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Take a Closer Look

Preventing Mortgage Fraud
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The information presented in this presentation is provided “AS IS” for general informational purposes only and is 
based on guidelines and practices generally accepted within the mortgage finance industry and is not intended to 
be all-inclusive. MGIC makes no representations or warranties of any kind with respect to the accuracy, 
completeness or suitability for any purpose of the information contained in this presentation. MGIC expressly 
disclaims any and all warranties, express or implied, including without limitation warranties of merchantability and 
fitness for a particular purpose regarding these materials and this presentation. In no event will MGIC be liable for 
any direct, indirect, incidental, punitive or consequential damages of any kind with respect to the presentation or 
materials provided. All examples are hypothetical and are for illustrative purposes only and not for reliance. This 
presentation is not intended and should not be interpreted or relied upon as legal or financial advice. We 
encourage you to seek advice from a qualified professional. Any opinions expressed in this presentation are solely 
those of the presenter and do not necessarily reflect the views and opinions of MGIC.

2

Legal disclaimer
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In the news!
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Fraud 
topics

What is it and what are its effects?

Numbers & geography

Fraud types, schemes & red flags

What are you seeing?

Steps you can take

Industry alerts

Resources

4
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Falsification of any information that is 
given in order to receive a mortgage on 
real estate property

FBI definition:

A crime characterized by a 
material misstatement, 
misrepresentation or 
omission in relation to a 
mortgage loan, which is 
then relied upon by a lender

A lie that influences a 
bank’s decision to approve a 
loan, accept a reduced 
payoff amount or agree to 
certain repayment terms 

“Mortgage fraud”
is defined as…

5
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Damages communities

Leads to riskier lending

Is affiliated with money-laundering 
and other criminal behavior

Creates greater losses due to 
higher defaults 

Why is 
mortgage fraud 
awareness 
important?

6
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How prevalent is 
mortgage fraud?
In Q2 of 2024, CoreLogic reported in its 
Mortgage Fraud Report that 1 in _____  
mortgage files had indications of fraud.

Pop quiz

7

Answers:

a) 75
b) 123
c) 134
d) 181
e) 243
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2 main 
types of 
fraud

FRAUD FOR HOUSING

8

FRAUD FOR PROFIT
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• Primary motivation = own a home
• Borrower intends to:

⁃ Occupy home and repay; or 
⁃ Help family as front buyer by “co-signing”

• Borrower misrepresents self to own property
• Usually involves 1 loan

9

Fraud for housing 
(property)
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• Primary motivation = financial gain

• Involves multiple:
⁃ Misrepresentations
⁃ Participants (borrower, loan originator, appraiser, 

attorney, closing agent, real estate agent) 
⁃ Loans and properties worth significant amounts 

of money

• Participants are often paid

10

Fraud for profit
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Mortgage fraud 
risk highlights 
by state

11

Top 10 states with the highest 
application fraud risk

New York and Florida retain the top 2 spots, 
despite decreases in risk in both states. 
Connecticut moved into the top 3, thanks to an 
over 7% increase in risk. Maryland, Illinois and 
Massachusetts are new to the top 10 for 2023.

CoreLogic 2023 Mortgage Fraud Report
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Fraud tip 
volumes have 
stabilized
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Fraud tips received Q3 2023 – Q4 2024

Source: Fannie Mae, August 2024
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Top fraud finding

What was the top fraud finding from files
that were investigated by Fannie Mae 
from 2020 to 2024?

Pop quiz

13

Answers:

a) Occupancy fraud
b) Asset fraud
c) Undisclosed liabilities
d) Income fraud
e) Appraisal fraud
f) Identity fraud
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Fraud findings:
Income continues 
to be the most 
prevalent finding
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Percentage based on loans with 
mortgage fraud

Investigative findings 2020 – 2023

Source: Fannie Mae, August 2024
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Fraud schemes

15

Affinity

Air loan
Builder bailout

Buy and bail
Double sale

Foreclosure rescue

Property flip or flop
Reverse occupancy

Short sale
Straw buyer

Synthetic identity
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Inconsistencies in a loan file
Tip-off file contains 
misrepresentations
Not always fraud
Several red flags may signal 
a fraudulent transaction

What are 
“red flags”?

