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Executive Summary
This report highlights some of the most significant mortgage fraud risk trends based on
analysis of loan applications processed in 2012 by the Interthinx FraudGUARD® system.
•

The 2012 Annual Mortgage Fraud Risk Index value is 150 (n = 100), a 3 percent increase
from 2011’s value of 145. This continues the gradually rising trend in fraud risk observed
over the past two years as markets begin to stabilize, inventories begin to shrink, and
prices begin to increase.

•

There was a marked shift in fraud risk from west to east, with seven of the top 10 states
located in the eastern half of the US. Many of these states were hit hard by mortgage fraud
and foreclosures early in the boom years, and most are judicial foreclosure states where real
estate sales activity was depressed before the “robo-signing” foreclosure abuse lawsuit was
settled. The rise in fraud risk is an indicator that these markets may have hit a true bottom,
since rising markets are more attractive to fraudsters seeking profits, and fraud is easier
to commit when property values are increasing than when they are decreasing.

•

Despite the decrease in fraud risk in the western United States, Nevada and Arizona –
perennial entrants in the top five – are ranked as the 1st and 3rd riskiest, respectively.
California dropped to 6th place – its first time finishing out of the top five since the
inception of the Annual report in 2010 – even though it contains eight of the riskiest
Metropolitan Statistical Areas (MSAs) for Employment/Income Fraud Risk, six of the
riskiest MSAs overall, and five of the 25 riskiest ZIP codes.

•

Employment/Income Fraud Risk is up 7 percent nationally from 2011 and is particularly
concentrated in northern California, while Occupancy Fraud Risk declined 11 percent from
one year ago, likely reflecting investors’ ability to use cash for purchases. Despite the
decline in Occupancy Fraud Risk, investor loans remained significantly more risky than
owner-occupied and second home loans.

•

Purchase loan applications with loan-to-value ratios (LTVs) of exactly 20 percent are
extremely risky with a Mortgage Fraud Risk Index of 637. It is likely that these loans are
associated with piggy-back type loans where the borrower originates a loan with an LTV
of 20 percent for simultaneous use as the down-payment for a loan with a second lender
for 80 percent of the property value.
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Section 1: 2012 Mortgage Fraud Risk Hot Spots
Figure 1 shows that the national Mortgage Fraud Risk Index value for 2012 is 150, representing
a 3.4 percent increase from the 2011 value of 146, and a 4 percent increase from the 2010
value of 144.
Figure 1 also shows the fraud risk index for each state, with risk decreasing from left to right.
Illustrating the persistence of fraud risk over time within specific geographies, six of the top
10 riskiest states for overall mortgage fraud risk have been in the top 10 since 2010. Nevada,
with a Mortgage Fraud Risk Index value of 233, remains in the number one spot for the third
consecutive year, while Florida and Arizona return to round out the top three. Florida jumped
from 3rd in 2011 to 2nd for 2012 with an index value of 219, while Arizona drops from 2nd to
3rd with an index value of 205. Also returning to the list are Connecticut (in 5th place, up from
9th last year), California (at 6th, down from 4th last year), Georgia (at 7th, up from 8th last
year), and Michigan (at 8th, down from 6th last year). New Jersey (4th), Ohio (9th) and New York
(10th) round out the top 10.
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Nine of the 10 states with the lowest Mortgage Fraud Risk Index value – Kentucky, Montana,
Iowa, North Dakota, Mississippi, Maine, West Virginia, Kansas, and South Dakota – also return
from last year. Wyoming rounds out the bottom 10, replacing Alaska. Nine of the bottom 10
experienced a double digit percentage decrease in Mortgage Fraud Risk Index values. Kentucky,
up 10 percent from 2011, is the only state in the lowest risk category to have experienced an
increase in risk.

