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ÅBecause of the large number of registrants, the lines will be 
muted. 

Å¢ƻ ŀǎƪ ŀ ǉǳŜǎǘƛƻƴΣ ŎƭƛŎƪ ǘƘŜ Ǉƭǳǎ ǎƛƎƴ ƴŜȄǘ ǘƻ άvǳŜǎǘƛƻƴǎέ ƻƴ 
the GoToWebinar box and type your question.

ÅThe panelists will address questions at the end of the 
presentation. If your question is not addressed, we will email 
the answer to you.

Instructions



3

Our Panelists

We are fortunate to have with us today a panel of experienced mortgage 

professionals. They will be taking the time to answer your questions and provide 

insight from hands-on application.

ÅBob Warnock  MCA CEO

ÅCraig Christensen MCA COO

ÅBrady Meadows QC Manager
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Agenda

ÅMortgage Loan Fraud Defined

ÅFraud Statistics

ÅEffects of Fraud

ÅTypes of Fraud

ÅRed Flags of Fraud

ÅCŜŘŜǊŀƭ ¢ǊŀŘŜ /ƻƳƳƛǎǎƛƻƴΩǎ wŜŘ CƭŀƎǎ tƻƭƛŎȅ

ÅResources 

ÅQ & A
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wŜǾƛŜǿƛƴƎ [ŀǎǘ aƻƴǘƘΩǎ ²ŜōƛƴŀǊ

ÅWe noted that mortgage loan fraud is very prevalent in EPD 
loans and provided some red flags to watch for.

ÅBecause of the importance of this issue and the upcoming Red 
Flags Rule deadline, we wanted to revisit the topic in more 
detail and help prepare your company for its release.
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What is Fraud?

ÅThe FBI defines mortgage fraud as:

ïAny material misstatement, misrepresentation or omission 
relating to the property, or potential mortgage, relied upon 
by an underwriter or lender to fund, purchase or insure a 
loan.

ïA lending institution is deliberately deceived by another 
party into lending on a mortgage it would have otherwise 
not funded, had it known all the facts. 
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Predatory Lending vs. Mortgage Loan Fraud

ÅMortgage loan fraud and predatory lending are not one and 
the same.

ÅPredatory lending includes a wide range of lending practices 
specifically harmful to borrowers.

ÅPredatory lending typically involves a single loan with 
extremely high fees and a high interest rate made to a 
homeowner or legitimate purchaser.



8

FBI Mortgage Fraud Statistics

Estimated Annual Losses $4 - 6 billion 

Total Mortgage Fraud Suspicious Activity 
Reports (SARs) in Fiscal Year 2009

67,190
with more than $1.5 billion in losses

SAR Reports so far in Fiscal Year 2010
(through 2/28/10)

29,780

Total FBI Mortgage Fraud Task Forces/Working 
Groups

77

Pending FBI Mortgage Fraud Investigations 
(through 2/28/10)

2,989
with 68% involving losses of more than $1 
million 

Cases opened in Fiscal Year 2009 1,571
compared to 136 in all of Fiscal Year 2004

Successes in Fiscal Year 2009 494 convictions 

States with significant 
mortgage problems:

1. Rhode Island 
2. Florida 
3. Illinois
4. Georgia
5. Maryland
6. New York
7. Michigan
8. California
9. Missouri
10. Colorado

http://www.fbi.gov/hq/mortgage_fraud.htm

http://www.fbi.gov/hq/mortgage_fraud.htm
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Effects of Fraud

ÅMortgage loan fraud affects everyone 

ïInvestors & Lenders

ïOriginators

ïConsumers

ïOur Communities

ÅMortgage fraud and misrepresentations by professionals in 
the mortgage industry increased by 7% from 2008 to 2009.
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Cost to Lenders and Investors

Å In order to stay in business, the cost of mortgage fraud 
experienced by lenders must be passed on.

ÅLenders and investors are forced to overhaul the way the do 
business, meaning:

ïStricter underwriting guidelines

ïProduct availability limited

ïIncreased scrutiny of the loans they underwrite, fund, and 
service
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Cost to Originators

ÅOriginators will be held to a higher scrutiny of their lenders.

