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EDITOR’S NOTES
Call Me A Skeptic Mr. Stevens

D

ave Stevens, President and CEO of the MBA said, “Recently I’ve been asked on many
occasions why MBA continues its policy for transition and GSE reform when the GSEs
are profitable and the marketplace is finally stabilizing? Why not just tweak the GSEs’
charters and let them emerge from conservatorship?
But it’s important to peel back the layers and really look at the current market. If we just
release the GSEs from conservatorship, are we confident that this is really a healthy market for
Independent Mortgage Bankers in the long run?
Let’s look first at the current conventional market. The GSEs are producing record profits
with the highest credit quality loans in history. The other side of this news is that they continue
to charge steep Loan Level Price Adjustments, Adverse Market Fees and Guarantee Fees that
are three times what they were a decade ago.
In the effort to both crowd in private capital and prove the ability to produce profits, this all
has to be balanced by the impact to the purchase market and costs to consumers. The GSEs have
produced high revenues from the HARP refinance program but the low down payment purchase
market has shifted broadly to programs within the GNMA security. As the Federal Reserve
stated in its recently released HMDA report: There has been “…almost no risk-taking in the
[conventional] mortgage market in the aftermath of the financial crisis.”
Other issues still remain that need to be addressed as we consider the future, issues that we
have elevated for the past few years. For example, guarantee-fee parity is still not a reality,
despite repeated calls by MBA for the FHFA to move toward a system where fees are based
on loan level risks, and not the size or volume of loans sold to the GSEs. Underwriting and
pricing transparency are not clear and because of their impact in a QM world, opening the
black box credit rules is necessary to evaluate and identify opportunities where credit might be
needlessly denied. Additionally, the decision to sell to the cash window or issue MBS should be
yours based on best execution, not a judgment made for you, unless there are clear, transparent,
counter-party standards that might be cause to force you to a cash only path.
Let me be clear – the GSEs remain a critical component of our housing finance system. But
it is equally clear that the structure that led to the consolidation of the market and the GSEs’
eventual demise, and the conservatorship that they now operate under, present opportunities to
improve the system and create a healthier, more competitive and stable secondary market for
independent mortgage bankers.”
To this I say: I agree that we should work to avoid future debacles like 2008, but the devil is
the details. Do we really trust Washington or even the proposals put forth the MBA and others
to dissolve the GSEs and create an environment that welcomes back smart private investors?
Maybe so, but I’m not convinced. 
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Recovery Tips
UDAAP Risks

When two parties in a transaction have different
expectations based on the terms of an agreement, one is
likely to be injured.

By Joel Haitz

T

he potential to inadvertently deceive
your customers is risky. When two parties in a transaction have different expectations based on the terms of an agreement, one
is likely to be injured when those expectations
are not met. They might even feel deceived.
And when they do, the consequence may be felt
by your bottom line.
In order to mitigate this risk (the risk of engaging in what the Consumer Financial Protection
Bureau (CFPB) may see as unfair, deceptive, or
abusive acts or practices (UDAAP)), we need to
understand what a deceptive practice looks like.
The Seinfeld episode “The Non-Fat Yogurt”
provides a case study. Kramer invests in a nonfat yogurt shop. The yogurt is delicious. “How
could this not have any fat? It’s too good!”
George proclaims. But Jerry and Elaine start
gaining weight. The yogurt is tested and turns
out to be fattening. Mayoral candidate Rudy
Giuliani blames his poor physical exam on the
non-fat yogurt and vows to eliminate false advertising in the city. Business plummets.
There’s no questioning the deceptive practice
in “The Non-Fat Yogurt.” Back when it aired
in 1993, it may have even been a satisfactory,
albeit obvious, example of the type of acts your
business must avoid to mitigate risks of deceptive claims. Today, however, it is much harder
to define deceptive practices.
The industry’s understanding of what qualifies as deception became less clear when the
CFPB started deciding what it considers unfair
and deceptive in the consumer financial market.
The Dodd-Frank Act empowered the CFPB
with the authority to prevent UDAAP. This may
be the CFPB’s most powerful tool, and they’ve
been busy using it, which offers more recent
case studies.
“22,500 bonus points-earn a bonus $300.”
The institution is offering 22,500 bonus points,
equal to a $300 bonus. The consumer accepts
7
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the offer, expecting 22,500 bonus points AND a
$300 bonus. The customer only gets the 22,500
points. The CFPB deems the advertisement deceptive. The institution must pay the $300 as
part of a $112.5 million Consent Order (which
included other acts violating consumer financial
law).
This case, like many other CFPB UDAAP
actions, doesn’t necessarily include clear, intentional deceptive activity. Similar to CFPB
orders related to add-on financial products
(debt protection, indentify theft protection,
credit score tracking) that focus on marketing
and suitability of services, the potential for a
UDAAP claim involves a subjective analysis.

The industry’s
understanding of what
qualifies as deception
became less clear when
the CFPB started deciding
what it considers unfair
and deceptive.

Even if many customers understand the terms
or want the product, a potential UDAAP claim
may arise if others don’t get what they expect or
if a regulatory authority thinks that product isn’t
worth the price (for example, deposit advance
and overdraft products).
Because it’s more difficult to know what a
potential UDAAP claim looks like, your institution needs to keep its eyes open and take
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Recovery Tips

affirmative steps to mitigate known risks. First,
your institution must develop UDAAP awareness
throughout every corner of the company (do it
formally and with documentation). If you and your

error or oversight. Some examples include manually entering loan terms, checking-the-box to determine what features do and don’t apply, or relying on
a procedure to make sure every required document

Your institution must develop UDAAP awareness
throughout every corner of the company
(do it formally and with documentation).
employees think through a consumer lens about
whether a product, practice or disclosure could
be misunderstood, you will start indentifying and
eliminating acts that create UDAAP risk.
Second, your institution should automate the
customer-facing processes that inherently are highrisk for a UDAAP claim. UDAAP claims often arise
from terms disclosed in writing and often those
terms only appeared deceptive because of human

gets in the loan package. Automating a customerfacing process can immediately lower your UDAAP
risk, and free up resources to focus on what your
business is here for — growing its bottom line.
The potential to inadvertently deceive your customers is risky, but if you develop your UDAAP
awareness and automate manual processes, a
UDAAP claim is less likely to derail your long-term
goals. 

Joel Haitz is an attorney and product specialist with Compliance Systems, Inc. (CSi). Joel is focused on
helping financial institutions navigate the complexities of new financial regulations and consumer-focused
regulatory oversight. CSi is a highly respected provider of best-in-class financial transaction technology
and expertise.
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Get your free subscription at progressinlending.com/signup
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Your Voice

Into the Unknown
If lenders want to truly obtain an insightful view of a borrower,
using analytics with data across a 24-month playing field is crucial.

By Rosie Biundo

T

he current regulatory and economic
environment has heightened the need
for insightful and compliant decisioning tools, and lenders need deep and robust
consumer information in order to improve
portfolio stability and make more informed
lending decisions. The best indicator of future
behavior has always been – and continues to
be – past behavior. To acquire this level of
insight, lenders must leverage technology to
identify potential bankruptcy risk, understand
past consumer behavior and maximize profitability. By utilizing technology tools such as
real-time, tradeline-level analytics, lenders can
understand consumer behavior patterns and
potential risk to determine the best strategies
and opportunities for their borrowers.
24 MONTHS: THE SWEET SPOT
If lenders want to truly obtain an insightful
view of a borrower, using analytics with data
across a 24-month playing field is crucial.
Detailed consumer level information such
as balance, payment, credit limit or account
type provides insight that can identify and

24-month period can help identify unique sets
of trends and characteristics, such as:
• Spending patterns;
• Payment patterns; and
• Credit utilization – established patterns
and impact of changing behavior.
Historical, trended data allows for better
decisioning across the entire lifecycle – from
acquisition to account management to collec-

Past behavioral insight is readily available to lenders
who leverage the right technology in order to
confidently predict the future behavior of a consumer.
predict a borrower’s future credit behavior.
Incorporating this borrower data into acquisition, portfolio and review strategies assists
lenders in mitigating risk and offering relevant
opportunities to specific borrowers.
For example, the ability to predict an individual’s propensity to pay within a certain timeframe can drive specific marketing strategies
and opportunities to enhance customer loyalty.
Analyzing a borrower’s credit behavior over a
11
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tions. Data-rich technology tools like this provides lenders with the consistent information
needed to identify and implement borrowerspecific actions.
THE GAME OF RISK
Past behavioral insight is readily available to
lenders who leverage the right technology in
order to confidently predict the future behavior
of a consumer. Plus, analytic tools like scores
and models can be leveraged in the portfolio

Delivering the industry’s
most trusted online lending tools
LoanQuoter® delivers innovative web portal solutions to meet today’s “tech
savvy” borrower expectations. This dynamic solution provides customized
product selection with mortgage and consumer applications along with a
secure consumer portal for the delivery of two-way documentation.

RemoteDocs® delivering critical lending information where and when you

need it with full audit trails. Not only can the use of Data-Vision’s RemoteDocs
secure electronic delivery reduce costs, but when applied to initial disclosures
creates a better, more compliant process.
Point, Click, Delivered. It’s just that simple.

Call us today!
(888) 925-8625
info@d-vision.com
www.d-vision.com

PATH TO E-LEN
THE
DING

Your Voice

monitoring process to predict the risk that a borrower may file for bankruptcy.

Lenders are better
enabled to strategically
and effectively expand
borrower pools through the
use of technology tools like
real-time, tradeline-level
analytics.

Scores and models tailored specifically to predict
bankruptcy allows lenders to distinguish potentially
profitable customers from those who are more

likely to file for bankruptcy. Using a score with
comprehensive, tiered segmentation schemes allows lenders to independently evaluate bankruptcy
risk. Scores such as these can support account
management since it assists with enhanced segmentation and treatment or collection strategies.
POWERFUL TECHNOLOGY,
POWERFUL DECISIONS
The recession may have altered the consumer
credit landscape, but insight into a borrower’s
potential to incur bankruptcy and to predict future
credit behavior is available for lenders in order
drive profitable decisions and effectively manage
portfolios despite the stringent regulatory environment. Lenders are better enabled to strategically
and effectively expand borrower pools through the
use of technology tools like real-time, tradelinelevel analytics. Managing borrower risk and predicting their future behavior by utilizing data-rich
technology can help improve business performance
and ensure more consistent outcomes. 

