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INTRODUCTION

“Millions of dollars are bilked out of lenders who rarely recover

their losses and borrowers eventually end up footing the bill.”

INMAN NEWS SPECIAL REPORT by Jessica Swesey, June 23, 2003

Words like epidemic and phenomenon are becoming synonymous with mortgage fraud. The multi-trillion
dollar mortgage industry is a breeding ground for fraud perpetrators. Fueled by market competition, the
proliferation of fraud has resulted in part from sophisticated schemes as well as access to technology,
enabling the perpetrators to easily falsify documents.

The Mortgage Asset Research Institute, also called MARI, estimates that 20% of foreclosures are fraud-
related. And in many of those cases, red flags indicating the potential for fraud went undetected. As a
result, mortgage fraud is:

“…leaving behind a trail of foreclosed homes, dilapidated

neighborhoods, destroyed personal credit histories, and

unreliable comparative market values in areas where

inflated appraisals have been recorded.”

INMAN NEWS SPECIAL REPORT by Jessica Swesey, June 23, 2003
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RED FLAGS VS. FRAUD

A red flag DOES NOT constitute fraud. Red flags are items in a file that trigger questions that need to be
addressed, but may not represent actual fraud.

The legal definition of fraud is as follows:

The misrepresentation of a material fact which is made with the intent
to deceive a party who is ignorant of the falsity and who does in

fact reasonably relyon the misrepresentation to his or her detriment. 

PREVENTION NOT PROSECUTION

Each time you miss a red flag that should have been detected, you potentially expose all parties to the
transaction, including the lender, investor, and borrower, to increased risk. Every mortgage professional
must be diligent in recognizing and calling attention to those red flags in order to limit liability.

Remember, it’s not your job to judge if fraud has been committed. With a little practice and a few extra
seconds, you can help prevent fraud by simply catching the red flags upfront.

Once fraud is committed, it’s essentially too late. Every organization that has touched the loan is exposed
to greater risk. 

Mortgage fraud is usually committed through collusion by several individuals who have an intimate
knowledge of the mortgage lending process. They can include any combination of brokers, real estate
agents, attorneys, sellers, buyers, and appraisers. 

There is little incentive for spending the time and expense that is required to undertake the lengthy and
difficult task of identifying, capturing, and prosecuting the culprits. 

The only way to stop mortgage fraud is to stop funding it!
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S C R E E N I N G G U I D E L I N E S

MORTGAGE APPLICATION

CROSS-CHECK EVERYTHING!

Red flags often arise when comparing the mortgage 

application with other documents in the loan file. 

The mortgage application is the primary document that you will use to establish an initial profile of the borrower.

All subsequent documents in the file should support the information contained in the application. 

Here are some red flags to watch out for:

Down payment is other than cash (i.e., rent credit, sale of personal property, repayment of loan).

There is a non-purchasing spouse.

Borrower buying investment property, but does not own current residence.

House is not large enough to accommodate all occupants (i.e., 8 occupants in a 2-bedroom home).

Post office box is the only address listed for the employer, especially on the handwritten application.

Significant or unrealistic commute distance from subject property to the borrower’s employment on 
owner-occupied transactions.

Number of years on the job or in that profession is inconsistent with the borrower’s age.

Borrower’s office phone number is the same as his/her home number - possible self-employed borrower.

Assets inconsistent compared to liabilities (i.e., significant assets but no credit or very little credit).

Buyer is downgrading to smaller or less expensive property - except empty nesters. 

Incomplete handwritten application.

Changes in debt, employment, income or assets from the initial to the final application.

Borrower is purchasing property from landlord or employer.

New housing exceeds 150% of current housing expense.

Invalid Social Security number.

Inconsistent naming conventions throughout the file (i.e. Jon Smith, Jonathan Smith, J. Smith).

Inconsistent signatures on application compared to other documents in the file.

Printing of name instead of signature on signature line.

Mortgage broker on application is different from credit report inquiry or HUD1.

Handwritten application.
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S C R E E N I N G G U I D E L I N E S

VERIFICATION OF EMPLOYMENT

Because current automated underwriting systems provide alternative

documentation options, a VOE itself can be a potential red flag.

For salaried employees, the Verification of Employment [VOE] form is a document that was once the standard
used to identify the borrower’s employer, position, current base salary, overtime, commissions, and bonuses.

IF your loan file does contain a VOE, here are some red flags to watch out for:

Name of employer incorporates some form of the borrower’s name.

The authorized signature is illegible.

The position of person signing is not legible.

A phone number is not listed for person signing the document.

The printed signature and the written signature are spelled differently.

Verification source is inappropriate (i.e., secretary, relative, etc…).

Authorized signature date is on or before the application was completed.

There are white-outs or cross-outs without an initial.

Numbers appear to be inserted or “squeezed in.”

VOE states borrower is salaried in a profession that is typically paid by commission.

Employer uses a mail drop or post office box address.

Year-to-Date states past income as “See W-2s and pay stubs” without explanation.

