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Editor’s NotE

Let’s Get Serious

Much has been made of the midterm election. The Republicans have taken 60 seats and control of the House of Representatives. 
The Senate is still controlled by the Democrats, but narrowly. The Republicans also made huge gains among the various open Gov-
ernor seats. There is no denying that the Republicans had a huge victory. They pounded the Democrats for sure.

However, I was reading research by CNN that said, “Only one in three thinks the Republicans will do a better job than the 
Democrats in running the House, with just over one in five saying the GOP will do a worse job, and 44% saying there won’t be 
much difference. Only 32% say the new Congress will get more done than the current one, with just over one in four saying it will 
accomplish less, and 41% saying it won’t make a difference. Only 17% say the election results were a mandate for the GOP, with 
seven in ten saying that the midterms were more a rejection of the Democrats’ policies.”

So, where do we go from here? I would agree that the electorate was fed up with the Democrats. But I think we need to ask 
ourselves why before we can move forward. The President promised that unemployment would not go above 8.5% after the 
passage of the stimulus early last year. He was wrong. Unemployment has hovered between 9% and 10% for about a year now and 
most don’t think that’s going to change. 

At the core of this midterm election was the sentiment that the Democrats didn’t get the job done because unemployment is still 
high. Are the Democrats to blame? Who knows. What is good for the Democrats is that the Republicans have told the American 
people that they can fix this problem and the American people have given them a chance. Now both parties have to get serious. If 
Democrats and Republicans can’t create more jobs both parties will feel the heat in 2012 and who knows what will happen. Personally 
I’m hoping for a viable third party to enter the fray, and no I’m not talking about the Tea Party. Notice I said a viable third party.

The same way that our two political parties need to get serious about solutions around job creation, mortgage lenders have to 
get serious about process re-engineering. A lot of uncertainty around new regulation has slowed down what I would call the normal 
pace of innovation. When you’re talking innovation, in my mind you’re talking about technology that solves real business problems. 
How do you do that? First, you need to start a dialogue and air some fresh ideas. Throughout this issue you’ll read articles written 
by mortgage industry executives discussing real problems and solutions. Let’s all get serious and listen to their ideas.

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

New regulation is top of mind with every 
lender in the country—as it should be 
—and there is plenty of it coming down  
the pike.

Your Voice - BY Will Atencio

The Fear of the Unknown

Fear is a funny thing—one minute you can feel adrenaline coursing through your veins and the 
next minute you find yourself wondering why you were even scared in the first place. How 
many times have any of us said, “Now, that wasn’t so bad,” after jumping out of our seat. There 

are two elements at play here; first is the fear of the unknown and second is what actually transpired 
thereby understanding what was previously unknown. 

Fear (or at least caution) of the unknown is one of the most basic elements of human nature. During 
a horror movie, the building of anticipation as you near a “money shot” (the antagonist jumping out of 
a closet, for example) is a good thing. In mortgage banking when regarding real life regulation, this 
is real life and that antagonist in the closet is playing for keeps. 

The solution to eliminating the drama surrounding regulation is creating an element that gives the 
lender confidence and a “Now, that wasn’t so bad” attitude. The element that needs to be created is a 
constant (e.g. like in a mathematical equation).

New regulation is top of mind with every lender in the country—as it should be—and there is 
plenty of it coming down the pike. As discussed 
above, one of the most basic elements of human 
nature is fear (or at least caution) of the unknown, 
and I would say that lenders are certainly in this 
position regarding regulation because it is still an 
unknown. 

This is frightening for anyone in any industry 
and at any level within an organization, but it 
turns out there are some pretty simple solutions 

out there for lenders too.
Typically adapting a new regulation means deploying a new technology, reconfiguring an existing 

technology or throwing more people at it—or even worse, adding more responsibility to an already 
overworked team, which leads to potentially costly errors down the road. Working with technology is 
the lesser of these efforts, but the ideology of technological product development within the mortgage 
industry is such that it focuses on a single solution to handle the issue directly in front of us rather 
than focusing on the big picture. 

The above are methods, but are they ideal solutions? We at Motivity Solution do not think so. 
What happens when there is new regulation? 

You guessed it; you are back in the same boat trying to decide if a new technology, reconfiguring 
an existing technology, or throwing more people at it is the right solution for you.

The best idea would be to actually take a step back and consider the one thing we know for 
sure—that we haven’t seen the end of new regulations. Considering that Dodd-Frank still has more 
than 100 rule makings, definitions and interpretations embedded in it, there is no better time than now 
for lenders to adopt a new philosophy regarding how they manage regulation. 

Are there lenders that will try and accommodate a single regulation only when they have to? I am 
sure there are, but the smart lenders that are committed to mortgage banking, the lenders that plan on 
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continuing to be a part of an ongoing renaissance, will not. 
What will the smart lenders do? The smart lenders will look 

to create a constant amidst the turmoil of change. Technology 
is clearly the way to accomplish this.

When looking at a technology solution that creates this 
constant, the lender should consider the following:

Does it connect or integrate with the solutions already 
procured?

Does it allow a lender to manage the 
process internally to maintain control, 
manage costs, and generate ROI?

Does it allow the lender to manage 
their business through workflow, work 
queues, and business rules in order 
to keep new process training to a 
minimum?

Is it business user friendly to further 
control costs and generate ROI?

If the solution addresses all these 
components then you have found a 
product that creates a constant in the 
world of financial change. 

As a result, you can now adopt a culture and attitude of, 
“Bring on the new regulation,” because you know you have a 
working strategy to accommodate it. 

Ultimately, the solution must also have the capability to 
touch all aspects of the mortgage banking business. Let’s face it, 
reform isn’t contained to just one segment of loan production. 

I can tell you that we considered the anticipated changes 
in regulation and reform in building our system and engrained 
the above mentioned philosophy into the platform when we 
engineered it. 

Technologies that didn’t are having to “bolt on” methods of 
dealing with regulation.

From a real world perspective, let’s look at loan originator 
(LO) compensation. Restructuring how the industry 
compensates the leading edge of production is no easy task. 
This regulation will be certain to spawn new technology 
solutions or even companies whose sole purpose will be giving 
lenders the ability to conform to the new laws regarding how 
they pay their originators. 

As a marketing professional, I would expect nothing less 
than to see this in the next few months as we near the deadline 
for adoption. This is good for the national economy, and good 

for the mortgage industry IT spending, but not necessarily 
good for lenders. 

There are lenders that will not find themselves in this 
situation though, and those lenders are the ones that have already 
purchased a technology such as our business management 
platform. 

These lenders will be able to simply configure or reconfigure 
the system on their own, or purchase 
a pre-packaged solution from their 
vendor to adhere to these new federal 
and / or state regulations (e.g. Dodd-
Frank).

I can tell you that lenders will typi-
cally first look to the loan origination 
system to solve an origination regula-
tion problem, as it is typically the sys-
tem of record. 

On LOS leadership teams all over 
America, LOS providers are deciding 
how to handle regulations which often 
curtails their ability to innovate—and 

understandably so given the continual and massive amount of 
new regulations. 

So, it is understandable why top technology providers are 
partnering with companies like Motivity Solutions and others 
in order to create this constant on their own.

We do not think it is fair to expect technology explicitly 
designed to perform a single function (i.e. account for a loan) 
to handle elements outside of its core function. I would expect 
a system to be able to handle such elements as evolving 
regulatory reform. 

Managing the business of mortgage banking, and 
connecting to all elements associated with the business of 
mortgage banking, is what our business management platform, 
and systems like it, were designed to do.

Technology companies should proudly accept this regulatory 
reform challenge (which we do) and should encourage lenders 
to not fear regulation, or fear the unknown, by creating their 
own constant by which they can anchor their success in 
handling new regulation going forward. 

This constant would allow lenders to eliminate the drama 
surrounding regulation and give the lender the confidence to 
relax, attack new regulations, and end the day with a sigh in 
saying, “Now, that wasn’t so bad.” ❖

Will Atencio is Executive Vice President of Marketing at Motivity Solutions. Will has more than 15 years of sales and 
marketing experience with more than 10 years of that experience at the executive level. Specifically, he has a background 
in marketing, brand development, sales and application development.

Technology companies 
should proudly  

accept this  
regulatory reform  
challenge and should 

encourage lenders  
to not fear regulation.
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John Walsh is the President of Total Mortgage Services, LLC, an expanding mortgage banker. John founded Total Mortgage 
Services in 1997 with a customer-centric approach and a mission of responsible lending. Today, the company offers a range of 
mortgage solutions, from FHA to jumbo loans, with some of, in not the lowest mortgage rates in the industry.

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.

Raising the conforming loan limit … would 
reduce mortgage payments for many  
borrowers, which would spur the housing 
market and the economy as a whole.

RecoveRy Tips - By John Walsh

Stimulate the Economy

Over the past several years the U.S. Government has enacted numerous programs intended to 
stabilize the real estate market and stimulate the economy in the face of the housing crisis. 
These programs have achieved varying degrees of success. One successful program that was 

started partly as a response to the crisis was the increase in Freddie Mac and Fannie Mae conforming 
loan limits in designated “high cost areas”. This program was originally a part of the Economic Stimu-
lus Act of 2008, and was intended to give a boost to the housing market.

Further expanding this program is a simple, logical, and low risk way to provide additional stimulus 
to the housing sector. This is why conforming loan limits should be raised to $729,750 uniformly across 
the country. Government sponsored entities (GSEs) Fannie Mae and Freddie Mac have statutorily im-
posed limits that dictate the maximum size mortgage they may fund. Currently the GSE loan limit 
(known as the conforming limit) is set at $417,000 in most areas. Loans above the conforming threshold 
are termed jumbo loans.

However, the $417,000 maximum does not apply across all states, cities, and towns in the U.S. In a 
small number of designated “high cost areas” (such 
as the greater New York City area, the Washington 
D.C. metro area, and many parts of California) 
the conforming loan limit is as high as $729,750. 
Currently in these high cost areas, loans that fall in 
between $417,000 and $729,750 are referred to as 
“high balance conforming” loans and are eligible 
for this program. There are millions of qualified 
borrowers who live outside these “high cost” areas, 

some only a block or two away, who could potentially benefit from increased conforming loan limits.  
Raising the conforming loan limit to $729,750 nationwide would spur home sales and allow many 

jumbo mortgage holders to refinance into the historically low rates that are currently available. Money 
saved on mortgage payments would be pumped back into the economy and the cumulative effect of 
these savings would have a substantial positive impact on the economy.  