Rosie Biundo is Senior Director of Product Marketing for Equifax, a global leader in consumer, commercial
and workforce information solutions that provide businesses of all sizes and consumers with insight and
information. For more information, please visit www.equifax.com

The Lender’s Digital Marketplace.
The industry’s first Solution Selection Engine. This offering
was designed to revolutionize how lenders find the right
technology solutions to get maximum return on investment.
LendersDigitalMarketplace.com
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Business Opportunity Engine
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most powerful and intelligent marketing solution
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Contact us for an executive demo
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MARKET PULSE
Are You Ready For The Mobile Revolution?

A

s many of you know PROGRESS in Lending launched
a new monthly newspaper called Today’s Lending
Insight. The publication takes you beyond the news to
give you the real scoop. Prominent journalists and industry executives gather to put the news into perspective so you can use
it to grow your business. But we didn’t stop there. We wanted to
continue to enhance what we’re doing here at PROGRESS so
you can better use all of our content to succeed.
To this end, we updated our website. To the casual onlooker
it looks like we redesigned our website and added some new
features, but it is more then that. We designed the website to
be responsive so you can interact with all that we have to offer
on any mobile device. People have little tolerance for websites
that don’t accommodate their mobile devices: For example, 74%
of mobile visitors will abandon a site if it takes more than five
seconds to download, according to the research cited in the following WoIsHostingThat? infographic.
Truth be told, responsive Web design is one of the best ways
of ensuring that your audience’s online experience is equally
viable across mobile and desktop environments, particularly if
yours is an e-commerce site.
If your company hasn’t yet considered using responsive Web
design, you might well want to, especially if many of your
website visitors are using mobile devices to access your site
content. Any many probably are ... just look at what happened
over the recent Thanksgiving holiday. According to the Adobe
Digital Index 2013 online shopping data, Thanksgiving Day and
Black Friday saw record online sales with 1.062 billion and 1.93
billion, respectively. For the first time more than 24 percent of
online sales occurred on smartphones and tablets, a record increase of 118 percent year-over-year. iOS-based devices drove
more than $543 million dollars in online sales, with iPad taking
a 77 percent share. Android-based devices were responsible for
$148 million in online sales, a 4.9 percent share of mobile driven
online sales.
How do you take advantage of this trend? Start planning for
responsive Web design now.
And when planning, make sure that your website has these
five critical elements, especially if you’re selling products or services online: a masthead, an image gallery, product descriptions,
auxiliary information, and a footer.
For more details about those five elements, take a look at the
following infographic: 
15
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Process Improvement
Get Ready Everyone

We’re entering a new world where risk mitigation and due
diligence reign supreme. Are you ready?

By Tony Garritano

S

urely with all the new rules hitting our
space, every technology company with a
dominant mortgage footprint is gearing
up to ensure that its lenders are compliant. But it
doesn’t end there. Risk mitigation and due diligence are here to stay. This is the new normal my
friends.
Realizing this trend, global IT and consulting
firm Wipro Ltd. is getting ahead of the curve by
signing a definitive agreement to acquire one of
the leading U.S.-based providers of mortgage due
diligence and risk management services for a purchase consideration of $75 million that includes a
deferred earn-out component.
Wipro has agreed to acquire Opus CMC (Opus
Capital Markets Consultants LLC). The acquisition will strengthen Wipro’s mortgage solutions
and outsourcing business and complement its existing offerings in mortgage origination, servicing
and secondary market.
“We’ve been in the mortgage space for over 10
years. In 2008 we acquired Gallagher and entered
the technology space. We invested heavily in the
platform. We now offer a hosted solution and loan
modification functionality. During this time we
partnered with one of the leading subservicers. We
want to build a complete mortgage solution that
is as seamless as possible,” noted Gopi Krishna,
Head – M&A and Strategic Initiatives – BFSI
Division of Wipro.
Gopi Krishna heads the M&A (Mergers &
Acquisitions) and Strategic Initiatives function
for the BFSI business of Wipro, a $1.6 B business unit focused on verticals like Banking and
Financial Services, Securities and Capital Markets
and Insurance. Gopi has over 15 years of experience in the IT/BPO services business contributing
in various functions across the organization like
Strategic Alliances, Sales and Marketing, Strategy
and Mergers & Acquisitions. He was a key participant and led Wipro’s acquisitions of Gallagher
Financial Systems, Citigroup Technology
Services, strategic partnership with a leading US
sub-servicer, asset purchase of a core banking
17
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services provider based in Singapore.
“The due diligence market is a big sector that
has been evolving,” Gopi pointed out. “Going
forward, due diligence is going to be a big part
of how lenders originate and service. It also fills
a gap in secondary marketing that we had in our
portfolio.”
Founded in 2005 and headquartered in
Lincolnshire, Illinois, Opus CMC provides comprehensive risk management solutions to the mortgage industry in the United States. It has over 490
employees, including over 315 loan underwriters,
spread across 5 centers in the US.

Over time securitization
opportunities will arise.
Investors will pay based on
the brand and trust.

Opus CMC offers operational and loan level due
diligence, valuation support, forensic analysis, and
advisory services on all classes of mortgage products, residential and commercial, ranging from reunderwriting whole loans to collateral reviews of
securitized pools. Its customers include several of
the top global banks, mortgage conduits, mortgage
investors, and independent mortgage originators.
“The industry will be consumed by new rules
in 2014. Lenders are going to look at validation
technologies. We’ll also see new lending players
come back as the rules get crystalized. It’s about
delivering on quality,” noted Gopi.
“We at Wipro see the opportunity to consult to
help lenders improve quality and, at the same time,
offer a more seamless process, as well. Over time
securitization opportunities will arise. Investors
will pay based on the brand and trust, which is
something that we can ensure.”
Surely, we’ll see more acquisitions like this going forward, but other vendors are going the other
route and instead choose to roll out new offerings
specifically geared toward helping lenders mitigate risk. For example, “our verification part of the
business is booming,” said Craig Crabtree, Senior

Add a new dimension
to closing loans...

collaboration
Picture a Web-based “paperless office” that serves
as an end-to-end document management tool for
brokers and correspondents– actually reducing costs,
saving time, increasing efficiencies, and reducing
bottlenecks in the loan process.
Put DocVelocity in the picture and your
customers will thank you for helping them
take the work out of paperwork.
Visit docvelocity.com/info
or call (877) 362-8356.

The information provided here is for dissemination to and for the use of real estate and financial business entities only and is not an advertisement for the extension of credit to consumers.

Process Improvement

Vice President and General Manager of Equifax
Mortgage Services. “We are placing those assets
front and center. We are giving lenders turnkey verification. We see acceleration in adoption there. We
are giving data consistency. You don’t want to manually verify employment or income.
“We are also offering information on any new
liability that the borrower incurs during the quiet
period,” continues Crabtree. “If things get thrown
over the DTI limit you can have an issue with the
GSEs. So, we offer lenders total visibility into what
happens with that borrower after the first credit pull.
We also offer risk reveal to give people a snapshot of
new liability. We want to catch any undisclosed debt.
In this role, Crabtree manages Equifax’s mortgage
business across all solution and product categories.
Crabtree is an industry veteran who brings more than
20 years of industry experience, including origination, servicing, loss mitigation and capital markets
expertise to position at Equifax.
Going forward, he sees investors and regulators
alike asking more of lenders and lenders moving fast
to comply. “Wells has pushed out a specific spreadsheet that all correspondent lenders have to fill out.
Also, everyone is marching to the CFPPB deadlines
and getting ready. I’ve seen lenders do thorough
documentation sweeps and more archiving of data to
ensure compliance.
“Also, as the industry rotates to a majority of purchase money transactions, those underwriters that
were more familiar with refinances and HARP are
going have relearn how to underwriting. Lenders are
concerned with rising fraud, as well,” says Crabtree.
No doubt the road ahead will require lenders to
automate more and rethink their processes. “Lenders
are leveraging technology where it is available,”
Crabtree points out. “We have created seamless integrations to all the major LOS players to support
lenders. Lenders may throw bodies at this first, but
they will look to technology to streamline going
forward.“
Despite the willingness of lenders to move toward
compliance, uncertainties still exist. “There’s a lot of
questions coming up. Some firms say they’re ready
and I think they partially are,” said Scott Mowry, the
Senior Vice President of the Transaction Management
Department at Clayton. In this position, he serves on
the company’s management team and is responsible
for Clayton’s Client Service Delivery in providing
loan file review services and variable workforce labor solutions to its clients. Responsibilities include
hiring, staffing, employee development and overall

production requirements to ensure the highest level
of service delivery. Other responsibilities include
managing key client relationships, effective change
agent, contract negotiations and development and
implementation of process & procedures.

Lenders may throw bodies
at these new rules at
first, but they will look to
technology to streamline
going forward.
Mowry thinks the new rules will be a net positive
for the industry in the end. “I think the rules are good
because it puts more onus on the borrower to be honest about their income and such. For us, we have a
huge propriety engine that we’re using to keep our
clients compliant.
“I also think there’s going to be a lot of discussion
and revisions of these rules in the first and second
quarter. We are taking a very detailed approach in
assisting our clients and the rating agencies. This
new regulatory burden will add a lot of data, time
and exceptions to the compliance process.”
Clayton provides information and services that
financial institutions, investors and government entities use to evaluate, acquire, securitize, service and
monitor loans and asset-backed securities. Clayton
offerings include risk-based analytics, residential
and commercial loan due diligence, consulting,
surveillance, independent pricing, and staffing solutions. The company provides customized residential
and commercial special servicing solutions through
its Quantum Servicing subsidiary and REO management, BPOs and a short sale program through its
Green River Capital subsidiary.
Looking ahead, Mowry believes, “As the securitization market comes back, there will be a lot of
emphasis on looking at more files and more data
much quicker. Investors are going to want a lot to be
comfortable. Investors are looking at performance.
They want to know that they are buying good paper.
“The new rules will help lenders better qualify
borrowers. The rules will help lenders decipher the
borrower’s ability to repay and retain that product.
There are more checks and balances to make sure
that the borrower doesn’t just qualify for the product, but that they can afford that product, as well,”
concluded Mowry.
Welcome to the new world of mortgage lending
my friends. 

