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Latest Scheme Takes the Country by
Storm
In the current real estate market, some real

estate agents are turning to fraud to boost
their incomes. This latest scheme is pervasive
throughout the U.S. and is being perpetrated
primarily by selling real estate agents or bro-
kers.

Fraud isn’t only committed by the public. Un-
fortunately, a growing number of real estate
agents and brokers are doing it too. Here is a
recent example of a scheme that is being per-
petrated by real estate agents or brokers: a
residential property is listed through MLS for
$350,000. The buyer, through his or her real
estate agent, tenders a purchase contract
that is contingent upon financing and requires
the seller to pay a percentage of the buyer’s
closing costs. Everything proceeds in a cus-
tomary and usual manner until closing.

At closing, the seller is shown a settlement
statement that reflects a much higher sale
price of $525,000. The settlement statement
also reflects a payoff of an unsecured lien for
more than $100,000. The payoff funds repre-
sent the proceeds of the fraud scheme.
Additional characteristics of these types of
schemes include:

® 100 percent financing
® Over-inflated values in the appraisal

® False earnest money deposit

Straw buyers (usually compensated outside of
escrow)
Another scenario of the scheme is as follows:

a property is listed through MLS for $375,500.
The buyer, through his or her real estate

agent, presents a purchase offer
to the seller for $500,000. An
addendum to the purchase con-
tract requires that the net differ-
ence between the contract sale
price and the list price be paid to
release an unsecured lien, or to
pay for a management fee, bills
for repairs, new floor covering or
painting of the subject property.
The amounts paid to third parties
in these types of transactions are
typically in excess of $100,000.
However, no money is actually
brought to closing and financing
is generally at 100 percent of the
contract sale price. Investigation
has proven that the lender does
not receive a copy of the adden-
dum and is not aware of the addi-
tional terms that would preclude
the lender from funding this
mortgage loan. In addition, the
payoff of the unsecured lien is
reflected on the seller’s side of
the settlement statement, which
the parties believe will be over-
looked by the lender.

What is the harm? These types of
schemes are designed to defraud
the lender or secondary market
investor. They are illegal and par-
ticipants risk significant civil and
criminal penalties by engaging in
these transactions.

Avoid being an unwitting partici-
pant by taking these measures:

® Never reflect the payment of
unsecured liens in the 500 series
of the HUD settlement statement.

® Always reflect payment of
unsecured liens in the 1300 se-
ries.

® Never show buyer/borrower
credits for monies paid outside of
escrow on line 201.

® Always reflect those credits
on or below line 204 with a com-
plete description of the funds paid
and to whom.

Never reflect third party deposits
on line 201 of the HUD settlement
statement, even if the remitter’s
name is disclosed on page three
of the settlement statement.
Lenders believe that amounts
shown on line 201 were funds
deposited by the buyer/borrower
into an escrow trust account. In-
stead, show deposits from third
parties on line 204 or below and
designate the party the funds
were remitted by. As an extra
precaution, provide the lender
with all copies of receipts, incom-
ing checks and third party in-
structions, even if the lender does
not request them.

In summary, if you receive an

instruction to disburse proceeds
to anyone other than the seller of
record, you must receive written
approval from the funding lender
agreeing to your disbursement.



