Closing Fraud
Prevention
Demands A

Collaborative
Approach

Mortgage professionals subject themselves to significant risk
by interacting with unknown business parties. To reduce these
risks all parties must come together and leverage shared data.
The mortgage process is unique in that it requires the collaboration and partnership of parties that are frequently unknown to each other. These transient,
short-lived relationships create opportunities for fraud. Lenders frequently
find themselves working with agents whom they have no prior business relationship with. Most often, these parties don’t know each other, yet lenders are
expected to transfer large sums of money with the expectation that agents will
disburse the funds appropriately.
The risk in these relationships extends to title underwriters as well, who
frequently find themselves issuing policies through unfamiliar agents. With
limited federal- or state-mandated controls, lenders and insurers are left to
their own devices to validate the integrity of closing professionals.
Real Consequences
Financial institutions and their business partners are actively searching for
ways to reduce risk and mitigate fraud opportunities within the mortgage lifecycle. Though most mortgage fraud occurs during the application phase, the
fraud that is perpetrated at the closing table has serious consequences. Closing
fraud represents a fraction of the overall frequency of mortgage fraud, with
estimates putting it at 15 percent of all occurrences. But what is telling is the
average loss resulting from closing fraud is dramatically higher than any other
type of claims loss. Recent studies have indicated that insurers have sustained
over $7.3 billion in losses since 2003.
Despite the rate of incidence, when closing fraud occurs it has devastating
consequences to everyone involved including consumers, lenders, and title
underwriters.
• According to a recent article in ALTA’s TitleNews, last year alone,
three title underwriters stopped issuing new policies because of solvency issues caused by closing fraud.
• In New York, Washington Title Insurance Company became insolvent
after reporting higher than normal claims.
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New Jersey Title Insurance
Company stopped issuing
new policies after a dramatic
increase in losses from agent
defalcations.
TitleServ (agent company of
New Jersey Title Insurance),
abruptly closed in April, and
lawsuits against the company
indicate more than $18 million
is involved in defalcation.
Southern Title Insurance Company, an insurer in business
for over 90 years, discontinued issuing new policies after
discovering embezzlement by
a single agent in Texas. The
company was placed in receivership.

Boiling Over
Unfortunately, the air is full of
skepticism and distrust among today’s
borrowers who have been affected by
the downturn in the mortgage industry
and other relevant issues like robosigning. These borrowers are demanding government intervention in what
they see as a broken process, where
opportunities for fraud and theft are
many.
It’s going to be critically important for mortgage professionals to
demonstrate they have the ability
to protect the interests of the public.
Regulatory influence is on the rise,
and the Consumer Financial Protection Bureau (CFPB) is continuing to
flex its muscle to protect consumers
from harm. The CFPB’s mandate that
organizations are responsible for their
third-party servicers reveals a deeper
need for more transparency among all
parties involved in the process. This
new, shared responsibility to protect
consumers demands that these parties
be more open with each other.
Come Together
The quickest and most practical
way to arrive at an effective solution
is to start from the premise that settlement agents are trustworthy. What the
industry then needs is a national registry where any industry participant—a
lender, a title underwriter, even another closing professional—can look

up the profile of any settlement agent
or search for agents that meet certain
criteria. This is similar in concept to
the Nationwide Mortgage Licensing
System & Registry (NMLS) used to
register financial services participants.
A database like this would collect,
consolidate and share information,
incorporating local and state-based

host of other data that is used to verify
the fidelity of an agent.
Data will not only be verified during registration, but continuous checks
will occur in real-time to ensure the
accuracy of the information stored in
an agent profile.
For the service to work and fairly
benefit all parties, it must not be an

Financial institutions and their
business partners are actively
searching for ways to reduce risk
and mitigate fraud opportunities
within the mortgage lifecycle.
financial services regulation with independent data sources into a national
closing professional platform that can
be used throughout the mortgage industry. If executed at a national level,
all parties involved in transactions
would have visibility into the registry’s data and services.
This Is Not A Hypothesis
Companies are working on such solutions today, but approaches to date
have faced significant resistance from
the industry. At eLynx, we have been
listening to the outpouring of frustrations from agents and are working
closely with them, lenders, and title
underwriters to gain an understanding
of a more viable approach than what
currently exists.
Based off these shared insights,
it’s important that all parties can be
a part of the registry at no fee—any
closing professional including independent agents, captive agents, and
attorneys. In addition to data reported
by registrants, the system will need
to reach out to third-party sources to
independently extend and validate
information that will be stored in an
agent profile. The profile data should
include business insurance coverage,
state and local licensing, prior judgments, watch list inclusions, and a

agent vetting service. The service
must not be a gatekeeper, nor should
it stand in the way of an agent doing
business with a lender. None of those
things meet industry needs, nor would
they equally serve and benefit all
parties in the process. What’s really
needed is a data consolidation service
that can provide information from
multiple sources in an easy-to-use
format to those that make decisions
throughout the mortgage workflow.
How Would Lenders
Benefit?
Lenders would have access to vital
information that is important to managing risk, yet difficult for them to
collect and verify on their own. The
variation in data from one title underwriter to the next, between captives
and independents, and across different
states is complex and cumbersome to
manage. Having a national registry
simplifies this challenge for lenders.
From a comprehensive repository, the
licensing, experience, and status of a
particular agent can be checked prior
to the disbursement of funds, thereby
reducing the risk that those funds will
be stolen or misappropriated. In situations where an agent is not specified
by a borrower, the database could be
used to identify candidates that meet

specific credentialing and performance criteria.
How Would Insurers
Benefit?
Many of the benefits to lenders
are shared with insurers. While title
underwriters may have more accurate
information about captive agents, the
independent agent community is diverse and varied. A national registry
provides access to information about
any agent that can be used by insurers
to assess their level of risk.

It’s going to
be critically
important
for mortgage
professionals
to demonstrate
they have the
ability to protect
the interests of
the public.

profile data.
Most importantly, being registered
gives visibility to an agent’s professionalism and integrity that may
provide a competitive advantage. As
an industry resource used by numerous parties in mortgage transactions,
agents in the registry would be highlighted to business partners and customers that they may not have access
to today.
Everyone Should Be
Part Of The Solution
Closing fraud can never be completely stopped. Unscrupulous agents
will find new, creative ways to carry
out fraud. But a national registry of
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How Would Closing
Professionals Benefit?
A national registry allows closing
professionals to demonstrate their
integrity in a single, independent industry resource, rather than trying to
establish connections with each lender
or title underwriter on an individual
basis. Agents should have visibility to
the information in their profile, and a
means to request corrections. The data
that settlement professionals are required to provide should also be kept
to a minimum, with independent data
sources used to validate and extend

settlement agents would provide a
level of transparency and illumination
that makes it more difficult for fraudsters to operate. The more scrutiny
and controls imposed, the harder it is
to hide or fly under the radar, increasing the likelihood that illegal operatives will be caught.
Creating an industry resource allows more mortgage participants to
not only use, but also to contribute to
the data source driving risk determination. Combining shared or similar experiences with closing professionals
allows the good to stand out and the
bad to be detected. Ultimately this is
a resource that all parties in mortgage
transactions can use to their benefit. ❖
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