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Marketing evolution. (mortgage banking)
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By William D. Dallas

The outmoded mortgage banking dinosaur is stepping into a new age. 

Marketing Evolution 

The "traditional," independent mortgage company is becoming an endangered species. Fierce competition, overcapacity, interest rate volatility and lean profits are slowly driving full-service mortgage lenders out of the industry. Alternatively, those remaining in business must re-examine their identity by asking the question: "who are we--and what do we do best?" 

Since 1979, the steady rise in production costs compared to origination income has resulted in net losses to mortgage companies. In 1987, according to Mortgage Bankers Association statistics, loan origination income averaged $1,039 per loan, while expenses averaged $2,004. Therefore, mortgage companies lost almost $1,000 on each loan. Along with the narrowing profit margins in servicing, this scenario has recently caused many mortgage bankers to re-evaluate their loan origination strategies. 

To thrive in the current lending environment, the organizational structure of the mortgage banking business must change. Traditional mortgage lending operations, with layers of indecision and tangled lines of authority, is obsolete. In the past, mortgage lenders have tried to be all things to all people. Now, while the rest of the business world is developing adaptable, responsive, high-quality services targeted for specialized market niches, our industry is simply out of step. The traditional mortgage banking dinosaur is quickly becoming extinct. 

The marketplace and the consumers of our products don't care how companies are structured. They are simply looking for a mortgage at a competitive price and a loan application process that is quick and painless. Today's lending executives face a myriad of challenges, managing lending institutions with unclear mission statements, outdated service values, confused ownership, and one seemingly insurmountable problem--no authority to affect the outcome. Most mortgage executives are presented with the title to run their organizations, but aren't given the hammer to make decisions that create change. 

Mortgage bankers face a future full of challenges. They manage a network of loan production, hedge pipeline risk, limit contingent liabilities, maintain employee morale, develop and introduce competitive products and train and retain staff. In addition, they must run a distribution system that supplies superior products at a fair price, and in the shortest time possible. Sound Herculean? It is. But they also must design, build and differentiate their companies so they are suited for the highly competitive environment of the 1990s. 

Taking action 

San Jose, California-based First Franklin Financial Corporation is a "full-service," independent mortgage banker--an industry dinosaure. It had no niche, no competitive advantage, no uniqueness. If it didn't offer the best price, the company didn't obtain the loan. After watching the industry get caught up in production volume--while losing money on each loan originated--the company knew it had to take action. In 1987, amidst intense price competition, dramatic swings in prices and production volume, a highly volatile secondary market, and a price-driven ARMs market, First Franklin changed its business plan and management style. These changes had to be made to survive. 

First Franklin had one strong competitive advantage not available to most lenders. Ironically, it was once thought to be First Franklin's biggest weakness: it was an independent firm. Therefore, the company used its flexibility, market adaptability, control cost measures, and the ability to compete solely on quality of service to become a surviving species in the 1990s. First Franklin's motto became, "niche or be niched." It developed a strategy to change its origination structure to wholesale only, and to manage toward profitability. 

The fastest growing, most well-positioned lenders control strong niches in specialized markets. Countrywide Funding Corporation, Pasadena, has its niche as a low-cost, small office, direct originator. They have more than 90 offices in 49 states, and the company is profitable. Countrywide also purchases servicing on a flow basis as well as in bulk. In Santa Rosa, California, IMCO Realty Services, Inc., is predominately a wholesaler. Another California firm, ARCS Mortgage, Inc. in Calabasas, (a subsidiary of Bank of New York), acts as a direct originator in several states. They possess more than 50 branches and have many account executives in each location. All three companies achieve successful results with different marketing niche strategies. Compare these successes to many lending institutions that fail to view the market as fragmented, and have no clear-cut strategy. Those companies perform lending with the traditional, mass marketing-volume approach. 

Finding a niche 

How can a company reorganize in this rapidly changing environment? Where does it start? A sound plan begins with understanding the current position of the firm. The company must then create a marketing focus, which in turn, is communicated and integrated into a company philosophy. Probably the most important step in designing a firm's niche is to amplify management's message to the staff. Generally, management is only a filter of information rather than a megaphone. Communication is everything. The organization needs to believe in the plan, understand the commitment, and be willing to change rapidly. Mortgage lending is one of the most competitive industries in the world; it must continually innovate and deliver quality products at the lowest prices possible. To succeed, it must excel at being a flexible, adaptive, people-oriented industry. 

First Franklin began by changing its market share mentality. Formerly, the firm focused on established markets. It then tried to carve out a piece of the market, or to enhance its market penetration. This strategy was aimed at winning market share from other lenders that weren't similar to the firm. It is impossible to compete with Citicorp in terms of rate and fee. 

In this fast-changing industry, however, marketers need a new approach. First Franklin's approach was called "The Kurt Rambis Marketing Strategy." Rambis is a power forward for the Los Angeles Lakers. Unfortunately, Rambis can't leap, has a jump-shot like a brick, a touch like an elephant, and is slow as molasses up and down the court. How did he ever start for the Lakers, and help them win several NBA World Championships? He worked harder, practiced longer, hustled more and developed a unique basketball strategy. Rather than take a bigger slice of the pie from Magic Johnson or Kareem Addul Jabaar, Rambis baked a new pie and the strategy allowed the Lakers to dominate their league. 

The Kurt Rambis marketing strategy as applied to mortgage lending has three guiding premises: it specializes the firm in low-cost/high-quality originations, differentiates the firm from other lenders through value-added product and services, and it blurs the consumer's distinction between price and service. The strategy's overall message is that if you don't have the lowest price, then you must have top quality responsiveness in the eyes of your customer. 

Market philosophy 

First Franklin originates and services home loans for investors, but we are anything but traditional. Some niches we serve grew out of company commitments and slogans. They are summarized as follows: 

* There is no limit to the contribution 

of a well-trained, supported and 

committed employee. * We are loyal to our customers, 

investors and staff. * Authority for decision-making is on 

the regional office firing line. * We are a wholesaler and not a direct 

originator of loans. * We don't use correspondent 

networks to originate loans. * We don't pay for loan servicing. * We price to market conditions. * We demand quality products. * We strive to create new market 

niches via new products and services. 

We specialize in wholesale lending at First Franklin. There are thousands of wholesalers, all with rates equal to or better than ours. Our new marketing strategy enabled us to create uniqueness in the firm in two ways: by creating a new product niche and by restructuring our organization to provide superior services and responsiveness to mortgage brokers at point-of-loan submission. When customers receive an answer, whether it is yes or no, on a loan at the initial point of contact, they perceive top quality service. Sometimes, lenders diffuse authority within their organizations to such an extreme that service becomes weak and diluted, and a loan file seems lost instead of nurtured. First Franklin realized that if it could add more value to its products and services, it could attain true differentiation and dominate the wholesale market. 

To initiate its market niche operationally, First Franklin began its "CHOICE" department. CHOICE stands for "Common sense Home loans with Options for Income, Credit and Equity problems." This market niche now provides a much needed service to brokers and borrowers while providing common sense, high yielding, low loan-to-value loans to our investors. Like Kurt Rambis, the strategy baked a new pie. Instead of contending with other lenders in the highly competitive lender-eat-lender "A" wholesale market, we carved out a niche in the "B" market. The result was dramatic. In 1988, the "B" market gained First Franklin more than $1 million in profits. Each wholesale loan netted approximately 2 points plus administration fees, compared to conventional wholesale "A" loans which originated at par or less. 

Setting-up 

We fundamentally changed our wholesale approval process to release decision-making authority to each regional branch office. Currently, the goal is to produce $25-$40 million per month from each regional center. At the heart of the process is the loan account manager. The account manager is responsible for each loan, cradle to grave, (submitted by their target accounts). The account manager also becomes the liaison with each broker to facilitate approval mechanisms within the firm. The account managers are decision-makers--if they say the loan is made, the entire organization works to make the loan. They replace highly-paid outside wholesale account executives who are interested only in production, and adversarial to the process. The money saved by not having outside account representatives is passed along to the people who do the work. Underwriters work within our loan approval process to condition files, ensure loans meet secondary guidelines, and audit account managers. First Franklin adds value to service by bestowing each branch vice president with underwriting and approval authority. This further ensures each loan will be handled with care and any problems will be resolved expediently. The result: brokers perceive the company's service as superior, employees are more loyal because they have responsibility and authority for their performance, profitability is enhanced, and the goal of becoming a low-cost originator is attained. 

The distribution niche 

Mortgage bankers are not lenders or investors. We are distribution firms. The sooner we accept this and shape support systems around becoming successful mortgage distributors, the sooner we will create a higher value for service instead of price from the customer's vantage point. In turn, this will create the ultimate niche--total customer responsiveness. Once this happens, loan volume will transcend interest rate swings, management will become easier, and you will be in control of your organization instead of it controlling you. How can management shape a successful mortgage distribution firm? First Franklin started with the following goals: 

* constantly communicate with the 

customers; * respond immediately to the 

customer's desires; * give brokers an answer upon loan 

submission; * eliminate all document and system 

errors; * give account managers authority; * use self-managing branches with 

autonomy; * strive to close loans fast. 

Sorting out this business is increasingly difficult for mortgage lenders. The old axiom, "Money makes all the rules," is dead and buried. In reality, big portfolio lenders will be battling about price, small mortgage brokers will be surviving as rebels, and the rest will be caught in the middle. The worst situation in this industry, however, is to get caught in the middle. Mortgage lenders must strive to achieve a unique identity. On the other hand, an in-between or stuck-in-the-middle strategy based on lowest rate will likely prove disastrous. 

To create your firm's niche, ask yourself, "What is so special about my firm?" "How are we different from other lenders?" "What is our unique product or service in the marketplace?" In other words, don't just stand there--carve out a niche and be something. 

William D. Dallas is the chief executive officer, chairman of the board and co-founder of First Franklin Financial Corporation, one of California's largest, privately owned mortgage banking firms.
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Adjust to Wholesale Market to Survive Says Dallas

Lenders who focus their origination strategy on wholesale lending will emerge brightly against the conforming backdrop of the 1990s. 

Netting Wholesale Opportunities 

The 1990s are going to be very different from the 1980s. The opportunities will be greater than ever before, but they will be shared by fewer people. 

Mortgage origination attitudes and plans will move from a short-term to a long-term focus. Loan officers and mortgage brokers will be asking more of lenders, while investors and conduits will no longer view the purchase of loans as isolated business transactions. 

Instead, there will be a shift to advisory relationships, loyalty and customer focus. We'll see more joint ventures and strategic partnerships, as firms uniquely prepare for a more difficult economic and regulatory environment spawned by the 1980s. The results will create a customer revolution in mortgage banking. 

Your mission is to build yourself a secure spot in this future. The industry is forever changed and you'll have to be smarter about your origination strategy, think long-term and build core business relationships with pre-selected customers. Right now the industry is in a period of transition--from the uniqueness of the 1980s to the conformity of the 1990s--where all mortgage banking firms will begin to look alike. 

During the "Roaring Eighties," the heyday of the savings and loans, it was possible to build loan production around a particular origination strategy. The primary strategy focused on creating a product niche. Firms could offer unique adjustable-rate mortgages (ARMs) with a slightly lower life cap or a below-market "teaser" start rate and capture market share. However, with the bulk of these investors now involuntarily merging with the RTC, the investor base has dwindled to only a few. 

Another popular way to create volume in the 1980s was aggressive "portfolio underwriting." You could easily distinguish your company by offering less documentation and easy loan approval. Again, the result was to drive a wedge between you and the competition, thus establishing market share. This door, too, has been slammed shut. 

Fraud, more delinquencies, massive loan losses and abusive underwriting has given way to a new era of quality control. No longer will investors be asleep at the wheel. The lone, remaining strategy to grab market share is pricing. Excellent pricing breeds quality production, in that it gives lenders more room to pick and choose which loans to underwrite. However, firms can no longer afford to stay on top of the heap in terms of pricing. Competition, as cutthroat as it is, serves to level the playing field. In a nutshell, the 1990s will serve to knock lenders into generic oblivion. 

Take a look at your own company. What do your customers want? And don't tell me excellent customer service. That's a promise of the 1980s. So is quality. Quality and service will be the price of admission in the 1990s. As the transition to conformity becomes clearer, you will need to create other characteristics that will allow your firm to stand out from the rest. If you ignore this phenomenon, the only way you will prosper is through volume and economies of scale. However, if you are not the size of, for example, Pasadena-based Countrywide Funding Corporation, you will forever labor in a marketplace dictated by price and delivery. Worse still, you will face the challenge of each new player who pays the price of admission. This is sometimes called "being caught between a rock and a hard place." Not a fun place to be. 

Let's assume you believe what I'm saying. If you do, then you'll have to focus on a particular strategy for the 1990s. Your method of originating loans and the cost of bringing those loans to your customers will be more important than the types of loans you bring in. This brings us to the purpose of this article--discussing the pros and cons of doing business in the 1990s strictly wholesale. 

Why wholesale? 

Generally speaking, wholesaling is the easiest, most accessible and least disruptive means to originate home loans. It appears effortless. Select a person, pick a market, display a sign, fax out a few rate sheets and wait for those loans to come rolling in. Your ability to limit brick-and-mortar costs, savor precious cash and access new markets, without expending vast amounts of human capital, makes wholesale mortgage banking look so simple. And I believe wholesaling is simple; it's just not easy. 

First Franklin Financial Corporation, based in Westlake Village, California, entered wholesale mortgage banking in 1986, the same year home loan originations exploded to record levels exceeding $450 billion. That year it didn't really matter how you originated. Loans were there for the picking. It didn't take long for wholesale originations to exceed our retail production, but as a private company, we always justified keeping retail because of the cash flow it generated. These two organizations within our company co-existed for several years. 

After the boom, however, the industry was infected with overcapacity and spiralling costs, a symbol for the excesses of the 1980s. And as new players flocked to the wholesale market to reduce infrastructure and costs, it became apparent to us that our company must specialize in wholesale in order to remain competitive in the 1990s. The strategic decision was finally made in 1989 to originate strictly wholesale. 

The top quality of our loan originations is a direct result of our commitment and dedication to the wholesale-mortgage broker relationship. We have been able to build and maintain a dependable customer base, while delivering investment-quality loans to our investors. The foundation of our loan quality is the mortgage broker. By concentrating solely on wholesale for the last few years, we've worked closely with our originators to understand their wants and needs. As a result, we originate nearly $2 billion annually with little or no quality control problems through our Select Advisor program. 

Profit: a myth in mortgage originations 

The fundamental goal in American business is to earn a profit. At best, this is only wishful thinking in mortgage banking. It's generally known in the industry that for decades, mortgage bankers have lost money on originations and have been determined to make up their losses with volume. In fact, most mortgage banking firms attempt to increase volume as their primary avenue to profitability. This is a myth--and separating myths from reality is critical in the mortgage banking business. Wholesaling enables mortgage bankers to predict revenues, control costs and become more bottom-line oriented. Profitability is achieved and the myth about volume is destroyed. 

Since turning to wholesale exclusively in 1989, we've been able to focus on cost controls, productivity, team building and our wholesale customer--the mortgage broker. The results have been incredible at First Franklin. We've doubled our net worth two years in a row, reduced costs in all areas of the business, added $2 billion in servicing and created unheard-of productivity. Our 225 people will produce approximately a total of $2 billion in home loans in 1991. Overall, our gross (all-in) cost to produce a loan is less than 25 basis points, down 125 basis points from our retail days. The point is this: controlling costs can produce the same result as increasing loan volume, and specializing in wholesale can give you the best of all worlds, at least in our experience. 

A strictly wholesale focus 

Wholesaling is a method of production. Rather than originating loans, through the efforts of an in-house (retail) staff, whole loans are purchased or funded concurrently from correspondents and mortgage brokers. These loans are purchased servicing released and are an attractive way to build a servicing portfolio without enormous costs. There are several obvious financial and business reasons why wholesaling is attractive: 

* lower fixed costs; * economies of scale and size; * more favorable accounting 

treatment (purchased loans only); * efficiency in building servicing; * recent and pending regulatory and 

legislative developments; * centralized risk management; * improved quality control; * consolidation in the mortgage 

market. 

It follows that smaller staffs, fewer salaries and lower rents equate to better control of service and greater efficiency. At First Franklin, we believe these are the keys to survival and prosperity in the 1990s. Unfortunately for us, so does every other mortgage banker in the United States. 

In wholesale lending, customers are mortgage brokers, other lenders and correspondents. Capturing the hearts and minds of these customers requires execution of business fundamentals in the most single-minded and dedicated way. We believe that only those lenders who specialize in wholesale will be able to execute these fundamentals. To be the "number one" lender in their eyes requires: timely resolution of problems; negotiation flexibility; consistency in pricing; a coherent, predictable underwriting philosophy; a wide range of loan products; and access to the decision maker. 

The crucial element in wholesale lies in giving authority and responsibility to employees and managers closest to the customer. In retail lending, this isn't possible because loan officers, paid on production, are closest to the customer and are not treated as part of the team. Accordingly, timeliness in decision making, the cornerstone to building lasting business relationships, flourishes in wholesale and flounders in retail. By narrowing the focus to wholesale, lenders are able to release authority to front-line personnel, which allows them to respond to customer needs faster, and simultaneously builds a strong team inside. This can only be a win-win situation. 

Team building 

The age-old war between administration and production continues to rage in organizations that don't specialize in wholesale. And if failure to earn a profit doesn't kill you, disloyalty, disrespect and distrust certainly will. Our industry has proven, year-in and year-out, its inability to earn a profit in retail. The real nemesis, however, isn't the 50 basis points we pay loan officers, it's the fact that organizations become overwhelmed by a "production-only" mentality. People simply don't get along inside. Loan officers don't trust management. Branch management is wary of corporate management. Processors perform all the work for one-third the pay, while underwriters make all the rules and try to navigate the ship. If the customer game is ultimately won or lost on the front lines--where the customer comes in contact with the firm--then loyal, well-trained, customer-obsessed players are a necessity. 

Competition for the wholesale customer 

As more and more lenders enter wholesaling in the 1990s, competition for mortgage brokers' business will intensify. In the 1980s, wholesale lenders met their business objectives simply by lining up as many correspondents as possible. But with "conformity" the new industry buzzword for the 1990s, this will no longer be possible. 

Understanding mortgage brokers is the key to success in wholesaling. Mortgage brokers are tremendous salespeople and entrepreneurs of the finest calling. And they love to be sold with service. Mortgage brokers also have a tendency to feel discriminated against and hindered because of that. One broker told me mortgage brokers were the "redheaded stepchildren" of the industry. This is changing rapidly. In California, for example, the emergence of the California Association of Mortgage Brokers (CAMB) has created a dialogue and kinship between wholesalers and member brokers. The organization boasts a membership of almost 1,200 and expects to grow to 5,000 by 1992, according to Jerry Becker, CAMB president. The CAMB serves to direct its membership base to do business with lenders who support the organization and who are committed firmly to wholesale. 

Mortgage banking firms who originate through both retail and wholesale operations might have a tendency to refer the leads they get from soliciting their portfolios for refinancings to their retail staff rather than their wholesale customers. With a company exclusively devoted to wholesale, those leads naturally flow through to correspondents, thus serving the business interests of the originators that support the wholesale operation. 

At First Franklin, we developed a Referral Partnership Program (RPP). This program is designed to arrange leads for our customer base, while ensuring those leads are funneled back to First Franklin for funding. We use our Corporate Loan Service (CLS) division to facilitate this program. The response has been overwhelming. After all, what do mortgage brokers need most? Leads for home loans, right? By the way, we only refer leads to our Select Advisors (our top customers). 

Select Advisor program 

If you're not a broker's primary wholesale outlet, you run the risk of becoming just a place to lock rates for a fee or becoming a garbage dump for rejected loans. It's imperative to realize that, based on our experience, mortgage brokers maintain relationships with only two to six wholesalers. Our experience notes that mortgage brokers will sell two to three times the volume to the wholesaler who functions as their primary relationship than they will to the number two firm. Wholesale firms who fill the number three through six positions in terms of preferred sales outlets receive the broker's rejects or hard-to-approve loans. Mortgage brokers also categorize wholesalers according to certain business characteristics. Wholesalers are divided into several types and develop a reputation as being known for: 

* Price--leaders or out of the market: * Lock--long or short; * Underwriting--loose or tight; * Rebates--buy servicing or high 

coupons; * Service--poor or good 

communication and turnaround. 

The mortgage wholesaler chosen as the most preferred funding source generally blurs the distinction between price and service and is two and one-half to three times more likely to receive 25 to 50 percent of the broker's production than is the next competitor, according to industry studies. Recognizing the need to isolate good correspondents and become their primary loan source, First Financial embarked on its Select Advisor program. The strategy was to gather a coalition of "business advisors" comprised of our best mortgage broker customers and have them provide input as to how our company was doing, according to our strategy. These advisors gave us feedback in the areas that we call the "Ps" of our business: pricing; performance; predictability; product; personality; and profit. 

First Franklin's Select Advisor program features 11 Select Advisors and 50 Mortgage Professionals who Service Each Loan and Enhance Communication Turnaround (SELECT). 

At the heart of this alliance is the ability to maintain our Common Sense Quality underwriting standards. Together with our originators, we recognize that the essence of quality is helping mortgage brokers originate loans that perform well. This protects everyone, and in today's frail economy, striving for quality loan origination is the best way for wholesalers to protect the integrity of the finance industry. 

Trust your customer 

The most compelling reason to concentrate on wholesale is that it enables you to originate with your customer base. And in wholesale, your customers either make or break you. You don't try wholesale mortgage banking, it tries you. 

Wholesale is a double-edged sword, it can be either a blessing or a curse. Originating loans via a wholesale network enables a firm to strengthen production and servicing by adding volume without the high costs of an origination network. That's the blessing. The curse, however, is that wholesalers rarely completely trust the broker supplying the product. The result is, that without empathy and training for these customers, wholesalers could be the dumping ground for every fraudulent loan in every new market we attempt to access. The challenge of wholesale thus becomes: Help mortgage brokers to become trusted originators. 

