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Editor’s NotE

Why It Matters

Do you need another trade magazine? Do you need more outsiders trying to tell you about the trends going on in your industry? 
Do you really need another news outlet? No, no and no. Now is the time to turn the page. Now is the time to chart a new future for 
our industry. Not by listening to others, but rather by speaking out and speaking with each other. One of the problems hindering 
this type of industry discourse is that no forum exists for the industry to collaborate and share ideas. That’s why PROGRESS in 
Lending Association was formed.

In our mission statement, we assert that, “the mortgage industry itself is going through a lot of change. Lenders are going to be 
forced to literally reinvent themselves going forward to remain solvent, but change isn’t always bad. We at PROGRESS in Lending 
Association believe that business process re-thinking and optimization can make all the difference. This association is about 
educating mortgage participants about how to face real business problems and overcome them through technology innovation.”

How do we know what we’re doing is going to really help the mortgage industry? Because it’s working already. The SEC is 
looking to mandate the use of loan-level data. We believe strongly in MISMO and open XML-based data standardization. So, what 
did we do? We engaged the SEC to start a dialogue. Amazingly the SEC was very responsive. Why would they talk to us vs. other 
more established industry groups? Because we started the conversation with them. We sought to educate them about our industry 
and they were ready to listen. We stood up when others didn’t.

This magazine is the next logical step in the mission outlined. This magazine is another deliverable by PROGRESS in Lending 
Association to make it easier for the industry to talk and solve real problems. Tomorrow’s Mortgage Executive magazine is as its 
tagline states, “ the place for visionaries and thought leaders.” In the pages of this magazine, you will hear your peers talk about the 
problems that they face everyday and the solutions that they think will improve mortgage lending. 

The old saying goes: God helps those that help themselves. Now is our time to stand up, correct some wrongs and make sure 
our industry recovers. How do we do that? We would encourage you to read what our contributors have to say here. From there you 
should contact PROGRESS in Lending Association and express your views. Your ideas can be powerful and we want to give you 
yet another forum to express these ideas in the form of Tomorrow’s Mortgage Executive magazine. Why?  Because it matters.

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.

By coupling those upfront verifications 
with full e-mortgage solutions and legally 
compliant electronic document systems, 
lenders can address a myriad of business 
challenges.

Your Voice - BY HarrY Gardner

Our Biggest Problem

The mortgage industry faces a number of unprecedented challenges in today’s lending 
environment, many of them generated as a result of the backlash from the subprime meltdown 
and the global financial crisis. How does anyone decide which is the greatest problem in the 

mortgage industry today? The answer may vary depending on one’s perspective, business focus, 
resources, location and other factors. 

Let’s look at the biggest challenges facing lenders today. 
First, lenders must produce loans that adhere to tighter lending standards, because investors are 

so much more cautious about buying loans with solid evidence of the borrower’s qualifications and 
the property’s valuation. 

Most corporations are reluctant to hire more workers in today’s volatile business environment, 
preferring instead to sit on large sums of cash as a hedge against another financial crisis or a return 
to another U.S. recession (the much-feared “double dip”). Lenders are no exception, and most are 
trying to make do with current resources while stretching their workers ever thinner each day. This 

means that capacity is always an issue, and that 
their ability to respond to fluctuations in demand 
is very limited. 

Speaking of fluctuations, recent government 
incentives to borrowers like the first-time 
homebuyers’ tax credit have produced some very 
large and relatively short-lived spikes in loan 
demand, exactly the kind of challenge that lenders 
are ill-prepared for. 

On top of all this volatility and unpredictability 
on the origination side, let’s not forget that a huge number of borrowers are still distressed, dealing 
with job and income losses and underwater mortgages, as property values remain stagnant along 
with a much-needed economic recovery. Lenders and servicers are working through a big backlog of 
loan modifications and workouts for their customers, based on the government’s Home Affordable 
Modification Program (HAMP) and Home Affordable Foreclosure Alternatives (HAFA) program, 
which are complex, changing and paper-intensive.  

Finally, the government provides another set of challenges and hurdles for lenders and investors, 
with constantly-evolving legislative and regulatory reforms that aim to prevent a repeat of the subprime 
and mortgage crisis. These include the Mortgage Disclosure Improvement Act (MDIA), as well as 
the Federal Home Finance Authority (FHFA) announcement in May of the Uniform Mortgage Data 
Program, or UMDP. Fannie Mae and Freddie Mac will require loan delivery and appraisal data to be 
provided in standardized MISMO XML data formats by September 1, 2011. 

The good news is that we don’t have to pick a single “greatest” problem that the mortgage industry 
faces, because – surprise! – technology can help with all of these challenges. 

To meet tighter lending standards, vendors who perform electronic verifications of borrower 
identity, income, employment and other factors are constantly expanding their speed, scope and 
accuracy. 
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By coupling those upfront verifications with full e-mortgage 
solutions and legally compliant electronic document systems, 
lenders can address a myriad of business challenges in the 
marketplace today. These solutions allow lenders to work 
more efficiently, leveraging existing staff to be able to handle 
production demand spikes without the traditional hire/fire 
cycles. Origination velocity can increase as well, so that 
lenders can be confident of closing their 
borrowers’ loans before government 
incentive programs expire, making for 
happy and repeat customers. Perhaps 
most importantly, lenders can do what 
they do best—lend to borrowers—and 
allow their document provider to keep 
disclosure and closing documents fully 
compliant with the changing legislative 
and regulatory landscape (a constant 
effort in today’s environment). 

E-disclosures provide a powerful 
tool for meeting increased regulatory 
requirements. By posting electronic 
disclosure documents in a secure online 
signing room and sending links to the loan applicant(s), lenders 
know exactly when the borrower has accessed their disclosure 
documents, which documents were viewed, and of course when 
they were signed. Re-disclosures, if required by the loan data 
exceeding specific thresholds from the original disclosures, 
can also be more quickly and easily accomplished. 

Every step in the origination process can be tracked 
more accurately through electronic triggers and workflow 
management. Without these tools, loan originators are almost 
guaranteed that some of their loans will “fall through the 
cracks” of today’s compliance requirements. 

Finally, e-mortgage solutions have coupled with state-of-
the-art decisioning technologies to produce a powerful way 
to address today’s distressed servicing portfolios. Servicers 
can process a batch of distressed loans through a decisioning 
engine to produce a “waterfall” of options for each loan, from 
best to progressively less desirable outcomes. These results 
can even include “what-if” options (for example, a particular 
borrower might miss qualifying for a HAMP modification 
by just a few thousand dollars of equity, and the decisioning 
engine can indicate that option—if the borrower could come 
up with that extra cash toward their loan mod, it would put 

them into a better program). 
The loan workout process is also enhanced by automated 

verification technology—after a distressed borrower is 
determined to be eligible for a specific loan modification, 
verification technology can help pre-qualify them, so that the 
servicer can contact them with a complete option to accomplish 
their loan workout immediately. One special servicer that we 

have worked with, Residential Credit 
Solutions, has reported that 50% 
of their distressed borrowers, when 
presented with a fully-developed best-
fit loan workout option in this fashion, 
will complete the transaction within 
one business day, and over 80% by the 
end of the second business day. 

Again, servicers can also work more 
efficiently by leveraging technology 
tools like this, allowing them to handle 
greater volume fluctuations with less-
volatile staffing fluctuations. 

Finally, MISMO standards continue 
to provide the foundation for the 

mortgage industry to achieve a new level of data quality and 
transparency, a critical need that was highlighted during the 
subprime meltdown, when investors were faced with trying to 
“unwind” the loan information from multiple layers of complex 
investment vehicles like Collateralized Debt Obligations (CDOs). 
This value proposition received its highest level of government 
recognition to date, with the FHFA announcement of the UMDP 
mentioned above. Loan Origination System (LOS) vendors have 
already added MISMO data standards into their products, and 
will continue to update them to meet each new requirement for 
loan delivery data to Fannie Mae and Freddie Mac. 

Eventually we’ll reach the true tipping point of mortgage 
industry automation, when we achieve a uniform landscape of 
intelligent electronic documents with e-signatures, along with 
a full national infrastructure for e-notarization and e-recording 
(all of you individual Secretaries of State out there, please look 
at the big picture and work together to achieve broad, consistent 
standards!). Those electronic document packages will actually 
become the “system of record” for each mortgage loan. That 
data and the document will become one and the same, and high-
quality loan data will travel with the documents throughout the 
life of the loan. Imagine the possibilities. ❖

Harry Gardner is the Chief Strategy Officer for SigniaDocs. He also serves as the Chair of the MISMO Residential  
Governance Committee for 2010. Harry was previously the Vice President of Industry Technology for the Mortgage 
Bankers Association, and was the President of MISMO Inc. He can be reached via e-mail at hgardner@signiadocs.com.

Eventually we’ll reach 
the true tipping point 

of mortgage industry 
automation, when we 

achieve a uniform 
landscape of intelligent 
electronic documents 

with e-signatures.
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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.

Regulatory and investor compliance 
represents one of the biggest challenges 
in the mortgage industry due to continually 
changing rules and regulations.

RecoveRy Tips - By DaviD WinD

Stay Ahead of the Market

Regulatory and investor compliance represents one of the biggest challenges in the mortgage 
industry due to continually changing rules and regulations, new lending requirements and 
shifting investor guidelines. The proliferation of tighter standards and increased enforcement, 

in addition to the wave of new state and federal laws, make it extremely difficult for lenders to 
maintain compliance without the assistance of key strategic partnerships.

Lenders can take steps to embrace automation solutions to realize new opportunities; gain a 
competitive edge in recruiting; compress the dreaded “disclosure period;” improve communication 
between sales, processing, third parties and vendors; and streamline the settlement preparation 
process. At Guaranteed Home Mortgage, we pride ourselves on providing superior service and 
creating satisfied customers by working hard to satisfy their mortgage needs and exceeding their 
expectations.

We rapidly respond to new opportunities in today’s dynamic mortgage markets with underwriting 
flexibility and the delivery of unique niche mortgage programs essential to satisfying individual 

needs. How? For example, we offer single-click 
loan disclosure ordering and delivery. When it’s 
time to prepare and deliver pre-disclosures, the 
following happens with one mouse click: all 
LOS data is audited to ensure that all data is 
entered; all fee data is audited to avoid under-
disclosure by the loan officer; six different high-
cost tests are run in the specific state and city 
to ensure compliance with high-cost laws; all 

state-specific, loan-specific, fully warranted disclosures are indexed, named and loaded for the 
lender; a personalized Web portal is automatically created for the applicant; an e-mail is delivered 
to the applicant providing single click entry into the portal; all pre-disclosures are segmented into 
two groups to be e-signed or ink-signed (e.g., an IRS form 4506T); and a bar-coded cover sheet is 
created for the ink-signed forms to let the consumer sign and fax them to digitize the documents 
into the loan file. This procedure transforms a training-intensive, time-consuming process into a 
consistent event without any errors.

We also do Regulation Z and Regulation B compliance without human effort. Our solution 
completely enforces Reg B and Reg Z, significantly reducing the occurrence of human error, thus 
eliminating the potential of costly legal liability associated with compliance violations. Compliance 
is enforced comprehensively, and every file contains a complete audit log and archives all activities 
taken to do so. Automated compliance highlights include: files are automatically withdrawn 
if compliance timelines are exceeded; proper disclosure notice is automatically sent to the client 
(without human involvement); and loan officers are reminded about files to assist them in meeting 
compliance guidelines.

In addition, we have one-click RESPA disclosure compliance. This innovation alone will save 
thousands of dollars each month in needless closing costs by protecting lenders from inadvertently 
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under-disclosing RESPA-related fees. This one-click test can 
be added to any status. When run, the following occurs:

System examines the data contained in the RESPA-regulated 
sections of the most recently disclosed GFE,

System compares this data with the data in the LOS for the 
closing GFE,

If any fees exceed RESPA thresholds, an electronic flag 
is raised showing the aggregated total 
along with detailed service provider and 
associated fees causing the violation,

When a test fails, the system auto-
matically offers three options: modify 
the LOS and re-run the test, do nothing 
and simply reimburse the applicant at 
closing, redisclose a new GFE (deliv-
ered automatically) — and the system 
monitors the file to prevent closing be-
fore the RESPA-defined wait period.