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.
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Enterprise Lending Solutions

Flexibility That Drives Lending
Enterprise LOS for Banks, Community Banks & Credit Unions
Envision a technology partner that can deliver an advanced platform for all your unique lending
needs. A solution that is so flexible it drives consumer and mortgage lending that goes beyond
traditional LOS technology by enabling growth while dramatically lowering your costs. Envision
training your staff on a single lending platform so that your team can focus on closing more loans.
Envision a solution that is so flexible that it can conform to your precise lending processes today
and well into the future.
The PowerLender platform delivers you with a single customer vantage point across consumer
and mortgage lending channels which improves customer engagement, opens up cross-selling
opportunities and streamlines your lending processes while mitigating risk enterprise wide.
For more than 35 years, we have been providing exceptional solutions and outstanding service to
the lending community. PowerLender, flexibility that drives lending.

800‐628‐4687

powerlender.com

Future Trends

Design Thinking: The Next
Competitive Edge
How can you innovate? You open new paths to innovation by
changing the way you think.

By Roger Gudobba

A
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lot of you know that I started my career
over 50 years ago by developing computer applications to facilitate mental
health research. I realize this dates me, but I
have never been embarrassed about my age. I
firmly believe that it is important to appreciate
the past in order to better understand the points
I am trying to make.
Many of the psychiatrists and psychologists
that I worked with had very little knowledge
of computers. I also recognized that they might
have wanted to have a better understanding
about computers but I felt the industry was in
such an early fuzzy phase that it would frustrate
them more than help. I realized early on that my
role was to determine the problems or questions
that were puzzling them and attempt to understand what they were trying to do. That was a
necessary first step before I could focus in on
a solution.
They looked at the work that I and others were
doing in absolute amazement. I, on the other
hand, was in complete awe of their knowledge
of medicine and the human brain and the number of years they invested in reaching that level
of understanding. Obviously, I wasn’t going to
go to medical school, but I could determine how
a computer may possibly improve their studies.
So, I developed systems to aid the doctors in
their research.
This is when I first developed an insatiable
appetite to read as many diverse books and articles as possible. Until now, the literature on
innovation has focused either on radical innovation pushed by technology or incremental innovation pulled by the market. In ‘Design-Driven
Innovation: How to Compete by Radically
Innovating the Meaning of Products’, Roberto
Verganti introduces a third strategy, a radical
shift in perspective that introduces a bold new
way of competing. Design-driven innovations
do not come from the market; they create new
markets. They don’t push new technologies;
Tomorrow’s Mortgage Executive

they push new meanings. It’s about having a
vision, and taking that vision to your customers.
Most companies today have innovation
envy. Many make genuine efforts to be innovative—they spend on R&D, bring in creative
designers and hire innovation consultants. But
they get disappointing results. They yearn to
come up with a game-changing innovation
like Nintendo’s Wii, Apple’s iPod, or create
an entirely new category like Facebook. Those
innovations overturned our understanding of
what a video game means and how we listen to
music. Customers had not asked for these new
meanings, but once they experienced them, it
was love at first sight.
In his book, ‘Change by Design’, Tim Brown
introduces the idea of design thinking; the collaborative process by which the designer’s sensibilities and methods are employed to match

A paradigm shift, away from
management based on gut
feelings and toward datadriven decisions, is already
under way.
people’s needs not only with what is technically
feasible and a viable business strategy. It’s a
human-centered approach to problem solving
that helps people and organizations become
more innovative and more creative. Different
organizations may focus on one of these as it
may fit better in their business framework more
than the others. What do we mean by that?
Think about it this way:
1. Consider the Users: Obviously, these are
the people that will be directly interacting with
the application. So, I challenge you to think
about what is desirable. Too often we assume we
can determine what the user needs and develop
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the appropriate solution. Henry Ford understood this
when he remarked, “If I’d asked my customers what
they wanted, they’d have said a faster horse.” Take a
step back. Focus on the user. What do they like about
the current solution? What don’t they like? How
would they improve it? How would they change it?
2. Consider the Market: Ask yourself what’s viable? Companies don’t have infinite budgets. It

Never before in history has
innovation offered the promise
of so much to so many in so
short a time, said Bill Gates.
would be great to have unlimited funds and resources
to totally reinvent the space every time you come up
with a new technology to solve a problem, but that’s
not reality. Resources aside, the market may not be
ready for your idea. Remember, you’ve only created
a good application if people use it.
3. Consider the Technology: Think to yourself
about what’s possible? I would love to see the cure for
the common cold invented. It would be a huge breakthrough, but for right now the technology doesn’t
exist to make that possible. Always think big, but not
too big that you can’t achieve your stated goals.
The myth of innovation is that brilliant ideas leap
fully formed from the minds of geniuses. The reality is that most innovations come from a process of
rigorous examination through which great ideas are
identified and developed before being realized as new
offerings and capabilities.
Now, let’s talk a bit about our industry for a second. A lot of people equate being innovative with
spending a lot of money and not necessarily pulling
in a profit. Given that our industry is now in the midst
of complying with new rules while we switch away
from a booming refinance market to a softer purchase
market, I would suggest that if you don’t employ
some of the strategies that I’ve suggested, you won’t
be profitable, period.
Why do I say that? Look at the proof of what
the status quo has gotten the mortgage industry in
2013: Independent mortgage banks and mortgage
subsidiaries of chartered banks made an average
profit of $743 on each loan they originated in the third
quarter of 2013, down from $1,528 per loan in the
second quarter, the Mortgage Bankers Association

(MBA) reported in its Quarterly Mortgage Bankers
Performance Report.
Among the other key findings of MBA’s Quarterly
Mortgage Bankers Performance Report are:
>> Average production volume was $391 million
per company in the third quarter of 2013, down from
$439 million per company in the second quarter. The
volume by count per company averaged 1,788 loans
in the third quarter, down from 1,921 in the second
quarter.
>> Total loan production expenses - commissions,
compensation, occupancy, equipment, and other
production expenses and corporate allocations – increased to $6,368 per loan in the third quarter, up
from $5,818 in the second quarter. Third quarter 2013
production expenses were the highest recorded in any
quarter since the Performance Report was created in
the third quarter of 2008.
>> The “net cost to originate” was $4,573 per loan
in the third quarter, up from $4,207 in the second
quarter. The “net cost to originate” includes all production operating expenses and commissions minus

all fee income, but excludes secondary marketing
gains, capitalized servicing, servicing released premiums, and warehouse interest spread.
>> Productivity was 2.5 loans originated per production employee per month in the third quarter,
down from 2.9 in the second quarter.
74 percent of the firms in the study posted pre-tax
net financial profits in the third quarter of 2013, down
from 92 percent in second quarter. If this doesn’t call
out for lenders to embrace a more innovative approach, I don’t know what does. 

Roger Gudobba has over 25 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
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Tweaking Your Brand In 2014
In today’s marketplace, it is becoming more difficult to
differentiate between competing companies. Your brand can
help you stand out.

By Michael Hammond

I

n an article that I recently came across entitled
“Leading Brand Trends For 2014” by Robert
Passikoff, he points out that the number 14 is
associated with forward movement, new methods
of experience, opportunity, and personal engagement, a good omen as to the course the world
of consumer outreach and brand marketing will
follow next year. A company’s unique brand will
become a significant factor in making the choice
between one company and another.
For marketers and brand managers who want to
stay ahead of that trajectory, analysis and insights
from Brand Keys’ validated and predictive loyalty and engagement metrics, collected from over
100,000 consumers this year, identify 14 critical
trends that will become brand realities in 2014:
1. Consumers Expect More: Over the past
five years consumer expectations have increased
on average by 20%. But brands have kept up only
by 5% annually, a big gap between what’s desired
and what’s delivered. The ability to accurately
measure real, unarticulated expectations, will
provide significant advantages to brands that can
engage and delight.
For lenders that means offering a better process
that is more transparent. Many borrowers want to
self-serve these days, so refine your online presence Mr. Lender. For technology vendors, you
have go beyond the buzz. Don’t jut incorporate
the latest buzzwords into your sales presentation,
instead give lenders clear return on investment
numbers.
2. Attention Must Be Paid to Brands: With
increased expectations will come a greater sense
of product and service commoditization. You may
be known, but you need to be known for something meaningful and important to consumers.
A mortgage is a mortgage, right? Yes and no.
The differentiator is the customer experience and
the service level offered to the borrower when
they get that mortgage. Technology vendors
should take this same advice: Lenders are expecting more and you have to deliver the goods long
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after the sale is closed.
3. Category is King: Brands will stop trading
away category-specificity for cross-category generalities in how they target, strategize, and execute
content. To engage smarter, high-expectation consumers, brand wills need to be smarter about specific category values they can leverage and own.
This is an important point. Borrowers looking
for a loan and lenders looking for technology

Over the past five years
consumer expectations
have increased on average
by 20%. But brands have
kept up only by 5% annually.
are becoming smarter and smarter. Gone are the
days that you can get a deal by flashing the latest
designer loan product or sexy technology feature.
4. Brands Will Get Emotional: Values that
drive the decision process to select one brand versus another has become more emotionally-driven.
In most categories the rational aspects are priceof-entry. Successful brands will need to identify
what emotional values exist in the category in
which they compete, and utilize them as a foundation for meaningful differentiation.
Look at the Quicken Loans ads, for example.
They create a sense of caring. The borrower
leaves feeling like Quicken is going to do right
by them. Similarly, lenders need to feel like their
technology vendors are on their side, as well.
5. Real Brand “Engagement” Defined: For
too long engagement has been associated with
consumer attention levels. Successful marketers
will link “engagement” to how efforts increase
how well the brand is perceived versus the
Category Ideal, and a metric that correlates highly
with loyalty, sales, profitability, and lifetime value.
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Consumers, having become more visually literate, will
move from text outreach to more
image-based connections.
6. Targeting Becomes Personal: With consumers
craving, and expecting, more, and more customized
and personalized products, services and experiences,
brands that better respond to real consumer expectations, will find consumers engaging with brands that
are able to personalize messaging and outreach.
It’s not enough to just offer the best price as a
lender, you have to offer the best service, too. You
have to know you’re client. Lenders have to understand the issues of their borrowers and technology
vendors have to have their pulse on what lenders
need these days to conduct business.
7. Digital Done Right: With digital diversification getting bigger, and more channels appearing
each quarter, brands are going to shift their question from “should I be here?” to “what should I do
now that I am here?” Success will be linked not to
outreach alone, but to how well the brand can differentiate itself and the levels of emotional engagement
it can create.
8. Content Is King, Too: Content marketing
will become a specialty unto itself and tools like
the Digital Platform GPS will optimize placement
and help brands distinguish the difference between
paid, owned, and earned media. This will become
more important when it comes to dealing with issues related to contextual relevance and strategically
navigating brands in digital space.
You can’t tell your prospect what you think
they want to hear, you have to tell them what they
need to hear in a way that they are able to digest
it. Sometimes that means sending a Tweet or a
LinkedIn update and in other cases that means picking up the phone and calling them.
9. Mobile Optimized: In 2011 Brand Keys trends
identified that mobile would move mainstream, and
it has. For 2014 brands will need to adapt strategies
and delivery mechanisms, content and flow of communications to match increased consumer multitasking and multi-screen behavior.
10. Fewer Tedious Texts: Consumers, having
become more visually literate, will move from text
outreach to more image-based connections. Visual
content will become more important in creating successful viral marketing campaigns, with brands becoming more attentive to image-sharing initiatives
and platforms.

