   

  Upon the buyers finding the home they wish to purchase, a written purchase offer is then 

prepared by the buyer’s real estate agent. Once the prospective buyers review and agree to the 

items in the offer, the buyer party then signs & dates the required purchase offer documents.  The 

purchase offer along with the lenders pre-approval letter will then be forwarded to the seller’s agent 

(listing agent) for it to be presented to the seller.  

  Before the seller accepts an offer, there may be a series of counter-offers.  Upon both parties 

agreeing to the terms, conditions and the sale amount, the seller is then to sign the purchase 

offer/contract including counter-offers if any.  At this point the contract is now said to be “fully 

executed”  (ie: signed and dated by both parties). 

  Starting from seller date of acceptance, the buyer brokerage has 3-business days to deliver the 

initial “earnest money” deposit (stated in the purchase offer) to the escrow officer/company. Escrow 

will see that it is promptly deposited into an escrow account where the funds will be held until the 

time of closing.  This holding period may change if by chance the contract is mutually cancelled by 

both parties. 

 The remainder of the Total Down Payment will be requested of buyer once we get further 
into the transaction (usually on or a couple-of-days before the date of signing the loan documents). 
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  Any necessary signatures to open the escrow are gathered, once this is done an escrow file for 

the transaction is created and escrow is now considered to be “opened” - The timeline for escrow 

and its entire process has now begun.                     

  The buyer agent, with the consent of the buyer, contacts a Certified Home Inspector and 

schedules a home inspection to be performed as-soon-as possible. (Buyer to pay for this service) 

 From the date of seller acceptance, contractually the buyer has 17-days to complete all 
inspections (unless otherwise agreed to in writing).  This 17-day period is called the 
“contingency period”. 

 Within the agreed upon contingency period, the buyer may request that the seller to make 
repairs and/or correct issues found (if any) that are stated in the Home Inspector’s 
“Inspection Report” . The buyer should know that the seller is under no obligation to make 
any repairs. But in the spirit of friendliness and the seller’s will to get the deal done, the 
seller most often will choose to do some or all of the buyer requested repairs (most always in 

a short-sale no repairs are done).  It is standard practice for any agreed upon repairs to be 
completed prior to the close of escrow date. 

 2-other contingencies that fall within the 17-day period (unless otherwise agreed to in writing) 
are the Loan and Appraisal contingencies. 

 Ideally the buyer should remove all contingencies within the 17-day period or face the 
potential of contract cancellation by the seller…. FYI - Seller is obligated to notify the buyer 
to “perform”, that is to drop the contingencies (the Notice-to-perform specifies a date, commonly 

2-days to perform/drop contingencies) or the seller has the right to move forward and issue a 
cancellation of contract.  

                 

 Early in the start of a transaction and upon Lender request;  Escrow is to provide copies of the 

real estate purchase contract, earnest money deposit and escrow instructions to the lender. 

 If a buyer is obtaining a loan to purchase and the buyer loan application is approved, the 
lender has 3- days from the time of the accepted loan application to provide the buyer with a 
Good Faith Estimate (GFE) of all loan costs.  This GFE is issued in order to avoid any 
hidden surprises in regards to loan related fees.  Within those 3-days the buyer should also 
receive a copy of the booklet, "Buying Your Home," which outlines the settlement process. If 
these two things do not occur, it is a good idea to talk to your lender and request these. 

 

  The lender will order the appraisal of the property. (the appraiser's role is to provide an objective, 

unbiased opinion of the property value). 

  The Seller is issued and is to fill-out a “Statement of Outstanding Loans and Liens” plus any 

other claims against the property (if any). 

  Both Buyer and Seller are issued and are to fill-out a “Statement of Information”.  This form is 

used for title insurance purposes to assure that there is no confusion of identity with those of the 

same or similar names and to assure that there are no unknown judgments against the person 

seeking title insurance.  The Statement-of-information form is also known as a "Statement of 

identity".  Again, this provides to the Title and the Escrow officer/company with verifiable pertinent 

and personal data with the intention of specifically identifying the grantee, grantor, borrower/buyer 
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 Escrow will draft the “escrow instructions”.  Most always the escrow instructions will come from 

within the content of the Residential Purchase Agreement/Contract plus any counter-offers and 

addendums.  These documents will direct Escrow as to how to proceed, therefore continuing the 

flow of moving forward towards the goal of closing the transaction.         

  The Escrow officer will request a “preliminary title” report from the Title company (also known as 

the “Pre-Lim” report).  Escrow provides the Title company with the buyers and sellers completed 

“Statements of Information/Identity” and the “Statement of Outstanding Loans and Liens” 

documents.  The preliminary title (pre-lim) report is also compared to these documents.  

