INTERNAL CONTROL GUIDELINES

These Internal Control Guidelines were prepared by the -
Department of Business Oversight in collaboration with the
Escrow Advisory Committee and the Board of Directors of
the Escrow Agents' Fidelity Corporation to assist escrow
agents in determining if their internal control proce-
dures are adequate. A system of internal control
includes both accounting controls and administrative
controls. After selecting and putting in place the nec-
essary elements of accounting controls, administrative
controls must also be put in place to complete the sys-
tem of controls.

It is imperative that each escrow agent maintain a
strong system of internal control. Therefore, take the
time to answer each question carefully. Those questlons
which elicit a NO response indicate a weakness in inter-
nal control. If yvou don't know the answer, ask your
accountant or the auditor that performed your fiscal
year-end audit. Keep in mind, that your system of
internal control should maximize separation of duties.
Other controls, not contained herein may‘be required for
your company. Consult your CPA.

Your internal control procedures should be periodically
reviewed by the owner or manager (at least annually, or
when record keeping changes are made), to determine if
appropriate internal controls are in place and working.

THE TIME SPENT COMPLETING THIS QUESTIONNAIRE, AND SET-
TING UP AND MAINTAINING THE SYSTEM OF INTERNAL CONTROL
NECESSARY TO SAFEGUARD THE TRUST ACCOUNT AND YOUR COM-
PANY ASSETS IS AN INVESTMENT IN THE FUTURE OF YOUR COM-
PANY AND THE ESCROW INDUSTRY AS A WHOLE.



Completed by
Date INTERNAL CONTROL QUESTIONNAIRE
ESCROW COMPANIES

CASH RECEIPTS:
1. Are trust bank accounts authorized by the board of
directors?

2. Are all escrow bank accounts designated as “trust
funds,” "escrow accounts," or under some other appro-
priate name indicating that the funds are not the funds
of the escrow agent?

3. Are pre-numbered cash receipts used?
4 . Are unused cash receipts stored in a secured place?

5. Are cash receipts controlled when more than one series
of receipts are in use?

6. Is the bank deposit prepared by a person other than the
person preparing cash receipts?

7. Is all money received as part of an escrow transaction
deposited on or before the close of the next full busi-
ness day in a bank, a savings bank, or a savings and
loan association in an account designated "trust" or

"escrow" account?
a) Are procedures in place to assure that all deposits

are made timely?

8. Is the duplicate deposit ticket, stamped by the bank,
returned to a person other than the person who prepared
the deposit?

9. Are bank-stamped duplicate deposit tickets compared
with the daily entry to the trust cash control account?

10. Are all interest-bearing accounts opened and closed in
accordance with Rule 1737 of the Commissioner Rules
(Title 10, California Administrative Code, Chapter 3,
Subchapter 9)?

11. Are all cash receipts and disbursements posted to the
trust bank control account daily?

12. Are the original and copies of voided cash receipts
kept together and filed in sequential order?

13. Are all returned checks delivered to a person other
than the person who prepared the bank deposit?

14. Are all returned checks posted to the corresponding
escrow ledgers daily and the ledgers reviewed for debit
balances?
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Yes

No




INTERNAL CONTROL QUESTIONNAIRE
ESCROW COMPANIES

CASH DISBURSEMENTS:
1.Are all trust checks pre-numbered?

2. Are checks issued only on collected funds?

5.

10.

1.3

12

13

14.

15.

L6

17

Are spoiled checks including copies retained and filed
in sequential order?

. Are voided checks defaced so that they cannot be
re-used?

. Are employees instructed not to make checks payable to
"cash," "bearer," "currency," etc.?

Is a check protector used?
. Are unused checks stored in a secure place?

. Are the persons who sign checks other than those who
record cash receipts?

. Are the persons who sign checks other than those who
post to the escrow ledgers?

Are person who sign checks designated by the bcocard of
directors?

If signature reproduction stamps are used, is access to
the signature machine controlled or restricted?

Are designated persons instructed never to sign blank
checks in advance?

Are checks countersigned?

Does the second check signer review the check and tran-
saction for propriety?

Do checks contain a stale-date provision?

Are transfers of funds between existing banks recorded
immediately?

. Are procedures in place to substantiate how the amount
transferred was determined (i.e. bank statement, out-
standing checks and/or cancelled checks and liability
control sheet on date of transfer) when you change bank
accounts?
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BANK RECONCILIATIONS:
1. Are bank statements and paid checks sealed by the bank

. Do the duties of the person preparing the reconcilia-

. Does the person who reconciles the bank account:

. Are checks bearing improper endorsements returned to
. Are old outstanding checks that clear reviewed by a

. Are month-end bank reconciliations reviewed and are all

. Are all dormant trust accounts reconciled monthly?

