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Editor’s NotE

Move Faster

For those that read our daily e-letter, some of the information here will be familiar, but I think it’s important. I have come into 
contact with many lenders recently that seem almost excited about technology. OK, they’re not as excited as I am, but still. I see this 
as a very encouraging sign.

Notice I said encouraging, not overly positive. Why? MORTECH 2010 report module 2 called “INDUSTRY OUTLOOK 
AND LENDERS’ RESPONSE” was released to subscribers. The 22nd annual survey of mortgage lenders finds the industry in a 
much better economy. The data show lenders continuing to adapt to operational pressures. They are spending time and resources 
on necessary items. The bad news is that they embarking on less strategic activities than they might. All good news, but here’s 
what else this study says:

“I am struck by lenders’ reliance on conventional tactics (e.g., hiring loan officers to grow),” said Jeff Lebowitz, President of 
MORTECH, LLC. “Lenders are increasing technology spending, are motivated by compliance requirements, but, have avoided the 
high leverage investments in business intelligence and analysis.”

Feedback through the MORTECH 2010 survey of 300 lenders of all sizes shows that the industry is only moderately content with 
its portfolio of technologies.

“As a group, lenders are more optimistic than we have found them in several years,” Lebowitz observes. “If volume falls off as 
predicted by some economists, cost-cutting is what will keep lenders in the game. Few look to change the nature of the game.”

The data taken from MORTECH 2010 clearly shows that lenders’ attention has been diverted away from managing business 
strategy to deal with the complexities of regulatory changes. Many could miss the next business cycle. In the end, that’s not all bad. 
If regulatory change prompts lenders to move on technology, so be it.

However, I do find it sad that lenders may not be moving as quickly as they should when it comes to technology. Lenders are 
trained to be risk averse yet they were willing to throw caution to the wind and offered a variety of subprime loans to a multitude 
of borrowers, yet they view some technologies as too risky. That doesn’t make sense to me. What shocks me even more is that the 
“risky” technologies are actually mainstream in other industries.

Nonetheless, I’m still very grateful that lenders are actually advancing. Let’s hope the advancement continues to speed up. ❖

Tony Garritano 
tony@progressinlending.com

PS. Your comments are welcome. Please E-mail letters to letters@progressinlending.com. Include your name, address and 
a daytime telephone number. Letters are subject to editing and are presumed to be for publication unless the writer specifies 
otherwise.
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Are You Cutting Cor-

Regulatory oversight is an issue we address 
on a daily basis, and the amount of legislation 
we encounter is astounding.

Your Voice - BY SteVe HewinS & Linda naYLor

Make A Difference 

The financial industry is constantly undergoing changes with the increase in government 
regulations and the advanced use of technology. Mortgage professionals encounter nu-
merous issues and challenges on a recurrent basis, but, in our experience, there are four 

critical challenges the industry faces that are the most significant, namely compliance, licensing, 
loan quality and experienced resources. While there are many different ways to address these 
issues, the industry should expand the use of technology to help resolve them.   

ComplianCe 
Regulatory oversight is an issue we address on a daily basis, and the amount of legislation we 
encounter is astounding. There is an alphabet soup of regulatory requirements, such as TILA, 
MDIA, HMDA, RESPA and HOPA that result in mortgage professionals constantly trying to 
remain up-to-date and in compliance. 

There is no end-all solution to address the volume and rapid pace of regulatory reform, be-
cause it is constantly being redefined and 
reinterpreted. 

However, the need to comply with reg-
ulatory changes is a very clear, black and 
white situation. In the future, the cost of 
making mistakes on regulatory issues will 
include both monetary risks as well as rep-

utation risks. 
While there is no all-inclusive solution, the best way to remain in compliance is through the 

better utilization of technology and expansion of the industry’s rules-based engines. Technology 
that automatically facilitates audits and validations takes the requirements and risks off of the 
frontline staff, and essentially reduces the potential for mistakes. 

Unfortunately, many organizations do not have a fleet of compliance experts and IT program-
mers readily available to program and monitor these engines. However, there are several com-
panies that offer this capability. In order to make the best decision of a business partner, banks 
need to look for companies that are not only knowledgeable about the industry and compliance, 
but also understand true integration. This will eliminate the need to add additional processes, 
headcount and costs on existing systems. 

Companies also need to consider the use of standardized protocols, such as MISMO, when 
reviewing systems integrations. Use of those tools will make the process of internal and external 
updates that much easier. 

liCensing

As the industry rebuilds, it should be prepared for more stringent licensing requirements that 
delve further into the mortgage process. These are likely to go far beyond the SAFE Act and 
the mortgage loan officer licensing requirements. And since licensing is a relatively new dimen-
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sion for mortgage professionals, technology can be used as 
a tool to help monitor licensing dates, renewals and continu-
ing education, which is definitely more of a challenge when 
done manually. 

As licensing requirements become more complex, mort-
gage professionals conducting business in multiple jurisdic-
tions must be knowledgeable of the requirements that per-
tain to each area.   Once again—technology will play an 
important role in the operational workflow to ensure that the 
appropriate licensed individuals are assigned to the process 
from point-of-origination through to loan closing. When 
you have any type of scale or size, it is going to be very dif-
ficult to manage that individually, and for those large shops 
it is going to be paramount to have a workflow tool that 
takes licensing into consideration. 

loan Quality 
Loan quality is a vital element to everyone in the industry. 
Government Sponsored Enterprises (GSEs), Fannie Mae 
and Freddie Mac, have created entire programs focused on 
loan quality initiatives. These programs were introduced in 
an attempt to reduce the number of errors that have histori-
cally been present on loan transactions at the time of loan 
delivery. Fannie Mae has introduced an EarlyCheck  feature 
allowing you access to data quality edits prior to delivery. 
These edits determine the accuracy of the data against the 
loan data and characteristics submitted in the automated un-
derwriting engine. As loan delivery standards become more 
stringent, the use of advanced technology tools to edit the 
data will help streamline the process.   

people 
Lastly, one of the most critical challenges the industry faces, 
is the loss of professionals who have experience with han-
dling the rapid pace of change that we know if taking place 
in the marketplace. This is a result of many professionals 

leaving the industry due to the economic challenges. This 
is creating a new workforce that is not experienced in all 
facets of change management. While they are well versed in 
the use of technology, they don’t have the depth of knowl-
edge required to handle the volume of changes that we are 
seeing in the mortgage industry.   

The industry needs to expand its use of technology both 
in the overall business processes as well as for maintain-
ing skilled personnel. Technology, in the form of learning 
management systems and training tools can help support 
the need to keep Industry professionals informed of cur-
rent guidelines and market trends. In fact, many companies 
are already using their technology resources and expanding 
online training efforts. It is crucial that everyone connected 
to the mortgage industry stay informed and educated on the 
changes occurring in the marketplace as well as the reasons 
the changes are taking place.   

The better we are at creating a more informed work-
force that can adapt to change, the faster we can implement 
these changes and make a difference in the process. The 
bottom line is any company can have the best technology 
in the world, but if the people sitting there who facilitate 
the technology are uninformed, the cost and quality of the 
technology is irrelevant. Without the right people behind the 
scenes, we will not realize the efficiencies the technology 
can create.  

 As the mortgage industry continues to change, mort-
gage professionals should embrace the advances that the 
right technology can provide in helping to streamline the 
way they do business. From expanded rules based engines, 
to automated licensing and learning management software 
the tools that are available today will allow businesses to 
operate more efficiently. 

Coupling the use of better technology with experienced, 
informed resources will provide businesses the competitive 
edge needed to be successful. ❖   

Stephen Hewins, EVP of originations and conduit services at LenderLive Network, has more than 20 years in the mortgage 
industry. He previously worked for Capital One Home Loans and Wachovia. 

Linda Naylor, EVP of strategic implementation at LenderLive, has spent 34 years in the mortgage industry in various 
positions in operations, sales and underwriting for such companies as GMAC Mortgage and Chicago Title.

The industry needs to expand its use of technology both in the overall 
business processes as well as for maintaining skilled personnel.
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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.

The GSE’s  
quickly determined  
that an inordinate  

percentage of  
the loans that  
caused the  

problems contained  
inaccurate data.
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Once the Internet was seen as a poor substitute for 
personalized service—but not anymore! Today’s borrowers 
prefer to shop for mortgages online. And banks and credit unions 
that are committed to great service know that to compete 
effectively, they need to meet consumers at their preferred point 
of sale. Now research has confi rmed that lenders who adopt 
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to better serve borrowers.

Provide exceptional service with Mortgagebot, the industry 
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easy-to-use point-of-sale solutions as the “must-have” technology 

they need to streamline mortgage origination, increase loan volume, 
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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.

Market Pulse

A Flat Year
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According to Integrated Asset Services, a default man-
agement and residential collateral valuations provider, 
home prices continue to fall. The firm’s IAS360 House 

Price Index (HPI fell 0.8% during the fourth-quarter of 2010.
For the year, the benchmark for national house prices gained 

0.9%, mostly all the result of a boost from the government’s 
homebuyer tax credits across the first and second quarters.

Year-end IAS360 HPI data, meanwhile, show that three of 
the nation’s four census regions and six of its nine census divi-
sions lost ground over the last three months of 2010. Only the 
South, which includes some of the nation’s hardest-hit areas, 
turned positive for the period. The IAS report of the nation’s 
hardest-hit counties indicated marked improvement in Florida, 
where Charlotte and Pasco counties actually registered signifi-
cant gains.

Among the country’s largest metro regions, only Miami, with 
a 1.22% gain, was positive for the quarter. Boston, Chicago, Los 
Angeles, New York, San Francisco, and Washington D.C. all 
declined more than 3.00% for the last three months of 2010.

“While the bleeding in some of Florida’s bubble markets 
may have slowed, we can’t pretend the housing crisis is any-
where near over,” said Ryan Tomazin, President of Integrated 
Asset Services, provider of the IAS360 HPI. “The problems in 
the U.S. housing market are well known, and I believe the ulti-
mate recovery will take a long time to play out.”

One hopeful sign for real estate arrived in a report from the 
Conference Board, a New York-based private research group, that 

showed consumer confidence in January climbed to its highest 
level in eight months as Americans became more optimistic about 
job prospects. Moreover, the share of people who said they in-
tended to buy a home rose to 2.2%, the second consecutive gain 
after November’s 1.7%, which matched an all-time low.

