An REO (Real Estate Owned) property is a home or pricing, strong investment potential, and long-term
piece of real estate that has been repossessed by a value. While these properties can present appealing
bank or mortgage lender after a failed foreclosure opportunities, they often involve additional

auction. Many buyers are attracted to REO complexities that buyers must carefully evaluate.
properties because they may offer more affordable
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REO properties can carry uncertain or complicated
title histories. For instance, if a foreclosure occurs
after a homeowner’s death, unknown heirs may later
assert ownership claims—even after the property
has been sold. Additionally, there may be unresolved
debts tied to the property. These situations can lead
to unexpected disputes, added costs, and, in worst-
case scenarios, the loss of ownership.

Common Title Issues Associated
with REO Properties
Outstanding Liens
Previous owners may have left behind debts secured
by the property that were not fully resolved, such as:
« Mechanic's liens
- HOA dues
+ Judgment liens from unpaid obligations

Some of these liens may survive foreclosure and
could become the buyer’s responsibility if not
properly cleared.

Unpaid Property Taxes

Back taxes or special assessments may remain
attached to the property. In many cases, tax
authorities have priority over other claims, making
this a significant concern.

Errors in Public Records

Clerical mistakes or inaccuracies in
recorded documents can create confusion or
cloud ownership.

Breaks in the Chain of Title

Foreclosure can disrupt the smooth transfer
of ownership. Missing or improperly executed
documents may create gaps, making
ownership unclear.

Improper Foreclosure Procedures

If the foreclosure process was flawed—for
example, due to improper notice—the validity of
the foreclosure could be challenged, potentially
jeopardizing your ownership.

Fraud or Forgery
Past transactions may involve forged signatures or

fraudulent transfers, which can invalidate portions
of the title history.

Easements or Encroachments

Unrecorded or unclear property rights—such
as shared driveways, utility access, or boundary
disputes—can restrict how the property may
be used.

Continued on next page
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Reducing Risks with a Title Search
and Title Insurance

A comprehensive title search and title insurance are essential when
purchasing an REO property, as they work together to reduce the
unique risks associated with foreclosure sales. A thorough title search
identifies potential issues—such as liens, ownership gaps, or procedural
defects—before closing, allowing them to be resolved whenever
possible. Title insurance then goes a step further by providing ongoing
protection after the purchase.

Title insurance is a fundamental component of a secure transaction
because it acts as a built-in safeguard against hidden or undiscovered
risks. Even with a careful title search, certain issues—such as unknown
heirs, unrecorded liens, clerical errors, or defects in the foreclosure
process—may not be immediately apparent. If these problems arise
later, title insurance helps cover legal costs, defends your ownership
rights, and may compensate you for covered financial losses.

In the context of REO properties, where title histories can be more
complex and uncertain, title insurance provides critical peace of mind.
It ensures that buyers are not left solely responsible for resolving costly
disputes or claims that originate from prior ownership, allowing them
to move forward with greater confidence and financial protection.

Get the expert guidance you can trust—contact your Lawyers Title
Representative to ensure your REO transaction is handled with
accuracy and care from start to finish.

This information does not and is not intended to constitute legal advice; instead, all
information is for general information purposes only.
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Earnest Money

A deposit of funds made by a
buyer of real estate as evidence
of good faith.

Mortgage

A conditioned pledge of property
to a creditor as security for the
payment of a debt.

Trust Account

An account separate and apart
and physically segregated
from the broker’s own, in
which the broker is required

by law to deposit all funds
collected for clients.



