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• “Freakonomics” – Steven Levit
» Dramatic crime reduction – 10 possible theories 

explored for reduction during the 1990’s
• Two leading arguments were increased police 

officers and much harsher sentencing
• Neither was about crime caught rate: both were 

deterrents

• Implementing a holistic fraud and risk management 
platform is a critical fraud deterrence mechanism:
» When you condition files – the channel realizes you 

no longer accept pushed incomes, 30% over valued 
refinances, non-owner occupant fraud, flipping, and 
multi-lien schemes

Your Program Needs Fraud Detection & 
Deterrents
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The Market: How Did We Get Here?

• Proliferation of “esoteric” loan products
» 2/28 ARM’s, 80/20 financing, option/”pick a payment” ARM, 

stated income/low doc

• Insatiable appetite (foreign investment) for US MBS/ABS
» Lender forward commitments kept them hungry for volume
» New wholesale/corr.lending channels emerged = RISK

• Loosening of Underwriting Standards/Practices
» Repayment capacity out the window (teaser used instead of 

fully indexed rate) + stated income for non-self employed 
(liar loan)

» Ratio straying (particularly for non-owner occupancy) – with 
compensating factors (FICO and appreciation were used as 
cure all) it did not work!

• Risk Layering – No Precedence for Performance
» Lower FICO band+100% CLTV (piggy back), 2/28 ARM, 

NINA
» We did not price or reserve for these
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Silo Based Reports, Data, Tools

3

Point of Sale Underwriting Appraisal Review/QA/Fraud Quality Control

Pre-Funding Post-Funding

5% 10% 25% 60%

80%+ of tools information used re-actively
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Silo Based Reports, Data, Tools

3

Point of Sale Underwriting Appraisal Review/QA/Fraud Quality Control

Pre-Funding Post-Funding

20% 60% 15% 5%

This is where you find the ROI !
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Collateral Fraud – Beyond Point Estimate

• Micro market 71% T-Ratio
• 20 of 35 properties in market 2X sales in 36 months
• Subject 4 month gain on sale 3X ($16K to $58K)
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Original appraisal $265,000      Review appraisal $112,000

Collateral Fraud – This Still Happens….
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Third Party Risk: EPD Concentration

Caution Levels:

• 73% = LOW risk

• 20% = MEDIUM risk

• 7% = HIGH risk  
• (funding 63% of EPDs)

• 0.5% = VERY HIGH risk
• (funding 13% of EPDs)
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Borrower Authentication

• Predictive Behavior 
Model

Pattern analysis to 
predict identity theft
Value shift analysis to 
indicate occupancy 
discrepancies
Previous address and 
transient behavior 
analysis

Patterns of 
extracting money 
from residential 
property

Underwriting Caution Flags
SSN Validation

Deceased, invalid, not 
issued, multi-name, 
AKA name, etc.

Age verification
OFAC/Patriot Act list check
Address/Current Residence 
Verification
Phone verification
Driver’s license verification
Bankruptcy/foreclosure 
history notification
Employer address, phone, 
location analysis
Credit inquiries/trade lines 
per SSN

Relative Increase in Probability
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Repayment Capacity – Beyond The Stated Loan

• Survey borrower and co-borrower salary ranges 
simultaneously using four leading salary 
databases

• Validate employer information

• Evaluate borrower and co-borrower’s capacity to 
repay based on past housing patterns (income 
composition)

• Provide additional employer and labor market 
information 
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Multi-Lien – Very Expensive Mortgage Scheme

CoreLogic Multi-Closing Program

-260 Confirmed “Saves” to date
-$32+ M in losses averted
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Holistic Risk Decisioning System

• Models (Econometric & Regression) Drive Scoring
» 4 years of performance data, 50 million records, largest lenders in the 

country
» Scoring PROVEN to predict incidents (EPD), Roll Rates and severity 

(LGD)
» Behavior Models behind all modules

• Credit
• Collateral
• Borrower
• Channel Partner
• Income

• Underwriting Cautions (Flags and Alerts)
» Information validation and/or verification that an underwriter (someone 

in pre-funding) should “clear” prior to approval.
» There may be LS RDS scores of “0” that contain underwriter cautions

• These cautions may or may not be inputs to the scoring model
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48% of All Losses
In 5% of the Portfolio

High LS Score
20% Default

Low LS Score
5% Default

Performance Differentiating Information
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