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Mortgage Industry Fraud

Random Finding Rate Index by Acquisition Period
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Mortgage Industry Fraud

Random Misrepresentation Index by Acquisition Period
1.00 = 2003 Core Business Misrepresentation Rate
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Factors Fueling Mortgage Fraud Risk

 Technology
e Consumer & Business Awareness

e Risk-Reward Calculation
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Misrepresentation Findings — U.S.
Distribution of misrepresentation findings for 2006-2007 originations
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Misrepresentation Findings — U.S.

2006-2007
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Mortgage Industry Fraud By Region
Percent Distribution - 2006-2007 (1996-1997) Originations
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“Hot” Mortgage Fraud Areas

Reviews of loans originated in 2006-2007
Listed by first three zip code digits, representative city and most common misrep findings

1. 554 - Minneapolis, MN Credit & SSN

2. 303 - Atlanta, GA Credit & Income

3. 482 - Detroit, Ml Credit & Property/Value

4. 381 - Memphis, TN Income & Assets

5. 551 - St. Paul, MN Credit & SSN

6. 330 - Pompano Beach, FL Income & Credit

7. 331 - Miami, FL Income & Assets

8. 481 - Dearborn, MI Credit & Income

9. 339- Fort Myers, FL Credit & Occupancy

10.631 - St. Louis, MO Property/Value & Occupancy

Top ten zip code areas represent 25 percent of US fraudulent loans.

Source: Fannie Mae Loan Reviews Data through January 2008 8
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Property & Appraisal Fraud Issues

e Scams & Patterns
= Builder Bailouts
= Developer Bailouts
= Property Fljps
= Cash-Out Refinances
= Investment Clubs

* |ssues & Methods
= Appraiser ldentity Theft
= Fabricated Data
= Concealed Data
= Superior Comps
= Interested Party Contributions
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Local Fraud Schemes

SSN/Identity Fraud - 10 loans @ $1.7 million

Credit reports indicated SSNs were invalid; SSA verifications were fabricated

Property Flipping & Income Fraud - 112 loans @ $10 million

DU messages; verification documents were clearly fabricated

Developer Property Flipping & Forgery/Straw Buyers - 123 loans @ $15.5 million

Same appraiser; borrowers from out of state; varying signatures

» Disbursements to parties not on sales contract

Value/Appraisal Fraud - 771 loans @ $113 million

Same appraiser; appraiser clearly fabricated comparable sales prices

SSN/Identity Fraud - 684 loans @ $123.4 million

Files contained credit and QC reports with clear indications that SSNs were invalid.

10
Source: Fannie Mae Loan Reviews
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Best Anti-Fraud Practices

v' Know business partners

v' Employ technology skillfully

v' Understand common & emerging fraud schemes
v Fully integrate QC into business strategy

v' Share and report suspicious information

11
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Mortgage Fraud Risk — 2008

Based on Layering of Delinquency & Home Price Trends
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Anti-Fraud Assistance/Tools

e Desktop Underwriter ® Messaging

e TJo Report Possible Fraud to Fannie Mae:
- 1-800-7FANNIE

- fraud_tips@fanniemae.com

e Mortgage Fraud Information:
- eFannieMae.com

13
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Industry Partner Mortgage Fraud Website

Contact Us | Help | About | Site Map | Legal | Privacy

Single-Family m Training & Education

New Uniform Security Instruments ‘ Login Lawoh
N

New Master Form and Short Form Uniform Security Instruments User ID

are available for 26 states to streamline the recording process \‘;\ e I @
=X -
L

eFannieMae.com

and provide cost savings for barrowers.