 This Pre-Lim report and the Title company process will help define the Seller obligations 
necessary to achieve a “clear title” for the property. (meaning: title of property is said to be free 

of liens, judgments or any disputed legal issues regarding ownership and the transferability of the 

property) 

 The Title officer reviews the preliminary title report and will search and examine the public 
records for information related to the subject property. This Pre-Lim report will also provide 
any warnings of title flaws, demands, cloud-on-title and/or other issues that must be dealt 
with before the property can change hands (ie: sold). The goal is to have a “clear title”.      
For instance, the current owner may have failed to pay state, federal or property taxes.  In 
most all cases there will be a 1st mortgage, but there could also be an outstanding 2nd 
mortgage or judgment/Lien on the property that needs to be investigated. Title professionals 
are responsible to deal with such seller obligations and resolve any title issues they find       
- if possible. 

  The escrow officer/company notifies the sellers current Lender/Lien Holders of the pending 

sale or refinance. This creates a need to transfer title, therefore Escrow orders a Demand-for-

Payoff (this is a statement, prepared by the current lender, showing the remaining terms and balance on a 

mortgage). Also referred to as “Payoff Statement” or "Letters of Demand").   

 The payoff-statement also states the amount of property taxes that will be rebated due to 
prepayment by the current owner. Again, these statements are prepared whenever a borrower 
considers paying off a loan early.  Although payoff statements can apply to any type of loan, they are 

most commonly prepared for home mortgages.  

  The escrow officer will request from the seller listing agent for a copy of any inspection reports 

- such as a Termite Inspection, etc.   If the seller is to pay for any repairs or services through 

escrow, then the escrow officer needs to know the exact cost of such repairs in order for these and 

all other closing costs to be shown in the Closing Statement/sheet (also known as the HUD-1 

statement or settlement form). Note  Depending on the buyer’s type of loan (FHA, VA, or Conventional), 

it is important to know that most all lenders will not fund the home loan if any termites and any 

termite wood damage exists and if any damaged-termite-wood-repairs or termite eradication is not 

being done prior to the sale (tenting, fumigation etc.). Proof of repairs and eradication is within the 

content of the “termite clearance” document.  (Which of the 2-parties is to pay for this?  It is a standard 

practice for it to be stated in one of the documents relative to the purchase contract - “Wood destroying 

pest inspection & allocation of cost addendum” – and it is very common for the seller to pay for any 

termite wood damaged repairs and any eradication of termites….remember these repairs and eradication 

can be a condition of the Buyers Loan so it is important for both parties to address this). 
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  The Seller reviews and approves the Preliminary Title Report.  Also the seller is to review and 

approve the content of the Demands-for-Payoff document. 

  The Buyer also reviews and approves the Preliminary Title Report. 

  By now the property appraisal has been done and the appraisal report has been sent to the 

lender.  FYI -  in this purchase/financed scenario, the appraiser works for the lender, not the buyer 

nor the seller, even if one of them pays for the appraisal.  Also a loan officer should automatically 

send a copy of the appraisal report to the buyer. (the buyer is usually the one that is pays for it)     

  After receiving the appraisal report, and let’s say the house has appraised at value, then the 

lender will be preparing to submit the loan package to their mortgage “underwriting” division for any 
further review and final approval. (Underwriting is the process by which the lender decides whether an 

applicant is creditworthy of receiving a loan. The main task of the underwriter process/function is to avoid as 
many undue risks as possible and approve or dis-approve the loan based on lenders loan policy, standards 

and guidelines). 

 At this stage,  the underwriter may require re-verification of buyer funds (bank balances), 
income and creditworthiness, and also see if any representations and warranties given by 
the borrower are still known be true and correct.  The underwriter can also ask for additional 
verification of items on the buyer’s credit/financial history. 

 The underwriter may also require further information about any conditions noted in the 
appraiser’s report. 

 When the underwriter’s review of the file is satisfactory and complete, the underwriter will 
notify the lender and the lender notifies both the buyer and escrow that the loan is 
approved. 

 Though the loan is approved, the underwriter will usually request additional conditions that 
must be met and reviewed. 

 There will be Pre-Loan Document conditions (also known as “PRE-DOC” and “Prior to 

Documents”) that must be met before the loan documents are issued. These conditions are 
usually a request for forms and documents that the escrow officer will generate and forward 
to the underwriter. 

 Also from the underwriter, there usually is “FUNDING” conditions that must be satisfied. 
These are items that must be delivered to the underwriter before the loan can be funded. An 
example of a funding condition would be proof that the buyer has a home fire insurance 
policy ready and to immediately take effect upon closing. 

