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The Naughty 
Or Nice List 
BY REBECCA WALZAK

My grandchildren were here for Christmas 
and it was amazing how much they focused on 
whether they were on Santa’s “Naughty or Nice 
List”. After all, getting Furby Boom would make 
the difference between a successful or disap-
pointing holiday so being good was paramount, 
for at least a few days. It struck me then that 

lenders are also faced with 
their own perpetual Naughty 
or Nice List. 
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Outwitting the “Black Swan”  
BY STEVEN HORNE

 
The idea of unexpected events having great impact on future history is not a new 

one. The 2nd century Roman satirist Juvenal coined the phrase “black swan” to de-
pict something unusual and rare (in his case, he was pessimistically describing the 
rarity of “a good person”). It was a common expression for something highly improb-
able as far back as the Renaissance. In business, it refers to an event that is disrup-
tive or even potentially catastrophic, and is perfectly descriptive 
of the mortgage industry’s experiences since 2008.  

It Is Time To 
Reconsider CRA
BY PHIL HALL

In 1977, President Jimmy 
Carter signed the Community 
Reinvestment Act (CRA) into law. 
This legislation was designed to 
correct too many years of egre-
gious redlining practices by the 
nation’s banks and thrifts in both 

urban and rural communities. On the whole, CRA 
proved to be a successful vehicle in erasing redlin-
ing while helping to spur a new era in business and 
residential lending.

Bright Lines: 
Best Practices 
BY MICHAEL SIMMONS

We live, as the saying goes, in interesting 
times. The dramatic changes in the regulatory 
environment for those operating in the mortgage 

realm seem unfairly skewed 
against the industry. What’s 
worse, the guidance that 
regulations typically provide 
is, arguably, absent. The po-
liticization, gnashing of teeth 
and hand-wringing over our 

industry’s impotence to influence legislation has 
reached epic proportions. Should we be experi-
encing a sense of doom? I don’t think so … but 
maybe a short history lesson is in order.

In 2002, Congress passed the Sarbanes-Ox-
ley Act (aka SOX). It set new and enhanced stan-
dards for the public accounting firms, corpo-
rate boards and top corporate management in 
terms of accountability and responsibility. Busi-
ness raised a hue and cried then too in terms 
of the compliance burden and economic costs 
and how it threatened the United States com-
petitiveness in the world marketplace. The bill 
was sponsored by a Republican (Michael Oxley) 
and a Democrat (Paul Sarbanes) and approved 
in near-unanimous fashion 
and then signed into law by 
President George W. Bush. 
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Don’t Run For The Hills
Challenging times are ahead. The Mortgage Bankers Association (MBA) lowered 

its forecast for mortgage originations in 2014 by $57 billion to $1.12 trillion for the 
year, based on declining mortgage application activity and increasing interest rates.

“Despite an economic outlook of steady growth and a recovering job market, mort-
gage applications have been decreasing – likely due to a combination of rising rates 
and regulatory implementation, specifically the new Qualified Mortgage Rule,” said 
Mike Fratantoni, Chief Economist for MBA. “As a result, we have lowered our expec-
tations for both purchase and refinance originations in the first half of 2014. Purchase 
originations are now expected to be $677 billion for 2014, 
compared to $711 billion forecast previously. Compared 
to 2013, purchase originations are expected to in-
crease by 3.8 percent.”   

Refinance originations were revised lower as well 
and are now expected to be $440 billion in 2014, 
compared to $463 billion estimated previously. 
The updated refinance total is around 60 percent 
lower than 2013 refinance originations.

I know this news was not welcomed. Fewer 
originations is nothing to cheer about. How-
ever, as is my way, I see the good in all of this. 
First, the need for mortgage lending isn’t go-
ing away. People are always going to want to 
buy houses. The fact is the mortgage indus-
try is needed and is an essential part of the 
economy. So take comfort in the fact that you 
are doing needed work.

Second, good lenders shouldn’t worry. 
If you offer a top-notch process that offers 
the borrower a good experience you will be 
ahead of the game. You want to be as close 
to the borrower as possible. The days of loan 
officers being glorified order takers are over. 
Loan officers have to be trusted advisors that 
cultivate relationships.

So, don’t run for the hills just yet, know that 
you are doing essential work and get to know 
every borrower possible.

Tomorrow’s Mortgage Executive magazine is a monthly publication distributed online at www.progressinlending.com. The mission of the publication is to provide one place where people 
who believe technology strategies can solve pressing mortgage problems can express their ideas. The magazine was designed to be a vehicle to create conversations that will move the mortgage  industry forward.  As such, the 
information found in this publication is all about thought leadership and should not be interpreted as recommendations coming from the publisher. We are here to give our contributors a voice.  All materials found in this magazine 
are not guaranteed for accuracy and the publisher is not liable for any damages, losses or other detriment that may result from the use of these ideas. © 2012 Tomorrow’s Mortgage Executive. All rights reserved.
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What is it with the old farts of the 
mortgage business? They just won’t 
go away. For every Joe Reppert, who 
unceremoniously threw in the towel as 
vice chairman at Core Logic this sum-
mer, there are four or five “generians” 
of one sort or another who refuse to 
call it quits.

I count myself among the many 
who refuse to ride off into the sunset. 
But I’m a reporter, and I like what I 
do. And I’m the exception. For every 

reporter like me, who can remember 
when Fannie May was only a candy 
store, there are what seem like dozen 
of upstarts, many of whom have never 
bought or sold a house and have no 
clue what they are writing about.

But I am talking about people like 
Herb Tasker, a former chair of the 
Mortgage Bankers Association, who 
just keeps rolling along. And folk like 
John Robbins and David Kittle, two 
other former MBA chairmen, who 

just announced a start-up called the 
Mortgage Collaborative. Along with 
Gary Acosta and Jim Park, Robbins 
and Kittle’s new venture is a coopera-

tive designed to empower member to 
compete more effectively by boosting 
their collective buying power.