Access Uniform Security Instruments Password

kb‘—‘-

Mortgage Fraud

DO®/DU® Updates Login |
Expanded Approval® recommendations are now available to all DO/DU users. Meed Help Logging In? i
o e — = Preventing Morgadge Fraud
Starting August 20, DO/DU users will be required to enter a credit provider-issued : 1
password in each DO/DU session to order credit reports. Also, a streamlined process LE armn 4 t' 0 I-It F annie M dB8'S
makes it easier to enter Community Seconds®, and other DU processes are aligned with H H
recent mortgage product updates. COmim |tm =] nt t|:| F] Feve ﬂtl I g
View Release Notes and Related Resources
martgage fraud and ways to
_ o repatt gquestionable activities.
Frequently Searched Pages ® Industry Specialists Highlights
« Form 1003 Mot a lender or senvicer? Get quick « View Latest Lender
+ Sinale-Family Farms access fo the information you need. Announcements
= HUD Area Median Incomes (AMIs) Keep current with our latest
* Brokers & Correspondents x
= Accepted Condos, Co-ops. and PUDs e Lender Announcements.
* MyCommunitvilertaaged « Appraisers
* Asset Management Network —
- Tting Wanufactured Housing as Real T )
ng?m ] = Document Custodians @Resoumes
= Fannie Mae Propery GeoCaoder™ = Housing Counselars
* 2007 Fannie Mae Loan Limits = Housing Finance Agencies * Preventing Mortgage Fraud
+ L0S Vendars Learn about our commitment to
preventing mortgage fraud and
* Martgage Insurers ways to report questionable
. = Multifamily Property Inspectors activities.
Become a Fannnle Mae Lender clbe . Hurticanz Relief
¢ Benefits: R Visit aur Hurricane Relief page to
d » Innovative loan products and feg Elale LEVEIDDers access resources related to the
options + Real Estate Professionals aftermath of Hurricanes Katrina
| » State-of-the-arttechnology « Betlement Agants and Rita. 14
solufions

» Training opporunities

Y Entis da Knms ki Trlisn
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Advanced Se

Contact Us | Help | About | Site Map | Legal | Privacy

Single-Family m Training & Education

Home = Mortgaoge Frawd Resources

eFannieMae.com

Mortgage Fraud Resources

qil Print

Page

Gain Access to Data to Help You Combat Fraud

Mew DU Fed Flag Messaging Reports can help your Undensriting
and Quality Control depatments identify potential fraud associated
with certain loan characteristics.

Get details and learn how to register for the reports £ pdf) If you have information
concerning pozsible

mortgage fraud,
= phione Fannie Mae at 1-
SO0-732-BE43; or

@ Report Mortgage
Fraud

Educational
Tools

About Mortgage Fraud

Learn the hasics of mongage fraud by

= Wigwing our Martgage Fraud Owverview
Cpdf, 199K, 18 pages)

= Reqgistering for the Basics of Mordgage Fraud Web seminar

= Accessing resources to help you combat modgane fraud

r.pdf, 40K, 2 pages)

Red Flags & YWe offer resources and information to help vou detect and prevent fraud. = report the: information vis

e-imail.

Femember: E-mail iz not a
SecUre communication
methiod; do not send Social
Security numkers or
financial account
infarmation via e-mail

Report Mortgage Fraud

Tools

15
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Mortgage Fraud Updates

Cur monthly fraud publication, Morgage Fraud Update, provides data on
misrepresentation findings by type and geography for loans delivered tao
Fannie Mag.

= January 2008

[.pdf, 63K, 4 pages)
Monthly = December 2007
(pdf, 181K, 14 pages)

NeWSIetter = Movember 2007

[.pdf, 33K, 5 pages)

Wiewy all Mortgadge Fraud Updates

Training & Education

= Housing Finance Institufe™
This Institute offers periodic classroam training by industry experts on
Cilality Assurance and Fraud Preventian.

= Basics of 3 Sound Guality Control Frogram Educat|0na|

This instructor-led Weh seminar reviesws Fannie Mae's requirements for TOOIS
lenders regarding their internal audit and management cantrol systems,
hasics of a sound gquality assurance system and odr requirements in the
mofgage review process,

= Mortgage Quality Assurance
This publication, one of five Cornerstone publications, offers information
on how to detect and take appropriate action in response to fraud.

= Focus On.. Preventing, Detecting & Reporting Morgage Fraud
[.pdf, 30k, 6 pages)
This special report summarizes the most common types of fraud and
provides guestions and answers from a Fannie Mae fraud expert.

For More Information 16
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@ FannieMae.

Fannie Mae Mortgage Fraud Update
January 2008

Mortgage Fraud Statistics

The folowing charis and takles reflect data on loans deliversd fo Fanmie Mae. They are a reflection of
Fanrie Mag's expenence. and do not pureort o recresent stalistics covermg the morlgage lending industry
as a whale. They are intended to be used for information and benchmarking purecses only.