Our technology also enables us to 
move files person to person as they 
move through the pipeline. This feature 
transforms our existing workflow. 
The solution’s ability to address the 
following questions illustrates the 
significance of what we’ve accomplished:

When an employee has completed work on a file, who 
should get it next?

What if a lender has 20 processors, but three only work for 
specific loan officers? 

What if an employee who received a file wanted to send it 
to someone else?

What if the loan program changed mid-stream - who gets 
the file now?

What if an underwriter is unable to work for an extended 
period of time? How is the work distributed?

What if a processor completes the required steps to move 
the file but still needs to complete less pressing tasks before 
closing?

Auto distribution of loan files within a linked network 
of smart desktops represents a significant enhancement to 
automated workflow by eliminating the need to track down 
files or notify others when files require their attention. 

We can also invite business partners to participate in the 
portal. A mortgage loan depends on a variety of third-party 

business partners to facilitate completion. The Web portal 
allows any number of business partners to be invited into a 
specific portal, and gives them tools to digitize documents to 
the file, participate in discussions and even stay current on 
the loan status.

Yet it’s more than access to one portal because if a real 
estate agent, for example, is invited to multiple portals, they 

create their own private desktop to 
easily jump into any of the portals in 
progress with that lender. This both 
simplifies their work and eliminates 
their worst fear when referring clients 
to a mortgage lender: being left in the 
dark about the closing status.

We also do one-click distribution 
of underwriting conditions. With all 
the advancements in LOS technol-
ogy, underwriters still struggle with the 
manually intensive burden of commu-
nicating and tracking completion of un-
derwriting conditions. This technology 
solves the problem, again with “one 
click” methodology. Here’s what hap-
pens: underwriter selects underwriting 

conditions; underwriter can add comments or notes to specific 
conditions; conditions are broken up and individually routed to 
those responsible for clearing the condition; users see all loans 
with outstanding conditions they must address; users can attach 
documents to the condition, as well as add / view notes; condi-
tion moves back to underwriter for approval; and underwriter 
can see real-time status of every condition on every loan. 

By embracing technology and strategically partnering 
with Cogent Road and their Roohmz Mortgage Solution, we 
can more effectively respond to today’s market conditions 
and do everything I described. Roohmz brings new levels of 
automation, scalability and quality control to loan production.

Wherever possible, we have combined numerous functions 
into a single process triggered by a mouse click. For the 
“assembly-line” theory to be effective, Roohmz must perform 
real work on the file whenever possible in order to deliver the 
same, error-free result every time—and to do it fast. Eliminating 
human involvement where possible significantly reduces the 
training and management burden lenders face while greatly 
improving throughput and loan quality. ❖

David Wind is Principal and CEO at Guaranteed Home Mortgage Co. Inc. He has clerked at the New York State Attorney 
General’s Real Estate Finance Bureau. In 1992, David founded Guaranteed, a licensed mortgage investment and banking 
firm. For more information, please contact Kelley Berkheiser at kberkheiser@ghmc.com.

Eliminating human  
involvement where  

possible significantly 
reduces the training and 

management burden 
lenders face while  

greatly improving 
throughput and  

loan quality.
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Process ImProvement - By tony GarrItano

We Are Not Alone
While many are feeling a bit bullied by the federal government, it’s important  
to understand that government isn’t singling us out.

Is the government over-regulating mortgage? Are politicians scoring political points by taking shots 
at our industry? We’ll see if the industry truly becomes over regulated. My guess is that new 
regulation is having an unintended consequence. What do I mean? Lenders are automating more to 

comply and I believe that’s a good thing.
Are politicians using new mortgage regulation to score points? Politicians are always trying to score 

political points, I don’t see anything new there. However, I think it’s important to see if the politicians 
are truly picking on or us or just trying to get us to do the right thing.

Let’s look at the healthcare industry. The government is currently providing financial incentives to 
get doctors and hospitals to embrace electronic medical records.  If doctors do not go fully electronic 
within a certain timeframe the carrots now being extended by the government will turn into sticks. 
Reimbursements will be curtailed if doctors don’t automate.

Health Administration Press reports that even though EMR systems with computerized provider 
order entry (CPOE) have existed for more than 30 years, fewer than 10% of hospitals as of 2006 have 

a fully integrated system. We could say the same about 
electronic mortgages in our industry. The technology 
isn’t new, but very few e-mortgages are being done.

Further, the National Center for Health reports that 
in the United States, 38.4% of office-based physicians 
said that they were using fully or partially electronic 
medical record systems (EMR) in 2008. However, the 
same study found that only 20.4% of all physicians 
reported using a system described as minimally 

functional and including the following features: orders for prescriptions, orders for tests, viewing 
laboratory or imaging results, and clinical notes.

Again, this sounds very familiar. Lenders think because they image that they’re high-tech. It just 
isn’t the case. It’s a step in the right direction but it’s a far cry from where the mortgage industry needs 
to be if it is to truly perfect the process for borrowers looking to buy a home and for investors looking 
for more transparency within the actual process of lending.

So far the government has not gone as far as to provide lenders with financial incentives to automate. 
The government has also not punished those lenders that still cling to paper.

In response, most lenders express a sigh of relief instead of looking proactively at how they can 
further automate the process. Why aren’t more lenders looking to a fully automated future? The 
most common argument I hear is that to automate would create too many problems with regards to   
consumer protection. Lenders say they have too much sensitive information about the borrower that 
has to be secured and protected. I wonder how storing that sensitive data on a piece of paper that many 
people see and can alter makes for a more secure process. That same piece of paper will be stored in a 
warehouse or vault that can be tampered with or destroyed. Floods, termites, rats, anyone?

Now, let’s draw a comparison to the medical field. Is the data contained in a mortgage more sensitive 
than the personal data a doctor holds on you? According to the LA Times, roughly 150 people (from 

Even if you have a stellar process, 
which we all know is not the case when it 
comes to mortgage, it still deserves a 
second, or third, or fourth look.
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doctors and nurses to technicians and billing clerks) have access 
to at least part of a patient’s records during a hospitalization, 
and over 600,000 payers, providers and other entities that handle 
providers’ billing data have some access. In order to make this 
process more secure the government is saying doctors have to 
automate, yet many lenders somehow argue that these same 
principles do not apply to the business of mortgage lending. 

What makes mortgage different? Lenders say they don’t want 
their name in the papers saying that they lost so many electronic 
files. Guess what, it’s just as easy—I would argue easier—to 
lose a piece of paper.

The National Archives and Records 
Administration tells us, “Doctors 
are on the hook for safeguarding the 
information they deal with as well. 
In fact, by law under data protection 
legislation, responsibility for patient 
records (irrespective of the form they 
are kept in) is always on the creator 
and custodian of the record, usually a 
health care practice or facility. The physical medical records are 
the property of the medical provider (or facility) that prepares 
them. This includes films and tracings from diagnostic imaging 
procedures such as X-ray, CT, PET, MRI, ultrasound, etc.”

Further, he Health Insurance Portability and Accountability 
Act came into being in 1996 to ensure the rights of patients. 
Title II of HIPAA defines numerous offenses relating to health 
care and sets civil and criminal penalties for them. It also creates 
several programs to control fraud and abuse within the health 
care system. The HIPAA Privacy Rule regulates the use and 
disclosure of certain information held by “covered entities” 
(generally, health care clearinghouses, employer sponsored 
health plans, health insurers, and medical service providers that 
engage in certain transactions.)

Why is this important? More people touch a medical record 
vs. a mortgage and there is stiff regulation detailing that doctors 
must deal with the information they have dating back to the 1990s, 
yet the government is saying to doctors that they must automate. 

In mortgage we do not see the government taking such a hard 
stance yet most in the mortgage industry today think that they 
are somehow being singled out or picked on.

Maybe the government should take similar action when it comes 
to mortgage. Change is not bad. Change is going to happen.

 Even if you have a stellar process, which we all know is not 
the case when it comes to mortgage, it still deserves a second, or 
third, or fourth look. 

There’s a common phrase that says the only constant in 
life is change. I don’t think that’s bad. If you don’t change you 
become stale and outdated. I fear that is in fact what has already 
happened in mortgage. The process in some cases is already 
outdated and stale.

Let’s also think about what happens to those that don’t 
change. Oxford University Press reported that across the 

developed world, almost 90% of lung 
cancer deaths are caused by smoking. In 
the United States, smoking is estimated 
to account for 87% of lung cancer cases 
(90% in men and 85% in women). Why 
do I bring these statistics up? Smoking is 
a bad. Those that don’t break themselves 
of this habit risk death. 

In mortgage the bad habit that needs to 
be broken is a reliance on paper. I’m not 

sure any lender would tell you that a day when the full e-mortgage 
becomes mainstream is not coming. Everyone admits that 
automation is the future, yet not enough is being done to get there. 

Maybe the question isn’t whether the government needs to take 
a stance on getting the mortgage industry to automate its processes, 
maybe the question is: Why haven’t mortgage lenders done it on 
their own already? Perhaps the federal government should take 
a harder stance on moving the mortgage industry to automate. 
Maybe the government should push the industry harder.

Personally, I don’t think you can litigate common sense. 
Lenders will get there. However, they need to take a hard look at 
what they do today and actually improve it. Every lender thinks 
their process is so advanced, but in actuality there is always more 
that can be done.

Moving toward a more automated process in the face of new 
regulation, tighter profit margins, the need to be more efficient, 
the reality that you have to do more with less, the knowledge 
that the consumer is demanding more, just makes sense. I think 
lenders get that message, but unfortunately I don’t think enough 
are acting on it. 

So, let’s all roll up our sleeves and get to work on moving 
toward a more automated, trusted, transparent mortgage process. 
After all if the doctors can do it, so can we. ❖

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.

In mortgage the  
bad habit that  

needs to be broken  
is a reliance  

on paper.
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Future trends - By roger gudoBBa

A Wake-Up Call
Our primary goal now, as an industry, should be winning back the consumer’s 
trust, and our actions must support that goal.

T imes are tough. This economic downturn is the deepest downturn that I’ve seen in my career. I 
recently read an article that said, “Concerns about a possible new recession had arisen after a 
batch of downbeat reports in August. 

“For example, new applications for jobless benefits shot past the half-million mark in mid-August, 
the highest level since November.” Things are not good, but now is not the time to place blame or pass 
the buck. Now is the time to fix some problems and move forward as an industry.

I think many executives in the mortgage space are missing the point. This is not a philosophical 
debate between political parties. This is not about big business vs. government intervention. This is 
about the mortgage industry’s survival. 

We have to come together as an industry and really rethink how the business of mortgage lending 
is done.

Does that mean everything we’ve done up until now is wrong? Of course not, but everything we’ve 
done deserves a second look. 

Our primary goal now, as an industry, should be 
winning back the consumer’s trust, and our actions 
must support that goal.

So, how do we address this issue? Lenders first 
need to remember the essentials. Lending shouldn’t be 
about creating or feeding an investor’s appetite for a 
certain loan product. What is lending about? 

The lender’s role is to evaluate the risk of making a 
mortgage by assessing the borrower’s willingness and 

ability to repay the loan and determining if the property value is sufficient to cover the loan amount. It 
seems like common sense, but these tenets were ignored by too many during the boom years leading 
up to the mortgage crisis.

In order to get back to a period of relative prosperity, others involved in the mortgage process need 
to step up as well. The loan officer and mortgage broker have some work to do, too. 

The person at the front end of the process can’t be just a glorified salesperson looking to make a 
commission on a sale; they need to be trusted financial advisors.

The concept of the loan officer providing financial expertise isn’t new. It’s talked about often, but I 
don’t think people really know what it means when they say it. 

