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A CAse for
  AutomAted
 CompliAnCe

Just like automated underwriting, automated compliance will 
soon just be how business is done.

T he mortgage industry is 
sitting at a technology 
crossroad not too 

different from the crossroad 
it faced with the introduction of the 
automated underwriting system 16 years 
ago. Automated underwriting initially 
struck fear into many an underwriter that 
believed their job was being completely 
replaced by a computer and a new process. It 
ended up delivering efficiency and more profits.  

By Robert Madsen





Today’s crossroad is automated com-
pliance. Seasoned veterans remember the 
days when a loan pre-qualification was 
completed on a paper worksheet or with 
the use of a simple software calculation. 
They remember when loan approvals 
were universally reviewed and approved 
by a committee. Then the bold idea that 
thrilled executives and scared underwrit-
ers was announced. In the fall of 1994, 
Fannie Mae released the first versions 
of Desktop Underwriter. It wasn’t long 
before a computerized rules-based ap-
proach and the use of a statistical scoring 
model became the norm.

Today, of course, investors will sim-
ply no longer accept the loan file with-
out some sort of automated intelligent 
review and approval process prior to 
submission. Automated underwriting 
has become completely integrated in to-
day’s workflow with different emphasis 
applied in reviews run from origination 

to funding. That same dynamic is now 
occurring with Automated Compliance. 

The story isn’t all defensive when 
it comes to the area of automated com-
pliance. For example, lenders can com-
pletely recover fees associated with their 
adoption of automated compliance soft-
ware and services based on a combina-
tion of increased incentives from inves-
tors in Community Reinvestment Act 
(CRA) credits and/or the quality of the 
loan packages being delivered.    

“Automated compliance reviews help 
to streamline the purchasing process, and 
savvy investors are providing incentives 
to their correspondents when an automat-
ed compliance review is provided,” said 
Parvesh Sahi, vice president of Business 
Development for QuestSoft Corporation, 
a leading automated compliance com-
pany. “When loans are delivered without 

regulatory discrepancies by matching up 
to their Investors automated compliance 
review system, the investors’ cost of do-
ing business is lowered. In turn, some 
investors pass the savings back to the cor-
respondent in the form of added compen-
sation or priority underwriting services.”

Automation continues to play a key 
role as the industry transitions into a new 
world of increased regulatory oversight. 
Consistent transaction-based compliance 
reviews are needed from the point-of-
origination all the way through funding 
and into post-closing to reduce regulato-
ry scrutiny, reduce liability and eliminate 
loan buybacks caused by laws, rules and 
regulation violations.  

If your head is spinning from recent 
changes to the Real Estate Settlement 
Protection Act (RESPA), Truth in Lend-
ing Act (TILA), the addition of the Se-
cure and Fair Enforcement (S.A.F.E.) 
Act, consider the recently enacted 2,319-

page Dodd-Frank legislation that will 
add 16 titles and 12 new federal regula-
tory agencies. Dodd-Frank is one of the 
largest financial reform bills since The 
Great Depression. Of the 12 agencies 
created, the Consumer Financial Protec-
tion Bureau (Title X), housed inside the 
Federal Reserve, will be the largest. Add 
multi-state exams, adopted by at least 30 
states this year, and expected to be en-
acted by all 50 states by the end of next 
year, and it’s apparent that survival in the 
new mortgage marketplace will require 
automation to successfully navigate and 
cope with current and future legislation.  

Leonard Ryan, president of Quest-
Soft, describing the impact on lenders 
by saying, “The number of rules and the 
intensity of required data have placed a 
severe strain on both lenders and their 
vendors. There is simply no way to stay 

out of trouble today without reviewing 
100 percent of your loans from origina-
tion through funding.  Eventually, some 
law, rule or regulation is going to catch 
up to you, and it is going to cost far more 
than the prevention.”