There’s a story there, and it’s been 
reported in numerous outlets, includ-
ing this one. But to me the interesting 
part is that Robbins is at it again. For 
crying out loud, the man has founded 
and operated several national compa-
nies over the course of his 42 years in 
the business. Hasn’t he had enough?

Apparently not. I know he likes to 
fish and golf – I’ve joined him on sev-
eral junkets. But he’d rather work than 
play.

I don’t know whether Kittle can 
swing a nine iron, or even drop a line 
overboard. But he, too, has been 
around the bend a few times. And 
now he’s back, 35 years and still go-
ing strong.

I never did hook up with Robbins at 
the recent MBA convention in Wash-
ington, and chatted only briefly with 
Kittle. But I did spend sometime with 
Acosta, who also seems to have nine 

lives. He is a mortgage broker who 
has owned and operated several 
mortgage-related businesses, but his 
real claim to fame is as co-founder the 
National Association of Hispanic Real 
Estate Professionals.

(Park hasn’t been around as long 
as his partners, but he is the young-
ster of the group. Still, he’s no piker. 
He was a vice president for hous-
ing and industry relations at Freddie 
Mac, a co-founder of New Vista Asset 
Management, and is a former chair of 
the Asian Real Estate Association of 
America.)

“If there was a Mt. Rushmore for 
mortgage bankers,” Acosta told me, 
“John Robbins would be up there.”

He said guys like JR believe they 
can still make a contribution – and 
make a few bucks at the same time. 
“The market goes through cycles, 
which create new niches,” he said. 
“And independent mortgage bankers 
are more nimble, so they tend to want 
to fill those niches first.”

Acosta, too, wants to continue 
making a contribution, and he said 
he’ll keep coming back. As long as he 
and his compatriots can add some-
thing to the mix, he said, you can 
count on them for their knowledge, 
understanding and friendship. I guess 
it’s just the natural order. 
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Ignorance is not bliss —especially 
when it comes to business and the 
bottom line. Yet day in and day out, 
lenders are operating in the dark and 
losing dollars in the process. I wrote in 
the past about the most common mis-
conceptions about AVMs, also known 
as automated valuation models, the 
most commonly used collateral evalu-
ation tools. AVM are being used over 
one billion times each month, and I 
estimate that hundreds of millions of 
those billions of AVMs are being used 
by lenders and servicers in the mort-
gage industry. But even considering 
these gargantuan proportions, most 
mortgage folks are surprisingly un-
aware of how big an impact AVMs can 
have on their bottom lines. 

Now, I’m going to cover three of the 
most common ways AVMs are being 
used today. And for those of you con-
cerned with your bottom lines, I’ll get 
into the concrete details about how 
lenders and servicers are saving — 
or wasting — thousands of dollars or 
more each month, simply by the way 
they approach AVM suitability.  
ACCURACY MATTERS

One of the biggest misconceptions 
about AVMs is that they are inaccu-
rate. We revealed the fact that stan-
dard error rates of AVMs are actually 
lower than those of traditional apprais-
als. While my aim is not to rank one 
form of evaluation above another, it is 
to point out that AVMs can be quite 
reliable and highly appropriate for 
lower risk activities and transactions. 
I’d also like to remind you that there is 
no benefit to using an unreliable tool, 
not where data and decisions are con-
cerned. Accuracy matters.  

This is a key point. When financial 
decisions are being made based on a 
reported dollar value, businesses need 
to ensure that the evaluation tools be-
ing used are producing the most ac-
curate value possible. While this may 
seem like common sense, this is not 
the general practice being exercised in 
the mortgage industry when it comes 
to AVMs. Hundreds of millions of times 
each year, lenders and servicers are 
running AVMs without much thought 
as to the accuracy of the reported 
figures, and this haphazard approach 
is likely costing them more than they 
imagine. 

The following are three of the most 
common ways that AVMs are being 
used by lenders and servicers today: 

1) Mortgage Pre-qualifications
A lot of smart lenders are using AVMs 

in the pre-qualification process. As 
they’re taking a quick, cursory look at 
borrowers, they’re also taking a quick 
review of a property, to see if a deal is 
worth pursuing. AVMs are well-suited 
for this review. It takes just minutes to 
run an AVM, and if the right one is used, 
the results can be surprisingly accurate. 
However, if the AVM is not accurate, 
lenders are likely wasting money and 
missing valuable opportunities. 

If an AVM comes in significantly 
below the property’s actual current 
value, lenders are missing opportu-
nities in loans that can’t be made. 
Let’s say your average gross profit 
per loan is $4,000; even one lost cus-
tomer a month can amount to nearly 
$50,000 in missed opportunities per 
year. If, however, the value comes in 
too high, lenders can invest valuable 

man-hours taking a loan through the 
process until an appraisal reveals that 
the transaction won’t go. Even at a 
pay rate of $25 per hour, a proces-
sor spending a mere four hours on a 
loan that will never fund is costing the 
company $100 on lost labor.

This situation might be understand-
able if an AVM returns a value of 
$200,000 and an appraisal comes in 
at $194,000, and it’s just enough to 
kill the deal. In cases like these, hope-
fully the loan officer informs the bor-
rower that the value is tight and may 
not come in as needed. If, on the oth-
er hand, the appraised value comes 
in at $186,000, and there was clearly 
no reason to even run a full appraisal, 
chances are, you’re going to have a 

very upset borrower on your hands. 
Incidentally, in case you’re wondering, 
yes, there is a way to make sure that 
you have significantly fewer of those 
$200,000/$186,000 scenarios. That 
is absolutely within a lender’s control. 
I’ll get to the details of how later. 