The secret is focus. With competition heating up in every market, mortgage firms are forced to promise the moon to obtain a loan, especially the first loan. Right? 

Wrong. With the explosion of competitors--many of them new and without track records in wholesale--reliability, rather than aggressive pricing or underwriting, is the most valuable strategic edge. While getting volume fast is imperative to wholesale, living up to customer commitments is what builds partnership for the mid-to-long haul. 

The paradox: Mortgage banking hybrids--companies with both retail and wholesale operations--produce an insurmountable paradox by creating a competitive system within a system. This allows retail to exist side-by-side with wholesale, placing the internal production staff in direct competition with wholesale brokers, sometimes in the same market. 

For this reason, I believe you should choose one or the other, retail or wholesale. An in-between mutation distorts the vision of who the customer is. The challenge of the 1990s is to view every element of every operation through the customer's lens, to constantly attempt to literally redefine each element of the business in terms of your customers' perceptions. Consider these observations: 

* Retail loan officers view brokers as 

direct competitors. How can 

management support both? * If internal pricing is better than 

wholesale, how can brokers believe 

you're committed to wholesale? * If managing costs are tantamount, 

how can management reconcile 

retail production which is constantly 

loosing money? * Loan officers always want higher 

commission splits, management 

wants to lower them. Aren't loan 

officers best suited to be brokers 

anyway? * Could loan quality actually be better 

in an arm's-length transaction with a 

mortgage broker, rather than being 

held hostage by your in-house loan 

representative? * Is fraud an element of wholesale, or 

a byproduct of aggressive 

underwriting guidelines that are 

unleashed on unsupervised, poorly 

trained customers? * Can mortgage companies creat a 

loyal environment that 

supports 

administration and production? * Can mortgage 

brokers be trusted? Are 

they simply yield 

hounds? * How can wholesalers 

defend portfolio 

runoff without an internal 

origination staff? * What happens if mortgage brokers 

are legislated out of business? Can 

our origination focus risk being 

built around one outside source of 

originations.? * In a quality environment, how can 

firms trust outsiders? * Can wholesalers survive without fee 

income? * If your vision of the future 

ultimately links lenders directly with 

consumers via technology, can anyone 

afford to be just wholesale? 

Don't get stuck in the middle 

As market fragmentation accelerates, mortgage bankers must strive more valiantly than ever to achieve uniqueness as an organization in the customer's mind. Standing out from the growing crowd of competitors with special products and services is essential for survival. Such uniqueness must be understood and lived by everyone in the organization--production administration, management or ownership. On the other hand, an "in-between" or "stuck-in-the-middle" strategy is disastrous. 

You may be afraid that wholesaling will limit your opportunities. If that's how you think, then test the approach in preselected markets. In any case, keep the companies separate (name, culture and management) until your direction has been clearly established. If you chose retail as you focus, then become obsessed with making your loan agents your "number-one" customer. Be the finest lender your loan officer will ever use. Don't take them for granted. Routinely examine the smallest nuance of the tiniest program through their eyes. "Over-invest" in total dollars, numbers of people in frontline sales and support at the branch level. Make all sales people company heros by training them excessively, providing them with outstanding tools and giving them the opportunity to be part of the team. 

Either way, retail or wholesale, the business equation is simple: Long-term profit = revenue from continuously happy customer relationships minus cost. 

Along those lines, I recently read an interview of Wayne Gretzky. The journalist asked Gretzky why he was the greatest hockey player ever to play the game. "You're not the biggest, you're not the strongest and you're not the quickest skater, yet everybody concedes you are the greatest," the interviewer said. Gretzky's paraphrased reply was, "Im a little a surprised that you don't know. To me it's quite obvious. When I get on the ice and play begins, everyone else on the ice skates to where the puck is. Me? I skate where the puck is going to be." 

In the 1990s, the puck is the customer and you are Wayne Gretzky. Direct all your resources toward knowing what your customer wants, knowing who the customer is and where the customer is going to be. Then slap the puck into the net. 

William D. Dallas is co-founder, president and chief executive of First Franklin Financial Corporation, Westlake Village, California.

First Franklin to speed up auditing for loan fraud

COPYRIGHT 1994 American Banker-Bond Buyer 

This month, First Franklin Financial Corp. is to join a growing number of lenders that are speeding up mortgage-fraud prevention measures. 

The San Jose, Calif., lender will automate its auditing. The move will multiply First Franklin's audits from monthly to weekly frequency. 

Hiring Not Needed 

The move is part of a continuing trend in mortgage-fraud prevention to improve the scrutiny of loan applications. Most lenders like First Franklin are doing so by turning to computerized automation rather than enlarging payrolls. 

First Franklin is choosing between two software systems - Second Look from Tena Companies, Shoreview, Minn., and ACES from Engineered Business Systems Inc., Coconut Creek, Fla. L. Diane Porter, the lender's assistant vice president of asset quality, said one will be installed this month. 

First Franklin wants one of the $25,000 systems in order to send more information on fraud patterns and economic indicators with increased speed to its underwriters, Ms. Porter said. 

Audits Now Take a Month 

Now, First Franklin does a monthly audit of about 250 randomly sampled loans. That takes the lender about a month. Underwriters don't get word of new fraud trends for 2 1/2 months. 

"If a trend started, it would be nice to see it sooner," Ms. Porter said. 

But Sheryl T. Audiss, an underwriter at Plaza Home Mortgage, Santa Ana, Calif., said weekly audits are unnecessary. Plaza's monthly reports were enough to keep her informed, Ms. Audiss said. Anyway, she said, she can only stop "obvious" fraud. 

Software Criticized 

In fact, some lenders are down on ACES and Tena's Second Look. They say neither tracks procedures against defrauders well. 

To make up for those perceived deficiencies, Plaza and American Residential Mortgage Corp., La Jolla, Calif., are producing their own software. 

For First Franklin, auditing automation will speed up its reviews without requiring additions to its six-person quality-control staff, Ms. Porter said. 

First Franklin is by no means the only lender to speed up its audit process. EBS has sold 25 lenders its ACES quality-control software in 1993, according to Paul A. Stern, the company's senior vice president. Mr. Stern said ACES sales have jumped recently. He said he expected to sign seven sales contracts last week. 

Users Conference Planned 

In response, EBS will hold its first ACES users conference next April in Fort Lauderdale, Fla. 

Mr. Stern attributed the increased sales to stricter lending requirements from the Federal National Mortgage Association and Federal Home Loan Mortgage Corp. and to more concern from lenders about mortgage fraud. He predicted a continuation of both trends.
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DLJ MERCHANT BANKING TO ACQUIRE INTEREST IN FIRST FRANKLIN FINANCIAL CORPORATION.

Hide details 

COPYRIGHT PR Newswire 1994 

NEW YORK, June 2 /PRNewswire/ -- DLJ Merchant Banking Partners, L.P., an investment partnership advised by DLJ Merchant Banking, Inc., a subsidiary of the New York investment banking firm of Donaldson, Lufkin & Jenrette, Inc., today announced that it and various other investment affiliates have signed an agreement to make a $36 million equity investment in First Franklin Financial Corporation. Upon consummation of the proposed investment, expected to close in August, 1994, DLJ Merchant Banking Partners, L.P. and other investment partnerships advised by DLJ Merchant Banking, Inc. will own approximately 73 percent of the common equity of First Franklin, with the management of First Franklin owning the remaining 27 percent. 

First Franklin is a privately held mortgage banking firm headquartered in San Jose, Calif. First Franklin originated $3.9 billion of mortgages in the latest 12 months ended March 31, 1994, and serviced approximately $3.8 billion of mortgage loans as of March 31, 1994. First Franklin has 13 wholesale branch locations in five states, a partnering and acquisition division, and a retail lending subsidiary called OnLine Capital. 

It is contemplated that First Franklin will merge with Franklin Mortgage Capital Corporation ("FMCC") of Falls Church, Va., another mortgage banking firm in which DLJ Merchant Banking, Inc. has a significant investment. FMCC currently has 10 wholesale and three retail branches located in six states, which originated approximately $4.2 billion of mortgages in the latest 12 months ended March 31, 1994. In addition, as of March 31, 1994, FMCC serviced approximately $3.0 billion of mortgage loans. 

First Franklin's extensive western and northwestern wholesale origination network combined with FMCC's east coast, southwest and western operations, will create a major nationwide mortgage banking firm. At closing, the combined entity will service almost $8 billion in mortgages and will have over $6 billion in annual mortgage originations. William D. Dallas, the current president of First Franklin, will become president/chief executive officer and vice chairman of the new firm. In addition, Stephen Terry, the current chief executive officer of FMCC, will be vice chairman and Thompson Dean, a managing director of DLJ Merchant Banking, Inc., will become chairman. Steven D. Dallas, the current chairman of First Franklin, will also be a board member in the new firm. 

All servicing functions for the new company will be centralized at FMCC's Jacksonville, Fla. facility. This facility is currently staffed and able to immediately service the combined serving portfolio of FMCC and First Franklin. The transfer of the First Franklin portfolio to the Jacksonville facility is scheduled to be completed within 6 months. 

DLJ Merchant Banking Partners, L.P., is an equity fund of approximately $1 billion dedicated to leveraged acquisitions. Its general partner, DLJ Merchant Banking, Inc., is a wholly owned subsidiary of Donaldson, Lufkin & Jenrette, Inc., a major U.S. investment banking and securities firm, headquartered in New York City. Donaldson, Lufkin & Jenrette, Inc. is an independently operated subsidiary of The Equitable Life Assurance Society of the United States. 

DLJ Merchant near agreement to buy 1st Franklin
 
Abstract:

DLJ Merchant Banking, the venture capital arm of Donaldson, Lufkin Jenrette and Securities Corp, is in the final stage of acquiring First Franklin Financial Corp. The purchase price, which will not be disclosed publicly, is expected to be over $40 million. First Franklin's sale is thought by many in the mortgage industry to be one more sign of discomfort and uncertainty among moderate-size mortgage banks.
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First Franklin Financial Corp., one of the largest privately held mortgage banks, is in the final stages of selling itself to DLJ Merchant Banking, a top First Franklin officer said. 

No agreement has been signed, said First Franklin president William Dallas, but one is likely "in the next several days." Mr. Dallas will remain as president of the company and its headquarters will remain in San Jose, Calif. 

The purchase price will not be made public, but the deal is thought to be valued not far above $40 million, which would be about 1% of First Franklin's $4 billion servicing portfolio. 

The sale of First Franklin would be yet another sign of the growing uncertainty and discomfort among moderate-size mortgage banks. 

"This will give us the ability to fully expand our lending operations throughout the country," said Mr. Dallas, pointing out that DLJ could provide him with the capital strength needed to grow. 

Because of its size and its concentration in California and in wholesale lending, First Franklin has been thwarted somewhat in its desire to continue growing. 

If the sale goes through, First Franklin, which now originates about $300 million of mortgages a month, may get a lot bigger very quickly. That's because DLJ Merchant Banking, the venture capital arm of Donaldson, Lufkin, Jenrette, already owns a mortgage bank in Virginia, called, coincidentally, Franklin Mortgage Capital Corp. 

It is likely, according to Mr. Dallas, that there will be some sort of marriage or alliance between his company and the Falls Church, Va.-based Franklin Mortgage. 

Franklin Mortgage originated about $4 billion of loans and last year had a servicing portfolio of $1.6 billion. 

At first glance, the geographic match is a good one. First Franklin operates in California as well as Washington, Oregon, Colorado, and Texas. Franklin Mortgage Capital is mostly in the Middle Atlantic states as well as the Southwest. 

Trend Foreseen 

Experts think the First Franklin sale could be emblematic of a wave of midsize mortgage banks seeking protection in the arms of a well-capitalized suitor. "There has to be 25 mortgage banks out there in a similar position," said a mortgage banker. 

Mortgage banks like First Franklin, which got about 80% of its volume last year from refinancings, are faced with some tough choices in 1994. 

Because volume has dropped, pricing is terrifically competitive, according to Jonathan Gray, an analyst at Sanford C. Bernstein & Co., and he believes pricing may weaken further. 

Because of this, companies like First Franklin are hungry to break into retail or develop other means of originating loans.
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Donaldson to buy control of Calif. lender. (Donaldson, Lufkin and Jenrette Inc., investment in First Franklin Financial)
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SAN JOSE, Calif. -- An investment affiliate of Donaldson Lufkin & Jenrette Inc. will buy a controlling stake in First Franklin Financial, a West Coast mortgage bank. 

DLJ Merchant Banking Partners will invest $36 million in exchange for 73% of the stock of San Jose-based First Franklin. 

The principals plan to merge First Franklin with Franklin Mortgage Capital Corp., Falls Church, Va., an unrelated mortgage banking firm also controlled by DLJ Merchant Banking. 

After the combination, the mortgage bank will have a loan-servicing portfolio of about $8 billion and annual loan originations of $6 billion.
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1st Franklin of Calif. completes a merger
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SAN JOSE, Calif. -- First Franklin, a mortgage company based in San Jose, has completed its merger with Franklin Mortgage Capital Corp. of Falls Church, Va. 

A new parent company, the Franklin Group, has been formed, with First Franklin as the wholesale and retail unit for originating mortgages and Franklin Mortgage for servicing them.
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Broker linkup rates high with First Franklin. (First Franklin Financial Corp.)
 
Abstract:

San Jose, CA-based First Franklin Financial Corp has implemented a wireless communication network that links the privately held mortgage bank with its brokers. The bank transmits interest rates to the brokers and the brokers transmit loan information. First Franklin will increase its competitive advantage because of the network and will also save money. The firm has been acquired by DLJ Merchant Banking Partners's investment branch and will be merged with Franklin Mortgage Capital Corp.

Full Text :

COPYRIGHT 1994 American Banker-Bond Buyer 

SUCCESS IN THE mortgage brokerage industry means beating out the competition by getting the best rates to potential customers. 

And First Franklin Financial Corp. of San Jose, Calif., thinks it has the answer for getting the information to its brokers faster then any of its competitors. 

The firm is on the verge of implementing a system -- currently being tested -- that gets interest rate information disseminated very quickly. 

The mortgage company has started to roll out a wireless communication network to its brokers, which allows them to receive interest rates and transmit loan information through a network of personal computers. 

The system is expected not only to offer increased functionality, thus increasing the organization's competitive advantage, but also to save the company money. 

"We realized the important role wireless communications can play in getting lenders up-to-date interest rate and loan production information and see it as giving us a competitive advantage," said Marc Geredes, a regional president for the $130 million-asset organization. "By having the system in place, we are able to get the information directly into the hands of the brokers faster and more efficiently than simply faxing the data to them daily and waiting for them to fax us the loan information." 

First Franklin Financial Corp., one of the largest privately held mortgage banks in the United States, is currently in the process of being purchased by the investment arm of DLJ Merchant Banking Partners, a subsidiary of New York-based Donaldson, Lufkin & Jenrette Inc. 

The deal, which is scheduled to be completed at the end of this month, is estimated by industry sources to be valued at $40 million -- or about 1% of First Franklin's $4 billion servicing portfolio. 

Industry sources say that once the sale goes through, DLJ will consolidate First Franklin with another mortgage unit it owns: Franklin Mortgage Capital Corp. of Virginia -- creating a mortgage banking operation spreading through California, Washington, Texas, Oregon, and the mid-Atlantic and southwestern states. 

First Franklin currently originates approximately $300 million in mortgages a month, and that number is expected to increase substantially once the organizations are merged. 

Franklin Mortgage originated approximately $4 billion of loans last year and had a servicing portfolio of $1.6 billion. 

Thompson Dean, managing director of DLJ Merchant Banking Partners, said the purchase and merger of the companies will allow the firm to create a national mortgage banking operation with product diversity, geographic diversity, and national servicing. 

The new entity's servicing portfolio will be approximately $8 billion, with more than $6 billion in annual mortgage originations. Once the merger of First Franklin and Franklin Mortgage is completed, all servicing functions will be handled at a central location in Jacksonville, Fla. 

Mr. Dean said DLJ Merchant Banking Partners is an equity fund of approximately $1 billion that purchases private equities through leveraged transactions. 

Independently of the pending merger, First Franklin plans on rolling out the wireless communication links to transmit rate and loan information with an eye toward increasing efficiency and saving money. 

Currently, on a daily basis, the firm sets its lending rates and faxes the rate sheets to its brokers. The brokers are then forced to enter the data into their computers before quoting rates to potential customers. In some cases there is a potential risk that a broker is quoting the wrong rate. 

Through the use of wireless communication links, the rates can be transmitted directly into the brokers' PCs. 

"Once the data is transmitted, all the lender has to do is go out and write the loans," said Richard Cirigliano, a vice president of First Franklin's information technology division. 

In order to transmit the data, the company is using a personal computer software system--called Ubiquitous-- from Boulder, Colo.-based Ethos Corp. The system operates in conjunction with Claris Corp.'s File Maker Pro software. 

The rate and loan information is transmitted over Motorola's wireless communications network, known as Embrac. 

File Maker Pro provides the data base for Ubiquitous, which allows the brokers to see the rates and fees in an easy-to-read format. 

Upon rollout of the system, each broker will get a bundle of software that will include Ubiquitous, File Maker Pro, and the hardware to link to Embrac. 

First Franklin has been testing the system for over a month and plans an operationwide rollout early this fall. 

One of the first benefits the firm expects to realize is a substantial cost savings. 

On average, First Franklin was spending approximately $25,000 month on faxing rates to, and receiving information from, its brokers. Mr. Geredes said management believes the new system will reduce costs dramatically. "There will be some additional costs associated with bringing the system up, but the savings will outweigh our average yearly costs," he said. 

"Basically, there will be an up-front cost on the software and the Embrac system and then a recurring cost of pennies on the dollar," he continued. "Where we get hit now is the recurring cost of using an outside service to fax all of the data to our brokers, and that will end." 

Mr. Geredes said First Franklin estimates the cost of getting information to and from the brokers will be reduced to approximately $300 to $400 a month. 

One question that management is still wrestling with is which brokers will get the new system. 

"Our top-producing customers, who do between 25% to 30% of our volume, will most certainly be given the technology," said Mr. Geredes. "The big question is do we want to go out and spend the nonrecurring cost of $1,000 to install it with all 1,500 of our brokers."

First Franklin buying Oregon lender that specializes in subpar borrowers. (to merge with Trillium Mortgage Corp.)
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First Franklin is merging with a small mortgage company that will allow it to expand its lending to borrowers with poor credit histories. 

The San Jose, Calif.-based mortgage bank is combining forces with Trillium Mortgage Corp., Portland, Ore., a company that specializes in originating so-called B- and C-quality loans. 

Many mortgage banks are paying increasing attention to the "B" and "C" loan market, viewing it as a potential area of new business in an otherwise hostile market. 

Trillium is on track to originate $150 million of home loans through its 10-state wholesale network this year. 

First Franklin will soon begin to offer Trillium's loan products through its own wholesale network. 

Demand for "alternative financing" products may increase in coming months, said John Ferebee, new president of Trillium. "Rising interest rates are forcing many consumers to look beyond traditional A paper options in an effort to simply qualify for a loan." 

First Franklin is owned by management and DLJ Merchant Banking, A subsidiary of Donaldson, Lufkin & Jenrette.

Donaldson unit selling its stake in troubled lender 1st Franklin
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The venture capital arm of Donaldson, Lufkin & Jenrette Securities Corp. has decided to cut its losses, signing a letter of intent to sell its controlling stake in First Franklin Financial Corp. 

A source familiar with the deal said DLJ Merchant Banking is selling its 80% stake in the San Jose, Calif.-based mortgage lender to Bank America Corp.'s Continental Illinois Venture Corp. for $32 million. DLJ paid $36 million for the stake in 1994, and according to the source has lost about $15 million on the company. 

Investment and venture capital groups have frequently dabbled in the mortgage business. Midcoast Mortgage Corp., Fort Lauderdale, Fla., was recently liquidated and sold by its venture capital parent, TA Associates. Thomas Lee & Co. and Madison Dearborn Partners both invested in HomeSide Lending, the mortgage joint venture spun off by Bank of Boston and Barnett Banks Inc. Knutson Mortgage Corp., Bloomington, Minn., is owned by Goldner, Hawn, Johnson & Morrison, Minneapolis, and the investment group at Chase Manhattan . Investment groups bought failed savings and loans from the Resolution Trust Corp. in the 1980s and early 1990s. Ronald O. Perleman bought Troy & Nichols Inc. from the RTC, and is said to have made a large profit from selling it to Chase in March 1993. 

William and Steve Dallas, brothers who co-founded First Franklin, are to retain their 20% ownership of the company after the deal closes, likely in late September. 

William Dallas will remain president and chief executive of the company, and will be on the board of the new firm. He is active in the Mortgage Bankers Association of America, as a member of the executive committee and head of the Freddie Mac liaison committee. He did not return a telephone call seeking comment. 

The announcement of the deal said it includes First Franklin's Innovative Mortgage Solutions, which lends to borrowers with less-than perfect credit. Financial terms were not disclosed. 

Shortly after buying First Franklin, DLJ Merchant Banking merged it with Franklin Mortgage Capital Corp., a Virginia mortgage lender it already owned. 

The losses suffered by First Franklin under DLJ's ownership were incurred by loans Franklin Mortgage originated before DLJ bought that company, according to the source. 

First Franklin hired Smith Barney to raise capital in 1993 in order to keep up with the large mortgage lenders. The Dallas brothers, wishing to retain control, were looking for a minority investor, according to a source close to that deal. Having failed to find one, they agreed in May 1994 to cede control to DLJ Merchant Banking. 

First Franklin originated $2.2 billion of mortgages in 1995, and currently services some $2 billion of home loans.
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Home lenders getting more comfortable with the use of credit scoring
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Mortgage executives are showing growing confidence in credit scoring as a tool to help their businesses. 

