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In the high-pressure environment of an auto dealership, the 
goal is simple: get the customer into the right car and get the 
deal funded as quickly as possible. However, a “dirty” deal jacket 
— one containing manipulated or fabricated documentation — 
rarely announces itself on the showroom floor. It moves through 
the F&I office, gets bought by a lender, and often only surfaces as 
a problem 12 to 18 months later. 

By that point, the window for meaningful intervention has 
closed, and the damage to the lender’s portfolio, and the dealer’s 
“look-to-book” reputation, is already done.

What makes this problem structurally difficult is not just 
the existence of bad actors. It is the organizational reality that 
inside the lending institution, fraud teams, credit risk functions, 
and internal audit are often evaluating the exact same application 
through fundamentally different lenses. 

For the dealer caught in the middle, this misalignment trans-
lates directly into slower funding times, unpredictable “stips,” and 
the constant threat of clawbacks.

Three functions, three different ‘no’s’
To understand why a deal might get stuck in limbo, one 

must understand the conflicting mandates within a bank or fi-
nance company. Each team operates under a legitimate frame-
work, but when they aren’t aligned, the dealer pays the price in 
contracts-in-transit (CIT) delays.

• Fraud teams are oriented around intent. Their man-
date is to identify applications where a borrower or a 
third party deliberately misrepresented material infor-
mation, such as income, employment, or identity. To 
a fraud investigator, a single altered digit on a paystub 
is a red flag that stops the process cold.

• Credit risk functions are oriented around perfor-
mance. They look at the likelihood of default. From 
their perspective, if a document has a minor anomaly 
but the borrower’s overall credit profile suggests they 

will pay the loan, that anomaly might not 
register as material.

• Internal audit operates within a controls 
framework. They assess whether institutional 
policies were followed to the letter, regardless of 
whether the borrower is good for it or if there 
was bad intent involved.

The challenge is that these functions rarely operate from a 
shared classification taxonomy. This means the same underlying 
document issue can be simultaneously flagged by one team, ig-
nored by another, and miscategorized by a third depending on 
who reviews the jacket first.

Why document integrity is the new deal killer
For decades, checking a paystub or a utility bill was seen as 

a simple pre-underwriting filter. That era is over. The prolifera-
tion of AI-assisted document manipulation has moved income 
misrepresentation from a rare exception to a systemic problem. 
Recent industry data suggests that nearly one in five paystubs re-
viewed through automated verification processes shows character-
istics consistent with fabrication or alteration.

At this scale, document authenticity is no longer just a fraud 
concern, it is a fundamental variable in the risk equation. If a 
lender’s credit model is built on the assumption that the income 
documentation is accurate, but that documentation is actually 
junk, the model carries an embedded error that won’t surface until 
default volumes move. Because these outcomes typically take 12 
to 24 months to materialize, lenders may not realize their models 
are degrading until the financial cost is already substantial.

For the dealership, this shift means lenders are becoming 
more scrutinized. What used to be a “pass” two years ago might 
now trigger an automated stip or an outright rejection as lenders 
implement separate signal layers to evaluate input integrity before 
a document even reaches the risk model.

The true cost of misclassification
The financial stakes are massive. Industry estimates sug-

gest that 10% to 19% of loan losses at many auto lenders are 
actually attributable to documentary fraud. However, because 
many lenders cannot precisely quantify these losses, they often 
misclassify them.

Misclassification carries risks that trickle down to the dealer’s 
bottom line:

1. When fraud is categorized as credit loss: The lend-
er’s pricing models begin to reflect a higher risk level 
than actually exists. This can lead to higher interest 
rates for your customers, making it harder to close 
deals. Furthermore, it allows bad actors to remain in 
the portfolio, forfeiting recovery opportunities.

2. When operational error is categorized as fraud: 

This is where dealers face the most pain. If a simple 
clerical error is mislabeled as fraud, it creates legal 
exposure for the lender and can permanently damage 
the relationship between the dealership and its cus-
tomer. It also generates “self-identified findings” that 
attract unwanted regulatory scrutiny.

Internal audit: From hindsight to foresight
The role of internal audit is evolving from a rearview mir-

ror function to a forward-looking risk signal. In a landscape 
where state-level regulatory activity is increasing, audit func-
tions that remain purely retrospective are leaving meaningful 
risk unaddressed.

