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By Janet Ford

Technology should be used to offer lenders more 
insight into the loan, especially when  

dealing with third parties. 

T here has been no shortage of volatility in the mortgage 
lending industry over the past few years. We have seen 
everything from the Federal takeover of Fannie Mae 

and Freddie Mac to a continuation of the worst housing slump 
in recent history, yet our industry has continued to persevere. 
However, significant challenges still remain for the industry at 
large as illustrated by a recent Standard & Poor’s/Case-Shiller 
house price index at least indicating the possibility of a double-dip 
recession. With rates rising and consumer demand for purchases 
and refinances declining, mortgage lenders face 2011 under a cloud 
of continued uncertainty. 

What we do know is this: the future of the mortgage lending 
environment will involve much more due diligence of the process as 

well as more data validation. Data validation is a key component of 
ensuring a seamless lending process from start to finish. As part of a 

true, 360-degree view of a borrower, lenders now rely on verification of 
employment, identity and income. But, what has been missing until now 

is verification of deposit, which is a required component to qualify for a 
loan. Having a full view into a borrower’s debt income picture will enable 

lenders to make much more informed lending decisions, and better protect 
them against fraud and repurchase risk.
The need for increased data validation negatively impacts efficiencies as it could 

require the secondary market to re-validate information that has already been checked 
during the origination process. Adding repetition to an already complex lending process 

is a step most in the industry would rather avoid, as it would undoubtedly result in a more 
labor-intensive loan process for everyone involved. Today, an alternative solution exists that will 

produce verified results without the repetition.
A better lending model would be a broker network tool that enables everyone in the lending process to 

pass loan information upstream or downstream as necessary. Enabling brokers, secondary purchasers and 
servicers to share the same loan file data and verifications would increase efficiency and confidence in the 
lending system.

With greater validation required comes the need to have consistent and accurate loan information 
that remains attached to a file and viewable from origination through closing. Automating and enlisting a 
common repository for all verifications necessary throughout the loan process will be an essential tool for 
lenders to meet the demands of greater data validation. 
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From a fraud perspective, loan docu-
ments are vulnerable as they move up-
stream or downstream through the loan 
process. Working with an independent 
third-party provider (with no stake in the 
outcome of the lending decision) better 
ensures that loan documents remain un-
altered and more secure. Lenders should 
focus on engaging fully automated pro-
viders that can fulfill the requirements for 
both “verified” and “documented” infor-
mation on both current and historical em-
ployment and income in order to realize 
the most benefit.

How DiD we Get Here?
We have seen firsthand the effect of bor-
rowers’ collective inability to successful-
ly meet their debt obligations. To combat 
this, the Dodd-Frank Wall Street Reform 
and Consumer Protection Act of 2010 in-
cludes strict income verification require-
ments that preclude loan officers from 
taking a borrower’s income information 
without also receiving verification of a 
tax transcript or another form by an inde-
pendent third party. The “Minimum Stan-
dards for Residential Mortgage Loans” 
(Sect. 1074) of the bill states that no origi-
nator may make a mortgage loan unless 
they “verify” and “document” via a “third 
party” that the consumer has a reasonable 
ability to repay.

In the past, a broker would complete 
a loan application to qualify a borrower 
and submit the loan to be funded from 
the lender. This process yielded a great 
deal of fraudulent activity that resulted 

in lenders having to buy back many loans 
that they funded. While it is not required 
today, some lenders are taking greater 
precautions and running loan applications 
through their own underwriting process 
as well and receiving audit copies of loan 
files. By moving to a more automated 

broker network environment, lenders no 
longer have to re-process the request for 
tax transcripts, but can now rely on what 
loan information was initially pulled, re-
trieving that information in a secure envi-
ronment from third-party providers.

Fannie Mae and Freddie Mac hold the 
largest stake in the industry, backing 89% 
of all mortgage loans. Until new inves-
tors enter the market, mortgage lenders 
that want to sell loans to Fannie Mae and 
Freddie Mac have to meet their increas-
ingly stringent loan requirements. Histor-
ically, many issues related to compliance 
with Fannie Mae selling policies are not 
detected until after loans are delinquent or 
through the foreclosure process. A recent 
report from Fannie Mae found that for its 
2009-2010 book of business, the single 
largest category of misrepresentation in a 
loan file was the borrowers’ liabilities at 
26%, followed by income at 23% and oc-
cupancy at 21%.

As loan repurchase requests to lenders 
have increased in recent years, it highlights 
the need for an improved approach for de-

livering loans that meet Fannie Mae’s un-
derwriting and eligibility guidelines. Fan-
nie Mae’s Loan Quality Initiative (LQI) 
went live in December 2010 with the goal 
of ensuring pre-funding validation and 
quality control, thereby mitigating loan 
fraud and repurchase activity. According 

to Fannie Mae, “A primary focus is on 
capturing critical loan data earlier in the 
process and validating it before, during, 
and immediately after loan delivery.”  

Bank of America is in negotiations 
with investors to repurchase $16.5 billion 
in bonds, and recently agreed to pay near-
ly $3 billion to Fannie Mae and Freddie 
Mac to resolve outstanding repurchase 
requests on loans from Countrywide Fi-
nancial Corp. Standard and Poor’s proj-
ects the top U.S. banks could face up to 
$31 billion in losses from buying back 
bad mortgages. Fannie Mae and Freddie 
Mac are among those investors aggres-
sively pursuing buy-backs with lenders 
they claim sold loans into Wall Street 
and government bond programs without 
completing the necessary verifications to 
check for quality. 