Simply put, don’t harass people. Nobody wants
to be stalked. Time your messaging and make sure
that its both appropriate and targeted to the situation
at hand.
11. Micro Becomes Mainstream: Micro videos
will continue to rise in popularity and use. Metrics
will move away from number of views and toward
real brand engagement (see Trend #5). Watch for
more :6 and :12 videos to accommodate different
digital delivery platforms and increasingly shorter
consumer attention spans.
12. Integration Intensification: Brand marketing
and digital budgets will fuse as teams work jointly
and cross-silo. Multi-platform traditional and digital
models will require social media integration into
all marketing efforts, with responsibilities extended
to customer experience, design, sales, and product
development.
The mortgage industry is getting better when it
comes to using social media, but more thought needs
to be paid to this content avenue. It’s not enough to
just have a presence on Twitter or Facebook, you
have to use that presence to strategically grow your
business.
13. Data Deceleration: Data aggregations for traditional and digital will become more integrated and
streamlined, allowing brands to better separate the
“wheat from the chaff.” Big Data will actually get
smaller and more compact. And more useful.
14. The Funnel Flattens: What used to be a “purchase funnel,” that became a “path-to-purchase,”
will become a “multi-path-to-purchase” and will
become extraordinarily category specific. Content
and value communication with the right platforms
in the right way will become the only way to create
emotional engagement — and profitability — with
brands.
I know that it can be a lot to take in, but your
brand matters more and more these days. It’s said
that a new year provides marketers and brands a
chance for new resolutions and new beginnings. But
it’s also said, if you want to do something new, you
have to stop doing something old. These 14 new
trends provide brands with the opportunity to break
habits and embrace new methods of brand engagement, new business models, new technologies, and
new and profitable opportunities. Happy 2014! 

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.
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T

he frequency of online attacks against
U.S. business continues to increase,
along with the cost of defending
against those attacks and mitigating any
resulting data breaches. Cybercrime now
costs a U.S. business $8.9 million per year,
an increase of 6% from 2011 and 38% from
2010. Those findings come from the “2012
Cost of Cyber Crime Study,” which was
sponsored by security intelligence tool vendor HP and released Monday (10/8/2012)
by Ponemom Institute.
The average breach costs $214 per record compromised; another cost factor
is that it’s taking businesses longer to respond to security breaches. On average, it
now takes a business 24 days to spot and
resolve an attack, although some cleanup
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operations extended to 40 days. On average, each cleanup cost $592,000, a 42%
increase from the average reported in
2011 of $416,000. (Ponemon Institute and
Hewlett Packard- 2013).
As the number of cyber attacks on financial institutions continues to increase, it is
critical to protect your business. Cyber Security begins with a plan. This plan should be
developed based on the requirements and
risk of protecting third party Non Public Information (NPI). Requirements are driven by
federal, state and self-regulatory organizations (SRO) representing the best practices
and minimum techniques used to protect
NPI and the account of its use. Risk is the
harm lost NPI can do to an individual, family
or company when used to conduct crime.
Tomorrow’s Mortgage Executive
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Cybercrime can fall into two
categories-Active and Passive Cybercrime. Active is when the crime
attacks a target directly. Examples of
this include: identity thief, credit card
fraud, processing platform takeover
and website shut downs. Passive attacks listen to the party line (Internet)
to collect information, which is not
public, intercepting executive communications on financial decisions,
intellectual property, legal strategies
or summarized as “the stock tip”.
Financial Institutions need to protect their NPI from potential cyber
threats, which includes the mortgage
industry. The mortgage industry can
learn from other industries that are
highly regulated and handle a great
deal of NPI. This includes areas such
as, the life Insurance and securities
industries, which have a significant
amount of requirements to comply
with compared to any other industries.

certified Service Organization Controls third party evaluator.
SECURITY PLAN
Establish a Security Officer responsible to the company to oversee this
process. At least one member should
be an officer of the company (executive oversight). This individual needs
to define and document its policies
for the security of its system. Security
policies are established and periodically reviewed and approved by a designated individual or group.
The entity’s security policies include, but may not be limited to, the
following matters:
NPI
Classify data based on its criticality and sensitivity and that classification is used to define protection
requirements, access rights, access
restrictions, retention and destruction
requirements. Appendix A list the
common items regarded as NPI.

The average breach costs $214
per record compromised; another
cost factor is that it’s taking
businesses longer to respond to
security breaches.
Agents, Advisors, BGA, BD, Medical
Service providers and Carriers handle
NPI, PPI, financial, medical, educational information for which they are
accountable for.
The below is to help your organization build a simple but effective
security plan. A plan that will make
you focus on your internal technology
and controls for an internal operation
or a good check list for working with
a Cloud vendor to enable compliance.
Remember, you can outsource the
technology or process, but not the liability.
This is only a guideline for educational purposes; for a complete Cyber
Security evaluation, please contact a
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USERS
Identify and document the security requirements of authorized users. Know who is authorized to add,
change, communicate and delete NPI.
Roles are a common practice in defining access privileges.
Assessing risks on a periodic basis.
Organizations add or change how NPI
is accessed (Social media, Emailed,
twitter, etc.) and should address the
new risk and its solutions or policy
change.
Preventing unauthorized access.
Determine User’s use of login and
password, sharing of the same is not a
good thing. Also, assess who has User
access authority. When adding new

users, modifying the access levels of
existing users, and removing users
who no longer need access.
Any good plan should include assigning responsibility and accountability for system security. What
should this cyber security expert do?
Here’s some tips:
Any potential system changes
should go through this individual and
get this person’s approval before the
change goes live. You need to assign
responsibility and accountability for
system changes and maintenance.
Testing, evaluating, and authorizing
system components before implementation is critical. Address how
complaints and requests relating to
security issues are resolved, as well.
In addition, users with access to
NPI need to read and sign a privacy
agreement. As such, users agree to
keep NPI confidential or face loss of
access and possible termination. Users
with access to NPI should have a third
party review of their background.
Your company also needs to communicate its defined security polices
to responsible parties and authorized
users. You should have an objective description of the system and its
boundaries. Further, that description
needs to be communicated to all users.
The process for informing the entity
about breaches of the system security
and for submitting complaints is also
something that needs to be communicated to authorized users. Changes
that may affect system security and
fully communicated to management
and users who will be affected.
OFFICE SECURITY
Procedures need to exist to restrict
access to the defined system. For example, you need security measures to
restrict access to information resources not deemed to be public. Identification and authentication of users also
has to happen. Further, you need full
registration and authorization of new
users. Restriction of access to offline
storage, backup data, systems, and
other system components such as firewalls, routers, and servers should also
be part of any plan.
DATA CENTER SECURITY
When outsourcing your business

platform it’s important to know what
outsourcing are you entering into;
public cloud or private cloud. Public
cloud is typically where you are using their application maintained in a
computing environment completely
under the vendor’s control (Redtail.
com, Saleforce.com, AgencyWorks,
etc.). Private cloud vendors can come
in two flavors, co-location or vendor
provided. Co-location means the data
center provider supplies a secure
area (cage) where you provide all the
hardware and software required to
maintain the business platform. Vendor provided means the data center
provider supplies all of the hardware
and you provide the software to run.
Depending on the relationship you
enter into, compliance remains your
responsibility.

mation include the design, acquisition, development, implementation,
configuration, modification and management of the following:
• Infrastructure
• Systems
• Applications
• Websites
• Procedures
• Product and services
• Databases and information
repositories
• Mobile computing and other
similar electronic devices
MINIMUM THIRD
PARTY AUDITS
Whether you outsource or insource, a minimum third party audit
you should conduct is a Penetration
Test conducted by a reputable group.
These Penetration Test (Pen Test) at-

Whether you’re paper or
electronic based with your
processing, the laws and rules
remain the same.
Typically when obtaining Cyber
Insurance the insurer will request all
third party providers that have potential access to NPI to show they meet
technology compliance. Most cloud
providers that have engaged a third
party CPA firm, which conducted audits of vendor’s policies, procedures
and controls to ensure compliance.
As we continue to talk about creating a cyber security plan, we have to
touch on infrastructure and systems
management.The potential privacy
impact is assessed when new processes involving personal information
are implemented, and when changes
are made to such processes (including any such activities outsourced
to third parties or contractors), and
personal information continues to
be protected in accordance with the
privacy policies. For this purpose,
processes involving personal infor-

tempt to break through your security
and provide feedback on areas you
should correct. If your information is
accessible via the Internet, it is highly
recommended that you conduct Pen
Testing annually.
PUBLIC PRIVACY STATEMENT
Companies that maintain NPI
must publish to the public your commitment to secure the same. If any
information is used outside of the
processing you are providing (e.g.,
selling mailing list names collected)
you must disclose that practice in
your public notice.
CLEAN DESK POLICY
Clean Desk and Clear Screen
(CDCS) Policy ISO 27001/17799
are simple steps intended to protect
NPI when you are not present in the
office. Clear desk and clear screen
policy are used to reduce the risks of
unauthorized access to, or loss of, or