  After the Pre-Loan document conditions are met/satisfied, the Loan processor or Loan 

Officer/Lender will advise Escrow and Title that final loan approval has been obtained and that the 

lender is ready to “draw-up/draft” loan documents. 

 The Lender will email or courier deliver the loan documents - ”Loan package” to the escrow 
officer. 

 The escrow officer will contact the buyer for an appointment to sign the documents. 

  If by chance there are any exceptions or changes to the original escrow instructions. These 

exceptions shall be corrected and/or adjusted in an Escrow “Amendment” document.  
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  While the buyer is "in escrow", the buyer will be asked by an Escrow representative the 

question as to how you are going to hold title to the property (ie: that is vesting / type of ownership). 

How the buyer is to hold title needs to be known prior to the closing of escrow date. There is 

various ways of holding title, so it is important for the buyer be ready for this.  The buyer should 

seek legal counsel or a consultation with their CPA-tax preparer is highly recommended. 

  The escrow company prepares all necessary documents for review and re-confirms the 

scheduled date for the necessary signatures from both the Buyer and Seller.  

  At least 1-day prior to the buyer signing the loan documents, the escrow officer will issue to the 

buyer the HUD-1 statement (Closing Statement Settlement Sheet. This shows all fees and charges).   

 Every residential loan closing has a HUD-1 statement in the closing paperwork. Most buyers 
and sellers study the form with their real-estate agent. 

 The escrow officer is also readily available to review with the buyer or seller any and all 
detailed settlement costs. 

 The HUD-1 shows very specifically and to the penny, exactly what a buyer is paying to close 
on a property.  And for the seller, it will also show their respective detailed costs/expenses, 
property tax refunds etc. and most importantly what the seller is to receive from the 
proceeds of the mortgage/sale (known as “Net” proceeds). 

 Again, the HUD-1 settlement sheet will consist of exactly what the buyer loan costs are, 
what fees and charges are involved - and in addition how much money the buyer needs to 
bring “to-the-table” prior to close of escrow or how much cash a borrower may be receiving 
if it’s a refinance.   

 Simply know that any and all charges, fees payoffs and/or costs must be listed on the   
HUD-1 statement. 

  The Buyer deposits, with the Escrow holder, the remainder of any and all other necessary 
closing funds (this usually is the balance of the down payment including escrow fees etc...according to the 

steps of this transaction - so far escrow has only received the “earnest money deposit”) 

 Any down money “wired” by the buyer should be sent to Escrow, at the latest the day before 
close of escrow. 

 If a cashier’s check is involved, a California cashier’s check needs to be deposited at least 
2-days before the close of escrow to ensure transmission to the bank and a “good funds” 
bank clearance of the cashier’s check. 

  After the buyer signs all the necessary loan documents (in the presence of a Notary Public), the 
escrow officer will “package” them along with other documents such as the estimated HUD-1 
closing statement and all other documents necessary to satisfy any Lender FUNDING conditions 
such as proof of insurance - all such documents are sent to the lender.   

 Any documents that are to be recorded (at recorder’s office) are sent from Escrow to the Title 
company.  
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  In California, it is important to understand that “closing of escrow” does not mean the day the 
buyer signs the loan documents (nor does “close of escrow” means the day the lender “funds” the loan). 

 The buyer signed documents are copied and the originals are either couriered, sent 
overnight or sent via a secure email (if acceptable) to the lender for lender funding review. 

 The lender will most likely receive the documents back on the day after the buyer has 
signed them. 

 After the lender receives the signed documents, the funding review process can take 24 to 
72 hours.   

  The lender reviews the loan documents to assure itself that all loan and underwriter “funding 

conditions” have been met plus any and all relative documents are fully and correctly signed.  

Upon completion of this review, the lender will prepare itself to issue the funds.  

 Escrow is then notified by the buyer’s lender that they are ready to release loan funds. 

 In Southern California, the loan funds/proceeds are “wired” to the Title company and it goes 
into a Title company “sub-escrow” account.  Upon Title receipt of the wire, the loan is now 
considered it to be “funded” (one of the steps of funding involves the lender subtracting their 

loans fees, impounds and interest prior to sending the balance to the Title company).  
 

 In addition, the lender also sends a “funding figures” statement to the escrow officer. 

 Escrow officer verifies that the funded amount is sufficient enough to close the file/escrow 
and contacts the Title company to “set up the file” for recording.  