Co/borrower’s maiden name is the same as the signature of the employer (possible self-employed).

Employer’s address is inconsistent with the application.

There is a large increase in income from the previous year.

Unable to obtain phone number of employer from a third party source.

Job title does not make sense.

There are overlapping dates from the date of currently hired and the previous employment.

Type/font is inconsistent throughout the document.

Borrower has a generic job title such as “Manager.”

Year-to-Date earnings are missing.

There is a significant drop in salary from the previous year.



S C R E E N I N G G U I D E L I N E S

PAY STUBS

BEWA RE! A pay statement can be easily

forged with a simple word processing program.

In most situations, an employee’s pay stub should be computer-generated. However, the pay stub can easily be

forged by using a simple word processing program.

Here are some red flags to watch out for:

Check numbers do not increase chronologically.

Pay stubs are handwritten.

Year-to-Date totals do not add correctly from check to check.

Pay stub from a large employer should be computer-generated.

There are rounded dollar amounts.

The amounts which are being withheld for Social Security (6.20%) and Medicare (1.45%) are not within the
percentage tolerance.

Year-to-Year totals do not add correctly from pay stub to pay stub.

Social Security number is not consistent with the loan file information.

Employer’s name is not printed on the pay stub.

Employee’s name is not on the pay stub.

Debts shown on the pay stub do not match the application (i.e., credit union loans, etc.).

Sequence of check numbers doesn’t correspond with payroll dates.

No YTD income is shown.

Paystubs provided do not cover a consecutive 30-day period.

Type/font is inconsistent throughout the document.

Payroll dates are incomplete (e.g., an end date is not shown).
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S C R E E N I N G G U I D E L I N E S

FORM W-2/1099

Fortunately, on a falsified document, a fraud perpetrator’s lack of

attention to detail can be your secret weapon for uncovering red flags.

Because of easy access to computer technologies, such as digital scanners and graphic design programs, altering

W-2 forms as well as tax information is the most commonly used scheme for falsifying income. Today, this infor-

mation can be easily manipulated, replaced, or deleted from these documents.

Here are some red flags to watch out for:

W2/1099 is handwritten.

W2/1099 from large employer should be computer-generated.

W-2 is typed, but the pay stubs are computer-generated.

Type/font is inconsistent throughout the form/s.

The employer and employee names/addresses are not consistent with the loan file.

The income shown on the W-2 statements is different from the income reported on the mortgage application,
VOE, or tax returns.

Social Security and Medicare wages/taxes exceed set percentages. [See Social Security and Medicare Tax
Calculation Chart in the RESOURCES section of this book.]

NOTE: There is a salary cap that is applied to Social Security taxes. The salary cap for
2007 is 6.2% on earnings up to $97,500 or a maximum amount of $6,045 that
can be paid out in Social Security tax.

Borrower did not provide the “Employee’s Copy” (copy C) of the form/s.

Salary amounts have rounded numbers.

W-2/1099 has an incomplete or incorrect name and address of employer or employee.

Employer ID number is formatted other than xx-xxxxxxx.

Numbers are not aligned.

There are corrections/white-outs.

Employer is not registered with the State Department of Corporations or LLCs.



S C R E E N I N G G U I D E L I N E S

TAX FORMS

Look for signs of undisclosed

self-employment when reviewing tax documents.

A typical loan application for a salaried employee generally does not include tax documents. However, if you feel

there is a need to substantiate the borrower’s income, you can request that their tax documents be provided.

If the borrower is self-employed or generates more than 25% of their income from commissions, they are required

to provide copies of their tax documents.

Here are some red flags to watch out for:

1040

Name, address, Social Security number, or corporation is inconsistent with information in the loan file.

The number of dependents does not agree with the 1003.

The tax returns are incorrectly added.

Wages do not agree with W-2s or VOE in the file.

Business income is inconsistent with the net income on the Schedule C.

Unemployment compensation was claimed, but the file does not show a gap in employment or that there is seasonal
employment.

Deductions were made for one-half self-employed health insurance for a borrower who does not claim self-employment.

Evidence of white-out or other alterations.

The type of handwriting varies within the return.

No estimated tax payments by self-employed borrower (schedule SE required).

Borrower files Schedule G (income averaging), which is for taxpayers with fluctuating income from year to year.

Paid preparer signs taxpayer’s copy.

High-income borrower and self-prepared tax returns.

Occupation differs from what was stated on the 1003.

Real Estate taxes paid, but no property shown on Schedule of Real Estate.

Schedules missing from file.

Handwritten return when prepared by professional.

Self-employed borrower who shows salaried wages instead of Schedule C (sole proprietor) income.

No deductions have been taken or incorrect deductions have been taken.
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S C R E E N I N G G U I D E L I N E S

TAX FORMS (CONTINUED)

SCHEDULE A

Real estate taxes and/or mortgage interest is paid, but the application shows no ownership.

Borrower owns property, but doesn’t pay real estate taxes and/or mortgage interest.