Another reason the winds are blowing 
strongly towards adoption of automated 
compliance can be found with the state 
regulators. A new multi-state exam pro-
cess will soon require lenders to upload 
every mortgage file originated, whether 
funded or not, during the examination 
period using a new Licensee Examina-
tion File (LEF) format. The review soft-
ware will process every file and report 
discrepancies and potential rule viola-
tions of federal and state laws immedi-
ately to the state regulator. While almost 
all loan origination software products 
will soon have the ability to provide the 
format, performing a Home Mortgage 
Disclosure Act (HMDA) review and us-
ing an automated compliance engine be-
fore sending the file to the regulator site 
will significantly reduce the possibility 
of surprises. It may also reduce the price 
of an audit since the cost involved will 
be in proportion to the amount of time 
spent in review.   

Beginning in 2011, large institutions 
will be targeted for these multi-state 
examinations. As the process matures, 
lenders will be chosen based on finan-
cial information found in an industry call 
report that must be submitted to regula-
tors on a quarterly basis. Approximately, 
1,400 out of the 8,000 mortgage lenders 
are expected to be subject to this require-
ment. Lenders who proactively begin the 
review process on 100% of their 2009, 
2010 and 2011 loans are expected to fare 
much better than those who continue 
with a manual quality assurance sam-
pling of loans at post-closing using just 
a regulation reference program. Auto-
mated internal oversight on all loan files 
prior to a multi-state exam will ensure 
compliance.

Only four years ago the determina-
tion of acceptable risk and quality was 
achieved with a random sampling of 10% 
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Automation continues to play a key role as 
the industry transitions into a new world of 
increased regulatory oversight.
“ “



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



of your funded loans. Consider these 
points: 1) 10% is not acceptable as every 
loan file can now be reviewed in 10 to 
30 seconds using improved technology; 
2) Major investors are using automated 
compliance tools to minimize their risk 
while holding you accountable; 3) Fur-
thermore, examiners are deploying auto-
mated compliance to speed up the exam-
ination process and distill the results.

“We are rapidly transitioning into a 
period where the pressure to adapt au-
tomated compliance will soon become 
a requirement”, said Mr. Ryan. “This is 
being driven by both investors motivated 
by legal protection and regulators driven 
by standardization.” Mr. Ryan goes on to 
suggest automated compliance three years 
from now will be as commonplace as a 
radio is to an automobile. “We have more 
than tripled our Compliance EAGLE us-
ers over the past two years and have more 
than 100 lenders currently in our pipeline 
considering implementation.”

Robert Englestad, then senior vice 
president for Credit Policy for Fannie Mae, 
wrote in 1997, “We had approximately one 
repurchase for every one thousand mort-
gages that Fannie Mae purchased. Also, 
we do not require repurchases of mortgag-
es for underwriting reasons as long as the 
mortgage is not delinquent.”

Today, the story is very different.  
Every loan is now reviewed to remove 

even a hint of a payment or regulatory 
problem. During the past few years, in-
vestors experimented with every possible 
third party method to justify the return 
of non-performing, and in some cases 
performing loans, to the original lender. 
Our company has been brought in on a 
number of occasions to act as a referee 
and determine the compliance accuracy 
of single loans and entire portfolios.   

Does the buyback pendulum swing 
equal in both directions? On one side 
is the concept of acceptable risk within 
loan pools, and on the other side is the 
strict analysis of each loan for possible 
violations of any law within the 10,000+ 
pages of regulations. The industry is 
right now rapidly changing to the later. 

Because of this, there is now far more 
upside to implementing automated com-
pliance versus the downside of a small 
per loan fee.

Cautious secondary market survivors 
clearly realize the transition to a more ac-
curate automated compliance review pro-
cess, like the adoption of the automated 
underwriting engine sixteen years ago, is 
necessary to ensure files pass regulatory 
and risk management muster from first 
touch to last touch. Post-closing audits 
on 10 percent of loan files are no longer 
adequate to satisfy federal, state, and lo-
cal regulatory scrutiny, or updated inter-
nal risk management policies. 