At a recent housing and mortgage conference in Park City, Utah, several speakers described their increasing involvement with or reliance on credit scoring. 

One of them, William D. Dallas, president and chief executive of First Franklin Financial Corp., San Jose, Calif., said he was now using credit scoring exclusively to underwrite and price loans, all of which come from brokers. 

First Franklin has converted from being a prime lender to subprime because of the narrow profit margins in the prime market. And Mr. Dallas said credit scoring is preferable to relying on information in customer applications. 

"Applications are just full of fraudulent statements," he said. But his credit scoring system, which uses the Federal Home Loan Mortgage Corp.'s Loan Prospector and Standard & Poor's score-based credit gradings as well as some internal features, relies almost entirely on information from third parties. 

Mr. Dallas also said he believes many loans underwritten as prime are actually of B quality and have been mispriced, undercutting the profitability of the A market. Scoring reduces this problem, he said. 

Other speakers said scoring technology had outgrown the controversy over possible issues of fairness to minorities and was now regarded as an effective way to guard against bias charges. 

Jim MacLeod, senior vice president for field operations at Mortgage Guaranty Insurance Corp., Milwaukee, said it had developed its own scoring model, which supplements consumer credit data with additional loan and borrower information and market or property information. He said MGIC's model increases the predictive value of the mortgage scores. 

He said the lowest (least favorable) quintile of credit scores as calculated using Fair, Isaac & Co.'s model, called Fico, had eight times more foreclosures than the highest quartile. The MGIC model, however, had 34 times more foreclosures. 

Mr. MacLeod said he expected the use of mortgage scores to spread to many more lending functions. They are applicable to portfolio management, useful in monitoring the performance of brokers and correspondents, and in quality control.
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Subprime credit scoring scores big for Calif. lender. (First Franklin Financial Corp.)(The Two Faces of B&C Lending)(subprime home mortgage loans)

Abstract:

First Franklin Financial Corp. (San Jose, CA) uses credit scoring to underwrite its subprime mortgage loans. Formerly concentrating exclusively on the Grade A mortgage market, First Franklin Financial now is generating profits from the lucrative subprime market. The use of credit scoring has boosted the profitability of the firm's subprime operation; First Franklin Financial CEO WIlliam D. Dallas says the firm now makes $25 million annually form the subprime market, up from an annual loss of $5 million before credit scoring.
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A California couple who lost an underinsured home to fire and then foreclosure were eager to buy another house a year later. A bankruptcy filing that followed the loss clouded their mortgage prospects. 

The couple bought the home they wanted because First Franklin Financial Corp. of San Jose used credit scoring rather than traditional underwriting and came through with a $193,500 mortgage, requiring only 10% down and no mortgage insurance. 

In helping this couple, First Franklin has also helped itself by expanding from A lending into the more lucrative subprime market with heavy reliance on credit scoring. 

"These were good people who went through a tough bout," said Glenn Stuart, an originator with mortgage broker Tower Funding Corp. in Santa Clarita, Calif., who arranged the loan. Underwriting the loan on those terms required seeing things differently from the way many mortgage lenders do, he said. Other lenders probably would have demanded 20% or more in equity, as well as mortgage insurance, he said. 

The difference, he said, is First Franklin's use of credit scoring. In the California couple's case, a medium-level credit score, based largely on years of faithfully repaying loans, suggested somewhat less of a risk than traditional underwriting would have indicated, Mr. Stuart said. Credit scoring focuses on a borrower's long-term use of credit, including delinquencies, whereas in traditional underwriting, factors such as loan- to-income ratio weigh more. 

Scoring is gaining favor among mortgage companies, but few lenders give it the weight that First Franklin does, especially in subprime business, where interest rates are set on a case-by-case basis, Mr. Stuart and other mortgage brokers said. Notable is First Franklin's use of scoring in quoting firm rates at origination, brokers said. 

With A-credit lending becoming virtually a commodity business, prime lender First Franklin two years ago shifted heavily to the subprime market. It intends to differentiate itself from other subprime lenders by relying on a scoring system developed by Fair, Isaac & Co. to predict defaults, said William D. Dallas, president and chief executive officer of First Franklin. 

The transition to subprime - about 30% of the company's loans remain in the prime market - is paying off handsomely, and the reliance on scoring is yielding multiple dividends, Mr. Dallas said. 

"We've gone from losing $5 (million) to $10 million a year to making $25 million," he said, comparing results from 1994 and 1995 against his estimate for 1997. 

Along with its predictive ability, scoring helps to contain costs and lets brokers price loans right in the office and determine early what credit enhancement will be required to get an AAA rating when the loans are securitized, Mr. Dallas said. 

The push toward credit scoring in the mortgage business came initially from Fannie Mae and Freddie Mac, which use it to categorize loans. 

First Franklin, observers say, has been a pioneer in using scoring on subprime loans. When Freddie Mac wanted to test its automated underwriting software, Loan Prospector, in conjunction with a Standard & Poor's product, Levels, for subprime loans last year, First Franklin was among the first aboard. Now First Franklin is counting on scores to distinguish B loans from C and D loans. 

By all accounts, a Fico (named for Fair, Isaac) score above 680 represents an A-plus risk. Scores from 660 to 680 have nearly as low default rates, Mr. Dallas said. 

"Our product is designed to decipher what happens below 660," Mr. Dallas said. 

Based on its analysis of scores and performance, First Franklin distributes pricing sheets. Brokers find rates at the intersection of a row of credit scores and a column of loan-to-value ratios - the second major component in First Franklin's decision-making system. 

"I have not had a deal go over that they had to deviate from," said James McClenahan, president of Eagle Home Loans in San Jose. 

So much the better, if the matrix provides a better deal than another lender using more traditional subprime underwriting, as Mr. Stuart, the Santa Clarita broker, said he occasionally finds. 

The California couple had a Fico score of 630, Mr. Stuart said. The mortgage they obtained carries a fixed rate of 9.75% for two years, after which it adjusts every six months. It's not a great deal, he said, but the borrowers' alternative would have been waiting until they had saved enough for a much larger down payment. The borrowers likely will refinance when the first adjustment comes, in order to avoid a steep rate increase, he said. "I call it Band-Aid finance," he said. 

Founded as a mortgage brokerage in 1981 by Mr. Dallas and his brother, Steven D. Dallas, First Franklin moved into mortgage banking and eventually originated $4 billion in loans a year and serviced a loan portfolio that reached $8 billion. It is on track to lend between $1.5 billion and $2 billion this year from 12 offices in five Western states. It lends solely through independent brokers. 

Mr. Dallas sold a majority stake in the business in August 1994 to DLJ Merchant Banking Inc., a unit of Donaldson, Lufkin & Jenrette Inc. His relationship with DLJ didn't last long. Margins in the prime loan market were getting tighter and tighter, and DLJ was unwilling to fund a plunge into the subprime business, where Mr. Dallas saw troubled borrowers paying steeper rates. 

Mr. Dallas began subprime lending in November 1995 and a year later found a new investor in Continental Illinois Venture Corp., a unit of BankAmerica Corp. 

Attractive to Continental Illinois, said Sue Rushmore, managing director with responsibility for the First Franklin investment, was the mortgage company's intention to do subprime business through brokers who also brought in prime business. 

"They have very long-standing relationships with these brokers," Ms. Rushmore said. By contrast, she said, competitors courted brokers specializing in subprime lending. 

First Franklin's first steps into the subprime market were an extensive analysis of credit scoring and participation in a pilot project using Freddie Mac's Loan Prospector software along with Standard & Poor's Levels. Levels divides loans into seven risk grades for determining how much credit enhancement will be needed to turn subprime loans into AAA bonds. 

The next step, Mr. Dallas said, was teaching brokers used to working on A loans about credit scores. 

"They didn't know how to pull it, how to read it, how to manipulate it," he said. 

Then came convincing Wall Street about scores' reliability in forecasting loan performance. 

With a $113 million mortgage-backed bond issue given an AAA rating by Standard & Poor's, underwritten by Merrill Lynch & Co., and completed in February, Mr. Dallas said the investment community is on board. 

The bond issue is backed by 791 mortgages with an average principal of $145,000, a weighted average rate of 9.247%, and a weighted average original loan-to-value ratio of 76.3%. Of the total, 368 borrowers took cash out on their homes, 321 financed purchases, and 102 refinanced earlier loans. Mr. Dallas said he envisions selling packages of loans every two to three months. 

As occurred in the prime market, automating the underwriting process and employing more objective standards will drive subprime margins down, Mr. Dallas and industry observers said. 

In the short-term, however, there's money to be made. Mr. Dallas said First Franklin's margins have improved in the last two years, largely because of more accurate pricing and increased operating efficiency. 

Long-term, he said, consolidation is under way even as new players enter the subprime market. Calling First Franklin a low-cost provider, Mr. Dallas said he is better prepared for a shakeout than others. He said he intended to create brand-name identity for First Franklin, enjoyed in the industry to date only by Money Store and Countrywide Mortgage. But he conceded he'll be looking for new lines of business within several years. 

Diversification likely will include other high-margin consumer lending, such as automobile and credit card financing, he said. 

To many observers, First Franklin's heavy use of credit scoring brings more objectivity to underwriting, traditionally a very subjective undertaking. Mortgage brokers say they're generally happy with moves toward more objective standards, except when it limits their ability to explain extenuating circumstances of a subprime borrower. 

Mr. Stuart, the broker who obtained a loan for the California couple less than a year out of bankruptcy, expressed reservations about credit scoring. He said it isn't always clear how the score will be affected by various actions, such as repaying an outstanding debt. 

On balance, he said, First Franklin's use of scoring works for him: "It's opened the door for me as a broker to say yes more often."
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Franklin believes move is no gamble. (Franklin Financial Corp.)
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First Franklin Financial Corp. has discovered the glitter of Las Vegas.  The San Jose-based company, which issues subprime mortgages, has chosen the gambling mecca a the site for its 14th office. 

Franklin executive Steven Skolnik said the decision to open in las Vegas was a no-brainer. 

"There's a lot of space, a lot of jobs, and the cost of living isn't high," Mr. Skolnik said. 

He said the firm projects that the new office will be issuing $5 billion in loans each month by the end of the year. 

Myram Borders, spokeswoman for the Las Vegas Convention and Visitors Bureau, said the region's economy is being driven by hotel construction. 

"There's 104,000 hotel rooms now, and they're still building," Ms Borders said. 

New hotels mean new jobs. 

The Nevada Department of Motor Vehicles estimates 4,000 to 6,000 new residents are moving in every month. 

A recent report by American City Business Journal, parent of the San Jose Business Journal, placed Las Vegas at the top of the national labor markets, with 16.7 percent job growth between 1994 and 1996. 

With plenty of jobs and new residents, new housing projects are springing up all over the desert landscape. 

And those new residents - not all of whom have sterling credit - will be looking for lenders. 

In fact, with bankruptcies reaching record highs, punctuated by huge credit-card debt, an increasing number of people are falling into the subprime category, Mr. Skolnik said. 

Last year, the company loaned out $440 million. 

For the first half of 1997, the loan total is already near $427 million. 

Mr. Skolnik is optimistic that it will top $1 billion by year-end. 

The upswing in subprime demand prompted Continental Illinois Venture Corp. to enter the market by acquiring First Franklin in January. 

The company has 250 employees nationwide.

Source Citation

Taylor, Dennis. "Franklin believes move is no gamble." The Business Journal 15.15 (1997): 7. General OneFile. Web. 23 Sept. 2010.

Downgrading May Hamper B of A Subprime Unit's Sale

Abstract:

BankAmerica Corp is planning to leave the subprime lending business, but its attempts to do so have not yet been that successful. Moody's Investors Service Inc has down rated BankAmerica Housing Services, the firm's manufactured-housing unit, which makes it difficult to sell. BankAmerica has contracted with UBS Securities LLC to help it sell its share of First Franklin Financial Corp.

Full Text :

COPYRIGHT 1998 American Banker-Bond Buyer 

BankAmerica Corp. is finding out that this is a tough time to exit the subprime lending business. 

The sale of BankAmerica Housing Services, its manufactured-housing financing unit, hit a snag after Moody's Investors Service Inc. recently cut its rating on some of the unit's securitized loans. 

Meanwhile, BankAmerica has reportedly hired UBS Securities LLC to help sell its majority stake in First Franklin Financial Corp., a subprime mortgage company based in San Jose, Calif. Both UBS and BankAmerica refused to comment on the matter. 

BankAmerica last year said it would get out of the business of lending to consumers with tarnished credit records. It intended to shed noncore businesses and focus on its "prime-customer base." 

Observers said that deteriorating credit quality and shrinking profits due to intense competition have pushed many subprime consumer finance companies to put themselves up for sale. 

"There is a lot of stuff to choose from right now, and these guys aren't selling these units because they are making too much money," said Jeff Evanson, an analyst at Piper Jaffray Inc. 

Since BankAmerica Housing Services went on the block in October, several subprime lending specialists have hired outside advisers to help them explore so-called strategic alternatives, including selling out. These companies include the Money Store Inc. of Union, N.J., and Beneficial Corp. of Wilmington, Del. 

BankAmerica recently opened a second round of bidding for the unit, with the minimum price set at $500 million. 

Lower ratings from Moody's on the unit's $24 million of securitized debt could mean lower bids for the subsidiary, said R. Jay Tejera, an analyst at Dain Rauscher, Minneapolis. Upon its downgrading, Moody's cited higher than expected loan losses, making the package less desirable to potential buyers, Mr. Tejera said. 

"This will hurt the price BankAmerica gets," he said. 

However, the debt downgrading is not enough to keep the $260.2 billion- asset company from cobbling together some kind of deal for the unit, according to Mike Zampa, a BankAmerica spokesman. 

Mr. Tejera agreed. "While this isn't a buoyant market for specialty finance groups," he said. "I believe this unit will get sold by the end of the first quarter. It's a profitable business." It just doesn't clear BofA's equity hurdle, he added. 

The San Francisco company could have a tougher time finding a buyer for First Franklin because it makes home loans through mortgage brokers. There is more demand for companies that lend directly to customers than for those that use intermediaries, analysts said. 

BankAmerica acquired its 80% stake in First Franklin in 1996, through its acquisition of Chicago-based Continental Bank Corp. First Franklin was then owned by Continental's venture capital subsidiary. 

First Franklin, which made more than $1 billion of loans last year, operates 21 offices in 15 states. 

BankAmerica's housing services unit was acquired in 1992, when the company bought Security Pacific Corp. 
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ARC Systems and First Franklin Debut Automated Underwriting System for Mortgage Market

COPYRIGHT 1999 PR Newswire Association, Inc. 
Designed to Automate and Streamline the Loan Approval Process, LT2k(TM) Will Enable First Franklin to Immediately Approve Wholesale Non-Conforming and Subprime Loan Applications 

AUSTIN, Texas, April 12 /PRNewswire/ -- ARC Systems today announced that it is providing its LT2k automated underwriting system to First Franklin Financial Corporation, one of the nation's leading non-conforming wholesale and retail mortgage lenders. First Franklin plans to use the Internet-based system to dramatically improve service levels to its more than 6,000 wholesale brokers nationwide. By internally integrating the ARC Systems decisioning engine, First Franklin can render underwriting decisions on non-conforming and sub-prime mortgage loans in 30 seconds or less. 

First Franklin has built its competitive advantage in the non-conforming and subprime mortgage markets through its proprietary products Direct Access(SM), Scored Advantage(SM) and Express Valuing(SM). These products, which respectively determine risk-based interest rates, streamline non- conforming documentation and automate the property valuation process, have helped the company at point of sale. By summer 1999, the three products will be configured into the LT2k system and First Franklin's broker networks will be able to provide 30 second loan decisions to their customers. 

"The combination of LT2k's speed and efficiency with First Franklin's unique loan products will truly keep First Franklin ahead of its competitors," said Ed Jones, CEO of ARC Systems. "This edge will help First Franklin maintain a leading role in the growth of the wholesale mortgage market." 

ARC Systems' LT2k solution is capable of pulling up to 10,000 credit reports and making 5,000 underwriting decisions per hour. Once First Franklin's specific loan parameters are configured into the system, consumer credit reports will be electronically accessed for real-time information. The application is then processed against a rules-based decisioning system and automated underwriting criteria. 

"Customer loyalty is the core of our business," said Steve Skolnik, Executive Vice President of Production at First Franklin. "By continuing to equip our mortgage brokers with highly personalized services coupled now with the speed and security of LT2k, we're making it easier for them to close deals while establishing strong relationships with their customers." 

First Franklin processed subprime originations totaling more than $2 billion in 1998. In 1999, the company projects in excess of $3 billion in wholesale production. First quarter 1999 originations totaled close to $700 million. 

About First Franklin 

First Franklin Financial Corporation, headquartered in San Jose, California, is one of the leading non-conforming wholesale and retail mortgage lenders in the United States. With offices located across the nation, First Franklin serves the needs of mortgage brokers and borrowers with a wide array of products and services, including its proprietary, credit scored-based Direct Access and Scored Advantage products. For more information on First Franklin call 800-464-8203. 

About ARC Systems 

Founded in 1984 and based in Austin, Texas, ARC Systems is a custom software developer of Internet-based solutions for relational database applications. ARC Systems' flagship product, LT2k, has an underwriting matrix flexibility that allows for expansion into any industry that performs the basic functions of application, credit documentation, or underwriting any loan that requires a credit check including auto loans, debt consolidations and mortgages. For more information on ARC Systems call 512-444-9732 or visit www.arcsystems.com for a free demonstration.

First Franklin Ponders Shops

COPYRIGHT 1999 BPI Communications 

Heading Online, Mortgage Lender Dangles $10-15 Mil. Account 

SAN FRANCISCO--Lender First Franklin Financial Corp. is talking with a handful of agencies on the West Coast about handling the estimated $10-15 million national launch of its newly created online mortgage company, said sources. 

The client, based in San Jose, Calif., is planning to jump into the Internet mortgage market later this year. It has tapped Jack McBride of consultancy McBride & Associates, Modesto, Calif., to handle its review, sources said. 

The company has already narrowed its list of agencies to no more than three and is expected to decide on one later this month. 

The winning shop will be responsible for creating online and offline campaigns for First Franklin that may include radio, print and outdoor executions. TV spots for select "wired" markets nationwide, such as Los Angeles and San Francisco, are also being considered. 

The client is asking shops for media strategy ideas for the launch of its Web site this fall, said sources. 

It is not known if the online mortgage company will keep the First Franklin name or launch with a different brand identity. 

Sources said First Franklin has been pursuing an aggressive growth strategy since late 1997, when it was acquired by Continental Illinois Venture Corp., a subsidiary of Bank of America. 

Last year, the lender processed more than $2 billion in subprime mortgages; its loan originations for the first quarter of this year reached nearly $700 million. 

First Franklin already serves brokers who access its Web site for information about new programs and current mortgage rates. The company is also listed as a qualified lender on the Web sites of some of the firms it will compete with in the consumer sector, such as E-Loan and iOwn.com (formerly Home-Shark). 

First Franklin specializes in nonconforming wholesale subprime mortgages. The company currently originates, purchases, sells and securitizes retail and residential mortgages with ratings "A" through "D"-the latter end of the scale being the highest-risk category for lenders. 

Because of the company's experience in this segment of the mortgage market, First Franklin executives are hoping to attract consumers who are unable to get a loan through more traditional lenders via the Internet, sources said. 

In addition, First Franklin plans to originate and process loans through its Internet site.
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National City to Expand Mortgage Business Through Acquisition of First Franklin Financial Companies

COPYRIGHT 1999 PR Newswire Association, Inc. 

CLEVELAND, July 27 /PRNewswire/ -- National City Corporation (NYSE: NCC) announced today that it has entered into an agreement to acquire for cash First Franklin Financial Companies, Inc., a portfolio company of CIVC Partners, a private equity investment affiliate of Bank of America Corporation (NYSE: BAC). First Franklin, headquartered in San Jose, Calif., is the third largest wholesale originator of non-agency residential mortgage loans in the U.S. Terms of the transaction were not disclosed. 

"This transaction is a superb opportunity to tap new revenue sources with the acquisition of an organization with a proven track record in a high-growth business," said David A. Daberko, National City chairman and chief executive officer. "First Franklin expands our effort in the non-agency mortgage business throughout the U.S., particularly in the fast-growing western region." 

First Franklin originates high-quality non-agency loans using a proprietary risk-based pricing process, which enables the company's more than 5,000 brokers to be highly responsive and consistent at the point of sale. In the first half of 1999, the company originated $1.8 billion of mortgage loans and projects full-year 1999 originations in excess of $4 billion. Following the closing of the transaction, National City expects First Franklin to continue to function as an autonomous operation and plans to maintain the existing management team and staff in place. 

"We are delighted to join forces with National City," said William D. Dallas, chairman and chief executive officer of First Franklin. "With this affiliation, First Franklin will continue to excel in serving clients throughout the country, while complementing and expanding National City's business mix." 

National City is a leading originator and servicer of conforming mortgage loans. Through June 30, 1999, National City originated $9.4 billion in first mortgages through its 1,300 bank branches, 160 mortgage offices, and a network of 1,900 brokers and correspondents. 

National City Corporation is an $84 billion bank holding company based in Cleveland, Ohio. The company offers a full range of financial services, including investment banking, brokerage, mutual fund, insurance and traditional banking services, to individuals and businesses. National City has offices in the states of Ohio, Pennsylvania, Michigan, Indiana, Kentucky and Illinois. National City can be found on the world wide web at www.national-city.com . 

CIVC Partners is a $500 million private equity fund whose sole limited partner is Bank of America. CIVC Partners, with 30 years' experience in private equity investing, provides growth capital to middle market companies with a focus on financial services, business services, communications and niche manufacturing. More information about CIVC Partners is available at www.civc.com .