The question remains, however, whether an improving con-
sumer outlook will be offset by the drag from rising mortgage 
rates and the glut of distressed properties for sale. Many believe 
the enormous supply overhang of existing homes, particularly 
when considering all those in or soon to be in foreclosure, prom-
ises to keep pressure on prices for some time.

“Given the surge of loan defaults and foreclosures, the big 
picture, unfortunately enough, remains pretty familiar,” says 
Tomazin. “America simply has an excess supply of homes on 
the market. The continuing problems in the California markets 
are proof to that point.”

The IAS360 HPI data includes non-conforming, bank-owned 
and conventional sales transactions segmented by property type 
in addition to those insured by the FHA and VA. The IAS360 
HPI also considers REO transactions along with arms-length 
transactions.

Integrated Asset Services offers full service, end-to-end 
mortgage service solutions including valuation and data ana-
lytics. Specifically, IAS (www.iasreo.com) is a privately held 
Colorado-based corporation specializing in default mortgage 
services including valuation, reconciliation and full cycle REO 
disposition.





Process ImProvement - By tony GarrItano

Be A Real Hero
Things may not look so good for the mortgage industry right now, but if you’re a 
real hero, you can turn things around.

A  s the old adage goes, out of the darkest days can come the biggest advances. However, in order 
for advances to happen, you need innovators. The mortgage industry is filled with really great 
talent, but it has always struck me as a very conservative industry that is reluctant to change. 

The status quo simply won’t work anymore.
The mortgage industry needs some real heroes to cure a lot of the problems that the industry faces. 

For example, we have t come up with a better way to appraise homes. HVCC was not the answer, but 
an answer is needed. A lot of business people may be sitting on the sidelines until the situation with the 
GSEs sorts out or until Dodd-Frank is explained, but guess what, there will always be uncertainty. So, 
don’t delay. Act now. Innovate. 

For this month’s column I did some research online about some people that I admire. I think we can 
all learn from their stories.

A ReAl InnovAtoR

I’ve always been fascinated with Thomas Edison. He was an entrepreneur, an inventor, a thinker, 
etc. We need more of those in the mortgage space. I also learned through my online research that, 
“In school, the young Edison’s mind often wandered, and his teacher, the Reverend Engle, was over-
heard calling him “addled.” This ended Edison’s three months of official schooling. Edison recalled 
later, “My mother was the making of me. She was so true, so sure of me; and I felt I had something to 

live for, someone I must not disappoint.” His mother 
home-schooled him.

“Much of his education came from reading R.G. 
Parker’s School of Natural Philosophy and The Cooper 
Union. Edison developed hearing problems at an early 
age. The cause of his deafness has been attributed to 
a bout of scarlet fever during childhood and recurring 
untreated middle-ear infections. Edison’s family was 

forced to move when the railroad bypassed Milan in 1854, but his life there was bittersweet. He sold 
candy and newspapers on trains running from Port Huron to Detroit, and he sold vegetables to supple-
ment his income. This began Edison’s long streak of entrepreneurial ventures. 

“These talents eventually led him to found 14 companies, including General Electric, which is still 
in existence as one of the largest publicly traded companies in the world.” What a guy. Do you know 
of a Thomas Edison equivalent in the mortgage space? I don’t.

A ReAl leAdeR

As I look at our current President I see a man that said that he was going to change how Washington 
does business, but upon arriving in Washington, quickly outsourced his agenda to the politicos. He is 
certainly the most over-exposed Presidents, but he doesn’t actually lead. It appears to me that during 
these bad economic times, we as a country need a true leader that will stand up for something, tell you 
how he feels and roll up his sleeves not just to reach a compromise, but rather to control the debate and 

The mortgage industry is filled with really 
great talent, but it has always struck me 
as a very conservative industry that 
is reluctant to change.
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get what he thinks is right. Most recently instead of putting forth 
a plan on what he wants to happen to the GSEs, he gave Con-
gress three options. We need our President and our mortgage 
executives to truly lead, especially during times of uncertainty.

One of my favorite presidents was Teddy Roosevelt. He told 
you how he felt and he wasn’t afraid to blaze his own trail. I 
also learned that, “Roosevelt was an unhealthy child who suf-
fered from asthma and stayed at home studying natural history. 
In response to his physical weakness, he embraced a strenuous 
life. He was home-schooled and became a passionate student of 
nature. He attended Harvard, where he 
boxed and developed an interest in naval 
affairs. In 1881, one year out of Harvard, 
he was elected to the New York State 
Assembly as its youngest member. 

“After a few years of living in the 
Badlands, Roosevelt returned to New 
York City, where he gained fame for 
fighting police corruption. The Spanish-
American War broke out while Roosevelt 
was, effectively, running the Department 
of the Navy. He promptly resigned and 
led a small regiment in Cuba known as the Rough Riders, earn-
ing himself a nomination for the Medal of Honor, which was 
received posthumously on his behalf on January 16, 2001. After 
the war, he returned to New York and was elected Governor in 
a close-fought election. Within two years, he was elected Vice 
President. In 1901, President McKinley was assassinated; and 
Roosevelt became President at the age of 42.”

A ReAl vIsIonARy

We need some bold people in our business. We need people will-
ing to risk it al to improve the process. We need brave people 
willing to take a chance instead of sit on the sidelines until more 
is figured out by others. This reminds me of another of my he-
roes, Susan B. Anthony. She risked jail to stand up for what se 
believed in. I learned online that, “Susan was a precocious child, 
having learned to read and write at age three. Susan was sent to 
attend a local district school, where a teacher refused to teach 
her long division because of her gender. Upon learning of the 
weak education she was receiving, her father promptly had her 
placed in a group home school, where he taught Susan himself. 
Mary Perkins, another teacher there, conveyed a progressive im-

age of womanhood to Anthony, further fostering her growing 
belief in women’s equality.

“Susan was forced to end her formal studies because her 
family, like many others, was financially ruined during the Panic 
of 1837. Their losses were so great that they attempted to sell 
everything in an auction, even their most personal belongings. 
But Anthony did not let these bad times stop her from moving 
forward. Susan left home to teach and pay off her father’s debts. 
She taught first at Eunice Kenyon’s Friends’ Seminary, and then 
at the Canajoharie Academy in 1846, where she rose to become 

headmistress of the Female Department. 
Anthony’s first occupation inspired her 
to fight for wages equivalent to those of 
male teachers, since men earned roughly 
four times more.”

A ReAl ARtIst

Lastly, I’m an English major. I’m a 
lover of words. I believe in the power of 
the written and spoken word. I need to be 
inspired. I bring this up because we could 
use people in the mortgage space who in-

spire others to act. Personally, I love the poems of Maya Angelou. 
I learned online that, “When Angelou was three, and her brother 
four, their parents’ “calamitous marriage” ended. At age eight, 
while living with her mother, Angelou was sexually abused and 
raped by her mother’s boyfriend, Mr. Freeman. She confessed it to 
her brother, who told the rest of their family. Freeman was found 
guilty, but was jailed for one day. Four days after his release, he 
was found kicked to death, probably by Angelou’s uncles. An-
gelou became mute, believing, as she has stated, “I thought, my 
voice killed him; I killed that man, because I told his name. And 
then I thought I would never speak again, because my voice would 
kill anyone...” She remained mute for nearly five years. Despite 
this adversity, Angelou has gone on to be a great poet. She has 
been awarded over 30 honorary degrees and was nominated for a 
Pulitzer Prize. She has been called “America’s most visible black 
female autobiographer” by scholar Joanne M. Braxton.

What’s the point? All of these people, my heroes, overcame 
some failure to go on and achieve greatness. I urge those read-
ing this to overcome any uneasiness you may feel as a result 
of the uncertainty in the mortgage space and move on. Keep 
innovating. Be a hero. ❖

Tony Garritano is Chairman and Founder of PROGRESS in Lending. As a speaker Tony has worked hard to inform 
executives about how technology should be a tool used to further business objectives. For over 10 years he has worked 
as a journalist, researcher and speaker. He can be reached via e-mail at tony@progressinlending.com.

We need our 
President and 

our mortgage 
executives to truly lead, 

especially during  
times of uncertainty.
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Future trends - By roger gudoBBa

The Lender’s View
How do lenders cope and thrive again as the market is forever changed by the 
know-it-alls in Washington? It’ll take a little innovation.

In last month’s column, I talked about the danger of the government getting too involved in 
managing the mortgage process. Two of the provisions of the Dodd-Frank Act are Title X, 
establishing the Consumer Financial Protection Bureau, and Title XIV, establishing the Mortgage 

Reform and Anti-Predatory Lending Act. There are still debates and confusion about what this 
means for lenders. What it will do is add new layers of regulation for already confused lenders to 
comply with. All of this will require changes to their current technology infrastructure and will 
certainly add cost and time to any future technology improvements.

Finally, the Treasury Department’s report on GSE (Government Sponsored Enterprise) reform 
was delivered in February. The basic goal behind the recommendations is to reduce the government’s 
role in the mortgage market by putting private capital back at the center of a healthier housing-

finance system. Fannie Mae and Freddie Mac would 
no longer exist as we know them today. Who is going 
to replace the GSE’s role in driving standards for 
documents and data? We’ll just have to wait and see.

Next StepS

Before mass hysteria sets in, we all need to wait 
because what the Treasury did in actuality is just give 
Congress options instead of putting forth an actual 

plan. Here’s what you need to know about what the Treasury is proposing: 
A privatized system of housing finance with the government insurance role limited to FHA, USDA, 

and the Department of Veterans Affairs assistance for narrowly targeted groups of borrowers.
This option puts the mortgage market in the private sector. Lenders would originate mortgages 

and securitize them without government backing. 
A Privatized system of housing finance with assistance from FHA, USDA, and the Department 

of Veterans Affairs assistance for narrowly targeted groups of borrowers and a guarantee mechanism 
to scale up during times of crisis.

This option creates a mostly private market with limited government backing during times of 
economic stress. This is the option preferred by the MBA.

A privatized system of housing finance with FHA, USDA, and the Department of Veterans Affairs 
assistance for low- and moderate-income borrowers and catastrophic reinsurance behind significant 
private capital.

This option creates new, privately owned companies to buy mortgages from banks and sell them 
as securities, explicitly guaranteed by the government as long as they meet certain criteria.