After all, we all like to think that we are experts in our given fields.
Loan officers have to know their product offerings. That doesn’t mean that they memorize a few 

talking points in time for the test when a borrower comes in to ask questions. It means that they know 
the nuances of every loan product in their inventory. It means explaining fees and interest rates. It 
means knowing the borrower’s circumstances to help them select the right product. 

How can you tell a financial advisor from a salesperson? A financial advisor should present the 
borrower with detailed—not peripheral—comparisons and objectively explain the differences between 
the various loan products in a manner that serves the consumer’s best interest.

I think many executives in the mortgage 
space are missing the point. This  
is about the mortgage industry’s  
survival.
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In contrast, the salesperson will do anything to get the sale. 
The consumer’s best interest does not factor into their strategy 
for working with borrowers. 

What’s the difference between getting a sale and helping 
someone get a mortgage? A mortgage is a 30-year commitment 
in most cases—a commitment by both the borrower and the 
lender. That shouldn’t be taken lightly by anyone involved in the 
mortgage process. 

Here’s the good news: if you live by the best practices I have 
detailed, you’ll get the borrower into the right loan product and 
you’ll get future business from referrals.

Everyone wins.
An honest acknowledgment of 

problems on the lending side of the 
equation does not absolve borrowers of 
their responsibilities. Consumers must 
be more involved in the process as well. 

They have to be more informed 
about what they’re doing. You can’t just 
sign 30 years of your life away without 
understanding the obligations that 
come with your signature on mortgage 
documents. 

Borrowers need to understand the subtleties of the individual 
loan programs that they’re considering. It’s popular these days to 
scream about the evils of ARMs. Borrowers need to be realistic. 

Houses in the $750,000 range are not within their reach with 
zero down and a $500 weekly income, no matter how much they 
may wish otherwise. The numbers may be exaggerated but a 
number of Option ARMs were closed as affordability loans with 
minimum payments and the borrower did not comprehend the 
impact of the adjustments. 

The fact is that for certain borrowers ARMs make sense. An 
ARM should not be presented as an automatic alternative for 
borrowers who can’t get into a 30-year fixed mortgage, however, 
and an informed consumer should understand the ramifications 
associated with an ARM loan product.

This is true for any borrower considering any loan product, 
of course. Consumers have to understand that the housing 
market changes and a mortgage is an investment, and as with 
any investment, sometimes you win and sometimes you lose. 

The problem is that everyone expected home prices to rise 
forever. That is just not the case.

The appraiser also needs to step up his game. What do I 
mean? Real estate is all about location, location, location. The 
appraiser needs to know the market area. 

The house on a given block may be worth much more than 
the house just down the street. In order to determine true market 
value, the appraiser needs to understand the subtleties of that 
market. Not all properties are equal. That’s why a live appraiser, 
in my estimation, can never be totally replaced. 

You can automate this process, but as Griff Straw, a long 
time mortgage executive, said recently “Nothing beats walking 

the dirt”. 
What’s my general thought when 

writing this? Our industry cannot thrive 
if we stick with the practices adopted 
in the last few years. We have to make 
changes. In fact, some changes are being 
made already. 

If we’re going to build a transparent, 
end-to-end mortgage process, then at each 
step the mortgage professional needs to 
see what happened in all previous steps 
and have confidence in that information. 
We cannot expect good business to result 

from good guesses based on partial information.
We all need to remember that the investor is looking at every 

loan these days. A 10% sampling won’t cut it. Do you want a 
buyback? I don’t think so. 

Technology can bring some common red flags to a human’s 
attention, but technology can’t determine next steps or determine 
strategy and best practices or be the eyes to validate the supporting 
documents. Technology is a tool, not a solution.

The fact is technology will help the mortgage industry to 
make this transition towards a more transparent process. How? 
Having an electronic loan folder is the first step. Why? Because 
you’re not dealing with paper that can be forged or lost. 

Once you have that e-folder, you need somebody with common 
sense to look at that information and analyze it thoroughly.

Quite frankly, I don’t see a day when a loan is done in 
just 24 hours. I know that may seem like a strange comment 
coming from a guy who has dedicated his life to automation, 
but it’s true. 

However, I do see a day when technology helps us produce 
better quality loans if we use it appropriately. ❖

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.

An honest  
acknowledgment  
of problems on the  

lending side of the  
equation does not  

absolve borrowers of 
their responsibilities.
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Business strategies - By Michael haMMond

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.

A ll of us have seen it done and maybe we are even guilty of doing it ourselves. We spend 
money on high-level programmers and developers to build our business solutions, but when 
it comes to strategic marketing, something like a logo, collateral material or a website; we 

think, “Heck, Sue in customer support has used PhotoShop before. Maybe she can do our logo when 
she is not busy on the phones” or, “We just need to update our website. I have a neighbor that does 
that on the side. Let me see if he can inexpensively update our site.”

I’m here to tell you that is the wrong approach. While making these types of decisions has saved 
your company some initial upfront costs, cutting corners on a comprehensive and strategic brand 
strategy can cost you significantly more in the long run. It’s all about what I like to call strategic 
branding.

Strategic branding does not have to be an extremely expensive effort that only Fortune 500 
companies can afford. No matter the size or budget of your company, you need to take the time and 
effort to strategically examine your brand. A dynamic brand is definitely more than just your logo 

or website; it’s who you are as an organization and 
what you actually stand for. It’s the experience people 
have with your organization, the lasting impression 
you leave in their minds. So you need to strategically 
think about what you want that impression to be and 
ensure that you communicate it consistently across 
your organization.

A distinctive brand is more than the visual 
personality presented, but it is a critical component of 
it. You want prospects to be attracted to the look and 

feel of your company. Often that is the first impression they have with your organization. Beyond 
name and logo, the brand personality visually represents the organization’s individual identity through 
well-defined graphic design, color palette, and overall look and feel, in order to emotionally connect 
with your audience.

Why are so many companies willing to cut corners on the first interaction potential customers 
have with their company?

Going cheap with unqualified individuals who don’t understand anything about your value 
proposition, key differentiators, competitors or target audience is going to cost you dearly in the long 
run. I know a number of companies that wasted money because they did not possess a brand strategy. 
A dynamic brand is more than just finding some pictures on iStock and creating a catchy phrase. You 
will lose more in lost sales by getting this part wrong than you will save on cutting corners.

And you know what? A strong brand strategy goes beyond visual personality to include your 
brand positioning. It serves as the foundation for all future marketing materials. This helps you avoid 
throwing away money on ill conceived graphics and ensures that you only invest in activities that 
move your business forward.

Brand Positioning is how you speak about your company and it has a significant impact on how 

Going cheap with unqualified individuals 
who don’t understand anything about your 
value proposition, key differentiators, 
competitors or target audience is going to 
cost you.
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others perceive your organization.  
When properly done it will differentiate 
your offerings in the marketplace and 
build value for your target audiences. 
It is critical to have powerful brand 
positioning that clearly differentiates 
your company from the competition—
and one that expresses your unique 
personality. Your target audiences 
should instantly understand your value 
proposition. They need to know what 
they can expect when doing business 
with you and what it is that your 
company stands for in the marketplace.

Brand positioning sets the foundation for the messaging 
that will be used in all interactions with your target audiences, 
including prospects, customers, employees, the media, and other 
key shareholders. This foundation enables your organization to 
deliver consistent messaging in all communications, whether 
it is a marketing collateral, website, sales presentation, press 
release, etc. Consistency is critical when developing a dynamic 
brand image for your company.

Brand positioning is written from the perspective of the 
prospect. Many companies focus so heavily on features and 
functions that often the message does not register with the 
prospect. A value based approach that focuses on what is in it 
for the prospect, will grab their attention and not require them 
to figure out how those features may benefit their company.

One of the earliest and most powerful ways that your 
corporate brand is delivered to your target audiences is 
through your logo and tagline. A succinct announcement that 
communicates your strategic positioning instantly, a tagline 
should be easy to understand and resonate with your audience. 
Depending on the brand strategy, a tagline can be 1.) inspiring 
– call to action, 2.) emotional – creates a tone or feeling about 
the business, 3.) informative – states a fact or is 4.) descriptive 
– explains what the business does.  

A dynamic tagline can be used to express your company’s 
vision, highlight your value propositions, convey competitive 
distinction in the marketplace and enhance your overall brand 
image.  A tagline can extend your brand image; develop an 
emotional connection with your prospective clients when used 
in conjunction with your marketing campaigns. 

Often businesses have names that 
are not particularly descriptive nor do 
they identify your products or services 
– a well constructed tagline can bring 
focus to your offerings. In general when 
developing a truly distinctive tagline one 
should keep in mind these guidelines.

>>Dynamic – the tagline should 
spark interest and cause action 

>>Stay positive – people do not like 
negative statements 

>>Be concise- no more than 7 
words

Strong brands accelerate business 
results elevating companies, their products and services 
from commodity status to positions of distinction in the 
marketplaces. The ideal brand that comes forth is one 
that is positive, creates trust, credibility and loyalty, while 
establishing long-term differentiation in the marketplace. 

Branding, when done well, is more than a just a marketing 
task, it is a strategic roadmap for the entire organization 
to follow. I think your brand should stretch across your 
organization, encompassing corporate philosophy, product 
uniqueness, communications and prospect interactions. Your 
dynamic new brand should impact all of your communication 
points.  It should be embraced by all of your employees and a 
representation of your corporate culture at all times. Branding 
is not a project, rather something that becomes part of your 
organization. 

At the end of the day, the brand experience that your 
prospects, clients and partners encounter through their 
interactions with your organization shapes their perception 
of you, for the good or bad.  The brand experience is your 
opportunity to positively impact their perception of your 
organization. Beyond creating memorable experiences, the term 
brand experience is aspirational: it speaks to the goal of making 
every communication and interaction with your prospects and 
customers extraordinary, compelling and engaging which then 
ties directly to your brand. 

Saving a few thousand dollars and then losing $100,000’s 
in business opportunities because you didn’t connect with your 
target audience does not seem like a strong go-forward strategy 
to me. ❖

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.

Strong brands 
accelerate business 

results elevating 
companies, their 

products and services 
from commodity 

status to positions of 
distinction.

          Tomorrow’s Mortgage Executive      17          



18      Tomorrow’s Mortgage Executive           

S everal recent changes in mortgage loan servicing regulations, 
government assistance programs and various technology have created 
an environment of uncertainty about the future of loan servicing. In 

order to contemplate what is on the horizon, we must first think about the 
events that have formed this current landscape. 

By Joe Dombrowski and Monica Orluk

As mortgage servicing takes on more significance, servicers have to be 
prepared for future trends.

Predicts
the Future

the Past
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Over the last decade, several trends 
have driven the re-shaping of the financial 
services industry. These include: 

>>Customer behavior shifts due to 
the proliferation of using the Internet and 
mobile devices 

>>Consumer protection legislation 
that has resulted from the financial crisis

>>Banking industry consolidation due 
to mergers, acquisitions and failures

>>Globalization that has forged a 
single, 24x7 worldwide economy

>>Technology advances that have 
enabled financial institutions to implement 
customer-centric business models

These trends have been evolving and 
gathering to a critical mass over the last 
several years. They have had a sweeping, 
and in many cases, permanent effect on 
the world at large, the United States, your 
financial institution and your home. Let’s 
take a look into how these trends uniquely 
impact loan servicing and how lenders 
can respond. 

In 2005, it looked as if the top three 
mega-servicers would control more than 
60% of all mortgage loans in perpetuity. 
That level of servicing concentration was 
fueled by the economics of servicing 
rights and the seemingly endless supply 
of new loans (and their attendant fees) on 
which these financial institutions could 

profit. Economy of scale certainly played 
into the equation since FAS125 changed 
how servicing was viewed from an 
accounting standpoint and made servicing 
operations more sensitive to interest rate 
fluctuations and prepayment speed. Per-
loan profits were squeezed, giving an 
advantage to the very large organizations. 
These factors influenced the decision for 
some institutions to reduce or eliminate 
mortgage servicing altogether. 

Although the subprime meltdown 
caused a shift in the organizations 
holding the largest portfolios, the largest 

concentration of accounts is still held by 
the top 10 servicers.

