
The mortgage industry is struggling 
with being under the regulatory 

microscope. Surely, we can all agree 
that there is an onslaught of new 

rules, such as the recent news that the 
Federal Trade Commission (FTC), 
the Consumer Financial Protection 
Bureau (CFPB) Office of Enforce-

ment sent letters to a number of lend-
ers concerning potential violations 
of the Mortgage Acts and Practices 

– Advertising (MAP) Rule, a new 
rule that took effect in August 2011. 
This particular MAP Rule addresses 

claims and statements in mortgage 
advertising that may be misleading to 
consumers. Who would have thought 

that new regs would extend to ad-
vertising? We’re certainly living in a 
new world. So, what’s the bright side 
of all this? Reid Smeda of CSi talked 

to us about a new approach to risk 
mitigation. Here’s what he suggested:

 The New Face of 
Risk Mitigation

Reid Smeda of CSi discusses how 
compliant systems in place today have 
to be “data-obsessed” so they are 
equipped to gather, analyze, disclose, 
and retain the many, many, many pieces 
of data that “define the transaction.”

Discussing 

ExEcutivE intErviEw
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Q: How long has CSi been compliantly 
documenting financial transactions 
and what are some of the traits that 
have lead to CSi’s success?

REID SMEDA: For over 25 years, 
Compliance Systems, Inc. (CSi) has 
specialized in compliantly document-
ing financial transactions between 
financial institutions and their custom-
ers. During this time, CSi’s document 
solutions have become the “go-to” 
choice for transaction-level risk man-
agement — for, Consumer Lending, 
Home Equity Lending, Commercial 
Lending, Agricultural Lending, Mort-
gage Lending, Deposit Accounts, 
Individual Retirement Accounts, Edu-
cation Savings Accounts and Health 
Savings Accounts.

CSi has earned a reputation for 
delivering remarkable transactions 
and expertise as an integrated com-
ponent of loan origination systems. 
As a trusted partner, CSi documents 
transactions compliantly, minimizes 
the applicable enterprise-wide risks, 
and reduces resource expenditures so 
that financial institutions can focus on 
their business and their bottom lines. 
As an independent American-owned 
company, CSi proudly assists financial 
institutions in every state to meet the 
consistently increasing complexities 
of the U.S. and state financial systems.

CSi understands the importance 
of continuously monitoring industry 
changes and trends that impact fi-
nancial institutions. Our compliance 
professionals are constantly on alert 
for changes from a variety of sources 
(legislation, case law, administrative 
rules, regulations, industry best prac-
tices, and other governing authorities) 
to provide financial institutions with 
the most up-to-date products and in-
formation about transactional risks. 

CSi combines its quarter century 
of industry-leading financial transac-
tion experience with one-of-a-kind, 
thought leading technology solutions. 
Our highly-skilled experts apply the 
rules, best practices, and ongoing 
changes into warranted compliance 
documentation to deliver remarkable 
financial transactions to financial in-
stitutions every time.

Q: How have you seen the mortgage 
industry change and evolve over the 
last couple of years?

REID SMEDA: As we all know so well, 
the U.S. financial industry is one of 
the most regulated industries in the 
world; and I suppose a worthy debate 
could take place as to whether a cause 
of the 2008 market upheaval was too 
little regulation or a long-term unin-
tended consequence of too much. But, 
in the end, it does not matter; because 
a primary component of the changes 
since 2008 is “more” – more data 
as part of the underwriting process, 
more data to disclose to applicants/
borrowers, more impact on the types 
of products that can be offered by 
lenders, and ultimately, more borrow-
ers getting back into safe and sound 
extensions of credit. 

As this evolves further and as the 
“more” requirements of Dodd-Frank 
are implemented, a challenging 
dilemma is that thin margins have 
resulted in many institutions having 
limited and thinly stretched resources 
to react and apply. 

Q: Do you see a difference between 
doc prep solutions and transaction-
level risk management document 
solutions?

REID SMEDA: Doc prep solutions are 
designed to be “document centric” 
vs. “data centric”. The focus is on 
static template forms (“pictures on a 
piece of paper”, really). Whereas, the 
future of compliantly documenting 
financial transactions starts by focus-
ing on the transaction data itself. That 
is, the documents on which the data 
are represented are the physical mani-
festations of the transaction itself. The 
data (the specific words and loan in-
formation) are what manage the risks 
of each loan transaction.

In a transaction-level risk 
management solution, delivery and 
support of the compliance logic, 
data validations, error trapping 
and configurability for such risk 
management requires many types and 
high levels of banking, regulatory and 
technology expertise to come together 

as a whole. The solutions and the 
solutions partner must be specialized 
in financial transaction risks and best 
practices so that lenders have more 
time to focus on the things that drive 
revenue for their organizations. 

Q: What are documents’ roles in risk 
mitigation?

REID SMEDA: For almost twenty years, 
the term “enterprise-wide risk man-
agement” has been a standard part of 
examiners’ and lenders’ vernacular 
– Operational Risk, Liquidity Risk, 
Reputation Risk, Legal/Regulatory 
Risk, Market Risk, and Credit Risk. 
As with most things in our industry, 
the meaning of those words and how 
they are managed has evolved. Some 
risks can only be managed by the 
lender within its own four walls; oth-
ers can best be managed with a trusted 
third-party resource.