Figure 1: 2012 Mortgage Fraud Risk Index by State
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Table 1 lists the 10 MSAs with the highest fraud risk in 2012, along with their corresponding
2012 rank, 2011 rank, 2012 index values and percentage change in index value from 2011
to 2012. El Centro* California is the riskiest MSA with a risk index value of 291, a 16 percent
increase from last year.
Only three states – California, Colorado and Florida – are represented in this list. California
contains the three riskiest MSAs – El Centro, Merced and Yuba City – as well as MaderaChowchilla, Modesto and Stockton in 6th, 7th and 8th places, respectively. Colorado, which
is only the 14th riskiest state, has two MSAs represented in the top 10: Grand Junction in
4th place, and Pueblo in 9th. The top 10 is rounded out by the Florida metros of Miami and
Sebastian-Vero Beach.
2012 Mortgage
Fraud Risk Index

Percentage
Change from
2011

2012 Rank

2011 Rank

MSA

1

8

El Centro, CA Metro

291

15.7%

2

1

Merced, CA Metro

282

-13.5%

3

10

Yuba City, CA Metro

263

6.0%

4

26

Grand Junction, CO Metro

252

23.7%

5

9

Miami-Fort Lauderdale-Pompano Beach, FL Metro

251

1.0%

6

23

Madera-Chowchilla, CA Metro

251

20.1%

7

3

Modesto, CA Metro

250

-10.6%

8

2

Stockton, CA Metro

247

-12.6%

9

27

Pueblo, CO Metro

244

20.4%

10

54

Sebastian-Vero Beach, FL Metro

243

42.2%

United States

150

2.5%

Table 1: Top 10 Riskiest MSAs for Mortgage Fraud Risk in 2012

Six of the 10 riskiest MSAs for overall mortgage fraud risk were also ranked in the top 10
list in 2011. These include five of the six California MSAs – the exception being MaderaChowchilla – and Miami, which has had a strong showing in most of the top 10 tables in
2012’s quarterly reports. The persistence of these MSAs in the top 10 list demonstrates
the difficulty in reducing mortgage fraud risk once it has been established.

* The MSA tables in the quarterly and annual Interthinx Mortgage Fraud Risk Reports include only those MSAs
with sufficient loan applications for statistical significance. As a result, metros which do not have sufficient loan
applications to be listed in the quarterly reports can exceed the required threshold when data from all four quarters
are combined, and hence can be included in the annual report. The most notable example is El Centro, which is the
riskiest MSA in this report despite not having appeared in any of the quarterly reports during 2012.
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Section 2: Eastward Fraud Migration
In the previous section we observed the persistence of fraud risk hot spots, with seven of
the 10 riskiest states and six of the top 10 riskiest MSAs returning from 2011. Despite this,
underlying changes in risk are occurring as fraudsters adapt to changing market opportunities
and conditions. One distinct trend is the eastward migration of fraud risk.
Figure 2 shows the state level change in the Mortgage Fraud Risk Index from one year ago
and clearly illustrates the migration of fraud risk from west to east. The 10 states with the
largest increase in fraud risk index values are shown in red; the 10 states with the largest
decrease are shown in green. All of the states whose risk increased significantly are in the
eastern half of the United States, led by New Jersey, New York and Louisiana with increases
of 56, 48 and 35 points, respectively. Most of the states with large risk decreases are in the
west (the exceptions are Mississippi and Arkansas), and the states with the largest decreases
are Arizona (-31 points), Utah (-30 points) and Nevada (-22 points). While the drop in fraud risk
in the west is certainly encouraging, close attention should be paid to the emerging risk regions
in the eastern United States.
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Figure 2: Change in Fraud Risk Index between 2011 and 2012, by State
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Section 3: Risk in New York City
Table 2 lists the top 25 riskiest ZIP codes in the United States. The riskiest ZIP Code, 11436,
with an index value of 523, is Jamaica, a neighborhood in Queens, New York.
Rank