Expanding the high-balance conforming loan program up to $729,750 nationwide would signifi-
cantly increase the pool of eligible, qualified borrowers in the beleaguered purchase market.  The influx 
of potential buyers would stimulate these markets and increase home sales.     

Extending the high-balance conforming program would benefit not only the purchase market, but 
the refinance market. There are many borrowers living outside high cost areas that are paying jumbo 
mortgage rates for loans that fall between $417,000 and $729,750. Borrowers who formerly had jumbo 
mortgages with high rates would be able to refinance into lower cost high balance conforming loans, 
saving thousands of dollars in the process.      

Unlike many other government initiatives to help the housing sector, this one would be readily ac-
cepted by both borrowers and lenders without any additional incentives. In light of the issues facing the 
housing market, now is an ideal time to implement this program. ❖
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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

More Bad News 
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Mortgage Fraud Risk Hot Spots and Trends 
The national Mortgage Fraud Risk Index remains elevated at 144 (n 
= 100). This index value is essentially unchanged from both a year 
ago and from last quarter, having maintained a very flat trend over 
the last year with the exception of a brief foray over 150 in Q1 2010. 
This illustration shows the distribution of current mortgage fraud 
risk in MSAs throughout the United States. Despite the quarter-on-
quarter drop of one point in the Index, the “very high risk” MSAs 
have become increasingly dispersed throughout the nation.

Source: Interthinx.

Foreclosures Just Continue to Mount
According to RealtyTrac, 1 in every 389 housing 
units received a foreclosure filing in October of this 
year. As evidenced by the quantity of states shaded 
in dark red, this number continues to increase and 
spread throughout the country in a very profound 
way. This trend is not expected to abate.

Source: RealtyTrac.
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5 More Home Price Depreciation on the Way
The Fiserv Case-Shiller Indexes forecast that average 
single-family home prices will fall another 7.1 percent 
over the next 12 months. Steep home price declines are 
expected to continue in markets that have been hurt most 
by the housing crisis. From the second quarter of 2010 
through the second quarter of 2011, average home prices 
in Nevada, Arizona and Florida are projected to decline 
12.4 percent, 11.5 percent and 9.4 percent, respectively. 
In addition, home prices are projected to decline 12.7 
percent in the District of Columbia.

Source: The Fiserv Case-Schiller Index.
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Mortgage Cadence helps 
companies increase productivity 
and loan volume, reduce costs, 
retain customers and expand 

revenue streams while 
maintaining compliance.

Enterprise Lending, Loss Mitigation, Document Services 
and Compliance Solutions
Lenders and servicers looking for underlying rhythm, or cadence, in their businesses 
are in need of a solution offering seamless system integration and dynamic data flow 
across their enterprise to optimize efficiency. Mortgage Cadence allows its clients to 
increase productivity, serve and retain customers, maintain compliance and reduce 
costs through its suite of technology solutions. 
    
Lenders agree that the most desirable technology automates manual, repetitive lending 
tasks enabling higher closed loan ratios and greater productivity per employee Lenders 
expect to deploy staffing models maximized by technology solutions that enable auto-
mated and streamlined workflow. Mortgage Cadence offers solutions to address these 
real-world challenges lenders face and allows them to compete effectively with the larg-
est lenders. These comprehensive solutions optimize customer relationships and pro-
cesses with better management while maintaining compliance and delivering diverse 
services rapidly. No other product suite in the market today can deliver this level of 
integration wrapped in compliance support to accelerate the tempo of your enterprise.

mortgagecadence.com888.462.2336



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.

InnovatIons 2010
Are You An Innovator? 
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PROGRESS in Lending Association was formed to give 
industry thought leaders a voice. The right formula of 
technology combined with business strategy can come 
together to solve real industry problems. Now we’re going 
even further with the launch of a superior merit program 
called Innovations 2010.

Beyond just giving these thought leaders a voice, we also 
want to recognize their industry-changing innovations. 
For those individuals, companies or groups that have 
come together to do something truly game changing for 
the mortgage space, we urge you to put in a FREE online 
application at www.progressinlending.com/innovations.  
All applications are due by January 14, 2011.

What are we looking for? We want to recognize innovations 
introduced between January of 2010 to December of 2010 that 
truly changed the mortgage market for the better. Understand 
that this is not a subjective competition. All applications will 
be scored on a weighted scale. We will be looking for the 
innovation’s overall industry significance, the originality of the 
innovation, the positive change the innovation made possible, 
the intangible efficiencies gained as a result of the innovation, 
and the hard cost and time savings that the innovation enables 
industry participants to achieve.

Get Recognized Today

How will we judge? This recognition will not be decided by mere industry onlookers, all six industry experts that 
make up the PROGRESS in Lending Association executive team will act as judges and all will be given an equal 
say in how applications are evaluated. You will be judged by your peers who know the space inside and out, just 
like you do.

So don’t delay.  APPLY NOW!
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Process ImProvement - By tony GarrItano

Don’t Go Overboard
Sure, technology can solve a lot of the problems facing mortgage today, but 
there is such a thing as too much technology, too.

If you read PROGRESS in Lending’s daily e-letter you’ll find that I tell a lot of family stories. I can’t 
help it, I’m a family guy. And besides, we can learn a lot from our day-to-day family life that can 
be applied to work.
To this end, I want to share a tale of when technology becomes too much technology or just 

technology for the sake of technology. Right now my third-grade son is very computer savvy. He loves 
the computer, and that’s as it should be. I’m very proud actually.

His school is now jumping on the computer wave, as well. The school’s website has been redesigned 
with many new bells and whistles. One of these new bells and whistles is math review. My son has a 
username and password to log into his personal space within the website to do math review at home. 
He goes through the automated forms, answers the questions and does his review.

I think this is great. Why? The system produces analytics based on his performance that go back 
to his teacher. She knows when he did his review, how long it took him to answer each question and 
of course which ones he got right and which ones he got wrong. Having the review on the computer 
also eliminates the controlling parent from the mix. The parent can’t do the homework for the child 
without getting caught. In addition, because the work is online the student is more interested. My son 
is anxious to do his review.

So, I really like this use of technology. Besides automated math review we can view homework 
assignments to make sure the kids do all they need to do and download field trip permission slips 

without the teacher having to print lots and lots of 
paper. These are good features in my opinion, as well.

What else will the kids be doing online? Later 
in the year they will start blogging. They will start a 
blogging journal and the kids from the other classes 
will get to leave comments for them. They in turn will 
get to view all the other blogs and leave comments for 

their friends, too. This will help them with their Language Arts skills. It’ll help them better express 
themselves through writing, and as a writer I like that a lot. It’s good when your child appreciates what 
you do and learns in the process.

So far, so good, but now we come to what I view as the bad part. We had teacher/parent conferences 
just a few weeks ago. We get to meet the teacher to find out how our son is doing and all that. Well, 
the teacher sent us home a slip with our appointment that we had to approve. She followed up with an 
e-mail. We approved and we thought all was well. Apparently we were wrong. 

Soon after we were being told that we had to sign on to the school’s system and get our own 
username and password. I’m OK with that, but I wanted this new access for me and my wife to add 
value as it has for my son. So, I questioned it. Apparently I needed a username and password to again 
approve my appointment with the teacher online so everyone could see the schedule online. 

I think this is a bit ridiculous. I’ve already approved the meeting via a slip sent home and an e-mail 
and now I need a username and password to do it again. Why? What a waste of everyone’s time. It 
doesn’t make any sense to me.

We have to move forward. We have no 
choice. Progress will happen. Things will 
change. Improvements will be made.
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Back to my earlier point, technology can solve real 
problems and improve whatever process you employ, but you 
can also get carried away with it. Technology should make your 
process easier, faster, cheaper, more efficient, etc. Technology 
shouldn’t be put in place to make you do the same thing over 
and over again. 

If we look at upfront disclosures, putting those online makes 
for a better process and if the borrower can click to sign they can 
even commit to you in record time. But if they already signed a 
paper form, why make they e-sign the same form? Technology 
should not replicate a bad paper process, 
it should improve the process and 
eliminate duplication. 

To go back to the math review 
online, that has a lot of benefits. The 
kid likes it, just like the borrower likes 
a quick and easy online process; the 
teacher gets an automated record of 
everything the kid did online just like 
the LO gets an automated record of 
everything the borrower did online; the math review is free 
from tampering by meddling parents just like the online 
lending process adds security to help fight fraud. There are 
lots of parallels to be drawn.

I would submit to you that everything deserves a second 
look. Nothing is perfect. Also, that second look shouldn’t just 
be a one-time review, it should be a constant review. Nothing 
stays the same and that’s not a bad thing. Technology itself is 
evolving quickly. Look at the sheer number of things that can 
be done on your phone now vs. just a few months ago. As I 
look at electronic signing technology, for example, the earliest 
e-signing technology specific to mortgage that I know of didn’t 
start hitting the market until the late 90s and there was really no 
market for that technology in mortgage at that time. Those early 
e-signing vendors had to do a lot of outreach and education. 
Despite that outreach and education it seems to me like new 
regulation is what is prompting lenders to use this technology to 
take out both cost and risk that lenders can no longer afford. My 
point is that despite the clear return on new types of technology 
it sometimes takes big brother, in this case Washington reform, 
and intense market conditions, because in a conforming market 
you have to find a way to get cost out of the process somewhere 
in order to survive and be profitable, for lenders to act. That’s 

unfortunate in my estimation. My son’s school went a bit too 
far in terms of adopting technology, but I think they are to be 
commended for acting.

What would I say to lenders looking to find that right 
balance? I was just watching State of the Union on CNN because 
I’m a political junkie and I saw an interesting commercial. 
The commercial started with early imprints of life, moved to 
dinosaur footprints, human footprints, railroad tracks and to a 
futuristic looking car. The car was an Audi because the ad was 
done by Audi to advertise their cars. The tagline at the end 

of the commercial read something like 
“Progress can’t be stopped, but it can 
be driven.” 

