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The Las t S t ep:

Changing
t he Closing Process

There are new issues, new concerns and new opportunities that are emerging
that promise to make the closing and funding processes easier.

It

is the last thing that has to happen
for the origination business and
the first for the servicer; for the
lender it is many times a final step after
the big hurdles are crossed, but for the
consumer it is the “big” event; the start
of a new life. Yet it is the least discussed
part of the transaction and only appears
to have been given minimal thought by
those creating new requirements as well
as those impacted by all the new regulations. Of course we are talking about the
actual closing and funding of the loan.
With all the changes going on in the
industry these days there seems to be
little discussion around this process.
Does that mean it was not an area of
concern during the mortgage crisis or
that “nothing new” has resulted in this
area? The resounding answer to this
question is NO. There are new issues,
new concerns and new opportunities
that are emerging that promise to make
the closing and funding processes easier
and at the same time more complex.
Just like all other processes, these concerns and opportunities involve people,
processes and technology.
The closing process, with its total reliance on third party vendors has always
been a rather undisciplined part of the
process of loan origination. Lenders,
in order to affect a faster closing, rely
on title agents to collect various documents and information that are needed

to successfully meet the underwriting
risk criteria. The use of insured closing
letters that “protect” the lender against
closing agent error has been the most
common risk mitigation tool but they
are not available in every state and
may be difficult to enforce. In addition,
the lender’s closing instructions many
times are not specific enough to cover
some of the more egregious errors.
Closing involves various sub-processes such as title review, document
signing, loan funding, and finally postclosing and loan delivery. Very little
of the activities associated with these
processes are under the direct control
of the lender themselves. From the
very beginning of the transaction, a title
agent/attorney, an escrow agent and/
or a warehouse funder are intimately
involved in ensuring the closing takes
place. Many times local customs, practices and regulations on both a state and
federal level control how the process is
conducted, what fees can be charged
and what documents have to be signed.
The risks that exist in these subprocesses are numerous and many times
not recognized by the lender until the
issues come back to haunt them. Selecting the title attorney/title agent/escrow
agent is many times driven by the Realtors or sellers in a purchase transaction
and by the borrowers in a refinance.
While RESPA dictates that the lender

cannot require the use of a specific
closing agent/attorney, the lender does
have the authority to control who is
actually selected to fulfill these activities in order to make sure the process
is completed to their satisfaction. This
relationship is critical to the lender as
they must rely on these individuals to
obtain any documentation not included
in the closing package, ensure the fees
are charged correctly and satisfy any
closing and/or title conditions that the
lender has requested from them. While
traditionally these relationships were
individually selected and controlled,
over the course of the past years the
idea of a national settlement perspective
has emerged. Melissa Hill, a partner in
Looking Glass Group, LLC previously
served as the President of Land America
Title Company. According to Melissa,
“Initially the direct operations function opened the title order, selected the
title attorney, coordinated the escrow
and title and ensured the documents
were properly received and returned
to the lender. However, with the ability of title companies to electronically
send title work and receive documents,
the process became more efficient.”
While larger title operations were the
first to initiate these new approaches,
the smaller operations took longer but
have also begun to provide these kinds
of services.

The approach to closing loans has
also had a shift from the more traditional “go to the attorney’s office to sign.”
With the numerous refinance originations seen over the past several years,
companies are employing individuals
to travel to borrowers’ homes to obtain
signatures on the required closing documents. However more recently, the process has moved to the purchase transactions, as well. Title Forward, a wholly

smoothly, but greatly reduces the time
and effort required by the attorney.”
Technology initiatives are also changing the closing and funding landscape.
Medallion Analytics, a Pittsburgh-based
firm has introduced three new technology tools to assist lenders and closing
agents with the preparation and control
of the various documents that are a critical part of the closing processes. The
focus of their endeavors is to provide

owned subsidiary of Redfin Real Estate
has developed a model that offers the efficiency of centralized processing, with
the personal touch of a local title and
closing company. Working with what
they consider the best-in-class technology while employing hand-selected
partners and vendors to deliver their
services, Title Forward promotes the
concept which focuses on providing an
“ease of closing” service to the Redfin
customers.
While the concept of a joint relationship between lender and closing agent
is not new, the idea that a real estate
company is involved in all aspects of
the origination process through various
technology advances is. Buyers of properties through Redfin are able to link up
with title companies who can drastically
improve service levels for their customers. Attorneys that have signed up with
the network have the first opportunity
to provide services to these buyers and
the lenders can be certain that the agents
have been vetted. Bryan Malickson, an
experienced title and closing attorney,
and the exclusive agent for Redfin in
the Maryland, DC and Virginia area
finds that “the preparation and research
done by the real estate agent prior to
culmination of the transaction not only
makes the entire transaction flow more

technology that extracts and audits data
from the loan documents eliminating
the manual processing.
Their HUD preparation tool extracts
data from the lender’s closing instructions, formats it for the title company’s
production system specifically and
populates the HUD-1 statement automatically. This solution is beneficial
to both the title companies and lenders