A recent Wall Street Journal stated, “At the heart of these 3 options is a conflict: Keeping 
the popular 30-year fixed rate mortgage with a prepayment option is incompatible with the goal 
of putting private capital in charge.” The 30-year loans in their current form aren’t attractive to 
investors. The borrower gets a long-term loan at a fixed rate and can refinance if interest rates 
decline. Without the government guarantee, the investors would demand a far higher yield to 

The Treasury report envisions a role 
for both the private and public sector, but 
with a reduced role for the government, 
that includes tighter standards.
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compensate for the risk. This would probably put these loans 
out of reach for most borrowers. 

the CoNfliCt

The WSJ goes on to say, “The Treasury implicitly acknowledges 
the conflict. Removing government from the mortgage market 
would lead to a reduced incentive to invest in housing and more 
capital into other areas of the economy, potentially leading 
to more long-term economic growth. Ensuring continued 
availability of 30-year mortgages would put capital in housing 
at the expense of other more productive parts of the economy. It 
may also lead to housing bubbles in 
the future.” Not a desired outcome. 

The WSJ further remarks, “Some 
economists have noted that the 
mistakes in the U.S. private sector 
were far greater than the mistakes 
made by Fannie and Freddie. For 
example, private-label mortgage 
securities, which are not government 
backed, have performed more poorly 
than those backed by the mortgage 
giants. Nearly 45% of private-
labeled loans originated in 2006 had 
been 90 days past due at least once, 
compared with 13% for Fannie and 
Freddie, according to a report from 
the firm’s federal regulator published 
in September 2010”. 

But it wasn’t 30-year fixed-rate mortgages that caused 
the crisis. It was the no-income, no-assets, no-docs, no-
downpayment mortgages, inflated appraisals, increasing 
housing prices, exotic loan programs, and relaxed underwriting 
standards that caused the crisis. Did the industry leaders see 
all this coming? No. Otherwise, how can you explain why so 
many banks, lenders, investors, etc., were not aware of the 
impending financial crisis?

Even the Mortgage Bankers Association (MBA) fell into 
the same trap as many homeowners. A recent column in 
National Mortgage News talked about the MBA purchasing 
its new building in 2007 for $79 million. In February of 2010 
the MBA, like many homeowners, found itself owing more 
on the property than what it was worth and sold the building 

for $41 million. Recently, the property’s buyer, CoStar, said 
it had reached an agreement to sell the building for $101 
million. The MBA declined to comment. Many homeowners 
did not fare so well.

the Road foRwaRd

So what does the future hold? The Treasury report envisions a 
role for both the private and public sector, but with a reduced 
role for the government, that includes tighter standards for 
underwriting and borrower equity. Wait a minute! Isn’t that 
the way it was before? No, it was tougher. We required a 

minimum of 20% down, or Private 
Mortgage Insurance, and ratios of 
24% and 36%. Now, that was tighter 
underwriting. If we are going back 
to the basics, we need to go all the 
way back. I really don’t see the 
administration, Congress, and the 
players in the mortgage industry 
resolving all of these conflicts in a 
timely fashion.

What does all this mean for the 
role that technology will play in this 
new mortgage market?

Jeff Lebowitz, president of 
MORTECH LLC, reported in the 
new 2011 study that lenders of 
all sizes are expected to increase 

their technology spending by 15% this year. He stated that, 
“Although production volumes will decline in 2011, mortgage 
firms will focus on workflow integration and electronic 
document management. We will see investment, but not much 
innovation.” 

iNNovatioN Needed

Sadly, I think that what the industry needs is more innovation. 
The entire mortgage loan process should be scrutinized. We 
should look at each component to determine what are we 
trying to accomplish. Further, we need to really determine the 
best and most efficient way to process a loan. This is the time 
for brainstorming and white boarding. The dynamics of the 
mortgage loan process needs to change. 

Next time let’s look at the consumer’s role in all this. ❖

Roger Gudobba has over 20 years of mortgage experience. He is CEO at PROGRESS in Lending and Chief Strategy 
Officer at technology vendor Compliance Systems. Roger is an advocate of data standardization and a more data-
driven approach to mortgage. Roger can be reached via e-mail at rgudobba@compliancesystems.com.
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Business strategies - By Michael haMMond

Increase Your Sales
Even in a down market, there is still opportunity if your sales team has all the 
tools needed in order for them to seize it.

Are your sales numbers down? In today’s economic climate, it’s more critical than ever to 
have talented sales executives. What do I mean by talented? As I talk to organizations that 
are struggling to grow, one area that they need to look hard at is their current sales staff. 

During the boom times there were lots of leads coming in and sales people were essentially order 
takers. They took an order and they didn’t have to sell on the differentiators of their company or their 
product offering.

With the market down, you need skilled sales people, not order takers. Do your sales people 
know how to effectively prospect? Can they develop relationships? Can they progress the deal? Can 
they get a deal across the finish line? Not many executives can answer yes to all these questions. In 
fact, executives often tell me that their sales people have been with the company for years, they’re 
nice people, they know a lot of people in the industry and they are always busy. While those are 
admirable traits, executives need to understand the difference between activity and results. So, what 
do you do?

Sales people need to get back to fundamentals. 
Here’s how you get it done:

1. Prospecting, Prospecting and More Pros-
pecting. In the past, these order takers didn’t need 
to look for prospects. They didn’t have to shake the 
trees to get activity. If you don’t have a large funnel 
of prospects, it’s hard to close a deal, especially on 
a consistent basis. Sales is still a numbers game and 

without enough prospects in the sales funnel the deals will not be there.
2. Talk About the Value You Bring. Remember, because the deals were coming in left, right and 

center these order takers might not have a great sales presentation. You have to know how to present 
your solution. I don’t mean talking features and functionality. You need to show the ROI and the key 
differentiators. How does it benefit the prospects? That’s what buyers want to know.

3. Don’t Be A Stranger. Follow up skills are important. Prospects aren’t always going to call 
back. They’re busy. You need to stay on them. Keep after them. The sales person that gives up after 
a few calls won’t close a single deal. You need to be consistent and persistent.

4. Get The Deal Done. Remember, it’s a numbers game. That may seem cold, but it’s true. You 
have got to close deals. Too many times sales reps will talk about all their prospects, but if they’re 
not hitting that quota month after month, they’re not a strong seller. At the end of the day, it’s all 
about results.

In the end, this may, and probably will, require your sales staff to get out of their comfort zone. 
In an article by Pauline Estrem, she says that salespeople are often creatures of comfort, but reach-
ing out to unknown prospects offers potential for great new success. And even your run-of-the-
mill salesperson longs for success. However, Estrem warns against getting into routines and getting 
caught up in what she calls the plateau phenomenon. 

What is the plateau phenomenon? She compares it to a diet in that at first, you’re making great 

With the market down, you need skilled 
sales people, not order takers. Do your 
sales people know how to effectively 
prospect?
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progress, watching the pounds drop 
off and feeling really great. But, sud-
denly, although you haven’t changed 
your methods or goals at all, the scale 
sticks at a certain number, and you 
can’t lose any more. At this point, 
you need to re-evaluate and shake up 
your routine to see continued results. 
It’s much the same in the sales world, she 
explains. Most salespeople, especially 
when starting out, tend to target prospects 
in their comfort zone—people much like 
themselves, from a demographic stand-
point—and may do very well selling to 
them. But only up to a point. Once that sphere of influence has 
been thoroughly explored and exhausted, it’s often necessary to 
push beyond it to continue to meet your numbers and succeed. 
Or, perhaps you have a new product or service that’s geared to-
ward people who are different than you, or you simply want to 
target a more affluent sector of the market—either way, reach-
ing beyond your comfort zone is crucial.

In the Zone: “Salespeople are simply human,” says Kevin 
Hogan, author, psychologist and sales training expert. “Hu-
mans do everything in their power to avoid rejecting situa-
tions and moments. Being rejected by current loyal custom-
ers is much less likely, therefore it’s more comfortable and 
familiar to stay within the stronger circles of influence.” 
“Fear is the primary force that holds most of us 
back from getting outside the comfort zone. In par-
ticular, it is a fear of failure and rejection.” 
In fact, such a mindset—avoiding situations in which we 
have the potential to make mistakes and even fail—is ex-
tremely limiting and ultimately positions us to fail be-
cause we never even try to reach that next level of success. 
Instead, others suggest we consider our comfort zones as fluc-
tuating areas that are continually expanding or contracting. 
When you make strides to push outside of your zone—like ap-
proaching prospects in a different part of town or in an unusual 
industry—you are, in fact, expanding your zone by transform-
ing what was once uncomfortable into something familiar.

Pick the Target: By now, you’re probably wondering: Who 
are these people I’ve been ignoring, and how do I identify them 
if they’re not even on my radar? First, it’s important to take 

a good look at your product or service 
and ask some fundamental questions, 
such as, What problems or needs do 
your product/service offer solutions for? 
You need to think: Who or what organi-
zations can benefit from your solutions. 
This could include the demographics of 
age, gender, income, etc. Once you have 
determined this, you should then seek 
people, companies, organizations that 
meet the criteria.

From there you need to focus on 
the problem that you are solving. 
When it comes down to it, all of sell-

ing is about solving people’s problems. I sell you water 
if you’re thirsty; you sell me paper if I need to print out 
documents or write letters. So you need to ask ‘Who has 
the problem that I am trying to solve and where are they? 
This method will help you objectively identify pros-
pects based on their needs and not their current rela-
tionship with you or their similarities to you. Try to 
think outside the box and be open-minded when con-
sidering new prospects to target, Hogan says: “Be care-
ful not to filter people or groups out too quickly.” 
Do Your Homework: Once you’ve identified your new pros-
pects, do your research. Try to learn everything you can 
about them—how they live, work and play, what their core 
values are, what their needs and goals are—so that you can 
approach them in an educated manner with relevant ways to 
solve their problems.

How do you find out these details? Ask questions! The 
best tool a sales rep can possess is curiosity. Be curious. Learn 
to ask questions that will gather information about prospects. 
You need to be observant. Say you’re meeting at a home: Make 
sure to pay attention to all the telling details surrounding their 
place of residence that can further clue you in to what kind of 
person they are and give you starting points for conversation. 
You have to know your prospect. In the end, only after your 
salespeople have gotten back to basics and broadened their 
horizons can they really excel. However, they won’t take 
these steps unless you demand it. The mortgage market may 
be down, but there is still business to be had if you have a 
good sales staff, supported by a good product and results-

Michael Hammond is chief strategy officer at PROGRESS in Lending Association and the founder and president of 
NexLevel Advisors. NexLevel provides solutions in business development, strategic selling, marketing, public relations 
and social media. He can be reached at mhammond@nexleveladvisors.com.
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them. But only  
up to a point.
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Now Is Your Time
By Tony Garritano, PROGRESS in Lending Assoc.
As we embark on what I’ll call The Great Mortgage Adventure, we all need to be on 
our toes. Every action adventure movie that I’ve seen has a bad guy that throws a lot of 
obstacles at our hero. Inevitably things blow up, guns are fired, hand-to-hand fist fights 
occur, etc. Nonetheless, the hero battles it all as he goes through this adventure to come 
out victorious. He faces all these obstacles and wins.