National City Plans to Buy A Calif. Nonagency Lender

COPYRIGHT 1999 American Banker-Bond Buyer 

Cleveland's National City Corp. took a step toward diversifying its mortgage-asset mix this week with a deal for nonagency lender First Franklin Financial Cos. 

The San Jose, Calif., company, a unit of a private equity investment affiliate of Bank of America Corp., is said to be worth $80 million to $100 million. 

First Franklin originates loans that do not meet the guidelines of secondary market agencies but do not fall into the subprime category. The company said it originated $1.8 billion of these loans in the first half, and it projects originations for the year of more than $4 billion. 

Steven Skolnik, First Franklin's executive vice president of production, said finding a buyer has always been part of the company's strategy. He said the company sells all its loans, relying mostly on a half-dozen entities, including Merrill Lynch & Co., Equicredit, Bank One Corp., Lehman Brothers Inc., and Residential Funding Corp. 

A spokesman for National City said the banking company has the option to hold some of the loans in portfolio. 

After closing the transaction, First Franklin is to operate autonomously, and Mr. Skolnik said it plans to retain its management team and staff. 

National City sees "a lot of crossover with the customers that we bring in and the business that they already have," Mr. Skolnik said. "With us bringing in 5,000 new borrowers a month there could be a lot of cross-sell to their credit card, home equity, auto loan businesses, etc." 

Michael L. Mayo, an analyst at Credit Suisse First Boston, said the deal would increase National City's originations by about 15% but that that may not be as good as it sounds. 

"When it comes to mortgage originations, the trend is not your friend," Mr. Mayo said. "Originations are likely to slow, and we are probably closer to the top of the cycle than the bottom." 

Through June 30, National City said it had originated $9.4 billion of first mortgages. 

The company has offices in Ohio, Pennsylvania, Michigan, Indiana, Kentucky, and Illinois. It has said it would like to expand its business on the West Coast, where it does not have a large presence, and this may have attracted it to First Franklin. 

National City may have been "impressed by First Franklin's management team and feel that it's a good channel to have," said Chip Dickson, an analyst at Salomon Smith Barney. "And clearly, the geography helped too." 

Copyright c 1999 American Banker, Inc. All Rights Reserved. http://www.americanbanker.com
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National City Buys Top B&C Wholesaler

COPYRIGHT 1999 Faulkner & gray 

San Jose, CA--National City COT., Cleveland, is expanding its presence in the non-conforming mortgage business through its proposed acquisition of First Franklin Financial Cos. here, one of the nation's top subprime wholesalers. 

When combined with the Altegra Credit COT. unit it already owns, Jeffrey Douglas, vice president and assistant treasurer at NCC, said the deal "really expands our capability as a national provider in this area." 

Altegra, which NCC acquired in the Integra Bank deal, is a $1.8 billion annual originator, while First Franklin is expected to do over $4 billion this year. 

The combined $6 billion production capability will make NCC a top 10 non-conforming loan producer, Mr. Douglas noted. 

According to the Database Products Group, in the second quarter of this year, First Franklin had originations of $1.15 billion, of which $1.1 billion came from the wholesale channel. For the same period last year, it did $550 million. 

For the first half, First Franklin's volume was just under $1.8 billion, while Altegra had production of $581 million. 

National City Mortgage, the conforming unit, had first-half 1999 volume of $9.4 billion. 

NCC is paying an undisclosed amount of cash to CIVC Partners, an affiliate of Bank of America, Charlotte, N.C. Since last October, CIVC has owned 98% of First Franklin. 

Since August 1994, First Franklin has changed hands several times. First the company was sold to DU Merchant Banking, New York. It was then merged with Franklin Mortgage Capital Corp., Falls Church, Va. 

In 1995, the company switched its emphasis to subprime lending. 

CIVC and company management teamed up to buy First Franklin from DLJ in November 1996. At that time management held a 300/0 stake in First Franklin. 

The one constant though all the ownership changes has been company management, particularly in the form of William D. Dallas, chairman and chief executive. 

Mr. Dallas will remain in place under the new ownership structure. 

As part of NCC, First Franklin "can be the foundation of their growing subprime and home equity business," Mr. Dallas said. 

In return, First Franklin gets additional capital and the ability to further grow its operations. 

Both Mr. Dallas and Mr. Douglas noted that First Franklin and Altegra do not have many overlapping areas. 

Plans are to keep the two companies separate. First Franklin will become an autonomous operation under the NCC structure. 

The two operate in different areas of the country and have a slightly different product mix, Mr. Douglas said. 

Furthermore, both companies have proven management teams. While they could be combined some time in the future, NCC right now sees its best value in keeping them separate, he said. 

Mr. Dallas added that First Franklin has name recognition value in the wholesale community. 

First Franklin currently uses whole loan sales as its exit strategy. It does not retain servicing on its originations. No servicing rights are being acquired by NCC in this deal. 

Altegra services $1.69 billion, while NCM has a $49 billion conventional servicing portfolio. 

Mr. Dallas said it is likely that the exit strategy will change to include loans originated for portfolio and securitization. 

The plans are to continue to use a third party to service First Franklin's originations, Mr. Douglas said. 

This deal should be completed in the late third or early fourth quarter of this year. 

        M&A at a Glance: National City's Purchase of First Franklin

                           (Dollars in Millions)

                                   6 Months Main               Serv

Company                            Loan Vol Prod Line       at 6/30

First Franklin, San Jose, CA         $1,799 subprime/Alt A       $0

National City Mort., Cleveland, OH  $ 9,418 conv./govt     $ 48,987

Altegra Credit Corp.                   $581 subprime        $ 1,690

Totals:                             $11,798 A, Alt A, B&C  $ 50,677

Notes: FFFC is owned by BankAmerica. NCM is owned by National City a

commercial bank Altegra also is owned by National City.

Source: NMN/Quarterly Data Report/Database Products Group.

Questions? Email paul.mulo@tfn.com
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CIVC Partners Sells First Franklin Financial Companies, Inc. to National City Corporation
 
COPYRIGHT 1999 PR Newswire Association, Inc. 

CHICAGO, Sept. 1 /PRNewswire/ -- CIVC Partners, a private equity investment affiliate of Bank of America Corporation (NYSE: BAC), announced today that it has sold San Jose, Calif.-based First Franklin Financial Companies, Inc. to National City Corporation (NYSE: NCC) in an all cash transaction. First Franklin is a national originator of non-agency residential mortgage loans. Terms of the transaction were not disclosed. 

"Our relationship with CIVC Partners over the past three years has been tremendous for First Franklin. CIVC shared our vision of the changes taking place in the mortgage industry and helped us capitalize on the opportunity to reposition the company as a leading non-agency mortgage originator," said William D. Dallas, chairman and chief executive officer of First Franklin. "With the value that has been created in the franchise, it is time for CIVC to realize liquidity on their equity stake. They have worked closely with me and my management team to ensure that the sale is to a partner who will continue to support the growth of this franchise. We are excited about building a future with National City." 

First Franklin originates residential mortgage loans through a nationwide network of mortgage brokers. The company utilizes a proprietary risk-based pricing process that allows it to be highly responsive to its broker network. In the first half of 1999, the company originated $1.8 billion of mortgage loans and projects full year 1999 originations in excess of $4 billion. 

"Non-agency production has more than doubled each year since we acquired First Franklin. The management team has done a great job executing the strategy. As a result, the value of the company has increased significantly in under three years," said Daniel G. Helle, CIVC Partners. 

CIVC Partners manages a $500 million private equity fund whose sole limited partner is Bank of America. CIVC Partners, with 30 years of experience in private equity investing, provides growth capital to middle market companies with a focus on business services, financial services, media and communications, and niche manufacturing. More information on CIVC Partners and its portfolio companies can be found at http://www.civc.com. 

National City Corporation is an $84 billion bank holding company based in Cleveland, Ohio. The company offers a full range of financial services, including investment banking, brokerage, mutual fund, insurance and traditional banking services to individuals and businesses. National City has offices in the states of Ohio, Pennsylvania, Michigan, Indiana, Kentucky and Illinois. National City can be found on the world wide web at http://www.national-city.com.

CIVC Pulls Big Return With Subprime Mortgages

COPYRIGHT 1999 Thomson Financial Inc. 

Buying a standard mortgage company and transforming it into a provider of home loans for customers with subprime credit profiles turned into the best deal ever done by CIVC Partners, which last month exited its investment in First Franklin Financial Cos., realizing a return on equity just shy of 100%. 

CIVC acquired First Franklin in 1996 from DLJ Merchant Banking Partners and began targeting customers who do not qualify for "agency" mortgages, or loans from standard mortgage programs such as Fannie Mae. These customers often have inconsistent income sources or heavy credit card debt, according to Dan Helle, a partner at CIVC. Revenue at First Franklin, based in San Jose, Calif., has grown more than 100% a year since the acquisition, to approximately $200 million in 1998. In the first half of 1999, the company had $1.8 billion in loan originations. 

Although terms of CIVC's sale of First Franklin to National City Corp., a financial services holding company, were not disclosed, the financial press has reported a valuation for the company between $80 million and $100 million. 

A Growing Investment Trend 

CIVC is not the only private equity firm to bet on the growth of businesses that service the subprime market-last year, Capital Z Partners acquired Ames Financial Corp., which provides home equity loans for high-risk customers. In addition, Greenwich Street Capital Partners last year bought IMC Corp., another sub-prime home equity lender (BUYOUTS Jan. 11, p. 12), and Thomas H. Lee Co. last year invested $300 million in equity in Metris Cos., which provides credit cards to consumers with less than stellar credit histories (BUYOUTS Dec. 21, 1998, p. 6). 

Apollo Advisors L.P., through platform company WMC Mortgage Corp., also has begun investing in the subprime mortgage space. 

Helle said the prime market for mortgages is becoming increasingly competitive, making it a tough space for financial players. 

The Chicago private equity firm earlier this year received a fresh commitment of $500 million from sole limited partner Bank of America and changed its name to CIVC Partners from Continental Illinois Venture Corp. (BUYOUTS Mar. 8, 1999). Previously, CIVC received money from Bank of America on a deal-by-deal basis.
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Castle & Cooke Inc. Announces the Appointment of William D. Dallas to the Board of Directors

COPYRIGHT 1999 Business Wire 

LOS ANGELES--(BUSINESS WIRE)--Nov. 9, 1999-- 

Castle & Cooke Inc. (NYSE:CCS) Tuesday announced the appointment of William D. Dallas to the board of directors. 

Dallas, 43, is the chairman and chief executive officer of First Franklin Financial Corp. He has risen to become one of the top-ranking finance leaders in the United States. 

In 1981, Dallas co-founded First Franklin headquarters, in San Jose, Calif. First Franklin is one of the nation's leading nonconforming lenders. 

With offices located across the nation, First Franklin serves the needs of mortgage brokers with a wide array of products and services, including its proprietary, credit scored-based Direct Access products. The enterprise employs approximately 1,000 professionals nationwide and will originate more than $5 billion in nonconforming loans in 1999. 

David H. Murdock, chairman and chief executive officer of Castle & Cooke, noted: "The addition of Mr. Dallas complements our distinguished board. We look forward to working with Bill as we continue to build Castle & Cooke." 

Dallas is one of the founders of two banking institutions: Heritage Bank of Commerce (HTBC), a community business bank serving Santa Clara County, Calif.; and California Oaks State Bank, in Thousand Oaks, Calif. 

He sits on state and national mortgage-banker boards; is a certified mortgage banker (CMB), the industry's highest designation; and is a contributing columnist for Real Estate Finance Today and Mortgage Originator Magazine. 

Dallas received his bachelor of arts degree in liberal studies, magna cum laude, in 1977 from Bowling Green State University. He also completed his postgraduate studies in 1987 and received his doctorate in law from University of Santa Clara School of Law. 

Castle & Cooke is a developer of residential real estate in Hawaii; California; Sierra Vista, Ariz.; and Orlando, Fla. The company owns and operates two of the world's highest-rated resorts on the island of Lana'i in Hawaii. The company is also involved in commercial development in Hawaii, California, Arizona, North Carolina and Georgia.
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First Franklin Financial top subprime wholesaler

COPYRIGHT 2000 American Banker-Bond Buyer 

New York-There is a new king of the hill among subprime wholesale originators and it is First Franklin Financial of San Jose, Calif. According to statistics compiled by Mortgagestats.com, First Franklin's volume of $1.3 billion during the fourth quarter is a 94% increase over its production of $677 million one year earlier. The top lender in the fourth quarter of 1998, Associates Home Equity of Dallas, saw its wholesale production decline by 60%. It had originated $1 billion in the fourth quarter of 1998, but in the fourth quarter of 1999, its volume was estimated at $400 million, making it just the 10th largest lender. Option One Mortgage Corp., Irvine, Calif., remains the second largest subprime wholesaler, with volume of $1.2 billion, up 41%. Bank of America, Jacksonville, Fla., is in the number three slot, with volume of $1.1 billion, up 34%. Previously the company was known as Equicredit. Its former parent, Nationsbank, merged with BofA. Thus a total of three lenders topped the $1 billion mark in wholesale volume during the quarter, as compared to just one for the fourth quarter of 1998. Several lenders posted substantial percentage gains in production volume. Advanta Mortgage USA, Springhouse, Pa., saw its volume increase on a year-to-year basis from $38 million to $163 million, a gain of 329%. Altegra Credit Co., Pittsburgh, saw its volume increase from $180 million to $523 million, a 191% rise. Glen Allen, Va.-based Saxon Mortgage had a 173% increase in volume, to $682 million. On the other hand, companies in the top 30 subprime wholesalers that had reductions in volume, besides Associates, include: Long Beach Mortgage, Orange, Calif.; WMC Mortgage, Woodland Hills, Calif.; Aames Financial Corp., Los Angeles; Mortgage Lenders Network USA, Middletown, Conn.; CitiFinancial, Baltimore; Delta Funding Corp., Woodbury, N.Y.; Meritage Mortgage, Lake Oswego, Ore.; and NovaStar Financial, Westwood, Kans. 

Copyright c 2000 Thomson Financial Media. All Rights Reserved.
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S&P Affirms Frandisco Life Insurance Co. 'BBBpi' FSR

COPYRIGHT 2000 Business Wire 

NEW YORK--(BUSINESS WIRE)--March 28, 2000 

Standard & Poor's today affirmed its 'BBBpi' financial strength rating on Frandisco Life Insurance Co. (Frandisco Life). 

Frandisco Life commenced operations in 1977. It is a stock company based in Toccoa, Ga., and licensed only in Georgia. 
Frandisco Life is a wholly owned subsidiary of First Franklin Financial Corp. (not rated), which also owns 100% of Frandisco Property & Casualty Insurance Co. (double-'Bpi' financial strength rating). The parent sells credit life and credit disability insurance on the loans it originates, acting as agent for a non-affiliated insurance company, Voyager Life Insurance Co. (Voyager) (double-'Bpi' financial strength rating). Frandisco Life, which currently does not write business on a direct basis, assumes this business from Voyager. 

Frandisco Life is rated on a stand-alone basis. 

Major Rating Factors: 

-- The company continues to display an irregular pattern of operating earnings,

which, in conjunction with its September 1999 capital base of $12.6 million,

limits the rating.

-- However, the company's profitability, as measured by a five-year average

return on assets of 29.1%, is superior. In addition, the 70.5% ratio of

unassigned funds to adjusted capital, a measure of retained earnings, is above

that of its peers. September 1999 net income was reported as $2.4 million

compared with $2.1 million in same period in 1998.

-- The company's liquidity ratio of more than 220% is also extremely strong.

-- Capital adequacy, as measured by Standard & Poor's capital adequacy model,

remains extremely strong. Capital and surplus have grown at a compound annual

rate of 19.2% since 1991.

'pi' ratings, denoted with a 'pi' subscript, are insurer financial strength ratings based on an analysis of an insurer's published financial information and additional information in the public domain. They do not reflect in-depth meetings with an insurer's management and are therefore based on less comprehensive information than ratings without a 'pi' subscript. 'pi' ratings are reviewed annually based on a new year's financial statements, but may be reviewed on an interim basis if a major event that may affect the insurer's financial security occurs. Ratings with a 'pi' subscript are not subject to potential CreditWatch listings. 

Ratings with a 'pi' subscript generally are not modified with 'plus' or 'minus' designations. However, such designations may be assigned when the insurer's financial strength rating is constrained by sovereign risk or the credit quality of a parent company or affiliated group, Standard & Poor's said. -- CreditWire. 

Copyright 2000, Standard & Poor's Ratings Services
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First Franklin Financial Completes Agreement with Factual Data Corp

COPYRIGHT 2000 PR Newswire Association, Inc. 

LOVELAND, Colo., Feb. 22 /PRNewswire/ -- 

Factual Data Corp., (Nasdaq: FDCC), www.factualdata.com, a leading e-business provider of information solutions to businesses, government sponsored enterprises and individuals nationwide, announced today that First Franklin Financial has signed a national account agreement with Factual Data. The agreement makes Factual Data one of three approved information providers available to First Franklin's 29 branches located across the nation. 

Headquartered in San Jose, California, and a subsidiary of National City Corporation (the 10th largest bank holding company in the US), First Franklin was ranked by National Mortgage News as the nation's top subprime wholesale lender in the fourth quarter 1999, with total originations of $1,205 million. First Franklin's branches will interface with Factual Data through a software-based platform and will be near term candidates for Factual Data's new web-based interface, www.factualdata.com. 

"Our competitive advantage depends on our proprietary, credit scored based product Direct Access. Direct Access has helped us revolutionize the pricing and underwriting of nonprime loans. The relationship with Factual Data will enable us to keep our leading edge by being first to market with innovations to Direct Access," said Bill Dallas Chairman & CEO of First Franklin Financial. 

"This announcement is a result of Factual Data's niche marketing efforts and superior technology," said Ron Golnick, Factual Data's National Mortgage Marketing Director. "Other recent successes like The Money Store, Cavion.com and TRAkkER Corporation continue to demonstrate the value of our niche marketing to the lending community. As the relationship between Factual Data and First Franklin develops we look forward to introducing a wealth of value added services," Golnick continued. 

Factual Data Corp. is a Loveland, CO-based information services provider to the mortgage and consumer lending industries, employers, landlords and other business customers located throughout the United States. The Company markets its services nationally through 44 combined locations, including Company operated offices, franchisees and licensees. Factual Data's common stock and warrants trade on the Nasdaq National Market under the symbols FDCC and FDCCW. For more information visit www.factualdata.com. 

"Safe Harbor" Statements under the Private Securities Litigation Reform Act of 1995 - With the exception of historical information, the matters discussed in this press release are forward looking statements that involve a number of risks and uncertainties. The actual future of the Company could differ significantly from those statements. Factors that could cause or contribute to such differences include, but are not limited to, changes in interest rates; the effectiveness of the Company's marketing campaign; the response of the mortgage industry; strength of market demand for the Company's services; the effects of seasonality in the housing market; competition; the success of the Company's consolidation plan; the Company's ability to manage growth; and the Company's ability to successfully develop and market new report services.
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First Franklin Chooses Blaze Advisor To Drive Automated Underwriting; "Blazed" Underwriting Process Responds to Individual Customer Needs

COPYRIGHT 2000 Business Wire 

Business/High-Tech Editors 

SAN JOSE, Calif.--(BUSINESS WIRE)--May 8, 2000 

Blaze Software (Nasdaq:BLZE) today announced that First Franklin, a retail and wholesale sub-prime mortgage lender, has selected the Blaze Advisor Solutions Suite(TM) to help direct its non-agency underwriting process. With Blaze Advisor(TM), First Franklin plans to more effectively make loan approval decisions appropriate to the individual applicant and corporate policies. 

According to Diana Belli, chief information officer for First Franklin, sub-prime lenders have vast quantities of proprietary practices, policies, and procedures -- or business rules -- developed to handle special consideration loans. Sub-prime loan pricing and underwriting is based on a larger number of risk-based parameters than for agency loans, reflecting a decision process geared to each unique customer. 

"The loan application process consists of a comprehensive look at several aspects of the customer's situation, and lenders often need assistance through this process," said Ms. Belli. "Because Blaze Advisor is being used to automate much of First Franklin's underwriting process, it allows our company to save time, handle more loan requests and automate repeated and formalized aspects of processing." 

Blaze Advisor allows First Franklin's underwriters to search appropriate data for loan application processing, offer an approval decision, recommend other special conditions, and give reasons for declined applications. With Blaze Advisor, the underwriting decision can be rendered in real time. Other capabilities include routing the application to the most appropriate underwriter or loan processor for further execution and automatically requesting credit report results, financial ratios, and additional assets and liabilities. Customers also have the ability to query the status of their loan at any point in the application process through the Web interface. 

Blaze Software is key to First Franklin's efforts to establish a customized internal underwriting system that can process loans in real time based on business events rather than processing in batches based on predefined periodic runs. The company presently relies on a third party Application Service Provider together with manual procedures to render underwriting decisions. Underwriters perform a manual audit on each loan request in efforts to decline it or approve with conditions and provisions. 

"Blaze Advisor allows First Franklin to meet the individual needs of the customer, while improving their own business process personalization," said Tom Kelly, president and CEO of Blaze Software. "Web self-service applications that reflect online the factors that make a business unique are vital for companies like First Franklin to remain competitive and to offer elite customer service." 

First Franklin believed it was important to offer online services with a truly personalized Internet presence. Blaze Advisor provided this opportunity, since its flexible and open Java architecture and easy integration capabilities allowed it to be used in conjunction with specialized lending software from MortgageFlex Systems. The ability to combine best of breed software solutions let First Franklin create a complete interactive customer offering for loan applications and processing. 

"Underwriting rules change regularly," said Ms. Belli. "Blaze Advisor's rich development environment and rule definition approach lets us rapidly identify and modify rules that need updating, as we respond and adapt to regulatory and market shifts. This gives us confidence that we can always provide the proper service and care to each individual customer and transaction." 