What’s the point? We have to move 
forward. We have no choice. Progress 
will happen. Things will change. 
Improvements will be made. We have to 
embrace this change. We can’t deny it or 
ignore it. If we do, we will certainly be 
left behind.

I’ve been reading my kids a book called “The Tales of 
Beedle the Bard” by J.K. Rowling. It’s an offshoot book based 
on the Harry Potter franchise. It’s a collection of fairy tales 
that the witches and wizards of the Harry Potter world tell their 
children to teach them valuable lessons. “The Tale of the Thee 
Brothers” is in this collection and is referenced directly in 
“Harry Potter and the Deathly Hollows,” which is now playing 
in a theater near you. The idea behind this story is that these 
three brothers encounter Death and try to trick their way out 
of dying. In the end the trick is on the three brothers as they 
all find that the best they can do is evade Death for a given 
period of time. Why do I mention this here? First, I’m a big 
Harry Potter fan myself and I encourage you to read the books. 
Second, I would simply say to lenders today that like Death is 
unavoidable, so is technology.

The way to move forward in a positive direction is to listen to 
the borrower and do what’s right for your organization in terms 
of smart technology adoption. Don’t go too far, but please get 
moving. The same way Audi says progress can be driven by 
you buying their cars, I would say progress can be driven by you 
making continual decisions about how you should implement 
new technologies to improve the process for everyone, decisions 
that just plain make sense. ❖

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.
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Future trends - By roger gudoBBa

A New Data Mindset
Thankfully the mortgage industry is waking up to the importance of data, but 
now it’s time to go even further.

I have been campaigning for some time about the significance of data. I can say today that for the 
first time I feel there is a focused initiative on the role of data in the decision-making process. Data 
by its self is the lowest level of abstraction. In order for data to become information, it must be 

interpreted and take on a meaning. Its value to you is dependent on factors such as its quality, quantity, 
timeliness and relevance. This recent spotlight on data, which is across the entire business spectrum 
and within every aspect of an organization, is taking those factors into account like never before. 

What has triggered this emphasis on data? The necessity today to make quick, informed decisions is 
dependent on timely and correct information. It takes more than intuition. In the past, most data analytics 
were performed on historical data. That has expanded to include current and even predictive views.

Business Intelligence (BI) is a broad category of computer software solutions that enable a com-
pany or organization to gain insight into its critical op-
erations. Forrester Research uses the following general 
definition: 

“Business Intelligence is a set of methodologies, 
processes, architectures, and technologies that trans-
form raw data into meaningful and useful information 
used to enable more effective strategic, tactical, and 
operational insights and decision-making.” 

When using this definition, business intelligence 
also includes technologies dedicated to data integration, data quality, data warehousing, master data 
management, text and content analytics, and many other specialties.

The big question remains: How do I use Business Intelligence to the fullest? There must be consen-
sus among the key executives on the goals and objectives of data management. Developing conceptual 
insights from information collected from multiple data sources can be challenging for an organization. 
Indeed, the challenges more often arise from the sheer abundance of available information than from 
the lack of it. Correlating data may entail different and possibly conflicting definitions from each data 
source. The use of standards, such as MISMO, can be a great facilitator in this process. 

Another pressing question is: What return can I expect from using this technology? BI software 
allows organizations to integrate these disparate data sources into a single coherent framework for 
real-time reporting and detailed analysis by anyone in the extended enterprise: customers, partners, 
employees, managers, and executives.

A 2009 Gartner paper (www.gartner.com/it/page.jsp?id=856714) predicted these developments in 
the business intelligence market:

In 2009, http://en.wikipedia.org/wiki/Group_decision_making, collaborative decision making 
emerged as a new product category that combines social software with business intelligence platform 
capabilities.

By 2010, 20% of organizations will have an industry-specific analytic application delivered via 
Software as a Service (SaaS) as a standard component of their business intelligence portfolio.

By 2012, business units will control at least 40% of the total budget for business intelligence.

In an unforgiving economic 
environment, it may take only one or two  
decisions to separate the winners 
from the losers.
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By 2012, one-third of analytic 
applications applied to business 
processes will be delivered through 
coarse-grained application mash-ups.

Because of lack of information, 
processes, and tools, more than 35% 
of the top 5,000 global companies 
will regularly fail to make insightful 
decisions about significant chang-
es in their business and markets 
through 2012.

And when the larger technology 
companies start looking at BI, you know it’s here to stay. For 
example, IBM is dedicated to making business analytics main-
stream and is making the resource investments to prove it. IBM 
has spent $ 14 billion on 24 BI acquisitions. Its current payroll 
includes 10,000 BI software developers, 8,000 BI consultants 
and 200 BI mathematicians. The company generated $ 9 billion 
in annual revenue just from its BI product and consulting of-
ferings, and it expects to come close to doubling that figure by 
2015. (From USA Today, November 17, 2010)

The goal of BI is at once humble and borderless: to support 
better business decision making. In an unforgiving economic en-
vironment, it may take only one or two decisions to separate the 
winners from the losers. Interest is high in BI precisely because 
the stakes are high.

The first priority to a successful BI software implementation 
is to ensure that a proactive management philosophy is in place. 
Too often the mortgage industry operates in a reactive mode. In 
a nutshell, being proactive is the same thing as being reactive. 
The only difference: proactive means that you do the reacting 
ahead of time.

The difference is one of perspective. Proactive management 
is characterized by anticipating and planning for change or cri-
sis. Reactive management means responding to change or crisis 
after it happens. Reactive management is easily identified by its 
lack of planning.

Of course, management can be both proactive and reactive 
at the same time. This means that management anticipates an 
event and simply reacts when it has occurred. This is in contrast 
to purely reactive management where there is no anticipation 
of the event. As such, when management does react after the 
event, there may be confusion and utter failure to cope with the 

demands of the new situation.
Being proactive means being able 

to anticipate what the future will be 
and to react accordingly before it 
actually comes to pass. This entails 
planning ahead for both short- and 
long-term changes. The ability to an-
ticipate change and possible solutions 
can eliminate the kind of potential 
crisis that permanently closes a com-
pany’s doors.

To accomplish this critical short- 
and long-term planning, top management has to work in col-
laboration with other departments. This includes finance, mar-
keting, technical and human resource departments. It also means 
conducting continuous training workshops that ensure employ-
ees are equipped to deal with change when it happens.

Here’s an example of how an industry has used data to make 
positive changes in its overall processes. I’ve talked about tech-
nology in the automotive industry before. The advances using 
electronics in the automotive industry are astonishing and speak 
directly to how proactive planning is not just a way of doing 
business, but a deliverable product in itself. Today’s automobile 
is one big computer that links a lot of smaller modules together. 

How so? The dashboard is a communications center, re-
ceiving data and delivering reports. Indicators let you know 
that your tires need air before you have a flat tire. In fact, my 
wife just received an e-mail from the manufacturer informing 
her that her left rear tire pressure was low. How did the manu-
facturer know? The manufacturer receives data feeds from the 
car. That is incredible. 

We have all seen the television ad where an operator comes 
on to comfort an auto accident victim, stating that she is aware 
the car was just in an accident. “Do you need help?” she asks. 
We may feel threatened sometimes that “Big Brother” is watch-
ing, but isn’t it comforting to know that a proactive responder 
could immediately send for help if you are unable to request 
it yourself?

This is one example of data analytics and the use of that 
information to drive a new process. The possibilities for the 
mortgage industry are endless. I will talk about this more in 
another issue.

Remember: It’s all about the data. ❖

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

Help Exists
Growing your business in a down market can be challenging, but you should 
know that there’s help if you seek it out.

Most will tell you that your business is successful due to hard work, industry expertise and 
leadership. Yet, in today’s competitive marketplace with shifting market demands and finan-
cial pressure, the obstacles amplify when attempting to take your business to the next level. 

You want to elevate your results while building corporate value, but you may be uncertain of the exact 
strategies and action plans that will prove to be most fruitful.

Companies in similar positions have turned to strategic advisors to grow their business. They col-
laborate with your team to develop and implement the strategies needed to take your company to the 
next level. They assist you with proven strategies, unique differentiation, action plans, execution and 
executive level insight specific to your business.

What can these advisors actually do for you? Their solutions help you to sell more, more frequently, 
to more people by clearly establishing your specific value propositions. This is where real world experi-
ence, strategy and execution deliver measurable results for your organization. Their expertise and deep 
understanding of the markets you serve delivers increases in profitability and revenue, performance, 

customer satisfaction, and new business opportunities.
Let’s remember, growing your business isn’t just a 

worthy goal; growing your business is a necessity for 
your business’s survival and your economic wellbeing. 
What can you do to get your business beyond the bare 
sustenance level? Here are some tips:

Maximize your existing Client Base. When compa-
nies discuss growing their business one of the first and 
often most obvious suggestions is getting new custom-
ers. However, the customers you already have are one 

of your best sources for increasing revenue and growing your organization. What do I mean? It is far 
more cost-effective to reach out and convince current customers to buy more than to find new custom-
ers and convince them to purchase your products or services.

Drive Innovation from Within. Be on the lookout for discovering new ways that your products or 
services can be used. Is there another revenue stream to capitalize on? Can you modify your current 
offerings to address a new industry challenge? Don’t fall asleep at the wheel by believing that you are 
doing everything that can be done to grow your organization.

Actively seek referrals. As I mentioned, one strategy to grow your organization is to bring on new 
clients. One of the best ways to do this is to leverage your current customer base by seeking referrals. 
“Actively seeking referrals” takes actions. Delivering a great client experience and just hoping  that 
your customers are letting others know about your product and services isn’t going to do much to grow 
your organization; you have to actively seek referrals. You must engage your client base and ask if they 
know anyone else who would benefit from the type of products and services that you offer.

Make Informed Business Decisions. Too often people make decisions off of a “gut feeling” when 
there are facts and industry data available to make a more informed decision.  Does it take more effort? 
Absolutely.  When you make decisions based on the available information, you can mitigate risk and 

It is your responsibility to give the 
prospect a compelling reason to switch 
from their current solutions, because it is 
easier to avoid change and just stick 
with what they have.  
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avoid costly mistakes.
Establish Strategic Partnerships. You can’t possibly solve 

every problem or challenge that your customers or prospects 
have.  Are there strategic partnerships that can enhance your 
current offerings and add even greater value to your client 
base?  Reach out to these providers and establish a win-win-
win for you, the other provider and most importantly your mu-
tual clients.  This also expands your current client base and 
develops an indirect sales force who is actively promoting your 
products and services.

