
The Many Faces

As emerging risks and 
liabilities threaten to 
undermine confidence, 
technology can help.
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According to the Mortgage 
Bankers Association’s 
(MBA) First Quarter 2011 

Mortgage Bankers Performance 
Report, mortgage origination 
volume in Q1 2011 dropped 
significantly from Q4 2010, 

when refinances were prevalent. 
Additionally, the refinance 
share of total originations by 
dollar amount for this sample of 
independent mortgage bankers 
and subsidiaries was 50 percent 
in the first quarter of 2011, 
compared to 63 percent in the 
fourth quarter of 2010. With 
refinances down along with 
sales of new and existing homes, 

of Fraud 
By Michael Kuentz



lenders are scrambling to make up the dif-
ference in lost revenue.

These findings, coupled with a host 
of new regulatory requirements, are put-
ting a squeeze on lender’s balance sheets. 
Further undermining lenders’ revenues 
are increasing instances of fraud.  The 
Prieston Group estimates total annual 
losses related to mortgage fraud being $4 
to $6 billion per year. Proactively identi-
fying areas of fraud will position lenders 
to avoid taking further losses. 

MiniMize exposure

As loan repurchases begin to diminish, 
lenders are faced with a new threat. The 
Federal Housing Administration (FHA) is 
picking up where Fannie Mae and Freddie 
Mac left off, denying claims and issuing 
criminal charges against lenders who fail 
to meet guidelines.  If a lender is found 
to be in non-compliance with FHA guide-
lines, it can be fined for up to three times 
the amount of an FHA insurance claim. 

As large lenders hold billions of dol-
lars of delinquent FHA loans on their bal-
ance sheets, they cannot afford the poten-
tial resulting losses. Even so, income on 
“full doc” FHA loans is rarely third party 

verified.  Instead, the organization has 
historically accepted borrower-provided 
information, which means a greater mar-
gin for error and resulting lawsuits. To 
better manage their risk, lenders today 
require technology that delivers transpar-
ency across their enterprise.

Specifically, lenders need the ability 
to “look back” into delinquent FHA port-
folios to determine if their previous loan 
modification efforts were viable and/or 
to pull documentation needed to submit 
the loan to the Department of Housing 
and Urban Development (HUD) for in-
surance claims. Accurate income infor-
mation is paramount in determining loan 
modification qualification and for origi-
nating FHA loans. 

Similarly, lenders require the ability 
to “look forward” at internal FHA under-
writing and quality controls to ensure they 
are in compliance. If the lender didn’t use 
a third party for verified income in the 
past, they will want to begin outsourc-
ing this function going forward, given the 
repurchase and rescission risk (as well as 
legal ramifications) now associated with 
FHA loans.

Although loan quality has improved, 

Freddie and Fannie are still scrutinizing 
performing and non-performing loans – 
for push back or for comment.  In Fred-
die’s Q4 2010 review of performing loans, 
top deficiencies included: “Verbal Verifi-
cation of Employment – missing or stale 
dated” and “missing documentation to 
calculate income”.  Their findings imply 
that lenders may still need to enhance op-
erational controls in origination, QC and 
post-closing processes to be sufficient for 
today’s market and avoid taking losses. 

Verify eMployMent

Verification of employment is one of the 
most under-verified pieces of information 
in the mortgage process. In fact, accord-
ing to Fannie Mae’s 2008 loan review, 
employment fraud accounted for approxi-
mately 26 percent of fraud, with a slight 
decrease in 2009-2010 originations to 23 
percent – still a significant percentage. In 
addition, the FBI identifies employment 
as one of biggest fraud vehicles. 

Though fraud is the primary reason 
for inaccurate employment, it’s not the 
only reason. People change jobs, and 
sometimes this change occurs during the 
loan approval process. In addition, human 
error can be a factor with a huge impact 
on lenders.

Regardless of why or how the infor-
mation is wrong, the industry dusts over 
employment verification, but the current 
risks have made it a critical factor in the 
underwriting process, especially as the 
number of mortgage repurchases rise. 
Lenders must demand accurate data to 
base sound and quality lending decisions. 

insider fraud rising

The FBI indicates that nearly 80 per-
cent of all mortgage fraud involves an 
insider. Most lenders today rely heavily 
on internal processes and personnel to 
verify data, which often creates a natural 
conflict of interest. The lender seeks to 
close loans, and insiders are in business 
to complete loans. 

To make matters worse, there is little 
to no accountability for the person that 
processes the loan. If the loan defaults and 
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a repurchase is requested, that person is 
rarely considered to be at fault or guilty 
of fraud. 

Just how much fraud occurs from the 
inside? According to a Fall 2010 survey 
by Aite Group, more than half of finan-
cial services firms claim at least five per-
cent of their total fraud losses is internal 
fraud. Internal fraud costs the indus-
try hundreds of millions of dollars, but 
surprisingly, fraudsters are rarely pros-
ecuted. Thirty-five percent of the survey 
respondents prosecute 10 percent or less 
of alleged fraudsters. 

research eVerything

A common yet fatal mistake is accept-
ing verbal verification of employment. 
Lenders can no longer afford to take the 
borrower’s word or assume that it will be 
the same at closing; therefore, researched 
verification is necessary to verify bor-
rowers’ information on 1003 forms, in-
cluding employment. 

Unfortunately, there is no verification 
technology inside a lender’s loan origi-
nation system (LOS) to track and report 
back on employment. It’s a manual pro-
cess, which can be time-consuming and 

overwhelming – not to mention prone to 
error. A handful of lenders have created 
entire departments dedicated to perform-
ing this task, but that handful is very small 
and primarily limited to larger organiza-
tions that have the necessary resources. 

enlist third parties

To avoid hefty fees and potential lawsuits, 
lenders must have a solid system in place 
to verify income and employment. Today, 
many lenders are enlisting third-party 
verification tools to verify borrower infor-
mation, including verification of income 
and employment. By outsourcing, lenders 
eliminate the risk of insider fraud as third 
party data providers have no incentive to 
manipulate the data. They simply report 
back the information regardless of the 

borrower’s status. Third-party providers 
have no stake in the outcome of the loan 
and are committed to helping the lender 
identify and mitigate fraudulent activity. 

In addition, lenders can check em-
ployment in real time to monitor any 
changes. The employment information 
can be checked when the borrower first 
applies for the loan, and then checked 
again before closing to ensure no changes 
have occurred that would increase the 
borrower’s risk. 

Lastly, third-party verification tools 
take the burden off of the lender. No lon-
ger does the underwriter have the added 
responsibility of manually verifying in-
formation, potentially resulting in error 
– either intentionally or by human error. 
In addition, the time and costs associated 
with a manual verification process can 
be eliminated. 

Whether due to fraudulent activity, hu-
man error, or simply a sudden change in 
the borrower’s circumstances, income and 
employment must be verified in order to 
write a quality loan. Lenders are obligated 
to complete verifications, but this task can 
be daunting. Enlisting third-party tools to 
verify income and employment can not 
only help lenders make better lending de-
cisions, but eliminate the time, costs and 
personnel burden of maintaining an in-
house process as well as reduce fraud. 

As emerging risks and liabilities threat-
en to undermine consumer confidence in 
lending organizations, technology deliv-
ers levels of insight and transparency that 
improve quality control and bottom lines. 
Savvy lenders will adopt solutions that 
enable them to easily review their entire 
portfolio on a loan-level basis to identify 
and eliminate fraud before it occurs. ❖
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