ZIP

City and State

2012 Mortgage
Fraud Risk Index

1

11436

Jamaica, New York

523

2

48320

Keego Harbor, Michigan

502

3

11429

Queens Village, New York

442

4

33974

Lehigh Acres, Florida

417

5

33634

Tampa, Florida

416

6

11434

Jamaica, New York

412

7

33056

Miami Gardens, Florida

411

8

33415

West Palm Beach, Florida

407

9

93210

Coalinga, California

401

10

33177

Miami, Florida

398

11

11233

Brooklyn, New York

394
392

12

34116

Naples, Florida

13

11216

Brooklyn, New York

391

14

11412

Saint Albans, New York

386

15

11221

Brooklyn, New York

385

16

95204

Stockton, California

385

17

94621

Oakland, California

382

18

60409

Calumet City, Illinois

379

19

33068

Pompano Beach, Florida

379

20

33417

West Palm Beach, Florida

377

21

10466

Bronx, New York

376

22

11433

Jamaica, New York

374

23

95203

Stockton, California

373

24

93705

Fresno, California

373

25

95823

Brea, California

372

Table 2:  Top 25 Riskiest ZIPs in the United States
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Only three states account for 22 of the 25 riskiest ZIP codes. These are New York, Florida and
California, which account for nine, eight and six ZIPs, respectively. New York, with nine ZIPs,
is particularly noteworthy. All nine are in New York City boroughs, with five in Queens, three in
Brooklyn and one in the Bronx. This preponderance of extremely risky New York City ZIP codes
is particularly surprising since New York State is only the 10th riskiest state, and the New York
MSA is only the 47th riskiest metro in the country. This finding illustrates that fraud risk is not
evenly distributed across large geographies, and lenders should be alert to emerging fraud risk
at very granular levels.
Figure 3 illustrates the increase in overall mortgage fraud risk in southern New York State from
2011 to 2012. Although there are pockets of high risk in the northern portion, many of the
areas where risk increased are located on Long Island, particularly in and around Queens, and
in areas that experienced significant damage from Hurricane Sandy.   

2011

2012

Mortgage Fraud Risk Index
0-100

101-200

201-300

301+

Figure 3:  Fraud Risk in New York ZIPs in 2011 and 2012
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Section 4: Concentration of Employment/Income Fraud Risk
in California
Figure 4 shows the percent change in the type-specific indices at the national level. The
largest changes are in the Occupancy Fraud Risk Index – down 11 percent – and in the
Employment/Income Fraud Risk Index, which increased 7 percent. These changes are likely
due to changes in the macroeconomic environment as investors shift from the buy-andflip strategy of the boom years to a buy-to-hold for rental strategy, and as their purchases
reduce available inventory, spur price increases and reduce affordability.
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Figure 4: Changes in Fraud Risk Indices between 2011 and 2012
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A significant trend underlying the increase in the national Employment/Income Fraud
Risk between 2011 and 2012 is the concentration of Employment/Income Fraud Risk in
California. As illustrated in Figure 5, risk was geographically dispersed in 2011, with 10
states represented in the top 10 list for riskiest MSAs for Employment/Income Fraud Risk.
In contrast, California, with eight MSAs, dominates the top 10 in 2012. This is likely due
to intense investor interest and purchase activity in distressed California markets, which
is reducing available inventory, raising prices, and causing bidding wars that make homes
less affordable, especially for first time buyers.
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Figure 5: Number of the 10 Riskiest MSAs for Employment/Income Fraud Risk in each state, 2011 and 2012
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The 10 riskiest MSAs for Employment/Income Fraud Risk are listed in Table 3. The two nonCalifornia MSAs in the top 10 – Burlington-South Burlington Vermont and Ocean City New
Jersey – show a decrease in their index values. Despite a 15 percent decrease, BurlingtonSouth Burlington, at 202, maintains its status as the riskiest MSA for Employment/Income
Fraud Risk. Ocean City New Jersey, in 5th place, saw a 5 percent decrease in its index value.
In contrast to these decreases, all eight California MSAs in the table – Oxnard-Thousand
Oaks-Ventura, Napa, San Diego-Carlsbad-San Marcos, Los Angeles-Long Beach-Santa Ana,
San Jose-Sunnyvale-Santa Clara, San Francisco-Oakland-Fremont, Stockton and Redding –
experienced large gains, with most increases in excess of 10 percent from one year ago.
2012 Rank