Forward-looking lenders are now asking sharper ques-
tions: Are document defects being classified consistently? Does 
a finding reflect a process failure at the dealership level or true 
borrower intent? Lenders that proactively identify these de-
ficiencies are better positioned to demonstrate control effec-
tiveness and recover losses that would otherwise be written 
off. For the dealer, a lender with a sophisticated audit process 
actually means fewer surprises and more predictable outcomes 
over the long term.

Building toward alignment and faster funding
The lenders and dealerships gaining ground on this problem 

in 2026 share common operational characteristics. They no lon-
ger treat document authenticity as a box to check but as a discrete 
risk signal. They have developed shared classification standards 
that allow fraud, credit, and audit teams to operate from a com-
mon definitional framework.

Most importantly, they use feedback loops where docu-
ment-level findings inform model recalibration in real-time. This 
ensures that “risk velocity” is caught early, preventing a sudden 
“tightening of the belt” that can stop a dealership’s momentum 
mid-month.

The technology to support this approach — sophisticated 
SaaS platforms using AI and machine learning to extract and ana-
lyze data from documents — now exists. The tools are available to 
solve the data problem of fraud classification. The question for the 
automotive industry is whether risk organizations and dealership 
F&I offices are structured to use them coherently. 

By aligning these functions, the industry can move away 
from the “gotcha” culture of stips and move toward a more trans-
parent, faster, and more profitable funding environment.

Jessica Gonzalez is vice president of customer success and general 
manager of automotive for InformedIQ.com, an AI company serv-
ing the financial services industry with a Software-as-a-Service 
(SaaS) platform that uses AI and machine learning models to 
classify, analyze, and extract data from documents used for income 
verifications and loan originations. For more information, visit 
www.informediq.com.  
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loan payments restarted after a three-year pause.
Th e credit fi le has been distorted by years 

of paused reporting and a protective on-ramp 
that has ended. So what you’re reading on the 
fi le today was not constructed under the same 
rules as the fi le from 18 months ago, for ex-
ample, even for that same consumer. And then 
meanwhile, 58% of consumers are using buy 
now, pay later products.

And among the Gen Z population, that’s 
79%. And what we’ve heard and seen from data 
is that nearly a third are using it to bridge in-
come gaps between paychecks. And none of 
that shows up on a credit report.

So when you put it all together, the K 
shape isn’t just a macroeconomic story. It’s a 
data completeness story. Th e consumers at the 
top of the K are easier to read because they have 
more cushion, more stable behavior, and their 
traditional credit signals are more reliable.

Th e consumers at the bottom and in that 
stressed middle, those are the ones that the used 
car industry sees as well are harder to read, pre-
cisely because the signals we’ve relied upon are 
becoming less complete. And that’s the chal-
lenge. But I also see it as an opportunity for 
lenders who are willing to look beyond that 
traditional fi le.

CMG: How do you see auto lenders continu-
ing to sharpen their underwriting and how 
can FICO be a part of it?

SB: I think that lenders are operating in 
a more complex environment right now. Th at’s 
nothing new. Rates have come down from their 
peak but still remain elevated. Consumers are 
highly rate sensitive.

Vehicle prices and the resulting loan bal-
ances and payments are signifi cantly higher 
than a few years ago. And we also have new ex-
ternal pressures. AFSA’s latest economic briefi ng 
highlighted that the March CPI surged 0.9% in 
a single month, driven almost entirely by the 
spike in gas prices from the Middle East con-
fl ict, and core infl ation came in lower.

But that headline number hits lower and 
middle income households hardest based on ev-
erything we’ve talked about. So which is exactly 
that population that the used car lenders are serv-
ing. Th e Beige Book noted that many retailers are 
reporting continued trading down and heightened 
price sensitivity among these households.

So on top of all that, the risk profi le in ex-
isting portfolios has shifted. At FICO, we did 
observe that the gap between newly issued and 
existing auto loan FICO scores has grown about 
four points in 2019 to 21 points today. And 
that’s a meaningful change in credit composi-
tion, refl ecting the changes that lenders have 
been making to their buy box.

So in this environment, sharper under-
writing comes down to a few things. First, mov-

ing beyond snapshot scoring towards a lifecycle 
thinking. So as an example, our borrower with a 
650 at origination is not the same as a 650 three 
years into a loan.

Understanding that trajectory, whether a 
borrower is trending up or down is critical, es-
pecially as we see more stress emerging in that 
620 plus band we talked about earlier. So for 
used car lenders, this is particularly relevant be-
cause those portfolios often carry more borrow-
ers in that near prime band. And then second, 
segmenting within tiers, not just across them.

