FICO Application Fraud

Application fraud in automotive finance

Strengthening origination decisions in a siloed risk environment
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Executive overview

While automotive lenders may attribute early payment defaults to credit risk
challenges or affordability issues, there are many cases where application fraud
is the true driver of losses. This can happen when institutions operate fragmented
fraud controls or are unable to feed all available data and insights into a fraud
decision at the time of application, and literally hand over the keys to a criminal.

Lenders may still run credit underwriting, identity verification, fraud analytics,

and network intelligence across siloed, separate systems. Teams review outputs
sequentially or in isolation, instead of orchestrating them within a unified, intelligent
decisioning platform. As a result, fraud signals may only influence outcomes after

approval rather than during the approval decision.

Fraudsters exploit this fragmentation. They use artificial intelligence to probe
underwriting thresholds and refine synthetic identity construction. They build credit
files over several years, expand limits, and execute coordinated bust-out events
across dealer networks. They reuse devices, addresses, and identity elements

that are invisible in fragmented systems but become evident through connected
intelligence. Individual applications may satisfy credit criteria, while concealing
organized first-party manipulation and synthetic identity risk.

This creates significant exposure for auto lenders:
Auto lending fraud exposure reached $9.2 billion in 2024, up 16.5% year over year.

First-party fraud accounts for roughly 70% of lender losses, often through income

or employment misrepresentation.

Synthetic identity fraud represents about $2.5 billion of exposure, often built over

multiple years before bust-out events.

In this high stakes environment, unified insights and connected decisions — not siloed,
fragmented systems — determine the quality of applicants and the exposure to
fraud.



The structural weakness:
disconnected risk
intelligence

Automotive origination prioritizes dealer responsiveness and
speed to funding. To achieve this, lenders may deploy:

Credit underwriting engines

Fraud detection tools

Identity verification services

Device intelligence signals
Consortium and network intelligence

Each function performs its role effectively in isolation. The
structural failure occurs at orchestration: Institutions do not
consolidate these signals into a holistic, real-time decisioning

view at commitment.

This produces consequences across risk management, capital

allocation, and customer experience.




Fraud masquerading as credit risk

When a criminal gets through the approval process, losses can quickly
surface as early payment defaults or charge-offs. Those losses may
be misclassified as credit deterioration or collections candidates
rather than be associated with fraud at origination, impacting
foundational risk assumptions.

That misclassification:
Distorts loss forecasting
Skews risk-based pricing
Impairs capital allocation
Weakens CECL and provisioning accuracy

Leadership responds by tightening approval thresholds broadly. But
by treating a fraud problem as a credit policy issue, lenders can drive
reductions in conversion, slow growth, and still fail to precisely identify

and intervene when faced with fraudulent applications.

Sophisticated fraud exploits disconnected
controls

Fraud now extends well beyond basic identity manipulation.
Institutions face:

Synthetic identities developed gradually over multiple years
Bust-out strategies triggered after deliberate credit expansion

First-party fraud, where applicants misrepresent income,
employment, or identity attributes

Credit washing schemes that artificially inflate credit profiles

before application
Coordinated device and identity reuse across lenders
Al-driven testing of fraud defenses

When systems review applications independently, teams see only
fragments. Credit models evaluate tradelines and bureau details.
Fraud tools evaluate identity and device anomalies. No orchestration
layer evaluates those elements simultaneously to uncover coordinated

patterns or connected signals.

Fraud rings design their strategies around those gaps.

False positives erode dealer and customer
confidence

Fraud leaders must balance detection with customer friction. When
systems incorrectly flag legitimate applicants:

Dealers lose transaction momentum
Customers encounter unnecessary frustration
Operations teams absorb manual review costs
The brand absorbs reputational damage

Disconnected solutions often require more rules without a
corresponding improvement in detection precision. Institutions need
controls that escalate only when evidence supports a high likelihood of
fraud. Precision protects both margin and customer experience.


https://www.fdic.gov/accounting/current-expected-credit-losses-cecl

The strategic response:
orchestrated fraud
management

Institutions strengthen application fraud detection when they
orchestrate credit, identity, and fraud evaluation inside a unified,
intelligent platform — coordinating data, models, rules, and
workflows in real time to create insights that inform any origination

decision.

FICO® Platform delivers that orchestration across all internal data,
third-party inputs, consortium intelligence, analytics models, and
policy rules. Dynamic customer profiles are updated with insights
about an application at the right time, to deliver a trusted decision

about the legitimacy of the applicant.
With FICO Platform, the institution:
Evaluates credit and fraud signals simultaneously
Links identity elements across internal and external datasets

+  Detects cross-application, cross-channel, and cross-institutional

relationships using network analytics

Applies differentiated risk treatments based on organizational

requirements and thresholds
Escalates only high confidence fraud signals

This approach allows lenders to establish identity confidence early,
move low-risk applicants efficiently, and intervene appropriately
where evidence supports elevated fraud exposure.

Unique value: originations,
fraud detection, and deal
structuring in one platform

Few decisioning platforms combine originations underwriting,
application fraud detection, and structured deal flexibility within a
single operational environment. FICO delivers all three.

Automotive lenders can:

Execute integrated credit and fraud decisioning in real time to
evaluate creditworthiness and fraud risk simultaneously within
milliseconds, supporting dealer velocity requirements.

Detect synthetic identities and first-party fraud during
origination to identify fraud before funding commitment,
preventing losses from appearing as credit deterioration

downstream.

Provide structured alternatives instead of declines that present
dealers with modified terms, adjusted structures, or targeted
verification requests that protect the balance sheet while

preserving the transaction.

Maintain seamless customer experiences by reducing false
positives through precise, high-confidence escalation, minimizing

friction for legitimate borrowers.

This combination of originations decisioning, fraud analytics, and
deal structuring orchestrated within one platform is a unique offering
in automotive finance. Institutions protect portfolio quality without
sacrificing dealer relationships, customer experience, or growth

objectives.




Financial and governance impact

By orchestrating fraud intelligence throughout the originations process,

institutions can achieve measurable impacts and drive meaningful results:
Curb early payment defaults by stopping fraud at the application stage
Separate fraud risk from credit risk in portfolio analytics
Improve forecasting accuracy and capital allocation
Reduce manual review volume through precise identification of fraud
Protect dealer conversion through disciplined false positive control
Strengthen customer experience by limiting unnecessary friction

Application fraud in automotive finance exposes weaknesses in
orchestration and visibility, not in individual tools. FICO addresses that
weakness by unifying fraud and identity signals, network intelligence, and
credit evaluation inside a holistic, connected, intelligent platform. With
FICO, institutions can strengthen portfolio quality, improve attribution
clarity, and commit capital with greater discipline, while preventing

criminals from entering the portfolio.

Explore how automotive lenders can strengthen origination decisioning,
detect application fraud earlier, and protect portfolio quality using data-
driven applied intelligence with FICO® Platform.
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Learn more at

www.fico.com/en/industries/transportation
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