State income tax was paid by borrower who lives and works in a state that does not have income tax.

SCHEDULE B

No dividends are earned on stock owned.

Borrower with substantial cash in bank shows little or no related interest income.

SCHEDULE C

Income appears high for the type of business listed on schedule C.

Numbers are incorrectly added.

Income does not agree with total income on 1099 forms.

No “cost of goods sold” on retail or similar type of business.

There is interest expense with no related loan disclosed on the application.

There are no deductions for tax and licenses.

Business expenses are not consistent with the type of business
(i.e., truck driver doesn’t claim a car or truck expense).

SCHEDULE E

The Schedule of Real Estate on the 1003 differs from the properties listed on the Schedule E.

Mortgage interest is deducted as an expense for the subject property, but there is no loan listed on the application.

Property taxes and insurance was not expensed for rental properties.

Pass through of tax liability is reported from partnerships and S-corporations and is not consistent with
the K-1 Schedule.



S C R E E N I N G G U I D E L I N E S

VERIFICATION OF DEPOSIT

The presence of a VOD itself can be a red flag

because of the common use and acceptance

of alternative documentation. The information

on a VOD can be easily falsified.

If your loan file contains a VOD, you should expect that any interested party, such as the real estate agent, seller,

or builder, has NOT handled the VOD and it must contain the following information:

• Account number.

• Date account opened.

• Current balance.

• Average balance.

• All names associated with the account.

Here are some red flags to watch out for:

This is a new bank account.

The depository is unknown.

Another person’s name is shown on the account that was not disclosed on the application.

An average balance is not shown.

Squeezed-in numbers or corrections are not initialed.

The authorized signature is illegible.

The position/title of person signing is not legible.

A phone number is not listed for person signing the document.

The printed signature and the written signature are spelled differently.

Balance contains a rounded dollar amount.

This is a recently opened account and there is no verification of previous accounts or a source of funds available.

Type/font is inconsistent throughout the document.

Authorized signature is missing.

The date of the authorized signature is on or before the application date.

Account number/s doesn’t match those shown on the application.
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S C R E E N I N G G U I D E L I N E S

BANK STATEMENTS

If a bank statement has been falsified,

there is a good chance that the deposits and

withdrawals won’t add up correctly.

Once again, technology creates opportunities for individuals to easily falsify documents. In fact, the sample bank

statement included with the practice exercises of this book is an exact duplicate of an authentic bank statement. It

was created using a common word processing program.

Here are some red flags to watch out for:

Large, unexplained deposits are shown on the statement.

Payroll checks are not shown in the deposits.

The deposits for paychecks do not support the income reported.

There are direct deposits shown from someone other than the employer.

Borrower’s address on the statement is inconsistent with the loan file.

Bank statements do not match accounts shown/verified in the file.

The borrower’s Social Security number, if provided, does not match information in loan file.

The dates shown on the statement are inconsistent with the activity shown. For example, a deposit is noted on
10/6/03, but the statement is for the month of September.

Statement does not reflect earnest money check and credit was given by underwriter. Verify that the deposit check
has cleared the account before giving credit.

There is another name on the bank statement other than borrower’s name.

Numbers not aligned.

There are duplicate checks with different amounts.

Checks cleared do not match the numbers and the amounts within the statement.

All pages of bank statement are not included.

Type/font is inconsistent throughout the document.

The ending balance is incorrect.

The transaction dates are not listed chronologically.



S C R E E N I N G G U I D E L I N E S

PURCHASE AGREEMENT
(also referred as sales contract)

Be aware of any relationships among the

interested parties to ensure that conflicts and

possible non-arm’s length transactions are avoided.

The purchase agreement can vary from state to state. However, for the most part, it consists of boilerplate

terms and conditions.

Here are some red flags to watch out for:

Seller is a real estate agent, relative, or employer of the buyer. This could indicate a non-arm’s length transaction.

Purchase price is considerably lower than the appraised value.

The name/address on the earnest money check is not the borrower’s name/address.

The agreement has been transferred or assigned.

Names on the agreement have been deleted or added.

Earnest money deposit covers the entire down payment or is an odd amount.

There is a non-institution second mortgage indicated.

There are multiple agreements for this purchase.

Borrower is not shown as the purchaser.

This is a 1031 IRS exchange when the application indicates that this is not for an investment property.

The seller is a company.

The agreement contains scratch-outs and/or corrections without having been initialed.

A Power of Attorney is signing for the borrower.

Information, such as Social Security number, address, and/or telephone number is missing.
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S C R E E N I N G G U I D E L I N E S

PRELIMINARY TITLE REPORT/TITLE SEARCH

Review all settlement

statements PRIOR to closing.

To ensure consistency, it’s important to compare the information on the title report with the information that is

contained in the sales agreement, appraisal and settlement statement.

Here are some red flags to watch out for:

Prepared for or mailed to a party other than the lender.

If this is a refinance, check for tax or similar liens against the borrower. This could indicate a distressed borrower.