THE COST OF LOSING TRUST
Back to the $200,000/$186,00 

situation. There’s a more significant, 
long-term financial issue at hand 
here. Borrowers traditionally cover the 
cost of the appraisal, which is roughly 
$350 for the average non-FHA loan. 
From what I hear, borrowers don’t 
take very kindly to paying fees for a 
loan that has no possibility of being 
funded. While this is important for any 
lender to remember, credit unions, 
being the member-driven organiza-
tions that they are, might want to be 
particularly attuned to this. 

There have been numerous stud-
ies of the costs of losing trust, and 
consequently losing a customer who 

feels he or she has been wronged.  
Anecdotal evidence shows that a dis-
gruntled customer will tell between 
eight and 16 people, with 10 percent 
telling more than 20. When you factor 
in the ease of communication and the 
viral nature of social media, the num-
ber increases exponentially. Even if 
they tell no one, 9 out of 10 unhappy 
customers will never purchase goods 
and services from you again. Not a 
good consequence when, accord-
ing to Gartner Research, the cost of 
acquiring a customer is five times the 
rate of retaining existing ones.  

I’ll leave it at that this month. Next 
month I tell you how else AVMs are 
commonly used and how they can 
improve your bottom line. 
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What makes a television show 
stretch on for years and years? The 
ratings of course, the ROI of televi-
sion. Did you know that Seinfeld was 
almost not renewed for a second sea-
son? It did not have substantial rat-
ings—the financial numbers to justify 
the investment. Luckily there was a 
studio visionary that saw the intan-
gible of “something promising in the 
future” and took a risk and continued 
to invest despite the ratings. As they 
say the rest is well, yada, yada.

Today’s economic environment has 
forced companies to make technology 
investment decisions on the financial 
numbers with an expectation of return 
in the first season. How many Sein-
felds has your company canceled, or 
better yet never even premiered? ROI 
should be a combination of financial 
data and risk analysis. So what cast 
of characters need to be engaged to 
create a technology winning series in 
today’s ever changing mortgage mar-
ket? I’ll tell you.

Everyone assumes the “easy part” 
of the ROI analysis is the financial 
data. If only it was that simple. Most 
companies struggle with assessing a 

specific process and its associated 
cost. While companies track “opera-
tional” expenses there is little data as-
sociated to a specific process. How 
can one really measure savings as-
suming a technology investment is 
about a better, faster, less expensive 
process when the baseline data is not 
available or inaccurate? In addition 
there is typically a lack of data around 
the actual “ business process.” This 
type of data represents the analysis 
of cycle times, conversion rates, and 
the exception process. The first re-
write in producing a technology win-
ning series occurs when there is basic 
information that is not available—one 
must know the current process and 
cost in order to make future technol-

ogy investment decisions.
There are so many pieces to the 

mortgage process and they’re all so 
disjointed it’s hard to put a cost on 
any one process. That all changes 
in an automated world. It’s easier to 
associate a cost with an electronic 
process because you can track that 

process from start to finish. For exam-
ple, disclosures in the paper world are 
delivered via regular mail, priority mail, 
email, courier, fax, etc., which gives 
you several different points of origin 
for that transaction. There also could 
be several different inputs of data 
based on the output option. How do 
you quantify cost there? In an elec-
tronic process you know down to the 
second about when the disclosure 
package was created, sent, received 
and signed. That is almost impossible 

to track in a paper world.
So let’s look at the risk analysis por-

tion of the ROI. What are those in-
tangible risk factors? Compliance. A 
winning series that addresses compli-
ance before a problem has occurred 
will be sure to bring in the ratings. In 
an automated process there is less 

risk of not meeting certain compliance 
requirements due to better tracking 
and audit controls. How do you fac-
tor that into your ROI? That’s price-
less. Intangibles associated with ROI 
are equally as important to factor in as 
part of the overall ROI analysis.

Another example of an intangible 
ROI factor is the competitive gain 
achieved by automating. You can 
capture more business and reinforce 
the strength of your brand with auto-
mation. You become a trusted source 
for the borrower. All it takes is one 
class action lawsuit to ruin your brand. 
Everyone’s fear is to be on the front 
page of the Wall Street Journal being 
called predatory. That’s what CEOs 
lose sleep over night after night.

So, where are lenders in under-
standing the value of both tangible 
and intangible ROI? There is cer-
tainly more awareness. However, it is 
harder to articulate the intangible ROI 
to a board or to investors when try-
ing to justify the technology buy and 
convince them that part of the ROI is 
based on potential fallout. But think 
about it, there is a lot of cost associ-
ated with a loan that is not saleable. 
The future cost of non-compliance 
has to be a part of the technology 
buying process, it just does. Too often 
it’s not in the final analysis in front of 
the deciding committee. People are 
talking about it but we’re not seeing it 
in many RFPs or RFIs.

Lenders need to ask themselves: 
What future risk is offset by this po-
tential technology purchase? Those 
facts are out there and they are real 
but they are not used to make tech-
nology decisions. What the mortgage 
industry needs is to understand the 
value of technology to drive measur-
able change. 
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The recent news that Fannie Mae 
and Freddie Mac have nearly paid 
back their bailout debt to the U.S. 
Treasury after just five years and will 
soon be paying a positive return is 
certainly great news for taxpayers. It’s 
also a stark reminder of just how prof-
itable the mortgage business can be 
if done right, i.e., when lenders make 
safe, secure, fully documented loans, 
like they have been doing for much of 
the past five years, in direct opposi-
tion to what they had been doing in 
the 10 years or so before that.

Unfortunately, that idea goes 
against the desire of many in the in-
dustry to make as many loans as 
possible, which almost always means 
a lot more than the business can re-
sponsibly handle.

It seems we either have to have a 
safe, sustainable mortgage market 
with a huge government presence, or 
we have a fast growing market, but 
we can’t seem to have both.