We mortgage executives may not liken ourselves to these action-adventure heroes, 
but we should. We’ve been thrown our fair share of obstacles over the past few years. On 
that point, I think we can agree. Not all of our friends have made it, but we’re still here 
and we’re dedicated to improving the mortgage space for future generations. Now is the 

time for a hero—or rather a bunch of heroes—to emerge.
In order to survive The Great Mortgage Adventure we have a window of opportunity that we all need to take 

advantage of. Today there is more opportunity as compared to any other time in recent history for heroes to 
emerge because of the strength of their ability to innovate. For those that think outside of the box, a great reward 
is waiting. That reward will come in the form of success and prosperity. For those that choose to just wait on the 
sidelines, you may not survive this adventure. So, be a real hero!

Return To An Innovation Nation
By Matt McHale, Global DMS
Innovation has been all over the headlines lately. From the almost weekly release of the latest 
product or service, to President Obama practically changing The State of the Union to The 
State of Innovation, innovation is most certainly at the forefront of business in 2011.

Without a doubt, the last few years have been extremely challenging for all industries, 
but none more challenging than for the mortgage industry. We have seen everything from 
“too big to fail,” to companies and individuals being forced out of the industry almost 
daily. We have seen companies merging, to companies being taken over. And we have seen 
a steep increase in laws and regulations attempting to correct the industry issues. While 
this has caused many issues and problems across the industry, it has also opened the door 

to a tremendous amount of innovation.
In order to move forward and promote innovation within such a volatile industry, there has to be a clear plan. 

You need to:
Identify: What are the biggest issues? It is easy to focus on the issues that are in front of you, but those may not 

always be the most important issues. You must have a clear vision of the big picture.
Vision: Focus not only on the issues that are affecting the industry now, but have the vision to see where the 

industry could be in years to come. What products or services will not only prevent issues in the future, but also 
promote best business practices and business growth? You must ensure your vision will create value.

 Work: In order to bring your vision to reality, you must be ready to work hard. Be satisfied with baby steps 
forward because they add up. Learn from any setbacks to help you move forward. Celebrate the victories (no matter 
how small) and KEEP MOVING FORWARD!

There is no question that we are living in one of the most exciting times ever as far as innovation is concerned. 
Take a moment to see the issues that you can help resolve, develop your plan, and steal a line from Nike…JUST 
DO IT!!!
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Our Mission
Innovations is not a flashy awards ceremony. So what can you expect?  

As part of this one-of-a-kind industry event, PROGRESS in Lending Association  
will name the Top Innovations of 2010. Why are we doing this? 

Because innovation is what will get the mortgage industry out  
of this slump and closer to success. Those innovations that make  

future success possible deserve to be recognized and  
will hopefully inspire others to innovate as well.

In addition, we will be hosting a roundtable with  
top mortgage industry leaders to discuss  

how to move the industry closer to recovery.  
It all happens at Innovations 2010.

Our Agenda
Welcome Remarks

By Tony Garritano, PROGRESS in Lending

State of Innovation
By Matt McHale, Global DMS

Innovations Presentation
Roger Gudobba, Michael Hammond, Kelly Purcell,  

Gabe Minton and Steven Horne will announce the  
Top Five Innovations of 2010.

Industry Recovery Roundtable
The PROGRESS in Lending Executive Team, Global DMS and 

the Top Innovators of 2010 will discuss what is  
really needed to revive the mortgage space.
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As mortgage executives age, a new generation will soon start to take over,  
but how will they lead?

GeneratIon
the next
By Barbara Perino and  
Rebecca Walzak

ndividuals born after the baby boom of 
the 40s, 50s and 60s have primarily been 
divided into two similar but unique groups. 

Gen X is comprised of those individuals born 
between 1965 and 1979 and Gen Y is made up of 
those individuals born from 1980 and the end 
of the 20th century. Now, almost 50 years 
later these individuals are stepping into 
the leadership roles vacated by retiring 
baby boomers. 



So, what can we expect from these 
leaders? Will they continue to follow the 
traditional roles and patterns established 
by their parents and grandparents or will 
they change the definition of leadership 
as we know it? This article explores the 
beliefs, expectations and possible lead-
ership trends that are likely to emerge 
as these generations continue to take on 
more of these roles. One thing is certain 
however, there will be change, as these 
populations have already made it known 
that they don’t value the traditions and 
work styles of those who have come be-
fore them.  

Generation X
Generation X is one of the smallest 
groups of individuals to be designated 
as a specific generation. They have been 
called the  “Squeezed out”, the “Over-
looked” and the “Sad” generation pri-
marily due to small number comprising 
their population as well as the delayed 
impact felt in the work place from this 
group as many baby boomers have put-
off retirement; thereby preventing them 
from taking on leadership roles earlier in 
their careers. 

Just as baby boomers view of manage-
ment and leadership grew out of their life 
experiences, Gen Xers are the product of 
the social and physical environment in 
which they were raised.  This generation 
of emerging leaders has experienced the 
significant downsizing of companies, the 
layoffs of millions of workers from cor-
porations where their parents worked for 
a lifetime, the reduction of meaningful 
growth in income and the emergence of 
technology and outsourcing. They were 
also the generation that felt the impact of 
the global economy as they spent play-
time sitting in gas lines as their parents 
waited to buy gas. Fortunately they were 
also the generation that experienced the 
inclusion of women and minorities in 
education and leadership roles; the emer-
gence of environmental issues; the emer-
gence of technology as a major element 
in the new work environment, and the 
acceptance of new ideals and beliefs. 

Because of these experiences they 
have an entirely different approach to 
work, management and leadership. They 
no longer value tradition, including the 
traditional gender roles that populated 
the workforce of the baby boomers. 
Since they lived through the downsiz-
ing and layoffs of organizations that 
were thought to be good companies and 
witnessed the devastation to families 
brought on by the failure of companies 
to be loyal to its employees, they have 
no company loyalty nor do they expect 
any back. The idea of staying with any 
one company for a lifetime is ludicrous 
to these individuals and expecting them 
to stay while they “work their way up the 
ladder” is totally unrealistic. They have 
few illusions about a job or the ongoing 
benefits of remaining at a company so 
that the company can benefit from their 
knowledge and experience.  

Generation Y
Born between 1980 and the end of the 
20th century, this generation grew up 
with technology. They have no concept 
of what it is like to work without a com-
puter or communicate without social me-
dia outlets. These individuals also value 
providing organizations with ideas and 
insight, want to bring value to the orga-
nization and demand meaningful work in 
a collaborative environment. However, 
the members of this generation are also 
strongly focused on maintaining a strong 
work-life balance and view the idea of 
working evenings and weekends just to 
meet corporate requirements as incon-
ceivable. They are obviously very com-
fortable working with technology and 
multitask frequently. 

This generation is the first to have 
grown up with the idea of community 
service and helping others as a mainstay 
in their lives due to the introduction of 
community service requirements into 
graduation standards. They strongly be-
lieve in corporate responsibility and giv-
ing and will use their free time to meet 
corporate obligations in this area. Work-
ing for companies that put their own 
wealth and benefit above others would 
be difficult for these individuals.   

In seeking rewards, this generation 
does not view finances as the top reason 
or justification for what they chose to do. 
They expect that they will be fairly and 
equally compensated and will be quick 
to move on if this does not occur. Instead 
they tend to value feedback, training and 
recognition as more important and look 
for the corporation to provide it as often 
as they can. The idea of yearly perfor-
mance evaluations is not to be tolerated, 
but expect feedback sessions throughout 
the year. Once hired into an organization 
they expect to be moved quickly into an 
area that values their strengths and can 
capitalize on their knowledge while giv-
ing them the rewards they seek.   

Interestingly, Gen Xers tend to view 
Gen Y members as “lazy” and unwilling 
to put in the effort to become integrat-
ed into the field of their choice. While 
it is true that technology does allow us 
to communicate and transmit informa-
tion quickly, the trust built from dealing 
with individuals on a personnel level has 
never been more important.   

Future ManaGeMent

Management of and by this group is very 
different than what we have come to ex-
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pect in a corporate environment. While 
companies have been very focused on us-
ing new ideas and practices in preparing 
their organizations for the future, they 
have maintained the concept of a singu-
lar, mature, male CEO leading the orga-
nization. This approach is as antiquated 
as many of the management styles that 
they have abandoned and more than like-
ly destructive to any organization that is 
preparing itself for the future. 

Intuitively these generations are not 
concerned about the corporation, but 
about their ability to work in a meaningful 
way. They value learning and monetary 
security, but not from the corporation but 
from their own knowledge, contributions 
and ideas for problem solving. They are 
entrepreneurs and see this as a way to 
create their own security while grow-
ing and leaning themselves. We are all 
aware of the biggest success stories such 
as “Facebook” and  “Google” but what 
we haven’t been made aware of is how 
these individuals are managed to be able 
to reap the reward for both themselves 
and the organization.  

One of the most critical changes that 
needs to be made if an organization is 
going to benefit from and utilize the tal-
ent of its Gen X and Gen Y staff, is to 
incorporate them into the decision mak-
ing process. Collaboration is key to these 
individuals and gender or ethnicity has 
no impact or part in determining who is 
chosen to be involved or to lead. They 
strongly believe that the person best 
able to tackle the issue should lead and 
in keeping with their focus on security, 
should be paid accordingly. Companies 
that fail to give females and minorities 
these opportunities, or fail to reward 
them financially will find themselves fac-
ing high turnover rates and a significant 
loss of intellectual information.  These 
individuals also possess excellent prob-
lem-solving skills and are quick to adapt 
technology as a means to fix problems. 
However, the fact that they have a deficit 
of experience in overall management and 
have not spent time developing an under-
standing of how “things work” can cre-

ate unexpected problems for companies 
that want to rely on these individuals to 
manage them into the future.  

