
For Arch MI and Arch MI For Credit Unions

a MORTGAGE SKILLS course

Mortgage Fraud
Do Your Diligence



Legal Disclaimer 

Arch Mortgage Insurance Company is 
providing this training to you for use as a 
training tool only. These materials are not 
intended, nor should they be relied upon 
for any other purpose, including 
underwriting actual mortgage loans 
without independent verification and 
testing by your in-house quality control 
and/or compliance personnel or actual 
preparation of documents, which may be 
presented in the materials. All materials 
presented are samples for illustrative 
purposes only.
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Mortgage Fraud Categories
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― Common Red Flags

Types of Fraud
― Red Flag Activities
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What is Mortgage 
Fraud?



What is Mortgage Fraud?
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 Mortgage fraud is a crime 
characterized by some type 
of material misstatement, 
misrepresentation or 
omission on a loan, which 
is then relied upon by a 
lender.

 Fraud can occur at any 
point during the 
transaction, from inception 
to funding.



Mortgage Fraud
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Impact of Mortgage 
Fraud
Mortgage Fraud Statistics



Fannie Mae Mortgage Fraud Tip Trends — Top 
Characteristics
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https://singlefamily.fanniemae.com/mortgage-fraud-prevention, February 7, 2024



Fannie Mae Mortgage Fraud Loan Trends — Most 
Prevalent Finding

9https://singlefamily.fanniemae.com/mortgage-fraud-prevention, February 7, 2024
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Mortgage Fraud 
Categories



1. Fraud for housing.

2. Fraud for profit.

Mortgage Fraud Categories 
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Fraud for Housing
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 Motivated by desire/need to purchase a home.

 May misrepresent loan application information, 
e.g., inflate income or assets.

 Facts about the borrower or property are 
omitted or altered and loan is approved based 
on information disclosed and verified.



Fraud for Profit
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 Motivated by money/greed.

 Schemes involve a pattern: two or 
more mortgage loans, multiple 
parties in various roles within the 
mortgage industry.

 Elaborate scheme involves industry 
insiders who know how to exploit 
the mortgage system.

 No true intent to repay the 
mortgage.



Mortgage Fraud Categories
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 80% of mortgage fraud is for housing.

 20% of mortgage fraud is for profit.

 80% of fraud losses come from the 20% 
group. 

The 80/20 Rule



Knowledge Check One
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Is the following true or false?

 For mortgage fraud to occur, the fraud must 
take place at the beginning of the transaction.



Check Your Understanding One
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The answer is false.

 Mortgage fraud CAN take 
place at any point in the 
transaction.
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Ways to Prevent 
Mortgage Fraud
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Red Flags
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What Are Red Flags     ?
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 Red flags are inconsistencies in the 
information presented in a mortgage loan file.

 Items in file that trigger questions.

 Not easy to detect.

 Something in the file that doesn't quite make 
sense.



Loan File Review
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 Review for inconsistencies.

 Are there missing pieces to the loan 
story?

 Warrants additional scrutiny and 
clarification.
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Ways to Prevent 
Mortgage Fraud
Common Red Flags



Common Red Flags 
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 Mortgage Application:

– Changes from handwritten 
to typed.

 Sales Contract:

– Purchaser is not 
the applicant.

 Credit Report:

– Duplicate Social Security 
numbers.

– Death or fraud alerts.



Common Red Flags
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 Employment and Income:
– Employer name similar to borrower name.

– Odd or missing withholdings.

– Year-to-date/past-year earnings are even dollar 
amounts.

 Assets:
– Two-month average balance is equal to the 

present balance on bank statement.

 Appraisal:
– Appraisal dated before sales contract.

– Owner is not the seller.



A Process for Handling Red Flags
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Escalate

!
Verify

✓
Identify



Knowledge Check Two
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 Do you know your company’s procedure for 
escalating suspicious activity?



