
Are You Cutting Corners?
While short cuts may save you lots of money upfront, in the end that approach 
often just leads to some lost opportunities.

All of the 14 items identified by the  
Financial Crisis Inquiry Commission as 
being probable causes of the crisis boiled 
down to poor data quality.

RecoveRy Tips - By Don BRown

The Importance Of Quality

Poor data quality costs U.S. businesses $600 billion dollars annually. No, that’s not a typo—the 
figure is $600 billion —with a “B”. Though that sum is spread across all businesses, the number 
is astounding. It tells us that data quality is critical to all businesses

The mortgage industry is no exception. Certainly mortgage bankers are aware of the need for 
better data integrity. There are plenty of examples of quality initiatives taking place within the market. 
These include Fannie Mae’s Loan Quality Initiative (LQI) and Uniform Mortgage Data Program, and 
the Mortgage Bankers Association development of the Mortgage Industry Standards Maintenance 
Organization (MISMO). Currently, the Government Sponsored Entities (GSE’s), Federal Housing 
Finance Agency (FHFA) as well as the aggregating investors are at the forefront of the charge to improve 
data quality and consistency, and for good reason. These organizations have incurred significant losses 
over the past five years as a direct result of bad data quality.

Before 2006, the GSE’s primarily relied on lender representations and warranties.  If the lender 
said the data was good, the GSE’s accepted it. However, in the post-meltdown investigation, the GSE’s 

quickly determined that an inordinate percentage 
of the loans that caused the problems contained 
inaccurate data. 

Specifically, the Federal Housing Administration 
(FHA) determined that the GSE’s protection through 
reps and warrants was insufficient and that it was 
necessary to have data quality program, including 
a universal data model, which could verify loan 
data quality at the time of delivery. Consequently, 

the FHA implemented the Uniform Mortgage Data Program (UMDP) to capture consistent and accurate 
data. By standardizing appraisals to include the electronic collection of data and incorporating loan 
delivery standards that leverage MISMO Version 3.0, the UMDP enabled the GSEs to more effectively 
assess risk on the mortgages they purchased. 

With this effort by the GSEs and the large aggregators to make data quality a priority, correspondent 
lenders are getting on board and taking a much harder look at their own data quality standards. As 
any lender now knows, data errors can be exceptionally costly. Bad data may lead to incorrect loan 
pricing. It may lead to mischaracterizing a loan into an incorrect program. It can result in inappropriate 
hedge and commitment decisions. The result is that loans may be suspended or, worse yet, may not be 
purchasable at all. 

lenders can no longer simply shovel loans out the back door to be purchased. To sustain or maintain 
business, they must comply with investor data quality programs. Any lender that is routinely delivering 
loans with low data quality is likely to suffer negative pricing changes, and these days, that’s not 
something lenders can afford. 

Further, lenders are facing growing competition for capital. Lenders are quickly finding that if 
they do not meet the data standards set by the GSE’s and aggregators, they will find it more difficult 
to obtain capital.
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So how can lenders accomplish a comprehensive data quality 
program? The solution involves not just technology, but also 
business processes. From a technology standpoint, in theory, 
the solution is simple. However, applying that theory to practice 
of manufacturing loans becomes a little more challenging, 
particularly in today’s heavily integrated environments. Any 
solution must be pervasive touching on all aspects of the 
origination process. By implementing 
tighter system integrations that revalidate 
the data, flag changes, identify errors 
and provide opportunities to fix those 
errors, lenders can keep the loan process 
flowing accurately and efficiently.

This means putting the systems and 
procedures in place to allow users to 
reconcile data throughout the origination 
process, recognize discrepancies and 
errors that may occur and then act to 
repair the data at the earliest opportunity. 
Lenders must adopt automation that 
supports that ethic. Each time a data 
element changes during the process, it 
needs to be evaluated for accuracy. Waiting to review data in an 
audit on the back end of the process is a recipe for disaster. By 
embedding data validation throughout the origination process, 
lenders have a head start on detecting and resolving data errors 
before they become costly delivery or repurchase mistakes.

A simple interface no longer is sufficient. Comprehensive, 
quality system integrations are critical throughout the lending 
process. As a first step, the lender must resolve that the Loan 
Origination System or Database of Record is the ultimate 
source for their data. When data is placed in the LOS/DOR, 
the lender must put measures in place to ensure that data is 
accurate because once it is in place it will be relied on during 
the next step in the process. 

This begins during the loan pricing process at the time of lock 
commitment. Ensuring appropriate program classification and 
pricing starts the process correctly. As the loan moves through 
underwriting, that data is validated. If it is changes, there must 
be systems in place to ensure that the impact of those changes 
on the documents that may be drawn, the hedge that may be in 
place covering the risk associated with that loan and the ultimate 
investors and commitments strategy are fully understood.

Without the ability to ensure loan data quality as the loan 

moves through the process, it is impossible to have confidence 
that you have identified the correct program, investor and the 
best pricing structure for that loan. Without that confidence, the 
lender cannot be assured that they will be operating profitability 
and instead will be subject to surprises that results from investor 
repricings and suspensions.

Finally, accurate data is critical for managing the Profit 
and Loss Statement (P&L) and being 
able to provide an accurate snapshot of 
where each loan can be sold. At the end 
of the day, lenders must ensure their 
loans are purchasable and this can only 
come from high data quality. The price 
of inaccuracy is time and money, two 
things lenders do not want to waste.

Whether or not they realize it, lend-
ers have an ally in the pending loan 
originator compensation changes. Af-
ter April 1, loan originator compensa-
tion can no longer be determined by 
loan characteristics other than the loan 
amount. However, compensation can 

be based on aggregate statistics about the quality of the loans 
originated. Savvy lenders will be looking to implement their 
own data quality standards through their loan originator com-
pensation programs.

In the past, it wasn’t uncommon for loan originators to try and 
loosen underwriting standards in order to fund loans on easier 
terms. While that behavior was supported in the past, in a data 
quality program, that behavior is discouraged and restricted.

As a lender’s operations become more sophisticated, being 
able to achieve data integrity may be challenging, but it is 
possible. However, the systems being used must be equally 
sophisticated, avoiding duplication and mistakes to bring more 
integrity to the overall process. Managing a pipeline with clear and 
accurate data removes fear and uncertainty. Everyone involved 
in the mortgage business is focused on data quality—the FHFA, 
GSE’s, aggregating investors, and the lending community. The 
industry already has witnessed the problems that occur without 
integrity. Yet to date, most have not been overly aggressive about 
implementing data quality programs. Whether loan originator 
compensation will aid the process has yet to be seen, but there 
are plenty of actions that lenders can take today, to improve and 
protect the quality of the data. ❖

Don Brown is Co-President at Secondary Interactive. Bringing more than 20 years of business and legal experience to  
Secondary Interactive, Don has focused on the mortgage industry since 2000. Don, along with his team, pioneered  
Secondary Interactive’s risk management practice with a vision for leveraging technology to make mortgage more efficient.
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