2011 Rank

MSA – Employment/Income Fraud Risk

2012 Index

Percentage Change
from 2011

1

1

Burlington-South Burlington, VT Metro

202

-15.3%

2

31

Oxnard-Thousand Oaks-Ventura, CA Metro

189

31.3%

3

72

Napa, CA Metro

188

56.0%

4

15

San Diego-Carlsbad-San Marcos, CA Metro

188

21.2%

5

3

Ocean City, NJ Metro

187

-5.2%

6

13

Los Angeles-Long Beach-Santa Ana, CA Metro

184

16.9%

7

11

San Jose-Sunnyvale-Santa Clara, CA Metro

174

5.8%

8

18

San Francisco-Oakland-Fremont, CA Metro

171

12.0%

9

17

Stockton, California

171

11.0%

10

43

Redding, CA Metro

170

26.9%

United States

117

7.4%

Table 3: Top 10 Riskiest MSAs for Employment/Income Fraud Risk in 2012

a SMARTER Approach To Risk
©2013. All rights reserved. FraudGUARD is a registered trademark of Interthinx, Inc., Interthinx is a registered trademark of Interthinx, Inc..

2012 Annual

10

The concentration of fraud risk in California is further illustrated in Figure 6, which shows
the Employment/Income Fraud Risk for MSAs nationwide. The majority of those with very
high risk (defined as an Employment/Income Fraud Risk Index value greater than 150) are
located in California, where investor demand for rental properties has reduced available
inventory and created double-digit year-over-year median price increases in many markets.

Employment/Income Fraud Risk Index
Less than 100

100 - < 125

125 - < 150

150+

Figure 6: Employment/Income Fraud Risk in 2012 by MSA
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Section 5: Non-Geographic Indicators of Mortgage Fraud Risk
In addition to the geographic factors that have been the focus of previous sections,
there are a number of non-geographic factors associated with loan applications that can
provide actionable intelligence, including loan characteristics (e.g., loan purpose, loan
amount), property characteristics (e.g., appraised value, property type), and borrower
characteristics (e.g., occupancy type, income, credit score).
In this section we examine the non-geographic indicators of mortgage fraud risk that have
contributed to the rise in overall risk observed in 2012.
Figure 7 shows mortgage fraud risk trends associated with borrower income. Both overall
fraud risk (blue) and Employment/Income Fraud Risk (red) increase as the borrower income
represented on the loan application increases, with Employment/Income Fraud Risk exhibiting
the stronger increasing trend. This is likely due to borrower income being misstated – either
by the borrower to get qualified, or by professionals associated with the transaction in order
to get the borrower qualified and to earn commissions on the closed sales.
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Figure 7: Overall and Employment/Income Fraud Risk vs. Borrower Monthly Income
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Figure 8 illustrates the fraud risk as it relates to a borrower’s loan amount. The graph
highlights the overall risk (blue) and Property Valuation Fraud Risk (red) trends. Both
indices increase as the loan amount increases, which suggests that as the loan amount
increases, mortgage fraud risk is likely to increase as well. Both overall and Property
Valuation Fraud Risk almost double when comparing the lowest loan amount buckets
to the highest buckets.
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Figure 8: Overall and Property Valuation Fraud Risk vs. Loan Amount
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While the Mortgage Fraud Risk Index value for investor loans has declined from 310 in
2011 to 202 in 2012, as investors use cash to acquire properties, the trend of investor
loans carrying higher risk levels, first noted in the 2011 Interthinx Mortgage Fraud Risk
Report, continues. As shown in Figure 9, investor loan applications are significantly riskier,
with a Mortgage Fraud Risk Index value of around 200, compared with owner-occupied and
second home applications, both of which have a Fraud Risk Index value of around 150.  

Occupancy Type
Figure 9: Mortgage Fraud Risk Index by Occupancy Type
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Segmentation by loan-to-value (LTV), that is, the ratio of the loan amount to the appraised
value of the property, reveals interesting new insights. Figure 10 shows that, in general,
fraud risk increases as LTV increases, from an index value of around 100 for loans with an
LTV less than 10 percent, to just over 150 for loans with LTVs greater than 90 percent.
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However, there is a pronounced spike in fraud risk at LTVs of exactly 20 percent, where
the fraud risk index is almost 350. In fact, further segmentation by loan purpose shows
that the extremely high risk is concentrated in purchase loan applications with an LTV of
20 percent, which have an index value of 637. It is likely that these loans with LTV of 20
are associated with piggy-back type loans where the borrower originates a loan with an
LTV of 20 and uses that as the down-payment for a loan for 80 percent of the value with
a second lender.

