
Are You Cutting Corners?

The confusion starts with the fact that there are 
two primary and distinctly different matters 
affecting loan originator compensation.
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Resolving Your Questions

Few would argue that the coming changes to loan originator compensation is the No. 1 problem/
conundrum challenging the minds of many in the industry today. To make matters worse, there 
is a lot of confusion surrounding the problem thus making it more difficult to identify a clear 

solution that mitigates the regulatory risk.  
So again, I’ll pose the question in the title of this article: “Can technology play a key role in providing 

solutions and solving one of the biggest problems/changes facing our industry today…changes to loan 
originator compensation?” The answer is unequivocally “YES”! However, what you may find a bit 
more surprising is the particular kind of technology being deployed as a solution provider. Even more 
surprising is that there are already over 1,000 companies using this technology to solve this specific 
problem. Would you like to know what it is? First, lets dig into the problem.

The confusion starts with the fact that there are two primary and distinctly different matters affecting 
loan originator compensation. We need to first identify and understand the difference between the two 
things bringing about changes to loan originator compensation. At least then, we have an opportunity to 

get some clarity so that we can form a plan.
The first and more immediate change that 

is coming into play is the Federal Reserve’s 
“New Rule” that was issued on August 
16, 2010. This new rule amends Reg Z’s 
implementation of the “Truth in Lending Act” 
(TILA) and Home Ownership and Equity 

Protection Act (HOPEA). This new rule effectively prohibits (1) compensation to loan originators based 
on the terms or conditions of the loan, including the rate or prepayment penalty, but excluding the 
amount of credit extended; and (2) steering by mortgage brokers and other “loan originators.” It defines 
what are permissible and impermissible methods of compensating loan originators. To put it mildly, the 
wording in the new rule is filled with ambiguity and therefore fraught with legal exposure risk.

It is important and noteworthy to point out that this was NOT a “new regulation” but rather a “new 
rule” to an existing regulation. While there have been changes to rules and the interpretation of rules 
in times past, never in my 37 years in this industry have I ever seen such far-reaching policy changes 
implemented through a “rule change”. It is flat out ridiculous. I am so tempted to set up my “soapbox” 
and get into a political discourse on how wrong it is that our current administration has presumptuously 
used “rule changes” within existing regulations to make broad, far-reaching and sweeping changes 
to our industry. But I will resist the temptation as this article is not an “op-ed” piece, but rather an 
informative “how-to-deal-with-this-challenge” kind of article that explains how technology is already 
helping deal with and solve the problem.  

By the way, for those of you who have been hearing the rumors that this new rule is going to be 
delayed…forget it! It’s simply not happening. The feds are intent on making all this effective April 1, 
2011. We are going to have to just “deal with it”… like it or not. Something we just learned about the 
other day that is in connection with this new rule change is that mortgage companies are now to be 
required to file a “Call Report” just like the banks have been required to do for years.   

7      Tomorrow’s Mortgage Executive           



While there is so much more that we 
can talk about related to the first issue 
which is the rule change, let’s move 
on to the second issue related to loan 
originator compensation that is adding 
to the confusion. It is the new Dodd-
Frank Bill, also known as the “Wall 
Street Reform and Consumer Protection 
Act”… or another name for it is the 
“Financial Stability Act of 2010”. If we 
thought the new rule discussed above is 
confusing and has ambiguity, wait until 
you start reading through the Dodd-
Frank Bill. By the way, are you aware that the Dodd-Frank 
bill calls for the formation of a new regulator…the Consumer 
Financial Protection Bureau (CFPB)? When the CFPB comes 
into existence on July 21, 2011 it will have extraordinary power 
to further regulate our industry, one of which is jurisdiction over 
loan originator compensation. First, we’re going to deal with 
changes as a result of the new Reg-Z rule effective April 1st 
only to face more “changes” and “clarifications” brought on by 
the new CFPB regulatory body. That is why there is so much 
confusion surrounding this issue.  

This is going to only add more uncertainty and risk into 
the equation. To mitigate this risk, mortgage companies will 
be required to step up their monitoring of all loan origination 
activities like never before. We already know we have to deal with 
a new call report effective April 1st…and it is very reasonable to 
anticipate that the new CFPB will only increase the number of 
reports required. After all, what do Federal Bureaus do best? I’ll 
tell you, they require more and more reports. What this means 
for the mortgage company of the future is that it is essential that 
they employ technology tools that greatly increase their ability 
to cost effectively and efficiently monitor every aspect of ALL 
loan origination activity.  

Remember at the beginning of this article I told you that 
there was a technology solution that is already being used 
by over 1,000 companies to help sort out and solve the loan 
officer compensation issues? Would you like to know what that 
technology is? It is the social media technology of LinkedIn. 
You see, I had the idea of starting a discussion group on 
LinkedIn titled the “Loan Originator Compensation Changes & 
New Rules” discussion group. This LinkedIn discussion group, 
which I started less than a month ago, has experienced explosive 

growth. As I write this article, there are 
over 1,400 members to this specific 
discussion group. It is growing each day 
by 50 to 100 new members.  

Here’s the reason for its success: 
It has allowed for more than 1,000 
business owners, mortgage executives 
and loan originators to come to one place 
to share or discuss their loan origination 
compensation ideas and receive 
feedback. But don’t take my word for 
it, I want you to see for yourself. Before 
I go on, I am going to first ask you to 

login in to your LinkedIn account. If you don’t have a LinkedIn 
account, sign up for one immediately. Once logged into LinkedIn, 
please request a connection with me (David Lykken) and please 
reference this article. That way, I’ll know how you came to me. 
After sending me a request to get linked, next go to the “Groups” 
tab near the top middle of the LinkedIn website. You’ll find it 
right below the LinkedIn logo near the top where the menu tabs 
labeled go from “Home” to “Profile” to “Contacts” to “Groups” 
…etc.  Click on the “Groups” tab. Next, go to the search box to 
the right of the menu tabs where you see “Groups” followed by 
an open text box. Next, type in that dialogue/search box type 
“Loan Originator Compensation Changes & Rule Changes”. 
When that group comes up, click “Join Group” and as the group 
organizer/manager, I’ll approve you to be added to the discussion 
group. Once a member of this discussion group, you will be able 
to read the hundreds and hundreds of comments of what others 
are considering implementing for their company.  

Why should you do this today? One of the many benefits 
of a social media technology tool such as LinkedIn is that it 
allows company owners as well as company executives of 
companies of all sizes to connect with loan originators to share 
compensation ideas and work through those ideas online. This 
is how LinkedIn is helping solve problems like identifying the 
right loan origination compensation plan for their company. Loan 
officers and company executives and business owners are able 
to login to LinkedIn and read all the various comp plans being 
considered and bantered about. It has allowed many to test ideas 
in the presence of others before releasing a plan that may not 
work. LinkedIn has helped hundreds and hundreds of companies 
bounce ideas off other top originators across the country as well 
as get the thoughts of subject matter experts. So, join in. ❖

David Lykken has his own national weekly radio program called “Lykken On Lending” that can be heard each Monday at 
Noon Central time by going to www.LykkenOnLending.com. As co-founder and Managing Partner of KLS Consulting doing 
business as Mortgage Banking Solutions, David has over 37 years of management experience.
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for the mortgage 
company of the 

future is that 
it is essential 
that they employ 
technology tools.
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