ÅStricter underwriting guidelines increase the steps to generate 
and complete a loan.

profits cost of doing business
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Cost to Consumer

ÅConsumers can feel the impact in the form of:

ïHigher mortgage prices

(increased costs associated with obtaining a loan)

ïDecreased availability of mortgage credit

ïDecreased loan values

ïDecreased property values
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Cost to the Community

ÅOur communities suffer the effects of mortgage loan fraud 
through:

ïDecreased home values

ï Increased property taxes

ïIncreased foreclosures

ÅMortgage loan fraud can often be affiliated with other 
criminal behavior such as money laundering.
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Fraud for Property 
&

Fraud for Profit
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Fraud for Property

ÅCǊŀǳŘ ŦƻǊ ǇǊƻǇŜǊǘȅ όŀƪŀ άŦǊŀǳŘ ŦƻǊ ƘƻǳǎƛƴƎέύ ƻŎŎǳǊǎ ǿƘŜƴ ŀ 
borrower wants to purchase a property they cannot afford.

ÅBorrowers may act independently or be aided by dishonest 
mortgage industry professionals to submit false information 
ŀōƻǳǘ ǘƘŜ ōƻǊǊƻǿŜǊΩǎΥ

ïEmployment

ïIncome

ïAssets
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Fannie Mae Fraud Findings Statistics

https://www.efanniemae.com/utility/legal/pdf/fraudstats/fraudupdate0410.pdf

https://www.efanniemae.com/utility/legal/pdf/fraudstats/fraudupdate0410.pdf
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Fannie Mae Fraud Findings Statistics

https://www.efanniemae.com/utility/legal/pdf/fraudstats/fraudupdate0410.pdf

https://www.efanniemae.com/utility/legal/pdf/fraudstats/fraudupdate0410.pdf
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Characteristics of Fraud for House/Property

ÅDocuments are falsified

ÅBorrowers intend to make all payments

ÅParticipants are rarely compensated

ÅLosses are smaller

This type carries a lower financial risk to lenders, as the fraud is 
typically a one-time occurrence on a loan the borrower intends 
to repay.
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Penalties for Mortgage Fraud

Å1 ς10 years in jail

ÅFines up to hundreds of thousands of dollars

Example from IRS Mortgage Fraud Report

ÅThe individual had obtained a $250,000 loan by:

ïMaking false statements of personal income

ïOmitting mentions of financial problems and non-payment 
of taxes

ïAltering asset documentation

ïSupplying personal tax returns for years tax returns were 
not filed
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Sentenced for Mortgage Fraud

ÅPrison sentence:

ï12 months and one day in federal prison

ïFollowed by 5 years of supervised release

ïOrdered to pay $264,050 in restitution

ÅConvicted on charges of:

ïWire fraud

ïMoney laundering

ïFailure to file a federal income tax return 

Was it worth it?
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Fraud for Profit

Å Involves industry professionals

ÅCan involve multiple loan transactions with several financial 
institutions

ÅSchemes can be complex

ÅLosses are significant
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Property Flipping

Å The most common fraud for profit is property flipping, the practice of 
purchasing unfit properties and reselling them at inflated prices to 
buyers. 

Å It can involve straw borrowers
ïArtificial buyer

or
ïHave little cash
ï/ŀǘŎƘ ƻŦ άƴƻ ƳƻƴŜȅ Řƻǿƴέ
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Property Flipping (cont.)

ÅThe transaction is often supported by:

ïInflated appraisals

ïFalse verifications of income 

ïFalse asset documentation

ÅProperty flipping presents the illusion of rising property values 
and deceives lenders and appraisers about true value trends.
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Characteristics of Fraud for Profit

ÅPerpetrators do not plan on making the payments.

ÅMultiple participants are involved and compensated.

ÅThere are multiple exhibits of misrepresentation in the file.

ïIncome and asset misrepresentation

ïProperty value misrepresentation

ïUndisclosed or falsified transaction histories

This type of fraud carries with it a much larger loss to the lender 
or investor, as the fraud is not limited to one type or one 
occurrence.
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ά.ǳȅ and .ŀƛƭέ

ÅBorrower qualifies for loan on new residence by falsely 
claiming the existing residence will be sold or rented out.

ÅOnce they close, they walk away from previous loan without 
making any future payments.

ÅThey get a more desirable property with equal or lower 
payments than that of their current property.

ÅScheme may be difficult to detect.
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Resources on Red Flags of Fraud

ÅTwo useful resources for information on red flags of fraud are: 

ïwww.efanniemae.com

ÅMortgage Fraud Program/ Resources to Help You 
Combat Mortgage Fraud 

ïwww.freddiemac.com/dgtg

ÅFraud Prevention Best Practices

http://www.efanniemae.com/
http://www.efanniemae.com/
http://www.freddiemac.com/dgtg
http://www.freddiemac.com/dgtg
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Perpetrators of Fraud

Anyone standing to make a profit is a potential perpetrator of 
fraud.  