Once implemented, the new "Blazed" system is planned to allow First Franklin to originate loans via Web self-service sites and route the loans through the underwriting process without human intervention. 

"We are not trying to eliminate underwriters. We are attempting to make their jobs easier and more efficient, devoting more company attention to customer service and customer relationship management," added Ms. Belli. 

First Franklin anticipates processing 5,000 to 10,000 Web retail loans per month with Blaze Advisor. The new system will be piloted this summer. 

About First Franklin 

First Franklin Financial Corporation, headquartered in San Jose, California, is one of the leading non-conforming wholesale and retail mortgage lenders in the United States. With offices located across the nation, First Franklin serves the needs of mortgage brokers and borrowers with a wide array of products and services, including its proprietary, credit scored-based Direct Access and Scored Advantage products. For more information on First Franklin call 800-464-8203. 

About Blaze Software 

Blaze Software, Inc. is a leading provider of rules-based e-business software enabling adaptable and consistent personalized interaction across all contact points. The Blaze Advisor Solutions Suite, written entirely in the Java programming language, is designed to give e-business applications more personalized interaction for users, which can lead to greater customer retention, decreased costs, and increased sales. Blazed applications can be changed on the fly, allowing e-business offerings to respond to changing market conditions, business practices, and customer preferences. Blaze Software personalization solutions are constructed to be extended easily across contact points (Web, IVR, call centers) and across processes (customer, employee, partner and supplier). 

Blaze Software powers e-business projects for more than 200 customers in the high technology, financial, insurance, manufacturing, telecommunications, and healthcare industries, and Blaze Software products are embedded in leading e-business software packages. Blaze Software offers complete support for implementations across extended enterprises and within software applications, including training, consulting, and integration services. Blaze Software is headquartered in San Jose, California, and maintains a global network of subsidiaries and resellers in North and South America, Europe, Australia, and Asia. For more information, visit www.blazesoft.com. 

Blaze Software, Blaze Advisor, Blaze Advisor Solutions Suite, and Beyond Personalization are trademarks of Blaze Software, Inc. Other names are trademarks or registered trademarks of their respective companies.

hybrid Creates an Internet Presence for First Franklin Financial Corporation; Firm Designs an Online Community for Mortgage Brokers

COPYRIGHT 2000 Business Wire 

Business Editors 

DALLAS--(BUSINESS WIRE)--Aug. 14, 2000 

hybrid (www.hybridigital.com), the Dallas-based firm providing digital strategy, design and custom application development for e-business, today announced the creation of www.first-franklin.com, a new corporate Web site for First Franklin Financial Corporation, a leading non-conforming wholesale originator in the mortgage banking industry. The site provides an online destination for wholesale mortgage brokers in the non-prime mortgage loan market. 

Incorporating First Franklin's existing brand and logo, hybrid created an Internet marketing tool for the lender, featuring company information, industry news and links, an area with mortgage-related advice and ideas for realtors and builders, a human resource section, and a downloadable application for brokers seeking to sign-on with First Franklin. Additional, future plans for the Web site include e-commerce and database applications allowing brokers to process loan applications and check their status within the approval process via the Internet. 

"Our goal in working with hybrid is to create a true online community for brokers," said Marc Geredes, president of First Franklin. "The site will enable brokers to do their jobs better, help us to increase the number of brokers associated with our company, and allow us to grow the number of loan applications written and approved by First Franklin." 

Chris Ronan, chief technology officer of hybrid said, "As we continue to work with First Franklin, expanding and enhancing the functionality of its Web site, the site will not only help distinguish First Franklin among online mortgage lenders, it will also serve as a showcase for hybrid's technical and design capabilities. Our relationship with First Franklin showcases hybrid's unique ability to take the financial services marketplace online." 

hybrid and First Franklin have also joined forces in building an Internet presence for FirstStreet, First Franklin's retail division (www.firststreet.com). The site is scheduled to launch this month. 

About First Franklin Financial Corporation 

First Franklin Financial Corporation is a leading non-conforming wholesale originator in the mortgage banking industry. Founded in 1981, the firm has grown from a small retail brokerage to a full-service mortgage lender operating throughout the United States. The firm provides mortgage brokers with a wide array of products and services, focusing on its proprietary risk-based Direct Access loan programs. First Franklin is a subsidiary of National City Corporation (NYSE:NCC) the holding company for National City Bank in Cleveland, Ohio. Headquartered in San Jose, California, the firm employs close to 800 professionals and is projected to originate over $6 billion in loans for 2000. 

About hybrid 

hybrid provides digital strategy, design and custom application development for e-business. Integrating award-winning creative design with Web-based applications, the Dallas-based company uses its proprietary methodology to design, engineer and deploy fully integrated interactive solutions, corporate Web sites, intranets, extranets, and portals. In addition, hybrid provides comprehensive marketing communications services to help businesses integrate their traditional and online marketing efforts. A subsidiary of ConnecTech, a company funded by Thoma Cressey Equity Partners, hybrid currently counts GE Power Systems, iChoose, Nokia, BankDirect, Suiza Foods, and First Franklin Financial Corporation among its clients. Strategic partners include NetGenesis and Vignette. The firm is also an alliance partner of Akamai. For more information, visit www.hybridigital.com.

CIVC Partners Gains Big Return From Subprime Mortgage Company

COPYRIGHT 2000 Thomson Financial Inc. 

Most general partners would probably say they don't like surprises when it comes to their investments, but once in a while a surprise ending might not be so bad. Especially in a situation like CIVC Partners' sale of subprime mortgage lender First Franklin Financial Cos. last year. 

The Chicago-based firm had hoped for a 40% return on its investment when it put $25 million of equity into the company in 1996, but surprise CIVC saw a 125% return on investment upon the sale of First Franklin almost three years later, and partners aren't complaining one bit. 

Even though CIVC did not purchase First Franklin until 1996, the firm's interest in mortgage banking companies began four years earlier with the acquisition of Sunbelt National Mortgage Corp. After selling the company 14 months later for a "very nice gain," CIVC's appetite was whet for another mortgage banking deal. By this time the partners had more experience in the area and had come across the smaller yet more appealing market of subprime or nonconforming mortgages, which targets customers that do not qualify for standard loans or mortgages for various reasons. The firm was attracted to the higher margins evident in this sector and set out to find a successful investment opportunity there. 

"The subprime business was growing very rapidly in the mid-90s," said Keith Yamada, a CIVC principal. "The reemergence of the securitization market started to fuel a lot of activity in the sector." 

CIVC's search for the perfect sub-prime mortgage company spanned three years. The firm looked at many opportunities, but had trouble finding one that met its strict investment parameters. 

"We felt that most of the ones we were seeing either lacked depth in management or lacked the kind of quality controls that would prevent them from taking too much asset risk in assessing the credit quality of their borrowers," said Dan Helle, a partner at the firm. 

Finally, CIVC received a call from the investment banker handling the sale of First Franklin for DLJ Merchant Banking Partners. The banker had been informed of CIVC's potential interest in First Franklin by a consultant the firm had worked with in the Sunbelt deal three years before. 

Although CIVC considered First Franklin to be a good match because of its high margins and strong management, Helle said the transaction itself was no picnic. 

An About Face 

The company was in the midst of a financial turnaround and a complete change in strategy that would eventually shut down its conforming loan origination activity in order to focus entirely on nonconforming loans. And to top it off, First Franklin was experiencing a money-losing year an occurrence that might lead non-turnaround investors to balk at the chance to take ownership. But CIVC stepped up to the table. The fact that the company intended to become a sub-prime lender and was squeezing out its other business was definitely a plus, according to CIVC. 

"We felt the financial situation of the company at the time was a risk that we could take on," Helle said. "Through our due diligence we could see the impact the change in their strategy would eventually have and we wanted to help them refine that strategy to accelerate their transition. By the time we got to closing, they were approaching the break-even' point and it was clear to us that they were going to be successful in their new role." 

CIVC contributed $25 million of equity while First Franklin's management put in $3.5 million for the non-leveraged deal. 

It's customary for mortgage banking companies to be fairly leveraged, Helle said. They make their loans out of proceeds from a warehouse line or a borrowing facility and it's usually unwise to put any more leverage on them, he added. 

When CIVC closed the deal with First Franklin in November of 1996, the company had already undergone significant transformations. When CIVC began looking at the company six months earlier, it was providing $25 million to $30 million in nonconforming originations (this being the way one measures a mortgage banking company) and approximately $130 million in conforming originations. 

In November, the two sides had evened out and the company was providing approximately $50 million per month in each category. Within a few months of CIVC's ownership, First Franklin had completely exited the conforming business. (Upon CIVC's exit of First Franklin in 1999, the company was averaging $400 million a month in nonconforming originations.) 

A Little Help, Please 

Even before CIVC's involvement with First Franklin, the company had recognized the nonconforming business as "the place to be" for its higher margins and profitability, but was lacking in the area of an overall plan. 

The company needed assistance in revising and refining their strategic plan, Helle said. "A lot of what we did was to provide the company and the management team with good benchmarking data so they could get a sense of the impact their transition into nonconforming loans was going to have," Helle said. 

CIVC worked extensively with the management team to help them develop a model to measure their cost of originations against the value of the loans they were originating in order to refine their profitability. In turn, First Franklin was able to plan its growth more logically, especially in areas that had not yet been considered, like "this is how many people will be needed in such and such department and this is how much its going to cost," Helle said. 

Consequently, CIVC further assisted First Franklin in the refinancing of its lending facility six times. 

The Beginning of the End 

As 1998 rolled around, CIVC got the itch to sell First Franklin, for a number of reasons. 

The firm took notice of other sub-prime companies venturing into the public markets. However, CIVC decided against the initial public offering route because of the distressed state of the public capital markets at that time. 

"Capital is obviously the raw material with which companies make their loans, and as the capital markets became more and more difficult even though First Franklin continued to grow the market got more stringent on the amount they were willing to lend both on a warehouse basis and on other capital lines," Yamada said. 

But the urge to reap the returns of their investment in the now-profitable First Franklin could not be suppressed, especially when strategic and institutional buyers began to show interest in acquiring subprime mortgage companies similar to First Franklin. For example, since 1998, Washington Mutual acquired Long Beach, First Union bought The Money Store and H&R Block purchased Option 1. 

Seeing the success of such transactions, CIVC decided it was a good time to test the waters for an outright sale of First Franklin. Adding fuel to the fire, the emergence of strategic buyers reminded CIVC of a situation several years before when banks began consolidating conforming businesses, which eventually led to a dramatic reduction in profit margins for the independent operators of these companies, said Helle. 

"It became increasingly more difficult for an independent, much less a private equity-owned, company in this sector to grow with the much larger players showing so much interest," Yamada added. "That tipped us off that it was time to send the company on to the next stage, which was not private equity ownership." 

CIVC hired Salomon Smith Barney and Warburg, Dillon, Reade to help sell First Franklin. After seeing interest from a number of potential buyers, National City Corp. emerged as the winning bidder and acquired First Franklin for almost $250 million. 

"This was absolutely phenomenal for us," Helle said. "It far surpassed what we were expecting. Our return was triple what we had hoped and the company's orginations were double what we had anticipated in 1999. What a nice surprise."

‘Market About to Implode’ Warns Dallas

There are a number of clear signs that "the market is about to implode," according to Bill Dallas, the soon-to-be former head of First Franklin Financial Corp., San Jose, Calif. (see related story). 

This includes the fact that lenders are making lots of money right now, a situation that was going on before the last industry collapse, Mr. Dallas told the Western Secondary Market and Technology Conference in San Francisco, an event sponsored by the California Mortgage Bankers Association. 

Mr. Dallas described the future of the mortgage industry as akin to Charles Darwin's "survival of the fittest" theory of evolution, warning that the industry faces the largest shakeout it has ever seen. 

"So many ingredients priming this pump, it is almost scary," he declared. 

Those who survive the shakeout will understand the three drivers of business in the future: being at the point of sale, being on the Internet and using the telephone. Mortgage brokers do a poor job of selling their advantage of going to where the customer is, because they do not keep customer data for future use. 

As a result, Mr. Dallas predicted mortgage brokers, whose market share was at one time 70%, will see their market share decline in 2001 and level off in 2002, possibly as low as 25%. 

"Mortgage brokers are the next savings and loans," he declared. 

Continuing the Darwin analogy, Mr. Dallas said the Internet will be the "mutated" way to get a loan, with non-brokers such as insurance agents and the like being able to help consumers with the process. This being available at the point of sale will force mortgage brokers "to fight for their lives," Mr. Dallas continued. 

Speaking rhetorically, he said, "We are about to embark on the largest holocaust the (mortgage) industry has ever seen." 

While mortgage brokers will see their business go down 25% over the next three years, the Internet will grow 1,100%, direct marketers will grow 50% and "self-service lenders" will grow 300%, Mr. Dallas said. 

Consumers don't want to deal with a loan committee, they want their information quick and their loan at low cost. 

On the product side, Mr. Dallas said the aim will be to create products that try to please the consumer and not the investor or mortgage broker. 

At First Franklin, that takes the form of direct access dividends, where the company pays borrowers who are current for each of the first three years. 

He also pointed to Wells Fargo's relationship loan, where qualified borrowers are approved for other products the bank has to offer. The goal is to get "100% of the customer's business," he said. 

Those companies with staying power will develop a business model that integrates e-commerce applications. 

This means a virtual market place will be developed; pricing, processing and underwriting will be automated; there will be an Internet delivery channel; multiple products will be sold with the loan; and customer retention will be the originator's "mantra," Mr. Dallas declared. 

Furthermore, all fraud must be eliminated; organizational and processes competency must be developed; and quality metrics will be developed and linked to incentives. 
Originators need to keep an eye on the market for new developments, while at the same time developing a product exit strategy. 

At First Franklin, the company has created a strategy based on the customer's "need for advice." Instead of cross-selling some product, they offer the borrower a financial plan. 

The company will work with mortgage brokers to provide this financial plan - First Franklin will contact the borrower with the broker, for the broker or "in spite of" the broker, Mr. Dallas declared. 

Through a website (oneharbor.com), there will be an online dynamic interview, which will provide the customer feedback and advice centered around the home loan. 

First Franklin, he said, is trying to convert mortgage brokers into trusted financial advisors. 

Copyright c 2001 Thomson Financial. All Rights Reserved.

First Franklin Selects Serena to Streamline Development and Ensure Security of Software Assets

COPYRIGHT 2002 Business Wire 

Business Editors/High Tech Writers 

BURLINGAME, Calif.--(BUSINESS WIRE)--Jan. 14, 2002   SERENA Software, Inc. (Nasdaq: SRNA), an industry-leading supplier of software that automates change to enterprise code and content, today announced that First Franklin Financial Corporation has selected Serena to provide an efficient, process-oriented change control system for managing and expediting application changes across its enterprise. Serena(TM) ChangeMan(TM) DS, a robust Software Change Manager for Distributed Systems, enables First Franklin to enforce a controlled best-practices approach in its development environment to improve system functionality, as well as increase the quality and reliability of its software assets. 

"It was critical for us to employ a painless change management process that would integrate seamlessly into the existing environment, as well as provide the necessary level of stability and control," said Kelly Williams, senior vice president of information technology and chief information officer at First Franklin Financial Corporation. "Serena ChangeMan DS has exceeded our ease-of-use requirements, and is key to enabling our development team to deploy high-quality applications across the organization faster." 

First Franklin, a wholesale full-service mortgage lender, needed an effective, easy to use change management solution to better stabilize and drive process throughout its development life cycle. Because the financial industry is highly regulated, First Franklin also required the appropriate system controls necessary to secure the integrity of customer data running on mission-critical applications. After reviewing several competitive change management products, the company chose Serena ChangeMan DS based upon its ease-of-use, intuitive interface and transparent integration into First Franklin's current developer environment. The product also proved to be the most cost-effective solution when weighed against alternative offerings. With Serena ChangeMan DS, First Franklin can employ a more streamlined, organized change management process, and in turn, conduct business more efficiently through increased productivity and application reliability to deliver the best possible service to loan customers. 

"Protecting the reliability and quality of valuable software assets, while enforcing a consistent, repeatable process is imperative to many of our finance customers," said Mark Woodward, president and chief executive officer, SERENA Software, Inc. "We're pleased to be able to provide First Franklin with a solution that fulfills their change management requirements, and allows them to extend the business benefits of functionality and efficiency throughout the enterprise, as well as to their customers." 

Dallas Skeptical of M&A Strategy

COPYRIGHT 2002 Thomson Financial Inc. 
Controversial industry expert and the former head of First Franklin Financial Corp., Bill Dallas, says the buying-your-way-to-be-the-top- originator strategy is "doomed to fail." 

Mr. Dallas, speaking at Foundation Marketing's Turn on Your Million Dollar Brain Seminar in San Antonio, was referring to the kind of expansion strategy employed by Seattle-based Washington Mutual Inc., but was not implying that WaMu itself is doomed to fail. 

To be successful in the future, Mr. Dallas said, mortgage brokers must become the borrower's ally by being the low-price leader and having a relationship that goes beyond originating the loan. 

This relationship should include the bundling of other products through the wholesaler, such as credit cards, home equity loans, and second mortgages, he said. 

Brokers should provide one-stop shopping and financial education for the borrower, and must "morph" into being trusted financial service advisers, Mr. Dallas declared. 

ARC Systems Builds 'Best-of-Breed' Subprime AU Offering

COPYRIGHT 2002 Thomson Financial Inc. 

ARC Systems (Advanced Resource Computer Systems), based in Austin, TX, has become the acknowledged leader in the nonconforming realm - subprime, jumbo, Alt-A and home improvement loans. Its Web-only, rules- based Lendtech 2000 (LT2k) underwriting system now is used by more than 110 lending operations nationwide, including First Franklin Financial and Option One Mortgage. 

In spring 2001, ARC Systems projected ending the year with a marketshare comprehending some 40% of automated underwriting for the subprime market. The estimate may be conservative, given the company's history of delivering more than it promises. In 2000, the company processed over $9 billion of loan applications, a five-fold increase over its 1999 total and some $2 billion more than it earlier projected it would do as the year started. 

ARC Systems has expanded its LT2k product into a loan origination system offered on an ASP basis. The system automates credit, product matching, property valuation, underwriting and pricing. The LT2k LOS system is diversely capable, encompassing multipartner loan processing and status, document preparation, workflow, a funding component, third- party vendor connectivity, and automated loan-servicing transfer. 

The system handles conforming loans as well as subprime and is in use by over 100 credit unions to underwrite auto loans and credit cards. 

To assist it in increased purchases of mortgage loans based on a consistent set of quality/risk-controlled guidelines, the Wall Street firm of Lehman Brothers recently chose LT2k. Lehman Brothers currently purchases $10 billion to $15 billion in mortgage loans a year and company officials said using the ARC Systems application will allow Lehman Brothers to increase its purchasing power up to $20 billion and improve the quality of the loans. 

First Franklin has its customized version of LT2k rolled out to its entire branch network. LT2k also enables First Franklin branches to communicate with corporate headquarters via the Internet for real-time reporting. The company uses ARC's Helmsman product for internal workflow management. 

Though ARC Systems operates on an ASP basis, it is ready to make significant modifications for its customers. "At First Franklin, one underwriting decision could produce 20 pages of code," said ARC Systems marketing director Mary Tipps. "They expect our system to replicate the effort of an expert human underwriter, looking at all the what-if scenarios that an underwriter would consider. Automating to that level of detail is what really allows the underwriter to focus on exceptions, replicating human effort." 

ARC System also can modify LT2k to fit other nonstandard loan programs. The Virginia Housing and Development Agency (wwww.vhda.com) has used ARC Systems' rules-based technology to create its own AU system, called FasTrak. 

When ARC completed the FasTrak implementation in 1998, the VHDA ran 15% of the loans submitted by 126 participating Virginia lenders through the system. Today the VHDA runs 65% of those loans through the FasTrak system to handle 105% and 110% purchase-refurbishment loans and handicapped-conversion loans. 

Leveraging FasTrak, the VHDA is offering its own full-fledged purchase-rehabilitation loans because so few of their lenders are willing to go through the cumbersome process of doing FHA 203k loans. To use the FasTrak system, participating lenders simply have to submit 19 pieces of data to get a decision. 

The company is no shrinking violet when it comes to describing what separates it from competitors. To illustrate the difference between the new comprehensive LT2k system and other underwriting products, she said that if you rate system capabilities from one to 10 - 10 being taking you all the way to China - some systems will get you to four or five, "but only ARC gets you all the way to China." She said the system goes beyond spreadsheets and templates to encompass such refinements as bringing to bear over 900 attributes relating to merged credit reports that can influence a decision. 

Ellie Mae Inc. and First Franklin Financial Corp. Forge Alliance
  

PLEASANTON, Calif.--(BUSINESS WIRE)--March 25, 2002 

One of the nation's largest non-prime/Alt-A lenders partners up with top Internet mortgage solutions provider 

Ellie Mae(R) Inc., a provider of Internet and software solutions for mortgage originators, announced the addition of First Franklin Financial Corp. to its growing list of ePASS(R) Business Center partners. 

San Jose, Calif.-based First Franklin, a National City (NYSE: NCC) company, is one of the nation's largest non-prime mortgage lenders and one of the many top lenders this year to join the ePASS platform. 

As an ePASS lender, originators will have the ability to seamlessly submit loans originated in their Calyx(R) Point(R), Genesis(R) 2000, or The Loan Handler(R) loan origination systems (LOS) to First Franklin's underwriting engine directly from their LOS through the embedded ePASS Business Center portal as early as May 2002. 

"Joining ePASS Business Center underlines our goal to use technology in increasing the level of efficiency and ease of use for our clients," said Kelly Williams, chief information officer of First Franklin Financial Corp. "First Franklin works with more than 18,000 mortgage brokers and bankers, so improving our features and services as an ePASS lender was a natural move in maintaining our commitment to provide these mortgage professionals with the best solutions available." 

