
 
If lenders aren’t sweating already, they should be. 
 
Mortgage fraud has grown into a multi-million dollar business resulting in a huge loss to lenders. 
Fraud can take the form of overstated property appraisals, non-existent properties and others. 
According to the FBI’s May 2005 Financial Crimes Report, the number of filed mortgage fraud 
reports escalated from 6,936 in 2003, to 17,127 in 2004. More than 80 percent of those involved 
overstated property appraisals or non-existent properties.  

 
As borrowers and brokers shop loans and research rates and terms online, the lending process has 
become more complex. Fraudsters are deploying technology to take advantage of inefficiencies in 

the system. Proactive lenders are starting to deploy their own tools to fight back, but is the technology 
successfully defending against lender loss? 
 
Yes and no, according to William Matthews, vice president and general manager of the Mortgage Asset Research 
Institute (MARI). In a booming market, originators don’t have time to invest in fraud tools, he said. In a slower 
market, they don’t have the money to spend on technology. 
 
MARI maintains databases of fraud information, including legal actions against lenders, as well as a cooperative 
database of incidents of alleged mortgage fraud. It mines its databases to determine fraud trends. 
 
“The last two years have been pretty steady, so [originators] have more money and more time to focus. I think 
there has been much more investment in technology,” he said.  
 
Taking a proactive stance 
ABN AMRO is using tools from C&S Marketing to guard against fraud. 
The technology focuses on early detection and includes the HistoryPro 
and Broker’s Scorecard products. HistoryPro provides sales history 
information for subject property and surrounding sales comparables to 
identify potential “flip” markets. Broker’s Scorecard gives lenders access 
to a cross-industry broker management system.  

(Continued on page 2) 
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“We tested two other products using a population of loans where we had determined fraud/no fraud by filed 
review,” said Mike Watts, first vice president of ABN AMRO. “HistoryPro was superior at identifying potentially 
fraudulent collateral risk.” 
 
Early in the process, his company used HistoryPro to sort loans that had already closed to measure the potential 
fraud exposure. After it determined that loan-level risk, it categorized the information by broker, loan officer and 
appraiser. The company then used that information to take action regarding the fraud participants (generally 
property flipping) by reporting to information-sharing (MARI) and law enforcement entities. 
 
Watts said that without the technology, his company would have spent millions using AVMs or another more 
expensive method to identify collateral risk. His company uses the Broker’s Scorecard information to “tie break” 
on close decisions. If delinquencies, repurchase rates and EPD rates appear satisfactory in Broker’s Scorecard, the 
company gives the loan the benefit of a strong broker. If the metrics are weak, it declines the loan. 
 
Watts estimates that HistoryPro has eliminated more than $40 million in exposure in loans it has declined since the 
December 2002 implementation.  
 
Other lenders are catching on, he said. At an industry event attended by many of the top 20 lenders several years 
ago, two of the attendees were using HistoryPro, he said. At the same meeting this year, six or seven of 10 were 
using it.  
 
First Franklin Financial’s decision to go with C&S Marketing was based on crime prevention, according to Joe 
McKone, the company’s executive vice president. The company wanted to reduce the possibility of over-valuation 
and cut costs associated with investor due diligence and post-funding quality control processes. 
 
McKone declined to reveal the price of the C&S Marketing products but is pleased with the bottom line. The 
partnership with C&S reduced his company’s overall valuation costs by 13 percent in 2004, he said. 
 
C&S’ newest tool, LoanSafe, produces an overall loan risk score that weighs subject properties and markets, 
borrower financial and behavioral patterns and the quality and risk of mortgage brokers. 
“If a broker produced 20 loans over one month, but every one of those loans was on the railroad tracks on one strip, 
that would be very unusual,” said C&S CEO Steve Schroeder. “If I find a broker who concentrates all his loans on 
four city blocks in one month, I’ve got an issue.” 
 
It comes down to the data 
Another company taking on the bad guys with increasingly smarter tools is Interthinx. President Kevin Coop 
pointed out that C&S offers similar products but is also a partner and resells some of its products. He said fraud 
tools are becoming increasingly valuable. 
 
“As you see interest rates rise, you’re seeing a dramatic shift in the marketplace from capacity to quality. Lenders 
know there’s fraud,” he said. “By definition, a broker is trying to make [applicants] look better than they are.”  
 
Interthinx said its key differentiator is the data dimensions powering its tools, including a proprietary 300-plus GB 
database of broker/originator information. 
 
“With 60 to 70 percent of mortgage applications coming from an originator other than the lender, and 80 percent of 
fraud being committed by an insider — which almost always includes a broker — that’s where fraud is 
originating,” Coop said. “We’re reviewing 12,000 to 15,000 brokers a month. There are only 44,000 brokers in the 
country, so we’re reviewing every broker several times a year. That’s everything from derogatory information 
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related to their license to compiling convictions, felonies and license revocations to general background checks.”  
 