ÅOffenders of fraud include:

ïBorrower

ïSeller

ïTitle representative

ïReal estate agent

ïOriginator

ïAppraiser
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Red Flags you can watch for to protect yourself

ÅSocial Security Number discrepancies

Å Inconsistent credit patterns 

ÅSignificant discrepancies between addresses on file 
documents

ÅSignificant discrepancies between employment and asset 
documents

ÅHandwritten income or asset documents

ÅOccupancy on appraisals

ÅDates are inconsistent with time line of loan transaction



29

Ask yourself if the loan transaction makes sense. 

Do not ignore your intuition!
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Reporting Fraud

Å If you suspect fraud, or have been the unfortunate victim of 
fraudulent activity, you can report to the following agencies:

ïFBI:
Åhttp://www.fbi.gov/contact/fo/fo.htm

ïHUD: 
Åhttp://portal.hud.gov/portal/page/portal/HUD/localoffices

ïFannie Mae: 
Åhttps://www.efanniemae.com/utility/legal/antifraud.jsp

http://www.fbi.gov/contact/fo/fo.htm
http://portal.hud.gov/portal/page/portal/HUD/localoffices
https://www.efanniemae.com/utility/legal/antifraud.jsp
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Identity Theft

ÅA recent survey conducted by Javelin Strategy and Research 
Company found that identity theft cases are up 22% and have 
hit a 5-year high.

ÅThe Better Business Bureau estimated that identity theft 
affected an estimated 11.1 million Americans, costing them 
nearly $54 billion dollars. 
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Identity Theft Can Ruin Lives

ÅCHICAGO (MarketWatch.com) -- Identity theft and fraud have 
ruined Dave Crouse's life in fewer than six months. 

ï$900,000 in merchandise, gambling, and telephone-
services charges were siphoned out of his debit card.

ïAttempts to salvage his finances have cost him nearly 
$100,000.

ïHis credit score, once 780, has been decimated.

ïHis identity is still being used in attempts to open credit 
cards and bank accounts.
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C¢/Ωǎ wŜŘ CƭŀƎ tƻƭƛŎȅ

ÅPersonally identifying information is used to open new 
accounts and misuse existing accounts.  

Å In response, the FTC, the Federal bank regulatory agencies, 
and the NCUA have issued the Red Flags Rule. 

ÅFinancial institutions and creditors will be required to develop 
and implement written identity theft prevention programs. 
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Who must comply with the Red Flags Rule?

Å!ǇǇƭƛŜǎ ǘƻ άŦƛƴŀƴŎƛŀƭ ƛƴǎǘƛǘǳǘƛƻƴǎ ŀƴŘ ŎǊŜŘƛǘƻǊǎ ǿƛǘƘ ŎƻǾŜǊŜŘ 
ŀŎŎƻǳƴǘǎΦέ

ÅA financial institution is defined as a: 

ïState or national bank

ïState or federal savings and loan association

ïMutual savings bank

ïState or federal credit union

ï9ƴǘƛǘȅ ǘƘŀǘ ƘƻƭŘǎ ŀ άǘǊŀƴǎŀŎǘƛƻƴ ŀŎŎƻǳƴǘέ ōŜƭƻƴƎƛƴƎ ǘƻ ŀ 
consumer
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Transaction Account

ÅA transaction account is a deposit or other account from 
which the owner makes payments or transfers. 

ÅTransaction accounts include: 

ïChecking or Savings accounts 

ïNegotiable order of withdrawal accounts

ïShare draft accounts
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Creditor

Å A creditor is any entity that:

ïExtends, renews, or continues credit

ïArranges for extension, renewal, or continuation of credit

ïIs involved in the decision to extend, renew, or continue credit 

Å Creditors include:

ïFinance companies

ïMortgage brokers

ïAutomobile dealers

ïUtility companies

ïTelecommunications companies
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Covered Accounts

Å A covered account can be used for personal, family, or household 
purposes, which may involve multiple payments or transactions. 

Å Covered accounts include: 

ïMortgage loans

ïCredit card accounts

ïAutomobile loans 

ïMargin accounts

ïCell phone accounts

ïUtility accounts

ïChecking  and savings accounts
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What should your program include?