One model of how this can be ac-
complished has emerged from many of 
start-up organizations that have grown at 
a very rapid pace. Emerging from these 
organizations is a new leadership style 
that has come to be labeled as B-I Lead-
ership. B-I, or bi-generational leadership 
involves the creation of a CEO team that 
combines Gen X and Gen Y individuals 
with older Boomer managers. This team 
can collective ensure that a much deeper 
understanding of the values and goals of 
these younger generations are embedded 
in the business and that these emerging 
leaders can develop an appreciation for 
fundamental corporate structures. This 
will allow business practices of the fu-
ture to be incorporated into the organi-
zation while maintaining the underlying 
foundation of the core business. It also 
allows for ancillary issues, such as com-
pensation, work organization and gov-
ernance to evolve at the same time. The 
evolution of this cooperative leadership 
has been widely adopted in new high- 
tech start-ups and is gradually beginning 
to be seen in other industries because it 
addresses the need to speed up the re-
newal of American business leadership 
and ultimately American businesses.  

the MortGaGe industrY

The generational values and styles are 
just as meaningful to the mortgage in-
dustry as any other. In fact, probably 
more so. With the ongoing repercus-
sions of the mortgage meltdown and 
the resulting see changes underway, the 
industry is more than ever in need of a 

leadership makeover.  
The Gen X and Gen Y individuals al-

ready in place in many of the largest mort-
gage operations are beginning to have an 
impact on how business will be done in 
the future. Because of their familiarity 
with technology, they have developed nu-
merous programs and approaches to elicit 
sound operational data that can provide 
much needed guidance in what products 
to offer, how they will perform and what 
impact they will have on the business as 
a whole. There can be no more rational-
ization or decisions by “gut-feel” from 
executives. Management that has never 
learned to analyze data or incorporate 
it into the decisions they make will find 
themselves at a disadvantage.  

Examples of this can be seen today. 
While servicing functions that have failed 
to provide the necessary relief for a rap-
idly deflating housing market, are being 
examined by regulators and lawmakers, 
today’s mortgage servicing management 
met to develop what can be done. Unfor-
tunately, the individuals involved in this 
summit were the very same ones who 
created the problems in the first place. 
This lack of foresight into the changing 
housing market can have a disastrous ef-
fect. Instead it would be better to utilize 
those individuals that have a new way of 
developing ideas, collaborating with the 
necessary associates and forming new 
approaches to the problems.  

While the promise of these emerging 
generations is significant, it is important 
to recognize that there is much to be 
done to merge these new management 
concepts with necessary business prac-
tices.  How this can be done is the topic 
of the final article in this series. ❖
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On its website ServiceLink 
describes itself as “the 
national lender platform 

for Fidelity National Financial.” The 
company goes further to say that it 
“provides a full suite of origination 
and default related products and 
services to leading national and 
regional mortgage originators and 
servicers. [ServiceLink’s] serve first 
culture combines the industry’s best 
people with the products, processes 
and technology to reduce operating 
costs, maximize loan value, build 
customer confidence, mitigate risk, 
and drive performance through the 
life of the loan.”

As ServiceLink looks to grow its 
already big footprint, it has gathered 
a very unique management team 
compiled of people with very deep 
and varied mortgage experience. 
Members of that team are automation 
pioneers Gabe Minton, best known 
for evangelizing on behalf of open 
industry data standardization, and 
Mark Braden, a man who as a lender 
originated full e-mortgages and as a 
servicer also serviced e-mortgages. 
These two men sat down with us to 
share their vision for the future of 
mortgage lending.  
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Q: You have both been on the lender and vendor 
sides of the industry. From that perspective, what 
technology improvements do you feel vendors can 
bring to the mortgage industry?

GABE MINTON: From the perspective of Ser-
viceLink, we have a national footprint 
and a unique management team. We 
have a lot of executives that are familiar 
with the service element of the business, 
Mark brings the lender element and I 
bring another unique perspective. In the 
end, we are able to strategize as a man-
agement team on how to use and advance 
this national platform. This leads to some 
interesting strategy that we can execute, 
such as the ability for all of our services 
to be provided off of one platform, but at 
the same time allow lenders to pick and 
choose which services will work for them 
to fill gaps that may now exist in their 
organization because of new regulatory 
challenges. Don’t forget, lenders are also 
growing and shrinking in this market, and 
growth and retraction sometimes also  
bring about inefficiencies. Our tagline is: 
Consider it done. Our platform is all about 
allowing lenders to fill those gaps.

MARK BRADEN: Vendors and service provid-
ers can bring solutions to market enabling 
lenders the ability to move a loan more 
effectively through their systems. The 
pain points continue to be the new com-
pliance challenges that are hitting lend-
ers and the regulation that comes along 
with those hurdles. Vendors and service 
providers need to be able to bring solu-

tions to the table that can solve those is-
sues from an industry standpoint instead 
of as a one-off Band-Aid. 

The GFE is a prime example of my 
point. Each lender is continuously work-
ing diligently to meet the challenges asso-
ciated with complying with the new GFE. 
There should be solutions that enable 
lenders to solve these types of challenges 
in a more universal manner.

GABE MINTON: The good news is that even 
though it takes time to implement change, 
there are a lot of people that do think 
outside the box and are continually inno-
vating to come up with new ways to im-
prove processes and procedures. There’s 
a constant cycle of innovation that you 

can see if you look close enough.
 
Q: You both talked about using technology to fill 
gaps. Following that point, how can technology 
help with process improvement? 
 
GABE MINTON: There are stock answers to 
that question that you hear all the time. 
People talk generally about exception-
based processing, data integrity, elec-
tronic mortgages, data cleansing. In addi-
tion, there are also buzzwords used to talk 
about process improvement. The point is 
that there are a lot of tools available to 
lenders that they can use to improve their 
process. Personally, I see a gradual ab-
straction of workflow and workflow pro-
cessing into an engine on its own that you 
can run alongside your other systems and 
applications. This approach allows you 
to customize or change your workflow 
much faster without impacting the other 
systems. In the end, you can react faster to 
regulatory and market changes. 

MARK BRADEN: The only thing that I would 
add is that it’s important for lenders to fo-
cus in on key areas if they are going to 
achieve real process improvement.
 
Q: You talked a bit about the challenges associated 
with the new GFE. What issues are lenders still 
facing with regard to GFE disclosures? And how 
can they overcome these obstacles that have 
remained?

MARK BRADEN: The creation of the GFE is a 
challenge that I believe has been primar-
ily overcome. Lenders have figured that 
part out. However, once we move from 
the GFE to the creation of the HUD, the 
post-closing efforts to compare the GFE 
to the HUD continues to elevate the chal-
lenges lenders will continue to face until 
there is a tool or service that can perform 
the electronic validations of the GFE/
HUD information. 

GABE MINTON: Looking at LQI and other 
initiatives around improving data quality, 
the GFE is a key event. I would add that 
lenders should take a step back and look 

Executive Interview

Industry PredIctIons
Gabe Minton thinks:

1On the technology side we will see 
continued consolidation. Also, we’ll 

see technology companies working closer 
together.

2I’m not an economist, but this year 
we’ll certainly see more credit  

tightening. 

3Originations won’t stop, but they won’t 
skyrocket.

4More should be known about Dodd-
Frank by the end of the year. There are 

loads of people working on this and we’ll 
see more rules and regulations emerge as 
a result.

Gabe Minton is Senior Vice President, Information Services of 
ServiceLink where he oversees software engineering, quality 
assurance, and business analysis services for the company and 
facilitates the strategic execution of its products and services. Gabe 
brings a 15-year portfolio of information systems experience, 
working with and creating software systems, products and standards. 
He has held the executive positions of Chief Strategy Officer for Motivity Solutions Inc., 
Chief Operating Officer for Mortgage Cadence, Chief Technology Officer and Vice 
President of Standards and Alliances with Ultraprise Corporation. Gabe also served 
as an executive of the Mortgage Bankers Association (MBA) and was a pioneer in the 
establishment of technology standards for the mortgage industry through MISMO.
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at technologies that can help you align the 
GFE to the HUD. Everything across the 
origination cycle should be aligned. You 
should look at the data used to make the 
underwriting decision and see if you can 
align that data to the data at the clear-to-
close event. I would recommend using 
the alignment of the GFE and HUD as 
a way to look at all the key events that 
happen within the loan manufacture pro-
cess so those events can also be aligned 
with the data used to decision the event.  

Q: Moving on to the servicing side of the 
business, why is it important to have trans-
parency throughout the default life cycle? 

MARK BRADEN: Loans in default have ex-
ploded over the past few years. Many of 
the technologies and workflow processes 
required to effectively process default 
loans were not robust enough to handle 
the volume that servicers have had to han-
dle. As a result, servicers dealt a lot with 
spreadsheets that made their processes 
clumsy and costly. We at ServiceLink 
acquired a solution back in September of 
2010, CommerceVelocity, geared toward 
effectively processing default loans utiliz-
ing rules and workflow technology. This 
solution handles activities associated with 
the loss mitigation process including loan 
modification, short sales, deed-in-lieu and 
potential loan refinancingall  together in 
order to bring new levels of transparency 
to servicers today.

GABE MINTON: I would add that default is 
typically very high touch and as Mark 
said there is a lot of volume for servicers 
to manage. As the technologies have been 
updated, you can have better alerts, dash-
boards, scorecards and real-time informa-
tion so you can time things correctly as 
you’re presenting solutions. 

Q: What makes ServiceLink successful? And 
what’s ahead for ServiceLink in 2011 and 2012?

GABE MINTON: As we look forward over 
the next year, there are a lot of things 
impacting us and our customers from a 

regulatory standpoint. We want to provide 
a universal platform with a national foot-
print so clients can pick and choose what 
they need. We want to make different sys-
tems and applications seamless and auto-
matic as well. Instead of replacing what 
they have, we want to allow lenders to fill 
gaps and help augment what they already 
have. We also want to help them add new 
channels and grow. We can provide large-
scale solutions with customized work-

flows and we can provide cookie-cutter 
solutions to fill gaps more quickly.

MARK BRADEN: Our secret sauce is our na-
tional footprint and the foundation on 
which ServiceLink was built. We began 
as a title closing business geared on ful-
filling those processes so effectively they 
became lights-out for our customers. As 
we’ve grown and added all the other ser-
vices like appraisal/valuations, default 
title, TSG, loss mitigation services, REO/
asset management, and more, we’ve built 
technology around that foundation to ful-
fill these processes seamlessly.

Q: How would you define the state of innovation in 
the mortgage space today?