Types of Misrepresentation Findings

Detinitions:
@ Credt=The borower's idenfily and'or credit hishory wasbwene misrepresenbed.
SSN = There s = sgrificart dscrepancy in the 2542) uzad fo qualiy e borrowsr]=).
LiablIkles = The bamowes's lisbiifes wene misrepresenied
Valug = The praperiy valie wes inflated and Tere waz non-properhy-refaied misrepeesentation in fhe loan traneschon.
Property = & speciic materisl fact sbout fre properly andior fhe comparskle sales wae mizrepresented
ASSENS = The bomower's fands informetion was indislsd or fabricated.
Income = The borrower's incomelemployment infomation was inflabed or dabricated
Ocoupancy = The tomower's intent bo ocoupy the subject property was materially misreprezented.

Distribution of Misrepresentation Findings by Type
The sollowing pie char: depicts the distrioution of significant misrepresentation fndings by type. |t refiects findings for
laans onginated in 2006-2007, 35 of reviews compieled through December 2007,

Observations

= Income misrepresentadon  and  undisclosed
Laiilifies are tied for the mast common single
miEsrepresemalion finding at 22% each.

Liabiliti=s Valus
»  Credresad miseprasentation (Tredit, S3M and 2% 4% rw
Liatilifies) is e most common group [47%).
Aszets
« The top ten markets for  creditrelaed 5%
misrepresentation [ty fist 3 zip code digits and 35N
represantaive cify): 7% |
1. 554 —ninnzapolis, MK Incorme
2. 551 -5 Paul, MK 2%
3. 303 - Adania, GA
482 - Detros, MI Credt Diezup.
| LI 18% 179

852 - Gi AZ
339 — Forl Myers, FL
351 - Memphis, TH
8. 481 - Dearborn, M
10 770 - Houslon, TX

Ienoen i

=]

17



Q FannieMae

OHFIDENTIAL

Distribution of Misrepresentation Findings by Geography

By Region
The following map depicts e dsiribwtion of significant misrepreseniadion findings by gecgraphic region. It depicts al
laans with misrepreseniation that were originaied in 2006-2007, as of reviews compieted through December 2007.

%@ T
Y &

Obsenvations

= The Southeast and Midwest have nearty equal leading shares of Fanmie Mae loars wilh morgage fraud findings.

®  The share of fraudulent loans found in the West and Southwest regions confinues io grow. The iofal share was
10% ane year priar. It 5 now 16% and expecied o cimb further fo be moee in line wilh the regions’ share of new

business (approxmaiely 23%).

By Zip Code Area

The foliowing 1able depicts the top tEn Zip code areas (first three Zip code digits) for Farmie Mag misrepresentation
findings, a representative city, and the most comman fypes of misrepresentation findings for each area. The table
depicts all loans with msrepresentation hiat were onginated in 2006-2007, a5 of reviews compleied Mrough December
2007.

Bank Zips Ciy gtate  Mlost Common Fraud Types

1. 554 Minneapoils, MN Credit & S3M

2 303 Allanta, GA Credlt & income

3 482 Dietrolt, M| Credlt & Value/Progeny
4. 3E1 Memphis, TH Income & Assels

5 53 SL Paul, MK Credit & 3N

£ 330 Pompano Beach, FL income & Credit
T3 Miaimi, FL Income & Assets

B 339 Fart Myers, FL Credlt & Oecupancy

o 770 Haowston, TX Incame & Credit

10. 281 Dearbom, Ml Credit & Income

Observations

o A high perceniage of the Credit & 55M findings for Minneapols and 5t Paul are afiibutable fo one lange
Cofspiracy involving muitiple borrowers who used fabhcated S5Ms.

o In addiion to income and asset misrepresentation, Memphis has alse been @ common location for property-
fipping schemes where appraisers sysiemalically fail io accurately report and analyze prior sales histories.

o A sigrificant percentage of the frawdulent loans discovened thus far in the Pompano Beach, Fort Meyers, Houssan
and Miami areas hawe invoived loans secured by CondomMIPILm units.
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