The industry has to decide if it 
wants to make good, smart, profit-
able loans that consumers can pay 
back, or lots of loans, many of which 
will eventually go bad.

This has always been the dilemma 
in consumer lending: either the mar-
keting people have the upper hand, or 
the credit quality people do. Since the 
meltdown, the credit quality people 
have had the advantage, and things 
have improved measurably, but it’s 
been at the expense of growth.

We have to decide which is more 
important.

Going forward, the mortgage and 
housing markets don’t seem poised 
for growth in any event, given future 
demographics and the prospects for 
the economy. So the only way we’ll 
be able to grow is through danger-
ous, artificial means, like lowering 
lending standards and raising loan-
to-value ratios. But we’ve already 
seen how that has played out.

Lenders can get away with reck-
less lending for a while, sometimes a 
long while, but eventually it catches 
up, and the results are usually ugly.

I’m rooting for the CFPB and the 
other mortgage regulators to make 
sure that doesn’t happen again. It 
will benefit all of us in the long run.

Therefore, people and companies 
in the business are going to have to 
decide if they want to stay in an in-
dustry that will grow slowly, but they 
can make a nice, steady if boring in-
come from making good, solid loans. 
That’s not for everybody. If not, they 
probably need to find another line of 
work. That will leave a lot of business 
for those who remain.

Recent statistics on the mortgage 
and home-buying markets point to 
an increasingly restrictive market. 
It also points to a solid, financially 
sound industry, like it used to be be-
fore the recklessness of subprime 
mortgages and high LTV lending.

The National Association of Real-
tors recently came out with its annual 
Profile of Home Buyers and Sellers 
report. It found that the overall mar-
ket share of single buyers declined 
from 32% in 2010 to 25% in both 
2012 and 2013.

I say that’s a positive sign for 
mortgage credit. The growth in the 

number of single buyers was one of 
the biggest reasons why credit qual-
ity deteriorated so badly during the 
mortgage bubble.

Similarly, the home ownership rate 
has dropped to the levels of the mid-
1990s. That, too, should be a positive 
sign, not a negative. Some people are 
just not cut out for home ownership.

I’m sorry if this sounds insensitive, 
but the industry is going to have to 
learn whether or not it wants to be a 
growth industry or a safe and sound 
one, a high-flyer or a utility. The past 
has proven that it can’t be both.

That’s why this idea of getting rid 
of Fannie and Freddie is so ludicrous. 
Who are we kidding? The U.S. mort-
gage market could not survive a 
minute without federal assistance 
any more than the banking industry 
could survive without the 
FDIC.

That being the case, the 
industry is just going to 
have to accept the idea of 
a slow growing, but safe, 
profitable and sustainable, 
business. Would that be 
so bad? 
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Let me tell you a story. I have two 
sons, one is eight years old and the 
other is eleven. Growing up I was 
never an ambitious career-driven 

guy. My ambition was to get married 
and have kids. I love being around 
children and being a father. It’s the 
most fulfilling job there is.

My older son is in sixth grade this 
year. Every year the sixth grade class 
goes on an away trip to Nature’s 
Classroom that lasts four days and 
three nights. Nature’s Classroom is 

a campus nestled in the forest. The 
kids still have all the modern con-

veniences like heating, air condition-
ing, running water, electricity, etc., but 
they do a lot of outdoor activities. It’s 
a great experience. I went to Nature’s 
Classroom when I was in high school.

So, my eleven-year-old son was 
very excited to go. I did not share his 
enthusiasm. He’s only eleven after 
all. It was his first away trip where he 
left home for an extended period of 
time without my wife or me. Need-
less to say, I was freaking out about 
all the possible trouble that he could 
get into. As the trip got closer and 
closer I worried, and cried and ob-
sessed. The day came nonetheless, 
and I had to get him off to the bus. 

As we pulled into the school he was 
so excited to go that he jumped out 
of the car and he wouldn’t even let 
me help him carry his bags. He was 
ready for this trip to start. 

As the bus pulled away I didn’t cry. 
The world continued. In fact, noth-

ing bad happened at all. I know that 
you’re wondering why I’m telling you 
this story, right? During the run up to 
any new rule the lenders that I speak to 
complain, worry that the rule is going 
to put them out of business, etc. The 
fact is that never happens. The indus-
try adapts and moves on to the new 
normal after the rule goes into effect.

Today my son has returned home. 
He had a great time. He bonded with 
his friends and made some good 
life-long memories. I’ve also noticed 
something else, he’s grown up. He’s 
more eager to help out around the 
house and do things for himself that 
he would normally ask me to do for 

him. In the end, I was frustrated and 
upset for nothing. Everything worked 
out just fine even though things have 
certainly changed. 

Similarly, mortgage lending will go 
on if lenders are willing to change. 
Here’s my advice: Don’t cling to an-
tiquated processes because that’s 
how you’ve done things in the past, 
use this opportunity to rethink and 
perfect your process. Don’t cling to 
old technologies because they’re 
comfortable, look for new technolo-
gies that will take you to the next level. 
Don’t be afraid to embrace new con-
cepts like perhaps electronic signa-
tures, or dare I suggest full electronic 
mortgages. These things will help you 
take your business even further.

Don’t resist change. Sometimes 
you just have to let go.  

LET GO
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Closing Out 2013
Origination Vendor Ellie Mae released its Origination Insight Report for De-

cember 2013, as well as an infographic of key mortgage statistics and trends 
for 2013. The report draws its data and insights from a robust sampling of the 
significant volume of loan applications that flow through Ellie Mae’s Encom-
pass LOS and the Ellie Mae Network.

“Purchases represented 54% of closed loans in December 2013, which was 
double the share of at the beginning of the year,” said Jonathan Corr, president 
and chief operating officer of Ellie Mae. “Meanwhile, refinances ticked up by 
1% over November to 46% in December, helped in part by the average 30-
year note rate staying below 4.6%.”