ÅYour program must be in place by June 1, 2010 and must be 
comprised of the following four elements:

1. Procedures used to identify relevant red flags

2. Procedures used to detect red flags

3. Appropriate responses noted to prevent and mitigate 
detected identity theft

4. Evidence to support steps have been taken to keep your 
program current
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Your Unique Red Flag Policy

ÅThe programs are not required to be identical from one 
institution to the next. Your program should be appropriate 
for the size and nature of your organization.  

ÅA company at higher risk of identity theft will implement a 
more complex program.

ÅA company at lower risk of identity theft will implement a less 
complex program.
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Step 1: IDENTIFY

ÅThe following categories of common red flags may be 
common for your type of organization:

ïRed flags noted on credit reports

ïInconsistencies in identification documents provided

ïSuspicious account activity

ïNotices from other sources
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Step 2: DETECT

ÅOnce you have identified the red flags, you will need to 
implement procedures used in your daily operations to allow 
for their detection.

ïAuthenticate the identity of your customer.
ÅFraud Guard

ÅSafe Check

ÅRapid Reporting

ïRely on information provided by credit reporting agency.

ïVerify data against publicly traded information.
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Step 3: RESPOND

ÅStep 1 of your program identifies possible incidences of 
identity theft common to your organization.  

ÅStep 2 identifies the processes your organization will use on a 
routine basis to detect the red flag activities it has identified 
in Step 1.

ÅStep 3 should provide for responses to the red flags detected 
that are commensurate with the degree of risk posed. 
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Appropriate Responses

Å Examples of appropriate responses provided by the FTC: 

ïMonitoring a covered account for evidence of identity theft

ïContacting the customer

ïChanging any passwords, security codes, or other security 
devices that permit, access to a covered account

ïReopening a covered account with a new number

ïNot opening a new covered account 

ïClosing an existing covered account

ïNot attempting to collect on a covered account or not selling a 
covered account to a debt collector 

ïNotifying law enforcement
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Step 4: KEEPING YOUR PROGRAM CURRENT

ÅCriminals will constantly be updating their tactics in response 
to efforts used to deter their actions. 

ÅStep 4 will include processes implemented in keeping your 
plan current with the evolution of identity theft risk.   
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Help Rebuild the Reputation of Our Industry

ÅBe diligent in your efforts to guard against mortgage loan 
fraud and in protecting the identity of your customers.

ÅThis commitment from you can ensure you are doing your 
part in helping rebuild the reputation of our industry.
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MCA offers a comprehensive Red Flag 
policy, and we can provide one for you 

quickly and easily. 

We look forward to assisting you with all 
of your compliance needs.



47

ÅWe will be answering a few of your questions in just a moment.  
Questions not addressed at this time will be emailed directly to you, 
as well as answered in our next newsletter.  You are also welcome 
to contact us at any time:

Mortgage Compliance Advisors, LLC

5505 South 900 East # 110 ω Salt Lake City, Utah 84117

Å Support (Current Clients):  (801) 649-6038

Å Support (General): (877) 250-5243

Å Email:  Info@MortgageComplianceAdvisors.com

Contact Information

mailto:Info@MortgageComplianceAdvisors.com
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ÅFederal Trade Commission:
ïhttp://www.ftc.gov

ÅFederal Bureau of 
Investigation:
ïhttp://www.fbi.com

ÅThe Mortgage Fraud Reporter
ïhttp://www.mortgagefraud.org

ÅFannie Mae
ïhttps://www.efanniemae.com

ÅFreddie Mac
ïhttps://www.freddiemac.com

ÅNBC
ïhttps://www2.nbc13.com

ÅBetter Business Bureau
ïhttp://www.bbb.org

Resources

http://www.ftc.gov/
http://www.fbi.com/
http://www.mortgagefraud.org/
https://www.efanniemae.com/
https://www.freddiemac.com/
https://www2.nbc13.com/
http://www.bbb.org/
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Questions
&

Answers
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Questions & Answers

ÅWhat other safeguards can you identify that would help in the 
detection of red flags of identity theft available to us?
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Questions & Answers

ÅAs a broker, what types of identity theft would I commonly 
see? What about my processors? What tools can we use?
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Questions & Answers

Å If I originate a loan that turns out to involve fraud, what do I 
do? Am I held accountable?
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Thank You!

The information provided by Mortgage Compliance Advisors, LLC has been 
taken from various public resources and does not constitute legal advice.