Top investors are now adopting a 
more accurate and reliable end-to-end 
fully automated compliance review 
solution. Accurate identification and 
correction of error exceptions dur-
ing origination, processing, under-
writing, and pre-closing must become 
a priority throughout the enterprise. 
Only a handful of compliance companies 
remain today due to the extensive legal 
and programming costs associated with 
the maintenance of an automated com-
pliance system. Of these remaining com-
panies, the differences lie primarily in 
the quality of the interface to your loan 
software and the inherent accuracy of the 
systems—how close to the mark does 
the system get when it determines what 
is compliant and what is not compliant? 
Adding to the confusion of choice are in-
vestors who primarily promote one sys-
tem, while the regulators may subcon-
sciously promote another by the mere 
use of the system.   

A strong trend has definitely shifted 

toward the use of intelligent automated 
compliance review systems to avoid sur-
prises. For the largest investors, not any 
compliance engine will do. The largest 
investors are keen on accuracy rather 
than regulatory adoption of a specific 
platform. Accuracy means less regula-
tory scrutiny and greater levels of ef-
ficiency. Some investors are rewarding 
partners who use the same compliance 
review engine they use for the internal 
audit of files they purchase. 

 Over the past year, competition has 
reduced the difference in price, and qual-
ity is the key consideration when choos-
ing an automated compliance vendor.

As we consider the evolution and im-
portance of automated underwriting in the 
life of a loan file, the writing is on the wall 
with respect to automated compliance. Top 
investors are driving behavior to ensure the 
lender’s internal compliance review pro-
cess is an exact match to the investors auto-
mated compliance system. Investors want 
to know partners are working diligently 
to reduce the risk, deliver higher quality 
loans, and ensure sustainability for both 
the lender and the investor. 

With the use of systems any mort-
gage operation wanting to automate and 
streamline the compliance review process 
can run the very same compliance review 
solution used by the largest investors in 
the mortgage industry while submitting 
reviewed loans in a certified export direct 
to the regulators. From first touch to last 
touch, lenders and correspondents can be 
confident that every loan delivered to the 
largest secondary market investors will 
pass regulatory scrutiny from investors, 
regulators, and other interested parties. ❖
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Robert Madsen is Director of Marketing at Laguna Hills-based QuestSoft 
Corp. Robert has been an active participant and driving force towards 
lending automation with more than 20 years representing today’s most-
used loan origination software products, loan document and compliance 
systems. QuestSoft’s automated compliance solution, Compliance 
EAGLE, incorporates the highly accurate Mavent engine, preferred by 
major industry investors and also used by the GSE’s.  For more information, contact Robert at  
robert.madsen@questsoft.com or visit QuestSoft online at www.questsoft.com. 
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Whether you’re managing appraisals in-house or using an Appraisal 
Management Company, Mercury Network will make your appraisal 
management — and your life — much easier. 
Mercury Network is the premiere online appraisal Vendor 
Management Platform, or VMP, allowing lenders and AMCs to 
manage their entire appraisal workflow easily and efficiently.  It’s 
been used by more than 200,000 mortgage professionals since 2002 
to completely automate the full “round trip” of tens of millions of 
appraisals, and now you can use it too.  For free.
With Mercury, you can use your own trusted appraisers, or ours, (or 
a combination of both) and still maintain regulatory compliance.  
You’ll have peace of mind, avoid delays, keep everyone in the loop, 
and keep closings on schedule.
Mercury has been proven in the real world on millions of appraisals 
and it’s free, fast, and secure. Since there’s no software to install and 
you can be ordering appraisals in minutes, why wait?  Call us today 
for a personal walkthrough.

Mercury Network
Appraisal headaches?  Get a tour of 

this free vendor management platform
Use your own appraisers, ours or 
a combination.  It’s up to you.  

Get compliance peace of mind with 
a full audit trail (FHA, GLBA, Federal 
interagency guidelines, and more).

Select appraisers by proximity 
and local market knowledge.

Run custom review rules before 
you receive the appraisal, 
reducing phone tag.

Get 24x7 status and more.

Proven in the real world by 
200,000 mortgage pros since 2002, 
completely automating the full round 
trip of tens of millions of appraisals.

— Jaki Brown, First Community Bank
See more stories at www.MercuryVMP.com/Lenders
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no-pressure
walkthrough
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