So broad cutoff s can miss important sig-
nals. So the lenders who are outperforming are 
the ones using scoring precision to distinguish 
between borrowers who look similar on the ser-
vice, but are moving in very diff erent directions. 
I talked about this in the used car industry sum-
mit in the spring.

Th e instinct when the market gets volatile 
is to tighten broadly, raise cutoff s, narrow the 
box. It is a defensible choice, but it’s also an ex-
pensive one because you turn away borrowers 
who would have performed. And for many of 
lenders in the used-car space, tightening the 
box isn’t always an option because these lenders’ 
mission is to serve the borrowers inside it.

So the alternative is precision using sharp-
er tools inside that same box. And one of the 
sharper tools is where cashfl ow data comes in as 
a powerful complement. Cashfl ow data, access 
through consumer permission, bank accounts 
gives lenders a behavioral picture of how mon-
ey is actually moving through a borrower’s life, 
income patterns, spending behavior, whether or 
not they’re leveraging buy-now-pay-later prod-
ucts and creating new obligations that the bu-
reau can’t see, earned wage access, saving buff ers 
or lack thereof.

So when you combine that with traditional 
credit scoring, you get meaningfully better seg-
mentation, particularly in the non-prime, thin 
fi le and new-to-credit populations where the 
traditional data is thinnest and the opportunity 
is largest. At FICO, we’re working on this from 
multiple angles. So tools like FICO Autoscore 10 
bring more precision to the decisioning process, 
which helps lenders distinguish between simi-
lar-looking risks in ways that are actionable.

CMG: What might you and your FICO col-
leagues investigate for the next Insights report?

SB: Well, we typically let the data guide 
where we go next, but there are several areas 
from this report we’ll be watching closely, and 
that starts with delinquency, both overall trends 
and how it evolves across stages.

We’ll be looking more closely at the early, 
mid, and late-stage delinquency to understand 
where pressure is building or easing. Given that 
we’re seeing in the 620 plus bands right now, 
tracking whether that mid-tier stress stabilizes 
or deepens is especially important. We’ll also 

continue tracking overall credit health, average 
scores, and how they shift across demographics 
like age, geography, and asset classes, alongside 
changes in origination activity.

Th e Beige Book I mentioned earlier not-
ed that the economic outlook has become 
more uncertain, with heightened sensitivity to 
geopolitical tensions and their eff ects on ener-
gy prices and consumer confi dence based on 
what’s happening right now. So how that un-
certainty translates into credit behavior, wheth-
er consumers pull back on borrowing, whether 
they lean more heavily on revolving credit as a 
cushion, is something we want to understand. 
Another key area is how the case-shape distri-
bution evolves.

Do the two sides continue to stretch fur-
ther out, or do we start to see some stabilization 
or recentering toward the middle? For used-car 
lenders, I think the answer to that question has 
direct implications for who’s walking through 
the door and how you evaluate them. We’re also 
watching external factors closely. Th e ongoing 
impact of steel loan repayment is a big one.

Whether the default cliff  stabilizes or 
worsens, whether consumers who’ve restarted 
payments begin to normalize or continue to 
struggle, and how that cascading stress shows 
up in auto performance. And let’s not forget, 
fuel price volatility is another. Th e March CPI 

data showed how quickly energy shocks can hit 
household budgets.

And for consumers who are already 
stretched thin, a sustained period of high gas 
prices could be the expense shock that tips that 
balance. And fi nally, this is something I’ve been 
passionate about and very vocal on. We’re con-
tinuing to explore how additional signals like 
cash fl ow data can enhance how credit risk is 
understood over time.

Th e traditional credit fi le remains founda-
tional, but as we’ve discussed today, it’s becom-
ing less complete in ways that matter. Th ose 
invisible obligations, the distorted reporting 
from policy changes like student loan report-
ing, the rising use of credit products like BNPL 
and others. So the goal is to complement the 
fi le with signals that capture what’s actually 
happening in consumers’ fi nancial lives, not 
just what happened in the past.

Th e used car space, I think, is where this 
matters the most because your borrowers are 
the ones the traditional system was least built 
to see clearly. And it’s worth calling out that 
84% of consumers say they’re comfortable 
sharing their fi nancial data with the lender 
when they understand it leads to better rates 
or faster approvals. And then more than half of 
US adults have already connected their bank 
accounts digitally.
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