The documents that are created as 
part of the loan process are mecha-
nisms for managing components of 
each of those risk types. While an 
entire whitepaper could be written on 
the management of each of the risk 
categories, a clear example is legal/
regulatory risk – i.e., the documents 
for each loan transaction contain the 
data that is necessary to create repay-
ment obligations, to create security 
interests, and to comply with state and 
federal disclosure requirements.

When it comes to managing and 
mitigating transaction risks, the con-
sequences of not getting it right are 
too large; and the complexity and 
expense of relying on outdated solu-
tions are too high. Lenders struggling 
to maintain extensive static doc librar-
ies, seemingly never-ending updates, 
thousands of document templates, and 
hundreds of custom forms accept un-
necessary and incalculable risks. 

Choosing instead to implement a 
transaction-centric documentation 
solution (as a fully integrated 
component of a loan origination 
system) is the difference between 
leveraging documents to mitigate risks 
vs. being leveraged by the burden of 
documents.
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Q: How has the creation and assembly 
of documents changed over the years?

REID SMEDA: A theme under-
girding much of Dodd-Frank is 
“information”—i.e., lenders having 
the necessary information to ensure 
borrowers can afford their loans and 
borrowers having the necessary (and 
comprehensible) information to make 
informed credit-buying decisions. So 
it has become increasingly important 
for fi nancial institutions to have poli-
cies, procedures, and systems in place 
that are “data-obsessed” – i.e., poli-
cies, procedures and systems that can 
gather, analyze, disclose, and retain 
the many, many, many pieces of data 
that “defi ne the transaction.”

Documents driven by transactional 
data mitigate a lender’s risk. This rep-
resents a new paradigm, as we throw 
away the picture of the document and 
focus on the data required to manage 
the transaction risks. In this new para-
digm, documents build themselves 
dynamically, so the result is always 
confi gured to match the parameters of 
the transaction in question; and pro-
cesses and workfl ows can be simpli-
fi ed delivering greater value to lenders 
and their customers.

There are thousands of static forms 
used in the mortgage industry. If there 
is a change to one of those forms, it 
often means there are changes to 
every version of the form – e.g., for 
each state version of the forms; for 
the fi xed rate version; for the variable 
rate; with MERS; without MERS; and 
so on, and so on, and so on. Beyond 
being an administrative nightmare, 
each one of those changes imposes 
unnecessary risks arising from update 
mistakes, not meeting deadlines, train-
ing challenges, etc. – not to mention 
the costs resulting from the inherent 
ineffi ciencies and opportunity costs of 
FTE allocated to those changes. While 
technology has evolved over the years 
(e.g., allowing us to go from manu-
ally/typewriter completed forms, 
to computer generated forms, to 
onscreen fi llable PDFs), static docu-
ments are still a part of the day-to-day 
operations for many lenders.

In contrast to those outdated solu-
tions, CSi’s IntelleDocTM technology 
has lead the industry with powerful 
transaction-level documentation soft-
ware that eliminates limitations of the 
past and easily adapts to regulatory 
and market changes with 21st Century 
speed, capability and confi gurabil-
ity. With CSi’s IntelleDoc Solutions, 
the data for each transaction drives 
the words on the documents and the 
selection of the documents – not the 
other way around! This “revolution-
ary evolution” of documentation al-
lows fi nancial institutions real-time 
ability to adapt documents to the 
specifi c requirements of their institu-
tion, their products and each specifi c 
transaction.

The confi gurable nature of IntelleD-
ocs signifi cantly reduces the need for 
custom documents by allowing lend-
ers to add to or to replace text within 
standard documents, without the need 
for outdated overlays and addenda. 
The confi gured content dynamically 
interacts with standard language to 
ensure smooth fl ow, eliminate unnec-
essary whitespace and to automati-
cally make pagination adjustments. In 

instances where a custom document 
unique to a specifi c fi nancial institu-
tion is required, IntelleDoc technol-
ogy provides an end-to-end solution 
that allows each lender to manage/
control within its four walls its cus-
tom documents – either as static docu-
ments or custom dynamic documents. 
Standard CSi document components 
such as headers, footers and signature 
sections (including CSi’s data driven 
logic for trust signatures) can be easily 
included within custom documents; 
and lenders can specify the business 
rules/transaction parameters for when 
each additional or replacement provi-
sion and when each custom document 
will be included for a given loan trans-
action.

Q: What does the future hold for docu-
ments and fi nancial transaction-level 
risk management?

REID SMEDA: As we embrace the fact 
that the fi nancial industry is undergo-
ing signifi cant changes and will con-
tinue to do so far into the future, rather 
than trying to adapt one change at a 
time, it will be far more effi cient and 
much less prone to errors to imple-
ment documentation solutions that 
are specifi cally designed to have the 
fl exibility necessary to stay on course 
when changes are introduced. A dy-
namic, confi gurable data-driven solu-
tion is a necessary fi rst step in equip-
ping lenders for what is yet to come. 