Explore new market opportunities. 
Can your products or services be ap-
plied to another industry or market 
niche?  Does your solution solve is-
sues that other markets are experienc-
ing?   It is important to look beyond 
your comfort zone to explore new 
market opportunities.

Understand Market Demand. Take 
the time to truly understand why your 
prospects want or need your product, 
and more importantly, what they are 
willing to pay for such a product or ser-
vice. Make sure that your message resonates with your target 
audience and how you are different from other offerings.

Differentiate.  How does your product solve a want, need or 
desire of your prospect?  Why is it better than what they cur-
rently have? Focus on your prospect and their needs not how 
great you feel your product or service is. 

Map Out Your Future Direction. Today’s market is con-
stantly changing. Is your plan and future direction still on 
track?  Are the strategies that you mapped out still relevant? 
Make sure that you map out a direction that takes into account 
the changing market and how your products and services are 
effectively responding.  

Bring on New Business. The bottom line is that if you want 
to continue to grow you must bring on new clients and new busi-
ness. To do this consistently, you need to give prospects a com-
pelling reason why. It is your responsibility to give the prospect 
a compelling reason to switch from their current solutions, be-
cause it is easier to avoid change and just stick with what they 
have.  Your compelling reason must motivate them to take ac-
tion. If your message blends in with the rest of the noise in the 

industry don’t be surprised when your prospect does nothing.
Expand Client Spend. An important aspect of your grow 

strategy should include adding greater value and receiving ad-
ditional business from your current customers. What new chal-
lenges can your solutions address that can enhance the overall 
amount of business that your customers do with you?  Are there 
cross-selling opportunities?  Do you have a new product or ser-
vice that your client is unaware of?  Don’t assume that because 
you sent out one announcement in a newsletter that your client 

knows  and understands the additional 
value that you can bring to their business. 
I am not suggesting to just raise your 
prices, but to look for ways to truly add 
value to your clients’ business.

Customer Retention and Loyalty. Do 
you have a specific plan in place and is 
someone in your organization held ac-
countable for customer retention?  If you 
want to grow you must consistently retain 
your clients.  You spent a great deal of time, 
money and energy bringing  them on as a 
new client.  The worst thing you can do is 
make them feel like a million bucks during 

the sales process only to shove them off on a disinterested support 
rep. Client retention is about focusing on the needs of your clients 
by listening to them and consistently working with them.

Greater Volume from Current Base. How much of your cli-
ent volume is actually running through your business?  Is it 
10%, 40% 75% or all of their transactions?  What can you 
do to increase that percentage?  How many of your products 
and services is that specific client using?  Often times custom-
ers don’t even know that they could be using multiple services 
from your organization.

Don’t be like those companies who treat people like royalty 
during the purchase process, then pass them over to a disinterest-
ed “account executive” once they have signed the contract. Also, 
whenever a client switches from you to a new provider, ask them 
why. Give them an exit call or send them an exit survey. 

The real point of this column is that in today’s market it is 
not always feasible nor the best approach to try and grow your 
organization by just using internal resources.  Strategic advisors 
can bring a new and fresh perspective, avoid office politics and 
bring expertise that may not currently exist in the company. ❖

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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By Rebecca Walzak

The War On
change
It is not necessary to change, survival is not mandatory, at least 
that’s what most industry execs seem to think.

Ever since Mr. Darwin announced his theory 
of the survival of the fittest, entities have 
attempted to identify and mimic those 

that they thought were the most fit. This is true 
whether it be natural, political or industrial. 
One of the most common examples of this 
is manufacturing companies during and 
following WWII. During the war the 
production of war goods was big 
business with huge fortunes being 
made. However, the requirement 
for producing these armaments was 
based on whether or not they worked. 
American servicemen and women could 
not afford to have parachutes that didn’t open; 
bombs that didn’t explode or naval vessels 
that leaked. To ensure that the products 
produced were perfect there was a need to 
change standard practices so that they met 
the military’s expectations. Some made 
the changes; some did not. Those that did 
survived; those that didn’t perished.  





Following the war, the pent up 
demand for consumer goods and services 
supported the easing of these “new” 
requirements and manufacturing went 
back to its old ways of not being concerned 
if the products met expectations. 
Consumers however became tired of big 
gas guzzling cars that had to be repaired 
frequently and products that were 
constantly breaking down. To address 
any discontent with all these problems, 
American manufactures began producing 
“new and improved” products with the 
“latest” technology that would solve the 
old problems. Unfortunately when these 
were purchased they too failed to provide 
the reliability that consumers wanted.  

So when the first gasoline crisis 
hit the nation in the 1970s, Japan was 
poised to distribute and sell automobiles 
that got much better mileage and could 
go for 100,000 miles or more with only 
minimal maintenance required. As 
American manufactures discovered all 
too late, “it is not necessary to change; 
survival is not mandatory”; it is very 

easy to stagnate and die.   
Now the mortgage industry faces 

a similar situation. The procedures for 
creating mortgages remain the same today 
as they did when the industry first began; 
application, processing, underwriting, 
closing, delivery and servicing. Defaults 
were extremely low and only occurred 
under extreme duress. Paying the 
mortgage was always the borrower’s first 
payment each month. This is not to say 
that there wasn’t some concern about the 
quality of the loans, after all the nation 
was awash in the quality movement by 
the mid 80s as all industries discovered 
the need to produce “quality” products. It 
was at that point in time that Fannie Mae 
introduced the first QC requirements 

followed two years later by Freddie 
Mac and HUD. These were supposed to 
ensure that our processes were followed 
and therefore produce quality loans.  

The demand of consumers to borrow 
more money faster was heard by lenders 
that were not afraid to begin adapting 
ever-expanding information technology to 
the business. Sophisticated calculations, 
such as the Truth-in-Lending, were the 
first to experience this change. Soon 
it was a race to see who could change 
the hand-typed documents to computer 
produced, and the paper-tracking process 
to an automated system. Technology was 
moving the industry along at a never-
before-seen pace so it was not unexpected 
when underwriting also became 
automated and the use of an automated 
borrower credit score was used to replace 
the individual analytic process. With all 
this technology in place, the concern that 
processes were followed diminished. 
The thinking was that we did not need 
to change the process, we changed the 
technology. And when it was discovered 

that the old process, dressed up as a new 
technology-oriented approach, allowed 
more fraud to creep into the process, 
fraud identification technology came 
along. Meanwhile the segment of the 
industry that was charged with ensuring 
that these technologically produced loans 
still met the same standards for quality, 
did not change at all. 

Once lenders had satiated the baby-
boomers demand for more and better 
housing, they looked for other places 
to generate business. Unfortunately the 
population of new homeowners diminished 
after the baby boomers settled down but the 
lenders mortgage making machines still 
had to be fed. So lenders turned to those 
borrowers who did not fit the traditional 

image of a “responsible homeowner”; the 
subprime borrower. Here was an entirely 
new population in which to expand and, 
encouraged by government directives 
and support, the industry jumped in feet 
first. Along with these new opportunities 
came new products and new requirements 
that should have been a warning that 
maybe, just maybe, the old process with 
its shining new technology coat, wasn’t 
going to work as it had before. But 
lenders were not concerned, sophisticated 
analytics “proved’ that these loans 
performed just like all the others, they just 
needed documentation requirements to fit 
their situation. Well that was easy enough 
to solve, just don’t ask for any further 
documentation; besides, we had all this 
fraud technology and our quality control 
to make sure everything was fine.  

Except that it wasn’t, just like the auto 
industry before it, just adding bells and 
whistles to a less-than-acceptable product. 
In August 2007, the bubble burst.

Now, almost through the collapse 
of the housing market, we are ready to 
begin again. But what have we learned 
and what, if any, changes do we need 
to make? A discussion with various 
members of the industry results in two 
opposite positions.  

The first of these groups say that 
we need to go back; that we have to 
tighten the guidelines and eliminate the 
automated processes that got us into this 
mess in the first place. The elimination of 
automated underwriting is a great place to 
start, and others say that we should limit 
the individuals eligible to buy homes. 
Third-party originators, who took a lot 
of the blame, should be relegated to the 
lowest percentage of the program and be 
supervised by larger lenders as HUD has 
recently announced. While some and/or 
all of these options were put in place as 
an immediate reaction to the problems, 
we have to consider if this is a realistic 
way to go. If the automobile industry’s 
response to the advances made by the 
Japanese had been to go back to the 
previous cars, would they have survived 
even with a bailout?  
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It is true that change is not necessary, but by 
blindly following the path we have taken before 
we will surely fail to survive.
“ “



The second group supports further 
advancements, and wants to make the 
technology even better, but rather than 
finding a way to better evaluate the 
probability of performing, they want a 
better way to off-lay the risk associated 
with the loan. Lenders are developing 
new “private label” programs so that 
their processes and technology are not 
even associated with the end product. 
Secondary market executives are 
clamoring for “data quality” but have yet 
to define exactly what that means, as well 
as creating independent rating agencies 
to review all the loans before they are 
sent to a pricing desk.

There is however, one huge flaw in 
both of these solutions; the process has not 
been changed. How can anyone who has 
spent any time in this industry believe that 
the industry can achieve success without 
significant changes to the processes that 
are the foundation of the industry? Does 
this mean that we abandon everything 
we have done and look for another way 
to originate these loans? Can we take a 
lesson from those that have tread this path 
before? While automakers did not change 
every underlying process, they did make 
sure that the process actually produced 
what it was supposed to produce.  If it 
didn’t, it was changed. Then they went 
about setting up a program to make sure 
that it continued to produce the correct 
result. This approach is called statistical 
process control and is at the heart of 
all processes that produce acceptable, 
reliable products.  

Well, that may be so you say, but how 
do we know our processes didn’t produce 
what we wanted them to? The fact is that 
of the hundreds of thousands of loan files 
that went into default or were subject to 
repurchase, about 60% to 65% contain a 
process failure; in other words, the process 
that was suppose to happen didn’t, or it 
was changed or falsified. Of the population 
of loans involving failed processes, only 
about 20% actually contain real borrower 
fraud. There is no doubt that the stampede 
to originate, close and sell loans resulted 
in a systemic failure of our industry 

processes despite the number of dollars 
spent on, and the advancements made, in 
the area of technology.  