LTV
Figure 10: Mortgage Fraud Risk Index by LTV.
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Extended Forecast
The changes in geographic and type-specific fraud risks observed in this report reflect
changes in the residential housing market. As economic conditions change, fraud
schemes are adjusted to take advantage of current conditions. Although mortgage fraud
risk remains high in the western United States, risk in eastern states – particularly
those that are beginning to recover from the real estate bust – is rising and lenders
should be alert to emerging fraud trends in these geographies in order to prevent fraud
in applications from translating into delinquencies and defaults in closed loans. Lenders
would also be well advised to proactively consider how regulatory changes, such as
the “qualified mortgage” rule with its emphasis on verification of borrower income and
assets, will influence fraud schemes in the future.

a SMARTER Approach To Risk
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About the Interthinx Fraud Risk Indices
The Fraud Risk Indices are calculated based on the frequency with which indicators
of fraudulent activity are detected in mortgage applications processed by the Interthinx
FraudGUARD®system, a leading loan-level fraud detection tool available to lenders
and investors.
The Interthinx Fraud Risk Indices consist of the Mortgage Fraud Risk Index, which
measures the overall risk of mortgage fraud, and the Property Valuation, Identity,
Occupancy and Employment/Income Indices, which measure the risk of these specific
types of fraudulent activity.
The Mortgage Fraud Risk Index considers 40+ indicators of fraudulent activity including
property mis-valuation; identity, occupancy and employment/income misrepresentation;
non arms-length transactions; property flipping; straw-buyers; “silent seconds”; and
concurrent closing schemes. The four type-specific indices are based on the subset
of indicators that are relevant to each type of fraudulent activity.
Each Index is calibrated so that a value of 100 represents a nominal level of fraud risk, a
value calculated from the occurrence of fraudulent indicators between 2003 and 2007 in
states with low foreclosure levels. For all five indices, a high value indicates an elevated risk
of mortgage fraud and each Index is linear to simplify comparison across time and location.
The Interthinx Indices are leading indicators based predominantly on the analysis of current
loan originations. FBI and FinCEN reports are lagging indicators because they are derived
primarily from Suspicious Activity Reports (SARs), the majority of which are filed after the
loans have closed. The time lag between origination and the SAR report can be several
years. For this reason, the Interthinx Fraud Risk Indices’ top geographies and type-specific
findings may differ from FBI and FinCEN fraud reports.
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About the Interthinx Mortgage Fraud Risk Report
The Interthinx Fraud Risk Report represents an in-depth analysis of residential mortgage
fraud risk throughout the United States as indicated by the Interthinx Fraud Risk Indices.
Published quarterly, as part of the Fraud Risk Report, Interthinx will report on the
geographic regions with the highest Mortgage Fraud Risk Index as well as those with
the highest Property Valuation, Identity, Occupancy, and Employment/Income Fraud Risk
Indices. The Interthinx Fraud Risk Indices track these risks in all States, Metropolitan
areas, Counties and county equivalents, throughout the United States.

About Interthinx
Interthinx, a Verisk Analytics (Nasdaq:VRSK) subsidiary, provides essential products
and services to mitigate risk in the mortgage and retail lending marketplace. Interthinx
offers solutions in mortgage fraud and verification, property valuation, compliance, quality
control, loss mitigation, retail loan loss forecasting, and capital planning that are used by
the nation’s top financial institutions. Interthinx helps its clients minimize risk, increase
operational efficiencies, satisfy regulator demands, manage data verification, and remain
compliant. For more information, visit www.interthinx.com or call 1-800-333-4510.

MEDIA CONTACT:
Depth Public Relations
Telephone: 301-337-8477
Email: kerri@depthpr.com
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