To get a meaningful view of lender “pull-through,” Ellie Mae reviewed a sam-
pling of loan applications initiated 90 days prior (i.e., the September 2013 ap-
plications) to calculate an overall closing rate of 54.3% in December, up from 
53.1% in November 2013.

“HARP-related refinancing activity increased for the second month in a row, 

as conventional refinances at 95%-plus LTV rose to 12.1% in December, the 
highest they’ve been since August 2013,” said Corr.

The Origination Insight Report mines its application data from a robust sam-
pling of approximately 57% of all mortgage applications that were initiated on 
the Encompass origination platform. Given the size of this sample and Ellie 
Mae’s market share, the Company believes the Origination Insight Report is a 
strong proxy of the underwriting standards that are being employed by lenders 
across the country.

Corr added, “2013 closed with the loosest credit requirements of the year. 
The average FICO score for all closed loans last month was 727, 11 points 
below the 2013 average of 738 and 21 points lower than December 2012, 
when the average was 748. Last month, 31% of closed loans had FICO scores 
below 700, compared to 21% in December 2012.

“In addition, both back-end DTI (39%) and average LTV (82%) for December 
were at their highest points for 2013.”  



Today’s Lending Insight  9

If you’re a parent 
I’m sure that you 
remember telling 
your kids stories 
when they were 

small. It’ great to see their little eyes 
light up when you read a Dr. Seuss 
book to them. Everyone loves the 
Grinch and the Cat in the Hat.

Well, as a business you have good 
stories to tell that can get lenders’ 
eyes to light up, as well. Talk about 
happy clients and return on invest-
ment and lenders will quickly perk up 
and listen. 

I recently came across an article 
called “Stories Are The Holy Grail Of 
Content Marketing” by Jeff Korhan. 
In that article he asserts that, “being 
a good storyteller is easier than you 
may think. The truth is that most good 
storytellers follow proven formulas.”

In talking with one of his Hollywood 
friends, Korhan is told that virtually 
every movies storyline includes:

Somebody – does something – 
and it works out. Somebody is usu-
ally the main character. They do 
something in Act I that gets the story 

rolling. After that there is often drama 
and suspense, but everything always 
works out in the end.

A classic example of this is the 
film Top Gun. It opens with Maverick 
(Tom Cruise) and Goose learning that 
they have earned a spot in the presti-
gious Top Gun flight school because 
Cougar lost his nerve and turned in 
his wings

What eventually follows is the 
drama that surrounds Goose being 
killed in an unfortunate accident, one 
that challenges Maverick to some-
how work things out – and he does. 
In the 2nd to last scene Maverick re-
covers from that tragedy and saves 
not only the lives of his fellow pilots, 
but also every man and woman on 
their aircraft carrier.

What happens in the final scene? 
Maverick gets the girl! It’s a classic 
story formula with a happy ending in 
which everything works out.

I know you’re asking: How does 
this relate to my business? Here’s 
how: I challenge you to ask: What are 
your stories, the ones in which your 
business expertly manages challeng-

es to create favorable outcomes for 
your customers?

The reason for telling your stories 
are many. For one thing, stories help 
to humanize your business. Remem-
ber that prospective buyers are not 
interested in your marketing mes-
sage, but they can be engaged by 
the skillful use of stories about real 
lenders – especially the customers or 
clients that your business has served 

well.
You can also profile those that 

work behind the scenes of your busi-
ness to create exceptional customer 

experiences. Their story is highly 
credible because it is often raw and 
unpolished.

Consumers for the most part do 
not trust businesses until they get 
to know the people within them. In 
addition to the customers it serves, 
they also expect to learn about the 
people that make things happen, 
from its leading managers down to 
the entry-level shipping clerk.

So, think a bit about how you tell 
your stories. Referring back to our 
simple film formula above, simply 
break your stories down into three 
parts: Act I, II, and III. This begin-
ning, middle and end formula works 
for plays, films, books, and yes, blog 
posts, articles, press releases, and 
other means for sharing the stories 
that will engage your audience.

The reason stories are the holy 
grail of content marketing is when 
they are shared by your community 
they engage its collective voice. It’s 
not only a beautiful thing when your 
customers are speaking favorably 
about your business brand; it’s quite 
powerful as well.

The best marketing is memorable, 
and remembered stories, are of-
ten repeated. Business marketing 
has traditionally been a process of 
projecting excellence. These days, 
educated and informed consumers 
know that is seldom reality. This is 
why they are instantly engaged by 
honest stories that tell the truth – and 
that builds trust.

So, tell the truth. Talk about that 
happy lender that improved their pro-
cess and got substantial return from 
using your solution. You know you’re 
doing a good job and delivering real 
value, so get out there and tell others 
all about it.

We’re taking the suspense out of valuations.
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and pre-validated using two advanced data and analytics assets — LoanSafe Appraisal Manager™ and 

CoreQuality. Saving time, cost and helping you make faster, safer decisions. Data-validated valuations— 

that’s CoreLogic®.  

Learn more at corelogic.com/datavalidatedvaluations

NYSE: CLGX  ©2013 CoreLogic®. All rights reserved. 
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It was the first round of the 1925 
U.S. Open. On the 11th hole, his shot 
landed just short of the green. He 
would have to pitch onto the green 
from the rough. As he approached the 
ball, he began to line up his club. Ever 
so slightly, his club brushed against 
the grass. The grass, in turn, pushed 
against the ball--causing a barely no-
ticeable movement. No one noticed...
except for him.