Delinquent property taxes are noted.

Notice of default has been recorded.

Seller is not on the title. This could indicate a double escrow, which is usually associated with a property flip.

Borrower owns property for a short time and refinances to cash out a significant sum of money. The borrower may
be paying off undisclosed debts, such as borrowed down payment money.

Judgment against borrower not shown on credit report.



S C R E E N I N G G U I D E L I N E S

APPRAISAL

Inaccurate or fraudulent valuation

can result in substantial losses.

Determining the value of the collateral is a critical component of the mortgage process. Issues on appraisal valua-

tions are becoming increasingly more prevalent. Therefore, it is important that you learn how to identify potential

red flags on the appraisal.

Here are some red flags to watch out for:

Appraiser is on a watch list.

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

Appraisal was ordered before the purchase agreement was written.

Owner’s name does not agree with information in the loan file.

Source or Comp information not verified as required (i.e., data source MLS, sales office, SREA, CMDC,
real estate agent, etc.).

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

Occupant is identified by the appraiser as a tenant on an owner-occupied refinance.

Appreciation of property value in a stable or declining area.

Value of the property is higher than the “Predominant Value” of the neighborhood.

Appraiser uses comparable properties that are significantly newer than the subject property.

Appraiser included below ground areas in the total gross living area.

Information about the property is not consistent throughout the report (i.e., room count varies from one section to
another within the report).

Adjustments for the same feature are inconsistently applied (i.e., an adjustment for a single fireplace is given +2000
for one comparable, but +4000 for a different comparable.).

Subject property is not large enough for all occupants on application (i.e., 8 occupants in a 2-bedroom home).

Distance of comparables from subject property is excessive for location.

Excessive adjustments for urban or suburban area where marketing time is under 6 months.

Sales comps contain large adjustments in order to make them similar to the subject property.

Incorrect adjustments were made for sales or financing concessions.
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S C R E E N I N G G U I D E L I N E S

APPRAISAL (CONTINUED)

Income approach is not used on tenant-occupied, single-family dwellings.

The appraiser did not calculate the cost of the basement separately when calculating the value of the subject property
using the cost approach.

Photos don’t match the description of property.

Photos of the property were taken from odd angles. Is the appraiser trying to hide something, such as a parking lot or
commercial business next door?

The weather condition in the photo of subject property is not appropriate for the date of the appraisal
(i.e., a photo that was supposed to be taken in July shows snow on the ground for a property in Illinois).

Appraiser did not sign and date the appraisal report.

Appraiser has marked “unknown” for required appraisal information.

The house number in photo does not match property address.

Photos show items not disclosed in the appraisal (e.g., commercial property next door, railroad tracks,
another building on property).

There is a “For Rent/For Sale” sign in the photo of the subject property on an owner-occupied purchase or refinance.

Photos of the subject property or comparables look familiar to you. If you think you have seen them before, then you
may have.

Appraiser did not review the interior of subject property on a 2055 appraisal form.

Appraiser did not disclose 3-year history on the subject property and a 1-year history for comparables.

A Statement of Limiting Conditions and the appraiser’s certification is not included with the report.

The property value determined by the cost approach, sales approach, and income approach
(for small residential investment properties) are not reconciled and vary greatly from each other.

The subject property was recently sold.

Subject property is currently listed for sale on a refinance transaction.



S C R E E N I N G G U I D E L I N E S

HUD/SETTLEMENT STATEMENT

What don’t you know? The HUD/Settlement

Statement may reveal omissions in the underwriting file.

Often, the HUD/Settlement Statement will reveal information that was not disclosed. Were the down payment,

purchase price, or cash required from the borrower truthfully represented?

Here are some red flags to watch out for:

Check that the names and/or addresses of seller and buyer are not similar. Otherwise it may indicate a non-arm’s
length transaction.

There are unusual credits and disbursements when comparing the HUD-1 to the escrow instructions.

Buyer and seller are related. This could indicate a non-arm’s length transaction.

Delinquent loans and/or liens are being paid off.

Multiple mortgages are being paid off.

Settlement was delayed without explanation.

Purchase price of the property is significantly higher than the listing price.

Consultation fee paid to a party of the transaction.

Dispersement of funds paid to person/business not related to the transaction.

Large earnest money deposit, greater than the customary 3%.
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S C R E E N I N G G U I D E L I N E S

ESCROW/CLOSING INSTRUCTIONS

Scrutinize the escrow/closing instructions carefully

to avoid a situation where there might be a straw

buyer, non-arm’s length transaction, or property flip.

Here are some red flags to watch out for:

Cash paid outside of escrow to seller.

Down payment paid into escrow upon opening. No more than 3% should be placed in escrow at the time of opening.

There is a reference to another escrow. This could indicate a double escrow, which usually involves a flipped property.

Parties involved in the transaction are related. This is a possible non-arm’s length transaction.

Power of Attorney used to sign documents. Ask yourself, “Why can’t the borrower execute the documents
him/herself?”