Recently, however, we’ve started to see 
some additional erosion in servicing share 
by the major players and an increase in 
the number of specialized, niche servicers 
along with some companies deciding to 
take servicing back in-house. The decision 
to reinstate in-house servicing is typically 
driven by the spread between market and 
economic value of servicing rights. It 
stands to reason that the growth of mega-
servicers and the subsequent rise of special 
and niche servicers is a predictable cycle 
that corresponds to interest rate changes.

We believe that the growth of niche 
servicing may well continue. Freddie 
Mac and Fannie Mae are contemplating 
the creation of different compensation 
plans for servicers of performing loans, 
and moving non-performing loans to spe-
cial servicers for a more hands-on touch. 
This would speed the de-concentration of 
servicing portfolios and create opportuni-
ty for special and niche servicers. Going 
forward, defining a specific specialty will 
be important for servicers to distinguish 
themselves and survive. The servicers 
that thrive will be expert users of technol-
ogy and tools that facilitate a more nimble 
approach to loan servicing. 

Servicers will certainly need to 

be nimble when it comes to product 
and process, but it doesn’t stop there. 
It is interesting to note that we have 
experienced more regulatory changes in 
loan servicing in the last 18 months than 
in the past 10 years combined. 

Changes in state licensing and exam 
requirements, the impact of HOEPA and 
new state/county/municipality laws that 
concern how servicers perform functions 
have rewritten the way servicing gets done. 
Consumer protection legislation, ranging 
from the Federal Dodd-Frank Act to those 
spawned by state and local jurisdictions 

will alter servicing practices to suit their 
constituents. Some of these will create 
challenges but others will be welcome 
changes in the business of loan servicing. 

In either case, the servicer will have to 
constantly review policy and procedure to 
ensure compliance at all levels. This will 
require systems that enable a servicer to 
create, alter and promote new compliance 
rules with speed and the assurance of 
auditable tracking.

Servicers who find they run afoul of 
simple requirements, such as prompt 
crediting of payments, will look for ser-
vicing systems that run in real-time with 
no cycle updating delays that prevent 
their ability to comply with given require-
ments. Additionally, servicers will need to 
add a new word to their lexicon: transpar-
ency. This term will become foundational 
to how servicers relate to regulators, bor-
rowers, investors and the government. 
Transparency is not only being able to 
provide insight into servicing processes 
and practices, but also means being able 
to pass along transactional data to those 
that request it, when they request it and in 
the format they request it. 

Reporting and explanation of the 
data will become the norm for servicers 
in all areas. Customer service personnel 
will be better trained (and better scripted) 
to explain fees, loan histories and rate 
changes. Collectors will become better at 
counseling borrowers toward sustainable 
payment/loss mitigation agreements. 
Investor reporting personnel will also be 
versed in technology that pushes data 
to investors instead of simply sending 
standard reports.

Looking back to the late 1990s, many 
companies were focused on getting 
through Y2K. At that time, some servicers 
began to realize that their systems were 
becoming outdated and were based on 
technology that was increasingly more 
difficult to maintain. But the influx of new 
loans and consolidation in the servicing 
industry since then suppressed system 
upgrade projects. 

As a result, the current technology 
landscape in financial services is littered 
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The future of servicing technology resides 
with multi-function, multi-product solutions.“
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with redundant, inefficient, incompatible 
systems that are increasingly costly to 
maintain. The long-term result of this 
uncoordinated growth was a focus on 
vertically segregated products and a 
business lines approach to managing 
customers. 

Many institutions have grown ac-
customed to having one system for first 
lien mortgages, another system for sec-
ond liens, yet another for lines of credit 
secured by real estate, and possibly 
even a fourth system to accommodate 
other consumer installment products. In 
such a stratified operating environment 
you may also find deployment of sepa-
rate systems to help manage collections 
and investor accounting in an attempt 
to bring cohesion to disparate servicing 
systems. 

As components age and software 
is upgraded, the entire construction of 
systems and interfaces is jeopardized. 
Cost and risk pressures prevent some 
institutions from installing updates that 
are critical to their business. This results in 
institutions buying even more stand-alone 
software to address their needs, in some 
cases forgoing development of interfaces 
to accelerate installation and go-live. Some 
institutions even outright abandon their 
existing technology and resort to using 
spreadsheets and homegrown software 
applications. The risk can be incalculable.

Servicers have recently been inundated 
with point solutions that address a small 
portion of the servicing process, such 
as loss mitigation workout analysis or 
default billing. Providers of these single-
function solutions are often unable to 
sustain themselves, leaving users at risk 
of winding up without support or with 
the daunting task of integrating systems 

and cobbling together data and reports 
to understand its servicing operation and 
customers.

The future of servicing technology 
resides with multi-function, multi-product 
solutions. The new servicing systems (or 
renewed existing platforms) will be used 
to service all loan and line products, both 
secured by collateral or unsecured. To 
keep operations nimble, these solutions 
will have embedded product definition 
and system controls in place to empower 
servicers. They will also be browser-based 
to speed training and real-time to ensure 
immediate awareness of transactions 
across the enterprise. 

Real-time information sharing and the 
Internet are changing the habits of borrow-
ers. A growing number of consumers are 
embracing a different approach to technol-
ogy and their finances. Today’s consumer 
is more conservative, wants more access 
to information and wants to access that 
information anytime and anywhere. While 
many servicers today are preoccupied with 
defaulting borrowers, servicers will need 
to regain focus on the performing borrower 
as a potential revenue booster and anchor 
for expanded services. The servicers of the 
future will need to change their approach to 
a more customer-centric one and encour-
age each borrower to view their lender as 
a partner in their financial success. No lon-

ger will a one-size-fits-all approach work. 
>>For younger borrowers, financial 

transactions are more technology-driven. 
College students transfer money between 
accounts using iPhones, and rarely if ever, 
visit a branch office. Recent grads have 
unique financing needs and choose their 
loans based on cost, convenience and 
often prefer non-traditional products. 

>>The middle-aged, two-income 
household may be more inclined to 
follow traditional financing options, but 
are demanding more control and access to 
information relative to their accounts and 
the ability to manage their finances. 

>>And, for borrowers experiencing 
financial hardship, financial institutions 
are more likely to get a response – and 
continue the discussion – by using an 
electronic e-mail, automated two-way 
messaging or an interactive website.  

Additionally, social media is playing 
an increasing role in how a servicer 
interacts with borrowers across the 
board. Armed with a map for the future 
of loan servicing it is possible to meet 
the challenges head-on. To be successful, 
an institution must embrace the changes 
in consumer behavior, in technology 
and in the regulation and economics 
of servicing. It is often said that we are 
doomed to repeat mistakes. Now is the 
time to consider the events of the past few 
years and strategically make adjustments 
that will increase your chance of not only 
survival, but success in the new world 
of loan servicing. The most successful 
loan servicers will partner with their 
technology providers so their operations 
can more nimbly address regulatory 
changes and provide the transparency and 
tailored service consumers demand. ❖

In her role as a Fiserv Executive Consultant, Monica Orluk advises 
financial institutions on their consumer and mortgage loan servicing 
operations. She has addressed countless audiences on the adoption 
of customer-centric practices, automated workflows and multi-product 
platforms. Monica also writes about consumer lending and technology. 
She can be reached via e-mail at monica.orluk@fiserv.com.
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Joe Dombrowski is an Executive Consultant with 24 years experience in 
the mortgage servicing industry. With his broad background in servicing 
and systems management, Joe consults with servicing and default 
organizations to streamline business processes and find real savings and 
productivity. He has spoken at many technology and lending conferences 
and seminars in North and Central America. Joe can be reached via 
e-mail at joe.dombrowski@fiserv.com.
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Help Wanted: 
Leaders In Demand

Both leadership and technology are 
needed in order to move the mortgage 
industry forward.

E very time I think about the use of 
technology in our industry I get 
frustrated. It is not that we do not have 

tools to succeed or innovative ideas relative 
to our daily challenges, but it is driven by the 
fact that we are not using the tools available to 
even 50% of their usefulness. The question we 
all need to ask is…Why?

E very time I think about the use of 
technology in our industry I get 
frustrated. It is not that we do not have 

tools to succeed or innovative ideas relative 
to our daily challenges, but it is driven by the 
fact that we are not using the tools available to 
even 50% of their usefulness. The question we 
all need to ask is…Why?

 By Lisa Schreiber



There are so many reasons; some 
organizations are just too big to integrate 
new technologies to their highest and 
best use, they seem to only select 
“pieces” where they feel they have a 
gap. Emerging lenders are able to take 
advantage of some of the newest vendor 
products, but even those vendors have to 
appeal to a broad base whose knowledge, 
cost restrictions and vision limit even 
the most forward thinking product 
development teams.

For a mid-size lender, we are bound by 
the “big bank Investor” whose antiquated 
systems will not allow for quick adoption 
of new (and less expensive) decisioning 
options like FHA Score Card or new 

MI product options, as examples. 
We cannot submit paperless insuring 
packages to FHA for the first two years 
of establishment with them. E-signatures 
for many FHA forms are still not allowed, 
which really makes no sense as they are 
much more secure than faxing. And please 
do not even get me started with how long 
e-sign has been around for closings, but 
yet our warehouse providers still will not 
accept them. 

What is a lender to do? We have 
found success in forming partnerships 
with those in the industry that are 
actually fulfilling the ideas we have 
been discussing for so many years. The 
challenges I can identify that we have 
struggled with over my career can be 
whittled down to a few broad topics.  

Managing originators, whether it is 
wholesale brokers or loan officers, we 
have all dealt with the good, bad and the 
ugly. Burned by not truly knowing who 
it is we are dealing with as an originator 
for what we require to be a quality asset.  

In wholesale, it was most difficult, as 
it seemed brokers switched lenders daily, 
especially if they were aggressive. My 
hair always stood up on my neck when 

my AE would come to me and say “Great 
news!...We are getting this account’s 
whole pipeline!” I would think: Really? 
What happened with their other lender? I 
already knew the other lender most likely 
would not share much, if any, information 
with us. So we basically received the same 
reference checks; “approved in good 
standing”, “approved”, “inactive”….not 
super helpful if there really was an issue. 
Even when we had report cards built and 
performance tracking in place, we had 
to hire an ever growing group to manage 
this process. Licensing was always an 
important component as well; we used to 
be provided a faxed copy, then we could 
check on the web, but did we ever know 

if a broker’s license was suspended? 
Who was going to tell us, the broker?  

Now, in this regard we have found a 
partner in Comergence Compliance. They 
have finally taken the burdensome and in-
consistent process of broker management 
and put it into a portal that all lenders can 
access. It is the simplest idea, one that we 
have all talked about for many years. “If 
only we could share broker data”…“if 
only we could see how brokers perform 
with others”…“if only we could consis-
tently monitor brokers throughout the 
year relative to their licensing and risk 
profile.” Now we can and the best part is 
that I can do more now with this system 
then I could ever do with my broker ap-
proval department and it costs me a frac-
tion of the cost. Now that is progress.

As I was thinking about putting 
this article together, I read through 
Progress in Lending’s statements about 
why they were formed. To me the 
most valuable one to our industry is: 
“Ideas, through collaboration among all 
industry participants, will help lenders 
and vendors provide a more trusted and 
transparent process for both consumers 
and investors”. I will take that a step 

further and say if we actually can do this 
(and we certainly are to a much greater 
degree than ever before), it will not only 
lead to a more trusted and transparent 
process, but a more cost effective one for 
both the borrower and the lender.  

We all know we have to guard against 
fraud, both at the originator level and the 
borrower level. People are smart and for 
each regulation that is put into effect, 
there is a way around that regulation. 
For each way around that regulation 
there is a new process to combat it. 
However, for each process, there is a 
cost and the person that bears that cost 
is not the lender, but the borrower. We 
are running a business and a businesses 
needs to make money to stay in business. 
Borrowers want homes and they want 
them at the most affordable prices so 
they can sustain homeownership. How 
do we bridge this gap?  