GABE MINTON: I see people innovating all 
the time. It looks like the industry is slow 
to change, but there is always new inno-
vation. A lot of that innovation comes in 
the form of product innovation. However, 
lenders are always reorganizing work-
flows to do things better, faster, cheaper.
 
MARK BRADEN: Changes around the valua-
tion process and how a property is valued 
will continue to be a challenge for lenders 
and investors. There have been improve-
ments over the past couple of years, but it 
still boils down to similar processes that 
have happened for many years. I believe 
there’s a strong potential for game-chang-
ing technology and workflow processes 
enabling new and more efficient ways to 
valuate properties. ❖

Mark Braden is Executive Vice President and Chief Information Officer 
of ServiceLink and is responsible for providing expert counsel and guid-
ance to senior management on information technology and its impact 
across the organization. He currently oversees all technology-related 
activities including: IT Governance, Infrastructure, Systems and Applica-
tion Support, Applications Development and Architecture, and Business 
Analysis. Mark also works directly with ServiceLink’s management team in developing 
short-term and long-term information technology vision and strategic plans. Mark’s 25-
year portfolio of mortgage experience includes him acting as Senior Vice President/Chief 
Information Officer with Sierra Pacific Mortgage in California and the Irwin Mortgage 
Corporation in Indiana.
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Industry PredIctIons
Mark Braden thinks:

1We will continue to see new entrants 
in the origination and servicing space.  

That is a good thing for our industry.

2This year will continue to be challeng-
ing to move a loan through the system 

with the continued tightening of regula-
tions as well as the unknown effect of the 
Dodd-Frank legislation. 

3However, once lenders and servicers 
get a better grasp on the new process-

es and procedures I believe the industry 
will get to a more stable process of 
originating and servicing loans—probably 
in 2012.

4Technology and service providers will 
have a profound impact on the indus-

try as servicers and lenders alike not only 
look to move loans through the process 
faster, but also in a more cost-effective 
manner, especially in the face of constant 
new regulation.



Make an Incredibly Smart Decision

TME-MeetMark_March.indd   1 2/15/11   3:23 PM



37      Tomorrow’s Mortgage Executive                     Tomorrow’s Mortgage Executive      38

Rounding up R
ep

u
R

chases

   
   

Thes
e days you need to enlist third party verif cation tools to avoid m

ortgage repurchases.

By Jay Meadows

Mortgage 
repurchases have 

significantly increased since
  2007 and continue to make their

 way into national headlines. Bank of 
America is currently in negotiations 

with investors to repurchase $16.5 
billion in bonds, and has agreed 
to pay nearly $3 
billion to Fannie 
Mae and Freddie Mac to resolve
outstanding repurchase requests 
on loans from Countrywide 
Financial Corp, according to 
The Wall Street Journal.



Although repurchases have always 
been a fact of life in the mortgage indus-
try, the industry is now seeing substantial 
increases due to the loose standards that 
dominated the subprime era. According 
to research of the Top Five Lenders con-
ducted by Equifax, each repurchase, on 
average, costs lenders around $50,000. 
This is a serious issue for the housing in-
dustry and our economy at large.

Prior to 2007, borrowers could state 
their income on a loan application if they 
were employed. In some instances, if the 
borrower had a high enough credit score, 
they weren’t even required to include an 
income on the loan application. That era 
ended in 2008, but the industry is still 
dealing with the millions of under-docu-
mented loans made between 2004-2007 – 
not coincidentally, a period in which loan 
originations hit record numbers. 

Repurchases that are currently com-
ing back to lenders are the very “no-doc,” 
“low-doc” and “stated-doc” loans of the 

2004-2007 era. Unfortunately, there is 
nothing that can be done about those loans 
retroactively, but there is something the 
industry can do about loans being made 
today. Mitigating risk with third-party 
verification providers on all elements of 
the loan is crucial to avoiding future re-
purchases. If lenders can prove that they 
did everything possible to verify the loan 
information and ensure the borrower’s 
ability to repay, investors will have a 
much more difficult time forcing them 
into repayments later.

According to Fannie Mae’s 2009-2010 
loan review, income and employment 
misrepresentation on both performing 
and non-performing loans were among 
the top three factors leading to repurchase 
requests. Lenders cannot afford to ignore 
the issue of continued fraudulent activ-

ity leading to repurchases, and now must 
require proof that due diligence was per-
formed in the underwriting process. 

How DiD THis Happen?
Not so long ago, Fannie Mae and Freddie 
Mac purchased a host of “low-doc” or “no-
doc” loans from Wall Street that unfortu-
nately, contained loan documentation that 
has proven to be untruthful. When Con-
gress finally addresses these two bankrupt 
behemoths, it will be hard to ignore this 
issue and put the responsibility of dealing 
with the losses onto American taxpayers. 
The large Wall Street institutions, which 
sold the majority of these fraudulent loans 
to Fannie and Freddie, are more likely to 
ultimately be held responsible. 

This occurrence was not just a result 
of the greed of Wall Street, but also the 
greed of rating agencies, mortgage bro-
kers, bankers and underwriters. Now, the 
industry must stop writing bad loans and 
focus on quality —not quantity—by en-

listing verification tools that boost confi-
dence levels for lenders and investors. 

MiTigaTing Risk

The Financial Crimes Enforcement Net-
work (FinCEN) reported in December that 
suspicious activity reports (SARs) indicat-
ing mortgage loan fraud increased seven 
percent in the first half of 2010. As long as 
there is money moving, fraud is likely to 
continue, along with repurchases.

To justify a repurchase letter, lend-
ers must show they are doing everything 
possible to mitigate risk. Areas that have 
historically been susceptible to fraud 
include collateral, identity, income and 
employment; however, the industry is 
now starting to see even more creative 
fraudulent methods such as borrowers 
claiming lower levels of income to ap-

ply for certain programs. 
Lenders must demand accurate data 

upon which to base sound and qual-
ity lending decisions. Removing auto-
mated valuations or full appraisals from 
the hands of people who might commit 
fraud or make a mistake is how the in-
dustry will increase consumer and inves-
tor confidence. Looking more closely 
at the need to verify collateral, identity, 
income and employment improves the 
overall lending process.

Collateral is a critical component. 
Lenders must check stated collateral from 
the selling entity or appraisal through 
Automated Valuation Models (AVMs). 
AVMs, however, tend to work best in a 
market that is selling because the lender 
has more properties from which to base 
their estimate. Cascading AVMs deliver a 
better value and estimate for the lender. 
In addition, there are tools available that 
identify foreclosures and short sales, en-
abling lenders to remove them from the 
model and assign a more accurate value. 

Identity: Perhaps more than any other 
area, identity has become a fraudster’s fa-
vorite target. According to Equifax’ find-
ings, more than five percent of loan appli-
cants are not who they say they are. While 
some do not see this as an important issue, 
or even consider falsifying identity on a 
loan application a crime, it is absolutely 
crippling to a lender’s portfolio.

The Colorado Supreme Court threw 
out a conviction in November 2010 
against a man who used a stolen Social 
Security Number to get a loan. The court 
found that because the man used his own 
address, name, birth date and other iden-
tifying information, the use of the stolen 
Social Security number did not constitute 
false identity. 

Additionally, according to the Federal 
Trade Commission (FTC), they receive 
approximately 3,000 calls each week re-
garding identity theft. Lenders simply 
must take identity theft more seriously. 
There is clearly not much in the way of re-
percussions to steer fraudsters away from 
such crimes, so lenders must work to en-
sure it does not impact lending and result 
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Mitigating risk with third-party verification 
providers on all elements of the loan is crucial to 
avoiding future repurchases.
“ “



in costly repurchases down the road. 
Income is critical to reducing fraud 

and must be based on two factors: current 
income from W-2 forms and historical in-
come. As witnessed by the housing col-
lapse, lenders can no longer base a deci-
sion on a single piece of information. 

Moving forward, loans will be based 
on multiple pieces of information to 
ensure that a more complete picture of 
a borrower can be formed and that the 
information is consistent over time. For 
example, did a borrower make $250,000 
this year but $50,000 the previous three 
years, simply because this year was a 
good year? 

4506-T tax transcripts have been man-
dated in the housing bill and are being 
strongly considered by Fannie Mae and 
Freddie Mac. As Congress continues to 
look at the bailout and how much taxpay-
ers are paying, the focus will remain on 
income verification. 

Employment is one of the biggest 
fraud vehicles, according to the FBI. 
Lenders must prove they have a system in 
place that can combat this type of fraud, 
and enlisting instant and researched veri-
fication tools can help. 

Researched verification is necessary 
to verify borrowers’ information on 1003 
forms, including employment. Lend-
ers can no longer afford to take the bor-
rower’s word at face value. Lenders must 
check the address of the employer, if the 
phone numbers match and other informa-
tion to verify employment. 

Verbal verification of employment 
is one of the most passed over elements 
in the lending process today. Typically a 
very faulty system, it is done by an insid-
er, which can often lead to errors. 

New Variations of Fraud: We have al-
ways seen instances of borrowers claim-
ing inflated levels of income and collat-
eral, but now we are actually seeing the 
pendulum swing in the opposite direction. 
This includes borrowers applying for new 
mortgages prior to executing strategic 
defaults on existing ones; borrowers ap-
plying for loans immediately following 
some negative change in employment or 

income; and some borrowers are actually 
fabricating lower levels of income in or-
der to qualify for government loan modi-
fication programs.

MoRTgage FRauD

According to the FBI, 80% of all mortgage 
fraud involves an insider who is intimately 
acquainted with the mortgage transaction 
– either by submission or omission. Too 
often, lenders are relying on internal pro-
cesses and personnel to self-police fraud, 
which often creates a natural conflict of 
interest because the originating com-
pany has a vested interest in seeing loans 
closed. After all, insiders are ultimately in 
business to complete loans. 

Additionally, there is little, if any, 
accountability for the person that pro-
cesses the loan, regardless of whether it 
is a repurchase or not. If the loan is repur-
chased, the person that originated the loan 
is rarely considered as being potentially 
guilty of fraud. 

According to a November/December 
2010 survey by Aite Group, more than 
half of financial services firms surveyed 
attribute at least 5% of their total fraud 
losses to internal fraud, costing the indus-
try hundreds of millions of dollars. But 
what’s surprising is that these institutions 
rarely prosecute the fraudsters. In fact, 
35% of survey respondents prosecute 
10% or less. 

wHaT THe FuTuRe HolDs

Investors are going to get more aggressive 
as we move forward, making it increas-
ingly important to prove that at the time 
the loan was made, the borrower had both 
the capacity and ability to repay the loan. 
In fact, Fannie Mae and Freddie Mac have 

reportedly started kicking back loans that 
performed for two to three years, which 
is not going to sit well with the lenders 
receiving the repurchase requests. 