Power of Attorney was not properly documented/recorded.

The seller is a business entity. The business may be controlled by or related to the borrower.

There are “fill in the blank” escrow instructions.

The purchase is not subject to inspection.

Demands paid off to undisclosed third parties. This could indicate potential financial obligations not disclosed in the
application

Sale subject to seller acquiring title.

Buyer is required to use a specific broker/lender.

Odd amounts paid as deposit/down payment.

If prior property sale evidenced by a settlement statement, check payoff of mortgage for late charges,
foreclosure/attorney fees (i.e., payoff, significantly more than outstanding loan balance) or payoff of numerous
mortgages.



S C R E E N I N G G U I D E L I N E S

CREDIT REPORT

There is no relationship between a FICO® score and

fraud. One score is as likely to be associated with

credit misrepresentation as another.

A borrower’s creditworthiness plays a significant role in determining their eligibility for a loan. Their FICO score

can impact the type of loan they receive as well as the interest and mortgage insurance rates they will pay.

A good credit score can be a valuable commodity and has consequently led to a variety of fraud schemes, includ-

ing credit manipulation, straw buyers, and one of the fastest growing white collar crimes today – identity theft.

Here are some red flags to watch out for:

Employment information/history varies from the mortgage application and VOE.

No credit is available or length of credit is inconsistent with the borrower’s age.

Various employment or residence data from other sources differ from 1003.

Invalid Social Security number or the Social Security number does not agree with application or other
documents in the file.

AKA or DBA indicated.

Outstanding balances are shown on debts that were not disclosed in the initial application.

Date of the credit report is prior to the date of the initial application.

Accounts have recently been paid in full without evidence of source of funds for the payoffs.

All trade lines were opened within the same time frame or opened recently.

Debts on the application do not match the credit report debts.

Fraud alert on credit report indicates borrower is self-employed or is using a questionable Social Security number.

There is a reference to the borrower as no longer living.

More than one Social Security number appears on the credit report.

The credit score doesn’t appear to reflect the borrower’s spending habits (e.g., high score, but report
shows multiple charge offs and delinquencies).
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RED FLAGS

S C R E E N I N G G U I D E L I N E S

ADDITIONAL CHECKS

TIME TO DOUBLECHECK!

By performing these quick additional checks, you can further ensure that you are closing a quality loan.

� Check that the names and/or addresses of seller and buyer are not similar. Otherwise it could indicate a non-arm’s
length transaction.

� Require all borrowers to sign a release of tax information form to authenticate the tax forms.

� Do not accept incomplete handwritten applications.

� Call the borrower at work and at home at least once during loan processing. If you can’t reach the borrower stated on
the application, this could be a straw buyer.

� Call the employer on the closing date to verify that the borrower is still employed.

� Run an in-file credit report on the closing date to check for additional incurred debt.

� Check the note and mortgage for any changes that would indicate a change in terms, loan amount, marital status, etc.

� Check mailing address on grant deed—it should go to the purchase property address unless an investment.

� If suspicious about the title transfer, check with the title company to ensure that the chain of title is accurate. Also,
make sure that the seller/borrower (if a refinance) does indeed have title to the property to avoid a double escrow.

� Make sure that the borrower’s signature does not differ from those in application package.

� Ensure that all required documents have been provided and filled out completely.



Practice
Exercises
This section contains a variety of sample
loan documents, which contain red flags
and can help you improve your proficiency
at identifying inconsistent documentation.



P R A C T I C E E X E R C I S E S

VERIFICATION OF EMPLOYMENT

Can you identify the red flags in this VOE? You will find the answers in the back of this book.
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P R A C T I C E E X E R C I S E S

PAY STUBS

Can you identify the red flags in this pay stub? You will find the answers in the back of this book.
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P R A C T I C E E X E R C I S E S

FORM W-2

Can you identify the red flags in this W-2? You will find the answers in the back of this book.
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P R A C T I C E E X E R C I S E S

VERIFICATION OF DEPOSIT

Can you identify the red flags in this VOD? You will find the answers in the back of this book.
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P R A C T I C E E X E R C I S E S

BANK STATEMENT

Can you identify the red flags in this bank statement? You will find the answers in the back of this book.



RED
FLAGS

Underwriting

RED FLAGS

26
P M I . M O R T G A G E . I N S U R A N C E . C O .

P R A C T I C E E X E R C I S E S

CREDIT REPORT

Can you identify the red flags in this credit report? You will find the answers in the back of this book.
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P R A C T I C E E X E R C I S E S

APPRAISAL (PAGE 1)

Can you identify the red flags in this appraisal document? For the purpose of this exercise,
assume that this is an owner-occupied refinance. You will find the answers in the back of this book.
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APPRAISAL (PAGE 2)
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APPRAISAL (PAGE 3)
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APPRAISAL (PAGE 4)
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APPRAISAL (PAGE 5)
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APPRAISAL (PAGE 6)
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Case
Study
This section contains a sample case study
that you can use to hone your skills at
identifying red flags even more.
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C A S E S T U D Y

CASE BACKGROUND

Clyde Place was losing his home to foreclosure. His son Larry and Larry’s common-law wife, Jackie Wilkins,

decided to purchase the property so that it could remain in the Place family. However, they were unable to qualify

for the mortgage. Consequently, Larry and Jackie asked their friend Carlotta Pagan if she would consider

co-signing for the loan as well as helping out with the down payment. She agreed.