Technology is truly the tool that we 
can leverage to function effectively and 
profitably. Technology is just that, a tool 
or resource that improves our capabilities. 
The broker management piece described 
above is a great example, but there are 
others.  

Imaging has been a big boost in our 
ability to gain transparency in the pro-
cess. Imaging can be sent through secure 
links and can be shared quickly and ef-
ficiently with anyone related to the trans-
action, anywhere with Internet access. 
Drawbacks to imagining continue to be 
how the images are gathered; identify-
ing the image and placing it in the right 
“inbox” for effective management of the 
documents. Each of us throughout the 
lending chain has challenges with im-
aging: borrowers do not have scanners, 
they have to fax documents in, docu-
ments are not always named the way an 
underwriter would identify them causing 
confusion when clearing conditions, and 
then there is the whole backend process 
of getting the closing “paper file” into 
the imaged loan and shipping to the in-
vestor. Investors have had such a hard 
time with loan documents being married 
to the wrong “container” that they now 
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Technology is truly the tool that we can 
leverage to function effectively and profitably. “

“



ask that we send them the whole file to-
gether and then they have the file imaged 
“properly” overnight in India. So has 
imaging helped us so far? Absolutely, as 
it gives us the ability to see what others 
see, no more lost faxes, we can have a 
work force anywhere in the world (lit-
erally), but it comes with its own set of 
problems. Document recognition is the 
way to solve many of these issues, but 
it’s still not a mature product and each 
vendor is vying for their own version to 
get to market first.

E-signature is another very productive 
product. As the new RESPA and HERA 
regulations have us not only documenting 
fees charged to the borrower differently, 
but most importantly to the timing of the 
transaction; e-signature capability is a 
must in any organization.  Our challenge 
has not been with the e-signature pro-
cess, but with the rules defining “when” 
the six items that define a mortgage ap-
plication are completed (as originators are 
“challenged” with this new process still). 
Retail originations would seem easier as 
you define the rules for your organization 
and the originators have to follow. Poor 
wholesale brokers (yes I do feel bad for 
them) have to contend with multiple lend-
er interpretations which boggle the mind 
as we are all supposed to be following 
the same regulation. How is that possible 
anyway, I wish technology could solve 
that one for me.

There is one thing (ok so there 
are several things clearly) that I think 
technology could do for us today that 
for some reason we all have not agreed 
to yet. The utilization of these practices 
would be an amazing time and cost 
savings for all participants. But maybe 
there is just something I am missing 
in this equation? My next example is 
around verifications.  

Ok, so please follow me here: We all 
have to go to the IRS for tax transcripts 
now, so why do we still ask for the tens 
to hundreds of pages of tax returns from 
the borrower? Is it (really?) just to see if 
they are telling us the truth? Would not 
our lives and the lives of borrowers be 

so much easier if we just said we will 
be going to the IRS for your income, we 
will let you know if you qualify? If a 
borrower has not filed tax returns then 
they get another program and possibly 
a different cost? Those with tax return 
filings get the best price because they 
saved us time and money.

How about VOE and VOD’s? If we 
qualify from tax transcripts could we not 
just get a verbal VOE to make sure the 
person was still working there? If they 
changed jobs then I would have to get 
more documentation and maybe (just 
maybe) the cost would be higher be-
cause there was more review required. If 
you have an online bank account a VOD 
should never be used. If you did not have 
an online account, maybe (just maybe…
don’t freak out now) there would be a 
different cost as there was more review 
required. I am just brainstorming here 
but we need to streamline those things 
we can and then spend more time with 
those we need to and that cost should 
be different. We have lost the ability to 
do stated-income loans which is truly a 
shame as (even though those loans cost 
more) there was a distinct population 
that benefitted and they were a perform-
ing group of loans before we gave the 
product to every person with a pulse at 
100% (or greater) LTV. How can tech-
nology help? I do not think you will like 
my answer (originators don’t) but my so-
lution is easy. Is there one source that we 
can all leverage that will give us a value 
that we can all live with? Yes it would 
be complicated to come up with the right 

formula, yes some people would be very 
upset (namely the borrower and realtor), 
but think about it, one value that we all 
agree is the right value to lend on. It has 
got to be better than the current process. 
Ok maybe this one is too radical, but re-
ally comps are comps, current sales are 
current sales…yes it is a moving target 
but the lending process is (or should be) 
a 30 day process. It is a snap shot in time 
for all purposes. The fact that investors 
can “re-evaluate” and use their own (yes 
their own) valuation models after the 
fact is not helpful to anyone. We spend 
so much time second guessing the new 
“lesser quality” appraisals we get, get-
ting new comps, putting the borrower 
through the wringer just to continue to 
be at risk on the backend. It makes no 
sense to me. Seems like this is a terrific 
issue to “collaborate among all industry 
participants …” Thoughts, feedback, 
comments? 

So, let’s talk about the challenges 
we all face and see how we can lever-
age the tools and resources we have at 
our fingertips to create an environment 
that best serves the borrower, who is our 
customer. If we can attain efficiencies 
from the tools that were designed for that 
very purpose, give the borrower a better 
process and cut costs while maintaining 
profits, we create a win win situation!  

It is right in front of us, it just takes 
leadership to drive. I bet most of you 
have a great car you like to drive, think 
of our industry as the coolest and most 
fuel-efficient car ever made and all you 
have to do is get in the driver’s seat. ❖
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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. ❖

32      Tomorrow’s Mortgage Executive           

Robert Madsen is Director of Marketing at Laguna Hills-based QuestSoft 
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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 
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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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I have no doubt 
that the industry 
will recover as it 
always has. This is a 
growing up period for 
mortgage.

-Tony Garritano

There are a host of 
issues, but the No. 1 
issue is still how to 
handle all these rules 
and regulations.

-Michael Hammond

 The New Er a in Mortgage



    

Have you ever had a problem? 
Come on, we all encounter 
problems in life. The bigger 

question is: How do you solve your 
problems? In order to overcome 
adversity and move forward you need 
a lot of input from a variety of sources. 
You can’t make snap decisions and 
hope you get a positive outcome. 
Sometimes you’ll get lucky, but in 
most cases snap decisions result in 
more problems.

Today the mortgage industry faces 
a lot of problems. Volume is down. 
Margins are thin. Investor confidence 
has not been restored. New regulation 
never seems to stop. And these are 
just a few issues that the mortgage 
space faces. We know the problems, 
but what we don’t know are the 
solutions.

How do we get at those solutions? 
PROGRESS in Lending Association’s 
Tony Garritano, Roger Gudobba and 
Michael Hammond talk about the 
benefits of industry collaboration.  
Beyond that they discuss candidly 
what they think are the industry’s  
biggest problems and propose some 
solutions, as well.

You have to understand 
all the parameters 
involved in risk 
evaluation and…it 
is important that the 
information is correct.

-Roger Gudobba

 The New Er a in Mortgage

Executive Interview



Q: Why does the mortgage industry need 
PROGRESS in Lending Association?

TONY GARRITANO: The mortgage industry is 
under siege. What do I mean? There are 
game-changing regulations compounded 
with the fact that there is really no place 
in the industry for technology thought 
leadership to happened openly and 
freely. That’s what lead me to believe that 
there was a strong need for something 
like PROGRESS in Lending. This is an 
open industry utility for people to come 
and get more quality information about 
how technology combined with sound 
business strategy can really help lenders 
and people involved throughout the 
mortgage progress who are struggling 
with a very tough market because of new 
regulations, but not only because of new 
regulations, also because investors are 
becoming increasingly more stringent, 
because borrowers are scarce, because 
unemployment is high and there is 
a strong need to be as efficient as 
possible.

ROGER GUDOBBA: I would second that. 
One of the reasons I got involved 
is because I felt this was a different 
type of opportunity than everything 
else presented. Typically, most of the 
publications are online newsletters 
with just news. They are all about 
here’s what’s happening kind of stuff 
and some of the feature articles would 
expand a little on where they thought 
the future was going, but a lot of times 
that was written by people that were 
self promoting something or other even 

though it might have been very subtle. I 
see this as an opportunity where anyone 
in the industry can respond and speak 
out. We are going to make more use of 
blogs and other forms of multimedia. 
PROGRESS really gives anybody a 
chance to talk about things. That’s the 
whole idea. It isn’t like we are trying to 
set the whole strategy going forward, we 
are trying to be thought provoking and 
get thought provoking people involved 
so that other people can look at it and 
say, “You know, maybe I should try this 
or that.” We are trying to stimulate their 
entrepreneurial ship if you will.

MICHAEL HAMMOND: Roger makes a great 
point, PROGRESS is really about get-
ting people to engage and share ideas. It 
doesn’t mean that everyone is going to 
agree with every article or every stance, 
but that’s the benefit of PROGRESS in 
Lending in that people can share differ-
ent ideas and different strategies about 
how they are using automation to handle 
the vast challenges that are happening 
in the market and by sharing more and 
more of those ideas and different ways of 
thinking, we can come up with better so-
lutions as a whole and really collaborate 
to solve problems instead of just putting 
band-aids on things and trying to keep 
moving things forward.

ROGER GUDOBBA: This industry has certainly 
been very reactive over the years and there 
are a lot of followers and not a lot of lead-
ers. Typically everybody just kind of sits 
back and says let’s wait to see what the 
big bank does or big mortgage industry 

player does. A lot of times they don’t un-
derstand that by being a small company 
that is a little more nimble, you have the 
opportunity to move ahead. The big play-
ers are like big ocean liners trying to turn 
in a small harbor. PROGRESS in Lend-
ing should encourage people. We want to 
stimulate people’s thought process.

TONY GARRITANO: And the more different 
ways we can give people forums and 
outlets, the better we will be as an 
association and the better the mortgage 
industry is going to be. This is why we 
started off with the website and then we 
added a daily newsletter, then a video 
and now we are adding a magazine. 
The point is not to saturate the market 
with output strategies, the point is to 
give mortgage participants as many 
opportunities to react to what goes 
on in their daily lives so they can help 
their peers move forward. Some people 
are more comfortable doing that in a 
magazine while some people prefer a 
few quick stories via e-mail. Others are 
more visual and would prefer a video. We 
want to come at people how they prefer 
to be approached and get some thought 
leadership going. Sometimes they are 
going to agree with us and sometimes 

Executive Interview
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Industry PredIctIons
Tony Garritano thinks: 

1 Attaining the full e-mortgage is a big 
part of industry recovery.

2 Lenders will rely more on data and 
less on third parties for loan-level 

information.

3More data repositories will emerge 
to make it easier for lenders to access 

data directly from the source.

4Lenders will invest in technology that 
enables them to know everything 

about their business.

5Automated quality control will be done 
earlier in the process and at several 

key stages out of necessity.

Tony Garritano is Chairman and Founder of PROGRESS in Lending 
Association. When asked why he started an industry group like 
PROGRESS in Lending Association, Tony answered, “Going forward, 
given the recent turmoil, the mortgage space is literally going to be 
transformed. I formed this association to ensure that this transformation 
is for the better and not for the worse. Technology is going to play a 
critical role in how mortgage lenders comply with new regulation, remain competitive, 
ensure profitability, and serve borrowers looking to get their piece of the American 
Dream. That’s why this association was formed.”

InsIder ProfIle
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they’re not. That is the benefit of being 
in a place where the dialogue starts and I 
think that is what separates us from other 
organizations in that we are not telling 
people what to say or think. We are not 
going to put out position papers and say 
everyone involved in PROGRESS in 
Lending has to think like this. We are just 
putting out content from as many people 
in the industry that want to participate 
and put out their ideas. Some of those 
ideas might be similar to those of the 
people involved with PROGRESS in 
Lending and some may be opposite but 
that is ok. That is why we are here to get 
those ideas out there 

ROGER GUDOBBA: When I started writing 
my weekly column for the e-letter, I at 
first thought that having shorter columns 
would make it difficult to get ideas across, 
but then after having to write many of 
them, I am glad they are short. It gives 
you an opportunity to carry thoughts 
across to the next one and keep people 
coming back. Even if they miss an issue 
of our newsletter, the fact that when they 
are registered and click on read more, it 
expands and shows all that has been done 
to date is a big benefit for the reader. If 
you missed a column or two you can 
look over to past columns and see how 
that idea came about. It doesn’t take a 
lot of time to read. I can go through the 
links faster than in other publications. 
I get so bogged down navigating other 
publications.