With this agreement, First Franklin joins Ellie Mae's expanding group of ePASS partners, including many of the nation's top mortgage lenders and third-party service providers. Ellie Mae's ePASS Business Center provides its partners with Internet connectivity to 90 percent of the originator desktops via their Loan Origination System. 

"As the mortgage industry continues to gain momentum in its technological advances," said Rich Roof, senior vice president of Lender Services for Ellie Mae, "Ellie Mae is committed to providing the industry with state-of-the-art connectivity and technology so that mortgage professionals are equipped with the best tools to do their job effectively. The addition of First Franklin to our distinguished list of lending partners is another example of our dedication to aiding the industry's progress." 

First Franklin Unveils Branding Strategy, New Logo

First Franklin Financial Corp. here has created a new company logo, which an executive termed "the first step toward our customer-centric brand identity." 

The nonprime lender is looking to create a "customer for life," and sees itself as being a "trusted advisor" who can help its customers meet their financial goals. 

Carol McCormick, managing director, continued, "Our long-term goal is to diversify the company beyond mortgage lending, to become a complete financial services company, which means that we needed to rebrand ourselves to reflect this new identity in the marketplace." 

First Franklin was acquired several years ago by National City Corp., Cleveland. It currently has four production channels - wholesale, retail, portfolio retention and correspondent. 

As part of its goals, in October, First Franklin launched OneHarbor, its first non-mortgage service, which offers professional advice to borrowers in outlining a step-by-step financial plan. The aim is for borrowers to achieve financial stability. OneHarbor is a service of NatCity Investments Inc., another National City subsidiary. 

"Middle-income people are the largest and most overlooked segment in the market," Ms. McCormick said, noting First Franklin believes this group is underserved by traditional advisory services. 

"OneHarbor blends proven financial planning principles with advanced technology to provide an easily accessible tool that helps them create a personalized financial plan. 

"We want to be there to help them attain all of their financial goals, from buying a home, to college tuition, to retirement." 

First Franklin said it would launch other products and services, both mortgage and non-mortgage, for its customers later this year. 

This will be combined with the new branding initiatives (which includes the rollout of the new logo) to help augment brand awareness in the marketplace. 

The new logo itself is two interlocking F's on the left, with the name "First Franklin" on the right in large type and "A National City Company" below that in small type. 

Qualitative Data Sought

COPYRIGHT 2003 Thomson Media 

Secondary market sellers of nonconforming loans are finding that the qualitative aspects of their loans are becoming more important to communicate to the buyers, said a number of capital market executives. 

Steve Majerus, vice president of First Franklin Financial, told attendees at the Mortgage Bankers Association of America's National Secondary Market Conference here that buyers want to talk about the way his company plans to increase its volume, as well as fair lending and how it ties into the company's lending policies. 

First Franklin is spending as much time on the qualitative aspects of the package as well as the quantitative data of the loans. 

Buyers want "a ton of information," more than what is given in the deal prospectus, he said. 

Kevin Cloyd, senior vice president of New Century Financial, said there is an "insatiable appetite" for information, both qualitative and quantitative. 

Speaking of data, said Steve Trentacosta, senior vice president of Countrywide Home Loans, one thing his company is focusing on is not just gathering data, but making sure that the data is clean. 

Legal compliance is a big issue, said Rudy Orman, national sales manager for Household Mortgage Services. The company has just formed a separate division to handle those issues. 

A trend that Mr. Cloyd expects to continue is the involvement of the government-sponsored enterprises in the nonconforming business. 

Brendan Keane, managing director, asset finance, for Credit Suisse First Boston, said there has been investor acceptance of this product in spite of the predatory lending issues. He doesn't see many investors walking away because of this problem. 

However, he said investors are not buying bonds with scores below 570 and even 600. Predatory lending is only part of the concern. The other issue is credit quality. 

He said what could be a big problem is the revision of the Parity Act that would place state chartered institutions under state law. This means lenders would be subject to state restrictions on prepayment penalties and this could have a big impact on securitizations. 

Mr. Orman said among the trends he sees in subprime is a move by lenders to higher credit scores. This is a result of the concern over predatory lending laws leading to a tightening of underwriting and appraisals. 

Trying to price loans with a score below 540 is tough right now, Mr. Trentacosta added. This is because there is not much performance history of loans with scores that low. 

Bradley Brunts, managing director, capital markets of CitiMortgage, said as the GSEs take more borrowers into their products, what is left in the asset- backed securities market is loans with higher amounts. Furthermore, as the GSEs become more active, margins will compress. 

It is not uncommon for the prime market to reprice three or four times daily, he said. That is not seen in the subprime markets. 

The ABS markets could see greater prepayments and greater convexity, Mr. Brunts said. 

David S. Wells, vice president of secondary marketing for Option One Mortgage Corp., said a product trend is a move towards interest-only loans, possibly in the form of two-, three- or five-year hybrids. 

The company is seeing an increase of fixed-rate production of subprime loans, especially at the higher end of the Fair, Isaac & Co. credit score scale. 

Mr. Brunts added that subprime is becoming just like prime. In the mid-90s, margins began to become compressed in the prime business so today there is little margin left. 

Whether subprime gets to that point remains to be seen. However, he did predict a reduction in subprime margins. There will continue to be a blurring of the lines between the two. 

First Franklin Direct Becomes NationPoint

COPYRIGHT 2005 Thomson Media Inc. 

First Franklin Direct, the retail direct-to-consumer division of nonprime mortgage lender First Franklin Financial Corp. here, has been rebranded. 

The new name is NationPoint, and reflects, the company said, what its target market pinpointed as desirable traits it wanted in a direct lender: strength, integrity, nationwide presence, trustworthiness, approachability and accountability. 

Andy Pollock, president of First Franklin, said, "We are proud to launch this exciting new brand into the retail marketplace. In such a crowded, competitive field, NationPoint really stands out as a strong, trustworthy brand that will attract consumers looking to receive the absolute best customer service available anywhere in the direct-lending space - from point-of-sale to funding." 

NationPoint has an operations center in Irvine, Calif. In 2004, the retail lending division of First Franklin had $1.6 billion in production, a 110% increase over 2003. 

"The launch of our NationPoint brand also more accurately reflects our nationwide presence as a leading consumer direct lender," said Michael Petree, executive vice president of NationPoint. "Regardless of customer location or geography, we are available to serve our customers seven days a week. Our consumer-direct brand launch also helps avoid any customer confusion with the rest of First Franklin, which remains focused on wholesale business. 

"Our strength in the marketplace has been remarkable and we have been able to hold our overall production volume near record levels while other retail lenders have seen their production volumes slip 30% to 50% from their 2003 levels. 

"Our people, processes and technology have been incredibly resilient over the past couple of years, and our focus on home-purchase mortgage products served us well as refinance volume has contracted." 

First Franklin and NationPoint are part of National City Bank of Indiana, which in turn is a subsidiary of National City Corp., Cleveland. 
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Reinforcing your brand: First Franklin Financial Corporation, San Jose, California, builds its brand awareness among brokers as a leading nonprime lender with several different approaches that all reinforce its message.(MARKETING)

COPYRIGHT 2004 Mortgage Bankers Association of America 

By Stephen Corsi - CREATING A BRAND ISN'T JUST FOR RETAILERS ANYMORE. Wholesale nonprime lending is a business that could benefit from following a few of the tricks of the retail trade, especially when signs indicate the mortgage industry is looking less robust. [??] The threat of rising interest rates has started to discourage many potential buyers from investing in homeownership, slowing mortgage sales in both the prime and nonprime niches. There are fewer home loan applications coming to our mortgage broker customers, meaning less business for lenders. And when it comes to niche markets, such as nonprime home loans, business prospects are even smaller. Nonprime lenders will have to work smarter for market share. [??] So, how does a company like ours make sure that brokers send every nonprime deal our way? By applying retailers' integrated branding strategies to our wholesale brand. [??] The concept of integrated marketing is nothing new. By maintaining a consistent look, feel and message across your marketing vehicles, you'll achieve better recognition of your brand message among your customers. But creating that message (and image) is much more complicated within the wholesale nonprime mortgage environment. Your products and services ultimately benefit borrowers with unique financial needs, but the brand promise must also appeal to your broker customers' desire to find the right lender for their nonprime borrowers quickly and easily. [??] Discovering your brand promise will get you halfway there. A successful branding campaign is one that integrates your marketing message and your people. Without buy-in from your own employees--particularly salespeople, customer service people and those who have direct contact with your customers--your brand identity won't have much value and your marketing efforts will fall flat. To be successful, you need to integrate the right message, media and manpower into your branding campaign. 

Start by defining your business 

What is the nonprime niche? There's no established Fannie Mae or Freddie Mac definition of a nonprime loan, so even seasoned mortgage brokers may not understand what types of borrowers would fit into a nonprime program. 

Who is a good candidate for a nonprime loan? It could be someone with a good credit history, with a FICO[R] credit score around 700, who would prefer a zero-down-payment home loan in order to protect existing investments. It could be a self-employed borrower with no W-2 and hard-to-verify income. Or it could be a cash-strapped buyer with a past bankruptcy and a 540 FICO score. 

The nonprime niche isn't just a FICO range; it's a range of services offered to a variety of borrowers. But your brokers may not think of your company's products as a good fit when these borrowers come to them for mortgage advice. 

You can't be everything to everyone, so your brand's benefit to your customers must be explicitly clear. The primary goal of your branding campaign should be to create connections between what your company stands for and your brokers' customers. If your company's brand is at the top of brokers' minds when a nonprime loan comes through the door, you'll be the first lender they'll contact to help them get the deal done. 

Unless you're a new nonprime lending company, you may already have a brand identity that resonates in your brokers' minds. But is it the right brand? My company, First Franklin Financial Corporation, San Jose, California (www.ff.com), recently went through this exercise to discover that many of our brokers had no idea who we were or what we stood for. 

Some thought we were just an 80/20 combo shop. Others only thought of us when they were funding cash out refinances. Even though we had been around since the early 1980s, our brand identity was all over the map. 

Much of it was our own fault. Having gone through several logo and tagline changes over the past five years, we knew that we needed to establish a strong brand identity or we'd lose market share--particularly in the potentially tougher times ahead in the industry. We had to clearly define who we were and what we could do for our customers. 

Distinguish your brand 

If you don't have a brand, you're just another commodity mortgage lender. Branding is more than just a logo, a tagline or an ad. It's the collective perception of a company based on customer experience. It's a promise we make to our broker customers. 

Over time, a customer's experience with your company creates a set of expectations about a brand. A good brand makes a compelling connection between what you offer and what's valuable to your customers. When a company makes this connection, it enjoys more customer loyalty, larger market share and greater return on investment (translation: more sales during the industry's leaner periods). 

What does your company promise to do for your customers? What do your customers need? What can they expect if they work with your account executives and inside staff? A good brand answers all of these questions immediately in the minds of your customers. Your company's brand is not just about the types of products you offer--it's about giving your customers a rewarding experience. 

What sets your company apart? What makes your customers choose you? Your products and service may be the obvious answer to these questions, but the real answers lie elsewhere: among your account executives and your customers. 

As I mentioned earlier, many of our brokers had misconceptions about First Franklin's business, due to our fragmented branding efforts in the past. If we hadn't talked with our brokers and account executives, we couldn't have created an effective strategy for debunking false impressions of our company's brand promise. 

You can't create a brand in a vacuum. Without buy-in from your employees, any branding campaign is doomed to fail. Your employees are your brand ambassadors. If they are part of the new brand's creation, they will rally behind your new message and will incorporate it into their own value messages as they sell your products to your brokers. 

Enlist your employees to join a steering committee. Invite a cross-section of employees--not just creative staff and senior executives, but especially those employees "in the trenches" who deal directly with your customers. Make sure that you're including representatives from your sales and customer service staffs. 

It's no coincidence that your top salespeople and service people are successful. If you are in wholesale, they are the ones that have developed strong relationships with your broker customers that help them sell more. The feedback they can give you about their day-to-day interactive experience with your customers is vital. They know the objections, the product features and the service needs that your customers value--and that you need to incorporate into your brand. 

A successful brand must be defendable, identifiable and relevant. Be sure, however, that your brand promise is accurate. For example, if you say that your company can underwrite a loan in 24 hours, make sure your underwriters can do it in 24 hours or less. 

If you promise big, deliver even more. The worst thing you can do to damage your brand, reputation and bottom line is to make a customer pledge that you can't keep. A winning campaign doesn't just tell customers what the company does; it backs it up by showing them. 

Mobilize your message 

Consistency is key when it comes to brand execution in marketing. The message, approach and design you choose in your direct-mail or e-mail campaign should also be incorporated into your print ads and on your Web site. 

Communicating a uniform message across the multiple touch points that you have with customers will increase your chance of getting through to them. At First Franklin, we've taken a retail approach with our creative design that includes bright, eye-catching imagery; vivid language; and direct-value connections to the products, services and value that brokers can expect from our company. If your company's look is consistent, your customers will immediately know the piece is from you. If you're promoting something they value, your customers will pay attention to your message. 

From application to close, First Franklin's brand promise to provide simple, flexible, hassle-free home loans is consistently integrated into every stage of the process. That's who we are and what we do, and that's what our brokers can expect in this and every future nonprime loan they fund with us. It's reinforced every step of the way on every single deal. Because we have created a meaningful definition of our nonprime niche, our brokers now know to look within our guidelines for loans that fit their first-time, low-cash, self-employed and credit-challenged borrowers' needs. 

This brand is bolstered through every point of contact with the company. The Web site, marketing collateral, loan processing, broker application process and customer service experience must all work in tandem. 

Take a targeted approach 

The mistake many companies make with their branding campaigns is they concentrate their efforts and budgets on general messaging. Print advertising is a great way to impart your universal brand proposition to your audience, but it isn't effective as a stand-alone promotion. Each marketing vehicle, from the trade show booth to your on-hold messaging at your office, has its own advantage. If used effectively, each piece contributes to the overall brand promise. 

Targeted marketing is often a marriage of art and science. In this case, it's a combination of your brand identity, your customer relationships and your technological sophistication. Adopting a customer relationship management (CRM) system is a great way to easily access everything you need to know about your customers for effective customer profiling and list management. 

If your account executives are using their CRM tool correctly, you should be able to slice and dice your customer preferences to your specifications. Whether you're looking to find customers who come to you for a specific kind of product, looking for overall trends within a single market or looking for prospects for a new type of home loan product, everything is available at your fingertips. 

Maintaining the integrity of your customer list is vital to the usefulness of a CRM. Generally, list management is the responsibility of your salespeople, who are in contact with your brokers on a regular basis. With 35 wholesale sales branches across the country, First Franklin's corporate marketing team also relies on branch and regional marketing coordinators to assist with managing customer information within the CRM and using it to help with localizing marketing materials. In addition, they are constantly grooming the list to ensure that all opt-in and opt-out requests are honored and integrated into the system. 

The best way to target the audience and the message you want to send is by knowing what your customer wants. Take e-mail, for example. No one wants to be considered a spammer. How much e-mail do you send? What types of messages do you send? The key to avoiding the spam stigma is to ensure that you're sending quality content. Remember: It's not spam if it's something they want to read. 

First Franklin works with a third-party e-mail vendor, through which we publish and track our e-mail marketing campaigns. As part of our recent integrated branding campaign, our corporate marketing team created benefit-driven messages and graphics to add to our e-mail library. After running a customer profile and pulling a clean list from our CRM for each e-mail distribution, our regional marketing coordinators and account executives would set up the distribution list to correspond with customers who would be interested in a particular brand-related message. The template designed by our creative services team contains locked information corresponding with the primary value-focused content, as well as customizable space for each group to localize for its market. 

Evaluating your brand 

By integrating the local spin on our brand messages, leveraging personal relationships, using our CRM and e-mail marketing tools and offering benefit-driven content, First Franklin's e-mail marketing success has been impressive. Our delivery rate is at 93 percent, and our click-through rate is at 43 percent. And that's just a piece of our integrated brand marketing campaign. 

But how do you really assess your brand campaign? An integrated brand marketing effort requires more than a consistent look and feel from your corporate office--it requires an integration of your brand, message, media and employees. There are a lot of moving parts involved. 

You can track click-through rates and response rates on direct-mail and e-mail campaigns or calculate the rate of return on investment, but at the end of the day what really measures your brand effectiveness is how you're perceived by your brokers. If they know who you are, what you do, what you can do for them and why you're the best lender in your niche, you're on the right track. 

A branding campaign is never over. Every point of contact between you and your broker customers is a reinforcement of your brand identity. Remember: You're constantly building the brand as you're making the sale and you're creating new brand experiences that will result in ongoing sales, a better brand and a bigger bottom line. 

Stephen Corsi is senior vice president of marketing for First Franklin Financial Corporation, San Jose, California, responsible for all facets of marketing strategy and implementation for the company. He can be reached at stephen.corsi@ff.com.

Mortgage: Web Services Are Lenders' New Legacy: Players like First Franklin make upgrades easier.(First Franklin Financial Corp)

COPYRIGHT 2004 Thomson Media Inc. 
The mortgage industry changes fast, with volume going from peak to valley with each interest rate cycle-business tides that come complete with their own waves of new products, customer acquisition strategies and technology plays. 

Keeping old applications, systems and platforms fresh means being able to give a demanding customer base efficient and effective service as well as targeted product rollouts. 

For First Franklin Financial Corp, a non-prime mortgage lender that originated $20.1 billion in 2003, keeping technology up to date-and accessible for the thousands of non-techies who work and do business with the lender-is being done through an integrated Web Services-driven origination network, or ION. "ION encompasses all of the technology that we use, it's a total technology environment," says Kelly Williams, evp of technology and CIO for the San Jose-based lender and subsidiary of National City Corporation. ION gives users access to First Franklin's primary applications, the automated underwriting, loan origination and CRM systems. These systems, in turn, feed the company's data warehouse, where all corporate and consumer information resides. First Franklin's thinking is that in an industry as volatile as mortgage lending, being able to deploy new technology quickly is equally important to responding to the marketplace changes themselves. 

First Franklin recently built and implemented the first major operating components of ION, which is designed to not only centralize all mortgage data, but to standardize the way in which the lender's systems retrieve, manage, filter and secure data across the institution's integrated applications. 

"Our job is to make mortgage technology as seamless as possible for our employees, brokers and borrowers," Williams says. "They don't care how the data moves, they just want to get what they need. We worry about things such as data availability and integrity so they don't have to." 

There's a number of possible uses for ION, ranging from the account executive who needs access to First Franklin's CRM system from a remote location, to brokers wishing to do business at 3 a.m., to borrowers who need instant prequalification to put a bid in on a home. 

Like a lot of lenders, the mortgage boom has been good to First Franklin, which has nearly doubled its production volume each of the past two years and tripled its employee headcount while expanding into new markets. ION gives all of these new employees access to secure data, whether to access a pipeline report, run an instant pricing scenario or lock in a loan rate. 

ION is also designed to easily adapt to new technology, in part by being built as a service oriented architecture platform that leverages Web services and XML technology; and by conforming to standards developed by the Mortgage Industry Standards Maintenance Organization (MISMO), an organization established by the Mortgage Bankers Association to coordinate and develop an Internet-based XML for mortgage financing. "First Franklin is already using ION as the launch pad for developing and implementing the next, best technologies that will help our business run better, faster and smarter," Williams says. Officials from MISMO did not return calls seeking comment by press time. 

Mortgage consultant Richard Beidl says that for mortgage lenders, Web services is an effective way to upgrade to new technology, particularly for those major lenders who have substantially sized platforms or "anything that's mainframe or Unix." 

Beidl says many mortgage lenders reside in an inertia-laden environment, where the pace of new technology adoption is sluggish to say the least. "Companies are slow to upgrade to new versions unless they get a substantial lift from them," he says. 

One of the largest benefits of using Web services, which allows different systems to communicate and interact with each other in a common environment, is the ability to "override" the large amounts of code that IT professionals at lenders often write themselves to handle small or more mundane operations. This code is written on the fly as needs arise. The problem is this code sometimes is incompatible with other technology, particularly in a siloed environment. 

"There's a ripple effect when you put in a piece of new technology," Beidl says. "If you've written stuff on your own, for this or that purpose, it tends to break when you put in a piece of new software." Web services in effect becomes the new "piece" since it's the conduit between the new technology, the old and the various patchwork codes that were written internally. 

Beyond the service and scalability enhancements, First Franklin also hopes ION can be an alternative to the single-vendor solution that some financial institutions are utilizing to integrate and rapidly upgrade their legacy systems. 

But First Franklin's strategy suggests another side to the single-vendor argument. "If someone is in a single vendor environment, it now becomes dependent on that vendor for modifying its system," Williams says. "Or if you move away from the environment, how do you move way from a system that does everything for you?" 

Financial institutions that make the move to a single vendor cite flexibility to rapidly change technology and a reduction in overall expense, though there are arguments to be made on both sides. The argument for a single vendor solution is it can simplify upgrades because the tech company simply installs a new system. The vendor community is undergoing a wave of mergers and acquisitions in anticipation of being that single technology source for financial firms. But that strategy may not be for everyone. 

Beidl says that firms are at times reluctant to be beholden to a single technology provider, no matter who it is. "There is a feeling out there that anytime you go with a one-stop solution, you give up the best of a certain type of service. You aren't getting the least common denominator, but you are getting a jack of all trades, master of none. And it's not as customizable and high end as a best-of-breed solution." 

The consultant says that can be a problem for institutions that like to tout a specific area of expertise to their customers, such as on-line applications in mortgage lending. Web services can provide more flexibility to accomplish that. 

PIPELINE.(First Franklin Financial Corp.)

COPYRIGHT 2004 Thomson Media 

Space Invaders ... 

Andy Pollock, the president and chief executive of First Franklin Financial Corp., says it feels "under siege" and "surrounded" by new competitors. 

The San Jose unit of Cleveland's National City Corp. lends to borrowers with an average Fair Isaac Corp. score of 660 -- not quite prime, but not subprime, either. 