The golfer took the shot and noncha-
lantly approached his playing partner 
and the USGA official overseeing the 
match. Without hesitation, he insisted 
that he would be calling a penalty on 
himself. The officials fought him on it, 
as the slight movement clearly did not 
affect the ball’s relative position to the 
hole. Nevertheless, the golfer insisted 
that he had broken rule 18--which for-
bade players from moving a resting 
ball. The officials had to relent.

The stroke Bobby Jones called on 
himself ended up losing him the U.S. 
Open, as it forced him into a playoff 
in which he lost the match. Any mild 
sports fan, though, remembers the in-
cident as a beacon of true sportsman-
ship. No one saw the stroke except 
for Bobby Jones himself, but that was 
enough for him. When he was ap-
proached by reporters and praised for 
his heroic gesture, he brushed it off 
and famously retorted, “You might as 
well praise me for not robbing banks.”

No one can peer inside of the mind 
of Bobby Jones to see what his mo-
tivates were for such a declaration of 
honesty and legendary example of 
character. But what we can see is the 
results. Some people may remember 
the name of the 1925 U.S. Open’s 

champion—Willie Macfarlane. But few 
people forget the name of the one 
who lost. Bobby Jones didn’t win the 
match, but he won his place in history.

Having a sense of character in busi-

ness is the same way. It isn’t about 
one sale, one quarter, or even one 
year. It’s about how your organiza-
tion will be remembered—and how 
you will be remembered as a leader 
within it. Character is about taking the 
long view—being willing to sacrifice 
short-term gains for long-term gains. 
It’s about turning down the customer 
who isn’t right for your business; it’s 
about pushing hard to get the cus-
tomer who is right for your business.

As mortgage professionals, we can 
get so bogged down with regulation 
that we start looking for shortcuts. 
We start looking for the easy way out 
rather than holding fast to what we 
know is right. If you ever find yourself 
asking, “Which way is easier?” Take a 
step back and rephrase the question. 
Ask yourself instead, “What is right?” 
Is the choice you’re making today a 
choice that you will be ashamed of 
tomorrow? Will a dishonest gain now 
increase the likelihood of a loss later? 
These are the questions that charac-
ter asks. “The true test of character,” it 
has been said, “is what you do when 
no one’s watching.” Character takes 
the long view. Because you can be 
sure that, even if no one else sees 
what you’re doing, the future is watch-
ing and waiting to 
give you what you 
deserve. What 
kind of character 
do you have? 

TAKE YOUR BUSINESS
TO THE NEXT LEVEL
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734-335-7330  |  NEXLEVELADVISORS.COM
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Do you have a plan to com-
bat cyber threats? If you don’t, 
you need one. And any good 
plan should include assigning 
responsibility and accountability 
for system security. What should 
this cyber security expert do? 
Here’s some tips:

Any potential system chang-
es should go through this in-
dividual and get this person’s 
approval before the change 
goes live. You need to assign 
responsibility and accountability 
for system changes and main-
tenance. Testing, evaluating, 
and authorizing system com-
ponents before implementation 
is critical. Address how com-
plaints and requests relating to 
security issues are resolved, as 
well.

In addition, users with access 
to NPI need to read and sign a 
privacy agreement. As such, us-
ers agree to keep NPI confiden-
tial or face loss of access and 
possible termination. Users with 
access to NPI should have a 

third party review of their background.
Your company also needs to com-

municate its defined security polices 
to responsible parties and authorized 
users. You should have an objec-
tive description of the system and its 
boundaries. Further, that description 
needs to be communicated to all us-
ers. The process for informing the en-
tity about breaches of the system se-
curity and for submitting complaints 
is also something that needs to be 
communicated to authorized users. 
Changes that may affect system se-
curity need to be fully communicated 
to management and users who will 
be affected.

Office Security
Procedures need to exist to restrict 

access to the defined system. For ex-
ample, you need security measures 
to restrict access to information re-
sources not deemed to be public. 
Identification and authentication of 
users also has to happen. Further, 
you need full registration and autho-
rization of new users. Restriction of 
access to offline storage, backup 
data, systems, and other system 
components such as firewalls, rout-
ers, and servers should also be part 
of any plan.
Data Center Security

When outsourcing your business 
platform it’s important to know what 
outsourcing are you entering into; 
public cloud or private cloud. Public 
cloud is typically where you are us-
ing their application maintained in a 
computing environment completely 
under the vendor’s control (Redtail.
com, Saleforce.com, AgencyWorks, 
etc.). Private cloud vendors can 
come in two flavors, co-location or 
vendor provided. Co-location means 
the data center provider supplies a 
secure area (cage) where you pro-
vide all the hardware and software 
required to maintain the business 
platform. Vendor provided means 
the data center provider supplies all 
of the hardware and you provide the 
software to run. Depending on the re-
lationship you enter into, compliance 
remains your responsibility.

Typically when obtaining Cyber 
Insurance the insurer will request all 
third party providers that have poten-
tial access to NPI to show they meet 
technology compliance. Most cloud 
providers that have engaged a third 
party CPA firm, which conducted au-
dits of vendor’s policies, procedures 
and controls to ensure compliance. 
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(continued from P1)
Only ours is not compiled by a jolly 
elf trying to bring happiness, but from 
a group of regulators trying to bring 
lenders’ into a transparent lending en-
vironment.

 The CFPB has made it quite clear 
that they are collecting data from 
lenders, consumers and other re-
sources. And the more data they col-
lect the more they know about every 
company. So have you ever asked 
yourself, “What are they doing with all 
that data?” Or, “What do they know 
that I don’t?” Or, “Shouldn’t I at least 
know what they know?” and probably 
most importantly, “Ho, Ho, Ho - How 
can I know?” Having, using and un-
derstanding data seems to the key.

