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“God grant me the serenity to accept the 

things I cannot change, the courage to change 
the things I can, and the wisdom to know 
the difference,” said Reinhold Niebuhr.

Everywhere you look these days you see 
the signs that alert you to the approaching 
Doomsday. Even the MBA is joining in the 
chorus asking, “Are you ready for January 

10, 2014?” with a countdown figured prominently on 
the page telling you how many days are left. What 
makes this time so fraught with fear and danger? Well, 
it is the day that most of the new regulations issued by 
the CFPB become effective. But why are we so fearful 
of this day and what makes us think this could be the 
end of the world as we know it?

Over the past several months I have talked to or 
heard from a plethora of colleagues who are entirely 
focused on these issues; either in the sense of what 
these requirement will be, and/or, how in the world 
they can be implemented on time. In many cases the 
prospect of dealing with these regulations seem over-
whelming and creates an underlying current of fear. 
Lenders, whether they express it out loud, or just try to 
shove it to the back burner, know that this implemen-
tation is probably the most difficult they have under-
taken. In fact, a recent industry study found that 50% 
of lenders said that this is the most challenging issue 
facing them in the second half of 2013. 



Add to that, the responses to these 
requirements from other segments of 
the industry such as Fannie Mae and 
Freddie Mac, new secondary market 
players that appear to have emerged 
just to address the fallout from these 
regulations, the multiple technology 
“solutions” being trumpeted as the an-
swer to all these issues and the chal-
lenge can seem insurmountable. On 
top of this lenders are struggling with 
keeping costs at a minimum while try-
ing to decide where to spend the funds 
they have allocated. As a result, they 
are just overwhelmed and uncertain 
how to proceed. And we all know that 
uncertainty causes fear and fear leads 
to stagnation. It’s no wonder that we 
see this date as Doomsday.

In this environment lenders must 
also keep in mind what the regulators 
expect to see within an organization 

once the regulations become effective. 
The CFPB and the OCC, as well as 
other federal and state regulators have 
made it clear that this is not just your 
father’s regulatory requirements. It is 
an entirely new approach and turns the 
paradigm of mortgage lending, if not 
on its head at least on its side. With the 
implementation of these regulations 
lenders will be required to focus on 
their “ability to detect, prevent, and cor-
rect practices that present a significant 
risk of violating law and causing con-
sumer harm.” What this really means 
is that you have to be able to control 

your processes so that, as management, 
you have the facts and figures on how 
your process is working; how well it is 
satisfying the needs of the consumers 
and how it is preventing any harm to 
the consumer. As one lender found out 
the hard way, it means “show me how 
you process controls for and produces 
fair lending results.” Could you answer 
that question if asked of you today?  

So what’s a lender to do? Stop wor-
rying and learn to love the bomb—oops 
I mean the regulations. Ok, so not love, 
but at least think about how you are go-
ing to address this problem. Rather than 
worrying about what you can and can’t 
do, what you know and don’t know, 
what you have and haven’t done, stop 
and picture what you want the organi-
zation to do, look like or have in place 
when you are finished. Visualization is 
one of the best ways to focus on what 

you want to accomplish and it gives 
you direction as to how to proceed. As 
the Chinese say, “If you don’t know 
where you are going, any road will take 
you there.” So figure out the road you 
want to take and then identify what you 
need to do, what decisions you need to 
make and what steps have to be taken.

While each individual company will 
have to make up their own mind about 
how best to accomplish this task, there 
are approaches that can provide a very 
broad roadmap to follow. While none of 
these are intended to be an all-inclusive 
answer, they do provide a bevy of ideas 

that can help you sort through various 
ways to deal with the issues at hand.
Option One: 
Organizational Culture

A culture is a way of thinking about 
your world. It is based on a set of 
values that create the whys and ways 
things are done. This approach focuses 
on the people of your organization 
and their approach to managing com-
pliance. Each individual within the 
organization must be knowledgeable 
about all the regulations that impact the 
functions they perform and be able to 
discuss the methods for fulfilling them 
with the consumer. So if a consumer 
questions whether your decision was 
consistent with Fair Lending require-
ments, the loan officer and/or under-
writer will need to be able to walk them 
through not only your policy, but how 
that policy is implemented in the deci-
sion making process for their loan.  

In order to implement this approach, 
the organization will need to assess the 
current knowledge level of the staff 
and identification of its educational 
needs. All policies surrounding the 
company procedures must be docu-
mented, including any new policies, 
and a comprehensive training program 
put together. It requires an in-depth 
evaluation of staff knowledge today 
and what educational requirements 
will need to be fulfilled. Ultimately this 
gives each individual the ability and if 
delegated, the authority to work, man-
age and resolve issues and opportuni-
ties that arise in relation to these new 
requirements. 