Prime and alternative-A lenders, looking to replace volume lost to rising rates, have been moving recently into First Franklin's market -- and some true subprime players will, he said. 

At First Franklin, "we kind of joke that we have to affix our bayonets," Mr. Pollock said. 

Fitch Inc. has noted the phenomenon and fears that more competition could lead to looser underwriting and higher defaults. 

In the May issue of its newsletter Mortgage Principles and Interest, Cheryl Glory, a managing director of the ratings agency, voiced concern about the increasing popularity of alternative-B loans. These have Fair Isaac scores of 640 to 670 and loan-to-value ratios of 82% to 85%, and the lender often relies on the borrower's word about things like income. 

Though alt-B loans carry higher credit scores than subprime ones, they are much riskier than prime alt-A ones, Ms. Glory wrote. (Fitch defines prime alt-A as loans with FICO scores of 700 to 730 and loan-to-value ratios of 60% to 75%.) 

Alt-Bs are usually securitized as a small part of pools with other loan types. Now some lenders want to securitize pools composed largely of alt-Bs, and there is not enough of a track record to predict how these would perform, Ms. Glory wrote. 

... And Defense Plays 

To help maintain its edge over the newcomers, First Franklin introduced two products Monday -- a fixed-rate, interest-only mortgage and one that requires no income verification but thorough documentation of the applicant's assets for the past three months. 

This year First Franklin introduced a streamlined refinancing option aimed at borrowers with hybrid adjustable-rate loans that are now adjusting, Mr. Pollock said. "As you go into the central part of America, homeowners tend to be a little more conservative in desiring payment certainty." 

It has also been opening wholesale branches and expanding older ones, he said. 

Waning demand for refis will be less of a problem for First Franklin than for others, according to Mr. Pollock. Even during the refi boom of the past few years, about 70% of its loans were for purchases. First-quarter production surged about 70% from a year earlier, to $5.7 billion. 

First Franklin generally achieves better gain-on-sale margins than most firms, he said. But secondary market pricing is unpredictable and usually similar enough from lender to lender to preclude it from being much of a competitive weapon, he said. 

Instead, "when it comes time to compete on price, you compete on your cost to produce," Mr. Pollock said. He called the strategy of undercutting a "dangerous" and "precarious path." 

Uh-Oh for IOs 

Amid an explosion of interest-only loans, Moody's Investors Service Inc. warned in a report Tuesday that such lending will probably raise losses by 10% to 20%. 

Interest-only loans now make up as much as two-thirds of some big securitizers' adjustable-rate pools, from essentially zero at the start of 2002, Moody's said. Because they usually require no payments on principal for the first few years -- when regular loans get paid down by 5% to 10% -- the holder "has up to that many more dollars exposed to loss," the ratings agency said. 

When an interest-only loan starts amortizing, the shorter principal-repayment period can result in monthly payments' jumping as much as 50%, and that jump also makes losses more likely, Moody's said. 

But according to Mr. Pollock of First Franklin, "The reality is that payment shock is not new to the mortgage industry or homeowners." ARMs, lender-funded buydowns, and negative amortization loans are traditional and accepted options, he said. 

Moody's said the historical data available are on a handful of interest-only loans that were made before the recent surge in originations and therefore are not reliable predictors of how the recent crop will perform. 

Why Nat City Will Shut Unit Of Provident.(National City Corp. mortgage units First Franklin Financial Corp., PCFS Mortgage Services)

COPYRIGHT 2004 Thomson Media 

National City Corp. likes the nonprime mortgage business, but it is very particular about its niche. 

As interest rates have climbed this year, the Cleveland banking company has relied more on First Franklin Financial Corp., its nonprime wholesale unit, for earnings, analysts say. But it had little use for the retail and wholesale divisions of PCFS Mortgage Services, the subprime outfit it inherited from last month's $2.1 billion purchase of Provident Financial Group. Those operations are to shut down Oct. 19. 

The retail and wholesale divisions "didn't mix" with First Franklin, said John Gellhausen, the head of National City's national consumer finance division, in an interview Tuesday. 

For one thing, the vast majority of the Provident unit's business is in refinancings, he said, and "we are heavily focused on the purchase business," because "it is a more stable and continually growing market," than the refi market, which "ebbs and flows" with interest rates. 

"Over the past few years" 70% of First Franklin's business has been purchase loans, whereas in the second quarter more than three-quarters of PCFS' originations were refinancings, Mr. Gellhausen said. 

Further, he said, National City wanted to maintain First Franklin's credit quality standards; the unit's loans have an average Fair Isaac & Co. Inc. credit score of about 650. PCFS' loans were lower in the credit spectrum, Mr. Gellhausen said. 

National City is still entertaining offers for PCFS' servicing platform, he said. According to an investment banker, who did not want to be identified by name, "it's easier to go on a wait-and-see pattern on a servicing operation than it is on an origination business," because servicing shops have fewer "moving parts" than origination shops. "They are easy to run off" should the need arise, he said. 

National City has also kept PCFS' entry-level mortgage banker warehousing division, which Mr. Gellhausen said would serve a "niche market." 

Provident spokesman Chris Kemper confirmed Tuesday that PCFS' retail and wholesale departments' 110 jobs will be eliminated. 

Provident has 3,200 employees over all, Mr. Kemper said. He said he was unable to specify how many of them work for PCFS' servicing and warehouse operations. 

National City plans to build 15 bank branches in Cincinnati, and "many" of the employees from the departments that are shutting down could be "hired back in other positions" with National City, Mr. Kemper said. 

He also said the growing Commercial Capital Corp. equipment financing and leasing unit could hire some of the subprime employees. 

Provident tried to sell PCFS this year but could not get the price it wanted, Mr. Kemper said. 

According to National Mortgage News, PCFS' second-quarter production grew 26% from a year earlier, to $250 million, No. 46 nationally among subprime lenders. 

On June 30 PCFS serviced $10.7 billion of subprime loans, ranking 18th nationwide. Its servicing portfolio had grown 35% from a year earlier. 

Nat City subprime unit halts Cleveland business.(National City's First Franklin Financial Corp. objects to Cleveland's predatory lending law)

COPYRIGHT 2002 Crain Communications, Inc. 

At least for the time being, National City Corp.'s subprime mortgage lending subsidiary has closed its doors to borrowers who live in the city of Cleveland. 

The move, which the company bills as temporary, was prompted by an anti-predatory lending ordinance the city passed in April, according to a memo sent to area mortgage brokers from National City's wholesale mortgage lending subsidiary, First Franklin Financial Corp. 

The May 7 memo, obtained by Crain's Cleveland Business last week, stated in part that ``the predatory lending law in Cleveland has caused us (to) temporarily suspend lending in the city of Cleveland only.'' 

The ordinance, which has not yet gone into effect, is the subject of a lawsuit filed by the American Financial Services Association, a mortgage brokers trade association. The association sued the city in April as it claimed the ordinance violates a state law that prohibits individual cities from regulating subprime lending, or loans made at higher interest rates than the best, or ``prime,'' interest rates banks typically offer to their most creditworthy customers. 

The association requested and was granted a temporary injunction to prevent the ordinance from taking effect. The order is set to expire this Wednesday, July 17, the date of the case's next scheduled hearing. Cuyahoga County Common Pleas Court Judge Foley Jones then will decide whether to extend the injunction or to allow the ordinance to go into effect. 

National City spokesman Mike Bares indicated that the uncertainty surrounding the ordinance's fate led the company to suspend its subprime mortgage lending in the city through First Franklin, which issues loans through mortgage brokers. 

``Until the lawsuit is settled and we know exactly the rules that we must follow in Cleveland, we have decided not to originate First Franklin loans in Cleveland,'' Mr. Bares said. 

Mr. Bares said First Franklin originated $9 million in residential loans in Cleveland in 2000, a fraction of the $1.64 billion in residential loans that National City originated in Cleveland that year. He said the figures for 2000 were the most recent ones available. 

The city through its ordinance is looking to prevent the issuance of predatory loans, which generally are considered to be subprime mortgages or other type of loans with interest rates so high and contract terms so restrictive that they are difficult for borrowers to repay. Often, borrowers default on such loans, thereby forfeiting their property. 

According to Cleveland's ordinance, a first mortgage loan is considered predatory if the annual interest rate is at least 4.5 percentage points above but less than 8 percentage points higher than the current yield on Treasury bills with the same maturity date. To be considered predatory under the ordinance, a loan also must contain either excessive balloon payments, fees in excess of 4% of the total loan, certain prepayment penalties, or one of several other factors that make repayment difficult. 

For second and subsequent mortgages, a loan is considered predatory under the ordinance if the interest rate is at least 6.5 percentage points above but less than 10 percentage points higher than the Treasury bill rate for a loan of comparable maturity and if at least one of the other factors applies. The Cleveland ordinance sets ceilings on the loan rates that are subject to the law because interest rates above those ceilings trigger federal statutes covering predatory lending. 

The city also created rules that require borrowers to meet with a Department of Housing and Urban Development home loan counselor before signing for a first mortgage loan with an interest rate more than 8 percentage points higher than the prime rate, or for a second mortgage more than 10 percentage points higher than prime. 

Cleveland City Council President Frank Jackson, who was instrumental in crafting the ordinance, said last week he wasn't aware that National City had suspended its loan processing through First Franklin. But he also said the relatively small volume of loans First Franklin generated in Cleveland wasn't a big loss. 

Mr. Jackson said he doesn't anticipate the action will diminish the city's strong relationship with National City. For instance, he said National City is the underwriter for most of the loans for 432 new homes being built in Ward 5, which he represents. However, Mr. Jackson said council isn't backing away from its position. 

``City Council is not damaging the relationship (with National City) by protecting our constituents,'' he said. 

Although the American Financial Services Association's case has yet to go to trial, the ordinance and National City's reaction to it have drawn the attention of those familiar with the mortgage industry. 

Armand Cosenza Jr., president of the National Association of Mortgage Brokers and co-founder of Commonwealth Financial Services, a mortgage brokerage firm in Richmond Heights, said the city's ordinance is harmful to borrowers, financial institutions and the brokers they use to write loans. Commonwealth is one of the brokers in First Franklin's network. 

``In a free America, they want to tell you how much to charge and how much to make,'' Mr. Cosenza said. 

``National City just took the step and said it didn't want any part of this,'' he said. ``Was it premature? Yes. Was I surprised? Yes.'' 

Premature or not, Mr. Cosenza said he would expect other major lenders to follow First Franklin's lead and halt subprime lending operations in the city if the predatory lending ordinance stands. 

While other banks wouldn't say whether they may cease subprime lending at least temporarily in Cleveland, they acknowledge monitoring the situation. 

``While others are pursuing this issue in the courts, Key hasn't discontinued any lending to low- or moderate-income individuals or families in Cleveland,'' KeyCorp spokesman Gary Cavano said. However, Key hasn't made any decision as to whether it will continue subprime lending in the city if the ordinance goes into effect, Mr. Cavano said. 

Bank One spokesman Jeff Lyttle said, ``We have not changed any loan practices in the city of Cleveland. It (the ordinance) has been assessed, and we're certainly aware of its potential implications. We may have to take actions if the ordinance goes into law.'' 

In April, National City competitor Charter One Financial Inc. closed its subprime mortgage origination company, Charter One Credit Corp. Charter One chief lending officer John D. Koch said last week the company does not make subprime loans. 

Predatory lending activists are pleased with the Cleveland ordinance and are watching closely the reaction of National City and First Franklin. 

Charles Bromley, director of the Metropolitan Strategy Group in Cleveland Heights said First Franklin's halt to business in Cleveland was retaliation against the city for creating the law. 

``I think it's a way of them slapping the city of Cleveland,'' Mr. Bromley said. ``But I think there are lots of people, prime and subprime, ready to provide credit in Cleveland. I'd be happy to see a number of prime lenders step up and make loans here.'' 

(Staff reporter David Bennett contributed to this article.)

National City reorganizes subprime TPO.(Brief Article)

COPYRIGHT 2001 American Banker-Bond Buyer 

National City Corp. here is realigning its subprime third-party originations mortgage business, eliminating the duplication of functions between its First Franklin and Altegra units, both of which are among the leaders in their respective categories. 

As part of the shift, the company is closing the 69 Loan Zone retail subprime mortgage origination stores it operated through Altegra. These stores were located in the southeast, Mid-Atlantic and Midwest regions. 

In the future, San Jose, Calif.-based First Franklin will be the third party nonconforming loan production unit, while Altegra, based in Pittsburgh, will service all subprime loans for National City. 

Because of these changes, and a corporate decision to exit the auto leasing business, National City said it expects to take a fourth quarter charge to earnings of between $43 million and $46 million. Approximately 200 staff members will be affected by the realignment. 

A spokesman for National City said First Franklin was the much larger of the two production operations. 

David A. Daberko, chairman and chief executive of National City, said, "These actions are the result of an ongoing review of our business portfolio. 

"As we focused on where we have a competitive advantage, it became clear to us that the Loan Zone and the wholesale loan origination business...did not measure up to our model for profitability and growth. Our non-prime mortgage business will now be concentrated in our First Franklin subsidiary." 

For the third quarter, First Franklin was the industry's third largest producer through the wholesale channel, with volume of $1.165 billion, according to data collected by Mortgagestats.com. Its total volume for the period of $1.187 billion is a 13% decline from the same quarter last year. 

Altegra had third quarter volume through TPOs of $1.117 billion. Of that total, $1.115 billion came through purchases from correspondents, making it the second largest originator in that channel. This is up from the $354 million produced through the correspondent in third quarter of 1999. 

Total volume at Altegra for the third quarter was $1.172 billion, up from $450 million for the third quarter of 1999. 

National City acquired First Franklin in 1999, while it added Altegra when it purchased Integra Bank in the mid-1990s. 

1st Franklin Chief Says He's Game For Freddie Deal
 
COPYRIGHT 2001 American Banker-Bond Buyer 

An outspoken critic of Fannie Mae and Freddie Mac's expansion into the subprime market now says he is willing to become a "guarded partner" to Freddie. 

William D. Dallas, founder and chief executive of San Jose, Calif.-based First Franklin Financial Corp., said this week that he would be open to trading loan-level information on mortgages Franklin has originated in exchange for a credit "wrap" from Freddie on upcoming securitizations of those mortgages. 

In the arrangement, he said in an interview at the Mortgage Bankers Association's subprime conference, Freddie would receive access to data on the performance of the loans underlying the securitizations -- data that Freddie needs to plunge deeper into subprime waters. Mr. Dallas said such arrangements are a "good strategy" for subprime lenders. 

A spokeswoman for Freddie said that because the company has been making these types of deals for more than three years, it can study the market before moving in full speed. Freddie Mac now works with 26 subprime lenders, she said. 

"It gives us access to the loans so that we can study their performance," the spokeswoman said. "It's our way of beginning to explore how we can move deeper down the credit-risk spectrum." 

She said Freddie buys the loans in pools and that they are then "credit enhanced" to protect the company from risk. Another Freddie official at the subprime conference would not discuss talks with First Franklin or any specific subprime lenders. 

Mr. Dallas' change in tune may come as a surprise to some; in recent months, Mr. Dallas has openly criticized Fannie and Freddie. Their entry into the subprime market, he and others have argued, is depressing margins and reeks of unfair competition. 

But the chance to obtain a better execution on his future securitizations appears to have won Mr. Dallas over. "If you come in and enhance my securitization so I get a better price, you're my partner," he said. For over a year, under highly publicized programs, both Fannie Mae and Freddie Mac have been buying the loans of borrowers with slightly impaired credit. These loans are at the top end of the subprime spectrum, Fannie and Freddie have argued, and should be considered conventional. But lenders and brokers say the GSEs are actually buying riskier loans -- those with Fair, Isaac & Co. credit scores of between 585 and 620. Many observers say these scores put them in the B credit range, a lower tier of subprime loans. Freddie Mac has recently expressed interest in "wrapping," or providing a credit guarantee, Mr. Dallas said, on the riskier B segment of First Franklin's mortgage securitizations. 

The Freddie spokeswoman said the subprime lenders Freddie works with get better execution and pricing on their securitizations, and that Freddie's work will help create a secondary market in the lower-credit areas. "Ultimately we hope there will be a more streamlined process and more efficiency," she said. 

Mr. Dallas said that though he is willing to be partners with Freddie, he is sticking to his guns on the broader issue of so-called charter creep, a phrase sometimes used to describe the GSEs' move into conventional financial services businesses such as mortgage insurance. 

He said he still plans to publicly oppose the GSEs' originating loans and what some see as their courting of mortgage brokers. 

"I don't sell them loans; I give them guarded information, and I learn from them," Mr. Dallas said. "What I won't let them do is originate loans or offer a mandatory product to my mortgage brokers through their automated underwriting system." 

'Big Collapse' Will Devastate Brokers

COPYRIGHT 2001 American Banker-Bond Buyer 

Making an analogy between the future of the mortgage industry and Darwin's "survival of the fittest" theory, Bill Dallas, the soon-to-be former head of First Franklin Financial Corp., San Jose, Calif. is warning that the industry faces the largest shakeout it has ever seen. 

Speaking at the Western Secondary Market and Technology Conference in San Francisco, Mr. Dallas said there are a number of clear signs that "the market is about to implode." This includes the fact that lenders are making lots of money right now, a situation that was going on before the last industry collapse. 

The California Mortgage Bankers Association sponsors the conference. 

"So many ingredients priming this pump, it is almost scary," he declared. 

Those who survive the shakeout will understand the three drivers of business in the future: being at the point of sale, being on the Internet and using the telephone. 

Mortgage brokers do a poor job of selling their advantage of going to where the customer is, because they do not keep customer data for future use. 

As a result, Mr. Dallas predicted mortgage brokers, whose market share was at one time 70%, will see their market share decline in 2001 and level off in 2002, possibly as low as 25%. 

"Mortgage brokers are the next savings and loans," he declared. 

Continuing the Darwin analogy, Mr. Dallas said the Internet will be the "mutated" way to get a loan, with non-brokers such as insurance agents and the like being able to help consumers with the process. This being available at the point of sale will force mortgage brokers "to fight for their lives," Mr. Dallas continued. 

Speaking rhetorically, he said, "We are about to embark on the largest holocaust the (mortgage) industry has ever seen." 

While mortgage brokers will see their business go down 25% over the next three years, the Internet will grow 1,100%, direct marketers will grow 50% and "self-service lenders" will grow 300%, Mr. Dallas said. 

Consumers don't want to deal with a loan committee, they want their information quick and their loan at low cost. 

On the product side, Mr. Dallas said the aim will be to create products that try to please the consumer and not the investor or mortgage broker. 

At First Franklin, that takes the form of direct access dividends, where the company pays borrowers who are current for each of the first three years. 

He also pointed to Wells Fargo's relationship loan, where qualified borrowers are approved for other products the bank has to offer. 

The goal is to get "100% of the customer's business," he said. 

Those companies with staying power will develop a business model that integrates e-commerce applications. 

This means a virtual market place will be developed; pricing, processing and underwriting will be automated; there will be an Internet delivery channel; multiple products will be sold with the loan; and customer retention will be the originator's "mantra," Mr. Dallas declared. 

Furthermore, all fraud must be eliminated; organizational and processes competency must be developed; and quality metrics will be developed and linked to incentives. 

Originators need to keep an eye on the market for new developments, while at the same time developing a product exit strategy. 

At First Franklin, the company has created a strategy based on the customer's "need for advice." Instead of cross-selling some product, they offer the borrower a financial plan. 

The company will work with mortgage brokers to provide this financial plan - First Franklin will contact the borrower with the broker, for the broker or "in spite of" the broker, Mr. Dallas declared. 

Through a website (oneharbor.com), there will be an online dynamic interview, which will provide the customer feedback and advice centered around the home loan. 

First Franklin, he said, is trying to convert mortgage brokers into trusted financial advisors. 

First Franklin's Dallas Steps Down as CEO

COPYRIGHT 2001 American Banker-Bond Buyer 
Bill Dallas, who launched subprime lender First Franklin Financial Corp. and later sold it to Bank of America, is stepping down as chief executive of the company. 

National City, which bought FFFC from BoA in July 1999, has already named Marc A. Geredes as his successor. 

Mr. Dallas, who was on vacation last week, could not be reached for comment. Even though he is vacating the CEO job, he will remain as chairman emeritus and as an advisor to Mr. Geredes. He also will continue to serve on the lender's board. 

Mr. Dallas is widely known in mortgage banking circles, and was one of the first CEOs to warn publicly about declining profit margins in the conventional 'A' paper market. 

Mr. Geredes is a 15-year veteran of First Franklin, joining the company back in 1986 as a retail loan officer. 

Copyright c 2001 Thomson Financial. All Rights Reserved.

Departing subprime firm's chief: Market to 'implode'.(Bill Dallas)

COPYRIGHT 2001 American Banker-Bond Buyer 

There are a number of clear signs that "the market is about to implode," according to Bill Dallas, the soon-to-be former head of First Franklin Financial Corp., San Jose, Calif. (see related story). 

This includes the fact that lenders are making lots of money right now, a situation that was going on before the last industry collapse, Mr. Dallas told the Western Secondary Market and Technology Conference in San Francisco, an event sponsored by the California Mortgage Bankers Association. 

Mr. Dallas described the future of the mortgage industry as akin to Charles Darwin's "survival of the fittest" theory of evolution, warning that the industry faces the largest shakeout it has ever seen. 

"So many ingredients priming this pump, it is almost scary," he declared. 

Those who survive the shakeout will understand the three drivers of business in the future: being at the point of sale, being on the Internet and using the telephone. Mortgage brokers do a poor job of selling their advantage of going to where the customer is, because they do not keep customer data for future use. 

As a result, Mr. Dallas predicted mortgage brokers, whose market share was at one time 70%, will see their market share decline in 2001 and level off in 2002, possibly as low as 25%. 