damage to, information. This requirement should be contained in the user
access authorization document.
>> Ensure that appropriate facilities are available in the office
in which, depending on their security classification, computer media
(disks, tapes, CDs) and paper files
can be stored and locked away, including lockable pedestals, filing
cabinets and cupboards.
>> Sensitive information should
be locked away in a fireproof safe
(and the security adviser will have to
access the fire resistance of the safe
in terms of the sensitivity of the information inside it and its location in
order to ensure its survival for long
enough to be rescued).
>> Personal computers, computer
terminals and printers should be
switched off when not in use and
should be protected by locks, passwords and the like.
>> Everyone should be required to
use password protected screen saver
that automatically fires up after only
a few minutes (between three to five
is reasonable) of inactivity.
>> Incoming and outgoing mail
collection points should be protected
or supervised so that letters cannot be
stolen or lost, and faxes and telexes
should be protected when not in use.
>> Photocopiers should be
switched off and locked outside
working hours; this makes it difficult
for unauthorized copying of sensitive
information to occur.
>> All printers and fax machines
should be cleared of papers as soon
as they are printed; this helps ensure
that sensitive documents are not left
in printer trays for the wrong person
to pick up.
Moving on, we have to discuss the
Red Flag Rule, which requires many
businesses to develop and implement
a formal, written Identity Theft Prevention Program for the purposes of
detecting the warning signs, or “red
flags”, of identity theft throughout
their day-to-day operations. Here’s
what else you need to know:
The first step is to identify the
relevant red flags you might come
across that signal that people trying
Tomorrow’s Mortgage Executive
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because it may help reduce the numencryption. Most laws and regulato get products and services from you
ber of successful cyber-attacks by
tions will ignore encrypted data if
aren’t who they claim to be. The secpromoting widespread adoption of
compromised; they call this “Safe
ond step is to explain how your busipreventative measures; encouraging
Harbor.”
ness or organization will detect the
the implementation of best practices
We all have the responsibility to
red flags you’ve identified. The third
by basing premiums on an insured’s
protect and account for the use of
step is to decide how you’ll respond
level of self-protection; and limiting
NPI. Whether you’re paper or electo any red flags that materialize. Do
the level of losses that companies
tronic based with your processing,
you use service providers who might
face following a cyber-threat.
the laws and rules remain the same.
detect any of the red flags you’ve
DATA ENCRYPTION
Top down, focus on encrypting evidentified? For example, if you hire
a company to handle your Part Two
Call Center activities talk to them to About the Author
see that they’re following your Pro- Since 1995, Mike Bridges has served as President, Vice
gram or have their own that complies President of Marketing & Sales, Director of Professional
Services,and Consultant for PaperClip Software. In his
with the Red Flags Rule.
current role, he is responsible for strategic direction,
CYBER INSURANCE
Most corporate liability insurance operations, and corporate communications. Prior to joining
policies do not cover losses due to PaperClip Software, Mike was the Executive Vice President
and co-founder of CMF Design System, a custom software
cyber-attacks, errors or omissions.
and systems integration firm. Mike received a Bachelor of
Cyber insurance is designed to miti- Science from Rowan University and served as a Captain in
gate losses from a variety of cyber the United States Marine Corps.
incidents, including data breaches,
network damage, and cyber extortion. The Department of Commerce
Last but not least, encrypt at rest,
erything, getting cyber insurance,
has described cyber insurance as a
in transit and include a process for
training and educating your employpotentially “effective, market-driven
data and hardware destruction. Your
ees, and complying with laws and
greatest hope for protecting NPI is
regulations. 
way of increasing cyber security”

Five Brothers Gives
YouThe Green Light
On HUD Compliance!
Hit the road to worry-free FHA property conveyance compliance – no red lights,
no detours, no obstructions. With 45 years of FHA experience, plus innovative,
field-proven technologies, Five Brothers puts you in the driver’s seat.
• Reduced Penalties – through our compliance-trained nationwide
field service team
• Lower Costs – with advanced Bid Validation technology
• Greater Peace of Mind – with automated HUD P260 bid data entry
• Error-Free Results – through our ClaimSys™ HUD claims processing system
Experience the Five Brothers difference… stronger results from the ground up.™

www.fivebrms.com • 855.552.8020
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Next
Generation
LOS
Architect, Mortgage Builder’s
next generation LOS, is an
all-inclusive residential lending

solution

that

manages

your loans from prequalification through interim servicing
and delivery.
latest

Built with the

technology,

Architect

offers browser based access in
the cloud and expanded application enhancement capabilities.
See how Architect is helping move
our clients and the industry forward.

Contact Mortgage Builder today and learn more about
our next generation LOS. 800.460.5040 • www.mortgagebuilder.com
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AREYOU

By Randy Schmidt

ew rules and updates to current regulations in the mortgage industry are being rolled-out at an astonishing rate. 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 years. As a result, lenders are forced
to quickly change policies and procedures within their organization to comply with these changes.
With many of the implementation deadlines for these new and updated regulations quickly approaching, the
question is, “Are You Prepared?” Have you made the appropriate changes to your processes and procedures
to correctly handle these changes? Have you been able to implement technology that allows you to better
respond to impending changes and ones that have not rolled out yet?.
One such change is a modification to Regulation B (ECOA), which takes effect on January 18th, 2014. The
regulation is §1002.14 Rules on providing Appraisals and other valuations reads in part: “A creditor shall
provide copies of each such appraisal or other written valuation promptly upon completion, or three business
days prior to the consummation of the transaction (for closed-end credit) or account opening (for open-end
credit) whichever is earlier.”
In addition, the regulation states that applicant may waive the timing requirement to receive the valuation
prior to closing as long as the waiver is received at least 3 business days prior to closing. In any case, a copy
of the valuation must be received prior to or at closing or within 30 days after the creditor determines that
consummation will not occur.
The regulation goes on to say: “The copies required by § 1002.14(a)(1) may be provided to the applicant
in electronic form, subject to compliance with the consumer consent and other applicable provisions of the
Electronic Signatures in Global and National Commerce Act (ESIGN Act) (15 U.S.C. 7001 et. seq.).”
ESIGN requirements specifically state that applicant must affirmatively consent to receiving their documents
electronically. It also states that prior to receiving this consent that the lender must provide the consumer a
clear and conspicuous statement informing them of:
• Right to have documents made available in paper form
• Right to withdraw consent and any conditions, consequences or fees in the event of withdrawal
• Whether the consent applies to a particular transaction or to an entire category of electronic records
• Procedures for withdrawing consent
• Instructions on how to request paper copy and whether any fee will be charged
• Any Hardware and/or Software requirements necessary

PREPARED?
Only dynamic technology helps lenders respond to constantly changing market conditions.
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If a consumer consents electronically, it must be done in a manner
that reasonably demonstrates that the
consumer is able to access the information in the electronic form that will be
presented. The lender must also assure
that once presented, the consumer has
the ability to retain a copy for their own
records.
In addition to Regulation B (ECOA),
a host of other changes have taken place
over the past few years that have put
pressure on lenders’ ability to quickly
change and adapt to regulatory requirements and current market conditions.
For instance, Regulation Z changes
added very significant new timing
and delivery issues for early truth-inlending disclosures, which are required
for all closed-end mortgage loans. In
essence, lenders are required to provide
truth-in-lending disclosures (early/ initial disclosures) within three business
days after receiving a mortgage loan
application and before any fees are collected from the consumer, other than a
reasonable credit check fee.
The rules also impose a waiting period of seven business days between the
early disclosure and closing date. Additionally, lenders must provide revised
disclosures, including a revised annual
percentage rate if the existing interest
rate significantly changes between the
time the early disclosure is provided
and the closing date.

As lenders look to effectively respond to these current market conditions, what should they being looking
for in an electronic delivery solution?
Here are the Top 7 things a lender
should demand in an electronic delivery solution.
1. A solution that compliantly
addresses new regulatory requirements.
2. A solution that can be easily
deployed.
3. A solution that delivers document
tracking and verification.
4. A solution with enhanced security
and encryption.
5. A solution that provides ease of use
for recipients.
6. A solution that provides increased
loan profitability.
7. A solution that has a proven track
record in the mortgage industry.
1. A SOLUTION THAT
COMPLIANTLY ADDRESSES
NEW REGULATORY
REQUIREMENTS.
Lenders looking for the ability to effectively respond to the flood of new
regulatory requirements must work
with an electronic delivery provider
that has in-depth knowledge and experience in the mortgage industry. For
the solution to effectively meet the new
regulations, the provider must have a
proven track record within the mortgage marketplace.

Your electronic delivery solution
should eliminate the time and expense
of traditional overnight delivery.
As lenders continue to scramble to
address these requirements and a flood
of other regulations, it is important
to look to technology solutions that
can not only address these immediate
needs, but also how they can be applied
to future requirements and market opportunities. Lenders are quickly realizing that electronic delivery solutions
can be very effective in meeting specific, new regulatory requirements.
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2. A SOLUTION THAT CAN
BE EASILY DEPLOYED.
In today’s fast pace and constantly
changing mortgage market, lenders
need solutions that can quickly and
easily be deployed while enhancing
compliance. Dynamic electronic delivery solutions can provide the flexibility
and compliance that today’s lending
environment demands.
3. A SOLUTION THAT

DELIVERS DOCUMENT
TRACKING AND
VERIFICATION.
To meet regulatory requirements
lenders must be able to track and verify
delivery of critical lending documents
at all stages of the lending process.
Having on-screen delivery confirmation ensures that all of the lenders’
transactions are completely traceable
for audit purposes. Automatic email
notifications can be sent to anyone,
indicating the lenders documents were
successfully transmitted. Industry
leading document delivery solutions
provide lenders with online history
available in real time.
4. A SOLUTION WITH
ENHANCED SECURITY
AND ENCRYPTION.
Your solution provider must employ
state-of-the-art encryption technologies to ensure your institution’s privacy
and security. The provider should also
undergo an annual SOC 2 audit that is
completed by an independent accounting firm.
5. A SOLUTION THAT
PROVIDES SECURITY
AND EASE OF USE
FOR RECIPIENTS.
The provider needs to have the experience of successfully registering
tens of thousands of users worldwide.
Your provider should deliver a single
user name and password, so that your
recipients can receive documents from
all parties of the transaction without
having to remember multiple passwords. In addition, the solution should
be able to be used to transmit lock box
reports, board meeting notes, payroll
data and other confidential materials
such as wills and trusts.
6. A SOLUTION THAT
PROVIDES INCREASED
LOAN PROFITABILITY.
Your electronic delivery solution
should eliminate the time and expense
of traditional overnight delivery. Documents may be sent to multiple recipients
simultaneously. Last minute changes
to your documents should be able to
be made within seconds, and your revised documents should be able to be
re-submitted and made available to the
recipients at no additional charge. Your

solution should not charge for redraws.
7. A SOLUTION THAT HAS
A PROVEN TRACK RECORD
IN MORTGAGE INDUSTRY
Your electronic delivery solution
provider must have in-depth mortgage
industry experience if you are going
to fully leverage it in today’s lending
environment. The provider must also
provide world-class support, one that
is proactive in deliver new solutions

When you or
your recipients
have questions,
your provider
needs to have
the answers.

