
Practical Steps To Managing Third Party Relationships
Regulators are holding lenders responsible for the actions of their third party vendors—and the stakes are high.

Suppose you were the owner of a restaurant, and a number of patrons sued you
because they got food poisoning. It turns out that a food supplier whom you trust and 
regularly monitor is the source of the tainted food. Yet you are deemed to be the party 
held accountable and must pay millions of dollars in damages. Who should be 
responsible in this instance? The restaurant or the supplier?
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 There are many cases in the 
courts today involving lawsuits 
against both restaurants and 
suppliers, and decisions have come 
down on both sides.  A restaurant 
may be held liable if it’s proven it 
did not maintain safe conditions for 
storing or cooking food, or a supp-

 lier can be held liable if it’s proven 
that the supplier was the source of the 
tainted food. ore and more, lenders are 
look-ing outside their company for 
help. Partnering with a business 
process management (BPM) vendor is 
becom-ing increasingly popular.  
However, selecting the right BPM 
partner calls for some careful research 
and consid-eration.  hile there are a 
slew of BPM firms to choose from in 
the mortgage space, lenders tend to 
focus on the larger, more 
established outsourcing firms. What 
lenders may not realize is this: 
unless they are driving huge 
volumes, lenders frequently receive 
very little management attention 
from the larger BPM firms.  
Changing to another BPM firm at such 
time involves enormous cost and 
effort. 
 It’s much more clear-cut in the 
mortgage industry: without question, 
lenders are held responsible for the 
actions of their third party vendors. 
 Confronted with an ever-changing 
array of regulatory and compliance 
challenges driven by the Dodd–Frank 
Wall Street Reform and Consumer 
Protection Act now being enforced by 
regulators, including the Consumer 

Financial Protection Board (CFPB), 
lenders have to maintain tight ships 
with their vendor relationships. 
Keeping up with the changing 
landscape is difficult and the penalties 
are steep. The Dodd-Frank Act 
authorizes the CFPB to increase its 
assessment of civil monetary penalties 

from up to $5,000 per violation 
per day to up to $25,000 per 
violation per day if violations are 
reckless, and up to $1 million per 
violation per day if violations are 
knowingly occurring.
 Lenders aren’t just being held 
accountable for their own actions, but 
for the actions of all the third parties 
with whom they do business as well, 
as stipulated by the CFPB, the OCC 
and other regulatory agencies. In other 
words, lenders cannot hide behind a 
cloak of ignorance or point fingers 
elsewhere when it comes to how 
someone they work with conducts 
their business, specifically third party 
originators (TPOs) and appraisers. 
And it’s not just the CFPB that is 
focusing on third-party responsibility, 
but the Federal Reserve System, the 
Federal Deposit Insurance Corp., the 
Office of the Comptroller of the 
Currency and other entities as well. 
  Regulators are already stepping up 
their enforcement in this area. In fact, 
they have already uncovered cases in 
which lenders have failed to properly 
assess third parties for risk and failed 
to monitor their activities. This poses a 
difficult question for mortgage 
companies: 

 

 How do they keep track of what 
their third-party vendors are doing 
without breaking the bank or losing 
focus on their primary mission, 
which is selling and servicing loans?
 The following list offers five 
practical points of advice for 
effectively managing and overseeing 
third parties.  
1. Know who you’re doing business 
with. That means more than simply 
having a name, address and phone 
number in a spreadsheet. Lenders 
must confirm that TPOs, appraisers 
and other third party vendors are 
registered and have the proper 
certifications and licenses, policies 
and procedures, financials, etc. and 
that these materials are up to date. 
To be extra thorough about it, it’s a 
good idea to look into a third party’s 
character and past compliance 
performance, as both can be 
indicative of future problems. A 
comprehensive background check is 
recommended, as it will assure 
regulators that you’re on top of your 
third party vendors.
2. Have a plan. Lenders need to 
document their strategy for 
monitoring third party vendors, then 
test it and put it into use. It’s no 
longer enough to simply “check the 
box" or state that your third parties 
are in compliance--you must have a 
clear action plan and be able to 
prove that you are indeed following 
it. If you’re just giving lip service to 
monitoring third party vendors, 
auditors won’t take your word for it. 
They are looking for documented 
strategies and procedures, and proof 
that a program to monitor third 
parties has been put into action. The 
CFPB and other regulators are also 
looking for lenders to test their 
programs to make sure they are 
working.
3. Monitor third party vendors on 
an ongoing basis.  Once is no 
longer enough. This is very critical 
as many companies don’t realize that 
a “point in time” check of a third 
party vendor won’t matter to auditors 
if a problem pops up six months 
later, or even before a loan is closed. 
In fact, the regulations state that third

 

 

 

Lenders need to document 
their strategy for monitoring 
third party vendors, then test 
it and put it into use. It's no 
longer enough to simply 
"check the box." 



  

parties must be monitored on an 
ongoing basis. The trouble is most 
lenders don’t have the time or 
resources to perform regular checks 
and are turning to an outside vendor to 
manage that function—which can also 
spell trouble if such a vendor is not 
chosen carefully. 
4. Be prepared for audits. Lenders
and servicers must assume that 
someone will eventually take a closer 
look at their operations. It’s better to 
be safe than sorry, and more and 
more, lenders are being audited to 
verify they are doing a good job of 
monitoring third party vendors, and 
are doing so on a regular basis. If 
you’ve followed the steps above and 
planned for this scenario, you 
shouldn’t have much to worry about. 
5. Keep thorough records and be
ready to access them quickly. Being 

prepared for an audit means you’ve 
kept complete records of the 
surveillance work you’ve done, and 
are able to readily access it to show to 
auditors. The fact that you have a 
good plan and have put it into action 
won’t mean much if you’re not able to 
show the proof. 

A final word here: Third party 
oversight has always been important 
and good for business, but it’s 
become even more important to 
regulators and the GSEs. Clearly, 
protecting the consumer is the 
ultimate goal. It's never too late to get 
started. v
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Lenders and servicers must assume that 
someone will eventually take a closer 
look at their operations.