Check Your Understanding Two
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 If your answer was “no,” be sure to take the 
time to become familiar with your company’s 
internal fraud procedure(s). 
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Types of Fraud



Occupancy
Fraud

Liabilities 
Fraud

Some Types of Fraud
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Employment 
Fraud

Identity 
Theft

Appraisal 
Fraud

Documentation 
Fraud

Income 
Fraud



Income Fraud
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 Borrower’s income was either inflated or 
fabricated.

 Most frequent type of mortgage fraud.

 Internet makes it easier:

– Websites offer false verification of income 
or employment, forged W-2’s, or tax 
returns.

What Is Income Fraud?



Income Fraud — Red Flag Examples
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 Year-to-date or past-year earnings are even dollar amounts.

 Withholding is not calculated correctly (check FICA tables).

 Withholding totals vary significantly from pay period to pay period.

 Pay period dates overlap and/or do not correspond with other documentation.

 Abnormalities in paycheck numbering.

 Handwritten VOE, pay stubs or W-2 forms.

 W-2 form presented is not the employee’s copy.

 Employer’s identification number has a format other than 12-3456789.

 High-income applicant without paid preparer.

 Applicant reports substantial income but has no cash in the bank.

 Reasonableness test: Income appears to be out of line with the type of employment.
Source: https://singlefamily.fanniemae.com/mortgage-fraud-prevention



Income Fraud Example #1, Proof of Income
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ABC Company Inc.



Income Fraud Example #1, Proof of Raise

ABC Company Inc.
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Income Fraud Example #1, Comparison
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ABC Company Inc.

ABC Company Inc.



Employment Fraud
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 The misrepresentation of the length, status 
or existence of a borrower’s employment.

 Second most common type of mortgage 
fraud.

What Is Employment Fraud?



Employment Fraud — Red Flag Examples 
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 Applicant’s job title is generic (Manager, Vice President).

 Employer’s address is a post office box, the property address or applicant’s current residence.

 Applicant’s residence is (will be) in a location remote from employer.

 Employer’s name is similar to a party to the transaction; e.g., uses the applicant’s initials.

 Employer cannot be contacted.

 W-2 form presented is not the employee’s copy.

 Employer’s identification number has a format other than 12-3456789.

 Self-employed applicant does not make estimated tax payments.
Source: https://singlefamily.fanniemae.com/mortgage-fraud-prevention



Did You Know?

Mortgage Fraud, Do Your Diligence 36

FICA = Federal Insurance Contributions Act

1. 6.2% Social Security tax.

2. 1.45% Medicare tax.

3. .9% Medicare tax surtax for earnings 
>$200,000.



What’s Important to Check on Earnings Statement 

The Social 
Security Tax 
deduction 

should be 6.2% 
of the Gross 

Pay.

$2,673.24 X 
6.2% = $165.74 

The Medicare 
Tax deduction 

should be 
1.45% of the 

Gross Pay.

$2,673.24 X 
1.45% = $38.76
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Social Security Wage Base

 Social Security Administration changes the Wage Base annually.

 Wage Base is the maximum amount of earnings that are subject to social security tax 
withholding each year.
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Source https://en.wikipedia.org/wiki/Social_Security_Wage_Base



W-2 Wage and Tax Statement Example

For 2023, the 
maximum Social 

Security wages are 
$160,200.  The 

amount reported in 
Box 3 should never 
be higher than the 

wage base.

There is NO cap on 
Medicare wages.
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Nine States Do Not Have Income Tax

1. Alaska.

2. Florida.

3. Nevada.

4. New Hampshire.

5. South Dakota.

6. Tennessee.

7. Texas.

8. Washington.

9. Wyoming.
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Did You Know?
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Employer Identification Number (EIN) / 
Tax Identification Number.

EIN format: 12-3456789 

 Business owners need EIN to:

– Open business bank account(s),

– Apply for business license(s), and

– File tax returns.



Example

12-3456789
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Documentation Fraud
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 The falsification, modification or 
alteration of documents relied upon 
to make a mortgage decision.

What Is Documentation Fraud?



Documentation Fraud — Red Flag Examples
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 Altered bank statements.

 Modified or fraudulent documents.

 Misrepresentation of employment.

 Falsified credit scores.