The closing process, with its
total reliance on third party
vendors has always been a rather
undisciplined part of the process
of loan origination.

nancial impact to lenders. This tool also
allows title companies to drastically improve service levels for their customers.
Another feature that this technology
provides is a fully automated comparison of closing instructions and HUD-1
statement. This tool extracts data from
closing instructions and the title company’s prepared HUD-1 statement,
then compares and audits all the data
in real time to ensure all of the specifications are met. At the end, the user
receives a detailed, user-friendly summary that highlights any discrepancies.
Their post-close audit tool inventories the closing documents before they
go to the table it establishes a baseline
of what is included in the package in
their eVault. Following the closing, the
scanned package from the closing table
goes through the same process and Medallion‘s post-closing tool compares
each set of documents and identifies
any missed signatures, missing pages,
and other errors. All documents are
then automatically re-stacked according to each lender’s specifications
and delivered electronically to a userdefined email address. The savings in
time and costs are difficult to quantify,
but needless to say they are significant.
Having accurate, complete documents
electronically delivered directly to
lenders or investors eliminates mul-

Regardless of how the coming
changes are addressed, or who
takes the lead, it is important
that they not be left on the back
burner, quietly simmering.
as the title companies can reduce their
HUD-1 preparation time to a matter
of minutes. Furthermore, this process
easily eliminates costly errors caused
by manual data entry and reviews the
fees themselves, which, with the new
fee standards imposed by HUD and
supported by CFPB, can reduce errors
that can have a potentially significant fi-

tiple manual processes that are labor
intensive and frequently delay funding
by the investors. Furthermore with the
technology identified errors or problems, the lender can immediately address the problem as well as track these
issues to focus on operational issues
that need to be addressed.
What does the future hold? While it

may be too early to provide definitive
answers to that question, we have seen
some indicators that new regulations
will impact this process. First is the
endorsement of the limitation and control of fees, what can change and when,
as well as what must be disclosed to
the borrowers and by whom. One of
the biggest impacts is the potential
changes to the numbering and structure
of the HUD-1. Changing this document
is without a doubt the most significant
change that closing agents and loan
closers will have to deal with in the near
future. These changes involve total revisions to loan origination and closing
agent systems. While many of these
changes are obvious, there are more
subtle issues that have to be addressed
as well. Take the Truth-in-Lending calculation for example. If a lender’s loan
origination system identifies fees to be
included in the pre-paid finance charge
based on the current HUD-1 organization, all of these programs will need to
be changed. The time and cost of these
changes is expected to run into the millions.
Another proposal put forth is the
new three-day cooling off period prior
to closing. This would require that documentations must be provided to borrowers three days before the closing so
that they have time to review them, ask
questions and make sure they are accurate. It is unclear as to who will be responsible for providing the documents;
who will answer questions and ensure
any necessary changes are made? And
of course, lenders will be held accountable for the monitoring and control of
closing and escrow companies as well
as title agents as part of the new regulatory overhaul.
How will all of this get done? Well
the recent influx of new technologies
and processes included in the article is
a good start. However, addressing these
disruptive processes and technology
changes require discussions between
lenders and the title and closing service
providers. According to Ms. Hill, the
national title companies “find it hard
to invest in resources when they are
taking the lead by themselves. Changes
must come from both lenders and title
agents and satisfy how multiple and

various contingencies are going to be
handled.”
Regardless of how the coming
changes are addressed, or who takes
the lead, it is important that they not
be left on the back burner, quietly simmering away until everything else is
ready. By then it will be too late. While

there is little fanfare going on about
these changes, the initiatives that are
underway by some companies need to
be supported and become the focus of
members of the industry so that lenders
and closing agents are not left scrambling to satisfy the consumers’ big
event – their home. ❖
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