The entire lending system is based on 
risk, however. At some point, the investor 
cannot be upset that their oil well is dry. 
Loans are risk-based investments, and life 
events are the risks they are assuming. 
Lenders fully understand that they are go-
ing to lose money when someone passes 
away or gets divorced. 

If an investor has a loan that was 
truthfully made and three years later the 
borrower tragically dies, that risk should 
have been considered. The loan was fair-
ly made and should not be repurchased. 
However, for a loan made without verify-
ing information and it was not proven at 
that time the borrower could repay it, that 
loan should be bought back. 

Since investors are buying packages 
of loans rather than individually, there is 
a lot of fault to be shared. Why, for ex-
ample, would Standard & Poor’s give a 
good rating on a pool of loans more bad 
than good? The pool was purchased under 
a false sense of security as a result. 

The only way to prevent this in the 
future is to verify information and focus 
on the quality of loans. Today, lenders are 
turning down loans and are more serious 
about verifications and reducing risk in 
their portfolios, which is a good thing. 

Despite stricter lending require-
ments, mortgage fraud continues to 
grow and is still a lucrative business for 
criminals. In order to preserve the sta-
bility of a fragile market, lenders must 
become even more aggressive in pre-
venting fraud, and data verification is 
the key to that prevention. ❖
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Jay Meadows is senior vice president of Mortgage Services, The Work 
Number, a service of Equifax. Meadows is responsible for selling and 
servicing The Work Number’s verifier solutions to mortgage originators. 
Meadows previously founded Ft. Worth, Texas-based Rapid Reporting 
Verification Company, which was acquired by St. Louis-based The Work 
Number, a service of Equifax, in 2010. Prior to founding Rapid Reporting, 
Meadows was a successful broker in the securities industry for 11 years.
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A
fter months of speculation it now appears clear that Fannie Mae 
and Freddie Mac will cease to exist at some point over the 
next few years. The beginning impacts of the dissolution of 

the companies are likely to be felt by the industry much sooner. 
While much of the news and conversation has been focused 
on portfolio sizes, loan limits, securitization, and interest 
rates, little has yet been said about the operational 
impacts on the mortgage industry that will result 
from the demise of the GSEs.  

By David Coleman

Anticipating (and adjusting to) a life without Fannie Mae and 
Freddie Mac.
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The GSE-less 
Mortgage Industry



  Possibly forgotten in the discourse 
are the policies, requirements, guidelines, 
standards and technology that Fannie Mae 
and Freddie Mac have “provided” to the 
industry for at least the last generation.

While months of hearings, legisla-
tion, and rule-making will determine the 
final destinies of Fannie Mae and Fred-
die Mac, with the drama likely playing 
out over a period of months or years, 
changes are already being discussed 
within Congress and by the GSE’s regu-
lator that will have near-term impacts on 
the industry. These near-term changes, 
combined with the unfolding of tens or 
hundreds of others, will not only change 
the secondary markets, but ultimately 
how business is done.

While it is still impossible to identify 
all of the changes that will come about 
due to the transformation of the industry, 
through early assessments it is possible to 
begin to identify areas where these chang-
es can have the greatest operational im-
pact on the mortgage industry. These are 
not topics that will appear in the news, but 

will still have significant financial impact, 
require organizational change, and may 
change many aspects of how the business 
is done and supported today.  

Looking from the top down, identify-
ing macro changes is relatively easy; new 
investors, increased role for the MI com-
panies, innovation in securitization, etc., 
etc., etc. But a view from the bottom up 
reveals a world of change that may (will) 
evolve as the GSEs exit the market.

With just a high-level glance at some 
of the structure and services that the 
GSEs currently provide to the industry, 
we can begin to evaluate how the with-
drawal or absence of the GSEs will im-
pact or otherwise affect industry partici-

pants and start to draw conclusions and 
plan for operating (and possibly surviv-
ing) in a GSE-less world.

Conforming Loan StandardS

Early proposals call for decreases in con-
forming loan limits and the ratcheting 
up of guaranty fees. These changes will 
signal the start of a gradual withdrawal 
of the GSEs from the loan purchase and 
securitization markets through limita-
tion of loans that may be purchased and 
the opening of the market to competi-
tors through elimination of buried credit 
subsidies that are offered through lower 
guaranty fees.

Business Impact: While the com-
plete exit of the GSEs from the market 
may take years, these early first steps 
will immediately reduce the scope of 
loans purchased and securitized by the 
GSEs while providing incentive to other 
secondary players to enter the markets. 
MI companies will likely regain market 
and influence previously lost to FHA and 
recession-driven GSE loan programs.

Operational Impacts: As the GSEs 
withdraw from the secondary market, 
originating lenders will be required to 
establish or renew relationships with 
other secondary market players. Exist-
ing and new secondary participants will 
be required to ramp up operations for 
new business. Areas of impact will like-
ly include:

<< Underwriting requirements and 
standards

<< Processes and procedures related 
to loan processing, closing, and delivery

<< Loan program eligibility and pric-
ing structures

<< Risk sharing structures; regained 
MI influence

<< Data requirements; new and 
changed

Commentary: The early and (hope-
fully) measured withdrawal of the GSEs 
from the market will begin to unveil ar-
eas where their influence drove and of-
ten dictated standards and methods. At a 
minimum, loans that are outside of GSE 
eligibility will begin to fall under the 
guidelines established by other second-
ary market participants.  Can the 30-year 
mortgage be in jeopardy?

While related to the above topic, the 
influence of the thousand pages-plus 
selling guides of Fannie Mae and Fred-
die Mac have gone far beyond contract 
terms and eligibility guidelines in defin-
ing how the industry underwrites and 
otherwise processes mortgages. These 
guides are today the typical founda-
tion for lenders’ processes, procedures, 
guidelines, compliance and credit policy. 
GSE LLPA tables often define the risk-
based pricing structures that are in use 
across the industry.

Business Impact: Though the im-
mediate business impact is not likely 
outside of the reduced GSE eligibility 
limits, longer-term questions surely ex-
ist with regards to selling standards and 
processes. Will this coming gap be filled 
by greater government regulation (lo-
cal, state, federal) or a new association 
of secondary players; or will it result in 
a highly fragmented market, with each 
secondary participant dictating their own 
set of guidelines?

Operational Impacts: Over time, 
one can only guess as to what the ulti-
mate impact on selling guide standards 
and methods will be in a world without 
the GSEs. Absent the near centralization 
of guidelines afforded under the GSEs, 
the industry will be open to great influ-
ence in this area.  Similar to the above 
topic, areas of impact will include:

<< Underwriting requirements and 
standards

<< Processes and procedures related 
to loan processing, closing, and delivery

<< Loan program eligibility and pric-
ing structures
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Depending upon how the secondary market 
evolves as the GSEs exit, this single aspect  
could have the greatest impact on how business  
is done.

“ “



<< Data requirements; new and 
changed

Commentary: Depending upon how 
the secondary market evolves as the GSEs 
exit, this single aspect could have the great-
est impact on how business is done. Will 
governmental entities step in to dictate 
standards and guidelines? Will second-
ary market players align, or will certain 
entities use the gap created by the GSE 
exit to establish guidelines and standards 
designed to enhance competitive posi-
tion? Will selling originators be forced 
to juggle guidelines and standards, adopt 
worst-case methods, or align on a single 
secondary player? And how will technol-
ogy influence this aspect of the industry; 
positioning large secondary players, or al-
ternatively enabling the nimble seller?

teChnoLogy

Somewhat understated as part of the dia-
logue related to the passing of the GSEs, 
the technological impacts on the mort-
gage industry stand to be substantial. 
While surely not overlooked, the influ-
ence of Fannie Mae and Freddie Mac on 
technology has been sweeping.  

Areas of influence (among others) 
include data and transactional standards, 
delivery and reporting methods, servicing 
requirements, and let’s not forget, auto-
mated underwriting. There is not a partic-
ipant in the mortgage industry (and some 
outside of the industry) that is not follow-
ing some standard or method, or using 
technology that is vended or supported by 
Fannie Mae and/or Freddie Mac.  

Over the past twenty years, the GSEs 
have invested hundreds of millions of 
dollars to build extensive systems, as 
well as to inspire or otherwise influence 
many hundreds of millions of dollars in-
vested by others—customers, vendors, 
and service providers.

Business Impact: The business im-
pact of the coming technological trans-
formation of the mortgage industry is 
likely being recognized and evaluated 
(if not felt) already. Aspiring secondary 
market participants will likely be required 
to invest heavily in technology to take a 

place in the new market. Smaller partici-
pants (sellers) will need to evaluate their 
options for maintaining independence or 
aligning with larger secondary players, 
and possibly just staying viable as mort-
gage market participants.

Operational Impacts: The opera-
tional impacts related to technology and 
the withdrawal of the GSEs from the 
mortgage market will be addressed in 
different ways by different market enti-
ties. As mentioned above, new and ex-
isting secondary players will need to in-
vest heavily in know-how, methods and 
technology to stay competitive in the 
secondary market. Smaller sellers will 
be required to assess and determine their 
place in the market. Software vendors 
and service providers will provide new 
solutions to address new challenges and 
opportunities. In all cases, technology 
change can be anticipated and will be re-
quired to address the following:

<< Automated Underwriting (includ-
ing eligibility and pricing)

<< Changes in mortgage forms and 
documentation

<< Data requirements and transac-
tional standards that emerge, based upon 
the diversity of participants

<< Changes in loan program require-
ments and structures

<< Increased data and reporting re-
quirements driven by government rule 
making and legislation

<< General need for flexibility and 
configurability to address periods of rap-
id change

Commentary: There is no need to 
look beyond the current origination pro-
cedures and processes to appreciate the 
influence of the GSEs on the mortgage 

industry of today. The 1003/URLA is a 
form that was created and is maintained 
by Fannie Mae and Freddie Mac. The 
vast majority of mortgages originated 
are submitted to Desktop Underwriter or 
Loan Prospector before being just a few 
hours (or less) “old.” Beyond these two 
examples, the list of influence continues 
to include processing, delivery, servic-
ing, and loss mitigation/liquidation ac-
tivities. While certain requirements and 
standards will continue to be maintained 
for many months or even years while 
the GSEs are dismantled, other areas 
of technology already beg for immedi-
ate attention and possible replacement 
today—before it is too late.

