
SECTION 1: Loan Application Red Flags

1) Unrealistic commute (distance) 

2) Borrower(s) are buying down in value or out of area with no explanations

3) Rapid property purchases: borrower purchasing a property after short period of owner occupancy at

current address

4) Inappropriate income/employment for age, position, or geographic location

5) Larger than customary escrow deposit

6) Savings higher than expected for age and/or income

7) Signatures on the 1003 do not match the other loan documents

SECTION 2: Social Security Red Flags

1) Invalid Social Security number as evidenced by: 

a. Three or more leading zeros

b. Zeroes in both positions four and five

c. Ending in four zeros

d. Leading number of 72 through 79

e. Leading number of  8.

f. Leading number of 9 is suspect (very few have been issued and are special cases)

2) SSN on 1003 conflicts with the credit report or other file documentation

3) Names other than the borrower(s) shown on the SS trace provided on the credit report

4) Borrower(s) have ITIN along with SSN on income documentation (Individual Tax Identification Number:

nine-digit number that always begins with the number 9 and has a 7 or 8 in the fourth digit

5) Borrower(s) with ITIN that have not provided documentation to establish legal residency in the U.S.

SECTION 3: Credit Report Red Flags

1) Credit usage is inconsistent with income level. Eg: high income with little or no credit used or high income

with excessive credit usage

2) Single borrower has joint accounts

3) Joint borrower has individual accounts

4) Trade line(s) indicate Authorized user

5) Employment history reported is inconsistent with loan application

6) Current and previous residence history reported is inconsistent with loan application

7) Hawk Alerts/Fraud Alerts need to be addressed on the credit report

8) No Credit/Alternative Credit

9) Recent inquiries from other mortgage lenders

10) Invalid Social Security Number or variance

11) AKA or DBA indicated

12) Length of time on credit file inconsistent with the borrower’s age

13) All accounts recently paid in full (undisclosed loan)?

SECTION 4: Income Red Flags

1) VOE (VOE’s have a high propensity for fraud)

2) No fax header on the VOE

3) Company name similar to borrower’s name but not shown as self-employed

(i.e., Charles Smith & Charlie’s Body Shop)

4) Income level and/or income documentation is inconsistent with type of employment.

Ex: no supporting W-2’s or pay stubs for a job that typically issues

5) Income ending in rounded numbers (i.e. $40,000 annually with $34,200 YTD)

6) Stated income does not meet the reasonable test or is not supported by assets and/or credit profile.
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SECTION 9: Verification of Deposit Red Flags

1) VOD provided was not signed by the appropriate party; the signature and/or position of person signing

is not legible; no telephone number of the depository

2) VODs contain such irregularities as inconsistent fonts

3) No fax banner on VOD (VODs have a high propensity for fraud)

4) VODs don’t have addresses

SECTION 10: Bank Statement Red Flags

1) Bank statements provided do not reflect payroll deposits (salaried borrower) as reflected on pay stubs

2) Bank Statements contain such irregularities as inconsistent fonts, numbers not aligned

3) The dates shown on the statement are inconsistent

4) Duplicate checks with different amounts

5) The ending balance is not correct

6) Transaction dates are not listed chronologically

7) Account holder is not the borrower

8) Current balance is higher than average balance

9) Large deposits with no interest paid

10) Interest calculations don’t match the balances

11) The verification format is not applicable for the lending institution.  For instance, BofA doesn’t complete

bank VODs; they use a computer-generated form. 

12) Statement date not in agreement with the transaction dates listed

SECTION 11: Sales Contract Red Flags

1) Seller is a real estate agent or employer

2) Seller is a relative (same last name on contract as borrower(s)) possible non-arms length transaction

3) No real estate agent

4) Purchaser listed is other than borrower

5) Sales contract names seller as a company or partnership (possible flip)

6) Second mortgage is held by a private party versus a financial institution

7) Date of purchase contract inconsistent with Appraisal, Application, or other documentation

8) Sales concessions

9) Rent Back agreements

10) Check contract assignments for borrower deletions or additions (often indicates straw buyers)

SECTION 12: Appraisal Red Flags

1) Appraiser is on a watch list

2) Information about the property is not consistent throughout the report (i.e. room count varies from one

section to another within the report)

3) Appraisal is ordered by a party other than lender (buyer, property seller, real estate agent)

4) Address and legal description of the subject property are inconsistent with other file information

5) Owner is identified by the appraiser as a tenant on an owner-occupied residence (may be on the



SECTION 12: Appraisal Red Flags (continued)

13) Excessive gross or discretionary line-item adjustments.  Discretionary line adjustments include site, view,

condition, quality

14) Incorrect adjustments were made for sales or financing concessions

15) Appraisal is dated prior to the loan application date

16) Property value increase due to repairs or renovations is not supported with documentation or photographs

nor addressed by appraiser

17) Significant increase in appraised value from prior sales data for both purchase and refinance properties

SECTION 13: Prelim Red Flags

1) Report shows Lis Pendens or tax lien (possible distressed seller)

2) Rapid transfers of title

SECTION 14: Estimated HUD-1/Settlement Statement Red Flags

1) Property seller is a corporation

2) No real estate broker

3) No loan payoff for seller

4) Unusual or unexplained disbursements such as repairs, referral or consulting fees

5) Seller’s address is the same as broker

6) Excessive disbursements on the seller side of the HUD-1 that are not normal closing costs or lien releases

7) Seller’s name inconsistent with name on appraisal and/or purchase agreement and/or title commitment
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