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Fighting Fraud in Today’s Highly 

Volatile Environment: 

What Lenders Should Know

8 Ways to Prevent Fraud on a Lender

By: Adam Leitman Bailey
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• I. Collecting Sufficient Identification

• II. Power of Attorney Fraud

• III. Family Fraud

• IV. Corporate Resolutions

• V. Freezing Credit Lines

• VI. Authenticity of the Satisfaction

• VII. Fraud Buster Bonus

• VIII. Internal Lists
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Preventing Fraud on the Lender

At the start of this new millennium, the 

most effective means to rob a bank no 

longer includes use of a gun. The real 

estate closing table has replaced the 

gun and mask as the most favored and 

effective tool of theft from financial 

institutions.
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Five Common Fact Patterns

The fact patterns giving rise to the 

thousands of real estate fraud claims 

are remarkably similar, most falling into 

a handful of categories.  Taking 

advantage of lenient due diligence and 

flexible lending standards, five 

common scenarios have emerged:  
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• An imposter posing as a property owner and selling or 

refinancing the land‟s equity, while collecting the proceeds 

at the closing;

• A family member financing or selling another family 

member‟s interest as property;

• A real estate professional selling a property to a straw 

buyer without significant, if any, consideration to collect the 

proceeds of mortgage or sale;

• An owner fraudulently selling or refinancing a property 

multiple times to cash out all the equity from the property 

even beyond the true value of the collateral.

• Multiple flipping to raise property value and then bust out.
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Preventing the Fraud

Accordingly, to protect their clients from being 

victimized by such conduct, lenders need to use  

the preemptive self-help measurements in the 

following slides. 
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I. Collecting 

Sufficient 

Identification            

January 23, 2009 © Adam Leitman Bailey, P.C



Subtitle: Click View then Master then Slide Master to edit

Title: Click View then Master then Slide Master to edit

8

Collecting Sufficient Identification:

Driver’s License

• Many state driver‟s licenses can be run against a readily 

available website that enables a determination of its 

validity. 

• A driver‟s license from almost any state or country in the 

world can be checked for validity through the I.D. Checking 

Guide by the Driver’s License Guide Company, Redwood 

City, California, which provides tips for identifying 

counterfeits. 

• For example, on a New York State driver‟s license that 

was issued before July 2008, the first two black numbers 

on the far right bottom corner of the license should be the 

applicant‟s birth year. 

January 23, 2009 © Adam Leitman Bailey, P.C



Subtitle: Click View then Master then Slide Master to edit

Title: Click View then Master then Slide Master to edit

9

Driver’s License
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Collecting Sufficient Identification

Imposter fraud can often be avoided by 

collecting a valid governmentally-

issued identification at the time of 

collecting a completed application, or 

at least before the time of the real 

estate closing.
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Preventing Identity Fraud at the Closing

The Adam Leitman Bailey, 

P.C. sample Welcome Letter 

states:

12. PROOF OF IDENTITY:

At closing, you will be required to 

present proof of identity. Please 

remember to bring to closing VALID

government issued photo identification 

(i.e. New York State Driver‟s License, 

non-driver identification card or 

passport).
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Collecting Sufficient Identification:

No Driver’s License

For purchasers and sellers without a driver‟s 

license, most states issue a non-driver 

photo identification card though its 

Department of Motor Vehicles or another 

state agency. With few, if any, exceptions, 

non-governmental identification papers do 

not effectively verify identities. 
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In the event of a purchaser who is not a 

United States citizen, proper identification 

can include a foreign passport with a valid I-

551 stamp, a permanent residence card 

(Form I-551), and/or a foreign passport with a 

visa and form I-94.  
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Collecting Sufficient Identification:

Death Certificate

Fake or altered death 

certificates have also 

figured into a number of 

fraud cases. In all of these 

cases, a search to see if 

the owner‟s death has 

been “greatly 

exaggerated” can be run 

through a free internet 

search of the Social 

Security Death Index on 

Ancestry.com
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Collecting Sufficient Identification:

Death Certificate

One can also require a certified copy of the death 

certificate prior to closing. In some cases, it may 

even be appropriate to call the funeral home for 

verification, although extreme caution should be 

exercised when making such calls out of state. 