16
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Fraud scheme – Straw buyer
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• Used to disguise true buyer or nature of transaction
• Allow someone else to use their credit to obtain 

mortgage
• May be paid for their involvement; loan is part of a 

bigger scheme
• Lender qualifies straw buyer:

⁃ Mortgage loan closes in straw buyer’s name 
⁃ Straw buyer doesn’t intend to occupy property 
⁃ Straw buyer doesn’t intend to repay mortgage 

loan
• Mortgage payments are made by another entity

18

Straw buyer
Fraud scheme
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Straw buyers

• First-time homebuyer with substantial increase
in housing expense

• Income, savings and/or credit history are 
inconsistent with applicant’s overall profile

• Unrealistic commute, size or condition of property

• Gift funds used for down payment and/or closing 
costs, minimum borrower contribution

• No real estate agent involved (non-arm’s length 
transaction)

• Names added/deleted from sales contract or 
inconsistent signatures

19

Red flags
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Pick a scheme

20

Affinity

Air loan
Builder bailout

Buy and bail
Double sale

Foreclosure rescue
Property flip or flop
Short sale
Synthetic identity
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What are you seeing?

21
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Combat fraud

22
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So … what 
can I do?

23
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Combat fraud

Tyas niofmrde
Uedceta
Eb wraae
Reash

Pop quiz

24

Answers: 

Stay informed  
Educate
Be aware
Share
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Sharpen your 
sleuthing skills

You can make a 
difference

25
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Motivation to 
commit fraud

26

FRAUD 
Triangle

Opportunity
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4 steps to 
sharpen your 
review skills

27

Focus on problem areasF
Acknowledge red flagsA
Know where to look to verifyK
Escalate to managementE
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Top problem area

Misrepresentation of occupancy 

28

Avoiding 1003 
misrepresentation
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Why occupancy 
matters

• Different occupancies have different risks 
and different eligibility rules

• Lower risk transactions allow for higher 
LTVs and lower interest rates

• Occupancy affects pricing
• Some borrowers are incentivized to 

misrepresent their occupancy intention

29

Investment property
Borrower rents out subject property & does not 
intend to occupy

The highest level of risk

Second home
Borrower intends to occupy subject property 
for part of the year

Higher risk than a principal residence

Principal residence
Borrower intends to occupy subject property 
as their primary residence

The lowest risk    
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On the move

Your borrower currently works in the construction 
industry for a family-owned company in the state of 
GA. His position is listed as “Field Operations 
Manager.” The transaction is for a purchase of a new 
primary residence in the state of PA. 

Employer email explanation: “The borrower will be 
able to work remotely after his move to PA.”

Is this sufficient?

Pop quiz

30

Answers:

a) Yes 
b) No
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Sleuthing skills

Occupancy 
review

31
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Will they occupy 
the Florida 
condominium?

32

Occupancy review
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• 1003 indicates that the current home 
will be converted to a rental 

• Distance from current primary 
residence in Raleigh, NC, to Sarasota, 
FL, is 702 miles 

• LOE explains that the borrowers will be 
retiring and moving to FL 

Understand transaction

33

Occupancy review
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• Appraisal indicates that the condo 
project has a high ratio of rental units

• Subject property is a 1 bedroom, 1 bath 
contemporary TURNKEY furnished 
beach condo in the highly coveted ABC 
Beach Club 

• Booking site for ABC Beach Club was 
found online 

Review property

34

Occupancy review
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• Insured address was borrower’s 
current home

• Fair rental income coverage was 
noted

Review HOI dec page

35

Occupancy review
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No, they did not!

Did they occupy 
the Florida 
condominium?

36

Occupancy review
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• Borrower buys home as an investment 
property

• Rental income is used to help qualify the 
borrower for the loan  

• Instead of renting, the borrower occupies 
the home (or one of its units) 

• Borrower does not receive the amount of 
rental income used for loan qualification

Reverse occupancy

Fraud scheme

37

True Lies: Reigning in Reverse Occupancy
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Reverse occupancy

• Borrower:
- Is a first-time homebuyer
- Has little or no established credit
- Has low income
- Has a large down payment
- Currently lives “rent-free”

• Hazard insurance is for owner-occupied 
property

38

Red flags
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Fraud is a crime

39
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Review

• Other documentation to validate 
address

• Insurance policy to confirm if coverage 
includes contents, rental loss, or tenant 
coverage

• Sales contract for intended occupancy 
and/or current tenancies

• Appraisal for any indication of tenancy

• Lease agreements, especially with 
primary conversions

Additional steps

• Use MERS® registration to identify 
potential undisclosed mortgages  

• Review file for indication of other 
transactions 

• Re-verify any lease agreements in 
the file

• Create a review process for borrowers 
who change their mailing address 
shortly after loan setup