MICHAEL HAMMOND: It is important to keep 
the content to the length that makes it 
easy to digest. We are bombarded with in-
formation. How many e-mail newsletters 
do you get? By keeping it short and con-
cise we are allowing people to be exposed 
to a lot of different content, and unlike a 
lot of the other publications where you 
have one or two editors filtering informa-
tion the way they think or through their 
lenses, our content is coming from many 
different industry participants that are ac-
tually in the industry. With PROGRESS, 
there are so many different voices produc-

ing the content that it really gives a lot of 
exposure to different ways of thinking. 
Whether you agree, disagree or believe 
there should be more in-depth discussion, 
it triggers thought processing in a multi-
tude of areas.

Q: Transitioning for a bit to market conditions, 
what do you think is the most prevalent trend 
we are seeing in the mortgage market today as it 
pertains to automation? 

MICHAEL HAMMOND: I think that one of the 
biggest challenges—and it isn’t anything 
new—is how many rules and regulations 
are being thrust upon the industry. When 
you talk to lenders they are just trying 

to keep their heads above water. They’re 
asking: How do I manage and maintain 
all these rules and regulations? How do I 
implement them? What is their impact on 
what I do? I think that using automation 
to allow lenders to better handle those 
regs in a systematic process that is easily 
duplicated, that can have an audit trail, is 
probably one of the key areas that people 
are very concerned about. Fraud is still 
a heavy issue, as well. What is going to 
happen with valuation and where are we 
going to get proper valuation modules so 
that the housing market can stabilize is 
also hot. There are a host of issues, but 
the No. 1 issue is still how to handle all 
these rules and regulations.

ROGER GUDOBBA: It is very important to 
ensure lender participation in the devel-
opment of these rules and regulations. 
The minute you get people outside the 
industry setting the agenda, you are in 
trouble because they don’t know our in-
dustry. The sad part of all this is the fact 
that these regulations were set in place 
to correct bad business practices perpe-
trated by people within the industry. We 
can right that wrong, especially when 
you think about lenders always being 
reactive instead of being proactive. In 
fact, when it was so busy they were so 
excited about making all this money 
and making all these loans that they 
really didn’t want to change. They got 
caught up in the same euphoria that the 
borrowers did. Everyone thought, wow, 
I can buy this house for $100,000 and 
sell it tomorrow for $500,000. If you 
look at the history of this industry, there 

Industry PredIctIons
Roger Gudobba thinks: 

1There will be more emphasis on  
qualifying the borrower and the  

property.

2More companies will develop predictive 
analytics to help the lender predict 

where the borrower will be in the future in 
terms of their true propensity to pay.

3Technology won’t be about features 
going forward, it’ll be about what it 

does for the end user.

4All lenders will be actively re-evaluating 
their processes and taking a more 

holistic view.

5From those internal evaluations, we’ll 
see more action on the part of lenders 

in terms of embracing technology.

Roger Gudobba is Chief Executive Officer of PROGRESS in Lending 
Association and Chief Strategy Officer of Compliance Systems. When 
asked what the industry significance of PROGRESS in Lending is, 
Roger believes, “The mortgage industry has always lacked strategic 
thinking. It’s slow to embrace new ideas. PROGRESS in Lending 
Association provides a place for thoughts and ideas to flow freely. 
It’s easier to move things forward when you’re in a group. This association is a central 
place for industry participants to have discussions about how technology can improve 
the process.”

InsIder ProfIle
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are always times of rapid accelerations 
in an area that really didn’t have any 
business sense. Just follow the times. It 
is like the stock market in that there are 
ups and downs. We are in a down period 
and we are going to pay some penalties 
for not paying more attention.

TONY GARRITANO: The big question is how 
long will this downturn be and how can I 
stimulate recovery. You won’t stimulate 
recovery by sitting on your hands, you 
have to move. To Michael’s point, I think 
lenders are most interested in automated 
compliance because they’re still reacting. 
Once they get that technology in place, 
I think it will be time for them to think 
more long term.

Q: What really happened to cause this downturn 
and what needs to happen to turn things 
around?

ROGER GUDOBBA:  Lenders have to do a better 
job up front in making better loans. Back 
in the old days when the local community 
banks knew the borrower who sat across 
from the President of the bank and said 
I need a loan for a house, there was a 
personal relationship there. That has all 
but disappeared, especially as you hear 
about more and more originators coming 
through the Internet. They don’t know 
that person and as I mentioned that, 
the Wall Street Journal stated that 48% 
of mortgage fraud is at the application 
level where the borrower had falsified or 
misstated. That doesn’t necessarily mean 
that the borrower intended to defraud, 

the borrower might have just been doing 
it to get the loan, but the problem with 
that is it affects evaluating risk. You 
have to understand all the parameters 
involved in risk evaluation and in doing 
so it is important that the information 
is correct. Lenders did a very poor job 
of validating data, from appraisals to 
borrowing information, which are all 
used to evaluate that risk. Maybe they 
should have made some of those loans, 
but maybe the risk should have been 
evaluated creating a higher interest rate 
and the borrower wouldn’t have qualified 
and the loan wouldn’t have got done. 
They just made a lot of bad loans and it is 
going to take some time to recover. The 
difficulty right now is how to get out of 
those bad loans because obviously this 
loan modification program has been a 
waste for the amount of time and money 
that has been spent. For the few borrowers 
that made it, more have slipped back into 
default. It has been a dismal failure as far 
as I am concerned.

MICHAEL HAMMOND: I agree. As to Roger’s 
point, loan quality is going to be an 
area that has to improve as it impacts 
the entire lifecycle of the loan. It’s not 
just about originating correctly and 
having a good borrower, it’s about 
getting at better quality on the front 
end because the better that loan is for 
the secondary market, the more we can 
restore confidence. I also think there is 
a trend that you are going to see because 
wholesale is drying up, because there are 
fewer brokers in the market, the retail 

lenders are really going to enhance those 
channels. There is a strong fight for who 
has the relationship with the borrower. 
As Roger said, when the industry was 
booming and people were getting loans 
left and right, they didn’t have that 
personal connection. Lenders are now 
getting forced to deal in retail, which 
means that they really have to focus on 
who owns the relationship, what tools 
are needed to get at the borrower, etc. 
Lenders need mortgage-specific CRM, 
and data analytics to come together to 
really help foster a stronger relationship.

TONY GARRITANO: If we’re truly going im-
prove our space we have to embrace data 
from trusted data sources. The more data 
we collect from a trusted data source vs. a 
third party, the better we’ll be. There are 
a lot of tools that validate data against a 
variety of sources, why not use tools like 
that to collect the data in the first place 
instead of asking the borrower or anyone 
else emotionally involved in the deal? It 
doesn’t make sense. I have no doubt that 
the industry will recover, though. This is 
a growing up period for mortgage. We all 
have to get used to a new world of glo-
balization and find our place within that 
world. Things change, now mortgage has 
to, as well. ❖ 

Industry PredIctIons
Michael Hammond thinks:

1There will be a constant influx of 
rules and regulations that will burden 

lenders.

2The battle for the “relationship” with 
the borrower will rage on.

3Borrowers will demand more online 
tools, including social networking 

capability.

4Overall loan quality is key to market 
recovery.

5The role of analytics in the mortgage 
process will continue to expand.

Michael Hammond is Chief Strategy Officer of PROGRESS in Lending 
Association and President and Founder of NexLevel Advisors. When 
asked what PROGRESS in Lending can do for the mortgage space, 
Michael noted, “There currently is a void in the mortgage industry 
where technology and business discussions can openly and candidly 
take place to address industry problems. In the past year alone the 
mortgage industry has had to adapt to business-changing regulation like MDIA and 
RESPA, for example. Coming next year we’ll see the broadening of state licensing and 
TILA reform. All of these challenges call for automated solutions. I joined PROGRESS to 
be part of the solution.”

InsIder ProfIle
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There’s no denying that the last few years 

have been rough, but there are steps that 

we can take to revive our industry.

Rebuilding OuR

By David Zugheri



As we enter the 

Fall of 2010 and reflect on the 

recent ups and downs of our industry, 

I’m reminded of an old adage: Regardless of 

how things are going, don’t get toohigh, don’t get too 

low. This has been our approach as we worked together 

to rebuild the mortgage industry. In life, clarity of vision and 

steadiness of purpose are rewarded. The same holds true for 

our industry. We must stay committed to building our vision 

methodically and with persistence. That vision includes 

a mortgage industry ripe with integrity and filled with 

confidence. Then, and only then, will we have a chance 

at seeing the industry foundation as it was a 

few years ago, namely the reemergence 

of the private mortgage markets.
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Since the breakdown in the mortgage 
business in 2007, we know two things for 
certain. First, we have made enormous 
progress in reconstituting the industry. If 
we could look back with clarity two years 
ago, we would see today a much different 
industry that is financially stronger, 
more capable and justifiably confident 
in our future. Second, it is good for us to 
remember the best things in life are created 
over time and through the process of trial 
and tribulation. We are charging through 
the hardship and struggle to rebuild and 
fortify a stronger, more knowledgeable 
industry. In the end our journey will find 
us triumphant. This is our path in 2010 
and well beyond.

From this year forward, we embark 
on the age of compliance in mortgage 
banking. With this comes HERA, 
the new Good Faith Estimate, the 
Home Valuation Code of Conduct, 
nationwide originator licensing plus the 
overwhelmed, over-worked and short-
handed state authorities to keep up with 
it all. And if these changes were not 
enough, we also anticipate restrictions to 
originator compensation in April, 2011. 
While these modifications have proved 
challenging for many organizations, 
they have driven hundreds of mortgage 
banking companies and thousands of 
mortgage brokers to the limit. Many in 
the industry are pondering the idea of 
leaving the business once and for all. 

At Envoy Mortgage, our response 
to these transformations has been to 
increase support across the board. 
While we cannot change the rules we 
must abide by or manage the daunting 
workload for the licensing authorities, 
we have and continue to build out our 
support teams by acquiring talented 
individuals in the fields of accounting, 
licensing, HR, Legal, compliance and 
IT. We are in the process of increasing 
our corporate headquarters by more than 
25% to effectively accommodate these 
additional personnel and keep abreast of 
all the industry changes. 

 Financially, our industry is on the 
road to recovery with net profits per loan 

on the rise. This approach exemplifies 
strong stewardship of financial assets, 
which decreases counterparty risk 
for secondary market participants. It 
is important to all mortgage-related 
financial counterparties—from investors 
to the GSE’s and warehouse banks—that 
we all be well-capitalized and profitable. 
Solid oversight and a keen awareness are 
absolute to manage a profitable industry 
regardless of market conditions and 
paramount to a meaningful recovery.  

In addition, the financial health of 
each originator including the branches 
and loan officers is extremely vital. Recall 

the time-tested expression, “a rising tide 
lifts all boats”. This bold direction of 
shared successes will raise the industry to 
the next level and restore confidence from 
the ground up with operational integrity. 
Financially, loan originators, branches, 
regions and home offices across the 
country must all be successful or face the 
sinking of the entire industry’s fleet.

 The industry has watched productivity 
decline as it takes more effort than ever 
to get a loan through the system. Why? 
Because “the system” superimposed upon 
us by the large aggregators, warehouse 
banks, mortgage insurers, and the GSE’s 
has become bigger, bolder and more 
complex. 

While many will duck their heads 
and wring their hands in the face of new 
challenges like Dodd-Frank, for example, 
that’s not going to help. The solution 
may be to wait and see what competitive 
advantages are created as we work to 
maximize the potential of this intriguing 
occasion. Since many of the retail 
channels of the larger aggregators have 
worked in this system for many years, 
it will not be as much of a disadvantage 
as many loan originators may believe. 