Anyone who has gone to the trouble of faking the 

existence of a letter from a non-existent distant 

funeral home may well furnish an equally phony 

telephone number. 
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Collecting Sufficient Identification:

Stolen Identity

Check the Application:
• Does the employment residency and credit history 

on application seem logical?

• Would the borrower-applicant be making a 

commute to work unusually long?

• Do a verbal verification with employer to confirm 

office location and employment as well as income.

• Does the employer on the application match the 

employer on the credit report?

• Were the applicant‟s tax returns, W2 form, and 

bank statement requested and received?
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Collecting Sufficient Identification:

Stolen Identity

Be on Alert:
• When Social Security Number has been issued 

within the last few years or prior to borrower‟s date 

of birth

OR

• When the Social Security Number does not match 

the borrower‟s name
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Collecting Sufficient Identification:

Stolen Identity

January 23, 2009 © Adam Leitman Bailey, P.C
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mailing address on 

application matches 

tax returns, bank 

statements, and 
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records.
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Power of Attorney Fraud

Without the bona fide owner's 

knowledge or permission, an 

imposter pretends to be the 

owner of record and obtains a

mortgage for a property with 

the assistance of fake 

identification and/or a forged

Power of Attorney. 
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Power of Attorney Fraud

• The United States has no greater enemy in its fight against 

property and mortgage fraud than the power of attorney. A 

disproportionate number of title litigation cases have 

resulted from a spurious power of attorney. 

• Many, and perhaps most of all of these cases could have 

been prevented by a diligent professional contacting the 

issuer of the power and confirming some of the basic 

identifying data. 
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Power of Attorney Fraud
• Furthermore, the person granting the power of attorney should 

be contacted at the phone number  listed on reliable 

documents. A credit report or a Google search many also be 

able to produce a reliable phone number. 

• During the ensuing conversation, the issuer should be asked 

about the instant transaction and details surrounding the sale. 

• The inquirer should also ask the issuer to fax, or sent in 

Portable Document Format (PDF), identification documents 

immediately after a telephone call. Any delay in the receipt of 

that data should arouse suspicions. 

• The power giver‟s social security number and personal data as 

reported on the credit report or mortgage application should 

also be requested.
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III. Family Fraud



Subtitle: Click View then Master then Slide Master to edit

Title: Click View then Master then Slide Master to edit

24

Inter-spousal and other family member transfers

• One of the most common forms of     

closing fraud involves inter-spousal 

and other family member transfers. 

• The motives are usually self-evident: 

one disgruntled spouse may attempt to 

cut off the other from the value of 

equity, or a judgment debtor may 

attempt to transfer assets to a family 

member to avoid a creditor. 
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Inter-spousal and other family member transfers

Many title professionals assert that all     

family transfers should be treated as suspect. 

When very little or no consideration changes 

hands, an even higher alert should be 

signaled, as fraudsters usually attempt to 

retain assets and, therefore, make sure only a 

small amount of transfer taxes are paid at 

closing. 
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Adam Leitman

Bailey, P.C.‟s Title 

Claims Attorneys 

take deposition of 

granddaughter in 

forgery case at 

Rikers Island.
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Forged Deed Case Study
Brother 1 Sells the Property Interest of Brother 2 Without 

Consent
Facts: 

Mother dies. Mother‟s property passes to her two sons brother 1 and brother 

2. A deed is then recorded transferring the property from both brothers to only 

brother 1. Then brother 1 takes out a mortgage, which is insured by a title 

insurance company.

Problem: 

Brother 1 defaults on the mortgage, the lender commences a foreclosure 

action on the property, and then brother 2 steps in claiming that he never 

deeded his half of the property to his brother, alleging brother 1 forged brother 

2‟s name on the deed.