 Omitted information or documentation.



Asset Documentation Fraud – Red Flag Examples

45Mortgage Fraud, Do Your Diligence

 Down payment source is other than deposits (gift, sale of personal property).

 Applicant’s salary does not support savings on deposit.

 Applicant does not use traditional banking institutions.

 Pattern of loyalty to financial institutions other than the subject lender.

 Balances are greater than the FDIC or SIPC insured limits.

 High-asset applicant’s investments are not diversified.

 Excessive balance maintained in checking account.

 Dates of bank statements are unusual or out of sequence.

 Recently deposited funds without a plausible paper-trail or explanation.
Source: https://singlefamily.fanniemae.com/mortgage-fraud-prevention



Asset Documentation Fraud – Red Flag Examples
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 Bank account ownership includes unknown parties.

 Balances verified as even dollar amounts.

 Two-month average balance is equal to present balance.

 Source of earnest money is not apparent.

 Earnest money is not reflected in account withdrawals.

 Earnest money is from a bank or account with no relationship to the applicant.

 Bank statements do not reflect deposits consistent with income.

 Reasonableness test: assets appear to be out of line with type of employment, 
applicant age, education, and/or lifestyle.

Source: https://singlefamily.fanniemae.com/mortgage-fraud-prevention



Fraud Example #2, Bank Statement
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Actual Re-Verified 
Bank Statement:

Bank Statement 
Provided to 

Underwriting:



Fraud Example #2, Bank Statement
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Bank Statement 
Provided to 

Underwriting:

Actual Re-Verified 
Bank Statement:



Fraud Example #3, Bank Statement
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Actual Re-Verified 
Bank Statement:

Bank Statement 
Provided to 

Underwriting:

02/08/2023

02/08/2023
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Red Flag Activity One
Verification of Deposit (VOD)



Activity One — Spot the RED Flags
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05/19/2023

05/19/2023



Activity One — Answer 
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05/19/2023

05/19/2023
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Red Flag Activity Two
Verification of Employment (VOE)



02/11/2023

02/06/2023

02/06/2022

02/10/2023

02/06/2018

Activity Two — Spot the RED Flags
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Past Year 2020 | Past Year 2021 



02/11/2023

02/06/2023

02/06/2022

02/10/2023

Activity Two — Answer
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02/06/2023

Past Year 2020 | Past Year 2021 
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Red Flag Activity Three
Pay Stubs



Activity Three — Spot the RED Flags
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09-15-2023

09-15-2023



Activity Three — Answer
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09-15-2023

09-15-2023
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Red Flag Activity Four
W-2 Wage and Tax Statement



Activity Four — Spot the RED Flags 
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Activity Four — Answer  

Mortgage Fraud, Do Your Diligence 61



Mortgage Fraud, Do Your Diligence 62

Types of Fraud (Continued) 



Liabilities Fraud
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Undisclosed

Disclosed

What Is Liabilities Fraud?



Liabilities Fraud Example
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 Car loan for XYZ Company is on the credit 
report.

 Borrower did not disclose XYZ Company car loan 
on the loan application.

 When you add the undisclosed XY Company car 
loan liability causing the ratios to increase.



Liabilities Fraud — Red Flag Examples
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 Liabilities are shown on the credit report that are not on the mortgage application.

 Length of established liabilities shown on credit report is not consistent with the applicant’s age.

 Liability patterns shown on the credit report are inconsistent with income and lifestyle.

 All tradelines opened at the same time.

 Significant liability differences between original and new or supplemental credit reports.

 Recent credit inquiries by non-mortgage loan companies, student loan lenders, auto loan finance 
companies, etc.

Source: https://singlefamily.fanniemae.com/mortgage-fraud-prevention

 Deposits to bank accounts that appear to be loan proceeds from another 
financial institution.

 Undisclosed, recurring payments on bank statements, such as IRS payments or 
family support payments.



Occupancy Fraud
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 A borrower obtains a mortgage for a second 
home or an investment property, but states 
on the loan application that the property will 
be their primary residence.

What Is Occupancy Fraud?