Having and using data is becoming 
a critical part of the day-to-day activi-
ties in any organization. On Sunday, 
January 12th, The Wall Street Journal 
included in an article on skills sets nec-
essary in today’s job market, the need 
for understanding data and noted that 
it is “… an increasing important part of 
everybody’s day-to-day…” It is quite 
clear that everyone needs to under-
stand data and know how it applies to 
you. Even more important is the need 
to make sure you even have the right 

data. This goes double for CEOs and 
other members of the executive man-
agement team. 

So what data should management 
have and how should they use it to 
keep themselves off the “Naughty” 
list? All too often the only data that 
management members see are the 
production results. But is that all they 
really need to see? Maybe these ex-
ecutives should know what “big data” 
they need in order to give them a 
broader view of the organization. And 
just maybe they should be thinking 
about the data that the CFPB has 
collected on them and the borrowers 
they serve. An even more radical idea 
is to get industry data as well. That 
way it’s easy to compare your organi-
zation to everyone else and know how 
you stack up. 

Unfortunately data is not something 
easily attained in this industry. We have 
acknowledged that data elements are 
not consistent and despite the best 
efforts of MISMO, there are still lend-

ers who have and/or want to main-
tain their own propriety data. We also 
have systems that are inadequate at 
collecting the data we need and only 
recently have we begun to make sure 
the data we do have is accurate. So 
are lenders doomed to face regulators 

not knowing if they have been good 
or bad? What can lenders do today to 
give themselves a fighting chance to 
make it to the “Nice” list? 

One way is to make use of the data 
that is available. Every lender now files 

HMDA data for example and that col-
lective industry data is publically avail-
able. Yet how many lenders have ac-
tually used their data or the combined 
database to analyze their organiza-
tion? How many lenders know how 
they compare to the industry when it 

comes to such things as sending our 
incompleteness notice or denial rea-
sons? Well, the CFPB knows and if 
you are on the low end of the numbers 
you are certainly a “Naughty” list pros-
pect. And that means, not just coal in 

your stocking, but 
exams and prob-
ably fines in your 
future. 
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(continued from P1) 
The mortgage meltdown was im-

probable, rare and cataclysmic, a 
black swan trifecta. And it led di-
rectly to the CFPB changes the in-
dustry is presently in the process of 
implementing; once the black swan 
appears, the rules change and a 
new reality emerges. Dealing with 
the industry’s lack of preparation is 
ushering in a new era of regulation, 
and it indirectly centers on mortgage 
technology.

Recall the early days of the fore-

closure crisis and the “blanket mod/
one size fits all” approach that big 
servicers first employed as a strat-
egy to deal with regulator demands. 
Untold millions were spent in the 
often-fruitless process. The lesson 
learned is that high-touch, custom-
ized solutions work and that generic 
processes are an extreme waste 
of time. The special strategies that 
have evolved feature diverse com-
ponent services providers – and ex-
cellent technology.

Wingspan Portfolio Advisors is a 

prime example. When we com-
menced operations in 2008, it was 
with an emphasis on high-touch 
methodology and technology de-
veloped specifically for the purpose 
of delivering it. A centralized data 
warehouse and specialized default 
management software platform 
served the individual loan resolution 
consultants with detailed informa-
tion they could use to make pre-
allowed decisions on modifications, 
for instance. At a time when others 
without such technology needed to 
go back and forth with traumatized 
borrowers (and similarly traumatized 
investors), we were able to make 
lasting decisions with consistent 
speed. Another key to success was 
the luxury of taking large amounts of 
time to establish trust and rapport 
with borrowers, leveraging our prov-
en methods as enabled by the ad-

vanced technology approach. The 
high success rate achieved allowed 
us to offer a pricing model that re-
warded positive results rather than 
passing costs through to servicers. 
Understandably, this factor was very 
popular with high volume servicers 
and had much to do with establish-
ing the relationships we enjoy today 
as an essential strategic partner with 
large servicing organizations.

Today’s diversified component 
services providers are not solely for 
overflow, nor are they simply out-
sources for extraordinary circum-
stances, like black swan events. 
They are part of the post-meltdown 
reality in which mortgage servicers 
no longer have to be all things to 
all people, but instead can do what 
they do best – work with the vast 
majority of loans that pay as agreed. 
Component services providers are 
integral to the primary solution now 
with the less typical loans, and while 
servicers are outsourcing more work 
these days, the outsourcing is done 
to far fewer and much larger com-
panies than before.  

Five years ago, companies could 
enter the special servicing space 
with comparatively few resources; 
today, the barriers to entry are im-
mense. These 21st century com-
panies have significant financial 
resources, are technologically so-
phisticated, and possess well-test-
ed infrastructures in systems, legal 
and all other aspects of servicing. 
They have bulletproof processes for 
every step in each of the functions 
they perform, allowing seamless 
compliance with CFPB and other 
requirements servicers face in the 
current regulatory environment.  

Technology is not the answer, in 
and of itself, but it is the enabler. 
Without the right technology, the 
right methodology is virtually impos-
sible to implement economically, re-
gardless of how well it is conceived.  
Technology makes optimal execu-
tion possible, and it is an inherent 
quality of the successful modern 
component services provider as 
we strive to outwit that clever black 
swan. 
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Do we remember why SOX was 
necessary? I do. It was because in-
dividuals, businesses, and their ven-
dors quite simply lied and cheated 
with virtual impunity – and nowhere 
was there accountability. I know, hard 
to believe. Still, corporate America 
continued to clamor for self-reg-
ulation. But in light of the lessons 
learned from WorldCom, Enron, Tyco 
International, Adelphia, and a host 
of other companies, the government 
believed it needed to bring compli-
ance into the 21st century. While the 
complaining continued, in case it es-
caped anyone’s notice, compliantly 
managed businesses survived and 
prospered – as did our economic 
way of life. Oh, and multiple countries 
from Germany, France, Italy, Japan, 
Australia, and India, to name several, 
have since adopted similar legisla-
tion.