"Mortgage brokers are the next savings and loans," he declared. 

Continuing the Darwin analogy, Mr. Dallas said the Internet will be the "mutated" way to get a loan, with non-brokers such as insurance agents and the like being able to help consumers with the process. This being available at the point of sale will force mortgage brokers "to fight for their lives," Mr. Dallas continued. 

Speaking rhetorically, he said, "We are about to embark on the largest holocaust the (mortgage) industry has ever seen." 

While mortgage brokers will see their business go down 25% over the next three years, the Internet will grow 1,100%, direct marketers will grow 50% and "self-service lenders" will grow 300%, Mr. Dallas said. 

Consumers don't want to deal with a loan committee, they want their information quick and their loan at low cost. 

On the product side, Mr. Dallas said the aim will be to create products that try to please the consumer and not the investor or mortgage broker. 

At First Franklin, that takes the form of direct access dividends, where the company pays borrowers who are current for each of the first three years. 

He also pointed to Wells Fargo's relationship loan, where qualified borrowers are approved for other products the bank has to offer. The goal is to get "100% of the customer's business," he said. 

Those companies with staying power will develop a business model that integrates e-commerce applications. 

This means a virtual market place will be developed; pricing, processing and underwriting will be automated; there will be an Internet delivery channel; multiple products will be sold with the loan; and customer retention will be the originator's "mantra," Mr. Dallas declared. 

Furthermore, all fraud must be eliminated; organizational and processes competency must be developed; and quality metrics will be developed and linked to incentives. 

Originators need to keep an eye on the market for new developments, while at the same time developing a product exit strategy. 

At First Franklin, the company has created a strategy based on the customer's "need for advice." Instead of cross-selling some product, they offer the borrower a financial plan. 

The company will work with mortgage brokers to provide this financial plan - First Franklin will contact the borrower with the broker, for the broker or "in spite of" the broker, Mr. Dallas declared. 

Through a website (oneharbor.com), there will be an online dynamic interview, which will provide the customer feedback and advice centered around the home loan. 

First Franklin, he said, is trying to convert mortgage brokers into trusted financial advisors. 

Identifying Soft Spots in Fight Against Fraud
 

When home prices rose during the refinancing boom, criminals became aware of how much they could make by gaming the system. And though the boom is over, mortgage fraud is still a growing problem nationwide, experts say. 

"It's increasing at a pretty alarming rate," said William Dallas, the chairman of Ownit Mortgage Solutions, in Woodland Hills, Calif., and a longtime nonprime lender. 

This month the Federal Bureau of Investigation announced that it had opened 533 cases of mortgage fraud in fiscal 2004, which will end Thursday. That was more than five times the number investigated three years earlier. 

Mr. Dallas, who is also the chairman of Sysdome Corp., a vendor of antifraud technology, said the perpetrators are using "identity theft and property flipping." There is plenty of incentive for "people to mask buyers and do whatever they can to inflate values in areas," he said. 

The Mortgage Bankers Association has met with the FBI over the past year to discuss how it can help the agency with probes and develop a nationwide fraud tracking system, said Tim Doyle, the trade group's director of government affairs. 

Donald Lampe, a partner with Womble Carlyle Sandridge & Rice PLLC in Greensboro, N.C., who represents nationwide lenders, said the law firm is now handling 12 fraud cases. It used to have one every couple years, he said. 

The fraud will have only a "marginal impact on the industry as a whole," Mr. Lampe said. He said he does not expect "major institutional failures like the S&L debacle." Still, he said, "lots of folks will lose bits of money, some lenders more than others, so the absolute dollar impact industrywide" will be in the billions. 

At a Sept. 17 press conference, Chris Swecker, the assistant director of the FBI's criminal investigative division, said many of the fraudulent loans his agency is looking at were sold to Fannie Mae or Freddie Mac. 

Bob Engelstad, Fannie's senior vice president of policy and standards, said Friday that fraud had risen in the past three to five years. Lenders bear the costs, he said, because if Fannie finds that a loan it has bought is fraudulent, the lender must buy it back. Fannie has added tools to its automated underwriting system that warn of an inflated appraisal, verify Social Security numbers, and track property values to see if they are rising too fast, which could indicate a flipping scheme. (In such schemes, which the FBI called the most common type of mortgage fraud, a criminal buys a property, gets an inflated appraisal, and sells it to a phantom buyer for a profit. When no one pays the bills, the home goes into foreclosure.) 

Because some lenders choose not to use the system, it checks only 60% of Fannie's loans, Mr. Engelstad said. 

Once the government-sponsored enterprise has bought a loan, it checks each home's value with an automated model and randomly samples entire loan files. 

For about a year, Mr. Engelstad said, Fannie has given the FBI expert testimony and technical assistance on mortgage fraud. If the GSE "identifies an appraiser who has either through gross incompetence or fraud grossly overvalued a property, we document that and refer the appraiser" to state regulators to encourage that its license be withdrawn. 

Freddie typically refers fraud cases to the authorities, including the FBI and prosecutors, said spokesman Brad German. He said the McLean, Va., GSE has actually had fewer fraud cases this year; he attributed the decline to better detection methods. 

Fraud has apparently followed real estate lending patterns. It was most pronounced in the booming western markets of California, Nevada, Utah, and Colorado and in Florida, Georgia, and South Carolina, according to FBI data. Other hot spots the agency identified were Michigan, Illinois, and Missouri. 

Mr. Dallas of Ownit Mortgage said population turnover also contributes to Florida, Georgia, and South Carolina fraud rates. "There are a lot of people moving in and out, so you get residency and other problems," he said. And "you have more transient brokers" as well as other mortgage participants. "Most fraud comes from an insider -- an originator, a broker, an appraiser." The professionals most likely to willfully become involved in or to overlook fraud through negligence are those whose businesses are "fast-growing and expanding in a new market" -- the people who have so much business that they cannot keep up, Mr. Dallas said. "A new vendor shows up and will do anything." 

Mr. Lampe said a lot of fraud is attributable to lax documentation standards. "There are many more types of loan products available, including low-doc and no-doc loans," which make it easier for borrowers to submit false statements, he said. "The amount of due diligence done by the lenders themselves" is insufficient. Lenders' increasing reliance on credit scores as the primary indicator of whether or not borrowers will repay their loans is coming back to haunt lenders, Mr. Lampe said. Consumers with few assets but a high credit score can easily be used as a pawn in a fraud scheme by acting as a "straw buyer" for criminals. 

In the last refi boom, about 10 years ago, "underwriting was based on income, employment, property value," he said. By reducing face-to-face contact between lenders and borrowers, electronic and wholesale lending have increased lenders' fraud risk, Mr. Lampe said. 

"When I went down to the local community bank ... the banker and I knew each other," he said. Personal contact "doesn't lend itself to fraud." Now, "lenders fund loans for borrowers they've had no contact with." 

Mr. Lampe said that fraudsters have also studied the mortgage process more closely and better understand its vulnerabilities. Mr. Dallas said that to stop fraud, lenders need to "authenticate and validate everything independently from the person who supplies them with information" when they take an application. They should also verify information on every loan they originate, because it is hard to predict where fraud will occur. 

For instance, Mr. Dallas said, lenders tend to focus on low-doc, higher-risk products, but fraud occurs on all types of loans. 
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Origination Play at Goldman: Firm invests in First Franklin alum's start-up.(LownHome Financial Holdings LLC)

COPYRIGHT 2006 SourceMedia, Inc. 

In another sign of Wall Street's heightened interest in acquiring mortgage originators to feed their securitization businesses, Goldman Sachs Group Inc. has taken a minority stake in a wholesale home-lending start-up. 

The start-up, LownHome Financial Holdings LLC in San Jose, is being run by Marc Geredes, the former chief executive of National City Corp.'s First Franklin Financial Corp. 

A spokeswoman for Goldman confirmed this week that it has a minority stake, but she would not discuss its motivation. 

Wall Street firms, which have long purchased loans in bulk to repackage as mortgage-backed securities, have been getting more involved in the origination side of the business in the last few years. 

Lehman Brothers is considered the investment bank with the closest ties to the origination business, as a result of both internal growth and the five small-lender acquisitions worth $219 million it made in 2003 and 2004. 

This week National Mortgage News, a sister publication of American Banker, reported that Deutsche Bank is considering buying a New Jersey mortgage bank. A spokeswoman for Deutsche Bank had no comment. 

About a year ago Bear Stearns Cos. opened a mortgage wholesaler, Bear Stearns Residential Mortgage Corp. 

Last week Bloomberg News reported that Merrill Lynch & Co.'s chief administrative officer had said in an interview that it was in "dialogues" with mortgage originators it may buy. 

John Mack, Morgan Stanley's CEO, reportedly said Monday at an investor conference in New York that his company is also interested in buying mortgage firms. 

At the same conference, Douglas Flint, the group finance director of HSBC Holdings PLC, said he found the trend puzzling. 

"We find it intriguing at the moment to see so many of the Wall Street firms seeking to find mortgage origination capacity to feed their ... securities businesses at a time when mortgage origination volumes may fall," he said. 

Mr. Geredes joined First Franklin in 1986 as a retail loan officer, succeeded founder Bill Dallas as the CEO in 2001, and left in 2003. (Merrill bought a stake in Mr. Dallas' Ownit Holdings last year.) 

LownHome opened for business this month. A Pittsburgh center serving the Northeast opened Monday; in July the lender plans to open a center in Baltimore to serve the Southeast and one in Portland, Ore., to serve the Northwest. 

In an interview Tuesday, Mr. Geredes said that LownHome would start out by selling loans to Goldman's conduit. However, "if there's somebody else out there bidding up [for loans], we'd be foolish not to take that." 

Aside from Goldman, Mr. Geredes said, two New York hedge funds (which he would not name) have also taken minority stakes. LownHome's management team is putting up most of the capital. 

The company would compensate for the tight margins in today's market by operating at a low cost, he said. Corporate functions such as human resources, quality control, and technology are being outsourced to "domain experts." All the software is Web-based. 

The sales force is more centralized than the ones at most wholesale shops, Mr. Geredes said. "People in chairs" handle customer service calls to free up those in the field to make presentations to prospective clients. Both groups will receive smaller commissions than traditional subprime account executives, but the rainmakers can make it up on volume, he said. 

Mr. Geredes said he received "tons" of interest from investment banks when he was raising capital for LownHome, and the recent deal talk in the mortgage sector did not surprise him. 

"These guys want to control volume," he said. "They're looking at ... the number of companies that have been severely wounded and they believe if they can pick up a company [cheaply] and 'fix it,' they can get control." 

The problem is the bid/ask spread -- originators want to sell at "six-months-ago prices" and the investment banks want the prices that will prevail "six months from now," he said. "Will any of these deals get done? I don't know." 

Jody Shenn and Tim Mazzucca contributed to this report. 
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Ownit Head: First Franklin to Remain A Rival After Sale. (Bill Dallas)

COPYRIGHT 2006 SourceMedia, Inc. 

First Franklin Financial Corp. and Ownit Mortgage Solutions Inc. have much in common: Bill Dallas, who founded First Franklin, now runs Ownit. 

The two companies also expect to share a significant investor soon. Merrill Lynch & Co. Inc., which holds a minority stake in Ownit, announced last month that it would buy First Franklin, of San Jose, from National City Corp. for $1.3 billion. 

A recipe for cooperation? Not so fast, Mr. Dallas says. 

"If there is a strategy down the line of connecting the dots between the two companies, it might make some sense to them, because I was chief executive of First Franklin," he said in an interview last month. 

For now, he said, it is business as usual. 

"The No. 1 thing" that Merrill "wanted to do -- and I think they accomplished that -- was to begin to get scale," Mr. Dallas said. "They felt like they had to make an acquisition to do that." 

As for his sales force at Ownit, he said he has delivered the message that the two companies are separate and would remain competitors. 

Buying First Franklin would help Merrill in servicing, Mr. Dallas said, because First Franklin's servicing operation, combined with Merrill's servicer, Wilshire Credit Corp., of Beaverton, Ore., would have about $70 billion of unpaid principal. 

Nationspoint, the online originator that Merrill would pick up as part of the First Franklin deal, "is something they wanted to do for portfolio retention," he said. "First Franklin's assets give them control of distribution." 

Merrill "would be able to buy [and securitize] all of First Franklin's production and compete for ours," he said. 

Mr. Dallas was one of a group of investors that bought the wholesaler Oakmont Mortgage in late 2003. The Agoura Hills, Calif., company took the Ownit name in 2004. 

When Merrill bought its minority stake in Ownit last year, Mr. Dallas touted the deal as a way to increase Ownit's capital without having to deal with the hassles of being run by a parent company. 

Merrill's deal for First Franklin is expected to close this year. National City bought the unit seven years ago from Mr. Dallas, who founded it in 1981 and built it into a major nonprime player. He said he did not give Merrill advice or otherwise participate in the decision to make the deal. 
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Merrill to Use BlackRock Capital for Growth.(Merrill Lynch and Co., BlackRock Inc.)
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After a quarter in which profits more than doubled, Merrill Lynch & Co. plans to use capital it got from its deal with BlackRock Inc. for "organic and inorganic" growth, an executive said. 

Jeffrey Edwards, a senior vice president and Merrill's chief financial officer, said Tuesday during its earnings conference call that the deal, which closed Sept. 30, will enable his company to add staff and make more deals. 

"As we think about deploying that capital, our first focus is on organic initiatives, and, as you can see from the progress we made through the year, we continue to have good organic opportunities," Mr. Edwards said. "We also have an opportunity to redeploy capital into acquisitions, and we have been more active on that front in the third quarter, and we'll need to fund that." 

Merrill's third-quarter earnings rose 120% from a year earlier, to $3 billion, or $3.17 a share. The results included a gain of $1.1 billion, or $1.17 a share, from the BlackRock deal. 

In the first quarter Merrill announced an agreement to merge its investment management arm with BlackRock, which had been majority-owned by PNC Financial Services Inc. The deal gave Merrill a 49.8% stake in BlackRock. PNC's stake dropped to 34%. 

Last month Merrill agreed to buy First Franklin Financial Corp., a San Jose originator of loans through brokers, from National City Corp. for $1.3 billion to increase its scale in the mortgage origination business, Mr. Edwards said. 

That deal, which Merrill expects to close this year, was its fourth for a mortgage company in the last two years but its first for a U.S. originator. Merrill also would pick up a Pittsburgh servicer with a $39 billion portfolio, and NationPoint, an online lender in Lake Forest, Calif., from Nat City. 

Mr. Edwards said Merrill also is developing its mortgage origination business in foreign markets, including Turkey, the United Kingdom, and South Korea. 

In addition, this year Merrill plans to close deals for a hedge fund provider and a provider of electronic cash management execution services, Mr. Edwards said. 

The pipeline for deals is at record levels, he said. "Thus far fourth-quarter conditions for execution of this pipeline appear to be more positive" than they were in the third quarter. 

Analysts said that the third quarter is typically difficult, because of the summer slowdown, but that strong market conditions last month helped companies such as Merrill, Goldman Sachs Group Inc., and Morgan Stanley. Both Goldman and Morgan Stanley reported strong growth for the quarter. 

Glenn Schorr, an analyst with UBS Investment Bank who covers Merrill, wrote in a research note issued Tuesday that Merrill had "overall great results." However, "we are mindful of ... [its] relative valuation and the ROE gap that still persists for the group." 

Michael Hecht, an analyst at Bank of America Equity Research, wrote in a research note issued Tuesday that Merrill's revenue from fixed-income trading and investment banking was better than expected. He maintained his "buy" rating for the stock. 

Excluding the BlackRock transaction, Merrill would have reported that third-quarter profits jumped 19% from the second quarter, to $1.9 billion, or $2 a share. Those earnings exceeded the average of analysts' estimates by 53 cents, according to Thomson First Call. (Those estimates excluded the BlackRock transaction.) 

Third-quarter revenue rose 48% from a year earlier, to $9.9 billion. Analysts had expected revenue of $7.3 billion, according to Thomson First Call. 

Merrill's stock rose 0.63% Tuesday, to $84.64<U> </U>a share. 

Assets under management rose 14% from a year earlier, to $598 billion just before the BlackRock deal. Merrill added $1 billion of assets during the quarter. 

Mr. Edwards said his company continues to hire. Its global private-client group added 540 financial advisers in the first nine months of this year, including 180 in the third quarter, to give the group a total of 15,700. He said 25% of the advisers added last quarter were in foreign markets. 
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Inside Wall Street's Factory of Fakery

Foxbusiness.com – February 5, 2009
By Elizabeth MacDonald

Third in the Crackdown on Wall Street series

Law enforcement officials say arrests on Wall Street will be made not just by those who hawked predatory loans, but those who sold predatory securities built on those as loans well, interviews with Justice Dept. officials denote.

Namely, the bonds and derivatives compulsively minted by Wall Street’s financial engineering factory, where bad mortgages, bad credit card payments, bad auto loans, bad student loans, you name it, were sluiced through the underwriting pipeline and magically emerged as Triple A rated securities, safe as a US Treasury.

Bonds and derivatives that were sold by companies purposely set up offshore in places like the Cayman Islands or Guernsey, away from the prying eyes of regulators.

The credit rating agencies are under scrutiny, too, as the push was on to get these radioactive securities goldplated Triple A, meaning safe and virtually risk-free, because both Wall Street and the credit rating agencies knew full well that investment portfolios around the world, notably pension funds, by the very dint of their own regulations were only allowed to invest in safe, Triple-A rated securities.

It’s clear Wall Street went wild. It manufactured trillions of dollars in asset-backed bonds and derivatives that dwarfed the value of the underlying mortgages, auto loans, and student loans on which they were based, investment experts say.

The mayhem was notable inside the offices of the Wall Street underwriters of what are called collateralized debt obligations (CDOs), pools of bonds which are backed by pools of mortgages, and so on.

Bucket Shop Bonds

When you invest your money, you expect a competent money manager who will protect your investment, right?

However, too many investors in these mortgage-backed and other asset-backed bonds invested on autopilot, without checking who was watching their money.

Specifically, the securities and derivatives under scrutiny were supposed to be overseen by competent investment managers to ensure investors money was protected and returns were being paid.

Anything less is a breach of fiduciary duty, and potentially securities laws, says Janet Tavakoli, derivatives expert and author of “Dear Mr. Buffett: What An Investor Learns 1,269 Miles From Wall Street” (John Wiley & Sons, 2009).

So who were these guys who oversaw these jerryrigged bonds?

Executives you wouldn’t want managing your local McDonald’s, notes Fox Business’s Joanne Ossinger.

And the deals were filled with so many rotten heads of lettuce.

An Unregulated Bond Factory

Derivatives expert Tavakoli says that in November 2006, she warned a Wall Street shop that “their CDO managers are unregulated,” that “most do not have the expertise or the resources to perform CDO management or surveillance,” and that “many cannot build a CDO model.”

She also noted that “rating agencies rarely ask for background checks on CDO managers.”

Many prospectuses for these securities offerings read like “finance comic books,” Tavakoli says she wrote in a letter to legendary investor Warren Buffett in December 2007.

A Rotten Deal

Tavakoli says one notably rotten deal came across her radar screen. In late 2006, she read the prospectus for a mortgage-backed security that took hundreds of mortgage loans, shoved them into a portfolio, and sold the risk to investors. 

The portfolio included negative amortization loans and interest-only loans, the most combustible mortgages bought from some of the worst mortgage mills that have since flopped.

In these mortgages, because principal is not being paid down, the loan amount steadily increases and then the interest rate shoots up, with a massive balloon payment that is similar to the levees breaking in New Orleans, Tavakoli says. 

More than 60% of the loans backing this security were purchased form New Century Capital, which in turn bought them from New Century Mortgage Corp., a unit of New Century Financial Corporation, an incestuous stew of a company that restated its financials in February 2007 and then filed for bankruptcy on April 2, 2007, under a cloud of fraud allegations, Tavakoli says.

Merrill Lynch Goes Full-Bore

Merrill Lynch was Wall Street’s biggest underwriter of CDO deals built on loans such as these, derivatives built on loans from places that were essentially mortgage mills.

For example, Merrill Lynch was a part owner of California-based Ownit Mortgage Solutions, a mortgage mill that eventually collapsed in December 2006, Tavakoli points out.

Ownit issued crazy 45-year ARMs and no-income-verifications loans. In the words of William D. Dallas, its founder and CEO: “The market is paying me to do a no-income-verification loan more than it is paying me to do the full documentation loans.”

Michael Blum, Merrill Lynch’s head of global asset-backed finance, sat on the board of Ownit Mortgage Solutions. When Ownit imploded in December 2006, Blum faxed in his resignation, Tavakoli says.

Full Steam Ahead

But Merrill continued to sell derivatives based on Ownit’s loans well into 2007, Tavakoli says. 

For example, in early 2007, Merril created a package of securities deals including loans issued by Ownit, Tavakoli says.

However, around 70% of the borrowers of the loans had not provided full documentation of either their income or assets, Tavakoli says. Most of the loans were for the full appraised value, meaning they were no down payment loans, loans given at a time when home prices were already starting to crumble.

In the deal documents, says Tavakoli, Merrill disclosed that Ownit went bankrupt, but did not mention it was Ownit’s largest creditor.

Can Merrill say it did an “arms-length” transaction with Ownit when a Merrill officer sat on the Ownit’s board, Tavakoli asks?

In early 2007, both Moody’s Investors Service and Standard and Poor’s, the credit rating agencies, downgraded the Triple-A rated tranche of the deal, “an investment they had previously rated as ‘super safe’ with almost no possibility of loss) to B (junk status meaning you are likely to lose your shirt),” Tavakoli says.

Moody’s later forecast that 60% of the original portfolio value could eventually be lost, Tavakoli says.

However, the SEC as a regulator of the investment banks had the power to stop this nonsense, but it did nothing to halt this securitization activity. “Instead, investment banks accelerated securitization activity in the first part of 2007,” Tavakoli says.
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