If we must change, where should 
it occur and what should it be? If this 
change is to be accepted it cannot include 
only origination but involve servicing and 
the secondary market as well. Change 
must also include a way to reward 
lenders who control their processes and 
can demonstrate the reliability of their 
product. Yesterday lenders that originated 
and serviced loans that met process 
standards were paid the same as lenders 
who sold TPO originated product that 
were manipulated to “pass’ the AUS test. 
Any change we make must have a way to 
reward those solid lenders and servicers 
in a way that is standardized and objective 
if the change is to be sustainable. 

While we have been developing all 
this technology to handle our processes, 
we have failed to develop the one that 
will measure whether or not it is working. 
While we have been measuring risk 
impacts for standard loan attributes such 
as LTV, FICO and occupancy, we have 
failed to measure the risk associated with 
the underlying process not working.

As we move forward we need to ac-
knowledge that the industry can go away 
and individual residential mortgage lend-
ing can be replaced with multi-family and 
commercial rental property. If however, 
there is agreement that the residential 
mortgage program must survive, then 
CHANGE becomes mandatory. But how 
can we make these necessary changes 
without destroying the industry? How can 
we ensure that the loans offered to inves-
tors will perform as expected?  

If we want to makes the changes 

necessary we need to accept accountability 
for our processes. We need to focus less 
on “quality” and more on CONTROL. 
How do we make that happen? Well, 
first by understanding how the process 
impacts performance; in other words 
quantify the risk associated with process 
failures. Next, we need to eliminate the 
farce that we call quality control today 
and replace it with the technological 
ability to test every process for every 
loan and measure them to determine how 
frequently they occur, how severe is the 
result and finally what has to be done to 
improve the output. 

Concern that this approach will take 
too long to put in place are unfounded. 
The programs exist today that can mea-
sure processes, validate their impact on 
output and measure the quality of a lender, 
a servicer or a vendor and provide a score 
for this risk. This scoring methodology is 
now available to HUD’s REO disposition 
process and will be used to reward those 
vendors who perform quality work. It can 
be used by lenders to validate and reward 
third-party originators or other vendors; 
used to evaluate servicers to determine 
which ones are deserving of business and 
used to price loans for the secondary. Fur-
thermore, it can eliminate the expenses 
associated with the antiquated QC pro-
grams forced on lenders and servicers to-
day and significantly reduce the costs and 
problems so frequently associated with 
the current manual post-closing program.  

It is true that change is not necessary, 
but by blindly following the path we 
have taken before we will surely fail to 
survive. Instead, let’s look for a new path 
that others have used to not only survive 
but thrive. ❖
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Think 

ending in general has changed and mortgage lending in particular 
is still changing. The old days are gone. Changes in forms, 
in how loan officers are paid and in regulations are causing 

mortgage bankers all over the country to start rolling up their sleeves 
and defining a new business model that will work for them. 

By Greg Alvord

If the mortgage industry is to thrive again, we all need to think 
differently about documentation.
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One key aspect of your redefined organi-
zation MUST be data quality.

Data Quality is different from accu-
rately filling out forms. You can accu-
rately fill out forms and still not meet the 
goals of data quality as being defined by 
the GSEs and soon the large aggregating 
lenders. If however, you have a data qual-
ity program in place your forms will be 
accurate. What’s more with quality data 
you will be ready to meet your competi-
tion on the new front.

A data quality program deeply imbed-
ded in the culture of your bank can help. 
An organization with high data quality can 
construct efficient processes. Efficient pro-
cesses can be a major distinguishing fea-
ture as you build relationships with poten-
tial borrowers and with sources of capital.

With a foundation of data quality a 
lender can take advantage of new Soft-
ware as a Service offerings that are avail-
able. For example, product eligibility and 
pricing engine like that of Optimal Blue 
or advice on the optimal hedge for you 
current locked pipeline from Second-
ary Interactive both depend upon quality 
data. Other software services that check 
fraud statuses, check license statuses and 
do geo-coding are all readily available to 
a organization with the right systems in 
place. Each of these add to the data qual-
ity of the overall loan data.

Gone are the days when GSEs and ag-
gregating investors will rely solely on the 
“trust” of the representations and warrants 
clauses in a contract. Clearly a data qual-
ity program within each correspondent 
lender will be a survival skill. Poor qual-
ity loan data will result in slowed funding 
and expensive remediation steps. It may 
even result in loss of access to capital.

The buyers of closed loans want more 
than a stack of paper forms or images of 
paper forms. As part of their data quality 

programs they want enough data in a way 
that they can verify eligibility and pric-
ing. They want systems that can review 
borrower asset, employment, and income 
documentation and know if it was verified 
or perhaps re-verify it with new emerging 
Software as a Service offerings. Investors 
want to have the facts that went into the 
opinion of value of the appraisal. They 
want to see the same data that the under-
writer looked at in approving the loan at 
the correspondent.

How does one go about building data 
quality into an organization? Data qual-
ity is based on three parts: data definition 
standards; data storage and manipulation 
systems; and business processes that use 
them both efficiently.

All business transactions are based 
upon some semantics that is accepted by 
both parties in the deal. Standing in an open 
air market in Peru where I regrettably did 
not speak Spanish I was able to negotiate 
the purchase of a wide brimmed hat with 
head nods and a various number of fingers. 
It was commerce at its most basic, yet the 
semantics of finger counts and head nods 
of decline or accept was essential.

There are thousands of facts gathered 
during the origination process. Forms 
were an early attempt to define the se-
mantics of the real estate deal. MISMO 
has helped us to move past the hodge-
podge semantics in collections of forms 
to a single reference model of semanti-
cally precise data points. MISMO version 
3.1 captures into one model all the data 
exchanged on all of the primary origina-
tion services; flood, credit, title, mortgage 
insurance and appraisal. A single message 
can contain all of the data used to under-
write a loan along with the data service 
responses used as primary service sources 
for the underwriting decision.

Forms provide a decent semantic 

framework for people to provide facts and 
for other people to review them. However, 
electronic systems have never been able to 
extract information from piles of printed 
forms with any reliability. The process for 
creating forms from an electronic system 
then inefficiently extracting data from the 
printed forms into another system does 
not lead to data quality.

The MISMO V3.1 reference model 
bridges the form document vs. data di-
vide by providing a way to keep the view-
able form and the data that was used in 
it together. Humans can see and read the 
form view while systems can read and 
process the data. This model can be used 
for scanned images or more intelligent 
documents. One model brings together 
traditional document images of wet ink 
signed documents and newer SMART 
documents with electronic signatures.

The MISMO V3.1 reference model is 
composed of two parts; a logical data dic-
tionary of over two thousand data point 
definitions and a W3C XML Schema that 
semantically organizes those data points. 
All forms used in the mortgage origination 
process including all origination services 
from which data is gathered can be rep-
resented in the model. MISMO provides 
mappings for the disclosure documents 
and the major appraisal forms.

All of the over 40 LOS/POS systems 
on the market today were designed to 
meet the form-based semantics of the past. 
Many did nothing more than pave over 
the cow paths by substituting a keyboard 
for a pen. More advanced first-generation 
LOS systems added workflow to allow 
the design of flow of virtual paper forms 
through the organization. They have the 
concept of a “loan folder” where one can 
see all the virtual forms of a particular 
deal. No matter how flexible the work-
flow definition of the system embedded 
in these first-generation LOS systems is, 
the new workflows implied by the RESPA 
reforms of 2010 have been a stretch.

It should be no surprise that forms-
oriented systems had to go through major 
contortions when the GFE and HUD-1 
forms changed. Hidden behind the forms 
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change however, is an implied process 
change. I do not believe that the LOS 
market has gone far enough to embrace 
this new reality.

Prior to the RESPA reform the LOS 
systems had an orderly flow in which vari-
ous aspects of the loan origination process 
were done. In some systems you could set 
up your own order of events and move the 
virtual loan folder to the desks of various 
workers in different departments. Most 
workflows assumed the involvement of 
staff to order and review and accept re-
ports from service providers.

With the RESPA reform however this 
flow does not work. Facts gathered from 
reports late in the old process are now 
needed at the time of the providing the 
GFE disclosure at the beginning of the 
old process. For example, title insurance 
and mortgage insurance are expenses to 
the borrower that need to be accurately 
represented on the GFE.

Most systems have made the assump-
tion that the price of title, MI and other 
services can be known early and the de-
tails sent to the provider later. In other 
words they assume that the service pro-
viders will not adopt a risk-based pric-
ing. Is that a reasonable assumption about 
insurance against risk? We see risk-based 
pricing being adopted in many parts of 
the mortgage industry. It is coming to the 
MI industry. The assumption that prices 
for services can be predetermined within 
required tolerances is in the absence of 
the information about the deal is not only 
wrong, it adds a new compliance risk to 
the mortgage banker. 

Another flaw in the price early, de-
tails later assumption is there may be 
some hidden fact in the deal that causes 
the early estimated price to be wrong. For 
example, assume that the early price for 
MI is selected from the grid of the of the 
most expensive MI company. Only to find 
out later that both of the MI companies 
the mortgage company does business 
with are over exposed on that street where 
the subject property is. They will not pro-
vide coverage. The lender then has to get 
MI coverage from a third provider that is 

more expensive than either of the first two 
providers. Price now, details later will not 
work sustainable.

Since the data on the GFE that is re-
quired near the first contact with the bor-
rower must match the data provided at the 
closing on the HUD-1 one may look at the 
implied process change as “Do everything 
at once.” There will still be workflow. How-
ever, once the critical facts are gathered 
from the borrower an electronic workflow 
must kick into gear that orders and receives 
all the reports needed for high-quality data 
to be placed on the GFE. A process of 
auto-quoting form the array of available 
loan products is required to establish loan 
product information must be done before 
for example calling an AUS engine. How-
ever, many investors and aggregating lend-
ers require AUS results to meet final loan 
product eligibility requirements.

This cross correlation between outputs 
of one service and inputs to another should 
be organized into an electronic workflow 
that can execute within seconds. The labor-
intensive workflows baked into the first-
generation LOS systems are not adequate 
to the needs of a “Everything at once” 
world required by the RESPA reform.

