
Are You Cutting Corners?

The scariest part of the Dodd-Frank legislation 
is that much of it was poorly written and 
CFPB is having to do their best to figure out 
how to interpret it.
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The Future of Our Space

You no doubt have heard the saying, “What doesn’t kill you makes you stronger.” Well as it re-
lates to the future of our industry, we have a lot of opportunity to become stronger.  

The mortgage industry is experiencing extraordinary and unprecidented change. It is more 
accurate to say that we are in the midst of a profound and fundamental seismic shift. The cause of this 
shift is “REGULATIONS”! With more than 37+ years in this industry, I can’t think of anything that has 
impacted the future of our industry more than the tsunami of new regulations recently enacted. I predict 
that these new regulations will permanently alter the landscape of our industry in the months and years 
to come in ways many have not anticipated ... it is going to come as a surprise. To be clear, I am not 
talking about some December 21st, 2012 Mayan calendar doomsday scenario. However, not responding 
properly to all the new regulations could doom your business to failure and extinction.  

Sound ominous? Yes it does ... BUT there is a promising flip side to all of this which I will get to 
in a minute. But first allow me to establish the following hypothesis: The single greatest determining 
factor of which mortgage companies will succeed or which will fail in the months and years ahead will 

be predicated more upon how each respond 
to the new regulatory ‘hoops’ through which 
they will have to jump than anything else.  

Borrowing a familiar line from an ol’ 
Western movie, “You better watch out, there’s 
a new sheriff in town!” With the enactment 
of the Dodd-Frank bill, Congress created 
the Consumer Financial Protection Bureau 

(CFPB). Then on January 4th of this year, President Obama used a controversial recess appointment 
to install his hand-picked man, Richard Cordray, as the Director of CFPB. Let there be no question, 
“there’s a new Sherriff in town.”

Did you catch how Obama and Cordray characterized the business practices of independent mort-
gage brokers? Are they painting the whole industry with a broad-brush based upon the bad business 
practices of a few? The tone of this press conference doesn’t bode well for many independently owned 
and operated mortgage companies. And the press conference is not an isolated incident. There are a 
number of additional inflamatory quotes that Director Cordray has made. Does that get you fired up 
as much as it does me? If so, my recommendation is for you to do what I am doing and that is to get 
involved in politics this election season. Don’t just rely on your favorite PAC... YOU need to get directly 
involved in politics!  

Consider this ... the “long arm” of the CFPB is extensive and far reaching. The following are just a 
few of the regulations that have been consolidated under their jurisdiction: 

<<< Equal Credit Opportunity Act (ECOA) 
<<< Fair Credit Reporting Act (FCRA) Except Sec. 615(e) & 628 
<<< Gramm-Leach-Bliley Act (GLBA) Privacy Sec. 502 – 509 
<<< Home Mortgage Disclosure Act (HMDA) 
<<< Home Ownership & Equity Protection Act (HOEPA) 
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<<< Real Estate Settlement Proce-
dures Act (RESPA) 

<<< S.A.F.E. Mortgage Licensing 
Act (SAFE) 

<<< Truth-in-Lending Act (TILA) 
And for those who have the mis-

taken notion that the CFPB is going 
away anytime soon, think again. With 
so much negative sentiment in America 
towards our industry, it doesn’t matter 
which political party is in Congress or 
the White House. The general consen-
sus on both sides of the political aisle 
is that unregulated independent mort-
gage lenders (both mortgage brokers 
and mortgage bankers) need to be regulated the same as banks. 
What concerns me is how few recognize or comprehend the 
consequences of all of this ... and I am not just talking about 
negative consequences. Again, I stress there are some poten-
tally positive consequences as well.  

While there are positives, it is imperative that I outline the 
negatives. They involve serious financial penalities that range 
from $5,000 per day up to $25,000 per day for any “reckless” vi-
olation, and up to $1 million per day for any known violation(s) 
of any law, rule or final order or condition imposed by CFPB! 
The scariest part of the Dodd-Frank legislation is that much of it 
was poorly written and CFPB is having to do their best to figure 
out how to interpret it, much less enact and enforce it.  

In spite of the negative rhetoric coming from Richard 
Cordray, I am of the opinion that CFPB is not here to run ev-
eryone out of business. It may feel like that to some, but I don’t 
believe that is the case ... here’s why. We all seem to recognize 
that it was housing that led us into our current economic mess 
and it will be housing that will lead us out. I believe that CFPB 
realizes that our country needs to have a healthy mortgage in-
dustry in order to have a healthy and sustainable housing re-
covery. The real question is HOW to achieve a healthy and 
stable mortgage industry. That is what this upcoming election 
is really all about. There are two distinctly different ideologies 
to choose from. One ideology extreme is to over regulate when 
we can’t identify a solution. The other extreme is let the mar-
kets run free and deal with the consequences. Both are flawed 
and a compromise needs to be reached.     

Here’s the exciting news flash for you ... All of this is cre-

ating huge opportunities for technol-
ogy companies, training companies, ac-
counting firms and consulting firms that 
offer products and services focused on 
helping mortgage companies navigate 
the treacherous regulatory waters ahead. 
For example, most of you are aware of 
the Mortgage Call Report (MCR), with 
its origins in the S.A.F.E. Act, requires 
all state licensed mortgage companies 
employing licensed Mortgage Loan 
Originators (MLOs) to submit very de-
tailed mortgage lending activity reports 
and very specific financial data quarter-
ly to the National Mortgage Licensing 

System & Registry (NMLS). In turn, the NMLS then distributes 
these reports and all this data to each state in which a company is 
licenced. As a result, each state regulator is now armed with an 
immense amount of very detailed data and financial information 
down to the loan level detail. This is going to present some very 
unpleasant new realities for many independent mortgage com-
pany owners and executives when it comes to their next audit. 
Some LOS systems support the MCR better than others. Same 
goes for how some accounting systems are designed, set-up and 
implemented. Those systems that will prosper and grow will be 
those systems that have built-in the checks and balances neces-
sary to identify regulatory issues. The reliance on Dashboards to 
identify variances is going to be more critical than ever. Having 
well thought out accounting systems, policies and procedures 
that provide accurate and detailed loan level accounting is es-
sential to the success or failure of every company. There will 
be a greater reliance on data integrity than ever before, creating 
opportunities for consulting firms specializing in accounting so-
lutions and support.    

Every new business cycle, regardless of its challenges, pres-
ents new and exciting business opportunities. And with each cy-
cle, we see some companies that were previously successful fail 
and other companies prosper and grow. Again the saying “what 
doesn’t kill you makes you stronger” is so apropos to our current 
regulatory environment. I encourage each of you reading this 
article to make a conscious decision to commit the necessary 
time, money, and resources to get in front of these regulatory 
challenges. I believe that those companies that make it through 
will be in a position to prosper. ❖

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.

The general 
consensus on 
both sides of 
the political 
aisle is that 

unregulated 
mortgage lenders 

need to be 
regulated.
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