Occupancy 

40

Lender due diligence
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The Four Cs

41

Borrower’s willingness to 
repay a loanCredit

Borrower’s ability to repay based on
the amount & stability of incomeCapacity

Borrower’s investment in the 
property from savings & other 
sources

Capital

Property’s value & marketability to 
provide adequate security for the 
loan based on the appraisal

Collateral
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Top problem area

Undisclosed liabilities

42

Avoiding credit 
misrepresentation
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Undisclosed auto loan:

Undisclosed auto loans can significantly 
increase a borrower debt-to-income ratio.  
The average auto loan today has a balance 
of $34,000, with a monthly payment of 
$________.

Pop quiz

43

Answers:

a) $385 
b) $428
c) $515
d) $594
e) $623
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Why undisclosed 
debt matters

• Undisclosed debt results in calculated 
DTI ratio inaccuracy

• Lender is then unable to evaluate a 
borrower’s ability to repay the loan

• Inclusion of the undisclosed debt could 
result in the loan failing to meet 
guidelines

44

70% of undisclosed debt is opened more than
14 days before closing

The average auto loan is $34,000, with a monthly 
payment of $594

A high percentage of undisclosed debt is for 
new auto loans

81% of undisclosed debt is reported by all 3 credit 
bureaus

An inquiry that can be associated with the new 
debt is often present on the credit report
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Sleuthing skills

Credit review

45
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Credit 
review

46
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Credit 
review

47
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Review
• Credit reports for discrepancies, omissions, 

inquiries & SSN/fraud alerts
• Loans with a DTI ratio above a certain threshold, 

where an average payment could result in an 
ineligible loan

• Loans with auto loan inquires for additional 
review

• Asset statements that might indicate new or 
undisclosed debt

• Pay stubs for garnishments

Additional steps
• Utilize an undisclosed-debt monitoring service to 

review for new debt as well as inquiries during the 
application process

• Have the borrowers sign a certification addressing 
all inquiries & verifying no new debt

• Require that borrowers provide a mortgage 
statement for all other properties owned, 
including departure residence. Provide 
documentation of HOA dues, if applicable

• Pull a new, tri-merged credit report 3 days prior to 
closing to identify any new debts or inquiries

Credit

48

Lender due diligence
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Frozen credit
Your borrower has frozen their account with one 
of the credit repositories. No data from that 
repository was used in underwriting the file 
through DU®. 

DU message: Based on credit data received –
borrower has frozen their account with one of the 
credit repositories. No data from that repository 
was used in underwriting the file.

What is required?

Pop quiz

49

Answers:

a) The borrower must unfreeze 
their account

b) Lender should independently 
verify borrower’s identity

c) Borrower must sign a credit 
affidavit

d) Lender should review the loan 
application and validate 
accounts with file 
documentation

e) B & D
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Top problem area

Overstated income

50

Avoiding income 
misrepresentation
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Why overstated 
income matters

• Overstated income results in calculated
DTI ratio inaccuracy

• Lender is then unable to evaluate a 
borrower’s ability to repay the loan

• Use of actual income could result in the 
loan failing to meet guidelines

51

Borrower not being employed continues to be one 
of the significant defects

Misrepresentation of rental income from a 
departure property is a trending defect

A high percentage of income miscalculations 
were associated with new employment

Child support misrepresentation is being 
reported as a finding by both GSEs

Self-employed with unstable earning trends were 
masked with improper documentation



3/6/2025

52

Beware of 
recent 
changes

Change in compensation
Change in position
Change in employment
Change in pay structure

52
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Sleuthing skills

53

Income review
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Recent raise:

Your borrower is paid on an hourly basis.  
They have indicated that they recently 
received a raise from $32.00 per hour to 
$38.00 per hour.  
A written confirmation was obtained from the 
employer that the borrower did, in fact, 
receive this raise. 
Is this sufficient? 

Pop quiz

54

Answers:

a) Yes 
b) No



3/6/2025

55

Income 
review

55

Laura McDonald
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Laura McDonald

Laura McDonald

Income 
review

56
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Income 
review

57

Laura McDonald
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Review
• Address & SSN; cross-verify with other 

documentation
• Consistency in employment indicated on 

credit report as well as social media sources, 
such as LinkedIn

• Consistency in font type/size and alignment 
of decimals

• Rounded numbers & typos
• Incorrect totals, balances & deductions
• Asset documents for direct deposit amounts

Additional steps
• Verify directly with the employer that the 

borrower is able to work remotely with no 
change to role or income

• Re-verify any employment changes or new 
employment contracts

• Independently obtain telephone numbers 
before conducting reverification or VVOE as 
close to closing as possible

• Execute IRS Form 4506-C
• Consider use of automated risk and 

data-screening tools

Income

58

Lender due diligence
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Growing fraud trend:

Which of the following has been reported by 
CoreLogic as a current 2024 trend in income 
falsification?