. Are all replacement checks issued from dormant accounts

. Are all checks issued from old/dormant escrow files

. Are endorsements on replacement checks and checks

INTERNAL CONTROL QUESTIONNAIRE
ESCROW COMPANIES
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Yes

No

and delivered directly to the person preparing the

reconciliation?

tion exclude:

a) signing of checks?

b) handling of cash?

c¢) recording cash transactions?

a) Account for all check numbers?
b) Examine signatures?

c) Examine endorsements?

d) Examine payees names?
e) Examine dates?

the bank for correction?

responsible person?

exception items on the bank reconciliation corrected
immediately?

authorized and signed by the owner/manager or desig-
nated responsible person?

authorized (i.e. substantiated by escrow instructions
and invoices) and signed by the owner/manager or desig-
nated responsible persons?

issued from old/dormant escrows reviewed for propriety

by the owner/manager and/or designated responsible per-
son?
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INTERNAL CONTROL QUESTIONNAIRE
ESCROW COMPANIES

Yes| No

ESCROW LEDGER ACCOUNTS:
1. Is an escrow number issued when the escrow is opened? |

2. Are escrows opened in sequential order?

3. Is an escrow log or comparable record maintained?

4. Are all opened escrows entered in the escrow log or
comparable record used?

5. Is a ledger card or start card prepared when an escrow

is opened?

6. Are cash receipts and checks posted to the escrow led-

ger daily?

7. Are manual controls and manual or computer prepared
ledgers reconciled daily?

8. Are all exception items researched and corrected daily?

9. Are daily and month-end ledgers reviewed for debit bal-

ances, posting errors and unusual items upon receipt?

10. Are all debit balances researched and corrected immedi-

ately?

11. Are subsidiary controls maintained for interest-bearing
accounts?

12. Are interest-bearing accounts reconciled to the control

account monthly?

13 . Are escrow ledgers accounted for at least monthly? .

14 . Are escrow files reviewed periodically by the
owner/manager or designated person to ascertain that
receipts, disbursements and the file were handled in
accordance with the written instructions?




INTERNAL CONTROL QUESTIONNAIRE
ESCROW COMPANTIES

GENERAL LEDGER ACCOUNTS:
1.Does the owner/manager understand the purpose of the
general ledger accounts?

2. Are general bank and savings accounts properly autho-
rized by the board of directors?

3. Are signatories on checks and savings accounts desig-
nated by the board of directors?

4. Are internal controls in place, to the extent neces-
sary, for the general bank and savings accounts similar
to those used for the trust bank account?

5. Is the escrow fee income recorded in the general ledger
compared to the escrow fees drawn from the escrow trust
records monthly?

6. Is the general ledger posted monthly?

7. Are month-end financial statements prepared by the 15th
day of the following month?

8. Is the general bank account reconciled monthly?

9. Are the requirements of Section 17210 of the Financial
Code met at all times (liquid assets in excess of cur-
rent liabilities and tangible assets in excess of total
liabilities)?
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ADMINISTRATIVE CONTROLS
ESCROW COMPANIES

Yes [No
.Does your company have an operations manual?

. Are functional policies and procedures established for
handling:
a) routine matters?

b) unusual matters? n

Is a person designated to answer questions concerning
sound escrow practice and/or company policy?

. Are open, closed and dormant escrow files selected at
random by the owner/manager or designated person and
reviewed to determine:

a) types of escrows handled?

b) unusual escrows handled? I [ I §

c) proper handling of funds (i.e. receipts and dis-
bursements authorizations)? B
d) sloppiness in handling files? (May result in
liability and/or losses.)

. Are unusual requests to open escrows and/or existing
files reviewed to determine possible conspiracy to:
a) defraud escrow company?

b) defraud lenders? o
c) defraud one of the principals? |

d) launder funds? ||

.Does your company have an established policy for
handling complaints?

Is the owner/manager informed of all escrow complaints
filed?

. Are all complaints investigated and response sent to
the complainant? |

.Are complaints and proposed responses reviewed, as

necessary, by a designated person other than the

escrow officer handling the escrow?

. Are employment applications obtained from all job

applicants? T

. Are references given on the employment application
double-checked?




12,

13

1455,

16 .

17.

18

183

20.

ADMINISTRATIVE CONTROLS
ESCROW COMPANIES
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Yes

No

Are job applicants required to sign the application
under penalty of perjury certifying that all informa-
tion is true and correct to the best of their knowl-

edge?

Do you have an established corporate policy concerning
the hiring of persons involved in and/or reasonably sus-
pected of previous thefts or embezzlements? (You may
wish to consult with private legal counsel before
drafting such a policy.)

Are all persons including temporary help handling
and/or having access to cash covered under the ESCROW
AGENTS FIDELITY CORPORATION (EAFC) bond?

Are fingerprint cards on file with the Department of
Corporations for all employees, officers, directors
and shareholders?

Are new employees trained to perform their duties in
accordance with uniform company policy?

Is the work product of new employees reviewed by a
responsible person?

Is follow-up training available to employees as neces-
sary?

Is training provided to all employees to increase their
level of technical competence and performance?

Is the owner/manager alerted when an employee and/or

other owner is living a life-style beyond their means?

21. Are all employees reminded that professional service

is the name of your game?
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