There are of course, some positives 
and negatives to this approach. It has 
a very strong consumer orientation and 
provides a positive image to both the 
public and the regulators. Negatives in-
clude the cost associated with training 
and maintaining the staff at the level 
of knowledge and experience needed 
to be successful. In addition, it is very 
easy to lose face with the consumer as 
only one misstep could result in quick-
ly changing the company’s image.  

In many cases the prospect of 
dealing with these regulations 
seem overwhelming and creates 
an underlying current of fear. 
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Option Two: Technology 
Control

Using technology to do the thinking 
for your staff is another approach that 
may be considered. Here, the technol-
ogy is programed to identify variances 
from requirements as established in 
your policies. The process and people 
workflow is designed around the com-
pany’s technology capabilities. This 
approach would, for example, auto-
matically produce a new Good Faith 
Estimate if changes in fees, product, 
etc. occurred after the initial applica-
tion was input into the system.  

Positives to this approach include a 
smaller chance of random errors oc-
curring, and greater control over docu-
ments and processes. It is also much 
easier to change the technology as the 
regulations change. The downside is of 
course, the reduced ability to deal with 
individual consumer issues. In order to 
address unique consumer needs a com-
plex and complete delegation of au-
thority must be in place and authority 
levels must be implemented through 
the technology as well. This approach 
requires an expanded in-house legal 
and compliance staff to ensure the 
technology is accurate and up to date.
Option Three: Perfection 
through Reviews

Based on the concept that product 
reviews will ensure perfect outcomes, 
this approach is based on creating a re-
view function for every loan. At some 
point in the process as well as after 
closing, each file will be reviewed for 
compliance with the regulations. Er-
rors will be sent to the compliance/le-
gal group who will work to resolve any 
issues. At the end of each production 
cycle, usually at the end of each month, 
reports will be distributed that identify 
what types of errors were made and by 
whom. Between the file resolution pro-
cess and the monthly reports, there will 
be an immediate feedback to all staff 
members.  

Of course there are negatives as-
sociated with this approach as well. 
Conducting this type of review on ev-
ery file is very expensive since a large 
number of highly trained staff must be 
in place. There is also a concern about 
inconsistency in the results, which also 

leads to the potential unreliability of 
the reports.  
Option Four: Data Driven

The approach that seems to be 
gaining the most traction in both the 
regulatory community as well as with 

lenders is one that focuses on the data 
and the underlying process. It focuses 
on the collection and analysis of data, 
which allows the lender to establish the 
acceptable level of variation within the 
process itself. Underlying this data col-
lection is a set of rules based on how 
each internal process handles the regu-
latory requirement. When the process 
is not followed a variation is identified 
and reported from the system. Analysts 
can then determine if the process is 
performing at the expected level, where 
there are weaknesses in the process and 
the risk of compliance failures.  

This approach is already being ac-
cepted within the industry and is seen 
in the data required for appraisals, the 
methods of review implemented by 
OMSO and even by senior manage-
ment in evaluating staff performance. 
Furthermore, companies such as Mort-
gage True View have developed a tool 
that not only provides accessibility to 
sophisticated analytic and reporting 
tools, but is focused on providing an 
industry wide database for overall in-
dustry analysis. This type of analysis 
will not only allow lenders to know 
what the regulators will find when they 
conduct examinations, but will give 
them the ability to conduct a compara-
tive analysis of themselves in relation 
to the industry as a whole.

Of course this approach is not with-

out its negatives. One of the largest 
issues is the reliability of the data and 
the acknowledged lack of data quality 
within the industry. Another issue is the 
lack of understanding of process con-
trol methodologies within the industry. 

Without this knowledge it is difficult 
for companies to understand what the 
data is telling them and how to use it 
to make improvements and control 
the process. There is also an expense 
associated with this approach since it 
will require access to or development 
of a database of findings. Staff will also 
need to be trained.  
Costs and Value

Of course everyone recognizes that 
these new requirements are going to 
cost money. In an article entitled “The 
New Normal”(Mortgage Banking, 
June edition), Kelli Starkey of Fidel-
ity Bank, Minneapolis stated that, “…
mortgage bankers are now charged 
with complying with a plethora of 
regulations which for many has re-
sulted in the addition of entirely new 
departments, staff with high-quality 
non-producing, compliance and quality 
control personnel. In some cases, mort-
gage bankers have seen their overhead 
expenses increased 10 to 20 percent as 
a result of compliance.”