INSTRUCTIONS

For the purpose of this exercise, we are not providing you with the entire loan file. Carefully examine each of the
documents provided and mark all of the red flags that you discover. Please Note: The same type of red flag can appear in
several different locations.

The answers to the case study are provided in the back of this book.
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A N S W E R K E Y :  P R A C T I C E E X E R C I S E S

APPRAISAL (PAGE 3)

RED FLAG #

16
Cost of Basement Missing

The appraiser did not calculate the cost of the basement
separately when calculating the value of the subject
property using the cost approach.

17
Values Not Reconciled

The value determined by the cost approach and sales
approach should be within a closer range. 

16

17
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RED FLAGS

A N S W E R K E Y : P R A C T I C E E X E R C I S E S

APPRAISAL (PAGE 6)

RED FLAG #

18
Missing Signature

The appraiser has failed to sign and date the report.

18



A N S W E R K E Y :  C A S E S T U D Y

UNIFORM RESIDENTIAL LOAN APPLICATION (PAGE 1)

RED FLAG #

1

Invalid Social Security Number

Carlotta Pagan is using a social security number that
is invalid. Remember, social security numbers cannot
have a zero in positions 4 and 5 or end in 4 zeros.

2
Address Inconsistencies

The address used on Carlotta’s loan application, pay
stub and W-2 is shown to be her PREVIOUS
address, according to her credit report
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A N S W E R K E Y :  C A S E S T U D Y

UNIFORM RESIDENTIAL LOAN APPLICATION (PAGE 2)

RED FLAG #

3
Generic Job Title

“Manager” is considered too generic. A specific job
title that describes the type of work the employee
does is preferable. 

4
Inconsistent Liability Information

Carlotta’s loan application shows that she has a total
of $10,457 on her Discover Card. This is $4,000 more
than the amount reflected in her credit report.
Beware of unusually large deposits into bank
accounts, which are intended for down payments.
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A N S W E R K E Y : C A S E S T U D Y

UNIFORM RESIDENTIAL LOAN APPLICATION (PAGE 4)

RED FLAG #

5
Seller Contribution

Exceeds Maximum Limit
According to the Sales Contract, the seller is
contributing $13,200, which is 5% of the purchase
price. For loans that have an LTV of 90% or higher,
the seller may only contribute a maximum of 3% of
the purchase price toward closing costs.

6
Missing Signature

The borrower has not signed or dated the 1003
application.
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A N S W E R K E Y : C A S E S T U D Y

VERIFICATION OF EMPLOYMENT

RED FLAG #

7
Questionable Signature Dates

Notice that the authorized signature from Larry
Place’s employer is dated one day PRIOR to the
signature date of the loan officer.

8
Missing Year To Date Earnings

There is no base pay listed under the Year to Date
column. It’s important to show previous and
continuing income. The YTD should match the hourly,
weekly, or monthly earnings.

9
Whole or Rounded Numbers

These numbers don’t make cents! The income
should not appear in whole or rounded numbers.

10
Questionable Authorized Signature

Notice that a Richard Kabar signed the VOE for Larry
Place who works at BMA Multi Services. However,
Carlotta’s 1003 and W2 show her second job to be at
Kabar’s Travel Service.

11
Missing Contact Information

The person authorized to sign this document didn’t
provide their contact information.

12
Authorized Signature Title Unacceptable

A VOE should be completed by someone “senior” to
the applicant. In this case, a supervisor completed a
manager’s VOE title.
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A N S W E R K E Y : C A S E S T U D Y

PAY STUBS

RED FLAG #

13
Invalid Pay Periods and

Corresponding Work Hours
It’s unlikely that Carlotta’s pay period was a single
day or that she worked 80 hours during the course of
one day. Pay periods are generally 2 to 4 weeks.
And, although Larry’s 5-day pay period is more
believable, it loses credibility when his pay stub
shows 80 REGULAR hours worked instead of a
combination of REGULAR and OVERTIME.

14
Similar Pay Stubs/

Different Companies
Notice any similarities between Carlotta’s pay stub
and Larry’s pay stub? Their employers appear to use
the same EasyPay stationery. Hence the formats
should be similar, but they are not.

15
Invalid Pay Date

The pay date for Carlotta’s pay stub is questionable.
A pay date usually occurs several days after the last
day in the pay period.

16
Incorrect Medicare Withholdings

As of March 2003, Medicare withholdings should not
exceed .45%.