Occupancy Fraud
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 A borrower claims to use a property as an 
investment to generate more qualifying income.

 Can occur when occupancy is primary residence 
or second home.

 Common characteristics:
– Subject property is sold as an investment property.

– Borrowers are first-time homebuyers with minimal or no 
established credit.

– Borrowers have low income but significant assets.

– Borrowers present “rent-free” letters stating they are not 
paying rent to live in their primary residence.

What Is Reverse Occupancy Fraud?



Occupancy Fraud Example
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 Loan application indicates subject property 
occupancy is primary residence.

 Borrower indicates current residence will be 
used as a rental.

 Subject property is located on same street as 
borrower’s three other investment properties. 



Occupancy Fraud — Red Flag Examples
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Purchase Transactions

 Real estate is listed on application, yet the applicant is a renter.

 Applicant intends to lease current residence.

 Applicant is downgrading from a larger or more expensive house. 

 Sales contract is subject to an existing lease. 

 Occupancy affidavits reflect applicant does not intend to occupy.

 New homeowner’s insurance declarations page is for a rental property.

 Subject property is located on the same street as the borrower’s three other 
investment properties. 

Source: https://singlefamily.fanniemae.com/mortgage-fraud-prevention



Occupancy Fraud — Red Flag Examples
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Refinance Transactions

 Rental property listed on the application is more expensive than subject property.

 Different mailing addresses on applicant’s bank statements, pay advices, etc.

 Different addresses reported on credit report.

 Appraisal reflects vacant or tenant occupancy.

 Occupancy affidavits reflect applicant does not intend to occupy.

Source: https://singlefamily.fanniemae.com/mortgage-fraud-prevention
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Identity Theft
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What Is Identity Theft?

Identity Theft
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 Borrower identity theft is the act of 
unlawfully using one or more pieces of 
another individual’s personal identifying 
information to obtain a mortgage.



Identity Theft
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Account Takeover:

 Court records.

 Quitclaim.

 Assumes identity.

 Refinance.

What Can Identity Theft Look Like?

Application:

 True name.

 Credit application.



Identify Theft — Red Flag Examples
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 A fraud alert, notification or warning, included with a consumer report/credit report.

 Credit freeze notice in response to request for a consumer report/credit report.

 Address discrepancy notice received from consumer/credit reporting agency.

 Unusual activity in credit report, unlike historical pattern of activity.

 Forged or altered identification documents.

 Personal description, birthdate, name, address, signature does not match information on other 
documents.

 Social Security Number is not yet issued, on the SSA Death Master File, belongs to someone else, or is 
otherwise invalid.

 Mail sent to borrower repeatedly returned as undeliverable.

 Notice from borrower, lender, or other entity of possible identity theft.
Source: Identity Management Institute, Center for Identity Governance



What Is Appraisal Fraud?

Appraisal Fraud
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 Appraisal fraud is when a property’s appraisal 
is over or understated.

 If overstated, money can be obtained:

– By borrower with cash-out refinance.

– By seller in purchase transaction.  

 If understated:

– Allows borrower to a lower price on a foreclosed 
home.
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Appraisal Fraud
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Appraisal Fraud
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Appraisal Fraud
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Appraisal Fraud — Red Flag Examples
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 “For Rent” sign appears in photographs.

 Weather conditions in photos inconsistent with the date of appraisal.

 Owner is someone other than the seller shown on the sales contact.

 Purchase price is substantially lower or higher than the predominant market value.

 Dated sales are used as comparable sales.

 Appraisal dated before sale contract.

 Significant appreciation in a short period of time.

 Comparable sales do not bracket the subject’s adjusted value.

 Comparable properties are a significant distance from the subject.

 Address reflected in the photos does not match the property address.
Source: https://singlefamily.fanniemae.com/mortgage-fraud-prevention



Appraiser Identify Theft
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Source: https://singlefamily.fanniemae.com/media/37806/display

Fannie Mae Fraud Alert:

 Significant number of loans involving 
appraisals were completed by an 
unlicensed appraiser unlawfully using 
the identities of other actively licensed 
appraisers. 