About the Author

Randy Schmidt is President of Data-Vision, Inc. and is
responsible for overall operation and strategic planning
for the company. Randy became involved in the IT side of
mortgage banking almost 30 years ago and has been involved
in numerous projects on both the origination and servicing
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before the regulatory deadlines.
When you or your recipients have
questions, your provider needs to have
the answers. They should have industry
established procedures in place, and be
able to effectively respond to any potential issues you may have. They need
to be able available when you have
questions. This includes extensive Customer Support availability, seven days
per week, every day of the year (major
holidays excepted).
RemoteDocs from Data-Vision, Inc.
enables you to deliver documents to

anyone, anywhere, anytime using a
secure, internet based document delivery system. RemoteDocs allows documents to be easily sent within seconds
and protects sensitive information with
leading-edge security and encryption
technologies. Immediate document delivery means on time closings and real
bottom line results for your business!
RemoteDocs delivers critical lending
information where and when you need
it, through the power of the internet.
Point, Click, Delivered. It’s just that
simple. 
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With extensive real-estate market insight, plus advanced
valuation and results-validation technologies, Five Brothers
takes BPO efficiency and credibility to a whole new level.
Application is fast and seamless – BPO results can be automatically
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All of our web-based/downloadable BPOs include:
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• Neighborhood, zip code and comparables pricing data
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Origination and Servicing Systems

We d e l i v e r
MortgageFlex Systems became a market leader by listening to our clients. You told us what you wanted and
we delivered.
We’ve been listening for over 30 years now and the result is LoanQuest, a loan origination system that is a
culmination of best practices and modern technology. One that is flexible, secure and compliant. One that
lets you do what you do best – lend, while we take care of the technology.
Providing successful solutions takes more than just delivering a system in a new architecture. It takes experience,
knowledge, creativity, and commitment to be a long-term technology partner.
No one knows what the future will bring, but one thing is certain – MortgageFlex will be there with the solutions
you need. Call today to experience the MortgageFlex difference.

800.326.3539
www.mortgageflex.com
Transforming Mortgage Lending

jacksonville, florida

Mortgage

Auld
Lang
Syne

By Dan Green
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Assuming the next twelve months
proves this, why look back when we
have so much to look forward to?

A

s we start the new year there’s no disputing
we’ve sung our last Auld Lang Syne for at
least eleven months. But there’s something
about the song that bears thinking about.
First penned by Scottish poet Robert Burns in
1788, it asks, “Should old acquaintance be forgot?”
Should we forget the past and the people from our
past? Being rhetorical, we don’t have to answer, or
do we?
Tomorrow’s Mortgage Executive
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So much of mortgage lending’s future hinges on its history. Sure, most
of us would have preferred a clean
slate these past few year-ends with
the option to simply look forward. But
circumstances didn’t allow. However,
times have changed and 2014 is different.
Delinquencies and foreclosures are
declining. Home prices are slowly
rising. The employment picture is
improving with all signs pointing to
the return to a more normal economy
and a steadier and potentially growing
purchase money market. Assuming
the next twelve months proves this,
why look back when we have so much
to look forward to? Because some of
the answers to future success predate
the housing crisis.
Getting borrowers more involved
in the mortgage process to the point
of enabling them to self-serve online
dates back to the turn of the century.
The first to finance their homes using
the Internet found it a novelty. Today’s
borrowers expect it. A recent survey
by Accenture reveals sales of mortgages via the Internet increased 75%
while sales at branches fell 16%. It’s
clear: borrowers meet their mortgages
and their lenders in the digital, rather
than the physical world.
It is also no secret borrowers are a
fickle lot. Long in the habit of changing lenders mid-stream, they do so for
at least two reasons. The first is obvious. This is an intensely competitive
business where every loan counts.
More production is better; going all
out for every loan separates winning
lenders from all others. Borrowers,
for their part, often do not know how
to compare one loan from the next.
Switching in the middle of the mortgage process, therefore, is often due
more to perceived rather than real
advantage.
Today’s borrowers are more emboldened than those from the early
days of Internet lending. The housing
crisis made real estate information
ubiquitous. Borrowers, therefore, are
savvier than they were and they now
have a better idea how to compare
loans and lenders. This is partially
thanks to technology as well. Con43
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sumers increasingly live in the digital
world. Always available information
makes learning new subjects much
easier and comparing options much

simpler than it was even 10 years ago.
Fickle and emboldened, those financing homes this year and beyond
also have greater expectations than
their predecessors. All consumers, regardless of the good or service they are
pursuing, want all possible informa-

different. If borrower allegiance were
in question prior to 2007, no doubt today’s fickle, emboldened borrower is
likely to be even less loyal.
Good to know, but what’s a thriving lender to do? Adapt to borrower
behavior and aggressively convert
applications to closed loans at much
higher than historical rates. How?
Transparency throughout the entire
mortgage process that provides regular pro-active borrower contact from
origination through closing.
Today’s compliance environment,
too, has its origins in the housing crisis. On January 10 the industry awakens to lending under the Ability to
Repay (ATR) and Qualified Mortgage
(QM) Rules. Ability to Repay is the
law; compliance is mandatory. Qualified Mortgages are optional. Lenders
are free to lend outside the QM Rules.
While there are implications to doing
so, the reason to consider this move is
opportunity.
Mortgage volume is projected to
drop by more than $575 billion in
2014. Estimates of the percent of
non-Qualified Mortgages being made
today range from a low of 25% to as
much as 60%. Using the lower-end
estimates for the sake of argument,
non-QM lending could help offset
market contraction. Looked at another
way, if the market shrinks by one-third
and non-QM loans account for another

tion immediately, available wherever
they happen to be on whatever device
they have in their pocket, briefcase,
backpack or purse. A home loan is no

25% of market volume, what lender
can afford to see its lending activity
decrease by 55%? Non-QM lending
bears serious consideration.

The first to
finance their
homes using
the Internet
found it a
novelty.
Today’s
borrowers
expect it.

The Know Before You Owe
(KBYO) Rules, too, go way back.
When
disclosure
requirements
changed in 2010, the lending community knew additional changes were
coming. They arrived on November
21, and while they do not take effect
until August 1, 2015, a good deal of
work throughout the industry by all
players will be required between now
and then.
Efficiency, and its analog cost-tooriginate, is a subject that is as old as
mortgage lending itself. It is also very
much in the news as all lenders know.
Costs have been rising steadily for
many reasons since 2007. It is safe to
say there’s general agreement that the
time to rein efficiency in is now.
Returning to the fundamentals is
one of the ways to do so. Successful lenders will cast their mortgage
operations in a manufacturing light,
building efficiencies by focusing on
objective, repeatable processes. Unitbased measures become essential for
both management and comparative
purposes.
Loans have no concept of their size
though the industry tends to focus
more on dollar than unit volume. Total

conspires to drive down efficiency
while increasing costs. Successful
lenders, consequently, will diligently
measure and track unit-based efficiencies, squeezing every possible
improvement from tightly controlled
loan manufacturing processes. The
one metric to watch: closed loans

origins in the early 2000s as well. It is
safe to say that in the space of less than
10 years, more tools were thrown at
the mortgage lending process than in
the previous five or six decades. Just
as it’s time to focus on efficiency, it is
also time to re-focus on technology.
Winning lenders will likely be those

About the Author

Dan Green is Executive Vice President, Marketing at Mortgage
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per employee. The higher it rises, the
lower cost to close typically falls.
These concepts are not new. They
alone are a very good reminder of
why forgetting the past is a poor idea.
With last decade’s dawn of Internet
lending came a renewed emphasis on
measuring performance. This happened partially because it became
easier with technology of all kinds

who employ single, comprehensive
systems that manage the mortgage
origination process from application
through closing. One system to rule
them all – origination, processing,
imaging, underwriting, papering, closing, funding and secondary marketing
– is likely to drive efficiencies as well
as aid compliance. This should reduce
the cost-to-close as well; managing

Fickle and emboldened, those financing homes this
year and beyond also have greater expectations
than their predecessors.
production in 2014 will be roughly 5.7
million units, the level at which the
market is predicted to settle through
2015. Not only is overall volume
lower, more than 60% of these loans
will be for the purchase of a home, an
almost exact swap with refinance from
the year before.
Fewer, harder loans. Purchase
transactions are more complex in that
they typically involve more parties,
often requiring more documentation
and taking longer to close, all which
45
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spreading throughout the industry.
It also happened because, for a brief
time, the numbers got very good for
those lenders that not only used the
technology to its highest and best
purposes, but also adapted strategy to
take full advantage of their new tools.
Then they paid relentless attention to
performance, attentions that had to be
diverted for obvious reasons. The time
is now to study these lessons of the
past and put them back into practice.
Technology, the newest of it, had its

one system has its advantages.
Should auld acquaintance be forgot
and never brought to mind? In the
mortgage industry as in life, it is simply not possible. Simply looking at all
the lessons learned from the past and
drawing from them to enhance future
performance is good enough of a reason to remember. Burns and the folksingers who begat the song knew that,
too, though it is good to be reminded
at least once a year, as we have, each
year since 1788. 
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LOOKING FORWARD TO
A GOOD YEAR

A

ll of the headlines these days touch on the new rules coming out of
the Consumer Finance Protection Bureau. Lenders are asking: How
do I comply? Will my compliance strategy be enough for the CFPB
to leave me alone? How much should I rely on my technology vendor when
it comes to compliance? Will I be ready in time? Can I originate non-QM
loans? And if I do originate non-QM loans will I be able to sell them or will
I have to portfolio them? And the list goes on and on. So, 2014 is surely
starting with a bang. As a result, we at PROGRESS in Lending have brought
together Barbara Perino (left) and Rebecca Walzak to look back at 2013 and
ahead to what’s coming in 2014. Together these two women have over 50
years of lending experience. Here’s how they see our industry evolving:
Q: Explain how you first got in the mortgage industry.
REBECCA WALZAK: Accidently. I had no background in finance or anything.
I was tired of teaching and I was looking for something to do. I applied for a
job in a mortgage company and 35 years later I’m still here.
BARBARA PERINO: I had recently relocated to California in 1990, and went
on to apply for a job as an office manager for this brand new startup. The
company was the first in the space to do appraisal review. I was hired employee No. 5. In two years we grew to 450 people and I evolved with them.
I started off as office manager, went on to facilities administrator and ended
up as regional sales manager. And at the same time I went to school and got
certification in mortgage banking. Today I do coaching and some consulting.
Q: How has the industry changed over the years in your view?
BARBARA PERINO: I believe that it’s cyclical like a lot of different industries.
I think what showed up—that happened in the 1990s and actually back in
the 80s and again in the 2000s—is that greed and ambition, combined with
opportunity, took over people’s thinking and created some avenues for them
to do well financially for themselves and for companies, but they never took
the time to step back and regroup. They missed the bigger picture.
REBECCA WALZAK: After 35 years a lot has changed. Technology, for example
is everything these days. When I started technology was an electric typewriter, but today everything we do is impacted or involved in technology.
From a business perspective, when I started mortgage companies themselves
were small, and not very well known. Most of the banking done was done
through S&Ls and portfolio runs. Once the securitization market opened up,
the industry grew tremendously. It was at that point that we went from a
Mom and Pop business to a huge industry that amounts to a critical part of
the world economy.
Q: You both come from very different backgrounds, yet you collaborate each
and every month to create a joint article with a lot of great ideas. How does
that relationship work and why is it something that you think you do so well?