NOTE: There is no maximum amount for FICA
(federal tax) withholdings. The amount is determined
by the employee and the number of exemptions that
they have claimed.
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A N S W E R K E Y : C A S E S T U D Y

FORM W-2

RED FLAG #

17
Invalid Employer

Identification Numbers
The IRS requires that all businesses with employees
on a payroll must have an EIN. The number should
be nine digits and formatted in the following manner:
XX-XXXXXXX. Each business is supposed to have a
unique number. However, both Carlotta’s employer,
Kabar’s Travel, and Larry’s employer, BMA Multi-
Services, are shown here with the same EIN number.

18
Missing SDI/SUI Information

Carlotta’s pay stub included SDI/SUI deductions.
Hence, these deductions should appear in box 14 on
her W-2. SDI/SUI is a form of disability and
unemployment insurance.

19
Different Typeface

The W-2 for Larry Place appears to have been altered
because the typeface is inconsistent here.

20
Off-Centered Numbers

Notice that the numbers in these boxes are not
aligned. Generally, W-2 forms are computer-
generated and the numbers are aligned. This is a
possible indication that the document has been
altered.

21
Overlapping Information

Larry Place’s social security number is overlapping
the title of box “d” - Employee Social Security
Number. This is a possible indication that the
document has been altered.

22
Incorrect Copy of W2 Form

Larry Place has provided a copy of his W-2 form that
is supposed to be filed with his FEDERAL tax return.
You should generally expect to see COPY C, which is
kept for the employee’s records.
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A N S W E R K E Y : C A S E S T U D Y

CREDIT REPORT

RED FLAG #

23
Inconsistent Social
Security Numbers

Not only is Carlotta using an invalid social security
number, but her credit report reveals two different
numbers. Combine this finding with that fact that
several trade accounts were opened all at the same
time and the inconsistencies related to her age and
address—the possibility of identity theft is raised.

24
Trade Accounts Opened

at the Same Time
Four of the five trade accounts were opened all at
the same time. Combine this finding with the
inconsistencies related to her social security number,
age, and addresses, and the possibility of identity
theft is raised.

25
Undisclosed Debt

According to her credit report, Carlotta recently
purchased a new car for more than $18K. However,
this debt was not disclosed in the liabilities section of
the 1003.
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Resources
This section contains a variety of documents
that can be useful in helping you to identify
and verify red flags.
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USEFUL WEB SITES

www.bbb.org Better Business Bureau
This Web site allows you to find information on over two
million businesses and charitable organizations.

www.realtor.com REALTOR.com
Use this link to access information about current home list-
ings, subject property, comparables, and neighborhoods.

www.ftc.gov Federal Trade Commission
This site provides information on fraud statistics.

www.crimetime.com CrimeTime.com
The Black Book Online feature provides a free database
for searches of people, social security numbers, phone
numbers, etc.

www.realmarketing.com Realtimemarketing.com
Provides a State by State guide to Tax Assessors Web sites.

www.zillow.com Zillow
Provides a “zestimate”of home values on homes across the U.S.
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SOCIAL SECURITY NUMBERS

The following are fictitious numbers used on sample Social Security cards in wallets & advertising

022-28-1852 095-07-3645 165-18-7999 189-09-2294 308-12-5070

042-10-3580 135-01-6629 165-20-7999 212-09-7694 468-28-8779

062-36-0794 141-18-6941 165-22-7999 219-09-9998 549-24-1889

078-05-1120 165-16-7999 165-24-7999 306-30-2348 987-65-4320

Social Security Number Issuing Locations

Leading Issued Leading Issued Leading Issued
Numbers From Numbers From Numbers From

001-003 New Hampshire 429-432 Arkansas 585 New Mexico
004-007 Maine 433-439 Louisiana 586 Guam
008-009 Vermont 440-448 Oklahoma 586 American Samoa
010-034 Massachusetts 449-467 Texas 586 Philippine Islands
035-039 Rhode Island 468-477 Minnesota 587-588 Mississippi
040-049 Connecticut 501-502 North Dakota 589-595 Florida
050-134 New York 503-504 South Dakota 596-599 Puerto Rico
135-158 New Jersey 505-508 Nebraska 600-601 Arizona
159-211 Pennsylvania 509-515 Kansas 602-626 California
212-220 Maryland 516-517 Montana 627-645 Texas
221-222 Delaware 518-519 Idaho 646-647 Utah
223-231 Virginia 478-485 Iowa 648-649 New Mexico
232-236 West Virginia 486-500 Missouri 650-653 Colorado
232 North Carolina* 520 Wyoming 654-658 South Carolina
237-246 North Carolina 521-524 Colorado 659-665 Louisiana
247-251 South Carolina 525 New Mexico 667-675 Georgia
252-260 Georgia 526-527 Arizona 676-679 Arkansas
261-267 Florida 528-529 Utah 680 Nevada
268-302 Ohio 530 Nevada 681-690 North Carolina
303-317 Indiana 531-539 Washington 691-699 Virginia
318-361 Illinois 540-544 Oregon 700-728 Railroad Board
362-386 Michigan 545-573 California 750-751 Hawaii
387-399 Wisconsin 574 Alaska 752-755 Mississippi
400-407 Kentucky 575-576 Hawaii 756-763 Tennessee
408-415 Tennessee 577-579 Washington DC 764-765 Arizona
416-424 Alabama 580 Virgin Islands 766-768 Florida
425-428 Mississippi 580-584 Puerto Rico 769-772 Florida