Prevention:

A simple call requiring identification from both brothers could have prevented 

this fraud.
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Forged Deed Case Study
Brother 1 Sells Brother 2 Interest In Inherited Property Without Consent

The issue is whether the transferring brother FORGED his 

brother's signature.
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IV. Corporate 

Resolutions
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Corporate Identity Fraud

When a corporation taking out a 

mortgage purchasing property, the 

lender should get a copy of the 

corporate resolution or authorization 

and communicate with the responsible 

person to verify the transaction.
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Corporate Identity Fraud Case Study

• Fourteen months after service on Rosemary, the corporation by the 

other surviving member of the family corporation and the estates of 

two deceased members sought to set aside the foreclosure. The 

property had been sold at auction, but pursuant to Order, the deed 

was not signed over to the purchaser pending a decision on the 

motion. 

• Mortgagor opposed on the basis of facially proper service on the 

corporation; the person of suitable age and discretion was a family 

member of one of the dead family members. To vacate a default, 

movant must show a reasonable excuse for the default and a 

meritorious defense. Mortgagor argued that if the deceased 

shareholders made no plans for the management of the corporation 

upon their respective deaths, the fault lies with them and is not 

excusable. 
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Corporate Identity Fraud Case Study

• The corporation was on notice of Rosemary penchant for 

fraud since one of the members had sued her for fraud 

after the date of the mortgage but before foreclosure.  

President of the mortgagee was a disbarred attorney and 

alleged by movants to be in cahoots with Rosemary.  

• Rosemary had resisted discovery for many years in the 

fraud action. No corporate meetings had been held for 

several years and mortgagor argued that “shareholders 

have displayed nothing but apathy for the better part of a 

decade, yet it expects this Court to believe that it would 

have been diligent in defending this action under different 

circumstances.”
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Corporate Identity Fraud Case Study

Outcome

• The Court found that service had not been successfully 

attacked and did not order a traverse.  Although the Court held 

that “the allegations of fraud and misuse of corporate property 

by [Rosemary] may well be true, [the] movant has not offered 

proof of wrong-doing relevant to this foreclosure action other 

than speculation and hearsay.  Whatever fraud may have 

occurred was against [Rosemary‟s] own family members and 

has not been shown …to be perpetrated by the „adverse 

part‟…” The sale was allowed to proceed to conclusion.
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V. Freezing 

Credit Lines
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Freezing Credit Lines
To prevent a borrower from 

illegally squeezing extra 

money from a line of credit, 

the lender must obtain all 

instruments that would 

enable such a theft to 

destroy them at the closing. 

A letter from the lender 

acknowledging that the line 

of credit has been frozen 

should be included with the 

payoff letter at closing. 
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VI. Authenticity of the 

Satisfaction
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Authenticity of the Satisfaction

• Suspicion has become a closing professional‟s best friend, 

as it goads a closing professional to look more deeply into 

the finer parts of the transaction. Aside from the intensity it 

gains from any other irregularity, such suspicion should 

always be heightened when large amounts of money are 

being transferred to parties other than the buyer, seller, or 

the prior mortgagee, or where the prior lender is not listed 

as the payoff entity.

• Whenever a loan is not satisfied or paid off from the funds 

transferred in the closing transaction, suspicion should 

also be aroused. The diligent closing professional should 

see to the authentication and verification of any 

satisfaction or release presented at closing. 
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• Here is an example of Demands paid at the 

direction of the purported mortgagee (the 

fraudster).

In this case the payoffs was directed to a 

Swiss Bank Account
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VII. Fraud Buster 

Bonus
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Fraud Buster Bonus

Lenders need to be motivated to want 

to uncover fraud. One such motivation 

the author has titled the “Fraud Buster 

Bonus,” which would involve the lender 

giving the employee a money reward 

for uncovering fraud in an amount that 

would encourage fraud busting.
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VIII. Internal 

Lists
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• In addition, some real estate professionals have 

created internal private lists of unethical bank 

attorneys, real estate brokers, appraisers, and title 

companies. These lists set forth the names of 

persons, who have proven unethical, and persons 

with an acquired reputation for committing and/or 

facilitating ethical breaches.

• Finally, as many fraudsters are repeat offenders, a 

shared database of these names should be 

maintained with banking and title insurance 

companies, as well as with interested government 

agencies.
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Checklist for Title Closers

Require your title 

company to use 

the model closing 

checklist that can 

be found on the 

MBA website.
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