Pop quiz

59

Answers:

a) Verification of income from 
fabricated employers

b) Income inflated by a new, 
high-wage job after 
previously being self-
employed

c) Altered employment 
verifications

d) Falsified public records 
involving child support
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Top problem area

Improper sourcing of large deposits

60

Avoiding asset 
misrepresentation
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Why sourcing of  
assets matters

• We rely on bank statements to tell the 
borrower’s financial story

• Funds that are sourced and seasoned 
demonstrate the borrower’s ability to pay 
the down payment & closing costs

• Inclusion of unsourced funds could result 
in the loan failing to meet guidelines

61

Large, undocumented deposits can 
be a sign of illegal activity

Undocumented large deposits can be an 
indication of undisclosed debts

Gift funds are prevalent in many 
fraud schemes
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What is asset rental? 

Asset rental is a type of fraud scheme 
characterized by…

Pop quiz

62

Answers:

a) A rental lease that requires an 
exorbitant security deposit

b) Fabricated asset 
documentation using bank 
statements of assets owned by 
another individual

c) Equipment that is leased to 
others requiring upfront fees

d) Borrowers “renting” money and 
not disclosing that the funds 
must be paid back
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Fraud is a crime

63
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Review
• Financial institution statement layout & logo 

for accuracy
• Consistency in font type/size and alignment 

of decimals
• Rounded numbers & typos
• Incorrect totals & balances
• Pay stubs for direct deposit amounts
• Ending balances and date ranges from prior 

statements

Additional steps
• Contact the financial institution directly to 

confirm the authenticity of the statement
• Re-verify with the account holder that the 

account number corresponds to the 
individual

• Request a completed VOD
• Consider use of automated risk and 

data-screening tools
• Define a clear escalation path

Assets

64

Lender due diligence
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Top problem area

Report completed by unlicensed individual

65

Avoiding appraisal 
misrepresentation
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Why insuring the 
authenticity of an 
appraiser matters

• The lender is responsible for ensuring that 
the subject property provides adequate 
collateral for the mortgage

• Appraisal fraud occurs when a home is 
given a value below or above its appropriate 
market value

66

Widespread appraisal fraud can contribute 
to market instability

Appraisal fraud erodes trust within the real 
estate ecosystem

Appraisal fraud can lead to financial losses once 
the true value of the property is revealed
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Fannie 
Mae

67

 

                                                          © 2024 Fannie Mae      1.4.2024      Page 1 of 1 

Appraiser Identity Theft 
Fannie Mae’s Mortgage Fraud Investigations (MFI) team alerts the industry to potential and active 
mortgage fraud scenarios. 

Fannie Mae has identified a significant number of loans involving appraisals that were completed 
by an unlicensed appraiser unlawfully using the identities of other actively licensed appraisers.  
The identified loans were originated between 2021-2023. There is no evidence that the appraisers 
whose identities were used were aware of or involved in the activity. 

Red Flags:   

▪ The unlicensed appraiser’s name and signature are not found in any capacity within the appraisals (or loan 
files).   

▪ The company name, phone number, and address listed under “contact information” on page six of Form 1004 
will be different from that of the licensed appraiser. 

▪ Email contact information reflects a name other than the name of the appraiser who is listed as having 
performed the appraisal. 

▪ The signatures of the “victim” appraisers appear forged and/or cut and pasted to the identified appraisals.  
▪ Appraisal fees for the appraisals were paid with proceeds going directly to the mailing address of the 

unlicensed appraiser, not to the address of the purported appraisers. 

What can lenders do?  

▪ Perform thorough due diligence when retaining services of appraisers and other outside vendors.  
▪ Utilize all available public records and licensing agencies in determining the validity of third-party 

documentation (including addresses) within loan files. 

If suspicion of fraud exists 

▪ Follow established policies and procedures within your organization and the Fannie Mae Selling Guide.  
▪ Complete and submit the Suspected Mortgage Fraud Report on the Mortgage Fraud Prevention web page.   