Many of the traditional service provid-
ers have embraced Web Services and can 
provide their reports within a few seconds. 
A Web Service orientation and electronic 
workflow are key features of the next gen-
eration system for the mortgage banker 
in-house system. A system that incorpo-
rates the MISMO V3.1 reference model 
will be able to efficiently make requests 
and analyze responses to these providers. 
What’s more, there are new efficient ser-
vice providers offering Web Services for 
many new non-traditional services such as 
geo-coding, fraud prevention, and license 

confirmation. All of these add to overall 
data quality.

If the data provided on the GFE 
matches that on the HUD-1 settlement 
statement and most of the services are ob-
tained within minutes before the GFE is 
produced, what remains of the origination 
process? Gathering and verifying docu-
mentation and underwriting remain.

Gathering borrower documentation 
can be automated more with a Web Ser-
vice oriented system. The user takes out 
their camera-enabled cell phone snaps a 
picture of their bank statement, W2 or 
other piece of required documentation 
then send it over a secure communica-
tion to a Web Service using a bank pro-
vided App for that phone. Faxing could 
also be supported. If the lender provides 
a secure e-mail environment for the bor-
rower then that could also be used for 
gathering documentation.  

When all the facts and all the verified 
documentation is in place, then the work-
flow features of the system can aid in the 
execution of the data quality programs 
for the underwriters. The important part 
is to use the rules defined by the investor 
to document the opinion of risk made by 
the underwriter.

These are challenging times. The 
business models of mortgage bankers are 
being redesigned. This is the consequence 
of changes in everything from loan 
officer compensation to form changes. 
A strong data quality program should 
be a fundamental part of that redesign. 
Employing a strong data quality program 
at the mortgage banker level is the only 
thing that will ensure the organization’s 
survival. Taking this step will also be 
a must do in order for our industry to 
become strong again. ❖
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Lenders need to take an innovative approach 
to technology that levels the playing field so 
us small guys can compete with the big guys.

when we were little we all liked to play follow 
hen we were little we all liked to play follow 
the leader. It was fun to follow your friends 

around and be part of a group. As we grow up 
though, we all have to carve out our own niche. 
We have to make our mark. We have to shape our 
own legacy. So, at Torrington Savings we made 
the decision to not just use technology to follow 
the market, but to innovate and lead the market of 
the future. 

Around
By Jeffrey Geddes 

No More PlayiNg



How have we done that? The bank has 
embraced technology to address current 
market conditions for the express purpose 
of providing its customers with leading 
edge technology, while leveling the play-
ing field to successfully compete with 
lenders of all sizes. 

As we see it, technology is a great 
enabler. But technology isn’t a solution 
in and of itself. You have to use it well. 
Our innovative technology has allowed 
us to level the playing field with the larg-
est lenders in the country, providing our 
customers with innovative technology 
combined with the personal touch that our 
customers have come to expect.

I know, you want specifics, I’ll go 
into some detail. For example, by imple-
menting innovative Software as a Service 
(SaaS) and online lending solutions Tor-

rington has been able to lower initial costs 
of technology, lower infrastructure costs, 
enhance compliance, reduce downtime, 
and do more with less staff in a secure 
environment. The bank believes that this 
will be the technology model of the future 
that gives lenders of any size the ability to 
lead the market.

Obviously we are not a large bank 
with abundant IT resources. However, 
that doesn’t mean that we can’t offer the 
same or better service as compared to 
the big guys. We can and we do by using 
technology. For starters, the use of Data-
Vision’s RemoteDocs  secure electronic 
delivery enables us to cut costs, but that’s 
not all because when applied to initial 
disclosures, this technology also creates a 
better, more compliant process.

Let’s face it, new rules and updates 
to current regulations in the mortgage in-
dustry are being implemented at an aston-
ishing pace. During the last few months, 
regulators have crafted revisions to a 
number of the regulations that have been 

a part of the mortgage industry for many 
years. As a result, lenders are forced to 
quickly change policies and procedures 
within their organization to comply with 
these changes.

Let’s take one example. The new Reg-
ulation Z changes add very significant new 
timing and delivery issues for early Truth-
in-Lending disclosures, which will now 
be required for all closed-end mortgage 
loans. In essence, lenders are required 
to provide Truth-in-Lending disclosures 
(early/initial disclosures) within three 
business days after receiving a mortgage 
loan application and before any fees are 
collected from the consumer, other than a 
reasonable credit check fee. 

The rules also impose a waiting period 
of seven business days between the early 
disclosure and closing date. Additionally, 

lenders must provide revised disclosures, 
including a revised annual percentage rate 
if the existing interest rate significantly 
changes between the time the early dis-
closure is provided and the closing date.

How do we address this issue? Data-
Vision’s RemoteDocs delivers immedi-
ate secure document delivery of initial 
disclosures, which ensures that these 
new requirements are met. Data-Vision 
has fully automated this process, one 
that automatically dates and time stamps 
each initial disclosure. This allows us to 
efficiently meet the timing requirements 
with a significantly faster process so that 
we can move forward with our customer’s 
loan application.

RemoteDocs also employs state-of-the-
art security and encryption technologies to 
ensure that our critical lending documents 
remain private and secure. In addition, Da-
ta-Vision undergoes annual SAS 70 Type 
II audits/certifications, completed by an 
independent accounting firm to ensure the 
security of our lending documents.

On screen delivery confirmation en-
sures that all of our RemoteDocs transac-
tions are completely traceable for audit 
purposes mitigating risk within our orga-
nizations.  Automatic e-mail notifications 
can be sent to anyone indicating their 
documents were successfully transmitted. 
RemoteDocs provides us with an online 
history in real time. In short, Data-Vision 
prides itself on delivering us the industry’s 
most trusted source for initial disclosures 
and electronic document delivery that is 
extremely easy to use and cost effective.  

How else do we do more with less to 
compete with the large players? Last year 
we were faced with replacing our aging 
LOS. In actuality, the vendor was sunset-
ting it. The vendor did offer a replace-
ment system but it required the purchase 
of servers for both the bank itself and for 
our disaster recovery facility. This was an 
expense we did not want to assume. In ad-
dition, our former LOS was very difficult 
to customize, so changes to the system 
were daunting.

Although we knew we had to replace 
our LOS, as a smaller lender our budget 
was limited. We felt from the outset that 
a hosted LOS, deployed over the Internet, 
would meet our twin goals of a modest up-
front investment and manageable ongoing 
costs. Also, the hosted environment as-
sured us that the system could grow as we 
do. Coming from a largely inflexible LOS, 
another important aspect was customiz-
ability. We also wanted to do business with 
a vendor that was excited to do business 
with us. We did review several systems, 
and much to our delight and benefit, we 
were most impressed with a system that 
was offered and supported by another 
Connecticut company, Specialized Data 
Systems in conjunction with Associated 
Software Consultants, Inc. (ASC) which 
develops and supports loan automation 
software solutions for the primary and sec-
ondary mortgage market since1978. 

RemoteLender is our uniquely uni-
versal “future-proof” loan origination and 
processing system that’s designed to flex 
with the times. RemoteLender keeps our 
lending options open and unrestricted, 
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and goes beyond mere automation by en-
abling us to grow our loan business proac-
tively for the long term. Below are just a 
few of the reasons why.

First, a top concern for lenders today is 
cost, both upfront and ongoing. We chose 
RemoteLender because it is a hosted sys-
tem. Hosted RemoteLender provides all 
the functionality of RemoteLender over 
the Internet, all for a low monthly fee, and 
requires nothing more on our end than a 
PC and an Internet connection. So now we 
have the best of both worlds: a fully robust 
“desktop” application with the ease-of-de-
ployment of a Web application. HPL is se-
cure, fast and represents a tremendous ad-
vance in front-end mortgage technology.

Second, we know that customization 
is vital to the effectiveness of our LOS. 
RemoteLender’s business rules are easy 
to understand and help us customize ev-
ery phase of our lending process. With 
RemoteLender, we can tailor our specific 
business rules and practices to streamline 
processes, create efficiencies and manage 
risk. Best of all, RemoteLender’s business 
rules can be modified as our processing re-
quirements change. We never need to “re-
customize” our LOS when ASC updates 
RemoteLender software programs. Re-
moteLender moves us from reactive main-
tenance into proactive business growth, 
through years of expansion and change.

Third, RemoteLender supports every 
processing phase for all loan products 
across every sales channel and allows you 
to automate our mortgage and consumer 
lending operations. Using RemoteLender 
as our total lending infrastructure stream-
lines cross-selling and bundling efforts, 
helps us identify additional revenue 
streams, and consolidates business intel-
ligence for future marketing initiatives. 

Fourth, RemoteLender’s platform-
neutral, standards-based technologies en-
abled us to choose our operating systems, 
databases, content repositories and other 
system elements, and to upgrade any por-
tion of our computing infrastructure as fu-
ture trends dictate. ASC has been helping 
lenders grow for more than 30 years by 
providing quality software and outstand-

ing, 24/7 technical support.
Having such readily-available local 

support turned out to be a success factor 
perhaps even more important than any 
other. There are vendors that make unre-
alistic “go-live” promises, and we don’t 
buy into that. Mortgage loans are not ex-
actly cookie cutter. We knew we were in 
for a customization effort, and the task 
was made more difficult as we were im-
plementing our new LOS at a time when 
the RESPA regulations were changing, 
and subject to interpretation.

If I have any advice to other lenders 
contemplating a new LOS, it is to make 
testing a priority.  In hindsight, you can 
never do enough testing. You need to con-
coct seemingly crazy application scenar-
ios, for instance multiple borrowers not 
all of whom are taking title, borrowers 
with more than two jobs, borrowers with 
a large real estate portfolio and with rental 
income and expenses on multiple proper-
ties. Applications that are not vanilla are 
the applications you will receive the first 
week you go live, count on it.

Make no mistake, testing is a time-
consuming, labor-intensive “roll up your 
sleeves” activity. Customizable LOSs are 
something of a double-edge sword. On the 
one hand, you can make them process loans 
precisely to your requirements. But on the 
other hand, doing so requires some effort. 
This is where it was important to us to have 
the vendor available to us on site.  There 
are always going to be issues with a new 
system regardless of the amount of testing 
or planning. But if it doesn’t produce re-
sults, it’s not worth it. Our new LOS has 
had a dramatic impact on the service level 
we provide our borrowers. This is largely 
because process efficiencies often result in 
improved customer service.  

