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Case #1— An expensive haircut.
In the past two months the Wall Street Journal, television network CNBC, and AARP Magazine have reported on the rise in check fraud. FBI statistics show that check fraud has increased 5X since 2018 and there’s no sign it’s slowing down. Here’s the skinny:

1. Organized Criminals are recruiting homeless people that have a valid driver's license. 
a) A driver’s license is the picture-ID that’s most often used to open a new checking account.
b) On any given day, a larger shelter will host 30-50 homeless people who have a valid driver’s license. 

2. The criminals get the homeless person a haircut and new clothes, and take him/her to multiple independent banks to open a new checking account. 
a) The homeless person is known as a “Walker” because he/she walks into the bank, unaccompanied by the criminals that recruited him/her.
3. Meanwhile, a different set of criminals is stealing mailed checks. 
a) The “Mail Criminals” are cruising affluent neighborhoods that have roadside mailboxes. 
b) If they see a flag raised on a mailbox, they stop and look inside. If the criminal finds a check that’s been mailed (typically by an older person, to a charity or a utility), they steal it.
4. The Mail Criminals are also stealing checks from the old blue mailboxes that still stand on many street corners and outside of Post Office locations.
a) According to news reports, the same key fits 90% of the “Old Blues”. 
b) The Mail Criminals are only stealing what appears to be checks. To date, the Post Office has done little to stop this theft.


· The Postmaster has recommended that people don’t raise their mailbox flag when they’re sending out checks. 
· The Postmaster has also recommended that checks only be dropped into mail slots that are inside of a Post Office location.
5. After stealing the checks, the criminals “wash” them (that is, use a chemical to eliminate the name of the payee and amount), and enter a new payee and amount. 

a) Who’s the new payee, you ask? It’s the “Walker” that we mentioned earlier. 
b) The new dollar amount will typically be between $3,000 - $8,000. 
· The higher amounts are found on checks stolen from affluent neighborhoods. 
6. The Walker deposits the check into one of his/her newly opened accounts. After a couple of days, the funds are withdrawn, typically via a teller transaction. The Organized Criminals take a cut (typically $1,500 - $2,000), the Walker gets a few bucks, and the Mail Criminals get the rest.
7. The Mail Criminals are very good at finding checks. It’s estimated they are stealing more than $300,000 a week, in each city where they are working. (They work in dozens of cities simultaneously.)
We’ve updated our Suspicious Activity Monitor (SAM) system to look for checks that are significantly larger than what a customer is expected to write. In the past month it has saved 20% of our customers an average of $16,000. Please let us know if you want our help with this issue—we’re here to serve.
Case #2—Maybe not illegal … but maybe so. 
A court case in a small southern city is highlighting the risk that banks take when they cash checks made payable to a business. The facts are these:
1. A husband and wife are divorcing after 29 years. Together, they own a small oilfield service company. The company operates as a single member LLC (which means the couple uses IRS 1040 Schedule C to report their income and tax liability).
2. The divorce is not amicable. 
3. The husband reduced his working hours for the past twelve months (or so he claimed). 
a) This is a common ruse, based on a state’s divorce laws. Specifically, one spouse will intentionally lower the revenues of a family-owned business so that the court assigns a lower value to the company. 
4. The wife’s attorney doubted the husband was working less and subpoenaed the bank records for the business. 
a) The wife reviewed the records and quickly concluded there were missing revenues. “Our largest client has, for 12 years, mailed us a check every month,” said the wife. “But there were no deposited checks from the client for the past year.”

b) The court next issued an order to the bank, to search for all checks made payable to the business but cashed instead of deposited. 
· The order covered 15 months; compliance with the order took more than 400 manhours. 

· The bank has sent the husband a bill for $18,000 for providing this service. The husband is refusing to pay.
5. The court then ordered a safe deposit box, held only in the name of the husband, to be held secured until the contents could be jointly inspected by both attorneys. (Note: an anonymous tip led to the discovery of this previously unknown box.)
6. Long story made short: a review of the checks cashed (instead of deposited) in the prior 15 months totaled $93,000.

a) And even more interesting, the safe deposit box held $142,000 in cash. The husband claims the wife knew about safe deposit box, but she denies it.” 

“The divorce is ongoing, but under state law we anticipate the wife will receive all of the cash from the safe deposit box, an additional $93,000 from the husband’s share of the marital assets, the full value of the business (because the husband sought to defraud the court of its true value), and at least half of the remaining marital assets,” said the wife’s attorney. 

The attorney went on to say “The judge has notified the IRS of the apparent underreporting of income by the husband. She also filed complaints with state and federal authorities, alerting them to her suspicion that the bank was an accessory to money laundering. This may sound harsh but let’s face it: without the bank’s help, the husband could not have hidden these assets.”
There are only a few states (we know of four) where it’s expressly illegal to cash a check made payable to a business. But it’s always illegal to help someone hide money from the IRS, the courts, and local taxing authorities. Bottom line: cashing a check made payable to a business is a bad idea. It can result in the bank and its executive management being prosecuted for serious crimes. (Trust us, it’s happened before). 
A contested divorce put this bank in hot water. It’s the things that you don’t foresee that always get you in trouble. Our software helps you see a lot more—including checks cashed for business customers.
We have great systems! And based on what our four newest customers tell us, our prices are less than half of the big four (Verafin, Abrigo, Fiserv and Jack Henry). We have one-year contracts, no termination fees, and great customer service. 
We are Wayne Barnett Software. We’ve been in business for 22 years; our systems have been audited and examined hundreds of times—and we’ve passed every test with flying colors! If you give our systems a try, you’ll be glad you did. You can contact us at wbarnett@barnettsoftware.com, or 469-464-1902. Thanks for reading our newsletter.[image: image1.png]
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