More general steps lenders can take to detect and prevent fraud 

▪ Know your third-party originators/brokers 
▪ Be “fraud smart” by educating your staff 
▪ Establish a zero-tolerance fraud policy 
▪ Share information within your organization 
▪ If the loan doesn’t make sense, don’t do it! 
▪ Report any suspicious activity through established channels 
 
 

Watch for further “Fraud Alerts” and potential updates to this fraud alert by monitoring the               
Mortgage Fraud Prevention web page. 

Appraiser Identity Theft
(January 2024)

This alert involves a significant number 

of loans with appraisals that were 

completed by an unlicensed appraiser 

unlawfully using the identities of other 

actively licensed appraisers.

Learn more >
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Streamline appraisal 
review
True or false? 
If the appraisal has received a score of 2.5 or 
lower from Fannie Mae’s Collateral 
Underwriter®, then the lender does not need to 
review the appraisal report.  

Pop quiz

68

Answers:

a) True
b) False
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Value 
Acceptance 
+ Property 
Data &
ACE + PDR

69
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Property Data Collector 
Independence 
Requirements (PDCIR)

Who is NOT considered to be a “Restricted 
Party” and therefore not prohibited from 
having any involvement in the operations of 
the lender’s property data collection 
functions?  

Pop quiz

70

Answers:

a) Sales production manager
b) Loan originator
c) Selling agent
d) Listing agent
e) Lender’s in-house appraiser
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Review
• Appraisals with high-risk characteristics (high 

LTVs, valuation flags, high risk scores) 
• Accuracy of the data obtained
• Appropriateness of comparables selection 

due to location, site or physical 
characteristics

• Comparables for inadequate adjustments or 
failure to adjust

• Compliance to AIR, UAD, PDCIR & ROV

Additional steps
• Utilize Collateral Underwriter® or Loan 

Collateral Advisor® in your review
• Utilize third-party tools to identify areas of 

inaccuracy
• Prescribe corrective actions for defects 

identified
• Obtain desk review or field review
• Escalate appraisal reports found to contain 

unresolved unacceptable appraisal 
practices

Appraisal

71

Lender due diligence



3/6/2025

72

Best practices

• Maintain a zero-tolerance fraud policy for all 
employees, third-party lenders & vendors 

• Perform an overall assessment of the file, 
taking into consideration the transaction at 
hand to ensure the loan makes sense

• Address all discrepancies
• Carefully scrutinize documentation received 

to resolve discrepancies
• Track findings and look for patterns
• Escalate unresolved findings to 

management for further investigation
• Report fraud once confirmed

72
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Industry alerts

Be aware of 
current trends

73
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Freddie 
Mac

74
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Fannie 
Mae

75
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Federal 
Housing
Finance 
Agency

76
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CoreLogic 
Annual
Mortgage 
Fraud 
Report

77
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78

Help is available
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Consumer Financial Protection Bureau – Fraud and Scams
Federal Bureau of Investigation – Financial Institution/Mortgage Fraud
Federal Trade Commission – Home Loans
Fannie Mae – Mortgage Fraud Prevention
Freddie Mac – Fraud Prevention
Department of Housing and Urban Development – Prevent Loan Scams
For existing mortgages – Contact your mortgage services provider

79

Fraud prevention resources
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Help stop fraud

Report findings

80
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81

Why should I get involved?



3/6/2025

82

Fannie Mae

1-800-232-6643

Reporting 
mortgage fraud

Federal Trade Commission (FTC)

(877) FTC-HELP

Freddie Mac

1-800-4FRAUD8

Federal Housing Finance Agency (FHFA)

1-800-793-7724

Federal Bureau of Investigation (FBI)
1-800-CALLFBI

https://tips.fbi.gov

82
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What is the timeframe 
to complete a SAR?
Financial institutions should prepare and file 
a Suspicious Activity Report (SAR) with the 
Financial Crimes Enforcement Network 
(FinCEN) within _____ calendar days of initial 
detection.

Pop quiz

83

Answers:

a) 15
b) 30
c) 45
d) 60
e) 90
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Let us 
earn your 
business

84

Obtain an MI quote
mgic.com/MIQ

Contact your MGIC account manager
mgic.com/contact

Sign up for special training events 
mgic.com/training
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Thanks for 
teaming up 
with us!

85

Obtain an MI quote
mgic.com/MIQ

Contact your MGIC account manager
mgic.com/contact

Sign up for special training events 
mgic.com/training