Already we are seeing opportunities as 
some roll out their new compensation 
plans to stay out in front of originator 
compensation.

Here are some summarizing points 
and initial guidance: 

First, any of our solutions must be 
100% compliant. This is not the time 
or the place to get fancy in applying 
the new rules. The regulators will be 
watching us closely and we are all well 
aware of that point.

Second, it is paramount that we keep 
our originators successful and well paid 
for their efforts. If we don’t, another 

industry waits in the wings that will. 
Most of us feel that the industry has 
more than adequately contracted and we 
cannot afford to lose more ground.

Third, if this plan ends up cutting 
revenues across the board, we should 
all share in that dilemma. This is not to 
say that revenues will be reduced, and 
at the very least, we should all strive to 
keep this from happening. However if it 
should, no one group needs to bear the 
full impact; not the consumer, not the 
loan originator, not the branch networks, 
not corporate offices, not investors, nor 
the GSE’s and/or the warehouse banks.

Fourth, though we are several months 
from implementation, everyone should 
be working now to form preliminary 
solutions. In the next 60 to 90 days, it 
would be a great idea to involve individual 
loan originators and extract the best ideas 
from production leaders to comply with 
these new restrictions. However, do not 
feel troubled as compliance personnel 
should already be up for the challenge on 
how to compensate our individual loan 
originators.

As we prepare to make these upcoming 
changes, let us take a look at the recent 
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Solid oversight and a keen awareness 
are absolute to manage a profitable industry 
regardless of market conditions.
“ “



historical markers that have lined our path 
here today, beginning with the Fannie 
Mae net yield from January, 2010.

After reaching a high of 5% in early 
April, the Fannie Mae net yield has 
declined steadily to about 3.7% currently. 
This low-rate environment has spurred 
refinancing, and the entire industry is 
buzzing. From individual loan originators, 
to their processors, title agents, appraisers, 
underwriters and investors, we are up to 
our necks in loans. While it is currently 
hectic, it is part of this cyclical business 
that we chose to be in and all in all, a good 
problem to have. This glut causes all turn 
times to increase causing difficulties to 
everyone in the process. This eventually 
reverberates through the customer base 
of our borrowers. There are stories of 
many origination shops, both large and 
small, with 30-60+ day turn times for 
refinances. This may not bode well for 
the consumer.

Furthermore, let’s take a look at 
technology and how innovations here 
could help speed the recovery. There is 
a compelling argument that electronic 
closings are noticeably behind the times 
in the mortgage industry. The adoption 
of SMART Doc electronic notes, talked 
about repeatedly for the past six years, has 
obviously taken a back seat to changing 
mortgage legislation implmentations. On 
the brighter side, the proliferation of the 
Internet and Web-based applications with 
associated Application Programming 
Interfaces (API’s) has worked wonders 
at the origination and corporate levels. 
Although we have much ongoing work to 
do in integration and data integrity, what 
has unfolded in the last two years has led 
to greater efficiencies from origination 
to secondary markets and everything in-
between. The demands of the consumer 
have reverberated throughout the industry 
and mortgage companies have answered.

When it comes to technology, namely 
mortgage automation, I’m reminded 
of a story recently published by a 
colleague of mine Roger Gudobba in 
the PROGRESS in Lending Association 
E-Letter.  Last month, Roger wrote a 

piece comparing the mortgage process 
to a primitive computer design. He said 
that the purpose of a computer program 
was quite simple in that it was basically 
designed for input, process and output. 
He went on to challenge the complete 
mortgage process incorporating all of 
its components. His conclusion was 
that they two are very similar. These 
PC principles could apply today to the 
mortgage loan process because when 
you think about it, the mortgage process 
is all about origination, processing and 
closing. Each area having its own set of 
unique challenges I completely agree 
with Roger’s analysis, but would take 
it a step further and draw a parallel to 
the auto industry. Whether it be the 
king of the assembly line, Henry Ford, 
or a modern day innovation leader like 
Lexus, the mortgage industry could gain 
much from this study. In 1992, auto 
manufacturer Lexus was able to build 
300 luxury sedans per day, made by 66 
human beings and 310 robotic machines. 
The humans were there for quality 
control mainly (see Thomas Friedman’s 
book, The Lexus and the Olive Tree, 
Page 30). In a mortgage production 
office, I would challenge anyone to meet 
these same metrics of production with 
similar personnel numbers. According 
to the Mortgage Asset Research Institute 
(MARI) approximately 25% of these 
loan files are cited for some type of 
error. This ranges from manipulated 
data misrepresentations to simple and 
understandable human error. It makes 
you wonder if 25% of Lexus owners had 
issues with their cars. Although I cannot 

specifically find evidence of this, I am 
going to take a strong guess that this 
is not the case. So let’s ask ourselves, 
shouldn’t it be substantially easier to 
build a mortgage file than it is to build an 
entire automobile?

In the meantime, it is a relief to know 
that the mortgage industry is doing its 
best to recoup its potential fullness of life. 
Please remember to grant it some grace if 
you think its recovery is progressing too 
slow as it is with this same grace that we 
all require dealing with those times when 
a file is submitted poorly documented, 
incomplete, or lacking in some other 
respect where we don’t give our best. 
To everyone in the industry; always 
remember to be professional. Anticipate 
the known industry problems. Step 
outside of yourself and your organization 
and realize that we all need each other 
in this process from loan originators, to 
branch networks, to corporate offices, to 
investors, to the GSE’s, to the legislators 
and/or the warehouse banks. 

Let us all turn to the future and prepare 
to carry each of our loads better given the 
environment we now have. We all feel that 
things could be more efficient, but that is 
simply not the way that they are. I am 
reminded of the words of Brutus in Act 
IV of Shakespeare’s play, Julius Caesar:

There is a tide in the affairs of men
Which, taken at the flood, leads on to   

      fortune;
Omitted, all the voyage of their life
Is bound in shallows and in miseries.
On such a full sea are we now afloat,
And we must take the current when  

      it serves…. ❖
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David Zugheri started his career in the finance world through the 
Resolution Trust Corporation. Since then David has gained work 
experience from North American Mortgage and GE Capital. He also 
has sat on an advisory council to Countrywide Financial (prior to being 
acquired by Bank of America, the largest lender in America). Zugheri is 
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be reached via e-mail at david@envoymtg.com.
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By Michael Detwiler

Originating 
Has CHanged 
FOrever

While we may want to go back to a time 
where we all prospered, it just isn’t  

going to happen.

A s second quarter job and 
economic growth numbers 
are debated, we all sit back 

and listen. What does it all mean? 
We need to start with what we know. 
There are no “talking heads” on the 
news saying that recovery is going 
to be fast. The most positive of 
pundits predict that unemployment 
will again hit double digits, and 
recovery will be slow. You still 
have those on the other side 
fearing the dreaded double dip. 



Let’s face it, things have changed, 
and we can no longer pretend that they 
haven’t. So, what is a lender or originator 
to do?

First, everyone who wants to succeed 
in this new world has to come to the 
realization that there is a profound shift 
going on that points to the need for 
everyone to focus on offering the best 
consumer experience possible. If you 
think about it long and hard, new rules 
and updates to current regulations in the 
mortgage industry are being implemented 
at an astonishing pace. During the last 
few months alone, 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 take greater 
control of the origination process.

For example, with Dodd-Frank 
Reform, the federal government is making 
it virtually impossible to be a mortgage 
broker. By extending the application 

of the Truth-in-Lending Act to include 
mortgage brokers (formerly limited to 
“creditors”). By clearly defining, and 
otherwise limiting, how brokers can be 
compensated (YSP is dead), the act is 
forcing lenders to rethink the wholesale 
and consumer-direct channels. Lenders 
simply have no choice but to go directly 
to the borrower more often if they want 
to be successful. Make no mistake, the 
fight for the borrower is in full swing.

As a result, lenders have to take a close 
look at the borrower. This dynamic shift is 
forcing lenders to embrace the importance 
of fostering a direct relationship with 
the borrower. What does that mean? 
Lenders have to employ more strategic 
marketing, control and compliance. As 
the consumer-direct channel grows, the 
lender’s understanding of what makes 

the borrower tick must also grow.
Second, lenders have to rollout a 

comprehensive online strategy. Compared 
to all lending business channels, we are 
seeing online origination growing the 
fastest. How fast is fast? The consumer-
direct online origination channel is 
projected to grow faster than any other 
channel in the next three years. Overall, 
it will see a more than a twofold (157%) 
increase in loan volume from 2010 to 
2013 according to research done by 
Lieberman Research Group.

Further, online application volume 
at banks will triple.  Historically, banks 
have been more reluctant to offer bor-
rowers an online mortgage application. 
However, by 2013 the volume of online 
applications taken by banks is expected to 
more than triple from 4% to 13% of total 
volume—a 225% increase. Online appli-
cations at credit unions will increase to 
nearly one-third of the total volume. By 
2013, online applications taken by credit 

unions are expected to grow from 20% 
to 31% of total volume—a 55% increase. 
Among banks surveyed, 71% said they 
envision a time in the future when they 
will need to offer borrowers a smart, on-
line mortgage application. Yet, to date, 
only 18% claim to offer such a smart on-
line app, while 39% offer no Web-based 
mortgage app at all.

In the end, it’s not just about 
introducing an online channel; it’s about 
making the most of that online channel. 
I don’t want lenders who have a website 
that enables the borrower to apply online 
to think they’re off the hook because 
they’re not. Why should lenders go down 
this road?

Originating loans online can reduce 
costs by up to 80% compared to traditional 
application methods (e.g. call centers or 

branches). Customers who apply online 
find the process faster, easier and more 
convenient according to “The Online 
Opportunity” by Deloitte Consulting. 
Specifically, 73% of applicants reported 
that online applications are more 
convenient; 66% said that it is easier 
to submit information online; 58% of 
borrowers surveyed felt that the process 
was faster; 59% were actually more 
comfortable with the online process 
then they were with traditional methods; 
and 61% of online applicants were 
significantly more likely to recommend 
their lending institution as a result of the 
application experience.

Why is online lending so important 
going forward? Over 100 million people 
can now be considered part of Generation 
X and Generation Y. Why should lenders 
care about this demographic? These 
Internet-savvy consumers were brought 
up in the instant information age and 
prefer to do everything themselves - 
electronically and immediately. This 
group is no longer satisfied with static 
websites asking them to fill out a form 
and wait for someone to call them back. 
They want more.

So, what do they really want? How 
can lenders better serve this group 
going forward? They are looking for 
customized product recommendations, 
competitive rates, detailed closing costs 
and a fast, secure and easy to use online 
application process. By giving an instant 
decision and electronically delivering 
their upfront disclosures, lenders have 
fulfilled their requirements and allowed 
the consumer to stop shopping for a loan. 
In the end, this approach greatly reduces 
loan fallout.

Once approved, these borrowers want 
information on the process like how long 
it will take and the status of their loan. It 
is critical to provide 24/7 loan statuses, 
“live chat” and effective communication 
tools with their loan officer. From there, 
lenders need to take the “e” process 
even further. You can’t just automate the 
point-of-sale to give borrowers an easy 
way to apply, get approved and e-sign 
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A byproduct of the meltdown is that all 
parties are more educated about the mortgage 
process nowadays.
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their disclosures and stop there. You 
have to take it even further.

What do I mean exactly? You have 
to keep the borrower informed. They 
want to know what’s going on all the 
time. This is a very big step in their life. 
Buying a house is the biggest purchase 
one will make in their lifetime. The bor-
rower wants their part of the “American 
Dream”.  Every mortgage has a story. 
What that means for the lender is they 
need to use technology to reach out to 
the borrower and keep them in the loop.