As we move together into the new 
and away from the old, gone will be 
the days of worrying about a doc li-
brary, form packs, and the hundreds 
of custom docs that lenders need to 
create and maintain. Rather, solutions 
must focus on the data that defi ne each 
transaction and then apply the neces-
sary compliance logic, transactional 
validations and business rules to com-
pliantly generate and assemble the 
documents necessary to mitigate the 
applicable risks for each transaction.

Q: What innovation will be most criti-
cal to handle compliance changes? 

Industry Predictions
Reid Smeda thinks:

1There will be rapid 
technology change.

2There will be an increased 
focus on partnering for risk 
management.

3There will be increasingly 
demanding data collection, 
disclosure and retention 
requirements.
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REID SMEDA: To be ready for the pres-
ent and to prepare for the future, the 
mortgage industry cannot afford to 
convert a “buggy whip”” into a “fuel 
injector”. Rather, solutions must be 
designed from ground-up to work 
with business partners’ loan origi-
nation systems and with lenders to 
mitigate transaction-level risks. The 
future of successfully documenting 
mortgage transactions requires inno-
vative technology that brings together 
content, rules, best practices, pro-
cesses, and policies that are both intel-
ligent enough and fl exible enough to 
meet each lender’s specifi c and unique 
business needs. 

The biggest challenges in the years 
to come will be centered on the data 
– i.e., the data that defi ne and manage 
the risks of each transaction. The data 
requirements are expected to change 
“early and often”. The failure to keep 
up with these requirements is not an 
option. And being tethered to a doc-
ument-centric solution will present 
unacceptable risks. As such, technol-
ogy innovations that are designed and 
built around data and that are proven 
to mitigate transactional risks will be 
vital. 

Unless you “eat, sleep and breathe” 
compliance, it can be a bit overwhelm-
ing; and the associated risks of “get-
ting it wrong” a bit scary. But when 
you have a solution and a solutions 
provider focused on the transaction 
and the data surrounding the transac-
tion, the complex comes into view, 
the scary becomes more manageable 
and the “pictures” of documents can 
at long last fade out of view. 

Q: Where do you see the industry in the 
next fi ve years? 

REID SMEDA: The mortgage industry 
is remarkably resilient. We have been 
through market upheavals in the past; 
and we’ve learned together to thrive 
following each of those disruptions. 
The fact that thousands of pages of 
new laws and regulations are present-
ed to the industry following upheav-
als is “nothing new”. That said, the 
specifi c natures of the laws and regu-
latory changes in the last four years 

are quite different. They represent a 
greater centralization of rulemaking 
authority into a single agency and 
a more direct impact on the types of 
products that lenders will offer – e.g., 
arising from the Ability to Repay Test, 
the Qualifi ed Mortgage defi nition, 
the Qualifi ed Residential Mortgage 
defi nition, Borrower’s Best Interest 

requirements, the “collision” of these 
defi nitions with CRA, etc.

Over the course of the next fi ve 
years, the industry will have moved 
through implementation of the lion’s 
share of the rules and regulations 
required by Dodd-Frank. The years 
of doing so will not be easy, or fully 
predictable. So, from the perspective 
of lender processes and solutions, 
the industry will need to become and 
remain more “nimble”. Nimble, that 

.is, as relates to gathering, processing, 
disclosing, retaining, re-gathering, re-
processing, re-disclosing and updat-
ing retained data – and adopting new 
methods and solutions for doing so.

In conversations with many in our 
industry, I often hear, “Each time there 
is a new regulation, the industry gets 
all worked-up. But we always make it 

through. So, this is no different”. There 
is some truth to that. BUT the industry 
has always made it through and found 
success on the other side because of 
specifi c adaptations and technological 
advances. Faxes and static electronic 
documents were pretty cool in their 
day but they are now “so 1990’s….”

The requirements of Dodd-Frank 
take data requirements and the need 
for adaptations and technological ad-
vances to a whole new level. (For ex-
ample, hundreds of pieces of data that 
need to be gathered, processed, dis-
closed and retained for the combined 
GFE & TIL, alone). As the rules aris-
ing from Dodd-Frank are proposed, 
fi nalized, interpreted, commented on, 
revised, and so on and so on, the path 
to success for lenders will be rapidly 
evolving. Five years from now, we can 
be certain that “1990’s” solutions will 
no longer work; and lenders will be 
using solutions that are data-obsessed 
and able to readily adapt to and evolve 
with changing market and transaction 
requirements. 

Innovation has driven past fi nancial 
industry success. Relationships with 
trusted partners have been keys to the 
mortgage industry’s success. Regard-
less of what happens next, these truths 
will hold true – fi ve years from now 
and fi fty years from now. ❖

Reid Smeda is the president of Compliance Systems, Inc. 
Reid has over 20 years of banking experience – serving in 
senior roles as an attorney, lender and business leader for 
national and international fi nancial institutions. Compliance 
Systems, Inc., (CSi) is a highly respected provider of best in 
class “fi nancial transaction” technology and expertise.

From the 
perspective 
of lender 
processes and 
solutions, the 
industry will 
need to become 
and remain 
more “nimble.”
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