The ability of our staff and the vendor 
support team to fully customize the LOS 
really helped streamline the process and 
improve our customers’ experience. We 
can create processing stages the way we 
want them, and within stages we’re able 
to create and customize data entry screens 
right down to the individual data element. 
The system also makes extensive use of 
tables. We have literally dozens of tables 
that help cut processing time because so 
much information is quickly available on 
drop-downs. There are run-of-the-mill 
tables like appraiser and closing attorney 
tables that we can easily maintain by our-
selves. Then there are tables that are used 
more creatively like our loan product and 
pricing tables. Those tables drive our pric-
ing engine and eligibility process, another 
factor that improves customer service.

Obviously we are glad to have our new 
LOS up and running successfully, but we 
can’t be complacent. As I said when I 
started this article, you have to keep mov-
ing forward and make your mark. To this 
end, we’ll be moving on to our next proj-
ect, which will be to enhance and custom-
ize our LoanQuoter online origination 
system and tighten its integration with our 
new RemoteLender system. 

Originating loans online can reduce 
costs by up to 80% compared with tra-
ditional application methods such as call 
centers or branches according to Deloitte 
Consulting LLP. A dynamic and profes-
sional online presence serves as an exten-
sion of our organization, one that allows 
us to present our brand to the outside 
world while working with borrowers and 
partners through a secure communication 
center for real time communication. We’re 
always thinking ahead and we believe in 
the future of online lending. ❖
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Course AheAd
Xerox Mortgage Services talks market conditions and the technology strategy 
needed to succeed going forward.

ChArting A



Course AheAd

Concepts like going paper-
less, the value of electronic 
loan folders, the need to 

electronically collaborate, elec-
tronic document management 
and imaging seem like yester-
day’s news. These concepts are 
proven and tested. In fact, most 
lenders are doing these things or 
plan to in the very near future. 
This technology is almost main-
stream. Well, that wasn’t always 
the case.

When Greg Smith, general 
manager and vice president of Xe-
rox Mortgage Services, launched 
BlitzDocs virtually all of these 
concepts were unknowns. Lend-
ers had to be convinced to move 
in this direction, but Greg was 
up to the challenge. Through the 
efforts of this executive, the pa-
perless evolution in the mortgage 
industry truly began. He helped 
get it all going.

In this edition of Tomorrow’s 
Mortgage Executive magazine 
we talk to Greg and his team con-
sisting of Nancy Alley, vice presi-
dent of product management, and 
Todd Moncrief, vice president of 
business development. How do 
they see the market? And what’s 
truly ahead of us as we all look 
out into 2011? Greg, Nancy and 
Todd share their insights.

Executive Interview



Q: What is the state of the mortgage market now 
and where do you see things going?

GREG SMITH: We’re dealing with unprec-
edented market turmoil. Turmoil is good 
and bad in some cases. You have 30-year 
rates at historic lows, but refinances are 
70% to 80% of origination volume right 
now. Property values are down nation-
wide about 30% from the peek in 2005 
and 2006. 

Further, 30% of the mortgages out there 
have negative equity and in addition when 
you look at refinance and purchase volume 
and compare that to shadow inventory, 
we’re looking at a shadow inventory where 
loans are 90 days overdue or worse that is 
larger vs. the total origination volume. 

Also, we’re looking at three or four 
years to work that off. You also have un-
employment just under 10% and that’s just 
measured unemployment. Unmeasured un-
employment is up to 16% or 17%. We’ve 
got some challenges as we exit 2010 and 
move into 2011. The MBA revised the 
2011 origination forecast to about $1 tril-
lion from what we expect will be $1.4 tril-
lion this year. That’s a material contraction 
in our primary model. 

The other thing that is concerning is that 
Fannie Mae has about 37% of the market, 
Freddie Mac 26% and FHA about 33%. 
That means that our government is respon-
sible for 96% of the loans being made. 
There are also concerns about Dodd-Frank 
and what that will mean. 

We at Xerox know all this will require 
individuals to be agile and respond quickly 
to new regulation and tough market con-
ditions. If you want to drive cost out and 
remain compliant you have to innovate. 

The picture is not pretty, but any time 
you have this amount of turmoil there are 
winners and losers. When Wayne Gretzky 
was asked what made him great he said, 
“It’s pretty simple, I don’t skate to where 
the puck is, I skate to where the puck is 
going to be.” Our challenge is to skate to 
where the puck is going to be to best serve 
lenders.

Q: As you talk to lenders in the middle of all this 
turmoil, what are their biggest pain points and how 
can technology help them out?

NANCY ALLEY:  As product manager I’ve been 
spending a lot of time with our lenders. 
There’s a lot of concern. Lenders are con-
cerned with staying compliant, what the 
shakeout will be from Dodd-Frank and 
what that means for them.

Second, lenders are concerned about 
the uncertainty in the market. Lenders are 
looking at ways to outsource processes to 
avoid the cyclical hiring and firing.

GREG SMITH: If you boil it all down the big-
gest concern is the uncertainty. Lenders 
don’t know if Dodd-Frank, for example, is 
good or bad for us. 

Dodd-Frank is more complex even as 
compared to SOX, so I think it is going 
to take a while for us to see how it all 
shakes out.

Q: In some cases, in the midst of great turmoil 
comes great innovation. Are market conditions 
slowing or speeding up innovation?

TODD MONCRIEF: When lenders look at recent 
changes to HUD and the GFE and RES-
PA, it was hard. Lenders learned that you 

have to be agile. 
You need a group of leaders internally 

and vendors externally to support you or 
you will be caught in a production quan-
dary. In fact, a lot of lenders were stuck in 
that quandary. Some lenders chose to write 
penalty checks instead of make changes to 
their processes to comply.

NANCY ALLEY: As a vendor, you have to 
quicken your innovation. You have to iden-
tify the pain points of your customers and 
come up with solutions to address those 
pain points. 

As far as lender willingness to adopt the 
technology, I agree with Todd in that lend-
ers will adopt the technology that solves 
their nearest or largest pain point.

Q: To get back to the Wayne Gretzky analogy and 
your philosophy to skate to where the puck will be 
vs. where it is today, how does BlitzDocs Extended 
Edition play into that strategy?

NANCY ALLEY:  Extended Edition is forward 
looking in that it extends our platform to 
now reach the consumer. This will allow 
the benefits of going paperless to go even 
further. 

From a lender perspective, Extended 
Edition also has compliance ramifications. 
This tool gives lenders an audit trail so they 
can prove what happened at every step.

TODD MONCRIEF: Along with that, we’re ag-

Executive Interview
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Industry PredIctIons
Greg Smith thinks:

12011 will see more technology vendors 
either acquired, or closed than in 

2010. 

2The foreclosure backlog will continue 
to grow in the first half of 2011. This 

will add even more backlog to a system 
that cannot process the level of foreclo-
sures on the books today. 

3Rates for 30-year conventional 
conforming loans will finish 2011  

near 5.5%.

Greg Smith, general manager and vice president of Xerox Mortgage 
Services, is the founder of Advectis Inc., which was acquired by 
Xerox Corp. The 2009 recipient of the Steve Fraser Award, Greg 
is responsible for the conceptualization and creation of BlitzDocs, 
a leading mortgage document collaboration solution. He also has 
created vertical market solutions in the insurance and commercial real 
estate industries.
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nostic so we don’t get into the data system 
or the document provider, and our custom-
ers like that. We see a lot of customers 
changing their LOS or document provider 
and that brings a lot of change. Through 
that they like to have some control and a 
real oar in the water, which is really the 
role that we play. 

Our network is our key story. As we 
move toward e-docs and e-signatures, we 
play a larger role with the data that comes 

in and out of the system. We have the 
largest set of investors on the network to 
sell into. 

We have a host of players that you 
can do one-click delivery to. As you 
move upstream we have helped people 
do business on the appraisal side with 
vendors like Veros. 

We will continue to build out the 
network and do the heavy lifting for our 
customers.

NANCY ALLEY: Part of doing the heavy lifting 
is that investors make changes and respond 
to new conditions like the new appraisal 
standards all the time. 

The value is that when those changes 
happen we make those changes within 

Industry PredIctIons
Nancy Alley thinks:

1Collaboration and integration via  
technology will be key to solving the 

issues of data transparency and integrity. 

2The new data delivery standards will 
indirectly drive the movement to  

e-mortgages. 

3With our backs up against the wall, 
with added compliance and a contract-

ing market, those who can innovate will 
emerge as winners.

Nancy Alley is vice president of product management for Xerox 
Mortgage Services’ BlitzDocs paperless collaboration solution. She 
has more than 15 years of financial software product management 
experience and is an expert in e-signatures and electronic record 
retention. Nancy previously led the product management and 
engineering efforts for eSignSystems. In addition, she spent eight years 
at GE Capital Corp. developing her product management and business development 
skills in the mortgage banking technology area.
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BlitzDocs so it’s still just one-click de-
livery for our customers.

GREG SMITH: This is part of a continued 
and deliberate strategy to extend our 
network. This was dramatic because we 
were historically a B2B network and 
now we’re a B2C network. This sets the 
stage for a continued rollout of more ca-
pabilities. 

It is no secret that we are going to go 
to the closing table. That’s where we’re 
going.

NANCY ALLEY: This adds velocity. In the case 
of e-disclosures, our customers are willing 
to adopt and they are doing so rapidly.

Q: Talk more specifically about your e-vaulting and 
e-closing position?

NANCY ALLEY: We’re committed to e-vault-
ing. With the AmTrust sale a lot of mar-
ket players realized that they do need an 
e-vault that can talk to MERS to bid on 
portfolios containing e-notes. That was a 
great wakeup call. 

We’ve also seen interest from ware-
house participants and custodians. We have 
the largest e-vault in the industry. The SaaS, 
hosted e-vault strategy allows market partic-
ipants to get up and running very quickly. 

So, we’re seeing movement. ❖

Industry PredIctIons
Todd Moncrief thinks:

1More regulation and oversight will 
burden lenders, confuse borrowers and 

add cost to the mortgage process. 