Banks have countered that Fannie Mae 
and Freddie Mac are kicking back loans 
that performed for two to three years if 
they can provide any proof, such as undis-
closed debt, faulty appraisals or falsified 
income, employment data or credit rat-
ings. While many banks are fighting back, 
Freddie Mac is taking a tougher stance 
and using contract renegotiations to spur 
banks into buying back the bad loans.

Lenders today are facing falling home 
prices compounded with shrinking con-
sumer demand and simply cannot afford 
to repurchase loans. Investing in technol-
ogy on the front end that mitigates repur-
chase risk is a step more lenders should 
consider going forward. For larger lend-
ers, the insulation that comes with having 
a broker network tool is even more crucial 
as they do not have the time and resources 
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As a precautionary measure, lenders now 
want the ability to audit loan files before they 
fund a loan.
“ “

According to research done by Fannie Mae, the single largest category of 
misrepresentation in a loan file were:

The Borrowers’
Liabilities  

at 26%

Followed 
By Income  

at 23%,

And Lastly  
Occupancy  

at 21%.

Tracking MisrepresenTaTion



to manage various vendor partners.
As Fannie Mae and Freddie Mac re-

quire lenders to conduct due diligence on 
each loan, lenders must also impose this 
sense of greater transparency and insight 
on the correspondent lenders originating 
their loans. Lenders need to ensure that 
loan originations are adhering to the new 
guidelines set forth and that they also re-
ceive a copy of each loan file so that when 
it is packaged and sold, it comes with a 
guarantee from the lender that it meets all 
new and existing requirements. Giving 
lenders a way to confirm that all neces-
sary checks are being performed on each 
loan downstream mitigates fraudulent ac-
tivity by creating an audit trail, as well as 
enabling lenders to revisit the loan infor-
mation at any time during the process. 

A majority of lending institutions al-
ready have membership networks estab-
lished and in order for brokers to partici-
pate in a lender’s program, they have to 
go through qualifications that allow them 
access to the network. Once the broker is 
admitted, third-party providers offer lend-
ers the ability to link the viewing of loan 
documents with the appropriate permis-
sions from various organizations, deliver-
ing information in a consistent, reliable 
fashion, that easily integrated into LOS 
and loan file systems. Because brokers of-
ten work with several lenders, each lender 
needs an automated and intelligent broker 
network tool that knows when and where 
loan file information can be shared.

wHere Are we GoinG?
Today, rather than just receiving a loan 
file, many lenders will pull additional 
documentation on selected documents 
and actually re-create the loan file—a 
burdensome and inefficient process. Tax 
transcripts or Form 4506-T, which show 
a borrower’s ability to pay, is an area 
where fraud has occurred in the past, and 
to counter that, some lenders will either 
re-create this file altogether or request 
an audited copy to reduce the likelihood 
of fraud. Utilizing a broker network tool 
enables lenders to eliminate duplicate re-
quests, alternately choosing to push the 

manual ordering process to the broker. 
This sophisticated process provides lend-
ers with the luxury of having the results 
fed into their system and attached to the 
corresponding loan number, which they 
can view at any time. 

Broker network tools assist with 
workflow routing of certain loan file 
documents—something the industry cur-
rently lacks. For example, most loan files 
can be transported electronically between 
institutions today, except the IRS tax 

transcripts and 4506T form. This is due 
to the adoption of certain technologies 
by government agencies that handle the 
loan files. Lenders also gain the benefit 
of delivery output options, where they are 
provided with consistently refreshed loan 
file information that they can absorb and 
route to the right place. 

As a precautionary measure, lenders 
now want the ability to audit loan files be-
fore they fund a loan. In addition to the 
loan file and date it was ordered, lenders 
want to know that the household income 
that was initially reported matches the 
copy of the transcript they have on file to 
ensure someone did not falsify the loan 
documentation. In the case of buy-backs, 
lenders that have a broker network tool 
in place have all the loan file informa-
tion easily accessible to them, without the 
need to spend valuable time and resources 
searching for loan documents.

Of all the organizations involved in the 
loan process, mortgage insurance compa-

nies, in particular, are currently at a disad-
vantage when it comes to verifying loan 
information. By the time the mortgage in-
surance company receives the loan file (if 
a 4506-T is signed and included) it most 
likely is past the signature expiration (a 
borrower signature is good for 120 days), 
and they do not have the ability to re-pull 
the tax transcript to check for accuracy. If 
120 days pass, the lender has to go back to 
the borrower for another signature. Hav-
ing a broker network tool in place would 

greatly streamline the loan process.  
There are technology providers today 

who are working diligently to revise in-
dustry processes to meet current realities 
lenders are facing. To meet the impend-
ing data verification needs, lenders will 
need the necessary tools to quickly and 
accurately verify employment, identity, 
income and deposit. Lenders also must 
have the ability to easily re-verify and au-
dit borrower information, thereby yield-
ing better lending decisions. 

Lenders now have an opportunity to 
focus on ensuring proper documenta-
tion as loan files are pulled together and 
throughout the life of the loan. Lenders 
who enlist a third party for loan file veri-
fications eliminate factual errors often as-
sociated with receiving files directly from 
brokers and consequently reduce repur-
chase risk on those same loan files. Re-
maining profitable is a common goal for 
all lending institutions, and technology 
can assist. ❖
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From a fraud perspective, loan documents 
are vulnerable as they move upstream or 
downstream.
“ “

Janet Ford is Senior Vice President for The Work Number, an Equifax 
Consumer Information Solution, the largest source for employer direct and 
up-to-date, employment and income verifications. The service offers access 
to over 190 million records instantly and offers IncomeChek, a tax transcript 
service and DirectChek, a Social Security Administration authentication 
service. She can be reached at jford@theworknumber.com.
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