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When you come across a “flag” of forgery/fraud, you need to STOP, scrutinize the transaction and in many cases seek the advice of an Advisory Title Officer or Underwriting Counsel. A flag does not necessarily mean that the transaction is bad, but it does mean you need to take extra steps to make sure it is legitimate. The more flags that exist in a transaction, the more suspicious it is.
1. The property is free and clear.

Sure, some property is free and clear. But most property is not. You need to ask: Why are there no liens? Is it because the person either has a lot of money or paid the property off after 30 years? Or is it because there is a forged reconveyance in the chain of title or because a deed of trust was missed in the title search? Also, when property is free and clear it is often because it is owned by an elderly person who paid off a mortgage over the years. It usually makes no sense for an elderly person to take out a new loan with monthly mortgage payments, except in the case of a reverse mortgage.
2. Title was obtained by an uninsured deed.

An uninsured deed in the chain of title is fine if it is a transfer from the grantor to the grantor’s family trust, or from a person to himself and his spouse as joint tenants. In both cases the grantor has not parted with title. But otherwise the deed needs to be questioned:
a. Be sure the signatures on the uninsured deed match those on a previous institutional deed of trust.
b. Obtain an Affidavit – Uninsured Deed.

3. Reconveyance is not accompanied by a transaction that could have paid off the deed of trust.

How often do people pay off a deed of trust with cash instead of with a new loan? Sure, it happens on occasion, but it is so rare that it is highly suspicious. The reconveyance is often a forgery.
4. Hard money lender.

A “hard money lender” arranges loans for private investors. Multiple beneficiary loans are the clearest indication of a hard money loan, but the number of investors is irrelevant. There can be as few as one. The title industry experiences a much higher level of fraud and forgery claims with hard money lenders than with institutional lenders. MUCH higher. Reasons for this include weaker loan processing standards and the fact that forgers generally do not go to a bank when they want to commit a forgery. They usually go to a hard money lender.
5. Cash-out refinance.
Forgeries involving loans almost always involve a large cash-out over the amount of liens being paid off. It’s not worth the forger’s time otherwise. As a rule of thumb, any cash-out of more than $50,000 should be reviewed by an advisory title officer. Obviously, if the property is free and clear, you automatically have a cash-out loan, as well as flag of forgery #1.
6. The customer is a new escrow company or broker that you do not know.

Know your customer. Find out who you are doing business with. Many fraud and forgery claims involve a new escrow company or real estate agent that we have never heard of before. A “drop-in” customer who pops in for a one-off transaction should always be treated with caution.
7. The deal has previously been turned down by another title company.

Our competitors seldom turn down good business. If you think you have a good deal that was rejected by another title company, the customer is almost always withholding information that the other company knew about. Find out what they know that we don’t know. Remember that a customer who says “I am not happy with my previous title company” is sometimes using code language for “the other company won’t touch this deal with a 10-foot pole”.
8. 3rd party disbursement of funds.

Beware of a seller’s instructions to pay a 3rd party who does not hold a secured lien. Obviously, paying off credit cards as required by a lender, HOA dues, broker’s commissions, etc. are normal. But a large payment to a third party is often a flag of loan fraud in which the property value is being inflated in order to defraud the new lender.
9. Buyer walking away with money or substantial buyer’s credits are made outside of closing.
Something is very wrong when a purchaser walks away with money rather than paying money. This is a flag of loan fraud in which the property value is being inflated in order to defraud the new lender.
10. Proceeds are being wired offshore.

Sometimes the bad guys like us to do their money laundering for them as a part of the transaction.

11. No documents are executed in the escrow office.

Obviously, signings outside of escrow are common. But be aware that this can be a complicating factor when combined with other flags of forgery. In fact, requiring documents to be signed in the title or escrow company’s office is often a way to verify the validity of signatures, such as when there is an uninsured deed in the chain of title.
12. Absentee owner.

Obviously, sales by out of state or out of country sellers are common. But forgers prefer property where the owner is not nearby, so be aware that this can be a complicating factor when combined with other flags of forgery.
13. MOST IMPORTANT: Your suspicions are aroused even if none of the flags described above apply.

This is probably the most important flag of all. None of the above is an absolute indicator of a fraudulent transaction. If you think you smell a rat, don’t be shy; talk to management.