I bring all this up because one 
might view Dodd-Frank and its 
spawn, the Consumer Financial Pro-
tection Bureau, as really just an ex-
tension of Sarbanes-Oxley. This re-
cent dramatic regulatory legislation 
didn’t occur in a vacuum: there were 
instances where one could drive a 
bank – and sometimes a whole in-
dustry –through the gaps in compli-
ance protocols. And best practices, 
they were what we said they were. 
As an industry, enormous resources 
in manpower and money have been 
channeled into ‘solving the compli-
ance puzzle.’ I haven’t heard anyone 
yet ask this simple question: how 
could an industry with this much 
history and so many experienced 
people – with existing compliance 
departments – have had it so wrong 
that some updated legislation turned 
things upside down?

And that brings me to my heart 
of the matter: compliance and best 
practices. Over the last 3 months, 
I’ve made it a point to sit beside an 
alphabet soup of regulatory entities 
(OCC, CFPB, FDIC, HUD, FHFA) plus 
Fannie Mae, the Federal Reserve 
and the Treasury Department, whose 
representatives were participating in 
a series of panel discussions. What 
I believe I’ve learned is that compli-
ance and best practices will become 
the bright line that separates not just 
winners and losers, but in some cas-
es, who survives. I heard the OCC 
say that nothing was more important 
than choosing competent appraisers. 
I listened to the CFPB identify paying 
appraisers well as critical – and how 
lenders needed to look at how their 
AMC vendor partners determine rea-
sonable and customary fees. Every-
one was clear that selecting apprais-
ers based on who made the lowest 
bid on an assignment was a flawed 
process. And at every meeting, this 
reminder was repeated: the lender is 
ultimately responsible for their ven-
dors’ behavior and is required to 
audit them. We think many lenders 
will be compelled to re-evaluate who 
they use and what polices they allow 
a vendor to employ on their behalf.

In our little corner of the mortgage 
world, as an AMC, we at AXIS wel-

come the increased accountability 

because we already live there. We 
started with best practices and work 
hard to exceed them. We imagine 
ways the world could be different 
and we map out what those conse-
quences need to look like. I suspect 
that six months from now, we’ll look 
back and wonder why it was so hard 
to see the bright lines. 
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(continued from P1) 
Indeed, many communities across 
the country have experienced sig-
nificant economic rebirth thanks 
to CRA, which helped to finance 
new business develop-
ment and encourage the 
responsible expansion of 
homeownership.

However, banks and 
thrifts are still under the 
onerous yoke of this piece 
of 1970s legislation in a 
manner that suggests a 
perpetual punishment for 
the sins of their previous 
management. Even worse 
for banks and thrifts, non-
bank lenders are able to 
operate in competition 
without having to carry the 
compliance-heavy require-
ments attached to CRA 
auditing. This is obviously 
unfair, and perhaps it is 
time for banks and thrifts 
to openly question why 
the CRA burdens are still 

in place.
Over the years, there has been 

endless tinkering with CRA from 
Congress and the various presiden-
tial administrations. All of this tinker-

ing has been politically motivated, 
especially during the Clinton years, 
but no one pushing for change ever 
bothered to acknowledge that the 
goals set by the 1977 law were met 
and (in many areas) even exceeded.  
If anything, the financial services in-
dustry of recent years went to the 
other extreme – whereas many dis-
tressed communities were previous-
ly unable to obtain any credit prior to 
CRA, they wound up with too much 
access to credit in the run-up to the 
2008 crash.

It should be noted, however, that 
CRA-related lending was not at the 
center of the 2008 crash. One of the 
basic tenets of CRA was the sober 
origination of loans; the reckless 
lending and anything-goes prac-
tices of the Countrywides and other 
nondepositories was forbidden by 
CRA. Sheila Bair, the former chair-
woman of the Federal Deposit In-
surance Corp., pointed to data that 

showed CRA-based lending was 
absent from the careless underwrit-
ing and securitization that helped 
burst the housing bubble.  “Let me 
ask you,” Bair said at a press con-
ference, “where in the CRA does it 
say to make loans to people who 
can’t afford to repay? Nowhere.”

But here we are in 2014, with 
banks and thrifts carrying the great 
weight of the Dodd-Frank rules 
and Richard Cordray’s regulations 
on top of the CRA requirements. It 
has become so complex that by the 
end of December 2013, four federal 
regulatory agencies needed to issue 
a statement clarifying CRA’s safety 
and soundness expectations in re-
lation to Qualified Mortgage (QM) 
and non-QM loans. Yes, banks and 
thrifts will try to do the right thing via 
CRA but could easily wind up doing 
the wrong things in regard to their 
QM originations thanks to an un-
seen CRA pothole.

It is not being unkind to observe 
that banks and thrifts have not al-
ways been very vocal (let alone very 
successful) in lobbying for change 
in their favor. But perhaps it is time 
for these financial institutions to stop 
being timorous and to start speak-
ing up for their rights. The combi-
nation of regulatory overkill and the 
continued fragility of the Obama-era 
economy are placing banks and 
thrifts in a precarious situation. The 
nation is already home the lowest 
number of federally insured banks 
since the Great Depression, and I 
would not be surprised to see more 
bank mergers and failures if things 
continue in this cumbersome envi-
ronment.

It is long overdue for banks and 
thrifts to start – and, more impor-
tantly, to drive – a conversation 
on whether CRA is still necessary 
today. We are not living in Jimmy 
Carter’s America, and this outdated 
piece of legislation fails to consider 
both the current state of the financial 
services environment and the needs 
of the consumers being served by 
the banks and thrifts that are still 
being punished for actions that oc-
curred decades ago.

My advice to the banks and thrifts 
is simple: don’t be afraid to speak 
up and question something that is 
unfair. We need a new public con-
versation on CRA, and we need it 
now.  
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