Now, we move on to closing. Let’s 
say you’re a tech-savvy lender that has 
a great electronic point-of-sale presence 
that includes technology to keep the 
borrower informed after the point-of-
sale, it still may not be enough. Why? 
If the closing process is horrible, that’s 
what the borrower will remember. You 
have to seal the deal with that borrower. 
You can awe them in the front-end of the 
process and through the loan lifecycle 
and think your job is done, but you would 
be dead wrong. Your job is not done with 
that borrower until the loan is closed. 
Does that mean you have to offer an 
e-closing process? Not necessarily, but 
you do have to use technology whenever 
possible to ensure that the closing process 
is smooth. 

The third component to the new way 
of originating is paying closer attention 
to prefunding due diligence. Investors 
were burned during the meltdown as 
well. Some would argue that they were 
to blame, but that’s another debate. In 
this new world, investors have remained 
on the sidelines. A vast majority of 
originations are government loans. We 
need to get those investors back in the 
business of lending.

How do we do that? Investors want 
to know about quality before they buy 
a loan or a pool of loans. A statistic 
sampling will not suffice in making them 
comfortable anymore. Transparency 
is critical. What lenders don’t realize 
is that by creating and maximizing an 
online consumer-direct channel, they’re 
also better serving investors. How so? 

When the borrower applies online, gets 
an instant decision and e-signs their 
disclosures, the lender has an ironclad 
record of that transaction. If they take it 
further and provide things like automatic 
statusing, live chat, etc. to keep the 
borrower informed about where that loan 
is in the process, the investor can also get 
the same access and insight. 

A byproduct of the meltdown is 
that all parties are more educated about 
the mortgage process nowadays. The 
investors are demanding more in the 
way of transparency as detailed, but 
borrowers are demanding more, too. The 
next generation of borrowers are far more 
educated about the mortgage process. 
As mortgage news continues to capture 
the attention of the world, borrowers 
are becoming more informed about the 
mortgage process. The perception is that 
lenders duped borrower, and nobody 
likes to be duped. Only 8% of Americans 
don’t know what type of mortgage loan 
they have. That’s a lot lower than the 
26% of respondents in a Bankrate study 
done two years ago who said they were 
in the dark about their mortgage type.

Think about how auto financing has 
changed over the years for a second. It 
used to be that you walked into a car 
dealership, got a sales pitch, bought a 
car, got financing and left with your car. 
Today, the borrower goes online and finds 
out all they need to know about the car 
they want before ever stepping into the 
dealership. They know what model they 
want, what features they want and how 
much it costs to make the car. What’s 
happening as a result? The car borrower 
is more informed before the transaction 

ever starts, and they’re going into the 
dealership with all that information 
at hand. That’s what we have to look 
forward to when dealing with borrowers. 
They are more informed, and they’re 
going to bring that information with 
them when they go into a local branch or 
if they lock online.

Now that we’ve established how 
originating will likely change forever 
and what lenders have to do in order to 
adapt, I would be remiss without offering 
some technology buying advice. In my 
view, there are three critical technologies 
that will become important going 
forward. Lenders need analytics to better 
understand their own business, data 
validation so they can better understand 
the loans that they originate and intuitive 
applications so they can change their 
processes based on the data they get 
back after analyzing their business and 
the loans they’re originating. When they 
say knowledge is power, they aren’t 
kidding.

What will these three technologies 
mean for the future of originating? 
Automation will allow for dynamic 
workflows so that there will not be a 
need for separate departments to handle 
different types of loans or different aspects 
of the lending process. Lenders will be 
able to leverage the same staff regardless 
of what job needs to be done. These new 
technologies will enable the lender to 
employ a more efficient process. Lenders 
will be better able to respond to changing 
market conditions more quickly through 
the use of technology. The end result will 
be better quality loans; a goal we should 
all aspire to, wouldn’t you agree? ❖
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In the near future valuations will be 1 part science + 1 part technology + 1 part human.

Mission: 
To Boldly Go

inTo The FuTureoF ValuaTion
By Elizabeth Green 

T he future of real estate valuation, 
the recovery of the housing finance 
industry, and future economic  

stability are inextricably intertwined. A key 
element in this evolution is the revitalization of the role of  
the professional real estate appraiser. One thing that everyone can 
agree on is that the profession and the industry are at a climactic 
point, and the decisions made today have the power to set the future 
course, good or bad. 
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Mission: 
To Boldly Go

inTo The FuTureoF ValuaTion
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Numerous factors have contributed to 
the current state of the profession, and we 
now find ourselves at a crossroads. Col-
lectively, we must focus on pathways that 
lead to a new understanding of the impor-
tant role the professional real estate ap-
praiser plays in the mortgage equation. 

Additionally, the relevance of tech-
nology and data responsibly combined 
with local market expertise must also be 
considered. In essence, appraisal qual-
ity must be fostered in the midst of, or in 
spite of, tremendous industry change.

Restoring confidence in the mortgage 
markets and increasing asset quality are de-
pendent upon improved methods of reduc-
ing and mitigating collateral risk. A solid 
appraisal is the nuts-and-bolts of collateral 
risk mitigation—one property at a time. 

The challenge is to maintain focus 
on risk assessment during the process 
without sacrificing service levels, qual-
ity, and accuracy. To successfully meet 
the new challenges of transparency and 
low risk tolerance in today’s market, we 
need to equip appraisers, reviewers, and 
underwriters with better tools to analyze, 
qualify and quantify diverse and often 
disparate data sources.  

A new appraiser language and skill 
level, driven by the influence of the In-
ternet and technology, are rapidly taking 
shape. The incoming generation of ap-
praisers expects technological solutions. 
This technology must be fused with best 
practices and professional knowledge on 
a much broader scale. New approaches to 
training and apprenticeship are needed. 

Techniques such as the ability to 
simulate market conditions and apply 
computer-aided analysis can teach valu-
able skills. Appraisers are increasingly 
asked not just to validate information but 
to decipher an ever-widening pool of data 
sources. Next-generation appraisers are 
already “Google-centric.” 

But the future of the profession de-

pends not only on integrating the incom-
ing generation of appraisers but also 
preserving the unique perspectives and 
intuition of experienced professionals.

Reliable appraisals result from richer, 
cleaner, stronger supporting data regard-
less of the valuation product. Throughout 
the process and at each exchange of in-
formation, the call to data quality must be 
met—from the professional in the field to 
the lender to the end investor. 

Data exchange, which is both nimble 
and accurate, must extend beyond com-
munication of information and become 
true knowledge transfer. Industry wide 
adoption of a common language in the 
form of open data standards such as MIS-
MO (Mortgage Industry Standards and 
Maintenance Organization) is no longer a 
technology pipe dream but a risk mitiga-
tion necessity. 

The mission of MISMO as detailed 
on its website is such that, “MISMO was 
created to promote and support the com-
mon business interests of the commercial 
and residential mortgage markets. Its 
mission is to benefit industry participants 
and consumers of mortgage and invest-
ment products and services by fostering 
an open process to develop, promote, and 
maintain voluntary electronic commerce 
procedures and standards for the mort-

gage industry, and enabling mortgage 
lenders, investors, servicers, vendors, 
borrowers, and other parties to exchange 
real estate finance-related information 
and e-mortgages more securely, efficient-
ly and economically.”

Any analysis, powered by human or 
computer, is adversely affected by bad 
or inappropriate data. The use of highly 

sophisticated tools carries the implication 
of using appropriate data and expertise. 
Limited and/or bad data generates mis-
leading and inaccurate results that can 
often go unchecked. 

The use of advanced technology with-
out data integrity assurances can prove 
more damaging than applying good 
“old-fashioned” methods because of the 
automatic acceptance or perceived cor-
rectness of applied analytics. Using the 
appraiser as a human confidence score 
to safeguard the application of regression 
analytics in the valuation process only as-
signs liability to the appraiser; it does not 
prevent the problem. The future of valua-
tion requires the professional appraiser to 
be a highly interactive, analytical arbitra-
tor at each stage of the process. 

 “Everything that can be counted 
does not necessarily count; every-
thing that counts cannot necessarily be 
counted.” – Albert Einstein

The professional appraiser is being 
called upon to apply a new set of skills 
that incorporate the best of scientific ap-
proaches for analysis of large and diverse 
data sets such as geospatial and socioeco-
nomic sources. Appraisers can harness 
technology to pattern data and expose 
salient facts to produce better value con-
clusions. The new valuation professional 
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needs to be smarter, faster, and better than 
ever before in identifying current collat-
eral risk and determining present value.

Major improvements to the process 
of real estate appraisal will afford profes-
sional appraisers the ability to provide 
content-rich reports beyond traditional 
appraisal forms. The ability to provide 
appraisals as true business intelligence 
will result in stronger supporting cases 
for value opinions.  

And with more holistic valuation re-
porting, consumers of appraisal services 
throughout the cycle can more easily and 
accurately evaluate the quality and dura-
bility of the value opinion.

The passage of the Dodd-Frank Wall 
Street Reform and Consumer Protec-
tion Act (H.R. 4173) extends responsible 
lending deeper into the back-office op-
erations of collateral assessment. New 
regulations for the oversight of appraisal 
management companies, appropriateness 
of fees paid to appraisers, appraiser in-
dependence, obligatory lender reporting 
of USPAP (Uniform Standards of Pro-
fessional Appraisal Practice) violations, 
and a host of new consumer protection 
rules will converge in the most dramatic 

changes to the regulatory landscape since 
FIRREA (Financial Institutions Reform, 
Recovery, and Enforcement Act). 

These regulations spawn an entirely 
new level of audit requirements. The 
scrutiny of the appraisal through elec-
tronic means and data warehousing will 
both empower and frustrate the process 
as the ambiguities and incoherence of 
appraisal data are exposed. Again, data 
quality is paramount.   

When the mortgage lending process 
enforces appropriate appraisal service-
level requirements based on the needs of 
the property and not simply the style of 
appraisal report, appraiser compensation 
can be commensurate to the effort. Ease 
of production of the Good Faith Estimate 
(GFE) does not justify substituting a pre-
dictable appraisal report fee for an unpre-
dictable level of quality in the appraisal. 
Technology will generate accountability 
and transparency and improve the mar-
ketplace for all participants, including the 
borrower and regulator. 

Appraisers, appraisal management 
companies, and the lender/client commu-
nity must work together to embrace and 
employ technology and data to boldly go 
into the future of valuation. Navigating a 
complex web of appraisal management 
panels, fee structures, service-level agree-
ments, and regulatory influences will un-
questionably shape the marketplace. 

The new regulatory oversight will now 
govern what was once core professional 

networking on a simple series of subcon-
tract relationships. H.R. 4173 revisions 
to Truth-In-Lending laws and Title XI of 
FIRREA illuminate pre-existing issues 
such as geographic competency and rea-
sonable and customary fees. In fact, such 
concerns are symptomatic of more funda-
mental problems than just the need for new 
collateral assessment policy execution. 

When these issues are examined for 
cause and contrasted to the current mar-
ket landscape, they expose the ineffec-
tiveness of a process bogged down by 
outmoded and outdated practices. Dra-
matic improvements are possible if we 
are willing to look beyond quick fixes.

Holistic solutions include rewarding 
professional achievement and compe-
tency by primarily aligning the skill sets 
of a professional appraiser to the needs of 
the transaction and secondarily aligning 
the appraiser’s fee and turn-time require-
ments for the assignment. It also means 
transitioning risk managers and policy 
makers away from a “one-size-fits-all” 
mentality by creating professional valua-
tion reporting that enables underwriters to 
more effectively apply valuation results in 
the collateral risk assessment process. 

But perhaps most importantly, it means 
creating and embracing mutual trust and 
shared responsibility and accountability 
in the valuation process. The challenge is 
to adopt and execute a more effective so-
lution in which a stronger valuation pro-
fession and marketplace are formed. ❖
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Elizabeth (Liz) Green is Director of Appraisal.com, an up and coming 
services line from ACI. In this role, Liz will be launching a new generation 
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solutions architect in both the residential mortgage and property valuation industries, Liz 
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and teams in the industry today. She is the current Chairperson of the MISMO Property and 
Valuation Services Workgroup, advancing the cause of open data standards to improve quality, 
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She can be reached via e-mail at egreen@aciweb.com.
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