– Identified loans were originated 
between 2021-2023.

– No evidence that the appraisers whose 
identities were used were aware of or 
involved in the activity.



Appraiser Identify Theft — Red Flag Examples
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 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.

Source: https://singlefamily.fanniemae.com/media/37806/display
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Appraiser Identify Theft — What Can Lenders Do?

Mortgage Fraud, Do Your Diligence

 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.

 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. 

Source: https://singlefamily.fanniemae.com/media/37806/display



Knowledge Check Three
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 Is the following True or False?

– Reverse Occupancy occurs when a borrower 
claims that they will use a property as an 
investment in order to generate more 
qualifying income.  



Check Your Understanding Three
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 The correct answer is True.

– Reverse Occupancy occurs when a 
borrower claims that they will use a 
property as an investment in order to 
generate more qualifying income.  
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Fraud Players
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Buyer

Lender Appraiser

Realtor
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Fraud Schemes



Fraudulent Property 
FlipStraw Buyer

Fraud Schemes
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Straw Buyers
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 Individuals (loan applicants) working 
with fraud perpetrators to obtain 
mortgages by disguising the true 
buyer or the true nature of the 
transaction.

 Straw buyers have no intention of 
occupying the home.

What Are Straw Buyers?



 No intention of taking responsibility for 
the property or mortgage obligation.

 True purchaser:
– Does not enough have income/assets to qualify.

– Purchased many properties and over-extended 
assets.

– Has liens/collectors seeking bank assets.

– Using illegally obtained funds.

– Is unqualified to buy U.S. property (e.g., U.S. 
blocked persons list).

Straw Buyers
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Why Would Someone Use a Straw Buyer?



Straw Buyers
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 Offered payment for use of their 
name and credit. 

 Income and assets are also often 
misrepresented.

Why Would Someone Be a Straw Buyer?



Straw Buyer – Red Flag Examples 

 Mortgage payments are made by an entity other than the borrower.
 The loan is usually an early payment default.
 First-time home buyer with a substantial increase in housing expense.
 Buyer does not intend to occupy (due to unrealistic commute, size, or condition of property, etc.).
 No real estate agent is employed (non-arm’s length transaction).
 Power of attorney may be used.
 “Boiler plate” contract with limited insertions not reflective of a true negotiation.
 Income, savings, and/or credit patterns are inconsistent with the applicant’s overall profile.
 High loan-to-value (LTV) ratio, limited reserves, and/or seller-paid concessions.
 Inconsistent signatures found throughout the file.
 Use of gift funds for down payment and/or closing costs, minimum borrower contribution.
 Title to the property is transferred after the sale closes.

Source: https://singlefamily.fanniemae.com/mortgage-fraud-prevention



What is a Fraudulent Property Flip?

Fraud Schemes
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 A property is purchased and resold 
quickly at an artificially inflated 
price, using a fraudulently inflated 
appraisal.



Property Flip – Red Flag Examples 

 Flips typically involve straw buyers (refer to “Straw Buyer Characteristics” section).

 Flips sometimes involve naïve purchasers.

 Seller very recently acquired title or is acquiring title concurrent with the subject transaction.

 No real estate agent is employed (non-arm’s length transaction).

 Property was recently in foreclosure or acquired at real estate owned (REO) sale at low sales 
price.

 The appraised value is fraudulently inflated.

 The appraiser frequently uses other property flips as comparables (examine comparable 
properties’ sales histories).

 Owner listed on appraisal and/or title may not match the seller on the sales contract.

 Refinance transaction used to pay off private short-term financing.

Source: https://singlefamily.fanniemae.com/mortgage-fraud-prevention



Example: Fraudulent Property Flipping
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Distressed
Property

Cosmetic-Only 
Rehab

Unsuspecting 
Borrower

Above-Market 
Price

Inflated 
Appraisal
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Resources



archmi.com | archmicu.com
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FOLLOW US ON:

THANK YOU
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Diana Swift
Senior National Trainer 
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dswift@archmi.com
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