INDUSTRY CONSULTANTS BARBARA PERINO
(LEFT) AND REBECCA WALZAK LOOK AHEAD
TO 2014 WITH OPTIMISM. HERE’S WHY:

Executive Interview
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BARBARA PERINO: It works because, No. 1, we live three miles from each
other and we’ve known each other for 16 years or more. We are very aligned
in our personalities and we communicate well. We talk every month about
what the topic could be that would be of benefit to others and then we figure
out who’s going to be the lead in writing it, and then the other person takes
a secondary role as far as editing the article. The idea usually comes out of
either a conference or having a conversation with somebody or an article
shows up that we feel that we need to respond to.
Tomorrow’s Mortgage Executive
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REBECCA WALZAK: Barbara’s specialty
is coaching so she’s always focused on
the people. I’ll offer up an idea from
an organizational perspective or a
news perspective and then she’ll come
back and say, “Oh but what about the
people involved in this?” From there
our conversation as to what we’re going
to write about really seesaws back and
forth to decide if we want the article to
be more people focused or more process focused. Barbara is really strong
on leadership issues. We’ve had some
of our more engaged conversations
discussing what’s a good leader and
how much of a leader’s time should be
focused on people versus focused on the
business attributes of the organization.
We look at both sides of the coin.
Q: In looking back at 2013, what do you
think were the high and low points? And
looking ahead at 2014, what are your
expectations?
REBECCA WALZAK: 2013 was a year
of change. There was business being
conducted, and because of the low interest rates the refi business continued
to boom. But the focus was on the new
CFPB requirements that go into effect
this month. The industry had to take a
real hard look at what it is we’re charging in totality and what kind of individual fees we’re charging because of
the new rules. I think we have to take
a look at how we manage these rules.
In all this we have to remember that the
meltdown was perpetrated by people
that were totally focused on making as
much money as they could. Well, those
people are gone.
The good guys are left over, they’re
struggling with these punitive measures
and they’re trying to figure out how to
go forward. In a lot of ways 2013 was a

InsIder ProfIle

transitional year, but now we know what
the regulations are. So, the industry is
evaluating all its options to comply.
Going forward, I see a steady rising
of the tide. The first few months of this
year are really going to be a struggle,
because people are going to be really
focused on deciding who they are as a
company. They’ll be asking themselves:
How am I going to make these regulations work? Is this strategy going to
work for me? But the CFPB has given
us six months to work things through.
Lenders are going to find that the adjustment becomes easier and easier and by
the end of this year, we’re going to look
back and say, “We had a good year.” I’m
fairly upbeat about 2014.
BARBARA PERINO: I do believe that
2013 was a big year of change, as well.
The high points of 2013 were the new
technologies being developed and some
new products. Correspondent lending
came back in 2013. In terms of wholesale lending, as a new secondary market starts to put its toe into the water,
wholesale will grow too. Also, there
were a lot of mergers and acquisitions
in 2013. Some companies just struggled
and couldn’t stay in business.
There were also some low points in
2013. Some lenders were somewhat
greedy or just sloppy in their lending
practices, it affected them and they were
fined. I see those types of lenders going
away. Going into 2014, I agree that the
first few months after the CFPB rules
take effect will be a challenge. Let’s
face it, there’s still some clarity needed
around the rules from the agencies
around what they really expect. People
are in a grey area right now. I also think
2014 will be filled with mergers and
acquisitions. Those that can manage
change well will succeed. Lenders and

Barbara Perino is a Certified Professional Co-Active Coach
guiding her clients who are executive leaders and their staff.
Barbara has been trained through The Coach Training Institute
(CTI) located in San Rafael, CA. She completed a Coaching
Certification Program through CTI and the International
Coaching Federation (ICF). Prior to becoming a coach,
Barbara was a 16-year veteran of the residential mortgage
industry in a national sales management capacity for property
valuation and residential mortgage service providers.
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vendors are going to have to take these
new regulations to heart and understand
that there is no more room for sloppy
lending. I am excited. I think 2014 is
going to be a good year.
REBECCA WALZAK: We are definitely
going to see some shakeout in 2014
because there will be lenders who just
can’t handle the change. Some lenders
entered the market during the boom
period and they are struggling because
they don’t understand what constitutes
good risk. They haven’t been trained
about how to evaluate an appraisal and
how to fully underwrite. There’s much
more demand for what people call oldtime underwriters who understood the
whole underwriting process from front
to back.
Q: As we talk about the new regulatory
burden, do you think it’s actually facilitating innovation or do you think it’s
hindering innovation?
REBECCA WALZAK: I don’t think it’s hindering or incenting innovation. We’re
just going back to the way things used
to be done. What frustrates me from
both a process and a technology perspective is that we appear to be trying to
just use technology to implement some
of the processes that we’ve always had
in place. I think technology has a much
greater role and there’s a much greater

Industry
Predictions

Barbara Perino thinks:

1

. The dust will settle by
spring around what is
really expected from the
CFPB. We’ll get total clarity.

2

. There will be more
mergers and acquisitions
among both technology
companies and mortgage
companies alike.

3

. The independent
mortgage bankers will
have a stronger presence in
the industry. It won’t be just
about the big five banks
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opportunity for lenders to grow this
year if we were to look outside of the
way we do things today and say, “Oh,
you know, there’s a better way to do it.”
Here’s a good example of what I
mean: We’re seeing companies use
OCR technology to look at data to
meet new pre-funding quality control
requirements. That’s great, but now
lenders are manually handling data and
images of documents. Lenders are not
taking advantage of the huge amount of
data that’s out there that could tell them
so much about their business.
BARBARA PERINO: I don’t like the word
burden. I see the new rules as the new
normal. I don’t think the new rules are
hindering innovation. There are some in
our industry that are resistant to change,
but they will have to adapt. Coming out
of this I see a huge opportunity to innovate. Creative people will see this as
an opportunity.
Q: The new rules are geared at creating
a more consumer-focused mortgage
space. Is that what’s happening?
REBECCA WALZAK: Only if the consumers do their part. Here’s what I mean:
We’ve got new disclosures and the
single point of contact, but when do we
as lenders give out these disclosures
and just because they’re simple to

Industry
Predictions
Rebecca Walzak thinks:

1

. Processing a loan
will become similar
to manufacturing a car
or any other product.

2

. Lenders will become
more aware and
knowledgeable about
incorporating technology into
their operational process.

3

. Borrowers will
prefer to interact with
companies that can easily
access and articulate
valuable information.
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read doesn’t mean that borrowers will
read them. And just because borrowers
now have a single point of contact that
doesn’t mean they’re going to call that
single point of contact and ask questions when they don’t understand something. The regulators and the mortgage
companies have fulfilled their half of
the bargain by introducing and complying with these new rules, but I wonder if
borrowers will take advantage of what’s
been done on their behalf.
BARBARA PERINO: Clearly the point of
everything coming out of Washington
is to create a more consumer-focused
mortgage industry. Now there are opportunities for lenders to innovate and
technology vendors to innovate by
creating a better process that makes it
easier for borrowers to understand the
mortgage flow. Borrowers are not going
to read pages and pages of documents.
But I think there’s opportunity for a
technology company to create something for borrowers to get more educated about the best way to get a mortgage.
For any of this to work you are going
to need that education piece. You can’t
just throw new rules at lenders and new
documents at borrowers and expect
everything to be simple and understandable.
REBECCA WALZAK: It would be wonderful if we had a national class about
lending. We should have a class telling
borrowers how to read the new disclosures and what to look for. That would
be wonderful but part of the problem is
that borrowers get a mortgage so infrequently that they still rely on the loan
officer or the Realtor to guide them
through the process.
BARBARA PERINO: Along those lines,

InsIder ProfIle

we should also be better training and
educating our loan officers and Realtors to be trusted advisors to borrowers. There are a lot of documents that
borrowers have to go through so loan
officers and Realtors should sympathize
and help borrowers out.
Q: Lastly, describe what you think the
mortgage lender of the future needs to
be and do.
BARBARA PERINO: Lenders need to be
open to change. These new rules are
more borrower focused and that message needs to trickle down to everyone in
a given lending institution. It shouldn’t
just be about the leadership team, it
should be about getting the whole company onboard. To do that lenders have
to figure out what changes they need
to implement in order to ensure compliance and better their process. From
there, the lender of the future needs to
clearly articulate and implement those
changes throughout.
REBECCA WALZAK: In order for lenders
to be successful, the leadership needs to
stop acting like production managers.
You need to have total structure and
total control. The lender of the future
also needs to look for new technology
and do a better job of implementing it.
If you’re going to be successful, you
have to keep improving. Those lenders
that continue to run their businesses like
small Mom and Pops won’t cut it. You
need a broader view to be successful.
Our industry is going through a maturation process. Our industry used to be
comprised of small Mom and Pops, but
now we’re bigger. We’re a significant
part of the world economy so we need
to start acting like a true industry with a
world view. 