 Note  - Occasionally lenders do fund immediately upon buyer signing loan documents - this is called a 

“Table Funding”.  This is an option which allows “mortgage brokers/lenders” who are approved for 
Wholesale Traditional Lending to originate, process, fund and close loans in their name.  If table funding 
has occurred – then at the time of the “final settlement”, the loan monies are sent to the mortgage broker 
(who table funded) and the net effect is that the loan is to be transferred from the mortgage broker to the 
lender (a Buyer should consult with their respective Lender about this method). 

  The Title company now prepares itself to release the documents for the recording of the grant 

deed at the County Recorder’s Office. The recording is usually scheduled for the next day after 

receipt of the “wired” money from the lender.  

 The escrow officer will instruct the title company when to record.  
 

  The escrow officer/company coordinates the issuance of the home Title Policy with the Title 

Insurance company. 

 This action involves – a “final search” of the title is ordered.  The Escrow and Title officers to 
again review the Preliminary Title report in order to ensure that all documents necessary to 
transfer and “clear title” are in possession of the Title officer. 
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  The directive, from escrow, is given to the Title company to record….the Grant Deed gets 

recorded.  In Southern California, escrow is “closed” on the day that the grant deed is recorded in 

the official records at the County Recorder’s office. 

 The moment the grant deed is “date-stamped”, by the county clerk, is the moment that 
ownership of the property changes hands. 

 Officially the house now belongs to the buyer. 
 

   A Title company officer/representative will “confirm the recordation” and then will call the 

buyer, seller real estate agents and Escrow with the good news (sometimes the “confirmation” from 

the Title representative is to contact Escrow first and then Escrow contacts the buyer and seller real estate 

agents) ….either way recordation has been done, so a big congratulations is in order ! 

   Arrangements are made, between the seller and buyer, for the house keys to be handed 

over/delivered to the new homeowner. (this is commonly done on the day of recording) 

 

 Even though “confirmation-of-recording” has taken place, the responsibility of both the 

       Escrow and Title officers still continues behind-the-scenes….  
 

  To legally complete the purchase/sale of the property, the Escrow and the Title companies 
       must still complete the following:  

 

 Escrow calculates the pro-rations and costs in order to reconcile and balance all funds to be 
disbursed.  
 

 Escrow prepares the “final” HUD-1 settlement statement. 
 

 Remember earlier…the lender Loan funds/proceeds went to the Title company “sub-escrow”   
account?   Now the Title company must forward final mortgage balance payment to any 
prior lenders – this is known as the “payoff”.  This includes any liens, judgments, 
encumbrances or other claims against the property. (A Title “sub-escrow fee” is charged for the 

performance of the above title services, it is separately identified as with all other title charges and 

service fees). 
 

 Any and all remaining funds are then disbursed from the Title company to the Escrow 
account holder for further disbursements. 
 

 Escrow is to pay the parties who performed services in connection with the closing. 
(example: the Real Estate Broker commissions and the Termite & Pest Control company etc.) 
 

 Escrow is then to pay out any “net” funds to the seller. (if any)   
 

 The buyer and seller can relax knowing that you don’t have to be involved in any of this. The 
Escrow and Title officers will take care of all these “post-closing” details. 
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Is the Escrow Process over?  (a couple of Final items that need to also be known)  

 

  By now you know that the Grant Deed has been recorded, the original Grant deed stays at the 

County Recorder’s office and the buyer and sellers each get a copy.  Again, the Grant Deed 

recordation transfers title of real property or a real property interest from one party (grantor / seller) 

to another, the (grantee / buyer). 

  When a home mortgage loan is involved in a sale/transfer, a "Deed of Trust" (often referred to a 

“Trust Deed”) is used to assign property ownership.   

 A Trust Deed is indirectly given by the buyer/borrower to the lender.  The Trust Deed 
transfers the title of the property to a Trustee (often a Title company) who holds it as security 
for the buyer obligation of the Home Loan/mortgage. 

 Basically a trust deed merely gives a mortgage lender a lien on the newly 
transferred/purchased property.  

 When the loan is completely paid-off, the title is to be transferred (conveyed) to the 
borrower/payor.  

 

Ending Notes  - My intent of putting the above steps and content together is specifically for you to 

become more informed with the real estate escrow process. • I am not in the Escrow, a Title nor 

in the Mortgage Lending business….I am a local San Diego residential REALTOR® Broker - a 

Listing Sellers agent and Buyer's agent.  
 

• Hopefully you have found the content-information helpful and that now you are more aware and 

knowledgeable in regards as to what the “escrow process” really is about.  Hopefully you can and 

will use this shared information to your advantage someday.  – Oscar Castillo  
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