Interthinx formed when ISO merged AppIntelligence and Sysdome. It offers the loan-level Electronic Loan Review 
(ELR) and DISSCO tools. DISSCO is a more data-intensive review of the file, and the ELR exception-based report 
designed for production environments. The company plans to offer a new product in early or mid-2006 that 
combines the best features of ELR and DISSCO.  
 
California’s Mandalay Mortgage uses ELR for Office of Foreign Asset Control (OFAC) checks and to validate 
employer information, according to Marina Marcarian, the lender’s quality control and broker approval manager. 
 
“If there are notices of default or recent bankruptcies, a lot of times it pops up on the ELR, whereas other public 
records sources have not reported it yet,” she said. 
 
ELR also catches loan brokers who are on Fannie Mae, Freddie Mac or other exclusionary lists. When Mandalay 
gets reports indicating the originator was on such a list, it sends it to quality control for further investigation. 
Mandalay has not lost any money on fraud, which Marcarian attributes to ELR and pre-funding audits. 
 
“[Fraud tools] are becoming less of an option and more of a need,” she said. 
 
Evolution and future of fraud prevention 
Fraud management has improved immensely in recent years, both C&S and Interthinx noted. For a long time, 
lenders focused on loan quality and fraud only after they’d made the decision to fund it, Coop explained. The 
underwriting guidelines were used upfront, and then they randomly audited 10 to 15 percent of applications. Based 
on those findings, they would modify their underwriting guidelines. 
 
“If you knew which applications were going to be fraudulent, you wouldn’t fund them. They weren’t looking at any 
of the problems in a systemic fashion,” he said. 
 
Today’s technology lets lenders analyze every application before funding. Before about 2002, lenders were using 
AVM tools to cast for fraud, Schroeder added. However, in many cases, those tools actually supported the fraud. 
 
“The market today is geared around trying to prevent risk through underwriting,” Schroeder said. “The problem is 
they only underwrite for one risk — the credit-based dimensions. The dimensions we’re measuring are very 
important and stratify dimension of the risk. When our [LoanSafe] scores are bad, they’re going to perform worse 
than 500-FICO loans. I could have 700 FICOs across a gamut of loans that have our worst risk score, and they’re 
going to function more like 450-FICO borrowers.” 
 
Coop said fraudsters aren’t necessarily the people going for low-payment, low-FICO, no-money-down options. 
 
“If you were going to commit fraud today, you should be looking at a fixed 15-year loan because no one’s looking at 
them,” he said. “People are focusing on the 580 FICO and looking at alternative subprime loans, and that’s not 
necessarily where all the fraud is being committed. The more sophisticated fraudsters are putting together what 
appear to be very reputable borrowers with products people don’t associate with fraud.” 
 
New player 
Another company that recently entered the arena is DataVerify, founded by Steve Halper, who founded 
AppIntelligence in the mid-1990s. The company’s Data Risk Intelligent Verification Engine (DRIVE) system uses 
exterior data sources, predictive analytics and other methods to predict fraud. Data sources include repositories, 
AVM information, property databases and watch lists. 
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Halper said a benefit of DRIVE is it was programmed in a newer language — Microsoft .NET — unlike tools that 
were built in the late 1990s using Visual Basic 6.0. The modern architecture makes it easier to deliver some of the 
fraud tools and results within certain decision points in an LOS, he said. 
 
He said the tool applies to subprime lending — often viewed as riskier — but large retail, wholesale and 
correspondent lenders are also fighting fraud problems. 
 
As the product launches, DataVerify is viewing ISO as its main competitor in fraud detection.  
 
“Those are legacy systems developed before the turn of the century,” he said. “They’re pretty much hard-coded 
platforms, and they need to deal with some consolidation hangover.” 
 
The DRIVE technology aims to expand beyond fraud to address default loss and other types of losses. 
 
“We’ve been working with underwriting tools that were established 30 or 40 years ago — the automated 
underwriting systems,” he said. “People have looked at the data flowing through those systems and assumed it was 
accurate. There’s a new dimension of logic that needs to be applied. What if those data elements are not accurate? 
What kind of data variances do we look at? How do we measure those variances, and how do they equate to the 
underlying mortgage lending decision? I think we’re one of the first firms to address that.”  
 
Getting lenders on board 
Fraud technology has proven successful for some companies, but much of the potential is still to be realized. 
 
“[Fraud] tools are woefully underutilized in the industry,” Matthews told us. “If you added up the percentage of loan 
applications taken every year that use one of these tools, I think it’s pretty small.” 
 
Adoption will grow as the analytics behind the technology become more sophisticated, which should reduce the 
number of false positives, he explained. 
 
“There’s nothing worse for production than if you have a perfectly good loan that gets slowed down because the 
[fraud] program identified something that was a non-issue,” he said. 
 
He expects to see more vendors offering loan-level fraud tools. The competition should drive down the cost of the 
technology, which should increase adoption, he said. 
 
“When you’re talking $8, $10 or $12 per loan, it’s just too expensive,” he said. “You have to get to a lower cost.” 
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