*Number 232, with middle digits 30, has been reallocated to N. Carolina from West Virginia



RESOURCES

W-2 Social Security and Medicare Tax Calculation Chart

Maximum Maximum
Year Taxable Wages Tax Rate

1994 Social Security $60,600.00 $3,757.20 6.20%
Medicare Tax Unlimited Unlimited 1.45%

1995 Social Security $61,200.00 $3,794.40 6.20%
Medicare Tax Unlimited Unlimited 1.45%

1996 Social Security $62,700.00 $3,887.40 6.20%
Medicare Tax Unlimited Unlimited 1.45%

1997 Social Security $65,400.00 $4,054.80 6.20%
Medicare Tax Unlimited Unlimited 1.45%

1998 Social Security $68,400.00 $4,240.80 6.20%
Medicare Tax Unlimited Unlimited 1.45%

1999 Social Security $72,600.00 $4,501.20 6.20%
Medicare Tax Unlimited Unlimited 1.45%

2000 Social Security $76,200.00 $4,724.40 6.20%
Medicare Tax Unlimited Unlimited 1.45%

2001 Social Security $80,400.00 $4,984.80 6.20%
Medicare Tax Unlimited Unlimited 1.45%

2002 Social Security $84,900.00 $5,263.80 6.20%
Medicare Tax Unlimited Unlimited 1.45%

2003 Social Security $87,000.00 $5,394.00 6.20%
Medicare Tax Unlimited Unlimited 1.45%

2004 Social Security $87,900.00 $5,450.00 6.20%
Medicare Tax Unlimited Unlimited 1.45%

2005 Social Security $90,000.00 $5,580.00 6.20%
Medicare Tax Unlimited Unlimited 1.45%

2006 Social Security $94,200.00 $5,840.00 6.20%
Medicare Tax Unlimited Unlimited 1.45%

2007 Social Security $97,500.00 $6,045.00 6.20%
Medicare Tax Unlimited Unlimited 1.45%
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RESOURCES

Federal Employer Identification Numbers

Prefix Issued From Prefix Issued From

01 Augusta, Maine 52 Baltimore, Maryland
02 Portsmouth, New Hampshire 54 Richmond, Virginia
03 Burlington, Vermont 55 Parkersburg, West Virginia
04 Boston, Massachusetts 56 Greensboro, North Carolina
05 Providence, Rhode Island 57 Columbia, South Carolina
06 Hartford, Connecticut 58 Atlanta, Georgia
07 Atlanta Service Center 59 Jacksonville, Florida
08 Andover Service Center 61 Louisville, Kentucky
09 Kansas City Service Center 62 Nashville, Tennessee
11 Brooklyn, New York 63 Birmingham, Alabama
13 Manhattan, New York 64 Jackson, Mississippi
14 Albany, New York 65 Ft. Lauderdale, Florida
16 Buffalo, New York 66 Puerto Rico
17 Cincinnati Service Center 68 Sacramento, California
18 Austin Service Center 71 Little Rock, Arkansas
19 Brookhaven Service Center 72 New Orleans, Louisiana
22 Newark, New Jersey 73 Oklahoma City, Oklahoma
23 Philadelphia, Pennsylvania 74 Austin, Texas
25 Pittsburgh, Pennsylvania 75 Dallas, Texas
28 Philadelphia Service Center 76 Houston, Texas
29 Ogden Service Center 77 San Jose, California
31 Cincinnati, Ohio 81 Helena, Montana
33 Laguna Niguel, California 82 Boise, Idaho
34 Cleveland, Ohio 83 Cheyenne, Wyoming
35 Indianapolis, Indiana 84 Denver, Colorado
36 Chicago, Illinois 85 Albuquerque, New Mexico
37 Springfield, Illinois 86 Phoenix, Arizona
38 Detroit, Michigan 87 Salt Lake City, Utah
39 Milwaukee, Wisconsin 88 Las Vegas, Nevada
41 St. Paul, Minnesota 89 Fresno Service Center
42 Des Moines, Iowa 91 Seattle, Washington
43 St. Louis, Missouri 92 Anchorage, Alaska
45 Fargo, North Dakota 93 Portland, Oregon
46 Aberdeen, South Dakota 94 San Francisco, California
47 Omaha, Nebraska 95 Los Angeles, California
48 Wichita, Kansas 98 A/C International
49 Memphis Service Center 99 Honolulu, Hawaii
51 Wilmington, Delaware



PM
I 1

78
 (0

6/
07

)800.966.4PMI (4764)

www.pmi-us.com