2The e-mortgage will advance next 
year, but will still have major hurdles 

with acceptance due to government and 
correspondent buyers not being ready.

32011 will be the year that the battle 
between “end-to-end” and “best-in-

class” will declare a winner.

Todd Moncrief serves as Xerox Mortgage Services’ vice president 
of business development and has more than 17 years of mortgage 
lending and mortgage technology background. Todd has worked 
at multiple start-up companies that were later acquired, including 
SwiftView, Inc. and Mortgagebot. He also worked at Fiserv Lending 
Solutions managing interfaces as a business analyst. 
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T
hroughout my work as an advocate for community 
banks and credit unions, as well as in my daily 
business operations, I am consistently asked about 

how the industry is evolving and where it is going. Right 
now, people are looking for guidance and comfort to 
navigate through change and a difficult economic 
climate. This led to my writing of Too Small to Fail—a 
call to action for community-based financial institutions 
to claim their leadership position of economic stability 
and growth. 

Rebuilding 
For the overall economy to recover, 
community-based financial institutions 
must be allowed to do what they do 
best: serve their local communities 
and small businesses.

By Louis Hernandez, Jr.

Pillars
EconomicOuR OuR Economic

Pillars

Rebuilding 
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Previous to Too Small to Fail, I had 
written several white papers addressing 
the needs of the industry and what is nec-
essary to produce economic growth both 
nationally and locally, pointing out that 
the key strength lies within community 
banks and credit unions and their relation-
ship to Main Street America. However, 
because of the limits that white papers 
present, I decided it would be more ben-
eficial to write a book that would foster 
a more in-depth discussion, and bring to 
light what many of our national leaders 
are refusing to talk about: Our communi-
ty-based financial institutions came into 
the recession healthy, yet are emerging 
weaker than ever, while large corpora-
tions and “too big to fail” banks produce 
record profits.  

When I talk about “too small to fail,” 
I am referring to the more prudent com-
munity-based institutions that largely 
avoided the subprime mortgage crisis 
by maintaining direct ties to their com-
munities. This collaborative network of 
community banks and credit unions has 
shown consistent value, reflecting a rel-
atively unique pillar of stability for our 
economy. They are too small to fail be-
cause they can be the drivers of an eco-
nomic turnaround. The financial sector 
may be the ideal industry to stabilize the 
markets and drive the economic engine. 
Trusted community institutions—as op-
posed to the large banks which consum-
ers no longer have faith in—can lead 
the way.

Obviously, what will play a large 
role in the ability of the nation to move 
forward with economic recovery is 
the new financial regulations and how 
they will affect community-based fi-
nancial institutions. The interpretation 
of these new regulations over the next 
few months and years will impact our 
industry, as well as the economy for a 
very long time to come. This presents 
a unique and critical opportunity for 
community-based financial institutions 
to lead the interpretation. Our economic 
vitality is dependent on the health of 
Main Street America, and community 

banks and credit unions need to claim 
their position as the pillar of their lo-
cal economy, driving economic growth. 
There is great interest from all industries 
as these developments move forward, as 
it will determine the viability of the na-
tion, its services and its products.

There are economies of scale in com-
pliance costs which place substantially 
more pressure on community banks and 
credit unions than their larger counter-
parts. Applying regulations generally to 

address the practices of a few institutions 
impose costs on all – directly or indirect-
ly. Since TARP, compliance costs have 
been increasing dramatically, to the point 
that it forces organizations to consider 
how large it has to be to just stay in busi-
ness. In the past, when small banks were 
acquired a new group within the commu-
nity would get together and start a new 
bank.  This is no longer the case.  Policy 
makers were forced to concentrate on the 
immediate need of near term issues, but 
in the end, promoted legislation, which 
allowed big banks to get bigger, healthier 
and more competitive. Unfortunately, the 
fall out left community banks and credit 
unions (which were healthy going into 
the crisis) unintended victims of this leg-
islation which continues to affect a group 
that was not participating in the subprime 
mortgage collapse.

Currently, loan demand is still soft, 
and if you talk to community bank and 
credit union leaders, they are cautious. 
When discussing what their main busi-
ness concerns are, their facial expressions 
change dramatically when they discuss 
the cost of compliance, interchange fees 
and the looming interpretations of Dodd-
Frank. Simultaneously, these leaders are 
deeply concerned about fee income com-
ing under attack.

The argument that Dodd-Frank will 

not affect community banks and credit 
unions because they will not be regulat-
ed by the law is not valid – it is naïve to 
think that there will not be a trickledown 
effect. Throughout the history of similar 
legislation, such as with interchange fees, 
the Fed will look at the rates, which will 
trickledown to the pricing for commu-
nity institutions. Unfortunately, the policy 
makers and legislators are continuing with 
this practice. The expectation from REG 
E is a 33% drop in overdraft fees. 

Dodd-Frank is simply not designed to 
promote the health of community institu-
tions. Like TARP and REG E, the trickle-
down effect of changes, like the interchange 
fee amendment, will ultimately impact fee 
income. In the aftermath of the financial 
crisis and bailout, the financial industry 
has grown smaller and more polarized. 
The largest 1% of banks are controlling 
78%ofassets and 39 percent in deposits. 
The rest is spread out among nearly 15,000 
banks and credit unions, all of which must 
succumb to the Dodd-Frank Act. 

Due to the mistakes of their larger 
cousins, community institutions are pay-
ing skyrocketing compliance costs and 
future premiums to keep the FDIC’s in-
surance fund solvent. Because of these 
requirements, they are no longer able to 
do what they do best, lend to small busi-
nesses, one loan at a time, and holding 
those loans to maturity. Small business is 
the key to get the economic engines fired 
up, but it is foolish to believe that this can 
be done through large banks only. Com-
munity banks have historically held a 
larger percentage of their total assets as 
small business loans, playing a vital part 
as the lubricant of small business funding, 
impacting new job creation and benefit-
ing the economy as a whole. We need to 
ensure that the suffering of community 
institutions does not stagnant hopes of 

Obviously, what will play a large role in the 
ability of the nation to move forward with economic 
recovery is the new financial regulations.
“ “
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economic recovery. 
The banking industry is changing more 

rapidly than ever before, yet the industry 
has some of the oldest technology in use 
today. It had breakthroughs in the 1960’s 
but this technology hasn’t been updated 
since—new technology is layered upon 
the old technology simply masking its 
inherent weaknesses. There needs to be a 
replacement of legacy systems for com-
munity-based financial institutions to bet-
ter compete and tap their trusted financial 
relationships, client affinity, community 
presence and personalized service. 

Technological advances have had a 
major impact on globalization. Almost 2 
billion people (25% of the world’s popu-
lation) are connected to the Internet. The 
American Bankers Association found 
through a survey that 25% of bank cus-
tomers like doing their banking online. 
Through technology, a financial institu-
tion can serve customers no matter where 
the institution is located and use technol-
ogy to build its brand. Other financial 
service providers take advantage of tech-
nological interconnectivity—NG Direct, 
USAA, Discover Bank, Ally, and HSBC 
Direct—and so can community-based fi-
nancial institutions, and in new ways that 

leverage their competitive strengths.
Interconnectedness has led to con-

sumers demanding more products, ser-
vices and conveniences. Our industry 
must meet those demands. A big piece of 
navigating forward and meeting today’s 
challenges is technology. Our technol-
ogy must be the right technology for to-
day and the future.

The entire business model for our 
industry has changed and created a mo-
ment of clarity for the value of communi-
ty banks and credit unions, and we need 
to communicate this message. No matter 
what business you are in, large or small; 
to thrive in your industry it is necessary 
to capitalize on your innate brand. This 
is of the utmost importance to commu-
nity-based financial institutions that now 
have the capabilities to take their local 
brand and make it global. 

Regardless of where an institution is 
located geographically, the globalization 
and interconnectivity of people affects 
that institution. There’s a pressure today 
for all business to serve a more global 
marketplace. The flow and interconnec-
tivity of information is so immediate be-
tween entities and individuals that finan-
cial institutions now must consider what’s 
happening in other parts of the world, 
even if they’re focused locally because 
doing so creates expectations and higher 
awareness of the world and reinforces the 
fact that we must think globally. Commu-
nity banks and credit unions can lead the 
economic turnaround, one community at 
a time; just a few extraordinary leaders 
are needed. But for an individual to be an 
extraordinary leader, that are certain char-
acteristics that they must embody. The 
degree of uncertainty we face today will 
redefine how leaders compete moving 

forward. Qualities such as agility, flex-
ibility and drive are important, but above 
all else, today’s leaders must anticipate 
change and be well prepared for what that 
change may bring.

Community-based financial institu-
tions are catching the shrapnel post-cri-
sis. In the next three to five years, 2,500 
community banks will disappear and 
1,000 to 1,500 credit unions will close 
or consolidate if their costs do not come 
down. It is impossible to start a new bank 
unless you raise a substantial amount of 
cash, something that big banks are cer-
tainly not lacking. The FDIC approved 
1,300 bank applications during this de-
cade, but only three this year. 

Yes, it is a good idea for the big banks 
to be forced to adhere to new compliance 
regulations and examine each of its loans. 
However, because of deeper relationships 
community banks and credit unions hold 
with their customers and their more pru-
dent practices, from inception most of 
the onerous and costly extra work being 
forced upon them simply drives costs up 
and does not improve credit quality. 

In the battle of Wall Street banking 
and Main Street banking, it is clear that 
unintended consequences of financial 
legislation remaking it harder for the 
community institutions, the lubricant of 
local economies, to serve their communi-
ties. Community banks and credit unions 
largely work and live in the neighbor-
hoods they serve, have lower charge off 
rates and hold much of their paper to ma-
turity. Unfortunately, we are putting their 
very survival into question as a result of 
public policy. Now is the time to drive 
innovation, lower costs and prove that 
our community-based financial institu-
tions can deliver economic growth. ❖

Louis Hernandez, Jr. is author of “Too Small to Fail: How the Financial 
Crisis Changed the World’s Perceptions” advocate for community-based 
financial institutions, HSBC board member and chairman and CEO of 
Open Solutions Inc., a provider of integrated enabling technologies. To 
learn more about Louis Hernandez, Jr. and his book “Too Small to Fail,” 
please visit: www.facebook.com/toosmalltofail.
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