So how will lenders view these new 
requirements in terms of value? While 
some lenders just cannot see beyond 
the dollars they are spending, most oth-
ers are struggling with how their value 
proposition will be impacted. From 
talking to lenders it appears that there 
are two ways management is viewing 
these changes. The first is to add value 

A recent industry study found that 
50% of lenders said that this is 
the most challenging issue facing 
them in the second half of 2013.



to the organization despite the costs and 
risk associated with these requirements. 
Some may choose to limit their product 
offerings so that exposure is limited. 
Others may look at added personnel 

costs as a way to mitigate the regulatory 
risk and so that the organization’s value 
continues to grow. For some it may be 
an opportunity to develop and imple-
ment exit strategies.

For many others, the regulations 
are a way to add value simply because 
they are there. These new regulations 
provide the opportunity to evaluate pro-
cesses and technology so that changes 
that enhance efficiencies can be added. 
Many also believe that refocusing the 
organization toward a consumer orien-
tation will improve referrals and return 
business. Either approach has its chal-
lenges, but both are focused on adding 
value to the organization and should be 
incorporated into the overall regulatory 
implementation plan.  
Governance and Control

This is an area that is seldom men-
tioned when discussing the new require-
ments yet everyone recognizes that no 
matter how much time and effort is 
placed on the implementation, there 
will be errors and breakdowns in the 
process. It is not enough to just have 
things in place. Management will be 
held accountable for identifying prob-
lems and fixing them, not one at a time, 
but on an overall procedural manner. 
This is what governance and control 
is all about. Every organization should 
have a defined delegation of authority to 
address unique situations and a way to 
track these loans. Management should 
have a reporting structure that provides 
data specific problems, the frequency 
at which they occur and the severity 
of the problem. How these problems 
are addressed should be included in 

the management meeting discussions 
and decisions made passed back to the 
operations staff. Some lenders have del-
egated the responsibility for this report-
ing to a C-suite function known as Chief 

Risk Officer or CRO, while others have 
developed separate review teams that 
focus only on the regulatory issues. Still 
others have delegated this responsibility 
to their Quality Control function. What-
ever way you choose, make the decision 
and then make sure the reporting and 
review actually happen.  
Roadblocks

Despite the best of intentions, lenders 
are still hesitating to tackle the regula-
tory challenge. The reasons for this 
delay are many, but one of the most 
frequent ones expressed is that it is best 

to wait until the rules are finalized. Well 
you may be waiting a long time. After 
30 plus years, RESPA is still not “final” 
and discussions and arguments about 
its requirements occur daily. There are 
some roadblocks that are more than just 
excuses and they need to be dealt with 
so that lenders can get on with imple-
menting these requirements. 

The first of these roadblocks is Fear. 
It is natural to be fearful of the unknown 
and after all the talk about the penalties 
that can be imposed, the consequences 
of doing it wrong are overwhelming. It 

is important to recognize that everyone 
is in the same boat and in all likelihood 
it takes several iterations before there is 
a final right way and wrong way. It is 
also natural to fear change. It is prob-
ably one of the biggest fears that face 
mankind and we tend to find other 
things to occupy ourselves rather than 
deal with change head-on.  

Another issue that is preventing a 
full, rapid implementation is data qual-
ity. While we have talked for years 
about the quality of data and MISMO 
has been working to bring conformity 
to the data, we still have a long way to 
go. Data quality has for years, been an 
issue that was great to talk about be-
cause nobody really expected any work 

to be done. That is no longer the case. 
If we are to be “data-driven” organiza-
tions, we must tackle this problem even 
if it means revamping our technology. 

Finally there is the cost. Costs come 
in two forms; implementation costs and 
the ongoing costs of managing, report-
ing and dealing with the problems that 
occur. These costs include new technol-
ogy, revisions to our existing technol-
ogy and increased costs of products and 
services we use due to their increasing 
costs. One of the most critical problems 
that must be dealt with in choosing your 

approach is the cost involved. Knowing 
where to spend the resources available 
is critical not just to the bottom line for 
this year, but for years to come. 

Getting ready for next January will 
not be an easy task, but failing to pre-
pare for the upcoming changes will 
only prove more harmful than not doing 
things the right way. As company lead-
ers we must take charge, own the risk 
and manage it the best we can. In the 
long run the Doomsday that you fear 
will come and go and your organization 
will be better for it.  
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