rjbWalzak Consulting, Inc. was founded and is led by
Rebecca Walzak, a leader in operational risk management
programs in all areas of the consumer lending industry. In
addition to consulting experience in mortgage banking,
student lending and other types of consumer lending, she
has hands on practical experience in these organizations as
well as having held numerous positions from top to bottom
of the consumer lending industry over the past 25 years.
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AVM
Secrets
and Lies
Dispelling myths and misconceptions about the industry’s most used collateral evaluation tool.
BY PHIL HUFF
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Though many people don’t realize it, billions of automated valuation models (AVMs) are
used each year to value properties. In fact, AVMs are the most frequently used tool for
valuing residential properties. In comparison, roughly 2.5 million traditional appraisals
are completed each year. Yet despite their popularity, AVMs still get a bum rap in some
quarters. It’s an undeserved reputation, in my opinion. And I’ll tell you why.
Tomorrow’s Mortgage Executive
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Platinum Data is the largest independent reseller of AVMs in the industry. To give you an idea just how
substantial the volume of AVMs is industry-wide, consider that one of our
vendors reports volume of over one
billion AVMs each month. That’s over
12 billion AVMs each year for that
vendor alone. Add that to all of the
AVMs from other vendors and you’ll
see: this is probably the largest, least
talked-about market in the industry.
Just who is using AVMs? I estimate
that at the very least, hundreds of
millions of the billions of AVMs run
each year are performed on behalf of
lenders and servicers. The remaining
are used by other financial service
providers, such as auto lenders and
other creditors. In the mortgage industry, AVMs are used to estimate the
value of a residential property for everything from home equity lending to
pre-qualifications for first trust deeds;
from appraisal due diligence to valuing servicing portfolios.
The truth is, AVMs are used so frequently because they work. They’re
good at what they do, which is to provide a reasonable estimation of a property’s value, quickly and at a very low
price. Yet despite the fact that AVMs
are used millions of times every business day, very few in the mortgage
industry are discussing them. They’re
often treated like the industry’s dirty
little secret. But why?

text by organizations that incorrectly
believed AVMs might threaten their
business. This in turn perpetuated
some myths about AVMs. I’m not
interested in pointing the finger or
figuring out why certain organizations wanted to undermine AVMs. My

objective is to shed light on the most
relied-upon product in its category,
and to uncover how AVMs are being
used--or in some cases, misused--so
we as an industry can improve, continue recovering, and originate and
service healthy loans.
RE-EVALUATING AVMS

AVMs, the more we can bring them
into the conversation, learn about
them, improve them and leverage
them to further the industry—not to
mention improve our bottom lines.
At a time of shrinking volumes and
constricting margins, it’s high time for
us to separate AVM fact from fiction.
Here, I’ll evaluate the five most prevalent AVM myths and get to the truth of
the matter.
MYTH #1: AVMS ARE
UNRELIABLE
Several experts, including renowned valuation expert Bill King,
Platinum’s senior vice president of
valuation solutions, have estimated
that AVMs as a whole are likely to
have a standard error of about eight
percent. That means an AVM will return a value that is within 16 percent
of the actual value of a given property,
95 percent of the time. Before we
jump to a conclusion on whether or
not we can deem eight percent reliable
or unreliable, let’s put that percentage
into proper perspective. Studies have
found traditional appraisals can have
a standard error of roughly 13 percent,
which means appraisals, on average,
are within 26 percent of the actual
value of the property, 95 percent of
the time. Again, this isn’t to point
fingers at one form of valuation or to
judge one product as superior over
another. Appraisals are considered to
be the gold standard in the industry.

The truth is, AVMs are used so frequently because they
work. They’re good at what they do, which is to provide
a reasonable estimation of a property’s value.
For one thing, there are a number of
misconceptions about AVMs. A lot of
conclusions about AVMs were drawn
at a time when they were being misused as replacements for appraisals in
securing a first trust deed. Information
on AVMs was presented out of con55
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It’s time to re-evaluate the industry’s position on AVMs. If we don’t
acknowledge AVMs as a critical and
often-used component of certain
mortgage processes and transactions,
we are missing an opportunity to optimize them. The more we know about

It’s simply to put that eight percent
in context. There are other factors to
consider. Let’s take a closer look at
how standard error is determined.
A standard error rating is an average. Each AVM and each appraiser
will achieve a better rating, like two to

three percent, on certain properties, and
a worse rating, like 15 to 18 percent (or
higher), on others. That’s because each
AVM performs better within certain
geographies and on certain properties.
There’s no such thing as a one-size-fitsall AVM, just as there is no such thing
as a one-size-fits-all appraiser. AVMs
have a two to three percent sweet spot,
just as appraisers do. Regulations mandate that we utilize appraisers with geographic competency. We’re required to
use the most suitable appraiser for the
property. The question is: why aren’t
we required to use the most suitable
AVM for a given property, as well?
MYTH #2: AVMS
SHOULDN’T BE USED
BECAUSE THEY CANNOT
INSPECT A PROPERTY
An AVM cannot conduct a physical
inspection of a property. Most in the
industry understand this limitation, and
regulators have taken it into account
when developing AVM usage guidelines. But this doesn’t necessarily mean
that the mortgage industry shouldn’t
use AVMs. It simply means that AVMs
shouldn’t be used exclusively to evaluate collateral in transactions such as first
trust deed mortgages, but instead for
servicing portfolios, home equity lend-

first trust deed is greater than the risk,
for example, on one of 10,000 loans in
a servicing portfolio of first mortgages,
particularly when those mortgages are
secured by collateral that was recently
valued with a traditional appraisal.
An AVM’s inability to inspect a
property doesn’t impair its ability to
perform any of its core functions within
the mortgage sector. We simply need to
remember where it makes good sense
to use an AVM and where it doesn’t.
MYTH #3: AVMS DON’T
DO A GOOD JOB OF
TAKING NEIGHBORHOODS
INTO ACCOUNT
A lot of people have criticized AVMs,
saying they can’t fully characterize,
differentiate and account for neighborhoods. While this may have been true
in the past, times have changed. The
AVM of today isn’t exactly your father’s AVM.
AVM technology has progressed
quite a bit since the days when AVMs
were severely misused in our industry,
when they were used to value collateral for first trust deeds with loan-tovalue ratios that exceeded 100 percent.
Thanks to the work of the industry’s top
minds in valuation analytics, AVM providers are now able to construct more

The bottom line is that when used
correctly, AVMs are viable tools
for providing a fast, accurate,
and very economical estimation
of collateral value.
ing, appraisal underwriting and quality
control, and prequalifying first trust
deeds. It’s a matter of common sense.
You’ll want an inspection on higher
risk transactions. The risk associated
with a brand new, high loan-to-value
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and more meaningful geographical
boundaries within their databases. In
fact, they’re actually starting to come
out with neighborhood-specific and
community-specific models. They’re
not simply drawing boundaries as a

circle or a box. They’re establishing
what are called “neighborhood polygons,” which essentially means they’re
able to create neighborhoods that have
jagged lines and specific boundaries.
While an AVM isn’t a person who’s
lived in a neighborhood for the past
two decades, it is a technology that
can be programmed to learn rules and
execute those rules flawlessly, 100 percent of the time. And that technology is
improving every day.
MYTH #4: AVMS RELY ON
COUNTY DATA, AND COUNTY
DATA ISN’T RELIABLE
AVMs do rely on county data.
However, in aggregate, county data is
generally reliable. A lot of folks who
say that county data is unreliable argue
for the use of Multiple Listing Service
(MLS) data. My issue with using MLS
data is that listing agents are working
for their clients, not for lenders. That’s
not to say that Realtors are dishonest,
by any stretch. Realtors are qualified
professionals who play an essential
role in the housing industry, as well
as in the American economy. While
Realtors as a whole have zero interest
or intention of deceiving lenders, their
interests are focused on keeping their
clients satisfied. That sometimes means
listing homes for as high a marketable
price as possible, not necessarily at a
price that reflects the true market value
of the property.
If Realtors made a habit of marketing properties using the bare bones,
hand-to-heart truth, they’d probably be
doing their clients an injustice. While
they may not hide the ugly truth, they
probably aren’t baiting the hook with
it, in the same way that Coca-Cola’s
ad agency won’t recommend an ad
campaign that leads with the number
of calories or lack of nutritional content in a can of Coke. It’s going to put
Coke’s best foot forward, just as a Realtor will do with the client’s property.
You’ll find out about the 140 calories
soon enough. The ad agency wants
you to know how Coke tastes or how
it will make you feel, before you start
visualizing those extra pounds. It’s
not dishonest. It’s just common sense
marketing, and that goes the same for
marketing homes.

While there’s no such thing as 100
percent reliable data from the county
recorder or any other source, I certainly
don’t believe that marketing copy provides a more accurate or complete depiction than historical record. The fact
is, county data is pretty darn reliable,
and getting more so every year.
MYTH #5: AVMS RELY ON
OUTDATED COMPS
Over the years, I’ve heard it argued
that AVMs aren’t credible because they
use outdated comparables. It’s an old
argument, and one without much merit.
Of course it’s possible that AVMs
may sometimes need to rely on dated
comps, but then again, so do appraisers. If an AVM doesn’t have access to
current comps, neither will any other
form of property valuation, and that includes a full appraisal by an appraiser.
Everyone is fishing from the same
pool. In any given neighborhood at any
given time, comps may be abundant
and current, or sparse and dated. Just
like most appraisers, quality AVMs
will not choose outdated comps if relevant, current comps are available. The
alternative is to use comparable sales
that are outside of an acceptable area,
which is, of course, the same challenge
faced by appraisers.

It’s certainly not ideal to use dated
comps. But in my opinion, it’s even
less desirable to use comparable sales
outside of the subject neighborhood.
However, when these scenarios occur,
they are industry-wide challenges that
are not unique to AVMs.
AVMS ARE PRACTICAL,
USEFUL TOOLS WHEN USED
IN THE CORRECT SITUATIONS
The bottom line is that when used
correctly, AVMs are viable tools for
providing a fast, accurate, and very
economical estimation of collateral
value. Given the fact that the mortgage
industry is using hundreds of millions
of AVMs each year, we need to come
together and open the lines of communication. Lenders and servicers need
to share information on how they are
using AVMs. And technology experts
need to move forward, innovate, and

introduce new tools that will bring
positive change into this segment.
AVMs aren’t going anywhere. They
will continue to impact the industry,
whether we acknowledge them or not.
If we want to control the impact AVMs
have on our industry and on our individual bottom lines, we need to start by
acknowledging their use, their prevalence and their role in our operations.
In next month’s installment, I’ll share
the information I’ve gathered on how
lenders and servicers are using AVMs
in the current market, provide concrete
specifics on how big an impact AVMs
are having on the bottom lines of lenders and servicers, and list specific steps
that lenders and servicers can take to
save tens and hundreds of thousands
of dollars—perhaps even millions of
dollars—simply by choosing and using
the right AVM for the scenario. 
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