The challenges of the last few years 
have had a dramatic impact on the mort-
gage industry, driving a rapid succes-
sion of changes that now includes the 
dismantling of Fannie Mae and Freddie 
Mac. Unlike the demise of any other 
bank or lender in the industry, the exit 
of the GSEs will bring about significant 
changes in how the mortgage business is 
conducted, creating a unique set of chal-
lenges and opportunities for mortgage 
industry participants.  

While one can only speculate as to 
how this play will end, there has already 
been enough exposed in the first act to 
point to the need for industry partici-
pants to begin planning (and acting) for a 
future that does not include Fannie Mae 
and Freddie Mac. Operational planning 
that includes investment in new methods, 
processes and technology can create or 
otherwise enable the needed flexibili-
ties that will be required to remain com-
petitive and viable in an industry that is 
poised for a period of rapid change. ❖
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David Coleman is Managing Director of The Summit Point Group, a 
strategic management and technology consulting firm comprised of 
senior-level professionals with extensive experience in all aspects of 
mortgage lending and unique expertise in decision management and 
business rules management systems. He is an accomplished mortgage 
industry executive with more than 20 years of demonstrated success 
developing and executing strategies for major business and technology initiatives.
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Progress in lending these days means progress  
in servicing technology.

Servicing 
TrumpS

T he lending side of the mortgage business has a 
long tradition of receiving the greatest portion 
of lenders’ time, energy and resources. No secret 

there, and certainly understandable, given the competitive 
nature of the business and its 
constant need to generate revenues 
through originations. The funds for technology investment 
have always been there for the origination segment, but 
the progress made on one side of the equation is now 
bearing bitter fruit on the other, long-marginalized side—
servicing. Once again, quite understandable; the servicing 

By Fred Melgaard
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side was never deemed to require a great 
deal of investment because the over-
whelming majority of people made their 
loan payments on time.  

Servicing platform technology—
meaning the underlying systems used 
by most servicing shops—has remained 
essentially unchanged for over thirty 
years. The platforms have certainly 
been tweaked, customized, added to 
and personalized by in-house IT depart-
ments and outside consultants, but they 
remain essentially the same in concept 
and architecture. Expecting them to re-
main modern is a bit like breaking out 
the old 1960s-era rocketry hardware 
and using it for a moon shot today, a 
time when the most basic economy cars 
possess greater computing power than 
existed on Apollo 11. But since about 
97% of the borrowers paid reliably up 
until recently, there was little incentive 
for the leading servicing software giants 
to make significant improvements to the 
platforms. Other than what occurred 
in the IT departments of the servicers 
themselves, there wasn’t a great deal of 
progress taking place among the prin-
ciple providers. In today’s environment, 
that seems inconceivable. To have prog-
ress in lending, you simply must have 
progress in servicing technology.

It is a gross understatement to say 
the mortgage industry was unprepared 
for the onslaught of delinquencies that 
occurred during the housing meltdown, 
but is it really that much of a surprise? 
When you consider that the last real 
crisis occurred over 25 years ago—the 
same S&L crisis that led Duke Olrich to 
create the default management software 
that evolved to became DRI Office—it 
can’t come as a shock the industry was 
not ready. But it’s going on four years 
since the crisis hit, and the servicing 
side of the business is still not univer-
sally adopting the resources available to 
shore up its defenses against the contin-
ued assault. Base systems still haven’t 
changed much, and servicers are so 
busy playing catch up that they haven’t 
been allocating the time and financial 

investments to handle the ongoing chal-
lenges they face.

Innovate now

Real solutions need real innovation. 
Bringing progress to servicing technolo-
gy has fallen to a highly specialized seg-
ment of providers who have developed 
some truly amazing capabilities. Noth-
ing new about that—third parties have 
been improving underlying software and 
hardware platforms for a long time. In 
servicing software, progress has come 
from a group of innovators who blended 
servicing experience with technology de-
velopment expertise to create an entirely 
new generation of solutions. And these 
solutions have the real potential to save 
the mortgage industry a great deal more 
turmoil in the years ahead; without them, 
we wouldn’t have default management 
technology, among other improvements.

Those not familiar with servicing and 
its processes would be surprised by what 
they’ll find in many loan servicing orga-
nizations that haven’t invested in tech-
nology. In many ways, they are similar to 
lending shops of a decade ago, with sur-
prisingly little automation and an alarm-
ing number of paper processes. Perhaps 
not a big deal prior to 2007, but deadly 
today, and not just for the servicers. The 
entire industry—and perhaps the nation-
al economy—are at stake. If servicers 
aren’t able to provide the individual at-
tention that each problem loan requires, 
it is more than just a few lenders that will 
find themselves at risk, it is all of us.

Based on the sorts of tasks they had 
been performing for generations, the 
odds were against the servicing commu-
nity from the start.  Servicing got big—

really big—about 20-25 years ago, with 
the rise of contract servicing. It wasn’t 
all that long ago that virtually every 
mortgage banker was also a servicer; 
along with funding your own loans, ser-
vicing them was part of the very defini-
tion of the term “mortgage banker.” But 
loans were positively vanilla back in 
those days, the main differences having 
to do with government insured versus 
conventional, fixed versus adjustable. 
There was no such word as “subprime,” 
and the “Alt” loan would have been un-
imaginable. With everyone paying as 
agreed, servicing came to be commod-
itized, and it remained so for decades. 
As it became clear that economies of 
scale would apply to this commodity 
as it applied to others, large servicers 
began to emerge. When securitization 
took hold across the industry, the large 
servicers became master servicers for 
loan pools, ending the in-house servic-
ing era for good. Innovation in technol-
ogy had more to do with scaling up for 
large portfolios, not streamlining the 
processes required to deal with large 
numbers of delinquent loans.

When the typical first lien experi-
enced delinquency, a letter would be 
generated by the system after 16-30 days, 
and a phone call from a servicing asso-
ciate would follow sometime later. Sel-
dom would more than 5% of a portfolio 
go delinquent, less than 2% would go to 
90 days, and only about a third of those 
would commence foreclosure. Servicing 
systems were more about accounting for 
monthly payments and investor report-
ing than they were about dealing with 
problem loans. Small wonder that when 
the delinquency dam broke, mainstream 
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servicers lacked the human resources to 
do a great deal about the volume, much 
less a robust technology to assist them. 
It wasn’t so much that the technology 
wasn’t there—it was. It was that so many 
servicers just hadn’t foreseen the need 
for automated default management soft-
ware, and lender/servicers were far more 
concerned with the origination side of 
the business, devoting little attention to 
capacity planning.

When that changed, it changed in a 
hurry. Default technology stopped be-
ing a “nice to have” for many servicing 
companies and became a “needed yes-
terday.” Looking at what the technology 
can do made something else very clear 
to those close to the servicing technol-
ogy scene. It revealed that, when all is 
said and done, the current crisis is prob-
ably unsolvable without default man-
agement technology. There just aren’t 
enough bodies to throw at the problem 
and expect to see it resolved. 

today’s Rules

The nuts and bolts of default management 
technology. Default management tech-
nology, like most technologies, is aimed 
at doing more with less.  By speeding up 
routine tasks and saving minutes with 
each case, the enterprise becomes more 
efficient, and fewer people can handle 
more volume.  In default management, 
however, this also means anticipating and 
responding to actions with automation, 
requiring a deep understanding of the 
process.  It also means having the ability 
to adapt to an existing business model and 
not require a complete change in the way 
the servicer follows its own process and 
procedure protocols.  So to be helpful, 
the technology needs to be fully versed 
on the business, be prescient to a work-
able degree, and be customizable to make 
its implementation palatable to the users, 
both individually and as a company.

The next generation of default man-
agement platforms are presented in tighly 
integrated modules, each equipped with 
a best practices set of business rules, and 
each capable of being customized to allow 

servicers to plug in their own practices as 
simply and quickly as possible. System 
wide, there are customizable reporting ca-
pabilities and user dashboards, drill-down 
user and vendor scorecards to monitor 
performance, and an array of tools. Ex-
amples of these tools include customiz-
able screens with the ability to add data 
fields to the database, sophisticated rules 
engines, document creation, imaging and 
tracking to get rid of paper, invoice track-
ing and approval, data warehousing and 
a key component, an easily managed ap-
proval engine. The system also includes a 
centralized ordering system for services, 
with accompanying content management 
system and vendor management capabil-
ity. By offering these tools and with them, 
the ability to customize rule sets, triggers, 
notifications and decisions, the platform 
immediately enables tremendous gains in 
efficiency.  For instance, with the inves-
tor’s financial requirements and prefer-
ences pre-loaded, and the Loss Mitiga-
tion Module’s ability to create economic 
scenarios for each borrower instantly, the 
servicing associate can offer a range of 
workable modification options in real 
time. They no longer have to go up their 
own management chain. Other special-
ized modules to be found in the next gen-
eration of default platforms include:

Foreclosure – with customized time-
lines by state and delivered based on 
USFN guidelines, foreclosure bid tools, 
attorney activity tracking and status, 
along with other tools that well may 
have obviated much of the “Foreclosure-
Gate” debacle.

Bankruptcy – with workflows for 
Chapters 7, 11 and 13, multiple BK 
tracking, the ability to download pay-
ments from the System of Record and 
track pre-petition, post-petition and 
stipulation payments, the ability to start 
various legal actions ad hoc, and reaffir-
mations done within the system, in addi-
tion to putting foreclosures on hold when 
bankruptcy is filed.

Real Estate Owned – with tools to 
ease the many tasks of REO disposal, 
including creating listing strategies, an 

offer management system,, property 
maintenance and repairs management, 
and web portals for dealing and commu-
nicating with real estate professionals.

Enterprise Content Management – a 
sort of “Bulletin Board” which can dis-
play important messages and store notes 
indexed to workflow or specific docu-
ments, as well as handling all other criti-
cal documents and images.

the FutuRe

Services are ordered using rules based 
automation, valuations are obtained and 
assessed, IRS Form 4506-Ts are gath-
ered, SSNs are verified, and a host of 
other tasks, each time consuming in and 
of itself, are handled by the next genera-
tion default management platform and its 
modules. Work that used to take weeks 
can now be accomplished in minutes, and 
with cost reductions that will make long-
time servicing executives salivate.

Progress in lending isn’t just about 
origination any more. Progress in servic-
ing is a key component to creating a sus-
tainable national housing recovery, and 
an industry that is better able to deal with 
future problems. ❖
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